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SCIENCE, ART AND EDUCATION - THE NEW
PARADIGM

Ivo Slaus
World Academy of Art and Science, Dag Hammarskjold University College
for International Relations and Diplomacy, Zagreb, Croatia

Abstract

Contemporary world is global, interdependent, rapidly changing
generating uncertainties compounded by bankrupting nature, destroying
human and social capitals. In addition, some sovereign countries possess
weapons of mass destruction. It is obvious that the current world is not
sustainable, and reduction of threats cannot be achieved within the current
paradigm. A new social, economic and political paradigm is required and
that can be achieved not by violence, but by more knowledge. Power has
shifted from military force to wealth and now to knowledge. Power shift
does not merely transfer power, it transforms it. New paradigm is a
continuous change, where scientific research, art and education play a
dominant role.

Keywords: Science, new paradigm

Introduction

Recent studies determined the age of our universe to be 13.798+0.037
billion yearsY. Claimed accuracy of less than 40 million years is amazing,
particularly when compared with Kelvin's wrong calculation of the age of
our Earth somewhat more than hundred years earlier, when he obtained that
the age of our Earth is less than 100 million years. From the beginning of our
universe until about 380,000 years there was only physics — only elementary
particle, atoms did not exist, and there was no light, it could not pass through
ionized space. Chemistry began about 380,000 years after the Big Bang. The
age of our Earth is determined to be 4.54+0.05 billion years. There is
evidence for life on our Earth as early as 4.4 billion years ago?, suggesting
that if life arose so quickly on the Earth, then life should be fairly common in
our universe. Discovery and use of fire dates 800,000 years ago. Culture,
language and what we could term cognitive revolution dates about 70,000
(and possibly 160,000) years ago®, and Neolithic Agricultural Revolution
was 12,000 years ago. Inquisitive human mind asked numerous questions:



“How and from what is the world made?” (Thales), “Where do we come
from? What are we? Where are we going?* (as expressed in Paul Gauguin’s
painting) and ,,What should we do?*. These questions were also expressed
through art in numerous cave paintings as Altamira and Lascaux. Science
progressed when instead of general questions, it focused on specific
questions and that is the birth of scientific disciplines. Sometimes it seems
that additional scientific research cannot bring anything novel: all essential is
known — end of science®. The opposite is true. When physicists thought they
understood everything and only two minor clouds dimmed the bright sky,
they discovered quantum physics and theory of relativity. When Standard
model ruled particle physics, it turned out that it accounts only for 4.9% of
our universe, while 26.8% is dark matter and 68.3% is dark energy, and we
do understand neither what dark matter is, nor dark energy. Though Higgs
boson has been recently discovered, we still need to understand why the
electron has the mass it has. Our inadequate understanding is much greater as
one turns from simple issues as our universe (which is determined just by six
numbers!) to more complex problems: consciousness, economy and politics.
More than two century ago F. Schiller wrote prophetically “Our century has
given birth to a great epoch, but the great moment finds Keynote talk,
September 2015, Oxford, UK stunned generation and even more stunned
politicians™, and more recently Y. Dror wrote “It is absurd to believe that
everything is going to change, but politics will and can remain the same.” |,
and John Avery wrote the book “Space-age Science and Stone-age Politics*”
forgetting that politics also achieved remarkable successes (UN system, end
of colonialism, many successful treaties, etc), but that the progress of science
and technologies is so fast that it overwhelms the rate of political
achievements. Contemporary world is not sustainable. There is a need for a
new economic and political paradigm.

Two cultures, three cultures, one culture. In 1959 C.P. Snow gave the
Rede lecture entitled ,,The Two Cultures and The Scientific Revolution*
emphasizing a widening gap between natural science and humanities and
art”. Less than 50 years later Jerome Kagan argued that there are three
cultures: natural sciences, social sciences (including economic and political
sciences) and the humanities/art®. Real world is complex and complexity
manifests in an inability of any formalism to adequately capture all its
properties. It requires that we find distinctly different ways of interacting
with systems. “Distinctly different” in a sense that when we make successful
models, the formal systems needed to describe each distinct aspect are not
derivable from each other.

A meeting of scientists and artists “Signature of the Invisible” was
organized in 1999 at CERN. Scientists and artists have been interacting
always, sometimes in a single person, e.g. Leonardo. One can draw parallels



between lives of Einstein and Picasso. Stephen Pile wrote: “What would C.P.
Snow make of all this. It is 42 years since he observed that art and science
are two different cultures, but suddenly they are getting along just fine.”
Keith Tyson wrote “Richness is always at the frontiers. Science and art are
way of exploring the same thing, one culture with two fascinating abilities...
Society suffers from reduction and compartmentalization, leading to social
autism.... Like good artists, good scientists are simple in their explanations,
open-minded, humbled by experience.” Steve Miller was fascinated by x-
rays, Rorschach test and DNA and he produced a series of paintings
Neolithic Quark. Miller said: “Art is useful to present complicated
information such as Michael Frayn play Copenhagen”.

In his Nichomachean Ethics Aristotle calls politics master science.
Edward Shils, founding editor of journal Minerva, wrote “After WWII
scientists became politicians. Politics was always part of science but now
relationship between science and politics became more explicit and
prominent. It manifested itself in science advisory capacities but also in
Pugwash Movement™®. Scientific research did not produce only better
understanding of nature and society, but also provided new forms of
organization and leadership. For instance, CERN experiments at LHC cost
several billion euros and include thousands of researchers from several
hundred institutions from several hundred countries without a special chief
executive officer, and without strict hierarchy. This leads to holocracy - a
democratic distribution of leadership, the new management system for a
rapidly changing world leading to more agile team that turns everyone into
leader. Scientific research is an example of holocracy! Nobody in charge —
all in charge — all responsible! Can politics be organized in such a way?
Should it be?

Education for the 21st Century

Spoiling youth has been considered one of three most deplorable sins
in ancient China. Bertrand Russell optimistically said in his Nobel Prize
acceptance speech: "The main thing needed to make the world happy is
intelligence. This is an optimistic conclusion, because intelligence can be
fostered by known means of education.” However, in 1937 Sigmund Freud
wrote that “psychoanalysis is the third impossible profession following two
much older: bringing up the children and governing of nations.”. Education
is broader than “bringing-up the children” and even more impossible. Who
should be educated and how, and for what goal? In a global world the answer
to the first question is clearly everybody - all human beings. Since
knowledge now increases exponentially with a doubling time of 5-10 years,
education cannot be time limited, but it has to be life-long.



Global education in the 21* century for a changing human being and
for a rapidly changing world in order of achieving global knowledge-based
society has to encompass specialized, disciplinary education and
paradigmatically different holistic approaches. The universities have a
mission and a responsibility which goes far beyond the task of providing
industry with efficient employees, marketable ideas or science-based
solutions. Their mission is to produce mature, independent, critical and
responsible personalities, who are not tools in anybody’s service. Many
different forms of higher education are developing, just to mention a few:
massive-on-line-open courses (MOOC), Future University, Singularity
University and University of Everywhere.

Employment and Retirement

Words retirement and employment were not in use 150 years ago. In
19™ century permanent manufacturing establishment meant a radical
separation in time and space from family and leisure time. Now, there is an
erosion of traditional employment through part-time work, fixed-contracts,
temp-agency work, fractional employment, self-employment and multiple
jobs. Robots, automation and ICT make and will make many jobs obsolete,
e.g. 47% of all jobs in the USA are in the high-risk category, i.e. potentially
automatable in the next decade: office and administration, sales, service and
taxi drivers. Low risk jobs are health care, education, arts and media™>.

Increase in the life expectancy which almost doubled in about a
century and now reaching about 80 years make the retirement at 65 years
impossible. Nevertheless, there are numerous jobs that cannot be done at age
over 60, e.g. miners and ballerinas. This requires that we should change jobs,
likely several times during our lifetimes.

Power-shift and Paradigm Change

Contemporary world can be compared with Neolithic Agricultural
Revolution. Then humans started their cohabitation with animals and plants.
Now we are cohabitating with robots, automation and new technologies.
However, there is a profound difference. While our ancestors could continue
being hunter-gatherers, our contemporary world is not sustainable. A new
socio-economic-political paradigm is needed since we bankrupted nature, in
an Anthropocene Epoch we are destroying human and social capital and we
have means — weapons — that can destroy our civilization and we cannot
repair or even decrease these threats within present paradigm.

In his book Power-shift'? Alvin Toffler argues that throughout
history power has shifted from violence and military force to wealth and now
to knowledge. A new paradigm has to be based on knowledge. Knowledge is
a very broad term encompassing all sciences and the humanities, as well as



arts and political decision-making. While old forms of power: violence and
wealth are limited, knowledge is inexhaustible, it is increased by sharing.
Powershift does not merely transfer power, it transforms it. New paradigm is
a continuous change, future full of surprises, augmented by creative
activities: scientific research and art, as Turkish poet Nazim Hikmet Ran
(1902-1963) wrote:

“The most beautiful sea: hasn’t been crossed yet. The most beautiful
child: hasn’t grown up yet. Our most beautiful days: we haven’'t seen yet.
And the most beautiful words | wanted to tell you | haven’t said yet...”
(1945)
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Abstract

Small and medium manufacturing companies have continued with the
basic use of administrative management technologies in its core business
processes. Recent studies on adoption of processes for the integration of
information and communication technologies, have shown that these
companies have problems with the innovation, production, and the
generation of knowledge. It also had problems with its practical application
in products, processes, and services. The aim of this study is to develop a
model for strategic management of technological innovation as the basis for
the development of a computational tool that integrates the different phases
of the model. However, it can be applied to manufacturing companies, which
will help to increase the competitiveness, productivity, and innovation of
these companies. In addition, a proposal for the model was developed and
the analysis of the software for managing the model was conducted.
. _________________________________________________________________________________________________________________________|
Keywords: Innovation, SME’s, Technological Model, Management,
Knowledge

Introduction

Innovation, technological improvement, and the transfer of
technology which is applied to productive activities, are the major drivers of
economic growth of the companies for the globalization of markets
(Goycochea, 2012).

Therefore, it is necessary to create a strategic solution to improve the
capabilities of these companies and respond quickly to the challenges, either
business related or technological, which is today’s markets demand (Lopez-
Acevedo & Tan, 2010).



Porter defines innovation as the creation of new products, processes,
knowledge or services using existing or new scientific or technical
knowledge. Porter also mentions that firms are evolving into value chains
that is based on intangible assets such as knowledge, technology, intellectual
property, and others (Porter, 1991).

Afua also defines “innovation as the use of new technological
knowledge, market knowledge, and business models that can deliver a new
product or service, or product/service combinations, to customers who will
purchase at prices that will provide profits” (Afua, 2003).

Consequently, the "Innovation Economy" is the production and
generation of knowledge and its application in products, processes, and
services. Thus, it has become the main asset of developing dynamic
competitive advantages (Porter, 2008).

Innovation is very important for companies to grow successfully.
Therefore, some factors are changing the environment where the companies
are competing. Among these include (Warren & Susman, 2013):

e Access to knowledge: Permit to companies provides them access to
the best ideas, technologies, research resources, and experts at low cost.

e Trade Barriers: Are rapidly being dismantled; hence, all markets are
been opened up to global suppliers.

e Access to Capital: The funds may now seek opportunities on a global
basis, and companies must compete internationally for capital.

e Technological Obsolescence: Market life cycles are now less than
product development cycles. Thus, companies are developing new
methods to reduce their product development times.

Therefore, we are migrating into an innovation era, where wealth
firm will be created through innovation.

A study by the Centro de Tecnologia Avanzada A.C. (CIATEQ)
developed in 2008, found an insufficient capacity of Small and Medium
Enterprises (SME’s) for the production of knowledge and technology. As a
result, little demand is on them and there is a disconnection between demand
and the possible public offering (Lizardi, Baquero, & Hernandez, 2008).

Furthermore, it also reflects that SME’s had greater difficulties
during the process of integrating it into the productive chains. This
integration is done along with a lack of coordination between the system of
technological innovation and the technological demand from firms.

Elizondo and Heredia argue that a combination of factors explains the
lack of entrepreneurship in the technology of Mexico (Elizondo & Heredia,
2000). These factors include:

e The development model implemented by the Mexican Revolution
that did not encourage private investment in Research, Development,
and Innovation.



e The weakness of institutions to defend the rights of intellectual
property.

e Developing countries are struggling to compete with industrialized
countries.

e The Mexican businessmen have preferred to seek state protection
against imports, rather than seeking to compete in the technological
field.

e The educational tradition does not encourage criticism or research.
Other researchers have mentioned that innovation management

involves elements such as: the process of innovation, strategy, technology
management, knowledge management, information sharing among staff,
measurement and monitoring, learning, customer orientation, environment
monitoring, and partnerships (Velasco, 2008).

An important element for innovation is the alignment of technology
management with strategic planning (Noisi, 2008).

However, an understanding of the dynamics of the generation and
dissemination of knowledge in companies creates competitive advantages in
an economic and a dynamic environment. In this environment, markets are
subject to technological impacts arising from the supply side (technology
push) and presses on the demand side (pull technology). Here, technology
leadership is defined by those who show a greater capacity to create
knowledge i.e. original and applied (Boutellier, Gassmen, & Zedtwitz,
2008).

Most SME’s do not have a system of innovation management.
However, they have a little knowledge of government financing, and do not
invest in research and development, since they depend on customer’s
demands (CONACYT, 2009). This is in addition to the lack of infrastructure,
qualified personnel, and a culture that supports innovation (Khalil, 2000).

Furthermore, the SME’s should have a technological management
model to receive government financial support.

Among the battery of recommended measures include those aimed at
leverage private investment in research, development, and innovation;
reduced fragmentation of public research system; as well as actions to
promote collaboration and technology transfer. Other measures include
human resources with highly qualified public R & D to business and
productive sectors. Hence, this fosters the partnership of public - private
medium to long term priority sectors. The study also considers it important
to promote the creation of new business R & D, preferably domestic or
foreign which is linked to the public research system. In addition, it promotes
the demand of technological developments and innovation through public
procurement in key sectors for the quality of life and development.



l.

Some management of technology (MOT) models has been proposed.
Among these include a six sequential stages model that has been created.
Thus, these stages are (Khalil, 2000):

e Technological environment.

Technology categorization.

Market and competition.

Innovation process.

Value added.

Acquisition and export of technologies.

The process of technological innovation is a set of activities that
transform ideas and scientific knowledge into physical realities and real-
world applications.

Goycochea and Rivera, have proposed a MOT model with the
components below (Goycochea, 2012):

e Planning: Strategic, technological, and business.

e Technology Surveillance: Patent centers and environment

assessment.

e Financing: Programs and strategies for government financing.

e Research and development.

e Project management.

e Marketing: customer and market strategies.

Therefore, all these set of components of SME’s aims to develop a
model of strategic technology.

Darbanhosseiniamirkhiz and Khairuzzaman recommend Advanced
Manufacturing Technologies (AMT) for improving manufacturing
productivity. Therefore, AMT refers to technologies related to the
manufacturing process (Darbanhosseiniamirkhiz & Khairuzzaman, 2012).
Thus, they have proposed an integrative framework for AMT.

The proposed framework has three contexts:

o Environmental context

o] External pressures, supplier support, and financial
resources.

o Organizational context.

(o] Organizational  structure, organizational culture,
manufacturing strategy, human resources practices, and top
management.

. Technological context.

o] Perceived benefits and technology in use.

In the environmental context, the external conditions have an
important role in SME’s inclination to adopt advanced technologies.



However, some researches contend that the main external pressure source is
the market (Spanos & Voudouris, 2009).

The benefits of AMT adoption in manufacturing companies can be
achieved only in cases of the compatibility of the organizational design. In
addition, the structure of the company plays a crucial role in the
implementation process, and the traditional hierarchical structure would
create impediments for AMT adoption.

Also, there is an analyses of how organizational culture,
manufacturing strategies, human resources practices, and top management,
would be shifted or updated for alignment with the AMT adoption.

In the technological context, the recognizing of the practices is a
powerful predictor of the AMT adoption success.

After the analysis of some MOT, the study of the proposal is shown
in Fig. 1.

1.- Analysis of
Existing Proposals

2.- Researching Best
Practices and Critical
Success Factors

3.- Design the
Model of
Technology

Figure 1. The methodology for the proposal

Beginning with the analysis of existing models of technology across
the world, it continues with the research of best practices and critical success
factors. Therefore, with these elements, the proposal for a model of
technology, and another stage of the assessment of the implementation in
SME’s manufacturing companies will be designed.

Best Practices

The firms that are highly profitable through innovative practices are
classified into three categories:
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e Internal: Intellectual property management, knowledge
management, information technology applications, maturity,
governance, culture, and human resources practices.

e External: Closeness to customers, supply chain and competitor
knowledge, and proactive engagement with the environment for
acquisition of technology.

e Bridging: Creative business model, partnership, integration across
the stages of the product development cycle, and balance between
external and internal factors.

However, these identified practices are similar to the characteristics of
success models analyzed above.

The SWOT matrix shown in Fig. 2 for the manufacturing companies, give
some insights about the state of this industry and how the model can be
emphasized in terms of its weakness and threats (Valdez & Cortes, 2014).

SWOT Matrix

Strenghts Weakeness

Without Cempubsr
Strategy

InsuafTiciemt
Fradustian

Opportunities Threaats

Figure 2: SWOT Matrix

The threats identified are: High competency, high government, taxes,
row material expensive, and others.

Consquently, these elements have been considered by the MOT
proposal. With this information, the design of the model is displayed in Fig.
3 below.
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Proposal for Model of Technology
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Figure 3. Proposal for MOT

The four main components of the model are:

e Technological Surveillance: Competitors, markets, new trends and
innovation networks, focuses on the external environment for new trends
and emergent technologies.

e Technological Planning: Management of tech projects, research and
development, infrastructure required by projects, protection of
intellectual property, and financing for tech projects. Also, it includes the
alignment between technological planning and strategic planning.

e Strategic Planning: This involves a business model with a mission,
vision, goals, strategic objectives, clients, market, competitive advantage,
geography, organizational structure, organizational culture, leadership,
human resources practices, motivation for innovation, and others.

e Marketing: Incorporation of new products into the market, strategies for
customers, and strategies for markets.

All these components are the model of technology proposed for
manufacturing firms.
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Computational Tools for Scientific and Technological Surveillance
(STS)

One of the main activities of the model is that the scientific and
technological surveillance, are important services due to the increasing
availability of data. Hence, this requires software tools to quantitatively
analyze the information recorded on various sources of information.

The success of the process of scientific and technological surveillance
depends on the way it is carried out, which includes both the organization
and the software system used.

The  metrics  (bibliometrics, informetrics,  scientometrics,
cybermetrics, biometrics, and others) are those instrumental disciplines
involved in analyzing quantitatively recorded information on various sources
of information. For coverage of application trend studies, research lines
innovation, market leaders, knowledge flows, user studies including others,
have been introduced in some cases and for specific purposes. Thus, this
entails the functional design of different tools used in the process (Macias,
Guzman, & Martinez, 2009).

Furthermoe, the technical aspects is considered as:

. The equipment, hardware, or physical technology platforms used.
o The networks or communication platform used.

. The software platform used.

Software for STS:

ThemeView.

VxInsigth.

Omniviz.

Tetralogie.

VantagePoint.

Neurodoc.

Conclusion
In conclusion, this research project is at the beginning phase. Thus,
there is little information about software that can manage the STS.

The application of the model will be in sequent phases for future
works for the authors. Also, the proposal is in the trend of design and it has
computational tools that fit with SME’s.

Therefore, the review of the literature has shown the need for
innovation in the manufacturing companies.
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Abstract

Since its inception in 1919, the International Labour Organization
(ILO) has promoted worldwide eradication of forced or compulsory labour
as one of its primary objectives. Given its status as a universal and core
international labour standard as promulgated within the ILO’s 1998
Declaration on Fundamental Principles and Rights at Work, the Convention
on the Eradication of Forced Labour or Compulsory Labour has so far been
ratified by many member states, including Nigeria and Cameroon. Here, the
concept of forced labour is distinguished from the practice of labour
exploitation, which is equally common within less developed economies.
This article examines the implementation level within both nations as actors
in the struggle against forced labour in the twenty-first century and the
reality of implementing the Convention on the eradication of forced or
compulsory labour within their respective legal systems. Examining the
efforts put in by both nations till date will equally shed light and contribute
to the discussion on the implementation process of the ILO’s core labour
standards and challenges faced, particularly within the context of developing
economies.

Keywords: Forced, Compulsory, Labour

Introduction

The convention on the elimination of all forms of forced or
compulsory labour is a fundamental principle in the area of international
labour relations. It draws strength from two major International Labour
Organization (ILO) conventions on forced labour; Convention No 29 on
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Forced Labour, 1930 and Convention No 105 on the Abolition of Forced
Labour, 1957.

While Convention No 29 defines forced labour as “all work or
service exacted from any person under menace of any penalty and for which
the said person has not offered himself voluntarily” (subject to the
exceptions listed in Art 2, Para 2), Art 1 of Convention 105 provides by way
of definition that every ratified member of this convention shall undertake to
suppress and not to make use of any form of forced or compulsory labour in
the following instances:

A. As a means of political coercion or education or as a punishment for
holding or expressing political views or views ideologically opposed to the
established political, social or economic system

B. As a means of labour discipline
C. As a punishment for having participated in strikes
D. As a means of racial, social, national or religious discrimination.

The act of forced labour occurs where work or service is imposed
either by the state or individuals who have the will and authority and are in
such a position as to threaten workers with severe hardship and deprivation
such as restricting their mobility, food, wages or property and subjection to
sexual, physical and verbal abuse (ILO, 2015). Arts 4 and 5 of the United
Nations Charter expressly prohibit such treatment as they clearly state that
no individual should be subject to degrading treatment such as torture,
slavery, slave trade or servitude (Brownie and Goodwin-Gill, 2010).

From the above definitions, it may appear that the practice of forced
or compulsory labour is in fact straightforward and easily deciphered.
However, it is not always the case as the practice has been observed to take
on other salient forms such as domestic workers being locked up or
forbidden to leave the house or non-payment of wages as a form of
punishment for disobedience. Another form of forced labour occurs in a
situation wherein villagers are compelled to do manual work such as
construction of roads and irrigation dykes where such villagers are
threatened by government administrators or local rulers to show up at work
sites (ILO, 2014).

At this point, it is worth mentioning that the concept of forced labour
is quite distinct from exploitation, which is often characterised by people
consenting to provide their services for unbearably low wages, due to
adverse economic situations. A major distinguishing factor here is the
presence of some form of ‘consent’ though often triggered by other
circumstances such as severe lack of resources or poor economic
circumstances. Here, individuals may choose to carry out menial jobs for
extremely low wages in exchange for their freedom.
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Another distinguishing factor is the individual’s freedom to leave or
cease from such menial work. In such a case, the individual would be
considered as a victim of exploitation, but this would not amount to forced
labour (Anderson & Rogaly, 2005; ILO, 2015). Hence, there should not be
evidence of coercion for such a practice to be qualified as ‘forced labour’.

Over the years, the practice of forced labour has been observed
sometimes to take more modern forms such as human trafficking. Forced
labour may originate as a result or consequence of labour trafficking,
wherein traffickers assume a threatening position by confiscating the identity
documents of the people they are transporting for employment purposes
(Busse & Braun, 2003; ILO, 2014). Another form is to resort to kidnapping,
particularly of the more vulnerable in society such as women and children.
This is usually done by means of violence, abuse of authority, threat,
intimidation or other forms of coercion (Outshoorn, 2005). Intimidation can
range from threat of physical or sexual abuse or simply, the fear of revealing
the victim’s illegal status to the authorities.

A more traditional form of forced labour is debt bondage (Belser et
al., 2005). This is usually witnessed in developing countries, where poor and
illiterate peasants sometimes pledge labour services to an intermediary or
landowner to work off a debt over a period of time. Besides the fact that such
arrangements are rarely defined or limited in duration, these tend to be
manipulated by such intermediaries or landowners in such a way that
services provided are never sufficient to pay off the debt and so it is passed
on from one relation to another and from one generation to another.
Moreover, such arrangements are characterized by poor working conditions
where in individuals are at the mercy of the ‘employer’ and such
relationships later deteriorate into forced labour. Studies conducted by the
ILO revealed that practices of forced labour within private economies
generates up to US$150 billion in illegal profit yearly (ILO, 2014).

Convention 182 of the ILO further defines forced labour as one of the
worst forms of child labour. However, a working child is not necessarily a
forced labourer, unless there is lack of voluntariness and lack of evidence of
coercion or threat of penalty. Lack of ‘voluntariness’ here indicates a
violation of the person’s freedom of choice (Skrivankova, 2010).

Studies conducted by the ILO revealed that a minimum of 12 million
people were victims of forced labour at some point between 1995 and 2004,
and by 2012, this figure had increased to 12.9 million, consisting of practices
into which they were coerced or deceived to enter, and from which they
cannot leave (ILO, 2005; Belser et al., 2005; ILO, 2012).

Consequently, the subsequent sections will go on to examine the
concept of Forced or Compulsory labour and its key indicators, particularly
within the framework of the ILO. The steps taken by both nations towards
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the implementation of this Convention will also be analysed. This analysis
will shed light on the reality of the implementation process and highlight
challenges faced, most of which are common to both nations as developing
economies. In line with the challenges identified, recommendations will be
made on how to improve the implementation process of this Convention.

Key Indicators of Forced or Compulsory labour

The above definitions highlight three major aspects of the concept
that need to be ascertained for an act of forced labour to be established
within the scope of the convention. The notion of work or service rendered
must be established. ‘Work’ here should however be distinguished from
cases wherein an obligation is imposed to undertake education or training, as
the principle of compulsory education is recognised within several ILO
international standards as a means of guaranteeing the right to education for
all (Kern and Sottas, 2003). Hence, for forced or compulsory labour to be
deemed in existence there must be the imposition of work or service
rendered.

Secondly, following the 1930 Convention, the service rendered must
have been obtained “under the menace of any penalty” or the threat of
punishment, such as the loss of privileges or rights. Hence, the absence of
threat or menace would not qualify such an act as one of forced labour.

Lastly, there must be the aspect of “involuntariness”, wherein victims
are compelled to perform certain tasks, using threats or coercive measures.
As established earlier, the use of fraud, deception and the withholding of the
victim, therefore, can amount to forced labour, as the victims are subjected to
perform tasks which they would otherwise not have consented to do under
different circumstances, and thus, there is an aspect of involuntariness. It
connotes involuntary entry into labour relations as well as the use of coercion
or intimidation to remain within it (Lerche, 2007).

Consequently, the Declaration compels member states to ensure the
elimination of forced labour, guaranteeing the freedom to choose whether or
not to enter into a work relationship and to ensure the protection of workers.
It is on this premise that several states have taken the initiative to develop
standards, which are in consonance with these minimum standards set out by
the ILO.

Elimination of all forms of Forced or Compulsory Labour in Nigeria
The State of Nigeria has ratified the ILO Convention on the
Elimination of Forced or Compulsory Labour. As mentioned in the
introductory section, Convention No 29 of 1930 on the elimination of forced
or compulsory labour defines the concept of forced labour as “all work or
service exacted from any person under the menace of any penalty and for
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which the said person has not offered himself voluntarily”. As such it refers
to the practice of subjecting a person to work against their will, under the
threat of some form of punishment into which they were coerced or deceived
and from which they cannot leave (ILO, 2015).

As a ratifying member state of this Convention, Nigeria has taken
significant steps towards eliminating the practice of forced or compulsory
labour within its borders. However, being the most populous nation in
Africa with an ever-increasing population of 179.6million people, Nigeria’s
implementation of the Convention on the Elimination of Forced or
Compulsory labour has not been full effective as it has been often marred by
challenges within the implementation process.

Legal Implementation

Section 12 of the Constitution of the Federal Republic of Nigeria —
1999 provides that the National Assembly must approve all ratified treaties
in order for them to be passed into law and be legally enforceable in Nigeria.
This process is referred to as the “domestication of laws”, which applies to
all international instruments, including the core ILO labour standards. In
order to ensure enforceability of this labour standard, Sect 270 of the
Nigerian Penal Code provides for the prohibition of forced labour in Nigeria
and defaulters are liable to a fine or imprisonment for a term, which may
extend to one year.

Moreover, Sect 73 of the Nigerian Labour Code prohibits the practice
of forced labour and imposes a penalty of imprisonment for a term of two
years or a fine of up to N1000. However, in the case of public officers
involved in the practice of forced labour activities, it imposes a reduced
imprisonment term of up to six months or a fine of N200. Also, the Nigerian
Agency for the Prohibition of Trafficking in Persons (NAPTIP) Act, as
amended in 2005 bans the practice with the highest penalty of a five year
term imprisonment term or a N100.000 fine or both.

Evident from the above mechanisms on the abolition of forced labour
is the variance in terms of penalty ascribed to those convicted. Considering
the grievous effects of forced labour practices within a society, there is
clearly a need for greater harmonization between the various mechanisms on
the elimination of forced labour. In the case of the Labour Code, the penalty
ascribed, particularly to officers, may be rightly deemed insufficient, if not
inconsequential in comparison to the often lasting psychological, physical,
social and economic effects of forced labour practices on its victims.

The foregoing evidently demonstrates a multiplicity of laws in
Nigeria (similar to the case of the United Kingdom), which is intended to
check and possibly eradicate the practice of forced labour. However,
following the results of major studies conducted on forced labour which
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highlights some key factors influencing this practice, the enforcement of
conventions on forced labour in Nigeria may prove to be a herculean task for
the government.

One of the major contributing factors of forced labour remains the
economic depravity and low living standards of the victims (Skrivankova,
2006). As such, poverty plays a major role towards encouraging the practice
of forced labour. Being the most populous nation in Africa with an ever
increasing population of over 179.6 million people, common plagues such as
unemployment and joblessness especially among the youthful workforce, is
inevitable. Also, in a bid to earn a living, many sometimes tend to resort to
inhuman working conditions. This is described by the ILO as a “state-
imposed” form of forced labour to which 2.2 million people around the
world are subjected (ILO, 2015).

Consequently, there remains an urgent need for the Nigerian
government to complement the existing laws on the fight against forced
labour, particularly its ratification of the major ILO conventions on forced
labour, with social and economic policies and incentives such as job
creation, welfare, social and educational opportunities, as well as increased
awareness of negative effects of this horrible practice within its borders in
order to ensure effective implementation.

Elimination of All Forms of Forced or Compulsory Labour in
Cameroon

The ILO principle on the elimination of all forms of forced or
compulsory labour draws strength from two major ILO conventions namely;
Convention No 29 on Forced labour and Convention No 105 on the
Abolition of Forced Labour, which were ratified by Cameroon in June 1960
an September 1962, respectively (ILO, 2015).

However, the practice of forced labour in Cameroon dates further
back to the days of colonialism during which the French Colonial authorities
imposed rigorous and consistent forced labour within all its colonies in
French West Africa (including Cameroon), as a form of “civil obligation”
(Schultz, 2012; Nfi, 2014). This resulted in the emigration of French
speaking Cameroonians fleeing from their homes to seek refuge in southern
parts of the country, which were formerly dominated by dominated by
separate British rule. Moreover, the incidence of forced labour in Africa can
be traced back to the historical legacy of slavery, reflecting the acute level of
discrimination and exploitation that existed against the more vulnerable
groups incited largely by foreign colonial authorities (ILO, 2009).

As such, the practice of forced or compulsory labour is not an
entirely new concept within the context of Cameroon. Nevertheless, with the
increase in globalisation and technology, this evil practice has equally
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evolved from its traditional forms to more complex and modern practices,
making it even harder for the authorities to effectively address. As mentioned
in the preceding sections and according to the provisions of Art 2 of
Convention No 29, “forced labour” refers to all work of service, which is
exacted from any person under the menace of any penalty and for which the
said person has not offered himself voluntarily.

Legal Implementation

Cameroon has made it a point to condemn and discourage all forms
of forced or compulsory labour by adopting both national and internationally
recognised instruments on the subject. Within the international level,
Cameroon is a signatory party to several key conventions on the elimination
of all forms of forced or compulsory labour such as the UDHR and the
United Nations Charter which expressly prohibits the practice of forced
labour. Art 8(3a) of the ICCPR to which Cameroon is a party, expressly
forbids the use or practice of forced labour or compulsory labour, by stating
“no one shall be required to perform forced labour or compulsory labour”.

At the national level, the 1992 Cameroonian Labour Code and its
subsequent amendments in 1996 expressly prohibit or ban any practice of
forced labour in its Sect 2(3) and (4). However, it provides an exception to
the above provision in relation to work exacted on the grounds of
compulsory military serve, work conducted as a civic obligation towards the
general interests of the citizens, work conducted as a consequence of a
conviction in a law court or any work exacted on the basis of force major
such as war, disaster or threatened disaster (Section 2(5)).

Surprisingly, the Constitution of Cameroon makes no express
provision for the prohibition of forced labour, as in the case of Nigeria.
Moreover, contrary to most developed legal systems in the world, as in the
case of the United Kingdom, besides failing to include provisions prohibiting
forced labour, the Constitution equally makes no mention of the exploitation
of migrant workers from Cameroon, who are coerced with fake promises of
remuneration and later subjected to forced labour. This has led several
Cameroonians to be lured away to work in foreign countries, being subjected
to forced labour upon arrival. An example is the case of Cameroonian
workers who were lured with forced promises of pay and good conditions to
work in Sweden by a forestry firm, only for them to be later subjected to
forced labour on plantations under new and horrible working conditions
(ITUC, 2013).

Also, studies conducted in relation to forced labour in Cameroon
revealed that forced labour practices are recurrent within the sector of
domestic work, trafficking, work in spare parts shops and street vending,
carried out mostly by children (Ndienla, 2012).
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In an attempt to understand the practice of forced labour practices,
particularly within the African continent where in it is prevalent, studies
conducted by the ILO and UNESCO identified a set of endogenous and
exogenous factors which are deemed to significantly contribute to this
horrible practice (ILO, 2005; UNESCO, 2005). These studies revealed that
the prevalence of wars in the African continent in the recent past which have
negatively affected the level of governance and the rule of law in those
nations, which inadvertently creates a conducive environment for forced
labour and other human abuses which go unchecked. Secondly, the report
attributed the wide prevalence of forced labour in Africa to regular
participation of children in the revenue making process, which is largely due
to poor living standards of the people.

Moreover, given the importance of agriculture in Africa in terms of
employment in terms of employment, the impact on the increasing gross
domestic products in several African countries, its positive contribution
towards increasing the living standards of the African people, plays a
significant role in alleviating poverty (Quartey, 2014). This implies that a
significant percentage of the rural population is involved in agricultural
practices such as farming and forestry, which are mainly conducted within
the rural areas. The need for a constant supply of cheap labour was
considered by the above report as one of the major factors influencing the
horrible practice of forced labour as individuals are constantly ‘lured’ or
coerced into working on such plantations or farms.

However, the above-mentioned factors cannot be considered as valid
reasons for the use of forced or compulsory labour as they remain clear
examples of violations of fundamental human rights of such victims. As
such, developing a robust legal and policy framework nationally which duly
addresses such issues labour is a prerequisite and good starting point towards
the successful eradication of this evil practice. The absence of sufficient legal
policies addressing such matters would only serve to provide a more
conducive environment within which such practices would thrive.

Summary of Country-based Analyses

From the discussion provided throughout this chapter, it is obvious
that both Nigeria and Cameroon have taken significant steps towards
implementing the core international standards within the 1998 Declaration
within their respective legal systems, both at the national and international
levels. However, the review equally reveals major differences at the level of
implementation or domestication of these international standards within the
respective legal systems. An example of such differences in levels of
implementation is in relation to the principle of elimination of discrimination
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in respect of employment and occupation with these three selected
jurisdictions.

While more developed nations such as the United Kingdom has
followed its ratification of the relevant ILO conventions with the
development of appropriate national laws and socio-economic incentives in
order to facilitate practical implementation, Nigeria and Cameroon, being
developing economies with less efficient and structured legal mechanisms,
coupled with even fewer socio-economic mechanisms, so far have
considerable gaps within their legal systems which have led to incessant
reports of violations of the these standards. Sharing similar social, cultural
and historical characteristics, as well as political aspirations, both African
states are equally plagued with similar socio-economic problems, such as
poverty, high unemployment rates and poor social reforms which all act as
deterrents to the effective implementation of these international labour
standards.

However, a closer examination at the latter systems, reveal that the
Nigerian legal system enjoys a more robust legal framework, as compared to
Cameroon, with a significant number of national laws and policies
addressing the implementation of these four principles. An illustration of this
difference can be observed through the establishment of a Nigerian national
labour court in charge of addressing all industrial disputes and labour related
matters. This can be contrasted with the case of Cameroon whose
Constitution makes no allocation for the establishment of an organ for
adjudication. This therefore leaves the settlement of such labour related
issues to labour inspectorates and other regular courts.

The above discussion equally reveals that in addition to developing
national laws and policies, effective and full implementation can only be
achieved when accompanied with relevant socio-economic incentives such
as education and training, general poverty alleviation, the development of
both governmental and non-governmental agencies which monitor and
control the implementation of these standards within the communities. All in
all, it is obvious that the success of every legal system lies in its practical
implementation and enforceability.

Conclusion

The above discussion illustrates a gulf between the process of
ratification and effective implementation of this international labour
principle and right at work, enshrined within the ILO’s 1998 Declaration.
This has been evidenced through the demonstration of a gap between
theoretical and applied literature on this core labour standard, both in Nigeria
and Cameroon. The researcher is of the view that such an analysis is not only
relevant for the creation new knowledge within the area of legal
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implementation of this fundamental principle, particularly within the African
context, but it is also relevant in practice as it helps to elucidate key major
challenges faced and practical measures to improve implementation, thereby
bridging the existing gap.

Moreover, the conceptualization of this law has further revealed
differences within both nations, cutting across socio-economic development
and political structures. In the case of Forced labour, extreme levels of
poverty and low living standards in Nigeria and Cameroon reveal that
families often succumb to such dehumanizing treatment so as to earn some
form of wage in order to sustain themselves (Edet and Etim, 2013). High
levels of employment equally lead to young people seeking “greener
pastures” overseas, which often lead to human trafficking, degenerating to
forced or compulsory labour.

From the review conducted on the literature, the researcher concludes
that in as much as there is evidence of ratification of the Convention on the
elimination of Forced or Compulsory labour by the Nigerian and
Cameroonian governments, there remains a gap at the level of its
implementation by both parties, evidenced through the examination of labour
case law files and a comparative analysis of the provisions of the ILO
Declaration and the Nigerian and Cameroonian Labour Legislations. Several
gaps have been identified within both systems, with regards to the protection
of this core principle, some aspects of which are barely covered or
mentioned. From this study, the researcher concludes that one of the major
factors responsible for this inadequacy is the issue of Legislative
incorporation, which upon ratification of this core standard requires member
states to thereafter proceed to incorporate this convention within their
individual national legislations, as a prerequisite for effective
implementation. By this, implementation of these standards remains largely
subject to the countries’ legislative actions, whether or not they decide to
incorporate them within their respective labour codes, as law.

Also, the onus lies on member states to ensure that the provisions of
their respective labour laws in no way contradict such international
standards, in order to avoid legal misinterpretations and wrongful application
of the provisions there in. However, at this point, the researcher recommends
that these international standards be re-visited by the ILO for further
deliberation, to ensure that its provisions practically take into account the
individual development levels of its members, economically, socially and
politically.

All in all, within both Nigerian and Cameroonian contexts, effective
implementation of this law will only be guaranteed on the basis of effective
incorporation into national legislation and relevant socio-economic
restructuring, such as the provision of socio-economic incentives, alleviation
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of poverty and effective mechanisms for monitoring and supervision of these
laws. As such, the above-mentioned factors have been identified from the
literature as major challenges to the implementation processes in both
nations.
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Abstract

The article is a research on Chinese Political Economy, dealing about
Renminbi Internationalization and its effects on Hong Kong Stock Exchange.
In the article |1 went through the step conducted by Chinese government to
internationalize its currency. Then tried to analyze real Chinese intentions
and actions, examining indexes of Hong Kong market to understand what are
the effects on Hong Kong finance market. Hong Kong is an ideal stage to
measure perceptions of benefits underpinned to Renminbi (RMB)
internationalization. In fact Hong Kong is part of People’s Republic of China
as a Special Administrative Region and benefits from this situation, having
particular political and economic autonomies. In particular Hong Kong has
its own currency and political economy and can deal with Chinese economy
from the particular position of an external insider. Hong Kong is also the first
market where have been issued bonds in Renminbi and is probably going to
become the most affected economy from the internationalization. |
conducted an analysis of possible real benefits (or negative effects) that
Hong Kong and its population could have from an internationalized RMB
taking in account effects of Chinese step toward Internationalization on
Hong Kong finance market. In conducting my research | found out four steps
particularly representatives of RMB internationalization, for each step |
analyzed Hong Kong financial market behavior and 1 tried to assess the
effects of a definitive RMB Internationalization. | finally tried to conclude if
process has to be considered and advantage or disadvantage for Hong Kong
and what could be better actions for Special Administrative Region to take in
order to avoid or diminish possible negative effects of RMB
Internationalization process.

Keywords: Renminbi, China, Hong Kong, US Dollar
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Introduction

While the world is facing the end of the economic crisis started in
2008, financial crisis is probably not near to a resolution. The European
Union is still under a negative finance situation. China is protagonist of a
positive recovery from the crisis finance crisis started in 2009 and has
consolidated its role of second world economy (even with a revised GDP).
The People’s Republic of China policy of Renminbi Internationalization has
made big progress from 2009 onward, probably also because PRC and
People’s Bank of China are trying to take advantage from impasse caused on
US Dollar and Euro from the crisis. Internationalization of Chinese currency
it’s having and will have huge effects on Hong Kong HUB (one of the
principal Stock Market worldwide).

In the first part of the article | summed up an history of RMB
Internationalization policy illustrating it trough principal Chinese actions and
strategies. In the second part of the article I listed the effects of Chinese step
toward RMB Internationalization on Hong Kong Stock Exchange (either if
planned or not from PBoC). Finally in third part I tried to understand the real
intentions of PBoC (is China willing to Internationalize RMB in short terms?
What are the risks?).

I finally analyzed what Hong Kong should expect in term of effects
on its HKSE in the near future, concluding if RMB Internationalization in
short term will be positive or negative for that market. | even suggested what
should be better steps for Hong Kong Political Economy in order to avoid
Internationalization negative effects. For my analysis | used a comparative
methodology: | collected official data from Hong Kong Stock Exchange
website (Hong Kong Stock Exchange, Annual Fact Book, 2000-2014, from
https://www.hkex.com.hk/eng/index.htm) and from specialized print editions
(newspaper Il sole 24 ore, daily editions 2009-2014). | selected data starting
from four principal steps that are considered China main steps in Currency
Internationalization road by literature. By this selection data are taken from
different periods for each step analyzed: as an example the
Internationalization of dim sum bond market started in 2010, so | considered
data from 2010 to 2015. | tried to read from data taken the HKSE behavior in
term of gain and loss and so to interpret if the road to Internationalization is
carrying positive or negative effects on Honk Kong’s Political Economy.

Renminbi Internationalization:

First steps. At the end of 2003 Central Bank of China started to work
toward RMB internationalization and in 2004 China started to allow border
trading of money, especially through Southern and Western border. Since
that date Chinese Central Bank started a policy to apt and adapt its money to
be exchanged in International markets (Eichengreen & Kawai, 2015). In fact
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internationalize a money is the process through which a State and its Central
Bank get its currency apt to be used (exchanged and available to Foreign
Direct Investments) outside its borders.

The first step took place in 2000 with the Chiang Mai Initiative and
the signing of the bilateral agreement between the ASEAN countries and the
three East Asian Major economies: South Korea, China and Japan. Most of
the exchanges planned by the treaties were effected in US dollars, but some
of them also in RMB (Otero-Iglesias, 2011). An amount of analysts consider
one of the first motivations to start the process a consequence of the great
financial Asian crisis of 1997-8. This crisis was caused by the opening of
Thailand financial market to foreign investments. These investments were
mostly speculative, as they were realized in order to earn a short-term profit
on interest rate differences, and lead to market instability through economic
bubbles. Thailand Central Bank couldn’t manage to control the speculative
flow and asset prices joined an unsustainable level. These asset prices finally
began to collapse, resulting in panic among lenders and investors. This
situation took to a sudden withdraw of liquidity and a credit crunch. The
crisis caused GDP growth rates to fall rapidly, bankrupting of companies
overexposed to foreign-currency risk, and eventually necessitating costly and
politically humiliating IMF-led bailouts. Critical situation spread from
Thailand to the other Asian countries, and at the end was solved with the
help of Chinese economy that renouncing to its strong exporting country role
made most hit economies starting recover.

One of the lessons perceived from the 1997-8 crisis was that Asian
countries couldn’t rely on the Western financial institutions (IMF and IRBM)
and they had to develop their own system and a second lesson was that China
acted as a leading economy of these institutions.

So we can affirm that China around 2000 years started to conceive its
role of hegemonic regional economy to understand that internationalized
money was one of the first step to fulfill this role.

Main Dbenefits that China could obtain from the Renminbi
internationalization are 1) To reduce the change risk for Chinese enterprises
operating abroad, for example in European market (Fox & Godement,
2009). 2) To incentivize and sustain Chinese FDI outflows (Kang, 2007) 3)
To enter its currency in the official basket of currencies used to quote the
SDR, actually China would need this capability to play a bigger role in the
International Political Economy obtaining a greater autonomy in
international monetary affairs.

First and second points have become more and more important
starting from 2005 (Zhu, 2008), when China increases its interests in trading
with European economies. Particularly China, as a lot of analysis suggest,
(Gabusi & Andornino, 2012) established with EU a number of “asymmetric
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competions” in market. China and Chinese enterprises used basically three
tactics to operate in EU markets (Fox & Godement, 2009). First is to take
advantage of differences between its own centralized authority and the EU’s
rules-based system. In fact, China makes full use of the openness of EU
markets while using fragmentation of its own administrative channels is able
to restrict access (even with non-tariff barriers) to its own market to the
European Union firms (Fox & Godement, 2009). The internationalization of
RMB would make Chinese firms gain the confidence of European States (for
having liquidity in internationalized currencies) but they actually wouldn’t
maintain the protection of the political Chinese apparatus.

Second Chinese tactic is based in assuring EU on its opening to
questions as general human rights and opening to market economies, in
effect, as quoted from Fox and Godement “EU hails as a great victory the
opening to human rights dialogue with China” (Fox & Godement, 2009). A
bigger victory for EU and Western markets in general will be, at the same
way, the perception of opening to finance markets realized with RMB
internationalization.

Third factor used by China would be to have a strong and
international currency and autonomous monetary policy, renouncing fixed
rates of exchange.

Third point to examine is the Chinese awareness of importance of
Renminbi entrance in the “club” of currencies used by IMF to quote SDR.
This basket encompasses Euro, US dollar, Sterling pound and Japanese Yen.
The currency value of the SDR is determined by summing the value in US
dollars of the currencies of this basket. IMF and generally international
finance system recognize the currencies of the basket as the “major
currencies” (IMF, 2015). Being part of the basket is fundamental for major
economies currencies for having an immediate quotation in SDR. China
realized to be one of the leading economy and its need to be part, with RMB
as major currency, of IMF system after the 1997-1998 crisis, with its
entrance in WTO in 2001 and during Hu Jintao Era (Breslin, 2010). In fact in
2009 China Central Bank Governor, Zhou, started to talk about SDR in a
relevant contribution appeared in People’s Bank of China website. He,
quoting Keynes and Triffin, enounced possibility of transforming SDR in a
super national reserve currency, used to give liquidity decided by IMF and
administrated with a clear corpus of rules. This particular kind of use of SDR
could have taken to overpass US dollar (money used for IMF operations).
Zhou’s idea naturally, even if evaluated by a UN’s commission wasn’t
approved, but, if read as an expression of Chinese thoughts about the
balances of currencies in IMF, it’s a signal that China and Chinese officials
understood the new role of their economy and their currency. China need an
international Renminbi to be in a directive position in the finance world.
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Chinese position in financial community has then become much more
important after the 2008 International crisis and a partial “erosion” of US
dollar role (Eichengreen, 2009). In fact, one of the effect of International
finance crisis has been the weakened role of America economy and US
Dollar, that left space for a new strong currency, that currency could be,
completing its internationalization by 2016, the Chinese Renminbi. On the
one hand from 2008 date China started to potentiate their reserve to prepare
Renminbi to enter in the International currency market as a strong currency
and to accelerate the pace for RMB internationalization, on the other hand,
Western countries investors started a series of speculative attack to Chinese
markets either just with speculative purposes or more broadly, to defend their
market and currencies from imminent internationalization of a strong new
currency. In any case, as economic reforms process started with Deng an
proceeded steadily and almost monotonically until Hu Era, China is going to
join the aim of Renminbi internationalization by next years and, road map to
arrive to that date has been really interesting and dense of events until
present days.

Actions toward an RMB Internationalization. As we have seen in
2004 Chinese government started to allow cross border money trading (first
step toward the currency internationalization). Political opinions on RMB
internationalization are generally positive either for neoliberal thought
(Eichengreen, 2015) and non-liberal thought (Subacchi,2015) . In effect
even recent scholarship suggests that this positive view is right. One of t
conventional view is that there can only be one international reserve
currency at a point in time. Recent historical scholarship shows, to the
contrary, that several international currencies have regularly coexisted. If we
analyze the currencies History, The unconventional period from this point of
view is the second half of the 20th century, to use different words, the
“Washington Consensus Era”: an era when only the US possessed deep and
liquid financial markets open to the rest of the world and, consequently, the
dollar was the lonely and really International Country.

But there is no reason why, in the circumstances of the 21st century,
the dollar and the RMB could not both play major global roles. There is no
reason why the US should continue to possess a monopoly in international
finance without starting another International financial crisis (Eichengreen &
Kawai 2015).

Of course, the same arguments suggesting that two currencies can
share the international stage at a point in time also admit the possibility of
more than two international currency (another candidate could be Euro).
Despite of this theory, as we will see, from 2010 onward there have been two
speculative attack to Chinese markets from Western investors probably
related to the internationalizing policy of China Central Bank.

33



A first acceleration in the project was made with the creation of “dim
sum bond market”. The definition “dim sum bond” generally is related to
RMB-denominated bonds issued in Hong Kong. The majority of dim sum
bond are denominated in CNH, but some are linked to RMB and quoted in
that currency. In July 2007, dim sum bonds worth a total of US$657 million
were issued for the first time by China Development Bank. These bonds
were issued to foreign investors in Renminbi, for first time, rather than the
local currencies.

In June 2010, China allowed Financial Institutions in Hong Kong to
issue dim sum bonds. HSBC was the first foreign credit Institute that issued
RMB Bond (dim sum bond). In August 2010, the American McDonald was
the first corporate that issued dim sum bonds. In October, the Asian
Development Bank (ADB), became the first supranational agency who
issued dim sum bond and also the first dim sum bond listed in HKSE. The
dim sum bonds market grew 2.3 times from 2010 to 2013, with an amount at
the end of 2013 of 310 billion of RMB (Artus & Xu, 2014).

One of the biggest evolution was in August 2012, in that year China
and Taiwan signed an memorandum of understanding on new cross-strait
currency settlement and in March 2013, China Trust Commercial Bank
became the first to issue RMB bonds in Taiwan market (known as Formosa
bond). Political issues were overpassed for PRC needing to internationalize
RMB.

Another important series of action taken from China was the 2008
Cross-Border Trade RMB Settlement Pilot Project on 24 December 2008.
China allowed import and export in RMB between Yunnan province and
countries in GMS including ASEAN countries, Guangdong province, Hong
Kong and Macau.

Then on 1 July 2009, China officially announced regulation on RMB
Settlement Pilot Project and opened up Shanghai and 4 cities in Guangdong
(Guangzhou, Shenzhen, Zhuhai and Dongguan) with Hong Kong, Macau and
ASEAN countries.

By 2014, RMB cross-border trade settlement reached RMB 5.9
trillion making a 42.6% (YoY) increase, which represent 22% of China's
trading volume.

Third Chinese step toward a future currency internationalization
started in 2009: since that year China has signed currency swap agreements
with numerous countries such as Argentina, Belarus, Brazil, Canada, ECB,
Hong Kong, Iceland, Indonesia, Malaysia, Singapore, South Korea,
Thailand, the United Kingdom and Uzbekistan. The Renminbi deposits in
Hong Kong gradually grow up and become 59 billion in 2009.

In June 2013, first country of G7 to start an official currency swap
line with China was United Kingdom, that event was an official
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acknowledgement of the Chinese third step through currency
internationalization.

As of 2014, the RMB is the 7th most traded currency in the world
while US Dollar remains the First one (with 41% of transactions in USD).
(IMF, 2015).

Finally the fourth macro-step in RMB Internationalization was taken

from China in 2013: the opening of Shanghai Free Trade Zone (SFTZ).
The SFTZ was launched on 29 September 2013 with key implementation
details announcing in 2014. The SFTZ is being used as a test ground for
trade, investment and financial reforms, before the complete extension
nationwide. The RMB can flow freely between Free Trade Account (FTA),
non-resident onshore account and offshore account. Transactions between
resident onshore account outside SFTZ and FTA with the same entity are
also allowed provided they do not involve capital account transactions that
are not yet approved by People’s Bank of China (PBoC) and SAFE
(Eichengreen & Kawai, 2015). United Kingdom finance immediately
showed its interest in project sending an Expert task force in Shanghai and a
large number of British financial services provider started to operate in
Shanghai.

Notwithstanding the actions taken from China road to the RMB
Internationalization is far from complete. History suggests that economic
stability in the form of low inflation, small budget deficits and stable growth
is also important. China’s record of supportive government policies and
macro-economic stability has undoubtedly contributed to the RMB’s appeal
in recent years but probably Chinese economy is not yet enough stable to
risk a RMB Internationalization (Subacchi 2015).

In addiction a deep, open and well-regulated capital markets are
necessary so the currency can be used to finance trade as well as provide a
large enough market in securities for investors. The opening up of China’s
onshore capital market will be an important step in the RMB becoming a
major investment currency. For the RMB to be a truly global and become a
more widely held reserve currency there needs to be greater access for
foreign investors to local capital markets, even deeper global RMB liquidity
and wider cross-border flow channels. But one time PBoC will have
established these conditions, it should have the instruments to defend its
markets from external speculation (in order to avoid 1997-1998 Thailand
crisis outcomes).

While, on the one hand the scholars see, in general, the RMB
Internationalization, positively, on the other hand that step will open Chinese
markets to speculation. We already assisted to a double speculative attack in
partially opened markets.
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A double attack was conducted in 2010 and 2013 and could be read
as an attack to China policy for currency Internationalization or a preemptive
attack to taste speculative possibilities (Aveline-Dubach, 2013). We assisted
to a speculative bubbles on real estate markets in China that took to an
unjustified overestimation of properties in some areas controlled by foreign
investors.

Effects of Internationalization in Hong Kong. Hong Kong is a
particular case of a mixed sovereignty state from 30" July 1997: when Great
Britain governor abandoned the British colony. The return of Hong Kong
under Chinese sovereignty marked the success of Deng’s concept of “one
country, two systems” and combined the Chinese Communist Party control
on Foreign Affairs Political (International Policy) aspect and Defense with a
large autonomy in Internal Politics and Political Economy, maintaining its
own currency, financial market and autonomous political choices.

Hong Kong remains one of the biggest finance market and it has been a sort
of access for Chinese investors to International finance markets.

I will try to examine effect of the four macro-steps realized by PRC
on Hong Kong stock market (with data taken from official sources), then |
will try to conclude if those effects could be replicable in case of a definitive
Chinese currency internationalization for Hong Kong stock markets or not
and what could be the effects of a real, definitive RMB internationalization
on Hong Kong finance market.

Chiang Mai initiative started in 2000 with the negotiation for a series
of bilateral swap agreements, even if Hong Kong entered in the agreements
just in April 2009. Hong Kong contributed to the currency reserve with a
monetarization of 19,2 US $ contribution and its liquidity was summed to the
one of PRC though Hong Kong remained a sovereign administration in its
own. That event represented an advantage either for PRC because China
doubled its contribution (precedent was 19,2 US $) and Hong Kong for it
joined Chinese economy being part of an far bigger economy even if it
partially lost its autonomy. In April 2000, also because the newborn Hong
Kong finance market (really autonomous from 1997) wasn’t affected from
start of negotiation and it didn’t register any major effect (HKEX, 2000-
2014). In fact Hong Kong wasn’t involved in Chiang Mai Initiative (CMI) if
not partially until 2009. First agreements between China and Hong Kong
were signed in April and on 8 April, HKEx and the Shenzhen Stock
Exchange entered into a Closer Cooperation Agreement. In the same month
Hong Kong signed a Memorandum Of Understanding with State Securities
Commission of Vietnam to strengthen their cooperation in cross border
capital movements control. That happened for the new Chinese and Hong
Kong orientation toward capital and currency internationalization. In June
HSBC Holdings started (as first no-mainland China Bank) to issue Renminbi
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(RMB) bonds in Hong Kong, with an issue of RMB1 billion (HK$1.1
billion) bonds by its Mainland branch to institutional investors. For first |
examine the principal index of trading: the Hang Seng. The Hang Seng Index
(HSI) reached its highest level of the year at 22,943 points on 16 November
2009 and closed the year at 21,872 points, 52% higher than the previous
year’s closing. At the end of 2009, the Hang Seng China Enterprises Index
(H-shares Index) increased year-on-year by 62%, closing at 12,794 points.
The Hang Seng China-Affiliated Corporations Index ended the year at 4,059
points, a year-on-year increase of 23%. That happened despite 2009 was
immediately successive to the 2008 crisis effect. Considering Graphic 1 we
can better assess the immediate recovery of Hong Kong finance market from
crisis effects.
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Graphic 1 Hang Seng Index value last day of the year (2007-2009)

Immediate recovery from crisis, due to new trust given to Hong Kong
market, especially if compared with Euro countries was probably effect of
RMB area swap agreements. A general progress in crisis response was made
thank to Chinese dimension of the Hong Kong market, and was helped by
the swap agreements (HKE, 2009).

In Graphic 2 are reported monthly closing indexes, and we can better
highlight the changing point of negative HS index was April, when
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agreements were sign
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Graphic 2 Hang Seng Index value last day of the month (2009).

From Graphic 2 is clear that growth of the index start after
agreements date and keep on until the end of the year (apart from August
flexion due to the closing period of some international —markets for
Summer).

Another really interesting index to consider is the China Enterprises
Share reported in Graphic 3.
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Graphic 3 China Enterprises share in the year (2005-2009).

Chinese Enterprises represent biggest group of enterprises listed in
Hong Kong market and are an huge resource of capitalization. RMB swap
agreements are a mean to facilitate Chinese Enterprises in Hong Kong and
we can assess the importance of the agreements considering the increase in
number of Chinese Enterprises operating in Hong Kong. In fact Chinese
Enterprise passed from 80 in 2005 to 95 in 2006, going to 104 2007 and to
110 in 2008 to arrive at 116 in 2009, after the agreements. From Graphic 3
we can notice that shared increased starting from 2007. This effect was
probably created from Chinese Institutions (PBoC) to prepare the Hong

38



Kong market for the agreements and to better convince Hong Kong
government in signing them. A positive aspect of increased number of
Mainland Enterprises in Hong Kong is the liquidity taken from China to the
market.

There is evidence that Chinese swap agreements to prepare their
currency internationalization resulted in a series of positive immediate
effects for Hong Kong. In fact Hong Kong market lost partially its autonomy
to gain an huge liquidity and a number of Chinese finance investors.

The creation of some international “dim sum bond” markets is
another important indicator for RMB internationalization effects on Hong
Kong market. China gave permission to Hong Kong financial Institution to
issue bonds in RMB in June 2010. Regional actors accepted this possibility
and even if offshore RMB issuing is still modest, (just 2% of all global trade
settled in Chinese currency and a low 0.3% of all notes and bonds
denominated in RMB in 2013) but expansion of its use will almost certainly
continue as suggested from analysts: for example from J. Ciorciari in “Asian
Survey” (J. Ciorciari, 2014). In Graphic 3 is reported the dim sum bond
market growth from 2010 to 2014, considered in term of dim sum bond s
issuance (value expressed in US dollars at the issuance day). We can
immediately notice the growth year per year from 2010 to 2013 at a pace of
some percent points. In 2013 we witnesses an increase of 49,6 % and from
2013 to 2014 to an explosive increase of more than 100%.
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Graphic 4 Dim sum bonds issuance (2010-2014).

On the one hand the dramatic increase in dim sum bonds market
represent an immediate advantage for Hong Kong Exchange by the fact that
more than 50% of that bonds are issued in Hong Kong. On the other hand it
exposes Hong Kong Exchange to a number of risks linked to speculative
bubbles. Hong Kong market is, in a certain sense, used as an experimental
stage from PRC (Frankel, 2012), in realizing and testing economic and
finance acts.
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Concerning the Cross-Border Trade, started in December 2008, Hong
Kong has been newly one of the first country involved and with an huge
amount of finance traffic. By 2014, RMB cross-border trade settlement
reached RMB 5.9 trillion making a 42.6% and became 22% of total Chinese
trading. Generally speaking, Renminbi deposits in Hong Kong are an
enormous amount of liquidity available to Hong Kong banks and Institute
and are an important part in making its market the most important Asia
market. Cross-border trade of currency followed an incremental trend from
2010 to 2014 in Graphic 5 are shown the trade settlement realized in Hong
Kong with Chinese currency.
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Graphic 5 Renminbi trade settlement in Hong Kong billion RMB value per year.

Hong Kong is the first market offshore for Renminbi trade and trade
settlement in RMB in 2014 have been almost the same in Hong Kong than in
Mainland China. Therefore China push to realize much more cross-border
traffic in Renminbi has caused an impressive increase of Hong Kong market
trade volume.

The forth step of the road to RMB internationalization is the creation
of Free Trade Zone (SFTZ). The SFTZ was launched on 29 September 2013
with key implementation details announcing in 2014. The SFTZ is being
used as a test ground before the complete extension of economic reform to
the whole Mainland China. As an example in SFTZ are not applied tariffs
otherwise present in Mainland China. SFTZ has been seen by many analysts
as a try of China to build a HUB competing with Hong Kong market
(Subacchi, 2015; ). Notwithstanding fear of completion between the two
zones if we analyze, for example, data regarding Renminbi funds deposited
in Hong Kong, shown in Graphic 6.
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Graphic 6 Renminbi funds in Hong Kong billion RMB value per year.

We can immediately notice that even if in 2013 has been started and
promoted the new Mainland China HUB (SFTZ), instead than decrease, the
number of RMB funds in Hong Kong has grown sensibly. The effect is even
a natural consequence of presence of a large number of Chinese Enterprises
operating in SFTZ in HKE. SFTZ rather than being a finance market
competitor of Hong Kong is a zone of economic reform whose Enterprises
operate in Hong Kong Finance Market (Haibin, Z., Grace G., Lu J., 2014).
Furthermore, through the Shanghai-Hong Kong Stock Connect (created in
2014 by the Chinese Prime Minister Le Kegiang), Hong Kong and
international investors are able to invest in eligible shares listed on the
Shanghai Stock Exchange, and Chinese investors can invest in eligible
shares listed on the Hong Kong Stock Exchange directly. Thank to this new
channel Chinese Enterprises are facilitated in investing in Hong Kong and
has been created a link between SFTZ and Hong Kong Stock Exchange

Real Chinese (and PBoC) orientations. If we consider the growth
of the two major stock exchanges in China, Shanghai Stock Exchange (SSE)
and the less important Shenzhen Stock Exchange (SZSE), the
internationalization could be considered as an idea already present in PBoC
behavior from 2000.

The SSE was founded on 26 November, 1990 and has become the
most preeminent stock market in Mainland China in terms of number of
listed companies, number of shares listed, total market value, tradable market
value, securities turnover in value, stock turnover in value and the T-bond
turnover in value. As at the end of 2013, there were 953 listed companies on
SSE, with 1 new listings in 2013. By the end of the year, there were 997
listed stocks on SSE with a total market capitalization of RMB 15,116.53
billion and free-float market capitalization of RMB 13,652.64 billion. The
SZE, founded in the same year as the SSE, is also growing fast. Focusing
ont the domestic market capitalization in USD millions in January 2014, the
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NYSE (17 006 535.4) e la NASDAQ OMX (5 997 512.8), the two most
important American stock exchange, are the first and the second position in
the international ranking, but the SSE (2 414 391.4) and the SZSE (1 510
124.8) have the sixth and tenth place.

If SEE will reach the same level as the Hong Kong Exchanges, fifth
in the international ranking, there will be a significant alteration of balance,
as the most important stock exchanges in Asia would be Chinese,
incrementing the RMB key role at the international role. Whereas now,
Tokyo and Singapore still have a higher domestic market capitalization. So,
even if China tried to build strength in its markets, generally, Renminbi
needs a more effective capitalization.

The PBoC, in charge of Internationalization process, consists of 18
functional departments (bureaus) and in particular General Administration
Department (in charge of political affairs) and Monetary Policy Department
(in charge of Monetary Policy). PBoC has never used officially the word
“Internationalization”, even if it is speaking about a progressive opening of
markets from 2004 onward (Eichengreen & Kawai, 2015). On the one hand
there are evidence of Chinese reinforcement of their financial markets, on the
other hand there are not initiatives involving the whole Chinese territory (in
term of cross border exchange) and markets (in terms of global swap
agreements). While the political level (General Administration Department)
could benefit in term of soft power policy and general opening to liberal
system (Cheng, 2013), there are not evidences that Chinese economy could
be able to sustain a currency Internationalization as many analyst declare
(Fu, 2015). We can say that while Dollar is the first currency for use (41% of
transactions), Renminbi, despite the huge Chinese Economy, doesn’t actually
need an International dimension before increasing its real circulation (still at
1,47%), speaking in term of Political Economy, at the same time, speaking in
term of Economic Policy, China would need a more International image, that
could pass through an International currency.

Conclusion

There are evidences that for Hong Kong Stock Exchange the
Renminbi Internationalization is going to cause an increase in trading, capital
flow and capital accumulation. I highlighted how Renminbi swap agreement
and Renminbi cross-border traffic increased the volume of trading in Hong
Kong and the number of Chinese Enterprises in that Market. Furthermore
China created a deposit of RMB to increase liquidity of Hong Kong banks
and Hong Kong participation to the swap agreements. Hong Kong’s Hang
Seng Index has had dramatic increase, as an example on May 2015 after
China made it easier for mainland funds to use the cross-border link to buy
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stocks, energizing newly the Hong Kong Market and linking more to the
world’s second-largest economy.

Dim Sum Bonds Market has become an important part of Hong Kong
Stock Exchange to the extent that Hong Kong has become the principal
issuer of the RMB bonds, and is giving to Hong Kong the principal role in a
market in rapid expansion.

Even SFTZ, as | stressed in the last part of text is going to be a
resource other than a disadvantage for Hong Kong Stock Exchange. To sum
up there will be no short term negative effect in a Chinese currency
Internationalization.

On the one hand a RMB internationalized would cause a huge
increase of capital flow in HKSE, on the other hand is going to expose Hong
Kong to an excessive linkage with China (diminishing its autonomy in
Political Economy) and to the excessive growth risks (as speculative
bubbles).

Especially if China has not yet the real intention of Internationalize
its
currency in a relatively short term (as | suggest in the very last part of my
text) Hong Kong operators should avoid to concentrate their investment
solely in Chinese capitals, bonds and enterprises. In fact basing every
investment on Chinese currency will expose too much Hong Kong to an
experimental stage (that is, at this moment, the RMB Internationalization)
eligible to all the risk of an experiments and not yet solid.
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Abstract

Companies are trying to compete with each other with different
management techniques such as cost management, sales management etc.
Financial analysis is a very important tool for companies in measuring
efficiency, measuring the degree of success, and in measuring the
determination of companies’ target and cost volume. Although companies
focus on cost management, they do not consider financial ratio analysis on
the same platform. Traditionally, companies usually consider material costs.
However, the aim of this study is to give vision beyond the material costs
according to the financial statement ratio analysis. We aimed at looking at
material costs as a finished cost with their performance result. Thus, it will
give a more competitive power to companies. Also, we considered to see
through analytical liquidity analysis simulation tables, material costs cash
collection and their effects on financial ratios. In addition, we analyzed the
current assets cash flow and cash balance and their effects. On the other
hand, we aim to simulate with different current assets, scenarios effects on
companies’ financial structure and cash balances through this model.
Consequently, we aim to make risk analysis (risk simulation) for different
current assets scenarios. Thus, this is done in order to simulate effects on
companies’ financial structure and cash balance.

Keywords: Financial ratio analysis, cash flow, risk analysis, cash balance,
analytical liquidity analysis

Introduction

Financial analysis technique is very important for companies to see
their performance result. However, it is a very important tool to plan a
companies’ future. Conventional financial analysis ensures a company’s

45



financial results through efficient calculation techniques. We aim to show
that in a company’s production, there is a relationship between the
production department and the finance department of the company. In
addition, our model shows companies’ cash flow situation before the start of
the production process. Then, it shows what will happen next when the
company starts production. We built a new model titled “Cash Conversion of
Inventory and Basement of Model Financial Ratios Analysis” to show
production cost with efficient financial ratio analysis and proactive cash flow
management to company. We developed our model known as “cash
conversion of inventory” to be able to show cash flow situation beyond the
conventional financial management techniques. Consequently, according to
this model, we aim to make special link in the middle of the production and
finance department with new and effective interfaces.

Financial Statements
Income Statement

Income statement presents information on the financial results of a
company’s business activities over a period of time. The income statement
communicates how much revenue the company generated during a period
and what costs it incurred in connection with generating that revenue. Net
income (revenue minus all costs) on the income statement is often referred to
as the “bottom line” because of its proximity to the bottom of the income
statement. Income statements are reported on a consolidated basis. Thus,
this means that they include the revenues and expenses of affiliated
companies under the control of the parent (reporting) company. Sometimes,
income statement is referred to as a statement of operations or profit and loss
(P & L) statement (Robinson & Thomas, 2008).

Balance Sheet

The balance sheet (also known as the statement of financial position
or statement of financial condition) presents a company’s current financial
position by disclosing the resources that the company controls (assets) and
what it owes (liabilities) at a specific point in time. Owners’ equity
represents the excess of assets over liabilities. This amount is attributable to
the owners or shareholders of the business. Thus, it is the residual interest in
the assets of an entity after deducting its liabilities. The three parts of the
balance sheet (assets, liabilities, and owner’s equity) are formulated in an
accounting relationship known as the accounting equation. However, this
equation is expressed as: Assets = Liabilities + Owners’ equity (that is the
total amount for assets must balance with the combined total amounts for
liabilities and owners’ equity) (Robinson & Thomas, 2008).
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Cash Flow Statement

Although the income statement and balance sheet provides a measure
of a company’s success in terms of performance and financial position, cash
flow is also vital for a company’s long-term success. Disclosing the sources
and uses of cash helps creditors, investors, and other statement users to
evaluate the company’s liquidity, solvency, and financial flexibility. In
addition, financial flexibility is the ability to react and adapt to financial
adversities and opportunities (Robinson & Thomas, 2008).

Financial Analysis

In general, analysts seek to examine the performance and financial
position of companies as well as forecast future performance and financial
position. Analysts are also concerned about factors that affect the risks of the
company’s future performance and financial position. Analysts usually work
in a variety of positions. Some are equity analysts whose main objective is to
evaluate potential equity (share) investments. Therefore, this is used to
determine whether a prospective investment is attractive and what an
appropriate purchase price might be. Others are credit analysts who evaluate
the creditworthiness of a company to decide whether (and with what terms) a
loan should be made or what credit rating should be assigned. Analysts may
also be involved in a variety of other tasks, such as evaluating the
performance of a subsidiary company, evaluating a private equity
investment, or finding stocks that are overvalued for purposes of taking a
short position (Robinson & Thomas, 2008).

Scope and Purpose of Financial Analysis

The role of financial reporting by companies is to provide
information about their performance, financial position, and changes in their
financial position. Thus, this is useful to a wide range of users in making
economic decisions. The role of financial statement analysis is to take
financial reports prepared by companies, combined with other information,
in evaluating the past, current, and prospective performance and financial
position of a company. This is done for the purpose of making investment,
credit, and other economic decisions. In evaluating financial reports, analysts
typically have an economic decision in mind. Thus, their decisions include:

. Determining the creditworthiness of a company that has made a loan
request.

o Extending credit to a customer.

. Examining compliance with debt covenants or other contractual
arrangements.

. Assigning a debt rating to a company or bond issue.
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o Valuing a security for making an investment recommendation to
others.
. Forecasting future net income and cash flow.

These are certain themes in financial analysis. In general, analysts
seek to examine the performance and financial position of companies. In
addition, it also forecast the future performance and financial position of the
company. Analysts are also concerned about factors that affect the risks of
the company’s future performance and financial position (Robinson &
Thomas, 2008).

Financial Analysis Techniques
Financial statements are analyzed by financial analysis techniques
and obtained results are reviewed. The techniques used in financial analysis
are (Arat, Finansal Analiz Araci Olarak Oranlar, 2005):
Horizontal Analysis
Vertical Analysis
Trend Analysis
Ratios

Horizontal Analysis

Horizontal analysis is the calculation of changes on financial
statements which are prepared for financial analysis in two sequential
periods (Yazici, 1976). In other words, horizontal analysis technique
provides changes in accounts of assets, liabilities, and income statements
over two consecutive periods in the fastest way (Arat & Durmus, Mali
Tablolar Tahlili, 1997). In horizontal analysis technique, the income and
balance sheets of two sequential periods are compared with each other. Also,
variance is calculated by the subtraction of the last period from the previous
period. Difference between two period with (+) and (-) sign is put on the
variance column. In addition, increasing and decreasing values are put on
additional column in order to see variances on accounts in a better way.

Therefore, the following example shows the horizontal analysis of
balance sheets in two sequential periods.

ASSETS 2013 2014 Variance Increase Decrease
CASH AND CASH EQUIVALENTS  41.000  26.000 -15.000 -15.000
BUYERS 76.262 120.309 44.047 44.047
NOTES RECEIVABLE 415 347 -68 -68
FINISHED GOODS 234.694 222.420 -12.274 -12.274
RAW MATERIALS AND SUPPLIES 120.000 100.000 -20.000 -20.000
CURRENT ASSETS 472.371 469.076 -3.295 -3.295
FIXED ASSETS 97.889  146.909 49.020 49.020
TOTAL OF ASSETS 570.260 615.985 45.725 45.725
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LIABILITIES

BANK LOANS
ACCOUNTS PAYABLE
OTHER PAYABLES
SHORT TERM EXTERNAL
RESOURCES
TOTAL OF LONG TERM
EXTERNAL RESOURCES
EQUITY
TOTAL LIABILITIES

308.129
4.534
5.785

318.448
5.287

136.234
459.969

361.857
4.860
10.955

377.672
19.189

134.428
531.289

53.728
326
5.170

59.224
13.902

-1.806
71.320

53.728
326
5.170
59.224
13.902

71.320

-1.806

Vertical Analysis

Vertical analysis technique is an analysis of financial statements by
assuming the value of an item as 100, and calculating other items value as a
percentage of this item (Yazici, 1976). In vertical analysis of balance sheet,
the total of assets and total of liabilities are assumed as 100. Percentages of
other lines are calculated based on the total assets and total liabilities. Sales
value is assumed as 100 in income statement. In addition, the percentages of
other lines are calculated based on sales value.

Therefore, the following example shows the vertical analysis of

balance sheets in two sequential periods.

ASSETS 2013 2014
CASH AND CASH EQUIVALENTS 41.000 7,2 26.000 4,2
BUYERS 76.262 13,4 120.309 19,5
NOTES RECEIVABLE 415 0,1 347 0,1
FINISHED GOODS 234.694 41,2 222.420 36,1
RAW MATERIALS AND SUPPLIES 120.000 21,0 100.000 16,2
CURRENT ASSETS 472.371 82,8 469.076 76,2
FIXED ASSETS 97.889 17,2 146.909 23,8
TOTAL OF ASSETS 570.260 100,0 615.985 100,0
LIABILITIES
BANK LOANS 308.129 67,0 361.857 68,1
ACCOUNTS PAYABLE 4.534 1,0 4.860 0,9
OTHER PAYABLES 5.785 1,3 10.955 2,1
SHORT TERM EXTERNAL
RESOURCES 318.448 69,2 377.672 71,1
TOTAL OF LONG TERM
EXTERNAL RESOURCES 5.287 11 19.189 3,6
EQUITY 136.234 29,6 134.428 25,3
TOTAL LIABILITIES 459.969 100,0 531.289 100,0

In this example, the percentage of

EQUIVALENTS?” line is calculated by the following formula:
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_ 41.000x100

570.00
X=7.2.

Thus, this means that 7.2% of the total assets are cash and cash
equivalents line.

Trend Analysis

Trend analysis technique aims to show changes on financial
statements over the periods which is based on the first period (Arat, Finansal
Analiz Aracit Olarak Oranlar, 2005). In this technique, the value of the first
period of each line is assumed as 100. Then, other periods of each line are
calculated based on the first value as percentage. The following formula
shows the trend value of a line:

Value of current period x100
x =

value of base period

Increases and decreases in accounting components can be easily
observed when we view the trend analysis in an easy way. The results which
are above 100 show this increase. Furthermore, results which are below 100
show the decrease (Aktan & Bodur, 2006).

Therefore, the following example shows the trend analysis of balance
sheets in two sequential periods.

Trend Trend Trend
ASSETS 2012 I 2013 1 2014 11
CASH AND CASH EQUIVALENTS  40.000 100,0 41.000 1025 26.000 65,0
BUYERS 72.273  100,0 76.262 105,55 120.309 166,5
NOTES RECEIVABLE 120 100,0 415 345,8 347 289,2
FINISHED GOODS 247.893 100,0 234.694 94,7 222.420 89,7
RAW MATERIALS AND SUPPLIES 110.000 100,0 120.000 109,1 100.000 90,9
CURRENT ASSETS 470.286 100,0 472,371 100,4 469.076 99,7
FIXED ASSETS 89.735  100,0 97.889  109,1 146.909 163,7
TOTAL OF ASSETS 560.021 100,0 570.260 101,8 615.985 110,0
LIABILITIES
BANK LOANS 298.325 100,0 308.129 103,3 361.857 121,3
ACCOUNTS PAYABLE 8.412 100,0 4,534 53,9 4.860 57,8
OTHER PAYABLES 65.982  100,0 5.785 8,8 10.955 16,6
SHORT TERM EXTERNAL
RESOURCES 372.719 100,0 318.448 854 377.672 101,3
TOTAL OF LONG TERM
EXTERNAL RESOURCES 4,591 100,0 5.287 115,2 19.189  418,0
EQUITY 140.123 100,0 136.234 97,2 134.428 95,9
TOTAL LIABILITIES 517.433 100,0 459,969 88,9 531.289 102,7
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Ratios

The word “ratio” can be defined as a reasonable relationship between
two quantities. In other words, rate describes the links (connections) between
the actives or passives in balance sheet and income statement items by a
percentage or a fraction (Arat, 2005, s. 89). Ratio analysis is different from
the other techniques in that it is applicable to all financial statements and it
reveals the relationships between items which are hidden in the financial
statements. In this way, it provides a better understanding of the financial
statements. When credit institutions and finance managers want to obtain an
overview of key statistics of a business, they use the ratio analysis. By
following these ratios over time, they obtain information about the
performance of the business (Aktan & Bodur, 2006).

However, commonly used ratios are divided into four main groups
(Akaytay, Cati, & Yiicel, 2015):
> Liquidity Ratios: The aim of the ratio in this group is to measure the
power of the short-term loan payments and to determine whether the
company has enough capital. For this reason, it is even more important for
lenders. While calculating this ratio, we build various relationships between
the sum of items of assets or components and short-term foreign sources.
> Financial Structure Ratios: This is the ratio that indicates to what
extend the business is financed by debt, the degree of the financial risk, and
the safety margins of the people providing credit to a business.
> Profitability Ratios: These ratios indicate to what extend that funds
brought to the company by shareholders or provided by external sources
allocated to the investment are used efficiently and profitably. Through these
ratios, it is possible to reach the ultimate information about business
regarding what extend it is managed effectively. However, this is possible by
measuring profitability from different dimensions.
> Turnover (Activity) Ratios: Turnover ratios indicate whether or not
the assets of businesses are managed effectively. Furthermore, it also states if
the asset investments are sufficient or not. If there is a high turnover of assets
of businesses, it can be stated that the assets are being used efficiently.
Hence, because of this, profitability is positively affected.

Liquidity Ratios

Liquidity ratios are used to examine the short-term debt repayment
capability of the business. Ratios are calculated by dividing the current assets
to short-term debt on the balance sheet. The reason is that sources used for
the repayment of the business' short-term debt are the current assets. If these
rates are extremely very high, this shows that the business could not reach
profitability targets by holding liquid assets. If these rates are low, this shows
that the business had difficulties in the repayments of the debts coming days
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(Berk, 2002). In loaning to a business, firstly we should look at the liquidity
ratios. Therefore, bankers and credit analysts examine the various liquidity
ratios (Brealey, Richard and Markus, 2001). A full liquidity analysis requires
the use of cash budgets. Consequently, by relating the amount of cash and
other current assets to current obligations, ratio analysis provides a quick and
easy-to-use measure of liquidity (Brigham & Ehrhardt, 1999, s. 73).

More especially, we need to give attention to the following points in
the analysis of company's liquidity ratios (Berk, 2002, s. 35). Thus, these
points include:

> Trend in which the current assets is compared to the volume of the
business.
> Trend in which the liquid assets is compared to previous periods.

> The collection ability, times, appearance reasons, and sales
compliance of the registered receivables
> Appearance reason of debts on specialty.

> Nature of stocks.

> Appropriateness of the term structure of short-term debt.

> Appropriateness of the net working capital compared to business
volume.

> Consideration of the other factors that affect the company's ability to

pay its short-term debt.

Consequently, the analysis of the company's solvency often uses
three main rates. These are: current ratio, acid-test ratio or liquidity ratio, and
cash ratio (Berk, 2002).

Therefore, the example of the following balance sheet will be used in
the explanation of current ratio, acid-test, and cash ratios.

ASSETS 2014
CASH AND CASH EQUIVALENTS 26.000
BUYERS 120.309
NOTES RECEIVABLE 347
INVENTORIES 322.420
CURRENT ASSETS 469.076
FIXED ASSETS 146.909
TOTAL OF ASSETS 615.985
LIABILITIES

BANK LOANS 361.857
ACCOUNTS PAYABLE 4.860
OTHER PAYABLES 10.955
TOTAL CURRENT LIABILITIES 377.672
TOTAL OF LONG TERM EXTERNAL RESOURCES 19.189
EQUITY 134.428
TOTAL LIABILITIES 531.289
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Current Ratio

Current ratio refers to the ability of the firm to meet short-term
obligations. Current assets normally include cash, marketable securities,
accounts receivable, and inventories. Current liabilities consists of accounts
payable, short-term notes payable, current maturities of long term debt,
accrued taxes, and other accrued expenses. The current ratio is calculated by
dividing current assets by current liabilities (Brigham & Ehrhardt, 1999, s.

73). Thus, this can be expressed as:
Current assets

Current ratio = —
Current liabilities

Current ratio indicates how many dollars of current assets the
company have corresponding to the company's short-term foreign sources of
1 dollar. The purpose of calculating the current ratio is to measure the ability
to pay short-term debts of the company and to determine whether there is
enough of the business source or not. It is a better measure that shows the
company's debt repayment capacity compared to net working capital amount
(Arat, 2005). When the current ratio is above the standard, it shows that there
are current assets which are more than enough. Although this is viewed
positively by the lenders and creditors, it is not good in terms of the adverse
impact on the return on equity. This can mean that there is the presence of
idle operation and it is not well evaluated (Arat, 2005). This situation can be
thought negatively by shareholders. Current account ratio is calculated as
follows according to the sample of balance sheet:

469.076
377672
Current Ratio = 1.24

In the balance sheet sample, 1.24 dollars of current assets

corresponds to the company's short-term foreign sources of 1 dollar.

Current ratio =

Acid Test or Quick Ratio

The quick ratio or acid test is calculated by deducting inventories
from current assets, and then dividing the remainder by current liabilities
(Brigham & Ehrhardt, 1999, s. 73):

Current assets — Inventories

Acid Test, or Quick Ratio = ——
Current liabilities

This ratio completes the current rate ratio and makes it more
meaningful because it ignores inventories which are the least liquid item in a
balance sheet (Acar, 2003).

Acid-test ratio calculation is as follows according to a balance sheet
sample:
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469.076 — 322.420
377.672

Acid Test, or Quick Ratio =

Acid-test ratio = 0.39

Cash Ratio
Cash ratio means the ability of the firm to meet short-term
obligations with only cash and cash equivalents. Cash ratio is calculated by
adding cash and cash equivalents, and dividing it by the total current
liabilities. This can be described as shown below:
Cash + Cash Equivalents

Current Liabilities
This rate is more accurate than the other rates. It demonstrates the
ability of the company to pay its short-term debt in case of interruption in
sales, uncollected receivables, and if they encounter difficulties during the
redemption of stocks.

Cash ratio calculation is as follows according to a balance sheet sample:
26.000

377.672
Cash Ratio = 0.07

In a related example, if the company's sales are completely stopped
and the company cannot collect the receivables, they are able to pay only 7%
of the short-term debt.

Cash ratio =

Cash ratio =

A Model Proposition for Cash Conversion of Inventory and Raw Materials

While the evaluation of businesses is being carried out using the rates
of raw materials and supplies, inventories are evaluating their current value.
In fact, raw materials and supplies can be converted to inventories by
enduring production costs. During this conversion, the value of the inventory
is greater than the value of raw materials. Inventories can be converted to
cash and receivables by enduring sales cost. The obtained value as a result of
the sale of the inventory cost by enduring sales costs is lower than the value
of inventories. In addition, it is more than the value of the raw materials used
to produce these inventories. These conversions change the financial ratio of
companies.

The following proposed model shows the effect of raw materials and
supplies on ratios.
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In this model, raw materials are converted to finished goods, but it
consumes cash and cash equivalents for production. In this case, the value of
finished goods is greater than the difference in the value of raw material and
production cost. It can be shown in the following formula: Value Finished
Goods > Value of Raw Materials — Production Cost. For example, $ 15,000
worth of products can be produced with materials worth of $ 10,000 and $
1,000 cost. Finished goods are converted to cash and cash equivalents, but it
consumes cash and cash equivalents for sales cost. In this case, cash changes
on balance sheets can be shown in the following formula: Cash Changes =
Value Sold Goods — Sales Cost. In both cases, liquidity ratios may change. In
this model, effect of raw materials and finished goods on ratios and cash
flows are considered in a right way.

The following example is used to illustrate the above.

ABC Company is in the manufacturing industry with production of
machine. In the management of ABC Company, the identified activities they
perform are as follows:

1- ABC Company produced 10 ratios as Ry, R1, Rz, Rs, R4, Rs, Rg, Ry,
Rs, and Ro. These are different ratios requiring different amount and volume
of production activity.

2- ABC Company has 9 due dates to organize cash flow management as
T1, To, T3, Ta, Ts, Tg, T7, Tg, and To. Thus, these represent the due date for
payment in planning a wide range of cash flow.

3- ABC Company has 3 financial analysis ratio types which are current
ratio, acid test ratio, and cash ratio. Thus, these represent due date for
payment in planning a wide range of cash flow. They are shown according to
each item types under the due date financial situation basement of production
activity.
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BALANCE SHEET CHANGES

ASSETS 1] 4 L] ] 4 t t L] ] 19
CASH AND CASH EQUIVALENTS 30.000 102550 135100 207.6350 260200 312730 3635300 417830 470400 323170
BUYERS 120.000 120000 120000 120000 120000 120.000 120.000 120000 120000 120000
NOTES RECEIVABLE 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000
FINISHED GOODS 250.000 223000 196000 169.000 142000 {15000 88000 61000 34000 6.780
RAW MATERIALS AND SUPPLIES 200,000 180.000 160.000 140000 120000 100000  80.000 60000 40000 20000
CURRENT ASSETS 621.000 626.550 632100 637.650 643.200 648.750 654300 659.850 665400 670.950
FIXED ASSETS 150.000 146.909 146.909 146.909 146.910 1746.971 146.972 17146.973 146.914 146.915
TOTAL OF ASSETS 771000 773459 779009 784558 790110 795661 801212 806763 B12314 817865
LIABILITIES

BAMK LOANS 361857 361857 361857 361857 361857 361857 361857 361857 361857 361857
ACCOUNTS PAYABLE 4860 4860 4860 4 860 4860 4860 4860 4860 4860 4860
QTHER PAYABLES 10.955 10.955 10.955 10.955 10.955 10.955 10955 10955 10.955 10.958
SHORT TERM EXTERNAL RESOURCES 77672 377672 377.672 377.672 377672 377.672 37T.672 J3TV.672 377.672 377.672
TOTAL OF LONG TERM EXTERNAL RESOURCES 19.189 19.189 19.189 19.189 19.189 19.18%  19.189 19.189 19.189  19.189
EQuITy 134428 134428 134428 134428 134428 134428 134428 134428 134428 134.428
TOTAL LIABILITIES 531.289 531.280 531.289 531.280 531.280 531.289 531.280 531.289 531.280 531.289

PRODUCTION & SALES

Production

Consumed Raw Matenal and Supplies 20.000  20.000 20000 20000 20000 20000 20000 20000 20.000

Production Cost 1.400 1.400 1.400 1.400 1.400 1.400 1.400 1.400 1.400

Produced Finished Goods 28.000 28.000 28.000 28.000 28.000 28.000 28.000 28.000 28.000
Sales

Sales Cost 1.050 1.050 1.050 1.050 1.050 1.050 1.050 1.050 1.050

Saled Finished Goods 55.000 55.000 55.000 55.000 55.000 55.000 55.000 55.000 55.220

RATIO CHANGES
Ry Ry Re Ry Ry Rg Re Ry Ry Re

Current Ratio 1,64 1,66 1,67 1,69 1,70 1,72 1.73 1,75 1,76 1,78
Acid Test 045 0.59 0.73 0,87 1,01 1,15 1,29 143 1.57 1,71
Cash Ratio 0,13 0.27 0.41 055 0.69 0.83 0.97 1.1 1.25 1.39
Conclusion

Information technology provides very effective and well detailed
information quickly to companies. However, management is responsible to
choose the right tool for their operation. Companies need to check their
financial situation timely and fairly. In addition, financial planning is a very
important part of the management system. Management departments need to
be sure when they budget their activities. Furthermore, we give an assurance
to companies so as to plan their management activities in their financial
management difficulties. Our model ensures the effects on cash inflow and
financial ratios of the material stock. In addition, our model ensures the
effects of analysis on cash return and cash balance of the current assets on a
monthly basis. On the other hand, through this model, we can simulate
effects of activities on companies’ financial structures and the cash balance
of the different current assets scenarios.
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Abstract

Kyoto Protocol which is the last phase of the idea of a need for an
international corporation in order to prevent ecocide since 1970s was put into
operation in 2005. Kyoto Protocol is an addition of “United Nations
Framework Convention on Climate Change (UNFCCC)” which was
accepted in Rio Summit. In this study first of all, the development process of
Kyoto Protocol before its operation will be analyzed, the classification
according to the responsibilities and development of the state parties will be
dealt. Later on, what kind of solutions does the protocol bring to the climate
change problem and the mechanisms that are applied for the projected
declines for the emission rates will be scrutinized. Lastly, the legislative and
administrative steps that have been taken in the frame of Kyoto Protocol that
is effective in Turkey since 2009, and the deficiencies during the adaption
process of the protocol is aimed to be put forth.

Keywords: Kyoto Protocol, Climate Change, Environment

Introduction

In the period after the Second World War, one of the fields that the
increasing importance in international relationships of United Nations (UN)
was reflected has become the environment. As a result of the idea of a need
for states to make more collaboration concerning the environmental

! Correspondence author of the paper

58



problems, especially in 1970s, several conferences under the initiative of the
UN were held and various agreements were brought up taking the role of the
mechanisms into consideration, which were developed by the international
institutions for the protection and improvement of the environment. Now it is
obvious that environment is perceived in the responsibility of the
international organizations and there is a specialization on this issue (Torlak
ve Ege, 2007: 49).

Thus in 1971, a report namely ‘Limits of Growth’? was published
declaring that the world was in a destruction in terms of environment and
ecology, and that if industrialization kept its speed, the environmental
disasters that would occur in the further years would bring the end of
humanity and the ecologic system. By ensuring the growing interest in
environment, the report has given a ground to organization of the Stockholm
Conference, Rio Summit and the agreement of the Kyoto Protocol.

Establishment of the Kyoto Protocol: Rio Summit and UNFCCC

Kyoto Protocol existed as an addition of UNFCCC that was accepted
in the Rio Summit. The Rio Summit declaration which was held in 1992,
defines the right of development of people and the responsibilities for the
protection of the environment. In Rio Declaration, it was stated that the only
way for a long term sustainable economic development is to protect the
environment. It was also emphasized that this rapport could only be
established by a global partnership that is based on equality and in which
countries, governments, societies and nongovernmental organizations take an
active role. According to the declaration, states should establish international
agreements that would protect the unity of the global environment and
development system (Oztung, 2006: 78).

Another important agreement that was accepted in Rio Conference is
UNFCCC. This convention mainly emphasizes on the international
cooperation in the prevention of the hazardous climate changes from the
point of law of nations. The main purpose of the UNFCCC is to limit the
dangerous gas emissions that cause global climate changes. It puts certain
responsibilities upon the countries in the frame of the determined limits.
Also, it was projected for developed countries to give a support to the less
developed countries on executing the responsibilities of the contract (Torlak
ve Ege, 2007: 60).

The Kyoto Protocol

% The report was organized by the Rome Club that was triggering the environmental action
of the era. Rome Club was established by the Italian industrialist Aurelio, Secretary General
of OECD Alexander King and some Italian businessman (Torlak and Ege, 2007:55).
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The Kyoto Protocol that was signed in the Kyoto city of Japan in
1997 was organized in order to keep the greenhouse gas emissions of the
developed countries at the level that of in 1990. As part of this object, the
main purpose of this protocol is to decrease the consumption of the fossil
fuels and to control the global warming (Yasar ve Yildiz, 2009: 114).
Although the protocol was signed in 1997, it could only be put into operation
and have its legal binding in 2005. There were some factors which caused a
delay in Kyoto protocol. In that, the Protocol should be accepted by at least
55 countries and the states that were responsible for at least 55 percent of the
total emission amount that was registered in 1990 should be included into the
Protocol. The total emission rate that was 41 percent before the participation
of Russian Federation have reached to 61 percent upon Russia’s taking side
of the Protocol (Tiirkes, 2006: 8-9). There is a difference in the rates of
emission reduction between the states and some blocks in Kyoto Protocol.
For example, while European Union have to reduce its emission averagely
about 8 percent, this rate is 7 percent in USA, 6 percent in Japanese and 0
percent in Russia (TUIK, 2009: 9).

Being signed pursuant to UNFCCC and aiming to undertake very
effective works in terms of environment, Kyoto Protocol projects some
provisions that the contracting parties should obey. These provisions have
been stated in the 3 head of the Protocol as this: The greenhouse emission
gas of countries between 2008-2012 should be kept below at least 5 percent
in comparison with 1990; particularly in the industry sector, low- energy
technology should be used in all sectors; alternative energy resources should
be used in order to minimize the effects to environment and more importance
should be given to bio-fuels in highways (http:// unfccc.int/ resource/docs/
convkp/kpeng.html).

The countries that take part of the Kyoto Protocol are categorized in
two in terms of mission and class. Being classified as Annex | and Annex I,
these countries have different responsibilities. Annex | countries list
comprise of the industrialized states that have become a member of OECD in
1992 and the states that are in a transformation process to market economy,
and these states are responsible for reducing their greenhouse gas emissions.
On the other hand, Annex Il countries involve the states that are responsible
for technology transformation and conducting the financial investments.

Flexibility Mechanisms of Kyoto Protocol

Besides the national and international policies that aim to reduce the
greenhouse gas emission of Annex | countries, there are three other
flexibility mechanisms in Kyoto Protocol that would make easier for
countries to reach the goals.
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o Joint implementation: The joint implementation mechanism that is
regulated in the Article 6 of the Kyoto Protocol mainly rests on the activities
on the project that the state or private sector conducts in another country in
order to reduce the greenhouse gas emission (UN, 1998, 6-7; Tiirkes, Stimer
ve Cetiner, 2000; UNFCCC, 2007). According to this flexibility mechanism,
if a country, whose emission rates have been determined, executes emission
reducing projects in another country that the emission rates are also
determined, it gains an emissions reduction unit (ERU) and these units are
deleted from the goal of the executer country (Karakaya ve Ozcag, 2003: 5).
o Clean Development Mechanism: This mechanism which is applied
apart from Annex | and Annex Il is defined in the Article 12 of the Protocol.
The main purpose of this mechanism is to establish a coordinated
collaboration between a country that has a certain emission goal and a less
developed country that has no determined an emission goal yet and to make
them conduct joint projects. The mechanism is directed by “Clean
Development Mechanism Executive Board”. Clean development mechanism
undertakes the role of supporting the developed countries to fulfill their
responsibilities on limiting and reducing the emission. As a result of these
projects, the country that has a certain emission goal earns “Certificated
Emission Reductions” (CERs) and deleted from the total goal (UN, 1998:
11-12; UNFCCC, 2007).

. Emission Trading: Emission trade mechanism is regulated in the
Article 12 of the Kyoto Protocol. By the “Emission Trade” mechanism, the
states that have certain emission goals are able to do an emission trade with
each other in order to accomplish the rate goals the responsibility of which
they have undertaken before (UN, 1998: 15; UNFCCC, 2007). If any country
in the Annex I list makes a reduction more than the determined greenhouse
gas emission goal, it can sell this extra reduction to other contracting parties.
Emission trade is an extremely effective mechanism in the realization of the
goals of the Kyoto Protocol and is appropriate to the Protocol. In emission
trade, while the biggest buyers are USA, Japanese and some EU countries,
the biggest sellers are Russia, Ukraine and some East Europe countries
(Karakaya ve Ozcag, 2003: 5). Flannery (2007: 198) indicates that according
to this mechanism, a carbon budget for the countries would emerge, the
carbon unit of the industries that cause more pollution would increase and as
a result of this, the countries would prepare their own carbon budgets,
interchange carbon and pay for the pollution right.

Kyoto Protocol and Turkey

During the organization phase of the Protocol in 1997, Turkey was
both evaluated in Annex | and Annex Il lists as an OECD country, and she
also took place in both lists. However, Turkey did not want to participate in
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the Protocol because of the heavy responsibilities that Annex Il would bring
upon. In the conference that was held in Morocco in 2001, as a result of
being removed from Annex Il and given special provisions, Turkey accepted
to agree the Protocol (UNFCCC; 2001). Consequently, the Protocol has been
put into operation by the recognition of TBMM (The Grand National
Assembly of Turkey) in 2009. Turkey has shown different attitudes between
the years 1992-1997 from Rio to Kyoto. While its demands before 1997
were towards to be removed from both appendix and to be provided with
particular provisions, after the 3 conference of parties in 1997, it has
followed a more constructive policy. Because of its special location, Turkey
is not responsible for a certain gas emission reduction as the other Annex |
countries have. The European Union (EU) climate change framework that
was organized in December 2012 has warranted Turkey’s special condition
until 2020 in the 18" conference of parties. Nevertheless, in order to clarify
Turkey’s special condition, following decision is taken in the Conference:
The parties of Annex Il that have the opportunity, within the definition of
their tasks, through the Global Environment Fund (GEF) and multisided
institutions, international finance institutions, other corporations and
initiations, private sector or any other regulations, incites the Annex I parties
whose particular conditions are recognized by the Conference of the Parties
in order to execute their national climate change strategies and action plans,
and to improve their low emission development strategies and plans
according to 1/CP.16 coded decision and also stimulate them to provide a
financial, technological, technical aid and support to capacity building
(http://www.escarus.com/turkiyeden-haberler.aspx).

United Nations Framework Convention on Climate Change
(UNFCCC) 19" Conference of Parties (COP 19) was held in the in Warsaw
on November 11-12, 2013. The position of Turkey for after 2020 is mainly
constituted of two factors. One of these is to avoid from making a
commitment on emission reduction as a still developing country in terms of
industry; and the other is to benefit from the financial aid opportunities given
to the other developing countries in order to supply the required investments
on the struggle against the climate change (http://www.tusiad.org. tr/bilgi-
merkezi/fikir-ureten-fabrikadan/uluslararasi-iklim-degisikligi-gorusmeleri-
varsova-sonrasi-notlar).

United Nations Framework Convention on Climate Change 20™
Conference of Parties was held in Lima, Peru, on December 1-14, 2014.
Conducted since the 16™ Conference of Parties by Turkey, the negotiations
for providing a support on finance, technological transformation and capacity
improvement within the struggle against the climate change in Turkey have
been concluded successful in the 20" Conference of Parties. In the frame of
the accepted decision, the way for a support by the developed countries for a
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finance, technological transformation and capacity improvement was cleared
for Turkey for at least 2020. Now, with regards to this decision, Turkey will
make necessary negotiations with multisided institutions and other countries,
and will put the gains into operation (http://www.csb.gov.tr/projeler /iklim
/index.php?Sayfa=haberdetay&1d=16278).

Legislative and Administrative Regulations
Legislative Regulations

The “Regulations on Monitoring of Greenhouse Gas Emissions”,
which was prepared by the Ministry of Environment and Urbanization, was
published in the Official Gazette dated 25.04.2012 and numbered 28274 and
then, was put into operation. However, it was put away by another regulation
in 17.05. 2014 dated, 29003 numbered Official Gazette and the new
regulation was put into operation. The regulation was an important attempt
within the struggle against the climate change and organizes the primary
factors and methods about the monitoring process of the greenhouse gas
emissions at the facility level and also confirmation and reporting of them.
These greenhouse gas emissions are the results of the sectors that constitute a
significant part of the greenhouse gas emissions such as electric and steam
production, petrol refining, petro chemistry, cement, iron-steel, aluminum,
brick, ceramic, lime, paper and glass production (http:// www.altensis.com/
hizmetler/kurumsal-surdurebilirlik/karbon-yonetimi).

By the Ministry of Environment and Urbanization, following the
regulations, the “Regulation on the Monitoring and Reporting of the
Greenhouse Gas Emissions” was prepared and published in 22.07.2014
dated, 29068 numbered Office Gazette. The technical details of the
monitoring plan document which is the base of the follow-up process of the
emissions and is responsible for providing the facilities and presenting them
to the ministry, were remarked (http:// www.csb.gov.tr/ gm/ cygm/
index.php?Sayfa=haberdetay&Id=18236).

The “Voluntary Carbon Market Project Registration Regulation” was
published in 09.11.2013 dated, 28790 numbered Official Gazette and then,
was put into operation. It was prepared for the follow-up of the carbon
certificates that were gained by these projects and for the registration of the
projects about the Voluntary Carbon Market which was developed by the
Ministry of Environment and Urbanization. The object of this regulation was
to register the projects efficiently which were developed in order to reduce
the greenhouse gas emission in Turkey and to gain a carbon certificate
(http://www.csb.gov.tr/gm/cygm/ index.php?Sayfa=duyurudetay&1d=4318).

In the frame of Kyoto Protocol, so as to operate a coordination and
collaboration between related institutions and organizations, the “Climate
Change Coordination Commission” has been established by the 2001/2
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numbered Circular; also the 2010/18 and 2012/2 numbered Circulars have
been reconstructed and by the “Air Emission Coordination Commission” has
been established by the 2012/22 numbered Circular. In that, the project has
been to enhance the inventory of the national air emissions and the
greenhouse gas emissions as to include the information about Turkey, to take
the necessary precautions against the hazardous effects of the climate
change, to determine the appropriate domestic and foreign policies
considering the conditions of our country and to present the fundamental
strategies of the emission reduction. Since the subjects of struggle against
climate change and management of air emissions are related and
complementary to handle together, as the related institutions and
organizations are common with regard to national scale, these two subjects
have been combined and transformed into a new commission so called
“Climate Change and Air Management Coordination Commission”, by the
Prime Minister Circular, which was published in 07.10.2013 dated, 28788
numbered Official Gazette (http://www.csb.gov.tr/ projeler/ iklim/
index.php?Sayfa=sayfa& Tur=webmenu&1d=12433).

Administrative Regulations

The significance given to the climate change was gradually decreased
in the In the 9" Development Plan (2007-2013). In a period that discussions
over Turkey’s taking part in the Kyoto Protocol were current, it was stated in
the Plan that “Considering the conditions of our country, by the participation
of the related parties, a National Action Plan that presents the greenhouse gas
reduction policies and precautions will be prepared and the responsibilities
related to the the Contract will be executed”. Therefore, in that period, that is
to say, in the economy and development bureaucracy of the association
process to the Protocol, this is one of the indications of the perception of the
climate policies as a threat that is getting vast. The 10" Development Plan
(2014-2018) has been the most essential plan of the subject. In the plan, in
which the part titled Climate Change and Environment took place for the
first time, the climate change is also remarked as a risk factor in the part
named “The Efficient Usage of Food, Water and Natural Resources”.
Likewise, it is stated in the Plan that “the frequency of the disasters as a
result of the climate change has also increased and its effects have become
serious”. Unlike the other plans, this time it has been mentioned with the
proposals such as green growth, clean production, and eco-efficiency; that is
to say, there are signs that the climate change is not only seen as a threat, but
is also perceived as an opportunity for the economic growth and
development (Sahin, 2014: 37).

Turkey has prepared the “National Climate Change Strategy” in order
to contribute to the global efforts for the reduction of the effects of the
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climate change, according to its own particular conditions and opportunities.
Besides the aims that are going to be realized in a short term such as in one
year, the strategy, which is designed by the Ministry of Environment and
Urbanization, includes the medium term objectives that are going to be or
expected to be realized in a 1-3 year term and the long term objectives that
expand for 10 years. With this strategy such as to guide the attempts for the
struggle against the climate change in the period of 2010-2013, Turkey has
aimed to contribute to this struggle within its possibilities in the frame of the
idea of “common but differentiated responsibilities”, which is one of the
main principles of the UNFCCC. Also, it presents the policies of national
reduction, adaptation, technology, finance, and capacity building (CSB,
2012:6)

The National Climate Change Action Plan covering the vyears
between 2011 and 2023 was designed by the Ministry of Environment and
Urbanization. Totally this plan is consisted of 49 aims, 107 missions and 541
actions in order to execute them. In 2010 National Climate Change Action
Plan, which is not such of an official document confirmed by Higher
Planning Council such as “National Climate Change Strategy Document”,
has shown a goal in neither the aims and missions, nor in the emission
reduction in the action (Algedik, 2013: 35).

Apart from the Ministry of Environment and Urbanization, other
ministries also have given a place to the subject of struggle against the
climate change in the documents they have prepared. In the “Turkish
Struggle Strategy and Action Plan for Agricultural Drought” (2013-2017) by
Ministry of Food, Agriculture and Livestock, in the “National Program and
Action Plan of Reduction of the Health Effects of the Climate Change” by
Ministry of Health and in the “Turkish Sustainable Development Program”
by Ministry of Development, the issue of the struggle against the climate
change has been cited.

Conclusion

The Kyoto Protocol encumbers certain responsibilities upon states so
as to reduce their greenhouse gas emissions, and accordingly, the determined
goals are achieved by using particular mechanisms. In that, by the operation
of the Protocol, the developed countries will be able to produce clean
technologies by the special climate change fund. Likewise, it is aimed to
expedite the clean technology production adaptation process of the
mentioned states by the fund for the less developed countries. In addition,
through Kyoto Protocol Emission Trade Mechanism, the Annex | countries
will have the opportunity to make emission trades with each other. As the
developed countries can make a credit aid to the investments such are able to
contribute to less developed country funds and climate projects, they will
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also gain credit from the emission rates that the less developed countries
reduced. Though the Kyoto Protocol is thought to be efficient and useful,
there are also certain negative approaches towards it. Flannery (2007) argues
that the protocol is established significantly for commercial purposes; it is a
paper tiger and that the determined goals are low. On the other hand Yasar
and Yildiz (2009) think that the protocol is such as a market conflict of the
developed countries to sell their technologies.

Initially, Turkey did not accept to sign the Kyoto Protocol, which is
an addition of the Contract of the Climate Change; however, upon being
removed from the Annex Il countries list that suggests heavy responsibilities
and being given special provisions, she accepted the Protocol. In the frame of
the Protocol, Turkey has taken steps on energy efficiency and has shown
improvements. The responsibility for greenhouse gas emission reduction
constitutes a factor that can slow down the industrialization process of
Turkey. Thus, in the 19" Conference of Parties held in 2013, the main
approach of Turkey has been to avoid from making a commitment on
emission reduction after 2020 and to benefit from the financial aid
opportunities that were given to developing countries. On the other hand,
Turkey has remarked that in the case of the emission rates reach to critical
levels, she will perform the incumbent responsibilities. Parallel to this
approach, steps such as being efficiently represented in the 19™ Conference
of Parties and combination of the climate management unit and air
management unit have brought Turkey “Award of Fossil of the Day” by
Network of Climate Action. The 20" Conference of Parties in 2014 has
leaded a significant change in the approach of Turkey towards the Protocol.
According to the decisions taken, the developed countries are going to give a
finance, technology transfer and capacity building support to Turkey until
2020. Thus, Turkey will perform the necessary environmental
transformations much easier without giving any harm to the industrialization
process in the frame of the Protocol.
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Abstract

There are often changes in today’s market environment, which force
investors and companies to seek new solutions, practices, support new
branches, and design new models etc. This article discusses a commodity
investment model and its importance for investors. It aims to determine the
right price for commodities based on the designed investment model. The
main problem with commodities in the investment environment is that it is
very difficult to determine intrinsic value, as is required for equities. The
result of this paper is a model and its mathematical expression, which
determines the right price, including its application to selected commodities.
The model will facilitate the decision-making of investors on commodity
markets when to buy and when to sell selected commaodities. The use of this
model in practice can provide investors a competitive advantage on the
commodity market.

Keywords: Model, commodities, investor, right price, decision-making

Introduction

Current markets are frequently turbulent, which greatly affects the
investment plans of companies and investors. Changes in their decision-
making processes and behavior mean new solutions and processes are
required, and new branches, new models and their combinations are created.
New investment plans should primarily provide a competitive market
advantage for both professional as well as non-professional investors, which
can be reflected in the generation of profit or elimination of losses.

Nowadays, surplus units as well as some deficit units search for the
best value for their free or foreign resources. However, due to globalization
the forecast for the future development of the market environment is
relatively unstable, which has an effect on the business environment.
Changes resulting from current market conditions accompanied by the
effects of globalization affect management decisions. Company decision-

68



making should result in the selection of the investment instruments invested
into and models to be used.

The prognosis of price developments on commodity markets for
various raw materials is difficult and depends on e.g. mining, climatic
influences. The aim of this paper is to determine the right price for
investment using the deigned model, which will contribute to better decision-
making on investment plans. The main problem that occurs on these markets
is that it is very difficult to determine intrinsic value as in the case of stocks
and bonds. The result of this paper is a model of investment commodities
including its mathematical expression which determines the right price, and
its application on selected commodities. The model facilitates investors in
deciding on when to buy or sell selected commodities.

Although the new model can yield positive findings, companies still
need to decide whether the investment plan should be made according to the
proposed model or whether other best practices should be used. These
conflicts arise from the legal forms of the companies and the decision-
making of senior management. The issues of conflicting situations and
defending the priorities of interest groups in corporations are covered by
Sejkora, Horcicka (2014).

1. Theoretical basis
1.1 Commodities

People see and consume commodities every day; although they are
not directly involved in commodity markets they have a significant indirect
effect on them. Each consumer has is their favorite food that they consider
necessary for everyday consumption e.g. cocoa. Usually they know the price
of their favorite food but price levels are significantly influenced by the
development of certain goods on commodity markets, which depend on
demand and supply.

The daily presence of commodities is confirmed by Rogers (2008),
who recommends that investors first understand the functioning of
commodity markets and then invest in other instruments such as stocks,
bonds, etc. Novice investors should be aware of commodities that stem from
their daily work and eating habits. For example, an investor works in an
office at a desk made of wood and drinks a cup of coffee with milk every
day, so they come into contact with at least three key raw materials traded
every day on commodity exchanges all over the world. This is taken up by
Tang (2015, p. 121) who highlights the importance of commaodities in the
provision of catering services in restaurants. “He states that food prices are
rising on average by 2.8% per year, but agricultural commodity prices show
signs of volatility due to e.g. climate change, disease, global demand. At the

69



same time income from this industry is estimated to reach 683 billion USD in
2014.”

Commodity markets offer another opportunity in the form of the
commodity stocks of companies whose business activities are mainly related
to raw materials. These companies are typically involved in the search for
new resources, mining and research of commodities. (Shipman, 2007)
Commodity markets also offer sworn stock investors the opportunity to
invest in commodities through equities. These can be very risky because
many companies are very sensitive to interference from the government and
environmental activists, which can manifest itself in the amount of taxation
for example.

In addition to stocks and other investment instruments, commodity
markets offer further investment opportunities to investors in the form of
direct purchase, commodity indices, forwards, futures, options, mutual funds,
exchange-traded funds (ETF) or managed futures.

The issue of financial indices including commaodities is dealt with by
Svoboda (2006), who divides the indices into several regions according to
the orientation of the associated commodity exchanges. The indices are
divided into several groups according to the composition and focus on the
types of commodities that cover these areas - energy, precious metals,
industrial metals, agricultural products, livestock and actual commodity
indices. One example of a commodity index is the RICI (Rogers
International Commodity Index) Metals Index, which consists of ten
industrial metals i.e. copper, aluminum, gold, silver, lead, zinc, platinum,
nickel, tin and palladium. Four of these metals are most represented in the
index, with the largest being gold 19.92%, followed by copper, aluminum
and silver, each having the same share of 15.94%, other commodities have
less than 10% of the share. (RICI 2015) Jilek (2010) and Loader (2002)
support the importance of the commodity derivatives. These represent a
replacement of fixed amounts of cash for commodity instruments at an exact
date in the future. Trading through commodity derivatives augments an
investor’s other investment opportunities because it increases the supply of
trade in agricultural products, precious metals, industrial metals and energy
commodities.

Nesnidal (2007) highlights of the future importance of commodity
markets and argues that there is a change in investment behavior, whereby
investors that invest in shares today will invest in commodities in the future.
This statement once again underlines the importance of worldwide
commodity markets.

The importance of raw materials has led in the past and still leads to
political and military conflict, which clearly illustrates how commodities
such as oil, gold, and silver are key for the economies of several countries. It
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IS important to realize that every country has a limited amount of raw
materials and some are irreplaceable and indispensable for industry, which
again adds to the importance of commodity exchanges over others e.g. stock
exchanges. This division is pointed out by Fabozzi (2008), who divides
commodities into two basic groups - renewable and non-renewable. One of
the irreplaceable precious metals to affect humanity from the very beginning
is gold. No other metal is so popular, desirable or sought-after. Many authors
look at this commaodity, which has influenced generations all over the world
from different perspectives e.g. from industrial use, through art, to
investment, including the branches this precious metal has influenced. The
issue of gold is dealt with from several completely different viewpoints by
Struz (2005), Bocker (2009), Bernstein (2000), Batterson (2009), and
Revenda (2013). Yet it still maintains its dominant role in investment
companies either in the form of jewelry or investment ingots etc.

Like any other investment commodity it has its shortcomings
compared to investment securities. If an investor decides to create a long-
term conservative portfolio, consisting only of investments in physical forms
e.g. gold, silver, copper, then they will not generate any additional income in
the form of interest, rents or dividends, which can be achieved by investing
in equities. In this case an investor can only achieve capital growth.

1.2 Investment models

Investment models should be viewed as tools that are generally
applied in the decision-making of professional as well as non-professional
investors. Market economies are characterized by market turbulence, which
leads to the greater risk and complexity of decision-making, which has a
direct effect on shortening the validity of certain investment and financial
models. The issue of forecasts is dealt with by Plummer (2014), who focuses
on the psychology of investing in the financial markets. Investments, either
in the form of financial or real, should be viewed the same way as finances.
They contribute to the regulation and control of the economic processes and
systems of individual countries.

These attributes were further exacerbated as a result of the global
crisis in 2008. This was initiated by the US real estate market, where there
was a bursting of the speculative bubble in connection with an abrupt rise in
prices and the granting of mortgage loans to individuals who were not able to
meet their obligations. The issue of price bubbles in real estate markets is
dealt with by Shiller (2008), Hunter (2003). Although this crisis took place
quite recently some authors such as Ren (2012), Funke (2013), and Tsai
(2011) draw attention once again to the speculative bubble in the Asian real
estate market. In some areas of investment e.g. real estate or commodities it
is very difficult to determine the correct price. Newly designed or even
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already existing models should allude to and prevent negative phenomena
occurring on financial markets.

The assumptions on which each model is based are important. If
these conditions are not met then the rule cannot be applied. It is also
necessary to simplify and apply a model correctly to show the most objective
results that lead to the investment decisions. A factor may appear on the
market that is not included in the model, whereby its predictive ability
decreases or becomes inadequate and then it must be modified to the current
conditions developing in the market environment. The issue of financial
models is dealt with by e.g. ZmeSkal (2013), Shreve (2005), and Rachev
(2011). Factor models and their application on the commodity markets are
described by West and Wong (2014), who used them for changes not only to
real but also nominal prices of selected commodities represented by e.g. lead,
gold, corn, and coffee.

2. Methodology

When creating a commodity investment model the correct scientific
method needs to be applied. One of the main scientific methods applied in
this paper is analysis which was applied to the search of literature relating to
investing in commodity markets. Analysis is further supplemented by
synthesis which links knowledge from available resources that have paired
relationships. This is followed by abstraction, the result of which is a model
in the form of a graphic expression including a verbal description. The
modeling method was further used to create the commodity investment
model shown in Figure 1. During the evaluation of mathematical calculations
of the obtained data, the design of the proposed model and the results, the
principles of logic and reasoning were used, particularly in the application of
methods which are paired to each other e.g. analysis-synthesis.

3. Design and mathematical expression of the commodity investment
model
3.1 Design of the investment model

The design of the model relies on technical analysis through graphic
representation i.e. bar graphs with a top (upper limit) and base (lower limit).
It is also possible to design an investment model based on numerical values
without any graphical representation. Firstly, a specific time interval needs to
be selected for determining the right price of a commodity, i.e. t to t;

The process for designing the model and determining the right price
is expressed in Figure 1 and consists of the following eight steps:

1. Line p leads from the highest point in the monitored period i.e. the
top B around the last known price C — thus line p is determined by points B
and C.
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2. Create line q passing the lowest point A, which represents the base
parallel to the x axis.

3. Point D is then the intersection of lines p and g.

4. Create line r passing point B parallel to the x-axis.

5. Create line s passing point D parallel to the y-axis.

6. Point E is then determined based on the intersection of lines s and

7. Create another line t, which is determined by points A and E.
8. Point F is then the intersection of lines t and p, which is the right
price for the investor.

y = rate (CZK) Maximum rate ]

(top) “B” t
/ E

Minimum rate

(base) “A” +— Right
price F

Last known rate

D

g t1 x =1t (day)
Figure 1: Pocess for designing the model and determining the right price of a commaodity
Source: own adaptation based on (Novotny, 2014)

3.2 Matemathitical formulation of the commodity investment model
Mathematical formulation of the commodity investment model
consists of the following eight steps that are listed in Section 3.1 which lead
to the derivation of a formula for determining the correct price of selected
commodities. The resulting formulation of the model is as follows:
—cy b%, + ¢y by by — ay by ¢, + a, b%, — by a®, + ¢, a?,

y= 2ay cx — 2ay by — 2by, ¢x + by by, + ¢, by —ay ¢, + ay by,

Identification and explanation of the individual data in the formula:
1. Points A, B, C.
Point A [ax; ay] = minimum price of the commodity in the monitored

period.

Point B [by; by] = maximum price of the commodity in the monitored
period.

Point C [cy; ¢,] = last known price of the commodity in the monitored
period.

2. In the orthogonal coordinate system used in the calculation the
coordinate x-axis is aligned with the time period (day), the y-axis is the
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selected currency expressed in monetary units, e.g. Czech Crowns, US
Dollars, Euros.

3. To simplify the calculation the coordinate system is shifted in the
direction of the x-axis to point A and the x-coordinates of the basis points
(i.e. A, B, C) are calculated according to the given unit starting from 0.

4. Verification of the investment model for selected commodities

The model is applied to investments on commodity markets. The
industrial metal palladium was chosen for the application for a selected time
interval of three months from October 27, 2014 to January 27, 2015 in Czech
Crowns per ounce. Table 1 shows data for the calculation of the right price,
which was obtained for the selected time interval. The lowest rate in Czech
Crowns in the period amounted to 16,700.95 per ounce on November 6,
2014, the highest value was 19,668.16 on January 13, 2015, and the last
known rate was 19,240.02 on January 27, 2015. (Kurzy, 2015) Figure 2
shows the verification and quantification of the investment model using

a practical example.
Table 1 — Data for calculation of the correct price

Points A, B, C No. of days /price of comodity Coordinates

No. of days 0 x coordinate of point A

Point A
Price in CZK 16,700.95 y coordinate of point A
No. of days 42 x coordinate of point B

Point B
Price in CZK 19,668.16 y coordinate of point B
No. of days 52 x coordinate of point C

Point C
Price in CZK 19,240.02 y coordinate of point C

Source: own work

The data in Table 1 is substituted into the following formula:
_ —52-19668,16%+19240,02:19668,16: 42—0-19668,16-19240,02+0-19668,16%2—42-16700,95%+52-16700,952
y 2:16700,95-52—-2:16700,95:42—2:19668,16-52+42:19668,16+19240,02- 42—0-19240,02+0:19668,16

y = 18529,56 K¢
The result of the calculation shows that the industrial metal is
currently over priced. The investment decision is as follows: an investor who
decides to invest in palladium should wait and not buy this commodity until
the rate reaches the right price i.e. 18,529.56 CZK/ounce. An investor
holding this metal should sell because the price is overvalued for the selected
time interval.
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Figure 2: Verification of the investment model
Source: own work
5. Discussion

The presented commodity investment model provides new
knowledge that could lead to better decision-making of professional and non-
professional investors in their investment plans. However, the model is based
on several assumptions and without these conditions it is not possible to
design and use the model. One is that the model is based on numerical data
or graphical representation. This implies that the investor must know the
historical price trend of the commodity or the model cannot be compiled.
After a certain period of time the top or base may have new values, then the
right price will have a new current value. It may then take several days or
months before the selected commaodity begins to develop above or below the
right price. Prior to application of the model the investor must decide what
time interval to select for determining the right price and based on this make
investment decisions.

To demonstrate greater objectivity of the results it would be useful to
verify the model further in practice. The subject of further examination will
be its use and testing not only on commodities but also on currency and
equity markets, where it will be compared with the intrinsic value of shares.
New time intervals will also be used. Selecting other time intervals and
setting new right prices for each selected time interval can create a
fluctuation band of right prices, which will help to imporve the process. A
fluctuation band in which the right price moves for a long period of time will
eliminate extreme price fluctuations and will objectify the actual value of the
commodity. The investor can then decide when to buy and when to sell
based on the fluctuation of the price within the band. Incorporation of these
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modifications will yield better results, which can help investors make better
decisions on their investment plans.

Conclusion

In a market economy under the conditions of globalization investors
need to use investment models to obtain better results. Only then can they
gain a competitive advantage. This advantage can translate into profits and
reduce losses, costs, etc. The models should be regularly updated and
modified as required by market conditions in order to continuously provide
meaningful results. The validity of each model is limited. Professional and
non-professional investors must respond to new situations on financial
markets, which may affect their investment practices and the models used.

Certain prerequisites need to be met for a commodity investment
model to be used in practice. Practical use demonstrates the application and
quantification of the model for the selected industrial metal of palladium. As
with any investment instrument, the investor has a key moment for when to
buy or sell and the presented model facilitates this decision. Furthermore, it
should be based on knowledge of investing on commodity markets. Making
investment plan decisions for selected commodities based on the
quantification of the proposed model can be regarded as an entirely new
approach to knowledge-based investment.

The current market environment is extremely volatile and rapidly
changing. Nowadays, investors must make decisions and respond quickly to
these changes, with the right conclusions and the best possible results. This
requires good theoretical and practical knowledge of the appropriate
management methods and decision-making models.
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Abstract

The paper deals with some experiences as gathered from our
research in the area of the European Integration within the EU in general
and with the current handling of the ongoing global economic and financial
crisis in particular. That in addition to various other negative impacts on the
Internal market of the EU has brought with itself also a direct thread to the
very existence of its common currency Euro and the entire Eurozone and
finally also the EU itself. The paper in more details presents some of the
main reasons for these negative development and impact on Euro. It
analyses some of the hectic and unsystematic reactions and measures as
taken by the EU institutions in order to save its common currency from a
total collapse and/or its splitting into two “sub-currencies” as a stronger
north and weaker south Euro currencies, Eurozone extra “government”, etc.
That all after the decade long total ignorance of the Maastricht Treaty and
its convergence criteria for the common currency. If its criteria have been
observed strictly by all Euro zone members including of course also by
Germany and France and/or otherwise all being penalized including those
latter ones by the EU institutions there would be no such a deep crisis of
Euro as it has been going on for already more than seven years.

Keywords: Eurozone, Euro governance

Some key background information on reasons why especially Euro has
been so negatively effected by the global economic and financial crisis
In this respect it is important to realize that the entire process of
preparation and implementation of Euro has been a long term process that
has originally started as an integral part of the process of the development of
the European Economic and Monetary Union (EMU). In view of this
relatively complicated inception of Euro as a common EU currency it is
important to take into account that the first initial steps towards future
common currency have been laid down by the so-called Werner Plan yet in
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1971 in order to overcome at that time threatening currency crisis that led to
abolition of until that time existing a system of stable exchange rates among
major world currencies. As a result, finally a ECU — European Currency Unit
was introduced as a special currency unit that was not existing as a real
currency but was serving as a kind of some financial and accounting and
non-cash unit. However, only after 17 years in 1988 the European Council
has adopted a strategy of gradual introduction of a true and real common
European currency within the framework of the Economic and Monetary
Union and on the basis of the so-called Delors’ Report in three relatively
independent stages:

1) This first stage of 1 July 1990 — 31 December 1993 was marked
by an abolition of any limitations on the free movement of capital within the
EU. During this period on 7 February 1992 also the so-called Maastricht
Treaty on the European Union has been signed that among others adopted
also the famous Maastricht convergence criteria that are serving as the basic
criteria for EU member states to become eligible for entering into the
European common currency that at that time had not yet had its official
name.

2) Again with some delay the second stage 1 January 1994 - 31
December 1998 has introduced some institutional provision for the future
common currency viz. the EMI - European Monetary Institute. During this
stage also the name of the future common currency i.e. Euro has been
approved in December 1995. After another year in December 1996, the
design of future Euro banknotes and coins has been approved and in June
1997 the so-called Stability and Growth Pact has been adopted as the
necessary precondition for adoption of the future common currency.

However, the most important outcome of this stage has been the
decision made by the Council of the EU that on the 2" May 1998 has -
although unanimously - adopted for the fate of the future Euro a rather
controversial decision that altogether 11 EU member states are “meeting” the
Maastricht convergence criteria and thus they are eligible for adoption of
Euro since 1 January 1999. With the effect of 1 June 1998 the EMI has been
replaced by the ECB — European Central Bank as the central institution being
responsible for Euro as the new EU common currency.

3) The third, last and the most important stage in Euro preparations
and implementation started on 1 January 1999. On that date, the mutual
exchange rate system among the particular currencies has been unchangeably
fixed up. What as it has been proved later was not the most favourable
decision for the new common currency as it has thus fixed up also some
differences in economics of the member states and thus putting some of
them into somehow permanent disadvantageous position. Since that date,
also the Euro has become the official “common” currency of the EU for 12
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EU member states that adopted the new common currency Euro on 1
January 2002. On that date also again by a certain paradox - with the three
years delay after the date when the Euro has become the official currency of
the EU - also the new Euro banknotes and coins have been put into real
circulation and practical utilization.

Summary of some main problems and weaknesses of the Euro
preparation and implementation that made it so volatile vis-a-vis the
current global crisis

In a brief summary, the main problems and weaknesses of Euro due
to its above complex and long preparation and many surrounding
controversies have been as follows.

The entire process of preparation and implementation of Euro as a
common currency has been too long lasting for more than 30 years since
inception of the Werner Plan so the momentum of the new currency has been
during those years to some extent lost especially as far as the citizens of the
EU are concerned with a quite natural question — if it is so complex and
complicated and with so many compromises what is it all good for

In spite of such a long preparation, one of the biggest systems
shortcomings of the new common currency has been the fact that due to
above longevity and complexity of its inception, it has been prepared only as
a special currency in the form of common banknotes and semi-common
coins but without any harmonization in the fiscal and other related policies.
So from the very beginning it was only a common currency in circulation but
not in any of at least elementary fiscal especially taxation common policy.
Due to this fact the Euro in different member states countries has very
different “value” so to achieve one of its main objectives i.e. mutual
comparability of prices in different countries is absolutely impossible

Another important negative aspect of the new currency has been an
unclear and confusing institutional provision and responsibility for the new
currency. In addition to the ECB — European Central Bank as the main
regulating and control authority for Euro it is also the shared responsibility of
all central banks in all Euro-zone member states what in practice means that
there is a natural space for a kind of irresponsibility in taking a due care for
their common currency. This inconsistency has come up and been
manifested in full only since the beginning of this crises when all countries
instead of their common approach to protect Euro started mainly to protect
their own national interests through various national “initiatives” like e.g. a
“scraping car bonus”, etc. And it has been so since the very beginning of
Euro although not so much demonstrated as after the outbreak of the crisis.
Otherwise it could not happen that the catastrophic situation with public
finances in Greece has been “discovered” only after more than 10 years since
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introduction of the Euro as a common currency and after “permanent and
systematic ” monitoring of the Maastricht criteria strict observance . And
this is not only the grave mistake and irresponsibility of the ECB but also all
other institutions that are responsible and/or co-responsible for controlling
macroeconomic performance and in particular Maastricht criteria like it is in
case of the European Commission but also the Eurostat and to some extent
also the European Parliament,

The Maastricht Treaty has had at least on “paper” very demanding,
strict and obligatory so-called Treaty obligations i.e. criteria to be met not
only by applicant countries in order they could become eligible for becoming
the Euro club and/or the Euro Zone members but also by permanently by all
Euro zone members. In failing to do so it has been possible to punish the
particular country by adequate fines as applied towards violators of any part
of the treaty or any other part of the EU legislation. But unfortunately from
the very beginning the interpretation of the Maastricht criteria in practice and
requirements for their permanent observation has been very controversial,
full of double standards etc. What finally led to the current deep crisis of
Euro not because the global crisis but mainly due its internal controversies
we have just presented.

The disrespect for the Maastricht criteria — originally only two-three
countries met them in full - as one of the main reasons for the current
critical situation with Euro and/or where was the European Commission
for ten years of this disrespect as a guarantor of the basic treaties or the
ECB as a guarantor of Euro...?

As mentioned in the end of the previous part, one of the main
deficiencies of Euro as a new common currency of the EU has - in addition
to some others as described above - been not a very systematic handling and
application of the so-called Maastricht convergence criteria. As the key
selection criteria on eligibility or non-eligibility of the applicant country for
joining the Euro Zone they were supposed to play the key role in selecting
future Euro Zone countries and also in achieving a permanent stability and
strength of Euro . Basically, those criteria as the Treaty duties and
obligations should not allow any different interpretation and/or derogations
in case of the Euro zone applicant countries.

Finally, the following specific convergence criteria (in addition to
some more general criteria on macroeconomic stability, etc.) have been
adopted and have become a part of the Maastricht Treaty:

- the price stability and/or inflation — not more than 1.5% above the
level of three best performing EU member states

- the state budget and/or government deficit — not exceeding 3% of the
GDP
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- the ratio of total government debt to the GDP shall not exceed 60%

- the interest rate should not exceed by more than 2% those of three
best performing countries in the above inflation for at least one year before
the examination

- participation in the exchange-rate mechanism of the EMS for at least
two years without any fluctuation above or bellow that mechanism.

As usual in the EU by a certain unwanted paradox, the biggest
problems to meet these criteria had had also those countries like Germany or
France that were most demanding in their most tough and demanding
formulation. In order to meet them, finally they had to resort to various
(temporary) not-so-clear measures in order to pass through them and qualify
themselves for becoming future Euro Zone members. Although it had to be
clear for them that such their “successful finish” could not on a long term
basis secure their non-problem participation in the Euro Zone as according to
the Treaty terms all these criteria must be met on a permanent basis
otherwise, the violating country will be severally punished by a high
financial penalty to be paid for the entire period of non compliance.

Finally, in spite of all various measures often being on the threshold
of unfairness, eleven EU member states “met” these criteria but...

The detailed analysis of their performance in the decisive period
before the adoption of Euro shows that in full these criteria were met only
by 3 (three!?) out of “eligible” 11 EU member states:

- France but it had also some big problems and needed some
“innovative” solutions in revaluation of their gold reserves in order to meet
the criterion on the budget deficit but finally has not succeeded in their
sustainability

- Finland

- Luxemburg.

Again and certainly by a certain paradox we may see that among
those three countries meeting the Maastricht criteria in full was missing also
the country considered to be a main economic engine of the EU and the
proponent of the most though formulation of these criteria!

It is evident that such a composition of three only member states —
moreover two of them too small for being considered even as a
representative sample or prototype of any future common currency - could
not represent the first group of the users of the future EU “common”
currency. Hence, in interpretation of individual criteria were finally and
again as usual in the EU adopted such various supporting clauses existing in
the Treaty as the last resort that made them eligible in even cases that their
total debt (on these criterion otherwise failed altogether 7 out of 11 “eligible”
countries) exceeded the limit of 60% of the GDP by almost 100% and was
hovering on the levels of around 120 % like in case of Italy and Belgium!
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But could one imagine that the top representatives and thousands of well
over paid EU bureaucrats of the most important EU institutions stationed in
Brussels would be paid in Belgian Franks instead in their “own” new
common currency — Euro?!

Hence, finally the selection of eligible countries was a process of
various politically and otherwise motivated compromises that enabled to
choose those 11 “eligible” countries that “met” Maastricht criteria or as one
of “saving” clauses stated “demonstrated that any exceeding above the
reference level was only exceptional and temporary and the ratio remains
close to the reference value ...”.

With the difference of more than fifteen years since those
“temporary... exceptional...close to be...” exceptions were used, we could
state that most of them remain until now almost on the same high levels as
when their were approved. What has changed it was the fact that some
additional problems with other criteria have just appeared. Hence for some
time there was the strong general tendency to soften some criteria as they are
too tough, rigid and as such “breaking” any sustainable economic
development in the Euro Zone member states. These tendencies have
intensified especially when also France and Germany started to have serious
problems with keeping their budget deficits within the required limit of 3%
of the GDP. As it was already problem of two main engines of the EU it is
not surprising that finally not those two “EU engines” were punished by the
severe financial penalties but... the particular criterion was... somehow
softened exceptionally for them but not e.g. for new applicants for Euro from
the NMS — New member states?! They have to meet original Maastricht
criteria in full and on permanent basis. For example Lithuania was originally
rejected from joining the Eurozone as it has not met the budget deficit by
some fraction of percentage at the time when already most of the Eurozone
members were in big recession and out of any Maastricht criteria?! Because
in the EU we all are equal .. just some members are more equal!

In order to finish this part on some different application of the
Maastricht criteria — otherwise typical approach in the EU - we dare to add
only that: only Greece originally was used as an example that the EU
authorities concerned were very consequent in demanding the meeting of the
Maastricht criteria. Thus in this only case, they clearly demonstrated that
Maastricht criteria are not a rubber ones that could be somehow adjusted to
any not properly performing countries.. Therefore, later on, Greece had to
meet all criteria in full in order to become the 12" member of the first Euro
group of states that introduced the “real” Euro on 1 January 2002, This
Greece case is a difference to some other much bigger states that even until
now have not managed to reduce their enormous exceeding of their total
debts as it is in the case of Italy or Belgium, but...Also now during the
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critical situation with Euro mostly only Greece is singled out as an example
of a country that has not been respecting its obligations towards Euro. As the
only country that has been carelessly manipulating with the indicators — but
where were the EU institutions like the EC, the ECB or the Eurostat - on the
Maastricht criteria and with other important macroeconomic indicators while
some other countries not being much better than Greece like e.g. Italy, Spain,
Portugal, but also Ireland are mostly not mentioned at all or only very
marginally. Although for example according to the latest available statistics
Italy has still very high total debt of 132% of the GDP i.e. going up since
being accepted for Eurozone with that clause on indicated positive
development?!.. It means that in ten years Italy has not managed not to
reduce its total debt at all but it has been further growing. Although it has
been accepted to the Euro zone on the basis that it has been showing a
positive development in this respect?! But where has been that positive
development is not clear even until now! And of course it has to be taken
into account that just 1% of the GDP of Italy is something completely
different than in case of the tiny Greece, but...

Hence there is an immediate question where have been all those
already mentioned regulatory and control institutions of the EU like the
ECB, EC, EURSTAT, EP that they in 10 years have been unable to discover
violators of Maastricht criteria not only in case of Greece but also all other?!
But unfortunately also in the EU it is true that we all are equal but some are
just more equal especially if you are big and strong enough country.

These and various other criteria and “criteria” for Euro are on the
other hand in some sharp contrast with the real situation in using Euro, that
in addition to the EU member states has already been used instead of
national currency in numerous states that are not EU members and have not
met any Maastricht or other criteria as e.qg. it is in case of Monaco, Andorra,
San Marino, Vatican (even with a special privilege to mint its own coins?!)
and also some other countries that are even not EU neighbours like
Montenegro or Kosovo in order to mention just Euro “users” in Europe. All
these and some other cases have of course nothing to do with any monetary
or other common policy of the EU, it is just a politics and towards a tourism
business oriented tolerance if we realise that the set of Vatican coins with the
face value of 3.88 Euro is possible to buy in the souvenir shop for only not
less than 400-500 Euro?! Quite a good business isn’t it?!. However,
definitely it is unfair and discriminatory towards the EU own especially new
small members that have to meet without any derogations all Maastricht
criteria and prove also its sustainability while its own big members did not
need that and the same also those external states-users of Euro like e.g.
Kosovo or Montenegro. Although in some respects they are bigger than
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some of the smallest Euro zone member states like Malta, Cyprus but also
Slovenia.

Current situation and problems of Euro vis-a-vis its ongoing lethal
crisis that could finally lead even to the demise of this “common”
currency

After such a complicated and often controversial development, a
careless regulatory and control mechanism from the side of the particular EU
institutions led by the ECB and EC it is no surprise that the Euro has been so
negatively effected by the ongoing global economic and financial crisis.

At at the outset of the crisis there was existing quite an indifferent
and critical only approach towards the Euro crisis that has been most
dangerously presented in Greece. On one side especially from the side of
Germany there was originally no intention to help Greece to get out from the
crisis under the slogan that German workers would be not working till the
age of 65 in order the Greeks could retire as before at the age of 55 with
many extra benefits, perks, etc. There was forced an opinion that the EU is a
market economy with the rules also for bankruptcy that should be applied not
only in the case of unsuccessful companies but also of states. But soon after
when it has been finally discovered or at least publically admitted that
Greece is not the only member state of the Euro zone on the verge of
bankruptcy and that most of so-called “toxic” loans to Greece were quite
logically from big German and French banks also the general strategy of the
EU towards Greece has completely changed.

The saving Greece and thus also Euro and Eurozone has become a
case of the EU “solidarity” and mutual help as it has been enshrined in the
basic Treaties. It is pity that this kind of the “solidarity” is applied only
mostly in case when big members feel to be threatened and not also towards
small new member states regarding e.g. a free movement of their citizens, for
which we in the NMS had to wait for full seven years, the CAP — Common
Agricultural Policy subsidies that are still in the NMS only about 60% of
their much more richer old member states’ farmers, etc. And so on and so
forth.

Finally after many heating debates at the never ending “summits” the
EU leaders have come to the plan to save and help to Greece and to prevent
anything similar in the future by adopting to main instruments in this respect
i.e.

- A massive loans to Greece as an award for its own deadly reforms.
Although nowadays after several years of these “reforms” the country is in
much worse situation than it was when the these safety measures have been
launched. It is generally agreed that the so-called “Troika” i.e. the European
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Commission, the ECB and the IMF have just failed as it had to be clear to
everybody who has some knowledge on macroeconomics but...

- A so-called “Euro walls” i.e. large funds that in the future could be
used immediately in similar cases to help to any Euro member states in case
of similar crisis.

But again it would not be the EU if again also this plan would not be
creating some controversies. The first is that the sources for both of them
were sought not where the problems were made but under the false and
often otherwise overlooked principle of “solidarity” it was sought within all
members of the Euro zone and of course without any kind of direct
accountability for this disastrous situation of Euro. Only in such a way could
happen that e.g. for particular “Euro wall” the countries have to contribute by
the following per cents of their GDP:

- Slovakia 6.50% - Spain 4.81%
- Germany 4.78% - Greece 5.16%
- Luxemburgh 2.80% - Belgium 4.44%

- Italy 5.02% - France 4.60%

What is on these figures interesting it is several facts:

Slovakia that was at that time the far poorest country in the Euro
zone with only the GDP per capita 21,245 USD has had to contribute by the
highest percentage of the GDP although it has been in the Euro zone only a
little longer than one (!) year before the crisis so much damage in this
respect could not be made
- Luxemburg as the richest member with the GDP per capita 78,395
USD has allocation only 2.80% although it has been a founding member of
the Euro zone and thus also directly co-responsible for the ignorance of the
Maastricht criteria from the very start. Although it is also true that it is only
one of 2-3 countries that really and fully met the Maastricht criteria from
scratch
- Even more interesting are the cases of those who on the long-term
basis and from scratch have still been violating the Maastricht criteria
without any punishment so one would be expecting that at least in this case
they would be allocated by a proportionally high contribution to this fund
that to the large extent has to be created mainly due to their irresponsibility
but... As we may see the contributions of Greece, Italy, Belgium, Spain as
the main culprits in this respect but also France and Germany as the main
architects of the Euro are only between 4.44 — 5.02%. By a certain paradox
these limiting figures are of Belgium and Italy who for more than 10 years
since inception of Euro have been permanently violating the total debt within
the Maastricht criteria as it has been illustrated above on the case of Italy
And of course they GDP per capita is between 29.109 in case of Italy to
35.422 USD in case of Belgium.
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What is even more interesting, it is the fact there was taken no action
in this respect towards the EU institutions that are paid by EU citizens/tax
payers like the EC, EP, ECB, EUROSTAT etc. as they have directly been
responsible for controlling member states regarding their meeting of Treaties
obligations and the EU legislation requirements in full and without any
derogations. If this has been the case also regarding Euro and the Maastricht
criteria there would not be needed any Euro wall and loans from the Euro
zone member states! Such and really a huge Fund of collected fines from the
violating member states would have been completely full after the ten years
of irresponsible disrespect to the Maastricht criteria. But it could not be the
case of the EU being infamous for its special interpretation of the Treaty
duties, responsibilities, expected solidarity and generally applied “double
standards”, etc.

As a result all above EU institutions have not been anyhow
negatively effected by their irresponsible behaviour towards Euro. There
have been taken no personal consequences towards e.g. the European
Commission and it was led for standard two terms by the same President
whose first term in years 2004 — 2009 was the most important for successful
implementation of Euro. But as we demonstrated it was more about
disastrous development of Eurozone than anything else. And it is absolutely
true that in this respect it has totally failed in protecting interests of the EU
regarding its common currency what is its main Treaty obligation The same
is regarding the ECB. What consequences have been taken against its top
executives that they let Euro to slide into such a deep crisis threatening the
very existence of the Euro. And of course there have been so far no financial
cuts to the budgets of these and all other EU institutions for their complete
failure towards protecting Euro from its current crisis that is still not over
and it really could happen what has been predicted by many experts that
sooner or later the Euro could really demise

Conclusion

In conclusion we could state that Euro even after more than thirty
years of its preparation and more than decade since its introduction as a
“common” currency of the EU has not yet become for various reasons truly
and fully a real common currency for all its current 28 member states and its
citizens and now it is almost impossible to image any massive enlargement
of the Euro zone at all. On the other hand as a consequence also of this its
internal position, Euro has not yet become an international currency that
would be on par with its main competitor on international markets i.e. the
USS$. It will need many more years and mainly more systematic and
consequent policies and not only monetary to make Euro what it has
originally been intended i.e. a common EU and internationally highly
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recognized currency. The current Euro crisis as we have at least partially
presented it in the previous parts of this paper has definitely not contributed
to the respect, prestige and confidence towards this very special “common”
currency. It is really a question what will be its future development,
“enlargement” and position in the world. It is more than clear that not only
Greece, Portugal, Spain, Ireland, Italy, Cyprus, etc. have not definitely
beent the last countries that have been so negatively effected by the current
Euro crisis. There are many more EU countries as potential candidates to
follow their problems and to extend the original PIGS (Portugal, Ireland,
Greece, Spain ) to current PIIGSC i.e. adding Italy and Cyprus. It could be
very soon PIIGSCB and it could also be F for France in connection with its
ranking and so on and so forth. And that is already more than a half of the
current Euro zone. And there exist even an opinion of many experts that
perhaps there will if not a total demise of Euro as a common currency then at
least its split into two categories, or ejection of some members like Greece
that has already been on the verge of the total bankruptcy, etc. It is simply
just not possible to ignore own criteria for so many years and hope that
somehow it will be settled down. Especially the European Commission
should be in this respect more self-critical and drawn its own lesson from
this Euro crisis. On the other hand from the Eurozone member states it is
also required more discipline and self-criticism and mainly responsibility.
Especially its big and strongest members should be very active not only in
searching ways and means how to save their biggest banks that have made
bad loans in Greece in billions and billions of Euro but also in their ability to
respect by themselves initiated various criteria, safety walls, debt limits, etc.
The latest developments clearly shows that although the so-called debt-break
of 60% of the total debt of the Eurozone members has not yet been even
implemented in full, there are already rumours that some of its initiators are
already asking for postponing deadline for reaching that debt ceiling?! The
biggest paradox is that it is absolutely nothing new as already in the
Maastricht treaty that introduced Euro legally yet in 1992 it has been clearly
stated that the countries that want join the Euro zone have to have the total
debt not more than 60% of the GDP! And that was already more than 20
years ago and as we know the basic treaties and thus also the Maastricht one
is in the conditions of the EU a case of its surrogate constitution?! Hence,
why we have needed to introduce now during the lethal crisis the same just
under the new name of the debt brake, etc.?! And finally there is just one
single question. What system is it if such a really tiny country like Greece
with its population of only about 2 - we repeat two - per cent of the total EU
population could so lethally threaten such a giant like the EU with its over
500 million citizens?! .
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Abstract

Nowadays, entrepreneurship is determined by creativity and
innovations. Creativity means constantly aspiring process of innovation and
progress, and both are important keys to any effort how to be success in
business world. Innovation has an impact on every area of organization:
design and technology, product development and value creation, creativity
and problem solving, structure reorganisation etc.. Creativity and innovation
in company or in entrepreneurship should be able to provide and contribute
solving problems. The paper is trying to describe a creative process in
management of innovation in European automotive companies in
developing new products or creating new strategy. It develops the idea of
how creative techniques and innovations can be used to enhance a potential
of the activities of the organizational processes that can be oriented towards
to achieve the objectives and specific tasks to manage.

Keywords: Innovation, creative management, management of innovation

Introduction

Application of creativity techniques with innovations depends on the
type and characteristics of a pocket of creativity. Creative management is the
study and practice of management, drawing on the theories of creative
processes and their application at individual, group, organizational and
cultural levels. In Europe, research on creativity and innovation in business
followed the rise in interest in the United States. Companies are critical
element in the innovation system, and their health determines the
competitiveness of countries. Innovation systems are tested at various levels.
The majority of analyses are conducted on national innovation systems, since
it is considered that the characteristics distinctive to individual nations most
affect the distinctness of the innovation process in companies: the type and
number of institutions and their behaviour.
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Usually innovation is automatically associated with new
technologies. Innovation is often measure by the amounts of money spent on
research and development. It has the advantage that it can be measured quite
precisely, but innovation is something quite different. Innovation also can be
changing processes, changing the way we do things. Innovations determining
the competitiveness have not only technological dimension, but also the
organizational and personal one — the quality of human resources is
extremely important for the profitability and the development of an
organization.

European examples of creativity and innovation in management

The automotive industry worldwide need radical change and
innovation required to meet the environmental challenges that are emerging
in our modern society. The point has been reached where it has become
evident that action was required long ago to redirect production towards more
environmentally friendly and sustainable offerings. If car manufacturers are
to survive, they need now to strive continuously towards more efficient
product development processes using new technologies, novel designs and
specially developed features. These needs require creativity and innovation.
Improvements have tended to focus on areas such as performance, fuel
consumption, safety, comfort and driver information, all areas that have
improved exponentially. Automotive firms have developed their capabilities
to innovate within this paradigm, resulting in ‘more-of-the-same’ products,
while competition has become ever fiercer due to structural changes in the
marketplace, intense brand competition, stricter regulation, growing
fragmentation and shorter product lifecycles. All these changes are subjecting
car manufacturers to extreme pressure — to excel in the execution of current
capabilities and to develop new organizational capabilities in areas that are
unfamiliar to them while at the same time revising their overall strategic
direction. In general terms, organizational capabilities signify what an
organization is (or is not) able to do for instance, organizational capabilities
have been seen as the abilities of firms to deploy their available resources to
achieve the desired end results, describes the firm’s core capabilities as the set
of knowledge that provides competitive advantage. According to her, these
capabilities have four dimensions: employee knowledge and skills; technical
systems; the managerial systems that guide the knowledge creation and
control processes, and the values and norms associated with these processes.

The paper describes how real creativity and innovations have been
implemented in European companies.

92



Vision 2020

The Vision 2020 project was brought to an end in early 2009 in the
context of amajor re-organization of Volvo Cars under new creative
managers (CEO and others). New creative management project was decided
to establish anew organizational unit — Long Range Strategy and
Innovation — to deal with long-term strategic issues and creative innovation.
The more detailed agenda for the unit is still under development, but should
allow a more structured way of dealing with developing capabilities to
achieve innovativeness. It could be argued that institutionalization of the
project is a major creative achievement.

The objective of the Vision 2020 project was to build the new creative
organizational capability in process of developing car to break away from the
prevailing incremental approach to innovation and to ‘innovate differently’.
In particular, Volvo Cars wanted to be able to create and launch offerings that
encompassed safety and eco-environmental improvements, to increase
attractiveness and the willingness of customers to pay for a ‘common good’,
but without relying on external incentives related to greening. Thus, the
overarching aim was to learn how to creatively innovate so that the offer
could be profitable while the level of both private and common good could be
increased, which translated in the aim to develop Volvo Cars’ creative
capabilities for innovation. Vision 2020 was a bottom-up initiative, but it was
well anchored in parts of Volvo Cars’ top creative management team and
overall responsibility lay with the Vice-President (\VP) of Brand.

The Vision 2020 project was small in terms of staffing. The core team
initially was three people and was reduced to two in 2007, one of whom was
replaced during the latter part of 2008. However, throughout its two-and-a-
half year life, the various activities of this core team had the support and
involvement of many people from different parts of the Volvo Cars
organization. The aim of the Vision 2020 project to develop the creative
company’s organizational capability was focused on two explicit objectives:
first, to be experimental creative and explore different methods of and
approaches to creative innovation, and second, to systematically develop
a different mindset for the creative decision makers — at all levels. The project
defined four routes to achieving the first objective of being experimental and
exploring new approaches:

1) Defining targets. Defining what needed to be achieved in order to
overcome societal and ecological constraints and thus define the problem as
well as part of the solution.

2) Defining technology pathways. Participating in studies on alternative
energy consumption and provisions for the future, in order to choose from
technologies that fitted with future paths.
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3) Innovating differently. Experimenting with combinations of different
expertise in the processes of idea generation (especially to the bundling of
private and common goods and combining different perspectives), and
creative product development.

4) Conducting small-scale market tests as a way of learning (business
model development). To address the second objective of developing
organizational competence and cognition, that is, influencing those involved
in creative decision making, the project team identified a need for continuous
development of competences, but without originally specifying or knowing
how this could be achieved. It became obvious that this objective was a
dominant and time-consuming part of the project.

Experimenting with Alternative Creative Methods

In terms of activities and processes, the Vision 2020 project had a
strong focus on experimentation. The project started with some experimental
activities related to how to creatively innovate, based on multi-disciplinary
workshops designed to promote ideas and concept development, drawing on
design-based theory and external knowledge sources. Central to the project
was that Volvo Cars needed to develop alternative activities to enable it to
innovate differently, or as a member of the core project team expressed: We
need to create an organizational ability to earn profit on our core values of
safety and environment. That is [we need] to learn how to creatively innovate
differently.

Experimenting with Ideas Generation in Terms of Focus and Approach

The Vision 2020 project was based on hands-on or ‘learning-by-
doing’. The aim was to experiment with relatively small innovations (such as
car subsystems), then to capitalize on that experience to persuade creative
management to fund a larger experiment (potentially a car). The insights
developed would be disseminated through the company in order to contribute
to the development of creative organizational capabilities. This dissemination
was enabled by the contributions of an extended team linked to the project
that included key members of the organization.

The project kicked off with an ideas and concept-generation workshop
series to define desired attributes. The series involved various stakeholders
from different internal disciplinary and functional backgrounds in the
organization coming together to form temporary taskforces. The outcomes of
the workshops were drawn on for a subsequent series of idea-generation
creative exercises based around environmentally friendly concepts.

Aligning with and Breaking Into Existing Arenas

Another aim of the project was to align with the intentions of existing

initiatives or processes that were focused on future production. For example,
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the project was aligned to the ongoing Premium Brand work and an
Alternative Fuels Strategy initiative aimed at winning acceptance of building
capabilities ideas.

Important is that project has participated in the international five-year
Living Tomorrow project (2007-2012). This involved some 50 partner
companies, among which Volvo Cars was the only car manufacturer. Living
Tomorrow is providing a vision of how people will live, work and travel in
the future. The fundamental idea of Living Tomorrow is to create physically
visible, groundbreaking creative innovations that are shown in Brussels. The
Vision 2020 project participated in mutual learning from its involvement with
this endeavour.

Aspects of creative management and innovation

Creative management in project Volvo Vision 2020 is based on
creativity of subjects, not economically connected to Volvo Company -
leader of project. This concept in development of new products in automotive
industry is not typical. Development connection existed only in the case of
personal ar economics connection relationships between companies.
Development of automobile industry is usually done by external company but
for the first time Volvo used for design of concept of new product.

The Volvo study also points to an urgent capability that, although well
known, is too often neglected: creativity of management. Study shows that
without the explicit and consistent support of top management, capabilities
development will not progress, but there are few in-depth discussions of this
in the literature on innovation capabilities. In the case of VVolvo Cars and the
Vision 2020 project, it soon became apparent to the core team that the main
problem was a lack of strategic direction in the company (and a lack of
strategic development work). This made it difficult for the project to achieve
a pioneering impact on the organization. Despite their efforts, the team
members were unable to gain the leverage required without the simultaneous
development of a strategic dimension and management’s acknowledgement
of the need to develop new capabilities. Strategic direction can be formulated
in terms of the implementation of strategic rules. At Volvo Cars, during the
time of the project, there were few explicit rules, and those that were in place
worked to reinforce the organization’s existing behaviour of following the
same paths, rather than enabling the required strategic change. Since top
management was not providing a clear strategic direction for the organization,
the members of the organization applied their own interpretations about what
needed to be done and acted accordingly. The aim of the project was to renew
the way that the firm worked and this required a much stronger link to
strategy.
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SAFER Partner Organizations

Project SAFER is Sweden open innovation arena involving 22
partners from academia, industry and government conducting joint research
on traffic and vehicle safety. The organizations include large actors such as
AB Volvo, Scania and Autoliv and small technology organizations. SAFER
provides office space and meeting rooms for the partners. Its explicit vision
is: “to enable Sweden to reach world leading competitiveness and to provide
new countermeasures to considerably reduce both the number of traffic
accidents and the number of fatalities and serious injuries’. Its aims are 20-
fold growth in project money turnover in 10 years. The research involves
work on active safety (pre-crash), passive safety (crash and post crash) and
traffic safety analyses, and is multi-disciplinary in that it encompasses many
different areas from vehicle dynamics and communication technologies, to
biomechanics and human behavior. Field operational tests are conducted in
the accident analysis area.

SAFER is an interesting case because it differs from the innovation
actors previously studied in the literature. It enables innovation by providing
a physical space for the collaborating partners and has a proprietary vision to
become a world leader. SAFER was launched in 2006. Five years later, there
are about 170 people working on SAFER projects as part of their daily
operations, while still being employed by their respective companies. SAFER
has a board with nine members (including the chairman), mainly from
industry. The board has overall strategic responsibility for the centre,
monitors the project portfolio, decides on the start of projects and academic
courses, can request projects to be initiated in areas not covered by the current
project portfolio, and appoints the operating manager. A group of the
participating partners proposes people for consideration as board members.

The activities of SAFER are organized around four research areas
(pre-crash, crash, post-crash and traffic safety analysis). The projects within
each research area are managed by a coordinator with the support of an expert
reference group. The reference groups enable active researchers (from
university, industry, research institutes, public authorities) to co-operate and
create an innovative research environment. There are 12 competence areas
(for instance road user behavior and biomechanics) each of which has an
assigned leader.

Thematic analysis of the interview transcripts identified three types of
challenges: one in the interface between SAFER and the partner firms, one
between the partner firms and one in relation to the role of SAFER. These
issues and illustrative quotations are presented below.

SAFER has the ambition to become world leader in traffic safety, a
goal to which the partner organizations are expected to contribute. This vision
is complementary to the goals of some of the partner organizations, and
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similar to that of others, which results in a competitive situation. Despite an
often explicit desire to contribute to the joint vision of SAFER, company
representatives expressed the difficulties this implies in practice. For instance,
SAFER’s success is perceived as threatening for one partner organization.

People involved in projects at SAFER come from different
organizations. It is often unclear how the work in SAFER projects is valued
by these organizations. For instance, the work in the arena is sometimes
considered additional and not contributing to career development in the home
organization. This is illustrated in a quote from a university researcher who is
the project manager of a SAFER project including members from several
partner organizations.

Launching a SAFER project requires aboard decision. However,
being a partner in a collaborative arena implies dealing with a variety of
decision systems, to launch projects. SAFER needs to be convinced by the
proposal as well as the participants’ home organizations. If these
organizations are part of a large international group, decision processes can
be extensive and time consuming.

There are also challenges related to the interfaces between the partner
firms. Since SAFER is constituted mainly by partner firms, problems among
partners have a major effect on the open innovation arena and are an
important concern for its director. At SAFER, people are continuously
encouraged to share knowledge. The assumption is that if everyone gives,
everyone gains. There are different reasons for participating in SAFER,
which are apparent in how the different companies relate to each other in the
collaboration. Some want to contribute to the overall knowledge generation
while others go to great lengths to create benefit for themselves. This can
cause difficulties in projects.

SAFER provides an opportunity for the partner organizations to
collaborate with many other organizations, including competitors. However,
partner organizations are not entitled to participate in every project. The
teams are decided project by project, and there are no guidelines for project
team make-up. Sometimes a partner organization considers a project not very
interesting because the ‘right’ people are not involved.

Aspects of creativity and innovation of SAFER project

The creativity management of project SAFER is based on establishing
new type of scientific research consortium. Consortium consists on strong
economical partners (Scania, Volvo), university, small research companies
and state institutions. Creativity depends on connecting diverse interest
entities whose entire project was different. On one side better and safer trucks
on other side legislation and on third side economic profit.
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Merging of different aims require creativity of managers — to create
concept investigators — researchers, academic staff, company managers
(Volvo, Scania) and state employees.

The centre for this project was established in university because of
biggest creativity of academic staff.

Conclusion

Creativity management is used to describe alternative approaches to
business processes such as strategy development and organizational change at
the operational level, the development of new products and technological
innovations and their introduction into practice. The paper is presented
different cases of creative management with innovations in practice.

Case SAFER describes process of establishing consortium of large
automotive companies, small research companies, universities and state
institutions. For success of this project is necessary to find structure of
cooperation, because of aim of all partners is different. Creativity and
inventions are required in process of cooperation different teams. Project
SAFER is specific. To manage, where high business companies, small
research companies, universities and state institutions are connected together
is difficult. Strong creativity how to connect university level thinking with
business oriented companies and byrocratic state institutions is required.
Currently the project is still successful and still functional. To get the most
creativity in the project is centrally managed mainly from the universities.

Volvo Vision 2020 project is a special project to develop a new
concept car with free new ideas for future collaboration with external
partners. Difficulties may be to manage the project on interaction with other
projects, for example - Living tomorrow. The development of entirely new
product - a hybrid car is held in the new structure. External companies are
members of the new team that was responsible for a new concept. But to
manage this team is not easy. Volvo car used information from another
project team member as Living tomorrow - and then the automobile design
pursued with regard to the human body and the quality of life. Creativity
management was to link human needs, quality of life and respecting the
technical constraints.

Creativity in management is used to describe alternative approaches to
business process, such as strategy formation and organizational change, and
at the operational level to refer to new products development and
technological innovation.

Paper described typical scenarios in which creativity impacts business
processes and their management and presented exemplary strategies and
actions that organizations apply to deal with the phenomenon of creativity to
enhance process performance and quality of creative products. It is relevant
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and timely to take a closer look at the role that creativity plays within
business processes and how it can be managed. Existent modelling
techniques, tools of management and management practices may support
some of the important creative aspects in this context. However, until now
there is no comprehensive approach on how to manage creativity from a
business process perspective. With this paper could to set the baseline for a
discussion on the notion of the creativity-intensive process.
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Abstract

In this paper we will precisely focus on the definition of SME and
their ability to build a business plan that will help them to be successful in
terms of seeking funds. For this reason, SME and their financing
opportunities in our country is one of the issues that we will treat. Firstly, we
will treat the business plan in theory and its role on SME, and is being build
a business plan for a Travel Agency. In this paper, firstly we stop on the
study of literature on SME concept and the business plan. For this reason we
have found valid date information on studies from various writers and
publications in foreign newspapers, as well as the publications of Prof. Alba
Dumi "Entrepreneurship and small business management” as well as studies
of different authors. By giving a financial view on SME over Albania, we
have received information from bulletins of the Albanian Bank. | have
contact with different banks in Albania, and especially with the employees of
Raiffeissen Bank.

Keywords: SME growth, Albanian business, Business plan, Economic
rules, Law Problems, FDI,traditional culture

Introduction

Since 1992, Albania has progressed rapidly in the transition from a
centralized economy to a free market economy. These were the years of the
implementation of macroeconomic stability policies and economic growth,
based on a series of reforms.

The structure of the economy, in terms of development, has
undergone significant changes over the years as well as in many other
countries. Thus, the role and importance of primary production (agriculture,
forestry sector, etc.), secondary production (industry, wood processing,
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construction) and tertiary production (services, public services,
communications, etc.) in the national economies of many countries, has been
changed in noticeable order . Primary and secondary production has
decreased, while services have taken the leader position in the economies of
many countries, resulting in increased employment and added value. We see
the same situation in our country.

The global experience makes clear the importance of
entrepreneurship and small business management as a driving force in the
new world economy. Albania is one of those countries after the collapse of
centrally planned economies that was characterized by rapid development of
the private sector, with the premise of small business growth, referring as the
backbone of the market economy. Private sector development has been hard
during these difficult years, the streamlining of our economy physiognomy.
Entrepreneurship and small business management and secondary there have
been and remain still today the promoter of generating sustainable economic
growth, employment and poverty alleviation. The main role today in the
failure or success of the business which is played by entrepreneurs; it creates
a new business which puts greater risk and uncertainty, with a view to
achieving profitability, growth and identification of opportunities. It is the
duty of entrepreneurs to work harder to be transformed these opportunities,
in order to secure profits. State intervention in the economy must be
legitimate and originally defined in Constitution. It is the fundamental
law of a state and contains basic general principles upon which will be
built state policies. In order to run these policies in all economic activities
in the country the laws are regulators. They are accompanied by rules
which are generally divided into three main categories: economic rules,
safety rules and regulations of information.

Development of Entrepreneurship and SME

During recent years the Albanian government has undertaken
significant reforms to channel the Albanian economy in the formal sector.
Entry into force of the flat tax, the establishment of fiscal cases, reform of
the VAT system, improvements to the tax authorities’ procedures, the
success of the National Registration Center and simplifying business
licensing procedures have been very successful reform and Albania has
shown that economic growth despite the global crisis. Albania, too, in the
last 5 years has become overrun in most global rankings on reforms and
competitiveness. However, a significant part of the economy remains in the
informal sector. Albanian Government with the support of the donor
community has been the leader in the region in terms of efforts on electronic
governance and pervasive system of procurement on line operation in
Albania is a success story for which Albania has been hailed in the
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international arena. Great efforts are being made in the field of taxation,
implementation and transparency with database online properties and similar
efforts are being made in health and education.

Literature Review And Hypotheses
Current Situation and Development of SME Sector

By the end of '80 no important economic reform Albania was taken.
Starting from the '90s the government started to show signs of readiness to
set aside the utopian goals imposed by the former regime. In 1989 former
president then was found in an irreversible process of liberalization of
Albanian Economy. This process began with the granting of limited financial
autonomy for state enterprises, in recognition of the right of farmers to
livestock cooperatives in the state. Still it was not for the emergence of SME,
property title and the ability to sell agricultural products prices at open
market were dictating by government. Immediate measures taken by the state
at the time could not serve to stop the economic downturn that was
manifested in all directions, starting with the explosion of foreign debt,
inflation (which in the years '91 / '92 touched respectively 104 % and
236.6%), decreased drastically by more than 50% of GDP in the period '90 /
'92 (-13% in the 90-s, in '91 -28% and -10% in '92), immediate growth of
unemployment and almost paralyzing generate agricultural and industrial
production.

The economic transition and development in Albania

To treat the social- political emergency and economic situation in
May of '91 was formed a coalition government. In the economic field was
drafted by the government and approved by parliament a program containing
urgent measures for macroeconomic stabilization and liberalization of the
economy. The SME sector has a substantial contribution to economic growth
and employment. Based on data from INSTAT (2011), the contribution of
SME to GDP is more than 73% and more than 71% in the employment
sector. Also the number of active enterprises in late 2011 was about
106.503.Compared with active enterprises in 2005 has increased by 65%
.The number of enterprises that run or are owned by females is 27%.
According to the structure of active enterprises in 2011 is noted that SME are
mostly dominated by micro-enterprises with 1 to 9 employees, who
constitute about 95.2% of the total number of active enterprise.

Distribution of active enterprises by economic sectors is as the
following: trade market 43.8%, 16.1% hotels & restaurants, transport &
communications 10.2%, industry 9.8%, construction 4.3%, agriculture and
fishing 1.8% while other services occupied 14.1%. It is worth mentioning
that the sectors of trade, hotels, bars and restaurants are dominated by
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domestic enterprises with a slight shift in recent years towards international
trade, especially during the summer as a result of increased tourism in the

country.
Graph3. Distribution of SME according to regions

Source: ASN - INSTAT 2011

Over 50% of active enterprises are operating in Tirana, Elbasan
prefectures, Durres. Vlore, Debra and Kroc is noticed only a slight increase
of enterprises leaving the situation in the state of almost a year ago.

Prevailing in number are the activities in trade market and catering
sector - restaurants with 60%. 43.8% of enterprises are in the trade field with
a slight decrease of 0.6% compared to 2010. The producers account only
16% of service providers. Such dominance is common in all prefectures.
Compared with last year turnover in 2011 has been risen by 8% .This
increase of 32.3% came as influence in construction-building field.
Compared to 2010 commodity producers has been risen by 6.3%, while
service providers, compared with the same year has been risen by 5.7%.

Financial and Credit Facilities

o According to the report "Doing Business” from World Bank 2011-
2012, Albania is ranked as 23™ in the world for ease of lending. Based on
data from the Albanian Bank, the share of private sector credit of GDP in
December 2012 was 40.2%. Annual growth rate of the loan portfolio was
found to be about 14%.

. Banks are the biggest funders of the economy as the banking sector
constitutes more than 95% of the financial sector. In order to improve the
financing environment for SME, in recent years have been taken measures in
relation to the introduction of schemes to guarantee loans to SME.
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o SME scheme implementation credit from the official launch of the
program in January 2009, until. December 2012 has been lending to SME 25
million EUROS, which were financed in 79 Albanian SME projects with a
funding of 17.4 million EURO of which 10 projects are "Started up".
Moreover, a guarantee fund of 2.5 million is available as part of the Program
for the Development of SME in order to guarantee bank lending.

. The European Fund for Southeast Europe (EFSE). FEEJ has given a
loan of 20 million EURO to National Commercial Bank (NCB). So far, 23.8
million loans were approved for 332 clients financing businesses in several
different districts and for different purposes such as: investment in inventory
and active properties. The condition of these loans outstanding was 17.9
million, while having a very satisfactory repayment performance.

Development of Hypotheses

The SME financing argument has increased in recent years, but is
still considered insufficient to induce a rapid development of this sector.
Also SME and especially SME encountered enough difficulties to obtain
loans from the banking sector, where the cost of credit is relatively high.

Requirements of  banks are not favourable for business, especially
for the high level of 120-150% collateral and high interest loan when is
required for investment in materials, machinery and equipment, but there are
still missing supportive policies to start-up businesses.

The lack of alternative financial resources for SME, such as venture
capital, innovation vouchers, small business, etc.

During the last three years Albania has had an economic growth of
6%, an increase has been noticed as among the best in the region. No doubt
that the SME sector has an important contribution on this process.

The contribution of the SME sector is estimated at 64% to GDP and
employing about 66% of employees in the private sector.

Referring to the structure of employment, small enterprises and
medium SME with 1-80 employees are more than 99% active companies in
Albania. The number of companies with over 80 employees is 423, while the
number of companies with over 250 employees is only 40.

The data above constitute the backbone of the policies in the field of
business development for the coming years.

During 2005 there has been found a rapid growth of new enterprises
created respectively by 9993 with an increase of 4% compared to the year
2004.Even during the first 10 months of 2006 is being noted a high number
of new enterprises registered at about 16,000 new entities.

Regarding the geographical distribution of businesses in Albania,
about 50% of active companies are concentrated in the area between Tirana -
Durres, employing 57% of private sector employees. About 69% of
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companies with foreign capital are concentrated in Tirana prefecture, about
5% in Korce, Shkoder while about 5% and 3% in Vlora. (INSTAT,

enterprises repertoire, Statistical Bulletin)
Table of indicative costs by sector (draft business development strategy and investment)

Sectors 2006 2007 2008 2009 | 2010 | 2011 | 2012 | 2013 Sums
Promoting
SME 0.5 12.4 26.7 39.3 28.5 35 44 42 228.4
Promoting
exports 0 3.1 7 11 7.9 8 7 7 51
Promoting
FDI 0 2.01 6.475 7 1216 | 174 | 17.25 | 21.35 | 83.645
Mines 0.37 0.756 | 0.756 | 0.732 | 0.626 | 0.455 | 0.463 | 0.472 4.63
TOTAL
costs 0.9 18.3 40.9 58.0 49.2 60.9 68.7 70.8 367.7

Internet and electronic commerce

During recent years in Albania, the number of SME that use the
services of internet has increased, especially by the younger generation of
entrepreneurs and managers. According AKEP® 2011 online coverage rate is
over 50%, but much lower compared with 67.6% of the EU countries.
Despite improvements in the legal framework only 10,000 businesses have
broadband internet from 100.687 active businesses.

Creative Economy: It has been felt necessary the intervention with
concrete policies for the sector as it can be:

i) regulatory measures aimed at removing legal and administrative
barriers; ii) improving the system of vocational education and training (for
all activities designers / design, advertising and crafts); iii) legal and
financial incentives to support this sector and iv) improve the capacity of
organizations that represent the sector.

Include social responsibility in enhancing the competitiveness of
businesses, CSR

Corporate of Social Responsibility is a key part of the new strategy
"Europe 2020", which requires an integrated approach to "a fast growing,
sustainable and inclusive”, within an overall vision of a social market
economy.

Development of Innovation and Technology for SME

Albania continues to lag behind other countries in terms of poor
performance in innovation. Enterprises finance on technological
developments are mainly from internal resources, which are limited. The
lack of business incubators and clusters is felt; Albania is now part of the
European Network of SME, EEN. Implementing proactive policies to
support technology capacity building for enterprises, especially SMEs
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remains a challenge for the next period 2013-2020.Enterprises run by women
proprietors are low, at around 27% of all active businesses in 2011. Over
90% of businesses run by women are in the service sectors (retail, tourism,
freelance etc.). About 30% of the self-employed are women. Percentage of
disbursement of loans by business women reached 25% in 2011. Lack of
policy to support female entrepreneurship and according to the "SME Policy
Index 2012" Albania is estimated to 2.5 points (out of 5 points maximum).

Through, the analyses of development of SME we can guide the
following hypotheses:

H1: The wood processing industry currently has a tradition and its
development is normal in Albania?

H2: Promotion and support of industrial enterprises are efficient in
Albania?

H3: Albania was relatively rich in mineral resources, in particular
for chrome, copper, nickel, titanium-magnetite and a large number of non-
minerals. Industries mineral mining has traditionally been the backbone of
the economy.

Is this an efficient sector?

Research Goal

The products of this industry are meeting every day more and more
customer requests in country wood products and their presence is becoming
apparent even in regional markets. Today wood processing industry has
around 700 wood processing firms across the country, 200 of which produce
sawn material and 500 firms involved in the production of furniture in which
there are employed around 4500 to 5000 employees, with revenues ranging
around 20-22 million. Exports of these products amounting to 4 million
euros for half wood materials fabricated.

Promotion and support of industrial enterprises.

In terms of global competition, arises as a necessary support for those
enterprises that integrate business opportunities in the value chain of
industrial investment with foreign capital. With government support and
specialized agencies such as AIDA, born as indispensable with the draft to
increase the skills and specific things matched with the interests of foreign
investors operating in the Albanian market. Usually sophisticated industries
such as electronics, etc., create opportunities to subcontract a number of
small and medium enterprises in the production of some aggregates
(products, equipment, knots, etc.) of their product, resulting to be lower cost
than import ones.

This objective seems difficult at the current stage. However, it
remains possible and aims to set to a long-term project starting with the
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support of enterprises that can fulfil needs of large domestic and
international ones.

Development of such industrial capabilities is valuated in the context
of politics "import substitution™, releasing funds as a result of the decline in
imports of these products.

It aims to assess the process of cooperation between foreign investors
with local industries, estimating an increase in the production averaged 0.5-
1% per year.

From 1970 until 1990, Albania was one of the main producers of
chrome and products and a major exporter of processed products of copper,
nickel, other metals and minerals processed differently. Large industrial
complexes operated in a process of increasing the value of minerals in an
integrated manner in the form of a chain that began with the mine production
proceeding further in enrichment processes, metallurgical processing and
fabrication of metal products.

Due to the difficult economic transition, restructuring and investment
in the sector starting pace of development was delayed for nearly a decade.
After 2000 the effect of the restructuring of the sector reforms that opened
the way for investments in the mining industry, the sector began restoring.
FDI search focused on the discovery and exploitation, (as through the
opening and reactivation of existing mines and development new ones), and
the recovery and development of mineral processing infrastructure system.
However, the sector is far from realizing its full potential and its
development will remain a priority in the coming years.

Sample and Data Collection

The survey of this study is conducted on:

Transformation of the mining sector in an industry based on growth
Albanian economy, which will promote and supply the development of other
sectors of the economy, increase exports and contribute to socio-economic
development of the country.

The main objectives in the mining industry will be:

* The continuation of works on research and discovery of reserves of
mineral resources of the country. This will include deep exploration areas
identifying mineral resources, exploration in new areas of the country, and
expanding the range of minerals discovered.

The establishment of a national information geological system and
mining which will reflect the latest data and statistics collected from search
activities and exploration. This system will adopt international standards of
classification of resources and mineral reserves and all other indicators
related to reserves and mining activities. The development of mineral
exploitation increases the existing capacity of mines through the opening and
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developing new mines in all known sources. In this regard, efforts should be
made to encourage the consolidation of the mining activity in existing mines
fragmented in order to attract large capital investment.

Specific goals of this paper research:

The adaptation and modernization of the Albanian mining legislation
will harmonize legislation sector with the European Union and will set
international standards in the mining industry sector. In particular, the
Government will enhance the legal framework regarding ownership of land,
rights of access to land ownership and access rights in a mining area. The
government will continue with the privatization of mining and mineral
processing facilities. Albania mineral resources will be developed by private
investors through mining activities guaranteed by the granting of mineral
rights in the form of long-term concession and direct investments.

Further steps will be taken to improve the investment climate and
environment creating incentives to attract FDI in the sector, improving
productivity and competitiveness. An important objective will be the
withdrawal of major mining companies to develop new mines.

Ensuring the implementation in practice of sustainable mining
operations and environmentally sound as existing mines and new ones, too.
It will be designed and implemented a legal framework to ensure sustainable
mining activities and based on international best practices.

The aim will be to maximize the rational utilization of mineral
resources and reserves while minimizing negative impacts on the
environment and society. This will require planning of mining operations,
which must satisfactorily address all issues related to environmental, social
and economic ones.

Such issues list will not be limited, but will include, through others,
mining waste, air pollution, adverse impact on land use, biodiversity, and
water pollution and its availability, hazardous materials, noise and
vibrations, energy usage, as well as local and regional economic effects.

An important aspect of this policy will be better management of
mining waste, promote recycling processes, and to ensure full closure and
safe mining facilities which will become an integral part of any mining
activity under cycle concept of a mining activity. To ensure the realization of
this goal, the Government will establish a system of effective supervision
and monitoring modern mining activities and facilities.
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Analyses and Results of this paper research, SWOT model, Calon A. 2012

STRENGTHS:
-Implementation of regulatory reform to help
improving the business climate and reducing the
costs of doing business;
-The development of ICT;

-Implementing  Strategic document for the
development of SME in particular continuous
reduction in administrative barriers;

-Centre For the National Register, the NRC, as a|
one stop shop, where registration is done in one
day cost 100 ALL

-National Licensing --Your, NLC, as a one stop|
shop where most of the licenses granted within a
period

-2-4 days, and licenses provided by institutions
-Other issued by 10-30 days (excluding licenses
construction);

-Fiscal -Reform. 10% flat tax on personal income
and corporate income.

-Creation of AIDA & BRIC.

-Albania is a part of the European network of]
SME, EEN;

-Stable macroeconomic mounting.

-Equal treatment between domestic investors.

\Weaknesses:

Lack of financial support schemes business
start-up;

- Weak entry and micro enterprises on
sources of financing;

-Lack of alternative financial resources,
SME, as' venture capital ', innovation,
\vouchers', 'business angels’;

-Gaps in the provision of services tg
business;

-Poor-performance innovations;

-Lack Technological skills enterprises;
-Lack of space and industrial parks;

-Lack of business incubators and clusters;

-Informality in the economy; the lack off
reliable statistics in analysing the economic|
indicators;

-Limited access to private financing.

-Problems To the right of ownership;

- Difficulties in obtaining building permits,
getting electricity, registering property and
payment of fees;

- Lower R & D & Capacity(especially in
technical fields);

- Limited consults with stakeholders and
interest groups;

-Management Of ISQO, is achieved only by a
small number of companies.
-Lack of gender programs,
support for women entrepreneurs;
- Disabilities in IT and "education",

programs

-Internet access;

Conclusion

This survey, which is conducted according to above policy, it will
commit to participate in making-decision on all important issues to the
development of mining activities, communities, civil society and other
stakeholders in policy and decision-making, and there will be a balance on

the distribution of profits from mining

activities between central and local

authorities to make these last interested in the development of the sector.
Transparency of mining operations will create involvement in discussions
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about the priorities of this sector of all interested groups and the public, and
will create a transparent environment for foreign investment. Mining best
practices will also include the implementation of all measures and necessary
standards to ensure the safety and health at work. The Government will
ensure the implementation of international conventions in this field,
including the Convention (1995) the ILO occupational safety and health of
workers in mines and other similar conventions.

Successful implementation of the above policies will require the
introduction of modern technologies in mining, which will improve the
efficiency of the sector and will create better conditions for the fulfilment of
environmental and social standards. The government will draft regulations
and incentives that will encourage the adoption of modern technologies and
innovation in the mining industry.

The concepts will be applicable to mining activities. Application of
the United Nations system for the classification of reserves (EFG) consists in
creating the instrument that allows the classification of resources / reserves
of mineral raw materials in ways similar to their international classification
applied in the world today. Evaluation will be completed by (NRC)
International Classification of Reserves for major oilfields mineral reserves
of nickel silicate minerals, titanium-magnetite, tar sands, copper, chromium,
to a large extent the fields of decorative stone.

The objectives for the development of FDI in Albania

The strategic objective for foreign investment has turned the country
into a leading destination for foreign investment in Eastern Europe
attracting, retaining and maximizing their flux. In order to have a clear
picture of FDI in the country, their impact and also to find good segments for
attracting FDI, the Albanian Government, under the direction of UNCTAD /
UNDP has prepared and published the Report of Albanians "On Foreign
Investments” (two editions). This report is very useful information
specifically to analyse the role of FDI in the economy, their number and
volume of production, employment, turnover and contribution of new
technologies. Expressed as the above objectives, the strategy of the
government attaches great importance not only in the volume of foreign
investment inflows, but also on their quality. Greenfield and export-oriented
investments, and investments in the production of high value and high-tech
products will be a priority of such FDI. The investments have the highest
potential for growth, as such having a sustainable economic development.

Results to conclude

The replacement of a functioning economy and a competitive market
is a big challenge for the country. The institutionalization of the market
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means improving the governing way, making it effective for business and
investment. Albania is making an important progress in recent years
regarding the business environment and investment climate, as business
registration, or fiscal burden. Good laws and regulations do not mean that is
sufficient to create good climate, there are more important ways and extent
of their application. Having regard the gap that exist in the financial market,
a recommendation would be the establishment of a new financial institution,
managed by the government, providing various financial services for SME,
especially for their support in the phase of their creation. The implementation
of business development of a strategy for bridging this gap is impossible to
be a responsibility of a single ministry .Ensuring a proper attractive
environment for business and political and financial stability requires a
collaborative approach by all government structures from higher levels of
government to the local ones.

Recommendations

We think we have clear ideas in mind and that we have done all
accounts that the activities that we will undertake will be definitely
successful .To be sure we are totally wrong. Without building a safe detailed
business plan, it is sure that we are close to fail than to achieve our success.
History has shown that 90% of new businesses that have failed have not
previously built a business plan for its management.

In this way, we can say that banks assess credit award whether the
businesses have a plan. But if we refer to SME not all build such a formal
plan since most of them do not have a plan for activities. Banks in this case
try to collect as much more information needed to give credit to them " is
like someone collect bits and pieces of bills or financial documents, financial
statements, which in most cases are not realistic to build so disbursement
dossier 'Small enterprises in their activities do not have the same economic
effect than larger ones, as such they are trying to present their unrealistic
balance and do not have the necessary staff for building a business plan.
Thus, banks prefer to finance small amounts and not great ones in order not
to risk disbursement. Therefore, banks prefer to finance large businesses and
construction businesses as well as medium and small ones in many cities of
Albania

Also ,to be mention is the fact that today there are efforts both on the
part of banks in facilitating the standards and that mostly for corporates and
less for businesses to grant loans but not all banks ca do the same thing. One
thing is done through reduction of the commission but demand for collateral
loan remains styptic arm, where the demand for business loans has increased
and the factors have influenced in the positive balance. We recommend the
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important points like that: 1. the capital-funding. 2. Application credit
conditions by banks. 3. Perception abut macroeconomic situation

Further improvement of the business climate by:

Reducing time of opening a business by 5 days which is 2013 in 2
days, reduction of procedures for starting a business from 5 to 2,reduction of
days for construction licenses from 436 days to 35 days, improving service
for online tax payment, etc.

For innovative SME and entrepreneurship we want to recommend in
this paper research:

1. Establishment of a program supported about 100 women, which
run businesses in low interest loans.

2. Establishment of a program supported 400 new businesses (start-
up), through grant funding and low interest loans. 3. The creation of a fund
for the support of 470 creative businesses, especially those in the field of
handicrafts with grants.

For the internationalization of SME we recommend:

1. Support of 254 companies with grants to increase their
competitiveness.

2. Support of 100 exporting companies with funding
guarantee exports.

-Increase the turnover of industry sectors on average each year

- Increasing the added value on average each year.

Based on this study it is recommended that the operation of this
institution should be in consistent with a government strategy for SME in
further strengthening their financing and support of the development of SME
by reducing the existing gap between their needs and offers of financial
market.
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Abstract

Small and Medium Enterprises are vital for economic growth and
development in both industrialized and developing countries. They provide
the majority of jobs and create new ones, they have the biggest share in
added value, turnover, profit, and in the most developed economies in
exports. The purpose of this paper is to give information on Small and
Medium Enterprises (SMEs) in Albania. Where does Albania stand, how
competitive is the economy, what has accomplished so far and what need to
be done further. By answering how the Albanian Government promotes their
development and what reforms are undertaken to make the business climate
more friendly, the conclusion provides some recommendations.

Keywords: SMEs, competitiveness, strategy, reforms

Introduction

Micro - small and medium-sized enterprises (SMES) are the engine of
the European economy. They drive job creation and economic growth, and
ensure social stability. In 2013, over 21 million SMEs provided 88.8 million
jobs throughout the EU. Nine out of every 10 enterprises is an SME, and
SMEs generate 2 out of every 3 jobs. SMEs also stimulate an entrepreneurial
spirit and innovation throughout the EU and are thus crucial for fostering
competitiveness and employment. Given their importance to Europe’s
economy, SMEs are a major focus of EU policy. The European Commission
aims to promote entrepreneurship and improve the business environment for
SMEs, thereby allowing them to realize their full potential in today’s global
economy. (EU, 2015; pg.3)
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Different definitions on SMEs ( EU& Albanian law)

International Institutions which have their focus on SMEs can make
several definitions. Limits of SMEs definition generally change according to
economic size of countries. Thus SMEs phrase have economical meaning
rather than legal meaning. Most of countries accept that number of employee
is a common measurement of SMEs definition. According to some
institutions number of employee have more importance, for the others
enterprises turnover have more importance in SMEs definition.(Sentiirk et al,
2008)

Different countries define SMEs differently for example; in Canada
the term SME refers to businesses with fewer than 500 employees. They
further define a small business as one that has fewer than 100 employees (if
the business is a goods-producing business) or fewer than 50 employees (if
the business is a service-based business). A firm that has more employees
than these cut-offs but fewer than 500 employees is classified as a medium-
sized business. Generally in Canada an SME is any business establishment
with 1 to 499 employees and less than $50 million in gross revenues. In
Germany an SME has a limit of 250 employees, while, in Belgium it has a
limit of 100 employees. In New Zealand a small business has 19 employees
or fewer. In the United States (U.S.A) a small business refers to those with
fewer than 100 employees, while medium-sized business refers to those with
fewer than 500 employees.(Thomas, 2014)

Small and medium-sized enterprises (SMEs) are defined in the
European Union (EU) recommendation 2003/361.

The main factors determining whether a company is an SME are:

1. Number of employees and
2. Either turnover or balance sheet total
Table 1
Company category Employees Turnover Balance sheet
total
Medium-sized <250 <€50m <€43m
Small <50 <€10m <€10m
Micro <10 <€2m <€2m

Source : (EU, 2015)

According to the European Union (2015) definition: *The category of
micro, small and medium-sized enterprises is made up of enterprises which
employ fewer than 250 persons and which have an annual turnover not
exceeding 50 million euro, and/or an annual balance sheet total not
exceeding 43 million euro’. Small and medium enterprises are thus defined
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as firms with 10 to 250 employees, and more than 10 million euro turnover
or annual balance sheet total. This definition is more encompassing, and
much larger, especially with regards to turnover, than some others.

Albania as a country attempting to become member of EU, amended
the law no. 8957, date 17-10-2002. On "Small and Medium Enterprises” on
29-10-2008 with the new law no. 10183 in order to bring the SME definition
closer to EU standards. The definition is stated in article 4 of this law:

o] Micro, small and medium enterprises (SMEs) includes those entities
which employ fewer than 250 people and have an annual turnover that does
not exceed 250 million Albanian Lek.

(o] Small enterprises are those entities which employ less than 50
persons and have an annual turnover that does not exceed 50 million
Albanian Lek.

o] Micro enterprises are entities which employ less than 10 persons and
have an annual turnover that does not exceed 10 million Albanian Lek.
(Kruja, 2013)

At the end as all these definitions exist, the important thing is that
every definition is related to the size of each economy, and micro, small or
medium is a relative concept in different countries. Most of the countries
adopt the EU employment criterion but use different parameters for turnover
and asset classification. (OECD, 2007)

Overview of small and medium enterprises and statistics in Albania,
a) Geographical dispersion of SMEs (Local units)

. In 2014 were 112,537 active enterprises. 110,336 of the total operate
only in one location and are considered one local unit.
. 2,201 enterprises carry out their economic activity in more than one

location. They cover 2 % of total active enterprises and hire 33.5 % of total
number of employed.

. 78.6 % of local unit are concentrated in urban area and 51.3 % of
them carry out their economic activity in prefectures of Tirana and Fier.
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Figure 1: Employed of local units by prefectures
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b) Active enterprises by economic activity, number of employed and year of

creation
Enterprises with main activity trade, accommodation and food

service activities dominate with 56 %. Trade activity continues to be the
most favorite when decide for a new activity, and represents 37.4% of new

enterprises.
Figure 2: Active enterprises by economic activity
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Producers of goods dominate in manufactured economic activity,
with 52 %. Producers of services dominate in wholesale and retail trade;
repair of motor vehicles and motorcycles, with 47%. (INSTAT, 2014)
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Table 2: Number of enterprises by the number of employed and year of creation

Year of Total 14 5-9 10-49 50+
creation
Total 112.537 101.025 5.387 4.647 1.478
17.377 16.572 497 267 41
2013 11.176 10.418 502 211 45
2012 10.081 9.499 357 173 52
2011 8.999 8.457 316 193 33
2010 10.492 9.863 412 184 33
2009 7.558 6.925 357 208 68
2008 8.324 7.574 411 276 63
2007 5.565 4.772 314 417 62
2006 5.379 4.808 272 232 67
2005 27.586 22.137 1.949 2.486 1.014

Source: INSTAT; Regjistri ekonomik i nderrmarrjeve

Figure 3: Enterprises by number of employed

m 14 m 59 10-49 50+

From the chart it is easily seen that the major part (90%) of the
enterprises are those with 1-4 employed and then (5% and 4%) are
enterprises with 5-9 and 10-49 employed respectively. Those enterprises
that have over 50 employed are only the 1% of all.
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Figure 4: Active enterprises , New creation and Birth rate
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c) Birth rate

The birth rate of a given reference period is the number of births as a
percentage of the population of active enterprises. As it can be seen by
Figure 4 during 2010-2014 the number of active enterprises has a growing
trend but the birth rate has been at a higher value of 15.98 % in year 2010,
and then in 2013 has the lowest rate of 10.92% , with a value of 15.44% in
2014. (Source of Figure 4: INSTAT 2014)

d) Active enterprises by economic activity and size

From INSTAT database, it can be retrieved data given from the
economic register of enterprises, about the number of active enterprises, by
activity and size, during period 2010-2014. What it can be seen in absolute
values in total there is an increase in number during these 5 years time with
9 499 enterprises or an average of 9.21%. If we analyze their increase in
number for each size category, we can state that firms with 1-4 employees
have increased in number with 8.86 % those 5-9 employees with 7.35%,
and firms with 10- 49 and over 50 employees, have increased respectively
with 13.95 % and 29.19 %. Since microenterprises have the major weight
with nearly 90% of the total, its influence in the weighted average is greater
than the others. (See Figure 3)
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Table 3: Active enterprises by activity and size (2010 -2014)

2010 2011 2012 2013 2014
Total 103.038 109.039 106.837 111.083 112.537
1-4 92.798 97.836 95.520 99.782 101.025
5-9 5.018 5.194 5.636 5.235 5.387
10-49 4.078 4.744 4.439 4.660 4.647
50+ 1.144 1.265 1.242 1.406 1.478
Producers of goods 16.049 17.099 16.413 16.842 16.989
1-4 12.198 12.991 12.592 13.071 13.273
5-9 1.791 1.717 1.718 1.565 1.603
10-49 1.649 1.923 1.650 1.681 1.562
50+ 411 468 453 525 551
Producers of services 86.989 91.940 90.424 94.241 95.548
1-4 80.600 84.845 82.928 86.711 87.752
5-9 3.227 3.477 3.918 3.670 3.784
10-49 2.429 2.821 2.789 2.979 3.085
50+ 733 797 789 881 927

Source Instat 2014

Table 4 Active enterprises by economic activity and size( in percentage)
Number of employed Total 1-4 5-9 10-49 50+
Producers of services 15.10%  11.80% 1.40% 1.40% 0.50%
Producers of goods 84.90% 78% 3.40% 2.70% 0.80%

Total 100.00% 89.80% 4.80% 4.10% 1.30%

Figure 5: Active enterprises by economic activity and size (in percentage)
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Burimi: Regjistri i Ndérmarrjeve Ekonomike- INSTAT 2014 (Authors
calculations)

As we can see from data in the Table 4 producers of services account
for 15.1% of total (mainly in the trade sector, transport and storage,
accommodation and food service activities, information and communication,
and other) and the producers of goods account 84.9 % of the total. So the
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biggest contribution to employment is given by producers of goods (mainly
in agriculture, industry and construction).
e) Albania GDP Annual Growth Rate

The Gross Domestic Product (GDP) in Albania expanded 2.82
percent in the first quarter of 2015 over the same quarter of the previous
year. GDP Annual Growth Rate in Albania averaged 5.03 percent from 1996
until 2015, reaching an all time high of 13.50 percent in the fourth quarter of
1999 and a record low of -10.84 percent in the fourth quarter of 1997. GDP
Annual Growth Rate in Albania is reported by the Instituti i Statistikave

(INSTAT).
Figure 6: Albania GDP Annual Growth Rate
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Figure 7
GDOP by major
sectors, 2011
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According to a United Nations study (2013)( Figure 7) the
contribution of major sectors in the GDP are as follows:

o 19 % of GDP come from agriculture, hunting and fishing;
o 11 % from manufacturing, mining and quarrying, energy;
. 11 % come from construction;
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. 33 % from wholesale and retail trade, repairs, hotels and restaurants,
transport and communications;

14 % from financial intermediation, real estate, renting and business
activities and 13% other services activities.

1. SMEs in Albania vs. European Union
To have a more clear understanding of the SME sector an overview
in figures of the three core indicators by size class are:

. the number of enterprises,
. employment and
. gross value added

The Table 5 is taken from SBA Fact Sheet 2014- Albania Profile, the
figures in the table are provided by INSTAT (Albania’s National Statistical
Office. The data does not cover the enterprises in agriculture, forestry,
fishing and services such as education and health. )

The small business sector is well represented in Albania and is
similar in structure to the European Union's (EU). Small businesses in
Albania provide the majority of jobs and value- added just like in the EU.
Small and medium-sized enterprises (SMEs) are very important for the
Albanian business economy, accounting for 81 % (EU average 67 %) of

employment and generating about 70 % (EU average: 58 %) of added value.
Table 5: SMEs related to added value, employment and number (Albania vs. European

Union)
Number of Enterprises Employment Value added
Albania EU 28 Albania EU 28 Albania
Number proportion proportion Number proportion proportion Billion proportion
EUR
Micro 73748 95.6 % 92.4% 130929 45.6% 29.1% 0.65 23.2%
Small 2 839 3.7% 6.4 % 55307 193 % 20.6 % 0.79 28.1%
Medium- 503 0.7% 1.0% 47 677 16.6 % 17.2% 0.51 18.1%
sized
SMEs 77090 999 % 99.8 % 233913 81.4% 66.9 % 1.95 69.5 %
Large 89 0.1 % 0.2% 53278 18.6 % 33.1% 0.85 30.5%
Total 77 179 100 % 100 % 287191 100% 100 % 2.8 100 %

EU 28
proportion

20.6 %
18.2%
183 %

58.1 %
419 %
100 %

Source : SBA Fact Sheet 2014- Albania

However, since the data for Albania were collected according to a
different classification, they cannot be directly compared to EU statistics.

Another distinct difference between Albania and the EU is the
importance of the different SME size categories. With almost 46% of all
jobs, compared to the EU average of 29%, microenterprises dominate the
business economy. In 2012, there were more SMEs operating in the
wholesale and retail trade sectors in Albania (34%) than in the EU (27%),
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followed by manufacturing and construction. In terms of added value and
employment (over 90 %), SMEs dominate the accommodation (96% and
97%), wholesale and retail trade (98% and 96 %) and construction (93% and
96%) sectors. By contrast, in the EU, SMEs in these sectors account for only
between 71 % and 88% of employment and 68% to 82% of added value. The
construction sector also accounts for more added value than the EU average
SMEs in this sector account for 20% of the added value SMEs produce. This
is above the EU average of about 11 %. (SBA Factsheet 2014)

3.1 European Charter for Small and Medium Enterprises
The adoption of European Charter for Small and medium enterprises
— a pan-European instrument developed under the frame work of the Lisbon

BEL memraps whAbarin

Internationalis 08 Second
ation chance

Environment 02 Responsive

0__ ® - O '.'Bﬂ'“i'liﬂtl'a'tiﬂﬁ
o /o

Skills end O Stete 28
inriovation O procurement
@

Accesato
finance

Single market

Agenda by all the Western Balkan Countries contributed to a change
in policy perspective. Since then the Charter policy guidelines have become
a key reference for enterprise policy development in the region.(Bahiti &
Shahini, 2010).

To evaluate where Albania and other countries stand in the enterprise
policy development is used the SME Policy Index. (Figure 8)

The Index is structured around the Charter’s ten policy dimensions:

Education and training for entrepreneurship, Cheaper and faster start
—up, Better legislation and regulation, Availability of skills; Improving on-
line access; Getting more out of the single market; Taxation and financial
matters; Strengthening the technological capacity of small enterprise;
Successful e-business models and top class business support; and
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Developing stronger, more effective representation of small enterprises’
interests.

3.2 Competitiveness of Albania

According to World Bank report “Doing Business ,, Albania has
shifted to different positions during years. It is ranked 68-th out of (189
economies) in DB 2015, with a change of 40 positions. Comparing the 10
indicators (regulations as measured by Doing business affect firms
throughout their life cycle (Figure 9) of the ranking ( as presented in the

Table 6)
Figure 9: Regulations as measured by doing business affects firms throughout their life
cycle

At start-up
= Starting a business
= Employing workers

In getting a

In daily I tion

operations

= Paying tanes

= Trading across
borders

When things
go Wrong
= Enforcing contracts

= Resolving insolvency

In getting

financing
= Getting credit
= Protecting investors

Albania has performed well in some indicators, has a poor
performance in some others and no change for two of them.
- Getting credit, trading across borders and resolving insolvency are
three indicators that need improvement.
- Protectiong minority investors and enforcing contracts have no
change in position. ( but the objectie should be to improve).
- And the other indicators like getting electricity or starting a business
although have a positive shift need improvement too.
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Table 6: Indicators of Doing business

Nr. Indicators DB 2015 DB 2014 Change in
rank rank rank
(2015-2014)

Ease of doing business 68 108 40

1. Starting a business 41 45 +4

2. Dealing with construction permits 157 189 +32

3. Getting Electricity 152 153 +1

4. Registering property 118 136 +18

5. Getting credit 36 19 -17

6. Protecting minority investors 7 7 No change

7. Paying taxes 131 144 +13

8. Trading across borders 95 93 -2

9. Enforcing contracts 102 102 No change

10. Resolving insolvency 44 41 -3

Figure 10: Ranking on business DB topics — Albania

Starting a Business (41)

Resolving Insolvency (44) ""—‘TH--\’\?nling with Construction Permits (157)
Enforcing Contracts (102) /<|\ | / )
LN\ _—

-
N -

- \ 7 Registering Property (118)
NN/

\ o
Paying Taxes c131]|\QK_i ;_J,_.-‘:_.,--y/ﬁetting Cradit (36)

Protecting Minority Investors (7)

Getting Electricity (152)

Trading Across Borders (95)
AN

Scale: Rank 189 centre, Rank 1 outer edge

2. Reforms for the improvement of business climate for SMEs

The creation of a suitable business environment and the support of
the sustainable development of SMEs, are basic conditions for the economic
development and the increase of social welfare as a employment source,
innovation and productivity. For this reason these objectives are today at the
center of the economic policies of many governments, including Albanian
Government.

4.1 Administrative simplifications

An immediate effect in the improvement of business climate has
come from the law on the National Registration Center (QKR)3(Law no.
9723, dated 03.05.2007) which facilitated shorter procedures for the business
registration. Currently, a new business can complete its registration within
one day. The same effect was generated by the law on licenses,

3 QKR - in Albanian the acronym for the National Registration Center
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authorizations and permits in the Republic of Albania passed on February of
2007, which confirmed the founding of the National Business Licensing
Center (QKL)* QKR is one stop shop. The registration in QKR could be
done in a work day with a minimal cost of 100 ALL (0.81 Euro). There are
32 QKR offices in all the country.QKL is also one stop shop. It works based
on the principle of self-declaring and silent approval. Licenses that belong to
group | and 11, are issued in a period of 2-4 days. Licenses of group Ill, need
10-30 days

4.2 Taxes reform

The Albanian government has approved law 179/2013, which has as
principal objective the preservation of the macroeconomic stability and the
ongoing of structural reforms. The fiscal policy is oriented towards
economic recovery of the country in all its potential.

4.3. E-government

Relating to the simplifications of doing business procedures in public
administration, there is achieved progress in four main fields: Public
procurement, business registration, taxes administering and licensing.

Online service for taxes declaration and payment

Online procurement

Online service in the customs

3. Albanian Government promotes SMEs development

For the period 2014-2016 , the Albanian Goverment has begun to put
into action Strategic Programme for Technology and Innovation
Development of SMEs, with the approved Decree Nr. 104, date 09.02.2011
of Ministers Council.

The main objectives of strategic programme are as follows:

1. The increase of ability of albanian businesses to develop, use, adapt
and commercialize technology.

2. The support of business innovation.

3. The infrastructure development will make possible:

1) the creation of incubators; to create a favorable business environment
to help new innovative business iniciatives, creating new jobs, business
opportunities .

il) supporting the business clusters in key sectors

Capacity development and technology transfer

Incentives for new buinsess opportunitiess in the digital age:

SRR

4 QKL - in Albanian the acronym for the National Business Licensing Center
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Information and communiction technology (ICT) will be at the
service of businesses’ development. It is a main instrument in increasing of
economic growth and in particular of SMEs. Investments in the digital
technology is a way how SMEs can become more competitive. This is
considered to be an opportunity and a challenge at the same time, because
small businesses need time and financial capital in the application of these
new business models.

“digital entrepreneurs” are considered to be all those businesses
that make use of digital services and products (with the help of internet). In
the framework of European Union Inniciative * the smart use of information
technology and SMEs integration in the supply chain value of the gobal
industry” will help Albanian SMEs to become part of a global digital
network.

an awareness campaign for entrepreneurs and SMEs over the
benefits of the new digital evolution.

- empowerment and support for start —up businesses in the field of
ICT.

6. Empowerment of business services

7. Empowerment of institutional capacities.(MZHETS, 2014)

4. Concluding remarks

Today, economic development is at the heart of many economic
scholars debates, and the role of small and medium enterprises in this
context, is a very important one, based on the contribution it makes to the
economy of a country.
. There is a strong entrepreneurial culture in Albania, and as in all
other European countries, small and medium sized enterprises (SMEs) form
the backbone of the private sector — representing the largest percentage of
companies and employment in Albania.
o SMEs play an important role in Albania — fuelling the economic
growth, providing flexibility, engaging in bridge-building between Albania
and the European Union, and promoting employment.
o The reforms of the government has aimed promoting a friendly
business climate, and to provide assistance and incentives for SMEs.
Strategies for the business development are based on European Union
directives, and are some of the priority obligations that Albania has to fulfill
towards European integration.
o The existence of competitive SMEs that have the ability and
possibility to grow will be a critical condition for Albania’s future growth
and prosperity.
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Abstract

There are significant differences in retail food markets in the Baltic
States in terms of consumer habits, economic conditions and market
participants; however, it is not possible to analyse trade in packaging for
dairy products only within one country, as the largest retailers and producers
of dairy products operate in all the three countries, implementing single
supply operations and other supply chain operations. In the present research,
the authors examine further development opportunities for the logistics of
and packaging for dairy products in the three Baltic States — Estonia, Latvia
and Lithuania — in the dairy supply chain. There are several reasons for such
a research study, which are related to the composition of the dairy retail
supply chain and the specifics of primary packaging for dairy products. The
research aim is to examine the dairy supply chain in the Baltic States in order
to identify opportunities for the development of packaging. To achieve the
aim, the following research tasks were set: 1) to describe the dairy supply
chains in the Baltic States from the aspect of retail trade; 2) to examine the
characteristics of the dairy supply chain that affect logistics and the
development of packaging in logistics. The research found that a situation
has emerged in the Baltic States that a fragmented diversity of returnable
packaging is specific to the dairy supply chain, which makes the logistics of
packaging for dairy products inefficient. The diversity of returnable
packaging hinders reverse logistics, the key hindering operations of which
are: sorting, storage and washing of containers ready for transport and other
related operations.

Keywords: Supply chain, logistic, returnable packaging
Introduction

For the last 20 vyears, the production of dairy products has
traditionally been the most significant industry in the agro-food sector in the
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Baltic States. The accession of Estonia, Latvia and Lithuania to the European
Union in 2004 accelerated the growth of their dairy industries, which
allowed fully meeting their domestic demand as well as exporting dairy
products to other EU and third countries.

After regaining independence in 1990, the Baltic States’ dairy
processing industries were characterised by the fragmentation of the large
milk processing enterprises inherited from the Soviet Union into a large
number of small and individually privatised enterprises. For example, in
Estonia 11 large milk processors were fragmented into 36 small ones. For
this reason, 60% of the production capacity was controlled by milk producers
or their cooperatives, while 40% was bought by local private investors.
Similar processes took place in Lithuania and Latvia as well. In 1998, a lot of
the small enterprises bankrupted owing to the financial crisis in the Baltics.
At the same time, during this period, the dairy processing industry was
characterised by a fast concentration process in the result of mergers and
acquisitions (Jansik, 2009).

Along with the economic processes, the logistics management of
dairy supply chains and packaging have developed. It is considered that
efficient food logistics has to ensure the delivery of the right product in the
right quantity and quality at the right time and place and for the right price,
and it has a positive effect on all partners involved in the food supply chain
(Bosona, Gebresenbet, 2012). However, practice shows that cooperation
among the logistics systems of the organisations involved in the food supply
chain is quite weak and fragmented (Bosona, Gebresenbet, 2012). Even
within individual companies, the vertical and internal integration of transport
and logistics is at a low level, which makes them economically inefficient
and unsustainable from the environmental perspective. The necessity for
cooperative logistics as one of the most important trends in the development
of food logistics in order to meet retail standards in the next decade was also
emphasised by the participants of the 12™ logistics management conference
that took place in Bonn in 2007 (Trends in food logistics, 2007). So, in order
to assure the quality of food, an increasing role is played by the right
packaging and logistics management. S.Krautwurst-Leister, the head of the
food logistics department of one of the leading companies of logistics
services in Europe, DACHSER, stressed in his presentation the necessity to
reduce the time of delivery, which can be achieved by maximum
standardisation of logistics solutions, while at the same time making no
compromises in the quality of products (Trends in food logistics, 2007).

Retail enterprises, the market share of which (at present, in the
majority of European countries, 40% of the market is controlled by 3-5 retail
companies (Geloso-Grosso et al., 2008) allows controlling and influencing
food supply chains, have admitted that the most effective is the centralised
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delivery strategy; to implement it, as high standardisation and unification of
all logistics-related operations as possible have to be achieved. At the same
time, the mergers of companies and the absorption of domestic brands play
an essential role also on the part of producers and suppliers of the food
supply chain. They too become increasingly rational in creating new
products and in managing their deliveries.

The mentioned preconditions and problems determine the research
aim: to examine the dairy supply chain in the Baltic States in order to
identify opportunities for the development of packaging. To achieve the aim,
the following research tasks were set: 1) to describe the dairy supply chains
in the Baltic States from the aspect of retail trade; 2) to examine the
characteristics of the dairy supply chain that affect logistics and the
development of packaging in logistics.

Research methods: the logical and constructive methods, data
grouping, the monographic method, analysis and synthesis. The research
employed scientific literature, research papers in journals, statistical data and
unpublished information provided by enterprises.

Characteristics of the trends in dairy retail sales in the Baltic States

With the concentration and specialisation of milk production and
processing in the Baltic States beginning in 1994, a dynamic increase in CR4
(the concentration ratio of 4, which is the percentage market share of four
largest enterprises in the industry’s total turnover) was observed. In the
period 1994-2011, on average, this concentration ratio in milk processing in
the Baltic States increased from 29% to 75% (Jansik, 2009).
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Source: authors’ construction based on Euromonitor International data
Figure 1. Concentration ratio for the dairy processing industry (CR4) in the Baltic States
in 2011 (%)

As shown in Figure 1, in 2011 in the Baltic States the market share of
four strongest enterprises in the group of drinkable dairy products, on
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average, was 74-88%, while in the group of yogurts and other cultured dairy
products it was 65-71%. In the result of these processes, market structures, in
which 3-4 strong enterprises dominate in each country, emerged in the dairy
industries in the Baltic States. The rest of milk processors are medium or
small specialised enterprises that focus on small market segments.

However, a detailed analysis of each country’s leading milk
processing enterprises leads to a finding that in comparison with Estonia and
Lithuania, Latvia’s milk processing sector is more fragmented.
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Source: authors’ construction based on Euromonitor International data
Figure 2. Market share of milk processing enterprises in the Baltic States in 2011 (%)

The information on the market shares of milk processors in the Baltic
States summarised in Figure 2 shows that the convincingly dominant place in
the Baltic market is taken by the JSC “Rigas Piena kombinats”, which sells
more than 50% of drinkable dairy products in Latvia. After the merger of the
JSC “Rigas Piena kombinats” and the JSC ,,Valmieras Piens” in 2012, their
total market share of drinkable dairy products reached 66.42%. The leading
position of the JSC ,, Tukuma Piens” in sales of yogurts and other cultured
dairy products (19.91%) may be explained by the broad assortment of its
products and its explicit specialisation.

In Estonia, a convincing leader in sales of both drinkable dairy
products and yogurts is the JSC “TERE”, with the market shares of 39.58%
and 30.64%, respectively. At the same time, one has to emphasise that the
highest degree of concentration in the market of dairy products was specific
to Estonia, as CR4 for the segment of drinkable dairy products was the
highest in 2011. Besides, in both segments, the market share of the fourth
largest producer was five times smaller than that of the market leader, the
JSC “TERE”.
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In comparison with Latvia and Estonia, there is no obvious leader in
the segment of drinkable dairy products in Lithuania, as the market shares of
the JSC ,,Rokiskio Stris” and the JSC ,,Pieno Zvaigzdes” are quite similar,
24.77% and 21.26%, respectively. Yet, the dominant position in the segment
of yogurts and other cultured dairy products was taken by the JSC ,,Pieno
Zvaigzdes” with a market share of 34.17% in 2011, which may be explained
by the large diversity of its products and its large production capacity.
Among the Baltic States, the lowest degree of concentration in the segment
of drinkable dairy products was observed in Lithuania.

It has to be noted that in the segment of yogurts and other cultured
dairy products in Latvia and Estonia, the influence of products of the group
“Danone” (brands such as Actimel, Activia, etc.), the market shares of which
are 16.36% and 15.61%, respectively, can be observed, which, in the opinion
of the authors, can be explained by this company’s experience and
opportunities in advertising its products (Packed Goods in Latvia, 2013;
Packed Goods in Estonia, 2013).

All the enterprises shown in Figure 2 also distribute their products
outside their home country, for example, in 2012 the Estonian producer JSC
“Valio” had a market share of 0.31% for drinkable dairy products in
Lithuania and a market share of 5.43% in the yogurt market in Lithuania.
The Lithuanian enterprise JSC ,Pieno Zvaigzdes” supplies 0.11% of
drinkable dairy products sold in Latvia, while the Estonian JSC “Valio” -
0.86% of the quantity of yogurts sold in Latvia (Packaged Goods in
Lithuania, 2013; Packaged Goods in Latvia, 2013).

Another important specific is the role of private brands in the
assortment of products, particularly in Lithuania and Latvia.
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Figure 3. Changes in the market share of private brands for dairy products in the period
2008-2012 (%)

A specific of the Baltic market is the stable increase in the market
share of the private brand “RIMI Baltic” for drinkable dairy products in
Latvia from 10.7% in 2008 up to 13% in 2012 (Figure 3). The market shares
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of the private brands of “Maxima Grupa” — Optima Linija and Favorit —
slightly decreased from 18.1% to 14.4% in the period 2008-2012; yet, these
market shares were higher than that of the private brand RIMI in Latvia.
Such a different trend may be mostly explained by the positioning of both
enterprises’ different private brands in the market — RIMI advertises its
brand as being of similar quality but more available. In contrast, the private
brand MAXIMA Favorit was initially promoted in the market as that for very
cheap products. As the market situation changed and consumers’ quality
requirements rose, the attractiveness of absolutely lowest prices declined. In
contrast, in Estonia private brands are outdid by domestic producer products,
which, in the opinion of the authors, is associated with Estonian patriotism as
well as the reluctance of producers to produce private brand products,
thereby increasing the competitiveness of products of their own brand.

In general in the Baltic States, an analysis of the dairy supply chain
leads to a conclusion that this chain involves the following common
characteristics being specific to a single market:

v each country has 3-4 large milk processors that determine market
trends;

v influence from foreign producers can be simultaneously sensed,
particularly in the segment of yogurts;

v all the large enterprises distribute their products also outside their
home country;

v in the assortment of products, an important role is played by the
private brands of retail store chains (RIMI, Maxima);

v in the dairy industry in the Baltic States, the consolidation of
enterprises continues, as well as foreign investors are interested in it;

v increase in the influence of foreign investors contributes to the entry
of foreign supply chain management experience in the Baltic market, which,
in its turn, affects the structure of packaging logistics and sale techniques;

v in all the three Baltic States, dairy products, but particularly drinkable
dairy products, are very price elastic;

v for products with higher value-added, for example, yogurt or sour
cream, their taste, convenient packaging, expiry dates, origin of ingredients
and chemical composition are important;

v profit margins of the milk processors in the Baltic States have been
within a range of 2-4% of their total turnover.

Logistics of the dairy supply chains in the Baltic States and the
development of packaging in logistics

Since 1990, the assortment of products supplied by the dairy
processing industry has sharply changed, which is characterised by high
differentiation and value-added. The most significant way of distribution of
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dairy products is retail store chains of various formats, the price policies of
which greatly affect the sale prices of basic necessities.

Some dairy products have historically played a special role in daily
diets in the Baltic States. The consumption of dairy products per capita in the
Baltic States is different: 183 kg in Latvia, 272 kg in Estonia and 354 in
Lithuania (FAO data, 2014). It is also observed that no considerable increase
in the consumption of dairy products can be expected. For this reason, to
attract consumers under conditions of high market concentration and price
competition, the producers increase their product assortments, mainly
through creating special product lines and diversifying the packaging of their
products. For instance, in 2012 the Estonian dairy producer JSC “TERE”
introduced a new, flexible milk packaging, while at the same time
modernising also the primary packaging of other dairy products (kefir, sour
cream and yogurt). In the segment of drinkable yogurts, the JSC “TERE”
introduced packaging for a 12-piece pack. In February 2012, another
Estonian dairy producer, the JSC ,,MAAG Piimatdostus”, started selling
3.5% fat milk in plastic bottles. In Latvia, the JSC ,,Rigas Piena kombinats”
familiarised the market with a product line “My Family” for which milk,
kefir and yogurt are packed in an unusual for the Baltic market 1-litre
packaging (Figure 4), which combines flexibility and the opportunity of
being placed vertically.

¥ @

Source: Who is My Family [s.a.]
Figure 4. Primary packaging for the product line “My Family”
introduced by the JSC ,,Rigas Piena Kombinats”
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To make the price of a package more attractive, a number of
enterprises reduce the volume of the package, for example, from 1 | to 900
ml. Besides, there are relatively popular kinds of primary packaging for dairy
products in each Baltic State: in Latvia consumers prefer 1-litre tetra packs
as packaging for milk, whereas in Estonia they want milk in 1-litre
polyethylene packaging (unpublished study by Schoeller Allibert Ltd).

So particularly the primary packaging of dairy products mainly
affects the choice of transport packaging in the food supply chain because in
order to maximally efficiently exploit the capacity of transport and
warehouses, dairy producers seek to choose the most appropriate transport
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packaging for every kind of primary packaging. Furthermore, the primary
packaging of dairy products historically does not meet the standard sizes of
logistics packaging — 1200x800mm or 1200x1000mm - accepted in the
world (Belcikovs, Praude, 2003); therefore, dairy producers choose three
approaches:
1) to reduce the unused space in transport packaging and to increase the
stability of primary packaging, returnable packaging, which is partially fit for
the logistics of dairy products, is used; its external size — 432x342mm -
differs from that for other food categories; in the result, the use of the surface
of wooden pallets or batching is not efficient;
2) to ensure the batching of transport packaging on EUR-standard
pallets maximally efficiently, returnable packaging, fitting the standard size
of 1200x800mm, with the size of 400x300mm or 400x600mm is used;
consequently, there is unused space inside the transport packaging, leading to
the instability of primary packaging, which, in its turn, increases the loss of
products;
3) for every kind of primary packaging, cardboard transport packaging
of another size, fitting the primary packaging, is used; as a result, the cost of
transport packaging increases, as well as the batching of products on EUR-
standard wooden pallets is not maximally safe and efficient (unpublished
study by Schoeller Allibert Ltd).

Owing to the mentioned factors, a situation has emerged in the Baltic
States that at least 30 different kinds of returnable packaging — plastic boxes
—, as well as approximately 300 kinds of cardboard packaging are
simultaneously used in the dairy supply chain (unpublished study by
Schoeller Allibert Ltd). For comparison, the logistics of bread products
employs only eight such kinds, which makes the logistics of dairy products
inefficient as:
v the cost of transport packaging increases (owing to disposable
cardboard or the high production cost of returnable packaging due to its great
diversity);
v owing to mutual incompatibility, the risk of damage of products
increases and the availability of products on store shelves decreases;
v the great diversity of returnable packaging hinders the sorting,
storage and washing of containers ready for transport and other related
operations, increases the proportion of manual work in processing packaging
and raises the risks of loss and theft of packaging;

v disposable cardboard increases the cost of recycling waste as well as
raises environmental risks;
v the diversity of transport packaging increases the costs of transport

and storage, as it is not possible to fully use the maximum stacking height;
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v the greatest deal of available transport packaging is not appropriate
for placing products on store shelves; therefore, in retail trade, dairy products
have to be restacked on shelves or into other boxes, which increases the cost
of handling the products;

v the diversity of transport packaging cannot be equipped with
standardised and modern identification systems in order to accelerate and
enhance the traceability and identification of goods at any stage of the dairy
supply chain as well as to ensure precise recording of inventories.

Conclusion

Each country has 3-4 large milk processors that determine market
trends in the segments of dairy products, yogurts and cultured dairy products.
The Baltic States’ milk processing enterprises have a single sales market, in
which an important role is played by retail chains and their brands. An
increase in the influence of foreign investors contributes to the entry of
foreign supply chain management experience in the Baltic market, which, in
its turn, affects the structure of packaging logistics and sale techniques.
Profit margins of the milk processors in the Baltic States have been within a
range of 2-4% of their total turnover.

The great diversity of returnable packaging hinders the sorting,
storage and washing of containers ready for transport and other related
operations, increases the proportion of manual work in processing packaging
and raises the risks of loss and theft of packaging. The greatest deal of
available transport packaging is not appropriate for placing products on store
shelves; therefore, in retail trade, dairy products have to be restacked on
shelves or into other boxes, which increases the cost of handling the
products. The diversity of transport packaging cannot be equipped with
standardised and modern identification systems in order to accelerate and
enhance the traceability and identification of goods at any stage of the dairy
supply chain as well as to ensure precise recording of inventories. Therefore,
one of the solutions to it is to simultaneously introduce standardised and
unified returnable packaging for dairy products in all the Baltic States by
making an agreement among all the largest participants of the dairy
processing industry.

References:

Belcikovs J., Praude V. (2003) Logistics (in Latvian). Riga: VVaidelote, p.544.
Bosona T. ,Gebresenbet G. (2012) Logistics and Supply Chains in
Agriculture and Food. In: Pathways to Supply Chain Excellence. Edited by
Groznik A. and Xiong Y.. New York: InTech, pp.125-146

Food and Agriculture Organization of the United Nations (FAQ)) statistics.
Retrieved: http://www.fao.org/statistics/en/

137


http://www.fao.org/statistics/en/

Geloso-Grosso M., Nordas H. K., Pinali E. (2008) Market Structure in the
Distribution Sector and Merchandise Trade: OECD Trade Policy Papers
No0.68, OECD Publishing. Retrieved: http://dx.doi.org

Grocery Retailers in Estonia Euromonitor International database. Retrieved:
http://www.portal.euromonitor.com

Grocery Retailers in Latvia Euromonitor International datu database.
Retrieved: http://www.portal.euromonitor.com

Grocery Retailers in Lithuania Euromonitor International database.
Retrieved: http://www. portal.euromonitor.com

Information provided by ,,Schoeller Allibert” Ltd

Jansik C. (2009) A Comparison of Dairy Supply Chains in Finland and in the
Baltic Countries: report at IFAMA Symposium, Budapest. Retrieved:
https://www.ifama.org/events/conferences

Packaged Food in Estonia Euromonitor International database. Retrieved:
http://www.portal.euromonitor.com

Packaged Food in Latvia Euromonitor International database. Retrieved
http://www.portal.euromonitor.com

Packaged Food in Lithuania Euromonitor International database. Retrieved:
http://www.portal.euromonitor.com

Report on Competitiveness Policies in 2011. (2012) European Commission.
Retrieved: http://bookshop.europa.eu/lv/zi-ojums-par-konkurences-politiku-
2011

Trends in food logistics and chilled food trade conference (2007)
http://news.dachser.com/C125730100198

Who is My Family. JSC ,Rigas Piena Kombinats” website (in Latvian).
Retrieved: http://www.manasaime.lv/lv/par-mums

138


http://dx.doi.org/
https://www.ifama.org/events/conferences
http://news.dachser.com/C125730100198

THE DYNAMICS OF INNOVATION STRATEGIES
IN EUROPEAN ECONOMIES

Inga Stankevice, PhD
Kaunas University of Technology, Lithuania;
Lelde Zemite, Assistant Manager
Runway BPO, Latvia

Abstract

Innovation is closely related to economic behavior and progress that
is often path dependent. This paper provides the evidence of how enterprises’
strategies for innovation changed in the context of external changes, i.e. what
kind of changes occurred in innovation strategies of European enterprises
since the pre-crisis period and how these changes are related to broader
environment. For this purpose, CIS6 micro data from 16 economies and
CIS8 macro data from 22 economies were processed and compared. It was
estimated that medium- and less successful, in terms of firm performance,
innovation strategies had sprouted, whereas the most successful innovation
strategies had been rarefied due to the grown necessity for cost reduction and
for greater flexibility. Only a few countries are still leading in developing
new products or in significantly changing existing products as they did about
7 years ago. However, the greater part of the sample economies do not
follow the old leadership patterns. Even though more and less innovative
economies can still be distinguished, the countries comprising more and less
innovative clusters have changed.

Keywords: Change, dynamics, innovation strategy, European economies

Introduction

The dynamics of innovation strategies has recently attracted the
attention of a number of scholars (Archibugi, Filippetti, Frenz, 2013; Biais,
Rochet, Woolley, 2013; Oberg, Verganti, 2014; Schulze, MacDuffie, Taube,
2015; etc.). The increased interest in this topic is often related to the recent
economic crisis that began in 2008 when many industries, economies and
enterprises were forced to learn the lesson of the Schumpeterian waves in
real life.

Turbulent times significantly affect enterprises’ innovation strategies
and they experience notable changes. This is because innovation is closely
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related to economic behavior and progress that, more often than not, is path
dependent, shaped by the conditions in which it takes place and marked by
its prior trajectory. For instance, Aidis, Estrin and Mickiewicz (2010) state
that significantly lower levels of entrepreneurship in Central and Eastern
Europe, in comparison to economies coming from other legal traditions, are
determined by the former regime.

Hence, for many companies, especially international ones,
institutional environment (in its broad sense, i.e. including social, financial,
cultural, etc. dimensions) of target business locations plays a significant role
in designing business strategies and directing the change, especially in
turbulent times. This paper provides the evidence of how enterprises’
strategies for innovation changed in the context of external changes, i.e. what
kind of changes occurred in innovation strategies of European enterprises
and how these changes are related to broader environment.

For this purpose, enterprises’ former and most recent innovation
strategies were compared. The basis for the analysis of the former innovation
strategies was pre-crisis Community Innovation Survey (CIS6) that
encompassed 16 European economies: Bulgaria (BG), Cyprus (CY), the
Czech Republic (CZ), Germany (DE), Estonia (EE), Spain (ES), Hungary
(HU), Ireland (IE), Italy (IT), Lithuania (LT), Latvia (LV), Norway (NO),
Portugal (PT), Romania (RO), Slovenia (SI) and Slovakia (SK).

On the other hand, the basis for the analysis of the post-crisis
innovation strategies was the most recent Community Innovation Survey
(C1S8) that encompassed 22 European economies: Belgium (BE), Bulgaria
(BG), Germany (DE), Estonia (EE), Greece (EL), France (FR), Croatia (HR),
ltaly (IT), Cyprus (CY), Latvia (LV), Lithuania (LT), Malta (MT),
Netherlands (NL), Poland (PL), Portugal (PT), Romania (RO), Slovenia (SI),
Slovakia (SK), Sweden (SE), Serbia (RS) and Turkey (TR).

Indeed, the informed research period is designated by major
economic and social changes due to the economic crisis of 2008-onwards, so
the investigation of the dynamics of innovation strategies of that period is
fairly deliberate. Also, it is important to note that, currently, CIS is the
newest available broad scale database related to innovation research.

Methodology

For the investigation of the former innovation strategies, | relied on
my previous research (Stankevice, Jucevicius, 2013; Stankevice 2014a,
2014b, 2015). The innovation strategies were composed of 60 innovation
variables in total across 127,674 enterprises. The strategies were formed by
means of exploratory factor analysis of CIS6 micro data.

For the investigation of the most recent innovation strategies, CIS8
micro data on strategies for innovation were used. CIS8 includes 16 variables
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describing innovation strategies: eight variables reveal if each of eight
strategies is highly important, and next eight variables reveal if each of them
is not relevant (% of “yes” responses per country). The database gives also
the possibility to distinguish between innovative (including enterprises with
abandoned/suspended or on-going innovation activities) and non-innovative
enterprises. The variables are presented in Table 1.

Table 1. Relevant indicators and labels of innovation strategies in CIS8

Indicator Label Indicator Label
Enterprises that consider Enterprises that
STMKEUR HIGH dev_elo_pmg new rr_larkets STMKEUR NR consider deveIo_p|r_19
- within Europe highly - new markets within
important Europe not relevant
Enterprises that consider Enterprises that
STMKOTH HIGH devel_oplng new m_arkets STMKOTH NR consider developl_ng
- outside Europe highly - new markets outside
important Europe not relevant
Enterprises that consider Enterprises that
STIHCOS HIGH reducing m_—hous_e costs STIHCOS NR consider reducing in-
- of operation highly - house costs of
important operation not relevant
Enterprises that consider Enterprises that
reducing costs of consider reducing
STEXCOS_HIGH _ purchased STEXCOS_NR | _Costs of purchased
- materials,components or - materials, components
services highly or services not
important relevant
Enterprises that consider Enterprises that
introducing new or consider introducing
STINNPD_HIGH significantly improved STINNPD_NR new or significantly
goods or services highly improved goods or
important services not relevant
Enterprises that consider Enterprises that
STMKT _ |nt_en5|fy|ng or STMKT con5|_der |nt§n5|fy|ng
- improving the marketing - or improving the
HIGH : NR -
of goods or services marketing of goods or
highly important services not relevant
Enterprises that consider coigitgcra?rilrslgfe?;;g
STFLEX_HIGH increasing erX|b|_I|ty/ STFLEX flexibility /
responsiveness highly NR .
- responsiveness not
important
relevant
STALL En_ter_prlses _that con_5|der STALL Ente_:rprlses_ th_at
HIGH building alliances highly NR consider building

important

alliances not relevant

To estimate the direction of the dynamics of innovation strategies, the
contents of former and latter strategies for innovations were compared.
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Column charts were used to illustrate the differences between innovative and
non-innovative enterprises.

Ultimately, hierarchical cluster analysis was performed. The
dendrograms (Ward’s method, Squared Euclidean distance) let us to observe
changes in innovation strategies across the sample countries visually. This
part of analysis was supplemented by k-means cluster analysis and a scatter
plot. Both innovative and non-innovative enterprises were divided into two
clusters, and distance from cluster centre was measured in each case. The
sums of respective cluster centers and distances from the centers were used
as the data for the scatter plot.

Strategies for innovation: former and latter

If to compare enterprises’ strategies for innovation in time, one can
definitely notice dynamics. The summary of the enterprises’ key strategic
orientations for innovation is provided in Table 2 on the next page.

The most apparent difference between the pre-crisis and post-crisis
periods is the increased orientation towards cost reduction: both in-house
costs of operation and costs of purchased materials, components or services.
Not only innovating firms are predominantly interested in reducing costs, but
non-innovative ones find the strategy of costs optimization the most relevant
out of all given variants.

Interestingly, this type of strategy was considered to be medium-
successful before the turbulent times. Then, the most successful in terms of
firm performance innovation strategy was semi-open, knowledge-intensive
leadership, i.e. the development of new or significantly improved products
within networks for innovation, typically financed by third parties
(Stankevice, 2014a, 2014b). However, now the focus has moved from
introduction of new or significantly improved goods and services to cost
reduction, i.e. from risky leadership to safe common welfare. This change
could also be explained by unwillingness to form new networks for
innovation (too risky) and/or inability to get external funding for innovation.
Besides, Kraemer-Eis and Lang (2011) also emphasized the decline in the
number and value of venture capital investments and their incomplete
recovery. Hence, after the global financial crisis innovative firms simply
used to look through building alliances and introduction of new or
significantly improved goods and services much more than before. OECD
(2012) also state that the economic crisis has negatively affected business
innovation and research and development (R&D) in all countries.
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Table 2. Former and latter innovation strategies: innovative and non-innovative enterprises

2006-2008 2010-2012
Innovative Less-innovative Innovative Non-innovative
Domina ) Continuo o Replace ) Reduce o Mostly,
nt us engagement outdated in-house and innovation
innovati in intramural products external costs strategies non-
on R&D . Improve J Increase relevant at all
strategie o Network quality of flexibility / J If
S ing due to products responsiveness relevant, then it
external o Increase o Introduc is:
funding, e.g. range of e new or . Reducin
from EU products significantly g in-house costs
o Enter o Increase improved o Reducin
new markets by flexibility / products g costs of
intensifying or responsiveness ) Intensify purchased
improving the o Reduce or improving materials
marketing labor costs the marketing
Modest ) Replace . Continuo . Developi . Innovati
innovati outdated us engagement ng new markets on strategies
on products in intramural outside and/or non-relevant
strategie o Improve R&D within Europe o Especiall
S quality of . Network o Building y rare:
products ing due to alliances . Developi
o Increase external ng new markets
range of funding, e.g. outside Europe
products from EU . Introduci
. Enter ng new or
new markets significantly
intensifying or improved goods
improving the or services
marketing . Intensify
ing or
improving the
marketing

Similarly, entering new markets by intensifying or improving the

marketing, which was estimated to be the second most successful innovation
strategy (Stankevice, 2014a, 2014b), was not in focus after the financial
crisis any more. Moreover, developing new markets, especially outside
Europe, has become one of the most modest strategies for innovation now.
Again, this fact demonstrates the enterprises’ unwillingness to risk and invest
into the development of new markets.
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Figures 1 and 2 illustrate which innovation strategies enterprises
recognized as highly important and not relevant in 2010-2012.
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One more aspect is that now the enterprises strive for greater
flexibility and responsiveness than before. However, such an attempt was
one of the indicators of less successful innovation strategies in 2008, but
again, in 2012 the enterprises preferred greater flexibility and reduced costs
to developing new markets, developing innovations and building alliances.

Dynamics of innovation strategies across countries
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Fig. 3a and 3b portray how enterprises’ strategies for innovation have
elaborated since the pre-crisis era. The pre-crisis portrait can be found in
Stankevice (2014a, p. 178). The former and current innovation shapes are
compared taken into consideration both innovative and non-innovative
enterprises (fig. 3a and 3b, respectively).
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Hence, the figures above and the one from Stankevice (2014a, p. 178)
represent rather different groups of countries, even though a few similarities
may also be observed. It is important to remind that some discrepancies may
have been influenced by partially different samples and variables. In other
words, despite the relative continuity, still, the occurred changes of
innovation strategies were pretty notable. If to divide the economies into two
groups, the first one would score lower on all CIS8 innovation strategies,
while the second one — higher on all of them (Table 3). The result was
reached due to 2-means cluster analysis (sig. in ANOVA < 0.05 for each
variable).
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Table 3. Clusters of CIS8 innovative enterprises

Cluster
1 2
Enterprises that consider building alliances highly important 11.09% 21.78%
Enterprises that consider reducing costs of purchased materials,components | 33.50% 51.63%
or services highly important

Enterprises that consider increasing flexibility / responsiveness highly 31.96% 45.71%
important

Enterprises that consider reducing in-house costs of operation highly 37.04% 58.10%
important

Enterprises that consider introducing new or significantly improved goods 26.85% 39.62%

or services highly important

Enterprises that consider developing new markets within Europe highly 19.06% 30.50%
important

Enterprises that consider developing new markets outside Europe highly 14.69% 22.94%
important

Enterprises that consider intensifying or improving the marketing of goods 22.85% 32.25%
or services highly important

In addition, 2-means cluster analysis was also performed with two
variables only: building alliances and introducing new or significantly
improved goods or services (sig. in ANOVA < 0.05 for each variable). This
was done in order to estimate which countries better correspond to the most
successful in terms of firm performance innovation strategy of CIS6 — semi-
open, knowledge-intensive leadership. These economies are: Cyprus,
Germany, Greece, France, Croatia, Hungary, Lithuania, Latvia, Malta,
Portugal, Serbia, Slovenia, and Slovakia. By the way, in CIS6, Germany and
Slovenia were leading in the implementation of the informed innovation
strategy, so this pattern remained unchanged. Also, in Spain, Hungary, Italy
and Slovenia, this strategy attained the highest scores in comparison with the
other innovation strategies, whereas Latvia, Lithuania and Romania scored
lowest. Hence, Spain and Italy has become less innovative, whereas Latvia
and Lithuania have advanced. This corresponds to OECD (2012) finding that
the crisis revealed the pre-crisis weaknesses of some countries, especially
some southern European countries.

Similarly, two more variables — developing new markets within and
outside Europe — became subject to k-means cluster analysis (sig. in
ANOVA < 0.05 for each variable) in order to estimate economies which
better reflect the another innovative strategy of CIS6, i.e. expansive,
marketing-intensive leadership. Based on CIS8 data, these economies are:
Hungary, Lithuania, Portugal, Slovenia, France, Croatia and Latvia.
However, back in CIS6, Norway and Slovakia obtained the highest factor
scores for this strategy followed by Latvia, Estonia and Hungary. Hence, just
as in case of semi-open, knowledge-intensive leadership, the strategic
orientation of some countries have changed more than that of others.
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The scatter plot of CIS8 economies based on cluster centers and
distances from them is provided below (fig. 4).
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Fig. 4. Scatter plot of CIS8 economies

The plot above demonstrates how close or distant CIS8 economies
are in terms of the taxonomies of innovations strategies pursued by
innovative enterprises. Based on the comparison with fig. 3, one can
conclude that significant changes took place. Even though some countries
are still close to each other just as before (e.g. Latvia, Lithuania and
Romania), the majority of them have changed their closest neighbors.

Conclusion

If to compare the former and most recent innovation strategies of
European enterprises, one can estimate a clear shift of focus from the most-
sophisticated and medium-sophisticated innovation strategies to medium-
sophisticated and less-sophisticated innovation strategies. To put it
differently, the focus has moved from introduction of new or significantly
improved goods and services and from conquering new markets to cost
reduction and increasing flexibility and responsiveness. Not only innovative
enterprises are now predominantly interested in reducing costs, but non-
innovative ones find the strategy of costs optimization the most relevant out
of all given variants.

Regarding the taxonomies of innovation strategies within the clusters
of economies, while some estimated patterns remain unchanged, the other
ones demonstrate dramatic changes. For instance, only a few countries are
still leading in developing new products or in significantly changing existing
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products despite the grown necessity in cost reduction. However, the greater
part of the sample economies do not follow the patters similar to pre-crisis
times. Even though one can still distinguish between the groups of more and
less innovative economies, the members of these groups have mostly
changed. Now, the group of medium and less successful (in terms of firm
performance) innovation strategies has sprouted, whereas the group of the
most successful innovation strategies has shrunk.
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Abstract

This study aimed to determine the effect of organization development
Interventions (ODI) on the general managerial skills of the Bank Executives
at Kenya Commercial Bank Limited (KCB) in Kenya, East Africa. It utilized
an analytical descriptive action type research. Ninety eight (98) executives of
the bank were the research subjects who comprised senior managers from
head office, branch managers, section heads and supervisors of the bank.
Universal sampling was done in identifying research subjects. The study was
based on the theory advanced by Kraut et al (1989) who theorized that
managers to be effective, they must have a clear understanding of different
skills that are important in managerial role. These skills enabled managers to
effectively coordinate work, communicate expectations, delivery of
feedback, job transitions, training and career development activities. Pre-
assessment was conducted to assess the general managerial skills of the bank
executives and diagnose problem. The instrument was administered to the
ninety eight (98) subjects who are presently employed in KCB Nairobi
Branches. The results of pre-assessments on general managerial skills were
good as indicated by the factor average rating of (1 2.816) but could be
improved. Implementation of the planned interventions was guided by the
schedule of activities. Seventy seven executives of KCB participated to
improve performance. Understanding change through other people's eyes by
Vicki Schneider was conducted to provide insight on what is the importance
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of change. After the implementation of organization interventions,
observation over a period of six months was done. Post assessment
evaluation on the general managerial skills was done in January and
February 2010. The result of the study revealed that there was a significant
increase of the mean score in the post assessment in all the eight factors of
the general managerial skills. There was improvement after the intervention
in the general managerial skills as indicated by the increased mean from (u
2.816) to (u3.959). The organization development interventions
implemented were successful in improving the managerial skills in KCB as
reflected in the increase of the mean ratings after intervention. The obtained
t-value in general managerial skills was 5.149, which was greater than the
critical value of 1.960. This meant that the null hypothesis was rejected. The
organization development interventions implemented were successful in
improving the general managerial skills of bank executives. The
Organization Development Interventions yields a significant positive change
in all the general managerial skills of the Bank Executives.

Keywords: General Managerial skills, Organization Development
Interventions, Bank Executives; Pre —assessment, Post assessment

Introduction

Organizations face multiple challenges and threats today. They could
be threats to effectiveness, efficiency and profitability; challenges from
turbulent environments, increased competition and changing customer
demands; and the constant challenge to maintain congruence between
organizational dimensions such as strategy, culture and processes.
Individuals in organizations likewise face multiple challenges such as
finding satisfaction in and through work and fighting obsolescence of one’s
knowledge and skills, such challenges and threats can be solved through
implementation of ODI.

French et al (2000) describes organization development as the
prescription for a process of planned change in organizations in which the
key elements relate to (1) The nature of the effort or program (2) The nature
of the change activities (3) The target of the change activities and (4) The
desired outcome of the change activities. According to Porras, Robertson &
Goldman (1990) OD is “aimed at the planned change of the organizational
work setting for the purpose of enhancing individual development and
improving organizational performance, through the alteration of
organizational member’s on the job behaviours”. Beer (1980) posits that the
aims of OD are “developing new and creative organizational solutions; and
developing the organization’s self- renewing capacity”. Bennis (1969)
describes OD as a response to change and an educational strategy intended to
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change beliefs, attitudes, values and organization structure- all directed
toward making the organization better able to respond to changing
environmental demands”. Cummings and Worley (1997) posits that OD is a
planned long- range behavioral science strategy for understanding, changing
and developing the organizations work force in order to improve its
effectiveness.

The OD process is implemented through application of action
research or diagnostic research model which is linear sequential and
originates from the identification of a problem. The problem usually
manifest in quantifiable and qualitative indicators (Meyer and Botha 2000).
An appropriate intervention is identified to bring focus to the change process.
Gibson et al (2000:455) posits that OD interventions should be classified
according to their targets of change such as techno structural interventions
which are focused on structural change or human process intervention which
are focused on behavioral change. Some situations may require a
combination of interventions which are referred to as multi-related or multi-
targeted approaches. (Meyer and Botha 2000).

The Conceptualization of this Study was anchored on the theory
advanced by Kraut et al., (1989) who theorized that effective managers must
process multiple skills. This study was also grounded on system theory by
Lewin (1946) which models organization as three overstepping and
independent subsystems (Gersick 1997). The theoretical foundations on
which organization development and action research are based on include
organizational learning theory (March & Sutton 1997) and organization
development theory and Dynamic capabilities theory (Teece et al., 2007).

These are underpinned by other theories such as industrial
organization economics theory (Mason 1939; Bain 1956), knowledge based
theory (Senge 1990) resource based theory (Barney 1991 and upper echelons
theory Hambrick & Masan 1984). Action research which was
conceptualized by Lewin (1946) forms the basic premise on which the
process of OD is grounded. Action research which is a collaborative
approach follows a scientific and cyclical process ( D’ souza & Singh 1998).
Lewin (1946) also pioneered sensitivity training which he conducted with
colleagues at MIT. It has been found to improve interpersonal relationships,
increase self awareness and understanding of group dynamics among
participants (French & bell 2001). Another pillar of OD is the survey
research and feedback pioneered by Rensis Likert. It uses structured
questionnaire surveys for diagnosing organization problems (French and
Bell 2001).

The banking Industry in Kenya has experienced challenges since
1990s. First due to the government borrowing heavily from the domestic
market which was as a result of the country's poor relationship with the
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Bretton Woods Institutions and bilateral development partners. Secondly
banks adopted an aggressive provisioning policy to provide for non
performing loans (NPL). The provisioning policy Resulted in Kenya
Commercial Bank announce a pre-tax loss of Kshs 4.2 billion in 2002 the
biggest in Kenya's corporate history. The bank formulated a turn-around
strategy that was implemented between 2004 to 2009. This strategic plan
was to reconfigure the entire business of KCB and make it more robust,
customer focused and growth oriented. The strategic plan included
developing capacity to support technology based products and
implementation of strategic Human Resource Development Programs to
upgrade and enhance general managerial skills of bank executives within
KCB. This study aimed to determine the effect of organization development
interventions implemented to enhance the general managerial skills of bank
executives.

Literature review

This study was anchored on the on the theory advanced by Kraut et al
(1989), who theorized that managers to be effective, they must have a clear
understanding of different skills -that are important in managerial role. Kraut et al.,
(1989) posits that managers must have a mutual understanding of the skills and
responsibilities necessary for other managers across similar and different
organizational levels and functions. The appreciation of these skills and
responsibilities are critical to every manager in all organizations for effective
coordination of work, communication of expectations, delivery of feedback, to
prepare for job transitions, training and careers  development activities. According
to Mintzberg (1973) managers perform ten different highly interrelated roles
which ~ can be grouped into three different categories of interpersonal,
informational and decisional roles. Prior to Mintzberg's research, managerial roles
were understood to comprise planning jobs, staff and leading personnel (Pearson and
Chatterjee 2003).

Katz (1974) suggests that education and experience help managers acquire
three principal types of skills: conceptual, human and technical. Business training
provides many of conceptual tools which are theories and techniques in functional
areas that managers need to perform their roles effectively (Jones and George 2003).
Conceptual skills are demonstrated in the ability to analyze and diagnosis a situation
and  to distinguish between cause and effect. Human skills include ability to
understand, alter, lead and control the behavior of other individuals and groups. This
includes ability to communicate, to coordinate and to motivate people and to mould
individuals into cohesive team. Technical skills are job specific knowledge "and
techniques required to perform an organizational role (Bobbins and Judge 2007).

Katz (1974) posits that although all three of these skills are essential to a
manager, their relative importance depends mainly on the managers rank in the
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organization. Katz (1974) recommends that top management of every organisation
require conceptual skills because their primary responsibilities are planning and
organizing while technical skills are most important in the lower or first line
management but human skills is important for managers at every level.

Luthans (1988) who studied 450 managers concluded that all managers are
engaged in four managerial activities which can be grouped into four categories of
(1) Traditional management - Decision making, planning and controlling. (2)
communication-exchanging routine information and processing paperwork. (3)
Human Resource management -motivating, disciplining, managing' conflict, staffing
and training (4) Networking - socializing, politicking and interacting with outsiders.
Konrad et al., (2001) conducted a five-country study of Australia Israel, Italy Japan
and the United States and found out that Networking contributed greatly to success of
managers in organizations.

Related Literature

Hunt (1991) posits that an individual manager however talented cannot
posses all the managerial skills that are required for successful operation of a
complex organization. An efficient and effective top management team possesses
complementary managerial skills that are aligned with the organization's strategy
and design that integrates external and internal elements (winter, 2000). Skills are
said to be a strategic asset when they are specific, tacit and highly patterned to align
with the overall organization system (winter 2003). Research on managerial skills
suggests several typologies such as: Katz (1974), identified three types of skills;
technical, human and conceptual. Christensen et al., (1978) suggested managerial
skills which reflect two types of leadership, Taskmasters, mediators, motivators and
leaders should possess human sensitivity and administrative ability, personal leaders
should possess persuasion and articulation skills and architect leaders should possess
creativity skills, intellectual ability and conceptual ability. Castanias and Helfat
(1991) and Bailey and Helfat (2003) identified four types of managerial skills.
(DGeneric skill (2) Sector-related skill. (3) Organization specific skills and (4)
Industry-related skills.

Helfat (1991) posits that generic skills do not produce quasi-rents because
they are easily transferable among users. Industry-related skills may be transferable
across industries which make related products and have similar production
processes. However if combined all four types of managerial skills may generate
Ricardian rents. Proponents of resource based views have tried to link managerial
skills to competitive advantage and rents (Mahoney 1995; Castanias and Helfat
1991; 2001). According to resource based views productive resources may exhibit
differential levels of efficiency (Peteraf, 1993).

Managerial skills differentials may affect firm performance which may intern
generate Ricardian rents. Managerial skills could also be explained in relations to
external environment, size and age of the organization (Burns and Stalker 1979;
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Scott, 1992). Managerial skills determine fit firms and firms that cannot withstand
turbulent environment. Fit firms are in the advantageous competitive position and
achieve above normal performance (ltami and Roehl, 1987). The modern
organizations which are flatter and less hierarchical with fewer levels and more
responsibilities have utilized downsizing and right sizing strategy to reduce cost and
streamline operations. (Allen et al., 2001; Mckinley et al., 2000; Miller 1990; De
Meuse et al., 2004). Due to improved technology which has seen the emergence of
the internet as a major form of communication and e-commerce and a new source of
business opportunities changes have occurred to the way managers perform their
work and to the way they interact with internal and external clients (Wallance 2004).
These changes have brought new challenges to the managers and reasons
managers to seek better communication, co-ordination, improved performance,
team working and trust (Saras et al., 2004; 2005, Zaccaro et al., 2004). Managers
must appreciate their new roles and responsibilities and learn a variety of skills to
perform their job effectively and efficiently (Ahearn et al., 2004; Halbesleben et al.,
2003; Stockdale and Crosby 20004; Wallance 2004; Zaccaro et al., 2004).

Supporting Studies

Studies in organization development interventions, diagnosis of
organizations effectiveness, general managerial skills development have
been conducted by researchers in many countries where organization
development is practiced. Hamark (2000) conducted a study titled
"Personal and Professional qualities, interpersonal values and general
managerial skills of administrators of Cebu City Division: A Correlative
Study'". The study sought to find out if the administrators practice general
managerial skills of human, conceptual and technical as perceived by
themselves and the teachers. Based on the perceptions of the elementary
school teachers on the four administrator’'s attributes namely general
managerial skills, interpersonal values, administrator's behavior and
temperament. There was a low or slight yet significant relationship
between managerial skills and temperament; interpersonal values and
temperament and administrator’s behavior and temperament. She
recommended that an in-service training program is a must in order to
develop the managerial skills of administrators of Cebu City Division.

Pfeffer (1998) proposes that there is evidence demonstrating that
effectively managed people can produce substantially enhanced economic
performance. Pfeffer (1998) in his research extracted a set of seven;
dimensions that seem to characterize most if not all of the systems
producing profits through people. Pfeffer (1998) named them the seven
practices of successful organization such as an employment security,
selective hiring of new personnel, self -managed teams and decentralized
on decision making as the basic principles of organizational design,
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comparatively high compensation contingent on organizational
performance , extensive training , reduced status distinctions and barriers,
including dress, language , office arrangements wage differences across
levels and extensive sharing of financial and performance information
throughout the organization. Pfeffer's findings were that training is an
essential aspect of improved performance and crucial in overall
organizational effectiveness.

Ismael (2001) determined the effects of organization development
interventions in the human resources development program for nursing
service personnel; of the Vicente Sotto Memorial Medical Center. Issues
such as poor communication system, inadequate analysis of personnel
needs, and lack of task groups were the main problems identified by the
respondents. These problems were solved after the intervention scheme
was implemented by the researcher. Another related study to this study was
that which was conducted by Crux (2002). Cruz (2002) made a human-
processual techno-structural diagnosis of Del Monte Philippines. The
human-processual dimensions of the organization such as job description,
recruitment and selection procedures, training and performance appraisal;
promotions, transfers, and separations; management of people; and
personnel department programs were analyzed. The study also diagnosed
the techno-structural aspects of the organization, such as the formal
structure of organization, administrative systems, and formal reward
systems. The study revealed that the interventions created favourable
changes in the organization after implementation.

Gentry, Harries, Bakes and Leslie (2008) in their study managerial
skills what has changed since the late 1980s examined 14,000 managers in
two distinct time periods revealed that many of the skills were similar in
importance for both waves of managers. However, they found out that
communicating information, ideas "and" taking action, making decision,
following through'™ were the most important skills for all managerial
levels. Castanias and Helfat (1991) have posited that managerial skills are
not industry specific, industry related or firm specific because they are
easily transferable among uses.

Conceptual framework

The conceptual model presents the conceptualization of the study based on
the theoretical framework that form the basis of the input of the study, the processing
which is the activities of ODI that conforms to Susmans and Everedes (1978) five
phase action research cycle which was implemented to bring the desired incremental
or quantum change and the expected output of the study that indicate improvement of
changes in behavior and significant positive change in managerial performance.
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Conceptual Model

[mput " Processing

[ > Output

Theories On Activities Results
General Managerial Preliminary diagnosis of the Changes in behavior
Skills problems Improvement of
Action planning steps performance of general
Implementation of ODI managerial skills of Bank
R— - ]
Understanding change through other Executives
people’s eyes by Vicki Scheider
Unfreeze Desired incremental or Quantum Refieeze New Conditions
Change

Figure 1: Conceptual Model
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Schema of the study

STEP 1 STEP 2

Diagnosis Action Planning

Pre ODI Assessment Senior HR managers of KCB and
the researcher plan the

Using a researcher development implementation of ODI to improve

questionnaire administered to 77 general managerial skills

managerial staff and 21 rank and

file employees of KCBB

/

Specify Learning

STEP 3
STEP 5

Action Taking
Implementation of the planned

0ODI, to be conducted over a
period of six months

Computation of the mean is sued
for comparison and t- test in the
pre and post evaluation to
determine the significant
differences of the scores

/

A post assessment will determine
the effects of ODI after its
implementation

STEP 4

Evaluation

Figure 2: Action Research Cycle

The schema of the study or study flow which action conforms to
Susmans and Everedes (1978), action research cycle which follows five
phase cyclical processes was conducted to determine the changes brought
about by the interventions implemented.
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Research problem

The study sought to answer the following questions;

1. What are the profiles of pre and post assessment evaluation on the
ratings of the managers in terms of the following general managerial factors;
1.1 Management of quality, innovation and crisis
1.2 Training, sales and marketing
1.3 Planning and organization
1.4 Human relations
1.5 Structuring organization and delegation
1.6 Controlling and overall operations
1.7 Research and development
1.8 Customer services

2. Are there significant in the pre and post assessment data on the
eight factors?

3. What transformation indicators resulted from the implementation
of the organization development intervention (ODI)?

Organization development interventions

Implementation of organization development interventions was done
using the model “understanding change through other people’s eyes” by:
Vicki Schneider.

This was done to provide insights on what are the importance of
change. To recognize and understand what each person is being ask to give
up no matter how essential in the process of contemplating the change. The
need for a change is obvious and the sacrifices that have to be made are
necessary and reasonable. The Bank executives as trained in June of 2009 at
the of Kenya Commercial Bank Leadership Center Karen this was conducted
by researcher together with KCB Trainers.

Overview: This interactive exercise helps leaders and associates look
at change and its related losses through other people’s eyes, understand
better why people resist change; and develop insights that will lead to a more
sensitive and successful change climate.

158



Materials and methods

The study used a survey research design. The sampling frame was
computed from the list of all managerial staff of KCB branches in Nairobi
County and KCB leadership center in Karen. It was an analytical descriptive
action type research design involving 98 managerial staff that was conducted
at Kenya Commercial Bank Branches in Nairobi and KCB Leadership
Centre at Karen. A situation analysis was conducted by holding meetings
with Senior Managers at KCB head office and at KCB Leadership Centre at
Karen. The study utilized a researcher developed instrument which was
refined after a pilot study. While studies such as Nunnally (1967) posited
that an alpha coefficient equal to or greater than 0.50 is adequate to
determine internal consistency later studies (Nunnally 1978, Kline 1998,
Awino 2007, Ongore 2008) has used Cronbach’s alpha values of 0.70 and
above. The researcher concur with these later studies and used a cut-off of
0.70 to ensure all measurements attained a high degree of reliability. A
content validity index of 0.83 was obtained; this was judged to be acceptable,
as it is more than the 0.70 value recommended minimum (Wynd et al.,
2003). The Cronbach’s alpha reliability index was 0.81, also deemed
acceptable in comparison with the 0.70 recommended minimum (Santos,
1999). Action planning was done by implementing planned intervention
schedule, interventions covered eight factors of general managerial Skills.
Data was analyzed using mean rating and t-test was done to determine the
significant differences between Pre-and post intervention assessment.

Statement of the null hypothesis
This study was tested with 0.05 Alpha Level of significance:
Ho: There is no significant difference between the pre and post assessment
data on the degree of performance by the bank executives of Kenya
Commercial Bank Ltd in terms of the following general managerial skills
factors:
Management of quality, innovation and crisis
Training, sales and marketing
Planning and organization
Human relations
Structuring organization and delegation
Controlling and overall operations
Research and development
Customer services

S@ o oo o

159



Results

This study revealed that there were significant increases of the mean scores
in the post assessment evaluation in general Managerial Skills from (u
2.816) to (i 3.959) that is from good to very good.

The table below represents the pre and post assessment mean rating on
General Managerial Skills.

Table 1
The Pre and Post mean Values of the Items in General Managerial Skills Before and After
oDl
Items Before ODI After ODI Mean
Difference
Mean Interpretation Mean Interpretation
Management 3.100 Good 4.786 Excellent 1.686
of quality,
innovation and
crisis
Training, sales 3.252 Good 3.980 Very good 0.728
and marketing
Planning and 2.853 Good 3.987 Very good 1.137
organizing
Human 2.644 Good 3.678 Very good 1.034
relations
Structuring the 2.759 Good 4.010 Very good 1.257
organization
and delegation
Controlling 2971 Good 3.890 Very good 0.919
and overall
operation
Research and 2.202 Good 3.122 Good 0.920
development
Customer 2.746 Good 4.222 Excellent 2.02
services
AVERAGE 2.816 Good 3.959 Very good 1.143

The table shows that general managerial skills improved from 2.816
which is good to very good with an average mean of 3.959 after intervention.
The results show that Vicki Schneider’s activity in improving understanding
change through other people’s eyes improved the managerial skills of the
bank executives. The activity improved the participants way of looking at
change and its related losses, understand why they and other resist change and
helped develop insights that led to a more sensitive and successful change climate.
The intervention improved the participants understanding the real expectations in the
transformation process, the desired direction of the initiative and the improved their
involvement in the transformation process. In the areas of management of quality
innovation and crisis mean score increased from 3.100 to 4.786 and customer
services increased 2.746 to 4.222 they improved from good to excellent. Training,
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sale and marketing increased from 3.252 to 3.980, planning and organizing
increased from 2.833 to 3.987, Human-relations increased from 2.646 to 3.678,
structuring the organizational and delegation increased from 2,759 to 4.010 while
controlling and overall operation increased from 3.971 to 3.890. All these factors
improved from good to very good. In research and development the increase was
marginal as it increased from 2.202 which was fair to 3.122 which was good. This
area requires to be given special consideration in the five year development plan and

more funds should be allocated to research and development.
Table 2
The table below presents the comparison of the significant difference between the Pre and Post
Assessment Computed t VValue of General Managerial Skills.

Items Mean Mean Computed Decision on Interpretation
Before ODI  After ODI  T-Value Ho

General 2.816 3.959 5.149 Reject Significant

managerial Ho

skills

NB: Critical value of t is 1.960 at 0.05 Level of Significance

With a computed t value of 5.149, with a critical value of 1.960, at 0.05 level
of significance the null hypothesis is rejected, therefore there is significant difference
between the pre and post assessment value of general managerial skills. Meaning,
there is improvement Management of quality, innovation and crisis, Training,
sales and marketing, Planning and organizing, Human relations. Structuring
the organization and delegation, Customer services, Research and
development and Controlling and overall operation.

Discussion of results

The appreciation of Managerial Skills and responsibilities are critical to
every manager in all Organizations of work. In this study the mean on
general managerial skills increased from (p2.816) to (p3.959) which was an
improvement from good during pre-intervention to very good after the
intervention, the intervention improved the managerial staffs way of looking
at change and other related issues. Bank executives were able to apply
managerial skills to solve routine employee problems and customer
complaints.

The research relates these findings of this study to Robbins & Judge
(2007) who posits that it is essential for a manager to possess conceptual,
technical and human skills. The researcher also relates the finding of this
study to Katz (1974) who recommends that top management of every
Organization required conceptual skills because their primary responsibilities
are planning and organizing while technical skills are most important in the
lower or first line management but human skills are important for managers
at all levels. The researcher also relates the findings of this study to Hill and
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Pullen (2001) who states that effective communication between managers
and subordinates should be considered vital component. The researcher also
relates the findings of this study to Gupta (1993) who posits that customer
defines the business of any enterprise including a bank. Findings on
promoting team work have been collaborated by the researcher to
Berger(1998) who posits that where people are used to working in teams and
putting premium on' consensus, syndicate work will enable them reach to a
collective view, quality result and to a strong commitment.

Conclusion of the study

The mean on general managerial skills increased from 2.816 to 3.959
which was an improvement from good during pre-intervention to very good
after the intervention. The intervention improved the managerial staff's way
of looking at change and other related issues. Bank executives are able to
apply managerial skills to solve routine employee and customer complaints.

The Organization Development Interventions implemented were
successful in improving the managerial skills in Kenya Commercial Bank as
reflected in the significant increases of the mean assessment values after
intervention. The Organization Development Interventions yields a positive
change in all the managerial skills of the bank executives of Kenya
Commercial Bank Limited (KCB).

The researcher recommends that organizations should organize
training programs for internalization of vision, mission, core values, roles
and responsibility for middle managers and supervisors so that they have a
sense of ownership for respective branches and also impact those values to
their junior staff. Organizations should also conduct strategic change
management behavioral training to all their senior managers.
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Abstract

Global economy requires solutions to be sustained efficiently and
effectively as figures and facts have been giving daily evidences since
several years now. Present paper focalizes on the solid —even though latent-
tie between global economics and local forces. They are actually clashing in
a titanic effort to lead the world sustainability, whilst present educated
question narrows on clashing forces or merging forces? Starting from a
comparative study of three Asiatic Countries, India, China and Japan, it
shapes on a mixed confrontation between old and new economies, fast and
slow growing, traditional and innovative cultures, ancient and recent state
systems, high and low cultural contextualization, in the effort to spot how
forces in action and opposition and influencing the actual state of globalizing
processes might be called to sustain it, if properly studied and adopted.
Hypothesis is that globalization should care of physioeconomics in action
under cultural, anthropological and environmental point of view in order to
develop a sustainable model for business development. Phenomena of
physioeconomics is observed from different angles, and in different
environments during its historical evolution, which are both physical and
anthropological ones and offer as a main findings a model of comparative
table between Countries to develop a global strategy of development.

Keywords: Globalization, Physioeconomics, Far-Eastern Asian Society,
Comparative Study

Introduction: Definition of the Three Environments

Since three decades scholars have been studying how local
phenomena clash with the global society, influencing specific economic
behaviors (Levitt, 1972). Actually, present paper focalizes on three socio-
economic aspects, which are methodologically explained as the physical
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environment (the Countries), theoretical environment (the Globalization
phenomena) and research environment (Physioeconomics). The expected
outcome is the understanding of how Globalization is linked with the
physioeconomical instances (Parker 2000; Scaini 2012; Scaini 2015%; Scaini
& Navarra 2015%) in a certain environment, and can be managed through the
study of those aspects actually latently in action (Hirts & Thompson 1992;
Lynch 1998).There are in fact specific problems bonding globalization and
physioeconomical issues.

First Environment: Physical. The first environment or field of study
is physical, meaning the three Countries under examination and
experimentation. Actually, there are specific situations, which can be found
easily in Asia, which are fostering or hindering the process way down to
success of the global theory, and at least these Countries appear likewise
eligible of a deeper analysis (Nakamura 1964): China, India and Japan
represent now the practical field of study and offer interesting situations
overlapping and crossing together in order to create a most peculiar warp.
Japan is picked from a bucket of mature economies being actually the only
Asian Country mature but yet with very strong physioeconomical aspects
influencing its economy and international relationship (Mishima 2008";
Smith 1985). China is representing nowadays the very target market for the
world economy and business relationships, calling itself the real pivot of the
world economic development and quite a globalized nation (Guthrie 2012),
despite different unique conditions making it similar or very differing both
from Japan and India (Rambourg 2014). As just mentioned, last taken from
the bucket of Asian nations is India, offering a very high cultural context
next to developing economies, surely at a slower rate than Chinese one, but
longer lasting and with some very specific physioeconomical aspects such as
religious issues, theorized over a century ago (Weber 1904-05; 1906) and yet
very actual, especially in a global contextualization (Dipankar 2000;
Vindhya 2003).

Second Environment: Theoretical. The theoretical environment is
represented by the Globalization processes and its constant clash against
local traditions, cultures, social behaviors and conventions (Hist& Thompson
1992) and by its dynamic balance due to different forces in constant and yet
irregular action (Stiglitz 2007). The theoretical problem of globalization is
studied under the point of view of which latent and invisible forces are really
acting against the dynamic process of homologation and requiring an always
stronger action of adaptation to specific contexts (Lynch 1998).

Third Environment: Research. Physioeconomics have been always in
action, affecting regular economy (Parker 2000) and business (Foegel 1994)
in a very visible or hidden way. The very vary and unpredictable effects of
ambience, religious instances, anthropology (in form of culture, tradition,
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ethnics, Parker 1997% %) are actually influencing business operations as well
as forming the specific situation in which business operations are puzzled for
a solution. Main issues observed by present paper, representing as well a
future improvement of integration with other forces and more consequences
observable, is the effect of endemic culture (highly and lowly contextualized,
(Nishimura, Nevgi &Tella 2008),ethnics (Parker 1997%)as well as forms of
mono-cultural ethnical and religious membership (Harris 2001; Nakamura
1964) in the global issues and how the reaction of the very Asian stimulated
background is. Eventually, crossing the environments it is notable a table
with relevant issues and a perspective use of it, offered as one among the
main findings.

Question: Clashing Forces or Merging Forces?

The main theoretical problem, now approached from the practical
point of view of physioeconomics and practically influencing the
development of business in chosen Country, lies in the possibility of being
aware of how specific issues operate in a specific environment and using
such instances to avoid a clash and learning how to adopt them into specific
strategies of progress: this is intended in order to create a very adaptable
model for the sustainability of a global economy. Asian framework is
considered likewise exemplificative about how physioeconomics influence
both in active or passive way the socio-economic life of people (or, citizens)
due to influence of hidden forces, yet surely known. An “active influence” is
considered here and after when deliberate actions are taken by a Govern or
by any actor to use physioeconomical issues in order to generate some effect,
which may potentially clash with or foster globalization instances. A
“passive influence” is considered here a likewise genuine or artificial
phenomenon that generate as a direct consequence a situation, which is
notable but yet to be investigated to be understood, and which could both
oppose or foster some globalization. Actually, every physioeconomics could
be used in both ways and a direct and some solid and consistently empirical
observation of phenomena gives evidences.

Ethnical Instances: Chinese governs in last 40 years used a fake and
illusory ethnic instance (non genuine) to create a national idea, unknown
before, merging different culture (58) under a pre-constructed idea of
Chinese nationalism (Bakken 2000; Greenhalgh&Winckler 2005; Rambourg
2014). A similar phenomenon, eventually more genuine, is the ethnic
membership with a unique group of the 98% of Japanese population
(Mishima 2008%). Such instance in Japan is a really hybrid one, being a
genuine, but early adopted and reinforced for good measure by different
political forces along the last century to build the sense of a Japanese Nation
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from an original Yamato Nation (Doak 2001), and can be spotted in different
aspect of life in Japan (Smith 1985).

Religious Instances: A comparative analysis of China and India can
be pursued in terms of influence of religious instances on politics, socials
and slightly on economics (Chandler, Steinberg et al. 1987). Basically the
religious instance, derived from very original studies (Weber, 1904-05;
1906; Parker 1997 * %) is affecting the social behavior of broad groups of
people (Harris 2001), to make them really “nations” (in the meaning of tribes
and closed huge groups) even artificially (McCleary&Barro 2006). Religion
can be spotted also as an effective form of resistance to globalization
(Johnston 2012; Wessel 2009), and sometime as an opposition to or foster of
Pan-Asianism movement (seen like a form globalizing artificial movement)
or even national ideas (Saaler & Koschmann 2007). Castes in India derivate
from a very traditional religious idea and local beliefs gathered into the
Hinduism (Dipankar 2000), eventually resumed to make up a new
bureaucracy. As proofed by scholars, religion is one of those genuine forces
used, misused or even abused to obtain a very political or even economical
effect: for example in China (Guthrie 2012), in Japan (Smith 1985). In India
the phenomenon is way down to a very broad relevance being strongly
inherited into social psychology (Sheth 1999; Vindhya 2003).

Cultural Instances: curiously, there is no direct link between level of
contextualization and level of globalization, despite what is trivially
believed. Following Copeland & Griggs (1986), some among the most
globalized Countries in the world are actually low contextual cultural ones,
such as English, German and American), but some high context culture is as
open to global phenomena as the previous ones (Latin America, Southern
Europe — France, Italy -, China, India). Sure the understanding of ties
between cultural context as physioeconomial consequence and level of
globalization is an interesting future improvement. Reason lies apparently in
how the local forces were able to be merged in a broad context better than to
clash against it, keeping themself, better than fading away, becoming a part
of the whole context. Counting on the three target Countries, it is basically
possible to say that Japan isn’t very globalization-friendly, while China and
India are, but all of three have a strong cultural heritage entered into the vast
global phenomena flourishing worldwide. From the other hand, some high
context Country is making a strong opposition to Global phenomena, as it is
expectable (Russia, Arab Countries and Japan), offering a relevant and
consistent preservation of their endemic culture, and some low context
Country is offering resistance as well, in a some uncommon way (the
southern United States, and Germany or Finland in some specific field, like
business models, Nishimura, Nevgi, &Tella 2008). China offers a specific
natural model of modelling globalization, being itself a very world, with
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strong inner-spective and very controlled outer-spective, able to pick specific
physioeconomical aspects and to use them to make a national idea, which is
larger enough to be mentioned like a global one (Greenhalgh & Winckler
2005).

Hypothesis: Comparing Physioeconomical Forces in three Asian
Countries

Hypothesis, supported by some solid scholars’ research and a
theoretic comparative analysis between the three target Countries, suggests
that physioeconomics can efficiently influence the socio-economic
environment, both in a positive or negative way and genuinely or being
misused artificially in order to reach a predefined goal. What is also under
investigation is whether such forms of influence might be predictable or not.
Such artificial use makes physioeconomics able to be adopted as a practical
tool of business and economic operations support, and beside that makes
them needing an exploration and understanding, in order to avoid dangerous
hinds. A perspective empirical analysis can be built on the basis of present
research, and future improvements are expected, adopting a similar scheme
in order to understand active and passive forces and help business and
economic development both in a highly or low globalized environment.
Basically, for those business operations focalized on a consistent adaptation
to specific environments, understanding physioeconomics forces involved in
a specific market is just mandatory for a successful integration and
adaptation. Fact is that a predominant globalization and broad
standardization level of operations is arguably evident, as far as today, and
since it is assumed how physioeconomics have been affecting economic and
social outcomes since decades, present hypothesis is proofing empirically:

. which physioeconomical forces have to be considered: not all of them
are equally affecting or present in each environment;

o how they act (positive or negative influence): not all are genuine,
some has a perceptive artificial construction;

. the outcome on the final development of an environment;

. different outcomes linking same physioeconomical instances together

in a different environment.

Paper is hypothesizing that physioeconomical issues clash with
globalization urgencies when bypassed, or left unnoticed or treated in a
trivial and superficial way, whilst they should be explored not in a mere
theoretical way, but in their possible final outcome. Moreover the influence
on social behavior should be deeply explored and understood, since, as it is
proofed, same forces in different environments result in different outcomes
for business, economic and social development.
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Countrie China Japan India
S
Factors VS - Pro VS - Pro Vs - Pro
Geograp Huge Late Isolation  Concentrati Huge Urbanizati
hy Territory  Urbanizatio on territory on
n Urbanizatio
n
Culture Cultural ~ Commercia High Yamato High Commerci
areas | tradition context Nation context  al tradition
High huge (superiority
context linguistic
areas
Religion  Traditiona Communist Shinto, Buddhism  Polytheis  Buddhism
I religions Atheism, endemic m, castes
Buddhism religion
Ethnics 58 main Artificial 98% Mono  Different
ethnicities sense of ethnic ethnicitie
Chinese S
nationalism
Social Closed Emigration Strong Weak and
Behavior communiti  Emulation social late sense
es conventio of nation
outbound ns,
nationalis
m
Individu Low being part Auto
al individualis of family, realization
Behavior m, tribes, , Creative
communis company thinking
m group
culture

Table 1: Comparative analysis of Physioeconomics in three different Asian environments

Legenda
VS and PRO represents here which physioeconomics and how are

acting in an environment, hindering or fostering “something” (here,
globalization). Geography represents all those aspects linked to the physical
aspect of a Country, such as weather and climate territory, physic
conformation (Foegel, 1994). Culture concerns mainly human and cultural
aspects, but for any ethnic one (Copeland & Griggs 1986; Parker 1997%).
Religion defines how religious instances might have influenced or have been
influencing social and economic life in an environment (Harris 1985; Weber
1904-05; 1906; Parker 1997°%). Ethnics regard the anthropological physical
and perceived aspects of a nation (Parker 1997%). Social behavior is basically
the outcome of most of Physioeconomics which have already deeply affected
a behavior of nations, tribes, groups of people, or human environments,
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whilst Individual one regards the single attitude toward something,
regardless to what a special belief says (in a Country “smoking” might have
a very bad perception, but anyway who smokes, do it in a very specific way;
Nakamura 1964).

Findings, Conclusions and Actual Limitations

Actually present paper counting on a solid and robust implant of
scholarly proofed theories, gives evidences of very latent but nevertheless
strong problems linked with development business and state of sustainability
of economics and socials, focalizing on Asia. Such problems are affected by
underestimated physioeconomics, influencing environments and can be
treatened as actual in western Countries as well. Actually, in most
environments local forces and globalization forces are clashing, and it is the
surface of the iceberg, in fact there is a submerged reality where it is notable
how such forces are merging together and local physioeconomics are instead
fostering the globalization and standardization processes, even in high
context Countries. Such foster is really pulled into the environment by
unnoticed phenomena or even phenomena which were really built
artificially, maybe with different purposes. Anyway, in the end of the day
they have been working effectively to support global strategies. Three cases
compared proofed how the same physioeconomical phenomena could have
different evolutions and opposite outcomes, as well as different evolutions or
different phenomena could have leaded to same results in different
environments. The findings do not concern any tool to make business more
predictable, but they enlighten on the theoretical need of research, analysis
and eventually comprehension of specific physioeconomics in order to
understand how to merge them into a global context without hard clashes,
but in order to allow a soft passage from local isolated environmental
identities to local globalized environmental identities. Key words appear like
"globalizing the environmental experience”.

Physioeconomics and Globalization processes clash because there is
no acknowledgement about how merging them together and no aspect of
study of single instances and perspective of the developing phenomena, even
though, as proofed, there is serious robust research behind this
phenomenology.

Actual limitations, eventually linked to recommended future
improvements, concern a future deeper study of single physioeconomical
instances and a quantitate research and measurement of such forces, adopting
a tool of measure (Scaini 2015%). Again, the possible connections between
the level of contextualization of culture in chosen three markets and level of
globalization is another possible improvement. Moreover it will be
interesting to adopt a research based on quantitative method to investigate
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furtherly the perception of physioeconomical instances of the people in the
environment and to acknowledge the level of consciousness of such
phenomena.
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VISEGRAD MEETS VISEGRAD:
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Abstract

Enlargements of the European Union (EU) over the recent decade
have not just expanded its territory or increased the headcount of its Single
Market; by almost doubling the number of its Member States (MSs) the EU
faces multifaceted implications beyond any doubt. Having been challenged
by multiple transformation, the Central and East European Countries
(CEECs) assumed their rights just like obligations associated with EU
membership upon completion of transitional periods intended to allow for as
much asmooth integration process as possible. Accession to the EU
reinforced their prestige internationally to the extent of intensity of their
participation (i.e. in terms of “mere* EU membership, or even complemented
by a single currency in the Euro Area, and/or single external EU border in
the Schengen Area). Gradually, they aspire to maximise their inward
financial flow from the common EU budget while simultaneously “catching
up“ with the “Western* degree of political and economic development; post-
Cold-war democracies increasingly engage in institutional representation,
coalition building and pursuit of own interests amidst the EU arena, too. In
this respect we streamline our focus to the Western Balkans and the shaping
concept of the so-called Western Balkans Six with the aim to hint prospects
of cooperation inspired by the Visegrad Group alias the Visegrad Four (V4).

Key Words: European integration, European Union enlargement,
Visegrad®’, Visegrad Four, Western Balkans Six
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PREREQUISITE FOR AGENDA-SHAPING IN TERMS OF THE NETHERLANDS — SLOVAKIA — MALTA
(2016 —2017) PRESIDENCY TROIKA, supervised by Assoc. Prof. Dr. Denisa Ciderova.
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Introduction

“In everyday usage the word ““integration” denotes the bringing
together of parts into a whole. In the economic literature the term “economic
integration” does not have such a clear-cut meaning. Some authors include
social integration in the concept, others subsume different forms of
international cooperation under this heading, and the argument has also
been advanced that the mere existence of trade relations between
independent national economies is a sign of integration.”

Bela Balassa (1961) in Nelsen, Brent F. - Stubb, Alexander (eds.).
The European Union — Readings on the Theory and Practice of European
Integration (3" ed. — comprehensively revised and updated). Basingstoke:
Palgrave Macmillan, 2003, p. 180.

European integration theories® drawing on related disciplines such as
political sciences, international relations, economics, sociology, etc., are
further formulated in the framework of the so-called European (integration)
studies exploring political, legal, economic, social, etc. aspects of the
European integration process — in the context of methodological pluralism
M. Eilstrup-Sangiovanni states that “[n]o single method or approach is
likely to lead, on its own, to a complete understanding of the European
integration process”? — alongside real-life developments. As a matter of fact,
the 1990s witnessing “centrifugal” disintegration of a number of federal
statehoods in Central and Eastern Europe marked parallel “centripetal”
attempts of now-independent successor states for (European) integration.
Following the (geo-)political commitment of the EU MSs vis-a-vis Central
and Eastern Europe, the reality of its “catching-up” in (geo-)economic terms
fostered progressive engagement of CEECs in the respective stages of
economic integration as defined by B. Balassa'®. Interdependence*

® Hungary

" Bosnia and Herzegovina

® For realist, intergovernmentalist, and institutionalist approaches; neo-functionalism and
supranational governance; constructivist perspectives; sociological perspectives on
European integration; multilevel governance see Jones, Erik - Menon, Anand - Weatherill,
Stephen (eds.). The Oxford Handbook of the European Union. Oxford: Oxford University
Press, 2012, pp. 3-75.

° Eilstrup-Sangiovanni, Mette (ed.). Debates on European Integration — A Reader.
Basingstoke: Palgrave, 2006, p. 466f.

%in chronological order: “Declaration on Co-operation Between the Republic of Poland,
the Czechoslovak Federal Republic and the Republic of Hungary on the Path for Advancing
Towards European Integration” (15 February 1991) alias international (Visegrad Group)
cooperation; “Agreement Establishing the Customs Union Between the Czech Republic and
the Slovak Republic” (29 October 1992) alias customs union; the Central European Free
Trade Agreement (21 December 1992) alias free trade area

' originally a catchword of the 1970s
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intensified, as J. Pelkmans puts it: “The splitting up of Czechoslovakia in
1993, while keeping a customs union between the Czech Republic and
Slovakia, is a dramatic example of how ‘deep’ economic interdependence
gradually becomes with the highest stages of economic integration and how
costly disentanglement can be”*2.

M. Dangerfield phased out stages of Visegrad Group development as
Visegrad I-111 and the Central European Free Trade Agreement
(CEFTA). In its initial phase®® (prior to 1993) Visegrad | experienced
multifaceted transformation, including formation of the Czech Republic and
the Slovak Republic as a result of the disintegration of Czechoslovakia. The
so-called CEFTA era (1993-1998) and the Visegrad Il (1998-2004) years
were targeted firstly on follow-up transition from federal to independent
statehood in the case of the Czech Republic and Slovakia (e.g. in currency
terms), and secondly, on compliance with the acquis communautaire driven
by the prospect of joining the EU. Following the 2004 EU accession of V4
countries, the Visegrad 11l phase (since 2004) has been marked by more
structuralised interaction and perceived by other regional groupings as an
inspirational role model of cooperation.*®

Yet, the pre-accession period was characterised by intensive rivalry
among candidates for EU membership - including the V4 countries
originally split into two rounds of accession negotiations. Despite the fact
that EU accession talks with Slovakia were launched two years after they had
been initiated with the Czech Republic, Hungary and Poland in 1998, terms
and conditions of enlarging the Union to all ten 2004 “New® MSs” were
anchored in a single Accession Treaty signed in Athens in 2003. In the same
year, the so-called EU perspective for the Western Balkans was reiterated at
the Thessaloniki European Council (Annex 1).

“Concernant les pays d’Europe du Sud-Est, ’lUE met en place, dés
novembre 2000, un outil de préadhésion : I’Accord de stabilisation et
d’association (ASA)*". Il s’agit d’aider les pays concernés a se réformer, & la
fois économiquement et politiquement, en prenant en compte leur situation
spécifique d’instabilité suite aux guerres. [...] La mise en place des ASA

12 pelkmans, Jacques. European Integration — Methods and Economic Analysis. Essex:
Financial Times Prentice Hall, 2006, p. 11.

13 alias V3 specified in Annex 1

14 alias V4 specified in Annex 1

> see also Fawn, Rick. Visegrad: Fit for purpose? In Communist and Post-Communist
Studies. Vol. 46, 2013. ISSN 0967-067X, p. 348.

16 Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia
and Slovenia

17 Stabilisation and Association Agreement (SAA)
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était un geste fort pour affirmer la vocation européenne de ces Etats.
Toutefois, elle suggérait que I’intégration des Balkans occidentaux se ferait
de maniére différenciée, pays par pays, et non de maniére globale, créant
une concurrence de fait entre ces pays. Le pari de I’UE était de considerer
que I’exemple des « bons éleves » les plus avancés vers I’adhésion pourrait
servir d’émulateur politique pour les pays moins avances.“

Cattaruzza, Amaél - Sintes, Pierre. Atlas géopolitique des Balkans —
Un autre visage de I’Europe. Paris: Editions Autrement, 2012, p. 69.

In an earlier paper'® we indicated the group of candidate countries
for EU membership as the one comprising the former Yugoslav Republic of
Macedonia (FYROM), Iceland, Montenegro, Serbia, and Turkey, whereas
Albania, Bosnia and Herzegovina, and Kosovo under UNSCR 1244/99 (in
line with the ICJ Opinion on the Kosovo declaration of independence)
represented the so-called potential candidates. However, Albania succeeded
to “upgrade” its status to a candidate country, and Iceland “requested not to
be regarded as a candidate country”*®, since. Now, we streamline our focus
in a comparative perspective to the Western Balkans and the shaping concept
of the so-called Western Balkans Six (WB6) with the aim to hint prospects of
cooperation inspired by the Visegrad Four.

“FYROM trilogy” as an intermezzo between the 2004 and 2007 EU
enlargement rounds

“Montenegro’s proposal for a Western Balkans Six grouping
(bringing together Albania, Bosnia and Herzegovina, the former Yugoslav
Republic of Macedonia, Kosovo, Montenegro and Serbia) is a constructive
initiative, drawing on the positive experience of the Visegrad Four. It is
important that such initiatives are complementary and add value to existing
arrangements, and that they are regionally owned and driven. Active
participation in the Danube and the [...] Adriatic-lonian macro-regional
strategies can also support economic and social development and promote
EU integration.*

European Commission. Enlargement Strategy and Main Challenges
2013-2014. Brussels, 16 October 2013, COM(2013) 700 final, p. 13.

The 2006 so-called renewed consensus on enlargement emphasised
that the forthcoming EU enlargement rounds would rest on three central
aspects: consolidation’; conditionality®:; and communication?. Prospective

18 Ciderova Denisa - Repasova Vladimira. Geo-heterogeneity in the Context of the EU. In
European Scientific Journal. Vol. 9, No. 25, 2013, pp. 1-22. ISSN 1857-7881 (print), 1857-
7431 (online).

9 European Commission website (Enlargement):
http://ec.europa.eu/enlargement/countries/check-current-status/index_en.htm

% as post-2004-enlargement consolidation in the EU

179


http://ec.europa.eu/enlargement/countries/check-current-status/index_en.htm

accession of twelve CEECs and Turkey to the EU spread into three intervals:
eight CEECs® together with two Mediterranean countries entering in 2004;
two CEECs? joining them in the EU in 2007; and, Turkey negotiating its
membership in the EU in the position of a candidate country. Another then-
a-candidate country — Croatia — stretched the EU further into the Balkans
region when becoming a “New MS” in 2013; yet, another then-a-candidate
country — the former Yugoslav Republic of Macedonia — has been expecting
launch of its EU accession talks since the Commission’s 2009 proposal on
passage to the second stage of the association in terms of the SAA. FYROM
applied for EU membership in 2004, was granted candidate country status in
the following year, and witnessed the so-called European Partnership a year
later. Thus, such “trilogy” occurring as an intermezzo between the 2004 and
2007 EU enlargement rounds (further reinforced through FYROM’s 2008
so-called Accession Partnership) seemed to be promising an early prospect
of a “New MS”. Nonetheless, FYROM has been prevented from being
engaged in EU accession negotiations in the context of the so-called “name
issue” and the related Council’s position, as the Commission puts it: “It
remains essential that decisive steps are taken towards resolving the ‘name
issue’ with Greece. The failure of the parties to this dispute to reach a
compromise after 19 years of UN-mediated talks is having a direct and
adverse impact on the country’s European aspirations. Resolute action is
required, as well as proactive support from EU leaders. The Commission
recalls its view that, if the screening and the Council discussions on the
negotiating framework were under way, the necessary momentum could have
been created which would have supported finding a negotiated and mutually
accepted solution to the name issue even before negotiating chapters were
opened.”% Both, the case of the former Yugoslav Republic of Macedonia

2! 3s persistent post-2004-enlargement conditionality

%2 as ongoing communication: “For their part, Member States, together with the EU
institutions, should lead an informed debate on the political, economic and social impact of
enlargement policy”, the European Commission claims (European Commission.
Enlargement Strategy and Main Challenges 2014-2015. Brussels, 8 October 2014,
COM(2014) 700 final, p. 1).

% see footnote 12

2 see footnote 12

% Bulgaria and Romania

% European Commission. Enlargement Strategy and Main Challenges 2014-2015. Brussels,
8 October 2014, COM(2014) 700 final, p. 23; in this respect the General Affairs Council
pursued its view at the meeting in Brussels on 16 December 2014 (Council of the European
Union. Council conclusions on Enlargement and Stabilisation and Association Process.
Brussels, 16 December 2014, p. 9) as follows: “With a view to a possible decision of the
European Council to open accession negotiations with the former Yugoslav Republic of
Macedonia, the Council will revert to the issue anytime in 2015, on the basis of an update by
the Commission on implementation of reforms, including in the context of the High Level
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(alias FYROM), and the case of Kosovo under UNSCR 1244/1999 (in line
with the ICJ Opinion on the Kosovo declaration of independence) have been
closely linked to the United Nations. Due to the fact that accession of CEECs
to the EU was not compatible with their continuous participation in CEFTA
(as if “CEFTA 1.0”)?, transformation of the latter to the so-called CEFTA
2006 (as if “CEFTA 2.0”)?® stretched it to South-Eastern European (SEE)
countries including Kosovo (UNSCR 1244/1999) as illustrated in Figure 1
below. Albeit acknowledging engagement of the respective depicted
countries in a number of international organisations® and initiatives™, we
zoom-in our attention to potential “lowest common denominators” resulting
from involvement in overlapping forms of cooperation with full (CEFTA
2006), major (CEI, EUSAIR), minor (UfM, EUSDR) and individual (BSEC)
participation.®

Fig 1 Visualisation of the context of cooperation: focus on the Visegrad Four and the
Western Balkans Six

Accession Dialogue, and on tangible steps taken to promote good neighbourly relations and
to reach a negotiated and mutually accepted solution to the name issue.”

27 Ciderova, Denisa - Dionizi, Brikene. EU Accession Experience and Perspectives: The
Case of Slovakia and Kosovo (UNSCR 1244/1999). In Hoti, A. - Kosir, I. (eds.), European
Perspectives of the Western Balkans countries 1., Kosovo (UNSCR 1244/1999), 2015 (in
press)

%8 (Ciderova, Denisa - Dionizi, Brikene. EU Accession Experience and Perspectives: The
Case of Slovakia and Kosovo (UNSCR 1244/1999). In Hoti, A. - Kosir, 1. (eds.), European
Perspectives of the Western Balkans countries 1., Kosovo (UNSCR 1244/1999), 2015 (in
press)

% such as the UN, the Council of Europe, the OSCE

% such as the South-East European Cooperation Process

1 Analogically to the V4 region, the Western Balkans region is involved in two macro-
regional strategies of the EU, namely the EUSBSR (addressing e.g. deterioration of the
environmental state of the Baltic Sea) and the EUSDR (responding to e.g. unused potential
for improved navigability and water quality for an attractive Danube Region) in the case of
the first, while the EUSDR and the EUSAIR (referring to e.g. economic, social and
environmental diversity and fragmentation in the Adriatic and lonian Region) in the case of
the latter (European Commission. Report from the Commission to the European Parliament,
the Council, the European Economic and Social Committee and the Committee of the
Regions concerning the governance of macro-regional strategies. Brussels, 20 May 2014,
COM(2014) 284 final, p. 2).
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Legend: AL — Albania; AM — Armenia; AT — Austria; AZ — Azerbaijan; BA — Bosnia and
Herzegovina; BG — Bulgaria; BSEC — Organization of the Black Sea Economic
Cooperation; BSS — Black Sea Synergy; BY — Belarus; CEFTA 2006 — Central European
Free Trade Agreement; CEIl — Central European Initiative; CY — Cyprus; CZ — Czech
Republic; DE — Germany; DZ — Algeria; EG — Egypt; EL — Greece; EUSAIR — EU Strategy
for the Adriatic and lonian Region; EUSBSR - EU Strategy for the Baltic Sea Region;
EUSDR - EU Strategy for the Danube Region; EU28 — European Union; GE — Georgia; HR
— Croatia; HU — Hungary; IL — Israel; IT — Italy; JO — Jordan; LB — Lebanon; MA -
Morocco; MC — Monaco; MD — Moldova; ME — Montenegro; MK — the former Yugoslav
Republic of Macedonia; MR — Mauretania; MT — Malta; NO — Norway; PL — Poland; PS —
Palestinian Authority; RO — Romania; RS — Serbia; RU — Russian Federation; SI — Slovenia;
SK - Slovak Republic; SY — Syria; TN — Tunisia; TR — Turkey; UA — Ukraine; V4 —
Visegrad Four; WB6 — Western Balkans Six; XK — Kosovo under UNSCR 1244/1999.
Source: Authors.

As both consolidation (the EU** & the Western Balkans®®) and
conditionality (the Western Balkans** & the EU®) remain an imperative,
reflection of hard and soft data will follow next.

%2 in the context of the global economic crisis
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Visegrad Four and Western Balkans Six: Focus on hard data
The period of 2011-2014, including a forecast for 2015 and 2016, has
witnessed declines as well as regaining strength in terms of GDP growth

(Figure 2a) for both the V4 and the WB6 regions.

Fig 2a GDP growth in % (2011 — 2016f)
6% 7

5%
—&-Hu

\ / — — +PL
| “‘\\/ P> /://:’:’:}ﬂ o
1% o \ %//’ ME
o N7/, "

2011 \%}/ 2 2014 2015f 2016f AL

BA

4%

3% 1

1% A

-2%
XK

3% -
Source: European Commission. Spring 2015 European Economic Forecast. In European
Economy. No. 2, European Commission, Brussels, May 2015; European Commission. EU
Candidate & Potential Candidate Countries' Economic Quarterly (CCEQ) 2nd Quarter 2015.
European Economy — Technical Paper. No. 002, July 2015.

Major drop in GDP growth (in %) was recorded in 2012 in most
countries, but had a particularly severe impact in Hungary (-3.3pp) within
the V4, and in Montenegro (-5.7pp) among the WB6 participants. Although
2013 proved to be a year of recovery for most countries (with the exception
of Poland and Serbia), the 2016 forecast expects Slovakia and Albania to
recover the most in comparison to the year 2011. Forecasts for 2015 and
2016 do not cover Bosnia and Herzegovina, and Kosovo under UNSCR
1244/1999; still, data available imply modest, but stronger recovery in
Bosnia and Herzegovina. Although GDP growth implies similarities between
the V4 and the WB6, one cannot claim the same in the case of the
unemployment rate (Figure 2b).

Fig 2b Unemployment rate in % (2011 — 2016f)

% in the context of the global economic crisis
* in the context of the European Union membership
% in the context of the Euro Area membership
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Source: European Commission. Spring 2015 European Economic Forecast. In European
Economy. No. 2, European Commission, Brussels, May 2015; European Commission. EU
Candidate & Potential Candidate Countries' Economic Quarterly (CCEQ) 2nd Quarter 2015.

European Economy — Technical Paper. No. 002, July 2015.

Within the V4, Slovakia is the one most concerned with joblessness;

nevertheless, the 2016 forecast expects a decline of the unemployment rate
(when compared to the initial 2011 level) of 5pp and 2.9pp for Hungary and
Slovakia, respectively. One must conclude that the situation in the WB6
region regarding unemployment is alarming, especially in the case of Bosnia
and Herzegovina where it was registered in the interval from 43.6% (2014)
to 45.9% (2012). Contradictory developments are documented between
2011-2014 in Albania (joblessness climbing up) and in Kosovo under
UNSCR 1244/1999 (joblessness sliding down). Overall, optimistic trends are
envisaged for FYROM, Montenegro and Albania, since the 2015-2016
forecasts regarding Bosnia and Herzegovina, and Kosovo under UNSCR

1244/1999 are not available.
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Fig 2c Inflation rate in % (2011 — 2016f)
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Source: European Commission. Spring 2015 European Economic Forecast. In European
Economy. No. 2, European Commission, Brussels, May 2015; European Commission. EU
Candidate & Potential Candidate Countries' Economic Quarterly (CCEQ) 2nd Quarter 2015.
European Economy — Technical Paper. No. 002, July 2015.

Inflation rate (Figure 2c) has experienced volatility in the interval
from -0.9% to +12.2%, namely: on the scale from -0.1% (Slovakia in 2014)
to +5.7% (Hungary in 2012), and from -0.9% (Bosnia and Herzegovina in
2014) to +12.2% (Serbia in 2012). Overall, both the V4 and the WB6 saw
weakening inflation in the years 2011-2014; yet, intensifying inflationary
tendencies are forecasted for 2015-2016 in all countries in the sample (with
the exception of Bosnia and Herzegovina, and Kosovo under UNSCR
1244/19 not covered by the prognosis).
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Fig 2d General government balance in % GDP (2011 — 2016f)
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Source: European Commission. Spring 2015 European Economic Forecast. In European
Economy. No. 2, European Commission, Brussels, May 2015; European Commission. 2015
Economics Reform Programmes (Part 1) of Albania, The former Yugoslav Republic of
Macedonia, Montenegro, Serbia, Turkey, Bosnhia and Herzegovina and Kosovo™: The
Commission's overview and country assessments. European Economy — Occasional Papers.
No. 229, June 2015; European Commission. EU Candidate & Potential Candidate Countries'
Economic Quarterly (CCEQ) 2nd Quarter 2015. European Economy — Technical Paper. No.
002, July 2015.

In the case of the general government balance (Figure 2d), countries
of the V4 and the WB6 are characterised by a budgetary deficit, oscillating in
the interval from -1.2% to -6.8%, namely: on the scale from -1.2% (the
Czech Republic in 2013) to -5.5% (Hungary in 2011), and from -1.3%
(Montenegro in 2014) to -6.8% (Serbia in 2012). Prevailingly, the V4 and
the WB6 regions are foreseen to experience improving general government
balance in 2015-2016 — albeit with the exception of Montenegro®® — as data
for Bosnia and Herzegovina, and Kosovo under UNSCR 1244/19 have not
been disclosed. General government gross debt (Figure 2e) demonstrated a
diverse, but frequently continuous upward trend throughout 2011-2014
(including forecasts for 2015-2016 in both the V4 and the WB6). The spread,
however, reflects considerable discrepancies within the two regions under
consideration when the forecast represents a range of the general government

% For details see European Commission. EU Candidate & Potential Candidate Countries'
Economic Quarterly (CCEQ) 2nd Quarter 2015. European Economy — Technical Paper. No.
002, July 2015, pp. 18-20; European Commission. 2015 Economics Reform Programmes
(Part 1) of Albania, The former Yugoslav Republic of Macedonia, Montenegro, Serbia,
Turkey, Bosnia and Herzegovina and Kosovo*: The Commission's overview and country
assessments. European Economy — Occasional Papers. No. 229, June 2015, pp. 37-52.

186



gross debt from 12.4% (13.4%) to 79.6% (83.7%) for 2015 and 2016,
respectively.
Fig 2e General government gross debt in % GDP (2011 — 2016f)
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Source: European Commission. Spring 2015 European Economic Forecast. In European
Economy. No. 2, European Commission, Brussels, May 2015; European Commission. 2015
Economics Reform Programmes (Part 1) of Albania, The former Yugoslav Republic of
Macedonia, Montenegro, Serbia, Turkey, Bosnia and Herzegovina and Kosovo™*: The
Commission's overview and country assessments. European Economy — Occasional Papers.
No. 229, June 2015; European Commission. EU Candidate & Potential Candidate Countries'
Economic Quarterly (CCEQ) 2nd Quarter 2015. European Economy — Technical Paper. No.
002, July 2015.

According to GDP per capita in Purchasing Power Standard (PPS) in
the period 2004-2014 (Figure 2f), in which the EU28 equals 100, Poland and
Slovakia registered significant progress — boosting from the level of 49%
(57%) in 2004 to 68% (76%) in 2014, respectively; still, among the V4
countries the Czech Republic continues to be ahead. Accessible data for the
period 2005-2014 (except for FYROM with data coverage over 2004-2014;
and Kosovo under UNSCR 1244/1999 where data are non-available)
document the degree (GDP per capita in PPS stretching from 22% to 41%)
of “catching-up” of the WB6 participants with their V4 counterparts.
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Fig 2f GDP per capita in PPS, EU28 = 100 (2004 — 2014)
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Source: Eurostat. GDP per capita in PPS. Http//:europa.eu, 6 August 2015.

In summary, GDP growth (in %) is in the phase of gaining
momentum in the V4 just like in the WBG; the rates of joblessness registered
for Montenegro and Albania more or less follow the V4 pattern; negative
figures symbolise decelerated rate of inflation, gradually rising in both
regions again; general government balance has been marked by ups and
downs with the outlook of consolidation; and, the general government gross
debt in V4 countries levelled off (besides steady fall recorded in Hungary in
the context of the so-called convergence criteria) while on average it has
been augmenting across the WB6 region.

Recently released Discussion Paper of the Directorate-General for
Economic and Financial Affairs of the European Commission provides
evidence of significant real convergence accomplished by a majority of the
CEEC:s joining the EU in 2004 and 2007 vis-a-vis the Euro Area in its 12-
Member-State composition. Nonetheless, there is a substantial real
convergence gap in terms of average GDP per capita in PPS between those
CEECs that have enlarged the EU from 15 MSs to 27 MSs, and advancement
of these countries from Central and Eastern Europe in terms of their real and
nominal convergence was not just disproportionate, but even not gradual or
smooth®’. Since the CEECs as EU MSs with the so-called derogation have

¥ “In general, CEE10 [Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania,
Poland, Romania, Slovakia, Slovenia] countries which entered the EU with lower income
levels seem to have converged somewhat faster.”, p. 25. In Forgé, Balazs - Jevéak, Anton.
Economic Convergence of Central and Eastern European EU Member States over the Last
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become committed to adopting the common currency, their compliance with
the convergence criteria continues to be monitored®: out of the V4 and the
WB6 it is Slovakia (as an official member of the Euro Area) along with
Montenegro and Kosovo under UNSCR 1244/1999 (on the basis of unilateral
euroisation with no separate legal tender) that use the euro as their currency.

Visegrad Four and Western Balkans Six: Focus on soft data

Being a part of the European Union (i.e. V4) — or being shortlisted
(i.e. WB6) for it — influences and defines perceptions and reflections
regarding values, possibilities and obligations that come with the EU
membership (Annex 2).

When asked if they personally feel as citizens of the EU, answers
within the V4 reflect to some degree the EU28 average: the respondents feel
to be the citizens of the EU to the largest extent in Slovakia (75%), more or
less followed by Poland (74%) and Hungary (67%). The Czech Republic,
however, proves its traditional scepticism when scoring the most where
respondents do not feel as citizens of the EU (38%).

When the matter of image that the European Union conjures comes
into question, one must conclude that the EU candidate countries (among the
WB6 participants) see the Union much more positively than the V4 in the
position of its MSs. The most favourable perception of EU image within the
WB6 sample of the EU candidate countries is in Albania (75%), with its
counterpart in the V4 being Poland (53%). FYROM (59%) and Montenegro
(49%), as well as Hungary (43%) and Slovakia (38%) come next, while the
least positive image of the EU was communicated by the respondents of
Serbia (43%) and the Czech Republic (37%). The latter two also share their
negative approach regarding the EU image with 22% of Serbia’s respondents
and 20% of survey participants in the Czech Republic seeing the Union in a
“totally negative” light. Again, Albania and Poland record the lowest
percentage in this context: 7% and 2%, respectively.

When asked to express their personal opinion regarding the EU,
respondents within the WB6 sample of the EU candidate countries view it (in
a descending order) through the prism of: economic prosperity (Albania
59%, FYROM 35%, Serbia 28%, Montenegro 24%); freedom to travel, study
and work anywhere in the EU (Albania 58%, FYROM 48%, Serbia 43%,

Decade (2004-2014). In European Economy — Discussion Paper. No. 001, European
Commission, Brussels, July 2015. ISSN 2443-8022 (online).

% For details see European Central Bank. Convergence Report June 2014. Frankfurt am
Main: European Central Bank, 2014. ISSN 1725-9525 (online); European Commission. The
2015 Stability and Convergence Programmes — An overview. European Economy —
Institutional Paper. No. 002, European Commission, Brussels, July 2015. ISSN 2443-8014
(online).
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Montenegro 42%); the euro as the common currency (Albania 33%,
Montenegro and Serbia 23%, FYROM 12%); peace (FYROM 34%,
Montenegro 31%, Albania 29%, Serbia 21%); and finally, its stronger say in
the world (Albania 39%, Serbia 26%, Montenegro 21%, FYROM 17%).
Peace is the value that represents the EU the best in Montenegro with 37%;
all the remaining categories scored the most in Albania: human rights (50%),
democracy (38%), the rule of law (38%) and individual freedom (25%).%°

It goes without saying that the EU (continuously) faces a number of
challenges — no doubt, among the V4 countries some of the challenges
appear to be more pressing than others: economic situation is regarded as the
most alarming by Hungary (26% vs EU average of 27%), unemployment by
Slovakia (24% identical with the EU average), and rising prices/cost of
living by Poland and Slovakia (both 14% vs EU average of 9%).

Crucial challenges from the national point of view show different
results: Slovakia considers joblessness as the pivotal challenge (57%),
sharing its worries with Montenegro and Albania (both 55%); for Hungary
and Albania it is represented by the economic situation (26% and 38%,
respectively); and for the Czech Republic along with Albania it’s embodied
in rising prices/cost of living (24% and 32%, respectively). Mostly on a par
with the EU28 average (42%), the case of unemployment is regarded as top
challenge for each country — be it EU MSs or candidate countries.*® The
national economy reflected rather negatively in the eyes of respondents from
Slovakia (77%) and Serbia (90%); vice versa, responses from the Czech
Republic and Albania were optimistic (43% and 35%, respectively).

The survey has shown that more positive opinion on the future (““The
impact of the crisis on jobs has already reached its peak’) does slightly win
over the negative one (““The worst is still to come™) in terms of the EU28
average (48% and 42%, respectively), across the V4 and the WB6 EU
candidate countries. The outlook is seen as the most enthusiastic in the
Czech Republic (61%) and Albania (74%), whilst Hungary (40%), FYROM
and Montenegro (both 46%) share their gloomy vision of the future.*

% For key values of the respondents themselves see QD6. in Annex 2.

“0 In general, respondents just like the EU28 average (27%) are personally far more
preoccupied with the rising prices/cost of living (rather than with joblessness), which
particularly those representing the Czech Republic and Montenegro in the sample find to be
the supreme challenge (both 39%).

1 Expectations for the following twelve months related to the economic situation and
employment in the EU and nationally are on the EU28 average mostly the same; the V4 and
the WB6 EU candidate countries comprehend the situation somewhat similarly. The Czech
Republic and Serbia consider the following twelve months in the EU to be the same (57%
and 35%, respectively), Hungary and Albania go even further when hoping for an
improvement (27% and 59%, respectively). The economic situation in the Czech Republic
and Serbia is believed by their respondents to experience no change in status quo (58% and
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And, finally, it is interesting to compare the EU28 average and the
V4 responses with regard to the most positive outcome of EU integration.
The free movement of people, goods and services within the EU is taken as
the most beneficial by the EU28 average (57%) and Slovakia (76%);** 58%
of the respondents from the Czech Republic perceive peace as the crucial
aspect in comparison with the EU28 average of 55%.%® Slovakia with its
43% — almost a double of the EU28 average (23%) — regarding the euro as

the key asset of the EU does not come as a surprise.
Tab 1 Introduction of the euro in the MSs that have not yet adopted the euro currency

2015-2016 | 2017-2018 | 2019-2020 2021 Never Dot

ar later know

TOTAL 3% 10% 35% 21% 12% 19%

() BG 4% 17% % | 1w [ 0% 29%

(- cz 2% 10% 30% 16% 20% 12%
P ,

@ HR 2% 22% | 36% 22% 6% 12%
£ a ,

— HU 19 10% 38% 28% 1% 12%

- PL 2% 9% 34% 20% 10% 25%

() RO 5% 13% 4% 22% 3% 16%

i B
> SE 1% 4% 18% 27% IIl 15%

Highest percentage per country Lowest percentage per country
l Highest percentage per item | Lowest percentage per item |
Legend: BG - Bulgaria; CZ — Czech Republic; HR — Croatia; HU — Hungary; PL — Poland,;
RO — Romania; SE — Sweden.
Source: European Commission. Introduction of the Euro in the Member States that have not
yet adopted the common currency. Flash Eurobarometer 418. May 2015, p 13.

36%, respectively); however, 22% of respondents from the Czech Republic as well as from
Slovakia, and Albania (46%) consider economic prospects in their countries to be
improving. Hungary (29%) and FYROM (38%) prepare for the worst. Employment situation
on the national level will continue to be the same, as stated by respondents of the Czech
Republic (56%) and Montenegro (37%); or will perhaps become better (Czech Republic
21% and Albania 42%); or may rather worsen (Hungary 32% and Serbia 40%). Personal job
situation in the following twelve months remains unchanged for Poland (62%) and FYROM
(50%); it appears to improve in the case of Slovakia and Albania (18% and 45%,
respectively), but is felt as rather deteriorating in Hungary and FYROM (19% and 20%,
respectively).

“2 Economic power of the EU is prominent on the scale of the EU28 average (20%) just like
across the V4 (CZ and HU 25% each, PL and SK 23% each).

*® Political and diplomatic influence of the European Union in the rest of the world was
acknowledged on the EU 28 average (19%), too.
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Views concerning introduction of the euro and expected date of its
adoption expressed by the V4 respondents from the Czech Republic,
Hungary and Poland correlate (Table 1), with the most common beliefs
suggesting the interval 2019-2020. Croatia, Bulgaria and Romania follow a
similar pattern; however, their expectations regarding the period 2017-2018
exceed those of the non-Euro-Area V4 members considerably. Despite the
fact that — unlike the United Kingdom and Denmark — Sweden has not been
granted an opt-out, and introduction of the single currency has not taken
place as a result of rejection in a referendum, over a third of Swedish
respondents remains sceptical about euro adoption.

Conclusion

“The V4 was not created as an alternative to the all-European
integration effort, nor does it try to compete with the existing functional
Central European structures. Its activities are in no way aimed at isolation
or the weakening of ties with the other countries. On the contrary the Group
aims at encouraging optimum cooperation with all countries, in particular
its neighbours, its ultimate interest being the democratic development in all
parts of Europe.**

Visegrad Group profile, http://www.visegradgroup.eu/about

The Visegrad Group cooperates on an ad-hoc or regular basis with
other regional bodies and single countries in the region or beyond, alike: first
and foremost with the Benelux, the Nordic Council of Ministers, the Eastern
Partnership and the Western Balkans. The regions of the Visegrad Four**
and the Western Balkans* share the legacy of multiple transformations. The
CEFTA format of (the primary degree of) economic integration stretched
over the years to a number of countries in the Central and East European
region; yet, both the EU and the Western Balkans pursue the prospect of the
so-called European perspective of the Western Balkans. With the 2015/2016

* with population nearly 70 million; cf. Bost, Francois - Carroué, Laurent - Colin Sébastien
- Girault Christian - Humain-Lamoure Anne-Lise - Sanmartin Olivier - Teurtrie David
(eds.). Géoéconomie-géopolitique 2014. Images économiques du monde. Paris: Armand
Colin, 2013, pp. 197 - 202; and, Bost, Frangois - Carroué, Laurent - Colin Sébastien -
Girault Christian - Humain-Lamoure Anne-Lise - Sanmartin Olivier - Teurtrie David (eds.).
Géoéconomie-géopolitique 2015. Images économiques du monde. Paris: Armand Colin,
2014, pp. 203 - 208.

** with population nearly 20 million; cf. Bost, Francois - Carroué, Laurent - Colin Sébastien
- Girault Christian - Humain-Lamoure Anne-Lise - Sanmartin Olivier - Teurtrie David
(eds.). Géoéconomie-géopolitique 2014. Images économiques du monde. Paris: Armand
Colin, 2013, pp. 197 — 202; and, Bost, Francois - Carroué, Laurent - Colin Sébastien -
Girault Christian - Humain-Lamoure Anne-Lise - Sanmartin Olivier - Teurtrie David (eds.).
Géoéconomie-géopolitique 2015. Images économiques du monde. Paris: Armand Colin,
2014, pp. 203-208.
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Czech Presidency in the Visegrad Group assumed upon recent completion of
the 2014/2015 Slovak Presidency in the V4, as well as with the upcoming so-
called 2016 Slovak Presidency in the Council of the European Union there is
room for contemplation whether the former Yugoslav Republic of
Macedonia, Montenegro, and Serbia will sign the European Union Accession
Treaty in the course of the 2016 Slovak Presidency® in the Council of the
EU; or whether EU accession negotiations with Albania, Bosnia and
Herzegovina, and Kosovo under UNSCR 1244/1999 (in line with the 1CJ
Opinion on the Kosovo declaration of independence) will have already been
initiated by December 2016, bearing in mind that EU MSs holding the
Presidency in the Council of the European Union for a period of six months
experience top visibility resulting from (exogenously invoked) crisis
management and (endogenously fuelled) Presidency-specific initiatives. As a
matter of fact, turbulent developments brought about by both the global
political (as well as security-related) status quo and the unfolding
multidimensional global economic crisis lead to a growing number of ad hoc
summits attended by EU heads of state or government; smooth combination
of compatibility to the EU goals alongside with being a driving force for V4
regional targets is enabled by regular V4 meetings taking place before the
European Council summits. Indeed, the V4 follows and strongly promotes
the European idea whilst advocating for own regional interests; by
formulating its approach in the motto: *“...regional cooperation for European
integration and bridge between macro-regions...*“ the Central European
Initiative supports its MSs on their so-called European path when promoting
their alignment to EU standards, and the Regional Cooperation Council
complements it through the Euro-Atlantic dimension. In the complexity of
overlapping forms of international cooperation depicted above two
mainstream avenues of common interest may be identified: firstly, in the
field of transport and energy (EUSBSR, EUSDR, EUSAIR, BSS, BSEC,
RCC) in the context of environmental protection (V4, EUSBSR, EUSDR,
EUSAIR, BSS, BSEC); and secondly, in the area of education and research
(V4, EUSBSR, BSS, BSEC, UfM, RCC) alongside culture (V4, EUSBSR,
EUSDR, EUSAIR, RCC).

Latest initiative alternatively referred to as: *“Yugoslavia version
4.0%, “Western Balkans Six*, “G6“, ““Western Balkans Six + 1* and “WB6
+ 2 varies in its concept — depending on whether Slovenia and/or Croatia
are involved in the advancing coordination (in 2014 hosted in Berlin and in
2015 taking place in Vienna).

% Ciderova - Kovagevi¢ - Fejesova, 2015 (in press)
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Whilst participants of the “Western Balkans Six+“*" develop
regional cooperation, the so-called ““Regatta approach* established prior to
the “Big Bang“ 2004 EU enlargement continues to monitor progress
achieved on their individual European path based on the respective country’s
own merits. It goes beyond any doubt that in the context of strategic
interaction between the Visegrad Four and the Western Balkans Six in the
framework of EU-accession-related-knowledge-and-best-practice-transfer
there is a great potential and room to manoeuvre for the Think Visegrad — V4
Think Tank Platform as a network for structured dialogue on issues of
strategic  regional importance providing recommendations to V4
governments as well as their Presidencies in the Visegrad Group.
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Annex 1 Timeline: Visegrad Four and Western Balkans Six in a comparative perspective

Year

1990

1991

1992

1993

1994

1995
1996

1997

1998
1999

2000

2001

2002

(1990 — 2015)

Visegrad Four
CS Agreement between the EEC and the
EURATOM and the Czech and Slovak
Federal Republic on Trade and
Commercial and Economic Cooperation
CS, HU & PL Visegrad Group (V3);
CS Europe Agreement signed between
the Community and the Czech and Slovak
Federal Republic
(16 December 1991);
HU & PL Europe Agreement

CEFTA

CZ & SK independent countries;
Visegrad Group (V4);
Copenhagen European Council:
Copenhagen criteria;

CZ & SK Europe Agreement
Essen European Council;

HU & PL applied for EU
SK applied for EU
CZ applied for EU
Luxembourg European Council:
CZ, HU & PL bilateral
intergovernmental conference to be
convened in 1998;

SK preparation of negotiations to be
speeded up in particular through
analytical examination of EU acquis
CZ, HU & PL accession negotiations
launched
Helsinki European Council

SK accession negotiations launched

Copenhagen European Council:
CZ, HU, PL & SK completion of
accession negotiations for 2004 EU
enlargement

Western Balkans Six

XK as Republic of Kosovo

MK declared independence

BA independence;
RS & ME as new Federal Republic of
Yugoslavia (State Union of Serbia and
Montenegro)

Copenhagen European Council:
Copenhagen criteria

Essen European Council
BA Dayton/Paris

XK UNSCR 1244/1999
Feira European Council: all SAP
countries “potential candidates” for EU
membership;
Zagreb Summit: SAP launched
MK signed SAA
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Year Visegrad Four Western Balkans Six
Thessaloniki European Council:
2003 EU perspective for the Western Balkans
reiterated

- MK applied for EU;
2004 CZ, HU, PL & SK joined the EU AL European Partnership
2005 MK candidate country status

ME declared independence;

MK European Partnership;

AL signed SAA;
CEFTA 2006;
CZ, HU, PL & SK joined the Schengen ME European Partnership, signed SAA
Area

2006

2007

XK unilaterally declared independence,
EULEX;
MK Accession Partnership;
ME applied for EU;
RS & BA European Partnership;
RS & BA signed SAA.
SK joined the Euro Area; RS applied for EU
CZ Presidency in the Council of the EU AL applied for EU
ME candidate country status;
XK ICJ Opinion on the Kosovo
declaration of independence and UN
General Assembly resolution
HU & PL Presidency in the Council of RS - XK EU-facilitated dialogue launched
the EU

2008

2009

2010

2011

ME accession negotiations launched;
RS candidate country status;
XK declared end of supervised
independence, SAA feasibility study;
BA High Level Dialogue on the Accession
Process
RS — XK First agreement of principles
governing normalisation of relations
RS accession negotiations launched;
2014 AL candidate country status;
XK SAA initialled
XK European Commission proposal for
SAA

2012

2013

2015

Legend: AL — Albania; BA — Bosnia and Herzegovina; CS — federation of CZ & SK; CZ -
Czech Republic; EU — European Union; HU — Hungary; ME — Montenegro; MK — the
former Yugoslav Republic of Macedonia; PL — Poland; RS — Serbia; SAA — Stabilisation
and Association Agreement; SAP — Stabilisation and Association Process; SK — Slovak
Republic; XK — Kosovo under UNSCR 1244/1999.

Source: Adapted from Ciderova, Denisa — Dionizi, Brikene. EU Accession Experience and
Perspectives: The Case of Slovakia and Kosovo (UNSCR 1244/1999). In Hoti, A. - Kosir, 1.
(eds.), European Perspectives of the Western Balkans countries 1., Kosovo (UNSCR
124471999), 2015 (in press); http://europa.eu; Europa Publications (ed.). A political
chronology of the world. London and New York: Routledge, 2011, pp. 11-14, 94-102, 236-
240, 357-360, 500-503, 561-566, 620-622, 739-743, 791-800, 810-813.
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Annex 2 European Commission Standard Eurobarometer 83 (focus on Albania, the Czech
Republic, the former Yugoslav Republic of Macedonia, Hungary, Montenegro, Poland,

QD1.

Total 'Yes'
Total 'No'
DK

QAQ.

Total 'Positive'
Neutral

Total 'Negative'
DK

QA12.

Freedom to travel,
study and work
anywhere in the
EU

Euro

Peace

Stronger say in the
world

Economic
prosperity

QDS.

Peace

Human rights
Democracy
Individual freedom
Rule of Law

QDS.

Peace

Human rights
Democracy
Individual freedom
Rule of Law

QAS5.

Economic situation
Unemployment
Rising prices, cost
of living

QA3a.

Economic situation
Unemployment
Rising prices, cost
of living

QAa.

Serbia, and the Slovak Republic)
EU28 cz HU PL SK MK ME RS AL
For each of the following statements, please tell me to what extent it
corresponds or not to your own opinion. “You feel you are a citizen of the
EU.”

67% 62% 67% T74%  75%
31% 38% 32% 23% 25% N/A N/A N/A N/A
2% 0% 1% 3% 0%

In general, does the EU conjure up for you a very positive, fairly positive,
neutral,
fairly negative or very negative image?

41% 37% 43% 53% 38% 59% 49% 43%  75%
38% 42%  43% 38% 43% 29% 32% 34% 22%
19% 20% 13% 7% 18% 11% 17% 22% 2%
2% 1% 1% 2% 1% 1% 2% 1% 1%
What does the EU mean to you personally?

49% 48%  42%  43%  58%
35% 12%  23% 23%  33%
27% N/A N/A N/A N/A 34% 31% 21% 29%
23% 17% 21% 26%  39%
14% 35% 24% 28%  59%
In the following list, which values best represent the EU?

36% 3B3% 37% 25% @ 18%
36% 37% 31% 23%  50%
31% N/A N/A N/A N/A  37% 34% 25%  38%
19% 19% 13% 17%  25%
18% 29% 30% 24%  38%
In the following list, which are the three most important values for you
personally?

45% 52%  47% 39% @ 24%
40% 42% 37% 30%  46%
26% N/A N/A N/A N/A  34% 21% 13%  33%
27% 17%  27% 39%  32%
15% 26% 25% 15%  39%

What do you think are the two most important issues facing the EU at the
moment?

27% 18% 26% 20%  20%

0, 0, 0, 0, 0,
24% 13%  18%  20%  24% N/A N/A N/A N/A
9% 10% 9% 14%  14%
What do you think are the two most important issues facing (OUR
COUNTRY)
at the moment?
21% 19% 26% 15% 24% 32% 36% 37%  38%
42% 29%  45% 53% 57% 54% 55% 53%  55%
14% 24%  22%  19% 21% 20% 25% 22% @ 32%

What do you think are the two most important issues you are facing at the
moment?
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Economic situation

Unemployment

Rising prices, cost

of living

QAlal.

Total 'Good’
Total '‘Bad'
DK

QCL

The impact of
the crisis on
jobs has
already
reached its
peak
The worst is
still to come
DK
QAZ2a.

Better
Same
Worse

Better
Same
Worse

Better
Same
Worse

Better
Same
Worse
QD3T.
Free movement
of people,
goods and
services within
the EU
Peace among
the EU MSs
The euro
Economic
power of the
EU
Political and
diplomatic
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10% 10% 14% 8% 11% 19% 18%  18% 17%
16% 9% 17%  19% 12% 35% 27% 20% @ 36%
27% 39% 27%  26% 35% 22% 39% 28% @ 34%

EU28 cz HU PL SK MK ME RS AL
How would you judge the current situation in each of the following?
“The situation of the (NATIONALITY) economy.”

38% 43% 30% 38% 20% 31% 14% 8% 35%
59% 55% 69% 56% 77% 67% 83% 90% 64%
3% 2% 1% 6% 3% 2% 3% 2% 1%

Some analysts say that the impact of the economic crisis on the job market has
already reached its peak and things will recover little by little. Others, on the
contrary, say that the worst is still to come. Which of the two statements is
closer to your opinion?

48% 61% 55% 47% 55% 48% 52% 47% 74%

42% 33% 40% 36% 37% 46% 46% 44% 24%

10% 6% 5% 17% 8% 6% 2% 9% 2%
What are your expectations for the next twelve months: will the next twelve
months be better, worse or the same, when it comes to... ?

Economic situation in the EU

24% 14% 27% 17% 24% 49% 36% 33% 59%

44% 57% 50% 53% 51% 23% 33% 35% 19%

19% 15% 14% 11% 13% 9% 11% 14% 2%

Economic situation

26% 22% 21% 19% 22% 25% 38% 24% 46%

48% 58% 49% 50% 52% 31% 35% 36% 33%

21% 15% 29% 19% 21% 38% 23% 33% 18%
Employment situation

26% 21% 20% 15% 20% 24% 34% 22% 42%

46% 56% 46% 54% 51% 34% 37% 32% 33%

23% 19% 32% 23% 22% 35% 26% 40% 19%
Personal job situation

22% 14% 14% 18% 18% 22% 29% 16% 45%

60% 59% 58% 62% 56% 50% 40% 39% 41%

8% 7% 19% 10% 8% 20% 10% 14% 8%

Which of the following do you think is the most positive result of the EU?

57% 70% 56% 64% 76%
0, 0, 0, 0, 0,
55% 58% 45% 53% 46% N/A N/A N/A N/A
23% 6% 16% 10% 43%
20% 25% 25% 23% 23%
19% 22% 19% 15% 14%



influence of the
EU in the rest
of the world

Legend: AL — Albania; CZ — Czech Republic; DK — Don’t know; EU — European Union;
HU - Hungary; ME — Montenegro; MK — the former Yugoslav Republic of Macedonig;
MS(s) — Member State(s); N/A — not applicable; PL — Poland; RS — Serbia; SK — Slovak
Republic.
Source: Adapted from European Commission. Standard Eurobarometer 83. July 2015 —
Country files: the Czech Republic, Hungary, Poland, the Slovak Republic, the former
Yugoslav Republic of Macedonia, Montenegro, Serbia, Albania.
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Abstract

In this paper | consider the question: What is Value? Value means the
worth of something in terms of money or other goods for which it can be
exchanged: a thing is valuable only when it has exchange capacity. From the
point of view of economics a thing is valuable if and only if it can earn or
has returning capacity. Return on Investment (ROI) is based on this
principle: the more earning the more value, the less earning the less value, no
earning, no value. Thus no exchange capacity signifies no value at all. This is
a narrow account of value. A mother's affection is a most valuable exchange:
recalling this affection with nostalgia renders a man sad by the recollection
of the past golden days of childhood. The first smile of a lover is valuable to
an emotional heart, so valued that a thousand lovers in the future can hardly
compensate for the loss of the warm feeling thus exchanged, that beckoned
once to conquer the head and heart of the emotional man rendering him
homeless ever after. The value is in the exchange — of money, of goods, of
affection — changing our lives.

Keywords: Value, Exchange Capacity, Gradation, Valueless

Introduction

Creative writing is based more on manifestation rather than on
expression. It does not inform rather reveals. So it bears no reference. The
present article is an outcome of creative writing meant for lay readers. As
such free style is the methodology adopted so that pleasure of reading can be
enjoyed by the common mass. As you know well that Francis Bacon (1561-
1626), the immortal essayist, wrote many essays namely Of Love, Of
Friendship, Of Ambition, Of Studies, etc. The myriad-minded genius rightly
pointed out that all the words of the dictionary can be the themes of essays
one can write. But little has been done, in this regard since his death, in order
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to finish his unfinished monumental works. In fact Bacon's way of
presentation i.e., his unique individual style kindled the imagination already
in me and encouraged me as well to write essays, in the light of creative
writing, thus to get relief through Catharsis.

Value means the worth of something in terms of money or other
goods for which it can be exchanged. Now the question arises, how one can
judge that a thing is valuable. In fact a thing is valuable only when it has
exchange capacity. Thus, from economics point of view a thing is valuable if
and only if it can earn or has returning capacity. Return on investment (ROI)
is based on this principle. The more earning the more value, the less earning
the less value, no earning means no value. Thus no exchange capacity
signifies no value at all.

Every goods has its gradation. It is equally true in case of human
being also. A beautiful face conquers everybody’s heart. On the contrary an
ugly face faces hurdles everywhere. In any production unit there are skilled,
semi- skilled and unskilled laborers. And their wages are determined
accordingly. The valuation of anything is judged considering all its
attributes. It is a summation decision.

They say, value of a thing lies in uses not in decoration. But this
concept is not valued always. Emotion ignores this advice, for emotion
hankers after beauty ignoring duty. To worship beauty is the nature of youth.
Youth seldom cares reality. But in course of time the said promising beauty
simply leaves, when the lover fails to fulfill the ever increasing demands of
his beautiful fiancée and only then the lover gets back his lost sense. Further,
decoration also has its use. Food is primary demand and decoration is
secondary option to a hungry stomach. Decoration ignites aesthetic sense
that offers classical success. It nurtures emotion. An artist thinks for aesthetic
value. An honest person pleads for ethical values.

We preserve a thing thinking its future use. But the paradox is that
everything will again be useful in future. Then everything should be
preserved. If so, then the house will be a place of garbage. So, we keep a
thing of immediate use or which may be useful in near future. If a thing is
kept it must be in use in future. But future is unknown. So, it is very difficult
to identify or decide which thing we should keep or throw away in the
dustbin. A theologician opines that a thing, which is neglected and is thrown
away into the dustbin, takes revenge in future. This doctrine seems to be true
since sometimes we need that one very urgently which we simply threw
away. Similarly, we need a person again whom we kicked once instead of
kiss.

However, to keep or not to keep that is a question. Only a judicious
brain can take the right decision. In fact one’s garbage is valuable to other.
Use and throw is the modern strategy. Someone throws away a paper after
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use. Someone collects it and sells to the recycle agency just to support his
livelihood. Similarly to a fool book is liability but to a scholar it is an asset.
So fool is the seller, wise is the purchaser of books.

An experienced personnel gets higher salary. But in case of marriage
experience is not desired. Rather experience is considered as demerit. In the
patriarchal society chastity of a woman is the yardstick of her purity. In fact
a divorcee or deserted woman is valued less for losing her chastity. As such,
in the market they experience less demand since they have to compete with
the fresher i.e., virgin. In fact these unfortunate women get unequal treatment
both in patriarchal and matriarchal society as well. Everybody hankers after
garden fresh moistened with dewdrops. As such, feminists naturally protest
and agitate against this inhuman event.

In a beauty contest a glamorous heroine wins due to face value. But
this face value becomes valueless in an educational institution where an ugly
mathematician is welcomed for having talent. The converse is also true.

The, exchange capacity i.e., the general definition of value seems to
encompass all the concepts related to valuation. But a thing which is
valuable to someone may not be valuable to another. Also a thing which is
valuable today may not be valuable tomorrow and vice versa. In seems
valuation is a matter of instant but not constant.

A person who has less demand in the society does suffer from
inferiority complex. Conversely, a person who experiences, thereby enjoys
much demand suffers from superiority complex. Between these two
characters the latter one suffers from tension due to fluctuation of demand.
But the unhappy and inferior person is free from such tension, since he has
nothing to lose except sad luck. Thus it may be easy to create demand but
difficult to hold it for long due to rivalry and various known and unknown
factors. This is true in case of players whose form does not remain constant.
And this is bitterly true in film industry where the heroes and especially the
heroines always suffer from nightmare since they know the path of acquiring
glamour is awfully complicated.

Money is most valuable. They say money is sweeter than honey. In
fact, the most benefit that money offers is its easy handling, transportability
and liquidity. A man may fail to keep promise. But money always pays and
thus keeps its promise to its bearer. So it is called promissory note. The most
dangerous and important fact against money is that it keeps promises to its
bearer only, not to third party. A thief takes this advantage of being bearer.
So the warning of “‘beware of pick-pocket’ is seen. Thus the merit of money
is that it keeps its promise. Simultaneously, the demerit of money is that it
keeps its promise. Money gets full exchange capacity but kind may not
always be kind enough to return back its principle value. As such, boss
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always is so kind that he accepts only cash. He is afraid of taking any kind of
risk.

Goods suffer from decay. Man looses complexion or power and
becomes valueless due to old-age. But money never loses its value. To
survive, money is must since it serves basic needs. But money has its
limitation. Because money can hardly solve all the problems of life as are
faced with. Also through money everything cannot be purchased. Money can
purchase man but not mind. The paradox is that mind needs money. This
need stands for basic need, the classical demand. When this demand
surpluses the basic need it becomes commercial.

All cannot exchange even resource is at hand. One has to know the
mechanism of exchange. A child does not know how to exchange a
promissory note but an adult knows it. Similarly a child knows not the thrill
of love as is experienced by a lover. A man has to attain certain age and
maturity thus to enjoy the romance of love.

An inanimate object cannot exchange itself of its own. A car cannot
move alone. It needs a driver. A swimmer or a diver has value. He can save a
drowning man or matter. He has to learn the art of swimming. A man has to
know how to swim. Many animals get it by birth. A duckling gets it by birth.
A tiger crosses a river for hunting.

A man forgets its lesson if not practiced regularly. But a man does
not forget the art of swimming even not practiced further. Thus an old man
who learnt the art of swimming or riding a bicycle at childhood can swim or
ride a bicycle, at old age, even without any single practice till learning.

A handsome person can attract easily than an ugly one. Similarly, an
aged woman experiences less demand thereby value than a younger one in
the male-dominated market of love and marriage. In the patriarchal society
women are merely considered as commodity only nothing else more.

A cricket player when scores century is valued most. In the very next
day if he scores zero then that very yesterday’s hero becomes valueless and
ridiculed as present day’s zero. Again if he scores double century, in the
second day, then his market value obviously becomes double. Man seldom
knows his future value.

Share market depends on uncertain future. Share certificate is
exchanged with the face value of present day. Value of anything either man
or material depends on supply and demand theory of economics. Value of
labor is determined by the wage policy of any nation and a laborer earns
accordingly. But value of president or prime minister of any country cannot
be determined by that wage policy. These are honorary post and they earn
honorarium. In some private firms employees enjoy perks which sometimes
are more than salary itself. It is done either to insist for better work or to
avoid tax or both simultaneously.
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Uncertainty compels a man to save for future. The more the merrier.
Thus the more saving the more security, the less saving the less security, no
saving no security. Poor men have no savings. So they have no value.
Savings is an art. Only the rich knows it. The poor is only interested in
present. They bother only for day to day life. Also they have to support their
livelihood through poor earning. They have no future. They live a
meaningless hand-to-mouth existence. They live with present, die with
present. To them, present implies face value or face value implies present.
Common people hope and desire to get anything at once. They desire to have
anything instant just like instant coffee. To them present is more valuable
than future. A good student reads attentively thereby exchanges valuable
moments of student life to build up his career. A bad student, on the
contrary, wastes valuable time of childhood. This misuse of moments of
student life can hardly and seldom be compensated by thousand hours of
future.

Value of God varies. God experiences various valuations depending
upon time and place. It is culture free. It depends upon the emotion of the
concerned devotee. Since mood and motif of human being are gloriously
uncertain god also experiences various devotion. It depends upon the
demand of the concerned person. It fluctuates always since human mind
vacillates always. God enjoys much demand when a man faces danger. The
degree of prayer depends upon the gravity of the danger. The more problem
the more prayer, less problem less prayer, no problem no prayer. But a real
devotee never prays god’s favour whatever severe the situation may be.
Intrinsic value deals with genuineness of anything or which is inherent in
nature. Commodity value implies the utility of anything. Essential
commaodities are valued most to run the engine of life. As such every nation
takes care so that its citizens get those items at ease.

Aesthetic value quenches the thirst of romantic hearts. Also it serves
and satisfies the taste of a sensitive soul. A solvent character honours ethical
value much. A person possessing ethical value is honoured and welcomed
everywhere. Such a character is alias and akin to pious heart. Value and
canon offers didactic lessons. Medieval literature is the store house of these
didactic lessons and morality as well. Every doctrine has its limitation. One
idea is replaced by another one that can explain the unexplained matter
clearly. Research means to agree or disagree with the existing standards. If
agreed then further advancement of the idea is rendered. If not then the cause
of disagreement is to be explained.

Formal value is attained by the customary norms. Emphasis and
accent within texts are influenced by the customary norms. Also reception of
guest falls within this category.
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Value and editorial decision give birth to authoritative text that is
authentic and scholarly in nature. An editor possess this power due to his
wisdom. In case of publication the reviewers may have choice but voice of
editor is final. A good editor seldom compromises with quality of
publication. The value, or non-value, of certain methods and approaches to
the study of literature is very important.

An attempt to resist the allocation or expression of value is illegal.
Hidden or concealed values cannot be realized by all. The power of assumed
values is very crucial to determine the real value of the concerned thing.

Conclusion:

Mother’s affection is most valuable. Moral values are the greatest of
all. Nostalgia renders man mad by its past golden days especially of
childhood. First day smile of lover is valuable to an emotional heart. First
lover is so valued that thousand lovers of future can hardly compensate the
warm feeling thus offered and thereby beckoned once to conquer the head
and heart of the emotional heart rendering him homeless bohemian. Mother,
moral values, nostalgia, lover, etc. are valued much in the field of literature
thus to create immortal creation.
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Abstract

The room and pillar mining method is responsible for high death toll
and disability rate of coal mine workers in Baluchistan. The frequent
incidents of roof falls day to day accidents, and suffocation due to sufficient
emission of methane are the main causes of increased death rate. Substantial
increase in injuries are also causing complications in the life of poor coal
workers

Keywords: Threshold limits, exposure limits, death toll, partial disability,
complete disability, obsolete mining methods

Introduction

The basic causes of accidents and injuries in mines are unsafe
conditions, unsafe acts, or both Rosen and James, 2005. Disasters occur in
mines as a result of large mine fires, obsolete mining method, powerful mine
explosions, violent rock gas outbursts Sernia and Hwang, 2007. Fatality rates
reveal that even though there are variations in the fatality rates per 1000
persons employed, however, it is found that accident rate in Baluchistan
coalmines in high as compared to other countries. All operating mines have
to contend with the real danger of being overtaken by one or more disasters
at some point of time during their lifespan. Plans for disaster management
are, therefore, drawn by the mine managements. Due to the large number of
high-risk industrial activities, Baluchistan coalfields are highly disaster
prone. Underground fires are quite frequent phenomena. The need for
strengthening disaster mitigation efforts at national level has been felt.
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Objective of the Study

To point out the reasons for higher death toll in underground coal
mining of Baluchistan and suggest the disaster mitigation plan to overcome
the frequent accidents in underground coal mine.

Subjects and Methods

Two types of data were collected. Primary data was obtained through
topographic survey and questionnaire while Secondary data about the health
issues, medical facilities and other allied facilities of coal mine workers of
Baluchistan were collected from; Mine& Mineral department of Quetta,
hospitals and medicals facilities in coal mine fields. Three mine fields i.e.
Mach, So-range-Degari, and Chamalong coal fields were selected for
research purpose.

Results

The average emission of Methane (CH4) and Carbon monoxide (CO)
in coal mine fields was 11.8m3/ton and 36ppm respectively which exceeded
the permissible limits of 1-10m3/ton and 30ppm.

The concentration of coal dust (Carbon and Quartz) was 4-5mg/m3
and 0.35mg/m3 respectively which excedes the threshold limits of 2mg/m3
and 0.05-0.1 mg/m3 and are the source of heath degradation and increase
death toll.

Conclusion
Government of Baluchistan and coal mine owners should take
concrete steps to improve the adverse mining conditions.

Material and Methods

To investigate the reasons for high death tolls in coal mine industry
the concerned departments like mine and Mineral, Hospitals, Dispensaries,
Environmental protection agency, were approached for the collection of data.
Whereas the high quality analytical equipment of Baluchistan Environmental
Protection Agency (BEPA) was mobilized and used on selected coal mine
sites to find out the reasons for disaster in coal mines. For the simplicity
three sub-mines from each selected coal fields were selected and marked as
M;, M2, and M3 at Mach coal field; SD1, SD, and SD3 at So-range-Degari
and Cy, C, and C3 at Chamalong coal fields. Approximate 10%sample size (n
= 228 coalmine workers), 65 coalmine workers from Mach (M1, M,, M3s), 77
coalmine workers from So-range-Degari (SD1, SD,, SD3), and 86 coalmine
workers from Chamalong (C4, C,, C3) were selected for this research study
(Table-1).The coalmine workers were divided into age group ranged between
15 years and 45 years and above with medium age of 32 years. The

210



percentage of coal drillers, helpers, coal loaders (laborers) and coal
transporters were 60%, 15%, 20% and 5% respectively. The total strength of
coal workers was further divided into four age groups (Table-2)

MS excel and Statistical Package for the Social Sciences SPSS 20
was used to examine the data collected from the questionnaire. The
reliability of data was also conducted with the help of a test i.e. Cronbach's
Alpha. To verify the data being parametric or non-parametric Shapiro-Wilk
Normality Test was used, to identify weather the data is normally distributed
or not. To identify the variances in perception Kruskal-Wallis test was
conducted. The significance level was considered to be 5% to show the
statistically significant relationships. Barriers to sustainable building of

Pakistan were assessed using mean value method.
Table-1 Sample Sizes of Different Coalmining Fields

# Mine Field Sub-mines Selected Miners
1 Mach Coal Fields M1,M,, M3 65
2 So-range-Degari Coal Fields SD,,SD,,SD4 77
3 Chamalong Coal Fields C.,C,,Cs 86

Source: Field data.

Table- 2 Distribution of Selected Coal Workers into Age Groups (N=228)

Age Groups in years Coal Workers Sample Size (%)
(Nos.)

Under-15 15 6.5

15-24 37 16.2

25-35 121 53.2

36-49 39 17 .1

50 & above 16 7

Total 228 100

Source: Field data.

Results and discussions

An accident can occur anytime and can disrupt the day to day life
Ditya and Michael, 2004: carelessness, negligence, sudden roof collapse
because of obsolete mining techniques Roet and Choi, 2004, suffocation due
to high rate of emission of gases and inadequate training are the main causes
of disaster Talli and Jiang, 2004, which could result in injury or even death
in Baluchistan coal mine industry. The research has revealed that no death/
injury/disability record of coal workers was being maintained at any level
like at coal fields by the coal mine owners or in the hospitals or government
agencies like Mines and Mineral Department of Baluchistan etc resultantly
no attention was drawn to this gray area and coal workers remained
neglected. There are many reasons for high death toll in Baluchistan coal
mine industry like using obsolete mining methods, suffocation, Exposure to
over-emission of gases and coal dust etc. In this regard a comparison with
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other coal producing countries and Baluchistan has been drawn in below
mention table-3, 4 and 5;

Table -3 Deaths due to various Incidents in coal mine industry of Baluchistan
" Cause Death cases
2005 2006 2007 2008 2009
1 Roof collapse 1120 1050 1230 995 1110
2 Over exposure of | 774 885 622 915 814
Gases (Suffocation)
3 Over exposure of | 77 46 180 345 278
coal dust
Source: MMD of Baluchistan.
Table -4 Comparison in Coal Production and deaths
4 Country Year CoaI'P'roduced in Deaths in
Million Tons No
2004- 1.89 77
2005 2.02 246
2005- 1.92 180
2006 2.30 345
. . 2006- 1.98 78
1 Pakistan (Baluchistan) 2007
2007-
2008
2008-
2009
2004- 60.44 55
2005 50.27 45
2005- 46.01 42
. 2006 41.35 38
2 China 2006-
2007
2007-
2008
2004- 198.3 180
2005 80.2 73
2005- 116.9 136
3 India 2006 147 163
2006-
2007
2007-
2008
Source: MMD Baluchistan, EPA India and China
Table -5 Annual Comparison of death cases in Coal producing  countries
" Country Death cases
2005 2006 2007 2008 2009
1 Australia 8 7 2 4 5
2 U.S.A 4 12 26 15 14
3 PAK ( 77 246 180 345 78
Baluchistan)
4 China 3938 3306 4746 3712 3302

Source: Respective EPAs of Coal producing countries
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The above mentioned tables-3.4 and 5 show that although the amount
of coal produced in Baluchistan is less as compared to other countries but the
rate of causalities in mine industry of Baluchistan is more and the reasons
which have been noticed during research are poor mining techniques .
Efforts have also been made to work out how many coal workers die at the
cost of production of million ton of coal so as to find out whether the
production of coal at the cost of life is carried out or not. The table-6&7
clearly shows that the coal production in Baluchistan is very less while the
death ratio and injury trend respectively is very high as compared to India
and China. This all happens due to least interest of Government, Poor mining

conditions and inadequate mining techniques;
Table-6 Annual rates of Injury Trends in Coal Worker of Baluchistan

#| Year Source of Data - Injury Type -
Major Minor
Civil Hospital Quetta 375 -
Miss Fatima Jinnah T.B., 520 )
Clinic, Quetta
Bolan Medical Complex 275 )
Hospital, Quetta
Fatima Jinnah General & 745 )
1 2004- Chest Hospital, Quetta
05 Sajjad Clinic, Quetta 175 -
Akram Hospital, Quetta 429 -
Dispensaries in the field - 6,250
Sub Total 2,519 6,250
Grand total 8,769
Annual Injury Rate = (total number of injuries+ total number of
coal workers in Baluchistan) x100 = (8,769 + 40,000)x100 = 22%
Fatima Jinnah 349 -
T.B., Clinic,
Quetta
Bolan Medical 494 -
Complex
Hospital,
Quetta
Fatima Jinnah 382 -
General &
2 2%%5' Chest Hospital,
Quetta
Asthma Clinic, 714 -
Quetta
Sajjad Clinic, 109 -
Quetta
Akram 382 -
Hospital,
Quetta
Dispensaries in - 7,016
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the field

Sub Total 2,430

7,016

Grand total 9,446

Annual Injury Rate = (total number of injuries + total number of
coal workers in Baluchistan) x 100 = (9,446 + 40,000) x 100 =
24%

2006-
07

Miss Fatima 396
Jinnah T.B,,
Clinic, Quetta

Bolan Medical 505
Complex
Hospital,

Quetta

Fatima Jinnah 392
General

& Chest

Hospital,
Quetta

Asthma Clinic, 629
Quetta

Ali Clinic, 122
Quetta

Sajjad Clinic, 111
Quetta

Akram 336
Hospital,
Quetta

Dispensaries in -
the field

6,829

Sub Total 2,491

6,829

Grand Total 9,320

Annual Injury Rate = (total number of injuries + total number of coal
workers in Baluchistan) x 100 = (9,320 + 40,000) x 100 = 23%

2007-
08

Miss Fatima 442 -
Jinnah T.B.,
Clinic, Quetta

Bolan Medical 642 -
Complex
Hospital,

Quetta

Fatima Jinnah 407 -
General

& Chest

Hospital,
Quetta

Asthma Clinic, 696 -
Quetta

Sajjad Clinic, 179 -
Quetta
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Akram
Hospital,
Quetta

441

Dispensaries in
the field

7,410

Sub Total

2,807

7,410

Grand Total

10,217

Annual Injury Rate = (total number of injuries + total number of coal workers
in Baluchistan) x 100 = (10,217 + 40,000) x 100 = 26%

5| 2008- Miss Fatima

09 Jinnah T.B.,
Clinic, Quetta

439

Bolan Medical
Complex
Hospital,

Quetta

779

Fatima Jinnah
General &
Chest Hospital,
Quetta

326

Asthma Clinic,
Quetta

642

Sajjad Clinic

182

Akram
Hospital,
Quetta

453

Dispensaries in
the field

6,920

Sub Total

2,821

6,920

Grand total

9,741

Annual Injury Rate = (total number of injuries + total number of coal
workers in Baluchistan) x 100 = (7,941 + 40,000) x 100 = 24%

Note: Approximate total number of coal workers in Baluchistan

Source: field work.

40,000
Table -7 Occupational Injuries comparison between Baluchistan and U.S.A
i Injury (%oage)
# | Nature of Occupation Baluchistan |USA.
1 | Continuous Mine Operator 45.7 29.6
2 | Mine Helper 44.9 32.7
3 | Loader / laborer 46.2 45.4
4 Shuttle Car Operator (Belt 275 381
Conveyor)
5 Load Haul Dump (Truck 345 6.5

Loader)

Source: Field Work and EPA of U.S.A.
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The trends in injuries due to occupation especially in underground
mines are more pronounce and prominent in Baluchistan than the other
mining countries. The comparison between Baluchistan and U.S.A has been
given in table-7. It clearly shows that Baluchistan was leading in all steps of
mining and this was just because of negligence from all stake holders. No
one was ever bothered to force the mine owners to import the new mining
and mine safety equipment, adaptation of new mining techniques,
installation of coal dust and gases control devices or just to ensure the safety
measures. If only pay and other allied benefits were increased, the working
hours of coal workers would automatically reduce and resultantly, the injury
rend would decline. The above mentioned statistics can also be represented
in graphical shapes in Figures-1 and 2 whereas overall injuries trends in
Baluchistan coal mines has been shown in Figure-3

Injury Rate (%0)

22
iy |:’
20

2004-2005  2005-2006 2006-2007 2007-2008 2008-2009

Figure-1 Yearly Injuries Trends in Coal Workers of Baluchistan

50 m Baéog\hilstan ..

Q N \ . Injury..
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Figure -.2 Comparisons of jobs oriented Injuries in Coal Workers of
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Baluchistan and USA in the Year 2008

All other injuries due to
dust exposure

Sprain, Strains and
anxiety remained the

Leading
Multiple traumatic

injuries

Minor injury

Fracture / Major:
njury

The back problems

Including spine pain

Heat burn 1.5%

Figure -3 Injuries Reported from Coal Mine Fields of Baluchistan. (Data from different
hospitals of Baluchistan)

The figure 3 shows that most frequently occurring injuries are
due to strain/stress, and back problems due to working position in the coal
mine. The main reasons were inadequate working facilities, non-availability
of modern mining techniques and allied facilities. Another important factor
which can lead us to evaluate the reason of high death/ fatalities rate in
Baluchistan coal field is the age factor of coal worker. This indicates at what
age the coal workers are more prone to injury/disability. A comparison

between the Baluchistan and U.S.A has been shown in table-8
Table -8 Age Factor in Injury/Disability Trends in Coal Workers of Baluchistan and USA

Coal Yoage ofiCoal
\Workers% Injury/Disability\Workers% %Age of Injury
qe WitohAmongst age  withDisability — amongst|
rgs ect toVarious Agelrespect to|Various Age Group
# | Occupation chu ationGroups inOccupationiin U.S.A. out of Total
in P Baluchistan outjin U.S.A  [%age
Baluchistan of Total %age
1
18-34 35-44 ;‘go"\"fe‘d 18-34 Zi';‘go‘f‘/’;d
1 | (Continuous - - 17 12.5 %85 9.6 b 1416
Miner)
o | Mine 14.9 3.9 11.2 29.8  B2.7 | 10.1.9
Helper
3 | Mine 16.2 5 13.2 )55 154 810 16 P13
(Loader)

217



Shuttle Car
Operator
(Belt
conveyor)

07.5 b.2 8.9 134 881713 [1.39.77

Dump
5 | Truck 84.5 p.7 14.9 16.9 P6.5 B.9 8.2 14.4
loader

Source: Research work and EPA U.S.A

The table-8 shows that the injury trends in old age coal workers
of Baluchistan is more pronounce especially in 45 and above age workers.
Reason was quite obvious that coal mining up to the age of 45 years and
above, the coal workers remained exposed to coal dust, coal gases, and coal
effluents for longer duration, and develop multiple diseases. Moreover,
working under similar conditions/positions, make them prone to different
types of stresses and strains that sometimes, made it hard for them to
properly handle the equipment .Inadequate medical facilities and their
financial position force them working without treatment and weaken them
continuously

Mitigation Measures

In Baluchistan, the underground mining is carried out mostly with
Room and Pillar method of extraction which is the oldest and most
dangerous method and this mining technique has been rejected all over the
world Nitish and Yardarshu, 2008. The most common form of subsidence
from room and pillar mining are skin hole collapse Leckne and Zhang, 2001,
and saucer shape depression Anderson and McLoren, 2006 following pillar
failure and pillar mining surface subsidence can occur many years after
mining is done Kalin and Feng, 2005. Timber remains too far from the face
that creates more gaps between the face of mine and pillar, and becomes less
sustainable and ultimately collapses Deulas and Giang, 2002. Miners work
under loose roof Yohi and Wang, 2007. The strength of column support is
not properly analyzed and designed for the dead load Alker and Julien, 2001.
Timbering began to be seen as a critical bottle neck in the mechanical mining
process Miller and Julien, 2005, which causes death and injuries Edward and
Coln, 2008. some of the following mitigation measures can be suggested;

The emergency response plan and training should be made
compulsory, so that prevention of fatalities and serious injuries through a
systematic and comprehensive risk management based planning and designs
process can be made possible. The plans specify the measures to be taken to
address specific hazards at the mine. Incorporate the use of strategically
located ventilation or escape shafts equipped with escape hoists when
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feasible and consistent with a risk analysis as a strategy to reduce escape
times from a mine during an emergency.

. Safety devices are to be ensured at each coal field and worn by all
miners.
) Install life lines, preferably with metal core, to facilitate emergency

communications, or other direction Indicating devices in all designated
escape ways.

. Make tag lines available at strategic locations in a mine, including
near the beginning of all designated escape ways.

o Locate oxygen supply device in substantially constructed or protected
areas between adjacent designated escape.

o The minimum medical facilities which in case of emergency are
required are to be maintained by the mine owner.

) The miner should have understanding how to overcome the stress and
slow their pace when they encounter resistance to breathe.

. The department has quite sophisticated laboratory equipment but not

used to measure the emissions of greenhouse gases through coal mining,
effluent and hazardous waste, its disposal, health, and environmental effects
due to mining activities are not reported by this agency.

) The pollution tax and penalty which is required to be imposed on
excess emission of gases and coal effluent is not charged, since no physical
monitoring is carried out. The reduction in emission is possible through
implementing aggressive renewable energy and energy efficiency policies
for the power generation.

Recommendations

During the research the main focus remained on the evaluation of
those factors which are causing the numerous deaths and deleterious effects
on the health of coal workers. In this regards the laid down criterion of the
coal mining countries was compared with the prevailing situation of the coal
mining in Baluchistan, especially the latest techniques and innovations which
have been developed all over the mining countries to avoid and minimize
the death, accident ratio and coal dust exposure. Although the mining
industry in Baluchistan must be abreast with all new methodology as rest of
the world, however following bear minimum recommendations are
suggested for implementation
) It is recommended that the personnel safety and mine safety
equipment like dust mask, goggles, safety lamps, respirator, good helmet,
mine shoes, washable suite firefighting equipment, oxygen cylinder, gas
concentration detection appliances, self-rescue kit, rescue station, Gravimeter
and first aid equipment should be provided by mine owners to coal workers.
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o Medical History Sheet of each coal worker should be maintained with
all stake holders.

Mining methods to be revised

If Government cannot afford disability, injury and death benefits to
the dependent family then efforts should be made to get all the coal workers
insured at minimum premium rate.
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Abstract

Countries of Southeast Europe are at different levels of economic
growth and accession to the European Union. Bulgaria, Romania and Croatia
are already valid members of the EU. While Albania, Macedonia,
Montenegro and Serbia have the status of the candidates for membership,
Bosnia and Herzegovina still waits for the status of candidate for the
accession to the EU. The common thing for all the referred countries is that
they are far away from other members of the EU regarding their economic
development. Therefore, foreign direct investments appear to be an
important factor of speeding up the economic growth of these countries.
Linear correlation between the foreign direct investments and the indicators
of economic growth in the countries of the Southeast Europe is analyzed in
the paper. The period before the economic crises and the period after the
beginning of the economic crisis are analyzed separately, in order to observe
the linear correlation between FDI and economic growth. The following
variables are taken as indicators of the economic growth: GDP per capita,
export, import and rate of unemployment. The results of the research speak
in favor of the existence of a statistically significant correlation between FDI
and other macroeconomic indicators in the period before the economic crisis
in the majority of the analyzed countries. After the beginning of the
economic crisis, the linear correlation has been extremely weak. Effects of
the crisis very strongly influenced the economies of the observed countries.

Keywords: Foreign Direct Investment, Growth, Crisis, Southeast Europe
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Introduction

Foreign capital has the key role in the economic development of
every country. Regarding the exporting countries, the export of capital
provides increased utilization of capacities, market expansion, new
technological development, increase of profit, especially within the middle
and long-term periods. Regarding the importing countries, the import of
capital provides additional accumulation, transfer of new technology and
knowledge without buying licenses, increased export, possibility of financing
new investments that influences the increase of employment, income,
productivity, increase of budgetary revenue, etc. (Kragulj, 2014). The
criterion for the volume and the direction of capital flow in contemporary
conditions is not just the difference in the profit amount. The importance of
other factors also rises. The role of uncertainty and risk criterion originating
mostly from economic and political reasons has been increased significantly.
Economic and political instability may not only slow down, but also
sometimes stop the capital flow. Certain economic and political
circumstances are the key determinants that establish the inflow of foreign
direct investments (FDI) into a host country (Kragulj, 2003). The countries
of the southeast Europe (SEE) are characterized by the lack of capital. They
have met the process of transition through their economic development, and
also with the global economic crises in the recent period. The result of all
that was that all these countries must significantly speed up their economic
development in order to come up with other European countries. Unlike
additional borrowing, foreign direct investments are imposed as the most
suitable way for attracting foreign capital. Economic crisis that overflowed
also to the countries of the SEE significantly slowed down the economic
growth of these countries. FDI carry both positive and negative effects,
differentiating from one country to another. Therefore, the accent in this
paper is in the investigation of the correlation between FDI and economic
growth, represented through GDP per capita, export and import
performances and unemployment. The goal is to recognize the correlation
between FDI and economic growth in the period before the economic crisis
and the effects of FDI after the beginning of the economic crisis.

Previous researches

There are different researches on positive effects (Borensztein et al.,
1998; Campos and Kinoshita, 2002; Giroud et al., 2012) and negative effects
(Stanisic, 2008; Doytch and Uctum, 2011) of FDI on economic growth and
other economic variables. Certain studies show a significant influence of the
FDI to export performances of the SEE countries, providing entrance to
global markets for these countries (Castellani and Pieri, 2013; Kornecki and
Rhoades, 2006). Researches show that inflow of the FDI depends on the
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level of accession to the EU. The difference was made between the group of
countries that were candidates for the membership in the EU before 2004 and
other countries that were predicted for the accession to the EU later. The first
group of countries received almost 60% of the total inflow of FDI in the
region. The various studies pointed out that the countries of so-called
Western Balkan (Croatia, Bosnia and Herzegovina, Serbia and Montenegro,
Macedonia and Albania) were not able to attract FDI due to slowdown of
economic reforms and political instability (Acaravci and Ozturk, 2012; Joze,
Kostevc and Rojec, 2013).

Lyroudi, Papanastasiou and Vamuakidis (2004) were researching the
connection of FDI inflow with economic growth. The research included 17
countries in transition during the period 1996-1998. Results of the research
showed that there was no statistically significant correlation between the FDI
inflow and the economic growth in the transitional countries. The
observations that FDI go mostly to developed countries (Kragulj, 2014) also
speak in favor of this study. Namely, multinational investment corporations
choose high-productive, quickly growing and profitable economies (Rodrik,
1999). Campos and Kinoshita (2002) in their study included 25 countries
from Central and East Europe during the period 1990-1998. The study
showed a significant positive effect of FDI to technological advance of the
countries that were the subject of the research. Certain studies put in the
foreground the process of privatization of companies. Advantages of the
external model of privatization in attracting FDI concerning other models of
privatization were pointed out (Merlevede and Schoors, 2009).

Linear regressive dependence of import and export of goods and
services and growth of BDP per capita from FDI inflow in the countries of
SEE during the period 1995-2011 was tested by the study from 2013. The
most important conclusions of the study were that a high level of correlation
between FDI inflow and other variables was present in Albania, while this
correlation was very low in Bosnia and Herzegovina. In addition, the
influence of FDI inflow to economic growth was the lowest in Macedonia
(Jacimovic, Bjelic and Markovic, 2013). Insufficient influence of FDI to
economic growth should be looked for in the structural reforms in these
countries, as well as in the inefficiency of local companies (Stanisic, 2008).

Methodology and data

Subject of analysis in this paper is the correlation between the FDI
and economic growth in the countries of SEE-8 (Albania, Bosnia and
Herzegovina, Bulgaria, Croatia, Macedonia, Montenegro, Romania and
Serbia). For the calculation of the simple linear correlation, we use Pearson’s
coefficient given by the expression:
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where the Foreign direct investment, net inflows (BoP, current US$)
is the variable x, while the variables y are:
. GDP per capita (current US$)
Unemployment, total (% of total labor force) (modeled ILO estimate)
Export of goods and services (current US$)
Import of goods and services (current US$)
All the data required for the research were collected from statistical
bases of the World Bank (World Bank, 2015). Coefficient of determination
(R?) is used in the analysis that represents the squared value of Pearson’s
coefficient and measures which part of variance of the two variables is
mutual.

Results and discussion

Chosen period of the analysis is 2000-2013. The last year for which
data exist in the World Bank bases — the year 2014 is excluded from the
analysis due to incomplete data for certain macroeconomic indicators. In
order to observe the influence of the world economic crisis, the period was
divided into two sub-periods: the period before the economic crisis 2000-
2007 and the period after the beginning of the economic crisis 2008-2013. 6

FDI and economic growth (2000-2013)

On basis of the obtained results for the observed period 2000-2013
(Table 1), we may conclude that only in case of Bosnia and Herzegovina
there is no statistically significant correlation between FDI and other
macroeconomic indicators. The examples of Bulgaria and Romania show
that there is statistically significant negative correlation between FDI and
rate of unemployment. The correlation is more expressed in Bulgaria
(R?=0.520), while it is for Romania R?=0.306. Such the results may be
ascribed to the influence of FDI to establishing new working positions. There
is a statistically significant negative correlation between the FDI and the rate
of unemployment (R?*=0.529) also in Croatia. Besides, Croatia is
characterized also by the statistically significant correlation between the FDI
and the import of goods and services (R?=0.355), which speaks in favor of
the fact that Croatia is dependent on import of raw materials and
semifinished products.
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Table 1: Correlations between FDI net inflow and GDP per capita, Exports, Imports and
Unemployment rate (2000-2013

Country Correlations SElL28 SS|ES|EZE
FDI ~ net Pearson 1 019™ |.932" |.923™ |-.064
Albani inflows Correlation
ania Sig. (2-tailed) 000 |.000 |.000 |.829
N 14 |14 |14 14 14
_ FDI ~ net Pearson 1 301 |272 |.433 |.470
Bosnia and | inflows  Correlation
Herzegovina Sig. (2-tailed) 297 |.348 122 .090
N 14 |14 |14 14 14
FDI ~net Pearson 1 299 | 213 |.437 |-7217
Bulgari inflows Correlation
ulgaria Sig. (2-tailed) 299 |.465 |.118 |.004
N 14 |14 |14 14 14
POl net - Pearson. 1 |42 |402 |596° |-727"
c ) inflows Correlation
roatia Sig. (2-tailed) 114|155 |.024 |.003
N 14 |14 |14 14 14
FDI ~ net Pearson 1 500 |.586° |.565° |-.127
Macedoni inflows Correlation
acedoma Sig. (2-tailed) 068 |.028 |.035 |.665
N 14 |14 |14 14 14
FDI - net  Pearson 1, | 54y |_761" |.147 |-502
M inflows Correlation
ontenegro Sig. (2-tailed) 603 |.047 |.753 |.251
N 7 7 7 7 7
FDI ~ net Pearson 1 458 |.287 |.497 |-553"
R ) inflows Correlation
omania Sig. (2-tailed) 100 |.320 |[.071 |.040
N 14 |14 |14 14 14
FDI net Pearson 1 |576" |.500 |.608" |.428
Serbi inflows Correlation
erbia Sig. (2-tailed) 031 |.068 [.021 |.127
N 14 |14 |14 14 14

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

**_Correlation is significant at the 0.01 level (2-tailed).

The most expressed degree of correlation between FDI and other
macroeconomic indicators is present in Albania. Strong correlation is present
between FDI and GDP per capita (R?=0.845), FDI and export (R*=0.869),
FDI and import (R°=0.852). Moreover, a strong negative correlation is also
present between FDI and rate of unemployment, but due to the absence of
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Pearson’s coefficient, it is not statistically significant and we cannot make
dependable conclusions.

Montenegro is characterized by significant negative correlation
between FDI and export of goods and services (R?=0.579), which indicates
that FDI were not export oriented.

Correlations between FDI and export and between FDI and import
are present in Macedonia, which illustrates that FDI had modest level of
congruence only with Macedonian trading flows. Serbia is characterized by
significant correlation between FDI and GDP per capita and between FDI
and import of goods and services.

FDI and economic growth (2000-2007)

Completely different results regarding the correlation between FDI
and economic growth are obtained for the observed period 2000-2007 (Table
2). Statistically significant correlation between FDI on one hand and GDP
per capita, export and import on the other hand is present in all of the
observed countries, with the exception of Macedonia. At that, the coefficient
of determination is everywhere higher than 0.60 (R*>>0.6) for all of the
observed correlations. Statistically significant correlation between FDI and
export of goods and services is present in Macedonia (R*= 0.539). It varies
regarding to the whole observed period 2000-2013, where the correlation
between FDI and import existed apart from this correlation.

Montenegro is excepted from this analysis since it exists as a

sovereign country from 2006 and the data are available from 2007.
Table 2: Correlations between FDI net inflow and GDP per capita, Exports, Imports and
Unemployment rate (2000-2007)

o £
g2l 8s| €| £ | 28
Country Correlations = % o S §_ é E_*E
w=|(p@° | = 3
>
B GGG
Albania Sig. (2-tailed) 006 | .001 | .003 | .760
N 8 8 8 8 8
Herzegovina Sig. (2-tailed) .000 | .020 | .018 .059
N 8 8 8 8 8
) li:nl?llor\)\?; Cgfrirlztzirz)n 1 950 | 9767 | 977" | -8417
Bulgaria Sig. (2-tailed) 000 | .000 | 000 | .009
N 8 8 8 8 8
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FDI Pearson * * *
net Correlation 1 814 803 808 ~661
Croatia | Inflows i (2.tailed) 014 | 016 | 015 | .074
N 8 8 8 8 8
FDI net Pearson *
doni inflows Correlation 1 628 | 734 | 701 | -054
Macedonia Sig. (2-tailed) 095 | 038 | .053 | .900
N 8 8 8 8 8
FDI net Pearson - - -
) inflows Correlation 1 9161 .946 | .932 -399
Romania Sig. (2-tailed) 001 | 000 | 001 | 327
N 8 8 8 8 8
FDI net Pearson * - * *
b inflows Correlation 1 829 881 823 769
Serbia . .
' Sig. (2-tailed) 011 | 004 | 012 | 026
N 8 8 8 8 8

*, Correlation is significant at the 0.05 level (2-tailed).
**_Correlation is significant at the 0.01 level (2-tailed).

The differences between the countries of the SEE are illustrated by
the level of correlation between FDI and rate of unemployment. Statistically
significant correlation exists only in the cases of Bulgaria and Serbia. This
correlation in Bulgaria is negative (R*= 0.707), while in Serbia the
correlation between FDI and rate of unemployment has a positive preceding
(R?= 0.591). The positive correlation in Serbia, illustrating that there is a
decrease in working positions with increase of FDI, might be explained by
process of privatization that was very intensive in this period. Companies
were rationalized by privatization and number of employees was reduced in
order to increase labor productivity (Stosic, Redzepagic and Brnjas, 2012).

On basis of the above, we may conclude that the effects of FDI to
economic growth before the economic crisis were much more significant
than within the whole period.

FDI and economic growth (2008-2013)

After the beginning of the economic crisis, the correlation between
FDI and economic growth became even weaker (Table 3). There is no
statistically significant correlation between FDI and macroeconomic
indicators in Albania and Macedonia.

Statistically significant correlation between FDI and import exists in
Bosnia and Herzegovina (R?*= 0.743), while there is a negative correlation
between FDI and export in Montenegro (R*= 0.576).
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Romania and Bulgaria are characterized by high level of negative correlation
between FDI and rate of unemployment, while a positive correlation between
FDI and GDP per capita exists in Serbia. Surely that the global economic
crisis affected the economy of Serbia and made the already bad economic

situation even worse (Parezanin, Jednak and Kragulj, 2014).
Table 3: Correlations between FDI net inflow and GDP per capita, Exports, Imports and

Unemployment rate (2008-2013)

=
= = %) [%) E
Country Correlations 2| atc <1 a 5
CE| 88| & E £
O - @
[
)
FDI net Pearson 1 | -035 | -379 | .49 | .152
. inflows Correlation
Albania Sig. (2-tailed) o048 | 459 | 779 | 774
N 6 6 6 6 6
, FDI net Pearson 1 | e65 | 001 | 862" | -327
Bosnia and inflows Correlation
Herzegovina Sig. (2-tailed) .149 .864 .027 527
N 6 6 6 6 6
FDI net Pearson 1 | -104 | -352 | 373 | -814"
loari inflows Correlation
Bulgaria Sig. (2-tailed) 844 | 404 | 466 | .049
N 6 6 6 6 6
FDI net Pearsqn 1 856" 215 840" - 816"
. inflows Correlation
Croatia Sig. (2-tailed) 029 | 413 | 036 | .047
N 6 6 6 6 6
FDI net Pearson 1 | 55 | 635 | 800 | .322
doni inflows Correlation
Macedonia Sig. (2-tailed) 253 | 175 | 056 | 534
N 6 6 6 6 6
FDI net Pearson .
inflows Correlation 1 -.228 | -.759 134 -495
Montenegro ) )
Sig. (2-tailed) 664 | .080 | .800 318
N 6 6 6 6 6
FDI net Pearson 1 | es8 | -206 | 472 | -978”
. inflows Correlation
Romania Sig. (2-tailed) 156 | 666 | 344 | .001
N 6 6 6 6 6
FDI net Pearson 1 | 015 | 150 | 681 | -454
bi inflows Correlation
Serbia Sig. (2-tailed) o011 | 777 | 136 | 366
N 6 6 6 6 6

*. Correlation is significant at the 0.05 level (2-tailed).
**_Correlation is significant at the 0.01 level (2-tailed).
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An exception is Croatia, where a strong correlation exists between
FDI and all macroeconomic indicators, except for export. Effects of the
economic crisis to economies of the SEE countries are clearly visible from
the referred. Apart from the decrease of FDI in absolute amounts, their
effects to macroeconomic indicators are almost negligible.

Conclusion

The last empiric studies confirm the positive effect of foreign direct
investments to economic growth of developing countries. FDI are recognized
as the important channel of international transfer of technology. However,
studies in European economies in transition do not show such a consistent
result. The cause may be found in the process of transition itself, but also in
the effects of economic crisis. Due to structural reforms in the countries of
SEE, there is a decrease of production and employment because of
inefficiency of local companies. This may neutralize or even excel the
positive effect of FDI to economic growth.

While reliable conclusions regarding the linear correlation of FDI and
other macroeconomic indicators cannot be made for the whole observed
period 2000-2013, the periods before and after the beginning of economic
crisis give us a clearer acknowledgement about the correlation between FDI
and economic growth. The period before the economic crisis is characterized
with a strong correlation between FDI on one side and GDP per capita,
import and export on the other side in almost all the countries of the SEE.
The difference between the countries is in the influence of FDI to the rate of
unemployment. While in Bulgaria new working positions have been created,
unemployment as the result of privatization process has been increased with
increase of FDI in Serbia. Adverseness is that there is a positive correlation
between FDI and import with the majority of analyzed countries, which
might be the result of import of semifinished products necessary for the
process or insufficient import substitution from foreign companies dealing in
the analyzed countries.

The period after the beginning of the economic crisis is characterized
by the absence of linear correlation between FDI and economic growth in all
analyzed countries except for Croatia. A significant positive effect of FDI
has been accomplished only in Romania and Bulgaria regarding the
reduction of unemployment, while positive effects have been sublimated in
the growth of GDP per capita in Croatia and Serbia. Influences of economic
crisis significantly disturbed the flows of capital in the analyzed countries
and reduced their influence to economic growth.
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Abstract

Most of marketing literature recognizes customer satisfaction as a
significant antecedent to Brand loyalty. Further, the relationships between
both satisfaction constructs with Brand loyalty have mostly been studied
separately.
The purpose of this study is to explore the effects of three customer
perceptions (brand image, price fairness) on customer satisfaction and Brand
loyalty. A combination of a convenience and judgmental sample survey of
584 guests of three different hotels in Damascus was used to the test the
hypotheses. The results illustrate that customer satisfaction significantly
affects customer loyalty. Also, the factors of brand image and price fairness
affect Brand loyalty. Customer perception of brand image and price fairness
are almost equally to build up the satisfaction. We suggest that managers
should consider price fairness as foundations to build up customer
satisfaction, Brand loyalty and, also to improve brand image as an added on
value for customers .

Keywords: Customer satisfaction, brand loyalty, brand image, price fairness

Introduction

Customer Satisfaction and Loyalty have become a major marketing
topic today. In the last 15years, a lot of marketing research focus on
identifying describing , and analyzing both subject (E.G., Anderson and
Sullivan, 1993; Reichheld, 1993; Dick and Basu,1994; Jones And
Sasser,1995; Blomer and Kasper,1995; Bolton and Lemon, 1999;
Edvardsoon et al.,2000; Homburg and Giering, 2001; Auh and
Johnson,2005; Bodlet,2007; Terblanche and Boshoff, 2010).

The high level of consumer satisfaction has many benefits for the
brand; such as increased consumer loyalty, enhanced brand ,reputation |,
reduced price elasticity, positive word of mouth and lower switching
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tendency (Anderson et al.,1994; Fornell, 1992). It is believed that consumer
satisfaction is a good, if not the best, indicator for a firm’s efficiency to profit
(Fornell,1992; Kotler, 1991; Reichheld and Sasser, 1990).

Reichheld (1994) argued that satisfied customers are not necessary
loyal. However, Evidently, Reichheld and Markey (2000) noted that the
customers who said they are ‘satisfied’ or ‘very satisfied ° showed that
between 60 and 80% will defect in most businesses. The criticisms of relying
solely on consumer satisfaction survey (Jones and Sasser, 1995; Reichheld,
1994) have deliberately called for a paradigm shift , from emphasis on
satisfaction to the pursuit of loyalty as a strategic business goal
(Oliver,1999). Oliver (1999) noted the shift "appeared to be a worthwhile
change in strategy for most firms because business understood the profit of
having a loyal customer base" (p.33). Therefore it was suggested that those
who are measuring customer satisfaction should not stop there (Reichheld,
1994). The shift to measure loyalty is based on a desire to better understand
retention, a component of loyalty, which had a direct link to a company's
profit (Taylor, 1998).

Brand loyalty can provide essential benefits for both consumers and
companies. For consumers, a brand toward which they feel loyal, can act as a
signal of achieved expectation. Because of familiar and favorable signal that
a brand sends consumers buy the brand with more comfort believing that the
brand will meet their expectations. This comfort would mostly come from
the credibility of the brand established from past experiences. For
companies, customer loyalty enhances brand equity by lowering
vulnerability to competitive marketing actions, increasing ,margins ,
increasing marketing communication ,effectiveness and possibly generating
more brand licensing or extension opportunities (Keller,1998). A study by
Bain & Co. (Reichheld and Teal,2001) shows that 5% increase in customer
loyalty, can increase a company’s profitability by 40 to 95% and an increase
in customer loyalty of 1% is the equivalent of 10% cost reduction.
Furthermore, Kapferer (2005) stated that “Brand loyalty is a marketers' Holy
Grail”.

For managing customer satisfaction and loyalty, it is necessary to
identify the antecedents of these constructs. Several scholars have suggested
that express image, may generate more loyalty consumers (Bennett and
Rundle, Thiele, 2005; Nandan, 2005). Empirical evidences have confirmed
that image does impact satisfaction; which in turn led to loyalty in many
industries (e.g., Bloemer and Ruyter, 1998), However, the impact of image
on satisfaction required more validation, as some contradictory results can be
observed in marketing literature (Palacio et al., 2002).

Price another important factor on consumer satisfaction, (Parasurman
et al., 1994), but it was rarely investigated in previous studies. Voss et
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al.,(1998) suggested that the price decision has an impact on consumer
satisfaction. Also, they pointed out the lack of literature exploring the
possible effect of consumer’s price decision on the degree of satisfaction.
Parasuraman, Zeithaml and Berry (1994) also indicated that the influences of
product quality and consumers’ perceived price, where often ignored in prior
consumer satisfaction studies. Further, until now, the simultaneous
investigated of the interrelationships between perceived quality, brand
image, price fairness, satisfaction and loyalty has not yet been done.

This paper aims to examine the relationships between brand image,
price fairness, satisfaction and loyalty; in the context of hotel industry. The
following section describes the theoretical framework and development of
hypothesis, a description of the research method and results. The discussion
with conclusion, limitations, managerial implication and suggestion for
future research are also reported.

Literature review
Consumer Satisfaction

Consumers’ satisfaction has been considered one of the most
important constructs (Morgan et al., 1996; McQuitty et al ., 2000), and one
of the main goals in marketing (Erevelles and Leavitt, 1992). Satisfaction
plays a crucial role in marketing because it is a predictor of purchase
behaviour (repurchase, purchase intentions, brand choice and switching
behaviour) (Oliver, 1993; McQuitty et al.,2000). Fornell (1992) has defined
satisfaction as “Overall evaluation after purchase”. However, (Oliver,1997)
offered a deeper definition of satisfaction, “ the consumer's fulfillment
response . It is a judgment that a product or service feature, or the product or
service itself, provided (or is providing) a pleasurable level of consumption-
related fulfillment, including levels of under- or over fulfillment ”. Finally,
Kotler (1997) defines satisfaction as “a person’s feeling of pleasure or
disappointed resulting from comparing a product’s perceived performance
(or outcome) in relation to his or her expectations .

Consumer satisfaction research began in the marketing field in 1970s
and it is currently based on the * disconfirmation of expectations paradigm ”
(Cadotte et al.,1987) . This paradigm says that consumer brand evaluation
involves comparing actual performance with certain standards. Three
outcomes are likely:

1) Confirmation: where performance matches standards, leading to
neutral feelings.

@) Positive disconfirmation: where performance is deemed better than
standard, resulting in satisfaction.

3 Negative disconfirmation: where performance is deemed worse than
standard, resulting in dissatisfaction.
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Therefore, it is commonly accepted that in order to determine
satisfaction or dissatisfaction , comparisons must be made between
customers’ expectations and the perceived performance of the product
(Y1,1990).

Marketing researchers also distinguish between transaction-specific
and cumulative consumer satisfaction (Johnson et al.,1995; Andreassen,
2000). Transaction-specific consumer satisfaction is a post-consumption
evaluative judgment of a specific purchase occasion (Oliver, 1980, 1993). In
contrast, cumulative consumer satisfaction that represents an overall
evaluation based on the entire purchase and consumption experience with a
product over time (Johnson and Fornell, 1991; Fornell, 1992; Anderson et
al., 1994). This is more fundamental and useful than transaction-specific
consumer satisfaction in predicting consumer’s subsequent behaviors and
firm’s performance (Fornell et al., 1996 ; Johnson et al., 2001).

The satisfaction response will be reflected towards the level of
affection for the brand, which is in line with the suggestions, by Oliver
(1997,1999). Oliver (1999) noted that consumers at the affective stage would
develop a positive attitude towards the brand or liking the brand as a result of
satisfactory repetitive usage over time. This current study embraced this
viewpoint.

Brand Loyalty

The concept of “ loyalty ” grow out of the term * insistence ” coined
by Copeland (1923). Insistence is the last stage of consumers’ attitudes
toward the demand for branded product. In this stage, consumers do not
accept substitutes when they decide to purchase a product or service. Since
Copeland, the concept of brand loyalty has been extensively investigated in
consumer and marketing studies.

Oliver (1999) defined brand loyalty as "a deeply held psychological
commitment to rebuy or repatronize a preferred product/service consistently
in the future, thereby causing repetitive same-brand or same brand-set
purchasing, despite situational influences and marketing efforts having the
potential to cause switching behavior " (p. 34). Current conceptualizations of
loyalty have, for the most part, adopted one of three approaches (Jacoby and
Chestnut, 1978). It has been suggested that loyalty may refer to customers'
behavioral consistency (the behavioral approach), attitudinal predisposition
toward purchase a brand (the attitudinal approach), or a combination of the
two approaches (the composite approach).

Jacoby and Chestnut (1978) provided a conceptual definition of
brand loyalty as: (i) biased (i.e. non-random), (ii) behavioral response (i.e.
purchase), (iii) expressed over time, (iv) by some decision-making unit, (v)
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with respect to one or more brands out of a set of such brands , and is a
function of psychological (decision-making evaluate) processes.

Oliver (1999) has proposed four ascending brand-loyalty stages
according to the cognition affect conation pattern. The first stage is cognitive
loyalty. Customers are loyal to a brand based on their information on that
brand. The next phase is affective loyalty, which refers to customer liking or
positive attitudes toward a brand. The third step is conative loyalty or
behavioral intention. This is a deeply held commitment to buy a "good
intention™ This desire may result in unrealized action. The last stage is action
loyalty, where customers convert intentions into actions. Customers at this
stage experience action inertia, coupled with a desire to overcome obstacles
to make a purchase. Although action loyalty is ideal, it is difficult to observe
and is often equally difficult to measure.

To sum up, the issues of loyalty mainly concerned on how loyalty is
operationalized. It is very important to understand how we should measure
loyalty. The authors of this study have adopted the composite approach to
brand loyalty. For this study, loyal customers are customer who hold
favorable attitudes toward the company, commit to repurchase the brand and
recommend the brand to others.

Customer Satisfaction and Brand Loyalty

Many studies have been concentrated on the investigation of the
satisfaction- loyalty relationship(Olsen, 2007; Balabanis et al., 2006; Suh
and Yi, 2006; Auh and Johnson, 2005; Yang and Peterson, 2004; SzymanskKi
and Henard, 2001). When consumers are satisfied with the product/brand,
they are more likely to recommend the product to others, are less likely to
switch to other alternative brand , and are likely to repeat purchase (Bennett
and Rundle-Thiele, 2004). Similarly, Szymanski and Henard (2001) using a
meta-analysis of satisfaction advocated satisfaction as a direct antecedent of
loyalty. Fornell (1992) also established that satisfaction directly influences
loyalty although he found that the link depends on the industrial context.
Many related empirical studies (Szymanski and Henard,2001; Johnson et al.,
2001; Cronin et al., 2000; Blomer et al., 1999; Oliver ,1999 ; Bloemer and
Ruyter, 1998; Zeithaml et al., 1996) reported that satisfied consumers
demonstrate more loyal behavior. Accordingly, the first hypothesis is to
repeat the test of this relationship:

H1: Customer satisfaction is positively associated with Brand
Loyalty.

Brand Image

In marketing literature great attention has been given to brand image
from company’s and consumer’s perspectives. The approach of company
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focuses towards the improvement of marketing activity long with strategies
of brand positioning and retaining a positive brand image. Consumer’s
approach is based on his or her attitude towards the interpretation of brand
image and brand equity. The significance of brand in the market is
influenced by company’s ability to evaluate the fact how consumers interpret
brand image and company’s ability to manage the strategy of brand
positioning, adequately revealing brand’s equity to a consumer (Kaotler,
2001).

Reynolds (1965) noted that " an image is the mental construct
developed by the consumer on the basis of a few selected impressions among
the flood of the total impressions, it comes into being through a creative
process in which these selected impressions are elaborated, embellished, and
ordered " (p. 69). Kotler (2001) defines image as " the set of beliefs, ideas ,
and impression that a person holds regarding an object " (p.273). On the
other hand, Keller (1993) considered brand image as " a set of perceptions
about a brand as reflected by brand associations in consumer's memory "
(p-3). A similar definition to Keller's was proposed by Aaker (1991),
whereby brand image is referred to as" a set of associations, usually
organized in some meaningful way"(p.109).

Keller (1993) regard that brand image will associate brand perception
with consumers” memory. During the buying process, brand characteristics
will influence consumers’ decision, and marketing activities and consumer
personal attributes will also influence brand image and purchase intention of
consumers. So, a strong brand should have a clear brand image such as brand
personality, organization association, feeling and self expression to represent
consumer commitment by the corporation.

Aaker(1991) also regard that brand image can generate value in terms
of helping customer to process information, differentiating the brand,
generating reasons to buy, give positive feelings, and providing a basis for
extensions. Creating and maintaining image of the brand is an important part
of a firm's marketing program (Roth, 1995) and branding strategy (Keller,
1993; Aaker, 1991).

Although there are not much research found relationship between
brand image and customer satisfaction, Reynold and Beatty (1999) and
Stephen et al., (2007) revealed some linkages between the brand image and
customer satisfaction by seeing peoples reactions to different salespersons.
This study, therefore proposes the impact of brand image on customer
satisfaction:

H2: Brand image is positively associated with customer satisfaction.
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Price Fairness

According to Kotler and Armstrong (2010), price is the amount of
money charged for a product or service, or the sum of the values that
customers exchange for the benefits of having or using the product or
service. However, Stanton et al (1994) defined price as the amount of money
or goods needed to acquire some combination of another goods and its
companying services. Anderson et al. (1994) emphasized price as an
important factor of consumer satisfaction, because whenever consumers
evaluate the value of an acquired service, they usually think of the price.

Usually, the lower the perceived price the lower perceived sacrifice
(Zeithaml,1988). Then, More satisfaction with the perceived price and
overall transaction are created. On the other hand, it is also possible that
consumers use the price as a clue. It implies that lower monetary price or
perceived price does not guarantee higher satisfaction. Consumers usually
judge price and service quality by the concept of " equity ", then generate
their satisfaction or dissatisfaction level (Oliver, 1997).

Recently, marketing literature showed researchers’ inclination
towards price fairness in relation with customer satisfaction (Hermann et al.,
2007; Kukar-Kinney et al., 2007; Martin-Consuegra et al., 2007). Price
fairness refers to consumers’ assessments of whether a seller’s price is
reasonable, acceptable or justifiable (Xia et al., 2004; Kukar-Kinney et al.,
2007). Price fairness is a very important issue that leads toward satisfaction.
Charging fair price helps to develop customer satisfaction and loyalty.
Research has shown that customer’s decision to accept particular price has a
direct bearing at satisfaction level and loyalty and indirectly (Martin-
Consuegra et al., 2007). In another study of Herrmann et al.,(2007), it was
concluded that customer satisfaction is directly influenced by price
perceptions while indirectly through the perception of price fairness. The
price fairness itself, the way it is fixed and offered have a great impact on
satisfaction. In this context, this study then proposes the following:

H3: price fairness is positively associated with customer satisfaction.

The Relationship Among Brand Image , Price Fairness And Brand
Loyalty

According to Johnson et al.,(2001), key to perception of corporate
image is the organization-related association held in a customers memory.
Since consumer could evoke the past experience in future purchase intention,
previously image could appear as an explicatory variable of the purchase
intention in this context.

Moreover, when the company on the basis of it’s view of the market
creates brand and translates this brand into the brand image as perceived by
customer, this strategy develops greater customer satisfaction furthermore

238



greater brand loyalty (Royle et al., 1999). Based on this discussion, the next
hypothesis is:

H4 : Brand image is positively associated with Brand loyalty .

Ti Bei and Ching Chiao (2001) found perceived price fairness has
positive effects; both direct and indirect effect (through consumer
satisfaction) on consumer loyalty. From customer’s perspective, price is
what is given up or sacrificed to obtain a product. It is possible to display the
intention of repeat purchase behavior. On the other hand, if customers do not
feel that their sacrifices are worthwhile, they may not the purchase again,
even when they are satisfied with the quality of a product. Based on this
discussion, the next hypothesis is:

H5 : price fairness is positively associated with Brand loyalty .

Research methodology
Sampling design and data collection

Testing the suggested research hypotheses was accomplished through
a combination of a convenience and judgmental sample survey of guests of
three different hotels in Damascus, Syria. The questionnaires were delivered
through the reception desk to those gusts checking in during the four weeks'
data-collection period. A total of 600 questionnaires were distributed.
Incomplete and inappropriate answered, using cross-test, were excluded 584
usable responses were obtained, which providing an acceptable level of
response rate ( 97.3 %) . Among the 584 respondents, 44.2 % were male and
55.8 % were female .40% were age between 25-54 years and 60% were age
above 55 years . 30.5% were annual income between $25.000-$50.000, 55%
were annual income between $50,000-$75,000, 14.5 were annual income
between $75,000 and more.

Results
Measurement model

This study implements a structural equation modeling (SEM)
approach, using AMOS 18, to develop a model that represents the causal
relationships among the variables (Chin, 2001). The questionnaire items
employed to collect data were adapted from Fornell et al., (1996), Yoo et al.,
(2000), Aaker and Alvarez (1995) and Kukar-Kinney et al. (2007). Each
variable was measured using previously developed components of
instruments that have demonstrated good psychometric properties. The study
survey consisted of Five sections: perceived quality, measured using Six
items; Brand image, measured Two items ; price fairness, measured using
four items; customer satisfaction, measured using three items; Brand loyalty,
measured using eight items.
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A confirmatory factor analysis (CFA) was conducted to empirically
test the measurement model. Multiple tests on construct validity and
reliability were performed. Model fit was evaluated using the maximum
likelihood (ML) method.

Construct reliability. Construct reliability was assessed using
Cronbach’s a, composite reliability (CR) and average variance extracted
(AVE) using CFA. As the a-values (Table 1) for all the constructs are greater
than the guideline of 0.70, it can be concluded that the scales can be applied
for the analysis with acceptable reliability (Saunders et al., 2003). CR and
AVE were calculated from model estimates using the CR formula and AVE
formula given by Fornell and Larcker (1981) . In the measurement model, all
constructs had a CR over the cut-off of 0.70 and the AVE for all exceeded
the recommended level of 0.5 (Bagozzi and Yi, 1988). Based on these
assessments, measures used within this study were within the acceptable
levels supporting the reliability of the constructs (Table 1).

Construct validity. Construct validation includes content, convergent,
and discriminate validities . Content validity was verified by expert judgment
and by a careful literature review. Convergent validity can be evaluated by
examining the factor loadings. All estimated standard loadings (Table I)
were > 0.50, suggesting good convergent validity (Lin and Ding, 2006) . To
assess the discriminant validity, Fornell and Larcker’s (1981) criterion, that
square root of the AVE for each construct should be greater than the
correlation between constructs, was used. Table Il shows the values of the
square root of the AVE are all greater than the inter-construct correlations.

Nine common model-fit measures were used to assess the model’s
overall goodness of fit . As shown in Table Ill, all the model-fit indices
exceeded the respective common acceptance levels suggested by previous
research, demonstrating that the measurement model exhibited a good fit
with the data collected.
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Table 11. Correlation and average variance extracted

PF

0.888
0.887
0.871
0.828

0.907
0.909
0.713

Bl

0.756
0.169
0.350

CS

0.799
0.749
0.645

0.790
0.794
0.563

PF

0.845
0.328

Table 111. Measurement Model Fit Indices

Items Bl
1 0.807
2 0.806
2
4
4
6
7
8
9
10
12
13
14
15
16
17
18
Reliability 0.722
CR 0.727
AVE 0.572
BL
BL 0.709
Bl 0.362
PF 0.281
Cs 0.637
Fit index
Chi-square / (df)
GFlI
AGFI
NFI
IFI
CFlI
TLI
RFI
RMSEA
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Recommended value

A

< 3.00
> 0.90
> 0.80
> 0.90
> 0.90
> 0.90
> 0.90
> 0.90

0.05 to 0.08

BL

0.748
0.732
0.732
0.720
0.715
0.654
0.613
0.600
0.883
0.887
0.502

Cs

0.750

Indices values

2.49
0.92
0.90
0.92
0.95
0.95
0.94
0.90
0.051



Structural model

Bootstrapping with 1000 resample's was done to derive t-statistics to
assess the significance level of the model’s coefficients and to test the
hypotheses (Chin, 2001). Using AMOS version 18.0, the researcher
determine the path coefficients. Figure 1 shows the Results of structural

model.
Brand image
v’ 0.11*
0.16**
Customer 0.50***
Satisfaction
0.15**7
0.06*
Figured 1.
Results Of Structural Model
Table IV. Hypothesis-testing results
Path Coefficients t-values p-value  Result
(B)

H2 —» Bl 0.157 3.142** 0.002 Supported
CsS
H3:PF —» 0.154 5.546%** 0.000 Supported
CsS
H1:CS —» 0.499 7.457%** 0.000 Supported
BL
H4 —» Bl 0.111 2.226* 0.026 Supported
BL
H5 — :PF 0.063 2.242* 0.025 Supported
BL

Notes: ***p < 0.001, **p < 0.01, *p < 0.05
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Bl showed had a positive effect on both CS (8 =0.157, p <0.01) and BL (B
= 0.111 , p < 0.05) . Thus, H2 and H4 were supported (Table 1V) . In
addition PF had a positive effect on both CS (8 =0.154, p <0.001) and BL
(8 =0.063 , p < 0.05) ) Therefore , H3 and H5 was supported. CS had
positive effect on BL (3 = 0.499, p <0.001). Therefore , H1 was supported.

Discussion And Conclusions

The key objective of this study is to explore the effect of brand image
and price fairness on customer satisfaction and loyalty. The result of this
study have verified the previous finding ( Cronin et al., 2000; Lee, 1998;
McDougall and Levesque, 2000; Stephen et al., 2007).that customers
established higher loyalty toward a brands when they are more satisfied. This
is also consistent with prior studies (Bloemer and Kasper, 1995; Fornell
,1996; Lee ,1998; Oliver ,1999; McDougall and Levesque , 2000). In
addition, brand image and price fairness played important roles on
satisfaction. Although numerous mentioned that relation between customer
satisfaction and customer loyalty and which determents effect to customer
satisfaction, there was no empirical study focusing simultaneously on brand
image and price fairness. Since brand image and price fairness were often
not include in previous marketing studies regarding customer satisfaction,
this study endeavors to establish the links among these elements. That price
fairness is an important determinant of customer satisfaction. Also, the
results provide concrete empirical evidence that brand image is positively
related to consumer satisfaction, which are as important as price fairness.
Thus, from a managerial standpoint, managers should not emphasize only
price fairness in a total customer satisfaction program. Brand image is
fundamental and also important to build up consumer satisfaction. None of
them can be ignored or partially accented.

As expected, brand image and price fairness are positive related to
Brand loyalty. Managers need to understand the important role of, brand
image, price fairness and satisfaction in order to be able to predict brand
loyalty. All the above variables provide several managerial implications and
are important issues in the development and implementation of marketing
strategies aimed at building and maintaining market share.

The results suggest that to improve brand loyalty and customer's
satisfaction in the hotel industry, marketers should improve the hotels brand
strategy that relates to aspects of how the branded hotel can provide a
solution to their customer's needs and expectation, the good impression of
visiting their hotel, and the effectiveness of the brand. Price is the necessary
sacrifice that a customer gives to exchange for the service. However, if
consumers are only satisfied with the service and price provided by a firm,
they may only repeat visiting habitually, but without true loyalty. Thus, the
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best strategy for a marketing manager in mobile industries is to ensure the
basic quality of services sold at a fair price, then emphasize brand image to
provide added values in order to maintain customers.

This study highlights the important of image, price fairness and
customer satisfaction to improve loyalty. Moreover, in a hotel chain, this
may present challenges for management since the performance of on hotel
may influence customers’ perception of other hotels in the same chain. It is
thus vital to maintain consistency in service standards of all hotels belonging
to chain. This may prove difficult where the chain hotel has properties in
different countries. Although customers value consistency highly, they
equally value personalised service. Hence, it is important that a chain hotel
also maintain its individuality through personalised service. Customer
loyalty can therefore be nurtured by providing consistent superior room
facilities, complemented by the personalised services of housekeeping staff.

The finding of this study contributes to the growing body of
knowledge in service management and hospitality management. This study
could be replicated in chain restaurants and/or in other service sectors. The
strength of this research lies in the fact that it provides an actionable focuse
for the managers of hotels in their pursuit of a competitive advantage. The
author conclude that an organization’s long-term success in market is
essentially determined by its ability to expand and maintain a large and loyal
customer base. However, it is important to recognize that customer loyalty is
time specific and non-preferment and, thus, requires continues and consistent
investment. Hotel organization must, therefore, constantly strive to develop
and maintain their customers’ loyalty or, as is true in the majority of
relationships, risk losing it to someone else.
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Abstract

Conscious consumers demand better quality, and food locally
produced with safety measures to have improved health and lower their
carbon footprint. Regional ecology-friendly agriculture can fulfil such
requirements. The objective of this paper is to present a case study of
environment-friendly farmers in the State of Tlaxcala at the Central
Highlands of Mexico, and the challenges that they have to confront. Groups
of small farmers growing organic products created the Alternative Markets
of Tlaxcala and Apizaco. The products sold in these markets are cultivated
directly by 36 family groups, with an average of five members. They
indirectly benefit another 150 people. Their plots are small, up to 5 hectares.
They grow and sell temperate fruits, vegetables, cereal grains, honey and its
derivate products. They also offer processed foods, handcrafts, personal
hygiene products, and botanical goods. They use an alternative certification
system, a participatory guarantee one. Since 2013, a plan of actions to
consolidate the participative certification committee and to offer technical
advice and training on organic production and food safety was conducted.
The Alternative Markets have promoted the production and transformation
of environment-friendly goods. They offer the option to sell products for
higher prices than conventional ones. Consumers are willing to pay a
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premium for food and other items free from toxic agrochemicals, bought
directly from the producers. The farmers and transformers of such markets
are beginning to understand the importance to grow safe food and other
products, and to implement procedures to achieve this objective.

Keywords: Organic agriculture, Good Agricultural Practices, Good
Manufacturing Practices, Value addition

Introduction

Modern agriculture involves worldwide supply chains with high
mobility and high-carbon footprint. Such movements involve not only
products, but also information, people, pest and diseases. Such problems
have alienated many people.

Thus, conscious consumers demand better quality, food locally
produced with safety measures to have improved health and lower their
environmental impact.

In opposition to the conventional model of production and marketing,
and international trade, there is a social growing concern of the compatibility
of the productive processes with the environment, and the preservation of
cultural traditions. The quality of the products it is not only judged by their
appearance, but also about their nutritional value and the consequences of
how it was obtained (Prieto-Diaz, 2007).

In the last decades, the valorization of the intangible attributes has
been higher, based on the ethical considerations of the consumers. There is a
growing trend in the demand of differentiate products with better quality.
Brand's certifications and trademarks convey and guarantee such attributes as
Organic or Fair Trade.

The organic sector has a very dynamic development in the world. In
Mexico, it has had a very high growth rate (higher than 25% per annum since
1996). Greater return to the farmers is an important drive for this expansion.
Coffee had the higher planted area (50% of the total organic in 2007-2008),
followed by horticultural crops (10% of the total organic planted area;
Gomez-Cruz et al., 2010).

Most of the Mexican organic production is exported (Gomez-Cruz et
al., 2010). However, the domestic market has been expanding. The Mexican
Network of Organic Markets was founded in 2004 to meet such demand
(Nelson et al., 2010).

A growing number of consumers prefer organic products because,
among other things, they are not exposed to toxic agrochemicals. Other
aspects related to food safety are not always considered in environmental
friendly agriculture.
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Unsafe food can be found everywhere. It can contain harmful
bacteria, viruses, parasites or chemical substances. They are responsible for
more than 200 diseases and the death of approximately 2 million people per
annum worldwide (WHO, 2015).

Food safety is a major concern to public health. Even tough, many
farmers and food processors, mainly in developing countries, are not aware
of the practices and processes needed to achieve it. Organic producers have
to face the same difficulties. The rules to ensure the production or the
transformations of safe foods do not exist, or they are lax, or not enforced.
Thus, the problem of contaminated food is growing.

The objective of this paper is to present a case study of environment-
friendly farmers in the State of Tlaxcala at the Central Highlands of Mexico,
and the challenges they have to face.

Materials and Methods

This research was conducted in locations of Espafiita, Apizaco, Santa
Cruz Tlaxcala, Hueyotlipan, Tlaxco, Yauhguemecan, Chiautempan, Santa
Isabel Xiloxoxtla municipalities at the State of Tlaxcala, in the Central
Highlands of Mexico.

The State of Tlaxcala is located in the central east part of Mexico,
between the latitudes 19° 05” 43” and 19° 44’ 07” N, the longitudes 97° 37’
07” and 98° 42’ 51 W. It has the smallest area (4,061 km?). Its average
altitude is 2,230 meters above sea level. Tlaxcala, its capital and main city is
124 km away from Mexico City, about two hours and a half drive.

The farmers selected for this study, sell their products directly to the
consumers in the “Alternative Markets” located in the cities of Tlaxcala and
Apizaco, the main ones in the State of Tlaxcala (Fig. 1).

Figure 1. Meeting and stand at the Apizaco Alternative Market.

In order to study and to discuss directly with the environment-
friendly farmers their problems and needs, 24 visits to their production and
food-processing units were conducted (Fig. 2). The productive activities, the

254



handling of the harvests, the transformation processes, the packaging, the
exhibition for sale, and the product differentiation strategies were examined.

Because of the visits and group discussions in ten meetings, food
safety, good agricultural practices, good manufacturing practices, value-
adding processes, and an experience's exchange were identified as top
priorities (Fig. 1). Five workshops were carried out to fulfill such needs (Fig.
2).

The main objective of the training was to increase production and
food safety, and to improve the quality of the products, their transformation
processes, and marketing strategies in a highly competitive market.

Training materials for oral presentations, and hands-on activities for
higher involvement of farmers were designed. Materials and procedures from
the World Health Organization (2007, 2012) and other reputable sources
were also used.

Figure 2. Workshop for members of the Alternative Markets of Tlaxcala and Apizaco, and
organic plot.

Results and Discussion

Small agricultural friendly farmers and handcrafts producers from
several locations of Espafiita, Apizaco, Santa Cruz Tlaxcala, Hueyotlipan,
Tlaxco, Yauhquemecédn, Chiautempan, Santa Isabel Xiloxoxtla
municipalities of the State of Tlaxcala at the Mexico’s Central Highlands,
have been organizing local actions. Those are aimed for direct production,
transformation, and marketing of agricultural goods, food, and other products
to improve their quality of life through “Alternative Markets” in the cities of
Tlaxcala and Apizaco.

The Alternative Markets of Tlaxcala

Groups of small farmers producing organic goods created the
Alternative Markets of Tlaxcala and Apizaco. The Tlaxcala alternative
market was inaugurated in 2005. The Apizaco one started activities in 2009.
They belong to the Mexican Network of Organic Markets. These markets
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can be conceived as production-consumption units with high environmental,
social, and economic responsibility. They promote a bond between farmers
and consumers.

The Tlaxcala and Apizaco Alternative Markets are the result of the
demand, from consumer groups, to have healthy foods, free from toxic
agrochemicals, harvested by small farmers, social and environmental
responsible. The products sold in these markets are cultivated directly by 36
family groups. A family group has an average of five members. They
indirectly benefit another 150 people.

Within every family group, the participants collaborate in several
tasks, from production and transformation to selling in the markets. They
have men and women from different ages. Their plots are small, ranging
from few square meters to 5 hectares. Very few have a higher area.

They grow and sell temperate fruits, vegetables, cereal grains, honey
and its derivate products. They also offer processed foods, handcrafts,
personal hygiene products, and botanical goods. Each market open only one
day per week.

They work based on cooperative principles, but without any formal
organization. Democratic values are important too. Every participant group
has rights and obligations. Their core principles are: 1) Open and voluntary
membership; 2) Democratic decision taking; 3) Economic contribution; 4)
Autonomy and independence; 5) Education, training, and information; 6)
Cooperation; and 7) Social responsibility (Alternative Markets, 2015).

Those farmers have been working together for the last eight years. In
some cases, they have achieved agreements for joint production and
transformation to add value.

As a mean to have better market participation and higher profits, they
have organized to offer differentiate products, and they have to learn skills to
produce in an ecological way.

A Dbarrier for a wider distribution of their goods is that they do not
have a third party certification for organic production because it is a lengthy,
expensive, complicated, and highly bureaucratic process. It is almost
impossible to comply by a small farmer. They use an alternative certification
system, a participatory guarantee one (IFOAM, 2013; Nelson et al., 2010 and
2015). Nelson et al. (2010) have described it.

Their participatory certification committee have meetings every
Tuesday. It decides on the introduction of novel products or the acceptance
of new farmers. Afterwards, when it is necessary, it conducts visits to
production or transformation units. The committee also performs continuous
evaluations of the Alternative Markets members.
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They received external support to improve their technical processes
and market strategies. Nevertheless, they need more training and information
about their productive processes, health legislation, and marketing.

In order to strengthen its participatory guarantee system, the organic
production, and food security processes, the participants of the alternative
markets looked for the involvement of professors and students of Chapingo
Autonomous University (CAU), the largest and oldest agricultural university
in Mexico. Its main campus is located in the nearby state of Mexico.
Somacidich Agroideas (SA), a consultant group of environmental friendly
technologies and knowledge, is participating too.

Since 2013, a plan of actions to consolidate the participative
certification committee and to offer technical advice and training on organic
production and food safety was done. It was formulated jointly by farmers,
by professors of CAU, and by personnel of SA. They have conducted it
successfully.

As it has been stated, unsafe food is a major problem in developing
countries. Mexico is not an exception. Despite the actions of the Ministry of
Agriculture’s National System of Health and Food Safety (SENASICA in
Spanish), most farmers are not aware of the systems or regulations to ensure
food safety.

Good Agricultural Practices, Good Manufacturing Practices, other
processes or certifications related to food safety are only followed or
obtained when other countries or institutional buyers require them.

The small farmers of the Tlaxcala and Apizaco Alternative Markets
are seeking new and more profitable distribution channels. They are aware
that supermarkets and other important buyers have requirements related with
food safety. Thus, they requested more information and workshops related to
CAU and SA personnel.

During 2014, an introductory workshop on food safety was
conducted. The farmers began to realize the requirements needed to produce,
transform, transport, and sell safe food. None was even close to fulfil such
requirements.

A workshop on Good Agricultural Practices and another one about
Good Manufacturing Practices were also given. They provided knowledge
that is more specialized for farmers and food transformers. Individual visits
to interested groups are helping to identify steps and strategies to improve
food safety.

Farmers of the Alternative Markets of Tlaxcala and Apizaco are
beginning to understand and to implement procedures to obtain safer food.
The fulfilling of national or international standards on food safety is still far
away. They seem to have the will to achieve this goal.
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Conclusion

The Alternative Markets of Tlaxcala and Apizaco have promoted the
production and transformation of environment-friendly goods. They offer the
option to sell products for higher prices than conventional ones. Conscious
consumers are willing to pay a premium for food and other items free from
toxic agrochemicals, bought directly from the producers.

The farmers and transformers of such markets understand the
importance to produce safe food and other goods. They are beginning to
implement procedures to achieve this objective.
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Abstract

Social Impact Investing (SIl), defined as investment that aims to
create a positive social impact in addition to a financial return, is a promising
approach to solving pressing social issues. One of the key topics in this
context is a new “pay-for-performance” financing instrument for social
services that has been implemented in the UK, the US and Australia to
facilitate impact investments: Social Impact Bonds (SIBs). The extension of
the scope of the SIB outcomes-based model to achieve improved social
outcomes in developing countries implies the use of Developing Impact
Bonds (DIBs). The adaption of the SIB approach for developing countries is
the most recent financial innovation derived from the impact investing
industry. This work using a multiple case study approach, provides an
analysis of the role of typical financial instruments of Sllin welfare policies
through a descriptive and explorative analysis of the contractual scheme and
of the technical and economic aspects of some currently existing SIBs and
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DIBs and provides a comparison of SIBs and DIBs by highlighting their
similarities, differences, opportunities and challenges. The results offer
practical suggestions for professionals and policy makers to support suitable
strategies for the evolution of these instruments in the delivery of welfare
services.

Keywords: Social Impact Bond, Development Impact Bond, Social and
Sustainable Finance

Introduction

Social Impact Investing (SIl), defined as investment that aims to
create a positive social impact in addition to a financial return, is a promising
approach to solving pressing social issues (Hochstadter & Scheck, 2014).
This enormous market opportunity covers four mega trends, namely, markets
at the bottom of the pyramid, a green economy, the Lifestyle of Health and
Sustainability (LOHAS) segment and the reconfiguration of welfare states
(Martin, 2013).

One of the key topics in this context is represented in a new “pay-for-
performance” financing instrument for welfare services that has been
implemented since 2010, especially in the UK, in the US and Australia, to
facilitate impact investments: Social Impact Bonds (SIBs) (Social Finance
UK, 2014c).

The extension of the scope of the SIB outcomes-based model to
achieve improved social outcomes in developing countries implies the use of
Developing Impact Bonds (DIBs) (Center for Global Development and
Social finance, 2013).

Based on this assumption, our work aims to contribute to the
academic debate on SII and to analyse the role of typical financial
instruments of SII in welfare policies through a descriptive and explorative
analysis of the contractual scheme and of the technical and economic aspects
of some currently existing SIBs and DIBs, highlighting their similarities,
differences, opportunities and challenges.

The methodology adopted is founded onamultiple case study
approach (Yin, 2014).

This study is structured as follows. The next section provides a short
literature review on this topic. This is followed by the methodological
approach. The subsequent sections provide a brief description of the case
studies, the findings, a discussion and a conclusion.

The results offer practical suggestions for professionals and policy
makers to support suitable strategies for the evolution of these instruments in
the delivery of welfare services.
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Theoretical and methodological notes
The contribution of social finance to welfare policies: The state of the art

Over the past two decades — and especially in the aftermath of the
most recent economic and financial crisis— the reconfiguration of public
expenditures has undergone significant changes that have posed new
challenges, opportunities and threats to welfare policies and to their
financing. The pressing constraints to public expenditureson welfare policies
may be considered one of the main drivers for the development and diffusion
of a financial innovation useful for social needs and social innovation (Social
Impact Investment Italian Task Force, 2014; Azemati, Belinsky, Gillette,
Liebman, Sellman & Wyse, 2013).

Especially in recent years, scholars, practitioners and policy makers
have scrutinized the issue of the sustainability of the welfare system. In
particular, the identification of new forms of financing and financial
instruments able to attract private capital for the public sector in order to
sustain (and integrate) social expenditure outline more and interesting
questions (Del Giudice, 2015, p. 19).

Social Finance (SF) seems to be a useful construct to address these
questions.

However, despite the recent growing interest in the literaturetowards
this new stream of inquiry, there is not a clear understanding of what the
term “Social Finance” stands for.

Different definitions of SF have been proposed by many authors.

This work adopts the approach used byWeber (2012), according to
which SF can be considered “an umbrella term for financial products and
services that strive to achieve a positive social, environmental or
sustainability impact” (p.3). A positive social impact includes an impact on
society, the environment, or sustainable development. SF attempts to achieve
this by offering products and services, such as loans, investments, venture
capital, and microfinance (Weber, 2012; Geobey & Weber, 2013). In the
broad range of the SF landscape, Impact Investing has gained significant
momentum in recent years (Martin, 2013).

Impact Investing is defined by the Canadian Task Force on Social
Finance (2010, p. 5) as “the active investment of capital in businesses and
funds that generate positive social and/or environmental impacts, as well as
financial returns (from principal to above market rate) to the investor”,

The Impact Investing concept goes by many names (Hebb, 2013;
Hochstadter & Scheck, 2014) and, as depicted by Hebb (2013), "these
include double and triple bottom line, mission related investing, program-
related investment, blended-value, economically targeted investing and
social finance" (p.71). Impact Investing is an emerging asset class that
presents a special risk-return relation (O’Donohoe, Leijonhufvud, Saltuk,

261



Bugg-Levine and Brandenburg, 2010) and has characteristics similar to those
of “high-yield” investments (O’Donohoe et al., 2010; Brandstetter & Lehner,
2014; Geobey, Westley, & Weber, 2012).

The first academic studies on social impact investments were
published in 2011. The potential market for SII is estimated to be between
1000 and 14000 billion dollars (O’Donohoe et al., 2010), and it represents
the most promising approach to solving social challenges (Jackson, 2013, p.
608).

Our recent work(Rizzello, Caré, Migliazza & Trotta, 2015) explores
the Sl landscape. We provide a better picture of the existing state oftheSlI
academic landscape and note three main “domains” of research in this field:
sustainable finance, impact entrepreneurship and public policy in the social
sector. SIBs are closely related to the “public policy in the social sector”
domain,includingother important terms such as Social Policy, Politics of
Austerity, Social Outcome, New Public Management, Payment by Results,
and Pay for Success, but have a key role in connecting the three domains.
For these reasons, SIBs are one of the most promising pillars of the Impact
Investing industry.

McHugh, Sinclair, Roy, Huckfield and Donaldson (2013, p. 247)
define SIB as a new and innovative model of financial investment that can
transform the supply of social services.

Considered one of the many innovative financing schemes garnering
increasing attention in the social finance field (Demel, 2012), SIBs represent
an expansion of the New Public Management approach into social program
delivery through the use of its three main aspects: contracting, performance
measurement, and Public-Private Partnerships (PPPs) (Warner, 2013, p.
305).

SIBs are characterized by 1) the participation of private and public
actors in Public Private Partnership(s); ii) an initial monetary investment; iii)
an action program.

However, with respect to SIBs, there are different definitions
provided by scholars and practitioners.

Brandstetter and Lehner (2014) highlight that different regions use
several terms. In Europe, these financial products are known as Social
Impact Bonds. They are also known as Pay-for-success (PFS) in the United
States and Social Benefit Bonds (SBBs) in Australia. The latest version of
this financing scheme includes Development Impact Bonds (DIBs), which
involve external development agencies and governments (Development
Impact Bond Working Group, 2013; Saltuk, Bouri&Leug, 2011; Brandstetter
& Lehner, 2014). As stated by Wilson, Silva and Ricardson (2015), DIBs are
built around the SIB model and are also structured as Pay-for-success
schemes focused on developing countries. Wilson (2014) shows that DIBs
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"seek to improve the effectiveness of traditional donor-funded projects by
shifting the focus on to implementation quality and the delivery of successful
results by introducing private sector actors who may be better-positioned
than the public sector to take on risks associated with innovation™ (p.19).

Several Authors underline that SIBs represent a financing model
adaptable to different social needs (Fox & Albertson, 2011; Hedderman,
2013; Fitzgerald, 2013; Stoesz, 2014). According to Schinckus (2015,
p.105), "SIBs are not a miracle way of financing welfare, they can
significantly contribute to an improvement of society. By redesigning social
programs through market-based solutions, SIBs enhance transparency and
evaluation of expenditures made by government, and they can stabilize
economic activity and they can contribute to the self-realization of
disadvantaged people".

In light of this potential, these financial instruments represent one of
the most promising fields of research, with many theoretical and empirical
implications for the sustainability of welfare systems.

However, the academic literature on SIBs identifies several obstacles
to their development in concreto. In particular, we underline the metrics of
evaluation and the limits of the valuation of this instrument in a portfolio
strategy (Brandstetter & Lehner, 2014; Jackson, 2013; Geobey & Weber,
2013; Wood, Thornley & Grace, 2013; Geobey et al., 2012; Bugg-Levine,
Kogut & Kulatilaka, 2012).

Furthermore, Saltuk et al. (2011) affirm that the lack of a track record
of investment success is the major obstacle to this sector’s development.

Further studies in the academic debate are needed in order to analyse
crucial matters and technical aspects.

Methodological notes

This study uses a qualitative approach in order to achieve an
exploratory analysis of Social Impact Bonds and Development Impact
Bonds, with the goal of better understanding the differences and similarities
between contractual arrangements and, in general, technical and economic
aspects of different SIBs.

As stated by Kaczynski, Salmona & Smith (2014), "qualitative
research is based on a very different frame of meaning construction that
allows the researcher to explore and better understand social science issues at
a deeper level” (p. 128). Moving from this point of view —given the wide
range of qualitative approaches — the Multiple Case Study (MCS)
methodology has been selected.

Eisenhardt (1989) underlines the potential of case studies to capture
the dynamics of the studied phenomenon. Referring to the issue of
generalization, Yin (1994) stresses the need to distinguish between statistical
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generalization (where the researcher infers a population on the basis of
empirical data collected on a statistical sample) and analytical generalization,
which poses as the incorrect use of the first method to generalize the results
of a case study.

In light of these specifications, the cases have been selected with the
main aim of providing a better picture — and understanding —of the
phenomenon. By using the intensity sampling approach, as described by
Patton (2002), four case studies have been analysed.

In particular, in a non-random view, we have selected the following
among currently existing SIBs: the “Increasing Employment and Improving
Public Safety” Social Impact Bond (New York State — USA); the “Her
Majesty’s Prison Peterborough” Social Impact Bond (UK); the “Newpin”
Social Benefit Bond (Australia) and the “Sleeping Sickness” Development
Impact Bond (Uganda).

The final sample is composed of information from rich cases that
represent the phenomenon of interest intensely (but not extremely) (Patton,
2002, p. 234).

To ensure the reliability of our study, we developed a research
protocol (Yin, 2014). The research protocol provides the researchers the
main sources of reliable data, the reporting procedure and the reporting
outline. For the case study analysis, we used three primary data sources: i)
official documents explaining technical and economic details (e.g.,
government documents, intermediary documents, and commissioner
documents); ii) interviews with key informants; iii) reports and secondary
sources (UK Government, Social Finance US, Social Venture Australia and
related websites).

The case study analysis
A descriptive analysis of four case studies.

This Section, using a multiple case study approach, provides an
analysis of the role of typical financial instruments of Sl in welfare policies
through a descriptive and explorative analysis of the contractual scheme and
of the technical and economic aspects of some currently existing SIBs and
DIBs.

The case of the “Increasing Employment and Improving Public Safety”
Social Impact Bond (New York State — USA).

During 2012, the State of New York (NYS) launched the policy
strategy called "Work for Success"(NYS, 2012). Through this strategy, based
on a Pay-for-success financing model for the delivery of rehabilitation
services to ex-offenders, the State of New York promoted a Social Impact
Bond called “Increasing Employment and Improving Public Safety”. New
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York State identified Social Finance US* as the project designer and
manager of thisPay-for-success rehabilitation program. Starting from the
analysis of the needs of formerly incarcerated individuals and from due
diligence, Social Finance US selected the Center for Employment
Opportunities (CEO)* as a service provider of the SIB intervention.

From June 2013, NYS, Social Finance, and CEO worked together for
the development and implementation of the project, while the NYS
Department of Corrections and Community Supervision Division of Program
Planning, Research, and Evaluation (NYS DOCCS Research) and the New
York State Department of Labor Research (NYS DOL Research) evaluated
the outcomes through the Randomized Control Trial (RCT) methodology.
Chesapeake Research Associates®is the independent validator (Social
Finance US, CEO & NYS, 2014).

Table 1 provides an overview of the core technical details of the SIB.
Table 1. SIB “Increasing Employment and Improving Public Safety” (New York State -

USA)
Location New York City and Monroe County
Country USA (New York State)
Start date September 2013
Contract duration 66 months
Social Issue Prison recidivism
a) Employment: percentage of formerly

incarcerated individuals with positive earnings
over the first year from release from prison;

. b) Recidivism: reduction of  days
Outcome metric . .
incarcerated per person;

c) Transitional Jobs: number of formerly

incarcerated individuals who start a CEO
Transitional job
Outcome a): 5% increase in employment;
Outcome b): 36.8-day reduction in recidivism.
Threshold is established only for outcomes a and b.
Randomized Control Trial (metrics a and b). Validated
administrative data (metric c).
NYS Department of Corrections and Community

Threshold for payments from
the outcome payer

Outcome evaluation method
and Evaluator

“Founded in 2011, Social Finance US is a nonprofit social impact financing and advisory
firm, particularly dealing with the development of Pay for Success (PFS) financing. For
further information, see: http://www.socialfinanceus.org.

*Center for employment opportunities (CEO) is a nonprofit employment service agency for
formerly incarcerated individuals. For further information, see: http://ceoworks.org.
*'Chesapeake Research Associates is a for-profit company founded in 2002 to provide
research and evaluation services to federal and state governments, non-profit organizations,
and businesses both in the US and abroad. Its main expertise isin the design,
implementation, and reporting of randomized controlled trials (RCT) in education and other
social policy areas. For further information, see http://www.chesapeake-research.com.
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Supervision Research and NYS Department of Labor
Research are the outcome evaluators;

Validator Chesapeake Research Associates.
Outcome a): Phase I: $6,000 x pers.; Phase 1I: $6,360 x
pers.

Payments beyond threshold Outcome b): Phase I: $85 x day; Phase II: $90.1 x day.
Outcome c): Phase I: $3,120 x pers.; Phase 1I: $3,307 x
pers.

Source: Our elaborations.

The total capital raised for this intervention was$12,180,000, of
which more than 90% covered CEQO’s employment intervention for 2,000
formerly incarcerated individuals. The remaining funds werefor Social
Finance’s project and risk management services, Jones Day’s legal work, and
Bank of America-Merrill Lynch’s work with impact investors (Social
Finance US, CEO & NYS, 2014). Through its financial platform, Bank of
America-Merrill Lynch raised the financial resources for the program from
more than 40 impact investors and philanthropic foundations. Finally, the
Rockefeller Foundation provided a 10% first-loss guarantee for a total
amount of $1,320,000 (Social Finance US, CEO & NYS, 2014). Figure 1

provides an overview of each stakeholder’s role in the project.
Figure 1. Main actors of the “Increasing Employment and Improving Public Safety” SIB.
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Source: Social Finance US, CEO & NYS, 2014, p. 5

The total performance-based payment is capped at $21,540,000
overall the two phases. This maximum amount of payments is equivalent, for
impact investors, to approximately 12.5% annual implied IRR (Social
Finance US, CEO and NYS, 2014). Performance-based payments are tied
directly to the public sector savings and benefits estimated to result from the
program’s social impact, and for this reason, such payments from
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government never exceed the savings and benefits accruing to the public
sector (Social Finance US, CEO and NYS, 2014).

The first cycle of the rehabilitation program is currently underway.
The final results and, therefore, the first possible outcome-based payments
are expected in the second half of 2017.

The “HMP Peterborough” Social Impact Bond (United Kingdom).

In September 2010, the UK Government launched the first Social
Impact Bond with the aim of reducing the reconviction rates of short-
sentence male prisoners leaving Her Majesty’s Prison (HMP) of
Peterborough. The intervention financed by the SIB provides interventions
for male adults of at least 18 years old who received custodial sentences of
fewer than 12 months and who were released from the HMP Peterborough
prison.

The Ministry of Justice of the UK Government commissioned to
Social Finance UK>? the design and management of the project. In March
2010, Social Finance UK finalized the initial contracts for the SIB through
the arrangement of the Social Impact Partnership, a Special Purpose Vehicle
set up by Social Finance UK, as contracting entity for the SIB. In this
contract, the Ministry of Justice and the Big Lottery Fund had the role of
outcome payers, and One Service, the organization created by Social Finance
UK specifically for the SIB, was the negotiation entity with social enterprise
partners (such as St Giles Trust, Ormiston, SOVA, YMCA, and Mind) for
providing services. The intervention concerns a package of intensive support
services (called ONE Services), including housing assistance, drug and
alcohol treatment, employment assistance, parenting assistance and mental
health support, and was directed towards 3,000 short-term male prisoners
aged 18 and older released from Peterborough Prison (Disley, Rubin,
Scraggs, Burrowes & Cullery, 2011). The target population was divided into
three cohorts, and each cohort included approximately 1,000 men discharged
from short prison sentences at HMP Peterborough. Each cohort closed after
two years, or when 1,000 offenders were released (Nicholls & Tomkinson,
2013). It was expected that services would be delivered for approximately
seven years> (Disley & Rubin, 2014). Two cohorts received intervention.
The service for the second cohort terminated on 30 June 2015. Table 2
summarizes the technical information about the Peterborough SIB.

*2Founded in 2007, Social Finance UK is a nonprofit social impact financing and advisory
firm, particularly aimed at the development of Pay for Success (PFS) financing in the United
Kingdom. For further information, see: http://www.socialfinance.org.uk.

%3See section 4.2.1 of the study for a discussion of the reduction in the duration of this SIB.
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Table 2. SIB “HMP Peterborough” (United Kingdom)

Location
Country
Start date
Contract duration
Social Issue

Outcome metric

Threshold for payments from the
outcome payer

Outcome evaluation method and
Evaluator

Validator
Payments beyond threshold

Peterborough, East of England
United Kingdom
March 2010
96 months
Prison recidivism
Reduction in the re-offending rate over the 12 months
following release from Peterborough Prison
Reduction in re-offending by 10% for any of the three
cohorts or 7.5% across all cohorts.
Matched control group (Quasi-experimental method);
Qinetig and the University of Leicester were selected
as evaluator and validator of the results, respectively.
The evaluator also acted as independent validator.
Payment is made per re-conviction event reduced, up
to a cap of £8 million

Source: Our elaborations.

Figure 2 highlights the main actors involved in the project.
Figure 2. Main actors of the “HMP Peterborough”SIB.
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The total investment raised for the SIB was £5 million from 17
investors, and no first-loss guarantee was provided (Disley et al., 2011).

A minimum payment, equivalent to a return of 2.5% per annum,
would be released by the MoJ and Big Lottery Fund to the Social Impact
Partnership SPV and from this vehicle to investors if the reduction of
reconviction events reached the threshold of 10% for any of the three cohorts
of 1000 ex-prisoners or 7.5% across the entire 3000.
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Outcome-based payments, therefore, are scheduled at the end of each
of the three cohorts if reduction in re-offending goes by 10% or, if not, at the
end of the program. In the latter case, the threshold of reduction rate in re-
offending considered for payments is 7.5% across all cohorts.

Payments are capped at £8 million. This sum of maximum payment is
equivalent to a maximum annual implied IRR of approximately 13%.

Actually, the intervention terminated for two cohorts. The evaluation
of outcomes for the first cohort was announced from Social Finance UK in
August 2014. The first group of 1000 prisoners registered an 8.4% reduction
in re-offending relative to the comparable national baseline (Social Finance
Uk, 2014b). Such results do not imply payments, at this stage, to the
investors. However, the outcome payers will make payments to investors in
2016 in the case of a reduction in re-offending of more than 7.5%. As
evident from this announcement, Social Finance UK considered the
threshold of 7.5% only for the first two cohorts. The change in payment
schedule is due to the policy reform called “Transforming Rehabilitation”
(Ministry of Justice, 2013) that caused the cancellation of the third cohort of
the SIB (Social Finance UK, 2014a).

The Newpin Social Benefit Bond (Australia)

In June 2013, NSW launched the first Australian SBB aimed to fund
the maintenance and expansion of New Parent and Infant Network (Newpin),
an important children and family program run by UnitingCare (Centre for
Social Impact Bond, 2013b). Newpin is an intensive therapeutic program for
families with children aged less than five years who are either in statutory
out-of-home care or are at risk of harm (Centre for Social Impact Bond,
2013a).Between 2008 and 2012, the Newpin program worked with more
than 270 families and successfully restored over 120 children who were
previously in out-of-home care to their families (Social Ventures Australia,
2013).

Table 3 summarizes the main technical information about the Newpin
SBB.
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Table 3. SBB “Newpin” (AUSTRALIA).

Location
Country
Start date
Contract duration
Social Issue

Outcome metric

Threshold for payments from
the outcome payer

Outcome evaluation method
and Evaluator

Validator

Payments beyond threshold

State of New South Wales
Awustralia
June 2013
87 months
Prison recidivism
Outcome Payments (from the Outcome Payer to the
Service Provider) are based on the number of
participating children who are successfully restored to the
care of their family (restoration is determined by the
judiciary system), net of the counterfactual.
Principal and interest payments made by the Service

Provider to Investors are based on the proportion of
children attending a Newpin Centre who are successfully

restored to the care of their families.

Payments from the Outcome Funder to the Service
Provider are based upon the number of restorations, net of
counterfactual. For this reason, the threshold is equivalent

to the counterfactual.
Payments of principal and interest to investors commence
above a threshold Restoration Rate of 55%.

The evaluation method is based on historical comparison
in the first three years and on a quasi-experimental and
validated administrative data (from the judiciary system)
in the remaining period.

Deloitte is the independent evaluator.

In detail, the counterfactual number of restorations in the
first 3 years is 25% of the number of children completing
the program (based on historical experience). Starting
from the fourth year of implementation, the
counterfactual restoration rate will be determined by the
outcomes of a matched control group.

With the goal of determining payments to investors,
judiciary data are used to determine the restoration rate.
Deloitte.

Interest payments are based on cumulative restoration rate
achieved:

* Restoration rate <55% - Interest rate 0%

* Restoration rate 55% - Interest rate 3%

* Restoration rate 60% -Interest rate 7.5%

* Restoration rate 65% - Interest rate 12%

* Restoration rate 70% - Interest rate 15%
Principal repaid on maturity date - between 50% and
100% depending on restoration rate (100% if restoration
rate >55%)

Source: Our elaborations

The Newpin SBB reflects a social investment funding partnership
between UnitingCare, the NSW Government and private sector investors
with the purpose ofimproving social outcomes in the area of out-of-home
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care, thereby producing benefits for the community, the Government,
UnitingCare and investors over the expected seven-year delivery term. The
funds raised by the Newpin SBB are planned to expand to 10 Newpin centres
as well as to support over 700 families, approximately 350 of whom with at
least one child age 5 or under who has been in government out of home care
for at least 3 months, 175 with at least one child age 5 or under who has been
assessed as at risk of serious harm and 175 families with at least one child
age 5 or under who has been assessed as needing support.

Social Ventures Australia (SVA) is the entity manager of Newpin SBB.
Social Ventures Australia engaged to market the SBB via the SBB Trust,
which was created to collect investor funds via the issuance of the Newpin
SBB. The 59 investors include UnitingCare Burnside, high-net-worth
individuals, family foundations and innovation funds.

The three main financial flows that can occur during the implementation of
the SBB are Interest Payments, Principal Repayment and Early Termination
Payments. All the financial flows that occur between the actors of the SBB

are summarized in Figure 3.
Figure 3. Main actors of the “Newpin”SIB.
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Source: Social Ventures Australia (2014), p. 28.

The capital repayment to the investors will be made on the maturity
date fixed at 30 September 2020 by UnitingCare in a proportion determined
by the restoration rate. More precisely, 100% of the capital invested will be
repaid if the restoration rate over the full term is greater than 55% (Social
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Ventures Australia, 2014). The early repayment to investors of the Newpin
SBB occurs in the case of a low restoration rate or for any other reason that
makes the Newpin Program undeliverable. In this case, the maximum
potential loss of capital is 25% during the first four years and 50% thereafter
(Social Ventures Australia, 2014). Finally, the annual interest payments are
subject to a minimum interest rate of 5% p.a. over the first three years, while
the maximum interest rate is 15% p.a. over the full term. The amount is
related to the restoration rate, as indicated in Table 3. At the end of the first
year of SBB implementation, interest payments were 7.5% based on the
achieved outcome of 60% in the restoration rate.

The *“Sleeping Sickness” Development Impact Bond (Uganda)

InApril 2014, the UK Government announced the launch of the first
Development Impact Bond (DIB) with the aim of researching and designing
a bond to finance a long-term effort to reduce the prevalence and prevention
of deadly sleeping sickness in Uganda (UK Gov, 2014).

The intended outcome ofthe implementation of a DIB is a long-term
reduction in the prevalence rates of the sleeping sickness disease known as
Human African Trypanosomiasis in both cattle and humans. The UK
Department for International Development (DFID) promoted the design of
an intervention through the DIB model in order to explore the possibility of
encouraging social impact with greater efficiency and speed compared to an
intervention bythe local government or by charities (UK Gov, 2014).

The DIB Inception Programme has been commissioned to Social
Finance UK and the Center for Global Development.

The DIB Inception Programme is scheduled to be concluded before
the end of 2015. In the first draft of the project, expected results are
expressed both as output (number of cattle treated) and outcome (reduction
in prevalence of a parasite determined by blood sampling) (DFID, 2014). At
the present time, information about the investors, the service provider or the
methodologies for measuring impact are unavailable.

Main findings
Prior results and discussion

The casestudy analysis shows a number of similarities and
differences across SIBs and between SIBs and DIBs. The main aspects of
each case are summarized in Table 4 and grouped into seven levels
(Commissioner, Intervention Area, Financial Intermediary, Evaluator,
Outcome Payer, Duration, and Validator). The absence of certain data in case
4 is due to the case’s early stage of development.
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Case

Commissioner

Intervention
Area

Financial
Intermediary

Evaluator

Outcome payer

Duration

Validator

Table 4: Case Study analysis

# Case 1

State of New
York

Rehabilitation
Services -
Recidivism
reduction

Social Finance
us

NYS
Department of
Corrections and
Community
Supervision
Research and
NYS
Department of
Labor Research
US Department
of Labor and
NYS
Department of
Labor
66 Months
Chesapeake
Research
Associates

# Case 2

British Ministry

of Justice

Rehabilitation
Services -
Recidivism
reduction

Social Finance
UK

QintetiQ and
University of
Leicester

Ministry of
Justice

and Big Lottery

Fund
96 Months

The same as the
evaluator

# Case 3

Department of
Family and
Community

Services
(FACS)

Children

Social Ventures
Australia

Deloitte
Touche
Tohmatsu

Department of
Family and
Community

Services
(FACS)
84 Months

The same as
the evaluator

* Case 4 is in the design phase. Data are not available.
Source: Our elaborations.

# Case 4
UK
Government
and Department
for International
Development
(DFID)

Disease
treatment
(HAT)

The DIB
Inception
Programme has
been
commissioned
to Social
Finance UK and
the Center for
Global
Development

DFID

The case study of the“Sleeping sickness”’Development Impact Bond
shows some differences with respect to the other SIBs. The commissioner is
not the local Government, but an international organization or development

agency, and the outcome payer is represented byDFID and not bythe Country
where the intervention will be delivered.
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However, starting from the available data, this DIB shows a
contractual arrangement derived from those used in the Social Impact Bond
model. Consequently, the DIB model requires the presence of impact
investors and a market intermediary, such as in the SIB practices.

In case 1, Social Finance US plays a central role in the SIB structure.
It designs, coordinates and manages the project through the Special Purpose
Vehicle “Social Finance NYS Workforce Re-entry LLC”. It also manages
financial flows between impact investors, service providers and outcome
payers. The intervention of a financial intermediary in the collection of social
impact investments characterizes the start-up phase of this Social Impact
Bond.

In the Peterborough SIB, the management model in the start-up phase
represents the first case in whichthe commissioner plays more of a passive
role and allows the intermediary to play anactive role. Furthermore, in the
case study of the United Kingdom, the service provider — One Service —
carries out the activities included in the rehabilitation program in order to
educate prisoners using the different entities that form it: the intermediary,
Social Finance UK, which has control, the investors and the service provider
itself. Another typical characteristic of this SIB is the management company,
Social Impact Partnership-Limited Partnership, which is owned by Social
Finance as the general partner and in which participate, in addition to One
Service, 17 different investors who have financed the project.

A further interesting aspect is the method of measurement and
validation of results. From the comparison ofthe case studies (Tab. 4), the
validator coincides with the evaluator two out of four times.

With regard to similarities, the analysis shows that i) both models
(S1Bs and DIBs) are aimed to solve social problems by offering the investors
the potential for a return on their investment; ii) both models show similar
component structures, such as public engagement, service providers, and
investors. Table 5 provides a summary of the main advantages and limiting

factors of the SIB and DIB financing models.
Table 5: Major advantages and limiting factors of Social Impact Bonds

ADVANTAGES LIMITING FACTORS
Flexibility in terms of involved stakeholders,
supplied services, delivery method, objectives and No track record

results, timeline
Ability to combine "evidence-based" models and

tools with financial returns / Immediate Legal restriction
connection between outcomes reached and
performance
Several areas of intervention: Health, Education, Financial Returns and cash flows unknown /
Criminal Justice, etc. difficulties in terms of portfolio evaluation

No guaranteed funds or insurance for investors
Risk transfer
Source: Our elaborations.
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Furthermore, a key dimension of analysis is the relationship between
risk and reward. More specifically, through their contractual structure, SIBs
move a relevant level of risk toinvestors,whoconsequently require
appropriate rewards. The analysis of data highlights that risks linked to the
success of the program are transferred to private actors, and this aspect
generates a significant increase inthe yield of the same SIB. These
considerations seem to confirm the following proposition by O'Donohoe et
al. (2010, p. 66): "impact investing refers to a particular relation between risk
and return that allows considering it to be similar to "high-yield"
investments".

Table 6 provides a comparison between the implied rates of return

available in the cases.
Table 6: Implied Rate of Return comparison
“Increasing Employment

and Improving Public “HMP Peterborough”
Safety” (UK)
(New York State - USA)
Implied IRR 12.5% 13%

Source: Our elaborations.

The implied IRRs outlined in Table 6 are higher than the yield of a
government bond. This aspect is strictly related tothe fact that a government
bond ensures that cash will always be available to pay out the bondholders,
but this is not true for a SIB in which the rate of return is related to the
outcome reached and no guarantees are provided. Furthermore, if we
consider the IRR, we evaluate SIBs and DIBs in terms of risk and return, and
we can allocate this instrument throughthe lensof portfolio maximization.
However, the investors that chose this type of investment take into
consideration a third dimension: social impact.

Further lines of research

This work aimed at analysing the role of SIBs (and DIBs) inwelfare
policies through a descriptive and explorative analysis oftheir contractual
scheme and technical and economic aspects, highlighting similarities,
differences, opportunities and challenges.

The case studies outlined in this work indicate some potential benefit
among a wide range of stakeholders from the public andprivate sectors. In a
context of public spending constraints and public debt pressure, many
advantages resultfrom the use of new financing models, such as that of SIBs
and DIBs, especially by bringing in new players and new capital.

Furthermore, case studies seem to confirm what is stated in the
academic debate: SIBs represent a financing model adaptable to different
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social needs (Fox & Albertson, 2011; Hedderman, 2013; Fitzgerald, 2013;
Stoesz, 2014).

Our results notethe weakness outlined in the general literature and
relate to the metrics of evaluation and to the financial return uncertaintyof
SIBs. Similar to traditional investors, "social impact investors” require a
measurable return. The presence of public entities — and especially
Governments — in the broad range of stakeholders is not enough to ensure the
success of the investment.

In addition, we highlight some aspects that need further investigation
and that are related to the opportunityto improve standardized but still
flexible evaluation tools that are able to take into consideration the financial
return, the social impact and the different kinds of risks related to these
particular financing schemes. Future research should explore the investment
evaluation process not only through the lens of the rational decision-making
process but also considering what really drives impact investors' decisions.
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Abstract

Economic growth is one of the basic goals that all nations strive to
achieve. This achievement can be observed in whatever economic system,
regardless of the stage of progress or backwardness reached. However, this is
due to its impact on the welfare of the country, the level of its citizens, and
its reflection on the progress and strength of the economy. Consequently, this
stems from the fact that economic growth is characterized by being the
outcome of a complex and interrelated process. Many factors combine to
make this process succeed. These factors are economical, social, political,
and institutional factors. On the other hand, many internal and external
obstacles also hamper it. Many theories have discussed about economic
growth. Also, different economic schools have tried to interpret its
mechanisms based on variables and factors that affect it. Some economic
schools focused on external factors, while others focused on the internal
factors. In addition, applied studies included a variety of variables to expand
the production functions which were used as a theoretical framework for
models of economic growth. Thus, this was according to the nature of the
economy and the specificity of the factors that controls its performance.
This study aims to analyze the real GDP in Egypt sources, during the period
(1977-2012) by determining the contribution of each component of the
selected economic factors towards the increase of the GDP. This is with the
aim of detecting the importance of each element according to its contribution
in GDP. Thus, this helps decision-makers to maximize the benefit from the
active growth elements. The study also seeks to predict the size of the GDP
and its components during the next four years. It is an important factor to see
to how much these values will reach in the future. Subsequently, this helps in
shaping the future plan in accordance with the objectives of the required
growth and the available possibilities with the quest to improve it.
. _________________________________________________________________________________________________________________________|

Keywords: Economic growth, Egypt
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Introduction

If we want to understand why countries differ dramatically in standards
of living, we have to grasp why countries suffer from extreme variations in
economic growth rate in the long term. Therefore, the economies of growth
is the part of the entire economy that really matters’.

Economic growth is considered one of the basic objectives that all
countries seek to accomplish whatever their economic systems are and
regardless of the stage of progress or backwardness. However, this is
because economic growth influences the welfare level of the country, as well
as the welfare level of its citizens. This is due to the fact that the whole clear
picture that economic growth reflects shows the progress and strength of the
economy. It can be defined as the result of a complicated and interconnected
process, by which various factors cooperates in helping it succeed. These
factors include economic, social, political, and institutional factors. In
addition, there are also internal and external obstacles that hamper this
process of which different countries seek to deal with and overcome.

Economic growth has two concepts: one is economic, and the other is
social. It represents one of the most significant economic indicators. It is also
considered as an aim of any economic policy. This can be refuted by the fact
that there can be an economic growth that is not accompanied with
improvement in standards of living. However, this fact may be due to
dysfunctions in mechanisms of income and wealth distribution inside the
society; of which economic growth has nothing to do with. This makes us
support economic growth not for the sake of growth in itself, but for the sake
of improving economic welfare. In other words, it supports sustainable
development. Many theories tackled the subject of economic growth.
Different economic schools tried to explain its mechanisms on the basis of
the variables and factors that affect it. Some economic schools concentrated
on external factors, while others are concentrated on internal factors.
Furthermore, applied studies listed different variables to enlarge production
functions used as a theoretical framework for economic growth models.
Therefore, this was done according to the nature of economy and specificity
of the factors that control its performance.

The problem of the study is to recognize and identify growth limitations
in Egypt through testing special and appropriate variables that influences its
level and fluctuations. This requires the induction of economic literatures
related to different economic growth theories. Furthermore, it involves
conducting a comprehensive survey of distinguished applied economic
studies. After then, a research will be made on the nature of the economic
status of the country. The problem is not confined to this extent. Therefore, it
IS necessary to know how important each one of the selected factors is,
according to the significance of its relation to and influence on gross
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domestic product (GDP). This is a process which needs the formulation of a
suitable econometric model that answers these questions. Finally, the
problem that faces us is to know the values of these variables in the future.
This requires that the model is applicable so that the explanation process is
not disrupted.

This study aims to analyze the resources of real GDP growth in Egypt
from 1977 to 2012 with the aim of finding out the importance of each factor
according to its range of participation in production. These facts will help
decision makers to maximize the benefit of the factors that effectively
influence growth. In addition, the study seeks to predict the size of this gross
product and its factors during the next four years which is very significant
for knowing what these values will be in the future. Consequently, this will
help draw up future plan according to the required growth objectives and
available capabilities, as well as a trial to improve them.

The importance of this study results from the lack of economic studies
related to the explanation of economic growth in Egypt, particularly those
studies that take into consideration a time sample greater than 20 years.
Moreover, decision makers need studies in this regard in the light of
contradictory explanations and expectations about annual growth rate.
However, this is especially in the light of what the state is undergoing
concerning various successive and conflicting political and economic
changes.

The time framework of this study extends to a long period as it was
designed for the study to tackle the time from 1960 to 2012. However,
because of shortage in the data of some variables needed for the model, the
period has been shortened from 1977 to 2012. Furthermore, the methodology
of this study depends on the induction method through a brief and accurate
presentation of literatures and theories of economic thought regarding
economic growth or related participations. This included the use of deductive
approach to reach the most important results concerning that analytical
subject. Next is the stage of using the analytical approach based on the
experience acquired from the previous two steps. In this approach, we try
hard to devise a final vision based on the constants of economic theory,
available information, and many other elements in order to build a function
relation explaining the phenomenon of economic growth and its relation to
the most influential factors. Finally, the existing econometric approach will
be used for mathematical models test of the sample. Thus, its results will be
tested through using them in the economic theory in this regard in helping to
formulate the final model of the studied variable.

This study consists of two main topics. The first one addresses the
theoretical framework of economic growth. Also, it addresses previous
studies where a quick historical overview is presented about the development
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of economic growth rates worldwide, especially during the last century.
Next, entity, conditions, gains, and burdens of economic growth are
demonstrated. Then, the difference between it and the economic
development with a short overview of the most important methods of
measuring it was also demonstrated. After that, there was a simple
presentation of the most significant economic theories which explains
economic growth throughout the history of economic thought. At the end,
results of the most important previous studies on economic growth and its
relation and many other economic variables were mentioned. Particular focus
is given to studies and participations of the American scientist, Robert Barro,
Professor of Economics at Harvard University. He was recognized as one of
the best scientist all over the world who is interested in subjects of economic
growth. The second part is allocated to formulating econometric models
needed to explain the main variable of the study and its relation to other
variables. Necessary steps have been followed to build the model. In
addition, the use of statistical methods has varied according to the nature of
variables. Also, statistical programs have been different such as the programs
of SPSS and Eviews. Finally, important and basic results of the study were
also presented.

The First Party: Theoretical Framework of Economic Growth
(1-1) Historical Overview of Economic Growth around the World

In a study by Jaume Ventura on economic growth and development of its
per capita at the world level during the last five hundred years, it was noticed
that the world economy underwent a stage of recession and weakness in
economic growth during the middle centuries and for five centuries. This
state continued till the beginning of the nineteenth century. However, this
century coincided with the beginnings of the industrial revolution when the
world economy entered a new phase of economic development that
witnessed positive successive and rising positive increases in economic
growth rates. Growth rate of per capita product reached 18% from 1500 to
1820, and about 750% from 1820 to 2005. Although economic growth rates
witnessed remarkable increases from the beginning of the nineteenth century,
they decreased in the period from 1913 to 1945 because of World War | and
I. Then, they considerably rose again in the period from 1946 to 1675 and
continued as such for thirty successive years in most countries of the world.
After that, these rates decreased in later periods?.
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Figure (1). Development of Economic Growth Rates in the Period (1870-1990)*
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Consequently, it is important to refer to the book of the famous American
author, Gergory Mankiw entitled “Principles of Economy”. He points out
that considering the development of economic growth rates and the
development of per capita gross domestic product, many significant
economic remarks can be deducted concerning issues of economic growth”.
Table (1) shows per capita gross domestic product in thirteen countries
around the world where the data available that is related to each country
covers a period of time which is about a century or more. It should be
noticed that the period of each country is not the same as that of other
counterpart countries because of many considerations such as the availability
and accuracy of data. In order to make a comparison among per capita gross
domestic product in each country, the currency must be unified to an
accepted and negotiable currency in all countries of the world. Thus, this
currency is usually the American dollars of 2000. It is necessary also to take
into consideration the effects of inflation in each country.

However, it is remarkable that the standard of living differs dramatically
from one country to another. In the United States of America, for instance,
per capita gross domestic product is a value that is nine times greater than
that of the Chinese counterpart and fourteen times greater than that of the
Indian counterpart. It is observed that average Chinese per capita gross
domestic product in 2000 was close to that of the British counterpart in 1870.
However, average Bangladeshi per capita income in 2000 was close to the
German per capita income a century ago. In the United Kingdom, for
example, per capita gross domestic product was 4170 dollars in 1870 and
23500 dollars in 2000. This reflects a rate of annual economic growth that
was about 1.35% in 130 years.

The table arranges studies countries according to the average growth rate
of GDP. It was found that Japan was on the top with an average of 2.815.
Nevertheless, natural resources were scarce in Japan 100 years ago as Japan
was not a rich country at that time when the average per capita gross
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domestic product was a little more than that of the Mexican counterpart and
less than that of the Argentina counterpart. Furthermore, average per capita
income in 1890 was less than that of an Indian counterpart in 2000.
However, due to the prosperous and constant economic growth, Japan has
become an international economic power where the average per capita
income is a little less than that in USA. At the end of the list, comes
Bangladesh and Pakistan with an annual average growth rate of 1.16% in the
last century. The population of both countries lives in abject and continuous
poverty till now.

Difference in annual growth rate is the cause of changes in the
classification of countries. Japan advanced remarkably to be the first
internationally. On the other hand, Britain moved backward in the world
ranking. In 1870, it was the richest country with 4107 dollars per capita and
an increase of 20% over the USA. It was double the income in Canada.
However, average per capita income in UK is less than its previous colonies.
The important result deducted from this table is that the richest countries in
the world have no guarantee to stay rich, while the poorest countries have
nothing to compel them to stay poor or prevent them from growth and

advancement.
Table (1). Average Growth Rates of Some Countries in 100 Years' Time®

Country Period GDP in the GDP in the Average
beginning of end of the annual
the period ($in period ($ in economic
2000) 2000) growth rate

Japan 1890 — 2000 1256 22460 2.81
Brazil 1900 — 2000 650 7320 2.45
Mexico 1900 — 2000 968 8810 2.23
Canada 1870 — 2000 1984 27330 2.04
Germany 1870 — 2000 1825 25010 2.03
China 1900 — 2000 598 3940 1.90
Argentina 1900 - 2000 1915 12090 1.86
USA 1870 — 2000 3347 34260 1.81
India 1900 — 2000 564 2390 1.45
Indonesia 1900 — 2000 743 2840 1.35
UK 1870 — 2000 4107 23550 1.35
Pakistan 1900 — 2000 616 1960 1.16
Bangladesh 1900 - 2000 520 1650 1.16

(2-1): Entity, Characteristics, Gains, and Burdens of Economic Growth
Economic growth is considered a relatively new term in human history
that has been accompanied with appearance of capitalism, its mechanical
ability, and its industrial production. This capitalism was associated with
continuous technical changes and accumulation of capital that led to essential
transformations of communities which were previously primitive. It seeks to
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gain means of living and survival, and is not interested in the amount or rate
of increase®. Before mentioning different definitions of economic growth, it
must be noted that the key of economic growth in any country is technical
and technological progress, as well as the growth rate of the population,
savings, and reserve of capital (investment) through which more technology
can be attracted. The significant point is not the abundance of natural
resources, but the rational use of available resources and utilizing economies
of scale’.

Definition of economic growth requires identifying the variable
according to that which this growth is measured. It also requires the
identification and measurement of the variable. The simplest definition of
economic growth is the expanding ability of a country in producing goods
and services needed by its population®. Philip Peru defined it as the recorded
rise during a period that is usually a year or successive periods in an
expansive economic variable which is the real net product. Moreover, it can
be identified as the growth that results in accelerating growth rates to reach
higher standards of living through producing more goods and services and
improving their quality®. Bonnet emphasizes that economic growth is an
automatic economic expansive process measured by occurring quantitative
changes, while Kosov says that economic growth recorded a change in the
size of economic activity™.

Kuznets indentifies economic growth as the ability of a country to offer
its citizens a variety of economic goods which result in a growing increase in
production capacity based on technological development and institutional
modifications required for this matter’*. According to this definition,
economic growth has six characteristics that distinguished developed
communities. These characteristics are™:

a) Awvailability of high rates of per capita product which are not less than
2%.

b) Availability of high rates of total productivity of production factors
ranging from 50 to 75%.

c) Availability of high rates of economic structural transformation, i.e. the
transition from the agricultural sector to the industrial one, amounting to
about 7% of workers in the agricultural sector.

d) Awvailability of high rates of social, political, and ideological
transformation. However, Myrdal points out that it affects aspects of
sensibility, economic planning, social and economic balance, equality,
and improvement of institutions and trends.

e) International dominance.

f) Limited dissemination of world economic growth.

Limitations of economic growth can be summed up through the above
presentation in terms of quality and quantity of human resources, quality and
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quantity of natural resources, capital accumulation, technical progress rate,
environmental factors, and finally specialization and macro-production®®. As
for the benefits of economic growth, it can be said that they are represented
by: increase of quantities of services and goods available for community
citizens; rise of people’s welfare via increase of production and high rates of
wages, profits, and other income; elimination of poverty; improvement of
health and educational level of the population; increasing the resources of a
country and boosting its ability to undertake all its responsibilities such as
provision of security, health and education; optimal income distribution; and
finally participation in alleviating the problem of unemployment. On the
contrary according to the cost of alternative opportunity, it can be alleged
that economic growth has burdens and costs that can be mentioned briefly as
follows™:

v" Whenever economic growth rate increases, the need is more for
producing capital goods and directing resources and investments to them.
Therefore, this is in addition to increasing investment in training and
education which requires sacrificing some Consumer goods at present
time in order to increase production in the future.

v Economic growth in developed countries and even in developing ones
leads to increasing environmental pollution, eradication of natural
resources, and crowdedness of cities.

v Lack of economic stability because of economic fluctuation such as
partial unemployment. This occurs since the process of economic
development takes place in an irregular and unstable way.

v' Whenever economic growth rate increases, the material progress
increases. Also, the material aspects dominated the spiritual and ethical
ones in the community.

(3-1): The Difference between Economic Growth and Economic
Development

In the beginning, we would like to demonstrate the difference
between growth and economic development on one hand, and advancement
or economic progress on the other hand. Development linguistically means
the process of moving forward. Development in the field of economy means
the advancement of economy towards previously identified objectives,
whether quantitative such as increase of product or qualitative such as better
distribution inside the country. Thus, development or progress indicates
change and movement. It is mostly used to refer to the economic state of a
certain country or sector. For instance, we may speak of economic
development or industrial development in a given country during a specific
time. It is not a synonym for growth as there can be development in the
industrial field with a percentage that is less than that of the population
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increase. In this case, there is no growth. It is not also a synonym for
advancement as there can be economic development that is not accompanied
with structural and social changes that ensures continuity and regularity of
this development™.

According to Todaro, policy makers in developing countries have to take
into consideration the achievement of economic growth first before reaching
economic development in community. Therefore, the three following basic
components must be available™:

v" Accumulation of capital including all new investments in lands and
tangible instruments on one hand, and human resources on the other.
This is possible through improving the quality of human capital that
greatly affects production capacity.

Population growth and consequently the actual growth of manpower.
Technological progress that is considered to be the most important factor
of economic growth resulting from increase of investment in human
capital.

Economic development theories have not appeared suddenly. However,
many economic theories appeared to try in the beginning to reach an optimal
model to achieve economic balance, to reduce deviations of economic
growth in the short run, and then to make it sustainable to lead to deep
variations in the economic and social structure of a country. Consequently,
this will result in improvement of the share of the poor and middle social
categories of the total welfare of a country and of the economic development
in turn.

Growth and economic development are considered as an increase in the
production capacity of the economy, i.e. productive investment increase the
development of material and human capabilities for producing real income in
community. Nevertheless, they differ as for the content, aims, and the issues
they deal with. Economic growth simply means an increase in quantity and
value of goods and services produced in the local economy. It only reflects
the progress of the economy and does not necessarily lead to increase in
individuals’ welfare which is one of the meanings of economic development
that takes into consideration the social dimensions in economic growth.

Gerald Meyers, American economist and UN expert, defines economic
development as the process through which the real national income increases
during a period of time. Hence, this definition includes three main indicators:
continuous movement of development process, the relatively long time this
process takes, and its reflection in constant rise in real national income’.
Prof. Yehia Al-Naggar defines it as the process that occurs in the framework
of presenting basic production factors and composing or forming demand on
products without achieving an increase in real national income in the form of
size or rates during a long period of time'. The well-known economist

AN
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Tirkus mentions in his book about the formation of constant capital in
developing countries that economic development is related considerably to
human abilities, social trends, political circumstances, and historic events™.
Furthermore, the outstanding Swedish economist Myrdal defines
development as the uprising movements of the social systems as a whole.

In addition, economic development is defined as the actual transition
from an economic structure with low productivity as for the individual to a
structure that allows high productivity within the limits of available
resources. This means using existing capacities in a country in an optimal
way through introducing radical changes in economic and social structure,
and the distribution of production factors among sectors®.

As mentioned above, it can be defined as the process through which
transformation occurs from a state of economic backwardness to a state of
progress. Also, it constitutes its requirements of introducing various radical
and essential changes in the economic structure. This process allows
economy to enter the stage of going forward towards self-growth and fulfills
an increase in average per capita real income by time. It happens through
changes in the production structure, quality of services, and the produced
services provided. However, they are associated with changing the structure
of income distribution in favor of the poor. Moreover, it can be defined as
the ability of national economy, whose economic conditions have been quite
still for a long time in generating an annual increase in gross domestic
product of this economy. Thus, its rate ranges from 5% to 7% or more.

Giving a clear concept of the development process is an important and
basic step to place a country on the right track as serious mistakes that
occurred under the wveil of development increased backwardness
considerably. Wrong policies and practices led to more backwardness with
its various dimensions at the time when the concept of development in
developing countries was related to the liberal development thought
throughout the main stages. This thought did not manage to solve partial or
whole crises in those countries because it depended on the secondary
components of the concept of development®. Thereupon, some differences
between development and economic growth were presented in the table
below:

Table (2). The most important differences between Economic Growth and Economic
Development

Economic Growth Economic Development

It leads to an increase in production capacity | It leads and is interested in individuals’
of economy i.e., increasing productive | welfare and improvement of the average of
investment in the development of material | their real income and their purchasing ability.
and human capabilities to produce income.

It only reflects the progress of the economy. | It results definitely in the increase of
individuals’ welfare.

289




Its economic theories try to reach an optimal
model to achieve economic balance and to
reduce the deviations of economic growth in
the short run.

It is concerned with the long term. Through
making growth sustainable, it leads to deep
changes in the economic and social structure
of the country.

It occurs without making any decisions that
result in introducing the structural change of
community.

It is an intended and planned process that
aims to change the structure of community to
offer its individuals better life.

It focuses on the change in size or quantity
of goods and services gained by individual.

It is concerned with the quality of goods and
services provided to individual.

It is not concerned with the distribution of
real income among individuals.

It is concerned with the increase in average
real per capita income, particularly that of the
poor.

It is concerned with the feature of national
income increase and its diversity.

It is not concerned with the feature of
national income increase.

(4-1) Methods of Measuring Gross Domestic Product (GDP)

Economic growth is measured by gross domestic product despite the
contradictions it includes. GDP has great significant as a comprehensive
economic variable because it expresses productivity of work and capital and
reflects their development. It shows how much different sectors of local
economy participate in production. It expresses the importance of job
opportunities availability and reduction of unemployment. It gives a
comprehensive vision for decision makers about the possibility of expansion
in posing taxes required for financing the general expenditures of the
country®®. It is considered a clear indicator of real economic performance
through which the relation between all input and outputs becomes obvious.
Therefore, it is important to measure economic growth®. This differs from
one country to another according to many reasons related to the availability
of data and statistics, as well as the method of creating indictors and the
adopted foundations for that. Estimations of economic growth are basically
reflections of the estimations of production size in economy. This is because
the economic growth is considered to be the annual relative change in the
production size. Consequently, there are three methods for estimating the
size of GDP: the method of added value**, the method of income®, and the
method of expenditure?®. However, in estimating economic growth, the
economy through the measurement of GDP is faced with a lot of difficulties
that makes this indicator less reflective of economic performance reality.

(5-1) Theories and Models of Economic Growth

Many theories tackled the issue of economic growth. Different economic
schools tried to explain economic growth mechanisms depending on the
variables and factors that influence it. Nevertheless, current theories have
focused on various factors affecting growth level such as the cognitive,

290




religious, geographic, institutional, and the political factors. In addition, there

is a simplified illustration of these theories in the next table.
Table (3). Brief analysis of economic growth theories

Theory | Explanation

1-The At the end of the eighteenth century and the beginning of the
Classical | pineteenth century, the industrial revolution with the technological
Theory . . . .. .

inventions which was presented led to the raising production levels
according to the thoughts of most classical economists in western
European countries. Depending on this revolution, they formed their
thoughts and opinions about economic growth, its reasons, and how they
achieved it. Classical economists connected production level to both
capital and labor. They pointed out that the increase in capital and labor
leads to raising production level and to growth, which in turn requires
more specialization, labor division, and freedom of trade.

Viewpoints of classical economists are almost similar about economic
growth analysis in spite of difference and diversity of analysis methods
according to their era and the circumstances that distinguished it.
Classical economists pointed out that economic growth is like organic
growth as it cannot be achieved suddenly but gradually. In addition, it is
an interdependent, integrative, and coincident process with mutually
positive impact where growth in a certain sector leads to growth in the
rest of the sectors. Therefore, they emphasized the possibility of
economic growth continuity without recession. Distribution theory and
its relation to growth was a great part in the analysis of classical
scientists. As such, they looked for growth causes in the long term
relying on process of partial economic analysis.

Classical economists thought that development of capitalist economic
system is considered a race between technological progress and
population growth. If technological progress surpasses population
growth, a wave of growth appears because the increase in technical
progress leads to more employment, more production, and higher wages.
Therefore, a state of economic revival prevails. This later state results in
an increase in population and a new wave of recession. This is followed
by growth and revival and so on. This theory is said to have the
deficiency of ignoring the factor of organization by considering it not to
be strategic. The wave of pessimism that prevailed was represented by
the growing population on the one hand and the diminishing returns on
the other hand. The classical theory assumes that in the light of the
absence of external chocks or technological changes, all economies will
move towards zero growth because economies do not have any intrinsic
properties that cause growth and make it last for long. Growth,
thereupon, is the only short term growth that occurs in separate periods.
Adam Smith, David Ricardo, and Thomas Malthus are outstanding
scientists of this school.
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2-The
Neoclass
ical
Theory

Beginnings of neoclassical thought in the seventies of the seventeenth
century emerged through the participations of the most prominent
scientists of this school such as Alfred Marshall, and Rass, Vixl and
Clark. In the same way like the classical, neoclassical economists tried
to explain the process of economic growth. The two schools agreed on
the possibility of continuing the growth process without the occurrence
of economic recession. Neoclassic economists devised new mechanisms
for economic growth that were free from the rigidity of classical thought
because they introduced the factor of technology and innovations as an
external factor in the movement of the production process. The
technological factor is considered the only one affecting the level of
capital reserve which is considered to be a function in capital
accumulation when economy is in a state of stability. Therefore, it has a
positive or negative impact on economic growth. Regarding the factor of
organization, advocate of this theory believe that organizer utilizes
technological advancement in a way that eliminates any rigidity in the
process of development. He is always capable of renewal and
innovation. Classical scientists counted on Sai’s law to analyze
economic growth, while the neoclassical relied on Marginal utility to
identify prices of production factors. The process of capital formation is
done through replacing labor with it away from the population theory.
Thus, this depends on savings that depend in turn on interest rate and
income level. However, investment is identified with interest rate and
marginal productivity of capital. Concerning capital, the neoclassical
considered growth process as a result of interaction between capital
accumulation and growing population. This is because the increase in
capital formation leads to an increase in capital supply. Thus, the interest
rate goes down, investments increases, and economic growth is fulfilled.

The neoclassical theory encountered much criticism such as being
focused only on the accomplishment of growth ignoring social, cultural,
and political aspects. Also, it entails being concerned with the short term
without reference to what may happen in the long term. This model is
not important for the role of the state in the economic growth process as
it believed that the aims of the state are determined according to external
factors. It can be said that this model is one for economic growth only
on the long run as is reflects the process of approaching a stable state of
economy that is achieved in the long term”’.
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3-
Keynes's
Theory

The outstanding economist John Maynard Keynes depended
considerably on studying the thoughts of traditional scientists and
finding out how rigid they are, compared to the economic reality. He
lived in the era of the Great Recession the world witnessed from 1929 to
1933. That recession was the main reason for showing the deficiency
and inadequacy of the classical and neoclassical theories that were
incapable of explaining this crisis or finding solutions for it. The
classical thought rejected the probability of unemployment or reduction
in total demand compared to total supply. In spite of the flexibility that
distinguishes the capitalist system regarding wages and prices to the
extent that ensures automatic regaining and achievement of balance at
the level of complete employment, Keynes emphasized the inflexibility
of wages and prices because of labor unions and unexpected strikes.
Thus, economic balance may be achieved at a level less or more than
complete employment which is a special state that does not occur
permanently.

Concerning the idea of state interference in the economic activity,
Keynes opposed the capitalist thought that advocates refusing any
intervention from the state in any case. He stressed the importance of the
state intervention as an inevitable necessity. Thereupon, he called for
state intervention in the achievement of economic balance via the use of
financial policies particularly in the light of the inability market
mechanisms and monetary policies to regain activity and economic
balance in the Great Recession.

Effective supply is the cornerstone and the starting point that Keynes
depended on for analysis. He pointed out that the problems of the
capitalist system are not due to supply, but to insufficient effective
demand which is the basis of economic growth process. Consequently,
this is because it expresses all economic dealers whether individuals,
institutions or governments. Moreover, he indicates that economic
growth process is fulfilled through multiplier mechanism which explains
transition of the effect of demand changes in supply.

Keynes supposes that investment is a function of interest rate; that
savings are function in income; and that balance of production and
income happens in the state of equality between planned investment and
planned savings. Moreover, he illustrates that in the short term, income
becomes local and equal to gross production value. Consequently, any
targeted increase of it is not accomplished unless there is an increase in
production value. The later can only be achieved through increasing
investment and production capacity®.

It can be said that Keynes's model can be best applied in developed
capitalist countries, while it cannot be applied in developing countries
whose essential problem is in the aspect of supply, and not in the aspect
of demand due to lack of capital, low efficiency of labor factor, and
failure of production means. Hence, governmental expenditure increase
is not expected to lead to local production increase. On the contrary, it
leads to inflation and rise in the general level of prices. Underdeveloped
economies, therefore, requires specific analysis because of particularity
and the nature of their economic problems that differs dramatically from
those of the advanced countries.
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4-
External
Growth

Theories

According to external growth theory, economy reaches a state of
stability in the relation between capital and economic growth because of
decreasing returns of capital. Nevertheless, the state of growth stability
cannot be surpassed to growth continuity through external or dependent
factors determined outside the model such as modern technical
innovations that allow raising the level of efficiency of production
factors. There are important theories which explain that. These theories
include Harrod-Domar model, Solow—Swan model, Walt Rostow's
Stages of Economic Growth model, and Mead's model.

5-
Internal
Growth
Theories

The high level of capital formation prevented some countries from
fulfilling high growth rates. As a result, some economists have
reservations to economic growth models that depend on raising the level
of productivity through technical progress as an external factor.
Therefore, growth models have been created according to which
technical progress is stimulated by economic factors determined from
inside the model. This trend has been fostered by the fact that some
economists have been influenced by the role of human capital in the
remarkable economic growth in the German experience after the second
world war. This called for concentration on the significance of human
capital accumulation like financial capital accumulation as a growth
model.

Researches of economic growth took another dimension through the
papers of "Paul Romer" in 1986 and "Robert Lucas" in 1988 that set off
from the idea of rapprochement among international economies. This
idea means that economies of advanced countries are at a level near the
point of balance. As a result, their growth rates are low. However,
economies of developing countries are far from the point of balance; and
as such, their growth rates are high allowing these countries to catch up
with the developed ones in the long term. Thereupon, modern thought
assumes that economic growth limitations in the long run as an
economic policy are considered to be the main factors for economic
growth. It also supposes that the factor of technology is an internal
factor that is identified inside the growth model. Consequently, there are
basis for determining this factor and its resources accurately. Thus, it is
considered one of the most significant resources of economic growth in
the long run. Therefore, they have been entitled as theories and models
of internal growth®.

Internal growth theory creates the foundation of positive relation
between long term economic growth and development on one hand, and
world trade on the other. This is because this theory considers:
minimizing trade obstacles, accelerating growth rates and development
in the long run through making developing countries absorb advanced
technology at a faster rate, increasing benefits that flow from research
and development, achieving economies of scale and minimizing prices
distortions in a way that leads to greater efficiency in use of local
resources in economic sectors, achievement of more specialization and
greater competence in the production of intermediate inputs, and
presenting new products and services®. Examples of the most important
models are Rebelo AK model®, Lucas model, Romer model, and the
K.J. Arrow model.
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(6-1) Previous Studies

In this study, we presented the most important previous practical
studies on economic growth in order to shed light on the most significant
factors that determine growth and their strength of influencing. It should be
noted that focus will be given to studies of the scientist Robert Barro who is
considered as one of the most significant and well-known scientists
interested in issues of economic growth around the world.

In_his study entitled “Economic Growth in a Cross Section of
Countries” in 1991, Barro tried to point out the importance of human
capital (as a modern concept at that time) in boosting economic growth. He
chose the rate of joining primary and secondary schools as a measurement
for human capital. The study he conducted on 100 countries during the
period next to the Second World War proved that the growth rate of real per
capita gross domestic product is directly proportional to the rate of joining
primary and secondary schools, i.e. to the growth rate of human capital. In
addition, the study proved that the countries that have big stock of human
capital have low fertility rates and high investment rates. There is an inverse
relationship with governmental expenditure and weak compromise with
public investment. The new classical theory which is the external growth
theory, indicates that the countries enjoying high level of individuals’
income (countries where average per capita capital is high) have low growth
rates of real per capita gross domestic product. Therefore, this is because the
return on capital decreases after reaching a certain point according to the rule
of diminishing returns. From the above, it is clear that the results of this
study contradict with the previously mentioned external growth theory. Also,
the results of this study cope completely with internal or self growth theory
that emphasizes the significance of human capital in the process of economic
growth®.

In_his study entitled “Inflation and Economic Growth’ that he
conducted in 1995, Barro used the data of 100 countries in the period from
1960 to 1990 to assess the effects of inflation on economic performance. He
found that 10% annual increase in inflation can lead to a reduction in the
growth rate of real per capita gross domestic product. Consequently, this is
with an annual percentage ranging from 0.2% to 0.3% assuming that the rest
of the factors are constant. At first, the relation between inflation rate and
growth rate may seem weak and not to be of great importance particularly in
the short term. However, this relation is very important especially on the
long run. This is due to the fact that continuous 10% inflation for 30 years in
a given country results in 4% to 7% reduction in real per capita gross
domestic product. This result is very sufficient for proving the importance of
prices stability to keep the performance and growth of the local economy of
a certain country™.
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In the study he made in 1996 under the title "'‘Democracy and
Growth'", he analyzed the relation between growth rate of gross product and
democracy in 100 countries in the period from 1960 to 1990. In this study, he
proved the existence of directly proportional relation between the growth of
real per capita GDP and the determinants of democracy. According to the
study, these determinants are the rule of law, free markets, government
austerity, and the level of human capital. Barro found out that continuous
improvements in the standard of living such as increase in age expected at
birth, increase of expenditure on education, and raising the level of political
freedom, allows the model to predict if those countries will be more or less
democratic in the future®.

The study he conducted in 2001 under the title ""Inequality and
Growth in_a Panel of Countries” indicated that the inequality of
individuals' income in rich countries is positively proportional to the growth
rate of economic real per capita GDP and investment, while the inequality of
individuals' income in poor countries is inversely proportional to economic
growth rate and investment. This means that incomes policies in developing
countries must tend to reduce the inequality gap in income among
individuals in order to boost the process of economic growth®.

The study he conducted under the title ""Economic Growth in
East Asia Before and After the Financial Crisis™ pointed out that five
countries in East Asia, namely Indonesia, Malaysia, South Korea, the
Philippines and Thailand, suffered from severe financial crisis from 1997 to
1998 . This was when real GDP diminished sharply and severely in a way
that these countries have not witnessed before. Economic growth in the
studies of five countries was recovered considerably from 1999 to 2000.
However, it is not clear if growth rates before the crisis will be reached or
not because there are pessimistic indicators showing the probabilities of
permanent recession. Thus, this is due to huge reduction in investment
proportions that had only little recovery. Hence, this occurs due to reduction
in market stock prices. Data analysis of sectors in these countries' economies
showed that the bank crisis caused 3% annual reduction in economic growth
from 1997 to 1998 during the crisis. However, growth decreased 2%
annually over the five years which followed the crisis™.

In_his study under the title ""Regional Growth and Migration"’,
Barro and Xavier tried to answer a very important economic question: "Do
poor economies grow faster than rich countries?" They analyzed two groups
of regional data: 47 districts in Japan and 48 states in USA using Beta-
Convergence approach. The study proved that there is an obvious
convergence between both countries and that poor states and districts grows
faster. Based on the analysis of standard deviation in states and districts, a
reduction in economic growth rates in the long term was found. This
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phenomenon is called "sigma-convergence". Finally, the study determined
regional rates of migration. Again, remarkable aspects of similarity were
found in both countries. Response of net migration rates for income was
slightly higher than 0.025 indicating slow response, while there was much
higher response of population compared to income variations. The study
indicated that there are weak evidence that population movement is the
reason for the convergence of economic growth among some countries®’.

In_a study entitled ""Economic Growth and Environment™ in
1994, the data of Global Environment Monitoring System (GEMS) were
used for measuring the relation between some environmental indicators and
the level of per capita income in a certain country. The study covered four
kinds of indicators: concentrations of air pollution in urban areas,
Measurements of the state of oxygen system in river valleys, concentrations
of fecal pollutants in river valleys, and concentrations of heavy metals in
river valleys. The study proved that there is no evidence of deterioration of
environment quality in proportion to economic growth. Nevertheless, the
study found out that the beginning of economic growth brings about the first
stage of environmental deterioration followed by a successive phase of
improvement. However, this improvement begins in the countries where
average per capita income is not less than 8000 US dollars®. In a study by
Levine and Renelt that sought to discover the relation between long term
growth rates and a variety of policies and economic and institutional
indicators, it was found that there is strong connection between GDP on one
hand and investment share and trade percentage on the other hand®.

In_a study entitled ""Growth in a Time of Debt" in 1994, he
studied the relation between economic growth and inflation at different
levels of governmental and foreign debt. Analysis relied on data for about 44
countries, covered almost 200, and included more than 3700 annual
observations that cover a wide range of political systems, organizations,
arrangements of exchange rates, and historical circumstances. One of the
main results of the study showed that the relation between governmental debt
and the growth of real GDP is weak if the percentage of local debt/GDP is
less than 90%. However, if the percentage is more than 90%, growth rate
decreases with a proportion of one per cent. Also, the average growth
decreases with much higher proportion. In addition, the study found that
limits of public debt are similar in advanced and beginner economies.
Emerging markets face reduction of foreign debts (public and private ones)
which are usually estimated in a foreign currency. When foreign debt reaches
60% of GDP, annual growth decreases with a percentage of 2%. But when
public debt reaches higher levels, growth rates decrease almost to the half.
The study proved that there is no clear current connection between inflation
and the level of public debt in developed countries (except some countries
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such as USA that suffers from high inflation rate because the percentage of
debt/GDP is very high). On the contrary, the situation is totally different
regar%ng emerging markets where inflation rises severely with increased
debts™.

The study under the title "'Capital Flows and Economic Growth
in the Era of Financial Integration and Crisis’" in 1990-2010, tackled the
relation between economic growth and flows of international capital
categorized into foreign direct investment, portfolio investment, shares
investment, and short term debts before and after the crisis using data of 100
countries from 1990-2010. Here, emerging markets became more integrated
into the international financial system. The study discovered a complicated
and blended relation between growth and capital flows as this relation
depends on the kind of financial flows, economic structure, and the models
of international growth. The study proved that there is a huge and strong
relation between economic growth and foreign direct investment with its two
kinds of internal and external flows. However, it was found that the relation
between growth and prices of shares is weaker and less stable. There was no
relation between growth and debts in the short term before the crisis, while
there was a negative relation during the crisis*".

The study entitled ""Implications of Population Aging for
Economic_Growth” in_2012 has expected the increase of population
percentage whose age is ranging between 60 and more in most countries in
the world from 2005 to 2050. The study emphasized that population aging
usually leads to reduction in participation of manpower and in the rates of
savings. Consequently, it leads to more fears about slow economic growth in
the future. The study indicates that countries of Organization for Economic
Co-operation and Development (OECD) will probably witness slight
reduction in economic growth rate, but not catastrophic because of the
previously mentioned aging impacts. The study points out that this problem
can be dealt with through increasing female workforce and reformation of
some work policies such as raising the legal age of retires in order to
minimize the economic implications of the old population. In most countries
who are not members of the Organization, low rates of fertility result in
diminishing participation of youth in the workforce. However, this can be
compensated with reforming some work policies such as raising the legal age
of pension to increase adult participation in labor market and reducing the
negative effect of low fertility rates. However, the conclusion of the study
affirms that population aging will not dramatically hamper the process of
economic growth in developing countries*.

The study entitled ""Catch-up Growth Followed by Stagnation:
Mexico, 1950-2010"analyzed the economic history of Mexico 1877-2010.
The study divided the history of economic growth in Mexico into three
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phases. The first phase is from 1950 to 1981 when Mexico entered economic
set-off or in other words, experienced very speedy economic growth. It grew
fast for many years due to policies of urbanization, industrialization, and
education. The second phase is from 1982 to 1992 when economic growth
stopped in spite of the main reformations in the liberalization of foreign trade
and investment. The third phase is from 1996 to 2010. Since that time,
Mexico has been growing modestly. It urgently needs more reformations
particularly in trade liberalization and investment with the purpose of
resuming fast growth so that it can approach the income levels of the United
States™®.

The study entitled “Foreign Currency Debt, Financial
Crises and Economic Growth: A Long Run View” aims to consider the
indirect impacts of foreign currency debts through their effect on financial
crises on the short and long run and on product in 45 countries during two
periods, 1880-1913 and 1973-2003. Increased proportion of foreign currency
debts to total debts is strongly related to higher risks of financial crisis. This
relation depends basically on the size of the reserve of foreign currency that
a country has and the credibility of its economic policies. Financial crisis
resulting from increased foreign currency debts lead to tremendous losses in
economic product and reduce economic growth of the country. This
conclusion asserts the findings of the study on the economic crisis of East
Europe in late 2008*,

The study entitled “Endogenous Innovation in _the Theory of
Growth” demonstrates the strong relation between investment in knowledge
and economic growth. Thus, these investments play a crucial role in the
process of development on the long run. The study emphasizes the
significance of internal growth theory because it explains the existence of
economic growth in the light of the reduced returns on capital. It explains
also generally slow economic growth processes and inability of classical and
new growth theories to present enough explanations to justify growth
process. Consequently, the model of the study proves that the advancement
processes and technological dissemination associated with scientific
innovations leads to increasing economic growth in the country™.

A study under the title “Role of Financial and Monetary Policies
in_Economic_Growth” tried to test the effectiveness of two policies and
their impact on GDP in the Kingdom of Jordan during the period from 1966
to 2010. The study found that monetary policy is more influential than
financial policies. The increase in the supply of money led to transfer of the
curve of production possibilities to the top of the right side. This fact
supports the increase of the total demand resulting from the increase in
money supply which causes the increase of the total product. Thus, the study
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affirms the effectiveness of monetary policy in the short term and the
ineffectiveness of financial policy in this term?®.

A study entitled “Impact of Foreign Direct Investment in
Economic_Growth in_Jordan 1990-2006” asserts that although foreign
direct investment (FDI) is important in the process of increasing
accumulation of domestic capital and consequently increasing economic
growth, its role is limited according to estimations of Cobb-Douglas
production function. The function showed the existence of the positive effect
of labor in making economic growth. In addition, there was not any impact
with the statistical implication of foreign direct investment. The study found
that this effect needs time so that in-kind FDI can go deeper in industries and
sectors with intermediate and high technologies. Also, this makes it possible
for them to integrate well with the factor of relatively efficient labor. This
may pave the way for dissemination of technology and knowledge in
different sectors of the economy. This requires work continuity for the
achievement of economic and political stability, as well as the development
of incentives system so that Jordanian economy can attract bigger size and
the best quality of these investments*’. Another study about the impact of
FDI on economic growth in countries of Middle East and North Africa
showed findings which contradicts that of the previous study. It indicates the
existence of positive and significant impact of FDI on economic growth in
the studied countries. Therefore, the study calls upon governments of these
countries to attract flows of these investments because their increase directly
leads to increase in the economic growth of these countries*.

A _study under the title “Effect of Information and
Communication Technology on Economic Growth in Arab Countries”
targeted17 Arab countries from 2000 to 2009. Conclusions of the study
indicated the existence of positive and significant effect of information
communication and technology on economic growth. This means that more
use of internet, telephone, and cell phone have led to an increased average of
real per capita GDP. Thereupon, governments of Arab countries have to
continue increasing the use of information and communication technology
due to its direct and indirect positive impact on economic growth®.

A study under the title “Impact of Exchange Rate Systems on
Economic Growth in a Group of MENA Countries” selected a certain
group of MENA countries represented in Egypt, the Kingdom of Saudi
Arabia, Kuwait, Algeria, Tunisia, Morocco, and Libya. After revising the
theoretical and measurable framework of the probability of existing relation
among them, the development of expenditure system and determinants in
each country as for choosing its optimum exchange rate and economic
results was taken into consideration. Using VAR technology, the study
proved that choosing an exchange rate has no impact on growth in the
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selected countries™. This proves that the theory of Frankel (1999) states that
no particular exchange rate is valid permanently for all countries.

A study under the title “Estimation of the Impact of Exports on
Economic_Growth in_Islamic_Countries: Standard Analytical Study”
proved the significance of exports in addition to local investment (total
constant capital formation) as the explanatory variables for economic growth
expressed by GDP. In addition, significant differences have been found
among various groups of Islamic countries (with less income, intermediate
income, and petroleum countries) expressed in sections of the model or its
partial features. Despite the significance of exports in explaining domestic
product, their impact is minor in the group of petroleum countries. On the
contrary, results indicated superiority of investment impact to exports impact
in domestic product in Islamic countries with low and intermediate income.
This superiority is less in Islamic petroleum countries®.

A study under the title “Education and Economic Growth in the
Kingdom of Saudi_Arabia: A Standard Study Using Simultaneous
Equations” found that there is no direct positive correlation between
education (those enrolled in public education) and economic growth except
through the existence of governmental expenditure on education. Any
increase in governmental expenditure on education leads to increasing real
GDP of non-petroleum sector. This, in turn, leads to increasing the number
of enrolled students in public education. Thus, the vice versa is not true®.

The Second Party: The Applied Study

In this topic, there will be formulation and preparation of an economic
growth model for the study. The applied study aims to create a suitable
optimal econometric model regarding economic and statistical criteria to
identify the variables that affect the growth rate of gross domestic product
(GDP). Also, this study predict this rate in future years in the light of those
variables which will help in drawing up economic policies and making
decisions. A time series data were used from 1977 to 2012 of the following
data®®. As for the variables of the study, they can be expressed in the next
table below:
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Table (4). Variables Used in the Study

Symbol of the Variable Description of the Variable
Y Annual Growth Rate of Gross Domestic Product
X1 Annual Growth Rate of Government Expenditure
X2 Annual Growth Rate of Constant Capital Formation
X3 Annual Growth Rate of Households' Expenditure
X4 Annual Growth Rate of Foreign Direct Investment
X5 Annual Growth Rate of Domestic Savings
X6 Annual Growth Rate of Imports
X7 Annual Growth Rate of Exports
X8 Annual Growth Rate of Inflation
X9 Annual Growth Rate of Money and Quasi Money
X10 Annual Growth Rate of Fertility
X11 Annual Growth Rate of Age Expected at Birth
X12 Annual Growth Rate of Population

Adopted statistical analysis will follow the next steps.

(1-2): Descriptive Statistics of Variables of the Study

Descriptive statistics aims to describe variables of the study regarding
central tendency and dispersion and distribution. In addition, descriptive
statistics includes some graphs showing sequence of variables’ values during
the time of the study (See table No.5).

Table (5). Descriptive statistics of variables of the study
T
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n S 50 75
Y 5.14 0.31 12.84 1.08 2.1 1.09 241 5.14 6.1
X1 3.01 0.38 0.17 | -11.83 3.62 | 0.16 5.55 3.01 | 5.09
X2 4.71 0.95 1.49 -13.36 -0.83 | 0.1 10.69 471 13.2
X3 5.13 9.35 -0.95 0.6 4.76 2.01 3.21 5.13 5.86
X4 19.09 5.98 0.33 | -679.59 9.68 -1.49 164.89 19.09 58.33
X5 7.86 9.85 0.49 -31.67 0 -0.14 17.44 7.86 18.74
X6 4.77 10.88 28.8 -17.89 0.28 0.17 10.88 4,77 104
X7 6.58 17.44 28.76 | -1451 -0.06 0.32 9.85 6.58 12.54
X8 11.56 164.89 23.86 2.27 -0.89 0.17 5.98 11.56 16.59
X9 18.29 3.21 51.42 5.66 3.14 1.49 9.35 18.29 21.43
X10 -1.87 10.69 -0.96 -3.93 -0.2 -0.95 0.95 -1.87 | -1.13
X11 0.69 5.55 1.37 0.23 -1.35 0.33 0.38 0.69 1.13
X12 1.87 241 2.36 1.54 -1.6 0.49 0.31 1.87 2.2
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This will be applied on variables of the study as follows:

Table (6). Descriptive Analysis of Variables of the Study

Variable

Description of the Variable

Annual Growth
Rate of GDP (Y)

Throughout the period of the study, it reached 5.14%. Its value approached the
median that was 4.98. This fact indicates that values were around this rate with a
standard deviation of 2.41. The least value was 1.08%, 1.76%, and 2.2% during
1991, 2011, and 2012 as the rate witnessed remarkable reduction during those
years. This reduction may be due to political instability especially during 2011
and 2012. It reached the highest rate that was 12.84% in 1977. In the first quartile
of the least nine years, the rate was less than 3.59%. The rate increased in the
highest 9 years (the third quartile) to more than 6.1%. The following figure
shows this rate during the period of the study. (See figure 2 in the statistical
appendix)

Annual Growth
Rate of
Government

Expenditure (X1)

Throughout the period of the study, average growth reached 3.01%. Its value
approached the median that was 3.02%. This fact indicates that values were
around this rate with a standard deviation of 5.55%. The least value was 11.83%
in 1977. It reached the highest rate that was 12.13% in 1981. In the first quartile
of the least nine years, the rate was less than 1.47%. The rate increased in the
highest 9 years (the third quartile) to more than 5.09%. The following figure
shows this rate during the period of the study. (See figure 3 in the statistical
appendix)

Annual Growth
Rate of Constant
Capital

Formation (X2)

Throughout the period of the study, average growth reached 4.71%. Its value
approached the median that was 4.93%. This fact indicates that values were
around this rate with a standard deviation of 10.69%. The least value was 13.36%
in 1993. It reached the highest rate that was 25.26% in 1978. In the first quartile
of the least nine years, the rate was less than -3.46%. The rate increased in the
highest 9 years (the third quartile) to more than 13.2%. The following figure
shows this rate during the period of the study. (See figure 4 in the statistical
appendix)

Annual Growth
Rate of
Households'

Expenditure (X3)

Throughout the period of the study, average growth reached 5.13%. Its value
approached the median that was 4.56%. This fact indicates that values were
around this rate with a standard deviation of 3.21%. The least value was 0.6% in
1986. It reached the highest rate that was 15. 63% in 1979. In the first quartile of
the least nine years, the rate was less than -3.06%. The rate increased in the
highest 9 years (the third quartile) to more than 5.86%. The following figure
shows this rate during the period of the study. (See figure 5 in the statistical
appendix)

Annual  Growth
Rate of Foreign
Direct

Investment (X4)

Throughout the period of the study, average growth reached 19.09%. Its value
was less than the median that was 6.88%. This fact indicates that positive
inflection in data. This means that data are asymmetric and do not follow the
normal distribution. This fact was assured by normal distribution test with a
standard deviation of 164.89%. The least value was -679.59% in 2011. It reached
the highest rate that was 427.93% in 2003. In the first quartile of the least nine
years, the rate was less than -38.29%. The rate increased in the highest 9 years
(the third quartile) to more than 58.33%. The following figure shows this rate
during the period of the study. (See figure 6 in the statistical appendix)

Annual Growth

Throughout the period of the study, average growth reached 7.86%. Its value
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Rate of Domestic
Savings (X5)

approached the median that was 6.39%. This fact indicates that values were
around this rate with a standard deviation of 17.44%. The least value was -
31.67% in 2011. It reached the highest rate that was 45.63% in 1992. In the first
quartile of the least nine years, the rate was less than -4.44%. The rate increased
in the highest 9 years (the third quartile) to more than 18.74%. The following
figure shows this rate during the period of the study. (See figure 7 in the
statistical appendix)

Annual  Growth
Rate of Imports
(X6)

Throughout the period of the study, average growth reached 4.77%. Its value
approached the median that was 3.54%. This fact indicates that values were
around this rate with a standard deviation of 10.88%. The least value was -
17.89% in 2009. It reached the highest rate that was 28.8% in 2007. In the first
quartile of the least nine years, the rate was less than -0.58%. The rate increased
in the highest 9 years (the third quartile) to more than 10.4%. The following
figure shows this rate during the period of the study. (See figure 8 in the
statistical appendix)

Annual  Growth
Rate of Exports
(X7)

Throughout the period of the study, average growth reached 6.58%. Its value
approached the median that was 4.93%. This fact indicates that values were
around this rate with a standard deviation of 9.85%. The least value was -14.51%
in 2009. It reached the highest rate that was 28.76% in 2008. In the first quartile
of the least nine years, the rate was less than 0.3%. The rate increased in the
highest 9 years (the third quartile) to more than 12.54%. The following figure
shows this rate during the period of the study. (See figure 9 in the statistical
appendix)

Annual Growth
Rate of Inflation
(X8)

Throughout the period of the study, average growth reached 11.56%. Its value
approached the median that was 11.27%. This fact indicates that values were
around this rate with a standard deviation of 5.98%. The least value was 2.27% in
2001. It reached the highest rate that was 23.86% in 1996. In the first quartile of
the least nine years, the rate was less than 7.14%. The rate increased in the
highest 9 years (the third quartile) to more than 16.59%. The following figure
shows this rate during the period of the study. (See figure 10 in the statistical
appendix)

Annual  Growth
Rate of Money
and Quasi Money
(X9)

Throughout the period of the study, average growth reached 18.29%. Its value
approached the median that was 16.66%. This fact indicates that values were
around this rate with a standard deviation of 9.35%. The least value was 5.66% in
1999. It reached the highest rate that was 51.42% in 1980. In the first quartile of
the least nine years, the rate was less than 11.28%. The rate increased in the
highest 9 years (the third quartile) to more than 21.43%. The following figure
shows this rate during the period of the study. (See figure 11 in the statistical
appendix)

Annual Growth
Rate of Fertility
(X10)

Throughout the period of the study, average growth reached -1.87 %. Its value
approached the median that was -1.55%. This fact indicates that values were
around this rate with a standard deviation of 0.95%. The least value was -3.93%
in 1991. It reached the highest rate that was -0.69% in 1977. In the first quartile
of the least nine years, the rate was less than -2.37%. The rate increased in the
highest 9 years (the third quartile) to more than -1.13%. The following figure
shows this rate during the period of the study. (See figure 12 in the statistical
appendix)
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Annual  Growth
Rate of Age
Expected at Birth
(X11)

Throughout the period of the study, average growth reached 0.69%. Its value
approached the median that was 0.66%. This fact indicates that values were
around this rate with a standard deviation of 0.38%. The least value was 0.23% in
2003. It reached the highest rate that was 1.37% in 1977. In the first quartile of
the least nine years, the rate was less than 0.31%. The rate increased in the
highest 9 years (the third quartile) to more than 1.13%. The following figure
shows this rate during the period of the study. (See figure 13 in the statistical
appendix)

Annual Growth
Rate of
Population (X12)

Throughout the period of the study, average growth reached 1.87%. Its value
approached the median that was 1.68%. This fact indicates that values were
around this rate with a standard deviation of 0.31%. The least value was 1.54% in
1995. It reached the highest rate that was 2.36% in 1987. In the first quartile of
the least nine years, the rate was less than 1.61%. The rate increased in the
highest 9 years (the third quartile) to more than 2.2%. The following figure
shows this rate during the period of the study. (See figure 14 in the statistical
appendix)

(2-2) Kolmogorov-Smirnov Test of Normality of Data Distribution

Table (7) in the statistical appendix shows results of Kolmogorov-Smirnov
Test of Normality of Data Distribution. The table shows that variables follow
normal distribution as the level of significance of Kolmogorov—Smirnov Test
was more than 0.05. This fact indicates that the data do not differ
significantly from the normal distribution which reflects that the condition of
"Normality" exists. This condition is necessary for using these data in the
regression equation. However, this is true except for the two variables of the
"Growth rate of FDI" and the "Growth Rate of Population”. However, both
variables were excluded from Stepwise Regression equation.

(3-2) Dickey-Fuller Test of Unit Root to Test Stationary Variables of the

Study

Variables were tested to find out if they are stationary because if they are
not, the regression estimated by ordinary least squares (OLS) is Superior
Regression. If variables are stationary, OLS can be depended on because in
this case, this method is the Best Linear Unbiased Estimators (BLUE). Table
No. 8 in the statistical appendix shows results of Augmented Dickey-Fuller
of Unit Root to find out if variables are stationary or not using the
econometric program, Eviews. According to the table, it is obvious that
variables of the study are stationary at the level. This fact indicates the
validity of OLS method to estimate the parameters of the model except for
the two variables X11 and X12. Thus, they were excluded from the Stepwise
Regression program of the regression model.
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(4-2) Multiple Regression Analysis

After applying ordinary least squares method (OLS) on data of the study
using the statistical program SPSS to test variables that have significance as
for the growth rate of GDP and to estimate the parameters of the econometric
model, the results were shown in table No. 9 in the statistical appendix.
According to the table, it is obvious that the model is totally significant as
the value Faculty= 6.051 with a level of significance that is less than 0.05.
The explanatory power of the model is 75%. Therefore, this means that
explanatory variables explain 75% of the changes that occur to the dependent
variable which is high explanatory power. However, the deficiency of the
model is that the explanatory variables are not significant. As a result,
Stepwise Regression Model was used.

(5-2) Stepwise Regression Analysis

In case of using many independent variables that have significant
correlation, the model is exposed to the phenomenon of Multicollinearity
among independent variables that consequently affect the accuracy of results
and the significance of variables. Therefore, in this case, we use stepwise
regression method which treats this phenomenon as variables are entered
gradually according to the strength of their impact on the dependent variable.
Only independent variables that do not have significant correlation among
them were used. This method follows ordinary least squares (OLS) which is
suitable for stationary variables. As variables represent growth rates, they are
stationary. This fact was emphasized by applying Dickey-Fuller Test on
these variables. (See table No. 10 in the statistical appendix).

1. Estimating Parameters of the Model
After estimating the parameters of the model using Stepwise Regression
method, results (according to table No. 10 the statistical appendix) showed
that the regression equation took the following form where E refers to
random error:
Y =1.766 + 0.246*X3 + 0.047*X5 + 0.074*X2 + 0.076*X9 + E

T 3123 2.810 3.269 3.149 2.558

Sig. 0.004 0.009 0.003 0.004 0.016

R square = 0.683

F test = 16.706 Sig. =0.000

D.W=1.88
White Heteroskedasticity Test
F-statistic 3.201954  Probability 0.010923
Obs*R-squared 17.52640  Probability 0.025071
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2. Testing the Model as for Economic Criteria

From the model, it is clear that the minimum annual growth rate of GDP
according to the model is 1.766. This is obvious from the steadiness of the
regression which is the value of the regression equation if explanatory
variables equals to zero. Moreover, the variables entered into the model are
as follows according to their importance. Thereupon, values and parameters
cope with economic theory which indicates that the model matches with the
economic criteria.

v The variable X3 that refers to "Annual Growth Rate of Households'
Expenditure” as 1% increase in this rate leads to 0.0246% increase in
annual growth rate of GDP.

v' The variable X5 that refers to "Annual Growth Rate of Domestic
Savings" as 1% increase in this rate leads to 0.047% increase in
annual growth rate of GDP.

v The variable X2 that refers to "Annual Growth Rate of Constant
Capital Formation” as 1% increase in this rate leads to 0.074%
increase in annual growth rate of GDP.

v" The variable X9 that refers to "Annual Growth Rate of Money and
Quasi Money" as 1% increase in this rate leads to 0.076% increase in
annual growth rate of GDP.

3. Testing the Model as for Statistical Criteria
From table No. 11 and figure No. 15, it was concluded that the model has
coped with statistical criteria indicating that the model can be used in
prediction. However, figure No. 15 shows that actual values are close to

fitted values. This proves the quality of model fitting.
Table (11). Statistical Tests of the Model

Test

Result

Significance of the

It is proved that the model has coped with statistical criteria as the
value Faculty=16.706 with 0.000 level of significance which
indicated significance of the model as a whole. In addition, T test
proved the significance of all coefficients that entered the model and
steadiness of regression because the level of significance was less
than 0.01 for each one. This fact proves the significance of these
variables.

model and the
variables
The explanatory

power of the model
and quality of fitting

The value of R square= 0.683 indicating that explanatory variables
explain about 68.3% of the changes that happen to the dependent
variable which is a medium explanatory power. This fact points out
fitting of the model. The following figure shows actual and fitted
values of the model.

Autocorrelation test

The value of Durbin Watson = 1.88 indicating that this value is
close to 2. This fact emphasizes that the model does not suffer from
autocorrelation.
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Multicollinearity The value of variance inflation factor ranged from 1.071 and 1.335

Test which is much less than 10. This fact points out that stepwise
regression has succeeded in the treatment of multicollinearity.

Hetroskadesticity According to Hetroskadesticity test, F = 3.202 with a significance

test level of 0.011. This fact indicates that the model does not suffer from

Hetroskadesticity.

Figure (15). Comparison between Actual and Fitted Values of the Model
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4. Using the Model in Prediction

The model is used for prediction. First, independent variables are
predicted. Then, the values of these variables are put into regression model to
get the prediction of the value of the dependent variable. To predict the
values of the independent variables, the method of Curve Fitting is used. A
model is selected from many ones based on the value of R Square. However,
this model is used for prediction. The method of Curve Fitting was used for
predicting values of the variable where (t) expresses time and results were as

follows: (See table No. 12, 13, 14, and 15 in the statistical appendix)
Table (16). Equations of Predicting Independent Variables

Prediction of "Annual Growth Rate of X3 =12.719 — 1.307*t + 0.056*t°
Households' Expenditure” (X3)

Prediction of "Annual Growth Rate of X5 = 17.846 — 5.508*t + 0.166*t* - 0.003*t°
Domestic Savings" (X5)

Prediction of "Annual Growth Rate of X2 = 28.0 - 5.643*t + 0.326*t* - 0.005*t°
Constant Capital Formation" (X2)

Prediction of "Annual Growth Rate of X9 = 39.989 — 2.448*%t + 0.071*t°
Money and Quasi Money" (X9)

After predicting the values of the independent variables and putting these
values into the regression equation to get the value of the dependent variable,
the results were as follows: (See table No. 17)
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Table (17). Prediction of independent variables and dependent variable
Years 2013 2014 2015 2016
Variables
X3 | Annual Growth Rate of | 5.33 5.23 5.08 4.87
Households' Expenditure
X5 | Annual Growth Rate of | -5.22 -8.40 -11.95 -15.91
Domestic Savings
X2 | Annual Growth Rate of | -4.45 -8.13 -12.38 -17.23
Constant Capital Formation
X9 | Annual Growth Rate of | 12.06 12.05 12.02 11.97
Money and Quasi Money
Y | Annual Growth Rate of GDP | 3.42 2.97 2.45 1.85

From the above table, it is obvious that the growth rate of GDP is
decreasing from one year to another in the light of current circumstances
because of diminishing both "annual growth rate of savings" and "annual
growth rate of Households' Expenditure” due to instability. However, they
are the main determinants of the growth rate of GDP. The following figure

shows future development of independent variables and dependent variable.
Figure (16). Prediction of Independent Variables and Dependent Variable from 2013 to

2015
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(6-2) Analysis Using ARIMA Models

This method aims to demonstrate steps of using ARIMA models that are
Autoregressive Integrated Moving Average ones. This is the approach of
Box-Jenkins that relies on merging autoregression and moving average. This
approach is used for predicting the growth rate of GDP.

1- Stability of Time Series and Problem of Identification
To examine the stability of the time series and identifying the ARIMA
ranks, autocorrelation function ADF and partial
autocorrelation function have been conducted. Results were as shown in the
diagram (figure 17 in the statistical appendix). Also, table No. 18 (in the
statistical appendix) indicated that autocorrelation function ADF and partial
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autocorrelation function PADF are not significant in all slowdown periods.
This fact proves the stability of time series. Recommended models have been
ARIMA(1,0,0), ARIMA(0,0,1), and ARIMA(1,0,1).

2- Estimation of the Parameters of Suggested Models

The following table presents estimated models:
Table (19). ARIMA Models and their Equations

Model

Its Equations

ARIMA (1,0,0) model through which the
significance of the estimated parameters
appears (See table No. 21 in the statistical
appendix).

Yt =5.202 + 0.317*Yt_1 + €

ARIMA (0,0,1) model through which it is
proved that the coefficient e.; is not
significant. This fact indicates that the
model is invalid. (See table No. 22 in the
statistical appendix)

T 9.165 1.906

Sig. 0.000 0.065
MAE = 1.645

Y. =5.176 - 0.222%,, + €,
T 10716 -1.299
Sig. 0.000 0.203
MAE = 1.683

ARIMA (1,0,1) model through which it is
proved that the estimated parameters are

Y:=5.316 + 0.818*Y; +0531*e.,+ €
T 5603 3.922

significant. (See table No. 23 in the 1.712
statistical appendix) Sig. 0.000 0.000

0.096

MAE = 1.661

(7-2) Using the Model for Prediction
Using ARIMA (1,0,1) model for predicting growth rate of GDP and
comparing this rate with the previous results gained by using Stepwise
Regression, the results were as follows:
Table (20). Prediction using Stepwise Regression and ARIMA (1,0,1) model

Years 2013 2014 2015 2016

Variables
Stepwise 3.42 2.97 2.45 1.85
ARIMA(1,0,1) 3.91 4.16 4.37 4,55

From the model, it is obvious that ARIMA model is higher in its
estimations than Stepwise Regression models. However, Stepwise Regression
model is more accurate because it is a causal model; meaning that it takes
into consideration the impact of independent variables on the dependent
variable. But ARIMA model is a non-causal model; meaning that it takes into
consideration the time only. Therefore, predictions based on Stepwise
Regression model can be relied on in drawing up policies and making
decisions to try to save diminishing growth rates of GDP.
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Results of Applied Study
After analyzing time series data from 1977 to 2012 of the independent
variables (Annual Growth Rate of Government Expenditure X1, Annual

Growth Rate of Constant Capital Formation X2, Annual Growth Rate of

Households' Expenditure X3, Annual Growth Rate of Foreign Direct

Investment X4, Annual Growth Rate of Domestic Savings X5, Annual

Growth Rate of Imports X6, Annual Growth Rate of Exports X7, Annual

Growth Rate of Inflation X8, Annual Growth Rate of Money and Quasi

Money X9, Annual Growth Rate of Fertility X10, Annual Growth Rate of

Age Expected at Birth X11, and Annual Growth Rate of Population X12) to

test their impact on Growth Rate of Gross Domestic Product Y, the

researcher reached the following results:

v The researcher found out the factors that have a significant impact on the
growth rate of GDP. These factors are:

» Annual Growth Rate of Households' Expenditure (X3).

» Annual Growth Rate of Domestic Savings (X5).

» Annual Growth Rate of Constant Capital Formation (X2).
» Annual growth Rate of Money and Quasi Money (X9).

v’ After testing data as for normality of distribution and stability, the
researcher found an econometric model using Stepwise Regression. The
model took the following form:

Y =1.766 + 0.246*X3 + 0.047*X5 + 0.074*X2 + 0.076*X9 + E
The model has been tested mathematically and statistically. It has been

proven that it fits the economic and statistical criteria.

v' The model has been used for prediction after predicting independent
variables via Curve Fitting Method. Prediction equations used
independent variables as a function of time (t) in the following forms:

X3 =12.719 — 1.307*t + 0.056*t*

X5 = 17.846 — 5.508*t + 0.166*t* - 0.003*t°

X2 = 28.0 — 5.643*t + 0.326*t* - 0.005*t°

X9 =39.989 — 2.448*t + 0.071*t°
v’ After predicting the growth rate of GDP in future years i.e. outside

the scope of data of the study from 2013 to 2016 using Stepwise
Regression, it has been proven that this rate will be diminishing
because it will be 3.42%, 2.97%, 2.45%, and 1.85% in 2013, 2014,
2015 and 2016, respectively. It has been proven that the decrease in
this rate is due to diminishing growth rates of the following
variables:
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» Annual Growth Rate of Savings.
» Annual Growth Rate of Constant Capital Formation.

v Prediction has been made Using ARIMA (1,0,1) model which was the
one selected. Thus, it took the following form:

Y:=5.316 + 0.818*Y, +0531*e1+ €

v Using this model for prediction, growth rates of GDP will be 3.91, 4.16,
4.37, and 4.55. However, the researcher thinks that predictions of
Stepwise Regression are more precise because they take into
consideration the impact of independent variables on the dependent
variable. Nevertheless, this is contrary to ARIMA models that are
restricted to time as an influential factor on the growth rate of GDP.
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Years | vy X1 X2 X3 X4 X5
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4 1980 10.01 | 6.64 -2.17 11.24 37.26 34.43
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9 1985 6.60 1.27 4.15 5.97 3.38 17.45
10 | 1986 2.65 0.71 -12.39 0.60 -22.15 -1.57
11 | 1987 2.52 3.05 -8.84 5.87 25.57 29.46
12 | 1988 5.30 1.08 1.75 4.80 5.06 -6.94
13 | 1989 4.97 -5.12 -8.97 4.50 -41.29 14.73
14 | 1990 5.70 -7.12 -0.63 5.82 -65.53 1.44
15 | 1991 1.08 2.33 -10.44 4.64 81.42 -29.98
16 | 1992 4.43 5.98 -3.84 2.95 7.41 45.63
17 | 1993 2.90 4.83 -13.36 2.97 154.77 2.28
18 | 1994 3.97 4.61 10.42 4.23 -52.39 8.21
19 | 1995 4.64 5.03 6.42 3.32 6.35 14.82
20 | 1996 4.99 5.39 11.35 4.04 40.02 -4.93
21 | 1997 5.49 5.11 13.38 4.18 20.82 5.22
22 | 1998 4.04 2.99 22.64 2.24 -0.99 12.81
23 | 1999 6.11 2.58 3.93 4.63 15.93 19.03
24 | 2000 5.37 2.83 -2.30 5.16 -58.71 6.57
25 | 2001 3.54 4.89 -2.19 3.98 26.87 1.36
26 | 2002 2.37 2.63 5.51 2.15 -63.30 -6.67
27 | 2003 3.19 2.73 -8.74 2.33 427.93 -2.96
28 | 2004 4.09 2.04 6.17 2.10 328.92 3.58
29 | 2005 4.47 2.80 14.22 4.83 86.82 14.72
30 | 2006 6.84 3.11 13.79 6.44 15.29 30.54
31 | 2007 7.09 19 23.76 6.94 -18.00 15.44
32 | 2008 7.16 2.13 14.81 5.73 -29.31 28.79
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{[ 33 | 2009 | 4.69 5.57 -9.65 5.68 -4.86 -13.26 ||
[ 34 | 2010 | 5.15 451 5.46 5.13 -107.56 3018 |
[ 35 | 2011 | 176 3.79 -4.12 4.02 -679.59 077 |
[ 36 | 2012 | 2.21 3.14 0.68 6.37 0.00 -31.67 ||
Variables of the Study
Years X6 X7 X8 X9 X10 | X11| X12
1] 1977 5.43 9.63| 12.73| 3403 -069| 137 212
2| 1978 3.42 024 1108[ 2703 -076] 131 214
3] 1979 16.23 -3.55 990 | 3133[ -0.86| 1.24]| 217
4] 1980 8.13 17.01 | 2082 5142 -096] 117 221
5| 1981 5.35 -1.47 | 1032 | 3090 -1.04| 114] 223
6| 1982 -13.17 -10.41 | 1482 3115| -111]| 115] 225
7] 1983 1.04 10.74 | 16.08| 2263 -118| 1.17| 227
8| 1984 14.79 6.12 | 17.04| 1885] -127] 119 230
9| 1985 2.98 410 1211[ 1830 -152| 1.17] 232
10 | 1986 -12.67 45| 2386 2095| -1.94| 1.10| 235
11| 1987 -15.56 6.35| 1969 | 2096 -243] 99| 236
12| 1988 3.07 1118 | 1766 | 2155] -296| 87| 231
13| 1989 1.65 16.67 | 2126| 1750 -346| 75| 219
14 | 1990 3.66 7.14| 1676 | 2873 -380] 67| 203
15[ 1991 1.18 333] 1975 1934 -393] 63| 185
16 | 1992 -4.96 1290 | 1364 | 1943 -385] 64| 170
17 | 1993 12.56 1.27| 12.09| 1325| -353| 67| 159
18 | 1994 1.24 50 815| 1121 307 .71 155
19 | 1995 4.49 11.44 | 1574 9.90 | -2.61| 73| 154
20 [ 1996 -1.95 1.72 719 ] 1084 219 71 155
21 [ 1997 5.38 -1.03 463 1077 -198] 64| 155
22 [ 1998 8.01 -3.59 387 | 1078 -194| 55] 156
23 [ 1999 2.94 9.11 3.08 566 | -1.98| 45| 157
24 [ 2000 -3.40 3.80 268 | 1158 -196| 36| 1.58
25 [ 2001 -1.13 3.29 227 | 1407 -194[ 28] 1.60
26 [ 2002 5.53 5.77 274 1231 179 24| 162
27 [ 2003 1.28 13.83 451 2109 -157] 23| 164
28 [ 2004 17.24 2532 1127 1582 -137| 23| 166
29 [ 2005 23.82 20.20 487 1149 123 24| 167
30| 2006 21.77 21.26 764 | 1500 -1.08] 26| 1.68
31| 2007 28.80 23.28 932 1942 -1.09| 28] 1.68
32| 2008 26.29 2876 1832 1049 -110] 29| 1.69
33| 2009 -17.89 -1451 ] 1176 947 ] -118] 31| 1.69
34| 2010 -3.16 298 | 1127 | 1242 -123| 32| 1.68
35| 2011 8.06 3.74 | 10.05 6.66 | -1.32| 32| 167
36| 2012 11.15 -4.65 712 1235] -134] 32| 1.66
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Table (7). Results of Kolmogorov—Smirnov Test of Annual Growth Rates of Variables

Variable | Description of the Variable Kolmogorov—- | Sig.
SmirnovZ
Y Annual Growth Rate of GDP 0.735 0.653
X1 Annual Growth Rate of Government 1.802 0.192
Expenditure
X2 Annual Growth Rate of Constant Capital 0.542 0.931
Formation
X3 Annual Growth Rate of Households' 1.217 0.10
Expenditure
X4 Annual Growth Rate of Foreign Direct 1.490 0.024
Investment
X5 Annual Growth Rate of Domestic Savings 0.477 0.977
X6 Annual Growth Rate of Imports 0.833 0.492
X7 Annual Growth Rate of Exports 0.598 0.658
X8 Annual Growth Rate of Inflation 0.542 0.930
X9 Annual Growth Rate of Money and Quasi 0.849 0.467
Money
X10 Annual Growth Rate of Fertility 1.044 0.226
X11 Annual Growth Rate of Age Expected at 0.996 0.275
Birth
X12 Annual Growth Rate of Population 1.753 0.004

Table (8). Results of Augmented Dickey-Fuller Test

Variable Description T statistic Sig.

Y Annual Growth Rate of GDP -5.351 0.0001

X1 Annual Growth Rate of Government | -4.739 0.0007
Expenditure

X2 Annual Growth Rate of Constant | -3.697 0.0085
Capital Formation

X3 Annual Growth Rate of Households' | -5.753 0.0000
Expenditure

X4 Annual Growth Rate of Foreign Direct | -4.553 0.0009
Investment

X5 Annual Growth Rate of Domestic | -7.810 0.0000
Savings

X6 Annual Growth Rate of Imports 3.815 0.0063

X7 Annual Growth Rate of Exports -4.105 0.0029

X8 Annual Growth Rate of Inflation -2.664 0.0904

X9 Annual Growth Rate of Money and | -2.625 0.0976
Quasi Money

X10 Annual Growth Rate of Fertility -3.858 0.0065

X11 Annual Growth Rate of Age Expected at | -2.369 0.1581
Birth

X12 Annual Growth Rate of Population -1.817 0.3657
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Table (9). Results of Estimations of Ordinary Least Squares

Coefficients®
Model Unstandardized Coefficients (S:?:g?gi(gﬁfsd ¢ sig.
B Std. Error Beta

(Constant) 6.024 3.276 1.839 .079
X1 -.072 .060 -.165- -1.198 .243
X2 .070 .039 312 1.789 .087
X3 .196 134 .262 1.467 .156
X4 .001 .002 .083 .662 515
X5 .034 .020 247 1.667 .109

1 X6 -.053 .047 -.241 -1.126 272
X7 .047 .054 .193 .878 .389
X8 .044 071 110 .626 537
X9 .044 .044 173 1.011 .323
X10 .626 391 247 1.599 123
X11 1.697 1.671 .268 1.015 .320
X12 -1.966 1.993 -.250 -.986 334

a. Dependent Variable: y

Ftest =6.051 Sig.=0.000R square =0.76

Table (10). Results of Stepwise Regression

Unstandardized |Standardized Collinearity
Coefficients Coefficients . Statistics
Model St t Sig.
B - Beta Tolerance |VIF
Error
(Constant) 1.766 | .566 3.123 | .004
X3 .246 .088 .328 2.810 | .009 .749 1.335
4 | X5 .047 .014 .342 3.269 | .003 .934 1.071
X2 .074 .023 .329 3.149 | .004 .939 1.064
X9 .076 .030 .296 2558 | .016 .763 1.310

a. Dependent Variable: y
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Table (12). Results of Curve Fitting for Prediction of Variable X3

_Dependent Variable 3
Model Summary FParameter Estimates
| Eguation R Square F ft drz Si. Constant b1 b2 b3
Linear 094 1518 1 34 069 6.853 - 093
Logarithmic 262 12.081 1 34 001 10477 | -1.900
Imerse 384 1452 1 k! 000 1845 11.048
Quadratic 350 8897 2 13 001 10.750 -.709 o7
Cubic 390 6817 3 32 001 12719 -1.307 056 000
Compound 0m3 438 1 34 512 4.900 494
Power 080 2962 1 kl 094 7326 - 196
3 AST 6.336 1 k! o7 1.3118 1.319
Growth 013 438 1 34 S12 1.589 - 006
Exponential 013 438 1 k! 512 4.900 - 006
Logistic 013 438 1 34 512 204 1.006
Table (13). Results of Curve Fitting for Prediction of Variable X5
_Depandent Variahlas
Eﬂ!l Summany Parameter Eslimates
| Equatian R Squarg F i df2 Sig. Constant b1 b b3
Linear 010 33 1 k]| 568 10.865 -162
Logarithmic i} 293 1 k7] 588 12858 | -1.880
Inverse i} el 1 kT | 602 6.849 8719
Guadratic 01 184 2 33 833 9.3119 ng2 -007
Cuble 036 400 3 32 754 17848 -1.508 166 -003
Compoung® 000 Qoo
Power* noo 000
g 0oo 000
Growth® ilili] jilili]
Exponential® ulili] Qoo
Logistic® (u]ii] (1]
Table (14). Results of Curve Fitting for Prediction of Variable X2
b.¥l
Model Summary Parameter Ectimates
| Equation R Square F dft df2 Eig. Constant b1 bl 1%}
Lingar Qo7 248 1 k| B 6313 =086
Logarithmic 052 1.852 1 k7| 182 12181 -2808
Irnerse 082 303 1 k) 0 2743 16.996
Quadratic 083 1.497 2 3 239 13374 -1.201 030
Cubic B0 4151 3 32 m4 JE.000 B 643 A6 - 005
Compound® 000 000
Power® 000 000
g 000 000
Growth® 000 000
Exponential® 0og 000
Logistic* 000 oo

319




Table (15). Results of Curve Fitting for Prediction of Variable X9

Diependent Vardahle x4
Modal Summary Parameter Estimalas
Equation R Square F il i1z Sig. Constant bl b2 b3
Lingar 541 40.058 1 kT aon 30,363 - 653
Logarithmic B13 | 53844 1 3 non 40.780 | -B.450
Inverse 348 | 18238 1 kT non 14728 | 30,700
Quadratic 660 | 32039 2 33 aon 38008 | -1.874 033
Cubic BG4 | 21.115 3 32 non 39989 | -2.448 07 non
Compound 557 | 42666 1 34 non 30,602 967
Fower 678 | 46.798 1 34 000 50.104 422
= 06 | 15022 1 kT aon 2622 1475
Growth 557 | 42666 1 3 non 342 -034
Exponential 557 42 666 1 k1] aon 30,602 -034
Logistic 557 | 42666 1 34 oo 03z 1.024

Table (18). Autocorrelation Function ADF and Partial Autocorrelation Function

PADF
Autocorrelation Function ADF | Partial Autocorrelation Function PADF
Lag ACF T LBQ Lag PACF T
1 0.220000 1.32 1.89 1 0.220000 1.32
2 0.238341 1.37 4.18 2 0.199602 1.20
3 0.204845 1.12 5.92 3 0.130202 0.78
4 -0.153853 -0.81 6.93 4 -0.284296 -1.71
5 0.140309 0.73 7.80 5 0.174370 1.05
6 0.005295 0.03 7.80 6 0.015270 0.09
7 0.050426 0.26 7.92 7 0.078189 0.47
8 0.078230 0.40 8.22 8 -0.069733 -0.42
9 -0.098567 -0.50 8.71
Table (21). Parameters of ARIMA (1,0,0) Model
Estimate SE T| Sig |
y-Model_1 Y No  Constant 5.202 568 | 9.165 | .000 ||
Transformation AR Lag 1 317 166 | 1.906 | .065 |
Table (22). Parameters of ARIMA (0,0,1) Model
Estimate SE T| Sig |
y-Model_1 Y No  Constant 5.176 | .483 | 10.716 | .000 ||
Transformation MA Lag 1 2222 | 71| -1299 | .203 ||
Table (23). Parameters of ARIMA (1,0,1) Model
Estimate SE T Sig.
y-Model_1 Y No  Constant 5.316 949 | 5.603 .000
Transformation AR Lag 1 .818 208 | 3.922 .000
MA Lag 1 531 310 | 1.712 .096
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Figure (2). Growth Rate of Gross Domestic Product GDP during the Period of the

Study (Y)
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Figure (3). Growth Rate of Government Expenditure during the Period of the Study

(X1)
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Figure (4). Growth Rate of Constant Capital Formation during the Period of the Study

(X2)
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Figure (5). Growth Rate of Households' Expenditure during the Period of the Study

(X3)
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Figure (6). Growth Rate of Foreign Direct Investment FDI during the Period of the

Study (X4)
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Figure (7). Growth Rate of Domestic Savings during the Period of the Study (X5)
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Figure (8). Growth Rate of Imports during the Period of the Study (X6)
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Figure (9). Growth Rate of Exports during the Period of the Study (X7)
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Figure (10). Growth Rate of Inflation during the Period of the Study (X8)
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Figure (11). Growth Rate of Money and Quasi Money during the Period of the Study
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Figure (12). Growth Rate of Fertility during the Period of the Study (X10)
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Partial Autocorrelation

Figure (13). Growth Rate of Age Expected at Birth during the Period of the Study
(X11)
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Figure (14). Growth Rate of Population during the Period of the Study (X13)
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Figure (17). Autocorrelation Function ADF and Partial Autocorrelation Function
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LAWS OF SYNERGY IN THE ECONOMY,
BUSINESS AND THE OPERATION PROCESS OF
THE MANUFACTURE (ORGANIZATION)

Viktor Yakimtsov, PhD in Economic Sciences
Ukrainian National Forestry University, Ukraine

Abstract

This article is devoted to issues of application of laws, synergy
machinery in the economy, business and operation process of the
manufacture (organization). There are presented concepts, classification of
synergy effects and grounds of merger of the organizations. There are
presented some fundamental principles, on which the strategic planning of
the development of entrepreneurial activity (business) shall be based. There
is determined a necessity of application of synergy laws and synergy effect
throughout the economy.

Keywords: Synergy, synergy effect, merger, organization

Introduction

Synergy theory is currently the most controversial, promising,
widespread, and interesting both in the natural sciences (physics, chemistry,
etc.) and in economics, sociology, manufacturing organization, etc.

The founder of the synergy line in researches is the professor of
University of Stuttgart Hermann Haken. Defining the term and concept of
"synergy" as continuous action, cooperation, mutual effect of huge number
of components, aspects, parts, he concluded the need to study their impact in
the overall compatibility and integrity (Haken, 1980). Thus it was born a new
science - synergy that studies the interinfluence and interconsistency of
functioning of parts, which is reflected in the system behaviour as a whole.

Already in the 60s of the XX century a renowned scientist I.
Zabuzkyy identified the need for "synergistic" approach for solving non-
linear systems and defined such a common, coordinated, effective scientific
direction — synergy (Evstigneyeva, 2006).

The essence of synergy theory, for example, for organization of
manufacture, is in the fact that when combining two or more organizations,
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companies, a new structure will have a possibility to use a wide range of
benefits, which arise, as synergy effect, due to association of all resources of
members of the newly created structure (association), included in it.
However, it shall be noted that members of the structure that has been
created by the merger, may be quite varied - manufacturing, trading, social
institutions, but all their efforts are aimed to maximize (optimize) the integral
(synergy) effect (people welfare, shareholders profit maximization etc.).
Thus, the main ground that encourages members to join the newly created
structure - is receiving a synergy effect.

Interest and genuine scientific interest in synergy factors in any
organization is due to receipt of additional result. This result is called a
synergy (integral) effect.

All such synergy effects may be divided into two types: operational
synergy and financial synergy. This distribution causes in modern science
rather contradictory views, but we believe that this distribution for synergy in
the economy (business) is not only appropriate, but essential, as it provides
opportunities to select members of the association (cooperation, corporation)
more carefully and its development prospects.

Under the operational synergies shall be understood such synergies
that permit firms (institutions, corporations, manufactures, etc.) to increase
their operational (current) profit, scale of growth, development, etc. Such
synergies include:

— savings from increasing the scale of activities by the organization
(corporation, association). At that, usually, some costs of such corporation
that was formed with the merger and just cooperation between enterprises,
become more efficient;

- advanced training of personnel of the enterprise, corporation.
Typically, selection (requalification) of personnel, its reduction and review
of basic qualification requirements takes place at the cooperation of members
of the corporation;

— marketing development. All marketing outlets of every member of
the corporation become common to the whole company;

- cost savings for scientific, research, experimental works. All separate
research centres are summarized and achievements of each of them become
available for all members of the corporation;

- the effect of combining of complementary resources. That is, each
member of the incorporated corporation has the ability to use the reserves
and resources both each of them and shared ones. Consequently, they own
complementary resources.

All these synergy effects lead to an increase of market niche and
consequently an increase of influence of the corporation, and an increase of
its profit.
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Financial synergies - appear when members of entities cooperate on
the basis of financial merger, pooling of their capital, investments, profit. At
that the synergy effect includes:

- reduction of costs for external capital raising. This is may be
explained by the fact that it becomes possible at the merger to use finance of
all members;

- tax benefits of the united corporation. Taxes are paid not by each its
member, but by the one unified structure;

— increase in cost of the corporation (united structure) and cost of
production.

Main types of synergy
(Synergy effect)
Operational Financial

%

e ey

Advanced training of personnel
Savings of increase of activity scale
Marketing development
Cost savings for scientific works
Combining effect
Reduction of costs for external
capital raising
Tax benefits of the united
corporation
Increase in corporation value

Grounds for merger

Fig. 1 Grounds for merger of the organizations

The mechanism of determining the benefits of association (merger)
of some members of the corporation into a single structure was determined
by Stewart Mayers in 1976. He proposed the principle of corporation
(structure that was formed as a result of cooperation of several members of
corporation) according to arithmetic sum of values of the members that
created it (Braley & Myers, 2008).

PB > (PB; + PB, + PB3;+...+PB,) — B, (1)
where: PB - market value of the corporation (unified structure);
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PB,, ... PB,, - market value of each member of the corporation;

B - costs for association (merger).

I. Ansoff proposes to assess the synergy effect as a consequence of increase
of profit, reduce in costs for reducing the need for investment resources (I.
Ansoff, 1979).

According to James K. van Horne and John M. Vakhovych the
synergy - is the cost savings that results from the association, when the cost
of production of the unified company exceeds simple arithmetic sum of their
assets (as with S. Mayers) (van Horne & Vakhovych, 2008).

N.B. Rudyk and Ye.V. Semenkova believe that under the synergy
theory the unified enterprise uses all advantages, arising from the pooling of
resources.

In business the synergy means an advantage from the joint activity of
several enterprises, organizations compared to their separate activities, where
everyone defends its own interests.

This principle may be explained by the usual mathematical example.
If, according to the laws of mathematics, two plus two equals four, then in a
business - the result may be totally different, so that the actual result depends
not only on strict methods of calculation or modern calculation techniques,
but on the professionalism and character of interaction between managers
(administrators) of particular company with the subcontractors.

At that, it is assumed that if the overall result of activities of several
companies is below their algebraic sum, than such cooperation (synergy) is
negative, and if the result is greater, then such synergy is positive.

This arises from the fact that the increase of system order (reduction
of chaos) that was formed of several subsystems, is a result of purposeful
activity (governance), and not a result of creation by its own, as random
effect. Therefore, it may be both positive and negative.

Synergy occurs both in nature (phenomena, development, processes -
physical, chemical, etc.) and in society, biosphere, noosphere, business, etc.
Modern realias provide evidence of crises, emergencies, phenomena and
processes in various fields of animate and inanimate materia, different fields
of life and activity of man and society, in science, economy, politics, culture,
etc. Such crises and phenomena become mostly systemic. Nowadays
scientists around the world consider it necessary to study such phenomena on
an interdisciplinary level.

The principles of synergy in the economy (business), activity of both
small and large enterprises, industries, and today even further effective and
optimal development of society is a driving force for the continued existence
of life. The process of unification (cooperation) of individual members of the
corporation that shall be created, becomes the main task of their continued
existence. After all, they (members of the corporation) shall associate in such
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a way to ensure further effective development not only in the field, in which
they exist and work, but also in adjacent fields. There are also mentioned
social and natural conditions, which surround them.

The main feature of synergy (social, ecological and economic)
efficiency is the manufacture of use values with an aim to meet social needs
on the one hand, and to focus on meeting the specific needs in appropriate
ecological conditions on the other hand. That is, the enterprise, nature and
society shall be considered as equal parts of social, ecological and economic
system at the regulatory action of the social factor.

Modern development of the productive forces of humanity takes
place in terms of the ecological crisis. Resource sharing between society and
nature has reached enormous proportions, all natural and industrial, social
and economic components of human life have become so intertwined that
any impact on one or another natural component leads to unpredictable
consequences.

The course of social development showed that the market economy
that had generated a consumer attitude towards natural resources, became
unable to overcome global environmental problems. In this regard, a
criticism of the basic concepts of classical macroeconomics, the basic
principles of which form the basis of modern economic relations, becomes
more and more argued (Daly,2000; Tunitsya,2006).

Measurement of true prosperity comes across difficulties of the
economic evaluation of natural capital: "There is a very big problem that
now stands in the way of integrating of environmental accounting in the
accounts of the national income and product. It is the problem of monetary
valuation” (Goodwin, Nelson, Harris, p. 9).

At that, ecological and economic situation in Ukraine is crucial to
study the problem, and cooperation of enterprises is considered as one of the
key measures that positively affect both the economic and the environmental
condition.

Complex of measures related to cooperation of enterprises, from a
perspective of environmental protection, shall ensure the maximum effect,
which consists of both economic and ecological, and also social result.

Ecological result (effect) is caused by a decrease in negative
environmental impact and is reflected in the reduction of quantity (amount)
of pollutants, harmful emissions and increase in the number of natural
resources.

Social result (effect) involves raising the population living comfort,
including improvement of health, reduce of incidence rate, maintaining
ecological balance, increase of national wealth and prosperity (Tsarenko,
2004).
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Analysis of recent researches concerning synergy effect in different
areas and fields of human life and nature demonstrates the need for further
study and application of synergy principles, as a science, in all areas, and we
believe, in the processes of further improvement of production of human
needs - material, natural, social.

Under the material needs shall be understood those benefits and
consumer values, which ensure the material welfare of human, such one that
makes no harm neither nature nor society.

Natural needs - are the processes of human interaction with wildlife
that would not only make any harm to each other, but would ensure the most
optimal common development.

Under social needs shall be understood the development of society as
such.

One of the main objectives of our research is to determine the
synergy effect of activity of enterprises (corporations), taking into account
the above mentioned processes.

At that the process of association (merger, cooperation) of companies
is the main object of research.

The problem of integration (vertical and horizontal), including
merger (association) of companies is not new, but in terms of synergy
principles (obtaining a synergy effect) it has some features, sometimes so
unexpected and unpredictable, which have unexpected consequences in the
long result.

Precisely this approach to integration (association) of enterprises
causes a particular scientific interest and dominates in our research.

Evaluation of the synergy effect is a difficult and very important task,
but nowadays, there is given less attention to its resolution than it is
necessary, especially in the work of industrial enterprises, trade
organizations, social institutions, etc. This issue becomes particularly
relevant at the integration (merger) of some structures (enterprises,
departments, etc.) into one large complex, which will include various
institutions, both according to their main activity and for their intended
purpose (for example, industrial enterprise, trade organization, scientific
department, social and other institutions).

According to the theory of integration (merger) in the united
structure, where it is expected the synergy effect, the welfare of shareholder
shall increase.

One of the main problems is that the synergy effect is enough badly
predictable and it is not always easy to achieve the expected result in
practice. According to statistics, only 65% of agreements on integration
(association) lead to the expected optimal results.
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Consequently, the merger (association) as opposed to collaboration
(cooperation) - is a development strategy, which is used nowadays by the
most successful enterprises (institutions, organizations) to enhance efficiency
of their activity. Then the synergy effect becomes the driving force
(stimulus) of such actions. The main advantages of enterprises that associate
include real opportunities in the new marketing outlets, improvement of
product quality, access to various resources and investments, reduce of
potential risks.

Unfortunately, statistics shows that in practice, in entrepreneurial
activity and business in Ukraine the problem of integration (association) is in
the making, it has not received sufficient attention and practice of its
implementation. This means the loss of many opportunities that has a
threatening prospect in these realias.

And here appears the issue concerning strategic planning of further
development of enterprises in Ukraine, its business and optimization of the
economy in a whole, precisely from the position of synergy approach - that
IS, getting the synergy effect in their further activities.

Strategic planning of entrepreneurial activity (business) shall be
based on the following grounds:

- detailed studies of the situation;

- analysis of capabilities of enterprises that cooperate for the sake of
synergy effect;

- realistic and fundamental forecasts;

- short-term results that may be objectively obtained in the nearest
future.

At such planning the comprehensive data (specifications) of all
members of the association, including their development risks and many
others, individual characteristics inherent in new, associated company, are
very necessary.

Particular attention shall be paid to those expenses that arise during
the integration (association).

In order to compare the expected costs and benefits of integration
(association) it is necessary to evaluate the following key factors:
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Expected results from integration (association)

Positive §> Negative (Losses)
Increment in profit ‘ Costs for association
Savings of resources ‘ Market risks
Increase in quality Business competition
Improvement of manufacturing Worsening of social climate of
organization enterprise
Improvement of ecological, social
relationships
¥
Marketing development
v
Improvement of the investment
climate

Fig. 2. Results from integration (association)

If positive results are more than negative ones, than the synergy
effect will be positive, and any enterprise shall try to achieve such a result, if
the negative results prevail, than the synergy effect will be negative.

In the future, it appears the question on the assessment of the above
mentioned results-factors, which shall be analysed during the strategic
development of enterprises in order to obtain the synergistic effect by them.

Conclusion

Synergy approach - is a system of views on the world around, both in
its physical and social, ecological manifestation (i.e. in close contact with
nature, space, etc.) that allows to investigate the process and get new,
generalized and specific results in multidimensional way, from all sides.
Such researches make it possible to describe the processes, phenomena from
different sides, levels, components, to explain their interaction and identify
the peculiarities of the macroeconomic structures.

In economy the synergy researches have an objective to determine
the "synergy effect”, which usually differs from the economic effect. After
all, it is the result of interaction of several coordinated systems - or rather, a
large number of such components-systems. As in the economy at the
organization of production of one or another type of product, the question is
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about improving the system of combination of production factors, than the
definition of synergy effect becomes crucially important.

In the field of business management (business economics) the
synergy effect shall become a driving force at the creation of concerns,
cooperation of enterprises, etc.

In marketing - it is the improvement of market relations according to
the classical scheme "supply-demand”, where the market as such is
considered as an open economic system that organizes by itself, has extra-
wide forward and backward contacts, etc.

To identify and calculate, much less to realize the synergy effect
taking into account all the combinations of various factors - is an extremely
complicated task and, at some times, impossible, primarily because of the
limited possibilities of determining all factors, that are, components of
influence the overall result (system). By using methods of non-linear
mathematical analysis, a possibility of computer analysis of complicated
tasks, basing on the laws of synergy, all or even most of the tasks may be
solved.
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Abstract

Financial analysis of football clubs have gained great importance
with the increase in the added value created by these institutions which have
had a large share in the sports industry in recent years. The aim of this study
is to investigate the relationship between the financial performance of the
joint-stock companies belonging to the sport clubs which are traded in
Istanbul Stock Exchange (BIST) and the sporting achievements of the
professional football branches of sports clubs in Spor Toto Super League.
Within this scope, it is aimed to determine in what aspects the share earnings
that belong to Besiktas, Galatasaray, Fenerbah¢e and Trabzonspor Clubs are
affected by the match results (win, defeat or draw), and by the difference
between the numbers of scored and conceded goals in five seasons between
the years 2010 and 2015 by using panel data analysis. Moreover, to analyze
the effect of the current market, the variables BIST Sporting Index and BIST
100 Index return values were included in the model.

Keywords: Sports, Stock Market, Panel data

Introduction:

Today’s sports business is a fast-growing global industry derived by
the consumer demand. Sports Market 2015 Report released by PwC predicts
that the annual revenue of the global sports industry could rise above USD
145.3 billion by 2015. Today, sports has come to mean a lot more than
professional sports activities. The fact that there exists a kind of sport or
sports activity for each age group proves that sports is a part of human life
from birth to death (Erdemli, 1996:104). Sports, too important to be only a
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recreational activity, has gained an industrial dimension, and has taken on a
new identity. Sports has become an interdisciplinary field in terms of its
goods and services production as well as its consumption aspects. Today,
sports and industry are two complementary fields, and even an essential part
of each other. Indeed, sports market has a higher money volume than the
economies of some countries. Such that, sports market has been separated
from the others and evolved into a unique structure. (Iyem, 2012:88). In the
competitive sports market, all the big clubs, after their incorporation, have
been introduced to the capital market with the aim of informing investors
about their activities and of meeting their fund needs. Both the finance and
sports authorities emphasize the importance of sporting achievement in
attracting the attention of investors to the clubs that are open to the capital
market.

When considering the financial analysis of the football in Turkey, the
clubs which are called "Big Four" and listed in the stock exchange should be
taken into account. These four teams with the most significant share of the
huge football cake have been incorporated and began to be traded on the
Istanbul Stock Exchange in order to liaise with the industrial football market.
Among these clubs, Besiktas’s listing model had been realized in the form of
transferring the entire football related income/expenses to the established
company. This model is called the English Model. Other three clubs had
been listed on the stock exchange in accordance with the model known as the
"Income Weighted". However only the revenues of these three football clubs
were offered to the public, while one of the most significant cost item in the
financial statement of the clubs namely the costs associated with the
technical staff were excluded.

The aim of this study is to investigate how the sporting achievements
of the professional football branches of publicly traded sports clubs in the
largest national league of Turkey, namely in the Spor Toto Super League
affect share earnings ratios. To that end, match results will be evaluated in
terms of the differences between wins, defeats and draws as well as the
numbers of scored and conceded goals; and it will be explored whether there
is a relationship between these elements and share earnings. Accordingly,
performances of Spor Toto Super League of Turkey football clubs in five
seasons from 2010 to 2015 will be analyzed via panel data analysis. This
analysis will identify the size and direction of the relation between the results
of matches and the clubs’ share earnings ratios. Although financial and
sporting achievements have, around the world, long been a widely inquired
and researched subject, relevant literature in Turkey has remained relatively
limited. In previous literature, league success is measured on the basis of
wins, defeats and draws. However, in this study it will be assessed in terms
of the difference between the numbers of scored and conceded goals.
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Additionally, its effect on stock shares will be explored. Accordingly, it will
be determined if lopsided wins or defeats financially matter.

Literature

In recent years, football industry has developed a strong bond with
capital than ever before, and been nearly taken under the control of capital.
Match results are followed closely by large audiences from individuals
investing in the stock shares of football clubs to sponsors; and their effect on
the shares of a company or financial performance have been widely
researched in literature. Szymanski and Hall (2003) make a panel data
analysis of the performance of 16 English football clubs that acquired stock
exchange listing. In the study; profits, league orders and expenditures of
these clubs are assessed for five years before and after listing. They study
three different models. The first model shows how salary expenditures affect
league performance, while the other two models show how league
performance affect stock returns and company profits. The study concludes
that there is a strong correlation between league performance and returns and
company profit.

Akgoren and others (2008) investigate the performance of four big
football clubs during the 87 derbies and 90 champions league and UEFA
games between the years 2001 and 2007. In doing so, they aim to understand
if league performances of these clubs have an effect on share earnings.
Survey results suggest that investors gain over-normal profits a day after the
matches. On the other hand, in derbies this is true only after defeats. Since
over-normal earnings are higher for matches played in Europe, it is possible
to say that investors attach higher importance to these matches than derbies.
Bell and others (2009) investigate the effects of match results on share
earnings of 19 English football clubs between the years 2000 and 2008. They
consider some matches (when there is a possibility of championship or a risk
of relegation) more important, and accordingly weigh them, because they
expect these matches to have a different impact than ordinary matches. They
create separate models for each of these 19 clubs and later on reach a single
model by using pooled panel data. As result, they come to the conclusion
that lopsided wins or defeats have an impact on shares and that results of
important matches have a higher effect on the shares.

Benkraiem, Le Roy and Louhichi (2010) analyze the effect of
sporting performances on the volatility of the stock shares of English football
clubs for the July 2006 — June 2007 period; and utilize ARCH group models
for these purposes. According to the results of their analysis, stock valuation
of football clubs is affected by the sporting performance. Besides, the size of
this reaction depends on the results and venue of the match (home or away
game). It is stated that when teams are defeated in their own stadiums, the
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level of volatility is higher. Uludag and Varan (2013), via case study method,
analyze how the Super League and National Championship performances of
Besiktas, Fenerbahge, Galatasaray and Trabzonspor, all publicly traded
football clubs in Istanbul Stock Exchange, affect share earnings. They, for
the periods of 2009 — 2010, and 2012 — 2013, assess 633 matches in total. As
a result, they find out that defeats and/or draws have a negative effect on
earnings. Another point they reach is that investors of Fenerbahce and
Besiktas react more strongly to defeats and draws than do the investors of
Galatasaray and Trabzonspor. Godinho and Cerqueria (2014) analyze how
results of national league matches of 13 football clubs of six different
European countries affect stock returns between the years 2012 and 2013 and
adopt MGARCH method for these purposes. They assume match results
should reflect unexpected components. In view of these, an expectation point
is defined in the light of pre-match betting odds. At the end of the study, they
define a meaningful correlation between match results and stock
performance. Gilingér (2014) analyzes how national and international
sporting achievements of football clubs affect financial performance
indicators, based on the data from the 2007-2012 period via artificial neural
network method. As a result, it is concluded that there is a strong correlation
between sporting achievement and the total revenue derived from
professional football activities; that there is a medium level correlation
between sporting achievement and advertisement/sponsorship. It is also
concluded that there is a strong correlation between royalty, license revenue
and commercial income. Similarly, sporting achievement is found to be
strongly related to youth setup expenditures.

Methodology

Panel Data Analysis requires a special kind of data called panel data,
which provides the values of each variable for two or more time intervals. It
is a viable method in which variables involve multiple regression data (Stock
and Watson, 2011: 351). In mathematical terms, it can be expressed as
follows:

Vie = @ + x;Bit + Eir t=12,.......,T; =12, ...... N

In the equation, represents the value of the i" unit of the dependent
variable at the time t, represents the value of the i unit of the independent
variable at the time t; additionally represents mean zero and constant
variance error term, and finally represents linear trend coefficient. Panel
data enriches empirical solutions via methods which wouldn’t be applicable
if pure cross-sectional or pure time series data was adopted. This should not
come to mean that panel data models are free from problems. Advantages of
panel data when compared to cross-sectional data or time series data are as
follows (Gujarati and Porter, 2014: 592-593);
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Panel data estimation methods allow for variables peculiar to
individuals, firms, provinces, countries etc.; and take heterogeneous
structures of these variables into account. Panel data, which combines cross-
sectional data with time series data, *“gives more information, is more
variable, has lower levels of common linearity among its variables, has
higher and more efficient levels of degree of freedom.” Panel data which
works on cross-section of observations repeatedly is more suitable in
analyzing dynamics of change. Impacts that are not visible in pure cross-
sectional data or pure time series data are more visible and better measurable
in panel data. For instance, impacts of minimum wage regulations on
employment and income can be assessed more profoundly when the
successive waves in minimum wages in the respective province or country
are taken into consideration. Panel data enables us to analyze more
complicated models of behavior. While handling thousands of units of data,
panel data minimizes the aberration that might occur when individuals or
firms are aggregated in large intervals.

Panel data is classified into two categories, namely balanced and
unbalanced data. Balanced panel represents cases when observations are
available for each unit and each time interval; while unbalanced data
represents cases which lack a value for at least one unit and one time interval
(Stock and Watson, 2011: 353). In our study, since all units and observation
dates are available, we adopt balanced panel data. At the estimation phase of
panel regression, there exist three methods that handle both the time and
cross-sectional data dimension of the model. They are “Pooled Panel Data
Regression Model”, “Fixed Effects Model” and “Random Effects Model”
(Gllag, 2014:99).

In fixed effects and pooled models, slope parameters are fixed for all
cross section observations. In such models, variability of constants is
assessed, while time effects are disregarded (Alp, 2011:36). In fixed effects
model, variables of the disregarded unit are considered to be constants which
are not variable along the time. (Cameron and Trivedi, 2010:261). The
assumption underlying the Random effects model is that error components
are drawn randomly from a ground mass (Gujarati and Porter, 2014: 606),
because it aims to prevent the loss of degree of freedom that appear in fixed
effects model (Pazarlioglu and Giirler, 2007:38). In regression analysis, it is
conventionally assumed that there are factors which affect dependent
variable, but are not included in independent variables and that these factors
are expressed through random error variable (Alp, 2011: 37). What bears
importance in random effects model is not defining specific coefficients of a
given unit and time; but defining error components. Random effects model
attaches importance to the impact of differences that occur in the observed
sample in accordance with the sections, units and time. Finally, it takes off-
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sample effects into consideration, as well (Pazarlioglu and Giirler, 2007:38).
The idea about the best model is based on the assumptions on possible
relations among the single i.e. error components peculiar to a given section
and the explanatory variables (Gujarati and Porter, 2014: 606). Keeping the
basic differences of the two models in mind, some observations conducted in
relation to the preference between the two models are:

If the time series data inspected is large, while the number of section
units is low; there is not much difference between the estimated coefficient
values defined by fixed effects model and random effects model. Choosing
between the two models depends on the ease of calculation; however fixed
effects model might be more viable. If the number of cross section units is
high, and time series data is small, it is called short panel data; and the
estimations made through two methods might yield quite different results. If
single error component and one or more explanatory variables are related,
estimators of random effects model are biased, while fixed effects model
estimators are unbiased. Unlike fixed effects model, random effects model
can estimate coefficients of such time-constant variables as gender, and race.
Besides, fixed effects model can control all time-constant variables, while
random effects model can estimate only time-constant models explicitly
placed in the model.

Briefly explained, if it is assumed that error component and
explanatory variables are not related, random effects model is more
applicable. However, if they are assumed to be related, then fixed effects
model will serve our purposes better (Gujarati and Porter, 2014: 606-607).
Seemingly Unrelated Regression (SUR) method, which, due to its nature, is
more advantageous in panel data analysis, is adopted in the study. The
method was first suggested by Zellner in 1962 to be used in solving system
equations. In Seemingly Unrelated Regression estimation method, all
equations are estimated one by one (Aktas and Hatirli, 2010). SUR method
assumes that estimated equation systems are correlated only in terms of their
error terms, and that equations do not form simultaneous equations.
Coefficients are estimated by taking a couple of aspects into consideration.
More clearly, the correlation of error terms among each other and their
correlation with the error terms in other equations as well as
heteroscedasticity problem are taken into consideration. In such cases,
instead of OLS, Generalized Least Squares Technique (GLS) is adopted
(Etkin Ozen, 2010: 46). When working on panel data, advantages of using
SUR method are as follows (Etkin Ozen, 2010: 47): This method allows
correlations among different equations that are found in panel data. Since
any correlation not explained by the variables of a model is represented by
the error term; it is assumed that an external shock which affects a unit has
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an impact on other units, as well. SUR method utilizes GLS. This method is
more advantageous if error terms are related.

Data identification

The aim of this study is to investigate the relationship between the
financial performance of the joint-stock companies belonging to the sport
clubs which are traded in Istanbul Stock Exchange (BIST) and the sporting
achievements of the professional football branches of sports clubs in Spor
Toto Super League. The main hypotheses of the study, which aims at
defining the size and direction of the relationship between match results in
league matches and share earnings of the four football clubs that take part in
Spor Toto Super League of Turkey, are; Hoi: Share earnings of football
teams are not affected by the difference between the numbers of conceded
and scored goals. Hji: Share earnings of football teams are affected by the
difference between the numbers of conceded and scored goals. Hgp: Share
earnings ratios of football teams are not affected by their match results (win,
defeat, or draw). Hy,: Share earnings ratios of football teams are affected by
their match results (win, defeat, or draw).

In accordance with these aim and hypotheses, the difference between
the numbers of scored and conceded goals of these four football teams as
well as their match results and share earning values for five consecutive

seasons between 2010 and 2015 are defined as the data set.
Table 1: Defining the Variables

Variables Definition
WIN “1” if football team wins the match, and “0” in other cases.
DEFEAT “1” if the team is defeated, and “0” in other cases.
DRAW “1” if the result is a draw, and “0” in other cases.
AVERAGE Difference between the numbers of scored goals and conceded goals.
Earning Share Earnings of Football Clubs
Sports return BIST Sporting Index Return Value
BIST return BIST 100 Index Return Value

If the difference between the numbers of scored goals and conceded
goals i.e. average is positive, it means that the team in question has won that
given match; while negative values mean that the team in question has been
defeated in that given match. If the match results are expressed as “zero”, it
means the match has ended in a draw. For instance, on 18.08.2013, Besiktas
won the game by two points and its average point became 2; while on
22.09.2013, it lost the game by 3 points and therefore the average point is -3.
Similarly, its match on 09.12.2013 ended in a draw, and therefore its average
point became zero. Clubs’ share earnings series (Earning) is calculated by
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dividing the price of trading stocks on a given t day, by the realized value on
t-1 day. In mathematical terms, it is as follows:
price;

pricet_1>

BIST 100 Index Return series and BIST Sporting Index Return series
are also calculated by utilizing the same method. The model to be used in the
study is developed in order to investigate the effects of lopsided wins and
defeats on stock shares. Which is also a convention in the studies by Bell and
et.al.(2009) and Cerqueria (2014). In view of these; Model 1: Earnings = o+
ar*Average + oy *Sporting return + ay *BIST return, Model 2: Earnings = o
+ B1*Win + By*Draw + Bs*Lose + B4*Sporting return+ B5*BIST return

Match results of individual teams are obtained from the official
statistics of the Football Federation of Turkey, while share values are
obtained from FOREX website. In analyses, Eviews 8 and STATA package
software are used.

Earnings = (

Empirical findings

As a first step in the study, descriptive statistics for share earning
series are calculated. When earning series which consist of 1131
observations are analyzed in terms of clubs; earning average for Besiktas is
equal to 1.001, while it is 1 for Fenerbahce. As to the earning average for
Galatasaray, it is 0.999. Finally, the average for Trabzonspor is 0.999.
Throughout the study term, maximum earning value belongs to Trabzonspor
(1.21), while minimum earning value belongs to Fenerbahc¢e (0.80). When
coefficient values of kurtosis of the series are analyzed, it is found out that
the series have a pointy structure and that they have a positively skewed
distribution because coefficients of their symmetrical structure are positive
(See Table 2). Graphs for the earning series of teams are provided in Figure

1.
Tablo 2: Descriptive Statistics for Stock Return Series of Clubs

Clubs | Average Maximum | Minimum | Standard Deviation | Skewness | Kurtosis
BJK 1.001 1.189 0.842 0.034 1.040 9.713
FB 1.000 1.2 0.807 0.031 0.903 12.159
GS 0.9991 1.176 0.870 0.028 0.852 10.166
TS 0.9999 1.219 0.850 0.035 1.045 8.702
Total 1.000 1.219 0.807 0.032 0.997 10.221
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Figure 1: Earning Series Graph

Correlation coefficients of variables which are thought to explain
share earning series are provided in Table 3. In the light of the data provided
in the table, it is found out that there is a strong and positive directional
relationship between earning series and BIST Sporting Index return series.
On the other hand, when the dummy variables formed in accordance with the
aim of the study are analyzed, it is seen that earning has a positive but weak
relationship with the “win” variable, while it has a negative and weak
relationship with “both draw and defeat” variables. Apart from this, when
compared to other dummy variables, earning is affected more by the “defeat”

variable.
Table3: Correlation Matrix of Variables

Earning Win Dra | Defea | Averag Sporting BISTretur
S w t e return n
Earning 1.00
Win 0.04 1.00

Draw -0.08 005 1.00

Defeat -0.09 0.05 -0.03 | 1.00
Average 0.08 0.62 | -0.02 | -0.40 1.00
Sporting -

return 0.67 0.02 -0.03 | 0.00 -0.01 1.00

BIST return 0.30 0.03 | -0.01 | 0.00 0.03 0.42 1.00

Before starting panel data analysis, it is necessary to check if the data
to be used is stationary or not. Unit root tests used in panel data analysis are
statistically stronger than conventional unit root tests. All variables should be
equally stationary in order to avoid spurious regression which is common in
econometric analyses and lead to miscalculations (Hala¢ and Kustepeli,
2008:7). Levin — Lin — Chu and Im, Pesaran and Shin unit root tests can be
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utilized to understand whether the series are stationary or not. LLC test, one
of the very first tests to be developed in the area, is used to check if each
group in a given panel contains a unit root or not. However, alternative
hypothesis of LLC test requires autoregressive coefficient to be homogenous.
IPS test, on the other hand, is an expanded version of LLC test and yields
heterogeneity in short term dynamics. Besides, it suggests that autoregressive
coefficient should be heterogeneous not homogenous as is the case in LLC
test. In zero hypothesis of IPS test, not all series are stationary, while in its
alternative hypothesis, first degree difference of panel series is assumed to be
stationary (Giil and Kamaci, 2012: 85). Within this context, unit root test

results for the variables used in analysis are given in Table 4.
Table 4: Unit Root Test Results

Unit Root Test Earning Sporting Return BIST Return
Levin, Lin & Chu t* -33.63* -30.16* -39.09*
Im, Pesaran and Shin W-stat -31.02* -30.15* -31.30*

*, ** and *** stand for significance at the levels of p<%1, p<%5 and p<%10, respectively.

Earning series is accepted to be stationary because tail probability
values for all unit root tests are lower than 0,01; 0,05 and 0,1. As of this
point, two models, also mentioned previously, are formed by using the
variables of the study. Then, it is questioned whether it is fixed effects model
or random effects model that is more effective on these two models. In order
to answer this question, Hausman test, which is compatible with chi-squared
distribution with k freedom degree, is adopted. Hausman test refuses the zero
hypothesis which suggest the coefficients of random effects model are
identical to the coefficients of fixed effects model. This fact can be taken to
mean that fixed effects model yields more efficient results (Bayraktutan and
Demirtas, 2011:9). Hypotheses of the test are: Hy: Random effects model is

valid. Hy: Random effects model is invalid.
Table 5:Hausman Test Results

X? Statistics P
Model 1: Cross-section random 16.32 0.0000
Model 2: Cross-section random 45,95 0.0000

*, ** and *** stand for significance at the levels of p<%1, p<%5 and p<%10, respectively.

Model 1: Earnings = a+ al*Average + a2 *Sporting return + o2 *BIST return
Model 2: Earnings = B0 + B1*Win + B2*Draw + B3*Lose + f4*Sporting return+ B5*BIST
return

According to the test results, since p value is lower than 0.05
significance level, zero hypothesis is rejected. There is no random effect in
the model. As of this point, it will be assumed that there is fixed effect in the
model. As of this point, it is questioned whether the error terms of the
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formed models involve autocorrelation and heteroscedasticity problems.
Hence, Wooldridge Test, which is used to detect autocorrelation problems in
panel data analysis, is driven; and its zero hypothesis (Model 1: F statistics
tail probability value=0.03, and Model 2: F statistics tail probability
value=0.005), which suggests that “there is no autocorrelation”, is rejected.
Then, Wald Heteroscedasticity Test is applied to analyze error
heteroscedasticity problem, and as a result, its zero hypothesis (Model 1: X2
tail probability value=0.0000, and Model 2: X2 tail probability
value=0.0000), which suggests that “there is no heteroscedasticity”, is
rejected. In order to eliminate autocorrelation and heteroscedasticity
problems, model SUR method is estimated. Coefficients of fixed effects
model are provided in Table 6. In mathematical terms, equation of the model

can be expressed as follows: EARNING
=0.022+0.002*AVERAGE+0.95*SPORTING =~ RETURN  +0.09*BIST
RETURN+[Cx]

In the light of the model results, the explanatory power of
independent variables on dependent variables i.e. R? value is defined to be
87.29%, and the model is statistically valid (F Statistics p<0.05). Constant
term and BIST Return variables exhibit significance at the level of 0.05,
while the other variables exhibit significance at 0.01. In the model,
coefficients of the independent variable express the degree of change
occurring in dependent variables in the face of one-unit-change occurring in
independent variables. An analysis of the coefficients implies that if the other
variables in the equation are “0”, share earnings of football clubs will be
equal to the constant term. Besides, thanks to fixed effects model, individual
effects for football clubs can be defined by a calculation in which constant
coefficients of the clubs are added on the constant coefficient of the model
(C+Cy). The coefficient which represents the effect of average point on
earnings has a positive relation with share earnings of the clubs. This relation
implies that, when the other variables are constant, a one-unit increase in the
average point results in a 0.002 level increase in returns in a given period of
t. Sporting index and stock index returns are included in the model to be able
to detect how earnings of the clubs are affected by the current market and by
the return of their competitors. Returns of these indices affect earnings of the
clubs positively. A possible one-unit change in BIST 100 Index return leads
to an increase of 0.09 in stock returns, while a possible one-unit change in
Sporting Index leads to an increase of 0.95.
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Table 6: Results of the Model-1

Dependent Variable: Return

Method: Panel EGLS (Cross-section SUR)

Variables

a Standard Deviation t-statistics P
C 0.022 0.008 2.57 0.01**
AVERAGE 0.002 0.0004 4,54 0.00*
SPORTING RETURN 0.95 0.012 85.05 0.00*
BIST RETURN 0.09 0.012 2.34 0.01**
Caik 0.0007
Cas -0.00074
Crs 6.35E-05
Crs -5.50E-0
R? 0.873 Adjusted R? 0.87
F-Statistics 5170.7 p (F-statistics) 0.0000*
Durbin-Watson stat 1.92

*, ** and *** stand for significance at the levels of p<%1, p<%5 and p<%10, respectively.

Coefficients of shares according to the fixed effects model are
provided in Table 9. It is confirmed that match results of the teams, which
are assumed to be variables that run the probability of affecting share
earnings, are statistically significant according to the fixed effects model. In
model, 2 all coefficients are statistically significant. Besides, constant term
and BIST Return variables exhibit significance at the level of 0.05, while
other variables exhibit significance at 0.01. Equation of the model can be
expressed in mathematical terms as follows: Earning=0.022+0.0034*Win -
0.0034*Draw -0.006*Defeat+ 0.953*Sporting return + 0.026*BIST return +
[Cx]

Table 9: Results of the Model-2

Dependent Variable: Return

Method: Panel EGLS (Cross-section SUR)

Period: 8/03/2010 2/03/2015

Variables B Staqda}rd t-statistics P
Deviation
C 0.022 0.009 2.53 0.01**
WIN 0.0034 0.0008 4.39 0.00*
DRAW -0.0034 0.001 -3.54 0.00*
DEFEAT -0.006 0.001 -4.28 0.00*
SPORTING RETURN 0.953 0.011 84.62 0.00*
BIST RETURN 0.03 0.01 241 0.02**
Caix 0.00078
Ces -0.00085
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Crs 5.50E-05
Crs 1.63E-05
R? 0.862 Adjusted R? 0.8616
F-Statistics 3522.267 p (F- Statistics) 0.0000*
Durbin-Watson stat 191

*, ** and *** stand for significance at the levels of p<%1, p<%>5 and p<%10, respectively.

When the results of the model are analyzed, in the Model-2, the
explanatory power of independent variables on dependent variables i.e. R?
value is defined to be 86.2% which is lower than that of the Model 1. An
analysis of the coefficients of the variables implies that wins of a team have
0.003-high positive effect on earnings, while draws and defeats affect
earnings negatively. If a team loses a match, earnings depreciate at the ratio
of 0.006, while they depreciate at the ratio of 0.003 if a match ends in draw.
In the light of these, it is possible to say that earnings are affected more by
defeats while profits and losses in cases of draw or win are equal. As was the
case in the previous model, it is found out that share earnings of clubs are
affected positively by the current market and by the return of their
competitors. Furthermore, a possible change in BIST 100 Index return leads
to a change level of 0.03 in stock returns, while a possible change in Sporting
Index leads to a change level of 0.95.

Results

Incorporation of football clubs is accompanied not only by
institutionalization and professionalism but also by diversification of income
sources. Entrance into capital market, as the next step after incorporation,
makes it possible to transfer new fund resources to clubs. UK has the
highest level of public offering of sports clubs, and the market values of
these clubs are pretty high. UK serves as a model in public offerings of
sports clubs; and its public offering model, namely “English Model” is
accepted by other clubs, as well. This model is the type of public offering
which requires the entire sports club to be transferred to the newly
established company. As to the public offerings in Turkey, it began with
incorporation of football clubs and the transfer of professional football clubs
to the newly founded or to-be-founded joint-stock companies. In Turkey,
Fenerbahge, Galatasaray, Besiktas, and Trabzonspor football clubs have been
offered to public. These clubs became eligible to be offered to public after
their incomes were transferred to football A.S. or sports A.S. (A.S. is an
acronym for joint-stock company) which were open to stock market. An
important point is that except for Besiktas, which adopted “English Model”,
all the other clubs kept expenditures within the structure of their clubs and
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transferred only their income to the newly-founded stock companies of
theirs. This can be an interesting point in explaining why clubs except for
Besiktas are not much affected by the league. Since Besiktas has both
income and expenditures in the stock market, its investors share not only
their profits but also their losses. Therefore investors can be psychologically
affected by the situation of their clubs. However, investors of other clubs do
not share losses; they might not be interested in league performance, because
a faulty transfer case, excessive spending or loss of a cup is not a particular
concern for investors.

In line with the aim of this study, match results of the clubs are
evaluated in terms of their wins, defeats, draws and the difference between
the numbers of scored and conceded goals; and it is explored in two separate
models via panel data analysis whether there is a relationship between these
elements and share earnings. The resulting models are statistically
significant. It is seen that the model formed with average point exhibits a
better performance than the one formed in the light of the match results.
Besides, as the average point rises, stock shares appreciate in value.
Accordingly, it is possible to say that lopsided wins or defeats in leagues
have an effect on earnings, and investors care about the number of goals,
which is one of the most important criteria in the evaluation of league
performance. In the model formed in the light of the match results, it is, as
expected, seen that stock shares appreciate in value after win while they go
through depreciation after defeats or draws. Moreover, BIST Sporting Index
and BIST 100 Index return values were included in both models to be able to
understand if earnings of the clubs are affected by the current market and by
the returns of their competitors, and as result it was found out that returns of
these indices affect stock shares of the clubs positively and that share values
of football clubs run parallel to the market.
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A WORKSHOP COURSE TO RECONCILE
KNOW-HOW AND KNOWLEDGE IN THE FIELD
OF TECHNOLOGY (CASE OF LEBANESE
HIGHER EDUCATION)
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Abstract

This action research addresses issues related to the skills in higher
education in order to provide transferable skills and employability in
engineering and technological fields. This research aims to offer a practical
guide to effectively integrate skills into first year engineering courses. It is in
this spirit, and in the context of Lebanese Universities that we conducted a
reflection and an experiment around the design of a learning environment
project (Project Approach) as a solution to the fragmentation of subjects in
science and technology. We report in this article the problems observed in
teaching in Lebanon before presenting our solution (Project Approach), its
foundations and put it into practice around the creation of a robot. This
study was conducted with 80 first year electrical engineering and computer
science students at a Lebanese university.

Keywords: Lebanese Higher Education, Science, Technology, Project
Approach

Introduction

The teaching of technology still suffers from a fragmentation of
knowledge. Worldwide, there has been a fall in the number of university
students in sciences and technology according to a several studies on this
field (Graham & David, 2003 UICEE) and (Ginestie, 1999).

With the aim of creating a new relationship between knowledge and
know-how in order to improve professional skills and encourage sciences
and technology interest, we can embrace different concepts related to
learning such as, constructivism (Piaget, 1969), socio-constructivism
(Vygotsky, 1934), conectivism (Siemens, 2005) and competency-based
approach.
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On the other hand (Inshauspe, 1998) and (Vivet, 1990) assure that the
new approaches by competency require a profound change in learning
activities in science and technology.

Students should be more active, more independent; they have to be
involved in a scientific investigation in the laboratory in addition to the
lectures from a classical education. Hence, | think that, an action based
approach through a collaborative project allows students to build trainable
capacities consistent with the expectations of society and enables them to
integrate their knowledge.

In this research, in order to demonstrate how the action-based
approach is essential for the integration of knowledge and know-how. We
have conducted an experiment through a university level course
encompassing 80 first year engineering students, from different backgrounds
in relation to their usage of technology equipment. The aim was to
homogenize the different students in order to be able to achieve a balance of
Knowledge and know-how.

Observation on teaching technology
In this section, we will present an overview of technology education
in Lebanese schools and universities.

Observation on current teaching of technology in schools

The huge problem starts in our schools. In fact, following the
CERD™* national program, the teaching of technology still retains its status
as an “activity/club” and is not involved in any evaluation in official
examinations.

According to the CERD, slightly modernized from thirty years till
now, technology is reduced to an application of the science, e.g. sciences
refer to the lectures for theoretical presentation and technology to
laboratories activities as an experimental support. In general, the CERD
reduces technology to practical classes in science education.

Even though the CERD imposes one period per week of technology
from the elementary to the secondary cycle, the lack of budget to implement
specific laboratories in chemistry, physics or even with computers prevents
the majority of Lebanese schools, particularly the public ones to fulfil this
requirement.

In fact, although some private Lebanese schools dispose equipped
laboratories, they are hugely limited to the demonstration of experiments by
the teacher in order to reduce time consumption: They prefer dedicate the
allocated period from laboratory activities to their lectures in sciences, which

>* http://www.crdp.org/en :Center for Educational Research and Development (CERD)
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is required in official examinations. This situation degrades the interest of
the pupil in technology and takes away the constructive goal of
experimentation.

Other schools, which do not dispose of well-equipped laboratories,
are content with lectures without any sort of experimental support. This later
leads to a students’ lack of capabilities in various technological disciplines at
the university.

Knowing that, to adhere an engineering, technology or science
specialization at most Lebanese universities, pupils must succeed, among
other requirements®®, a baccalaureate in General Science (GS) or Life and
Earth science (LES) which in fact do not have a laboratory component.

Observation on current teaching of science and technology at Lebanese
Universities

As an electrical and computer engineer | have assumed several
academic and administrative responsibilities at the Holy Spirit University at
Kaslik — Lebanon at the Faculty of Science and Computer engineering since
2000.

During this period, I have examined most of the engineering and
science programs in five of the most famous Lebanese universities®’. | have
found that, most courses use the same teaching model which consists of 3
hours of theoretical presentation per week in addition to 2 hours of practical
work in laboratories. The portion of laboratory work allows exclusively to
apply and deduce the theories viewed in class. This laboratory session is
performed under the supervision of the teacher and strongly guided by a
manual. Students perform experiments by following an experimental
protocol previously established. The learner is no more the holder of his
education and consequently, he loses his autonomy.

Following (Perrenoud, 1998):

“This approach moves away from constructivism and competency-
based approach whereby the student becomes responsible for the acquisition
of knowledge and organization. These should not be limited to a set of
procedures and content to be memorized. The integration of learning is, first:
Related to the gradual creation of a coherent whole from knowledge, skills

> In exception to the private schools which maintain a double baccalaureate: the Lebanese
one with the French (BF) or the International Baccalaureate (I1B).

*® Most of Engineering and Science Faculties impose an oriented entrance exam in addition
to the baccalaureate in GS or LFS.

> Holy Spirit University of Kaslik (USEK), Saint Joseph University (USJ), Lebanese
University (UL), Lebanese American University (LAU) and American University of Beirut
(AUB).
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and attitudes, and secondly: The implementation and the use of newly
acquired skills in different situations.”

Perrenoud says that by limiting teaching to a set of procedures to be
memorized, we condemn our students to be closely dependent on us as
teachers and mentors. They will be no more responsible for their own
acquisition of knowledge. For this author, the integration of learning is based
upon: Learning to know and learning to do in new situations.

The heterogeneity of students in their technology activities at the
University

According to the above, the students behave differently during the
first academic year, from the standpoint of their prior knowledge and know-
how. As a teacher, I must consider this disparity in order to plan activities
that meet the benefit of all.

I have noticed that the integration of students, coming from a
magisterial education is difficult: They slow the progress of their well-
formed colleagues in laboratories fields. For the sake of safety during the
experiments, the risk of accidents increases because of lack of maturity in the
group work.

“We need to break a major paradox: A uniform teaching with a
heterogeneous class. Instead of a uniform education where the origin is the
teacher, we will design a non-uniform teaching with the student as a central
player” (Boudreault, 2003).

Boudreault suggested breaking the traditional way of teaching by
subdividing students according to their educational level and consequently
assigning an adequate project.

Pedagogical / educational foundations involved: Action learning
approach through a project

Unlike most educational subjects, science and technology require, in
addition to their theoretical content, the appropriation of functional devices
in laboratories (Jowallah, 2008).

To remedy the complications found in science and technology
education in Lebanese universities, | suggest the development of an
environment of action learning via a collaborative project in laboratories.
This tangible learning would allow the student to develop a structure of
thought that is more formal while making him more autonomous with the
acquisition of knowledge (Akinoglu & Ozkardes, 2007).

This strategy is inspired from the social constructivism approach. It
engages students in solving scientific problems as part of a research project
team. It is similar to that adopted in industry.
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In this context, as a teacher, | act as an arbitrator fragmenting tasks, |
only occur to resolve problems. However, the student learns by organizing
his own experimental protocol. Then, I could test the student ownership of an
experimental expertise while integrating disciplinary knowledge rather than
memorizing them. | am also responsible for guiding my students to the
adequate scientific revues and web sites.>®

By engaging my students in scientific investigation, | hope that, they
build knowledge (constructivism) and they are thus able to invest them in the
field of labor. (Wills, Dermer, McCauley, & Null, 1999) used the term of
“peer learning” to encompass collaborative learning. They presume to touch
a better understanding of the problem and students are more active and
engaged in their learning®®.

Description of the context of the work-shop course: Proposed
learning environment in Science and Technology

I am aware that a learning environment should reflect a real situation,
its goal is to enable learners to transform their experiments into know-how in
a quick and efficient way.

“The idea is that to move from a paradigm where the system was a
communication system and where we saw the teacher as a producer and the
learner is only a receiver, to a system where the student is an actor in his own
learning.” (Giardina, Depover, & Marton, 1998).

In this citation, Giardina finds that it is important to change our
strategy in teaching from a teacher centered status to a student centered
status.

As a member of the programs committee in the Holy Spirit
University of Kaslik, | have introduced innovated courses in the first year in
engineering and science education, the aim was to help students to adopt a
scientific approach, to be familiar with technological tools and especially, to
homogenize the differences in their experimental expertise.

Among these courses, a specific workshop- course titled “Electronic
Project” (ELE335) was held and I was responsible to develop its content as
well as implement it. This situation is similar to the “action learning
strategy” (Johnson, 1998).

Description of the organization of the work-shop course

In the work-shop course, the students will be engaged in an activity
where they can freely design solutions and get used to the field of
professional market. As a trainer, I am always present in supporting and
promoting a process of active learning.

%8 www.solorb.com; www.alldatasheet.com; www.electronics-lab.com; Revue Electronique
pratique

> The research findings from two workshops (workshops in June 96 and June 97) at
Worcester Polytechnic Institute (WPI).
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This project is divided into modules that must be completed within a
realistic time frame. During this work-shop course, students have to:
e Draw electrical schematics,
e Make circuit simulation®,
e Implement circuit wirings,
e Research materials on the market, etc...

The 15 week organization deals with peer’s interactions, which is the
heart of all pedagogical organization based on student centered learning.
Many research brings to light interesting and relevant outcomes on the
interactions among teachers, students and knowledge; at this moment, they
constitute the most pertinent scientific contributions to science and
technology education (Smith & Cardacioto, 2011) and (Race, 1993).

This workshop course requires two hours per week during fourteen
weeks; the fifteenth week is devoted to present the project as a Word
document and in Power Point. This presentation is open to a debate with the
public (Peer observation). Knowing that the public could be other teachers or
groupes’ colleagues.

Description of the students’ activity, their outcomes and feedback
about the work-shop courses

The course objective was to manufacture electronic circuits chosen
by the students. At the end of this course, students should be able to make a
circuit through the use of a pre- manufactured issue, understand the
components and their characteristics offered by the manufacturer's Data
Sheet, and write a scientific report of implementation with an oral
presentation in PowerPoint.

This workshop aims to make first year students familiar with the
laboratory equipment and the commercial market. In addition, they will be
able to acquire skills to communicate as a group (socio-constructivism).

Choice of the group

Students are to be freely paired up. As a teacher, I am careful to
ensure homogenous groups. Because Science education is based on the
argumentative field, this environment needs an educational atmosphere
suitable for coordination and communication among the group members.

In this workshop, | consider an aspect of the “theory of situations” of
(Brousseau, 1998); I must allow students “to build new knowledge”.

In his ouvrage, Brousseau wrote:

“Devolution is the act by which the teacher makes the student accept
responsibility for a learning situation (a- didactic) or a problem and accepts,
himself, the consequences of this transfer.”

8 Examples of simulation programs : Pspice and Multisim Electronc’s Workbench
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Brousseau claims that the hidden objective of an *“a-didactic”
situation makes the student responsible for his learning. This author
introduces the idea of the job of a student, which is to live up to the
expectation of the teacher. Since this theoretical description of interactions
among teachers, students and knowledge is in accordance with the dynamic
process of teaching-learning.

Choice of the project

The project, plausible and affordable, is not necessarily unique for all
the class neither imposed by me as a teacher. | present to my students a list
of websites and scientific documents. Each group chooses a circuit of his
pick and knowledge levels. Since the topics are diverse, the criteria for my
approval are diverse as well:

. The plausible and the scientific objectives

. The degree of ability to show the previous concepts and emerge new
ones

o The level of complexity that stimulates creativity

o The availability of components in the local market

. The investment of the peers in this activity

(Vergnaud, 2000) proposed: “The organization of the disturbances, in
order to cause learning”. Although the subject is not completely designed by
the student, its complexity can generate innovation and creativity and evoke
a “cognitive leap”.

The implementation of projects *

By implementing projects, the learner explores the situation,
considering solutions through a process of “trial and error”. (Race, 1993) in
his “Ripple models” advanced that teachers must keep students learning by
doing, practice and trial-and-error.

Learning depends on the richness of the educational environment,
where students are placed with instruments, documents, etc ... Developed by
me as a trainer.

Training will be faster when learners are free and motivated to act
(Smith & Cardacioto, 2011). This assumes they have a cultural body
efficient enough to act responsibly. Here, the prerequisite courses required
are: basic electronics and electrical circuit. This knowledge was exploited to
make them understand, through their personal efforts, the actual use of
circuits in an industrial field.

®' You can find any further information (videos, photos, reports, ..) on this project on the
address of the author marie-therese.saliba@umontreal.ca
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An application example: The realization of a robot

One such project- workshop, | really enjoyed, was the realization of a
robot. As its name “Line Tracking Robot” revealed (see Picture 1), the robot
must follow a black line by making corrections to its trajectory in order to
reach its destination.

Figure 1 : Line Tracking Robot

The goal of realizing such a project is to visualize the operation of
electronic components (LM393, photo resistors, transistors ...), use
simulation software, practice building circuits, test and eliminate errors
(engine speed, brightness of the field ...).

The project implementation occurred in sequential steps:
Construction of the electrical part, then adjustment of the potentiometer to
balance the voltage across the photo resistors. The result is perfect. However,
at the level of the realization of the mechanical part, the problems appeared:
Reduced wheel friction and improving the operation of engines. The motors
required poor Intensity 0.6A to start, so students substituted them by toy cars
motors.

Students’ feedback:

According to the report presented by my students, the development of
this project has offered them several advantages detailed in their reports
below.

Students’ report on “line tracking robot”:

o “The choice of the pair was free; we must take into consideration the
place of residence of each to facilitate cooperation and achieve our goal. The
choice of the project “Line Tracking Robot” was fun. This robot did not cost
too much. All the necessary materials for its construction were available”.
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This reveals how the students have become more familiarized with the
market and have enjoyed their learning experience which enhanced their
self-confidence.

. “This project aimed to familiarize ourselves with the various tools
and electrical components”. This shows the students have become well
acquainted with the material at hand.

. “We have gained more experience, our technical competence is
enriched and our method of working has changed”. This point proves that
students are now more competent in their work in the laboratory.

. “It is through the right choice of group work that the project offered
us several advantages: The distribution of tasks, saving time, sharing
knowledge, opinions, etc...”We can see here that management of tasks
between the students became more efficient as the lab work went on.

. “Group dynamics: In a group we feel stronger and we encourage one
another”.

o “Group work is far from a magic formula that works every time, so it
will never replace the personal work!”

. “Acquaintance with the resources: Books, websites ...”

. “What is conceived well is expressed clearly”: We train ourselves to

play the teacher and test our ability explaining.”

The points above were some relevant opinions of the students,
revealed by their own authentic style in French in their final Word report
then it was translated into English by myself.

In summary, we see that all of the above points, made by the
students, have been at the foundation of better understanding, management
and even self-confidence within respective teams based on a student’s own
personal know-how and knowledge integration.

The students’ feedback, their motivation during the workshop and
their questionnaire responses, incited us to presume that the pedagogy of
projects in the labs leads students to take responsibility for their learning.
Indeed, students are enthusiastic to get their own experiences. They acquire
confidence and develop skills and know-how.

(Leroux, 2005) believes that: “In an educational project situation,
students require both knowledge and know-how.”

I realized that, working in teams students learn to follow rules and
timelines. They learn to read data sheets, to interpret and to structure their
work.

By Internet research, students can navigate through a magma of
information in order to expand their knowledge, sort and draw concepts
needed to approach their projects. Sometimes, they are led to confront and
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negotiate contradictory concepts, analyze and come out with decisions and
conclusion.

While carrying out the project, students will be able to modify and
correct their models by feedback after seeing results. This phase designated
“levels of correction” is pertinent to the development of scientific criticism.

“This project-based approach leads to the acquisition of knowledge,
especially in the action of problem solving. Rather than teaching a
theoretical method, it gives the student the opportunity to implement it so
that it can be integrated in all his training approach” guaranteed (Leroux,
2005).

Many authors e.g (Smith & Cardacioto, 2011), (Jowallah, 2008),
(Graham & David, 2003 UICEE), (Wills et al., 1999) and (Race, 1993)
advocated that, group work provides an opportunity for students to integrate
knowledge and to transfer them.

Impact of the workshop- course

Setting student on collaborative projects activities to build skills
transferred later into industry, converges to the line of constructivist and
social constructivist theories developed by (Piaget, 1969), (Vygotsky, 1934)
and (Wallon, 1937).

From my own experience in the field of science and engineering
teaching added to many researches in this domain (Jowallah, 2008) and
(Akinoglu & Ozkardes, 2007), | believe that the project approach provides
for both, students and teachers, several benefits:

Advantages for the students

At the end of the 15 workshop sessions, we launched a survey in the
form of a questionnaire for the 80 students involved to view their opinion on
the course-workshop and group work. This survey will evaluate the level of

the enthusiasm felt by the students towards this project based approach.
Table 1 : Questionnaire

Don't
agree
63.3 % 36.7%

Survey Agree

1-Team work has enriched our technical and scientific knowledge

2- We gained in time by distributing tasks 80% 20%
3-Team work allowed us different opinions diffusion 73.3% 26.7%
4- The team communication has been ratified 86.7% 13.3%
5- The group dynamism solicited our integration in the project 76.7% 23.3%
6- When problems occur, we do know the causes | 5, 10%
(software, hardware, experimental protocol, etc.)

7- The _course-workshop s interesting because 90% 0%
we see the tangible part of the physical phenomenon

8- During the workshop, the creation of a technological working 100% 0%

object was validated
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From the questionnaire responses we took away students’
appreciation for the collective work. It appears that this strategy has brought
satisfaction in terms of minimization of working time, distribution of tasks,
exchange of knowledge, the development of their auditory function to listen
to and respect the views of all the other defending them. They are required to
negotiate and confront sometimes contradictory concepts, analyze and
conclude with a decision (skills). These numerous exchanges, returns,
attempts, discussions and interactions promote efficient distribution of tasks.
It should be noted that, this survey is merely a subject based evaluation, it
cannot be generalized and cannot reflect the overall efficiency of our
approach.

Advantages for the teacher

In a workshop situation, | could act as a coach, a referee and a
manager. | assume that, this context has freed me from the classical situation
of a knowledge transmitter.

Since the beginning of the course, | have organized teams to ensure
that members are homogeneous, which puts me in a favorable position to
assess the work of each member to follow the schedule, plans, timelines,
write reports and account-presentation of the project. This organization
relieved me of formative assessments, as the work is done by stages in a
well-defined period of time.

Barriers of the workshop- course

This workshop represents a polyvalent problem: Seeking an
integration of materials, a methodology for group work, communication,
negotiation and decision making as well as a certain social maturity.

In collaborative work, difficulties arise. The most important are the
organization and the composition of the team considering the ability and
motivation of each student and especially the load of problems to face.

My initial objective was to harmonize previous knowledge of
students, which showed to be a real challenge in choosing the peer members
and the subject matter. According to (Boudreault, 2003), the solution to
consider is “breaking the paradigm of homogeneous teaching for a
heterogeneous class”.

On the other hand, this form of learning is costly in terms of time and
materials, which greatly limits its application. It requires smaller classes,
more assistants, equipment, research papers...

For some teachers, moving from traditional pedagogy to this new one
is risky and could be complicated. In fact, most teachers have themselves
been trained by a teacher centered approach. They feel comfortable in this
model.
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Conclusion

I undertook this study to deal with the fragmentation of disciplines
and to encourage involvement in science and technology specialization.

I presented the solution through a collaborative project approach in
the laboratory: A workshop course promoting an active involvement of the
students by implementing their personal analysis related to a professional
technology approach. As a result, I have noticed that my students, having
different backgrounds, have become homogeneous and are now working in a
more active and efficient way.

I could conclude that this strategy increases continuity of content in a
course, supports the connection between the different disciplines making a
break with routine curriculum, which segment disciplines in scattered and
purely theoretical courses. This conclusion is strongly supported by my
students’ feedback, the specific survey and their development of professional
skills throughout this course.
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Abstract

Regional accreditation organizations in the United States have
increased their demands for transparency of student outcomes, as well as
articulated the demands for a continuous improvement model that includes
the assessment and evaluation of student learning. A review of the regional
accreditation organizations in the United States was conducted to determine
the assessment methods required to meet the accreditation standards. Two
broad categories of assessment methods were identified as direct and indirect
methods; however, a universal definition of the two assessment methods did
not exist. This review resulted in the categorization of both methods as a
resource for those responsible for assessment activities.

Keywords: Regional accreditation, assessment methods, direct assessment

Introduction

In the United States, the cost of higher education has been
consistently on the rise, resulting in higher levels of debt for students and
their parents. In this climate, colleges are scrutinized to ensure transparency
to its constituencies, including parents, policymakers, and the public. As a
result, accreditation organizations are requiring institutions to assess student
learning in a systematic manner and report the results as a part of their
continuous improvement model.

l.

In order for a post-secondary institution to have the authority to grant
federal financial aid, the institution must have a valid statement of
accreditation status from their regional accreditation organization. Regional
accreditation provides accreditation status to the entire institution, not just
specific programs, therefore, providing a level of credibility to the entire
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institution. There are seven accreditation agencies serving the six regions of
the United States (see Figure 1):

1. Accrediting Commission for Community and Junior Colleges
Western Association of Schools and Colleges (ACCJC-WASC);

Higher Learning Commission (HLC);

Middle States Commission on Higher Education (MSCHE);

New England Association of Schools and Colleges;

Northwest Commission on Colleges and Universities (NWCCU);
Southern Association of Colleges and Schools (SACS); and

WASC Senior College and University Commission (WASC-SCUC).
It should be noted that six of the seven accreditation organizations are
recognized by the Council for Higher Education Accreditation (CHEA),
which is a non-profit organization of colleges and universities serving as the
national advocate for voluntary self-regulation. Recognition by CHEA
affirms that the standards and processes of the accrediting organization are
consistent with the academic quality, improvement and accountability

expectations that CHEA has established.
Figure 1. United States Regional Accreditation Agencies

Nogakown

New England Association of Schools and
Colleges Commission eninstitutions of
Higher Education (NEASC-CIHE)

The Northwest Commission on
Colleges and Universities (NWCCU ) *

Middle States Association
Commission onHigher
Education (MSCHE)

Western Association of Schools and
Colleges Accrediting Commissionfor
Community and Junior Colleges (ACCIC
WASC)

North Central Association of
Colleges and Schools The Higher
Learning Commission [NCA-HLC)

WASC Senior Collage and University
Commission

southernAssociation of Colleges
andschools Commissionon
Colleges (SACS)

These seven regional accreditation organizations, across the nation,
now require institutions to develop and implement a system of continuous
improvement which involves four key components: 1) define goals and
student learning outcomes, 2) provide evidence of the assessment of these
outcomes, 3) evaluate the adequacy of the attainment of the outcomes, and 4)
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take actions to improve outcomes based upon the evaluation. In reviewing
the standards and guidelines, two broad categories of assessment methods
were identified by the regional accreditation bodies as direct or indirect
methods of assessment.

There is consensus among the regional accreditation organizations
that an institution’s continuous improvement model should include both
types of assessment methods in order to provide evidence of student
learning, with an apparent emphasis on direct methods of assessment. These
measures can be used to assess and evaluate courses, programs, as well as
institutional outcomes. In recent years, there has been a shift from the use of
indirect to direct methods of assessment.

All of the accreditation organizations provided guidelines for the
assessment of student outcomes; however, there was no universal definition
for direct and indirect assessment methods. The MSCHE did provide specific
examples for each assessment type, which are presented in Table 1. After
reviewing the seven regional accreditation standards and guidelines, the most
frequently used measures of assessment were categorized as direct or indirect
methods (see Table 2). Direct measures of student learning are the result of
assessments designed to permit the observation of student work, by a
qualified professional such as department faculty. According to WASC
(2013), direct assessments are a way of gauging the quality of student
learning by examining student work products and performances directly,
rather than relying on surrogates such as grades or credit hours. Indirect
measures of student learning are the result of self-reported opinions or
satisfaction, or data that were not designed to provide a level of specificity to
identify strengths and weaknesses for student outcomes or objectives.
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Table 1. MSCHE Examples of Evidence of Student Learning

Direct Assessment Methods

Indirect Assessment Methods

* Scores on locally developed exams
accompanied by test blueprints describing what
the tests assess;

* Portfolios of student work;

* Capstone experiences such as research
projects, presentations, theses, dissertations, oral
defenses, exhibitions, or performances, scored
using a rubric;

* Score gains between entry and exit on
published or local tests or writing samples;

* Summaries and analyses of electronic
discussion threads;

* Other written work, performances, or
presentations, scored using a rubric;

* Employer ratings of employee/student intern
skills
* Ratings of student skills by field experience
supervisors;

* Scores and pass rates on licensure/certification
exams or other published tests;

* Course grades;
» Assignment grades if not accompanied
by a scoring rubric;

* Admission rates into graduate
programs and graduation rates from
those programs (4-year programs);

* Admission rates into four-year
institution programs and graduation rates
from those institutions (2-year
programs);

* Placement rates of graduates into
appropriate career positions and starting
salaries;

* Student ratings of their knowledge and
skills and reflections of what they
learned in the course/program
*Questions on end-of-course student
evaluations that ask about their course,
rather than their instructor
* Student/alumni satisfaction with their
learning collected through surveys,
interviews or focus groups

Table 2. Classification of Direct and Indirect Assessment Methods

Assessment Method Direct Indirect
Behavioral Observations collected and documented in a ¢
systematic manner
Focus Groups ¢
Grades ¢
Graduation Rates ¢
Interviews ¢
Locally Developed Exams accompanied by a test blueprint ¢
Oral Exams with a scoring analysis ¢
Performance Appraisal with a scoring rubric ¢
Portfolios with documentation of student achievement of ¢
outcomes
Standardized or Certification/Licensure Exams ¢
Surveys capturing self-reported learning or satisfaction ¢

According to NEASC (2011), the institution must implement and
provide support for systematic and broad-based assessment of what and how
students are learning through their academic program and experiences
outside the classroom. Assessment should be based on clear statements of
what students are expected to gain, achieve, demonstrate, or know by the
time they complete their academic program and provides useful information
that helps the institution to improve the experiences provided for students, as
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well as to assure that the level of student achievement is appropriate for the
degree awarded (NEASC Standards, 2011). Similar standards exist for all of
the accreditation organizations.

It is clear that assessment is highly valued by accreditation
organizations and recognized as a necessary part of the educational process
that enables faculty and administrators to identify student strengths and
weaknesses, and develop strategies to improve student outcomes. Although
accreditation organizations have increased the dialogue of assessment and
accountability, some critics maintain that institutions are still not assessing
their effectiveness and are not advising the public of the quality of the
education they provide to students.

Over the past several years, progress has been made regarding
institutional transparency in a coordinated effort through the United States
Voluntary System of Accountability (VSA). This system has been
successful engaging post-secondary institutions to report select data, which is
then provided to the public through the national College Portrait, a website
created as part of the VSA. Although the College Portrait is gaining national
recognition, and providing an added level of transparency, regional
accreditation organizations maintain that institutions cannot only report
statistics to a voluntary system such as the VSA, but must also have a
documented continuous improvement model that is actively used by the
institution.  This continuous improvement model should provide the
framework for a sustainable and faculty driven assessment process for
instituion-level, program-level, and in some instances, the assessment of
course-level learning outcomes.

Conclusion

Accreditation standards have purportedly resulted in an increased
understanding of the assessment of student outcomes at various levels.
When communicating the necessity and utility of assessment, as well as the
various assessment methods to faculty; it is necessary to provide them with
context. Presenting the standards and definitions of the accreditation
organization, along with a contextual knowledge of the assessment process,
will enable faculty to conduct meaningful assessment activities. Initially,
when faculty are introduced to accreditation standards and assessment
requirements, they may merely conduct their assessment activities as an act
of compliance. However, once they understand that the accreditation
requirements align with their regular academic responsibilities, the
assessment activities will not be viewed as obtrusive. An institution can
assist faculty by helping them to establish an effective continuous
improvement system in which they can become actively engaged and witness
the benefits to student learning.
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Abstract

Introduction of new technologies in the last few decades have
brought about some innovative methods in web-based education. However
many of these online courses provide universal static solution which do not
cater the individual needs of the learner. Recommender system has been
successfully recommending items such as books, movies, news articles etc
however recommendation techniques applied in the e-learning domain are
relatively new. Many of the techniques applied in the e-learning domain are
generic and usually derived from other domains. This paper will present
semantic based recommender system for e-learner to facilitate effective
learning. We use a novel alternative to conventional recommendation
techniques by considering a social network tool such as twitter which is
popular for information sharing. Relevant tweets are recommended to the
learner as per the current learning topic of the learner.

Keywords: E-learning, Recommender Systems, Semantic Web, personalize,
twitter, Lexical matching, unigram

Introduction:

E-learning is often referred to as a mean of learning which is not
restricted to physical classroom environment. Rather educational material is
accessed with the help of computer and internet connection or CD/DVD
anytime anywhere in the world. (n.sharif, 2012)
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There are numerous LMS available in the markets which are used to
deliver online courses. Examples of the most popular commercial LMS are
blackboard/ WebCT, JoomlaLMS similarly free LMS are Moodle, Sakai, and
Docebo.

These LMS are largely seen as a fit for all solution. A generic
solution is used across different domain of education such as computer
science, math, biological sciences etc. The learner is expected to interact
with predefined pedagogical process which is set by the institution /
instructor.

In order to discover the pedagogical aspects of WebCT Britto (2002)
carried out a study. In this study instructor and learners perception of
WebCT usage was analyzed. Author discovered that instructor perception of
using LMS for course teaching was mainly for handiness and effective
course management. On the other hand learner showed dissatisfaction in
LMS as it is generic and doesn’t facilitate personalize learning.

Recommendation algorithms have evolved rapidly over last ten years.
Users have been benefiting from these recommendation techniques when
buying movies, books and music etc. Recommender system have established
its importance in such domains however recommendation techniques in e-
learning domain are relatively few. Many of the techniques applied in the e-
learning domain are generic and usually derived from the above mentioned
domains.

The influence of internet in education takes the learners and teacher
interaction into a new realm which was previously not available. Large
amount of information illustrating teacher and learner interactions are
continuously produced and ubiquitously available. Wide range of learning
contents is available by press of a button. However this great wealth of
information can also be problematic if not organized in a structured learning
path. For example, a simple search on Google about a particular learning
topic can generate thousands of hits and the learner has to select relevant
contents manually.

This would be a daunting process for novice learner. Learner would
require a few of the most relevant resources related to the task at hand rather
than going through millions of generic hits.

Unfortunately traditional e-learning systems have failed to respond
effectively to this new era of knowledge management. Traditional e-learning
systems are seen more as course management tools to facilitate the instructor
in the delivery of course contents rather than catering for the individual
learns need.

There is emergence of adaptive and intelligent systems where learner
can create his own learning environment which best suits his learning need
rather than technology provide his learning context.
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More recently personalized and intelligent e-learning systems offer
personalize learning experience by constructing the learner model based on
learner aims, likes and existing knowledge. A learner should be able to
create, manage and organize the knowledge according to his/her personal
knowledge management capabilities. Learner past learning experience and
current context can be used to provide personalize and adaptive learning
experience.

In this paper we proposed a model to facilitate the e-learner. E-
learner will create account and complete his/her profile. System keeps
history of the topics read by e-learner. Current context consists of current
topic viewing, keywords related to this topic etc.

Based on the current context key terms, tweets will be fetched from
twitter and stored in local database. Similarly, key terms will be extracted
from learner’s profile, history and current context and stored in the database.

Pre-processing will be performed on the extracted key terms to get
unigrams which will be extended with the help of growbag database. These
extended keywords help us to perform semantic-based matching.

Lexical matching will be performed on tweets against extended key
terms. Selected tweets are sorted in descending order with respect to their
occurrence frequency. Tweet are ranked by using the Relevancy Similarity.
Tweets with high score finally recommended to e-learner.

Literature Review

In the literature recommendation process has been discussed by
various techniques. These recommendation techniques can be classified as
content-based filtering, collaborative based filtering, hybrid, Trust based and
Semantic model. An e-learning recommender system can be categorize based
on the above mentioned techniques.

In content-based recommendations, e-learner is recommended similar
learning objects which the learner liked in the past. ( Pazzani 2007)

Learner profile features are evaluated against learning objects
features based on the result and new promising learning objects are
recommended to the learner.

Collaborative filtering techniques on other hand provide
recommendation based on either items usage history or user rating matrix. If
user A and B have similar score for a group of items than it is assumed their
rating score shall be same on other items as well. (Goldberg, K., 2001)

In trust base recommendation experienced learner recommendations
are consider more valuable than novice learner. Each learner is assigned a
trust level based on the ability of the learner and its interaction with the
system.(Helic, D. 2007), (Bobadilla, J. 2009).
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Existing recommender systems have the limitation of domain
dependency, cold start, overspecialization and sparsity. (Marin, L 2014).

While recommendation’s quality can be enhanced in various
domains by combining different recommendation techniques however it
should not be seen as generic solution to overcome these limitations. Users
who have similar preferences in one domain may not share the same in other
domains.

Semantic model can provide various advantages in personalize
recommender systems. Learner’s interest in particular domain can be
dynamically contextualized. (Kumar, S 2015)

Next generation of recommender should consider how the
personalization process can take the benefit from semantics as well as social
data in order to improve the recommendation. (V. Codina 2010)

In web-based education it’s possible to store most of the students
learning patterns in large scale data sets and with the help of data mining
techniques personalize learning profile can be created. Neil Rubens et all
suggest using the artificial intelligence knowledge such as semantic filtering
and recommendation systems to be used in LMSs which are geared towards
eLearning 3.0. (Rubens, N., Kaplan, D., & Okamoto, T., 2014)The big data
concept already exist in e-learning context as web 2.0 technologies like
tweets, blogs and wikis are sharing a vast amount of learning resources on
the web.

Twitter is a popular social media among student and teacher, Twitter
is more open to public than Facebook and provides a fast way to exchange
the ideas among peers. (Ebner, M., Lienhardt, C., Rohs, M., & Meyer, 1.,
2010)

An empirical study was conducted to measure the role of twitter in
learning environment. Twitter utilization results demonstrate that it provides
a useful mean for sharing information and collaboration among students.
Students with more number of followees and followers had better grades
than those students who were not actively tweeting. (Ha, I., & Kim, C.,
2014).

Proposed Model

In this section we shall describe the semantic model in detail and how
the semantic model can provide the useful recommendation for the e-learner.
The aim is to provide the learner personalize learning activities and tasks that
suits best its individual needs and as result enhance overall learning
experience. Similarly recommend related tasks and activities based on
previously completed tasks by learner or their peers.
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A Gold Set

In order to evaluate the effectiveness of the system we had to
compare our technique with Gold Set however such Gold Set was
nonexistent. We had to carry out user study to design our gold set.

We start with the ACM Computing Classification System 2012. 60
Domain Experts selected based on ACM CCS 2012. The proposed system
works on research papers, so we collected 5 research papers from each
expert. The Proposed system uses tweets for recommendation; therefore, we
get 10 tweets per paper from domain experts. These 300 research papers with
3000 tweets will be our gold set and will be treated as bench mark. Collected
research papers and tweets will be saved in local database. After performing
calculations, evaluation will be performed with respect to this dataset.

B. Input for tweet ranking

Two different types of input provided to proposed system for making
recommendations e.g. Paper’s Metadata and tweets. Paper’s metadata
consists of research paper title, keywords and ACM CCS 2012 category from
which it belongs. Besides metadata, complete tweets collection will also be
provided.

C. Pre-processing

Before performing any kind of lexical matching, some pre-processing
is required to make it read for use (Pang, C., Hendriksen, D., Dijkstra, M.,
van der Velde, K. J., Kuiper, J., Hillege, H. L., & Swertz, M. A., 2015). With
the help of natural language processing, pre-processing will be performed on
metadata contents (Dai, X., & Bikdash, M., 2015, April).

During pre-processing, word tokenization, normalization and
stemming is performed. Improve greedy tokenizer used which handles digits
in a smart manner. Remove Non-alphanumeric Characters from starting and
ending of a string to make it meaningful. Stop words also removed during
this process. Pre-processing phase resulted in the form of Unigrams.

D. Extend unigrams semantically

The unigrams have been extended with the help of two different
databases. One is computer science domain specific database known as
growbag (Arenas, M., Cuenca Grau, B., Evgeny, E., Marciuska, S., &
Zheleznyakov, D., 2014, April) and second database is synonym based
database called wordnet (Abdullah, N., & Ibrahim, R., 2015). Each unigram
is compared to these databases to get domain specific and synonym based
meanings of the words. These extended terms help us to perform semantic-
based matching. (Ley, 2009)

E. Lexical matching

Each tweet is analyzed against extended key terms using Lexical
matching. Selected tweets are sorted in descending order with respect to their
occurrence frequency. Proposed system performs lexical matching on
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extended terms (Pang, C., Hendriksen, D., Dijkstra, M., van der Velde, K. J.,
Kuiper, J., Hillege, H. L., & Swertz, M. A., 2015).
F. Precision / Recall calculation

Finally precision and recall calculated on returned rows. Matched
tweets are compared with the tweets given by domain experts. On the basis
of matched results, precision and recall score is received (Egghe, L., 2015).
G. Evaluation

After having results for our algorithms, evaluation performed to find
out the accuracy of each algorithm. Gold set used for this purpose. We
compared the ranked tweets from each metadata category with the tweets
given by experts. The more tweets belong to the gold set reflects the better
performance of a given algorithm.

The architectural diagram of this proposed system is shown in Fig. 1.

Gold Set

e
Papers Selection

ACM Cateogory-based paper selection from Experts
Tweets Selection

Paper relevant tweets from Experts -

Local Datsbass

. 4 v

Paper Metadata
- Title

- Keyword

- Category

Tweets

-~
Ranking Tweets based on Semantic
Pre-processing

v

- Terms
Growbag / Wordnet

-

Extended Terms

Direct Match Partial Match

Recommandations / Evaluation

Figure 1 : Architectural diagram of proposed model
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Results:

Below find graphically representation of the precision / recall score
calculated in the previous step. The result is sorted in ascending order based
on recall scores.

Precision Recall

Category Category Keyword Title Keyword Title
(Wordnet) (Growbag) (Wordnet) (Wordnet) (Growbag) (Growbag)

Figure 2 : Precision / Recall score of returned records

The graph shows that the recall is performing much better than
precision. One reason is when we extended terms from growbag and wordnet
database we received more than 10 times terms. So, retrieved rows increased
many times. Hence precision went down. Recall and Precision are inversely
related. An Empirical study of retrieval performance indicates that when
Precision declines Recall increases. (Buckland, M. K.1994)

Another important point from the graph is Growbag extended terms
performed much better than Wordnet. The reason could be that Growbag
gave us computer science specific terms which are mostly used in expert’s
tweets. On the other hand, wordnet extended terms w.r.t. dictionary English.
These terms are not too much used in expert’s tweets.

Conclusion

Today’s learner has the ability to utilize powerful social network tool
such as twitter where the learner can independently create and redistribute
contents. Hence ‘digital native’ learner finds general LMS structure
inflexible and boring. The research community is actively engage to make
the learning experience more effective with respect to the individual needs of
the learner. Now the education is more centered towards the learner rather
than instructor. In this paper we have presented a semantic based model to
facilitate the effective learning. The system was developed and evaluated
from domain experts and results were provided.

375



References:

Sharif, N., Afzal, M. T., & Helic, D. (2012, August). A framework for
resource recommendations for learners using social bookmarking. In
Computing and Networking Technology (ICCNT), 2012 8th International
Conference on (pp. 71-76). IEEE.

Ebner, M., Lienhardt, C., Rohs, M., & Meyer, 1. (2010). Microblogs in
Higher Education-A chance to facilitate informal and process-oriented
learning?. Computers & Education, 55(1), 92-100.

Ha, 1., & Kim, C. (2014). Understanding User Behaviors in Social
Networking Service for Mobile Learning: a Case Study with Twitter.
Malaysian Journal of Computer Science, 27(2).

Reed, P. (2013). Hashtags and retweets: using Twitter to aid Community,
Communication and Casual (informal) learning. Research in Learning
Technology, 21.

Kwak, H., Lee, C., Park, H., & Moon, S. (2010, April). What is Twitter, a
social network or a news media?. In Proceedings of the 19th international
conference on World Wide Web (pp. 591-600). ACM.

Rubens, N., Kaplan, D., & Okamoto, T. (2014). E-Learning 3.0: anyone,
anywhere, anytime, and Al. In New Horizons in Web Based Learning (pp.
171-180). Springer Berlin Heidelberg.

Ha, 1., & Kim, C. (2014). The Research Trends and the Effectiveness of
Smart Learning. International Journal of Distributed Sensor Networks, 2014.
Pazzani, Michael J., and Daniel Billsus. "Content-based recommendation
systems." The adaptive web. Springer Berlin Heidelberg, 2007.

Helic, D. (2007, June). Managing collaborative learning processes in e-
learning applications. In Information Technology Interfaces, 2007. IT1 2007.
29th International Conference on (pp. 345-350). IEEE.

Bobadilla, J. E. S. U. S., Serradilla, F., & Hernando, A. (2009). Collaborative
filtering adapted to recommender systems of e-learning. Knowledge-Based
Systems, 22(4), 261-265.

Goldberg, K., Roeder, T., Gupta, D., & Perkins, C. (2001). Eigentaste: A
constant time collaborative filtering algorithm. Information Retrieval, 4(2),
133-151.

Marin, L., Moreno, A., & Isern, D. (2014). Automatic preference learning on
numeric and multi-valued categorical attributes. Knowledge-Based Systems,
56, 201-215.

Kumar, S. Manoj, K. Anusha, and K. Santhi Sree. "Semantic Web-based
Recommendation: Experimental Results and Test Cases.” (2015).

Victor Codina and Luigi Ceccaroni. 2010. Taking Advantage of Semantics in
Recommendation Systems. René Alquézar, Antonio Moreno, and Josep
Aguilar (Eds.) 10S Press, Amsterdam, The Netherlands, 163-172

376



Dai, X., & Bikdash, M. (2015, April). Hybrid classification for tweets related
to infection with influenza. In SoutheastCon 2015 (pp. 1-5). IEEE.

Ley, M. DBLP. (2009). Some Lessons Learned. Proc. VLDB Endow. 2(2),
1493-1500.s

Pang, C., Hendriksen, D., Dijkstra, M., van der Velde, K. J., Kuiper, J.,
Hillege, H. L., & Swertz, M. A. (2015). BiobankConnect: software to rapidly
connect data elements for pooled analysis across biobanks using ontological
and lexical indexing. Journal of the American Medical Informatics
Association, 22(1), 65-75.

Arenas, M., Cuenca Grau, B., Evgeny, E., Marciuska, S., & Zheleznyakov,
D. (2014, April). Towards semantic faceted search. In Proceedings of the
companion publication of the 23rd international conference on World Wide
Web companion (pp. 219-220). International World Wide Web Conferences
Steering Committee.

Abdullah, N., & Ibrahim, R. (2015). Managing Information by Utilizing
WordNet as the Database for Semantic Search Engine. International Journal
of Software Engineering and Its Applications, 9(5), 193-204.

Egghe, L. (2015). Quantitative analysis of the Recall-Precision relationship
in information retrieval.

Buckland, M. K., & Gey, F. C. (1994). The relationship between recall and
precision. JASIS, 45(1), 12-19.

377



TRANSPARENCY AS THE OFFERED SOCIAL
SERVICES IN THE ESTONIAN LOCAL
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Abstract

The aim of the article has been pointed out, what are the main
challenges arise from the interaction between the transparency and the
structure of the social welfare administration. Used the organizational
change theory, originally Mintzberg 1979, (Ferlie & Geraghty 2007) and
followed the local government's duties, however, the function of the
decision-making process takes in. The strategy of research (methodology)
utilised was the collective case study, | followed the information-oriented
selection, triangulation has been used as a mixed method of acquiring data.
According to the result, there the five challenges existing: 1) The social work
profession does not regulate as the profession in the local government,
however, the position is the ambivalent and without the professional power;
2) The structure of administration is involving the non-professionals, who
are professionals in another field or the about non-educated members; 3) The
decision-making process regarding the clients is distributed among different
levels; 4) The practice undermines the independence of the social worker,
and the social worker cannot protect the rights of the client; 5) The biggest
challenge, reflect at the cases, the decision at the client level is politicized.
Therefore, | argue, that the Social Affairs Committee or Social Affairs
Committee of Municipal Government, the units of the administration of
welfare in the local government, they act not necessary.

Keywords: Public administration, social work, knowledge, transparency,
social services

Introduction

Well-organized care for fellow citizens forms an essential part of
citizen participation in the society and enhances democratic processes, the
ability of a person to cope with his/her life independently is in Europe very
important. The foundation of social service” practice includes an
understanding of the process of identification and development of the client
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system, as they are adapted to work with individuals, families, groups and
communities.

The public organizations aim to provide the best possible service to
clients and to ensure that social work intervention will help solve client’s
problems, satisfy their needs, and, above all, contribute to their overall well-
being. Public organization as a specific domain is defined by the concrete
political bodies and administrative structures, which are governed public
affairs; constitutions, organics and procedures provide the conceptual glue
which generates its unity and its limits (Badie, Berg-Schlosser & Morlino
2011; Sullivan 2009; Peters & Pierre 2003).

Public agencies today must demonstrate that they value diversity,
understand and respect diverse cultures, and plan and provide culturally
relevant and responsive programs and services (Tomescu & Popescu 2013;
Sims 2010; Chow & Austin 2008). The public responsibility however is set
to guarantee the citizens that they have the opportunity to seek help and get
help from the local government and important, point out the accountability
and transparency at the local government level (Walker 2002). Traditionally,
transparency is a public value or norm of behaviour to counter corruption,
according to Ball (2009), transparency is a complex tool of good governance
in programs, policies, organizations, and nation. Practically, transparency is
expressed in three activities: 1) public information, 2) open government and
organization and 3) complex analyses of policy.

The contrast between northern and southern government systems
remains a key distinction which describes the distribution of power, the
impact of local politics, the form of representation and the capacity of local
government to administer services (Stewart & Bailey 2008). For the Nordic
states, local governments enjoy great autonomy and can decide
independently on their own affairs — locally elected politicians make all
major policy decisions in respect of their areas of responsibility, and the
municipal council and committees establish goals and guidelines for local
government operations (Bergmark & Minas 2007; Kroger 2009).

In Estonia, the single-tier system of local government formed in
1918, the independent period endured from 1918 to 1940. After the
communist period, the single-tier basis of the local government system was
confirmed by the Government of the Republic Act adopted in 1995. The
main principle regulating local government is stated in the constitution, and
stipulates that all local issues should in theory be managed locally and
independently from central government, where this is in accordance with the
law (L6hmus 2008).

Discovered the historical impacts of welfare administration in the
local government, during the first Estonian independence period, a special
board decided who to provide assistance in the local government (Peep
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2005). Therefore, the principle of collegial decision-making was in effect
until the beginning of the Soviet regime in Estonia. The Soviet authorities
were not aware of, nor did they recognize the need for social welfare, so the
village councils set up in place of the local government had no need for the
board. However, in summary, only since the mid-90s can one talk about the
duties in the local government and its implements.

In the 21th century, the structure of the administration involving the
several units in the local government: the municipal council, Social Affairs
Committee, or/and Social Affairs Committee of Municipal Government, the
employer of the social work field, the municipal administration and the
Ministry of Social Affairs and the STAR (Social Affairs Ministry) program
(Raudava 2013).

At the current article, | discover, following the local government’s
duties, what are the main challenges arise from the interaction between the
transparency and specialization as the structure of the social welfare
administration. However, the function of the decision-making process takes
in, using the organizational change theory, originally Mintzberg 1979 (Ferlie
& Geraghty 2007)

The methodology of research

The strategy of research (methodology) utilised was the case study
(Yin 2003). Utilizing the collective case study, | followed the information-
oriented selection: maximum variation cases for the size and location (Luck,
Jackson & Usher 2006).

The preparing of cases followed: a) There were nine (9) cases in the
local government in the rural area; b) These local governments do not have
boundaries with a County Town; c) There are some differences in the way
that the title for a social work employer is used and how decision-making
takes place; d) There are fewer than 2,500 inhabitants.

The local governments to be more closely analysed were: Vihula,
Viru-Nigula, Ré&gavere, Laekvere in L&&ne-Viru county and Avinurme,
Lohusuu, Luganuse, Maidla, and Aseri in Ida-Viru county.

The data of case studies have been based on a mix of evidence;
triangulation has been used as a method of acquiring data: 1) Document
analysis (public documents, law documents, strategies, minutes of social
committee meetings, legal regulations of local governments); 2) Semi-
structured interviews with the members of a social committee of local
governments; 3)Semi-structured interviews with social workers in the local
governments.

Used the cross-case analysis, the function of the decision-making
process has takes in (M. C. Burns 2010). The writing method of case study
has utilised the diagnostic case report (van Blonk 2003), original by
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Pettigrew, the report is produced in order to interact with the organizations
where the research was conducted, and besides analytical chronology
contains a listing and analysis of current problems.

Theoretical overview

Social work is an academic profession; social work has emerged as a
unique field of study and practice with its own knowledge base; professional
standards, values, ethics, licensure, and certification, and accredited schools
and degrees. Professional social work occurs within particular social contexts
and is guided by specific legislation, social policies, cultural practices in a
given locality and accumulated professional knowledge’s termed “practice
wisdoms” (Dominelli & Hackett 2011, Dominelli 2010; Alphose, George &
Moffatt 2008). Each of these elements is constantly negotiated and changed,
and those whose knowledge or narrative counts assume a critical position in
setting practice agendas (Kessl & Evans 2015).

The paradigm of the profession includes a broad orientation toward
people being served, and identifies social work as a community of
likeminded people with a shared understanding of the profession and how it
is practiced. The term knowledge base of a profession means the key
theoretical frameworks supported by research that are used by a profession
(Swanzen 2011). Social work is an academic profession; according to the
Global Standards of Social Work, an academic education is a most important
component of professionalism.

Professionalism refers to the situation in which the workers
themselves are in possession of the specialised knowledge that is required for
their work and are also in charge of the discretionary power to organise their
own conditions of work, as opposed to merely being puppets subjected to the
will of consumers or managers (van Lanen & Martin 2008). Professionalism
includes several characteristics: 1) integrity; 2) professional knowledge and
efficiency; 3) ethical decision making; 4) critical thinking and lifelong
learning; 5) self-understanding and self-control 6) cultural competence and
acceptance of others, and 7) social support (Cournoyer 2008; Koukouli,
Papadaki, Phillithis 2007).

According to Higham (2006, 98), the new professionalism of social
work is based on: 1) Promoting the social model of intervention with people
who use services and care; 2) Working with other professional models and
with support workers; 3) Intervening to protect vulnerable people when
appropriate, and 4) Promoting human growth and developing individual
capable. Gorman and Sandefur (2011) pointed out that four central attributes
of professionalism emerge from this body of scholarship: (a) expert
knowledge (b) technical autonomy; (c) a normative orientation toward the
service of others, and (d) high status, income, and other rewards.
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“Professional use of self”, the use of self-knowledge and self-
awareness, social work skills, knowledge, values and personal experience
(Green, Gregory & Mason 2006). Social workers are ethically committed to
promoting social justice and social change while honouring cultural and ethic
diversities. Wirth (2009) argues, that a social worker cannot vote for his
clients, or go to work for them, he can only guarantee suitable assistance and
communication to social addresses who use his services in order to improve
their chances at a chance for (re-) inclusion.

Abbott (1988, 325) pointed out what the ideal type of professionalism
based in knowledge-based work. Knowledge means the understanding of
patterns in perceived information (Lent 2011; Guzman & Trivelato 2010),
use of knowledge by a social worker is an intrinsic part of the profession.
However, knowledge is a fluid mix of framed experience, values, contextual
information, and expert insight that provides a framework for evaluating and
incorporating new experiences and information (Dulipovici & Baskerville
2007; Baskerville & Dulipovici 2006).

Three functions are using the knowledge in practice: 1) description,
2) explanation and 3) control (Osmond, Scott & Clark 2008). According to
Leung (2010), knowledge is viewed as both an object (evidence-based) and a
process (people-oriented process). The social work literature reflects two
epistemological views of the knowledge. The evidence-based school presents
knowledge as a substantive “product” obtained from logical, scientific,
reductionist researches so called the *“knowledge-as-object” view.
“Knowledge-as process” is based on view of knowledge as something,
substantively exists per se, clearly articulated and fully describing the subject
matter. However, knowledge is viewed as both an object (evidence-based)
and a process (people-oriented process) (Leung2014; Leung, Cheung, Chan
& Lo Kenneth 2012).

Following to Weber, the necessary element of the public organization
is the educated professional (Alfano 2011, Hughes & Wearing 2012; 2007).
Nass (1986) has argued, however, the role of professional in the bureaucracy
should not be modelled as simple deviation from the classic role of a civil
servant, because a professional is not a bureaucratic official. The
professional in a bureaucracy is an autonomus organization, sub-contracted
by that bureaucracy to achieve a given set of goals. Therefore, the
relationship between a professional and the bureaucracy may be expected to
be the same as that of any organization that is under exclusive the contract
with a larger organization.

Harmon and Mayer (1986) have developed the Weberian theory and
have argued that administration based upon information, about employees,
processes, records, reports, data, etc. Further, employment which
presupposes expert training, the employees hired by the organization must
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demonstrate their qualifications for the job through education, training, or
experience and employees are full-time career workers. Ferlie (2007) has
referred that the role of professionals within large bureaucracies is limited.

According to Smith (1990), the present challenge of neo-liberalism as
an economic and political ideology has profound implications for the
professions as coherent occupational entries that control task domains and
exercise discretion over the performance of complex tasks for the benefit of
clients and the larger society. Many of these challenges are clarified using
the colloquialisms of the new neo-liberal consensus and contrast those with
t