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THE CONSCIOUS CORPORATE GROWTH PRACTICE
(CCG). AQUALITATIVE RESEARCH AIMED TO VERIFY
THE APPLICATION OF VIRTUE ETHICS IN BUSINESS

Mario Carrassi, Assistant Professor
Universita degli Studi di Bari, Aldo Moro
Dipartimento di Scienze Economiche e Metodi Matematici

Abstract

Alienation at work is one of the most pervasive phenomenon of the post-industrial
society and management in both the private and public sectors are engaged in a constant
struggle against it. In this paper, we suggest that Reflective thinking can emphasize informal
learning and personal vision through the investigation of the intentions that sustain both
personal and company’s actions and both individual and collective behaviours. This practice
is suggested to enhance the degree of awareness in the organization and to shed light on the
level of influence and on the mutual relationship with the environment. (Carrassi, 2013)
This is the product of the activation of a fruitful relationship between all the variables of the
business environment, that lead to economic prosperity, satisfaction and simultaneous
fulfilment of individuals, stakeholders, and the environment.
The present study, through a qualitative research approach, aims to examining the hypothesis
of the Conscious Corporate Growth practice. Two companies were interviewed. The research
focused on investigating issues related to virtue ethics as a practical approach to business
management. To meet these objectives, seven major areas of inquiry were examined
A number of interesting patterns of results were revealed through the content analysis of the
responses. Based on the results, the worth of the CCG practice has been confirmed in regards
to its application to small family business. A series of propositions stimulate future research
efforts.

Keywords: Reflection, alienation, fulfilment, virtuous decision, behaviour

Introduction

Whether a company should be treated as a person has been the subject of ongoing
debate, often related to the nature of moral agency, but one cannot deny that companies are
composed of people and people are fundamental for the existence of the company.

The human being is the element that gives birth to the company and that feeds its
growth, through a combination of tangible and measurable inputs (investments, work time,
work efforts) and intangible inputs (creativeness, emotions, willingness). Human beings also
define the culture, the orientation of the core strategy and the governance prerogatives of the
company. Therefore, in order to investigate the manifestations of existence of a company, one
must bring attention to the concept of a person and their life.

Traditional economics and management studies have based their theories on a abstract
concept of individual, the rational economic man (homo oeconomicus). The man, considered
as an individual, is closed in itself, atom between atoms, isolated and independent from
others, with absolute freedom; he associates himself with others for the necessity to pursue his
own interests.

The real person, by contrast, cannot find fulfilment in itself alone, regardless to his or
her being “with” and “for” others. The person is unique and is open to the totality of relational
and social reality. Being a “person” means to relate to others and to seek to be the bearer of
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virtues and values, in order to realize the true and the good as an individual and in a
community. A person is characterized by the quality of self-knowledge that can make virtues
emerge and develop.

In this sense the company is based on interaction between people and can be
considered an intimate expression of the will and the values of the people who have given
birth, who operate and who gather around it. In other words, it is an inseparable whole with
the overall context.

Therefore, although is fundamental to investigate on what the company does, why it
does it, how it does it and what it should do, it is also essential to understand what the
company is, which values are expressed by the people who compose it, what are the values of
the stakeholders, and what is the degree of awareness by the organization of its influence on
the mutual relationship with the environment.

Automatic and unconscious decision making

Choosing to focus on what is the essence of the company means to start a process of
self-knowledge that leads first to understand and then to accept to what extent the personal
habits, the ideas and the beliefs of individuals guide the choices of the organization. By doing
so, the persons within the organization become aware of a sense of unity and Integrity that
foster cooperation and problem solving. This activates the progressive consolidation of the
cohesion of the organization that takes form as corporate personality. As Chun says
“Organizational virtues are ethical characters of organizations that can be operationalized
using human personality traits validated as corporate personality”.

Therefore, at the organizational level, virtues are ethical character traits that are learnt
from an accumulative perception of a firm’s behaviour in everyday business life. (Chismar,
2001)

Taking this analogy one step further, companies can be seen as systems where people
are cells of a bigger entity and not just a cog wheels or nodes of a computer
network. Stakeholders are more than just parts of a mechanism oriented towards the economic
and financial growth mechanism: they are individuals whose qualities and competence
redefine the form, the function and the results of the business system as they do in Beyers and
Lagenberg’s description of a respect-driven stakeholder practice (Beyers and Lagenberg,
2010).

This does not imply some form of strict determinism, but the investigation of the
extent to which the environment impacts on everyone’s behaviour and choices. By doing so
one may discover that the level of influence is greater than we tend to recognize.

As Shon argues there are actions, recognitions, and judgements which we know how
to carry out spontaneously; we do not have to think about them prior to or during their
performance. We are often unaware of having learned to do these things; we simply find
ourselves doing them. In some cases, we were once aware of the understandings which were
subsequently internalized in our feeling for the stuff of action. In other cases, we may never
have been aware of them. In both cases, however, we are usually unable to describe the
knowing which our action reveals. (Schon, 1983)

Kahneman and Tversky discovered systematic errors in the thinking of normal people:
errors arising not from the corrupting effects of emotion, but built into our evolved cognitive
machinery. (Tversky and Kahneman, 1986)

He describes two different systems at work: System 1 and System 2. System 1, is our
fast, automatic, intuitive and largely unconscious mode, System 2, by contrast is our slow,
deliberate, analytical and consciously effortful mode of reasoning about the world.

Kahneman suggests that, by knowing how the two systems work together to shape our
judgments and decisions, it is possible, to better understand the importance of properly
framing risks, the effects of cognitive biases on how we view others, the dangers of

2



prediction, the right ways to develop skills, the pros and cons of fear and optimism, the
difference between our experience and memory of events and the real components of
happiness. (Kahneman, 2011)

This opens a new dimension of investigation that allows us to understand and
recognize that the choices of a company are often driven by automatic and unconscious
processes of action, supported by habits and by schemes of reaction and behaviour not aligned
to any ideal value but simply oriented to face a morally sterile competitive game through an
egoistic personality.

The more the process of self-knowledge is developed, the more the company can
recognize its current situation to move harmoniously towards virtuous goals.

Based on the above consideration, through a self-reflective approach, people and
therefore organizations, develops the capacity to behave in a virtuous way, enhancing
integrity and improving the relationships and the contribution to society and the environment.

In present society is easy to observe a growing level of dissatisfaction.

Conscious Corporate Growth as a vehicle to nurture virtues in organizations

It was Karl Marx who first proposed that alienation at work represents a loss of
individuality, and that such a loss is essentially an undesirable state for the individual and the
society at large. Organizational conditions leading to the loss of individuality deprives the
workers of self-fulfilment or the realization of who they are or what their essential nature is.
Alienation is a form of sickness that can, and should, be avoided. The concept of alienation
identifies a certain type of dysfunction that represents an “unnatural separation” between
oneself and what one produces such that what one produces dominates it's maker. (Corlett,
1988)

The doctrine that everyone is a utility maximizer is usually stated in a way that makes
it equivalent to psychological egoism. The noun “Ego” is derived from the equivalent Latin
pronoun which means I, in the sense of one's identity, or rather the measure of the
identification with a form (social role, job, status, goods and so on). According to this concept
everyone is motivated to look after his or her own perceived best interest, supported by his or
her conscious or unconscious will of separation from others and from the context.

People have almost everything but are not satisfied because spending choices are not
making them happy and healthy as they could. (Frank, 1999)

People believe that the artificial world could satisfy every need, but the reality has
shown that we made only one move on a higher need accompanied by a higher level of
dissatisfaction. Furthermore, while living in a highly urbanized society characterized by an
endless frenzy of real or potential interactions with other people, we often feel terribly alone,
or closed in a few family relationships. The dissatisfaction is not therefore just concerned with
the tangible result, compared to objects owned or possessed, but also and above all of
relational nature.

This constant dissatisfaction affects human behaviour and, as a direct consequence,
corporate conduct. Marx suggests that when workers feel alienated and powerless they do not
fulfil themselves, but rather deny themselves at work. They have a feeling of misery rather
than well being. Instead of developing their mental and physical energies, they feel physically
exhausted and mentally debased. (Marx, 1932)

The improvement of the exchange of meanings and values among persons and
organizations must be sought in a process of change that could strengthen human relations and
create a valuable sense of unity.

These are valuable for themselves, as internal goods, not solely as external goods
contributing to reputation and profit. The improvement process enhances the degree of
awareness in the organization and sheds light on the level of influence and on the mutual
relationship with the environment. (Mclintyre, 1985)



Such attention placed both on interpersonal relationships among the people who
operate within and outside the company, and on the analysis of the various environments with
which the company interacts, can become the continuous practice of Conscious Corporate
Growth. (Carrassi, 2013)

Conscious Corporate Growth (CCG) is a practice (in the Mcintyrian sense) that can
facilitate the understanding of how the values expressed by the people who compose it can be
recognised and oriented to virtuous outcomes.

Individual’s choices have to emerge from well-developed reflective judgment. If we
want corporations to act in ways that are morally, socially and ecologically sustainable, we
need them to contain individuals who act with integrity on the basis of well-developed
reflective judgment.

CCG introduces elements of reflective thinking that can emphasize informal learning
and personal vision through the investigation of the intentions that sustain both individual and
organizational actions and behaviours.

The starting point of the CCG practice is to recognize that our culture is based on a
collection or body of abstract principles translated into our day-to-day behaviour. That is, we
all have a set of almost instinctive "default behaviours", perhaps programmed into us from
infancy, or developed during schooling, or based on religious convictions, or some other
source, which represent accepted norms and modes within our local environment and in the
organizations in which we operate. As Schon says, “when someone reflects in action, he
becomes a researcher in the practice context. He is not dependent on the categories of
established theory and technique, but constructs a new theory of the unique case”. (Schon,
1983)

He becomes aware of his frames and of the alternative ways of framing the reality of
his practice.

Commitment is needed from individual to enhance the collective effort that allows the
company to operate profitably and virtuously, in order to contribute to the welfare of each part
of the complex business system and society.

The main purpose is to awaken a great effort to provide a depth of meaning, so as to
produce, permanent experiences that can balance profit oriented goals, and wellbeing oriented
business activities, hence producing virtuous outcomes. As result from this process of change,
CCG emphasises the development of moral character through the pursuit of excellence in a
practice.

Here CCG makes a direct link to virtue ethics as a framework for responsible
management, for virtue ethics is concerned with character rather than with what should be
done so as to comply with rules or duty, or with how well the results of the company’s actions
contribute to the good of society.

CCG for a corporation is a vehicle to foster integrity and to encourage the
development of that nature toward virtuous goals, so that not only are the virtues of individual
members of the organization enhanced but the organization itself also comes to more clearly
or more closely develop a capacity to contribute to society.

The compass of values for strategic decisions

The company does not become good through a specific strategy but instead through
finding the good that is already within the organization. This can happen only if there are
some fundamental changes in the way the company perceives itself and its surrounding
environment that allow this good to be manifested.

The distinctive element is to discover and develop a spirit of unity, which generates
the growth of social capital and interpersonal relations rooted in the history and in the culture
of the company, contributing, at the same time, to the general improvement of the
environments that interact with the company. The result is a positive impact on business

4



strategies and practices, which extends to the stakeholder’s behavior and to the whole society.
(Freeman, 2002)

The organization already potentially has everything needed to perform in a virtuous
direction. What really drive sustainable actions are the intentions and the virtues linked to
them. The process of Conscious Corporate Growth lets the virtues arise and develop their
potential through the implementation of the best action possible, in accordance to what its
members think that is worth to do. In this manner the action is performed with a high level of
attention and responsibility and any mistakes that arise can be identified, understood and used
to reorient the action. So as the virtues behind the actions inform the results, so the Conscious
Corporate Growth can spontaneously bring to a virtuous behavior.

People can discover and manage how to work in an optimal state of enjoying the
activity in itself while they are doing it. Therefore, people can find what they are doing
completely motivating and aligned with their personal values, so they do not bother about the
passing of time. They are completely immersed in the present because they find meaning in
what they do, for the benefit of the overall organizational effectiveness. In other words people
within the organization learn how to recognize themselves in their double role of actors and
directors, so they start to interact in a most effective way within and outside the company, to
build, as direct effect, virtuous relationships.

It can be suggested (Carrassi 2013) that to guide the strategic decisions towards
virtuous goals, the individual within the company should set up a compass of values whose
cardinal points are determined by the response to four questions related to the choices to be
made:

What for? Who benefits? What pleases? Whose needs are met?
Table 1. The four questions of the compass of value

sphere of simple answers What for? Who benefit?

sphere of reflective thinking What pleases? Whose needs are met?

Although at first sight the four questions may seem similar, a closer
examination makes it possible to capture some subtle but significant differences. Two of the
four questions in the compass of values consider immediate circumstances, and two require
reflective thinking on deeper issues.

In particular, the questions in the sphere of simple answers refer toa structured
deterministic model of reasoning, while the questions in the sphere of reflective thinking
imply a thoughtful critical analysis that leads to take more informed decisions on the basis of
an increased awareness.

In other words, the first group of questions produce answers that are likely
to reflect an ego-based approach in which the subject is often separated from the decision to
be taken, while the second group produces answers that require a deeper analysis of the
reasons behind a decision and can more likely lead to virtuous results.

The use of the compass of values aims to enforce the commitment in achieving
sustainable goals revitalizes the company’s vision and strengthens the courage of
implementing proactive change. Harris suggests a modified definition of courage in the
business world as “success in achieving the desired outcome and effort by the agent”. (Harris,
2001)

The two-stage response process can generate a favourable experience that can become
established in individual decision making and gradually extend at the organizational level,
producing a positive transformation of corporate behaviour.

Following this perspective, a fruitful relationship between all the variables of the
system would be spontaneously activated, ensuring practices of excellence that lead to
economic prosperity, satisfaction and simultaneous fulfillment for individuals, companies and
the environment considered as an inseparable whole.



Qualitative research

The cardinal human virtues inherited from Aristotele have shaped the most common
approaches of virtue ethics used in business context, without being modified or empirically
investigated in an organizational context. Researchers encounter difficulties in applying the
human personality scale in an organizational dimension. (Dyck and Kleysen, 2001)

The absence of a validated measure of virtue ethical character at the organizational
level is probably the most critical reason why virtue ethics has not been able to generate
strategic implication for a firm, and its practical implication will not just be limited to human
behaviour, but also to others aspect as emotional attachment, willingness to take risks,
financial performance and stakeholders satisfaction. (Chun, 2005). This paper presents the
results of a qualitative research that has been conducted to verify the truthfulness of GCC
hypothesis. Qualitative research produces more in-depth, comprehensive information to
understand the reasons that govern human and organizational behaviours, as well as the
interactions of the different variables in the context.

The research was conduced collecting data from two small companies, one based in
Australia and the second based in Italy, which operate in different business sectors.

The two companies included in the sample were chosen on the respect of three specific
aspects dependent on the formulation of the main survey objectives:

- Common start-up experience: the companies are both the result of a process of
change that has led the current owners to leave their previous job and set up a family business.
The choice of small size companies is related to the need to start the validation of the CCG
practice on a minor scale where the effect of a reflective approach in business management
can be more evident. The common process of change that occurred in the two companies is an
important condition as we assumed that critical decision are often accompanied with a
framework of formal or informal reflective judgment.

These requirements of the sample are important conditions to find answers to the
following questions:

Is it possible that some form of GCC practice is already implemented in some
companies?

If so, what are the implications of the use of these practices in identifying a strategic
role of GCC that may enhance the link between virtue ethical character and business
outcome?

- International prospective: the two companies operate in two different countries in
order to understand if the CCG practice is affected by different cultural orientations.

- Cross sectorial prospective: the two companies belong to two different business
sectors in order to understand if the CCG practice is influenced by the company belonging to
a specific business sector.

The main assumptions of the research are summarized in the following paragraphs:

Conscious Corporate Growth (CCG) is a continuous practice that can nurtures virtue
orientation of the company.

CCG enhances the degree of awareness in the organization and sheds light on the level
of influence and on the mutual relationship with the environment.

CCG introduces elements of reflective thinking that can emphasize informal learning
and personal vision through the investigation of the intentions that sustain both personal and
company’s actions and both individual and collective behaviours.

CCG promotes personification analogy of the company and fosters the alignment of
personal values with virtuous behaviours of the organization.

The practice enforces the commitment in achieving sustainable goals, revitalizes the
company’s vision and strengthens the courage of implementing proactive change.



Self-generation of sustainability
Activation of a fruitful relationship

between all the variables of the business

environment, that leads to economic prosperity, satisfaction and simultaneous fulfilment of

stakeholders, individuals, and the environment.

As CCG introduces elements of reflective thinking, that can sustain both personal and
company’s actions, the research also aims to validate the compass of value as a tool to foster

the reflective thinking abilities.
Table 2. CCG

questionnaire

GOODIESON BREWERY

| TERRA SESSANA COUNTRY RESORT

1. Business story and emotional implication

Briefly tell your business story

I am a trained brewer. | have studied four years at the
university and | am specialized in malting and

brewing.

I have spent twelve years working in one of the largest
brewery in Australia. | worked in marketing,
developing new beers. | learned about costs and

savings, efficiency, cost of production, “screwing the
suppliers”. | really disliked the company's orientation
of saving on ingredients and other cost elements to
gain more profits, without giving enough consideration
to the quality of its product or to the relationship with
its stakeholders.

We (me and my wife) have always played with the
idea of starting our own business in the brewery sector,
but we needed two ingredients: education (university)
and experience in the brewery sector. | was happy to
work for a large company as long as they gave me
challenges and opportunities.

I have worked for 7 years for a company of the
integrated water sector (water provider). After a few
years | was already tired of my job and | thought with
anguish of all the years that were still missing until my
retirement.

I worked 8 hours a day and punched (badge) entry and
exit from work and | have 25 days of holidays per
year.

Often my work seemed pointless and boring. | felt like
a slave.

One day | had the opportunity to buy an historic
property in the countryside in a touristic area of
southern Italy and so, after a period of renovation, |
went to live with my family there and | used a part of
the property to set up a country resort.

Today | have three cottages with private garden and
private pools that | rent as holiday homes. By the time
I have also started a wine tasting area and | offer
traditional dinner with folkloristic live music. | also
organize a music festival for my guests and for other
people. | like to give to this place an original rural live
style touch.

What are your emotions right now?

Mixed emotion, because | met good people there, but |
often thought: “God, if I just do this things in the way
that they ask, rather than in a more balanced way this
could be a much better place for everybody to work
at”. | was feeling anger because | couldn't change the
environment according with my personal values. |
consider the value of the person within the company
fundamental to built mutual respect and this was not a

shared idea in that working environment.

Relief and Tranquillity. I feel reassured when | look
back and | am able to tell the success of my
experience.

Can you identify a specific situation that led to your deci

sion to change?

Around eighteen months before | left, | had a bad
accident at work and | was Hospitalized for four
months. The company did not consider that event
properly and the accident was never investigated.
Despite the fact that | could have died in that accident,
they didn't show any emotional involvement - | was
considered a number not a person.

Yes. It is the moment when | saw the advertising for
that property and so, with my husband, | was tempted
to create my own business in order to change my job
and my lifestyle.

What emotions did you feel in that situation?

Big anger

On one side joy for the opportunity to change, on the
other hand | was afraid to chase pipe dreams with no

rationality.

How do you

rate your decision?




Very easy / Easy / Difficult / Very difficult

Very difficult as our financial situation was very good
before we started compared with the actual situation

Difficult

2. Level of personal satisfaction before and after the change

What made your previous work activities before that situation satisfying?

To work with fantastic people and to do what | like to
do (brewery). To test my skill and to make new
experiences.

In my previous job | have established friendly relations
with my colleagues with whom | was pleased to spend
my time. | liked to be able to relate with them and to
learn how to interact in different situations.

What made your previous work activities before that situation not satisfying?

The valuation system of the HR department that did
not take consideration of people values, but was more
focused on numbers and results. This was a reason of
emotional detachment from the company objectives.

A combination of factors. The tedious work, the short
holidays spent with the idea of having to return to the
office, the fixed work schedules, the idea of depending
on others. | didn't like to spend half of my life in the
office and I couldn't have the peace of mind to dedicate
time to myself and to my personal interests.

In your previous work activity were you able to change your work environment?

Not really.

Only a small part because my decisions were
dependent on others.

What has changed today?

We have bigger freedom to shape our lives, especially
related to our children with whom we can now spend
more quality time.

I feel more independent. | can now evaluate and decide
by myself what and how to change. | have more
freedom and time to take my decisions and | do not
have to be accountable to any boss.

Are you satisfied now?

Yes

| Yes

What still makes you unsatisfied in your work environment?

Our bank account is still not as good as we expected it
to be at this stage compared to our efforts. This is not
frustration, we are aware that our business is still
young and that it can grow to a certain stage.

Nothing, | feel satisfied and sustained by my positive
experience. | also think that my actual approach to
business can generate further improvements

Do you thing that there is possibility for change in your actual work environment in order to be more satisfied?

Yes. There are two factors that we can improve in our
life; time and money. At the moment, we are very
absorbed in the brewery and we would like to dedicate
more time to our children. Compared to the past the
time we spend with them is quality time, but we want
to be more present in their growing up. Therefore we
are planning to buy a new bottle filler that will reduce
our bottling process from three days to three hours.
This will improve our efficiency and reduce our costs,
giving us extra time to spend with our children.

Yes, | think | can still improve. | feel that my
experience constitutes a kind of living lab that is useful
not only for my job, but also to improve my approach
to problem solving in general life.

How does the time pressure influence your decisions now? And how was it before your work change?

Before, | worked a lot of hours and for very long days.
I am not the kind of person that make half a job. | felt
forced to work to a tight schedule. Now our company
still absorbs a lot of time and it is very hard to leave it,
because we consider that "me and my wife are
Goodieson brewery". We are trying to figure out how
to reduce our time commitment as we have realised
that we cannot be here at work all of our time.
Although our job is still very absorbing we feel really
motivated and happy to continue our commitment in
the community.

Today | do not feel particularly pressured. Before
changing | was living my working time in boredom, in
the free time | often felt anxious because | thought that
I had to make the most the limited time available to
look after my own interests.

Has any change occurred in the time perception compared to the situation before the change?

We have realised that time is ours and that we are free

| Compared to the past, | find that my approach to the
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to organize our days. This gives us freedom to manage
our business. Before, the time belonged to the
company, “I was owned by them”.

time is slowed down. It looks expanded, | feel calmer
and | am free to manage my time as best as | think. |
definitely have more free time.

3. Changes in the scale of values and virtues

Before starting your new business, in what order were

the following values placed in your individual sphere?

Money Environment

Family Leisure

Social position Security

Friends
Family Security
Security Family
Money Friends
Friends Money
Leisure time Leisure time

Environment
Social Position

Environment
Social Position

There is any value missing in the list?

Internal happiness No

What is now the order of the above list of values?

Family Family

Leisure Friends

Friends Leisure

Money Environment
Environment Security

Social position Money

Security Social Position
To what factors do you attribute this change in your values' scale?

That accident at work. | could have died and lose
everything. That was like a wake-up call.

I also saw my children grow fast and | have the desire
to be a part of their life.

The changes in my job and in my lifestyle have been
determinant. | think that | can now appreciate some
values that previously I could not feel fundamental. |
believe that this change in my values scale and in my
lifestyle have occurred simultaneously.

Choose three of following virtues that today you believe are more present in your life, compared to the situation

before

Justice

Wisdom
Cooperativeness
Patience
Moderation

Happiness

Generosity
Courage
Prudence

the

change.

Fairness

Generosity
Happiness
Courage

Courage
Wisdom
Happiness.

To what factors do you attribute this difference?

Generosity: | believe that, if we contribute to the
wellbeing of the environment and the community, we
will receive benefits for our business and for ourselves.
Happiness: we are doing what we love to do. |
personally feel free.

Courage: Freedom is scary, there are a lot more
responsibilities, but we really feel that we are more
courageous in overcoming difficulties.

Courage: Because | was able to face and overcome
many difficulties.

Wisdom: Because | have understood and partially
realized my true potential. I now have more knowledge
of myself and of what surrounds me. | believe that
changing is like a movement that, in contrast to a
stagnant and static situation, allows to experience the
real world and to be more in touch with myself, with
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the others and with the environment.
Happiness: Because all my life is improved and | feel
really satisfied.

4. Improvement of the reflection abilities

Before and/or during the decision to change, have you made some form of self-reflection or self-analysis?

Both before and during the change

Both before and during the change

Can you briefly describe it?

We do self-analysis all the time. At the start we had no
idea of what this effort would have produced. We
started asking ourselves: "do we really want to do
this?", "Are we putting our Kids at risk?". We made
an informal pro and cons analysis without following
any specific model.

I have examined my fears trying to understand and
change the thoughts from which they arose. | now
understand the difference between some concrete and
rational fears compared to other fears that are
conditioned by the insecurities of my personal
thoughts or induced by the opinions of others. | have
conducted an analysis of the pros and cons of my
decision. | have conducted an economic analysis of my
investment. | have often imagined the future situation
in which my goal was realized and then | have tried to
analyse my emotions and feelings to consider if there
was any difference for the better compared to the
baseline situation.

In your values change can you identify a shift from
(Unreflecting thinking versus reflective thinking)

an unconscious behaviour to a conscious behaviour?

Yes. Regard to our financial situation we have realized
that we have lost security and, although this is
challenging, it make us be more conscious and
reflective in taking decisions.

Yes. In my experience | have realized that | was able
to change some fears through deep work on some
stratified thoughts that made my choices very difficult
and often not feasible. | am now aware that | can better
evaluate my decisions without getting blocked by
irrational fears. | feel more aware of my ability and |
think that everyone can achieve this goal. | am also
aware of feeling more satisfied.

Before and/or during your experience have you formulated a strategic intent? Can you describe it?

Yes. We want to serve MclLaren vale region and
contribute to the environment and the community

Yes. | want to be free and to demonstrate to myself and
to the other that an alternative way of life is possible.

Have you had moments of uncertainty during the realization of your project?

Yes, a lot, It was very frustrating, annoying and
painful. We were scared

Yes, | was very afraid of not being able to achieve my
goals.

How would you describe your experience of these moments?

The fear of failure. Fear of not being able to achieve
our goals.

I thought that my decision was wrong. And that | was
not able to achieve my goals. | was afraid of losing
money and becoming poor. | felt discouraged and
disappointed by the possibility of being forced to give
up and return to the previous way of life.

Overcoming these moments have changed your risk propensity?

No, because we have well calculated the risk.

Yes, | feel more aware of the risks and more prudent.

Do you think that today new difficulties could generate doubts about the value of your decisions?

No, I wouldn't change my mind.

| No, I do not regret anything about my experience

Do you think that your financial situation has changed? How?

Although, from the financial point of view, we are less
well off, we look at our business and we feel that we
are living in our dream. | would fight until the end to

Yes. It is improved.
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keep this result.

Has your previous financial situation helped you in implementing the change?

Partly

Yes

Do you consider that your experience would be possible

without the same financial starting position?

No, the brewery sector requires high level of
investments.

Yes, perhaps it would have needed more time and
more difficulties.

What value do you attribute to the perspective of growth
(Fundamental / Relative / Marginal / Null)

of your business?

Relative, nothing grows forever, not even the stars. We
just would like to save some money for our retirement.

Relative, quality of life comes first.

Would you repeat your experience?

Yes, definitely we have learned some useful lessons
that have improved our life.

Yes and | am happy to show others an alternative way
of life.

How would you have responded to that question a year ago? What about three years ago?

One year ago, Yes.
Three years ago, fifty-fifty.

One year ago, Yes.
Three years ago | experienced some moments of
uncertainty that put at risk my choice.

If there had been a tool able to facilitate your process of change, how would you have considered it?

(Very useful /Useful / Marginal / Useless)

Very useful

| Very useful

How would you rate the overall experience?

Phenomenal. We are very proud of what we have done
and we feel very satisfied. We have achieved personal
growth through our actions, through living, through
doing things ourselves with our hands. We have
learned how to push ourselves ahead.

Very positive. Something to share with others.

5. Validation of the compass of value as a tool for fostering reflective judgments.

Do you think that in some
a) What am | changing for?
b) Who will benefit from this change?

If yes how have you answered?

way

you

have answered the following  questions?

(what for?)

(who benefit)

a) To have more time for my family and to do what |
love doing
b) My two boys will benefit from this change

a) To live a more fulfilling life
b) My family, my fiends, my staff, my guest.

Do you think that in some way you have answered the following second set of questions?

a) Which needs can be fulfilled with this experience?
b) Whose needs will this experience meet?

(What pleases)
(Whose needs are met)

a) Our needs to o see the children grow up, to have
some sort of role both physical and emotional in their
transition from kids to teenagers and to adults. To be
an example for them. | hope that they will understand
that they can achieve their own goals.

b) Externally, I would hope that my kids would feel
that | have helped them, that | have been there for
them, and | have been a part of their growing up.
Internally, 1 would be proud that | have been a part of
their life and that | meant something for them.

a) The needs to challenge myself and to improve the
quality of life of my family. The desire to be free and
to contribute to the environment and the community.

b) The needs of my children. The peace that | offer to
my clients.

6. Role of exemplars, stakeholders and others.

Did any models and / or exemplars influence your experience?

During a Master’s degree | have worked on some
business cases (3M, Toyota) where people were

Yes. A path of personal growth has helped me to learn
how to better understand my aspirations and to become
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empowered. These ideas of empowerment made me
start thinking about a different approach to the
business management style.

more open and available to change. | learned how to
recognize some of my fears and how to overcome
them.

What role has those models and/or exemplars had in
Relative / Marginal / Null)

guiding and supporting your choices? (Determinant /

Marginal

| Determinant

How have others (family, friends, colleagues...) reacted with regard to your decision to change?

My colleagues thought that | was crazy to throw away
a well paying job. My father was very happy, he
supported me and he is very proud for what | have
done and for the courage that | have shown. Friends
were extremely supportive, phenomenal.

The majority of people discouraged me to pursue my
choices for several reasons. They told me that | had
better not risk it that | should never leave a secure job,
that I should not go and live in an isolated place in the
country, that I would miss my life and | would come
back. I now think that they were expressing their fear

Has your change decision been influenced by the reaction of others? (Family, friends, colleagues,...)

Yes.

No, in the sense that | was able to reach my goals, even
if to do this | had to examine and re-evaluate all the
doubts and fears induced by the others.

What is now changed in your relationship with others (family, friends, colleagues...)?

I obviously see much less of the people | worked with,
but I do not miss them. | have lost the interaction with
them, but | have gained new different opportunities
and more time for my family.

I feel less influenced from others and | am surer of my
personal opinions. | feel that I have improved the
environment and the quality of my friends. | have
created the conditions of a life that more reflects
myself.

How do you show consideration to your stakeholders (employees, suppliers, clients, banks, community, etc.)?

Being very genuine, being ourselves. We are a part of
a community.

I enjoy to see the clients of my small resort that share
the same sense of peace and serenity that | live myself.
In general, my relationship with the stakeholders is
improved because it is not imposed from above, as it
was in the company where | worked before. Now |
follow my ideas and | choose how and with whom to
relate, focusing on quality, on kindness and on respect.

7. Business ethics perception before and after the process of change

What was your opinion on business ethics before you be

gan your experience?

A word with no value.

In theory, | thought that it was useful, but difficult and
not applicable in practice because it seems to me that
the companies used this concept without commitment
and more as a marketing tool to increase their profits.

What is your opinion of business ethics now with regard

to your experience?

Just from my experience and from the interaction we
have with similar sized businesses, ethics is about your
way of living, yourself, your brand.

I am more a believer in business ethics now, because |
have applied this idea in my business. | am aware that |
am my own brand in myself.

We live in a small community, where you have to be
ethical if you want to be sustainable. There is no way
that you can fake being ethical.

I think it is possible, useful and interesting and that
business ethics is a way to make my company more
similar to me.

Questionnaire

In order to prompt respondents to think, reflect, express values and provide answers in
their words, the interviews were conducted face to face using a semi-structured questionnaire
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consisting of 49 open-ended questions and 9 closed questions. Some of the questions were
oriented to activate emotional responses, in order to stimulate reflective thinking.

In order to establish the trustworthiness of the CCG theory, the questionnaire was
divided into seven blocks, each of which examines a specific area of inquiry.

1.Business story and emotional implication

2.Level of personal satisfaction before and after the change

3. Changes in the scale of values and virtues

4. Improvement of the reflection abilities

5. Validation of the compass of value as a tool for fostering reflective judgments.

6. Role of exemplars, stakeholders and others

7. Business ethics perception before and after the process of change

The first company interviewed is Goodieson a small Australian brewery located in Mc
Laren Vale in South Australia and the second company is Terra Sessana an Italian small
country resort located in Ostuni in the Apulian region. The stories of the two companies are
summarized in the answers given to the first set of questions.

Below is presented the questionnaire and the respective answers of the two
entrepreneurs. The questionnaire is presented in two columns, so that the two sets of answers
can be compared and evaluated.

Results

The content analysis of the answers to the questionnaire has produced a number of
interesting results.

In both cases it emerge an initial dissatisfaction that results from a conflict between
personal and individual values and those expressed by the companies where the respondents
have worked before the change. Dissatisfaction is perceived as the starting element of the
overall experience. These sentences expressed by the respondents clearly confirmed this
condition: | was considered a number not a person. (Goodieson); “I felt like a slave” (Terra
Sessana).

The interview data might be discussed in terms of alienation as what most especially
distinguishes the organizations where respondents worked in the past, from the organizations
they are active in nowadays, is that previously they were alienated from the organization
whereas now they are able to identify with it.

The answers show that the main problems that have led to the change are to be
ascribed to poor interest shown by previous companies to employees and stakeholders in
general. During their previous work experience, respondents matured disillusion about the
possibility that ethical behaviour of companies could improve, or that they could make some
changes in the workplace by themselves.

Outside of the quality of interpersonal relationships with colleagues, respondents did
not feel part of the organization and were often in conflict of values with the decisions of the
company.

The emotional implications of dissatisfaction generate a urge of change that is
considered as an opportunity to get rid of the perspective of a conditioned life in order to
create the foundations for a more fulfilling life.

As Kanungo argues when individuals experience their self as a part of an enduring
relationship with a sense of community, their behaviours tend to be guided by an interest to
minimize the sense of powerlessness or alienation among workers and a responsibility for
enhancing their self-worth. (Kanungo, 1992)

The sense of identification with the company is very strong and transpires in responses
such as: "...me and my wife are Goodieson brewery", or *“...to make my company more
similar to me” (Terra Sessana). During the interviews it became clear that there are no
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barriers between humans and the company, but that the economic dimension is all one with
the other spheres of life and with the ability to interact with the environment.

Very often the respondents said that their main goal was the pursuit of freedom. It is
essentially the freedom to express their values and virtues. To be able to take decisions
responsibly and to courageously face the decision to change. Despite the difficulties they had
to overcome, respondents have proven to be very involved in their new business; both found
the overall experience extremely positive. In stating that take into account different aspects
and what is particularly interesting is the high value attributed to the improvement of quality
of life and to personal fulfilment.

This evaluation has included issues related to quality of life and fulfilment that were
added spontaneously by respondents in the grading scale. The financial dimension plays a less
important role in the and certainly it is not essential in guiding evaluations and strategic
decisions, as the quality of life factor becomes more relevant.

The pursuit of business sustainability is an innate goal of the company. It is the base
on which the entrepreneurs take their decision, being aware of the implications of their
choices on the community, the environment and the level of their personal fulfilment.

Time has became more flexible especially with regard to the lower pressure of the
rhythms of work and to the freedom to choose how to schedule the days, which are
preconditions to be able to spend part of the day to pursuit satisfaction and fulfilment. This
allows a better management of the work pressure and contributes to improve the quality of
life.

The individual values scale registers significant change dueto the development
of greater self-reflection capacities occurred during the overall experience. In both cases the
value attributed to money decreases in favour of not business-oriented values such as family
or friends. Both respondents have attributed this change to the practice of their reflective
approach to the business.

The experience of change generates the reinforcement of some key virtues.
Overcoming the fear of change develops Courage that is perceived as a rational willingness to
take calculated risks. This is also related to the development of Prudence.

It is interested to note that Courage is today more developed for both respondents as
they are prepared to overcome difficulties with a more conscious attitude. Happiness is
another key virtue that is shared by the two experiences. Wisdom and generosity are also
virtues that have emerged and develop during the process of change. Prudence is also
reinforced as the experiences have induced the entrepreneurs to take calculated risks.

By these results it emerges a type of entrepreneur who is able to reflect on the meaning
of its business choices and take calculated decisions, not only on the basis of economic
considerations, but also including the pursuit of knowledge and happiness.

This is also connected with the strategic intents formulation that sustains the overall
experience of change by strengthening the determination to reach goals. In both cases the
strategic intent refers to a clear idea of what the company would become: “We want to serve
McLaren vale region and contribute to the environment and the community”, (Goodieson);
“Yes, | want to be free and prove to myself and the others that an alternative way of life is
possible”, (Terra Sessana). The lack of references to the financial dimension suggests that
entrepreneurs consider the financial results as a consequence of a virtuous approach to
business.

The compass of values fulfils its purpose of servingas a toolto induce self-
reflection in relation to the choices made and those yet to be taken. In particular respondents
show that the four questions are useful to deepen the level of analysis, as they produce a
broader investigation of the reasons and the motivations that sustain their choices. The use of
the compass of value, as a business ethics tool to facilitate and support change, can therefore
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foster the process of realignment of individual values and corporate values, in order to
stimulate the self-generation of sustainability.

An interesting result is the drastic change in the perception of Business Ethics after the
experience. From being considered a meaningless word, Business Ethics becomes a way to
make the company more similar to the virtuous orientation of the owner and the main
vehicle for expressing the values of the organization and to give significance of the
choice made.

The difference in business sectors and in the country of origin of the two companies
seems to be not influent in regard to significance of the answers given during the interviews.
This shows that CCG could become a practice shared in different context and that it is not
particularly influenced by different cultural orientation.

The many similarities in the two sets of responses suggest the existence of a profile of
entrepreneur who demonstrates attention to the assumptions of the CCG practice and
willingness to develop reflective thinking, as to promote the economic, social and
environmental sustainability of the business.

Conclusion

The results produced by qualitative research have shown the existence of a type of
entrepreneur who has taken during his business experience a personal methodology for self-
reflection that recalls the case of the practice of GCC.

Although the survey focused on a specific type of small family business, the
significance of the results is not negligible given the existence of a large number of companies
that offer these features and also considered their important economic weight on world
economy. Different business sectors and different country of origin seem to be not influent in
regard to the above results.

It is interesting to note that the practice of CCG leads to a noticeable change in the
scale of reflective judgments as well as in the ethical quality of business decisions. Companies
take on the role of social actors who have their own character, which leads naturally to the
achievement of the common good.

The GCC is not just about the aspects of ethical behaviour, but naturally extends to the
financial sphere that nonetheless takes a less critical role in guiding business decisions.

To confirm this, we can see that in decision-making are emphasized some aspects
related to the enhancement of “soft” variables such as happiness, fulfilment, quality of life,
family relationships and friendship.

As shown by the examined experiences, these objectives should be pursued with
courage, determination and perseverance. These virtues are generated and reinforced by the
daily practice of a self-reflective character.

In regards to what Mclintyre says Virtue Ethics is related to the habits and the
knowledge concerning how to live a good life, CCG promotes good judgments that emanates
from good characters. This means that the practice of CCG can produce internal goods and
excellence against the limited pursuit of external goods such as money, power and status that
are characteristically pursued by corporate institutions.

The significance of Business Ethics acquires an important value for entrepreneurs
because of its positive effects have a direct impact on business management and results.
Behind this growth there is a development that can be called development by propagation,
where people’s work embodies a high level of satisfaction, transforming the external world in
relation to their subjectivity. Through the development of reflective practices individuals can
then be more motivated in recognizing themselves in the good world that they are creating.

In this sense, the Business Ethics becomes a practical and spontaneous management
approach that self produces sustainability and ceases to give only theoretical indications.
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The search for the truthfulness of GCC opens interesting horizons of study and
research. The field of investigation should certainly be extended to a larger and more
representative sample of companies.

Lastly, it would be interesting to configure an ad hoc instrument that can stimulate a
change of perspective in business management, to the benefit of economic, social and
environmental, as well as to satisfy the fundamental needs of fulfilment and quality of life.

The practice of GCC aims to represent one of the possible paths in this direction.
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Abstract

I-MEET is an Integrated Model for Evaluating E-government services Transformation
from stakeholders' perspectives. It is based on an integration of concepts from value chain
management and business process transformation to optimize the system-wide value chain of
providers and users simultaneously. It aims to align stakeholders on a common global value
against traditional disintegrated approaches where each stakeholder optimizes its e-service
local value at the expense of others. The measured variables are derived from the literature
and focused groups. They are then categorized into cost and risk (Inputs) and (benefit and
opportunity) Outputs after a validation process based on Structured Equation Models using a
sample of 1540 user-responses of e-services in the UK. Finally, Data Envelopment Analysis
is conducted to derive an aggregated of an e-service satisfaction value using the various inputs
and outputs. The empirical results demonstrate that data-derived weights for aggregating
indicators are variable rather than fixed across e-services. The novelty of the assessment
approach lies in its capability to provide informed suggestions to set targets to improve an e-
service from the perspective of all engaging users. Hence it provides a better transformation of
public administration services and improved take up by citizens and businesses.

Keywords: Data Envelopment Analysis; Electronic Government Service; Performance
Measurement; Stakeholders; Structured Equation Modelling, United Kingdom, Qatar,
Lebanon

Introduction

E-government is defined as: utilizing the internet and the world-wide-web for
delivering government information and services to citizens (United Nations, 2001). An e-
government service (e-service) involves many stakeholders such as citizen, non-citizen and
business users; government employees; information technology developers; and government
policy makers, public administrators and politicians (Rowley, 2011). E-government is also a
complex dynamic socio-technical system encompassing several issues starting from
governance; policy development, societal trends; information management; interaction;
technological change; to human factors (Dawes, 2009). Consequently, the evaluation of such
e-services becomes a challenging task due to several factors related to e-government
information and communication system (e-system) as well as stakeholders. Each stakeholder
has different interests, costs, benefits and objectives that impact users’ satisfaction and e-
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service take-up. The achievement of one set of specific e-government objectives for one
stakeholder may result in the non-achievement of another set of specific e-government
objectives for another stakeholder (Millard, 2008). This challenge in balancing the interests of
various stakeholders and interest groups was also emphasized by Kelly and Nielsen (2011)
with a highlight on the lack of user-centricity which has been recently recognized by some
government officials such as the Swedish Minister Ann-Karin Halt who said “...agencies have
a good internet presence, but their internet solutions are often designed to meet the agency’s
need rather than the citizens’ needs”.

Recently, Lee et al. (2008) reported that e-government has been delivered at a high
cost for the tax payer with many successes and failures and a little use by citizens. Their
statement can be supported by Eurostat (2009) reports showed that the information technology
expenditures in 2008 for the United Kingdom, 27 European States, United States and Turkey
are 3.7%, 2.4%, 3.3%, and 0.9% of their national Gross Domestic Product, respectively.
Moreover, the e-government take-up (use) by individuals aged betweenl6 and 74 in the
United Kingdom, 27 European States, and Turkey, are 30%, 35% and 8% of their population
respectively. Lee et al (2008) also listed other hindering factors; the large bureaucratic public
sector structures which are grounded in years of tradition, thus unable e-government: to
embrace change; create environment for innovation; establish tools to measure users’
satisfaction and identify best benchmarks to improve performance. Moreover, Millard et al,
(2006) highlighted the lack of a proper measurement strategy for objectives. They suggested
that operational output objectives related to the roll-out of e-government services need to be
evaluated and measured in relations to specific outcome objectives to increase user
satisfaction and e-service take-up; thus stipulating that high quality e-services would increase
users’ satisfaction and take-up, decrease administrative burden, and increase back-office
efficiency. Additionally, Irani, et al. (2005) emphasized the potential of long term savings and
improved service quality levels that can be achieved by the development of an efficient e-
government infrastructure to facilitate electronic delivery of services to citizens. However,
this potential requires e-government to focus on: innovation and structural reform; rethinking
the way in which e-services are done; simplifying and reengineering the organizational
process in order to achieve high quality user-centric e-services.

In e-government practice, the evaluation of e-services is never simple due to the
tremendous complexity in public performance measurement, availability of information on e-
government policy and administrative efficiency indicators. According to the review of
customer satisfaction approaches in FreshMinds (2006), traditional performance measurement
of government services are often based on modification of customer satisfaction indices (such
as ACSI: American customer satisfaction index, or EPSI: European customer satisfaction
index), standardized survey instruments (such as CMT: Canadian common measurement
tool); and scale conversion methodologies (Miller and Miller, 1991). All these measurement
approaches conduct surveys and operate at a similar level of depth in terms of asked
questions, but they do differ in terms of breadth and coverage. They use fixed weights for
each measured variable associated with each factor to devise an overall satisfaction score. In
our view, there are few main points that may go against the appropriateness of such practical
approaches. First e-service users are not customers; they cannot buy better quality e-services
at higher prices due to the non-existence of market competition in e-government. Second,
customer satisfaction indices are measured based on perceived and expected quality of
services. Alternatively, users’ satisfaction should be a function of the quality of online
interactions, reliability, personalization and other opportunities that come out of an e-service.
Finally, the perception of high risk when using e-commerce service might be more than that
with e-service. As a result, there have been a few research initiatives to develop a citizen
satisfaction model (CSM) for e-services, (Kim et al., 2005; Welch et al., 2005; Lee at al.
2008; Wang et al. 2005). These models focus on e-government measures for different
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purposes, perspectives and countries (Jaeger and Bertot, 2010). They also employ statistical
approaches to establish relationships and predict satisfaction trends (Chan et al., 2010; Irani et
al., 2007, 2008; Wang and Liao, 2008; and Weerakkody and Dhillon, 2008). They may not
suggest a systematic process to e-service managers to design better services. They are
descriptive rather than prescriptive approaches in nature. For a recent review on an analysis of
methodologies utilized in e-government research from a user satisfaction perspective with e-
services, we refer to Irani et al (2012).

Given the above diversity of e-government measurement models and mentioned
challenges, there has been no formal agreement on a common international framework for
evaluation; there is no single view of how such measurement indicators should be designed, or
maintained relevant and practical over time. The integration of citizen’ use of e-services is
absent from most measurement frameworks (United Nations, 2010). Hence, an Integrated
Model for Evaluating E-government services Transformation — IMEET project was initiated
with the support of Qatar National Research Fund (QNRF) to develop a global agreement on a
consistent framework to measure e-government services and to include measures on all
stakeholders namely, users and providers. In this paper, we aim to develop a standard for the
evaluation of an e-service based on both e-system characteristics and user’s behaviour from
users’ online experience to measure users’ satisfaction using a data envelopment analysis. The
reasons to measure each stakeholder value within I_MEET framework are mainly due to
conflict of interests, need to align various stakeholders on common goals and recommend
improvements at macro and micro levels from different perspectives, Osman et al (2013).
Please note that citizen/users are used interchangeably in the paper. The main objectives of
the paper are as follows:

To develop an alternative satisfaction measure using data envelopment analysis (DEA)
efficient frontier methodology. DEA considers simultaneously the multiple measures on
outputs (benefits, outcome, and personal opportunity factors) generated from the e-system
with the multiple measures on inputs risk and cost to users in order to determine the aggregate
measure on satisfaction. Thus the satisfaction measure would reflect an overall efficiency and
effectiveness of the e-service.

To experimentally validate that the relationships among Cost-Risk inputs, Benefit-
Opportunity outputs and users’ satisfaction are statistically significant using real-data
collected on users of five e-services in the UK with a new enhanced questionnaire, see
Appendix. The experiment would provide an additional proof of the relationships validity of
the COBRA (Cost-Risk and Benefit-Opportunity Analysis) framework that was initially
proposed and validated on a sample of Turkish data in (Osman et al 2011, 2014).

To illustrate how DEA results can generate recommendations for managers to re-
design and improve e-services from the citizen’s perspective.

To call for the re-assessment of current United Nations e-government indices that use
fixed weights for indicators to derive weights based on our findings that users’ stakeholder
prefer to have variable weights reflecting their interests.

Methods

In this section, we shall first illustrate an e-service and the engaging stakeholders; the
identification process of the set of inputs and outputs with special focus on users, the data
collection process, the statistical validation process, and the data envelopment analysis. In this
paper, our methodology is developed from the engaging users’ perspective. However the I-
MEET framework is developed from the perspective of all stakeholders. Stakeholders’ groups
include users/citizens; businesses; public administrators (employees and politicians);
Government agencies; E-government project managers; design and IT developers; suppliers
and IT developers; research and evaluators. Rowley (2011). I-MEET is a mission-driven
interconnected framework based on the five main components that are shown in Figure 1:
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Mission and desired values of Government; the involved internal stakeholders; the affected
External stakeholders; the offered E-service(s); the Operating resources support and the
decision making support system (DMSS). The DMSS performs the business intelligence
analysis to determine the desired e-service values. It is also the dashboard for the deceleration
and acceleration control process to guide the improvement of e-services in various evaluation
dimensions.

C0: Mission & Values
of Government

C1: External
stakehold

C2: Internal ‘

v
" C3: E-Services C4: Operating ‘

t Process

C5: Decisi ki pport Sy &
Information Technology Infrastructure of the
Government

Figure 1: The main interconnected components of I-MEET framework

The I-MEET evaluation process starts by the identification of the e-service to access,
and the engaged stakeholders group which provides the real-experience data on the e-service
to evaluate. In this paper, we consider the users group which had real interactions and
experience with the identified e-service to evaluate. An e-service is delivered using an e-
system which is considered a black-box process to users (external stakeholders). The black-
box process is the concern of governments and agency providers (internal stakeholders). It is
normally designed according to providers’ strategic initiatives, objectives and desired public
values. The providers inject various input resources to provide outputs and outcomes to the all
stakeholders including users. However, the users provide inputs to an e-system during online
interactions to receive e-system’s outputs and outcomes. This interaction process during the
actual engagement with an e-service is a white-box process to users. The inputs and outputs of
the white-box process are the main concern of users that influence the users’ satisfaction.
Figure 2 illustrates the interaction process between a user and an e-system to obtain an e-
service. Thus, an e-service can be defined as the complete cycle of stages starting from the
first interaction to request a service through the various input/output online activities while
engaging with an e-system to the final delivery of the service according to the user’s desired
output and outcome.

Inputs from
government/ provider

Input from individual E-system output to

users during online -
= — users after
interaction ) !
interaction

—~— E-system output to
user during online
interaction

‘White-box process from user
perspective

Figure 2: The interactive process between user and e-service.
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The identification process of the set of inputs and outputs from user’s perspective was
based on a systematic approach where a set of measurable indicators was derived from
conducting focused groups with various stakeholders and the available literature, Irani et al
(2012). Three workshops were held in Qatar, Lebanon and UK with different stakeholders -
users, providers and academics- to generate a questionnaire from users’ prospective consisting
of 60 questions. The data collection process started by identifying a list of five e-services,
namely, Benefits, Retirement and Financial or Job Seekers support; Driving License Queries;
Healthcare Information; Local Government and Tax Information. The data collection was
conducted by a private agency over a six months period. The statistical validation process was
conducted to validate the set of input and output variables using COBRA - the cost-
opportunity and benefit-risk analysis- framework in Figure 3. The COBRA framework was
proposed to validate the measurement scale of a set of measured variables and their
relationships to users’ satisfaction on a sample of Turkish e-services, Osman et al (2011,
2014). The COBRA validation process was based on a structured equation modeling and a
confirmatory factor analysis in order to group measured variables into a set of fewer COBRA
categories. The prediction of users’ satisfaction to users’ inputs as predicators was found to
follow the following significant relationship:

Satisfaction = 1.9 +0.385x Opportunity + 0.026 x Benefit - 0.023x Risk - 0.287 x Cost

Cost

Benefit 1 -+

£ S Satisfaction

Risk Jl

~|[ O pportunity l

|
Figure 3: A COBRA illustration of measurable predictors to user’ satisfaction.

Finally, the main analytical component of the I-MEET is a decision making support
component which is based on data envelopment analysis. It acts like a dash broad that will
provide tradeoffs among competing indicators and provide guidance on how to accelerate and
decelerate the I-MEET processes in order to achieve the main goals from the evaluation
process for transforming an e-service.

Data Envelopment Analysis (DEA) is a non-parametric linear programming approach
for multifactor productivity performance analysis. It evaluates the relative efficiencies of a
homogeneous set of decision-making units (DMUs) where each DMU (e-service) utilizes
multiple inputs and resources (cost and risk variables) to produce multiple outputs and
outcomes (benefit and opportunity variables). The efficiency score of a unit is measured by an
aggregate function defined as the ratio of the total weighted outputs to the total weighed
inputs. A unit with an aggregate efficiency score of 1 (slack values =0) is considered to be
efficient (satisfying users) and a score of less than 1 indicates that the e-service unit is
inefficient (dissatisfying users). The original DEA constant return to scale model (DEA-
CRS) was developed by Charnes et al. (1978). It assumes that a proportional change in inputs
does result in a similar proportional change in outputs. The DEA-CRS model needs to be
executed as many times as the number of decision making units in order to determine an
aggregate efficiency score for each e-service. The weights for each e-service are optimized in
the best interest of the e-service being evaluated subject to the aggregate ratio of each e-
service in the set does not exceed a value of 1. Figure 4 provides a mathematical formulation
for the primal DEA output-oriented model based on a constant return to scale on the left side
and its associated envelopment dual model on the right. In this formulation, given n e-services
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where p (p =1, ..., n) is the e-service being evaluated, m represents the number of inputs (cost
and risk variables) and s represents the number of outputs (benefit and opportunity variables),
Vi Is the amount of output k generated by e-service i, and x;; is the amount of input required
by e-service i, andv, u; are the weights given to output k and input j respectively. The
output-oriented productivity measure of e-service p can be obtained by maximizing the
numerator of (X5_; viYip/2i=1 U;Xj) and setting its denominator equals to 1 as shown in the
first constraint in the formulation. The second set of n constraints achieves the relative
concept; obtained by imposing no aggregate ratio value to any unit should exceed one.
Similarly, a primal input-oriented model can be obtained by minimizing the dominator while
setting the numerator equals to 1.

Primal DEA-CSR: Output-Oriented Model Envelopment  DEA-CSR:  Input-Oriented
Model
5 Minimize @
Maximize Z VkYkp s.t.
k=1
S.t.
m n
Zujxjp =1 Zlixﬁ < Oxjp ;Vi=1,...,m
5 m ,
kayki —Zu]x]l <0;vVvi=1,..,n leykl = Ykp ;Ve=1,...,s
k=1 j=1 j=1
Vi, u =0 Vk,j A =0 ;) Vi=1,..,n

Figure 4: Constant Return to Scale DEA (Primal) and Envelopment DEA (Dual).

For every inefficient unit, DEA identifies a set of efficient units that can be utilized as
benchmarks for improving inefficient ones. Benchmarks can be easily obtained by employing
the envelopment DEA-CRS input-oriented model when the number of DMUs is very high due
to its computational efficiency. A DEA variable return to scale (DEA-VRS) model was
developed by Banker et al. (1984). It assumes variable changes in outputs, unlike proportional
changes in DEA-CRS. The envelopment DEA-VRS model can be obtained by adding a
constraint 37_; 4; =1 to the envelopment input-oriented model DEA-CRS model, where

A represents the dual variables to identify the benchmarks for inefficient units.

DEA was considered as one of the big idea in the history of research in service
operations (Chase and Apte, 2007). DEA applications in service operations include:
examination of efficient use of different types of enterprise information in the realization of
strategic performance (Bendoly et al, 2009); assessing the relative efficiency of local
government in Portugal (Afonso and Fernades, 2008); efficient service location design for a
government agency in the State of Michigan (Narasimhan et al, 2005); evaluation of
efficiency of units within a large-scale network of petroleum distribution facilities (Ross and
Droge, 2004); performance assessment of joint maintenance shops in the Taiwanese army
(Sun, 2004); evaluation of the relative efficiency of nurses (Osman et al, 2010); For more
details on DEA theory, models and applications please refer to Cooper at al. (2007).

Results and discussions

The users’ online experience was captured from responses of 1540 UK real-time users
of the five identified e-services. Enough time was allowed to collect more than 300 responses
per e-service, see Table 1. Table 2 provides description of the data and their grouping. The set
of 60 questions in the questionnaire were divided into two parts. Part one contained 49
questions related the users’ e-service experience for measuring the users’ value of satisfaction.
These questions were further subdivided into a set of 4 factors and associated sub- categories
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to generate recommended improvements. The value of each variable was obtained by
averaging the Likert scale responses of the included questions. Part two contained the other 11
questions to collect bio-data in order to identify the characteristics of satisfied/dissatisfied

users for managerial actions.

E-Service name Size of responses
Benefits, Retirement & Financial or Job Seekers support 310
Driving License Queries 305
Healthcare Information 310
Local Government 306
Tax Information 309
All E-service 1540
Table 1: Summaries of e-service names and responses size per an e-service
Factor/Group Included Questions No of questions
Cost 14
Time 1-7,19 8
Money 8,9, 10, 20, 21, 23 6
Risk 11
Finance 11,12, 13,14, 15 5
Personal 16, 17, 18, 34, 35, 36 6
Benefit 11
Information 28,30-33, 47 6
Service 24-27,29 5
Opportunity 13
Technical 44-46, 48, 49 5
Service 22, 37-43 8

Table 2: Grouping of questions in the questionnaire in factors and sub-categories.
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Figure 5: The proposed COBRA relationships among various indicators.

Statistical Test Values Accepted Range
CMIN CMIN/DF= X?/df 4.39 <5.00
GFlI 0.91 >90.0
Baseline NFI 0.94 >90.0
Comparisons
RFI 0.91 >90.0
IFI 0.96 >90.0
TLI 0.93 >90.0
CFI 0.96 >90.0
RMSEA RMSEA 0.05 <0.05
LO 90 0.04 <0.05
HI 90 0.05 <0.05

Table 3: Structured Equation Model Fitness Results.
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To validate the proposed COBRA relationships (Figure 5) among the identified
variables, factors and sub-categories and the users’ satisfaction, a structured equation model
was used to test the fitness of the proposed model, (McDonald and Ho, 2002). The results in
Table 3 showed that all statistical measure indices were within the acceptable levels with p
<0.01. For instance, the value of X?/df = 4.39; Root Mean Square Error of Approximation,
RMSEA= 0.05; Normed Fit Index, NFI = 0.93; Comparative Fit Index, CFI = 0.96. As a
result, the SEM results provide a proof that the COBRA proposed model has a satisfactory
model fitness and that all of the measured variables can be used to measure the satisfaction of
users from the corresponding factors/constructs.

The COBRA model captures the rational behaviour of users - if the cost and risk are
lowest and if the benefit and opportunity are highest, then the users would be the most
satisfied. This rationality is translated into the DEA modelling process in the following way, if
the inputs (cost and risk) are lowest and the outputs (benefits and opportunity) are highest,
then the associated decision making unit has the highest DEA score of 1 (equivalent to most
satisfied). Moreover, the COBRA validation was based on statistical tests that predict trends
but they do not allow the identification of best-practice benchmark for improvements. Those
best-practices are always treated as odd points and may be neglected/dropped from the
statistical analysis. On the contrary, those odd points may represent the best-practices to guide
the improvement process and DEA is more capable at their identifications. They form the set
of efficient frontier in DEA terminology. Therefore, we are using the same indicators to
generate improvement recommendations as well as DEA scores on users’ satisfaction.

In order to generate the satisfaction of users with an e-service, the appropriate DEA
model must be selected based on the characteristics of the users and the orientation of desired
improvements. Table 4 presents an analysis of the bio-data of the respondents. It can be seen
that the users come from heterogeneous groups of different interest usage, annual income and
computer skills. These features require the implementation of a data envelopment model with
a variable return to scale. Further, since we are interested in measuring the efficiency of
utilisation of inputs and the effectiveness of outputs by an e-service, input and output-oriented
models must be utilised. Therefore the following two DEA-models are used to analyze the
collected data, namely: input-oriented DEA-VRS model — input-oriented DEA with Variable
Return to Scale - and output-oriented DEA-VRS model. The DEA results reveal a number of
observations. First, the efficiencies of transformation are different across e-services and
orientation desired, Table 5. The input-oriented efficiencies of the e-services range from
63.9% to 66.8% with an average of 64.9%, i.e., the current outputs (opportunity, and benefit)
can be produced at an average of efficiency of inputs (risk and cost) utilisation of 64.9% than
the current level. This indicates more managerial actions are needed to reduce the current
resource utilization by 35% to keep the level of outputs (the average of input orientation score
is around 65%). In addition, it was found that 86 out 1540 (5.58%) of the respondents were
fully satisfied or achieved DEA scores of 1. However, if a reduction of the utilisation is not
possible (i.e. keeping the resource utilisation of inputs at the current level) then the
management should look at increasing the current level of outputs by an average of 20% since
the average of output-oriented efficiency is 80%). Similarly, was found that 211 out 1540
(13.77%) of the respondents were fully satisfied or achieved DEA scores of 1. From the
analysis in Table 5, it can be seen that the Driving License e-service is the best among all
compared e-services. Its best-practice and operating features can be further documented and
analysed to use it as a guiding benchmark for the less efficient e-services.

Second, the different weights given to each input/output variable are different for an e-
service in the same country, Table 6. The differences reflect that different importance is
assigned to measured variables from the users’ perspective. They also vary per orientation
and their values would provide management with a guiding tool to what matters to users.
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Users’ Characteristics Value Frequency Percentage
Internet Usage Beginner 25 1.62
Fair 178 11.56
Good 540 35.06
Excellent 797 51.75
Annual Income Less than £10,000 252 16.36
£10,000- £19,999 357 23.18
£20,000- £29,999 425 27.6
£30,000- £39,999 226 14.68
£40,000- £49,999 114 7.4
£50,000- £59,999 61 3.96
£60,000- £69,999 34 2.21
£70,000- £99,999 48 3.12
£100,000- £149,999 13 0.84
£150,000 and above 10 0.65
Use E-service Everyday 193 12.53
Several times weekly 278 18.05
Several times a month 188 12.21
Once a month 348 22.6
Several times a year 258 16.75
Once a year 275 17.86

Table 4: Analysis of the Bio-Data of respondents.

DEA-VRS oriented models
Name of E-services/Labels Input Output
Benefits, Retirement and Financial or Job Seekers support (B) 64.4 79.7
Driving License Queries (D) 66.8 81.9
Healthcare Information (H) 65.3 81.2
Local Government (L) 63.9 79.6
Tax Information (T) 64.1 79.5
All E-service (Overall Average) 64.9 80.4

Table 5: DEA input and output oriented results.

Weights of DEA-VRS models
Inputs/Outputs Indicators Input-oriented Output-oriented
Cost_Time 0.1 0.15
Cost_Money 0.4 0.25
Risk_Personal 0.25 0.44
Risk_Financial 0.25 0.16
Opportunity_Service 0.23 0.25
Opportunity_Technical 0.18 0.08
Benefit_Info 0.29 0.38
Benefit_Service 0.3 0.29

Table 6: Flexible weights given to users/ indicators from DEA oriented results.

This observation highlights a very important weakness in the equal-weight approach
that has been used to generated UN e-government indices and invites more research to re-
assess the current ranking of countries, since it does not take the relative preference of
countries when deriving the ranking scores.

Finally, both DEA-VRS models generate target improvement expressed in terms of
percentage change for a particular e-service or a group of e-services with reference to the set
of best-practice frontier, i.e., fully satisfied users. For instance, Table 7 provides such
recommended changes on the average for each of the five E-services. Negative values
indicate a reduction in the current values of the associated indicators, while positive values
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indicate increases over the current values reach in order to become efficient or effective from
the perspective of the respondents. From table 7, it can be seen that the financial risk,
personal risk followed by the cost of time have the highest % of required improvements along
with the improvement of the technical opportunity from the input-oriented model. However,
looking at the recommended change from the output-oriented model, it can be seen that the
financial risk and the cost of time and the technical opportunity must be improved. Both
models agree on such recommendations with different degree of change. In this case, the
management interested in promoting the provision of e-government service are invited to look
at the characteristics of the benchmark and learn new ways to improve the e-service. The
importance of the recommendations is coming from the actual observation of an e-service and
a group of respondents, who achieved the suggested targets, i.e., we have a set of best practice
efficient services that were identified to give the improvement or change process.

Conclusion

In this paper, a new framework for evaluating e-Government e-services from
stakeholders’ perspective was introduced. The framework is a mission driven approach with
goals that are translated into strategies with objectives and initiatives with desired values.
These initiatives would affect the input-resource efficiencies, quality of generated
output/outcome effectiveness and business impact of the e-service provisions. The users are
one of the key stakeholder and their opinions are often neglected but very important to
increase take-up and providers objectives. Moreover, while using an e-service, the e-service
may require users’ inputs to generate outputs and outcomes that impact users’ satisfaction in
contrary to the desire of the providers. Therefore, developing a users’ questionnaire and
validating of prime important for capturing the users’ values of e-services. The questionnaire
was systematically developed using focused groups with users, providers and academics in
Qatar, UK and Lebanon. The generated questionnaire is now validated using collected data
from a large

% Targets to improve E-services using Input Oriented Model
Indicators B D H L T
Cost Time -0.39 -0.37 -0.4 -0.4 -0.39
Cost Money -0.37 -0.34 -0.36 -0.37 -0.37
Risk Personal -0.36 -0.34 -0.35 -0.37 -0.37
Risk Financial -0.45 -0.41 -0.42 -0.43 -0.45
Opp Service 0.05 0.05 0.04 0.05 0.05
Opp Technical 0.17 0.19 0.21 0.21 0.18
Opp Technical 0.02 0.03 0.02 0.02 0.02
Benef Service 0.06 0.03 0.04 0.05 0.05
% Targets to improve E-services using Out-oriented Model

Indicators B D H L T
Cost Time -0.3 -0.32 -0.35 -0.32 -0.31
Cost Money -0.09 -0.08 -0.09 -0.09 -0.1
Risk Personal -0.08 -0.07 -0.08 -0.07 -0.08
Risk Financial -0.36 -0.33 -0.35 -0.36 -0.39
Opp Service 0.43 0.36 0.37 0.43 0.42
Opp Technical 0.46 0.43 0.45 0.47 0.46
Opp Technical 0.37 0.33 0.34 0.38 0.39
Benef Service 0.44 0.35 0.37 0.43 0.43

Table 7: Recommended targets to improve the e-services.

Sample of UK respondents in this paper. The validation process uses a structured
equation modelling to provide a proof of the existence of significant relationships between
cost-risk and benefit-opportunity on one hand and users’ satisfaction on the other hand. The
statistical testing provides the second validation of the COBRA framework in the literature.
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After the validation process, Data envelopment analysis was conducted to determine optimal
weights for variables from the relative perspective of users. The results of DEA show that the
UK e-services are more effective in terms of output generation and less efficient in terms of
input utilization. Hence, the paper provides e-services’ providers with a management tool that
can identify targets for improvements for specific indicators for an e-service to become either
input-efficient or output-effective. It also provides reference to existing best practices that can
guide the change in the improvement process. The DEA analysis also showed that the use of
fixed weights to aggregate indicators to produce United Nation indices may need re-
assessment or revisited. Simply, because, the weights of indicators seem to vary within a
country and within the same users’ group of e-services let alone use fix weights across
nations.

This study is the first of its kind for analysing e-services in the UK from the users’
perspective using the proposed quantitative approach. The approach can evaluate a single e-
service to establish best-practice among users or evaluate multiple e-services to establish best-
practice among e-services. The research team is currently conducting similar studies are
currently being conducted to evaluate e-services in Qatar, Lebanon and Turkey from the users
and providers perspectives. Future research can also benefit from studying the bio-data and
written feedbacks and correlate them to the obtained data development scores using data-
mining tool or other descriptive statistics to identify the characteristics of satisfied and
distained groups. The various analyses is limited to the use of Likert scale for the users’
responses due to the difficulty for users to provide proper estimates for measured variables.
But such limitation does not affect the proposed approach, but actual data may give better
insights and understanding.
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Abstract

Assuming that the concepts included in the fundamental description level of the
sustainable economy are the concepts of sum and direction, a model is formulated herein
using a mathematical structure used by the equilibrium Macroscopic Thermodynamic Theory.
For this formulation, the following items are considered: an open economy, with a public
sector, which produces non-free (goods) and free (conveniences) goods and services. New
concepts are introduced which, associated to macroeconomic variables, define a set of
variables which are representative of each and every activity performed by the economy.
Equilibrium states are conceptualized which an economy can achieve when it evolves in a
sustainable manner and with certain restraints. The existence of a function, only defined for
equilibrium states, is postulated which has a peak value when the economy achieves the
highest welfare state. It is postulated that this function has mathematical properties that allow
use the same mathematical tools of Thermodynamic Theory. Then, the model is applied to a
simple economy and the equilibrium and equilibrium stability criteria are deduced. It is
emphasized in the conclusions that the model provides a useful connection between the
Microeconomics and Macroeconomics domains, and numerous equations that are useful for
economic analysis; the obtained equilibrium criteria are compared to the traditional ones, and
the economic content of the stability criteria is expressed.

Keywords: Sustainable, Economy, Mathematical, Model, Thermodynamics

Introduction

In the fundamental description level of a sustainable economy there is an arrow of
time. An economy (or economic system) operates in a sustainable manner when it evolves
increasing the welfare of its population. In order to achieve this objective, in addition to fulfill
the necessary macroeconomic requirements, the system must ensure that the net potential
availability of factors (NPAF) per inhabitant shall not diminish. The employment level and
the assignment efficiency and use of these factors should not diminish either. The NPAF
include all the potentially Productive Factors (the economic system’s human and capital
resources) plus all the potentially imported factors (goods the system may import and could be
used as factors) less the factors the economy use to produce export goods. The system must
also ensure that its characterization shall not undergo any negative changes. For the purposes
of this model, an economic system is sufficiently characterized by: i) a determined number of
consumers; ii) a certain state of scientific and technological knowledge, for each and all of its
activities; iii) a determined mean level of education, culture and public health; iv) an
enforceable legal system to ensure peaceful coexistence and to regulate the interaction with
other economies; v) a set of consumer preferences that determine the bundle of goods the
system must produce to satisfy domestic and external demand; vi) a predisposition to produce
unpriced public conveniences, and vii) the aspiration of consumers to enhance their wellbeing.
On the other hand, the system must to ensure that exploitation of their natural resources is
efficient; this can be achieved by maintaining renewable resources available and by making
the necessary previsions for future generations to have the economic means for solving the
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problems that the exploitation of non-renewable natural resources might cause (WECD,
1987). In addition to the concept of direction, the other concept included in the fundamental
description level of a sustainable economy is the concept of sum. These two concepts are the
basis of the formulation of the equilibrium macroscopic thermodynamic theory.
Consequently, by identifying the appropriate variables representing each and every activity of
the economy and by conceptualizing ideal limit states, it is possible to formulate a model
employing the mathematical structure used by thermodynamics. For the formulation of the
model an open economy is considered having a public sector, which produces non-free (in
short, goods) and free (in short, conveniences) goods and services. In order to identify the
variables to be incorporated into the mathematical structure, for any instant during the
evolution of the economy, the average economic availability per inhabitant is defined as dep
=(GDP+M-X)/N. This variable, which has dimensions of [money/time.inhabitant], allows for
introduction of the concept of average effort associated to achievement of a physical unit of
each good produced by the economy. Thus, for example, the average effort associated to
achievement of a physical unit of good j is equal to (zj /dep), wherein z; is the price of good j.
The dimension of this new concept is [(time.inhabitant)/physical unit of good j]. Moreover, a
limit state can be conceptualized as an ideal state that might be achieved by a system having a
certain characterization, a certain NPAF and evolving in a sustainable manner, but restricted
to having a certain factor assignment. With these concepts, the model is formulated,
mathematical relations resulting from this formulation are deduced, the model is applied to a
simple economic system, and the equilibrium and equilibrium stability criteria are deduced.

Model Formulation

An economy operating in a sustainable manner, having a certain characterization and a
certain NPFA per capita, could achieve different limit states for different factor assignments.
These states, conceptualized as ideal, will be referred to as sustainable equilibrium states,
SES. In each of these states, the economy makes full use of its factors, operates in a
sustainable manner, with a certain factor assignment, with no externalities and with an optimal
tax policy. Under these conditions, the economy achieves an equilibrium state by maximizing
the usefulness of all its agents and ensuring that the consumption of goods and conveniences
is in equilibrium. If the restriction to operate with a particular factor assignment is eliminated,
the sustainability condition will cause the economy to evolve to the state of maximum
possible economic welfare. This ideal state, which belongs to the set of SES, to be called the
State of Maximum Sustainable Economic Well-being, here abbreviated SEW. In this state, the
economy adopts an optimal factor assignment and uses these factors with maximum
efficiency for the available technologies.

When a system reaches a SES, its NPFA is described by a unique set of quantity and
quality properties that, in a unit of time, the economy employs to satisfy its domestic demand.
If the economy uses t number of distinct productive factors and it use an m variety of imported
products, this set can be represented by the vectors F = (Fy,...,Ft) y P[imp] = (P1,imp,...,Pm,imp)-
F is a vector representing the productive factors allocated to satisfy domestic demand, while
P[imp] is a vector representing the imported products allocated to satisfy the domestic
demand. The coordinates that define these two vectors can be grouped in a unique variable
that is expressed in units of factor per unit of time symbolized F. The unit of factor (uf) is
defined as the amount of physical units of each and every factor employed to produce a
“universal consumption basket” which contains different amounts of physical units of each
and every good j produced in the economy. For each good j, the amount contained in this
basket is the average amount consumed by a consumption unit, predetermined in each case, in
the time unit selected to define the flow variables. Then, if xrj and Xijimp are the amounts of
physical units of the factors r and i used to produce a physical unit of j, and c; is the amount
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of physical units of product j contained in the universal consumption basket, the factor unit is
given by:
I I3 I i
”/f = EECJ ' I"J + EECJ' ) If,j‘.fli{])
J=1 r=1 =1 r=1
If for a SES, wr and zj,imp are the prices of a physical unit of the productive factor r and
the imported factor i respectively, then the price of the unit of factor is:

n 7 nom
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It is then possible to calculate the quantity of the units of factor per unit of time as F
=A/w, where A = GDP + (M - X).

The definition of (dep) and the quantification of the concept of average effort,
establishes the concept of the economic intensity of factors or products, defined as the fraction
of all the consumers that are either associated with the use of a certain quantity of factors, or
produce a certain quantity of products per unit of time. For example, the economic intensity of
the factor units the economy uses per unit of time to satisfy its domestic demand is equal to
[(w/dep).F], and the economic intensity for the production of good j is equal to [(z;/dep).P;j].

When the economy reaches a SES, there is a complete use of its NPFA. In this
situation, it is possible to describe the SES by enumerating a set of variables that are
associated to different activities. Given that each SES has a given characterization, a given
NPFA and an a-priori efficiency in the allocation and use of factors, one of the possible
descriptor set is (F, F¥, P, F*9), where F¥ is the quantity of units of factor used to performs
those task needed to growth, P is a vector whose coordinates represents the total quantity of
physical units of product per unit of time of each and all final priced goods j produced by the
system to satisfy the population demands, and F is the quantity of units of factor used to
generate unpriced conveniences. If in this description, only the population (N) changes, then
the variables (F, F¥, P, F®9) change in the same proportion, thus these variables are extensive
variables.

Postulate 1: In an economy that makes complete use of all of its NPFA the SES is
fully described by the set

(F, FX Pa,..., Py, F?9) = (F, F, P, F")

In the set (F, FX, P, F*9) there are not included those variables related to global
conservation. Therefore, the economic intensity of the output of the activities of global
conservation is a function of (F, F¥, P, F®9). When an economy reaches its SEW, it achieves a
state of maximum efficiency and minimizes the economic effort to achieve its economic
objectives; therefore, the economic intensity of global conservation activities is at a minimum
and the economy minimizes the average effort to produce a unit of each and all goods and
conveniences.

Postulate 2: There exists a function, arbitrarily called Yala (Ya), that is a function of
the extensive variables (F, F¥, P, F*9), that is defined for all the SES of any economy and has
the property that the values adopted by the unconstrained variables (Pi,...,Pn), when the
economy is in the SEW, are those that minimize the Yala function for the system’s
characterization, the NFPA and the magnitude of F that define that SEW.

The set of the points of the space R for which the function is defined, conform a
continuous and differentiable manifold. Also, when F increases and (FXP,F®) remains
constant, the Yala function necessarily increases.

Postulate 3: The Yala function (Y?) is a homogenous first order function in each and
all its extensive variables, it is also a continuous and differentiable function and is a
monotonically increasing function of F.

The partial derivatives of Yala are the intensive parameters of the economy and are
defined by the following equations:
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expressed in [monetary units/physical units of product]. For each final good j the symbol has a
supra index (mo) to highlight that is determined by the sum of the prices of those factors

employed in the production of that final good j, that depends exclusively on the production
method utilized to obtain it. These variables include all direct factors, and only the indirect
factors that depend on the production method employed as provision for human resources,
replacement for depreciated capital goods allocated to the production of the j-good, producers
costs to ameliorate the environmental impact of the production method used to obtain j, and
provisions necessary to compensate the depletion of the non-renewable natural resources used
by the product j. Vector z[mo] represents the price vector of those products destined to satisfy

The Yala function contains all the economic information to describe the system and

the population’s demands.
will be called the fundamental relation of the economy. Its first differential is:

AV =i dF =i dF* =Y 21 dP, b dF
= J 7
Postulate 3 allows derivation of an alternative form of the fundamental relation:
F=F (Y3 F P, FY)

This equation is the fundamental relation for an economy represented in F and
contains all the information necessary to specify the SES.

Since the Yala function is monotonically increasing of F, the minimum condition
specified in Postulate 2, implies a maximum for F when the economy reaches the SEW. This
implies that the SEW is a state where Y2 has minimum when F is constant or F has maximum

when Y2 is constant.
The Yala function is homogeneous of first order in all and each variable; therefore for

any u
YN Fo FrouPu FEY=u' -V (F,F"'P,F*)
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A similar analysis for the equivalent fundamental relation on F results in:
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The last two equations are an application to economics of the Euler Theorem on

F(Y”,F",P,Fﬁg)
w
To analyse the evolution of an economy through SES, it may be convenient to cast the
fundamental relation as a function of other variables, for example, as a function of intensive

homogenous first order forms.
variables. The Legendre Transformations provide the adequate formalism to transform the

fundamental relation in terms of the conjugated variables and to obtain new functions,
conserving all information. For example, to obtain a new function expressed as a function of
the corresponding conjugated variable as the independent variable instead of F, then, the

Legendre transformation is:
VAR Nl B ERN



With the ceteris paribus condition that only F and P; can change, the others
transformed functions useful to analyse the economy evolution are:
VAP F PP E) P s B P ) =T = (=20) P,
J /+ ” / /
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It is important to note that when F¥, Ps,..., Pn, and F9 are transformed, the resulting
Legendre’s transformation is equal to the population of the system (N):

SR (03-C- ED R U A T e A B
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This Legendre transformation, expresses the sum of the economic intensity of each
and all the activities the system execute.

Because the fundamental relation is a function of [q = (n+3)] variables, there are [2®-
1] Legendre transformations possible. The Yala function and its transformed functions are
called Potential Functions.

Similar analysis for the fundamental relations on F, allow one to obtain the legendre
transformations of F function.

Given that potential functions have exact differentials and its partial derivatives also
are continuous, it is possible to find a set of mathematical relations using the property that for
this class of functions the mixed second derivatives are equal. For example, with the condition
that only F and Pj can change it is possible to obtain the following reciprocity relations:
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Modelling a simple Sustainable Economy

Consider an economy defined, as before, by a certain characterization, PFA and
operating in the SEW. This economy has N inhabitants, t productive factors, h firms
producing two priced products A and B to satisfy the demand of its population, p firms
producing the x products it exports, and imports a variety of m different products. Also, this
economy has a public sector that ensures (i) the economy operates sustainably, (ii) supply the
system’s conveniences and (iii) performs those tasks needed to improve the social
infrastructure.

Let the economy be displaced marginally from a SEW point, for which the only
possible changes are the quantity of units of the A and B products. Because the
characterization, the NPFA and F do not change, the variable FX and F™ keep constant. Them,
from the first differential of Yala function and the statement of Postulate 2 can be derived the
following expressions:

~ 7o no ~ o mo
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P ~ o mo ~ Mo mo
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Equation (I) is the micro economical relation known as the relation of products
transformation, or the marginal rate of transformation, from B to A. Similarly, equation (1) is
the micro economical relation known as the relation of products substitution, or the marginal
rate of substitution, from B to A.

The proposed formulation allow a different path to obtain equations (I) and (11). At any
point in time, the sum of the GDP, associated to potential productive factors availability, and
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the [M — X], associated to the potential factors availability that result from international
transactions not related to goods exchange, is the price of the endowments available to the
system. This result must be equal to the monetary sum of the total domestic consumption (that
includes all end-goods, conveniences and the amount of money allocated to conserve the
system as a whole) plus the system’s total net savings, St. This balance can be write in terms
of economic intensity as:

GDP+(M -X) 7+0, S
=z P +Z7 P+ S

dep

G’DP+(M—X) 7+0  §
=20 C + 27 C +—F+——
dep dep  dep
Where T is the amount of money allocated by government to public sector units’ direct
and indirect factors. Similarly Oyp is the amount of money allocated by non-government

public sector units. In the equations above it is valid to replace:

GDP +(M - X 7+0 , Ky .
=N —— T =YW ¥ — L=
dep dep dep

Then

AV =d (27 1P, + 27 P, )+ df "+ d L[ + 27
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At the SEW the economic effort associated with one unit of each and all priced end-
goods (A and B) are minimum. For the marginal displacement considered above N, F¥, F*9 and
the average effort asociated to the unit of factor remains constant and the expressions (I) and
(1) are also obtained from the last diferential equations.
As for the total system, at the SEW it is possible to write the balance in terms of
economic intensity for any agent of the economy. For the j-consumer this balance is:

~ . ot a py! £ ‘k’
B, =270, +Z7IC, + ¥+l 7]+ P

Fj is the amount of units of factor that have the agent j. The variables in brackets in the
last equation symbolise the contribution in units of factor of agent j to improve the social

infrastructure and to the production of conveniences, respectively. Then, for the marginal
displacement considered above, for every j=1,...,N by differentiation of the last equation:

a C' Z~ o z o
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The same analysis applies to the k-firma, for every | =1,...,h. For these cases the
balance in terms of economic intensity is:

~ _ zmo Zmo a -~ £ bg
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As for consumer agent, for the marginal displacement considered above, by
differentiation of the last equation:
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For the case under consideration, equations (I11) y (IV) allow to deduce that, at the
SEW, the marginal rate of transformation for all the firms and the marginal rate of substitution
for all consumers are equal.
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In the space Pg versus Pa, the SEW is represented by a point. Consider a finite virtual
displacement from the SEW to other points where the economy can only change the Pg and
Pa quantities, thus there is a graph that represents the set of the feasible outputs of the
products A and B an economy produces using efficiently the unique set of factors it allocates
to this task. This output set is the production possibility frontier. The SEW is a unique point in
this frontier and is the point of maximum efficiency for an economy that has achieved an
optimum and sustainable level of economic wellbeing for all its inhabitants. Also the SEW is
the unique point where it is possible to calculate the slope of the production possibility
frontier graph. To calculate this slope let fr be the amount of physic units of the r-productive
factor used to produce A and B; and fi the amount of physic units of the i-factor imported to
produce A and B, then

//‘-=’rf-,A'jDA+xr,3'P3 f:‘=‘r/‘,A'/DA+’r/,3'1?9

In these equations xr.a and g are the quantities of physical units of r-productive factor
used in the production of one physical unit of A and B respectively, and xia and xig are the
quantities of physical units of i-imported factor used in the production of one physical unit of
A and B respectively. For this simple economic system, the SEW is technically efficient if and
only if xra , Xrg , Xia and xig are minimum (Koopmans (1957). By differentiation of the
equations

Omxﬁ -df1,+x,,’ dP, (l/) 0=xl,)A-a’}f{+xl.’B-cz’P£ (V/)

Multiplying (V) by wr and adding for all j, and multiplying (V1) by ziimp and adding for
all i, and adding them:
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Since the bracketed terms in last equation are equal to za and zg, then at SEW the slope
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The last equation expresses the same as equation (1).

Conventionally the stability is analysed upon the bases that the set bounded above by
the production possibility frontier, is a convex set. The proposed formulation allows a new
path to obtain the criterion of stability for the SEW, from the second order minimum
condition for the Yala function. Thus, the stability of the simple system under consideration
can be analysed using the formalism of Tisza (1950). In this way it is possible to obtain the
following stability conditions:
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A
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L0 w,P,
The stability criterion posed by equation (VII), means that: as the aim of the
inhabitants is to improve their welfare, those that belong to the subsystem with lower
endowment of factors (the poorest) are going to migrate to the subsystem with the highest
value of the average effort associated to one unit of factor. The second stability criterion, as
expressed in equation (VI11) means: if the average effort associated with the production of one
physical unit of B-product increases then the production of B-product must to decrease.

o
aF
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Conclusion

The formulated model derives microeconomic descriptors from macroeconomic
analysis and, therefore, the model provides a useful linkage between both domains. Equations
(D, (1), (1) and (1V) are the microeconomic relations that provide the conditions with a

36



Pareto’s optimum allocation (Pareto, 1909) must comply with, and they have been deduced
from the proposed model. The concepts introduced yield themselves to the mathematical
formalism of Legendre transformations, Euler theorem, minimum and maximum first and
second order conditions, and relations of reciprocity, then making possible to derive a large
number of potential functions and mathematical relations that provide a fertile ground for
economic analysis. Finally, as shown in the example, this new characterization of equilibrium
state expressed in the Second Postulate, allow to obtain two stability criteria whose economic
content is: for a system with a given characterization, the spontaneous process induced by a
deviation from the SEW is in a direction to restore the system to the SEW.
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Abstract

The article states that developed a new methodology in the development of knowledge
of the laws of the human system. This methodology made it possible to define that there have
been and are only two paradigms of the human system development in the entire multi-
century course of the human community development. Cycles, crises, chaos and all negative
phenomena are nothing else but natural products of the second, indirect paradigm of
development. The new model of living arrangement at each local level based on the direct
relationship between production and consumption of a particular person, but a new high-tech
level. Practical realization of this model is the only feasible precondition for the transition to
sustainable and crisis-free development.

Keywords: systemic crisis, sustainable development, new methodology of cognition,
objective, specific human being, time, efficiency criteria, two development paradigms,
coordination of interests, new model of life organization.

Introduction

It was quite long ago that great thinkers and scientists in different parts of the globe
started to think on how to transform the world organization in order to improve ecology, get
rid of poverty, resolve the food problem, eliminate any possibility of periodically occurring
wars, resolve the great mass of other problems and have the crises shattering all foundations
of human existence be gone into the past forever. Many widely-known academics focused
their research on resolution of these most difficult problems. We will try to express their
views on these issues.

The global systemic crisis, hitting all facets of the human community’s life, is
becoming the ever more profound and wider in scope. This fact has been recognized by all
summits of G8, economic forums in Davos, Saint-Petersburg and other regions of the world,
and G20 summits including the latest one that took place on September 5-6, 2013 in Saint-
Petersburg, Russia. The panic, occurring periodically in the world markets (including the
market of raw materials), every time is generated by publication of negative data on all
regions of the world — i.e., US, Europe and China.

For example, in 2012-2013 many countries demonstrated their unstableness and
omnipresent worsening of the economic situation. In particular, American market indices
were melted down by the unfavorable statistics of the labor market, where the job-generation
rates lag behind the desired parameters. While 200-250 thousand new jobs were required to be
created every month during a many-month period of time, in reality the generated number was
much less than needed - in August 2013, only 169,000. Therefore the level of unemployment
in the US remains very high (7.3%). The growth rates of the global and US economies are
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slowing down, and this circumstance is being aggravated by the debt crisis in the Euro-zone,
which is moving steadily to deep recession.

China’s economy, too, demonstrates the slower growth rates. In April 2012, industrial
production in China slowed down abruptly — its annual growth rate, 9.3%, was the lowest in
the last three years. In the first four months of 2012 investments in fixed capital grew just by
20.2%, which is the worst result for China’s economy in the last 10 years, while the growth of
retail trade and export slowed down as well. Investors and economists once again started to
talk on the threat of China’s “hard landing” and to call for resolute measures that would
stimulate economic growth. But, as experts in China’s economy suggest, in order to become
“an engine of global economy”, the Sub-Celestial first needs to make its people wealthy.
However, in this case China would lose its main advantage — that is, cheap labor.

India , with its second largest population and tenth biggest economy in the world, by
making the stake at development of the innovation sector, also has faced the crisis situation. In
the second quarter of 2013 its GDP growth rates amounted to 4.4% instead the expected 4.8%
per year, while the Indian Rupee exchange rate vis-a-vis the USD dropped to historical
minimum. Only within one month of August 2013 Rupee went down in value by 8.1%.
Meanwhile, according to some expert assessments, the crisis in India can catalyze new
recession in the entire world. Corruption, inflation, expensive credit and paralysis of
authorities result in the outflow of capital and termination of business projects. In particular,
this applies to strategic sectors, where the state actively regulates the process, while in the less
regulated spheres (fo,r example, IT and pharmacology) the situation is more favorable. In this
sense India differs strongly from China, where exactly the sectors with strong presence of the
state and use of cheap labor drive the progress of national economy.

Another key emerging economy — Brazil, too, is sliding down: its growth rates as
forecasted by world’s leading banks for 2013 have been reduced to 2% or even 1.6%

The year of 2013 continues to demonstrate deterioration of the global market situation,
the growing crisis-ridden global climate and the further reduction of growth rates. Japan
resorted to additional cash emission although today many experts in the world warn that such
government measure of support would not so much prevent the crisis phenomena growth but
rather result in appearance of new “bubbles” in the market and hence new shocks in future. As
predicted by the analytical service of “The Economist” journal, in 2013 the global GDP will
grow by 2.9% while in 2012 it grew by 3%, in 2011 — by 3.8% and in 2010 by 5.1%. The
trend is quite unfavorable trend. [Baranikas, 2013]. That is, no way out of the lingering crisis
is seen anywhere.

In Russia, too, the Ministry of Economic Development cut down the major economic
forecasts and in September 2013 the head of this agency stated that by results of 2013
Russia’s GDP growth rate (1.8%) would be unsatisfactory. Having said so, the minister
described the current economic situation as the worst since the global crisis of 2008. Another
obvious fact is that investments in the economy are sliding down, the industrial production
growth is expressed in negative indices, the technological progress is nil, the financial and
banking system does not function, the outflow of capital as well as foreign debt are growing,
and the central bank reserves are diminishing — that is, aggravation of the economic situation
is evident along all vectors.

Basing on the rapid slow-down of all processes, the RF Ministry of Economic
Development has recognized officially that the Russian economy is crawling into recession,
which can bring wage-freeze and growth of unemployment for the bigger part of the
population. What is even more important, the Ministry has recognized that it does not see a
possibility to reverse this trend and that no solutions for any of the problems have been found.

Many economists hold the view that all the current developments in the world serve an
ample evidence of the already surged second wave of the crisis. However, the monetary
means, being used (as they were before) to resolve the problem — such as printing of money
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and its investment in all sorts of assets (shares, raw resources, or real-estate property) for
resale purposes are prevailing over investments in the fixed capital, and this latter
circumstance would result in the further slow-down of growth. That is, the old models
designed to counter the crisis by monetary injections into economy work no longer, and hence
this mode, too, is not an anti-crisis remedy that would eliminate the prime cause of the crisis.
Moreover, on the one hand, it is recognized that at the present time no serious discussion is
underway on what must be done for elimination of the crisis. On the other hand, since the
latest World Economic Forum in Davos and through to the G20 summit of September 2013 in
St. Petersburg, we hear the ever more loudly voiced arguments that the crisis of 2008 and its
current second wave signify the crisis of the contemporary economic model. In such
circumstances, unless the root-cause of the economic crisis is identified, any system of
institutes and mechanisms designed to remove tensions during realizations of anti-crisis
measures would be inefficient, to say the least.

So, we should state the fact that now, on the one hand, the rhetoric of the academic
discourse has changed and the discussion moved from partial problems (to enhance,
accelerate, modernize, reform, etc.) to comprehensive problems. Now, as never before, it
becomes necessary to have a visionary view of the current crisis situation in the world and to
undertake a search of new models of economic evolution and new concepts of economic
development. However, in order to proceed to a new model of economic development, it is
necessary to have a theoretically verified and practically feasible idea of the given model.

On the other hand, we should also admit that the global systemic crisis growing in
scale, applies to all facets of the human-community life, and nobody know what are its in-
depth objective causes and where is the way out.

So, the formula to overcome the crisis is unknown and this fact the ever more often
motivates us to turn to history and look for an answer therein. The findings, however, are not
at all encouraging. For example, Dr. Jeffrey Sommers — Professor of political economy and
government policy at the University of Winconsin-Milwakee, USA, and participant to the first
Moscow Economic Forum of March 2013, while discussing the measures of strict saving in
the circumstances of looming recession in Russia, says that his biggest concern about such
measures can be described by Mark Twain’s words: “History does not repeat itself, but it does
rhyme a lot.” Therefore, says Sommers, he is afraid that the measures can have an adverse
result, as the last time the strict economizing was applied in Germany, Italy and Japan, in the
period between the first and second world wars — and resulted in fascism. Sommers does not
insist that exactly the same can happen now, but he suggests that the outcome can be quite
unpleasant. Je notes that economizing may not be imposed on people all the time —
ultimately, they will react, and nobody knows what kind of reaction that would be
[Astashenkov 2013].

Another American economist, Paul Farrell, and some others, while trying to find a
formula to counter the crisis, openly offer a rather untraditional way out from the recession.
He suggests that the world can be saved from the crisis by nothing but a new big war.
According to Farrel, wars stimulate economy, and exactly the war helped the US to get out
from the most serious economic collapse of the past century, the Great Depression.

Inter alia, there are many opponents of this theory, because a big war would have so
catastrophic consequences, including the economic ones, that there could be no talk about any
growth [Crasnova 2013]. The tough confrontation between the two positions was made visible
at the G20 summit in St. Petersburg. The issues of the current situation in the Middle East
and, in particular, preparation of the US armed action against Syria made the main theme of
the summit, while the major question — what should be done to overcome the crisis — was left
unanswered.

Such understanding of the causes of the crisis is based on what the Russian Federation
President Vladimir Putin said at the working meeting of the G20 Summit on September 6,
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2013: “Our experts shared the unanimous view that substantial reduction in the volumes of
long-term investments became a key factor of the slower economic growth and the stagnation
in the sphere of unemployment. And, we see a whole complex of problems, such as:
fragmentation of the European Union’s banking system, shrinking of the fiscal space,
reduction of credit potentials of development banks and toughening of financial leverage.
Exactly for these reasons, Russia set forth a proposal to channel the collective efforts to the
search of new sources for financing of investments” [Russia G20 website 2013]

Exactly because of the methodological vacuum we not understand the objective root-
causes of the crisis and cannot see a way out. Therefore we cannot find the means to
overcome it and to proceed to the evolutional crisis-free road, to transition from the asocial
model of economic development to adoption and realization of the economic growth concept
and strategy oriented to priority development of the real sector as well as development of
humans as such and their qualities.

In his book Globalization, Transformation, Crisis — What’s Next? Rouslan Grinberg
notes: “Economics and sociology arrived to one shared conclusion: organization and
functioning of the surrounding world is the ever less comprehensible, as it becomes the ever
more illogical and hence uncertain” (Grinberg 2011: 9).

Hence the question, being asked these days by many scientists and scholars: “Are the
world civilization development crisis, wars, terrorism as well as manmade and natural
disasters to be seen as temporary phenomena and casual events, or rather as a chain of causal-
and-effect relations being a result caused by the effects of profound laws, which apply to
nature and society and which lay in the basis of co-evolutional development of the world
system?”

Therefore, the main precondition to proceed to crisis-free development is to receive
and master knowledge on objective causes of the global crisis, to find access ways to the
crisis-free development road and to understand the implications of each decision being taken.
The time for development by the trial-and-error method has passed irreversibly.

New methodology was constructed for cognition of regularities in the human system
development

In the course of the recent thirty years we, too, have been conducting research aimed at
identification of objective causes for the crisis condition in the human system development as
well as at visualization of the future. To this effect, it was required to do research at the
visionary level, and as a result the new methodology was constructed for cognition of
regularities in the human system development.

The essence of the new methodological tool-kit and its scientific novelty are
represented by the fact that it is based on the discovered objective target in the human
community development. In order to arrive at this conclusion, it was required not only to
define the goal of the human system development, but to identify the final objective that
cannot be a sub-goal of a higher objective within the mundane human existence, but
represents the objective reason of the human system development — and then to understand
that each specific human being, each individual does not live in order to provide for GDP
growth or to manufacture the biggest possible amount of weapons for self-annihilation. A
human person must and can live in order to develop and realize maximally his/her spiritual
and intellectual potential while at the same time raising the level of consciousness and
physical perfection.

In other words, each specific human individual in his/her development must and can
attain the Supreme Reason or to reach the image and liking of the Creator. Otherwise,
development would follow a different, entirely opposite scenario — i.e., the blind-alley option:
retrograde development for the purpose of starting everything anew, or a catastrophic finish,
the apocalypse. Even now some technologies have been created that can very well work
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without human interference. For example, the IBM Corporation is working on the Smart City
project providing for interaction of municipal intellectual systems without involvement of
human mind.

The modern bio-computers can force human cells to communicate independently with
one another so that this would pave the way to construction of their complex configurations.
Hence, to overcome and eliminate crises and all problems facing the government, business
and society at large would be only possible if all decisions in the end provide for continuous,
evolutional and irreversible movement towards attainment of development objective. Only in
such a case it will be possible to find a way for sustainable development and practical
realization of the “Millennium Development Goals” (by our logic — the sub-goals of the
higher objective), announced by the UN as the guiding landmarks for all nations of the Earth.

Held in Rio-de-Janeiro, the UN Conference on Environment and Development of 1992
formulated the major ideas on sustainable development of the humankind. The sustainable
development concept fundamentally differed from traditional views and economic practices in
the sense that it contained an integral approach to development as an overall process. At that
time the sustainable development was defined schematically as a “triune” interaction process
of “nature — population — economy”. However, for this classical triad to be viable, its
emphases must be modified in the context of our visionary approach as “goal — sustainable —
development”. The sustainable and steadfast movement ahead — i.e., development must and
can be only provided in relation to nothing else but the objectively set goal.

Therefore, whether we like it or not, the society should develop so that to create, for
any human individual, the area of habitation, in which equal and free access to all diversified
benefits of civilization would be available — not in order to reach a new level of
‘consumerism’ or supremacy of technologies over humans, but in order to attain the final
objective — let humans become perfect. This is the human being’s mission on Earth, and it
must be fulfilled!

The second component of the new methodological toolkit — integrity, systemic nature
and cross-disciplinary approach — proceeds from the basis that the world is single, the laws of
nature and society are in unity, while the world is an integral system and can be cognized only
with unification of all scientific and spiritual knowledge into some unified, systemic, integral
and cross-disciplinary (or, rather, trans-disciplinary) knowledge. Therefore all these elements
had to be unified systemically through identification of the target function of development of
the entire system and its any part in any section (civilization-related, formational, national,
confessional, territorial, natural-scientific, socio-economic, socio-cultural, political,
organizational, etc.), and irrespectively of whatever development model (neo-Liberal,
Keynesian, totalitarian, or a mixture thereof) would be prevailing. Only through such
knowledge one would understand that the financial, economic, social, organizational, science-
tech and, as a whole, systemic crisis in the world as well as all existing negative phenomena
are links of the same chain. Therefore the decision, too, must be integral, systemic and unified
for the entire world, but the interests of all people living on the planet must be taken into
account.

Third, we identified the only possible index to measure and juxtapose all processes
and phenomena — that is, time. By applying the latter, we can measure and juxtapose in other
indices something immeasurable or incomparable, and, what is the most important, to
correlate all facets of human and societal life with the target ideal, and to find out as at what
step of human progress they are located in relation to the objective.

Fourth and finally, the new methodological toolkit contains the single criteria of
efficiency of the human system development — the time between the need to approach
realization of the single objective of development and the reality, in which society (in
whatever the section) and each specific individual are placed in relation to such objective. If
the time between arising and satisfaction of a specific individual’s need tends to reduce
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continuously and evolutionally, as well as gravitates to zero, then the human system develops
in relation to the objective sustainably and efficiently. This conclusion provides us with the
absolutely new understanding of the human system development. Application of this criteria
helps to control time between arising and satisfaction of any need of any specific individual.
To control time means to control development so that to ensure evolutional and irreversible
reduction and approach the criteria value, equal to zero. Only in this case the human system
would start developing sustainably in relation to the objective in the interests of any specific
human individual.

The fundamental conclusions are obtained using a new methodology of knowledge

In the theoretical plane of the new methodology, the time between arising of a need
and its satisfaction in terms of the goal attainment is the vector of time (or axis of time) from
infinity to zero (see Fig. 1).

t — time between arising and satisfaction of a Objective

need .-

t=oo

Objective

Fig. 1. Vector (Axis) of Time

Development of the humankind and its different structures in whatever the section —
through to a specific human individual — is distributed along this vector in different points,
and at any given moment the time between arising and satisfaction of a need can reduce or
grow, thus approaching or moving away from the goal. The time vector represents the linear
vision of the problem which can be discussed, if the human community’s life is considered in
statics, as of the given moment of time. In reality, in dynamics, everything takes place much
more complexly. Today the time between arising and satisfaction of needs is different for
different communities, and its not coincide either as of the given moment or in dynamics.
Moreover, the processes of change in the time can be positive or negative, cyclical and
undulated, direct and reverse. If these processes are considered not in relation to communities
but to a specific individual, then the numerical value of this diversity would be most probably
determined by digital values in multiple degrees. So, every human individual lives in a kind of
his/her own sphere, under the effect of his/her own centrifugal and centripetal forces, within
some Brownian motion, in his/her own microcosm which does not coincide with the
microcosm of others (see Fig. 2). This would produce a peculiar hyper-tetrahedron of the
habitation area, and each specific human individual is situated in the center thereof. Vertexes
of this hyper-tetrahedron would be equidistant from the center, when the whole humankind
happens to be in one and the same space of time, and when the time between arising and
satisfaction of a need will be equal for all people. Such outcome can be only attained if equal
access to the maximum variety of goods is available.
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Fig. 2. Microcosm of Human Individual

So, if civilizations, nations, countries, small and large communities as well as separate
individuals stay in different linear and spherical spaces of time, they would have different
levels of consciousness and would never be able to conciliate their interests or understand one
another. Exactly this circumstance is the cause generating the origination and aggravation of
all troubles of the humankind. Hence, the crisis in development of global civilization, wars,
terrorism, man-made and natural disasters are a result caused by the effect of profound laws
common to nature and society. Moreover, as long as people stay in different linear and
spherical spaces of time, it will appear that the planet hosts many local civilizations, which are
different from one another and which were described in length by Spengler and Huntington.

Therefore to resolve all the problems incurred in society development and to
modernize the latter on the basis of R&D and realization of advanced technologies of the 21%
century would be possible provided only that the road is found which in the end will provide
for continuous, evolutional, irreversible and simultaneous attainment of the objectively set
development goal for each concrete human person with due regard of his / her individual
interests.

This methodology and results of its applications are described in detail in the book
“Forecasting the Future: A New Paradigm”[2], published by the “Economika” publishing
house in 2008, as well as in numerous articles published in Russia and other countries.

As a result, the methodological toolkit made it possible:

to surpass the limits of the entire human system and to see it as a unified whole of
“past-present-future” in relation to the objectively set development goal;

not to rely upon empirical and subjective data of the past and present;

to comprehend the objective picture of the human system development depending on
the positive (sustainable) or negative (unsustainable) orientation to realization of the unified,
single objective.

This methodological toolkit let us see that in the whole course of many centuries-long
development of human community, there have been only two paradigms of the human system
development:

the first one proving that there is a direct connection between production and
consumption; and,

the second one proving that production and consumption are interconnected indirectly.

The schematic outlay of human community development, presented by Fig. 3,
demonstrates when and how each development paradigm formed, is forming and can form in
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future along or around the axis of time equal to zero, between the moments of arising and
satisfaction of a need.

According to this outlay, the entire history of humankind can be divided into three
phases.

Phase 1 is featured by prevalence of the first development paradigm expressed in
direct connection between production and consumption.

This figure represents the graphic outlay (chart) of the human community
development.

For clear and correct understanding of this chart it is necessary to provide the
following clarifications.

The horizontal “X” axis is addressed to development stages of the entire human
community subject to the prevailing mode of production (pre-industrial, industrial and post-
industrial). The “X” axis reflects the minimal (zero) time between appearance and satisfaction
of a human need.

The value, placed on the vertical “Y” axis, applies to the status of time between the
appearance and satisfaction of a need.

The upper and lower curves, equidistant from the “X” axis, show the eventual change
(deviation from the zero) of the need-satisfaction moment subject to the mode of production
and the domination of some or another paradigm of the human community development.

So, this chart makes it visible:

as how, when and what particular paradigm related to the objectively set goal was and
is being formed and may be formed along or around the axis of time (the axis of “X” = 0);

that the wider the deviation from the “X” axis, the longer the time between
manufacturing of a product (commodity) and satisfaction of a specific human’s need therein;

that the longer the time between the appearance and satisfaction of a need, the bigger
the probability that crisis conditions would arise in the human system development.

Hence, as we see, the entire mankind development can be divided in three stages.

Everything that was produced at that level of manual labor being mastered by
humankind was consumed thereby. Hence the time between the arising and satisfaction of a
specific individual’s need was minimal. That was the pre-industrial type of production — any
manufacturer was producing goods for him self and, by order, for specific consumers at the
household level (craftsmen).

Advent of primitive technologies, division of labor, market, class of brokers
(merchants) and the universal equivalent to exchange with results of such labor — that is,
money, as well as the gradual territorial expansion and development of foreign trade — all
these resulted in transformation of direct interconnection between production and
consumption into indirect one. Thus the second development paradigm was taking shape, and
its development in time and space was accelerated by transition to the industrial type of
development.

The industrial revolution, epochs of steam and railroads, steel, electricity and heavy
industry, oil, automobile and mass commaodity production entailed building the consumer-
communication infrastructure including the network of roads, ports, shops (from small shops
through to grand shopping centers and highly mechanized warehouses), radio-technical,
electric and information networks, etc. Those were the major landmarks that evidenced
formation of mass, conveyer-type industrial production (accompanied by development of
domestic and foreign trade as well as territorial expansion through to the global level) and
mass consumption. Production of such type is oriented to satisfy demand and needs of abstract
end consumer through the elemental, archaic, mediated by longer time and space and market-
based form of communication with any specific human individual.
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Fig. 3. Schematic Outlay of Human Community Development

In such circumstances uncertainty of production resulted in appearance, and then
global growth of disproportion, and then entire de-synchronization between the time of
production and the time for circulation of goods / money. The dynamic of movement of
material and real factors of production, despite their multiply grown volume, happened to be
torn far apart from their monetary form, both the real and (especially) the virtual. Monetary
methods of coping with financial crisis made this gap in the movement of real products and
money even wider and contribute to the further growth of disproportion between the time for
production and time for circulation of commodities and money. As a chain reaction, the
financial crisis is growing the ever more rapidly to the level of systemic crisis. Therefore it is
clear why philosophers, economists and political scientists, proceeding from the works written
on the basis of empirical information about on the already occurred events of the past, started
to argue that complexity, nonlinearity and chaos as well as cycles and crisis are an inevitable
condition for development. This would be the case — unless we understand that all the afore-
listed phenomena are a natural product of the second paradigm of development.

Diogenes of Sinope, who lived as long ago as over 300 years B.C., was correct when
he said that the person, who had invented a plough, made a very adverse favor for the
mankind, since that invention enabled people to produce more products than the producers
needed for their own survival. That is, the crisis of the currently existing life-organization
model, with its due-to time and space interconnection between production and consumption,
started long ago, since the moment of the given model’s inception.

Appeared in the 1970s, information technologies providing for direct communication
with consumers, and flexible production systems that can be adapted to specific orders in the
real-time regime, did not change the given development paradigm, and did not consolidate the
embryonic opportunity to establish direct connection between production and consumption
and to conciliate their interests. Information technology became “an end in itself” for
development and a means to create global markets.

So, the essence of the second development paradigm is seen in the indirect and
desynchronized (both in space and time) interconnection of different commodity production
technologies and consumption of such commodities by a specific human individual.
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All crisis of this development paradigm occurred at the peak of growing time-related
disproportion between the arising and satisfaction of a need. The current systemic crisis is the
peak of the given development paradigm. Globalization of all relations in its current form,
started to negate itself as soon as it appeared.

Why s0?

Together with globalization of all processes and the freedom in movement of ideas,
goods, money and information, the conveyer-type mass type of production survived and its
length in space has grown to the global level. Time between arising and satisfaction of a
specific individual’s need has become even longer. It does not appear possible to conciliate
interests of states, society, business and specific individuals. This long road of time and space,
available for the afore-mentioned movement, offers perfect conditions for absolutely all
negative phenomena. Poverty and inequality, primitive economy, underdeveloped production
and trade, terrorism and corruption, natural abnormalities and disasters, growing prices and
inflation, etc., — all these are links of one and the same chain, and a product of the indirect
development model. In the given case, the factor of time plays an extremely negative role. In
such circumstances the scattered and narrowly specialized scientific knowledge undergoes
crisis in the solvency of different theories and there explanatory abilities to make a subjective
assessment of the occurring events.

However, in the age of cosmic speeds and application of digital, info-, cognitive, nano-
and other technologies, we see onrush change of economic and other realities that are
incompatible with such a type of production and consumption, and, in particular, with such a
type of interconnection with a specific individual and with impossibility to conciliate specific
individuals’ interests.

New model to be applied for life organization

At the same time, it is only now, owing to development of ICT and other high
technologies of the 21% century that we again have an opportunity to proceed to the direct
connection between production and consumption — that is, again to proceed to the first
development paradigm.

An efficient means to eliminate disproportions and de-synchronization of all processes
in time and space can be found provided only that production-consumption relations are
properly synchronized, and interests are agreed with each specific human individual within
the whole range of her/his spiritual and material needs, while goods and services that would
satisfy the given needs would be produced under the given individual’s order, without
manufacturing anything redundant. Only such production, oriented to satisfaction of needs of
a specific individual under his / her order, would serve the basis for preservation and
replenishment of natural ecological life-support systems for the current and future
generations.

Return to the first development paradigm would provide for resolution of the two
interconnected strategic tasks, that is:

to modify the contents of economic and social policy by the state so that it would be
aimed at transition to reproduction trajectory of domestic development, provided only that the
entire process of reproduction would be oriented to the ultimate result — evolutional reduction
of time between arising and satisfaction of needs (demand) of each specific individual. This
can be attained provided only that commaodities are produced under the order of any specific
individual.

To this end, it appears necessary to draw and realize a program for re-industrialization
of the entire production — that is, to put production on the track of advanced engineering and
technologies connected with attainments of science-tech progress. The end target is to have
smaller high-tech forms of production with distributed systems that can be “re-tuned” in the

47



real-time regime with due regard of a specific individual’s order covering the whole range of
the customer’s needs;

At each local level, to form a mechanism of real-time conciliation of all actors in such
relationship — that is, the state, business and end consumers (specific individuals). As a result,
only a minimum number of problems that cannot be coordinated at the local level would be
presented for conciliation of interests at the regional or national level. Such conciliation must
be realized through the shared cross-communication infrastructure, universal for all types of
production and all consumers, and based on application of digital information and
communication technologies, broad-band television and other innovations that are so widely
and eloquently discussed at all domestic and international levels.

Fig. 4 presents the outlay of the new model to be applied for life organization at each
local level and in fact representing the former, first development paradigm based on direct
interconnection between production and consumption elevated to the new technological level
as well as on development of information systems for direct communication of humans. Such
technologies are already available to satisfy almost the whole range of human needs.

As early as by the end of the 20" century, when information technologies just
appeared, E. Toffler wrote that quite soon everyone, operating his/her personal computer,
would control the technological process to manufacture products for her/his personal
consumption without producing anything redundant.[3] Today, for example, Toyota disclosed
its plans to develop interactive communications between owners of its brand cars, dealers and
head office of the given company. The social network that would unify millions of people
throughout the world was to start functioning in 2012. The system would be based on
technologies of corporate social networks, and access thereto will not be available for
outsiders. “Social networks change the means of communication and format of interaction
among people”, said Toyota President Akio Toyoda.

The new social network will be named “Toyota Friend”. The users will be able to
“communicate” with their cars by sending messages like they do in Twitter and Facebook,
while every car will have its own profile. On the other side, electric motor cars will be able to
send SMS to the owners’ mobile phones in order to remind that, for example, time is coming
to charge the battery. Thus, drivers would be able to conduct a sort of conversation with their
own cars.[4]

In her book “Technological Revolutions and Financial Capital”, Carlota Perez writes
that technological revolutions occurring once per about half-century deliver its fruits with
some time lag. It takes two or three decades of turbulent adaptation and assimilation before
the new technologies, sectors and infrastructures would start facilitating the advent of the
“golden age” (belle époque), or “era of prosperity” [5]. That is, owing to technologies of the
21% century that were originated some thirty years ago, production again returns to the local,
through to the household level, to a specific human individual.

Consideration of each individual’s interests at every local level and conciliation of
such interests in real-time regime are the only available driving force that would provide
motivation for the higher productivity of labor and accelerated innovative development of
socially oriented high-tech forms of production. In such conditions, every specific consumer
can become a stakeholder and investor of the given business. Today, however,
notwithstanding the crisis, reduction of deposit interest rates and growth of inflation, Russian
depositors increase their bank deposits. Hence, the wider disproportion between the time of
production and circulation of commodities and money. Channeling of those funds directly to
the real sector would help in the more efficient resolution of the task to make our economy
much less dependent on raw-resource supplies and to enrich it with the long-expected
intellectual dimension. This will be attained owing to arising of new possibility to create
conditions for any person to generate new knowledge in the interests of the entire society and
at the same in his/her own interests. Only in such conditions it will be possible to build
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actually the new, “smart” economy, based on intellectual excellence and production of unique
knowledge as well as oriented to continuous improvement of human life quality. Only in such
conditions it will be possible “to replace the resource-based primitive economy by smart
economy producing unique knowledge, unique things and technologies, as well as things and
technologies being useful for people”. And, only such economy will be the most competitive

in creating an absolutely quality of life for people.
Fig.4. New Model of Life Organization at Every Local Level
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Our proposals

For accelerated formation of the new and at the same time former model of life
organization, it appears rational:

Within the shortest period of time to accomplish modernization of Russia and any
country of the world through transition to the model of life organization for the state,
business, society and each specific human individual with due conciliation of their interests in
the real time by systemic application of advanced technologies of the 21% century. As the
major precondition for realization of this task, national leaders must have political will to
form such level at the municipal, regional and federal level;

Within the shortest periods of time to draw the “Comprehensive Target Program for
Formation of the New Life-Organization Model” and to realize the latter at each local level,

for elaboration of such “Comprehensive Target Program”, it would be advisable to
establish, within the Russian Academy of Sciences, Russian Academy of Natural Sciences
and academic communities of concerned countries, an inter-academy and inter- institutional
cross-disciplinary of academics and practical specialists;

To provide for participation of all national science towns and innovation towns as well
as the entire global intellectual community, unified by network cooperation within Internet in
development of the afore-described model with due regard of tax preferences and legal acts.
For realization of this program, it is most strongly required to “energy of youth” — that the
best young minds of IT-specialists, software and hardware engineers, researchers, inventors,
and others. Armed with new knowledge and understanding of the fact that this projects meets
their own interests as well as interests of their relatives, friends and whole society, young
talents would be able to formulate their demands to the state and business in precise terms and
to build the basis for realization of the new sustainable development paradigm;

To provide for transfer of the new life-organization model throughout the whole
territory of Russia and, probably, the entire planet — may be, under the auspices of the United
Nations.

As early as in the book “Forecasting the Future: A New Paradigm” the author noted:
“The key to the philosophy for building the global society and all its institutions must be
served by the following premise: All inhabitants of the Universe share the same origin; all
people share the same human nature; all religions share the same divinity, while the entire
global community and each human individual share one the same sole objective — to attain the
Supreme Reason in their development”. The major task of the UN or any other institute,
established on its basis or within its framework, will be to include a structure that would
accumulate all knowledge — from origination of the Humankind through to the current time.
From this science-tech data pool, it would be possible to receive any knowledge so that in any
corner of the planet technological chains could be built between arising and satisfaction of a
specific human need, and thus to provide the growing synchronization of all processes in
space and at the same for their reduction in time. The missing knowledge is an order for new
R&D, new research, experiments and designs”[2].

Realization of the given project for the entire global world would be a breakthrough to
the future, in which the “sustainable and crisis-free development” would at last become a
logical and regular reality rather than a beautiful abstract slogan. Such a future can and must
be formed right today, here and now, with due regard of each specific individual’s interests as
well as interests of the entire global world. For the contemporary generation of people,
harmonization and synchronization of human relations in time and space is the only available
chance to create a new quality of life for our contemporaries as well as for future generations.
The main point is not to lose time again and not to admit a destructive wave of the new crisis!
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Abstract

Unless quality is internalized at the personal level, it will never become rooted in the
culture of an organization. Therefore, quality must start at a personal level. Employees who
embrace quality as a personal value, often go beyond what they are asked or normally
expected to do in order to reach a difficult goal or provide extraordinary service to a customer,
leading to Total Quality at the workplace. However, no known studies in Lebanon were
conducted to investigate the importance and implications of personal quality and personal
checklists at the workplace. This survey studied the attitude of the administrative middle
managers in Lebanon toward the importance and implications of personal quality, in general,
and the use of personal checklists to facilitate TQM, in particular. The researcher conducted
an exploratory survey using a 9-item questionnaire with middle level managers. The
researcher concluded that the attitude of the administrative middle managers in Lebanon
towards the importance and implications of personal quality can be considered positive in
general, and that those mangers admitted that the use of the personal checklist can facilitate
TQM or can be considered a tool to apply TQM at the workplace.

Keywords: TQM, Quality, Personal Quality, Personal Checklist

Introduction

Unless quality is internalized at the personal level, it will never become rooted in the
culture of an organization. Therfore, quality must begin at a personal level — and that means
you! (Evans, Lindsay, 2008). As a member of the emerging generation of business leaders,
mangers have an opportunity and a responsibility to improve the quality of their companies
and society, not just for products and services, but in everything they say and do. Total
Quality Management (TQM) is a management approach that aims for long-term success by
focusing on customer satisfaction. TQM is based on the participation of all members of an
organization in improving processes, products, services, and the culture in which they work.
One survey, conducted by a management consulting firm in Massachusetts (Rath and Strong),
revealed that personal initiatives, when combined with a customer orientation, resulted in a
positive impact on business success and sales growth rate. Employees who embrace quality as
a personal value, often go beyond what they are asked or normally expected to do in order to
reach a difficult goal or provide extraordinary service to a customer (Evans, Lindsay, 2005).

Literature Review

A definition of total quality (TQ) was endorsed in 1992 by the chairs and CEOs of
nine major U.S. corporations in cooperation with deans of business and engineering
departments of major universities, and recognized consultants: “Total Quality (TQ) is a
people-focused management system that aims at continual increase in customer satisfaction at
continually lower real cost. TQ is a total system approach (not a separate area or program) and
an integral part of high-level strategy; it works horizontally across functions and departments,
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involves all employees, top to bottom, and extends backward and forward to include the
supply chain and the customer chain. TQ stresses learning and adaptation to continual change
as keys to organizational success.” (Evans, Lindsay, 2005) On the other hand, Procter &
Gamble uses a concise definition: “TQ is the unyielding and continually improving effort by
everyone in an organization to understand, meet, and exceed the expectations of customers.”

Furthermore, Total Quality Management (TQM) is a process involving management
and employees continually finding ways to improve their products and services. It's a
combination of quality and management tools seeking to build up new business growth as
well as to reduce unwanted waste while aiming at increasing productivity and profits. Total
quality management incorporates the knowledge and experiences of workers using
appropriate methods the first time and every time to enhance the quality of products and
services. To ensure good quality work and performance, management needs to keep their
workers happy and satisfied. Management needs to provide better and improved equipment
along with clear task instructions for employees to follow if it wants its workers to do their
job well. Keeping workers happy will encourage better performance and productivity, and
will help the employees to stay at their job longer. Moreover, giving opportunities to
employees and empowering them to make decisions on what they know best will decrease
stress on management and improve the work environment (How TQM is Going to You’re
your Life Easier, 2003). Today, companies are asking employees to take more responsibility
for acting as the point of contact between the organization and the customers, to be team
players, and to provide more effective and efficient customer service.

According to Salvatore Moccia, in his article titled “The role of personal values in an
advanced perspective to Total Quality Management”, it seems clear that personal values and
quality can play an important role in the implementation of TQM programs, being the
stimulators of workers’ motivation. His paper represented the first attempt to integrate into
TQM theory the quality values of people called upon to implement TQM programs (Moccia,
article).

Bob Galvin, formerly CEO of Motorola, has listed “The Welcome Heresies of
Quality”, in which he contrasts the “old testament” (ot) and the “New Truths” (NT). The first
items on his list are: ot — Quality control is an ordinary company and department
responsibility; and NT — Quality improvement is not just an institutional assignment, it is a
daily personal priority obligation (Roberts, Sergesketter, 1993). Galvin made it plain that one
key to implementing a strong quality program is personal quality. Managers can not delegate
the concept of quality. One the basic views of leadership is that managers don’t ask others to
do what they are not willing to do themselves. In fact, managers will make progress fasters by
leading and showing the way than by drawing maps and telling folks where to go (Roberts,
Sergesketter, 1993).

The concept of “personal quality” has been promoted by Harry V. Roberts, professor
emeritus at the University of Chicago’s Graduate School of Business, and Bernard F.
Sergesketter, vice president of the Central Region of AT&T. Personal quality may be thought
of as personal empowerment; it is implemented by systematically keeping personal checklists
for quality improvement. Roberts and Sergesketter developed the idea of a personal quality
checklist to keep track of personal shortcomings, or defects, in personal work processes. In
their book Quality is Personal: A Foundation for Total Quality Management, Roberts and
Sergesketter defended the use of a checklist to keep track of defects: “The word “defect” has a
negative connotation for some people who would like to keep track of the times we do things
right rather than times we do things wrong. Fortunately, most of us do things right much more
than we do things wrong, so it is easier in practice to count the defects. Moreover, we can get
positive satisfaction from avoiding defects — witness accident prevention programs that count
days without accidents.” (Roberts, Sergesketter, 1993).
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The personal quality checklist can be developed to improve professional activities.
Each item on the checklist has a desired result, a way to measure each type of defect, and a
time frame. Both work and personal defect categories can be listed (Refer to Figure 1). The
defects observed during a certain period of time should than be plotted on a run chart (Refer to
Figure 2).

Detect category Mon. | Tues. Wed. | Thu. Fri. Sat. Sun. Total

Late for meeting or appointment

Searched for something misplaced or
lost, over 20 min.

Failure to respond to letter or phone call
in 24 hours

Failure to discard incoming junk by end
of day

Lack of clarity in setting requirements
and deadlines

Total
Figure 1. An example of a personal checklist (to improve the office practice)
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Figure 2. An example of a chart with the number of defects/month

In fact, the results could be surprising. For instance, in the case of Sergesketter, he was
extremely surprised at the extent to which he was not returning phone calls on the same day.
As another example, he discovered that he had no way to count defects related to
correspondence. As a result, he started to date stamp correspondence when it arrived and date
stamp the file copy of the response. None of the items he measured were in the “four-minute
mile” category, and yet he started out at a rate of 100 defects per month, but dropped
drastically simply because he was aware of them. Sergesketter also observed that when a
person shares a defect list with others, they can help in reducing defects (Roberts,
Sergesketter, 1993). Sergesketter noted, “I encourage and challenge you to start counting
defects. It is impossible to reduce defects if we don’t count them, and we can’t reasonably ask
our associates to count defects if we don’t! I really believe that if several thousand of us here
in the Central Region start counting defects, we will reduce them and differentiate ourselves
from our competitors in a significant way.”

Moreover, a personal checklist can help to manage time more efficiently, organize
oneself personally and professionally, and keep total quality management concepts in the
minds of employees who have trained for it. By listing six to ten areas to improve, either
waste to be cut or value-added activities to be pursued, individuals encourage routine defect
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reduction. A well-constructed checklist can also make users more efficient by their awareness
of it (Petty, 2008).

According to Sergesketter, in Create a better life with quality tools, he believed that
setting standards for personal or organization quality improvement was not difficult, but
alone, it can not make a desired change. Sergesketter emphasized on the point that employees
should find a way to measure against those standards, which is the only way to feel the change
on the personal and professional level. He suggested a simplified form (Refer to figure 3)

(Sergesketter, 2004).
:

0On time for me etings Y] v 1
Phone: next day response ¥ 1 2
E-miail: within two day response v : 6
Call cliant daily | | | | | | | | |
Relavant reading material
Parsonal inprovement s July Basa
— 56 7 8 9MNMNRBUBHBITEVNARAMNS N ZHHH:I‘I line
Waight (190 pounds) v i ¥+ T
Sunar intake | [v]v] vl |V | V]V | | | 6 | 9
Exercise [thrae imes a waek)
MNounpleasantness ¥ ¥ ¥ ¥ 4 5
Rezolution

¥ Missad opportunities
Figure 3. An example of a professional and personal quality checklist

On the other hand, in the daily attempt to bring about change in the individual parts of
the organizational universe, managers, employees, professors, and students can find that
personal quality is the key to unlock the door to a wider understanding of what the concept is
really about. Personal initiatives have a positive impact on business success. Quality focused
individuals often exceed customer expectations. In fact, personal quality is an essential
ingredient to make quality happen in the workplace, and quality begins with personal attitudes
— attitudes can be changed through awareness and effort. (Evans, Lindsay, 2008).

Bob Barrios-Choplin, Ph.D., conducted a research were he examined the effect of an
Inner Quality Management (IQM) training program on 54 employees in one division in a state
agency which was experiencing change-related chaos. Measures of personal and
organizational quality in the trained employees were compared to those of a 64-member
comparison group that had not received the training. After the completion of the training,
seven weeks from the initial assessment, the study group reported significant decreases in
dimensions of negative affect and stress and significant increases in dimensions of positive
affect in relation to the comparison group. The results of this study further validate self-
management techniques as a cost- and time-effective means to enhance employees’
psychological well being and capacity to adapt efficiently and harmoniously to the challenges
inherent in organizational life. Training on the personal quality level that helps individuals
revise their interpretive styles and manage their mental and emotional responses to stress can
be of particular value in facilitating major change implementation processes in organizations.
In addition, such interventions have the potential to produce long-term improvements in
employee health, performance and productivity, affecting the overall quality at the workplace
(Barrios-Choplin, article).

Need for the Study

From what was stated above, it is obvious that quality is personal, and according to
many researchers, it is the basis and it facilitates Total Quality Management at the workplace.
However, the researcher found there is a lack of exploratory research with respect to the
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attitude of the administrative middle managers in Lebanon toward the importance and
implications of personal quality and the use of personal checklists to facilitate TQM.

Research Questions

Do administrative middle managers in Lebanon have a positive attitude toward the
importance and implications of personal quality?

Do they agree with the use of personal checklists to facilitate the implementation of
TQM?

Research Methodology

For this purpose, a survey was conducted with administrative middle managers. A
sample personal checklist was distributed with the questionnaire that was carried out using a
9-item feedback form. This survey helped to calculate some statistics concerning their attitude
toward the importance and implications of personal quality in general and the use of personal
checklists to facilitate TQM, in particular. The questionnaire was divided into three main
sections: personal-related information, work-related information, and the remaining part
consisted of some questions directly related to personal quality and its implications, to
personal checklists and its usage, and some general questions related to work life quality.

Different questions format were used in the questionnaire. *Yes’ or ‘N0’ as answers
were considered in some of the questions to encourage the employee answering the questions
and because it forms a more defined and precise opinion, which will help to divide opinions
into two categories, opposite and adjuvant. Other questions were closed ended with multiple
choices to narrow the answers to only few options. Moreover, some questions were open
ended, to give a chance for the employees to give their opinions freely. Finally, some
questions were cross questions intended to know the credibility of the answers.

This survey was conducted with only administrative middle managers. The
questionnaires were distributed and filled by managers. They were chosen randomly from
different companies, different geographical locations, and different industries.

Findings

This survey studied the attitude of the administrative middle managers in Lebanon
toward the importance and implications of personal quality, in general, and the use of personal
checkilists to facilitate TQM, in particular. After analysing the outcomes of the questionnaire,
it was obvious that the majority (65%) of the employees moderately agreed that the quality of
their personal life and the quality of their work life are related; only 15% strongly agreed and
20% neither agreed nor disagreed (Refer to Figure 4)
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Figure 4. To what extent do you believe that the quality of your personal life and the quality of your work life are
related?

S7



Concerning the question (this was a cross question to test the credibility of the
answers) whether they think personal quality is necessary to be able to conduct a quality
work, 90% answered by a “Yes”. Moreover, when the interviewees were asked the reason for
their belief (in an open ended question), the answers were: “it reflects on work”, “if I am not
organized in my head, how can | organize work”, “it is a lifestyle”, and many others
comments and opinions.

The next question was about their knowledge of the personal checklist tool, 70% have
already heard about it, 20% never heard about it, and only 10% of the interviewees replied by
“No answer”. However, all of the ones who had a positive answer, they said that they never
tried it before.

For the question “Are you willing to try the personal quality checklist?”, the answers
were 60% for “Yes”, 30% for “No”, and 10% “No answer” (Refer to figure 5).

| OYes

60 @No

ONo answer

Figure 5. Are you willing to try the personal checklist?

Then the ones who were willing to try the personal checklist were asked the reason
behind their answer, 95% of them believed that it is very beneficiary and 5% just wanted to
try it by curiosity. On the other hand, 80% of the ones who had a negative reply, concerning
their willingness to try it, believed that they don’t have time to try it; only 10% believe that
they don’t think it is interesting, and 10% didn’t reply.

The last question was about the belief of the interviewees that personal checklist can
be used to facilitate TQM at work, 70% had a positive answer, 20% replied by a “No”, and
only 10% didn’t have an answer for that question.

Discussion

From the above results, the researcher concluded that the attitude of the administrative
middle managers in Lebanon towards the importance and implications of personal quality can
be considered positive in general. The survey showed that managers believe that they can’t
do a quality work unless they have a certain degree of personal quality. Those interviewees,
although none of them have tried the personal checklist before, admitted that the use of the
personal checklist can facilitate TQM or can be considered a tool to apply TQM at the
workplace.

What was surprising to the researcher, however, was that although it was very clear
and obvious that the use of personal checklist is very beneficiary on TQM, not all
interviewees are willing to try it or apply it. Their main reason behind this, according to them,
was the lack of time — and since it is a personal effort, not requested by the management, they
will not do the effort to find time for it.

In fact, personal quality is an essential ingredient to make quality happen in the
workplace, yet most companies have neglected it for a long time. Management are not
working on improving the personal quality of their employees — knowing that the personal
quality checklist can be one tool. Perhaps management, in particular, operates under the idea
that promoting quality is something that companies do to employees, rather than something
they do with employees.
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Research Limitations

Concerning the limitations for this study, the major one was the lack of time. The
researcher wasn’t able to give the personal checklist in advance and ask the mangers to try it
for a certain period of time before filling in the questionnaire. Therefore, their opinion missed
the practical part of the use of personal checklist. The other research limitation was that the
questionnaire was administered only for administrative middle managers, and not a sample of
all the levels.

On another hand, this research has an exploratory nature; however, some questions
were included in the questionnaire with a descriptive nature, asking the opinion of the
employees trying to have more specific details. This was done because, as mentioned earlier,
there is no known exploratory study done in Lebanon related to this subject for the researcher
to consider as a starting point for a descriptive research.

Suggestions for Future Research

As mentioned in the above section, and after conducting this exploratory research, a
descriptive survey should be conducted, with interviewees from all managerial levels, to
analyze and study in depth the personal quality topic and its importance and implications on
the quality at the workplace, and the need for the use of the personal quality checklist as a
basis for starting to apply TQM.

In addition, in order to understand deeply the importance and benefit of the use of the
personal checklist, a very intensive study can be done in one particular industry, for example
Higher Education. In fact, a “University Instructor Personal Checklist” can be developed and
generated, with a group of instructors and the researcher, where they will identify their
individual, personal, and professional areas for improvement and their targeted standards. It
will be distributed at the beginning of the semester. The instructors fill it for a whole semester
at the university or a particular specified period of time . At the end of ever week, results (the
number of defects) for every instructor will be registered on a summary form, where the
researcher can monitor the improvements done. At the end of the semester, or the specified
period of time, the researcher can end up with a complete study showing the improvements
done on work quality level, through the use of the personal checklist.
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Abstract

People management is a major challenge to the MSEs of Teresina -Pl due to the
inability of management by some managers and their negligence before the adoption of
management strategies that foster the development of its employees. In response to the reality
which takes shape highlights the importance of the application of management tools that can
assign value to the people who make up the company. This study was conducted in order to
provide rational solutions to the following questions: what is the level of knowledge and
application of micro and small entrepreneurs Teresina regarding people management tools?
Notoriously has for objective measure knowledge of managers of MSEs Teresina-PI regarding
people management tools and if they use these tools in their organizations. This is a survey
with quantitative approach, characterized as exploratory and applied using as an instrument of
data collection, a structured questionnaire consisting of seven statements based on Likert scale
applied to 339 MSEs of Teresina. The results showed that managers are unaware and/or not
applicable management tools and people often ignore elements deemed to be essential to
manage these employees.

Keywords: Management tools. Human resources. Micro and small enterprises in Teresina

Introduction

Micro and small enterprises (MSEs) have great relevance in the Brazilian national
economic scenario. This fact stems from the large number of people involved in these
organizations, and its enormous significance before the totality of existing companies in the
country. Given this importance, it can not fail to mention the difficulties to manage such
organizations, since the scale of their problems transcends its size (Wedge and Soares, 2010).

The difficulties encountered in the management of MPE 's there , among other factors,
due to the operationalization of planning, lack of financial assistance, but mainly because of
the lack of managerial competence demonstrated by their managers (Ribeiro, 2011), a factor
that leading to the extinction these organizations even during its first years of existence (Sales
; Barros ; Pereira , 2011).

In this complex and fraught with difficulties which scenario the MSE part is included
managing people (Kuhn and Pereira, 2009). Even on the smallest number of employees
compared to a large company ( Maurer and Silva , 2012) , one realizes that managing people
is also a challenge to the MSE, since they are responsible for more than half of formal
employment granted to the population in stores private (Sebrae, 2012).

It is worth mentioning that the performance of an organization depends heavily on the
contribution of individuals who compose it and the way they are administered. As a result,
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companies should pursue a management model organizational strategies that align people's
expectations fostering the development of their skills (Pirzada et al, 2013; Rodrigues; Werner,
2011; Nakata; Sousa, 2012).

However, the reality is contrasting, since the function of managing people in
organizations is limited enforcement of bureaucratic activities that add little to the employees
in terms of experience, these in turn are bound to perform repetitive and monotonous tasks
with their performance overlooked because there are no mechanisms that assess consistently
(Tanure; Evans; Cancado, 2010).

Starting from the above assumptions and taking as object of study of micro and small
businesses in the city Teresina-Pl, which may have a reflection of the national reality, there is
a need to analyze the knowledge of managers MSE on managerial tools can assign value to
the people who make up your company. The adoption of management tools , in turn ,
represent a competitive advantage amid the turgid market and a solution before the negligence
shown by managers MSE on hold efforts to foster the development of its employees.

Thus, the present study of the following research problem: what is the level of
knowledge and application of micro and small entrepreneurs Teresina regarding people
management tools?

Notoriously this study aims to measure the knowledge of the managers of MSE’s
Teresina -Pl regarding people management tools and if they use these tools in their
organizations. Furthermore, we intend to expand the vision of managers on the benefits that
the management tools can provide your company and employees who are part of it.

Theoretical framework
Management tools for Brazilian Micro and small enterprises

The federal law No. 123 of December 14, 2006 was responsible for standardizing the
concept of micro and small enterprise classifying these according to their annual income.
According to this law is considered micro enterprise, entrepreneurial company , the simple
society, the individual limited liability company and the businessman , duly registered by the
competent bodies, which earns an annual gross income equal to or less than R$ 360,000.00 .
In turn, if the gross revenues for each year exceeding R$ 360,000.00, or less than R$
3,600,000.00 this will be classified as a small business (Brazil, 2006).

Analyzing the numbers and statistics to MSE is emphasized that these represent 99 %
of private nonfarm establishments in the country, overcoming the barrier of 6 million MSEs
with a annual growth rate of 2.8 % per year. These are responsible for the creation of 7 million
formal jobs. Regarding the business sector , trade presented with the highest number of
establishments accounting for over half of total Brazilian MSE’s, followed by the services
sector with 2.1 million establishments and industry with 674 000 MSE (Sebrae, 2012).

If you continue at this rate of growth the Brazil reach by 2015 a number of 9 million
MSEs in the context of 210 million which represents a company for every 24 inhabitants
approaching the levels registered in European countries at the beginning of the century (Braga
and Xavier, 2011).

As already mentioned, the MSEs are great difficulties for the conduct of its activities,
however, none of these factors is as damaging to the continuity of these managerial failure as
demonstrated by their managers (Borges et al., 2012).

A little training of their owners proves to be one of the factors responsible for the high
mortality rate during its first years of existence. Most of these organizations are managed
through the use of common sense or empirical knowledge demonstrating the failure of the
scientific and technical principles in their management practices (Ribeiro, 2011).

The adoption and implementation of management tools to the administrative process
of MSE prove to be an excellent way to change this scenario, since this measure, through the
confluence of theory and practice would provide managers effective administrative

61



mechanisms, eliminating the management based on sense common, which would be crucial
for the survival of organizations (Rodrigues, 2012).

According to Rodrigues and Vilas Boas (2013), management tools represent a
practical theoretical framework useful to managers of MSEs contributes significantly to the
maintenance, sustainability and growth of these organizations through the insertion of an
innovative knowledge and responsible for checking greater solidity to manage them.

Human Resources Management Tools

People management is a specialized branch of management science whose main
objective is the integration of the collaborative context of organization and a resulting
increased productivity. In turn, people management involves recruitment, selection, training,
development, maintenance and control of the people of an organization (Gil, 2001).

So that employees are managed in a strategic manner is needed beforehand, which
people are recruited (Ofori, 2011). Recruitment is a technique that is intended to attract a
number of people in order to be selected for a position, occupying a particular job in the
organization, this technique is used to supply the organization of people (Silva and Silva,
2013). To Cunha and Cavalcanti (2012), in the recruitment process the organization must
pursue a number higher than the number of vacancies which, in turn, allows selecting the
most qualified candidate to perform the function candidates.

For the recruitment process to develop properly it is necessary that there be an internal
survey to verify and analyze the real needs of the organization, this need refers to the amount
of people to be selected and where they will be allocated (Dutra, 2002). Gil (2001) is worth
noting that recruitment may be internal, crave when offering places only those individuals
already owned, or external when referring to the human resources market for new people
entering the organization.

Having been recruited, candidates are subjected to a personnel selection, this in turn is
considered an excellent management tool that aims to get recruited among the candidates who
have the appropriate profile position available, this requires that the picker has sufficient
information on all candidates to make decisions rationally (Pereira, 2013).

In order to retain the best candidates, organizations tend to use a number of strategies
in selection processes. Among them stands out, review of curricula with a view to ascertain
the activities prior to the desired academic and training of candidates (Silva and Santos,
2010), the interview, which provides contact with the candidate, where his ability to
communicate and persuasion is put to the test and some information mentioned in the
curriculum are reaffirmed.

Another technique used, this in turn owned by the professionals of psychology, are the
psychological tests. They provide information about cognitive functioning and personality of
candidates (Pra, 2013). Another technique to be highlighted is the group dynamic, used in
order to put candidates in situations where they must work as a team, where features such as,
attitude, leadership skills, quick thinking, among others, are observed (Hallack and Carvalho,
2011).

For which the employee meets the expectations of the organization is important that
this is properly integrated and socialized the same. Socialization is the process by which the
employee is integrated into the context of the organization, taking notice of their culture, rules
of conduct to be followed, procedures, values and expected behaviors (Castro et al., 2012).

The socialization process, in turn, proves to be essential for retaining talent in
organizations as it clarifies the employee and should be laying this on your role, your
superiors, your fellows and the organizational structure, demonstrating the strategies for their
professional development and growth within the organization (Relvas, 2012).

It should be stressed that in an environment marked by competitiveness is necessary
for organizations to provide conditions for their employees to develop through training and
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development of their skills and for this we use a variety of training (Kuhn; Pereira, 2009).
Training is a set methods used to convey to employees necessary for the proper performance
of their duties skills, in turn, provides the conditions that allow people to be more effective to
reach higher productivity (Dessler, 2003).

According to Silva and Tonelli (2013), for a training program to meet the goals for
which it was created, to mention empowering people in an organization and foster their
professional development, it must meet specific concerns known through the survey of real
needs of employees and the organization.

Depending on that the people performing a particular activity within an organization
are rewarded through remuneration, according to Reis Neto and Assis (2010) is the most usual
way of rewarding task performed by the employee, in addition to representing what actually
employees want to get to work in an organization. But only provide financial rewards to
employees is not enough in present times, because besides the pay, it is necessary to provide
other incentives and benefits that may motivate employees to achieve the organization's goals,
so that the benefits offered Supram that gap with property (Micke and Caregnatto, 2012 ).

The benefits, designed here as indirect remuneration, represent advantages,
conveniences, facilities and services that organizations offer their employees in order to retain
them and motivate them serving as the basis for satisfaction of personal needs (Chiavenato,
2004). 1t is worth mentioning that there are benefits that are required by law while others are
given spontaneously by the organization (Marras, 2000).

In turn, to measure and evaluate the performance of employees and the organization
uses one of the most effective management tools, namely, the evaluation of performance. This
tool seeks to identify measure, observe and develop the performance of individuals with the
primary objective of assessing the work of the employees in the organization (Santos, 2010).

Performance evaluation proves to be of great importance to any organization, as it
provides a systematic trial to support salary increases, promotions, transfers, and often
employee layoffs. Through it can communicate to employees how they are developing their
work and demonstrating the real need for changes in behavior and attitudes (Nascimento et
al., 2010).

Also according to Born et al. (2010) any person needs to receive feedback about their
performance to become aware of how it performs its activities. Without this feedback the
developers have no dimension of their income. The organization needs to know how people
perform their activities to get an idea of its potential. Thus, people and organizations need to
know something about their performance (Taylor and Tyler, 2011).

Methodology

This study is part of a common deductive research method in research in the field of
applied social sciences, where the factual outcome becomes known, it adopts the conception
that the premises are all true (Marconi and Lakatos, 2004). In order to obtain concrete results
in an empirical reality reported to quantitative approach, as this is adequate for studies aiming
to emphasize large samples in order to bring to light data, indicators and trends observable via
numerical results and statistical (Minayo and Sanches, 1993).

By adopting a quantitative approach as a guiding element of the research that is built
here, some features are evident on this option. Objective reality regarding the ontology with
epistemology that makes it clear to the researcher independence with its object of study
without an axiology values and biases, formal rhetoric and methodology for static, context-
free design driven by generalizations (Rodrigues, 2012) .

This study has applied nature, as it allows the researcher to practical application in
order to ascertain empirical phenomena. Applied evidenced considerably in this study nature
because here is intended to express relationships between variables of functional dependence
to know the reality of the phenomena under investigation.
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As to the objectives the study is evidenced as exploratory, since it deals over a field of
research is still under construction, namely, to know how managers Teresina -Pl assimilate,
realize and embrace people management tools. The exploratory study is one that is intended to
familiarize the researcher with the object of study and its reality so that through this research
could emanate further insight can explain the above phenomenon more accurately (Piovesan
and Temporini, 1995).

About the procedures, the following study was based on a literature grounded in
scientific articles, theses and dissertations related to the topic discussed here, published in the
last five years to ensure the timeliness of the information used. After step on developing
procedures bibliographic field research guided by the use of a structured questionnaire was
developed. Data were collected at a single time characterizing the study as a cross.

The population used in this study refers to the MSE’s of Teresina -P1, which according
to data from the Yearbook of Micro and Small Enterprise 2012 - the year with the most recent
publication by December 2013 - total 20.485 enterprises (Sebrae, 2012). In turn, the sample,
characterized as random and simple probabilistic, was drawn through a sample calculation
with 95 % confidence level and sampling error of 5 % in the " n" calculated, in the others
words, the number of companies be addressed in the study for statistical significance was 378
MSE’s.

Thus, initially a pre - test with 39 firms in order to improve the instrument of data
collection for unwanted items were excluded and those important but were not included in the
initial idealization was developed. After this adjustment, the questionnaires were administered
in over 339 companies, totaling a sample “n" necessary. Strategically, were removed from the
analysis of the study, completed questionnaires that participated in the pre - test to ensure
uniformity, universality and control of the instrument used.

Regarding procedures, survey research was developed. This is defined as the
collection of data and information relating to a population by means of instruments to collect
specific data. A survey is a quantitative research that is conducted with a representative
sample of the population with a structured questionnaire (Rodrigues, 2012). This
guestionnaire was used as an instrument of data collection and consists of seven statements.

The statements are as follows : a) | usually gather my employees to give them ideas on
how to improve my business and reduce the problems of the same b ) My company uses
modern methods of recruitment and selection of personnel, c) After contracting the employee
receives information about the mission, goals and vision of the company, as well as guidance
on working procedures and standards of conduct to be followed d) my company invests in
training, e) the salaries offered by my company are consistent with the average salary offered
by the market, f) My company offers benefits and develops a program of incentives ; g ) My
company periodically evaluates the performance of its employees.

The questionnaire was structured by Likert scale of five points to mention: strongly
disagree, disagree in parts, neither agree nor disagree, disagree and strongly disagree in parts.
Seven claims were directed to the managers of MSE’s Teresina and through this scale is
intended to know how they assimilate and apply people management tools.

The data obtained by applying the structured questionnaire were analyzed using SPSS
(Statistical Package for Social Science) using descriptive statistics regarding obtaining
answers about the knowledge of managers on people management tools and correlations
(correlation Pearson) in order to know the influence of the characteristics of managers in the
adoption and implementation of people management tools.

In the following section, the results of the study as well as their discussions,
demonstrating through concrete statistical data of how micro and small entrepreneurs Teresina
perceive and assimilate the tools of human resource management in their management
practices were presented. Each question asked was exposed to micro and small entrepreneurs
in order to accurately determine their knowledge about such management tools.
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Results and Discussion

As mentioned in the previous section, to code the responses, we used a five-point
Likert scale namely, strongly disagree, disagree in part, neither agree nor disagree, agree in
parts, totally agree. This scale is guided by statements that collecting information useful
avoiding simplistic and without concrete meanings which in turn allows more accurate
conclusions about the questions proposed here answers.

The first inquiry made to managers related to the attitude of these to gather your
employees to give them ideas on how to improve the business contribution to eliminating

certain problems. We obtained the following results noted in the table below:
Table 1 - Incentive ideas and suggestions from staff in relation to business

OPTION % VOLUME
Disagree 39,4 132
Disagree parts 6,6 22
Neither agree nor disagree 8,4 28

| agree in parts 10,1 34

Totally agree 35,5 119
TOTAL 100 335

Source: Prepared by the author.

It can be seen by the results, the micro and small entrepreneurs in Teresina, mostly, do
not bother to provide freedom to their employees so that they can express their opinions on
the administrative practices adopted by the company. This negative attitude shown by
managers contributes to the motivation of employees due to the barrier created by his
superiors not feel valued by their performance which influences the way in which they engage
their own powers and organization development (Penha ; Martins, Guedes, 2011).

Despite the reality which takes shape, the results indicate that there has been an effort
of micro and small entrepreneurs from Teresina to hear your employees allowing them to
share opinions and discuss ideas on how to improve the business, which can be evidenced by
the percentage of optimistic entrepreneurs who agreed with the statement highlighted in the
table above.

This attitude of managers prove beneficial to the organization, because through the
ideas and conceptions of employees, potential problems can be eliminated and potentials can
be exploited to generate positive results. In turn, this attitude is also a benefit to employees
who come to feel part of the process of dedicating themselves to their duties strongest form,
representing a greater capacity for empowerment (Gil, 2001).

The second question aimed at micro and small entrepreneurs refers to the adoption and
application of modern methods of recruitment and selection of staff. The results were listed by

the table below.
Table 2 - Use of modern and effective methods of recruitment and selection of staff

OPTION % VOLUME
Disagree 68 223
Disagree parts 3,7 12
Neither agree nor disagree 6,1 20

| agree in parts 6,7 22

Totally agree 15,5 51
TOTAL 100 328

Source: Prepared by the author.

The results are clear in showing that the largest share of micro and small entrepreneurs
Teresina neglect the techniques of recruitment and selection of staff. It is noticed that the
adoption and implementation of these tools has great adhesion by this specific class of
entrepreneurs, since they make these management tools only as additional and unnecessary
expenses (Rocha et al., 2011).
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The very form in which they are established micro and small enterprises discourages
the adoption and application of modern methods of recruitment and selection of staff. This
type of organization has reduced its staff of employees and basically formed by family
members or people close to the company manager, this peculiarity explains why these tools as
having poor adherence in the context of these companies (Lescure et al., 2012). The micro and
small business use empirical methods to meet people their organizations these mechanisms, in
turn, appear to be unable to guarantee the effectiveness of a given employment (Rocha et al .,
2011).

Once inserted in the employee organization needs some information to allow it to
inspect the procedures and standards of conduct to be followed (Castro et al., 2012). The
aforementioned information makes the process of organizational socialization. This was this
instrument in the room questioning directed at entrepreneurs, in which we sought to know if
after hiring, the employee receives information about the mission, goals and vision of the
company, as well as guidance on work procedures and work standards of conduct to be

followed. The results appear in the table below.
Table 3 - Application of organizational socialization tools

OPTION % VOLUME
Disagree 50,6 168
Disagree parts 3,7 12
Neither agree nor disagree 4,8 16

I agree in parts 4,8 16

Totally agree 36,1 120
TOTAL 100 332

Source: Prepared by the author.

The results are clear in showing that micro and small entrepreneurs in Teresina, after
hiring an employee, do not provide this information considered necessary so that it can
actually socialize the organization of which it is part. Several studies dedicated to analyzing
the importance of the socialization process for permanence and development of the newly
admitted to a company official, these studies demonstrate that this process, if done well, the
manager ensures a more committed employee with its assignments and with the overall goals
of the company themselves, since this know exactly what activities it should perform and
what to do to ascend in the organization hierarchically (Relvas, 2012).

It is noticed that many companies do not have some basic information about your
business, the name, mission, vision and goals to be achieved either long or short term. The
absence of such information, in turn, affect employees performing random tasks with no well-

defined meaning or reason (Relvas, 2012).
Table 4 - Investment in training

OPTION % VOLUME
Disagree 66,8 219
Disagree parts 3,6 12

Neither agree nor disagree 6,1 20

I agree in parts 6,1 20

Totally agree 17,4 57
TOTAL 100 328

Source: Prepared by the author.

The results show that the majority of micro and small entrepreneurs Teresina not
provide their employees an opportunity for them to qualify or aprimorem their knowledge
through training programs. Thus, it can be seen that the MSE entrepreneurs have a great
aversion to expend financial resources for the development of its employees. This is because
such managers are unaware of the benefits that these actions can provide your company with
regard to quality, efficiency and financial results (Kuhn and Pereira, 2009).

In this sense, it is perceived that managers to invest in any program always expect
financial return when taking this as the primary goal and reason for investment and
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concerning the management of human resources results obtained through training programs
not are easily viewed by sometimes being abstract and are not directly associated with
financial returns (Dessler, 2003).

The training programs are essential in the face of reality that is currently set.
Characterized by extreme competition, complex administrative problems and changing
environmental conditions, such a situation requires organizations intelligent and creative
solutions that can mitigate or outweigh the difficulties present. There is no better alternative to
this situation than qualify the general staff so that they, through their ideas and conceptions,
may represent a differential giving greater strength to the management of companies (Silva
and Tonelli, 2013).

The fifth question directed at managers of micro and small companies Teresina refers
to the wages offered and their compatibility with the average salary offered by the local
market. The results were different for the two extremes adopted in the study, namely, strongly

disagree and strongly agree.
Table 5 - Compatibility between the salaries offered by the company and the market

OPTION % VOLUME
Disagree 447 148
Disagree parts 2,2 7

Neither agree nor disagree 3 10

| agree in parts 6,6 22

Totally agree 43,5 144
TOTAL 100 331

Source: Prepared by the author.

The large percentage related to micro and small entrepreneurs who admitted offering
salaries below the average salary practiced by the local market is related to the body's own
employees who comprise such organizations that, as mentioned earlier, are basically
constituted by family and people close to the manager. Upon such finding is perceived that
managers have the freedom to agree with these unusual payments that could not be performed
for people with “unknown *“which would require compensation standards adopted by the
market (Oliveira; Pereira; Albuquerque, 2012). Otherwise, the salary paid to the wife, son,
nephew, brother, uncle or similar, for it is often the smaller the market rate. However, despite
representing a financial advantage, it can negatively affect the professionalism of the
organization.

As a percentage of micro and small business owners who said they practice salary
averages consistent with those adopted by the local market is perceived that this fact
represents a current market trend where employees are more aware of their rights requiring
companies to meet these needs relating to remuneration. This trend mentioned replaces a
scenario where people accept absurd conditions imposed by employers due to the scarcity of
jobs (Morini, 2012).

Beyond salaries offered to employees in exchange for their labor, they are graced with
other benefits offered, whether prescribed by law or by the entrepreneur himself (Reis Neto
and Assis, 2010). The sixth question concerns the activities of managers to grant benefits and

an incentive program for its employees. The results are shown in the table below.
Table 6 - Use of a program of benefits and incentives

OPTION % VOLUME
Disagree 68,4 221
Disagree parts 5 16
Neither agree nor disagree 5 16

| agree in parts 5 16

Totally agree 16,7 54
TOTAL 100 323

Source: Prepared by the author.
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The result shows that the majority of micro and small entrepreneurs Teresina not adopt
or simply unaware of the benefits and incentives that may be granted to employees of your
company programs. One of the great evidences that can be proven by the results is the lack of
managers towards these and other key management mechanisms. Negative results can also be
associated with the aforementioned aversion of managers expend financial resources for the
development of its employees.

Thus, the benefits granted by companies, here taken as additional payments upon
efficiency in the execution of certain functions, undoubtedly contribute to employees engaged,
strive and they focus more vehemently about their daily tasks benefiting the performance of
the organization as a whole, as an efficient and committed to the goals of the company
employee influences the other components of the environment to act in a similar way, leading
the organization to positive results (Micke and Caregnatto, 2012).

The last question directed to managers of micro and small enterprise Teresina relevant
to the management of human resources tools refers to the attitude of the manager to adopt
mechanisms to review performance regularly. The percentage refers to the responses of
entrepreneurs set out in the table below.

Table 7 - Use of periodic performance evaluation mechanisms.

OPTION % VOLUME
Disagree 55,3 182
Disagree parts 2,7 9

Neither agree nor disagree 55 18

I agree in parts 6,1 20

Totally agree 30,4 100
TOTAL 100 329

Source: Prepared by the author.

Although a considerable amount of business has responded that evaluate the
performance of their employees regularly, most are unaware or ignore this management tool
which is an excellent way to know how employees are performing their duties.

In the context of micro and small enterprises, the process of performance evaluation is
conducted in an informal manner, in the other words, the manager by adopting methods of
empirical measures and evaluates the performance of its employees without any guarantee of
validity or ownership of the inquiries raised which in turn can be distorted by subjectivity
manager. Therefore, in the case of this particular type of organization, performance evaluation
used as a formal process and applied through a structured form may allow determining
accurately the performance of employees is usually nonexistent.

However, the highest percentage of micro and small business owners said they did not
adopt or ignore any mechanism for evaluating performance, be it formal or informal. This
reality is disturbing because this process is critical to the company, with information, be able
to promote wage increases, promotions, transfers, and often employee layoffs. So, it appears
that there is no such information, managers manage the performance of their employees
without any regulatory criteria (Nascimento et al., 2010).

Correlations

When analyzing the results obtained by the correlations made none of these proved to
be significant, though, showed a factor worthy of being highlighted preponderance to
mention, the turnover variable.

It was found that the turnover variable is significant correlation in relation to the
following factors: attitude of managers to use modern methods of recruitment and selection of
personnel; adoption of the socialization process by managers; tendency of managers to
provide their employees opportunity to qualify through training programs, adoption and use of
performance evaluation and compatibility of salaries paid with the average adopted by the
local market.
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The first correlation highlighted here shows a moderate positive correlation between
the revenues earned by the company and attitude of managers to use modern methods of
recruitment and selection of staff (p = 0, 437), in others words, the more a company gets more
satisfactory financial returns managers relate to methods of recruitment and selection to insert,
in the context of their organizations, suitable persons to occupy certain specific functions.

Subsequently, highlights the relationship between earned income by the company and
the adoption of the socialization process for managers of MSE’s in Teresina (p = 0,521)
demonstrating that the higher the annual revenues generated by firms more managers take a
major provide basic and necessary to newly admitted employee information so that it can
adapt to the organizational environment which is part.

Still , in relation to a separate variable, it was found that the higher are financial
returns earned annually by MSE , over these , in the figure of its managers , provide
employees the opportunity to develop their skills and knowledge through training programs
which is reflected in a moderate positive correlation (p = 0,405) .

The turnover variable was correlated with the attitude of managers to periodically
evaluate their employees. The results enabled us to assert that there is a moderate positive
correlation between these two variables (p = 0,487) demonstrated that the more positive are
the financial results determined annually by MSE more managers realize the need to
understand and measure the performance of its employees in the exercise of its activities .

Finally, it was found that the larger the earnings accrued annually by most businesses
these lining shaped consistent with the average salary offered to its employees wages. This
finding was derived from the established correlation between turnover and compatibility of
salaries paid with the salary market average, which was shown to have a moderate positive
correlation (p = 0,563).

Conclusion

The results obtained from the study point to the disturbing reality of human resource
management in micro and small enterprises in Teresina, since managers are unaware and / or
do not apply many basic and necessary for the efficient management aspects of their
employees and often ignore elements deemed to be essential. Such evidence may have as a
consequence desmotivation and dissatisfaction of employees to their managers.

By analyzing the results yet it appears that the managers of MSE’s Teresina, endowed
with empirical knowledge, consider themselves connoisseurs of strategies and management
tools, providing its employees the freedom so that they can express their views on the
management of the company. Such conceptions could be harnessed in order to reduce any
potential problems and explore.

Regarding technical recruitment and selection of personnel it was found that these
have little bearing on the part of managers of MSEs Teresina , which is evident due to the very
structure of the personnel of these organizations which is basically composed of relatives and
acquaintances the manager , which makes the design of these mechanisms such essentials.

The study identified that, once placed in the context of the company, the employee is
faced with the lack of information regarding the working procedures and standards of conduct
to be followed, since managers do not bother to provide such information which undermines
the socialization process of the employee with the environment to which it belongs.

It is noticed that many companies addressed by the study did not have information
such as mission, vision and goals are short or long term which in practice affects employees to
a blind obedience meaningless activity or logical reason.

As regards the attitude of managers to provide their employees the opportunity to
develop their skills and knowledge through training programs, it was found that managers
show great aversion to expenditure of funds for the development of its employees such
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aversion can be explained by ignorance about the real benefits that these programs provide the
organization in terms of efficiency, quality and financial results.

In the same direction, the survey results were clear in showing that the wages offered
by the managers of MSE’s , mostly , are below the average salary practiced by the local
market , although the results have shown there is an effort of a number of these managers
maintain the remuneration offered equivalent to that adopted by the market .

The results for the performance evaluation process were negative towards
demonstrating the non-adoption of this tool by most managers of MSE’s Teresina
demonstrating the total disregard of the administrative requirements for using this technique
that, in turn, allows the organization to evaluate and measure the performance of their
employees in order to acquire the decisions soundness.
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Abstract

Since 2001, the World Trade Organization (WTQO) has launched the Doha Round that
aims to speed up the liberalization of trade policies while ensuring for developing countries,
in particular the least developed among them, a share in the growth of world trade that
corresponds to the needs of their economic development. However, like many developing
countries, the Arab countries have ambiguous relationships with the multilateral negotiations
process, ambiguity that characterizes more generally their position within the WTO. The Doha
Round has shown the Arab countries’ adherence to the virtues of free trade and their desire of
deeper integration in the multilateral trading system. At the same time, the impact of the Arab
countries on the conduct of the negotiation process remains low and reflects, ultimately, their
marginalization in the WTO system. This contribution endeavors to analyze the key issues of
the Doha Round for Arab countries and the reasons of this ambiguity.

Keywords: WTO, Doha Round, Arab countries, Developing countries, Globalization

Introduction

The last major reorganization of the multilateral trading system took place in 1995
with the conclusion of the Uruguay Round, which lasted more than eight years and which
resulted in the establishment of the World Trade Organization (hereinafter WTO).

At the Fourth Ministerial Conference held in 2001 in Doha (Qatar), the WTO members
launched a new round of multilateral negotiations called “"the Doha Development Round",
with the goals of reducing trade barriers and considering more accurately specific needs of
developing countries.

Given its ambitious goals, it is not a coincidence that the Doha Round includes more
than 21 issues for negotiation, even if agriculture and market access for non-agricultural
products issues are concentrating most offensive and defensive interests of the major actors in
the negotiations, with the exception perhaps of services.

These negotiations, whether the ministerial conferences in Cancun (2003), or Hong
Kong (2005) or Geneva (2009 and 2011), have however resulted in resounding failures. Even
the "Bali package™, resulting from the last ministerial conference held in December 2013 in
Bali, did not lead to major progress on the sensitive issues mentioned above, advocating only
a package of measures to boost trade of the least developed countries and to ensure better food
security for developing countries. This shows how the conclusion of the Doha Round remains
a daunting task. Indeed, multilateral negotiations have clearly highlighted the growing gap
among the WTO Members, not only between emerging and other developing countries but
more broadly a North-South division, which questions the basic assumptions of the WTO
foundations, namely the theory of comparative advantages and the automatic link between
trade and development.

This fracture involves de facto the Arab world. The latter corresponds to 22 countries
characterized by a circumscribed geographical area ranging from the Islamic Republic of
Mauritania in the west to Oman in the east, as well as by a common Arabic language and
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Islamic culture resulting from the historical expansion of Islam. All these countries belong to
the category of developing countries, with a special mention for six of them which are part of
the list of least developed countries (hereinafter LDCs) as defined by the United Nations.
Among the Arab countries, twelve are already WTO members and eight others have observer
status and are in the process of accession to this organization.

This brief presentation hides, nonetheless, another reality. Analyzed from a political
and economic perspective, the Arab world is far from being unitary and homogeneous. While
the "Arab Spring™ carries as much hope as uncertainty, the Arab countries remain outside the
mutations and reforms that benefit many areas around the world. Until today, the trade
obstacles and conflicts that cross this region are not allowing it to benefit from the advantages
of natural and geographical endowments, close to Europe and at a pivotal position between
Europe, Africa and Asia. This part of the world did not yet experience the political and
economic dynamics seen in other emerging areas (particularly in Latin America, East Asia and
Central and Eastern Europe). Although the Arab countries have a total population of around
360 million, which constitutes about 6% of the world population, their share in the world
trade is de minimis. To this painful reality, one may add the heterogeneity of levels of
development and economic structure among the Arab countries. As a result, a classification is
required. At the risk of oversimplifying, three categories of countries emerge: those whose
economies are mainly based on oil and hydrocarbons exports, and belonging to the category
of high-income countries; middle-income countries whose economies are mainly based on
traditional sectors (agriculture and manufacturing) with an increasing share of services; and
low-income countries with underdeveloped economies based essentially on agriculture. The
following developments must be imperatively analyzed in the light of this diversity.

Obviously, the Doha round challenges the Arab States. It reveals both their fragility in
the multilateral trading system (hereinafter MTS) and the contradictions of their handling the
liberalization of international trade: contradiction between Arab societies crossed by a strong
anti-globalization movement and the adherence of the Arab leaders to the virtues of liberalism
and the proclamation of its compatibility with Islam; contradiction between the acceptation by
these Arab leaders of Doha objectives and their low participation in the negotiations process;
contradiction between the low efficiency of the support and technical assistance offered by the
WTO and the desire to promote better integration of developing countries in general and Arab
countries in particular in the MTS; contradiction between the desire regularly displayed to
grant a privileged place to these countries within the WTO bodies and the concrete absence of
representation within the institution; contradiction between the large number of Arab
countries that are full or potential members of the WTO and their low share in world trade.

And the list is still long about the challenges faced by Arab countries in the current
MTS. But these arguments are sufficient, we believe, to demonstrate the malfunctioning of the
MTS within the Doha Round with respect to developing countries in general, and with respect
to the sustainable development of Arab countries in particular.

The purpose of this study is therefore to understand precisely the reasons of these
contradictions and the issues surrounding the Doha Round for Arab states. Two ideas will in
this respect constitute the backdrop of the following arguments. First, it appears that the Arab
countries share the belief that the outcome of the Doha Round negotiations is crucial for a
sustainable development and their integration into the globalized economy (1). Second, and in
an antagonistic and contradictory movement, the Doha Round has highlighted the low impact
of the Arab countries on the progress of multilateral negotiations, a weakness that generally
characterizes the position of many developing countries in these negotiations and their distrust
in the functioning of the WTO and its values (2). These arguments will be followed by a brief
conclusion.
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The major impact of the Doha round on Arab states

The willingness of Arab countries to conclude the Doha Round negotiations reflects
both their adherence to the virtues of free trade within the multilateral framework of the WTO
and their desire to promote national policies for sustainable development (a), as well as their
fear of dangers that would result from a failure of the multilateral negotiations (b).

The adherence of Arab states to the virtues of free-trade

To benefit from the expected advantages of the liberalization of international trade,
most Arab states have swiftly expressed the desire to join the WTO. Consequently, these
countries did not hesitate to undertake deep economic reforms focused on three main
components: privatizations in certain sectors such as telecommunications; a policy of open
borders with a trade liberalization component; and the improvement of the legal business
environment as reflected by sometimes total amendments of internal legislative corpus in
order to comply with WTO requirements. These reforms have at times looked like a
revolution since Arab economies were traditionally marked by a strong state footprint and
numerous barriers to trade and investment.

Clearly, Arab leaders continue to proclaim the virtues of free trade and thus join the
supporters of economic liberalization, who advocate the benefits of the opening of borders
and gradual elimination of tariff and non-tariff trade barriers. Liberals maintain that free trade
would be a factor for peace and interdependence between states, and an absolute postulate to
allow economic and social progress. As such, free trade is supposed to benefit both businesses
and consumers, and also ultimately the concerned States. Concretely, the optimum efficiency
of trade liberalization requires an appropriate multilateral framework based on specific
mechanisms: transparency, non-discrimination that encompasses the WTO principles of most
favored nation and national treatment, and fairness as expressed in the special and differential
treatment granted to developing countries.

The above-mentioned principles and the institutional framework in which they are
applied are as relevant today as they were after the Second World War and especially at the
time of the creation of the WTO in 1995. But their effectiveness depends on the inclusion of
new global economic realities: new types of trade barriers, changing needs of Members, in
particular the developing countries, etc. The Doha Round is therefore aimed at enhancing
openness and rebalance trade to stimulate the global economy.

For Arab countries, the ideological approach in the Doha process is based on two
interrelated ideas: first, the need to strengthen the dynamics of multilateral liberalization and,
secondly, the reorientation of the MTS towards their particular sustainable development goals
and requirements.

In the context of increased liberalization of trade, these countries are also seeking to
redefine their foreign trade policies. The purpose is to diversify their trading partners and
reduce dependence of Arab economies vis-a-vis the United States, European and Chinese
markets, reflecting trade deficits and an imbalance of rights and obligations related to bilateral
approaches with much more powerful partners. One of the major characteristics of trade in
Arab countries is that trade with the EU covers between 40 and 60% of total trade, while the
inter-Arab trade is limited to about 10%. Exchanges that Arab countries administer through
the WTO do not exceed 30 % of the total. While oil exporting Arab countries recorded a
surplus in their trade balance, most Arab states are exporters of industrial and agricultural
products and suffer a chronic trade deficit. One may better understand, therefore, why the idea
of inseparability of free trade and multilateralism has widespread defenders in the Arab
countries.
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The risks of failure in the Doha Round

In the most likely event where the Doha Development Round is not completed or is
completed with a minimum agreement that does not address the key issues of the negotiations,
the magnitude of lost opportunities would be significant and the multilateral trading system
may be subjected to systemic pressures. Developing countries would then be among the main
losers. Among the negative consequences for these countries, four of them deserve special
attention: the return to protectionism, the judicialization of the WTO, the proliferation of
"variable geometry” commitments, and the spread of unilateralism in trade. Let us examine
these four elements:

The first risk is thus protectionism. To justify the current deadlock, some Members
emphasize the need to protect “domestic jobs” or “domestic industries” against international
competition which is considered unfair. The risk is so great to see the resurgence of
protectionist drifts especially when Members use ingenious means to ensure sufficient
flexibility through unilateral, bilateral or regional restrictive trade agreements. Such policies
are erroneous and dangerous for several reasons; beyond the harm done to their own
consumers in terms of price and innovation consequences, a significant part of national
employment depends on access to export markets and that without trade, such jobs could be
lost. This analysis affects both developed and developing countries. For Arab countries,
hundreds of thousands of jobs would be directly or indirectly affected. Furthermore, can one
imagine a country protecting its domestic market without other countries doing the same
thing? In other words, the domino effect would be devastating. For example, if an Arab
country decides to close its borders to foreign agricultural products, how to avoid that
counterparts take retaliatory measures against banks and companies that operate in the country
concerned? This is why isolationism, even "intelligent™ isolationism as some argue, is a recipe
for global recession. It is therefore imperative to resist the temptation of protectionism and to
strive to conclude the Doha Round by a fair and equitable agreement.

The second risk of failure in the Doha Round is the judicialization of international
trade relations. The dispute settlement mechanism is the main institutional reform established
by the WTO. The majority of observers legitimately consider today that the technical review
of the Dispute Settlement Body (hereinafter DSB) is positive. During the period 1995-2012,
nearly 900 requests for consultations, a mandatory first step of the procedure for settlement of
disputes before the establishment of a panel in charge of reviewing a complaint, were filed
before the DSB, among which about 50 % were terminated in a peaceful settlement after
preliminary consultations. It is now unguestionable that the DSB has acquired credibility
thanks to the reliability of its procedures and the effectiveness of its judgments.

Despite the credit acquired, the DSB intends, however, to remain the instrument of
implementation of international norms and standards adopted by the Members in the
multilateral negotiations. It is therefore a judicial extension of the "quasi-legislative” activity
of the WTO. This institution is primarily a political forum with the purpose to govern,
peacefully, tensions that arise between states involved in international trade. If the Doha
negotiations were bogged down, an alternative would be for dominant States to alter the first
mission of the DSB and to increasingly use litigation ways to settle their trade disputes. As a
result, such a development can feed the temptation of Members to get rid of the system by
denouncing a "government of judges."

The third danger of a Doha Round failure would be the trivialization of the multilateral
approach to negotiations and commitments within the WTO. With the constraints of the “rule
of consensus”, a mitigated multilateral approach would be particularly suitable since the WTO
agreements already provide for several elements of “variable geometry”. In addition, such a
path already exists informally in the works organized within the negotiating committees. The
plurilateral approach would thus favor the experimentation of new concessions which would
not be adopted by a WTO general and binding agreement because of the multiplicity and
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heterogeneity of Members. It would broaden the subject matters in negotiation by making it
easier to conclude a final agreement. At the same time, it would allow countries that have not
participated in the initial negotiations to join them at a late date, at their own pace and
according to their commercial interests and development priorities.

Nevertheless, the systematic use of commitments based on limited participation
implies the risk of fragmentation and complexity of the MTS. Moreover, general benefits are
far from being guaranteed since the establishment of two or more categories of WTO
Members in any form whatsoever does not necessarily increase the reach of WTO nor deepen
the commitments undertaken by Members in terms of liberalization.

To illustrate, the analysis of WTO agreements on government procurement and trade
in civil aircrafts since their entry into force, respectively on January 1996 and January 1980,
demonstrate the absence of developing countries and the low number of countries that joined
the Member States originally bound by these agreements. The situation of Arab countries
clearly confirms this reality.

A fourth danger that would result from a failure of the multilateral negotiations would
be the spread of unilateralism in trade relations. Preferential trade agreements (hereinafter
PTAs) proliferated in recent years and a failure of the multilateral negotiations would bring
more states to fall back on this alternative. Until December 31, 2012, nearly 414 PTAs have
been notified to the WTO, 235 of which are currently in force. Among these agreements, free
trade agreements and partial scope agreements account for over 90 % and the customs union
less than 10%. Most PTAs are bilateral, which creates a set of increasingly complex trade
regulations and, in addition, undermines the principle of non—discrimination. Their defenders
consider, however, that they may be the basis for future multilateral trade rules. Whatever the
position adopted, there is no doubt that the WTO is increasingly challenged by the regional or
bilateral rules.

Should the conclusion of the Doha Round prove to be impossible and multilateralism
give way to regionalism and bilateralism, the global trading system would fall on two
formidable obstacles: first, the opacity caused by the superposition of international trade
agreements and their specifics, and second, the increased risk of trade discrimination and trade
oligopoly of the strongest nations since, in such settings, developed countries can require an
opening of foreign markets without risking access of foreign products and services from
weakly competitive countries into their domestic markets. Also, and since trade liberalization
through bilateral free trade agreements often goes well beyond what is provided within the
multilateral framework of the WTO, and without consideration of special and differential
treatment for weaker economies, the benefits of trade will be largely in favor of the more
developed nations. In brief, the PTAs would actually be a disguised unilateralism.

For Arab countries, the incessant need for a credible alternative to regionalization or
bi-lateralization of trade relations also results from the failed regional integration over the last
several decades. There are currently two main legal frameworks within which intra-Arab trade
operates: bilateral agreements and the three following regional agreements; the Common
Market of the Gulf; the Agadir Agreement; and the Greater Arab Free Trade Area (hereinafter
GAFTA). Beyond the features of each of them, these three agreements have the following
common economic objectives:

Boosting trade between the Signatories (which remains very low — less than 10% of
the total trade of Arab countries) by emphasizing the complementarity of their economies
(e.g., Tunisia, Morocco and Egypt could export textiles and agricultural products to the Gulf
countries, Algeria or Libya) and fighting counterfeit products that causes damages to local
production and distorts the balance of payments.
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Creating conditions to attract more foreign direct investments

Strengthening the negotiation skills of the Member countries to deal with powerful
trading blocs such as the USA or the EU or in international frameworks such as the WTO.

Despite these ambitious objectives, the implementation of the above-mentioned
agreements had rather negative results, quasi-similar to that of bilateral free trade agreements
signed by the Arab states. Commitments to liberalize trade and make more transparent the
internal regulations have no practical effect. To delay the enactment of their commitments, the
Signatories claim that full implementation would mean the death of multiple economic
sectors, especially the agricultural and food sectors, given the domestic price support policy
adopted by some Signatories.

In fact, the reasons of this situation are numerous and varied. For one, these
agreements were signed without serious preparatory steps or consultation of citizens and
businesses so that inconsistencies have emerged over time. In contrast to the agreements
signed with the United States or the EU, the private sector has not been involved in the
preparation of the WTO negotiations. Consequently, it is not surprising that companies
regularly denounce the maintenance of many export barriers including rules of origin which
are interpreted differently in each country, as well as administrative and normative non-tariff
barriers.

Furthermore, some Arab countries, on the basis of the pressure exerted by their
farmers and industry, seek to establish a list of sensitive products (wheat, flour, sugar ...) that
should be excluded from the scope of a multilateral agreement. Beyond these technical
aspects, barriers to the development of regional economic cooperation also result from the
priority given to political considerations over economic policies, and the weakness of regional
institutions as reflected by the absence of dissuasive sanctions against a violation of the
commitments and the adoption of the principle of unanimity, which makes it practically
impossible to reach a common decision between Arab leaders, whose disunions remain
outstanding beyond the repeated speeches on a virtual Arab unity.

The low impact of Arab countries on the Doha round

While Arab leaders repeat their support for the Doha negotiations process, it is clear,
however, that their impact on the progress of these negotiations remains negligible. The
reasons of this situation come less from a lack of political will than from the shortcomings of
the WTO and difficulties of integration of developing countries in the MTS. Some observers
regularly highlight the undemocratic and unequitable features of the multilateral negotiations
(@), the ineffectiveness of programs of building trade capacity for developing countries (b)
and, more broadly, questioning the founding theories of the MTS as governed by the WTO
rules (c).

The shortcomings of the multilateral negotiation process

Developing countries require a greater role in the determination of both the content
and the conduct of the multilateral negotiations. As for many developing countries, the Doha
Round has shown the marginalization of Arab countries and their inability to claim their
demands.

The WTO is a permanent and institutionalized negotiations forum between Member
States. Negotiations taking place under its auspices must be conducted on the basis of
reciprocity or non-reciprocity with regard to developing countries, as well as the equal
treatment of participants, while the negotiated concessions are legally binding and have a
minimal degree of stability in the time before they can be optionally modified. In practice, the
implementation of the common principles governing the negotiations, however, favored the
inertia of the Arab countries and made more difficult an ambitious consensus.
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The situation of Arab countries is seriously complicated by their outright exclusion
from the negotiations. These countries feel marginalized while these negotiations are in
principle open to all WTO Members and Observers governments that are negotiating their
accession or in progress of accession, which concerns about twenty Arab states.

Despite a massive membership of South’s countries in the WTO and a formally
democratic structure, the negotiation process remains in fact controlled by the industrialized
countries. These countries have even shown that they are willing to negotiate outside the
WTO, in order to circumvent the principle of decision by consensus. With the support of some
emerging countries, the industrialized countries seek to "force the destiny” by negotiating in
the "green rooms", that are small circles bringing together a reduced number of major
economic nations. Highlighting the impossibility of making decisions at a consensus of 159
countries, the main economic actors hold the decision-making power. Some developing
countries do not wish to change this state of affairs: it is the case of major developing
countries such as India, Brazil, Argentina and other emerging countries. But one should keep
in mind that these countries are part of the small circle of privileged nations that composes the
green rooms.

In the context described above, it is not surprising to notice repeated failures of the
trade negotiations organized under the auspices of a WTO that is not fully democratic and
does not comply with the Doha ministerial declaration. For many developing countries, they
cannot negotiate within the WTO as they negotiated under the GATT. Under the former
system, the negotiation was between rich countries and the results were ratified by all parties,
without prior discussion. This process was perhaps acceptable when the Contracting Parties
could choose their commitments, but that can no longer be tolerated in the WTO system that
is burdensome for poor countries due to the “single undertaking” principle. In consequence,
these countries do not hesitate to wield their veto, and, at the same time, to integrate states
coalitions within the WTO.

Arab states are aware of this reality and are eager to avoid isolation, which can mean
loss of control over the negotiations. They tried, in 2006, to form their own coalition. But
conflicts and political rivalries have impeded the success of this project. Meanwhile, these
states are dispatched in several coalitions of states in which they do not have an active role nor
a sufficient knowledge of the subject-matter in negotiation. It is thus striking that no
communication has been made to date by an Arab country on behalf of a coalition.

To conclude on this point, it should be noted that the strengthening of Arab countries’
impact in current and future WTO negotiations is therefore a crucial issue; a significant
development in this case will require both a more harmonized approach between Arab
countries and an institutional framework, instead of the informal committees of negotiation
called “green rooms" in which a limited number of developed and emerging countries address
key trade issues.

The inefficiency of the trade capacity building programs

While previous developments have highlighted the shortcomings of the negotiation
process within the WTO, the low impact of the Arab countries on the work of the Negotiating
Committees is also due to their lack of expertise in the field of international trade and the
weak role played by the Arab delegations in the WTO bodies. This situation recalls the
recurring questions about the effectiveness of the instruments established by the WTO
regarding technical cooperation and training that did not fully respond to the needs of Arab
countries in this field. An analysis of these different issues is required.

First, regarding the lack of expertise of Arab States, several indications highlight their
poor knowledge of WTO rules. The first indication is the lack of use of multilateral trade
defense rules. For memory, these rules are used in case of difficulties due to trade
liberalization. They ensure the defense of the legitimate commercial interests of WTO
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Members when they are victims of unfair practices or are forced to adopt emergency measures
in the event of market disruption. Only three countries, namely Egypt, Jordan and Morocco,
have already opened investigations at the request of their domestic industries for the
application of safeguard measures by other governments. No Arab country has, to date,
imposed a safeguard measure on imported products. In the same course, Egypt is the only
Arab country to have initiated and imposed anti-dumping measures.

The application of trade defense rules is obviously essential for the competitiveness of
Arab economies. In this regard, the annual reports of the WTO show that if 63 WTO members
have participated in the dispute settlement procedure during the period 1995-2012, no Arab
country has initiated proceedings before a panel as a complainant. Only Egypt was involved
four times as defendant. This country and also Saudi Arabia are also the only ones involved in
the WTO dispute settlement procedures as third parties, thereby recalling the considerable
interest that Arab countries may have in the context of WTO litigations.

How is it possible to justify this inertia of the Arab countries?

The absence of Arab countries in the dispute settlement system (hereinafter DSS) may
indicate that these countries chose to settle their disputes by peaceful means. But it is difficult
to justify that no "request for consultations™ has been filed by an Arab country in 2012! The
reasons clearly are elsewhere. A number of experts justify this situation by the high cost of
litigations initiated under the DSS which is an obstacle for many Arab countries, but also by
the fear of reprisals and adverse consequences on the financial assistance provided by
developed and emerging countries. It is striking nonetheless that some countries like
Guatemala, Bangladesh, Pakistan or Colombia adopt a more offensive position in the DSS.
The lack of participation in the dispute settlement procedures of the WTO may also be
attributed to the low contribution of Arab countries in world trade. Here again, this argument
should be moderated since it is sufficient to recall the low share held by some active countries
such as Argentina (0.6% of world trade) or India (1.5% of world trade), as well as the other
countries mentioned above.

In any event, the reasons given above cannot overlook the fact that the infrequent use
of the DSS by Arab states is, first, the result of their lack of expertise and knowledge of WTO
rules and that this situation is exacerbated by the increasing complexity of commercial
disputes. Bringing an action before a WTO panel is a long process that requires the
preparation of legal and business data which cannot be provided by the other Member or the
WTO Secretariat. A State Member must find other sources of relevant information by using
legal experts and economists who can provide consultations and econometric studies
supported by substantial documentation. However, Arab countries have a severe lack of
experts in these areas. Is it necessary to recall that, notwithstanding the provisions of Article
17.3 of the Dispute Settlement Understanding (hereinafter DSU) by which the Appellate Body
shall be broadly representative of WTO Members, only two Arab experts have integrated this
entity since 1995!

This situation may be explained by the delay of Arab governments and universities to
incorporate into their training programs issues related to international trade. But it is
impossible not to question the effectiveness of the "progressive learning strategy” and the
"reference centers” that constitute the two vertebral columns of the trade-related technical
assistance program for developing countries. Managed by the WTO Secretariat, and more
particularly by the Institute for Training and Technical Cooperation (hereinafter ITTC), this
program focuses on e-learning courses and academic programs and workshops organized at
both national and regional levels. The immediate objective of these activities is to enable
participants to understand the fundamental principles of the WTO in relation to the matters
dealt with. For specific questions in connection with the Doha Round, the goal is to give
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participants the factual and analytical information required to participate meaningfully in the
negotiations.

Even if the training tools have been continuously improved since the creation of the
WTO, their added value for the Arab States remains however limited. The latest annual report
issued by the WTO is eloquent. During 2012, the WTO has undertaken 343 technical
assistance activities related to trade capacity building and most of which were for officials
from developing countries and LDCs. But the analysis by region shows that only 5% of those
activities concerned Arab states, ranking this region almost at the last position with the
Caribbean area which received 3% of the technical assistance activities.

There is no doubt that the small number of technical cooperation and training activities
does not increase the level of expertise in the Arab countries in the field of international trade,
nor target the needs of these countries in the implementation of the WTO Agreements and the
Doha Round negotiations. The dramatic situation of Arab countries requires more than a few
weeks of training or seminars on specific issues of international economic law. It requires
more regular training and monitoring mechanisms for Arab officials selected on skills and
stability criteria, as well as more intense awareness policies for businesses, parliamentarians
and decision-makers in these countries.

Low expertise of Arab countries in the field of international trade also has a negative
impact on their representation within the WTO bodies and in the process of multilateral
negotiations. Coordinator of the WTO activities, the Secretariat has 639 regular staff selected
from 77 WTO Members. Among the staff, there are only 18 experts coming from four Arab
countries, which constitutes less than 3% of the total staff.

In addition to the lack of representation in the WTO Secretariat, Arab countries do not
have powerful and effective delegations that are able to negotiate. Limited human and
financial resources constitute a major obstacle to the full participation of Arab countries in the
WTO works. On the ground, the diplomatic representatives of Arab countries are limited to
one or a handful of officials. In addition, their delegations not only cover the WTO works, but
participate in the works of other international organizations also based in Geneva, such as the
United Nations and its specialized agencies (UNCTAD, WIPO, etc.). With its staff of ten
members and a participation in all ministerial and other meetings held in Geneva, Egypt is an
exception among Arab countries in this case.

In brief, while the Doha Ministerial Declaration emphasizes that “technical
cooperation and capacity building are core elements of the development dimension of the
multilateral trading system" (parag.38), multilateral negotiations have highlighted the
marginalization of Arab countries in the functioning of the WTO. The challenge for these
countries in the context of current and future negotiations is to train more national experts in
international trade issues and to set up teams of skilled and polyvalent negotiators likely to
actively participate in workshops and influence the outcome of negotiations. Success however
will also depend on the redefinition of the WTO technical cooperation strategy and a
clarification of the Secretariat mandate in this area.

The questioning of the WTO ideological foundations

Whatever the outcome of the Doha Round negotiations, the debate on the legitimacy
of the WTO as a body regulator of world trade is recurrent in Arab countries. Since the early
2000s, a strong anti-globalization movement is running within Arab societies and affecting a
growing number of stakeholders. This has been recently compounded by political instability
related to the "Arab Spring™ and a resurgence of religious conservatism.

These parameters reinforce the skepticism of Arab countries and partly explain their
reluctance to participate actively in negotiations. To justify their positions, opponents to
multilateralism point out that current tensions and deadlocks described above are justified by
systemic and structural reasons that would require a renegotiation of the WTO Agreements
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and a rebalancing of rights and obligations imposed on Arab states. With a closer look, some
points of disagreement between WTO Members reflect, indeed, a real questioning of the
founding theories of the global economic order established since 1945, and a fortiori of the
WTO.

In effect, the Doha Round is occurring in a period of questioning of the theory of
comparative advantages which is the cornerstone of the MTS. The principle of specialization
is regularly advanced to convince the economically backward states to open their borders.
However, the weak economic and industrial development of many Arab countries generates a
low added value of the so-called "advantages" possessed by these countries. Like many
developing countries, their market position is deteriorated because they export products at low
prices, while they cannot do without numerous and costly imports. Their integration into the
global economy is therefore reflected by a loss. Trade is largely in favor of industrialized
countries, although some countries such as China or India contradict this reality.

Parallel to criticisms against the principle of specialization, the absence of automatic
links between trade and development is more and more pointed out. Such a statement may
seem surprising. According a World Bank study (Global Economic Prospect, 2004), the
conclusion of a “good deal” at the WTO would have increased global income from 290 to 520
billion dollars annually and 144 million people would have come out of the state of poverty
by 2015. The OECD went towards the same direction and emphasized that the dynamics of
multilateral liberalization may lead to welfare gains, particularly in developing countries.

The argumentations still provided by these international organizations are not enough
to convince WTO members to agree. The successive failures of ministerial conferences have
revealed the particular crisis of confidence of the South in the MTS. This crisis of confidence
is regularly fed by the questioning of the benefits of trade openness and the correlation
between trade openness and growth rate of a country. The result, as highlighted by a report
issued by the Commission on Human Rights of the UN, is that for certain groups WTO is seen
as a "nightmare"” (UN, J. Oloka-Onyango and D. Udagama, La mondialisation et ses effets sur
la pleine jouissance des droits de I’homme, 2000).

Naturally, it is impossible in this contribution to take a conclusive position in this
debate. One may only indicate that the logic underlying many multilateral agreements such as
the Agreement on agriculture and the TRIPS Agreement are indicative of the North’s attitude,
which is far from the generosity displayed. Similarly, trade liberalization offers opportunities
only under specific conditions that are far from being met in the Arab world: reciprocal
liberalization, building capacities in terms of infrastructure and administration, an educated
and skilled population, political and macroeconomic stability, etc.

To better benefit from trade, Arab leaders must also assimilate the fact that trade policy
may serve their needs of development when implemented in cooperation with the private
sector and civil society. Beyond the official speeches, this requires a profound change in
mindsets to end the priority given to political considerations in the conclusion of trade
agreements while the opacity surrounding their socio-economic impact remains. The Doha
Round thus constitutes an opportunity to increase transparency through greater involvement
of private actors and national parliaments in determining objectives and benefits of trade
concessions.

Conclusion

In conclusion, the above discussion suggests three main observations:

Firstly, the Doha Round is a major turning point in the integration of developing
countries, and particularly the Arab countries, in the MTS. Multilateralism is currently viewed
as the most suitable approach to support development policies in these countries, to fight
against the abuses or excesses of bilateral trade agreements and to mitigate failures of regional
integration.
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Secondly, the Doha Round has highlighted the marginalization of Arab countries in the
negotiation process and, more generally, in the MTS. This is due to a lack of competitiveness
of their economies and serious technical problems of access to international markets, but also
to the shortcomings of WTO, which does not fully meet their needs of integration.

Thirdly, Arab countries should better identify their goals in the negotiations and
develop more active participation strategies in the MTS. In this respect, a crucial element is
Arab unity: Their alliance of 2006 must be revitalized in order to provide a platform for
articulating their interests and to be viewed as a strategic partner by powerful delegations in
WTO negotiations.
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Abstract

The total world population is 7.093 billion of them 1.29 billion do live with absolute
poverty [PPP below $1.25]. Around 4 million of people die cause of starving and malnutrition
and 25 million without treatment/year. 100 million is homeless and further 100 million is
hidden homeless. Around 200 million is unemployed, of them 75 million that is 13% of the
total figure is between the ages of 15 & 24 [IMF-2012]. If dramatic changes are not happened
in the world job markets and young jobless is remain stable, its impact would be very
devastative for the forthcoming world.

Keywords: Microcredit, Global poverty

Introduction

For global peace & affluence in today's world stricken with hunger, homelessness,
diseases & woe, tremendous poverty has to be removed to ensure the fundamental rights
which include the rights of food, cloth, shelter, education and treatment. International aid,
which is joke to the impoverished, has deepened the problems rather than alleviate a bit. To
pave the way for first and foremost task is either to create direct employment or create
condition to create employments. Micro-credit banking, which on one hand creates direct
employment and on the other hand patronizes borrowers to create small scale production lines
or enterprises to create employments and increase the source & levels of income, is one of the
most remarkable options to alleviate the poverty.

The project is about the creation of microcredit bank & invention ways to create direct
employment and create condition to create employments to alleviate the poverty and promote
the standard of living in Bangladesh.

«Money, says the proverb, makes money. When you have got a little, it is often easy to
get more. The great difficulty is to get that little» -Adam Smith

«Low income individuals are capable to lifting themselves out of poverty, if given
access to financial service»-Dr. Muhammad Yunus

The concepts are the stimulator to apply micro-credit banking as poverty alleviation
tool.

Goal

Represent poverty free Bangladesh to the world in 25 years transforming selves-
dependable villages throughout the country and represent the model as global poverty
alleviation tool.

Mission

Create direct employment and create condition to create employments patronizing
micro-credit borrowers to create micro scale production lines or enterprises.
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Hypothesis
If implemented successfully it will be extended to other regions to remove the poverty
and promote the standard of living.

Poverty, its impact on socio-economic lives & alleviation tool

Poverty, a complex society issue, is a condition when people are not able to meet their
fundamental needs including food, cloth, shelter, education and treatment properly in proper
way.

It is a global issue and cause of socio-economic depression. Poverty not only pushes
the improvised to poor living conditions but also slashes the access to basic needs including
hygienic foods, pure drinking water, proper sanitation , health care & education. The letter
undermines and limits their capabilities and their opportunities to secure employments
aftermath prolonging and confinement of the poverty circle.

Together with poor living standard of impoverished, poverty is being cause of various
misfortunes which are prevailing in the society, such as crimes, illiteracy, unemployment and
diseases like depression, anxiety and stress therefrom not only the poor rather hole society is
suffering.

So poverty is a call to action---for the poor & the wealthy alike---a call to change the
world so that many more may have enough to eat, sufficient shelter, access to education and
health care, prevention from violence and uncertainty and a voice in what happen in
community.

Microcredit banking is one of the most potential options to bring the desirable
changes. Scientific and apt implementation of it could bring the potential breakthrough.

Microcredit

Microcredit is a financial innovation that refers to various kinds of small loans &
financial services meant for the impoverished borrowers who are currently operating
businesses or aspiring to introduce businesses or simply unemployed to introduce businesses
or financial activities to improve their living standard. The borrowers of micro credit usually
lack of collateral, steady employment & variable credit history, thus fail to qualify for regular
bank loan. It's designed not only to support employment and combat against poverty but in
some cases to empower women & uplift entire communities by extension.

The main purpose of microcredit is to break the cycle of «no income, no investment,
no profit» to «small income, small investment, and small profit» by increasing capital from
outside into the economic life of poor people.

Underprivileged people may have potentially profitable business ideas but the ideas
might not be put into action due to lack of start-up finance. Microcredit loans give clients just
enough capital to put their ideas off in the ground.

Over the above concepts microcredit evolved first in 18th century and got momentum
only after the establishment of ‘Grameen Bank' in Bangladesh by Prof. Muhammd Yunus in
1976. As of 2013 microcredit activities are being manipulated in about 50 countries around
the world including USA, India, China, Bangladesh and many other African nations and have
brought many changes.

Existent Microcredit Banking and Common Scenarios

In developing and list developed countries like Bangladesh where women are
neglected due to their dependability on male partners, microfinance provides them with
beneficial banking they need to start up business ventures and actively participate in economy.
It gives them confidence, improve status and make them more active in decision- making,
greater accession to financial resources, greater social network and greater freedom of
mobility thus encourage gender equality.
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One of the largest roles that microfinance has in local economies is providing credit to
low-income and poor families to startup financial activities with the means to becoming
financially stable that helps breaking the cycle of poverty in the current generation and work
toward ending global poverty for the future generation. A study conducted by Zohir & Martin
in 2004 suggested that clients who join and stay in microcredit program have better economic
condition than non-clients, suggesting that programs contribute to these improvements.
Households who are involved in program are able to send more children to school for longer
period and to make greater investments in their children's education [Litterfield and Hoshemi,
2003].

By reducing vulnerability and increasing earning & savings, micro-financial services
allow poor households to make the transformation from «everyday-survival» to «planning for
the future».

But the impact of microcredit on poverty alleviation is highly a debatable issue. Since
its introduction, microcredit has not had very positive impact rather has led many borrowers
into debt trap or in some cases leading suicide or selling organ [Milford, 2010 & Kathrin,
2012].

A study conveyed by Wastover & Khandaker noticed that among six representatives,
five found no evidence that microfinance reduced poverty though they found other positive
impacts, e.g acceleration of individuals business, children's education etc; Study selected from
sample of more than 100 studies as being methodically sound [Wastover & Khandker, 2008].

An another study conducted by Chowdhury & Hussain (2011), showed that micro-
credit programs in Bangladesh between 2000 and 2010 that was when only 7% of micro-
borrowers were able to rise about poverty line [Chowdhury & Hussain 2011].

Kathrina Hartman, the German Journalist told about trapping in debt of a woman
whom she met in 2012 at Kurigram district in Bangladesh. The rural women who were the
borrower of microcredit told her about the brutal methods of enforcing debt repayment,
including the forced to sale of cattle, house utensils and lands. In order to be able to repay
loan, newly indebt men and women even sold their kidneys, as discovered by the police in
summer 2011. In order to repay the loans children are dropped out of school to earn money
and food expenditures are cut down significantly.

Professor Mohammad Moniruzzaman from the department of Anthropology at
Michigan State University has been researching the organ trade in Bangladesh since 1990
stated that such a selling organ to make repayment and they felt no choice but to sell a body
part.

Mohammad Mehedi hasan 24, from Molagari village in Bangladesh sold his lever at
$9690 to repay the loan which was taken from a microfinance institution in 2005.

Why Micro-credit doesn't work?

It is a fact that microcredit borrowers, who don't have necessary requirements to
receive loan from the formal banks, are marginal and disadvantages inhabitants of the society.
They don't know how to receive loan, how to invest the capital effectively for well return on
investment, how to produce units, how to marketing.

Suppose, if you somewhere meet a man who is blind and deaf and direct him to go to a
certain destination where he will get proper maintenances, he will never reach the destination
rather will lose the former shelter if you don't convey him to.

Like the blind and deaf microcredit borrowers will be dropped into debt trap or driven
into loan cycle if the borrowers are not apt patronized by the lender from credit receiving to
profit making.

87



Non-effective investment

As microcredit borrowers are marginal and lack of business and professional
experiences, they don't know how and which sector the capital should be invested in for well
return on investment. Most often, the borrowed money are invested either in list profitable or
non-profitable sectors fail to earn a well return to repay the loans' capital. The credits are very
often used to buy durable products or consumer goods instead of productive investment
[Milford, 2010 & Kathrin, 2012].

Credit giving strategy, High interest rate & Repayment structure:

Loan giving strategies of existence microcredit institutions are not effective to fight
against poverty. Micro-credit banks in Bangladesh form a group of five potential borrowers
and train them how to receive and repay loan instead of how to go to the production or invest
the credit effectively for well return on investment.

Loan giving strategy of first modern micro-credit institute ‘Grameen Bank'

Eail
| Reauilar renavment > Giving loan to Giving loan to
Forming a Training on oral - other 2 last pergon
group of BRI examinatio Loan giving to
five policy (7 days) : 2 members X&glﬂ.a.[.l Ineligibility of group

Not regu|al‘ repay until loans repaid

Moreover, high interest rate & repayment structure that limit its effectiveness. Global
average interest rate of microcredit bank is 37%. In Bangladesh loans are repaid by 52
installments in a year and first installment is started in fifteen days of receiving loan then
every week. If borrowers don't manage to earn at list 37% rate of return, eventually ended up
poorer as a result of accepting loans.

How Micro-credit will succeed?

To reach the poverty alleviation goal, Microcredit policies are needed to be
implemented and managed effectively & services are needed to be designed to meet the need
of clients. Thereby not just only the clients but also their family and the wider community will
be benefited.

When loans are associated with an increase in assets, when borrowers are encouraged
to invest in low risk income generation activities and when very poor are encouraged to save;
the vulnerability of the poor people is reduced & improved the poverty condition [Hulen &
Mosley, 1995].

If microcredit seeks to improve the condition of poor by creating proper environment
and right opportunities, poverty will be alleviated and living standard will be promoted.

So, together with credit providing, proper patronization of borrowers by the lender in
the sectors including effective investment, producing units, marketing the portfolios could
bring the desirable changes.

If microcredit activities encourage and patronize borrowers to resolve easy accessible
regional raw materials into commercially valuable products, it will be doubly effective. On
one hand commercial production industry will be established with huge economic potentiality
and on the other hand regional raw material industry will be accomplished commercially &
more effectively to bring massive development for local, national and world economy.

Proposed Project

Creation of microcredit bank & invent strategies to create direct employment and
create condition to create employments through patronizing microcredit borrowers to create
small scale production lines or enterprises by microcredit banking, microcredit loan and other
relevant entrepreneurial activities.
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Target is to encourage and patronize borrowers to introduce regional raw materials
based production industries. Moreover, other potential sectors where there are rooms available
to develop will also be promoted, e.g., poultry farming, fisheries, milk processing, packaging
& marketing etc.

We'll select the borrowers on the basis of financial vulnerability and skills first and
train them to be skill producers or entrepreneurs. They will also be given very basic
knowledge about management & marketing. Then they will be given loan to introduce small
scale production lines or enterprises.

For sustainable development of a nation, education standard needed to be promoted to
create talented human capital, the nation will discover its own ways to develop. For this
prospect we'll establish preparatory and primary schools with up to date curriculum, computer
labs, internet access and libraries.

Application

The project will be manipulated by the name " MPFW (Mission for Poverty Free
World) Microcredit Bank" with the slogan "Poverty Free World for Global Peace”

Instead of manipulating the project's activities over the entire country all together,
we’ll divide the country into several regions according to the geographic location. Every
region will be divided into many small branches and developed the branches one after another
gradually.

A branch will be selected and activities will be manipulated for numbers of years till
annihilating the poverty, transforming the branch into self-dependable and improving the
quality of living.

Aim is to produce commercially valuable products by easy accessible regional raw
materials. So, we'll remark the regional raw materials of the region where we'll initiate the
project's activities and invent the most effective ways to produce commercially valuable
products.

Other potential sectors where there are rooms available to develop such as poultry
farming, fisheries, dairy milk processing, packaging & marketing etc. will also be initiated.

We'll select the borrowers & train them to be skilled producers or entrepreneurs. Well
equip training centers will be established within the branches on the basis of production which
we'll produce.

Loan will be given to the borrowers to introduce small scale production lines or
enterprises when they will be sufficient skilled to go to the production and manage effectively.
We'll patronize them to marketing their products.

We'll open & operate selling centers throughout the country by the brand name
"MPFW Bank's Green Product" with the slogan "Be Green to Save the Globe".

We'll buy the products from the producers (borrowers) and sell them in project's run selling
centers. The products will also be offered to other retailers who are offering the same products
we are producing and offering. The producers are also free to marketing their products.

Loan giving structure

Banking —% Microcredit —® Selectionof — Forminggroupswith - Training to — Lending
borrowers 5 members each the the —I—>
F* * borrowers for

Commercial Educational

activitiac Supervise their —»  Patronize them

ground activities for marketing
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Pay back

Loan will be paid back with 10% annual interest rate. Repayment will be started after
a month of their receiving loan as they will start receiving revenue from their portfolios at that
time. Total loan of a borrower will be paid back with 12 installments during a year. Borrowers
also can open saving account to the bank and deposit for the rainy day.

Implementation

The project will be implemented in Bangladesh. The total population of Bangladesh is
180 million. Off them 50% is between the ages 14 & 30 and 55% is unemployed. 40% of the
total population lives below the baseline of poverty [$1.25/day, World Bank, est. 2012] of
them 25% lives with extreme poverty [$1/day, World Bank, est. 2012]

Poverty, epidemic, famine and hardship of life are the common phenomenon in
Bangladesh though there are huge potentialities and lots of rooms to promote for economic
sustainability and social stability through promoting handicraft, SMEs and various forms of
micro-industrial, small scale commercial & entrepreneurial activities. Through microcredit
banking, microcredit loan & effective entrepreneurial activities, the project will pick all of the
potential sectors up into account to develop.

Instead of initiate the project’s activities over the entire contrary all together; we'll
divide the country into four regions (South-West, North-West, South-East & North-East)
according to the geographic location and initiate the ground activities in the South-West
region first. We'll divide the region (South-West) into 2500 small branches and pick a branch
up and manipulate the activities till annihilating poverty and promoting the standard of living,
then the rest of branches gradually.

We'll remark the regional raw materials of the reasons and take initiative to invent the
most effective ways to produce commercially valuable products by the regional raw materials.

If jute and bamboos are available and cheap in the selected branch like most of the
areas of Bangladesh, we'll produce shoes, vanity bags, and shopping bags by jute and jute's
garments thereafter and souvenir, toys and household products by bamboos. If the area is
surrounded by grasses, we'll introduce dairy firming and small scale dairy products industries.
If the area is surrounded by water, we'll go to fisheries and poultry farming. If the area
possesses no physical resources but clay, we'll produce attractive souvenirs, ornaments and
households things by clay.

This is important to mention that jute was the main export item of Bangladesh where
there were 537 jute mills with about 2 million of employees in 1990 since then 433 jute mills
have been closed & millions of employees have lost their jobs as we could not diversify the
jute product. The successful implementation of the project would revive the very glorious
financial sector of Bangladesh.

Women, almost half of the total workforces of Bangladesh but 85% of them are
unemployed. Keeping a vast population unemployed, sustainable development of a nation
can't be expected. So target is to empower the women involving them in financial activities.

Ground Activities
The ground activities of the project will be initiated on 1st of March 2014 from the
village Jaduboyra, a branch in South-West region of the project's planned geographic location.

Target is to transform the village Jaduboyra as a poverty free self-dependable village by
2015

Jaduboyra is a village of 4sg. Kilometers & 6124 inhabitants. Among them 500
students, 20 government employees, 50 in NGOs & other sectors, 800 farmers and vast
majority of 1660 are completely unemployed. The total workforces are 2530 of them 98% are
marginal farmers.
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Like most of the rural inhabitants of Bangladesh dwellers of the village Joduboyra
cultivate their lands yield crops and live on it round the year. But agriculture in Bangladesh
completely depends on natural climate. If weather is hostile, for example, drought, heavy
rainfall or flood, either crops are destroyed or cultivation of land is not commenced in time,
hardship of living is started.

Every year 'Monga', a seasonal food crisis, snatch numbers of lives during the months
December-January that is when farms are not cultivated and people don't have work at hands
or other alternative to survive.

Like most of the areas of Bangladesh, arable lands of the area are very fertile for jute.
Every year farmers cultivate jute but they don't get sufficient market value of it. So, they are
either to satisfy with low profit or count losses.

Besides, huge livestock including lactescent are also physical asset of the area.
Inhabitants use the milk of their cows either for household purposes or sell it in the villages'
markets at very cheap price.

As the village Jaduboyra, the first targeted branch, is thrived with jute like most of the
areas of Bangladesh, primarily, we'll produce summer & winter shoes, shopping bags and
vanity bags by jute and research to produce more innovative products to keep up pace with
global demand through project's R&D center.

Moreover, we'll launch other entrepreneurial activities including poultry farming,
fisheries and milk processing, packaging and marketing for rapid and sustainable
development.

WEe'll establish necessary numbers of preparatory and primary schools with up-to-date
curriculum. Educational institutions would be accomplished with computer labs, internet
access and libraries.

Common physical assets of village Jaduboyra
Jute and bamboos
Huge lifestocks including lactescent
Arable lands
Young energetic people

In next couple of years (from 2014- 2015) the village Jaduboyra, the first targeted
branch, will be changed for poverty free self-dependable village and standard of living. By the
time five preparatory schools and a high school, five fisheries and five poultry firms will
come under full operation. 500 direct jobs will be created through schools, fisheries, poultry
farming and milk processing, packaging & marketing activities. Further 500 small scale
production lines, which will create employments for another 1200 employees, will be created
through loan programs. 1700 families will come out from tremendous poverty. In next couple
of years poverty will be removed and massive changes will be brought in socio-economic
lives in the village then activities of the project will be extended to other branches with the
same massage and mission.

Consequences

Poverty free Bangladesh in 25 years and selves-dependable villages

Minimization of unemployment problems, increased the sources and level of income
and standard of living

Talented next generation through up to date education programs

Empower the women and gender equity through involving them in financial activities

Regional raw material based green product; innovative & cheap

Diversification of economy, financial sustainability & social stability
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Conclusion

Microcredit banking is one of the most useful components to alleviate the world
poverty. But it doesn't work it-self. Effective strategies and proper implementation are
indispensible to bring the desirable consequences.
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MONEY SLAVERY
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Abstract

Money basically performs auxiliary role in promoting good development and the
manufacture and selling of goods and services. Thus, money should not be substituted for
goods. Money is a means used for the measurement of capital. On the other hand, capital is
the real resources that producers use in order to make the goods that we all consume: things
like factories, machine tools, trucks, and roads. Money on the other hand is non-specific; it
can be used to buy anything that is available in the marketplace, including capital goods. This
is what leads to the common practice of referring to money as capital. When money becomes
goods, too much money will be in circulation, and when this occurs, the overflow of the
money often results to global economic crisis and to economic explosion.
The Cult of money creates in the society, special status superiority on money-racial criterion
and this violates the right to Liberty and equality.

Keywords: Money, narcotic, servitude, kindness, evil, consciousness, capitalism

Introduction

The analysis of the development of the Human Society for many centuries and even a
millennium has shown that the life of people in a society is dependent on the availability of
various social amenities such as shelter, food, electricity, pipe borne water etc. Therefore, in
order to achieve its objectives, the masses can either use a SUBJECTIVE or an OBJECTIVE
tone in agitating for their rights in the society. These tones can result to a positive response of
effectively promoting the development of a Society (community) to the full, not admitting the
occurrence of the internal contradictions during the developmental process; or a negative
feedback of bringing about an imperceptible distortion, which would be observed as a
negative picture in the next centuries.

One of such subjective distortions has appeared as the distortion for the application of
money. However, with the development of materially-financial sphere, the role of money is
slowly been transformed from an auxiliary role in promoting the exchange of commodity, to a
dictatorial role which begins to negatively influence the development of the consciousness of
man, and deforming his spiritual qualities.

The role of money should not be exaggerated, but should be limited only to its
auxiliary role. Hence, the detailed disclosing of this question is stated in this article.

Main Text

The economy is made for Man, and not man for the economy. The economy was
created by man and consequently should be controlled by man himself.

Objectively, man should operate his economy and thus, remove any negative
subjective (too human) aspiration in the economy. Thus, this should include his goal to avoid
contradictions and then to permit them with the help of wars and violence against such
negative subject (not of freedom).

The traces of " economy curve" can be seen when the gold together with the role of
money (i.e. role of money in the exchange of goods and services) began to substitute spiritual
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and human qualities, thereby resulting to the introduction of the trade of humanity with the
purpose of reception of subjective benefits and to transform the people into slaves tribes.

Consequently, it is very important not to mix the concept of capital and money

Therefore, capital basically is the sum of ware-material value, but money is a means
for the MEASUREMENT of capital.

However, as can be seen, money limits the freedom of people. Money creates
inequality among people and can even make someone a slave for other people.

For instance, someone who has more money is regarded to be of a high social status in
the society irrespective of his racial attribute or the colour of his skin, but on the "amount of
money he/she possesses ".

Those with more money have more rights in the society than those without money.

If a man does not have money, he cannot enforce out his rights to the full in a society.

For example, the right to education is often limited to its cost, right to life (basic
amenities of life such as food, water, shelter, clothes etc.) are limited by the cost of acquiring
them. Also, the right to work is limited by a man’s lack of educational qualification, which
arises due to lack of sponsorship in acquiring qualitative education.

Furthermore, it is necessary to understand, that the development of the human society
for a long time has left the era at which the rate of POVERTY is increasing and people barely
have to struggle for their existence.

Thus, the modern technical progress has ensured quite a high level of PROSPERITY
for the life of all members of the society and thus, satisfy the right to surplus and even luxury
for those who the work is allocated to (especially intellectual) by the leaders in promoting the
development of the society.

This therefore signifies the decisive growth of wealth in the 21st century created not
only by "businessmen genius”, but also created with the conditions for the development of
science and education by all people in the society.

Therefore, in 21st century, the riches and fruits of scientifically technical progress
have created efforts for all mankind, which include those who were born at this time.

However, money often seems to be in control over man and began to impose its
authority over Man (including and above the maximum owners of financial capitals).

Economic life of a Society began to operate original Money-cracy.

The authority of Money became extreme and has passed allowable borders mind
reasonable.

Therefore (as it also does not sound incredibly), a time is coming where money will be
kept in its rightful place. The role of money should be only an auxiliary role of promoting the
exchange and manufacture of the best commaodity. Thus money should not turn to the goods-
wares.

Money exceeds the role of the intermediary also imposes themselves as the wares-
goods.

For the scheme "the wares goods - money - the wares goods" occur variant

"Money - money - money",

The economy built not on an absolute priority of the real wares, but alongside with
"money as the wares", deforms its reality and creates "soap bubbles”, which periodically burst
as a global financial crises that is painful to the society.

Money is the basis of a social organization in the capitalist society as there is a strong
discordance between what individual wants to do for the society and what society needs from
individual. For example, most people wants to be artist, politician, business men and these
people want to eat, buy houses, car, dress. People are trying to spend their time in what is the
most interesting for them.
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Also it turns out, that the ESSENCE of capitalism has some variants, one of which
corresponds to the essence of the objective, capable of ensuring benefit “for all"*; while others
correspond to a different degree of the curvature which is brought about by subjectivity "for
election™ in the objective "for all".

The capital can successfully serve as an individual or as a common development, but
subjectively, it has appeared to be the most attractive for the realization of egoism action.

It is not appropriate to identify capitalism with extortion, with insolent, and with the
achievement of profit - benefit at any cost.

However, wrong "economic" practices such as fraud, larceny and deceit are not
necessary for capitalism.

Money has become a means used for the estimation of the activity of men. Money is
used more than a means of creating superiority in a society, in its original sense. However,
during the first estimation of someone, instead of giving him recognition based on his
characteristics as a man i.e. his Consciousness, Spiritual World and intelligence, he is
recognized based on the amount of money he has.

Money has got certain quality which is similar to racial attribute. In a free society, it is
necessary to overthrow this cult of superiority by money-racial criterion. However, the rights
and freedom of the citizens in the society should not be restrained.

Also, many other variants of influence of money on person should come to light,
among which, it is necessary especially to note the growing role of money as a NARCOTIC.

Man generally employs money in all areas of life - very much for a long time and
under the diversified vital circumstances.

Besides, money has the ability to give AUTHORITY, DICTATORSHIP without the
application or the use of physical violence. In addition, money creates a disguised form of
slavery through the accumulation of debt.

Therefore, considering the questions below: -

1. Does mankind itself overcome and recover the arisen authority of money?

2. Does mankind uses force or coercion to put money and gold in "their appropriate
place”, i.e. to use them only for auxiliary purposes in promoting the development and the
manufacture of goods and services?

Present the above questions to the supporters of the wild market, and you will receive
numerous complaints of displeasure and "impacts by legs".

However, respecting the opponents, the author of these lines should state that mankind
is capable of recovering the arisen authority for money and that similar example in a history
of mankind is similar example - with what???

The author means RACISM.

Recollecting from history, racism which is an actions, practices or beliefs, or social or
political systems that consider different races to be ranked as inherently superior or inferior to
each other, based on presumed shared inheritable traits, abilities, or qualities a history, during
which in many countries was distributed racism was considered to be normal.

In many countries, especially in USA, the racial attitudes were natural. Far years back,
racism in USA and in some countries in Europe has worked in the consciousness of their
supporters. However, for the last 50 years, the United States as well as other European
countries where racism is a natural phenomenon has learnt to accept each other differences
irrespective of their colour.

The victory over racism took several efforts, but was successful only when the
ideology "against racism" was supported by all the layers of the society. Thus, when almost all
the entire population of USA has understood the importance of putting a stop to racism, only
then it will be objectively stopped.

However, if the people in the society were able to win the war against racism and
discrimination based on the colour of their skin, then it is of no doubt, that the society will
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also be able to stop racism which emerges based on the amount of money an individual
pOSSesses.

What are the driving forces in acquiring "mad money"?

What are the personal misfortune that befalls the rich, which forces them to look down
on others?

What are the factors threatening the life of the rich in the society?

The wealth of the rich gives them complete happiness and their riches provide
complete satisfaction for their vital needs and that of their families. Therefore, this shows that
there is still a mad want for money by the rich.

The driving force is an extreme passion for wealth and material gain. However, it is
also known as avarice. Such driving force are mechanisms such as "games on stock market",
financial receptions and pyramids that allows one to make fast money, financial operations in
transforming money into goods, gambling and reselling. Therefore, the world will be a
happier place when the people in the society are not avarice and the government is not
despotic i.e. governs with an iron fist, caring little for the welfare of the people. To remove
this difficulty (Of which it will be impossible), it is necessary to remove approval and
admiration for those who are greedy and despotic.

The strong aspiration to be wealthy and greediness is an illness which is actually
difficult to be stopped. Thus, avarice increases when money or wealth increases. Based on its
anti-human quality, MONEY becomes the most powerful NARCOTIC which affects the
consciousness of people.

Consequently, reviewing the negative role of money in the development of a Society, it
IS very necessary to touch the subject of social inequality arising in a society.

Therefore, the objective of social inequality bears in itself positive qualities, as it
encourages people to aspire and to make a difference in their respective fields. They aspire to
become like other idol who have made a remarkable impact in various study areas such as
sciences, management, manufacturing, engineering, culture and art, or sports; thereby
fostering the developmental process of the society.

The social inequality between people emerges naturally from the right to freedom of
choice by each member of a society. However, while some in the society chooses to be a
worker or a handicraftsman, others choose to be a businessman. Also, while one chooses an
active way of life, unfortunately, others choose to be passive. For instance, in a country whose
population is 7 billion, everyone decides on what they wish to do with their life and thus, this
free choice has resulted to social inequality in the society.

Furthermore, some negative influences are associated with money. For instance,
money (excessive money), brings about social inequality in the society. Money spoils the
consciousness of the people, alters people’s consciousness and result in a situation, where one
person suppresses and makes another person a slave (money slavery).

To this end, money influences people by putting them in slavery due to social equality
in the society between the rich and the poor. Therefore, the time has come to control money
and put it in its auxiliary place or position.

Conclusion

In conclusion, the consciousness of a society is capable of perfecting itself and the
result of its perfection should become that the Society will find an opportunity to remove
wildness and chaos inherited by atavism. Atavism is a cultural tendency whereby people in
modern era revert their ways of thinking and begin to act act and think like people in the
ancient or primitive time. However, at such a development of consciousness, the role of
money in a society should return to its worthy place. In other words, money should cease to
control the consciousness of people, but, on the contrary, money should be controlled by the
consciousness of people.

96



References:

Philosophy. Under edition A.F. Zotov etc. Moscow. The academic project. 2003

V.1. Kurbatov. The Logic. The Phenix. Rostov n/D. 2001

A.V. Razin. The Ethics. Moscow. The academic project 2003

V.V. Mashkov Kindness without evil. The amendments in Ethics. Taganrog. "Nuance". 2009.
V.V. Mashkov Kindness without evil. The assistance of Kindness is more effective than
struggle of contrasts. Taganrog. "Nuance". 2013

V.V. Mashkov The Marxism turned out to be unabiding. Subjective and Objective.. Sankt-
Peterburgsky institute of design management. research potential, condition and tendencies of
development in economy, design management, education, politicslogy, jurisprudence,
psychology, ecology, medicine, philology, philosophy, sociology, engineering, physics,
mathematics. October 30-31 2013r. - SPb.: KultInformPress, - p. 289-299.

97



IMPACT OF APPRAISAL SYSTEM ON EMPLOYEE
PERFORMANCE: ACOMPARISON OF PERMANENT AND
CONTRACTUAL EMPLOYEES OF PAKISTAN
TELECOMMUNICATIONS COMPANY LIMITED (PTCL)

Kamran Ahmed Malik, M.Phil
SZABIST, Pakistan
Barira Bakhtawar, M.Phil
FCC University, Pakistan

Abstract

This research was conducted to study the impact of performance appraisal system in
PTCL on employee performance. PTCL is the largest telecommunication services provider in
Pakistan. PTCL was privatized in April, 2006 by selling 26 percent shares to Etisalat. The
privatization of PTCL offered its employees an opportunity to quit the regular job and join on
contractual basis due to higher incentives. Ever since its privatization, the permanent and
contractual employees are working side by side in PTCL. There are different types of
performance appraisal systems being used in PTCL for permanent and contractual employees.
This research aimed at identifying different types of appraisal systems being used at PTCL for
permanent and contractual employees. How the employees perceive their respective appraisal
system and subsequently what are the implications on their performance? For this purpose a
questionnaire was designed and data was collected from a sample of 96 people belonging to
the cadre of both permanent and contractual employees. Seven hypotheses were developed
regarding employees perception about their respective appraisal system and were tested
through Z-test. The survey findings show strong deviations in terms of responses of
permanent and contractual employees regarding their respective appraisal systems. The
permanent employees showed strong resentment about their existing appraisal system. They
termed it as an insignificant annual formality with no effectiveness at all based upon its weak
linkage with compensation and benefits system. On the other hand, the contractual employees
were found to be immensely satisfied with the implementation of their appraisal system. The
main factors were found out to be a clear, strong and compelling linkage with the pay,
promotion and training.

Keywords: Appraisal System, Employee Performance, Pakistan Telecommunications
Company

Introduction
Background of Research

Pakistan Telecommunication Company Limited (PTCL) is proud to be Pakistan’s most
reliable and largest converged services carrier providing all telecommunications services from
basic voice telephony to data, internet, video-conferencing and carrier services to consumers
and businesses all over the country. The company maintains a leading position in Pakistan as
an infrastructure provider to other telecom operators and corporate customers of the country.
In April 2006, Emirates Telecommunication Corporation, which is commonly known as
Etisalat, assumed management control of Pakistan Telecommunication Company Ltd. Etisalat
was able to get 26% ownership of the company. PTCL is still in transition phase and has both
regular as well as contractual employees. The performance management system in PTCL is
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present in both its new and old structure. In old system (not exactly a PMS) annual
confidential reports, commonly known as ACR are used as a performance measurement tool.
The ACRs are now renamed as Performance Evaluation Reports. These are used for regular
employee’s promotion. And the new system for contractual employees is a top down
performance evaluation system. More than one form is used for different cadres of contractual
employees. These forms are then linked with pay (performance related pay), promotion and
incentives. So at this stage there are two appraisal systems running simultaneously in PTCL.

This research has been conducted to study the impact of different appraisal systems
used at PTCL on employees’ performance. A comparison of permanent and contractual
employees of PTCL has been done in this regard. The focus has been measuring the
perceptions of both permanent and contractual employees regarding their respective appraisal
system. These perceptions are crucial because how the employees perceive the fairness and
equity in the performance appraisal system ultimately determine their own performance at
workplace. Hence, the performance appraisal system of any organization surely has certain
inherent implications on employee performance.

Objectives of Research

The objective of this research is to understand,;

» Performance management mechanism at PTCL

» The appraisal systems being run at PTCL

* Which appraisal system is more effective at PTCL

e The purpose behind using different appraisal systems for different cadres of
employees

« The impact and implications of different appraisal systems on employee’s
performance

Research Methodology

This research is a descriptive research with a combination of Qualitative and
Quantitative techniques. Qualitative research was used to identify linkage of appraisal system
with certain performance related factors. The vast literature available in electronic and print
media was utilized for that purpose. Quantitative research was then used for getting response
of employees through structured questionnaire.

Research Tool

For data collection, the questionnaire was developed to be filled by the employees.
The questionnaire focused on evaluating the effectiveness of different appraisal systems by
measuring perceptions of both permanent and the contractual employees.

Respondents

The respondents were middle management; managers, front-line managers, assistant
managers, young executives and junior officers. Their bosses were mostly general managers,
team/project leaders, assistant vice presidents etc.

Sampling

Non probability sampling had been designated for this research under which
Convenience sampling was utilized. A sample of a total of 96 respondents was analyzed out of
which half of them were permanent while remaining half were the contractual employees.

Performance Management

Performance management can be defined as a strategic and integrated approach to
delivering sustained success to organizations by improving the performance of the human
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capital and by developing the capabilities of teams and individuals within that organization
(Armstrong and Baron, 2000). The process of performance management therefore focuses not
only with “WHAT” is produced but, also ‘HOW?’ it is produced. It seeks to ensure that what
has been produced is in line with the organization’s needs and these products have been
produced in line with the organization’s way of doing things. In order to determine the overall
effectiveness of any appraisal system and its impact on employee performance, literature
suggests some of the following inherent characteristics to be considered.

Instrument Validity

Instrument validity basically refers to whether the performance appraisal system has
well defined standards or not. The set of activities which are performed by the employee are
measurable to what extent. Instrument validity is further determined by its accuracy of
measuring the work specific activities. Whatever is performed by the employee at the
workplace should be measured objectively. If the performance appraisal system is able to do
that, this means that it has satisfactory instrument validity. One of the most peculiar
characteristic of any performance appraisal system is its distributive justice. The distributive
justice refers to whether the appraisal process results in a clear and unbiased appraisal or not.
It broadly determines whether the best worker receives the highest evaluation scores or not.
The good deal of distributive justice ultimately makes the appraisal system as fair and
unbiased process. Besides fairness, the performance appraisal system should act as a catalyst
to bridge the communication gap between the boss and the subordinate. Prompt
communication and immediate feedback is the ultimate essence of any appraisal system which
is possible only if the distributive justice exists.

Role of Supervisor

The role of any supervisor is very critical in determining and implementing the
procedural justice in the appraisal system. Regardless of the efficacy and effectiveness of the
processes of performance appraisal system, a justified role played by the supervisor is critical
in implementation of appraisal system. It all depends upon how well a supervisor is able to
keep the favoritism and biases away from the evaluation process. The supervisor should be
emotionally strong and mature enough while dealing with his biases. An effective appraisal
system not only evaluates the performance of the past period but also sets certain objectives
and guidelines for future performance period as well. This makes the appraisal system a well
balanced instrument in which both the past and future performance are equally catered.
Merely evaluating the past performance may not prove to be much useful and productive for
the organization as well as the employees. In order to foster a culture of continuous positive
development and self excellence, a formalized goal settings related to future tasks is
paramount. An effective linkage of appraisal system with goal setting is essential for better
performance. Hence, the future goals and assignments should be comprehensively deliberated
upon in the annual appraisal activity.

Performance Feedback

Performance feedback is very critical and crucial concept. The accurate measurement
of performance and its subsequent communication to the person being appraised are very
important processes and hence great care should be exercised in development and
implementation of these processes. The feedback can be considered as a major determinant of
shaping or breaking employee performance. If it is performed in an efficient way, it can
generate productive responses from the employees. On the other hand, irregularities or lack of
interest in provision of performance feedback can prove to be harmful for employees as well
as the organization. The performance based pay is a buzz word now days. Many of the
organizations are in a sort of dilemma while devising the compensation and benefits policies.
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The question is whether the performance should be associated with direct financial rewards or
the non financial awards. However, it is widely acclaimed that performance based pay based
on performance ratings is the most effective method of motivating employees to improve &
sustain their performance. The organizations where there is no concept of performance based
pay for employees are ultimately indulged into a culture of underperformance.

Employee Participation

Employee empowerment and participation has been suggested by many organizational
development models for improved productivity and positive growth. This involvement on the
part of employees can be in any aspect namely financial decision making, job placement,
desired training etc. The performance appraisal system is henceforth no exception. There is a
dire need for success of any appraisal system that employees should participate in
development of relevant performance criterions. The involvement of employees in the
development of performance standards definitely leads to the formation of better performance
appraisal system. Employee participation in appraisal system is such an aspect where we can
find volunteer employees for devising the related benchmarks. Previous researches show that
majority of the employees prefer that their performance be evaluated by an instrument
developed and designed by themselves. The result is definitely the improved performance and
involvement.

Company Profile

Pakistan Telecommunication Company Limited (PTCL) is proud to be Pakistan’s most
reliable and largest converged services carrier providing all telecommunications services from
basic voice telephony to data, internet, video-conferencing and carrier services to consumers
and businesses all over the country. The company maintains a leading position in Pakistan as
an infrastructure provider to other telecom operators and corporate customers of the country.
In 1947, Pakistan telecom sector inherited British Posts and Telegraph Department and later
separated the Post and became Pakistan Telephone and Telegraph in 1962. By 1991 this was
further re-organized thorough the PTC Act 1991 opening this public sector to the private
sector companies. In April 2006, Emirates Telecommunication Corporation, which is
commonly known as Etisalat, assumed management control of Pakistan Telecommunication
Corporation Ltd. Etisalat was able to get 26% ownership of the company.

With employee strength of sixty-five thousand employees and 5.7 million customers,
PTCL is the largest telecommunications provider in Pakistan. PTCL also continues to be the
largest CDMA operator in the country with 0.8 million V-fone customers. Right now PTCL is
in transition phase and has regular as well as contractual employees. The appraisal process in
PTCL is separate for regular and contractual employees.. So at this stage there are two
appraisal systems running simultaneously in PTCL. For regular employees, the appraisal
process mostly occurs once a year but in some cases it is done after a minimum of 3 months to
a maximum of 3 years time period. The generic performance evaluation form is used which is
a standard and used in all government sectors since a long time. This appraisal process is only
for gazetted employees. For the employees of lower grades, this particular form is not used.
Similarly, in smaller regions the formal appraisal process is not used for evaluating
performance of employees. The senior officer just gives remarks about performance of his
employees, on the basis of which his promotion and other services are given This is a top
down appraisal process in which immediate boss initiates the appraisal process and then
countersigned by another officer, usually the boss’ senior. In PTCL, formal appraisal process
for regular employees started since the Government of Pakistan started the ACR system;
whereas for contractual employees, this appraisal process started when Etislat took over PTCL
in 2006. For contractual employees, the appraisal process occurs once a year. This appraisal
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process is for all contractual employees with any occupational groups. PTCL follow a top

down appraisal process for contractual employees

Data Analysis and Findings

Reliability Analysis

Reliability Statistics

Cronbach's Alpha N of Items

.887 38
Reliability Statistics
Cronbach's Alpha Variable N of Items
.876 Instrument Validity 7
811 Distributive Justice 4
.604 Procedural Justice 7
718 Goal Setting 6
.638 Performance feedback 6
.876 Performance based pay 5
811 Employee participation 3

Hypothesis Testing
HO: The instrument validity of performance appraisal system is satisfactory.
Ha: The instrument validity of performance appraisal system is not satisfactory.

Permanent Employees

4 B Seriesl; Strongly . h
. Agree; 3; 6% B Seriesl; Strongly
Seriesl; Agree; 5; Disagree; 8; 17%
10% N
m Strongly Disagree
m Disagree
i Nuetral
u Seriesl; Disagree; Agree
13; 27% M Strongly Agree
\_ /
N =48 X =2.6048 p=3 S=0.74976 a=0.95
Using Z-test, Result: HO is Rejected.
Contractual Employees
4 B Seriesl; Strongly [ Seriesl; A
Disagree; 2; 4% Disagree; 4; 8%
B Seriesl; Strongly
Agree; 15; 31% .
m Seriesl; Nuetral; 7; m Strongly Disagree
15% W Disagree
= Nuetral
Agree
M Strongly Agree
Seriesl; Agree; 20;
o)
\_ 42% )
N =48 X =3.8646 p=3 S$=0.99041 a=0.95
Using Z-test, Result: HO is Accepted.

102




1st Mediterranean Interdisciplinary Forum on Social Sciences and Humanities, MIFS 2014, 23-26 April, Beirut, Lebanon

Proceedings

HO: There is distributive justice in processes of performance appraisal system.
Ha: There is no distributive justice in processes of performance appraisal system.

Per?anent Employees

Seriesl; Agree; B Series1; Strongly A
1, 2% _\ Agree; 1; 2% .
) B Seriesl; Strongly
& Series1; Nuetral; Disagree; 10; 21%
11; 23% m Strongly
Disagree
i Disagree
l Series1; Disagree;
. 0,
\_ 25; 52% )
N =48 X =2.1457 p=3 S$=0.41426 o=0.95
Using Z-test, Result: HO is Rejected.
Contractual Employees
é B Series1; Strongly [ | Series1; A
Disagree; 1; 2% Disagree; 2; 4%
I Series1; Nuetral; 8;
17% H Strongly Disagree
) m Disagree
B Series1; Strongly = Nuetral
Agree; 24; 50%
Agree
M Strongly Agree
= Seriesl; Agree; 13;
27%
\_ %
N =48 X =4.1999 p=3 5$=0.61237 o=0.95
Using Z-test, Result: HO is Accepted.

HO: There is procedural justice in implementation of performance appraisal system.
Ha: There is no procedural justice in implementation of performance appraisal system.

Permanent Employees

é SeriesL: A 1 M Series1; Strongly )
I Seriesl; Agree; 1; . 1. 99
2% \Agree, L 2% B Seriesl; Strongly
) Disagree; 7; 15%
H Seriesl; Nuetral; m Strongly Disagree
12; 25% .
m Disagree
i Nuetral
I Agree
B Strongly Agree
l Seriesl; Disagree;
27; 56%
o /
N =48 X =2.6741 p=3 S$=0.42352 a=0.95
Using Z-test, Result: HO is Rejected.
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Contractual Employees

é B Seriesl; Strongly )
H . . o)
B Seriesl; Strongly Disagree; 1; 2% H Seriesl; Disagree;
Agree; 15; 30% 5; 10%

= Seriesl; Nuetral; H Strongly

10; 20% Disagree

m Disagree

e
" Series1; Agree; 19;
38%
- 0 J
N =48 X =4.0114 p=3 S$=0.49124 a=0.95
Using Z-test, Result: HO is Accepted.

HO: There is proper goal setting in the performance appraisal system.
Ha: There is no proper goal setting in the performance appraisal system.

Pfermanent Employees

B Seriesl; Strongly
i Seriesl; Agree; 3; Agree; 1; 2%

T
6%
- oo .
® Seriesl; Nuetral; 11; Sgrlesl, StrongIZ m Strongly Disagree
23% Disagree; 17; 36% m Disagree

i Nuetral

" Agree

B Strongly Agree

i Series1; Disagree;
16; 33%

N =48 X=2.1434 p=3 S =0.50462 a=0.95
Using Z-test, Result: HO is Rejected.

Contractual Employees

2%29%

W Strongly Disagree
M Disagree

20% i Nuetral
M Agree

B Strongly Agree

N =48 X =4.3334 p=3 S =0.54716 a=0.95
Using Z-test, Result: HO is Accepted.

HO: There is adequate performance feedback in the performance appraisal system.
Ha: There is no adequate performance feedback in the performance appraisal system.
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Permanent Employees

a B Series1; Strongly A
I Seriesl; Agree; 2; Agree; 1; 2%
4%
& Seriesl; Nuetral; 9;
19% ) l Strongly Disagree
[ | S.erlesl; StrongIZ u Disagree
Disagree; 21; 44% = Nuetral
I Agree
M Strongly Agree
i Series1; Disagree;
15; 31%
o %
N =48 X =2.0083 p=3 S =0.6026 a=0.95
Using Z-test, Result: HO is Rejected.
Contractual Employees
4 B Series1; Strongly [ ] Seriesl; h
Disagree; 2; 4% Disagree; 1; 2%
W Series1; Nuetral; 4;
8% .
m Strongly Disagree
B Seriesl; Strongly i Disagree
Agree; 23; 48% i Nuetral
" Agree
M Strongly Agree
0 Seriesl; Agree;
18; 38%
o %
N =48 X =4.2233 p=3 S=0.7683 a=0.95
Using Z-test, Result: HO is Accepted.

HO: There is strong linkage of pay with the performance appraisal system.
Ha: There is no strong linkage of pay with the performance appraisal system.

Permanent Employees
4

" Seriesl; Agree; 2;

4% N\

~

B Seriesl; Strongly
Agree; 1; 2%

L Seriesl;
Nuetral; 4; 8% m Strongly Disagree
| S‘erlesl; Stronil\ﬁisagree
Disagree; 19; 40%
& Nuetral

I Agree
M Strongly Agree

N =48 X =1.8668 p=3 S =0.2558 a=0.95
Using Z-test, Result: HO is Rejected.
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Contractual Employees
4 N

B Series1; Strongly i Seriesl; Disagree;
Disagree; 1; 2% 2; 4% - Series;
Nuetral; 4; 9%
m Strongly Disagree
m Disagree
i Nuetral
. " Agree
= Seriesl; Agree;
[ |
12; 26% Strongly Agree
o /
N =48 X =4.2177 p=3 S=0.5913 a=0.95
Using Z-test, Result: HO is Accepted.

HO: There is employee participation in development of performance appraisal system.
Ha: There is no employee participation in development of performance appraisal
system.

Permanent Employees
/

® Seriesl; Strongly B Series1; Strongly
i Series1; Agree; 8; Agree; 2; 4% Disagree; 6; 13%
17% N
m Strongly Disagree
m Disagree
i Nuetral
B Seriesl; Disagree; Agree
17; 35% M Strongly Agree
I Series1; Nuetral;
15; 31%
- J
N =48 X =2.7846 =3 S=0.8226 a=0.95

Using Z-test, Result: HO is Rejected.

Contractual Employees

10%

M Strongly Disagree
15% M Disagree
& Nuetral
W Agree

W Strongly Agree

40%

N =48 X =2.9153 p=3 S =0.4201 a=0.95
Using Z-test, Result: HO is Rejected

106



Discussion

From this study it is clearly evident that performance appraisal system has many
inherent characteristics which determine its effectiveness and subsequently its implications on
employee performance. The employee perceptions regarding performance appraisal system
are very significant in measuring overall effectiveness of the system and its impact on
employee. From this study, it was revealed that there are considerable differences between the
responses of permanent and contractual employees of PTCL. The data collection was started
with recording the responses of permanent and contractual employees regarding instrument
validity of performance appraisal system. The instrument validity determines whether the
performance appraisal system has clear and valid measures of job related activities or not. The
responses of permanent employees clearly indicate that they are not satisfied with the
instrument validity of appraisal system. On the other hand, the contractual employees seem to
be greatly satisfied with the instrument validity of performance appraisal system.

The distributive justice refers to whether the appraisal process results in a clear and
unbiased appraisal or not. it broadly determines whether the best worker receives the highest
evaluation scores or not. A great deal of contrast was again observed while recording the
responses of permanent and contractual employees. The permanent employees were having
little faith with regards to distributive justice in the appraisal system. On the contrary, most of
the contractual employees termed the appraisal system as fair and unbiased process. The
procedural justice classifies whether the supervisor possesses adequate knowledge and
training to properly implement performance evaluation or not. It deals with the ethics of
supervisor in assigning fair and unbiased scores to performers. This research indicates that the
permanent employees don’t have much faith in the skills and training of their respective
supervisors with respect to evaluating them judiciously. The overall procedural justice in
terms of responses of permanent employees was questionable where as the contractual
employees expressed greater confidence in their evaluators and were found satisfied with the
supervisor's ability to evaluate their performance.

In order to foster a culture of continuous positive development and self excellence, a
formalized goal settings related to future tasks is paramount. An effective linkage of appraisal
system with goal setting is essential for better performance. Our survey findings show that
very slight percentage of permanent employees responded positively in terms of goal setting
in appraisal system. On the other hand, the contractual employees responded quite favorably
in this regard. Most of them said that their supervisor clearly expresses the goals and
assignments for the next performance period. They have all the possibilities to discuss the
goals and develop suitable course of action to achieve them. This not only provides them a
confidence to work hard but also gives them a broader picture of the work unit and the
organizational objectives. The essence of any performance appraisal system in vogue is
undoubtly the performance feedback. This research also focused on whether the performance
feedback mechanisms in appraisal system are helpful in improving on the job performance or
not. According to permanent employees, the performance feedback which they receive is
vague and insufficient. They termed it just an annual formality with no considerable level of
involvement by the appraiser. The contractual employees were of the view that the
performance feedback they receive is sufficiently detailed and throughout the feedback
process, they have the possibility to discuss work related issues with the supervisor. They also
admitted to having received regular and timely feedbacks besides the annual appraisal activity.
Most of them were greatly satisfied with the feedback mechanism and were of the view that
level of involvement of their supervisors is also adequate.

Although there exists various never ending debates to associate performance appraisal
system with direct financial rewards vis a vis the non financial rewards. However, it is widely
acclaimed that performance based pay based on performance ratings is the most effective
method of motivating employees to improve & sustain their performance. This research

107



indicates that there is no concept of performance based pay for permanent employees of
PTCL. The appraisal system is only linked with promotion and not the pay. Contrary to this
fact, a clear, direct and compelling linkage was found between performance and pay in case of
contractual employees. According to them, there is a clear and reasonable established
procedure for determining performance based pay. Most of them were of the view that the
amount of performance based pay they can earn through high evaluation scores will definitely
make a noticeable difference in their future performance. The involvement of employees in
the development of performance standards definitely leads to the formation of better
performance appraisal system. Employee participation in appraisal system was the only aspect
of this research where identical responses were recorded from permanent and contractual
employees. Both segments were of the view that there is no involvement of employees in
development of appraisal system. Almost all the respondents agree that they would prefer that
their performance be evaluated by an instrument developed and designed with the help of
employees.

All the above mentioned attributes of appraisal system ultimately have its implications
on employee performance. As it is clearly evident from the study that contractual employees
are highly satisfied by implementation of the appraisal system. An effective linkage of their
appraisal with pay, promotion and training serves as an impediment of motivation which is
subsequently reflected in their performance. The appraisal system is effectively ensuring their
deserved remuneration package as well as the career development. On the other hand, the
results of the study show that appraisal system is just an annual formality for the permanent
employees. Their appraisals have no bearing on their remuneration package. Their perceptions
about their appraisal system were found to be quite low. The implication of it is definitely on
their performance. The less significance of appraisal system in the minds of employees
ultimately fosters a culture of underperformance.

Conclusion

Privatization of PTCL was the largest bidding activity in the history of Pakistan. PTCL
was sold to Etisalat at a loss of Rs. 23.64 billion. The privatization of PTCL offered an
opportunity to PTCL employees to quit the regular government job and join on contractual
basis. The attraction created was high salary of contractual employees. PTCL is still in the
transition phase where both regular as well as contractual employees work side by side. The
Permanent employees are evaluated through a standard performance appraisal system used by
all the government institutions. The performance evaluation criteria is different for contractual
employees and they get fast promotions based on their appraisal as compared to regular
employees who get promoted after obtaining certain score and spending a certain years on
their post. The dual systems working in parallel have created many problems. The contractual
employees getting fast promotions become the bosses of their previous superiors that
inculcate a sort of de-motivation in regular employees. There is a clear lack of interest and
dissatisfaction among permanent employees regarding their performance appraisal system.
However the contractual employees seem to be quite satisfied with their appraisal system.
This differentiation and residency of more than one system in an organization tends to spread
jealousy and at the same time demotivate the employees which ultimately affects their
performance. In case of regular employees, the performance evaluation forms are not used
judiciously and transparently. Employee’s private relationships with its boss also play a major
role in assessing the performance.

On the basis of this research, it can be concluded that the perceptions of permanent
and contractual employees regarding the performance appraisal system vary in a great deal.
These two segments of employees are totally opposite to each other in terms of their views
about the fairness, transparency, utilization and significance of performance appraisal system.
Subsequently, their respective perceptions have strong implications on their overall
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performance. The appraisal system is fostering the culture of underperformance into the
permanent employees. This can be considered as a major factor of PTCL not being able to
build up a solid corporate entity even after years of being privatized.
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Abstract

The shari’ah accounting has emerged and developed when the shari’ah business has
been growth. Shari’ah accounting rests on shari’ah compliance. Development of shari’ah
accounting touches fundamental aspect in epistemology such as the concepts of shari’ah
transactions which implies shari’ah-based accounting postulates, principles, concepts, and
financial reporting. This paper aims to explore the discourses of epistemology in the
development of Shari’ah accounting. It will describe the shari’ah principles as an
epistemology of Islam. This paper also discusses some challenges facing epistemology in
Shari’ah accounting.

Keywords: Shari’ah Accounting, Epistemology, Shari’ah Parameters, Magashid Shari’ah.

Introduction

Accounting has developed in many desciplines includes financial accounting,
management accounting, social accounting, public sector accounting, behavioral accounting,
and shari’ah accounting. Accounting is the language of business and therefore accounting
responses and follows the business development. When the shari’ah busniness emerged and
growth in contemporary economic, the need for shari’ah accounting began arised. Shari’ah
accounting in Indonesia has emerged and developed when the first shari’ah bank established
in 1992 and then shari’ah insurance developed in 1993. The need for accounting treatment and
standard adherence to shari’ah, to recognize the shari’ah transactions in the shari’ah finance
institutions i.e banking and insurance.

Shari’ah accounting rests on shari’ah compliance. The early development of Shari’ah
accounting as it includes a profit sharing account, margin revenue account, and additional
accounting report such as statements of sources and uses zakah funds. Developments
subsequent accounting touches fundamental aspect namely epistemology of Shari’ah on
accounting such as the concepts of shari’ah transactions which implies sharia-based
accounting theory. There are several epistemology approaches in shari’ah accounting include
empiricism, rationalism, fenomenalism, positivism, post modernism. The shari’ah accounting
is in light of shari’ah principles. It is therefore the shari’ah accounting should adopt shari’ah
epistemology for developing the research methodology of shari’ah accounting.

This paper intends to explore the discourses of epistemology in Shari’ah accounting
and its implies on revising accounting concept, accounting treatment, reconstruction of
financial statement, and reformulation on internal control and auditing. It will describe the
concept of AAOIFI in developing of shari’ah accounting, the objectives of shari’ah (maqashid
shari’ah), shari’ah parameters for evaluating or determining shariah legitimacy of financial
instruments, and concept of zakah as an epistemology of Islam. This paper also discusses
some challenges facing epistemology in Shari’ah accounting.
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Epistemology in Shari’ah Perspective

Epistemology? is knowledge or science, the branch of philosophy that is directed
toward theories of the sources, nature, and limits of knowledge. The knowledge obtained
through reason and the human sense with a variety of methods including; inductive methods,
deductive methods, methods of positivism and dialectical methods®. Epistemology is about
the sources of knowledge and how could the scientist get the science from the sources
(Husaini 2011). The Epistemology is the concept of science or at least the theory formulation.
Epistemology is the one of elements of the worldview (Zarkasy 2011). Form these views,
shari’ah epistemology can be interpreted as the concepts of theory or science in light of
shari’ah perspective or Islamic principles.

Shari’ah epistemology is based on the paradigm of tawhid from revelation (Kasule
2009). And then he argument that the source of knowledge for the people of faith is a
revelation, rational (aql), empirical evidence, observation of the universe (kaun). Kasule
further explained that in term of quantity, empirical knowledge is the first. But in term of
quality, the first is the knowledge comes from revelation. There is a close relationship and
dependence among revelation, empirical observation, and conclusion (theory and knowledge).
Aql is needed to understand the revelation and reach conclusion from empirical observation.
Revelation protect it from errors and provide information about something invisible. Aql
cannot fully understand the empirical world without revelation (Kasule 2009).

Based on AAOIFI, the development of Shari’ah accounting in two ways (Suwiknyo
2007): (1) establish objectives based on principles of Islam and its teaching and consider these
established objectives in relation to contemporary accounting thought, (2) start with objectives
established in contemporary accounting thought, test them against Shari’ah shari’a, accept
those that are consistent with shari’a and reject those are not.

The two ways are a part of epistemology of Shari’ah accounting. First, do istimbath of
the verses of the Qur’an, al hadith, ijma’ from prophet’s successors and companions, and
giyash and then consider with the theory of contemporer or conventional accounting. This
method requires the capacity to interpretation the Qur’an and al Hadith (tafshir and ta’wil). At
least we could review of the relevant interpretation the qur’an and hadith from the yuridists
(figh experts) for formulating the new concepts and principles of accounting. Second, review
the theories, concepts, and techniques of contemporary accounting and then assessed and
compared in accordance with or contrary to Shari’ah principles.

Rosly (2010) proposed four parameters to be considered in review in both substance
and form and of transactions, therefore help enhance their Shari’ah compliant position. The
parameters consists of (1) agd approach, (2) magashid shari’ah approach, (3) financial
reporting approach, and (4) legal documentation. The four parameters will be explained the
following below.

Aqd Approach

Aqd is similar with contract in contemporary business. according to major figh, the
validitity contract rest on several requirements: buyers and sellers, subject of contract (goods
and services), price offer, offer and acceptance (ijb and gabl). The parties are involved in
contract have an obligation to fulfill it. As mentioned in the Quran, Surah 17, Verse 34
reads:“And fulfill every engagement (ahd) for every engagement will be inquired into. When
the one of them is no existence the contract will be defect. The elements of ambiguities
(gharar) must be avoided in all contracts as its presence will make the contract invalid (Rosly
2010).

The valid of contract has an implication on accounting treatment especially on
principle of recognition. If the aqd (contracts) of transaction are not consistent/fulfillment with

2, http://encyclopedia2.thefreedictionary.com
3, http://id.wikipedia.org
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the requirements of contract and gharar exist in contract, the transaction should not be
recognized in accounting entry. The principle of transactions recognition rest on the validity of
contract and the absence of gharar . The validity of contracts (Aqd) are also subject to audit
and guidelines for audit.

Magashid Shari’ah and Financial Reporting Approach

Magashid shari’ah by Al-Ghazali is the most popular for reconceptualizing of Shari’ah
finance is an example of shari’ah epistemology. Epistemology of shari’ah accounting by
reconceptualization of the theories and principles of conventional accounting based on
revelation or the objective of shari’ah (magashid shari’ah). The definition of magashid
shari’ah based on Imam Al Ghazali (Dusuki 2007): The Objective of shari’ah is to promote
the well-being of all mankind, which lies in safeguarding their faith (din), their human self/life
(nafs), their intellect (aqgl), their posterity (nasl) and their wealth (property). In principle, the
magasid of Shariah serves to do two essential things, namely tahsil, i.e. the securing of benefit
(manfaah) and ibqa, i.e. the repelling of harm (harom/prohibition) or injury (madarrah).

Magasid shari’ah become the indicators of the objective to accounting for providing
the external users or stakeholders the financial information and the business compliant
shari’ah continuously. The financial statement assurances that the business doesn’t contain the
harm business. Based on this, the financial reporting of the shari’ah entities should provide the
information not only the financial aspects i.e assets, liabilities, equity, and income
(wealth/prosperity aspect) but also nonfinancial informations include assurance protecting life
of human being i.e. insurance for employees family which expressed of posterity aspect
(nasl), assurance of life like insurance for health, education, pension (nafs aspect), social
responsibility for environment.

The characteristic of shari’ah financial reporting should gives an information the
obligation of entity zakah. Zakah can be computed on the difference between assets and
liabilities can be called as the net wealth of entities. In relation to protect the faith of wealth,
the entities should protect the business from riba. Zakah enhances the financial reporting to
meet the objectives of shari’ah (magashid shari’ah) include faith, life, intellectual, wealth
distribution. The application of zakah and its impact on financial reporting will be explained
in the next section.

Legal Documentation of Contract Approach

The purpose of legal documentation is to provide security and protection to
contracting parties when their rights, obligations, and responsibilities are clearly spelt out in
the terms of agreement or contract. This security enabled them to seek legal protection in case
the outcome of the contract is not realized as agreed upon in the agreement, Include: (1)
contractual document, (2), the rule of law, and (3) regulatory. Legal documentation is
suggested by Allah in surah al Bagarah ayah 282 especially for debt transactions is mandatory.

The Concepts of Shari’ah Accounting

According to American Institute Certified Public Accountant (A.I.C.P.A),
"Accountancy may be defined as the art of recording, classifying and summarizing in a
significant manner and in terms of money, transactions and events, which are in part, at least
of financial character, and interpreting the results. A combination of reality and imagination
constitutes a subject of Arts”(in Ansari 2011). Based on the definition of the AICPA,
accounting is an accounting process has scope at least: (1) accounting as shows that nature is
constantly evolving and not rigid. Meaning significant manner suggests that techniques and
certain methods (standards) but also constantly evolving to adjust to business development,
(2) accounting is required for a transaction or event related to money or at least financially
measurable.
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The financial statement as output of accounting process is part of the language of
business. The Financial statements are reliable and comparable if they meet relevant
qualitative characteristics and stated periodically. They are also supported accounting policy,
accounting system, intern control, and auditing and based on standard. Postulates, principles,
concepts, and accounting treatment are part of the scope of accounting.

The concepts of recording transactions (accounting) has been ilustrated in Al Qur’an
surah al Bagarah: 282-283. The Qur’an verses contain some concepts of accounting. Consider
the following indices: (1) Recording each of transactions and/or contracts (aqd) with the truth
more than fairness. Recording in the contemporary businesses need accountancy techniques.
For the purpose, recognition of transaction with cash based method is more appropriate than
accrual based method, (2) The parties which involved the transaction should dictate (imlaq)
the (debt) transactions, they should dictate the recording with two witness or two women
witness and one man witness. Witnesses can be substitued by valid and reliable evidences of
transaction in the business today. Two or three witnesses are identical to duplicate evidences.
This is the principle of internal control, (3) A business contracts need trust among parties to
contract. These verses also contain the messages of the importance of audit in addition to the
internal control. Shari’ah accounting requires the different audit procedures. Shari’ah audit is
to ensure the products, services and all activities by IFIs do not violate the shari’ah (Yacoob
2012). As an example, audit procedur on al bai’ bithaman ‘ajl (BBA) contract (purchase
contract) found that the murabahah/BBA contract is valid via the agad approach, the financial
reporting approach should be able to show that the bank has initially hold ownership prior to
the murabahah sale in which the object of trade is recorded as fixed asset in the bank’s balance
sheet prior to disposal (Rosly 2010).

Thus, shari’ah audit not only examines the fairness of the financial statement but also
adherence the transactions to shari’ah principles (shari’ah compliance audit). Shari’ah
compliance concerning interest (riba), ambiguities (gharar), gambling (maisir) and impure
commodities such as intoxicants and pork (Rosly 2010). The contract terms in accordance
with the types of transactions such as the suitable of the use of the funds based on contract,
not just earn profit/loss or pay installments, fulfilling the elements of ownership or possession
the goods in murabaha contracts, and as well as the justice of profit sharing ratio in
mudaharabah contracts. Shari’ah audit encourages to reformulate the auditin g standard,
professional ethics, and enhancement shari’ah competences of auditor. Even it is possible to
change the organizational culture of public accounting firms.

Hameed (2001) defined that accounting as accounting process as AICPA definition.
According to Hameed, Shari’ah accounting can be defined as the “accounting process which
provides appropriate information (not necessarily limited to financial data) to stakeholders of
an entity which will enable them to ensure that the entity is continuously operating within the
bounds of the Shari’ah and delivering on its socioeconomic objectives. Shari’ah accounting is
also a tool, which enables Muslims to evaluate their own accountabilities to God (in respect of
inter-human/environmental transactions)”.

Based on that definition, the concept of Shari’ah accounting as an accounting process
of providing appropriate financial information to stakeholders of an entity, provide assurance
to them that entity operates in accordance with sharia, and also provide information of
socioeconomic activity. Shari’ah accounting is as a medium for moslems accountability to
God, human beings, and their environment.

Accounting postulates and principles have to be subject to reviewable from a shari’ah
point of view. An accounting entity is "Any economic unit which has been selected as the
subject to be accounted for ( that is, as the accounting entity) is to be viewed, in the
accounting process, as a real entity, existing in its own right, separate and distinct from other
entities which have dealings with it (Ahmed 1994). Ahmed (1994) pointed that muslim
jurisprudence (Figh) was familiar with the idea of entity or nominal personality as it is the

113



case for endowment (Wagqf), treasury (Baitul Mal). Thus from this a view point, the entity
postulate is congruence with shari’ah, because in Islam everything is permitted and lawful
except that which is explicity prohibited in the Holy Qur'an or in the Sunnah..

The going concern, or continuity, postulate holds that the business entity will continue
its operations long enough to realise its projects, commitments, and on-going activities
(Ahmed 1994). In Islamic jurisprudence there is a principle similar to this postulate, that is,
the principle of "retaining™ or "accompaniment” (Istishab). However, although the continuity
postulate does not contradict Islamic principles (Yacoob 2012). But the conservatism principle
is the one of the most questionable from shari’ah perspective because it holds that when
choosing among two or more acceptable accounting techniques, some preference is shown for
the option that has the least favourable impact on the stockholders' equity (Belkaoui 1985,
220).

The Concept of Zakah As An Epistemology of Shari’ah Accounting Zakah is an
obligation to moslems. Zakah is subject to amwal (assets or wealth) based on Qur’an at
Taubah 103, Allah said “Take aims out of their property, you would cleanse them and purify
them thereby, and pray for them; surely your prayer is a relief to them, and Allah is Hearing
and Knowing” and Qur’an al Dhariyat 19, Allah said “And their property was a portion due to
him who begs and to (Al Qardhawi, undated, p. 53): (1) gold and silver, (2) corps and fruits,
(3) earnings of trade and other business enterprise, and (4) what is drawn from beneath the
earth. If the earnings of trade (net income) is subject to zakah then zakah expense of net
income should be deductible by net income and presented in statement of changes in equity at
the end of period. Implementation of zakah has implication on accounting treatment.

The concept of property (assets) based zakah was different from the concept of asset in
the financial statement. For example, The need for calculation of zakah of inventory (the final
products/merchandise) at the end of period. So that it is the necessary for adjustment entry at
the zakah expense at the end of period. From this concept of zakah (assets), zakah expense is
deductible to cost of product or treated as overhead cost.

The concept of zakah also iincludes hawl, nishab, and rate of zakah are the basic
foundation of Shari’ah financial reporting. Hawl is identical to the principle of periodization.
Nishab and zakah rates can be the basis for calculating zakah expenses of assets that are
identical to method of depreciation. The kinds of zakah and concept of zakah could be the
basis of reclassification of assets that is different from classification of assets in conventional
accounting. Adoption of the concept of zakah suggested allocation of zakah expenses
allowance.

Based on zakah concepts, assets should be reclassified into (Isa 2005): (1) zakatable
assets are assets that are subject to zakah, (2) not zakatable assets are assets that are not
subject to zakah, and (3) assets that should be deducted from the total zakatable wealth. If the
entity has the assets shall be paid their zakah. Assets of entity such as inventory, idle assets,
and income (profits) are object of zakah. Qardawi cited the hadith that the Prophet did not
obligate zakah on assets except on growing and producing assets money include gold or silver
used as cash business assets and as savings (Al Qardhawi). Furthermore he stated that
according to Companions ‘Ali and “Abbas, the creditor must pay zakah for all past years upon
receiving the debt back if ever (Isa 2005). Based on this opinion, current assets in company
should be paid their zakah. The current assets are classified as zakatable assets. So that at the
end of the period, it had been made adjustment for the assets account that is zakah expense
allowance.

Isa (2005) stated that, fixed assets in corporate are not zakatable assets. But in my
opinion, if the fixed assets are as savings, hoarding, or as investation (idle fixed assets) are not
excused from the payment of zakah yearl. In facts, many companies had a few idle land for
investation’s savings (purposes). Al Qur’an verse “.......... And they ask you as to what they
should spend. Say: what you can spare. Thus does Allah make clear to you the
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communications, that you may ponder”. Even intangible assets; these are rights such as
copyright, printing rights, patents, trademarks and brand names. The assets should be paid
their zakat, thus they should be reappraised at market value at the end of period.

According to accounting standard, a statement of sources and uses of zakah separated
with the balance sheet and income statement. But in this method, zakah expense (allowance)
is presented in balance sheet and income statement. Zakah expense is treated as depreciation
expense, overhead expense, or cost of product. Implementation of zakatable assets has an
implication on shifting of financial statement objectives. The objective of financial statement
to provide some informations about business financial performance for external users. But
zakah based financal statement will provide the financial performance and obligation of
entity’s zakah. Business performance is also measured based on Zakah payment.

Calculation and payment of zakah reconstruct accounting treatment include
recognition, measurement, presentation, and disclosure in the financial statement. Zakah
encourages the truth financial statement. Spirituality of zakah shapes the attitude of
management (accountant) tied to the dimention of the world and hereafter. Zakah based
financial statement meets the objectives of shari’ah (shari’ah magashid).

The Challenges Facing Epistemology in Shari’ah Accounting

Currently there has been developing a number of epistemologies in shari’ah
accounting. The development of shari’ah finance and shari’ah transactions represent an
opportunity for the development of shari’ah accounting based on empirically research.
Financial performance evaluation of Shari’ah financial institution can be investigated with
almost quantitative approach. Qualitative approachs are necessary for serving to identify the
determinants such as profit sharing ratio for deposit and financing of mudharabah, and margin
of purchase contracts like murabahah, istishna’, and salam.

It is important to examine the behavioral aspects (Alim 2011) of transactions
processing and customers characteristics, and Shari’ah organizational culture in Shari’ah
finance industry. As well as implications for the development of the Shari’ah financial
regulatory such as Shari’ah obligation (sukuk), Shari’ah banking insurance, Shari’ah
mortgages, zakah, waqf on accounting treatment. Studies for evaluating the consistency in the
application of Shari’ah accounting standard. The approach of these studies can adopt an
empirical epistemology

Test of shari’ah compliance in the application of the contract of shari’ah transaction,
study of constructing Shari’ah concept for accounting should adopt shari’ah epistemology
because shari’ah concept must be developed based on al-qur’an, hadiths, and/or figh. Shari’ah
epistemology required to test and reformulation of postulates, principles, concepts, standards,
and accounting and finance theory derived from the verses of al Qur’an, hadiths, and figh.
Then construct and integrate them on contemporary business. Similarly, the importance the
study of harmonization and comparison of Shari’ah accounting standards in some moslem
countries. Study of gold as money versus fiat money, the concept of waqf on the feature of
financial statement, zakah integration in fiscal system.

The challenges faced in Shari’ah accounting research is not only epistemology and
robust methodology but fit between issues and epistemology and fit between epistemology
and methodology. Positivistic approach with a variety o methodologies are surveys,
experiments, field studies, contingency approach and the level of covering explanative,
descriptive, and predictive. Positivistic approach will be fit to empirical studies such as
evaluation of financial performance, behavioral and cultural aspects of the organization, and
the market share of Shari’ah finance. Similarly, the epistemology approach includes
phenomenology, critical, interpretive, hermneutistic, etc. This approach fit with the evaluation
of accounting policy and regulation issues, analysis of accounting standard, determination of
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profit sharing ratios, development of Shari’ah audit model (Abdul Rahman 2008), and internal
control of Shari’ah finance institutions.

While, the researches aim to construction or reconstruction the structure of the
Shari’ah theory, postulates and principles, concept of the elements of the financial statement
are suggested to use epistemology in accordance to shari’ah, the name is shari’ah
epistemology. The Concept of zakah, the objectives of shari’ah (magashid shari’ah), the
concept of istimbath, and and the parameters of shari’ah compliance from Rosly, consists of
(1) aqd approach, (2) magashid shari’ah approach, (3) financial reporting approach, and (4)
legal documentation as alternatives approach of shari’ah epistemology.

Conclusion

Shari’ah accounting become an accounting descipline in the recent time. It was
developed to response the shari’ah business practices. The formulation of shari’ah accounting
should be in light of Islamic principles and therefore principles, concept, accounting
treatment, and financial reporting must be consistent with shari’ah. Development of shari’ah
accounting touches fundamental aspect in epistemology such as the concepts of shari’ah
transactions which implies sharia-based accounting theory. It explained that the objectives of
shari’ah (magashid shari’ah), shari’ah parameters for evaluating or determining shariah
legitimacy of financial instruments, and concept of zakah as an epistemology of shari’ah. The
challenges are faced in Shari’ah accounting research is not only epistemology and robust
methodology but fit between issues and epistemology and fit between epistemology and
methodology.
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Abstract

Despite being criticized for its inconsistencies, China’s mercantilism is considered a
commonplace in the literature focused on Chinese economic development. This paper intends
to criticize the foundations of China’s ‘monetary’ and ‘financial” mercantilism arguing that
both provide only a feeble explanation of its economic success. In particular, rather than
echoing the practices of classical mercantilism, such supposed ‘mercantilist’ approach, on the
contrary. Reflects the Gerschenkronian model of development, according to which the growth
of the *backward’ countries is based massively on banks and State support.

Keywords: “Mercantilism”, China, economic developement

Chinese style mercantilism’ and the dispute with the United States

It is frequently assumed that China applies mercantilist policies, especially in the
monetary and financial sectors. This assumption seems to be supported by specific behaviours
that China has adopted with varying degrees of intensity in the most recent phase of its reform
era. Examples of these lines of conduct are the exchange rate policy, the control of capital
flows, and certain forms of protection of the internal market which, anyway, have been
diminishing in the last decade. Some of them, for instance as regards exchange rate and
intellectual property, have been the object of a bitter dispute with the US and, to a lesser
extent, the EU for a long time. The exchange rate issue, in particular, is extremely complex
and multifaceted if one considers that it can represent a discriminating factor which may
favour domestic production, or, on the contrary, it can prove irrelevant for the competitiveness
of the Chinese system depending on the variables used to estimate the actual competitiveness
differential.

If some analysts are cautious about pointing the finger at the pegging of the Chinese
currency®, the vast majority of US politicians and trade unions are not like minded. Since the
beginning of the Obama administration the concerned constituencies have been increasingly
criticizing China, albeit with various types of arguments.

Pressures aiming at convincing China to modify its exchange rate policy to let the US
manufacturing sector catch up with China on international markets typically characterise
China-US relations and are consistently exerted both bilaterally (Strategic & Economic
Dialogue, Joint Commission on Commerce and Trade) and multilaterally (WTO, G 20, APEC
Forum). The exchange rate dispute has been lively and has involved the highest levels of the
US government. Congress members have repeatedly asked the Department of the Treasury to
declare China a currency manipulator. The Treasury had already proceeded in this way back
in 1992 and in 1994, when China was not subject to international restrictions and would resort

4 C. Fred Bergsten, President of the Peterson Institute of International Economics, called the Chinese exchange
rate policy ‘a blatant form of protectionism’ because it subsidizes imports by roughly il 20-40% of their value.
This amounts to an indirect tariff on imports (Hot topics, The Chinese Exchange Rate, Essential Reading from
the Institute, http://www.iie.com/research/topics/hottopic.cfm?HotTopiclD=3).
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to discriminatory practices not limited to its currency. Despite this fact, though, currently the
US government is apparently not inclined to formalize the accusation of mercantilism and
seems to be more willing to express its stance verbally in relevant international fora. It can be
safely assumed that even if Members of Congress of both sides are tenaciously determined to
accuse China of being a currency manipulator, the Administration does not wish to formally
initiate a dispute with a world economic leader. Thus, in the past few years the Congress has
kept opposing the exchange rate policy by enacting a series of provisions aimed at justifying
the compatibility of possible retaliatory actions with WTO and IMF norms, while the
Government has been operating at institutional level, especially within the G20 framework,
and in economic organizations.

During the G20 meeting of Finance Ministers which took place in October 2010, US
Treasury Secretary Geithner presented a plan defining quantitative targets for external deficits
and surpluses. The plan, which was rejected by China and other emerging countries, was
aimed at reducing international financial imbalances. During the APEC meeting which took
place in Honolulu in November 2011, Obama forcefully defended the US point of view on
exchange rate and the respect of the rules that regulate intellectual property rights, and also
during his second term he has been showing no intention of toning down the dispute with
China. On the contrary, on several public occasions, Obama has repeatedly rejected Mitt
Romney’s accusations of having an exceedingly remissive approach to China’s ‘defensive’
policies®. Even if the US has been proceeding cautiously so far, the Obama Administration
has launched several appeals against China to the WTO concerning import duties and other
defensive norms affecting US steel and poultry exports. Similarly, it has firmly protested
against the imposition of tariffs on American-made vehicles.

It should nevertheless be acknowledged that aside from domestic political motivations,
US criticism is based on objective factors. One of these factors is certainly represented by the
ambiguous behaviour of Chinese leaders, who keep maintaining that the exchange rate only
plays an irrelevant role in the China-US imbalance and consider the 2005 reform a signal of
collaboration. At the same time, though, there is evidence that following the outburst of the
economic crisis they have been manoeuvring the external value of their currency to influence
China’s domestic demand in contrast with their alleged exchange rate neutrality. As a matter
of fact, the Chinese currency started resuming its appreciation in mid-2005 by over 20%°,
stopped in May 2008 as a consequence of the crisis and resumed its rise, albeit imperceptibly,
starting from mid-2010. Anyway, such criticisms appear to be disputable. In fact, since the
last quarter of 2010 the Chinese currency resumed its appreciation so that - since July 2005 to
the end of 2013 - the increases were, in terms of the real and the nominal exchange rate, 24%
and 34% respectively.

Nevertheless, the two countries managed the exchange rate controversy by applying an
appeasement policy during the fourth U.S. China Strategic and Economic Dialogue meeting
(3th-4th May 2012), where China and the US committed to introduce ‘as quickly as possible’
a more flexible, market-based exchange mechanism. Such mechanism would also reflect in a
clearer way the fundamentals of the two economies and would make it possible to avoid
frequent misalignments between the two currencies, without favouring anti-competitive
policies at the same time ’. This commitment, which is rather general and does not mention
any time clause, curiously puts on the same level the ‘damaged’ party and the ‘manipulator’,
i.e. China, even if it should address only the latter (Morrison and Labonte, 2013). The Chinese
reply to this commitment is emblematically summarized in the words of an anonymous
Chinese officer who pointed to the fact that it would be rather difficult to proceed to the
immediate appreciation of the renminbi in a country where 40 billion people live on less than

5 http://www.reuters.com/article/2012/07/05/us-usa-campaign-obama-idUSBRE8640WM20120705
& http://www.chinability.com/Rmb.htm
7 http://www.treasury.gov/press-center/press-releases/Pages/tg1567.aspx
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one dollar a day (Xinhua News Agency, 1st December 2009). The same source reports that
also former premier Wen Jabao expressed a negative opinion pointing the finger at ‘those
countries’ that accuse China of manipulating the exchange rate and of carrying out unfair
trade practices, while at the same time they are flooding the global economy with liquidity
and are putting China at risk of overheating (Morrison and Labonte, 2013). Aside from the
heated debate and the identity of the parties involved, it should nevertheless be noted that the
controversy between China and the US does not address the real problem, namely the fact that
the market-based mechanisms used by the Chinese system in its own interest are not being
applied in relevant fields, such as that of economic governance, the protection of property
rights, and the independence of the bodies that control and regulate the economy. This is de
facto an ‘alternative’ system which plays by rules that are not completely compatible with the
market rules of those countries, primarily the US, that have been promoting the liberalization
of international economic relations.

At the same time, though, it would be misleading to affirm that the US, and Europe as
well, are not aware of competing with a player that avails itself of anomalous financial tools
and that, in general, pursues the main goal of promoting first and foremost its internal
objectives. Therefore, the Western world is aware that the real problem does not lie in
contrasting China’s stubborn defence of a certain exchange rate or in applying ‘defensive’
tariffs and healthcare administrative norms, but rather that the world’s second largest
industrial manufacturer is not willing to grant non-Chinese, potentially dangerous subjects
relevant market shares.

As far as the accusation of *‘mercantilism’ is concerned, it should then be observed that
the term does not give an accurate account of the overall Chinese strategy, since it addresses
only its commercial aspects. It is possible to formulate a less ‘emotional’ judgement adopting
a methodological premise based on the following points: 1) ‘mercantilist’ practices are banned
by international agreements and the damaged countries are allowed to sanction them with
prior authorisation by supra-national organisms. This ‘philosophy’ underlies the convergence
process towards a liberalized free trade regime and contributes to the creation of a multilateral
Free Trade Agreement (FTA) system complying with Uruguay Round rules; 2) calling a
nation ‘mercantilist’ implies using a very general term which makes it difficult to determine
the true nature of practices that oppose the principles of free trade. Therefore, the term is
typically imprecisely used only to refer to the trade sector, whereas in the current
globalization and financialization phase ‘mercantilist’ behaviours go well beyond the
boundaries of the real economy and involve both monetary and financial aspects; 3) during
the last decade, FTAs have been multiplying and have been re-configuring international trade
relations bilaterally to bypass the blocks resulting from the Doha Round negotiations. The
Asian area has been extremely active in this process, and China in particular has been
concluding several agreements with ASEAN and Pacific area countries in order to create a
large free trade area that can compete with other relevant areas worldwide.

As far as exports are concerned, in 2012 China was ranked second after the EU-27 and
before the US with 11.0%; concerning imports, China was in second position (third
considering intra-EU data®) after the US with 10.0%. Therefore, in addition to being an
international trade leading player, China has a balance of trade that is anything but
asymmetric and is therefore far from the mercantilist model.

Moreover, the accusation of ‘mercantilism’ can be dismissed by taking into account
other qualitative factors discussed in the literature, with due consideration for differences
between them. First of all, in China the manufacturing sector is characterized by a strong non-
national component represented by enterprises, including multinational ones that have
partially or completely decentralized their production. Such structure is the result of both a

8 http://www.wto.org/english/res_e/statis_e/its2011_e/its11_world_trade dev_e.pdf
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successful policy of stimulus of direct investments, especially after joining the WTO, and of
international production restructuring processes based on global ‘production chains’ favored
by the globalisation of markets and by innovations in the information technology sector®. The
export trade processing phenomenon, which involves mainly multinational enterprises from
Japan, Taiwan, the US and Europe, is reflected in the relatively modest share of the ‘Chinese’
added value on the total value of each exported manufactured unit. Depending on the
methodology adopted, the share of ‘external’ added value for exported manufactured goods in
2007 (the final year of the decade in which this value was calculated) oscillated between 27%
and 40.3%. Of course, foreign-invested enterprises and joint ventures had the highest values™®.

With a strong motivation to pursue know-how learning strategies, China is inevitably
facing the necessity of reconsidering the specialization model of its exports by adopting two
lines of conduct: first of all by diminishing its dependency on external production chains, and
then by transitioning from medium/low quality to high quality manufacturing characterized by
a higher degree of technological innovation and by a higher added value. According to a
Natixis report (Natixis, 2013), from 1997 to 2007 China surpassed the most advanced areas in
the world and held the greatest market share in high quality sectors such as aeronautics and
space, medical equipment, precision optics, computer equipment, etc., while it lagged behind
in the manufacturing of medium quality products such as vehicles, electric and
electromechanical materials, machine tools, etc. and it lagged even further behind in low
quality sectors such as textiles, food, wood constructions.’* It is also plausible that in
perspective the products that entail innovation advancement and an increase in added value
will be manufactured on site, thus reducing the import value embedded in exports and moving
part of the manufacturing process away from the Chinese coast to less congested areas located
in other Asian countries where the cost of labour is also lower. This would lead to a
completely new scenario where China might find itself competing with new emerging
countries while it is reducing its dependency on foreign countries and is proceeding to an
upgrade in the qualification of its products and processes. China’s ‘mercantilism’ may be
further questioned if we take into account one of the fundamental elements of its international
positioning, namely its ‘dependency’ on the import of both energy and non-energy raw
materials that are fundamental for its production processes. Unlike colonial powers, which
exerted tight control over the supply markets, China competes in these markets, and this fact
further demonstrates that the country cannot be accused of employing mercantilist practices.
As a matter of fact, the need to compete lies at the basis of the international protagonism of
both the policy maker and of big national enterprises, and serves the goal of granting China
preferential conditions and stability in the supply of raw materials and industrial agricultural
products, especially those provided by ‘sensitive’ African and Latin American areas. Thus, it
is evident that the role played by China in the global geo-economic scenario is extremely
different from the role played by European colonial countries, which was at the basis of their
trade expansion. Similarly, its growing “political’ attention to geographical areas that are rich

9 See the section 1. Supply Chains and Production Networks of the work edited by Baldwin, R., Masahiro Kawai
and Ganeshan Wignaraja (2013).

10 In particular, wholly foreign owned enterprises, which accounted for 38.1% of total exports, generated a
‘local’ added value amounting to 44.1% of their exports value, with processing (i.e. incorporated imported
goods) accounting for 83% of that value. Joint ventures provided a greater share of local added value with 17.7%
of national exports, while both public and private enterprises went into the opposite direction. State-owned
enterprises accounted for 19% of national exports, and generated an added value of about 72.1% of sectorial
exports, while processing amounted to 25.8%. Private enterprises, which represented the real ‘new entry’ among
exporting enterprises in the 2000s, accounted for 21.3%, 80.8% and 9.6% respectively (see Koopman et al.,
2008).

11 In particular, in the high quality sector, China went from 21.2% to 33%, the Eurozone from 17.7% to 18.8%,
Japan from 30.8% to 23.1%, and Korea from 28% to 32.9% over the decade considered. China still held the
greatest share in the low quality sector with 21.2%, while Japan held 2.1%, Korea held 4.9% and the Eurozone
held 15.4%.
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in raw materials cannot be assimilated to the hegemony exerted by European powers in the
past.

It should also be acknowledged that the Chinese system, which generates one of the
largest trade volumes in the world, showed its weakness during the recent global crisis. The
stall of Chinese exports (the current account balance/GDP ratio dropped from a mean value of
9.9% in 2004-2006 to a meagre 2.2% in 2011-2013) hints at the vulnerability of the foreign
component of its global demand. This component is strongly affected by the international
demand trend and by the economic policies carried out in the rest of the world with particular
reference to the US, which have the *privilege’ of governing the international monetary
system (Hang Seng Bank, 2012; BOFIT, 2013).

If, on one hand, there is no evidence supporting the accusation of mercantilism or
‘neo-mercantilism’, on the other hand China is still showing conspicuous residues of
protectionism, as shown in the 2010 OECD Survey, where China’s comparative position is
not satisfying according to the PMR (Product Market Regulation) indicator of barriers to trade
and investment (OECD, 2010). As a matter of fact, even if the average tariffs on Chinese
manufactured products are lower than those of other emerging countries, Chinese values still
lag behind those of the US and the average values of OECD and Eurozone countries (but not
those of Russia). Moreover, it should be noted that in spite of progress towards greater
‘neutrality’ in trade, there is a ‘grey area’ hampering the international economic integration of
China. This “grey area’ is represented by a series of both formal and informal measures which
are still in place and have the twofold function of protecting certain sectors by allowing them
to expand their dimensions and market power in the national economy, and of granting a few
big enterprises the status of international competitors.

In this regard, the OECD report states that as far as the service sector and the utilities
network (telecommunications, electricity, and energy chain) are concerned, liberalization
practices are insufficient since these sectors are still controlled by big State-owned enterprises
which de facto prevent both private and foreign enterprises from accessing them?2.

Monetary and financial mercantilism and the ‘backward’ problem

The arguments provided so far seem to confirm that Chinese protectionism is pursuing
trade expansion for its own sake. Rather than following the classical mercantilist model,
though, in so doing it is pursuing the strategic objectives of promoting and safeguarding its
national ‘champions’ by expanding their presence on international markets, with specific
reference, but not limited to, those of raw and energy materials. The available data, albeit
incomplete, are revealing. Big State-owned enterprises dominate in strategic sectors®® and are
largely represented in “pillar’ sectors by subsidiaries (Table 1). On a large scale, and with the

12 The progress made by the Chinese government in the liberalization of the domestic service market and of some
‘sensitive’ sectors dominated by national enterprises are both significant and contradictory at the same time. In
2005, the State Council issued ‘guidelines’ to encourage the development of private enterprises and to open to
private competition the sectors dominated or completely controlled by State-owned enterprises. Five years later,
China substituted the 1993 law with a new anti-monopoly law inspired by more advanced countries, which, at
least formally, introduced measures against the most widespread monopolistic practices. In contrast with that, the
occupation of strategic sectors (“pillars’) by State-owned enterprises made it difficult to create a real competition,
since numerous formal and informal barriers remained in place to preserve State control. The 2010 OECD report
(OECD, 2010) correctly identifies the unsatisfactory implementation of the law and the lack of a favourable
environment as the causes of the delay. The report focuses in particular on the lack of independent organisms,
the presence of too many inspectors and the fact that vigilance was entrusted to governmental organisms, in
particular to MOFCOM and to the National Development and Reform Commission (NDRC) (China: China's
Anti-Monopoly Law: Retrospect and Prospect on the Fourth Anniversary,
http://www.mondag.com/x/189714/Cartels+Monopolies/Chinas+AntiMonopoly+Law+Retrospect+and+Prospect
+on+the+Fourth+Anniversary)

13 Szamosszegi and Kyle (Szamosszegi and Kyle, 2011) make an attempt to assess the weight of these sectors in
the national economy.

122



necessary changes, China’s conditions resemble those described by Geschenkron about the
‘late” development of backward countries.

Tab. 1 Market share of State-owned enterprises in strategic and pillar sectors
(2010, % of respective sector)

Strategic sectors Pillar sectors

(a) (b) (a) (b)
Defense oriented n.a. Automotive 74.0 n.a.
Coal industry 12.9 59.2 Steel industry 17.6 n.a.
Air transportation 76.2 n.a. Construction 4 7,2 20.1
Power sector 70.6 91.6 Non-ferrous metals industry  19.5 n.a.
Petroleum and Machinery and equipment 21.0 n.a.
petrochemical industry  45.3 76.6 IT, science and technology 9.0 n.a.
Shipping industry 60.7 n.a. Banking sector 72.7 n.a.

Telecommunications 96.2 n.a.

n.a.:not available

(a) Market share of 'top' State-owned enterprises of the sectorial total

(b) Market share of State-owned enterprises of the sectorial total

* Data of 'pillar' sectors are not comparable: for automotive and steel sectors data correspond to
physical production, for machinery and IT to gross nominal product and for banking sector to
totale assets.

Authors' calculations from SZAMOSSZEGI and KYLE (2011).

In particular, the following similarities can be identified: 1) technologies that are
already available in the developed countries are quickly transferred to local enterprises which,
in turn, act as innovation pioneers in an otherwise backward environment; 2) the fast
development process of the industrial sector is partially autonomous, unlike the slower
process of the agricultural sector; 3) the banking system plays a primary role in the
accumulation of the private sector; 4) the State acts as an irreplaceable engine of development
which steers and controls the economy of the country,

Even if the Chinese situation does not completely overlap with that described by
Gerschenkron owing to contextual differences, his model can still be used as an interpretative
tool to put China’s development in historical perspective. The Chinese model, in fact, is
characterized by the presence of several small and very small enterprises, which are mainly
found in traditional sectors. Moreover, innovation processes in China do not call for great
capital assets, which, on the contrary, had been necessary for the industrialization process in
continental Europe. Anyway, assuming that Gerschenkron’s interpretation is correct, the
development strategies deployed by China in its modernization phase should not be seen as
symptoms of a mercantilist revival, but rather as signs of transition from a development model
based on foreign capital and technology to a more autonomous and ‘national’” management of
production processes aimed at strengthening the overall competitiveness of the system. In
such a context, a late runner can catch up effectively only by granting more space to the State
and to public enterprises (Jang-Sup Shin, 2002). If we analyze the development of some
newly industrialized Asian countries, as well as that of Japan, we can see that from a historical
point of view they differ perceptibly from Europe, and that they also differ among themselves.
In particular, it is possible to find differences between the substituting strategy pursued by
Japan and Korea and the complementary strategy pursued by Taiwan and Singapore. In the
substituting strategy, banks (in the case of Korea also foreign funding) play a more incisive
role in the catching up process. In this strategy, the State progressively acts as a regulator and

14 In his fundamental work (Gerschenkron, 1962) Gerschenkron analyzes the economic history of Europe and
Russia and identifies the following characteristics for the development of ‘backward’ countries: 1) faster growth
than ‘forerunners’ like Great Britain; 2) investment in fixed assets prevailing over consumption; 3) growth
progressing intermittently rather than gradually; 4) creation of large scale plants and firms and greater emphasis
on up-to-date technology from advanced countries; 5) a more active role for banks and State as economic players
stimulating fixed investments.
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big national enterprises become a major player both in internal and in international markets.
The complementary strategy is characterized by the greater role played by direct investments,
by partnerships between multinational enterprises, and by the State acting as a co-protagonist
in the creation of an autonomous national sector. For the time being, China’s position is
eclectic since it adopts a combination of the two approaches, but there are signs that it might
move from a complementary to a substituting strategy (Jang-Sup Shin, 2002).

Before we set aside the accusation of ‘commercial mercantilism’, though, we should
focus on the even more controversial issue of ‘monetary and financial mercantilism’, which
China is allegedly practicing to a great extent. Anyway, also in this case it would be too far-
fetched to claim that China is applying purely mercantilist policies in this sector. As far as
monetary mercantilism is concerned, according to this simplistic interpretation the exchange
rate control (i.e. the “manipulation”) would represent an indirect form of protectionism, i.e. an
‘opportunistic’ policy aimed at promoting exports by taking advantage of the opening up of
markets and by hampering imports through the artificial alteration of prices at the same time.
Financial mercantilism, then, would entail credit dirigisme aimed at supporting export sectors,
and would thus correspond more closely to the traditional definition of mercantilism. In the
case of China, though, it is not easy to distinguish between the various types of mercantilism,
and monetary and financial mercantilism can be related to a comprehensive strategy strongly
affected by the development policies described by Gerschenkron about ‘backwardness’. In
particular, in the Chinese modernization phase the exchange rate policy should be seen as a
part of a more comprehensive strategy which, despite being functionally connected with the
foreign component of the aggregate demand, still uses the control of credit flows to promote
development. As a matter of fact, credit obtained through the control of State banks has
always represented the main way to promote, partially reform and strengthen the most
productive and strategic State-owned enterprises. On the contrary, exchange rate liberalization
and its effects on consumption would have exposed the system to problematic fluctuations in
the foreign component of the demand and would have caused regular flows to bank deposits
to decrease. Thus, even if capital controls had been kept in place, it would have been difficult
to stabilize wages by decreasing consumption and by safeguarding at the same time the
‘savings-deposits-financing of State-owned enterprises’ cycle, which serves both ‘command’
policy and internal development purposes. Fundamentally, calling exchange rate control
‘monetary mercantilism’ and, what is even more far-fetched, referring to the financing of
exporting enterprises as ‘financial mercantilism’ leads to a simplistic representation which
does not account for the fundamental characteristics of the Chinese development model.*®
Exchange rate control in fact, exerted only surreptitiously a ‘mercantilist’ function and should
rather be described as one of the elements of a more comprehensive policy that used credit to
finance the gradual transformation of the collectivist productive apparatus.

It should also be noted that the creation of the mighty Chinese manufacturing sector,
which has made the country the biggest exporting economy in the world, was founded on the
stimulus of direct foreign investment and on the ensuing import of technologies rather than on
the financing of exporting enterprises. With the catching up process still pending and with the
contradictions that typically characterize the backward countries in general, China is now at a
crossroads: it has to decide whether it should leave behind the heavy residues of ‘command
‘economy, which in its renewed version corresponds to an original and more effective form of
‘State capitalism’, or whether it should reconfirm the status quo adapting it to the new global
scenarios. The first option would call for the following actions: 1) opening up the economy to
free capital movements and to international banks, 2) allowing competition in protected
sectors, 3) giving up credit policy as a way to indirectly support State investments and

15 Scepticism on the ‘monetary mercantilism’ hypothesis in favour of some kind of ‘financial mercantilism’ is
expressed by Aizenman and Lee (2008); for a critical view on ‘monetary’ and ‘financial’ mercantilism of China
see Subramanian (2011).

124



enterprises, 4) liberalizing the exchange rate. These actions would entail a radical
transformation of the modus operandi of several generations of policy makers who have been
gradually and hesitantly putting into practice the reforms started by Deng Xiao Ping.

According to the mercantilist hypothesis, the Chinese policy maker would see the
accumulation of reserves as an objective in itself and would use current account surpluses to
build a ‘treasure’ that is still mainly dollar-denominated®®. Indeed, the accumulation of wealth
through foreign trade is a typical, albeit controversial, characteristic of classical
mercantilism®’, but it should also be noted that the geo-economic and geo-political
international context has undergone profound changes and that it is extremely different both
from the context of the golden age of mercantilism and from the situation at the end of the
XIX century, when the US emerged as an economic power threatening the hegemony of rival
countries, especially Great Britain. The accumulation of wealth in the form of reserves served
the purpose of reaching a high accumulation rate, which was mainly financed by the banking
sector. The accumulation process demanded that the credit market be “protected” from foreign
competition and that savings from families and enterprises be conveyed in that direction.
Since it was produced in a backward country, accumulation was protected from the stress
which it typically undergoes in countries that are open to capital movements, and had to catch
up with production efficiency levels that were higher than those characterising the former
socialist plan. To reach this goal without exposing the system to destabilizing repercussions it
was decided to choose a model that was open to direct investment and that, at the same time,
did not expose the system to the dangerous volatility of capital movements. The latter was
responsible both for the crisis of Asian countries in 1997 and for the crises of other emerging
economies in the 1990s. The financial compensation of this strategy consists in the
accumulation of foreign reserve assets, which are also a sign of the presence of a capital
account that is capable of granting a stable development. This goal is achieved by attracting
physical capital assets from abroad on one hand, and by investing in international liquidity on
the other. In so doing, the capital account neutralizes all possible threats coming from
international financial flows.

One final objection remains to be addressed. It is clear that the relative financial
isolation of the country served the purpose of financing investments, especially concerning
State-owned enterprises. Nevertheless, it is not equally easy to interpret the heavy decline in
consumption which took place over the first decade of 2000s and which was aimed at
‘financing exports’. The interpretation is further complicated by the fact that the supply of
foreign fixed capital enabled China to increase its capital stock, with particular reference to its
most innovative component, without recurring to internal savings. It could be objected that a
less rigid consumption policy would have made the country dangerously dependent on
imports, thus compromising both its wage stabilization and its savings rate policies, and
forcing China to choose an exchange rate that would grant stability to its development
process. Nevertheless, the strong outward projection of the Chinese economy and the defence
of some of its protectionist practices primarily involving exchange rate control are a
consequence of the need to safeguard ‘national champions’, who were deemed worthy of
special protection, and of the decentralization strategy deployed by multinational enterprises,
who moved their production to China. These enterprises saw China as a ‘low cost factory’ in
order to compete in the world markets.

Finally, defining the accumulation of reserves as a mercantilist measure implies
overlooking the fact that their growth has posed a relevant monetary policy management
problem rather than representing a strategic objective. As a matter of fact, reserves acted as an

% In mid 2011, Chinese dollar-denominated foreign reserves were equivalent to around 54% of the whole
amount after reaching 65% in 2010 (Orlik and Davis, 2012).

17 Schumpeter wrote engaging pages on the ‘automatic mechanism’, namely the connection between the ‘balance
of trade’ and the accumulation of precious metals (Schumpeter, 1996).
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almost exclusive channel for the creation of the monetary base, thus forcing the Central Bank
to intervene in order to neutralize their potential inflationary effects. In particular, the Central
Bank intervened by manoeuvring the legal reserves of banks. Paradoxically, the increasing
penetration of the Chinese economy in foreign markets could have determined a monetary
vulnus which, in turn, would have reduced its momentum through the increase of internal
prices. Furthermore, if there is little doubt that reserves represent a resource for investments in
foreign markets, in particular in those where China is now the biggest buyer of raw materials,
the country’s “passive’ financial strategies in those same markets deprive it of the financial
connections which have characterized the development of some advanced countries. At the
same time, though, these ‘passive’ strategies grant China the ability to strongly influence
global balances and to strengthen its spending capacity in the markets of emerging and
developing countries (Meyer, 2014).

Finally, it should be remembered that if China adopted alternative strategies for the
management of its reserves, unpredictable consequences would be felt by the international
monetary system. These consequences, in turn, would have repercussions on the China’s
development itself. This scenario is radically different from the situation at the beginning of
the X1X century, when the British, who were true mercantilists, introduced Indian opium into
China causing the inversion of its balance of payments and a halt in the accumulation of its
silver reserves®®,

Is the Chinese model in danger?

The financial crisis has shown that the Chinese development model is not
‘mercantilist’ in nature, and it has also highlighted weaknesses and contradictions in the
economic dirigisme. Unlike classical mercantilism, the dirigisme has pursued its credit-based,
internal accumulation policy (i.e. the “financial way to development’) with perseverance on
the background of the global contraction of demand. Indeed, the severity and duration of the
crisis have strained China’s ability to compensate export contraction with greater investments
in infrastructures and in the construction industry, and to rapidly find alternative policies to
‘restructure’ the global demand and promote consumption and social spending. In this
context, the need to face the contraction of foreign demand with a view to granting continued
development and an acceptable level of social stability and the need to keep inflation under
control and to prevent bubbles from busting in the housing sector went hand in hand. Chinese
leaders had to face these challenges at a time when important market and welfare reforms had
not yet been made.

Credit, as usual, was used as an anticyclical policy to prevent development from
coming to an abrupt halt, while direct control of banks was massively activated also to curb
the inflationary consequences of expansionist policies. The repeated interventions in legal
reserves and bank interests (Fig.1), together with the revision of quantitative restrictions on
loans introduced at the beginning of 2007, show that the policy makers were both quite
worried by the new scenarios®® and extremely loyal to the interventionist model.

18 These events are vividly described by Ferguson (2004) in the Chapter ‘Heaven Breed’ of his volume.

19 1n 2007-2011, direct interventions to regulate credit have been speeding up. They had the double aim of
stimulating the demand and, at the same time, of preventing inflation from jeopardizing the real growth. In 2010-
2011 the central bank (PBOC) lifted several times the legal reserve of banks and revised upwards the
‘benchmark’ interest rate on loans and deposits, including the interest rate on mortgage loans, in order to curb the
inflation (Lardy, 2012).
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Fig.1 Interest rates and legal reserves of banks
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Source: Guonan Ma and Yan Xiandong, Liu Xi (2011).

When the crisis peaked and foreign demand started to contract, the policy makers
resorted to the mighty ‘machine’ of bank-financed accumulation. From 2007 to 2011 the
growth rate of gross fixed investments remained high and peaked in 2009 with 30.5%. It then
contracted in the following years, but this did not invert the trend started in 2002 (Fig.2). Also
bank loans remained high, thus confirming that despite an increase in direct public financial
interventions, banks provided the biggest support both to internal demand and to capital
accumulation. According to some analysts, ‘compensatory’ measures against the contraction
of net exports (which, starting from mid 2009, have had a negative impact on GDP) have only
exacerbated overinvestment and the saturation of the country’s production capacity. This, in
turn, impacted negatively on the banks’ budgets and jeopardized the results of the rebalancing
operations carried out at the end of the 1990s and in the following decade (Pettis, 2012).
Bank-financed accumulation supported development by intensifying internal imbalances, i.e.
by decreasing consumption and by keeping to a minimum the redistribution of profits made
by State and local enterprises. This led to an increase in households and families’ savings,
which are needed by banks to support investments?. Ultimately, during the crisis the review
of spending decisions (which had been repeatedly announced by Chinese leaders and strongly
encouraged by international organizations) has been managed with great caution and has thus
failed to spark the change in development also referred to in the XII five-year plan (2011-
2015).

Fig.2 Bank loans and gross fixed investments
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Source: Hang Seng Bank (2012), China Economic Monitor, October;
National Bureau of Statistical of China (graph edited by the authors)

20 In Lardy’s opinion, the fixing of bank interest rates worked as a powerful tool contributing to keep the consumption of
households low. In the first half of 2004-2011 the administrative control of interest rates on deposits and its implicit tax on
depositors enabled banks to maintain positive margins and to stabilize the cost of loans to firms. Moreover, by massively
manoeuvring the legal reserve rather than by selling government bonds to banks, it was possible to make banks friendlier
towards firms, the State-owned ones in particular. Being deposits important for Chinese households, this policy is likely to
produce a not negligible ‘wealth effect’ which might affect their propensity to consume (Lardy, 2012).
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Only in 2009 did consumption increase as a consequence both of stimulating measures
adopted to promote the purchase of durable goods and of other factors that are difficult to
measure (Lardy, 2008). The core component of the manoeuvre, instead, addressed mainly
housing and infrastructural investments, thus deviating from the traditional (mainly State-
driven) accumulation plan. Rather than being the result of a long term strategy, this was an
emergency-driven choice. Certainly, government spending has been increasingly supporting
demand?!, but it has not backed social spending and business support measures. Moreover, it
has not prevented credit from being consistently and massively used to support the demand
sectors that have compensated the decrease in exports, such as infrastructures (many of which
were hardly useful). Finally, jobs loss in export sectors has not been compensated by new
employment opportunities in the housing and infrastructures sectors.

To conclude, the Chinese economy is facing two scenarios. The first one is
characterized by the following contradictory factors: 1) overinvestment (together with an
increase in productive capacity), which, in the long run, might experience a decrease in its
own profitability, 2) a structural excess of savings, which decreases consumption and
intensifies internal imbalances, 3) accumulation of reserves, which is increasingly making
control of the money supply difficult and is conflicting with the goal of keeping interest rates
low, 4) an oversized State banking sector which, nevertheless, still manages to promote the
extraordinary development of the country, 5) severe environmental and energetic problems
(which were not addressed in this paper). These contradictions may hamper the economic
growth of China and may have unforeseeable repercussions on global demand. They may
even generate a situation similar to that of Japan, where the financial crisis started at the
beginning of the 1990s (Koo, 2008).

In the second scenario, these contradictions may prove less problematic than expected
for several reasons (including non-strictly economic ones), and thus may not cause the system
to collapse (lannini, 2009). The strong role played by the State in the economy and the greater
chance of being protected from external shocks increase the ‘endurance’ of an imbalanced
model, thus making it sustainable. Finally, from a systemic point of view China is a
‘backward’ country, and as such it has intrinsic strengths that may foster its growth to a great
extent. In both scenarios, the future of China as an ‘emerged’ and potentially ‘dominating’
country represents an issue that is at the same time intellectually challenging and politically
and economically momentous.
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Abstract

This paper discusses the impact of core competences on organizational performance as
a critical issue in Iraqgi private banking sector. An organizer questionnaire was developed and
self-reported to managers in 10 private banks, a sample of this study are 200 managers in
these banks. The hypothesis to test variables of the study was absorbed in a questionnaire with
Cronbach’s alpha coefficient of 75% and was prepared based on a number of measures related
to the subject of study. A range of methods were used to analyses statistical data, and the
results were extracted using SPSS. The result shows that there is a significant correlation
among core competences and organizational performance. Based on this, we recommend that
bank management develop of the core competences for human resource as a strategic tool to
enhance organizational performance and expand their empirical knowledge in the context of
private banks in Iraq.

Keywords: Core competences, Organizational performance, Bank.

Introduction

Today’s environment challenges have imposed on the improvements organizations not
only for competition, but in order to keep going and stay in the market. Numerous researchers
agree that higher in performance is a product of the process of formulating a strategy through
which the organization seeks to achieve its mission and objectives in the long term for the
purpose of obtaining organizational performance. Due to this regard, the successful
performance also depends on the existence of the skills and capabilities of each individual
organization, suggesting that an appropriate and use of information technology by the
organization may be essential in promoting organizational performance (Bharadwaj, 2000;
Ray, Muhanna, and Barney, 2005).

Core competence is thought play an important role in the process of creating synergy
between the strategic business units. Therefore, the experimental results of the core
competence are to obtain confirms the superiority of competitive performance (Besle and
Sezerel, 2012). The organizational performances defined is a final result of a work include
many factors like: communication, job processes, team, interaction, corporate culture,
commitment, climate for innovation, satisfaction, loyalty and business environment (Lia, et
al., 2006).

Nowadays, banking sector has gain large importance, especially when compared with
other sectors. Because of the diversity and multiplicity of services provided to the public and
its contribution to the economic growth of the country. According to report of Central Bank of
Irag (CBI), 2012), there are 23 private banks licensed to work in Irag. The private banks of
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this study are includes Baghdad Bank, Commercial Bank of Irag, Iragqi Middle East
Investment, Investment Bank of Iraq, United Bank for Investment, Dar es Salaam Investment
Bank, Mosul Bank for Development & Investment, Babylon Bank, Basrah International Bank
for Investment and National Bank of Irag. Therefore, this study aims to specific the impact
role of core competences on organizational performance in Iragi private banking sector.
Empirical studies on the role of core competences and impact of performance in Iraqgi private
banking sector is still limited, and a gap exists in the Arab studies in this area.

Literature review
Organizational performance

Performance is a continuous and flexible process that involves managers and those
whom they manage acting as partners within a framework that sets out how they can best
work together to achieve the required results (Armstrong, 2006). The differences in views
were mostly upon variations in the criteria and standards adopted in studying the performance,
but in spite of these variations, most of the researchers express the performance through the
extent of success in which the organization reaches its aims. Despite of the organizational
performance includes many specific fields of the organization’s results, but each of the
(Richard, et al., 2009; Zhang, et al., 2008; Nwokah, 2008) they focused only on two basic
dimensions to measure organizational performance are growth and profitability.

The Balanced Scorecard is considered one of the leading instrument in the field of
organizational performance as metrics include both financial and non-financial, which can
reveal the results of the actions already taken in the organization (Kaplan and Norton, 1992).
Kaplan and Norton (1992) presented first the Balanced Scorecard, is a performance
management instrument which has been in use for more than a decade. Balanced Scorecard is
a basic performance measurement approach which focuses on the internal as well as external
performance indicators of the organization. Therefore, the Balanced Scorecard is an important
tool for monitoring organizational strategic goals and the feasibility of achieving these goals
(Huang, 2009; Kaplan and Norton, 1996).

According to (Horgren, et al., 2000) Financial Perspective reflects financial goals
through the organization's ability to achieve the satisfaction of shareholders and stakeholders
by achieving satisfactory rates of return for their investment. Where researches has found that
many of the traditional financial accounting measures such as return on investment, earnings
per share, and return on assets yield limited results with respect to continuous improvement
and innovation (Huang, 2009; Kaplan and Norton, 1992).

Ehlers and Lazenby (2004) stated, the value of the customer perspective may never be
underestimated. Niven (2006) confirmed, the customer perspective approaching it in three
value indicators, operational excellence, product leadership, and customer intimacy. Plewa et
al. (2012) pointed out that the measures of the internal business performance allow managers
to specific determine how to run the organization. Thus, organizations' must try to identify
and measure their core jobs competencies and critical technologies and decide that of those
will lead them to excellence in the market (Kaplan and Norton, 1992; 1996).

According to Kaplan and Norton (1996) Competitive business environment needs to
continuous learning, so the learning and growth perspective focuses on the intangible aspects
of organizational performance. In light of the threats and new opportunities that arise through
the changing environment. Hence, organizational innovation integrates the development and
application new ideas, products, technology and information systems (Hung, Lien, Yang, Wu
and Kuo, 2011). In view of the above differences in the views of the researchers, this is called
for the researcher to adopt a more comprehensive measure includes financial metrics and non-
financial so chose researcher on a scale of (Kaplan and Norton, 1992).
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Core Competence

Developed the main ideas of the core competences by the (Prahald and Hamel)
through a series of articles in the Harvard University and followed it for the ability book. The
basic ideas is that organizations could develop areas of expertise are clear and important to the
long-term growth. In this study, core competence is thought play an important role in the
process of creating synergy between the strategic business units. Therefore, the experimental
results of the core competence are to obtain confirms the superiority of competitive
performance (Besle and Sezerel, 2012).

As well as the turn (Harrison and John, 1998; Macmillan and Tompo; 2000; Johnson
and Scholes,1997; Hamel and Heene, 1994; Hitt, et al., 2001) they are describe the core
competencies as a specialized skills, qualities and characteristics of knowledge that enable the
organization to excel in their performance and achieve the highest possible level of customer
satisfaction compared to competitors, through the integration of technology, processes and
resources in one or more of the activities and managing the links between these activities.

Mayer et al. (2009) that the core competencies found in the unique resources of the
organization, where the dividing these resources to tangible and intangible, and confirm that
the core competencies is embodied in the intangible resources specifically, Such as tacit
knowledge and learning accumulated over the years with the organization, which have a
complex routine, it is difficult to imitate him by others, abilities and trends special.

Coyne, P. and Kevin (2004) core competences can be defined as a set of skills and
knowledge that are integrated in the team and that lead to the ability to implement one or more
of the critical processes to get to the standards of international specifications. Also, they are
the belief held by (Krajwski, et al, 2007; Heizer and Render, 2008) that the core competence
include well-trained workforce and flexible to allow organizations to respond to market needs
in a timely manner. As well as the existence of the facilities at work sites represented by
(offices, warehouses and factories), which represents the main feature. Also, market and
financial knowledge through which the organization can attract capital and provide products
and services is characterized by what is on the market. In addition, the organizations’ has
competitive advantage through their existing systems and expertise in the field of information
technology.

Proposed research model

Model of the current study was based on classification (Harrison and John, 1998) for
the core competences whereby the authors pointed out that the core competences means the
use of resources and capabilities in the manner which grant the ability of the organization's
strategy includes: organizational resources, human resource and competences. While the
organizational performance as the dependent variable includes: financial, customer
satisfaction, internal processes, and learning and growth will be depend Balance Score Card
for (Kaplan and Norton, 1992).

Core competences

Organizational Sapabilities Huztnan
rESOUrCES TESOULCE

L4

Fins?IEA nizational performance

Customer Internal : Learning and

- growth

Satisfactio Processes

' Fig (1) proposed Research Model
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Research methodology

This research is a descriptive-statistical research also, with a practical aim. The
number of banks that are subject to search (10) Banks prestigious registered in the Iraqi
market financial asset (43) Bank worker in the Iragi environment. The sample of this research
was selected for 200 managers. A questionnaire was used to collect data with options (Likert-
type) ranging from completely disagree (1) to completely agree (5). The validity of the
research was validated by experts, and the reliability of the questions was approximately
calculated as 0.891. SPSS was used to data analysis. T-test, mean, simple regression
coefficient, Friedman, coefficient Variation tests and simple linear correlation coefficient
were used for data analysis.

Data Analysis

The results indicated that 44% of the respondents were in the age group of 41 to 50
years, that 79% of the respondents were in the managers of departments, were the education
44% of the sample B.A. degrees, and 39% accumulated at least 21-30 years from personal

experience in working in a bank.
Table 1, Demographic characteristics of the respondents

Variable N % Variable N % Variable N % Variable N %
AGE (years) Years of JOB TITLE Education
Service Level
20-30 22 11 5-10 16 8 Executive Director 10 5 Doctorate 46 23
31-40 57 28 11-20 45 23 Director 12 6 Master 49 24
Commissioner
41-50 88 44 21-30 78 39 Head of Department 158 79 Bachelor 87 44
51 and above 33 17 31 and 61 30  Adviser 20 10 Diploma 18 9
above
Total 200 100 200 100 200 100 200 100

Description and analysis of the dimensions of core competences as an independent
variable:

Table 2 shows the dimensions of core competences in the surveyed banks. Based on
the perceptions of respondents, dimensions of core competences received a percentage of
76%, in which its Median (3.83) was higher than the Mean of the scale of (3). Basic
dimensions of core competences variables were measured by the coefficient of variation, in
which the dimensions were arranged in the following order: organizational resources (first
place), human resource (second place), capabilities (third place).

Table 2, Descriptive answers on the dimensions of the study sample (IV.) of core

competences
Dimensions Median Ratio Standard Coefficient Sort by
of core competences Deviation of important

variation

Organizational Resources  3.70 74 344 9.297 First
Capabilities 3.92 .78 .365 9.311 third
Human Resource 3.88 a7 361 9.304 second
Total of core competences  3.83 76 .356 9.304

The dimensions were measured of core competences were Median with organizational
resources [(3.70)] higher than the Mean to [(0.70)], In spite of this, observed irregularity some
software which adds a burden to the managers in order to accomplish the tasks assigned of
them. Capabilities [(3.92)] are higher than the Mean [(0.92)]. This means, there is great
interest in the importance of capabilities where the percentage (78%). Human resource
[(3.88)] higher than the Mean [(0.88)], this indicates that there is an interest among the
surveyed banks in the availability of human resource to complete the work, where the
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percentage (77%). The standard deviation for the Organizational Resources, Capabilities and
Human Resource were indicates [(0.344), (0.365), (0.361)] that means the dispersion of a low
answers in the study sample, in this area.

Description and analysis of the dimensions of organizational performance as a
dependent variable:

Organizational performance was measured through the following dimensions:
financial, growth and learning, customer satisfaction, and efficient internal processes. These
activities were measured using 17 questions that were distributed depending on the four
variables according to the measure (Kaplan and Norton, 1992). Table 3 shows the summary of
respondents’ awareness on the importance and role of each dimension to achieve
organizational performance. Data showed that organizational performance received
intermediate attention (66%) from the respondents, with a median of 3.34 that was higher than
the mean of the scale of (3).

Table 3, Description and analysis of the dimensions of organizational performance as a
dependent variable

Dimensions of OP median  Ratio SD.  Coefficient of Sort by
variation important

financial 3.31 .67 308  9.155 first

efficient internal  3.01 .60 279 9.265 Second

processes

growth and learning 3.37 .67 313 9.287 Fourth

Customer satisfaction 3.61 71 335 9.278 third

Total of OP dimensions 3.34 .66 312 9.312

Financial: This dimension were measured through six questions which its Median
(3.31), it was higher than the Mean (0.31).This indicates that there is a desire and a moderate
tendency among individuals in the surveyed banks to strengthen the financial side in the
organizational performance, where the percentage (66%).The standard deviation was (0.308).
Refers that the dispersion of a low answers in the study sample, in this area. Efficient internal
processes, this dimension were measured through seven questions which it’s Median (3.01), it
was equal to a Mean (0.31). As well as, some members of the study sample showed
complained of the inefficiency of training methods, dissatisfaction with the justice training
opportunities and limited to sections and units without the other. The standard deviation was
(0.278). Refers that the dispersion of a low answers in the study sample, in this area.

Customer satisfaction, this dimension were measured through eight questions which
its Median (3.61), it was higher than the Mean (0.61).This indicates that there is a desire and a
moderate tendency among individuals in the surveyed banks to gain the customer satisfaction
and then to promoting organizational performance, where the percentage (72%). Growth and
learning, this dimension were measured through eight questions which its Median (3.37), it
was higher than the Mean (0.37).This indicates that there is a desire and a moderate tendency
among individuals in the surveyed banks to gain the customer satisfaction and then to
promoting organizational performance. The standard deviation was (0.313). Refers that the
dispersion of a low answers in the study sample, in this area.

Hypothesis Test

Analysis of the correlation among dimensions of core competences and dimensions of
organizational performance:

Table 4 shows the correlation among core competences dimensions and organizational
performance dimensions. As can be seen, there was a significant relationship between
dimensions of information technology and with dimensions of organizational performance.
The value of (t) at 2.537 was the largest of all tabulated values under the 0.5 level of
significance. Meanwhile, the value correlation (0.826) indicated a strong positive correlation
among the dimensions, thus proving the validity and providing support for the first main
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hypothesis, which states that that there is significant correlation between dimensions of core
competences and organizational performance. In all, This finding indicate the weak
organizational performance of the surveyed banks, which were due to the lack of special
training programs that guide managers on how to develop and improve performance by

maximizing the benefits of core competences.
Table 4, Correlation between the total core competences and organizational performance dimensions

Independent variable Dependent Correlation of t-test  Significance of
variable coefficient Hypothesis

Organizational Dimensions of  0.876 3.008  Accepted

Resources X organizational

Capabilities X3 performance ;744 2086  Accepted

Human Resource X3 0.854 2.846  Accepted

Total of core Y 0.833 2.647 Accepted

competences X

Sub-hypotheses based on the first main hypothesis

Results show that dimensions of organizational performance were strongly and
significantly correlated with Organizational Resources [(t) =3.008)], Capabilities [(t) =
(2.086)], and Human Resource [(t) =2.846)]. The calculated value of (t) for the three
dimensions (1.659) showed greater tabular values under the 0.05 level of significance and
degree of freedom with a value of 73. The correlation values of the three variables were 0.876,
0.769 and 0.854 respectively. These prove the positive correlation and validate the sub-
hypotheses (1, 2, and 3), thereby indicating the strong relationship among performance and
use of core competences variables, which can improve organizational performance.

Analysis of the effect of core competences dimensions on organizational performance:

Results of regression analysis showed the significant influence of overall core
competences on organizational performance dimensions. The value of (F) was calculated as
6.44, which was the biggest of its tabulated value under the 0.05 level of significance
amounting to 3.96. The value of beta (§) =0.374 also confirmed that the change in a unit one
in IT infrastructure is accompanied by a change of 0.374 in organizational performance
dimensions. This finding indicates that employing an IT infrastructure is important in
enhancing organizational performance. The coefficient of determination (R2) amounted to a
high percentage value of 0.68, which represents the total variance in quotient of organizational
performance dimensions. Perception of managers involved in the study determined the
importance of IT infrastructure and how it affects their organizational performance. The value
of the constant term of regression curve (o) was also obtained. This means that if the value of
independent variable is equal to zero, there is a good relationship between IT infrastructure
and organizational performance. This finding is obtained even though the managers of the
surveyed banks ignored the importance of an IT infrastructure. The result proves the validity
of the second main hypothesis, which states that IT infrastructure dimensions have a

significant moral effect on the dimensions of organizational performance.
Table 5, Analysis of the effects of core competences dimensions on the organizational performance dimensions

independent dependent R2 regression B F Quality of
variable variable curve significance
v DV o

organizational 0.750 7.555 0.496 9.05 Moral
resources Xi

Capabilities X 0.592 9.334 0.377 4.35 Moral

Human resource 0.730 7.189 0.520 8.11 Moral

X3

Total of <core Y 0.69 8.026 0.464 7.17 Moral

competences X
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Sub-hypothesises based on the second main hypothesis

Oorganizational resources [(F) = 9.05)], Capabilities [(F) = 4.35], and Human resource
[(F) =8.11] all had a significant moral influence on the dimensions of organizational
performance (Table 5). All values were the largest of the respective tabulated values with a
0.05 level of significance and degree of freedom of 73, which amounts to 7.17. Beta ()
amounted to 0.496, which indicated that the change in one unit in Oorganizational resources
was accompanied by change of 0.496 in the dimensions of organizational performance. The
value of coefficient of determination (R2) amounted to 0.750.

The beta coefficient (), which amounted to (0.377), indicated that the change in one
unit in Capabilities was accompanied by a change of 0.377 in the dimensions of
organizational performance. This demonstrates that the use of Capabilities increases the
effectiveness of organizational performance. Coefficient of determination (R2) amounted to
(0.592). This high percentage indicates that the amount of 0.592 of the total variance quotient
in the dimensions of organizational performance. Observation of (), which amounted to
(0.520), indicated that the change in one unit in Human resource was accompanied by change
of 0.520 in the dimensions of organizational performance. This demonstrates that Human
resource increases the effectiveness of organizational performance.  Coefficient of
determination (R2) amounted to 0.730, which is a high percentage. This indicates that the
amount of 0.730 of the total variance quotient in the dimensions of organizational
performance.

The value of the constant term to curve regression (o) refers to the value of the
independent variable if the latter is equal to zero. This means that there is a good relationship
among organizational resources, Capabilities and human resource with the dimensions of
organizational performance. It also denotes that there is a great interest (7.555) in the
dimensions of organizational performance in the surveyed banks. This result confirms the
hypothesis and proves the validity of the first sub-hypothesis based on the second main
hypothesis (i.e., the use of organizational resources has a significant moral influence on the
dimensions of organizational performance).

It also indicates that there is a great interest (9.334) in the dimensions of
organizational performance in the surveyed banks. This result confirms the validity of the
second sub-hypothesis (i.e., the use of Capabilities and has a significant moral influence of on
the dimensions of organizational performance).Also, the result proves the validity of the third
sub-hypothesis based on the second main hypothesis (i.e., Human resource has a significant
moral influence on the dimensions of organizational performance).

Conclusion

Today, core competences are widely used in organizations to improve their
performance and augment customer satisfaction. The aim of this study is to explore the
influence of core competences on the effectiveness of organizational performance in a number
of private banks in Irag, using managers of management as a sample. Results indicated that
the core competences were relevant in improving organizational performance. Chen and Tsou
(2012) found that there the interaction among the capabilities of human resources and
technology can influence the ability of IT to effectively improve performance. AL-Najar and
Kalaf (2012) reported that more research and investigation on banks in Iraq should be done,
especially with regards to enhance the organizational performance. The findings of the current
study also prove that core competence can be help to improve the effectiveness of
organizational performance of various banks. The management of surveyed banks also
realized the importance of core competence and human resources as an intangible resource to
gain the competitive advantage.
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Appendix A. Demographic
Please answer the following questions by either filling in the spaces provided or ticking the

Age (Years) o 20-30 years old 031-40 years old o 41-50 years old o 51 and above
Marital Status o Marred o Single o Divorces o Widowed
Years of Service o 5-10 years o 11-20 years o 21-30 years o 31 years and
above
Job title oExecutive Director O Director o Adviser | Head of
Commission Department

Appendix B: core competences: Component Question:

Code components Question

1 - organizational resources

Our bank is seeking to organize its ability to achieve: -

ccorl Best meet the needs of the customer.

ccor2 High efficiency in the performance of employees.

ccor3 Comprehensive audit capability compared to future demand.
ccor4 The use of work teams in organizational structure.

Ccor5 Formation of a measure of skills development services.

Ccor6 Follow the trends of research and development at competitors.

Human Resources 2 -

Our bank seeks by investing human resources skills to achieve: -

Cchr7 Our employees have high skills and knowledge in the field of information technology.
Cchr8 Maintain competent human resources.

Cchr9 Teamwork.

cchrl0 The application of various techniques to provide good services.

cchrll Polarization of different skills to achieve a competitive advantage.

cchrl2 Benefit from the creative ideas of employees.

3 - Capabilities

Our bank has the ability to: -

Cccl3 With a view to identifying opportunities to invest.

Cccl4 Polarization of skilled distinctive.

Cccl5 Possess unique capabilities that ensure the achievement of superior performance.
Cccl6 Innovation and entering new areas.

Cccl7 Use a variety of communication channels

Cccl8 Reduce the cost of service
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Appendix c: Organizational performance: Component Question:

Code Components Question
Internal Processes
Our bank

OP19 Is keen on upgrading the capacity of workers through keeping up with technological
developments as a necessity for the survival d growth.

OP20 uses innovative means in communication to enhance cooperation among departments and
branches

0oP21 Is keen on staff acquisition experience of dealing with the beneficiary and the work

culture of pleasing the customer.

Financial

Our bank achieves

0oP22 an increase in total assets.

0oP23 an increase in the overall growth of the annual returns

0oP24 is more cash flow and profitable than the our competitors

OP25 success in increasing annual Customizations

OP26 the Return on Investment (ROI) is higher than the of our competitors
Customer

Our bank is

oP27 to gain of the customer satisfaction through the implementation of new activities.
0oP28 management has skills and abilities that help acquire a new clients
0OP29 keen on pleasing customers and employees.

OP30 responds to the requirements of customers

OP31 seeks to meet its customers services and stay in the market

Learning and Growth
Management of the bank is keen

0OP32 on having an appropriate number of employees who have practical experience in the
banking.

OP33 to raise the rate of employees that constitutes presence in the bank as added value

OP34 to enhance market share and thereby achieve growth

OP35 to attract owners of academic and professional certificates who have the creativity.

OP36 to support sections of informatics and research and development (R&D).
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PRODUCT INNOVATION AND THE COMPETITIVE
ADVANTAGE

Cherroun Reguia, Assistant professor
University Mohamed Kheider, Biskra, Algeria
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Abstract

Innovation is considered as one of the success features in the economic companies, it’s
regarded as the basic element to reach customer satisfaction and to realize their desires.
It means finding a new idea which will be implemented for realizing the competitive
advantage to the companies, at a time when they have had similar opportunities to present
their products with low costs.
We will try through this paper to highlight the innovation in products field through the
following:
Definition of innovation and creativity in the economic companies;
Products innovation: types, stages and features:
The role of the products innovation in realizing competitive advantage.

Keywords: innovation, creativity, competitive advantage, PME

Introduction

The world economic environment is characterized by rapid changes in all frameworks,
especially the technological sides which become the most important discussion axe that
affects the economic company’s strategies.

Under this new atmosphere that features the external and internal company's
environment, it becomes necessary for company to fit itself in these changes in order to
maintain its market place, and to face the aggressive competition in such an open world
market. Under such a situation, companies are imposed (compiled) to carry out research and
development in all fields through innovation and creativity regarding their methods that
include: management process, product, marketing...etc, in order to find out new innovation
ideas which distinguish the company from others and give it an efficient competitiveness.

Indeed, there are many types of innovation such as: Product innovation, Process
innovation, Marketing innovation, Organizational innovation, Paradigm innovation...etc. All
these types and others allow companies to realize a competitive advantage and economic
benefits. We focus through this paper on product innovation for the reason that the product
(whether goods or services) is the basic of a company establishment and the direct link with
consumers who are considered as the most important objective of the companies.

Innovation and creativity in the economic companies:

Distinguishing from innovation and other concepts:

As we mentioned above, creativity and innovation become one of the features of this
decade, within which companies are working to improve and develop their external and
internal environment.

There are many sorts of innovation applied in the economic companies related to their
different activities. And before discussing them, we try to give some definitions concerning
innovation and creativity whatever the type.

Indeed, the meaning of innovation varies. It can range from the first commercial use of
an invention to the introduction of a new or improved product or process.
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There is a link between the two terms innovation and creativity, in other words they
are two faces to one coin, while creativity means the creation of new ideas which does not
exist before in order to solve problems (that doesn't relate to the technical side only which
includes products development and process, but also the machines, production methods,
management process. that lead to increase productivity) @, innovation is the implementation
of these new ideas. We find also the term “invention™ which nearly has the same meaning of
creativity as Fargerberg (2004) distinguished between invention and innovation. He argues
that “invention is the first occurrence of an idea for a new product or process, while
innovation is the first attempt to carry it out into practice"®,

The table below indicates the different definitions of the innovation term:

there are various definitions of the term "innovation™ which derives from the Latin " innovation™ which
means the creation of something new.®

Innovation refers to the economic application of new ideas that will be transformed to the commerce®)
Innovation is the commercial or industrial of something new: a new product, process or method of
production, a new market or source of supply, a new form of commercial business or financial
organization®

Innovation means making new products and offering new services, or adding new value to existing
ones ). It's based on the results of new technological developments, new combinations of existing
technology or the utilization of other knowledge acquired by the company®

Innovation is the implementation and the application of a new idea related to a new product or service,
a new marketing method, a new organizational methods in business practices, workplace organization
or external relations®

Innovation is the degree to which value is created for customers through enterprise that transform new
knowledge and technologies into profitable products and services for national and global markets. It
covers a wide range of activities to improve firm performance, including the implementation of a new
or significantly improved product, service, distribution process, manufacturing process, marketing or
organizational method®®

2- Types of innovation:

These definitions indicate that there are many types of innovation. According to
Schumpeter, there are five areas in which companies can introduce innovation %

Generation of new or improved products;

Introduction of new production process;

Development of new sales market;

Development of new supply market;

Reorganization and/ or restructing of the company.

The above definition clearly distinguishes innovation from minor changes in the make
up and/ or delivering of products in forms of extension of product lines, adding service
components or product differentiation. Innovation is not related to production fields only, but
there are other fields and activities which can be innovated as the following:

Process innovation: is the adoption of new or significantly improved production
methods. These methods may involve changes in equipment or production organization or
both. The methods may be intended to produce new or improved products which cannot be
produced using conventional plants or production methods, or essentially to increase the
production efficiency of existing products 2.

Marketing innovation: is an innovation that satisfies customer needs and develops a
competitive advantage through differentiation along one or more of the following ®2):

Desired Product Features and Design, Size, Usability, Quality, Time, Price ,Cost
savings/ Incremental Revenues... in other words is the implementation of new marketing
method involving significant changes in product design or packaging, product placement,
product promotion or pricing.¥

Organizational innovation: is the implementation of a new organizational method in
the firm's business practices, workplace organization or external relations. It can be intended
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to increase a firm's performance by reducing administrative costs or transaction costs,
improving workplace satisfaction...etc*®
Moreover, there are other sorts of innovation adopted by companies which can be
illustrated in the figure below:
Figure 01: Innovation Types

Mode of innovation
&

Paradigm Ihnowvation
Mew B usiness?

FPosition Innovation
MNew walue

Process Innowvation
Petforrrance Inprovetnent

Product Inhiovation

Greater variety
Process irprorvernent
High quality e AT
gost A Value Creation

| .
»

Source : Joe Tidd. Managing Innovation for Global Competitiveness.Renaissance Project Symposium. Tokyo.16
March 2006.P :09

The paradigm above indicates that in every type of innovation there is a created value
weather from costs, quality or performance. This classification of innovation's types according
to Joe Tidd is conformed with the global value of innovation, for example, the paradigm
innovation leads to the opening of new frameworks and developing the company's activities,
however; the created value from the organizational innovation is restricted on the current
company's activities through the introduction of new leadership models and new management
methods. At the lowest level, Tidd suggested the Process improvement as a kind of innovation
which means the introduction of new modifications to the existing activities and operations
without complete changes, and the result is the reduction of costs and quality improvement.
Despite the differences between the created values of each type of innovation, the main and
essential objective is to increase the global benefit of the company.

What we can remark from the different kinds of innovation is that there is a common
idea which is the improvement and the development which indicates the main role of the
technological knowledge. And because any company aims to cover the largest market part or
at least to protect and maintain its market position, the innovation plays a big role in that, so it
can be( market) considered as an important factor to determine the type of innovation, as the
following diagram denotes:
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Figure 02:Innovation Typology
Technological Knowledge
Improving existing knowledge Creating new knowledge

Market Innovation Basic Innovation

Creating new

markets/segments

Incremental Innovation Technological Substitution

Retaining

existing markets

Source : Jens Froslev. Christensen , Innovation-concepts, process and strategies .PHD course, Hillerod
Copenhagen Business School.March 2007

It's clear that there is an interface between the used technology and the market, we
differentiate between 4 types of innovation whish are formed as a combination of market and
technologies:

% Market innovation: in this type new markets have been created used the same
existing knowledge with some modifications and improvements. The main goal here is
to discover new markets:

+«+ Basic innovation: depends on creating new markets using new knowledge, in this
type there is an interaction and combination between the different types of innovation
(product, market, organizational, and process innovation):

% Incremental innovation: In this type companies retain the existing markets and at the
same time use and creat new technologies and knowledge;

s Technological substitution: here companies focus on using new technologies.
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Figure 03: Other Different types of Innovation
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Source: Jalager, A.-M. (2002). “Repairing innovation defectiveness in tourism”, Tourism Management, 23, pp.
465-474

Whatever the kind of innovation, the basic axe of innovation remains the creation and
the implementation of new ideas under some conditions that should be provided such as:6)
Willingness: including a company's capacity to change and the extent of its
knowledge that change is possible;
Opportunity:
- Supply side: technology exists or could be developed;
- Demand side: regulatory requirement, opportunity to save costs or add to profits,
pressure from workers or public;
Capacity: knowledge about better techniques and the level of skill base at the
company.
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After this clarification about innovation and its different types we can say that it's

considered as a complete system in the company included in the whole managerial system.
Such a system is composed of several organizational elements: inputs, technological
innovation process, resources that are internal and external factors and firm's innovativeness.

1-

2-

3-
4-

e e

Inputs: the basic inputs that make up the process are technology, creativity and
knowledge:

Process: it may be achieved on two levels: the research phase and the product
development phase consists of stimulation, proposal selection, problem solving and
output realization:

Resources: both internal and external resources;

Outputs: represented by: products, processes and support activities, and the general
outcome of the innovative process that a business creates with the innovative
capacities is that business's general innovative index. Of course these outputs will be
an input to the system as feedback providing a base for forthcoming innovations. It
should be noticed that the innovations that companies come up with can be grouped
into five separate categories as the following®®):

New to the world;

Similar innovations adopted in other countries;

Similar innovations adopted in firm's own industry but its innovations differ in
identifiable ways from other companies' innovations;

Same or very similar innovations adopted by competitors;

No major innovations at all.
Figure 04: A System Model of Technological Innovation
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Sources of innovation

There are several sources of innovation in general. In the linear model of innovation

the traditionally recognized source is manufacturer innovation. This is where an agent (person

or business) innovates in order to sell the innovation. Another source of innovation, only now
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becoming widely recognized, is end-user innovation. This is where an agent (person or
company) develops an innovation for their own (personal or in-house) use because existing
products do not meet their needs.

Joseph F. Engelberger, says that innovations require only three things®®: 1. A
recognized need, 2. Competent people with relevant technology, and 3. Financial support.
Innovation by businesses is achieved in many ways, with much attention now given to formal
research and development for "breakthrough innovations". But innovations may be developed
by less formal on-the-job modifications of practice, through exchange and combination of
professional experience and by many other routes. The more radical and revolutionary
innovations tend to emerge from R&D, while more incremental innovations may emerge from
practice — but there are many exceptions to each of these trends.

Regarding user innovation, a great deal of innovation is done by those actually
implementing and using technologies and products as part of their normal activities.
Sometimes user-innovators may become entrepreneurs, selling their product, they may choose
to trade their innovation in exchange for other innovations, or they may be adopted by their
suppliers. Nowadays, they may also choose to freely reveal their innovations, using methods
like open source. In such networks of innovation the users or communities of users can further
develop technologies and reinvent their social meaning.[

Whether innovation is mainly supply-pushed (based on new technological
possibilities) or demand-led (based on social needs and market requirements) has been a hotly
debated topic. Similarly, what exactly drives innovation in organizations and economies
remains an open question.

More recent theoretical work moves beyond this simple dualistic problem, and through
empirical work shows that innovation does not just happen within the industrial supply-side,
or as a result of the articulation of user demand, but through a complex set of processes that
links many different players together — not only developers and users, but a wide variety of
intermediary organisations such as consultancies, standards bodies etc. Work on social
networks suggests that much of the most successful innovation occurs at the boundaries of
organisations and industries where the problems and needs of users, and the potential of
technologies can be linked together in a creative process that challenges both@).,

Product innovation

The continuance and the persistence of any company depends on its capacities to
maintain its market place and face the competition which spreads rapidly and aggressively
with the globalization and the expansion of the new technologies, and while product reflectes
the company's image its whole success depends also on the product success through realizing
(compliance) consumers desires and needs, and developing new products.

Product innovation definition

Product innovation is the development of new products, making changes in the current
product design or using new techniques and means in the current production methods®Y, in
other words, it focuses on existing markets for existing products, differentiating through
features and functions that current offers do not have®?. We can look at the product
innovation from two sides; internal side where it depends on knowledge, capacities, resources
and the technologies used in the company, however; from the external side product innovation
focuses on the consumers needs and the owners expectations®®.

Looking at the terms used in product innovation field one can conclude that there has
been a change of meanings over time. Although “design” originates from the “making of a
drawing” it is obvious that the meaning of “design” has been enriched over time. In parallel to
“design” the term" product development” has evolved describing the generation of products,
processes or services. In the last couple of years the term innovation was used in a variety of
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meanings although the original meaning refers to a more or less radical introduction of

changes. The following figure tries to illustrate these differences and their enhancements??.
Figure05: Preliminary distinction of terms
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Source: Marxt and F. Hacklin. Design, Product, Development, Innovation: All the same in the end, A short
discussion on terminology. International Design Conference- Design 2004. Dubrovnik, May 18-21, 2004. p: 4.

The basis of distinguishing between the three terms design, product development and
innovation is the question of what has been changed (or improved). In engineering design the
starting point of the discussion was introducing change to functions and concepts, where as in
product development the product is in the focus of attention. Innovation starts from changing
business models but is nowadays also used for describing the change of products or even
technological concepts.

Product innovation advantages

Product innovation is not a new phenomenon which suddenly emerged as part of the
space age. It has been around and shaped our life for thousands of years. Today's companies
gain their competitive advantage and economic benefits largely from innovation. Further, we
can state product innovation advantages both to the company and to industry as the
following®®:

Product innovation's contribution to company output can be measured by sales and
profits contributed by new products/ services, change in market share...etc, also product
innovation may increase companies' knowledge stock;

Product innovation contributes in reducing production costs and time of production
process and that leads to an increase in investment returns and production efficiency,

It contributes also in improving products quality and makes products more competitive
in home and external markets;

Realize customers' needs with new characteristics through creating new product
pattern with determined measures and features which are not found and realizing the
continuance of customer’s fidelity;

Providing solutions to the production problems and creating new opportunities to use
the new resources;

Product innovation is an important driver of economic growth and productivity. In this
relationship the innovation output of one company becomes part of the innovation input to
another. An example of this powerful dynamic is the high rate of innovation in
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semiconductors ( Moor's Law), which in turn helped drive the innovativeness of the PC
business, which fed back as a driver of the PC business and so on®®,

Successful innovation results in new products and services, gives rise to new markets,
generates growth for enterprises, and creates customer value. Innovation improves existing
products and processes, thereby contributing to higher productivity, lower costs, increased
profits and employment. Firms that innovate have higher global market share, higher growth
rates, higher profitability and higher market valuation. Customers of innovative products gain
benefits in terms of more choices, better services, lower prices and improved productivity. As
innovations are adopted and diffusion, the "knowledge stock” of the nation accumulates,
providing the foundation for productivity growth, long-term wealth creation and higher living
standards.®”)

Main Factors That Affect Product Innovation

Companies are working within an environment characterized by the rapid changes:
social, economic, political, organizational, marketing and technological changes. Under this
new environment companies become obliged to adopt themselves with these changes to
ensure its continuance, at the same time, these changes and variables are considered as
opportunities and threats which push companies to create new methods adopted with these
environment needs. For instance, the social and organizational factors influence companies
through adapting innovativeness in their activities including product innovation to realize
market needs, on the other hand, market forces affect strongly the current product position in
the market especially with the aggressive competition, further, market situation
(circumstances) may influence the current products and directly current product life cycle
which has been short with the technological development.

The stable political environment and the support given by authorities for innovation
encourages both companies and individuals to innovate whether in production field or other
fields through establishing Research and Development centers and providing the necessary
financial and human resources to them. Moreover, technological forces provides new methods
in products innovation field according to customer’s needs, and in order to increase profits,
competitiveness and maintain the market share companies should take the technological
innovation as a part of their global strategy®®. All these forces represent opportunities to
companies for solving their problems through innovating new products or making
modifications in the existing ones. The figure below denotes the main elements that influence

product innovation.
Figure 06: Factors affecting product innovation

Company’ s envir oninent

Technological
Strategic forces
hManacewen I

Market forces

Product Product innovation Technalogical

14— " ; ;
management inniowation

] ] 4
]

v

b
New products

hd
. : Technology
Technical , marketing, development desrel npment and R/D

production and finance

I 1 3

v
Product delivery system
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We remark clearly the interaction of the different elements of company's environment
and their influence on innovation process in general and on the product delivery system.

There are other external and internal factors that affect product innovation such as:

Customer needs and expectations: companies oriented to customers are responsive to
their final needs, measure their satisfaction level and improve the processes in order to satisfy
them. In the context of product innovation, Hippel's (1988) approach based on customers’
needs emphasized that companies, in their innovative efforts, have to turn to users' needs @9,
Christensen (2003) emphasized that focus on existing customers can limit a company aptitude
to innovate because managers are not keen on serving new users. However, focusing on
existing customers is not the same as to be completely market oriented @9, Verhees et al
(2004) carried out a research in Holland on the role that customers have regarding radical
product innovation in small companies. They proved the hypothesis that expressed needs of
existing customers for radical product innovations influence positively on radical product
innovation acquisition in small companies, however, in the case of expressed needs of
potential customers the hypothesis has not been proved @Y,

Technological opportunities: product innovation is closely related to a scientific base
and scientific knowledge growth. Technological opportunities emphasizes the importance of
organized activities of Research and Development in companies. According to Baldwin and
Sabourin (1999) organized R&D activities are more important for product innovation , they
found that the probability that companies with R&D departments will introduce innovations in
prodgtz:)ts is 59% whereas for companies that do not have R&D departments the probability is
37%7

Product Innovation Types

Product innovation includes many sorts such as:

Development of the old products which are produced already in the company with
making modifications and partial changes in shape or product components;

Innovating new products to realize market’s needs;

Using new techniques in production process;

Changing production methods

According to Booz Alnet Hamilton there are several types of products innovation
which are ®¥:

Launching new products which are not existing before through; buying innovations
from other companies, or developing new products through R&D programs done by
companies in their laboratories or in external ones;

Widening products mix through adding new products;

Improving existing products;

Reclassification products positions and oriented new products to new markets;

Reducing costs through applying new techniques to produce new products.

Product Innovation Stages

In a modern industrial company the design of a new product is not an isolated activity.
Product design is part of a more comprehensive process called” the product innovation
process”. In short, product innovation is the development of a new business activity around a
new product.

There are many stages that companies should follow in product innovation process.
Although they differ from one author to another, there are some common stages as we'll
denote below.
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Product innovation stages according to Roozenburg and Eekels

According to Roozenburg and Eekels product innovation process consists of six main
stages which are :G%

Product planning;

Product policy;

Idea finding;

Strict development;

The technical development process;

The commercial development process.

Product planning

In the product planning stage, a product policy is formulated and new product ideas
are generated. In this phase it is decided which product will be developed and when. Finding
fertile product ideas is not only a matter of creative generation, but also of proper selection
and, therefore, of the recognition of favorable opportunities. A new product idea is the basis
of the assignment for product designers, and the start of the strict development phase.

Product policy

A policy covers two things: goals and strategies. Companies do have all kinds of
policies: investment policy, R&D policy, personnel policy, sales policy...etc. Almost all
policy sectors have elements that are important to the development of a new product. The
most important strategic components- the kinds of products a company wants to manufacture
and the functional markets it wants to cultivate- are known as the product- market strategy. In
addition the product policy states objectives in the form of criteria for the assessment and
selection of product ideas.

Idea finding

Companies find its new product ideas through:

Keeping informed about new markets and customer’s needs;

Investigate the strengths and weaknesses of the company;

Getting inspired by those studies and generating new product ideas;

Selecting the most promising product ideas and formulating them into an assignment
for further development.

Strict development

In this stage the idea for a new business activity ought to be worked out into detailed
plans for the product, the production and the distribution. These plans are developed with a
new product idea as point of departure, and it is very important that they are properly attuned
to one another.

The technical development process

The goal of manufacturing is the production of a number of products according to a
particular design. This goal is the material goal of the product development process. The idea
for a new business activity includes a first formulation, still rough and provisional, of this goal
in the form of the product idea, together with a statement about the expected number of items
to make. In the technical development process the material goal is worked out, and the means
of production are developed. Technical development is an iterative or spirally proceeding
process. The designs for the product and its production grow in successive cycles from vague
ideas to concrete plans.
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The commercial development process

A company which does not make a profit cannot last in the long run. Therefore,
product development ought to fulfill a business economic goal as well as a material goal.
Contrary to the material goal (a product’s function), which is worked out during the process of
product development, the business economical goal is given prior to the development process,
as part of the product policy. Which role does this goal play in product development?.
Answering this question brings us to the area of marketing. To calculate the profit, one must
know what the development, production, distribution and sale of the new product costs, and
which numbers one plans to sell at a certain price. To calculate the costs of manufacturing,
most of the data can be derived from the technical designs. The data about the expected sales,
the planned selling price and the sales costs (distribution, advertisement and so on) are to be
taken from the marketing plan. Central to the marketing plan are the so called marketing mix
decisions, about (the nature of) the product, the price, the distribution (the place) and the
promotion.

Figure 07: Product innovation stages according to Roozenburg and Eekels:
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Source: Roozenburg N. and Eekels J. (1998) Product Design: Fundamentals and Methods, Wiley, Chichester,
2nd ed

Another model including product innovation stages is the Stage-Gate Process. Stage-
Gate is a widely employed product development process that divided the effort into distinct
time- sequenced stages separated by management decision gates. The table below summarizes
the stages®®.
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Table 01 : Proposed Tasks in Stage-Gate Process

Stage

Possible Tasks

Proposed Tasks

Discovery

-Brainstorming,
-Mind mapping, Value
-Innovation, TRIZ, Check lists

-Voice of Customer
-Mind Mapping combined with
Group Brainstorming

Preliminary Investigation

-Set up idea database
-Market and technical analysis
-Competitive analysis

-Collecting Ideas into database
-Define  market and technical
characteristics,

-General competitive analysis such
as number and size of

competitors through the internet

Detailed Investigation

-Portfolio Management, Scoring
Models, Economic Models

-Portfolio Management,
Constructing competitor’s products
roadmap

-Trade show visit

-Define marketing planning for
selected product: e-advertising,
direct marketing (cooperate with
partners), target

costing strategy.

-Partnering and outsourcing

Development

-Customer feedback, , shortening
development time

-Customer feedback, shortening
development

Testing and Validation

-Field trials, , e-commerce test
market

-Field trials, e-commerce test
market

Launching

-Implementing Marketing Launch
Plan
(Marketing Mix)

-Implementing Marketing Launch
Plan

Post Launching review

-Profitability Analysis

-Profitability Analysis

Source: Amalia Suzianti, Case Study: Developing a comprehensive Product Innovation Process, The 2nd
SEPneT .Workshop. Buenos Aires, September 28th, 2005

The stages according to this model include the detailed ideas as the following:

Preliminary Investigation: includes the following steps:
*Collecting Ideas into database;
* Define market characteristics:

- Market size and ports, user benefits, competitor info
*Define technical characteristics:

- Number of dialog states, Perplexity of the grammar, customization
*Internet competitive analysis:

- General info and characteristics.

Detailed Investigation:
* Portfolio Management through
* Constructing competitor’s products roadmap;
* Trade show visit;
* Define marketing planning for selected product:
* e-Advertising;
« direct marketing (cooperate with partners);
« target costing strategy;
« Early follower strategy.
* Partnering and outsourcing.
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Development, Launching:
*Post Launch Review;
* Customer feedback, shortening development time;
* Field trials, e-commerce test market;
* Implementing Marketing Launch Plan:
* Direct Marketing;
 E-Advertising;
* Target Costing;
* Early Follower.
*Profitability Analysis.

In order to apply these new ideas or new innovations, there are supplementary
activities such as®®):

Providing the necessary raw materials with the precise features;

Studying and determined the favorable organizational relationships needed in
production process;

Making market research;

Putting juridical procedures to protect new innovations.

It should be mentioned that in order to success the new product the marketing mix of
the new product should illustrate other characteristics such as: better quality degree, better
packaging, innovated distribution places...etc to ensure that the new product will be accepted
by customers. Further, some conditions should be provided in companies as:®”

Good knowledge of the cible markets through collecting information getting by market
studies for planning and determining the favorable time to innovate;

Insuring that the new product realizes customers needs and performing well in
markets;

Having the competences to use technologies for presenting the innovated product.

IV-The role of product innovation in enhancing competitive advantage in PME:

Developing and innovating products is considered as a growth driver for companies,
whereas; companies competitive position is determined through their capacity to innovate in
their product portfolio and the time that they need to launch their new products.®)

The success of developed companies refers to the innovation in their strategies,
process and products. Innovation helps companies to realize positive results in market and
competition rates such as: Nokia ( in mobile commerce), Microsoft (in computer trade), GMC
(in cars trade)...etc. Product innovation precisely is considered as one of the most important
strategies which allows company to be differentiated within its competitors, in other words,
product innovation is a source of the competitive advantage.

Competitive advantage definition:

There are many meanings of competitive advantage as:

It means the company's capacity to provide products and services to customers with
higher quality than other competitors in the world market. It means also the capacity to
produce new product with higher quality, preferred price and favorable time;®

It is the capacity to innovate new products in order to be more competitive through:
quality, higher techniques, perfect marketing...etc for attracting customers;“?

There are several strategies to realize competitive advantage which are related directly
with products such as: low costs strategy, differentiation strategy and focus strategy. The first
one means the company's capacity to produce or to sell the same product by a lower price than
the competitors, the second strategy (differentiation strategy) - that was proposed by Porter-
means to differentiate the product in order to create new value to the customers.*? This
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strategy aims to develop company's products and to improve the quality for maintaining an
advanced competitive position through product innovation which create a new value.

In the third strategy (Focus strategy) the company concentrates and focuses on a
selected part of the market and tries to realize its needs through the differentiation in products

or prices or both.
Figure 08: Strategies Types
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To be distinguished company, it should follow some steps such as“?

Customers need analyses: the main objective to differentiate products is to present an
added value to the product for realizing customers' needs in this case customer can buy the
products with higher prices. So that, it's necessary to analyze customers' needs which are not
realized by the existing products and studying the value or the amount which can be paid by
customers;

Having higher capacities and competences to develop products;

Developing the marketing capacities: because analyzing customers' needs and
developing products need advanced marketing competences. Also to sell differentiated
product, companies should convince customers to buy their products. Further, to protect the
commercial brand companies should apply efficient strategies especially when they adopt
differentiation strategy because the famous commercial brand and the higher performance
encourage customers to pay more;

Focusing on development and creativity;

Adopting R& D programs;

Using high technologies for reducing costs and managing products development
activities.

Conclusion

Company's continuance is related to its capacity in developing competitive advantages
in its products that allows it to obtain customers' fidelity and widing its market share through
product innovation. So companies become obliged to adopt product innovation and provide
the favorable environment through:

Encouraging R& D;

Providing financial sources to support new innovations;

Putting efficient programs and policies;

Motivating innovators
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Abstract

The study identified Climate Smart Goods (CSG) in which Ecuador has advantage in
production and trade. The interest in the subject of Trade in Climate Smart Goods was fuelled
by Ecuador’s positive trade balance with the rest of the Andean Community and MERCOSUR
region in 2010. SMART tool in WITS has been utilized for evaluating the relative benefits of
tariff liberalization of CSG with MERCOSUR, China, Japan, US, and EU27 separately in
2010. It provides the results on various variables such as, trade creation, trade diversion, tariff
revenue, and welfare and consumer surplus. Further, the study has also utilized a variant of
Baier and Bergstrand (2001) gravity formulation for working out the basis of trade and export
potential in CSG of Ecuador in 2010. The study concludes that trade in CSG will help
Ecuador to promote alternative industries in the face of Global Economic Downturn. Also, it
will help countries to look for safe, alternative and reliable energy source rather than believing
in trade of crude and petroleum oil only or investing a great deal in nuclear energy. Ecuador
can direct its social spending in promoting small industries which can provide CSG goods
(low carbon emanating goods) at low cost. The Country-wise analysis reveals that for
Ecuador, as far as trade in CSG is concerned, it is better to liberalize trade with the Japan, the
US and the China, the main suppliers (exporters) of CSG products. The study also finds that
there is export potential of 34 million US $ in CSG with respect to four Latin American
trading partners of Ecuador. The four Latin American Countries are Bolivia, Chile, Columbia
and Peru. This is less than the export potential when Ecuador liberalizes its trade of CSG with
China, Japan and the US. Finally, on the basis of Gravity Analysis, some national and
international policies are recommended for promoting CSG goods and limiting Climate
change.

Keywords: Climate Smart Goods (CSG), Trade Indices, SMART Analysis and Gravity
Analysis JEL Classification Codes: F14, F18

Introduction

Trade and investment in Climate Smart Goods??> (CSGs) and climate-smart services
have recently received much attention as a triple win scenario where trade, climate and
environment, and development all benefit (UNESCAP, 2011, a, b). The CSGs forms part of
the broader group named ‘Environmental Goods and Services (EGS). CSGs are defined as
components, products and technologies which tend to have relatively less adverse impact on
the environment. It constitute low carbon technologies such as solar photovoltaic systems,
wind power generation, clean coal technologies and energy-efficient lighting. These goods

22 See Appendix Table A1 for details.
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and technologies?® allow for production processes that have no or minimum Green House Gas
(GHG) emissions and negative impact on environment and which are at least economically
efficient and acceptable.

The term “climate smart” was chosen over the previously used classification of
“climate friendly” owing mainly to the fact that many goods/technologies contained within
the UNESCAP list are not only “friendly” to the climate (i.e. assist in mitigation efforts by
reducing GHG emissions), but also contribute to fostering “climate-smart” development by
improving adaptive capacity such as by conserving water or by improving access to energy.
World Trade Organization (WTO) has recognized 153 environmental goods which have been
broadly classified under the following headings: Air pollution control; Management of solid
and hazardous waste and recycling systems; Clean up or remediation of soil and water;
Renewable energy plants; Heat and energy management; Waste water management and
potable water treatment; Environmentally preferable products (based on end use or disposal
charactersitics); Natural risks management; Natural resources protection;

Noise and vibration abatement

World Bank has also identified 43 products out of the 153 products list proposed by
proponents of environmental goods liberalization in the WTO. These 43 products comprise
diverse products from wind turbines to solar panels to water saving shower. Also, there has
been a rapid growth in their imports and exports. What is common in all the lists floating
around is that they consist of goods which tend to have benign impact on environment and
lead to low carbon emanating processes. Promoting trade in CSGs has become important
because of the need of such goods by countries in the wake of recent financial crisis in Europe
and after events in Japan recently. Countries want to concentrate on low energy consumption
and save them from relying entirely on nuclear energy which may be prone and be affected by
natural disasters like what happened in Japan. Trade and investment in CSG offers
opportunities to export international standards, promote the rule of law and good governance,
and close the gap between the rich and poor.

The main focus of the present study is to evaluate the policies related to trade in CSGs
in Ecuador. The study believes that economic growth, higher trade and environment
sustainability, all three are possible at the same time and there is limited tradeoff between
them. The interest in the subject of Trade in Climate Smart Goods was fuelled by Ecuador’s
positive trade balance with the rest of the Andean Community and MERCOSUR region in
2010 (as shown in Table 1).

Table 1: Gross Exports and Imports of CSG by Ecuador to and from the Partner
Regions/Countries in 2010
Product Code Partner Name Gross Exports Gross Imports
CSG2002 All Countries 91319.906 487572.047
CSG2002 Andean Customs union without Ecuador | 49834.952 46908.311
CSG2002 Argentina 119.609 3312.600
CSG2002 Bolivia 573.611 13.377
CSG2002 Brazil 3.201 16427.403
CSG2002 Chile 7283.650 7755.537
CSG2002 China 3.685 61667.021
CSG2002 Colombia 17937.610 22124.861
CSG2002 EU27 375.621 61096.945
(Europen Union 27 Members)

23 Climate Smart Technologies consists of technology that improves efficiency and conservation of conventional
fossil energy and enables the commercial and efficient use of renewable energy sources.
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CSG2002 Japan 0.122 2054.675
CSG2002 Latin American Common Market 71477.799 55834.663
(Mercosur)
CSG2002 Peru 31200.921 4850.125
CSG2002 Paraguay -- 0.099
CSG2002 Uruguay -- 179.846
CSG2002 Venezuela 14359.197 1170.815
CSG2002 United States 1183.914 273645.369

Notes: i) 64 CSG list is based on HS 2002 for the year 2010; ii) The figures are in 1000 USD; MERCOSUR :
It is a common market, has the following core members-Argentina, Brazil, Paraguay, Uruguay and Venezuela.
Associate members are Bolivia, Chile, Columbia, Ecuador and Peru. We consider all core and associate
members of the MERCOSUR excluding Ecuador in our study because we consider Ecuadorian trade relations
with other members; ANDEAN : It is a customs union, has the following core members-Columbia, Ecuador,
Peru and Bolivia. The Associate members are Argentina, Brazil, Paraguay and Uruguay. We consider all core
and associate members except Ecuador as we need to consider trade relations of Ecuador with all its trading
partners.

Source: WITS database.

This may be a reflection of Ecuador’s maturity in dealing with environmental issues
since the early 1980s and due to preferential trade policies followed by the ANDEAN
countries. In the world, the leading exporters of these goods are Japan, US, Countries of EU,
China and HongKong. Their exports share is more than 3 percent in total world’s exports of
CSGs. For Ecuador, trade in CSGs will help to promote alternative industries in the face of
global economic downturn. It will also assist to look for safe, alternative and reliable energy
source rather than believing in trade of crude and Petroleum Qil only or investing a great deal
in nuclear energy. Nuclear energy was in the brink of being affected in Japan due to recent
earthquake in Japan. Ecuador can direct its social spending in promoting small industries
which can provide CSGs at low cost.

Policy Questions

One would have least expected the same after finding that Ecuador is a net importer of

CSGs (basically components to cleaner technologies), as with the case of the entire
Latin American region, from China, Japan, the US, the EU27 and World at large. Then why
would it have a positive trade balance with its Latin American Trading Partners? Does this
reflect the matured response of Ecuador on having growth with environment policies since
early 1980s, reflected by its early ratification of Kyoto Protocol, Convention on Biological
Treaty (CBT) and protection of its Amazon jungles? Would it also mean that that Ecuador has
realized the benefits of CSGs early to have positive trade balance with its neighboring
countries?

It may be also due to preferential trade policies followed upon by member nations of
the ANDEAN region. Or, the above trend can be just a consequence of their fast export
growth. One, however, would like to establish with more certainty the association of various
policies that have been put in place to help mitigate climate change and trade pattern changes.

The study will outline the national and international policies adopted by Ecuador as far
as cleaner and environment friendly policies are concerned to answer the above. Would it
further mean then that by further liberalizing trade with MERCOSUR and ANDEAN
Countries would bring some further gains to Ecuador? Would Ecuador gain more by
liberalizing Ecuador’s trade with the most efficient suppliers of the CSG- the Japan, the Hong
Kong, China, EU and the US? Would it further mean that Ecuador will have the same trend
(positive trade balance) with all its Latin American in all other products and some identified
specialized products? Liberalizing trade in this study would mean a scenario of zero tariffs for
imported products. This would have total trade effects as sum of price or terms of trade effect
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and quantity effects as sum of trade creation and trade diversion effects. These effects along
with consumer surplus, revenue effects and welfare effects will accrue to the importer. Such
effects are estimated by SMART analysis.

In this study, we have done liberalization simulation for Ecuador (importer) country
only. Therefore, any export potential effects of Ecuador for imports coming into MERCOSUR
or EU, the Japan, the China and the US is examined by not working on the liberalization
efforts of its trading partners but by Gravity Analysis. It helps us to explain Ecuadorian trade
of CSG products by identifying the host of determinants explaining such trade. Gravity model
has also used to work out the export potential (actual minus the predicted trade) of Ecuador
and its trading partners for CSG products.

On the basis of above discussion, present study has following three main objectives:

Evaluate the trade performance of Ecuador in CSGs and identify the goods in which

Ecuador has comparative advantage by using various trade indices;

Calculate the impact of trade liberalization efforts of Ecuador in CSGs with
MERCOSUR countries and the US, China, Japan and the EU27 by using SMART analysis.

Finally, apply Gravity analysis to explain Ecuadorian trade of CSG products by
identifying the host of determinants explaining such trade. It also give us the figures of
‘export potential’ of Ecuador and its trading partners for CSG products.

For pursuing the abovementioned objectives, the present work has been divided into
five sections including the present introductory one. Section 2 presents the Literature Review
with focus on background and importance of the CSGs. Database and Methodology utilized
has been presented in Section 3. In Section 4, empirical results have been presented and
discussed. Section 5 concludes the whole study and provides some noteworthy policy
prescriptions.

Background and Importance of the Climate Smart Goods: Literature Review

The facts of international trade are that strong (trade-led) growth has led to sharp
expansion of fossil fuel-intensive production and cargo transportation. The downside is that it
has resulted in a surge of green house gas emissions, which accelerate climate change and its
impacts. Developing countries are expected to be the hardest hit. Therefore, there is a pressing
need to improve ecological sustainability of trade-led growth strategies in the region.

The figure I, below shows the total carbon emissions from imports and international
transport as compared to hypothetical “no trade” situation by taking 2004 as base year. Where
imports had to be replaced by domestic production for selected countries and regions
including Latin American Countries (LAM). The results show that no trading (imports) with
the world may help Latin American Countries in reducing carbon emissions.
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Figure I: Total carbon emissions from Imports and International Transport as compared to hypothetical “No
Trade” situation Source: Mikic (2011)
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Further, figure 1l below shows the import emission intensity index* for selected
regions and countries of the world including Latin American Countries (LAM). For Latin
American countries again the import emission intensity index is low in comparisons with
other regions. It also shows the high import emission intensity of countries like Japan, Korea,
EU, Australia and New Zealand in comparisons with other regions and countries.

Emission intensity indices of exports and imports are worked out. The values of these
indices range from 0 to infinite but the important benchmark is a value equal to 1. For
example, if the emission intensity index of imports is larger than 1, emissions embodied in
goods produced overseas and transported to a destination are larger than the emissions that
would have been caused by local production in that destination of the same amount of goods.
In other words, from a climate change perspective, it would have been less damaging to
produce these goods locally than to import them. In the opposite case, when the index is less
than 1, the environment is less damaged by trade than when no trade takes place. The index
value of 1 indicates that emissions associated with imports of goods are the same as those
associated with local production replacing trade.
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Figure ll: Import Emission Intensity Index (Base 2004)
Source: Mikic (2011)

Figure 111 below presents the total carbon emissions from export and international
transport as compared to hypothetical “No Trade” situation where imports had to be replaced
by domestic production at 2004 base year. It shows how no trade (exports) can lead to
increased emissions for the EU region but not for the Latin American Region.
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Figure I11: Total carbon emissions from export and international transport as compared to hypothéiical “no trade”
situation
Source: Mikic (2011)
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Further, figure IV shows export emission intensity index for selected countries and
regions. The figure explains that for Latin American Region (LAM) exports are relatively less
intensive in carbon emissions.
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Figure IV: Export Emission Intensity Index for Selected Countries and Regions
Source: Mikic (2011)

Figure V below shows the import emission intensity of climate friendly goods only.

They are high for Japan, Korea, EU, Australia and New Zealand signifying that by
domestically producing them they have become the most efficient suppliers of the same

goods.
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Figure V:  Import Emission Intensity Index of Climate Friendly Goods Only
Source: Mikic (2011)

Further, figure VI below may construe that for Latin American region if imports of
climate friendly goods are made posible from efficient suppliers of the environmental friendly
goods, then the Latin American region can focus on using their resources for other specialized
products.
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Figure VI: Export Emission Intensity Index of Climate Friendly Goods Only
Source: Mikic (2011)

Database and Methodology

The main databases used for the empirical analysis are World Integrated Trade
Solution (WITS) by World Bank, World Economic Outlook, 2011 provided by International
Monetary Fund (IMF), CEPII database (www.cepii.fr), TRAINS database included in WITS,
World Development Indicators, 2010 by World Bank. The study considers 62 trading partners
for the year 2010. The sources and the variable construction have been given as follows:

Import data to and from Ecuador of CSG goods-one category made of the list of 64
goods (under 6 Digit HS Combined) is taken from WITS data base for 2010;

GDP data of trading partners is expressed in billions of US dollars and the basic source of data
is the IMF, World Economic Outlook (April 2011 edition);
Distance data is taken from the dist_cepii.xls file of CEPII data base;

Tariff data is applied weighted tariff (%) on CSG goods for each country available
from the TRAINS database;

Inter country dispersion is product of two terms si *sj where si = GDPi/(GDPi+GDPj)
and sj = GDPj/(GDPi+GDPj). Si and Sj is constructed from GDP data of trading partners; and
Prices data of reporter (importer) and partner (exporter) from the GDP deflators available
from the World Bank World Development Indicators available at the World Bank website for
2010.

All variables are in natural logs so the estimates of parameters will capture elasticity of
explanatory variables with respect to imports.

Methodology

To pursue the study’s objectives, three main methodologies have been utilized. To
accomplish the need to evaluate the trade pattern of Ecuador, different trade indices have been
calculated. Further, SMART analysis, a partial equilibrium tool, has been utilized to evaluate
the impact of trade liberalization in CSGs. Finally, OLS regression has been utilized to
estimate the Baier and Bergstrand (2011) version of gravity analysis to estimate the factors
affecting trade. Following three subsections briefly explain all these methodologies.

Trade Indices

The following trade indices have been used to evaluate the trade pattern of Ecuador:
Share of Product in Total Exports: It is the share of each export product (at a chosen level of
disaggregation) in the country's total exports.

Competitiveness Index: Competitiveness in trade is broadly defined as the capacity of
an industry to increase its share in international markets at the expense of its rivals. The
competitiveness index is an indirect measure of international market power, evaluated through
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a country’s share of world markets in selected export categories. It is the share of country s
exports of good i in the total world exports of good i. It takes a value between 0 and 100 per
cent, with higher values indicating greater market power of the country in question.
Mathematically,

[ e

wd

Revealed Comparative Index: The RCA index of country i for product j is often
measured by the product’s share in the country’s exports in relation to its share in world trade:
RCAj = (Xij/Xit) I (Xwj/Xwt) Where xij and xw; are the values of country i’s exports of product j
and world exports of product j and where Xi; and Xw: refer to the country’s total exports and
world total exports. A value of less than unity implies that the country has a revealed
comparative disadvantage in the product. Similarly, if the index exceeds unity, the country is
said to have a revealed comparative advantage in the product.

It helps to assess a country’s export potential. The RCA indicates whether a country is
in the process of extending the products in which it has a trade potential, as opposed to
situations in which the number of products that can be competitively exported is static. It can
also provide useful information about potential trade prospects with new partners. Countries
with similar RCA profiles are unlikely to have high bilateral trade intensities unless intra-
industry trade is involved. RCA measures, if estimated at high levels of product
disaggregation, can focus attention on other nontraditional products that might be successfully
exported.

Export Specialization Index: The export specialization (ES) index is a slightly
modified RCA index, in which the denominator is usually measured by specific markets or
partners. It provides product information on revealed specialization in the export sector of a
country and is calculated as the ratio of the share of a product in a country’s total exports to
the share of this product in imports to specific markets or partners rather than its share in
world exports: ES = (xij/Xit) / (mk/Mk) Where Xxi; and Xit are export values of country i in
product j, respectively, and where mgj and My are the import values of product j in market k
and total imports in market k.

The ES is similar to the RCA in that the value of the index less than unity indicates a
comparative disadvantage and a value greater than one indicates advantage of producing and
exporting into the identified markets.

Smart analysis: A Partial Equilibrium Analysis

The study has utilized the SMART (Single Market Partial Equilibrium Simulation
Tool) included in WITS Database to calculate the trade liberalization effects (means zero
tariffs) on the importer. Despite successive rounds of multilateral, regional and unilateral trade
liberalization, some trade barriers (including tariffs) remain highly restrictive in many (both
developed and developing) countries. For any government, it is crucial to be able to assess or
to pre-empt the impact of different trade policy options. Market access analysis is a useful tool
that can be used to anticipate the likely economic effects of various policy alternatives. The
rationale for using the market access analysis is to calculate the impact of domestic as well as
foreign trade reforms. For domestic policy change, it is often important to determine the
distribution of the potential gains and losses from any contemplated policy changes. This will
assist in anticipating any adjustment costs associated with reform implementation and when
preparing for trade negotiations, market access analysis helps identify the sensitive sectors
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where negotiating efforts should be focused. Also, it could be useful in the formation of
negotiating coalitions in multilateral/regional negotiations (Amjadi, 2011).

The market access analysis tool included in the WITS package allows the researcher to
investigate the impact of unilateral/preferential/multilateral trade reforms at home or abroad
on various variables including: Trade flows (import, exports, trade creation and trade
diversion), world prices, tariff revenue and economic welfare. The total trade effects are
worked out by adding up the price effects (terms of trade effect) and quantity effects of trade
by adding the trade creation and trade diversion effects. In addition the total welfare effect,
consumer surplus effect and revenue effects of tariff reduction are also worked out. James and
Olareagga (2005) explains the SMART methodology in the following mathematical notations:

Domestic prices are given by
pg’c[Ipg" c (1 2y ) - (1)
Where pg” ¢ is the world Price of good g imported from c, tq. is the tariff imposed on
imports of good g imported from c, and is defined as:
toc [t (1M ) ... (2)
Where tM™ is the Most Favored Nation (MFN) tariff imposed on good g, and [}c is
the tariff preference ratio on good g when imported from country c.
From equation 2, 1[t g,c

[de Dtg MEN
Trade Creation
Trade creation is defined as the direct increase in imports following a reduction on the
tariff imposed on good g from country c.
To obtain this, SMART uses the definition of Price elasticity of import demand as:

dmg,c/m g,c|:|0 (3)

0d c[ldp doc/ pdac
Solving 3 fordmg. we obtain the trade creation evaluated at world prices and
associated with the tariff reduction on good g when imported from country c.
wdmg,c [ pgw. [ dcmgc dtgec[ 1 decmgc dtgc . (4)
TCoc[Ipg.c

(1|jg,6) (1|j g9,c)
Equation 4 defines the extent of trade creation on imports of good g from country c.
If the tariff reduction on good g from country c is a preferential tariff reduction (i.e. it does not
apply to other countries, then imports of good from country c are further going to increase due
to the substitution away from imports of g from other countries that becomes relatively more
expensive. This is the definition of trade diversion in the SMART model.
In order to measure trade diversion, let us use the definition of the elasticity of
substitution, [} across imports of good g from country ¢ and all other countries except c:
CmgcCIm g
(4 ez oM eeee2 HHHEAR-poga 2 [0
Poc
d[ 1]
peas 11

Pad ¢
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TDg,c de g,c |:|m g,[¢Mg,c dt g,c D,CE

Mg, [dMg,c 1|] gc

Gravity Analysis

Baier and Bergstrand (2001) in his gravity formulation (derived below) include among
traditional variables (size of trading partners and distance and other trade cost), include term
si*sj as indicator of dispersion of income between two countries and prices of traded goods in
exporting and importing countries. The study also uses variant ofBaier and Bergstrand gravity
formulation derived below. Beginning with general gravity equation given as,

124 Dt U

Xy LY ppiii

.o

Where [elasticity of substitution is, PP;  j are multilateral resistance factors.
ti [ 1bi (diy )0

bij is all other trade costs andd;; is distance cost and [ ] 1L.

Trade costs have negative impact on trade. So,

c N; m
vd T4}
00
There are C countries and each is producing N; varities. The utility derived by consuming
such varieties in the j country is given by equation. Assume that prices are same for each
variety i.e.
Cij* I ik . Now consumer problem is given by maximize utility function subject to,
C

Y ED’G‘ iP ij
!

The maximization function is given by,
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First order conditions becomes:
ot Do, 0 o, . [0
L€ [ [

a and b conditions show :

Nflﬁl:ﬂ]ﬂﬁ im0 [ [ILNPNP 1i1ijj

N1 1 Cim
01—

[0 G CIFPCI P LI
e 00 O

Now from condition c,
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Now coming to the trade part,
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WhereY;is the
income in the i country.
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Now the basic Baier and Bergstrand equation can be written as:
[Tog X; [ 12[Tog(Y: [Y; ) [T ogs:s; (11 [T TogT; [T TogP; [T 3)Tog P;
Si |:|Y,'

YiLY;
|:Si Sj gﬁm [Si[Tsis

Thus, value of trade is the function of GDP, Dispersion, Trade Cost, Prices in
exporting and importing. Here X is the real flow of bilateral trade between importing
country j and exporting country i, Y; [Yj is the sum of the real GDPs of two country and its
impact on growth of trade is expected to be positive, si s j is the product of shares of two
countries which is equivalent to

Helpman’s size dispersion index and its expected sign is positive. Sum of GDPs
represent in growth of nation’s economy, thus increasing the trade flow among two countries.
The product of shares captures the effect of income convergence, which is assumed to
augment trade flow growth. Trade costs Ti; enter with negative coefficients because these
factors increase the resistance in international trade and promote intra-national trade. The
prices of exporting and importing countries are expected to have a negative effect on growth
of trade.

Hypothesis for the Analysis

Following are the hypothesis and expected relations from the gravity analysis:
Sum of GDPs (sizes) matter for imports of country. Positive sign is hypothesized
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Distance is negatively related to imports. Greater distance means larger transportation
cost, maybe higher language barriers, no common borders and limited access to each other’s
goods because of limited open regionalism.

Lower is the inter country dispersion of income (si*sj) higher is the trade between
countries (Helpman and Krugman, 1985).

Larger are the tariffs, lower will be the imports as tariffs are trade costs

Higher prices in reporter country increases imports while lower prices in partner
country lower imports.

Higher the price in the exporter’s country more is the incentive to supply CSG goods
abroad.

Empirical results

The empirical analysis of the study has been further divided into three sub-sections as
per the study’s objectives. In the first sub-section, calculation of various trade indices has
been presented. Second sub-section explains the results of SMART analysis and provides
economic interpretation to the results. The last sub-section shows the gravity analysis results
and presents the trade potential of sample countries in CSGs.

Calculation of Trade Indices

To accomplish the first objective of the study, trade indices have been calculated for
ecuador for CSGs. Firstly, the figures of competitiveness index for various groupings have
been estimated. Table 2 shows the results of competitiveness index for the variouis groupings.
Most of the regions have improved on their competitiveness in 2008 as compared to 2002.
However, for MERCOSUR the value is below one indicating that they are net importer of
CSG goods.

Table 2: Competitiveness Index for Selected Regions

Regions/Years 2002 2003 2004 2005 2006 2007 2008
ASEAN 2.7870 2.9180 3.1302 3.1811 2.9614 2.8809 2.6862
APTA 7.0068 7.0996 7.8059 9.2630 10.6568 11.7677 14.0080
ESCAP 13.8172 13.226 14.1334 14.6048 14.8949 15.9305 17.2092
SAARC 0.0223 0.2882 0.3240 0.4394 0.6331 0.6797 0.8978
NAFTA 10.7136 8.8166 8.9480 8.7748 8.5791 9.3247 7.9984
EU 17.1975 17.7767 16.9308 16.8200 17.4226 18.5583 18.8394
MERCOSUR 0.3874 0.3851 0.4094 0.4528 0.5342 0.5493 0.5143

Source: Author’s Calculation

Further, the results of RCA index in Table 3 reveals that there are two products in
which Ecuador has a comparative advantage in production in 2010. These two industrial
codes have RCA>1 in 2010 and hence Ecuador has a comparative advantage in the production
of such products. These products are 732111 consisting, Solar driven stoves, ranges, grates,
cookers (including those with subsidiary boilers for central heating), barbecues, braziers, gas-
rings, plate warmers and similar non- electric Domestic appliances, and parts thereof, of iron
or steel and 732190 consisting Stoves, ranges, grates, cookers (including those with subsidiary
boilers for central heating), barbecues, braziers, gas-rings, plate warmers and similar non-
electric Domestic appliances, and parts thereof, of iron or steel.

Table 3: Revealed Comparative Analysis for CSG Products for Ecuador in 2009 and
2010.

Reporter Year Product Code RCA

Name

2009 732111 21.3407
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Ecuador

2009 732190 0.9324
2009 841940 0.4864
2009 850163 0.7601
2010 732111 14.9076
2010 732190 4.1008

Note: Please note that Ecuador has advantage in the production of CSG Products 732111

and 732190 in 2010.

Source: Author’s Calculations from WITS database.

To know the export specialization in CSGs, the Export Specialization index has been
calculated and results are presented in Table 4. It identifies the markets for two of the CSG
products in which Ecuador has an advantage in production. They are Chile, Columbia and
Peru in 2010.The export specialization (ES) index is a slightly modified RCA index, in which
the denominator is usually measured by specific markets or partners. It provides product
information on revealed specialization in the export sector of a country and is calculated as the
ratio of the share of a product in a country’s total exports to the share of this product in
imports to specific markets or partners. A Value greater than one indicates advantage of
producing and exporting into the identified markets.

Table 4: Export Specialization Index for Specialized CSG Products for Ecuador in 2010

Country

From

To

ES Index Value

Industry
Code

Product Description

Ecuador

Chile
(CHL)

1.1882

732111

Solar driven stoves, ranges, grates, cookers (including
those with subsidiary boilers for central heating),
barbecues, braziers, gas-rings, plate warmers and
similar non- electric domestic appliances, and parts
thereof, of iron or steel.

Peru (PER)

1.2300

732190

Stoves, ranges, grates, cookers (including those with
subsidiary boilers for central

heating), barbecues, braziers, gas-rings, plate warmers
and similar non-electric domestic appliances, and parts
thereof, of iron or steel.

Peru (PER)

1.3135

732111

Solar driven stoves, ranges, grates, cookers (including
those with subsidiary boilers for central heating),
barbecues, braziers, gas-rings, plate warmers and
similar non-electric

domestic appliances, and parts thereof, of iron or steel.

Colombia
(CoL)

1.9122

732111

Stoves, ranges, grates, cookers (including those

with subsidiary boilers for central

heating), barbecues, braziers, gas-rings, plate warmers
and similar non-electric domestic appliances, and parts
thereof, of iron or steel.

Notes: Text in brackets are the country codes.

Source: Author’s work in WITS

Further, with the help of product concentration index calculated in Table 5, one can
see the greatest product concentration in Ecuador’s total exports of CSG products lies in
product 732111(0.42).

| Table 5: Product Concentration (PC) of CSG Products in Ecuador’s Exports for the year 2010 |
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Industry Code PC Industry Code PC

392010 0.0115 847989 0.0222
392690 0.0124 848340 0.0003
730820 0.0004 850161 0.0005
730900 0.0024 850162 0.0008
732111 0.4214 850163 0.0003
732190 0.0336 850300 0.0015
841182 0.0028 850440 0.0016
841869 0.0029 853710 0.0018
841950 0.0007 853931 0.0004
841989 0.0020 903210 0.0011

Source: Author’s work in WITS

Trade Liberalization of CSG Products: SMART Analysis in WITS

SMART reports the results of any trade policy shock on a number of variables. In
particular, it reports the effects on trade flows (i.e. imports from the different sources). It also
decomposes those trade effects in trade creation and trade diversion. Trade creation is defined
as the direct increase in imports following a reduction on the tariff imposed on good g from
country c. If the tariff reduction on good g from country c is a preferential tariff reduction (i.e.
it does not apply to other countries, ¢ ), then imports of good g from country c are further
going to increase due to the substitution away from imports of good g from other countries
that becomes relatively more expensive. This is the definition of trade diversion in the
SMART model. For exporting countries, total trade effect is made of trade diversion and trade
creation. In SMART, beneficiaries of the tariff reduction enjoy both positive diversion effect
and positive creation effect while all other partners will suffer from negative diversion effect
and no trade creation effect. In the SMART modeling framework, a change in trade policy
(say preferential tariff liberalization) affects not only the price index/level of the composite
good but also the relative prices of the different varieties. Despite the export supply elasticity,
the import demand elasticity and the substitution elasticity?*, it will lead to changes in the
chosen aggregate level of spending on that good as well as to changes in the composition of
the sourcing of that good. Both channels affect bilateral trade flows. The values will depend
on import demand elasticity, substitution elasticity and supply elasticity.

For this study, SMART Analysis helps us to establish whether it is beneficial to
liberalize
Ecuadorian CSG trade with the Japan, the US, the China and with EU 27 (the main suppliers
(exporters) of CSG products) rather than MERCOSUR countries.

Simulation I: Liberalization of CSG Trade with MERCOSUR Countries in 2010

2 Import Demand Elasticity: Values used by default in SMART have been empirically estimated for each
country and every HS 6digit product. For more details see Hiau LooiKee, Alessandro Nicita and Marcelo
Olarreaga, 2008. "Import Demand Elasticities and Trade Distortions," The Review of Economics and Statistics,
MIT Press, vol. 90(4), pages 666-682, 07.

Substitution Elasticity: It is the vale of substitution elasticity between partners. Substitution elasticity entails a
product by product simulation, which is based on the assumption that any product is independent of another
product. SMART uses 1.5 as the default value. However, one can change this default value. It is recommended
to keep it at 1.5 for industrial products but to increase it for primary goods. The reason being that the higher the
substitution elasticity, the higher the substitutability of the same product from different suppliers. However, the
more sophisticated a product is, the higher its rigidity of being substitutable.

Export Supply Elasticity: It is the value of export supply elasticity. By default, SMART uses 99 for an infinite
elasticity for all products and partners. The reason being that we are dealing with a single-country simulation
tool, so one country is too small compared to the rest of the world in order to have an impact on the price level.
However, if you consider imports of a certain product from a bigger entity (like the European Union) to be
relatively high and have a real impact on the world price level, you can lower the supply elasticity.
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The first simulation is the liberalization impacts of zero tariffs on imports of CSG
from the rest of the nine MERCOSUR countries. We summarize the results in Tables 6
through 8 (Simulation 1). Table 6 gives the total trade effect (sum of price-terms of trade
effect, and quantity effects-trade creation and trade diversion effects) of tariff liberalization
undertaken by Ecuador in context of MERCOSUR countries (simulations) in 2010. Price
effects in these simulations are zero because we assume Ecuador to be the ‘small country’.
Colombia gains the most in terms of total trade effects followed by Argentina and Peru. Chile
has negative total trade effects because Chile already has a free trade policy with most of its
Latin American Partners. Total trade effect for the US is negative and relatively higher as
there is trade diversion from US to MERCOSUR countries for trade in CSG goods. For saving

space the trade diversion impact on all countries is not shown.

Table 6: Trade Creation, Trade Diversion and Total Trade Effects
of Tariff Liberalization with MERCOSUR

Countries only for CSG Imports

Country | Trade Trade Trade Old New

Total Creation | Diversion | Simple | Simple
Effect Effect Effect Duty | DutyRate
Rate

Argentina | 283.918 | 163.449 | 120.469 | 3.05 0.00
Bolivia 2521 1.301 1.220 1.90 0.00
Brazil 407.221 | 266.318 | 140.903 | 3.10 0.00
Chile -35.802 | 0.000 -35.802 | 0.00 0.00
Colombia | 3,856.045| 2,526.573| 1,329.472| 8.30 0.00
Paraguay | 0.152 0.076 0.076 3.39 0.00
Venezuela| 73.243 35.232 38.011 9.33 0.00
Uruguay | 0.506 0.285 0.222 1.52 0.00

Peru 224942 | 118.401 | 106.541 | 7.26 0.00
United -637.852 | 0.000 -637.852 | 7.01 7.01
States

Spain -74.646 | 0.000 -74.646 | 7.85 7.85
United -16.162 | 0.000 -16.162 | 6.29 6.29
Kingdom

Mexico -183.279 | 0.000 -183.279 | 5.97 5.97
Italy -110.727 | 0.000 -110.727 | 7.27 7.27
Germany | -106.627 | 0.000 -106.627 | 7.61 7.61
China -305.511 | 0.000 -305.511 | 6.73 6.73
India -12.172 | 0.000 -12.172 | 6.15 6.15

World 3,111.634| 3,111.634| 0.000 6.44 5.18
Notes: i) Price effects are zero as we assume that Ecuador is ‘Small
Country’; ii) Figures are in thousand USD except duty rates.

Source: Author’s work in WITS.

The total trade effect on the World is 3111.64 1000 US $. SMART also calculates the
impact of the trade policy change on tariff revenue, consumer surplus and welfare. A tariff
revenue change on a given import flow is computed simply as the final Ad Valorem tariff
multiplied by the final import value minus the initial Ad Valorem tariff multiplied by the
initial import value. It should be noted that tariff revenue change is made of two opposite
effects:

A tariff revenue loss at constant import value, which corresponds to a transfer from the
state to consumers and is equal to Q0*(t0-t1); and

A tariff revenue gain through the increase in imports which enlarges the tax base and
is equal to (Q1-Q0)*t.
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Using SMART internal import demand elasticity values, the tariff liberalization
simulation returns a negative tariff revenue change (that is revenue gain from increased
imports not enough to dominate revenue loss due to tariff decrease) in most cases. Further, the
Welfare Effect defined as the benefits consumers avail in the importing country derived from
the lower domestic prices after the removal or reduction of tariffs. Table 7 below shows that
the welfare effects of tariff liberalization for CSG products.

Table 7: Revenue and Welfare Effects of CSG Liberalization undertaken by Ecuador with MERCOSUR
Countries

Product Code |Welfare Effect ~ |Revenue Effect  |Trade Total Effect [Trade Value
csgcomb 351.763 |-2,276.697 3,111.634 [252,746.147

Notes: i) Figures are in thousand USD ; ii) csgcomb is a name of product group created for simulation in
WITS.

Source: Author’s work in WITS.

The welfare effect works out to be 351.76 thousand US $ while the total imports
before tariff reduction is 252,746.147 thousand US$. The revenue effect works out to be -
2,276.697 thousand US $. The total import change is 3111.634 thousand US$ due to reduction
in tariffs on imports of

CSG from MERCOSUR.

Table 8 below shows the tariff change in revenue of -3029.456 thousand dollors while
the consumer surplus due to reduction in tariffs on CSG coming from MERCOSUR countries.

This work out to be 180.812 thousand US dollars.
Table 8: Consumer Surplus and Tariff Change in Revenue for Ecuador after its liberalization with
MERCOSUR in Trade in CSG Products

Imports Before | Import Tariff New Tariff | Change In Consumer
Change Revenue Revenue Tariff Surplus
Revenue
252,746.147 3,111.634 16,282.010 13,252.550 -3,029.456 180.812

Notes: Figures are in thousand USD.
Source: Author’s work in WITS

Simulation 2: Liberalization of CSG trade with US, Japan and China

This simulation defines the liberalization of CSG trade with the main suppliers of CSG
goods, i.e., the US, Japan and China. Table 9 below shows the trade creation, trade diversion
and total trade effects of liberalization of CSG trade with the main suppliers of CSG goods,
i.e., the US, Japan and China (Simulation 2). The highest total trade effect occurs in the US of
the tune of 8023.8 thousand US$ followed by China worth 5338 thousand US$ while the
country which has the highest negative total trade effect is Columbia (-787.63 thousand US$).
Mexico has total negative trade effect of -379.09 thousand US$ while Germany is the most
affected country in Europe of the tune of -369.29 thousand US$. The total import price
change with all countries is 9702.19 thousand US$.

Table 9: Trade Creation, Trade Diversion and Total Trade Effects of Tariff Liberalization of CSG Trade with
China, Japan and the US for Simulations Undertaken by Ecuador in in 2010

Country Trade Total | Trade  Creation | Trade Diversion | Old Simple | New Simple

Effect Effect Effect Duty Rate DutyRate

China 5,338.083 3,870.511 1,467.572 6.73 0.00

Japan 407.789 261.120 146.669 5.10 0.00
UnitedStates 8,023.866 5,570.565 2,453.301 7.01 0.00
Argentina -149.808 0.000 -149.808 3.05 3.05

Bolivia -0.777 0.000 -0.777 1.90 1.90

Brazil -288.973 0.000 -288.973 3.10 3.10

Chile -106.380 0.000 -106.380 0.00 0.00
Colombia -787.637 0.000 -787.637 8.30 8.30
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Peru -59.719 0.000 -59.719 7.26 7.26
Paraguay -0.140 0.000 -0.140 3.39 3.39
Uruguay -0.450 0.000 -0.450 152 152
Venezuela -26.459 0.000 -26.459 9.33 9.33
Canada -124.123 0.000 -124.123 6.50 6.50
Germany -369.291 0.000 -369.291 7.61 761
ltaly -317.928 0.000 -317.928 7.27 7.27
Mexico -379.003 0.000 -379.003 5.97 5.97
Spain -292.742 0.000 -292.742 7.85 7.85
Taiwan, China | -112.799 0.000 -112.799 6.53 6.53
World 9,702.196 9,702.196 0.000 6.44 2.85

Notes: i) Price effects are zero as we assume that Ecuador is ‘Small Country’; ii) Figures are in thousand USD
except duty rates.
Source: Author’s work in WITS.

Table 10 below gives the revenue and the welfare effects of tariff liberalization
undertaken by Ecuador (simulations only) with respect to China, Japan and the US. The
Welfare effect works out to be 786.20 thousand dollars for Ecuador. The figure is higher
(more than double) with what it was when Ecuador liberalized its trade of CSG products with
the MERCOSUR countries.

Table 10: Revenue and Welfare Effects of CSG Liberalization undertaken by Ecuador
(Simulations Only) with China, Japan and the US in 2010

Welfare Effect |Revenue Effect [Trade Total Effect [Trade Value
786.220 |-7,274.732 9,702.196 [252,746.147
Notes: Figures are in thousand USD.

Source: Author’s work in WITS.

Table 11 shows that consumer surplus effect is higher than when Ecuador liberalized
its trade of CSG with MERCOSUR countries.

Table 11: Simulation Results: Consumer Surplus and Tariff Change in Revenue for Ecuador after its
liberalization China, Japan and the US in Trade in CSG Products

Imports Before | Import Tariff New Tariff| Change In Consumer
Change Revenue Revenue Tariff Surplus
Revenue
9.702.196 16,282.010 7,491.704 -8,790.301 450.986

Notes: Fi