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ABSTRACT

The paper deals with the issue of the statistic evaluation of the generation of occurrences on
the railway registered in the official database of occurrences administrated by the Railway
Infrastructure Administration. The paper addresses the partial part of the research project,
which is in the principle focused on the evaluation of socio-economic benefits of projects of the
railway infrastructure connected with the increase of the safety and the reliability of the
railway. From the methodological point of view the paper is based on the detailed analysis of
the database of occurrences, which is for the statistical purposes administrated by the Railway
Infrastructure Administration. Occurrences are for the purposes of the registration in the
database classified into groups and sub-groups according to the character of their generation.
The analysis is focused mainly on the frequency of particular kinds of occurrences (kinds of
occurrences are methodologically described and classified) and their impacts on the operator,
owner of the infrastructure, passengers and the society as a whole. Impacts are considered as
financial costs connected with the material damage on the property of various owners and as
socio-economic benefits and costs in the sense of the CBA (costs connected with the damage to
health, costs connected with the time delays, costs connected with the damage of the
environment). The output of the research introduced in the paper is the overview of the most
important occurrences including the description of their key characteristics influencing their
impact on the society. The results of the research presented within the paper will be in next
steps used for the purposes of the evaluation of the socio-economic impacts of occurrences on
the society, which will be consequently included into the economic evaluation of the projects of
the railway infrastructure.

Keywords: Economic Evaluation, Occurrences, Railways

1. INTRODUCTION
The evaluation of the economic efficiency of transport infrastructure projects is one of the key
sources for the decision-making process on their implementation and financial support from
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public sources. Evaluation of the economic efficiency of public transport infrastructure projects
is traditionally carried out using the CBA (Cost-Benefit Analysis) method, which is principally
based on the evaluation of all relevant socio-economic impacts expected in connection with
project implementation, operation and liquidation. The paper is focused on economic evaluation
of public projects in the field of transport infrastructure, especially railway infrastructure. The
economic evaluation of public projects in the area of transport infrastructure is methodically
dealt with both at the EU level and at the level of the Czech Republic. The economic evaluation
mainly takes into account the infrastructure investment and operating costs as well as the
benefits associated in particular with the cost reduction within sub-groups which include in
particular the operating costs of users, travel time costs, accidents and external environmental
costs. However, further benefits, which are not reflected in the current methodological
documents, are also generated within railway infrastructure projects. These are primarily
benefits associated with the increase of the safety and the reliability of railway infrastructure,
which develop thanks to the implementation of safety systems, which are a common part of the
investment projects planning in the area of railway infrastructure. This paper presents partial
results of a research project focused on the evaluation of the benefits associated with the
increase of the safety and the reliability of the railway infrastructure. Specifically, the paper
focuses on the interpretation of the database of occurrences analysis results which happen on
the railway infrastructure in the Czech Republic.

2. PRESENT STATE REFERENCES

Evaluation of the economic efficiency of investment in transport infrastructure has been a very
topical issue in the long term, as the area of transport infrastructure includes public projects,
often large-scale ones and thus it is associated with significant investment costs which are in
most cases, at least in the Czech economy environment, provided by public sources, usually the
State Fund of Transport Infrastructure. A key document for the economic evaluation of public
investment projects is currently the Guide to Cost-Benefit Analysis of Investment Projects
(Sartori, 2014) issued by the European Commission in 2014. This document defines in detail
the procedure for CBA analysis including the analysis sensitivity and risk analysis. This
document also contains a number of model case studies, including three case studies dealing
with transport infrastructure. In the Czech conditions, the key document for evaluating the
efficiency of investments in the area of transport infrastructure is the Departmental Guideline
(MoT CZ, 2017). In principle, the Departmental Guideline is based on the aforementioned
document of the European Commission, however the national specifics of the Czech Republic
are implemented in it. This document identifies the basic procedures for processing the
economic and risk analysis of the projects in the field of road, railway and transport-significant
water structures. The document identifies basic inputs to financial and economic analysis
among other things. In addition to investment costs, operating costs and operating revenues,
other benefits reflecting the reduction in operating costs of infrastructure users, reduction in
costs related to travel time, reduction in costs related to traffic accidents or reduction in costs
related to external costs of transport, i.e. environmental costs are identified there. However,
neither of the above-mentioned methodologies takes into account the benefits associated with
the increase of the safety and the reliability of the railway infrastructure due to the
implementation of the relevant signalling systems and equipment. Research into the
determination of benefits associated with increasing the safety and the reliability of the railway
infrastructure is based on an analysis of the occurrences that happened on the railway
infrastructure in the past. Neither other available scientific literature directly addresses the issue
of the evaluation of the impact of occurrences on the railway infrastructure. The authors deal
rather with partial aspects related to occurrences on the railway infrastructure. Baysari,
Mclintosh and Wilson (2008) deal with the issue of understanding the impact of the human
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factor on occurrences emergence similarly to Read, Lenny and Moss (2012) concentrating on
the analysis of the social and environmental factors and types of errors leading to the occurrence
emergence. Madigan, Golightly and Madders (2016) subsequently concerned with the
application of the Human Factor Analysis and Classification System (HFACS) to rail safety
systems in the UK. Zhou and Lei (2018) focus on the relationships between the latent and active
errors leading to the occurrence emergence, while Forsberg (2016) addresses the safety
conditions on the Swedish railways from the engine drivers‘ experience point of view. Klockner
and Toft (2018) bring a new perspective on the socio-technical system of modelling the
occurrences, however the economic dimension of the impact of occurrences is not addressed in
detail either. In the Czech Republic there is a list of occurrences investigated by the Rail Safety
Inspection Office (RSIO) including final reports. The reports give a detailed overview of the
causes and consequences of the occurrences; however it is only a fraction of the occurrences
that happen on the railway infrastructure. The analysis of the current situation implies the need
to focus more closely on the emergence, impacts and possible elimination of occurrences on
the railway infrastructure in order to demonstrate the economic benefits of measures on the
reduction or mitigation of the occurrences and their impacts.

3. METHODOLOGY

The analysis of occurrences presented within this paper is based on an extensive database of
occurrences (RIA, 2009-2018) kept by the employees of the Railway Infrastructure
Administration. The database, used as an input for the analysis, includes all occurrences
recorded on the railway infrastructure in the Czech Republic for the 2009-2018 period. The
database has a very complex structure and includes a large amount of information about each
occurrence. For easier orientation in the occurrence database, the classification which divides
occurrences into the following three groups has been adopted for the purpose of its analysis:

e A -serious accidents (Al - A4),

e B -accidents (B1 - B10),

e C-occurrences (C1 - C21).

As can be seen from the above-stated structure, each of the groups is further divided into sub-
groups according to the specific nature of the occurrence. Within the framework of the research
it is also necessary to define the boundary conditions that define more precisely those
occurrences that the research deals with, resp. exclude those occurrences that are not relevant
for research. The occurrences at level crossings are not considered in the analysis. The reasons
for excluding these occurrences are as follows: occurrences at level crossings and their impact
on the economic evaluation of the project are evaluated according to the already defined
procedure using a separate methodology and the research project under which this paper has
been written is not supposed to study these occurrences in principle. The database of
occurrences contains a large amount of data on each occurrence as was mentioned in the
introduction to this chapter. Based on their detailed analysis, the information relevant to the
research project was selected. Other information, which is often classified as confidential, has
not been taken into account in the research project. In particular, the following data from the
information provided by the “Occurrence Statistics” is considered within the research project:
e Impact on health

- Death,

- Serious injury,

- Minor injury,
e Material damage,
e Costs,

e Number of delayed passenger trains,
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e Total delay of passenger trains,
e Number of delayed freight trains,
e Total delay of freight trains,
e Cause of occurrence emergence
- Technical,
- Human factor,
- Others.

The first step in the research activity was the statistical analysis of data from the database of
occurrences in the above-mentioned structures and finding the basic information on occurrences
on the railway infrastructure in the Czech Republic for the 2009 - 2018 period. The data
revealed the need for a separate analysis of suicide-related occurrences. The reason is that these
are acts committed on the basis of a voluntary decision and it is virtually impossible to prevent
these occurrences by a specific safety measures on the railway infrastructure. The data analysis
procedure was designed to answer the research question, what are the average, minimum and
maximum annual impact values (number of occurrences, deaths, number of serious/minor
injuries, material damage and costs) of occurrences with possible deviation being monitored
based on the standard deviation.

4. RESEARCH RESULTS

The research team had a complete database of occurrences, however after a detailed analysis of
the data structure, only the data from the 2011-2018 period were included in the analysis, since
the data structure was consistent and no changes were made during this period compared to
2009-2010 period. At the beginning of the research activity, the authors focused mainly on the
basic impacts of occurrences and the causes of their emergence. The basic impacts of
occurrences included information such as the number of occurrences, the number of deaths, the
number of serious and minor injuries, material damage and costs. Material damage is
understood for the purposes of the research as damage to property (e.g. a damaged train), the
costs mainly include environmental costs and delay costs. The database of occurrences contains
much more information, but its analysis will be the subject of further research. In addition to
the basic impacts, the causes of occurrences are also subject to the assessment. Causes
associated with the human factor failure, technical causes and others are considered in it. The
"combination” column includes combinations of the above-mentioned causes. Tables 1 - 4 show
the average annual values of the impacts of occurrences in relation to their cause for the
evaluated 2011 - 2018 period. Table 1 shows the average annual impact values across the entire
research sample for the 2011-2018 period.

Table 1: Impacts of occurrences in relation to their cause (average annual values for the
2011-2018 period) (own elaboration according to RIA, 2009-2018)

Causes of occurrences
Impacts - —— Total
Human factor | Technical Others | Combination
Number of occurrences 764 201 87 4 1,057
Number of deaths 224 1 1 0 225
Number of serious injuries 79 1 0 0 80
Number of minor injuries 109 4 4 0 117
Material damage (CZK) 169,095,414 | 69,443,251 8,832,033 1,177,314 248,548,012
Costs (CZK) 10,632,229 | 3,184,838 1,297,708 247,546 15,362,320

1 EUR =25.90 CZK
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Table 2 below shows the minimum annual impact values for the reported 2011-2018 period.

Table 2: Impacts of occurrences in relation to their cause (minimum annual values for the

2011-2018 period) (own elaboration according to RIA, 2009-2018)

Causes of occurrences

Impacts - — Total
Human factor | Technical Others | Combination
Number of occurrences 684 127 62 0 947
Number of deaths 109 0 0 0 116
Number of serious injuries 61 0 0 0 61
Number of minor injuries 85 0 0 0 87
Material damage (CZK) 96,235,362 | 51,713,169 6,643,370 0 167,242,009
Costs (CZK) 4,371,009 | 1,577,455 342,233 0 7,151,189

1 EUR =25.90 CZK

Table 3 below shows the maximum annual impact values for the reported 2011-2018 period.

Table 3: Impacts of occurrences in relation to their cause (maximum annual values for the

2011-2018 period) (own elaboration according to RIA, 2009-2018)

Causes of occurrences

Impacts - —— Total
Human factor | Technical Others | Combination
Number of occurrences 831 425 102 0 1,202
Number of deaths 278 3 4 20 278
Number of serious injuries 93 4 1 0 93
Number of minor injuries 147 10 10 0 167
Material damage (CZK) 446,394,402 | 81,626,137 | 11,615,424 1 533,707,975
Costs (CZK) 14,828,686 | 6,624,202 1,807,833 4,108,385 20,863,876

1 EUR = 25.90 CZK

Table 4 shows the standard deviations of the annual impacts from their average value for the

2011-2018 period.

Table 4: Impacts of occurrences in relation to their cause (standard deviations for the 2011-
2018 period) (own elaboration according to RIA, 2009-2018)

Causes of occurrences

Impacts , — Total
Human factor | Technical Others | Combination
Number of occurrences 53 100 13 7 92
Number of deaths 51 1 1 0 49
Number of serious injuries 9 1 0 0 9
Number of minor injuries 21 3 4 0 28
Material damage (CZK) 115,764,055 | 11,152,765 | 1,813,020 1,790,470 | 119,074,682
Costs (CZK) 4,126,123 | 1,643,028 554,893 554,779 5,303,515

1 EUR =25.90 CZK

The data presented in Tables 1- 4 show that the annual values of material damage falls within
a relatively wide interval ranging from CZK 167,242,009 per year to CZK 533,707,975 per
year. The average value of annual damage in the monitored period is CZK 248,548,012 per
year, which is accompanied by average costs of CZK 15,362,320 per year and shows a standard
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deviation of CZK 119,074,682 per year. As mentioned above, occurrences also arise due to the
acts committed on the basis of a voluntary decision of a person (suicide) and it is practically
impossible to prevent these occurrences by means of a specific safety measures on the railway
infrastructure. For this reason, the research also carried out an analysis of occurrences without
these suicide-related occurrences. The following Tables 5-8 show the values without the above-

mentioned impact and are considered in a structure identical to that of Tables 1-4.

Table 5: Impacts of occurrences in relation to their cause — without suicide attempts (average
values for the 2011-2018 period) (own elaboration according to RIA, 2009-2018)

Causes of occurrences

Impacts - — Total
Human factor | Technical Others | Combination
Number of occurrences 535 201 87 4 827
Number of deaths 40 1 1 0 41
Number of serious injuries 58 1 0 0 59
Number of minor injuries 109 4 4 0 117
Material damage (CZK) 167,666,192 | 69,443,251 8,832,033 1,177,314 | 247,118,789
Costs (CZK) 7,144,147 3,184,838 1,297,708 247,546 11,874,238

1 EUR = 25.90 CZK

The following Table 6 includes the minimum annual values for the monitored 2011-2018

period.

Table 6: Impacts of occurrences in relation to their cause — without suicide attempts
(minimum annual values for the 2011-2018 period) (own elaboration according to RIA, 2009-

2018)

Causes of occurrences
Impacts - —— Total

Human factor | Technical Others | Combination

Number of occurrences 463 127 62 0 716
Number of deaths 25 0 0 0 25
Number of serious injuries 49 0 0 0 49
Number of minor injuries 85 0 0 0 87
Material damage (CZK) 95,639,451 | 51,713,169 6,643,370 0 166,646,098
Costs (CZK) 3,462,851 | 1,577,455 342,233 0 6,184,144

1 EUR =25.90 CZK

Table 7 shows the maximum annual values for the monitored 2011-2018 period.

Table following on the next page
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Table 7: Impacts of occurrences in relation to their cause — without suicide attempts
(maximum annual values for the 2011-2018 period) (own elaboration according to RIA,
2009-2018)

Causes of occurrences
Impacts - — Total
Human factor | Technical Others | Combination
Number of occurrences 596 425 102 20 981
Number of deaths 109 3 4 0 116
Number of serious injuries 72 4 1 0 76
Number of minor injuries 147 10 10 1 167
Material damage (CZK) 445,320,224 | 81,626,137 | 11,615,424 4,108,385 532,633,797
Costs (CZK) 11,534,674 | 6,624,202 1,807,833 1,597,199 15,985,109

1 EUR = 25.90 CZK

Table 8 shows standard deviations for the monitored 2011-2018 period.

Table 8: Impacts of occurrences in relation to their cause — without suicide attempts
(standard deviations for the 2011-2018 period) (own elaboration according to RIA, 2009-

2018)

Causes of occurrences
Impacts - —— Total

Human factor | Technical Others | Combination

Number of occurrences 49 100 13 7 95
Number of deaths 28 1 1 0 31
Number of serious injuries 9 1 0 0 9
Number of minor injuries 21 3 4 0 28
Material damage (CZK) 115,808,571 | 11,152,765 | 1,813,020 1,790,470 | 119,085,296
Costs (CZK) 2,578,984 | 1,643,028 554,893 554,779 3,513,872

1 EUR = 25.90 CZK

The analysis which results are presented in Tables 1-8, shows the correctness of the exclusion
of the occurrences related to suicide attempts from the assessed sample of occurrences.
Comparison of Tables 1 and 5 shows that an average of 229 occurrences per year arise as
a result of a suicide attempt, an act that can be only minimally influenced by the quality of the
safety systems. This number of attempts is associated with an average of 184 deaths, 21 serious
injuries and total damage of approximately CZK 5 million. The statistical value of a traffic
accident resulting in death is 20,790,000 CZK per person and the statistical value of a traffic
accident with a serious injury is 5,033,600 CZK per person (MoT CZ 2017, p. 127), the annual
socio-economic loss represents approximately CZK 4 billion which cannot be prevented by any
safety system.

5. CONSLUSION

The purpose of the paper was to present partial results of the research focused on the evaluation
of the benefits associated with the increase of the safety and the reliability of the railway
infrastructure in the Czech Republic. Specifically, the paper is focuses on the analysis of the
database of occurrences, which includes detailed characteristics of occurrences which happened
on the railway infrastructure in the Czech Republic during the 2009-2018 period. The analysis
itself was finally carried out for the 2011-2018 period due to the different data structure in 2009
and 2010. The analysis focused solely on the basic characteristics of the occurrences such as
their number, health and life injuries and material damage in relation to the type of cause of the
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occurrence emergence. The aim of the analysis was to verify the applicability of obtained data
at the further research activities. The average annual values of the impacts of occurrences were
determined, supplemented by the minimum and maximum values as well as the standard
deviation values within the analysis. The analysis was carried out for a complex set of
occurrences and for a set of occurrences excluding those resulting from a suicide attempt.
Interpretation of the results confirmed that excluding these occurrences from subsequent
analyses was a correct procedure, as the impacts associated with these occurrences are quite
significant and cannot be prevented by any safety systems.
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ABSTRACT

Changes in technology affect all aspects of contemporary business, but the marketing and sales
processes might be the most affected. Namely, social media, as a technology outcome, show
potential to revolutionize or at least substantially affect the communication process and the
way of building and developing relationships among buyers and sellers. The number of social
media users has grown over time until reaching today's high numbers. Moreover, internet users
spend a great amount of their online time on social media. Furthermore, the spread of
smartphones allows all day long online activities and the role of millennials, who are highly
comfortable with the use of technology, as consumers and employees is growing in importance
day by day. The current study seeks to analyze the use of social media and tools among
businesses of all sizes and among enterprises in the B2B market. The study aims at establishing
whether companies use social media in their businesses, determining which social media and
tools are predominantly used by companies in Croatia, and establishing if they are active on
these media. Further objectives of this study are to define the type of activities conducted and
their scope. This exploratory study may provide the basis for further research on the use of
social media for marketing and sales purposes. This paper will be added to the body of
knowledge with insights into these relatively new marketing and sales tools. Furthermore, the
study will contribute to practitioners by highlighting contemporary trends and tools they should
adopt and use to adjust their approach to contemporary users and marketing.

Keywords: social media, marketing, sales, Croatia

1. INTRODUCTION

The number of Internet users has grown over the years, reaching today’s large number of those
who spend most of their online time on social media (Moore, Hopkins, Raymond, 2013), which
are available all day long due to the spread of smartphones. Moreover, Millennials, whose
importance as workers and consumers is growing day by day, show a high level of comfort in
using new technologies (Flanigan, Obermier, 2016). Moore, Raymond, Hopkins (2015) further
highlighted that today's consumers increasingly choose social media to gain a deeper
knowledge about products, services and vendors. In addition, they have already been
recognized as a powerful tool in different marketing fields such as external and internal
communication, sales, customer service, brand management, and buyer decision process.
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Social media are also recognized as a perfect platform for relationship building (Tapp, Whitten,
Housden, 2014) and relationships between organizations and customers are one of the building
blocks of contemporary marketing, especially in B2B market. Despite the above facts, most
companies struggle with the appropriate use of social media. In order to benefit from them,
especially in the field of marketing and sales, a deeper knowledge should be gained; knowledge
that would facilitate better use of social media in marketing and sales strategy. This paper seeks
to analyze the use of social media for marketing purposes between enterprises in general and
between enterprises in the B2B market (i.e. among consulting companies). The aim is to
identify if companies use social media in their business, determine which social media and tools
are predominantly used by companies, and establish if they are active on these media. A further
goal is to identify the types of conducted activities and their scope. This exploratory study
provides a basis for further researches on the use of social media for marketing and sales
purposes. The current research will be added to the body of knowledge with new insights on
relatively new concepts of social media marketing and social selling and will provide basic
knowledge for further researches in the field. The paper is organized in six chapters. After the
introduction, the second chapter presents a literature review. The third chapter sets out the
methodology and research questions. The research results are described in the fourth chapter.
The fifth chapter presents discussion of findings and major implications. Finally, the sixth
chapter outlines the conclusion and limitations and suggests directions for further research.

2. LITERATURE REVIEW

2.1. Social Media

Social media have been defined in many different ways, but as Moore, Hopkins, Raymond
(2013, p. 48) stated, "the term is commonly associated with technology, software applications,
and/or websites used to connect people with friends, family, neighbors, coworkers, and others
via Internet”. More precisely, the relationship-oriented social media are viewed as the
applications of software or websites that facilitate two-way conversation-like exchanges, either
synchronously or asynchronously, among users (Moore, Hopkins, Raymond, 2013, p. 68).
There are different typologies of social media. Davidaviciene, Pabedinskaite, Davidavicius
(2017, p. 72) pointed out few more groups of social media besides personal (like Facebook and
Instagram) and professional (like Linkedin and Researchgate): Social connections or General
for building social connections online by creating own sites, topics, discussions, and sharing
information (e.g. Facebook, My Space); Linked to portal when communication is just one of
the services provided (e.g. Yahoo, MySpace); Vertical networks or hobbies; Multimedia
sharing (YouTube, Instagram); Social tagging; Professional network (Linkedin, Researchgate);
User forums, blogs and microblogging (Twitter); Limited acces social network; Virtual worlds;
Educational for sharing material (e.g. Moodle, Mit Open course; Wikis for creating content
(e.g. Wikipedia). The potential role and power of social media in marketing can be better
understood and valued if the following data is known: in April 2019, Facebook had 2,320
million of users; Youtube 1,900m; Whatsapp 1,600m; Facebook Messenger 1,300m; WeChat
1,098m; Instagram 1,000m, LinkedIn 303 million, Twitter 330 million (Statista, 2019). It is
worth noticing that despite Facebook has the largest membership, Youtube has more weekly
visitors than Facebook (Flagship report, 2018). Moreover, according to Davidaviciene,
Pabedinskaite, Davidavicius (2017, p. 73), 58% of Internet users are consumers of at least one
social network, 95% of Facebook users log into their account every day, 60% into their Twitter
account, 30% into their LinkedIn account, and at least 98% of 18-24 years old users have a
profile on a social network site. But even more meaningful is the fact that, according to
GlobalWebIndex (2018), 98% of digital users are also social media users with an average of 2
hours and 22 minutes per day spent on social networks and messaging and an average of 8
social media accounts.
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Users more often access to their social media via smartphones (GlobalWebIndex, 2018). For
businesses, the social media presence is important but potentially dangerous, because they can
create added value for customers through social media, but their reputation can be irreparably
damaged as well (as customers communicate directly and publicly and without company’s
control). Agnihotri, Kothandaraman, Kashyap, Singh (2012) pointed out that the decision on
the social media to be used depends on the customer relationships and the industry
characteristics. Flanigan, Obermier (2016) highlighted that social media are used by companies
of all sizes.

2.2. Social Media Use in Marketing

Flanigan, Obermier (2016) stressed the importance of social media in contemporary business.
According to them, social media strongly affect the way of doing business of both profit and
non-profit organizations and the government activities as well. In a marketing context, social
media affect many different aspects. Namely, companies use social media for different purposes
such as marketing, sales, external communication, service, product management, HR and
internal applications (McKinsey survey in Tapp, Whitten, Housden, 2014). Moreover, in their
paper Andzulis, Panagopoulos, Rapp (2012), analyzed the role of social media in company’s
reputation development, in interaction with customers and peers, and in brand management.
They (Andzulis, Panagopoulos, Rapp, 2012) highlighted the role of social media as key tool in
co-creation of value (between company and customer) and the main building block of
relationship strengthening process. Mc Daniel et. al (2013 in Tapp, Whitten, Housden, 2014)
highlighted that Sell, Listen and Learn, developing new channels to market, building
relationships and awareness, promoting products and services, managing reputation, improving
customer service, creating through collaboration, and developing relationships with influencers
are the major social media objectives. Moreover, according to Hudson (2014), 75% of business
buyers believe that social media will influence their future buying decisions. In a B2B context,
the impact of social media is even more significant. According to Hubspot (Propoint blog in
Forbes, 2016), 74% of B2B buyers conduct half of pre-purchase research online, and according
to Minsky and Quesenberry (2016), 82% of B2B buyers highlight that vendor's social content
and interaction significantly impact their buying decisions. According to GlobalWeblndex
(2018), 22% of digital consumers liked or followed a brand on social networks for a month
before conducting the research, and more than 4 out of 10 use social networks to research new
brands or products. In the light of the above, social media deserve special attention among
organizations and marketing and sales professionals, which has not been paid enough yet. In
general, as Andzulis, Panagopoulos, Rapp (2012, p. 306) stated, “companies are still wrestling
with how to adopt and implement social media in their strategy”. Namely, despite an increased
social media presence has been observed among organizations, lots of companies still do not
use social media satisfactorily (or at all). Moreover, the value of social media in the industrial
setting in a small market is yet to be realized (Flanigan, Obermier, 2016). In addition, it was
highlighted that B2B companies have done a good job in digital marketing devices use (such
as digital commercials, newsletters, sales support) in the past few decades, but still do not repeat
the same success in social media usage (Flanigan, Obermier, 2016). In their effort to trace the
way of a successful social media implementation and usage, Andzulis, Panagopoulos, Rapp
(2012) highlighted the need to fully understand the company's customers and their wishes and
attitudes over social media, before choosing the appropriate social platforms. As Andzulis,
Panagopoulos, Rapp (2012) highlighted, sometimes a customer may need more first-hand
information about the product, in which case a YouTube video will be adequate. Or a customer
may rather need interaction with existing customers before making a ”big deal” decision. In
such an instance, a forum would be more adequate. Moreover, it is worth noticing that
nowadays live video seems to become essential for the platforms and for the users.
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In fact, every month 28% of major social platforms' users engaged with live streams on each of
the platforms they visited, and 56% of users watched a video on Facebook, Twitter, Snapchat
or Instagram within a month period before the research (GlobalWeblIndex Report, 2018). In any
case, the purpose of social media usage is to add value for the customer, so before deciding on
its social media presence, the company should learn to walk in the customer’s shoes in order to
fully understand the customer's point of view. Andzulis, Panagopoulos, Rapp (2012) underlined
that the implementation of social media in a business requires continuous monitoring and
commitment, and the social media strategy should be developed and managed in conjunction
with Marketing and Sales.

2.3. Social Media and Selling

The sales process might be the most affected by the rise of social media. Namely, social media,
as a technology outcome, show potential to revolutionize or at least substantially affect the way
of building and developing relationships between buyers and sellers and within the entire sales
process. Moreover, contemporary environment and sales strategies put the impetus on
relationship selling in B2B sales and in relationship development in B2C, which could be
reinforced through the creation of value via social media. Agnihotri, Kothandaraman, Kashyap,
Singh (2012) mentioned two possible uses of social media — digital content creation and
network-based interactions. Furthermore, they (Agnihotri, Kothandaraman, Kashyap, Singh,
2012, p. 334) highlighted that salespeople use social media and social interactions (via media)
to generate content and pull the customer (by means of blogs, microblogs, wiki) and to develop
networks and push information (by means of social networks, online communities). The main
goal is to engage the customer in repeated social media interactions between buyer and seller
(positive interactions strengthen and negative interactions weaken the relationship) (Agnihotri,
Kothandaraman, Kashyap, Singh, 2012, p. 335). Andzulis, Panagopoulos, Rapp (2012) offered
their view of the evolution of social media in sales (see Figure 1). They foresaw the use of social
media would change and evolve over time just like the role of webpages had changed and
evolved from the beginning of the Internet era to current days.

PHASE| PHASEI PHASEIN PHASE I
e
-Active effortsto drive
e customers and prospects
prES'E"'LIf IEE%.FTM"-' to a firm's social media
In I,
. pages (e.gblogs, forums)
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Figure 1: Evolution of Social Media in Sales (Andzulis, Panagopoulos, Rapp, 2012)

In relation to social commerce (i.e. the process of finalizing the purchase while remaining
within social apps), social media could potentially be very important, but have not got there yet
(GlobaWebindex, 2018). Most users use social media to research new products and then buy
the product on the retailer's site (GlobalWeblIndex, 2018). It should be emphasized that in
contemporary sales a new term was coined — social selling, which involves the use of social
media for sales purposes (Minsky and Quesberry, 2016; Hudson, 2014).

3. METHODOLOGY

In order to answer the posited research questions, two samples were selected. For the first
sample, forty enterprises of all sizes (small, medium, large) were chosen by random selection,
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I.e. using a random software, from the list provided by the largest business database application
in the Republic of Croatia - Business Croatia (Poslovna Hrvatska). Among small enterprises
only the active ones were chosen. The second sample was defined based on the rank provided
by the same database application. The said database provides rating (from Al to E2) of all
enterprises based on their annual financial statement. Along with the enterprises ranking, it
provides their financial data and indicators and other business-related information. In the
current study, the best 43 consulting companies in Croatia with the highest ranking (Al and
A2) were chosen. The analyzed social media were the ones researched by Flanigan, Obermier
(2015), but the presence of the enterprises on other social platforms was checked as well. The
analysis started by visiting the primary company's website and then all the social media listed
on the primary company's website were checked in order to establish their activity or inactivity.
The activity metrics was defined according to the updating frequency suggested by Flanigan,
Obermier (2016). They defined an active social user as someone who posted new content on
the site within seven days prior to the analysis. Then the social media were analyzed in order
to answer all the research questions. Besides the enterprises chosen from each size, in the
purposive sample the best consulting enterprises were chosen too, under the assumption that
the most successful would be the leader in acceptance and use of new marketing concepts and
that such concepts would contribute to the overall company's success. Furthermore, only
enterprises providing consultancy in the field of EU funding were chosen in the sample, and
they represent a homogeneous group whose services are mostly intended for business users
(small and medium enterprises, non-profit organizations, public sector, etc.). The research was
conducted in September 2018.

3.1. Research Questions

In this exploratory study, the authors seek to gain deeper knowledge by means of logically
connected questions. Firstly, the percentage of businesses in Croatia that have established a
social media presence was investigated:

e RQZ1: Do enterprises in Croatia use relationship-oriented media and tools?

Then the authors wanted to determine which social media were used. The research conducted
by Davidaviciene, Pabedinskaite, Davidavicius (2017) in six different countries showed that all
the companies in the sample used at least one of the three most popular social media (i.e.
YouTube, Facebook, Twitter) in their communications.

e RQ2: Which social media and tools are used?

Thirdly, the presence on a social media is worth nothing without appropriate activities. Namely,
only enterprises that regularly post contents on their media can use them properly in order to
achieve their marketing and sales goals. Otherwise, inactivity can be an indicator of problems
and harm the reputation of the firm.

e RQ3: Are enterprises active in the use of their social media?

Lastly, the contents posted on the media were analyzed in order to determine what types of
activities i.e. contents were published by the enterprises and to what extent.

e RQ4: What types of activities (i.e. content) are posted on media?

e RQ5: What is the scope of the activities underpinned by enterprises on social media?

4. RESEARCH RESULTS

e RQL1: Do enterprises use social media in their business?
The conducted research shows that among 40 analyzed large companies, 4 companies
(10%) do not use social media in their business, 15 companies (37.5%) use one media, 14
companies (35%) have a presence on two social media platforms, and 7 enterprises (17.5%)
use three or more media. To sum up, 36 enterprises (90%) use one or more social media as
part of their business activities. Among the medium sized companies, 21 companies (21%)

13



45th International Scientific Conference on Economic and Social Development —
XIX International Social Congress (ISC 2019) - Moscow, 17-18 October 2019

do not use social media in their business, 8 of them (20%) use one media, 7 enterprises
(17.5%) have a presence on two social media, and 4 enterprises (10%) use three or more
media. In total, 19 enterprises (47.5%) use one or more social media as part of their business
activities. Among small companies, 32 of them (80%) do not use social media in their
business, 6 companies (15%) use one media, 2 companies (5%) have a presence on two
social media, and none of them is present on three or more media. In conclusion, 8
companies (20%) use one or more social media as part of their business activities.
Moreover, the conducted research reveals that among the most successful consulting
companies, 21 enterprises (46%) do not use social media in their business, 13 of them (28%)
use one media, 10 enterprises (22%) have a presence on two social media, and 2 enterprises
(4%) use three or more media. In total, 25 enterprises (54%) use one or more social media
as part of their business activities.

RQ2: Which social media and tools are used?

The research started by visiting the company's primary website and the existence of the
company's social media was checked via Google as well. Among all the researched
enterprises, 40.8 % were present on Facebook, 32.5% were present on LinkedIn, 16.7% on
Instagram, 14.2% on Youtube, 12.5% on Twitter, 10% on Google+ and 4.2% of the
enterprises were present on blog.

RQ3: Are enteprises active in the use of their social media?

The measurement suggested by Flanigan and Obermier (2016) was used to define activity
or inactivity. Namely, they determined that an active user is the one that posted new content
on its site at least seven days before the analysis. It should be noticed that this is a very
benign measurement of social media activity. Accordingly, among the 40 large enterprises,
11 (27.5%) were active on all the social media they used and 10 of them (25%) were active
on some of the social media they were present on. Five medium companies (12.5%) were
active on all the social media they used, 9 of them (22.5%) were active on some of the social
media they were present on. None of the small companies was active on social media.
Among the best consulting companies, only 8 enterprises (17%) were active on all the social
media they used, 5 enterprises (11%) were active on some of the social media they were
present on. Based on the above data, it can be concluded that only 27.5% of large
enterprises, 12.5% of medium sized enterprises, none of small sized enterprises, and 17%
of all the top-notch consulting enterprises in Croatia include as part of their business maybe
a part of the strategies (marketing and/or sales strategies), use media appropriately, and
presumably take advantage of the effects of social media.

RQ4: What types of activities (i.e. content) are posted on media?

In order to acquire new knowledge, a content analysis by social media platform was
performed taking into account the last 5 posts published by the active enterprises in the
sample. The active users mostly published on their social media a combination of text,
photography and link, followed by a combination of text and photography. Video material
was rarely used: the text-video combination represented only 4.4% of all the types of
content posted on LinkedIn, the text-video-link combination represented 6.7%. The text-
video combination represented 6.7% of all types of content posted on Twitter, whilst only
video material represented 9.4% of all content posted on Facebook. Among large
enterprises, there were 3.3% of content in form of a Facebook contest.

RQ5: What is the scope of the activities underpinned by enterprises on social media?
An analysis of the purpose of the sample companies' social media activity revealed
communication activities aimed at informing, persuading and reminding customers and
potential customers about a product or service. Likewise, the authors identified content
publishing with the objective of stimulating interest and desire as well as influencing
consumer buying behavior in order to enhance the demand.
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Furthermore, the purpose of companies' social media activities is to increase traffic to their
website. By publishing content from the website on social media, companies get users one
click closer to their website, thus increasing their website traffic and enabling a better
positioning on search engines. Out of 95 posts on Facebook by large enterprises, 45.3% of
such posts include a link to their website, whereas out of 65 posts in total published by
medium enterprises, 36.9% of them include a link to their website. Besides the above
scopes, no large use of social media for sales and provision of services was noticed.

5. DISCUSSION AND IMPLICATIONS

The use of social media among businesses is still moderate and it decreases along with the size
of the enterprise. Large enterprises are heavy users, while small enterprises still struggle with
the use of social media. The situation is similar in B2B market and among the best consulting
enterprises. Despite the fact that the relationship building and nurturing process is crucial in the
business-to-business market and that the most successful enterprises were chosen for the
sample, the results showed a low level of social media use. Namely, only a bit more than half
of the most successful consulting enterprises are present on social media. Facebook is the most
popular social media for small, medium and consulting companies, followed by Linkedin
(except for the small sized companies that do not use LinkedIn at all). Large companies mostly
use LinkedlIn, followed by Facebook. The third most popular social media for medium sized
companies is Instagram and for large companies Youtube. Small companies use mostly
Facebook and rarely other media (2.5% Twitter, 2.5% Blog and 2.5% Instagram and Google+).
Even though benign metrics were used in the assessment of the enterprises' activity on social
media (activities within a 7-day period before the research), the frequency of activities on social
media was very low. The most active users are large companies. This fact actually shows if
social media are used properly and it is also an indicator of strategic approach. Moreover, it
suggests that social media can be a part of marketing and sales strategies. The results show that
enterprises have a lot of room for improvement of social media use. They are still, in most
cases, not using these media properly. This fact can be used in the future for their growth.
Enterprises combine different variations of posts with the aim to engage users. The most
common combination includes text, photography and a link, and photos are the most commonly
used element in posts (besides text). Based on the results, it seems that video material is highly
underestimated. The power of video material should be better exploited, following the
preferences of modern users. Enterprises that use social media use them as a communication
tool and one of the main aims is to increase traffic on their websites. Based on the above, the
use of social media can provide better results for enterprises despite their size, the type of market
they operate in, and the size of success achieved in their business. The potential of social media
in today's environment has not been exploited enough. Enterprises should follow their
customers and trends and approach social media carefully and strategically. Namely, it is not
enough to establish a social media presence, but it is really important to set up a long-term,
holistic approach to social media, possibly as part of the firm's strategy. If there is no
commitment to update the content and to answer the customers' questions, or if the
communication is not appropriate, the outcomes could be negative for the business. Therefore,
adequate resources, such as financial resources and personnel, should be devoted to social
media development in order to ensure positive outcomes (otherwise, negative effects could be
brought about). The present research results provide insights into the use of social media among
businesses (different size of enterprises and enterprises that operate in B2B market) in a less
developed market which has its own specificity. This relatively new approach in marketing
shows a huge potential and it should be investigated more thoroughly. This paper should
represent just the first step in a comprehensive research.
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6. CONCLUSION, LIMITATIONS AND FURTHER RESEARCH

There are a number of social media software, tools, platforms etc. and the number of users is
growing year by year. Accordingly, both marketers and managers should become aware of these
trends and start incorporating these media in their businesses in order to satisfy customer needs
and wants and to improve their sales and marketing and the overall results. The salient role of
Millennials in today's society as well as the rapid growth of smartphone users highlight the
importance of such awareness. In this era of relationship selling, social media allow us to
develop long-term relationships with customers through conversation-like exchange of data and
information, and this benefit should be used wisely. Thanks to the technology development and
spread, traditional processes should be adjusted according to contemporary requirements. The
constant changes once again affect individuals (customers, marketers, and salespeople) and
organizations. At the same time, opening new horizons provides opportunities for better
performance and reaching customers in the most appropriate way. The new generation entering
the market (internal and external) requires new approaches. Emerging technology tools are
potentially crucial for businesses and their development. This exploratory study has a few
limitations that can serve as a basis for future research. Namely, a larger sample would allow
wider generalization. Moreover, the specificity of the social media use should be investigated
in more depth. Marketing managers and salespeople should be investigated in order to
determine specificity of the social media use. Finally, differences in use of social media between
industries/sectors and markets (B2B, B2C) could be investigated as well.
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ABSTRACT

Public needs funding is provided from the budget. The subject matter of this paper are business
operations of health institutions, i.e. special hospitals. Health institutions are budget
beneficiaries and are required to compile financial statements in accordance with financial
reporting regulations in budget accounting. Institutions draft a financial plan that should be
realistic, i.e. it should be aligned with the funding sources, i.e. the funds contracted with the
Croatian Health Insurance Fund (HZZO), as well as the funds planned in the relevant budgets
(state or local). The paper uses data on financial operations of special hospitals, published in
reports on financial audit carried out by the State Audit Office for 2016, and relevant scientific
literature. The assumption is that income sources are inadequate, and that hospital revenue is
largely used for realization employee expenses. The aim of the paper is to investigate sources
of funds, i.e. the type of income that special hospitals receive, and the types of expenditures
realized outside the available income. Likewise, the aim of the paper is to explore the magnitude
of financial results. Employee expenditures are realized from available resources, and the
purpose of this paper is to determine the share of mentioned expenditures in overall
expenditures, and to account for the share of other expenditures. The overall number of
employees and expenses per employee were investigated. This is analysed at the level of each
of the special hospitals (covered by the latest financial audit for 2016), and in total at the level
of 15 special hospitals.

Keywords: Auditing, Opinion, Health institution, Special hospital, Income, Expenditures

1. INTRODUCTION

The paper analyses the operation of health institutions, special hospitals, based on the data
collected from the joint and individual audit reports for 2016 carried out by the State Audit
Office. The audit procedure covered a total of 15 special hospitals, six of which received the
unconditional opinion of the audit, while nine received conditional opinions. Below we will
investigate the legal basis for business and financial operations (structure of revenues and
expenditures). The paper deals with the structure of income realized in special hospitals and
expenditures that are financed from the realized income. Research on the number of employees
in special hospitals was carried out. The assumption is that the structure of revenues of special
hospitals is such that the revenues are limited, and that their purpose is largely to meet employee
expenses. At the level of fifteen special hospitals, we calculated the average cost per employee,
and we compared the cost per employee in each of the observed hospitals. From the presented
structure of expenditures, we have determined the share and other expenditures that arise from
business operations of special hospitals.
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2. BOLNICA BUSINESS OPERATIONS OF SPECIAL HOSPITALS

Hospital health institutions are budget beneficiaries and are required to compile financial
statements in accordance with financial reporting regulations in budget accounting. When
keeping business books and preparing financial statements, they are obliged to apply budget
accounting in (the Budget Act, Article 2). The statutory provisions stipulate that healthcare is
an activity of interest to the Republic of Croatia, which is performed as a public service at the
primary, secondary and tertiary level and at the level of health care institutions (Health Care
Act, Articles 28 and 29). Primary healthcare activities are performed by health centres,
palliative care institutions and health care institutions, secondary healthcare activities are
performed by polyclinics, hospitals and spas, while the tertiary level is responsibility of clinical
institutions (clinics, clinical hospitals and clinical hospital centres). Health institutions are
obliged to compile a financial plan in accordance with the provisions of the Budget Act and the
Ministry of Finance's instructions for drafting the state budget or the budget of local and
regional self-government units. The financial plan contains revenue and receipts reported by
types, expenditures and expenditures foreseen for a three-year period, classified according to
budget classifications and explanations of the financial plan proposal. The financial plan should
be realistic. Health institutions do not have sufficient resources to cover expenditures, and by
applying the budgetary principle of balance, they have planned less expenditures or higher
incomes than expected. Due to insufficient revenue to cover current year expenditures,
healthcare institutions did not plan to cover the shortage of revenues transferred from previous
periods. The Governing Board adopts a work and development program, adopts a financial plan
and a final account, analyses the financial operation of health institution at least once a month,
and performs other statutory tasks (Health Care Act, Article 84). It is important to point out that
healthcare system is special due to the fact that health care institutions as budget beneficiaries
are not financed for specific types of expenditures, but on the basis of executed and accrued
services, as described in more detail in the literature (Mahacek, 2016). Using analytical
procedures we made conclusions regarding business operation of special hospitals. Financial
information on the business of the current year was collected, as well as information on the
overall operating result at the end of 2016. They are placed in relation to financial and non-
financial information (ratio between overall expenditures for employees and number of
employees)."Proper use of analytical procedures requires from auditors the knowledge of the
principal’s affairs and the activities it engages in. Without this the auditor cannot develop the
appropriate analytical procedures or correctly evaluate the results of such tests” ( Messier Jr.,
1998). An analysis of business results of the current year and the overall operating results at the
end of the period, as shown in Table 1, is used (in the table for "special hospital”, "SH"
abbreviation used). From the same Table we notice that out of 15 special hospitals, in 2016 ten
hospitals had a negative financial result, while five hospitals achieved a positive financial result.
The Neuropsychiatric Hospital Dr. lvan Barbot, Popovaca and Srebrnjak Children’s Hospital,
Zagreb achieved the biggest deficiency in the absolute amount. The overall operating result is
negative in six special hospitals and amounts to HRK 46,068,197.00, while in nine special
hospitals it is positive and amounts to HRK 70,889,198.00. The biggest negative financial
results were achieved by the Special Hospital for Orthopedics, Biograd na moru and
Neuropsychiatric Hospital Dr. Ivan Barbot Popovaca. Special Hospital for Medical
Rehabilitation Krapina Spa achieved a positive financial result in 2016, but the overall operating
result was negative (HRK - 9,060,516.00).

Table following on the next page
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Table 1: Data on the operation of special hospitals (in HRK) for 2016, the structure of
expenditures and the total number of employees (State Audit Office, 2018, pp. 36, 41 and 15
individual audit reports)

Total number | Expenditure for

Hospital Surplus/ Total surplus / Expenditures for of employees employees /
P the lack of the lack of employees at the end of total number of
2016 employees (4/5)

1 2 3 4 5 6
Psychiatric hospital Rab -860,893 8.023,230 28,253,161 249 113,467
SH for Medical
Rehabilitation 1,252,121 8,698,178 19,286,635 155 124,430
Biokovka, Makarska
SH for Medical
Rehabilitation Lipik 1,591,189 11,602,266 20,755,405 191 108,667
SH for the medical
rehabilitation of Stubica -3,140,579 10,391,725 20,110,392 177 113,618
spa
SH for the medical
rehabilitation of 6,528,174 6,309,301 65,978,273 656 100,577
Varazdin spa
Thalassotherapy Opatija
- SH for Medical
Rehabilitation of Heart, -959,844 2,649,932 25,925,917 229 113,214
Lung and Rheumatism
Daruvarske spa, SH for 1,032,391 12,020,267 21,200,032 231 91,814
medical rehabilitation
Srebrnjak Children's -4,915,723 -5,998,021 25,618,852 191 134,130

Hospital, Zagreb
Neuropsychiatric
Hospital Dr. Ivan -6,133,629 -11,771,393 69,104,475 617 112,001
Barbot Popovaca

Sveti lvan Psychiatric

ospital, Zagyeb -4,850,531 5,821,970 44,577,900 392 113,719
Ezylj?:r']a”'c hospital -1,760,963 -6,632,599 30,307,406 261 116,120
SH for Medical
Rehabilitation Krapina 1,229,994 -9,060,516 79,183,486 745 106,287
Spa Toplice
SH for orthopedics, -3,882,306 411,778,678 28,065,899 229 122,559
Biograd na moru
SH for pulmonary -1,973,918 -826,990 20,156,539 155 130,042
diseases, Zagreb
Thalassotherapia
Crikvenica, SH for
Medical Rehabilitation -2,917,332 5,372,329 15,135,272 151 100,234
of Primorsko-goranska
County

Total -19,761,849 24,821,001 513,668,644 4629 110,968

2.1. Realization of overall revenues and receipts and overall expenses and expenditures
Below we show the structure of income and receipts realized. We also show the structure of
expenses and expenditures. Conclusions are derived from the data.

2.1.1. Realization of expenses and expenditures

Below, Table 2 provides an overview of the types of special hospitals’ income, shown in
relative numbers (percentages). Relative numbers are calculated on the basis of the data on
overall revenue from individual audit reports that are compiled for each of the special hospitals
(15 individual reports).
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Table 2: Revenues and Receipts of Special Hospitals in 2016, Relative Numbers, Author

Calculation (State Audit Office, Individual Reports Data for Each Hospital)

Revenues from the competent
budget and from the HZZO on the
basis of contractual obligations

Revenue from sale of goods
and services provided and
income from donations

Revenues from
the competent

Revenues

Donations

All other

Hospital budget to I_'T;\é%“ées f:jom from the sale from legal income Total
finance the ased on 1 o goods and | entities outside
contractual -
r_egu_lar obligations services the general
activities of provided budget
budget users
1 2 3 4 5 6 7
Psychiatric hospital Rab 8.38 79.55 0.74 3.26 8.07 100
SH for Medical
Rehabilitation Biokovka, 3.43 24.68 57.94 0,00 13.95 100
Makarska
SH for Medical
Rehabilitation Lipik 3.20 59.44 16.06 0.15 21.15 100
SH for the medical
rehabilitation of Stubica 4.96 53.72 15.98 0.03 25.31 100
spa
SH for the medical
rehabilitation of Varazdin 217 60.58 19.74 0.17 17.33 100
spa
Thalassotherapy Opatija -
SH for Medical
Rehabilitation of Heart, 4.85 5591 21.07 2.60 1556 100
Lung and Rheumatism
Daruvarske spa, SH for 4.64 32,61 4320 0.22 19.35 100
medical rehabilitation
Srebrnjak Children's 7.15 85.75 2.87 2.13 2.10 100
Hospital, Zagreb
Neuropsychiatric
Hospital Dr. lvan Barbot 2.49 80.05 0.38 1.66 15.42 100
Popovaca
Svetl'lvan Psychiatric 223 90.09 081 508 1.79 100
Hospital, Zagreb
Psychiatric hospital 3.64 83.43 1.19 4.10 7.63 100
Ugljan
SH for Medical
Rehabilitation Krapinska 1.15 66.90 15.84 0.15 15.95 100
Spa
SH for orthopedics, 5.23 76.01 0.84 0.07 17.84 100
Biograd na moru
SH for pulmonary
diseases, Zagreb 26.14 63.29 0.08 0.11 10.37 100
Thalassotherapia
Crikvenica, SH for
Medical Rehabilitation of 6.77 58.43 18.41 0.79 15.59 100
Primorsko-goranska
County
Total 4.51 66.81 13.40 1.40 13.87 100

From Table 2 shows that at the level of all special hospitals, the most significant income is from
the Croatian Health Insurance Fund (HZZO) based on contractual obligations.

2.1.2. Realization of expenses and expenditures
Below, Table 3 shows the types of expenses and expenditures of special hospitals presented in
relative numbers. The data were collected from a summary report on the auditing of health
institutions. At the level of all special hospitals, the most important expenses are employee

expenses.
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Table 3: Expenditure of Special Hospitals (in HRK) for 2016.- Relative Numbers, Author's
Calculation (State Audit Office, 2018, p. 38)

Expenditures for

Hospital Expenditures for Material the acqyisitic_)n of All other
employees expense nonfinancial expense
assets
1 2 3 4 5

Psychiatric hospital Rab 57.6 24.6 17.4 0.4
SH for Medical Rehabilitation Biokovka, 547 279 171 03
Makarska
SH for Medical Rehabilitation Lipik 66.6 27.0 6.1 0.3
SH for the medical rehabilitation of Stubica spa 56.6 20.0 19.7 3.7
;I; for the medical rehabilitation of Varazdin 641 307 28 24
Thalassotherapy Opatija - SH for Medical
Rehabilitation of Heart, Lung and Rheumatism 419 ALT 111 53
Daruvarske spa, SH for medical rehabilitation 50.0 38.4 10.9 0.7
Srebrnjak Children's Hospital, Zagreb 59.2 32.7 7.4 0.7
Neurop§ych|atr|c Hospital Dr. Ivan Barbot 656 26.7 73 04
Popovaca
Sveti Ivan Psychiatric Hospital, Zagreb 62.4 33.4 4.2 0.0
Psychiatric hospital Ugljan 61.1 33.4 5.4 0.1
SH for Medical Rehabilitation Krapinska Spa 66.5 29.9 3.4 0.2
SH for orthopedics, Biograd na moru 62.2 32.2 5.4 0.2
SH for pulmonary diseases, Zagreb 57.5 28.1 13.8 0.6
Thalassotherapia Crikvenica, SH for Medical
Rehabilitation of Primorsko-goranska County 475 292 155 /8

Total 59.8 30.6 8.2 1.4

3. GRAPHIC EXPLANATION OF BUSINESS DATA
Below in Figure 1 we can see expenses per employee for each of the observed hospitals. We

note that these expenditures do not differ significantly among the observed hospitals.

Figure 1: Expenditures per employee
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Source: author, according to the data from Table 1, columns 6

22




45th International Scientific Conference on Economic and Social Development —
XIX International Social Congress (ISC 2019) - Moscow, 17-18 October 2019

Figure 2 shows the number of employees in each of the observed hospitals. We notice that the
number of employees is significantly different among the observed hospitals. Special hospitals
differ according to the number of employees. The average number of employees in the 15
special hospitals that we used was 309 employees (4 629/15). Four special hospitals have more
employees than this average, while others have less than average number of employees.

Figure 2: Total number of employees at the end of 2016

Source: author, according to the data from Table 1, columns 5

4. CONCLUSION

Based on the analysis of business operations of special hospitals, we concluded that out of 15
special hospitals, ten hospitals in 2016 had a negative financial result, while five hospitals
achieved a positive financial result. The overall operating result is positive in nine special
hospitals, while it is negative in six special hospitals. At the level of all special hospitals, the
most significant income comes from the Croatian Health Insurance Fund (HZZO) based on
contractual obligations (66.81 %), with a share between 24.68 % (Biokovka, Makarska) to
90.09 % (Sveti lvan Psychiatric Hospital, Zagreb). Income from sales of goods and services
provided has a share between 0.08 % (Special Hospital for Pulmonary Diseases, Zagreb) up to
57.94 % (Biokovka, Makarska), and 43.20 % (Daruvar Spa). At the level of all special hospitals,
the most significant are employee expenditures, which account for between 41.9%
(Thalassotherapia Opatija) and 66.6% (Lipik). Average employee expenditures at special
hospital level are HRK 110.967,52, ranging from HRK 91.813,99 (Daruvar Spa) to HRK
134.130,12 (Srebrnjak Children's Hospital). Material expenditures have a share from 20.0 %
(Stubicke Spa), up to 41.7 % (Thalassotherapia Opatija). Expenditures for the acquisition of
nonfinancial assets have a share between 2.8 % (Varazdin Spa) to 19.7 % (Stubicke Spa).
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From realized revenues, special hospitals largely finance employee expenditures. Material
expenditures are necessary for business operations and are significantly different according to
participation in overall expenditures of individual hospitals, as well as expenditures for the
acquisition of nonfinancial assets. Financial resources to settle negative financial results need
to be found. Negative financial outcome should be investigated, and it is therefore necessary to
consider obligations and claims of special hospitals, which should be the subject of the
following research.
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onJuly 1, 2019 from:

http://www.revizija.hr/datastore/filestore/166/SPECIJALNA_BOLNICA ZA ORTOPED
lJU-_BIOGRAD_NA_MORU.pdf

State Audit Office: Report on the Financial Audit of Health Institutions, p. 12, Retrieved on
May 8, 2019 from:
http://www.revizija.hr/datastore/filestore/162/1ZVJESCE_O_OBAVLJENOJ_FINANCIJ
SKOJ_REVIZIJI_ZDRAVSTVENIH_USTANOVA pdf

William F. Messier Jr., (1998), Revizija— Priru¢nik za revizore i studente, Faber & Zgombié
Plus, Zagreb, p. 165

25



45th International Scientific Conference on Economic and Social Development —
XIX International Social Congress (ISC 2019) - Moscow, 17-18 October 2019

REGIONAL FINANCIAL INTEGRATION AND FINANCIAL SECTOR
DEVELOPMENT IN THE SOUTHERN AFRICAN DEVELOPMENT
COMMUNITY REGION

Lwando Ntlemeza
University of Fort Hare, Alice, South Africa

Forget M. Kapingura
University of Fort Hare, Alice, South Africa

ABSTRACT

Regional financial integration (RFI) is perceived as the other avenue through which the
financial sector of member countries can develop given the vast benefits which associated with
it. These benefits include mobilization and allocation of efficient resources to productive sectors
within the region which plays a very important role in the development process. Given this
background, the study examines how regional financial integration promotes financial sector
development in the SADC region utilizing the panel data model for the period 1996 to 2015.
The empirical results revealed that regional financial integration does have an impact on the
financial sector development in the member countries in the region. Furthermore, the results
showed that regional financial integration require a certain degree of institutional quality for
RFI benefits to accrue. The empirical results imply that the countries in the SADC region should
pursue regional financial integration. This can be achieved through commitment by all
authorities in the region. There should be a firm commitment to broader economic integration
and building on existing networks and build the necessary infrastructure.

Keywords: Regional financial integration, Financial sector development, Southern African
Development Community (SADC)

1. INTRODUCTION AND BACKGROUND

Many African countries have embarked on financial sector reform with the aim of stabilising
their financial systems (Chanda, 2010). Of the available approaches to financial reforms, there
has been focus on promoting regional financial integration. Eyraud et al (2017) defines financial
integration as a process through which financial markets of countries are closely linked to each
other. The process of implementing financial integration can take various ways. These include
cross border capital flows, external financial institutions operation in domestic markets and
information sharing. Wakeman-Linn and Wagh, (2008) highlights that regional financial
integration if well implemented could pave way and address some of the issues associated with
emerging regional financial markets and also issues associated with financial markets as a
whole. The author highlights a number of benefits linked with financial integration to member
countries. Firstly, regional financial integration has the capacity of improving efficiency in
lending and enhance better opportunities for risk diversification given that the financial sector
becomes broad. Secondly, it has the capacity to modify regulatory and supervisory bodies,
accelerate competition and innovation within the region, and enhance efficient allocation of
scarce resources. Lastly, regional financial integration has a capacity to create a conducive
environment for savings and infrastructure development given that one is not only limited to
one country. Consistent with Wakeman-Linn and Wagh (2008), Mishkin (2007) highlights that
regional financial integration has the capacity to develop the financial system of a member
country. Mishkin describes financial development as growth in both the size and efficiency of
the country’s financial sector. Thus, given that a country is a member in regional financial
integration, its financial sector is likely to improve through the involvement of foreign owned
financial institution into the integrating country.
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Mishkin (2007) further argues that the involvement of foreign owned institutions is expected to
fast-track institutional development of the integrating country as countries with higher
regulatory standards introduce best practises into the region as a whole. Baldwin and Forslid
(2000) further state that the entrance of foreign owned financial institutions manoeuvre
formations which are characterised by monopolies and parastatal formations leading them to
most efficient financial involvement. Mishkin (2007) also argues that the status quo of the
foreign financial institutions put their interests on minimising information asymmetry which is
more of a problem to foreign institutions than to domestic institutions. Therefore, foreign
institutions have a leverage to enforce accountability and regulations. However, according to
Wakeman-Linn and Wagh (2008) even though there are so many benefits associated with
regional financial integration, there are challenges confronting the long attempts in
implementing the regional financial integration in Africa. The author highlight that African
countries have multiple and overlapping regional memberships which could potentially obstruct
the gains of any regional arrangement. Even though there have been efforts of regional policy
initiatives together with institutions, there have been a number of setbacks on the actual
markets: restricted intra- regional trade, less developed financial and economic infrastructure,
restricted supervisory and regulatory bodies and political differences on other instances. In the
case of the SADC region, it is important to note that financial regional integration has been on
the cards even though less has been achieved. The region was targeting to have achieved a free
trade area in 2008, Customs Union in 2010, Common Market 2015, Monetary Union 2016 and
Single Currency/ Economic Union in 2018. However much of these targets have not been
achieved. The SADC region is infested with problems of inequality, high levels of poverty, low
investment, high deficits and underutilisation of production resources, sluggish development
on capital formation and infrastructure amongst others (Madyo, 2008). The SADC statistical
year book (2015) also shows that the region has high levels of poverty. For example, based on
the national poverty, the available data in 2015 shows that the prevalence of poverty in Tanzania
stood at 28%, Zimbabwe 72%, Zambia 60 %, Swaziland 63% Botswana 57.1% and South
Africa 53%. The SADC region has identified economic growth as a key to poverty alleviation
within the region (Bank, 2014). This can be achieved through financial sector development
(Carbone M., 2003). As indicated earlier, regional financial sector can be another channel
through which financial sector development can be achieved. In light of this, the SADC finance
and investment procedure seeks to ensure the harmonisation of the financial and investment
policies within the region is achieved in order to ensure that they are in line with the objectives
of SADC regional financial integration (Oscar, Malebogo, Cristopher, & Jonah, 2015). Oscar,
Malebogo, Cristopher, and Jonah (2015) further states that regional financial integration will
enhance financial sector development within the region. Nokaneng (2009) also highlight that
regional financial integration brings with it a number of benefits which amongst others includes
greater access to a pool of savings if the region is integrated unlike the case to which the region
is disintegrated. This is also supported by Tomlison (2007) who highlight that a financial
integrated region allows countries to access a more liquid and efficient financial market. This
will drive investment and ultimately promote growth given the relationship between investment
and economic growth in the literature. Thus, the study examine how regional financial
integration may improve financial sector development of the member states in the SADC
region. The article is made up of five sections. Following the introduction and background in
section 1, section two presents the theoretical and empirical literature on financial sector
development and inequality in the SADC region. Section three discusses the methodology
which was utilised in the study and section 4 and 5 presents the empirical findings and
conclusions of the study.
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2. THEORETICAL FRAMEWORK AND REVIEW OF RELEVANT LITERATURE
The literature on financial integration presents two conflicting views. There is literature which
argues that regional financial integration promotes financial development and another strand of
literature which argues that it is the major vehicle through which a financial crisis is spread. Of
the available studies which have established a positive role of financial integration, (Garcia-
Herrero, 2007) state that much of the available theoretical literature asserts that financial
integration on its formation is beneficial as it entails macroeconomic growth and stability.
Proponents of financial integration maintain their view on financial integration even though
there are different views concerning the route through which financial integration affect growth
and stability. Of the available models, (Mishkin, 2007) asserts that financial integration directly
fulfils macroeconomic objectives which is steady growth and stability, on the other hand, the
second group assert that these objectives are fulfilled indirectly. There are four direct benefits
which are entailed on the theory by the first group, namely; increase on domestic investment,
significance of foreign investment which is directly channelled, consumption stability path and
global diversified risk. Through financial integration, a greater pool of funds is mobilised which
will benefit domestic firms resulting in increased domestic investment. Financial integration
helps member states to acquire more capital from international capital markets when there is an
economic crisis and lend to other member states when they are in need, which means that
financial integration results in consumption smoothing (Agenor, 2010). Agenor (2010) also
highlights that financial integration is expected to impact positively on macroeconomic stability
if the volatility of consumption is reduced. Obstfeld (1998) highlight that financial integration
facilitates risk diversification in which investors invest in different portfolios in order to
minimise risk on their investment. In this case investors are able to diversify investment
throughout member states. Obstfeld (1998) further states that a link to international market
might diversify risk, thereby ensuring risk minimalisation and ensuring aggregate economic
stability. This is mostly applicable to emerging countries where economic conditions allow for
limited opportunities for investment diversification. Mishkin (2007) also highlight that there
are three main capable areas from which a country may derive benefits from financial
integration. These areas are development of the financial sector, improvement in the quality of
the institution and macroeconomic stability. Financial integration is seen as enhancing the depth
and the efficiency of the financial sector as a whole. A countries financial sector can also be
further developed through the intervention of external institutions that migrate to the integrating
state for better opportunities on investment (Mishkin, 2007). Financial integration may also
result in a reduction of financial repression, which is explained as a situation whereby a
financial system of a country is neglected in terms of development due to political and economic
factors which make it impossible to efficiently develop the financial system (Mishkin, 2007;
Rajan and Zingales, 2003).The injection of external financial institution into the integrating
country relaxes these politico-economic factors as monopoly, government-owned financial
institutions no longer exist on isolation, resulting to more efficiently, manageable developed
domestic financial sector (Baldwin and Forslid, 2000). Moreover, injection of external financial
institutions into the integrating country is expected to fast track institutional development as
external institutions from those countries with better regulatory measures impose better
practices into the domestic financial sector, and therefore helping to improve regulation
domestically and elevate the strength of the local financial sector (Mishkin, 2007). Foreign
institutions have an interest on putting information asymmetries to minimal which is a threat to
them compared to domestic institutions. Therefore, foreign financial intermediaries have
leverage to enforce applicable adequate measures and supervision (Mishkin, 2007). Of the
available empirical studies in this area, there are three strands of literature which have been
advanced. Firstly, the literature suggests that regional financial integration may generate
benefits on the institutional side of the member states.
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Generally, member states are expected to have good institutional systems if this is to be
successful. This is supported by Garcia-Herrero and Wooldridge (2007). In the same vein,
Bhatia et al (2009) also highlight that it is also a powerful incentive for financial reform in the
member states. Regional financial integration is therefore seen as another powerful incentive to
encourage financial development of the member states. The second group of studies on the role
of regional financial integration on domestic financial development include UNECA and SADC
(2010); Beck et al (2009); Garcia-Herrero and Wooldridge (2007). These studies highlight that
regional financial integration may impact positively on the size and efficiency of the financial
systems of the member states. The UNECA and SADC study highlight that regional financial
integration has the capacity to pool scarce resources. In other words, a financial integrated
region can consolidate thin and shallow financial markets into a larger market in which those
who demand finance have a wider choice. Bhatia et al (2009) also highlight that regional
financial integration may also reduce the costs of transactions and thus increase impact of
financial organisations. Studies on the third set highlight that regional financial integration may
also remove credit constrains. This would ensure that access to financial services is available
to everyone. In addition, an integrated region is able to attract many players in the financial
market. For example, Frey and Volz (2011) argue that creditors mostly prefer to give loans in
an integrated region as it creates better chances of investment diversification amongst a great
pool of debtors. There are studies which indicate that financial integration can be costly to
member states as it can lead to financial crises as any shock from the other member state
transmit to other state within the integration (Levine, 1996; Claessens et al., 2001; Chinn and
Ito, 2006). Calvo and Reinhart (2002) states that financial integration can trigger the occurrence
of financial crisis prompted by unstable environment of global capital movement. The worst-
case scenario which a country can experience is the sudden withdrawal of short-term capital,
which is also known as sudden stops. There are justifications provided supporting the sudden
capital withdrawals, they are: herding behaviour and contagion. Agenor (2010) explains the
contagion situation as a situation where investors lose faith on the economic prospect of that
particular country due to developments elsewhere. (Bikhchandani and Sharma, 2000, p. 279)
explains herding behaviour as a situation where most investors without sufficient information
holding risky portfolios flee the country with their investment at a first sign of trouble and
ploughing them to investment conducive environment. If capital controls are not implemented,
both contagion effects and herding behaviour can result in massive capital outflows from a
financially integrating state bombarded with both the conflicting economic consequences and
social consequences. The empirical studies which supports this view include Levine (1996);
Claessens et al., (2001); Chinn and Ito (2006). These authors highlight that foreign bank entry
tend to change the behaviour of domestic banking systems and the behaviour of the overall
financial market. Regional financial integration imposes the contagion and herding behaviour
which ultimately leads to financial crisis, as domestic markets are now exposed to clients which
they have little information of leading to, increasing the probability of defaults. In addition,
Barajas et al., 2000, Espinoza et al., (2010) state that even though regional financial integration
contribute to financial sector development, it also contributes to the deterioration of loan
quality.

3. DATA AND RESEARCH METHODOLOGY

The data employed in the study include the different measures of financial sector development
which is in line with the Frey and Volz (2011) study. These include Private Credit of
Commercial Banks and NBFI’s, Liquid Liabilities, Net interest Revenue, Costs of all
commercial banks, Overhead Costs of all commercial banks. The data for the different measures
of financial sector development were obtained from various sources which include the World
Bank, International Monetary Fund and the selected countries Reserve banks.
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The Chin and Indo index was obtained from Chinn and Ito (2006). In analysing the extent to
which regional financial integration may promote financial development, the study will follow
the approach by Chinn and Ito (2006) as well as Frey and Volz (2011). The approach specifies
financial sector development as a function of Regional Financial integration amongst other
variables. The model is specified as follows:

FDj— FDjt-4)= oo + a1 RFljt-4) + 02GDPjt-4)+ 03FDjt-4) + 04(CP1j—CPljt-4) )+ €; 1)

Where:

FD is Financial Development

RFI is Regional Financial Development
GDP is Gross Domestic Product

CPI is Consumer Price Index

3.1. Definition of variables and Apriori Expectation

The size of the financial sector is measured by the first two indicators which are PCGDP and
LIQUID. This is calculated by dividing Private Credit of commercial banks and NBFIs with
GDP as well as liquid liabilities with GDP as well. PCGDPj measures the activity of private
financial intermediaries. According to Volz (2008) and Beck et al (2000), it is regarded as the
common indicator of the size of the financial sector. LIQUIDJ is regarded as the broadest
measure of the size of the financial sector. Beck et al (2010) provides that it is inclusive of
currency and the demand, the interest-bearing liabilities of all banks and other financial
intermediaries. These variables were normalised by GDP. As in Frey and Volz (2011), NIMG;j,
CIRj and OVHDj measures the efficiency of the banking sector. NIMGj denotes the net interest
margins and it is equal to the net interest revenues of all banks to their total earning assets.
OVHDj denotes the overhead costs of all banks as a fraction of their total assets. CIRj denotes
the cost-income ratio of banks and it describes the ratio of the overhead costs of all banks to
their gross revenues. High values of these three indicators show a sign of low efficiency of the
banking sector. Regional Financial Integration (RFI) is measured by two variables. Firstly, the
study utilised financial openness to measure financial integration. This is in line with (Chinn &
Ito, 2003) and (Brune & Guisinger, 2006). The study will utilise the Chinn and Ito’s index. The
index measures the extent of openness focusing on cross-border financial transactions. The
index was constructed focusing on four variables which are the presence of multiple exchange
rates, restrictions on capital account transactions, restrictions on current account transactions
and lastly the requirement of the surrender of export proceeds. Secondly, the study utilised a
dummy variable inline with Frey and Volz (2011). Gross Domestic Product (GDP) and
Consumer Price Index (CPI) were utilised as control variables.

3.2. Estimation Techniques

Given the nature of the variables, the study utilised panel data methodology. Panel data refers
to multidimensional data combining cross-sectional and time series dimensions (Hsiao,
2003:3). However prior to estimating the panel data models, panel unit root tests were carried
out to avoid spurious regressions.

3.2.1. The Levin and Lin test (LL)
Originally the LL test was developed by Levin and Lin (1992), it is an extension to the Dickey-
Fuller (DF) test and the model is as follows:

AYit=a+pYir1+Xp_; Ok AYi 1+ dit + O+ vit (2
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The Levin and Lin (1992) model allows for two-way fixed effects, with one effect imposed by
i a and the other effect imposed by t which means that it is inclusive of both unit-specific times
effects together with unit-specific fixed effects (Asteriou and Hall, 2011). Moreover, Asteriou
and Hall (2011) state that unit-specific fixed effects allow for heterogeneity since the lagged i
Y is limited to being homogenous across all units. Hypotheses and null are stated as follows:

Ho;bZO
Ha:p <0

The Levin Lin (1992) model assumes that individual processes are cross-sectional independent,
which simply means that pooled OLS estimator of p follows a standard normal distribution
under the null hypothesis. However, there have been critics on Levin Lin (1992) method with
problems such as it limits p to be not heterogeneity across all i which is unlikely to be the case
in this study considering the difference in the SADC countries.

3.2.2. The Im, Pesaran and Shin (IPS) Test

The IPS test is an extension of the LL test, the IPS accounts for heterogeneity on the coefficient
of the Y11 variable and proposing an approach which depends on the average of the individual
unit root test statistics. Furthermore, Kapingura (2016) state that the IPS method does provide
different specifications of the parametric values, which is the residual variance and the lag
lengths. The model is as follows:

AYit=a+pYirr+ X5 1 O AYi 1+ it + O+ vit 3)
The null and the alternative in this case are formulated as:

Ho: pi= 0 for all i
Ha: b < 0 for at least one i

The null hypothesis in this case assumes that all the series are not stationery process under the
alternative which is a fraction of the series in the panel which is assumed to be stationery. This
is not in line with the LL test that assumes that all series are stationery under the alternative
hypothesis. In addition, Im et al. (2003) established their model under the assumption that T is
the same for all cross-section. Therefore, on overall this test requires a balanced panel for the
formulation of the t-test statistic which is the average of the individual Augmented Dickey-
Fuller (ADF) t-statistic formulated as:

t== Y, tpi @)

The proponents of this model further formulated the IPS statistic for assessing for unit root in
panels given by:

VW (t-1/y 2 B[ST=0])

Var[t]j—zw =0]

tips =

()

3.2.3. The Maddala and Wu test (MW)
The Maddala and Wu (1999) test was developed in 1999 and was aimed at addressing the
shortcomings with the other previous tests.
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Maddala and Wu (1999) agree with the assumption that a heterogeneous alternative is of interest
(Kapingura, 2016). The Maddala and Wu test follows the form:

[M=-2XL,Inn (6)

Where 7t is the probability is the restrict values from regular Dickey-Fuller or the Augmented
Dickey- Fuller unit-root tests for each cross section i. Since -2Inm has a y? distribution with
two degrees of freedom, the IT statistic will follow y? distribution with 2N degrees of freedom
as Ti— oo for finite N. in reviewing the dependence between cross sections, Maddala and Wu
opted in obtaining the i values using boots-trapping as the correlations between groups can
prompt significance size distortions for the test.

3.3. Panel data estimation methods

Panel data models were employed in the study. The Panel data method has a variety of benefits
when compared to other methods, the panel data can increase the sample size and hence give
better estimates (Hsiao, 2003). Moreover, Asteriou and Hall (2011) alludes that the problem of
omitted variables which causes biased estimates on a single regression, that at times occur on
other methods is unlikely to occur on panel data. Furthermore, Wooldridge (2002) states that
panel data controls for cross-section heterogeneity that is not observed. Panel data has got three
estimation approaches, namely: Pooled OLS model, Random Effects Model (REM), and Fixed
Effects Model (FEM).

3.3.1. Pooled Regression OLS model

De Wet and Van Eyden (2005) views the pooled estimation model as a high restrictive of all
the specifications, additionally, they posit pooled estimation model as a model which does not
recognize any cross-section heterogeneity within the SADC region, meaning that it assumes
standard intercept for the whole sample. Baltagi (2008) postulates that pooled OLS model draws
attention on the joint estimation of coefficient using OLS method, which increases the degrees
of freedom and thereby decreasing standard errors of the coefficient. Given an equation with
any three explanatory variables y2, 3 and ys, a pooled model can be as follows:

Vitf1 + Bayeit + Payzit T Pa yait T+ it (7)

Coefficients B1, B2, B3, B4 are assumed to be constant for all individual countries in all time
periods and they do not allow for any possible individual heterogeneity. This feature is what
prompted to the above equation being called a pooled model. Nevertheless, this model is
criticised for it pools all cross-sections and time series data together, which means that it
estimates a common regression, not considering possible country- specific differences.

3.3.2. The Random Effect Model
The random effect model assumes that individual effects are random as the random effect draws
from a larger population. The random effect model can be as follows:

Vit =Bo + it + oi + Hit, Hit- 1o (0, 60?), ai ~ b (0, 642) (8)

Where a; + it is being treated as an error term consisting of two components: an individual-
specific component, it does not change over time together with the remainder component which
is perceived to be uncorrelated over time. Generally, correlation of the error terms over time is
associated with to the individual effect of ai. it is perceived that ai and i are mutually
independent and independent of y;s (for all j and s).
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This implies that the OLS estimator for fo and B in the above equation is not biased and
consistent. Nevertheless, if the cross-section or individual-specific error component is 0, that
means there will be no change between the pooled when compared to random effects models
(Gujarati, 2004). Baltagi (2008) argues that random effects model is more suitable if draws are
made randomly from a large population where N is large.

3.3.3. The Fixed Effect Model

According to Sheytanova (2014), the fixed effect model acknowledges cross-section
unobserved heterogeneity. In addition, Sheytanova (2014) assert that the fixed effect model
deals with the k factor on the following expression:

Yit = oi + Buytic+ Pyt + ... + Prgic + €It 9)

The fixed effect model does not include a constant term. The fixed effect model uses individual
specific component ai which is used to determine a unique intercept for each individual
(Sheytanova, 2014).

Nevertheless, the slopes which are B parameters are all not different to each other (Sheytanova,
2014). De Wet and Van Eyden (2005) adds that the fixed effect model assumes a different
intercept for each country included in the cross section. De Wet and Van Eyden also postulate
that in order to achieve this, the fixed effect model includes a matrix of dummies in its
estimation when dealing with the case of least squares dummy variable method (LSDM)
estimator. Given the case of the within estimator, the cross-section effects are erased, essentially
estimating the very same coefficients but running the regression through the origin De Wet and
Van Eyden, 2005).

3.3.4. Hausman test

The Hausman test was conducted to choose the appropriate technique. Generally, the Hausman
test statistic is as follows:

H=(B I-B II) Var B 1 —Var B Il -1(B I-B II) (10)
4. PRESENTATION OF EMPIRICAL RESULTS

The study utilised data from 15 SADC countries for a period of 20 years. Table 1 presents the
descriptive statistics for all the variables used in the study.

Table following on the next page
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Table 1: Descriptive Statistics

LBANK BANK_LIQ BANK_OVER | BANKCOSTTOI | BANKS_PRIVA | FIN_OPE GDP_PER_ INFLA RFI

COSTTO UID_LIABI HEAD_COST NCOME TE_CREDIT_T NN CAPITA TION

INCOM LITIES S O_

E

Mean 4.080 32.422 6.476 61.068 28.83 -1.031 2619.277 52.42 0.836
Median 4.071 26.296 4.760 58.620 18.889 -1.202 1850.793 11.53 1.000
Maximum 4.480 74.310 18.900 88.260 77.842 2.359 7976.466 513.90 1.000
Minimum 3.617 3.614 1.410 37.240 0.449 -1.910 153.6996 1.385 0.000
Std. Dev. 0.255 16.681 4.249 15.180 26.693 1.060 2363.019 105.8 0.373
Skewness -0.206 0.560 1.057 0.162 0.680 2.642 0.646731 2.805 -1.822
Kurtosis 2.054 2.915 3.251 1.949 1.870 8.989 2.189378 10.55 4.320
Jarque-Bera 2.171 2.576 9.265 2.468 6.389 130.2 4.757390 180.88 30.67
Probability 0.337 0.275 0.419 0.291 0.140 0.584 0.092671 0.000 0.458
Sum 199.9 1588.7 317.34 2992.3 1412.8 -50.52 128344.6 2568.6 41.00
Sum Sq. Dev. 3.138 13356.8 866.81 11061.3 34203.0 53.962 2.68E+08 53782 6.693
Observations 49 49 49 49 49 49 49 49 49

The maximum ratio for bank cost to income is 4.480, with a minimum value of 3.617, a mean
value of 4.080 and a standard deviation of 0.255, meaning that there no much difference in the
bank cost to income in the SADC region. Bank liquid liabilities has maximum value of 74.310,
a minimum of 3.614, a mean of 32.422 and a standard deviation of 16.681, which translate to a
low coefficient in variation in liquid liabilities across the region. Bank overhead costs has a
maximum of 18.900, a minimum of 1.410, a mean of 6.476 and a standard deviation of 4.249,
which means there no much difference on the banking overhead cost in the region. The bank
cost to income has a maximum of 88.260, a minimum of 37.240, a mean of 61.068 and standard
deviation of 15.180, which translates to little variability in bank cost to income in the region.
Banks private credit to GDP has a maximum of 77.842, a minimum of 0.449, a mean of 28.83
and standard deviation of 26.693, meaning that there is a not much difference on the role played
by banks private credit to GDP in the region. Financial Openness (Chinn and Ito) recorded a
maximum of 2.359 form a minimum of -1.910, a mean of -1.031 and a standard deviation of
1.060, meaning that there is greater degree of financial openness within the SADC region. GDP
per capita recorded a maximum of 7 976.466 from a low of 153.6996, a mean of 2 619.277 and
standard deviation of 2 363.019, translating that there is higher degree in the difference of living
standards across the region. Inflation has maximum value of 513.90, a minimum of 1.385, a
mean of 52.42 and a standard deviation of 105.8, translating that there is high variation in
inflation rate across the region.

4.1. Panel Unit Root tests
Panel unit root tests were carried out. The results are reported in Table 2.

Table following on the next page
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Table 2: Panel Unit Root tests

Levin, Lin & Chu P. P Fisher Chi-square
VARIABLES CONSTANT | CONSTANT NON CONSTANT | CONSTANT NON
AND TREND AND TREND
Banks Private -2.11250* -2.78806*** -3.5684*** -4,94281** -6.42584*
credit to GDP
2.201%*
Bank Liquid -2.95132** -1.81847** -4.33725** 16.5546 15.2196 8.77910%
liabilities
Bank Interest -14.0488 -18.7759 -3.07457** 126.003 98.0692 44.2146
Margin
Bank Cost to -4.9840** 1.14487** -2.66407** | 48.5521 55.8691 7.61445%
Income ratio %
Bank Overhead -2.38265** -3.66290** -1.84247** -3.47521** -9.58089* 57.1360
costs
RFI1 (FinOp) -5.19223* -3.63457** -3.46924** 58.9352 38.3511 21.6097
GDP per capita -3.87815** -3.39002** -4.79466** | 77.7275 23.2691 4.23952**
Inflation -4.28807** -6.70095* -4.25661** | 383.540 113.327 120.166

Notes: *** Significant at 1%; ** Significant at 5%; * Significant at 10%

Table 2 above presents the panel unit root results, both Levin, Lin and Chu and PP Fisher Chi-
square tests that were carried out revealed that variables are stationery at different levels of
stationarity, translating that all variables are integrated of order 0. Furthermore, if the variables
are found not to be stationery at level series, they will have to be analysed for unit root test. In
the study case, the variables are of order 0, prompted by trend. The study adopted Levin, Lin
and Chu together with PP Fisher as the panel data was not perfectly balanced and these tests do
not really require a balanced panel. Lastly, PP Fisher tests fit in all the unit root tests.

4.2. Hausaman Test Results
The Hausman test was conducted so as to choose the appropriate model to be used in the study.
The results are presented on table 3.

Table 3: Hausman Test Results

Test Chi-Squared | Prob Decision

test value
Random vs Fixed 28.79*** 0.0000 Reject HO: This implies the FEM is a better model to
effects allow for Country heterogeneity

Null: There is no
heterogeneity

Notes: *** Significant at 1%; ** Significant at 5%; * Significant at 10%

The model shows a Chi-squared test statistic of 28.7901 with a probability, which is significant
at 1%. These results suggest that the null hypothesis of no heterogeneity can be rejected. These
results suggest that the fixed effects model is a better model. The results of the fixed effects
model are thus discussed in detail. The fixed effect model recognises cross-section
heterogeneity. In other words, this model assumes a different intercept for each country
included in the study. Table 4 and 5 depict results for fixed effect model for both the Chinn and
Ito and the dummy variable regression. The regional financial integration RFI (Fin Op) shows
a positive coefficient for both models. The other controlling variables are also significant which
means that they are important in assessing RFI and financial development in SADC region.
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Table 4: Explanatory Variable Chinn and Ito financial openness regression
(Fixed effects Model)

Dependent variable

Banks Private credit to Bank Liquid | Bank Interest | Bank Cost to Bank Overhead

GDP liabilities Margin Income ratio % | costs
No of Obs 253 54 234 247 239
R-Squared 0.915790 0.776875 0.463839 0.424637 0.381482
Adjusted R- 0.910081 0.748390 0.424306 0.384611 0.336904
Squared

Model 1 Model 2 Model 3 Model 4 Model 5
RFI (FinOp) 0.476802 6.309707 0.317707 7.502936 0.097251

(0.873284) (6.738228) (0.540866) (2.143626) (0.770732)
GDP per capita 0.003773** 0.000678*** | - 0.001930** -0.000223***

0.000221***

(0.000332) (0.001103) (0.000180) (0.000835) (0.000261)
Inflation -0.000581*** -0.004796** | 0.015088* -0.005986** 0.010713*

(0.001695) (0.002064) (0.003901) (0.003652) (0.003624)

Notes: *** Significant at 1%; ** Significant at 5%; * Significant at 10%

Table 4 present the empirical evidence for the fixed effects under the Chin and Ito financial
openness regression. The results show a positive coefficient of RFI across all the explanatory
variables. These results again are in line with Aziakpono (2007) and Tembo (2018) who
suggested that capital openness encourages financial development. Other controlling variables
in a regression are significant and their coefficient are in line with the apriori expectations (Frey
and Volz, 2011). The findings are in line with the results of Frey and Volz (2011). The RFI
coefficient of the measure on the activities of private financial intermediaries (PCGDP) is
0.476802 which indicates that the effect of RFI on PCGDP]j could increase by more than 48%
if regional financial integration could come to effect. Frey and Volz (2011) highlight that
PCGDP which is financial deepening increases the availability of funds for firms, therefore
positive coefficient is accepted. The effect of RFI on bank liquid liabilities (LIQUIDj) is
6.309707 which is positive and in line with the apriori expectations. This is in line with Frey
and Volz (2011) and Kose et al (2006) who postulated that liquid liabilities are debt obligations
which a firm has to pay within the base year and vary with each country depending on the
institutional quality. A positive coefficient indicates that with the effect of RFI, the rate at which
firms could be able to pay their liquid liabilities on time could increase by more than 6%. The
empirical results also suggest that with RFI on LIQUIDj on average the financial sector could
improve as LIQUID measures the size of the depth of the financial sector. The positive
coefficient of 0.932598 of bank net interest margin (NIMGj) indicates a positive effect of RFI
to NIMG;j as this indicates a positive spread resulting from RFI. The positive effect on NIMGj
is accepted as this result shows a possible improvement of 0.9% on the efficiency on the
banking sector if the region implements RFI. The coefficient of RFI on bank cost to income
ratio (CIRj) is 7.502936, the positive coefficient shows that income ratio surpasses the bank
costs, moreover, the positive coefficient shows that if RFI could come into effect in the region,
the income ratio could surpass the bank cost by more than 7%, that also shows that the
efficiency in the banking sector could be strengthened and this promotes RFI and financial
sector development in the SADC region. The coefficient of RFI on bank overhead cost
(OVHD;J) is 0.097251. The coefficient of RFI is positive but low. This indicates that the bank
overhead costs could be minimal at less than 1% if the region decides on RFI and financial
sector development. Low overhead costs also contribute to the sign of improved efficiency in
the banking sector. Other controlling variables are statistically significant and are in
correspondence with the apriori expectations, GDP per capita is expected to increase if financial
sector development increases and inflation is expected to decrease. A second model with a
dummy variable was estimated and the results are presented in table 5.
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Table 5: Explanatory Variable Dummy Variable regression (Fixed Effects)

Dependent variable
Banks Private credit to Bank Liquid | Bank Bank Cost to Bank Overhead
GDP liabilities Interest Income ratio costs
Margin %

No of Obs 254 54 235 248 240
R-Squared 0.917970 0.775239 0.468995 0.396143 0.384256
Adjusted R- 0.912432 0.746546 0.430022 0.354318 0.340078
Squared

Model 1 Model 2 Model 3 Model 4 Model 5
RFI (FinOp) 2.822575 2.480662 0.932598 1.711803 0.803638

(1.156187) (3.412455) (0.574610) (2.597351) (0.801134)
GDP per capita 0.003065** 0.000613*** | 1.01E-06 0.001803** -2.95E-05

(0.000422) (0.001188) (0.000223) (0.001065) 0.000325
Inflation -0.000455*** -0.004665** | 0.013749* -0.005557** 0.010559*

(0.001669) (0.002060) (0.003982) (0.003740) (0.003588)

Notes: *** Significant at 1%; ** Significant at 5%; * Significant at 10%

Table 5 present the empirical results on the fixed effect dummy, the results show that RFI has
a positive coefficient across all the explanatory variables which is a positive indication of RFI
effect on the financial sector development. The results are in line with the previous findings as
well as Aziakpono (2007), who articulated that RFI impacts positively more on the countries
with developed financial systems. Furthermore, the results are in line with the apriori
expectations alluded on in the study and the other controlling variables are significant even
though the they are significant at different levels, which is a good indication that they are a
good measure of RFI and financial sector development in SADC.

5. SUMMARY AND CONCLUSION OF THE STUDY

The purpose of the study was to examine the effect of regional financial integration on financial
sector developed in the SADC region from the period 1996 to 2015. The SADC region is
bedevilled with serious problems which include high inequality, poverty, high deficit and low
savings rate that the region is infested. The study thus was carried out to establish if regional
financial integration can be another avenue through which the financial systems of member
states can develop. Thus, the hypotheses which the study attempted to answer is: Regional
financial integration does not have an impact on financial sector development in the SADC
region. The study utilised different measures of financial sector development. At the same time
two measures of regional financial integration were utilised. Panel data was utilised to analyse
the relationship between the variables. The empirical results revealed that in all the regressions
regional financial integration contributes positively to financial sector development of the
member states. The empirical results thus suggest that promoting regional financial integration
is another avenue through which member states can develop their financial system. This arises
in different ways as indicated earlier. Firstly, through improving efficiency in lending and
enhance better opportunities for risk diversification given that the financial sector becomes
broad. Secondly, it has the capacity to modify regulatory and supervisory bodies, accelerate
competition and innovation within the region, and enhance efficient allocation of scarce
resources. Thirdly, regional financial integration has a capacity to create a conducive
environment for savings and infrastructure development given that one is not only limited to
one country. The empirical results suggest that the region should pursue policies which are
aimed at integrating the region. Firstly, there is need to promote regional financial integration
and financial sector development in the SADC region with threshold conditions, therefore, the
important factor for policy formulation both national and international is to formulate their
policies in line with the agenda of the region as whole. Member states should adopt policies
that improve the quality of financial institutions in order to attract investment. Strengthened
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institutional quality enables smooth implementation of regional financial integration and
ensures domestic gains. Also of importance is positive effect of income ratio on bank cost which
promotes the efficient allocation of resources through capital flows within the region. The
region should formulate policies which seek to address the potential costs associated with
implementation of the regional financial integration and financial sector development in the
region. Moreover, the policy makers should design policies which promote macroeconomic
discipline in their respective domestic economies, encourage information sharing amongst
member countries so as to curb information asymmetries, ensure clear and strengthened
banking regulatory framework for enhanced supervision and banking efficiency. Lastly, the
study suggest that policy formulators should formulate policies that encourages minimalization
of risk and maximize long run benefits of regional financial integration and promote
macroeconomic discipline so as to encourage the development of institutional quality.
Furthermore, policy makers should design policies which provide better access to financing
conditions for small and medium enterprises for realised benefits on the overall economy.
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ABSTRACT
The small and medium-sized enterprises in the world, are recognized as the largest generators
of employment, boosting the economy of the countries, these companies are mostly made up of
families. Therefore, this research seeks to identify good corporate governance practices in the
governance structure of family businesses in the Duitama coachbuilding sector, specifically in
the family dimension and its impact on sustainability. The study has a qualitative approach,
with descriptive research and non-experimental field design, using the in-depth interview as a
data collection technique. The results obtained show that most of the companies are in the first
generation and have not considered the application in a formal way of good corporate
governance practices for family businesses, however it is observed that there is presence of
them intuitively, since there was a low level of family conflicts, responding to the socio-
emotional wealth and the participative management that they apply, which leads to their long-
term sustainability.
Keywords: Corporate governance, Family business, Small and medium, businesses, Agency
theory, family conflicts

1. INTRODUCTION

On account of, family businesses, unlike non-family businesses, generate greater complexity in
their management due to the fact that family members control the property and at the same time
direct the company, they can also have family members in the company that are not owners,
which creates a superposition of roles between family, property, and management. On the other
hand, if in these relationships there is rivalry among its members, high internal competition
would be caused, which would lead to decisions of the company that were influenced by family
considerations or that family decision were made based on the needs of the company. (Tagiuri
y Davis, 1996). Conscious of this situation, countries have developed tools to mitigate these
conflicts, such as good corporate governance practices that are contemplated in the codes of
good governance of each country. Corporate governance refers to the structures and processes
that direct and control companies. It deals with the relationships between senior management,
the board of directors, controlling shareholders, minority shareholders and other interested
parties, based on the clear definition of the roles, duties, rights, and expectations of each one of
the organs of the company. (IFC, World Bank, 2011 taken from Quejada y Avila, 2016: 151).
Equally, Casado, Olcese, Nueno y otros, 2005: 11 say that: “It is a system formed by the
relationships between shareholders, management bodies and executive management and the
processes through which these three figures control and direct the organization”. What is sought
in addition to the application of rules and regulations, is to create a culture of management that
results in the growth and sustainability of all types of companies, private, family and state-
owned, therefore, these practices are important as they provide a solution to the possible
conflicts that characterize family businesses.
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2. LITERATURE REVIEW

The origin of good governance practices were the financial crises that occurred in the world,
which is why they were designed mainly for companies listed on the stock exchanges, however,
due to the great importance of closed societies and specifically MSMEs (small and medium
enterprises) for the economic development of the countries, the CAF in 2006 publishes the
"Manual of corporate governance for closed capital companies™ and then in Colombia the
Superintendence of companies promoted the implementation of these practices in these
companies. As of 2006 and 2007, the Financial Superintendence of Colombia and the
Superintendence of Companies carried out a corporate governance oversight to the companies,
from which important information was obtained on the status of the Corporate Governance of
the companies closed in Colombia. Later in 2008, the Superintendency of Companies carried
out in the "National Survey of Corporate Governance and Corporate Social Responsibility" to
diagnose the status of Corporate Governance of closed companies in Colombia, which was
voluntarily developed by 7.414 closed companies. In the same sense, the Chamber of
Commerce of Bogotd, the Colombian Confederation of Chambers of Commerce and the
Superintendence of Companies, aware of the importance of the use of good governance
practices among closed societies, used this information and created the "Colombian Guide of
Corporate Governance for Closed and Family Companies *'. This Colombian guide of Corporate
Governance for Closed and Family Companies, consists of 36 measures that were discussed
together with a group of experts from three approaches: Measures Based on Business Reality,
responding to problems of Colombian societies Measures to Strengthen the Sustainability of
the Company, and finally, Measures to Increase Competitiveness mainly strengthen the
conditions to access financing. Likewise, in the study conducted by the Superintendence of
Companies. "Causes of Compulsory Liquidation of Companies in Colombia. Strategies to
prevent the crisis ", Bogota 2004, p.52 and 53, it was found that there is a close relationship
between the problems of governance and the sustainability of companies.

2.1. Family Model

According to Tagiuri R., & Davis J. 1.996 consider three types of family businesses, first when
the company is controlled by its owners, second, when the company is administered by at least
two members of the family and finally when management there are employees who are not
relatives. From these points, some overlays generate specific characteristics in family
businesses and that at a certain moment can represent an advantage or disadvantage for the
management and growth of the family business. The different roles are described below.

Figure 1: Overlap of Family, Property and Management
Owners A
N\

Managers &
Employees

Family
Members O

(Tagiuri R., & Davis J. 1.996)
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Observing Figure 1. The following roles can be deduced:

e Family members who are not owners of the company and who do not work in the company,
owners of the company who are not relatives and who do not work in the company,
administrators of the company who are not members of the family and neither owners,
business owners who are family members, managers who are owners, managers who are
family members, owners who are family members and administrators. Therefore, it can be
observed that these overlays can generate synergies, values, and culture in the family
business, as well as being a source of conflicts where each role is not clearly defined, and
its responsibility.

e Superposition of Roles: "as relatives, as the owner, and as managers. As members of the
family, they are mainly concerned with the welfare and unity of the family; as owners, they
are interested in the return on investment and the viability of the company; as managers,
they work on the firm's operative effectiveness ". P.3.These three purposes can be
simultaneous generating synergies or conflicts for the organization.Among the
simultaneous obligations of family members as owners, managers, and relatives, can help
to create a bond of trust and loyalty that will benefit the decisions made in the company.

e When one or more relatives have simultaneous roles, for example, the owner is the
administrator, the decision making is centralized and more effective since in his hands he
has all the power, knows the business and is interested in family welfare, being this an
advantage (Compatible goals). On the other hand, from the point of view of the
disadvantages that can cause the simultaneity of these roles are the opposite objectives of
the family and the company, since, on the side of the family, the family unit is sought, and
on the side of the business, there is a certain rivalry or intellectual competition.

e Another characteristic is the sense of identity that develops among the members of the
family that influences their behavior, both within the company and outside it, such as, for
example, the reputation of the family surname, that is, the identification that others make of
the family. On the other hand, this behavior creates family standards of treatment towards
customers, employees, which leads to the development of loyalty among family members.
However, it may lead to conflicts with members who do not meet these standards and may
feel that they are being deprived of their freedom.

2.2. Family business

According to Official Letter 220-16368 of March 21, 1997 of the Superintendency of
Companies, “for a company to have a family character, there must be a relationship of
consanguinity between the two or more members until the second grade (father, mother or
children and siblings) or single civilian (adoptive father or mother or adopted son), or be united
to each other matrimonially, as long as the partners so related, exercise, over society an
economic, financial or administrative control ”p.2.This means that it is only possible to call the
family society between: Parents and their children, Grandparents with their children and
grandchildren (second degree of consanguinity), Parents and adopted children, Married couple.

2.3. Theory of the agency

It is defined: "agency relations as a contract under which one or more people (principal) hire
another person (agent), to perform some services in their favor, in which the delegation of
authority for decision-making is involved”. On the other hand, it is assumed that the relations
of the two parties seek the maximization of the utility of the company, but there are reasons to
believe that this is not the case, that is, the agent does not always make decisions thinking about
the benefit of the principal but their benefit. However, the principal may decrease these
divergent interests by establishing appropriate incentives for the agent and incurring monitoring
costs. (Jensen and Meckling, 1976: p.6).
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3. RESEARCH METHODOLOGY

The objective of this research is to identify good corporate governance practices in the
governance structure of family businesses in the Duitama coachbuilding sector, specifically in
the family dimension and its impact on sustainability.

3.1. Research Model and Hypothesis

Taylor and Bogdan [1990], propose three levels of analysis: discovery, codification, and
relativization. In the discovery stage, all the information collected is reviewed and ordered to
define the related topics. It begins by studying each transcription in detail, comparing it with
the notes, comments, and anecdotes that have been written during all the meetings so that
concepts and interpretations are formed. Subsequently, the coding is carried out by collecting
categories of analysis and then, they are compared among themselves, grouping them into
themes and looking for possible linkages Herndndez y colaborers [2003]. Finally, during the
relativization stage of the data, the information will be interpreted within the context in which
they were obtained, specifying the direct and indirect data, describing the contexts, events,
transcendental situations, tables were used, and matrices to find patterns and categories, then
the information triangulation is carried out with the theoretical framework and related theories
(Robles, 2011).

3.2. Explanation of Scales

It begins with a theoretical review which allowed us to define a perspective based on the theory
of the agency and define the dimensions of corporate governance to be characterized. Then, the
interview was designed taking the Colombian guide of Corporate Governance for Closed and
Family Companies, due to its considerable theoretical support since it was made taking into
account the business reality, the strengthening of the sustainability of the company and the
increase of the competitiveness. For this research, the guide specifically considered the structure
of government or family bodies regarding the family dimension whose subdimensions are:
Family Assembly, Family Council and Family Protocol. The interview consists of 10 questions.
For the selection of the population, the Chamber of Commerce of Duitama was asked for the
database of companies belonging to the ISIC code 2920 "Manufacture of bodies for motor
vehicles, manufacture of trailers and semi-trailers”, which was composed of 47 companies, and
the information was purged excluding those companies that had code CIUU 4520 maintenance
and repair of automotive vehicles, 3312 maintenance and specialized repair of machinery and
equipment, 4659 wholesale trade of other types of machinery and equipment ncp, 3311
specialized maintenance and repair of products made of metal, 2819 manufacture of other types
of general purpose machinery and equipment ncp, 4511 trade of new automotive vehicles,
leaving 30 companies, then some duplicate records and companies that were in liquidation,
obtaining a total of 13 companies of which it was possible to have access to 10 companies in
the sector. Then a pilot test was carried out, from which some adjustments were made. The field
work was carried out in February to May 2018, the interviews were conducted with the owners
of the companies, with recordings and then transcribed.

3.3. Data Analysis
3.3.1. Characterization of companies

Table following on the next page
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Table 1: Characterization of companies

COMPAN MANAGE | GENERATIO | FOUNDATIO | No. FAMILY
Y SIZE OWNERS R N N DATE Years | WORKERS
A Small Founder Founder first 1993 25 Wife
B Micro Founder Founder first 1996 22 Brother
Mother and

C Micro four son Son Second 1980 38 Doughter

D Small Founder Founder first 1998 20 no
Mother and

E Small WO S0n Son Second 2010 8 no
Mother and

F Small five son Founders first 2006 12 3 brothers
Mother and

G Small son Founders first 2007 11 Owner’s wife

H Micro 4 brothers Brother Second 1998 20 4 Brothers

6,betweenson,
| Small husbands Father first 1992 26 uncle and
nephews

Source: Own elaboration based on the interviews applied

3.3.2. Family Assembly

Company A

He says that his wife apart from working with him in the commercial area is an
unconditional support when he has a problem she supports him and encourages him to go
ahead and find solutions. I meet with my parents to give me advice about what is happening
mainly to my dad.

Family council

The relations with the wife at work are clearly defined, she is in charge of the commercial
part in which she is a professional, between the two they carry out the sales plan. The
problems that arise between the family working in the company (the wife) if they are
personal solve between them has nothing to do with the company and if they are working
problems themselves solve, he is clear that the family is very apart from the labor aspect,
therefore, there are not many conflicts within the company, there is an environment of
dialogue and harmony between the couple who owns it. At a certain point the brother-in-
law was hired as manager and the owner managed the commercial area, thinking that he
was a more suitable person for the position, nevertheless the decisions that were made were
not the most efficient for the business direction, so decided to withdraw it. Generating a
conflict of interest between the principal and the agent. This was overcome due to the
owner's high control over the manager since he was filling the company with bankruptcy.
Family protocol

Because it is the first generation there is no succession plan and the founder is young.
Regarding the connection of people in the family to the company, it is observed that if
professional training requirements are required for the position to be performed. However,
this does not guarantee the suitability of the brother-in-law. The company was purchased
from a married couple due to financial crises 8 years ago.

Company B

This company is not totally familiar because the owner is just one of the brothers and he
gives his brother a job but he does not have property in the company. However, when it was
founded, it was carried out with the brother-in-law, but then he bought the part.
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e Family Assembly
You can see a relationship of harmony and respect between the two brothers since the owner
says that so far no major conflicts have arisen.

e Family Counsil
The owner sometimes asks his brother about the decisions that are to be made. In addition
to the brother has the position of superior operator who autonomy in his position, likewise
he has his employment contract as any employee of the company. There is a great
communication and trust between the brothers, since when the legal representative is absent
his brother is the one who takes the direction of the organization and in turn makes the
decisions.

e Family protocol
There are no succession plans, "so far have not been made,” to withdraw the legal
representative: "would look for a buyer, or soon my brother would follow"; who has the
knowledge of the operation of the industry. There are no personnel selection procedures. It
is highlighted that this is a micro-enterprise of 6 employees. There are no sons. Do not think
about the long terms, it's time to think about a succession plan.

4. CONCLUSION

As can be concluded in the group of companies studied, there is a decrease in agency problems,
because the ownership of the companies is concentrated in one or two people and they are the
ones who direct and control the company. Likewise, the time taken by the owners running the
company is long, another factor that favors the reduction of agency problems. Therefore, it is
consistent with the proposal of Jensen and Meckling (1976); Fama and Jensen (1983a and
1983b) who proposed this solution to mitigate agency conflicts between shareholders and
managers. Besides, this characteristic is typical of small companies such as those studied, where
the founder is who runs his company. However, in two cases, in which the owners of the
company yielded the administration of the company to political relatives (wife and brother-in-
law) if there were agency conflicts leading companies to bankruptcy doors, so it was necessary
that the owner would take the administration again. Based on the results, it can be observed that
among the members of the family, as administrators, relatives, and owners, there is an
environment of harmony where the values of honesty, equality, respect, honesty, and trust have
been inculcated. , participates in the family decisions of the members who hold positions in the
company and is kept informed about the situation of the company to the members who do not
work in the company. As we can see, these companies are generating an advantage for being a
family business as exposed by Tagiuri R., & Davis J. 1.996. Since the family governance bodies
are not formalized, these norms are not explicit, however, as could be evidenced by norms
regarding the relationship of non-business relatives with the company and norms between the
family that owns both professionalization and relationship contractual, however with respect to
political relatives no rule is observed and is where the conflicts have been greater and have
affected the management of the company. No company has a formalized succession plan, this
maybe because five of them are managed by its founder and those are less than 20 years old, so
the founders are young. However there are three companies in which the son or brother have
been working for several years in the company for what is thought to be future successors.
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ABSTRACT

The pursuit of competitiveness has become a major and permanent concern for both developed
and developing countries in a highly competitive and constantly changing context. Morocco is
engaged in a process of improvement and development of the business environment and the
gradual liberalization of its foreign trade with a view to its integration into the world economy,
through the signing of several free trade agreements and considerable efforts for the promotion
of foreign trade (adoption of the Commercial Code, improvement of the business environment,
adoption of Morocco Export Plans, Morocco Emergence Plan ...). In this article, we will focus
on exploring recent developments in the Moroccan economy as well as the role of the banking
system in encouraging investment.As a result, we will return to the major benchmarks of
economic reforms taken by Morocco.Subsequently, we will treat the Moroccan context by
analyzing the possible relationships that may exist between some macroeconomic indicators,
as well as the evolution of investments and the structure of bank loans in Morocco.

Keywords: Development, reforms, business environment, Morocco, banking system, the new
economic reforms, economic context, the evolution of investments, the structure of bank loans
in Morocco

1. INTRODUCTION

Economists have been interested in the role played by banks in the industry (Smith! and
Schumpeter?).Banks exert an influence on the industry from its supervisory role, overseeing the
management of the sector and its role in financing projects to control the effects and
consequences of the industrial environment on investment policy. In the so-called perfect
situation where information is available, companies can invest and borrow optimally since
liquidity will have no effect on investment decisions.The article by Franco Modigliani and
Merton Miller, published in 19582, which is considered as the founder of modern finance, has
shown that the financial structure becomes useless for real investment decisions whatever the
means of financing is by debt or by own funds.In other words, the value of the economic asset
would be independent of the financial structure of the company, because the risk attached to
this asset remains the same, regardless of the financial structure of the company*.But, in an
asymmetric information context, this proposition is no longer true. However, the economic
crises from the 1970s to the present have raised the instability and rigidity of the structure and
economic activity of the world. With regard to this situation, the whole world has been
interested in initiating the reflection on new orientations, new restructurings, at the same time,
the relocation of economic activity to new countries, be it developing or emerging in order to

IDiatkine S., les fondements de la théorie bancaire :bancaire : des textes classiques aux débats contemporains, « Chapitre 1 :
A. Smith : risque de crédit, monnaie et capital », Paris, Editions Dunod, 2002, p. 13-36

2Idem

3Modigliani F. & Miller M., « The coast of capital, corporation finance and the theory of investment », American Economic
Review, volume 48, issue3, June 1958

4Boschi N., Le guide pratique du LBO : racheter une entreprise grace a I'effet de levier, Editions Eyrolles, 2009, p. 145
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benefit from the taste of the workforce and the evolution and use of the new technology.
Economic globalization is pushing the economies of the world to be interdependent. This
interdependence is accompanied by an increasingly pronounced opening of economies.
Similarly, the interdependence of economies at the international level increases economic risks.
Nevertheless, the opening up of an economy at the international level is essential since it can
be a source of growth and development.® As a result, economic shocks since the 2007 financial
crisis have made it difficult to manage economic conditions in some developing countries. It
should be noted that a new world economic order is emerging and the countries of the South
are playing an increasingly important role. As pointed out by Chaponniére and Lautier: “In the
medium and long term, the likely maintenance of a growth gap between the North and the South
heralds the continuing shift in global trade. If current trends are prolonged, South-South trade
could account for half of world trade in 2020. For the economies of the South, this global
rebalancing causes, [...] a gradual distancing of the economies of the North and a strengthening
of South-South trade interdependencies, sources of new tensions.”® Morocco's economy has
performed well in recent years as a result of Morocco's desire to enhance economic
attractiveness through the implementation of economic reforms, social and institutionalwhich
have provided a picture of change, modernization, improved and encouraged economic
competitiveness, and supported economic growth and rapidly changing socio-economic
context.” Morocco has launched a number of institutional, economic and financial structural
reforms designed to strengthen human rights and democracy, and consolidate Morocco's global
integration and promote its investment attractiveness, and economic activity.

2. REFORMS OF THE MOROCCAN SOCIAL AND ECONOMIC ENVIRONMENT

The brutality and scale of economic crisis certainly has influenced the strategies put in place by
governments around the world. The loss of confidence of the economic actors and the climate
of uncertainty which dominates the world situation forced the States to revise and to rehabilitate
their strategies in order to exit the crisis and to revive themselves economically and
socially.Thus, "Morocco has implemented an economic development strategy; we can conclude
at this stage that its effects on growth are not really visible ... Logically, it seems that the analysis
of the data of the Moroccan historical growth shows that the improvement (all relative and
double, relative because compared with the worst period of Moroccan growth, that in the 90s;
Moroccan performance is below that of almost all its neighbors ...) Moroccan growth since
1999 is much more likely to be due to favorable external circumstances (external situation, pure
chance, other effects ...) than any other economic development strategy. For example, the
rainfall explanation cannot be ruled out ... especially when one analyzes ... the rain alone seems
to be an explanation much more statistically likely to explain the economic upturn of the early
2000s.”® At the social level, Morocco has put an initiative to reduce poverty and social
exclusion and precariousness that is part of the National Initiative for Human Development
(NIHD). The aim of this initiative is to fight against rural poverty and social exclusion in urban
areas as well as territorial upgrading and improvement of living conditions for the populations
in the disadvantaged areas with the participation of the associations, co-operatives on the one

SKrugman P. R., La mondialisation n 'est pas coupable : vertus et limites du libre-échange, Paris, La Découverte, 2000
6Chaponniére J.-R. et Lautier M., « La montée des échanges Sud-Sud dans le commerce mondial », in CEPII, L économie
mondiale 2013, Paris, La Découverte, 2012, p. 101.

"The stable outlook associated with the rating of Standard & Poor's Agency, which confirmed its rating of Morocco in its new
semi-annual assessment published on October 7, 2018 "BBB-" long-term Morocco. This half-yearly valuation note shows a
stable outlook for Morocco, influenced by the country's political and economic stability, growth prospects and moderate debt.
Morocco thus becomes the 15 th country that acceded to Investment Grade, a decision already taken by Fitch Ratings in 2007
and confirmed in October 2009

8Abdelmoumni F., Akesbi N., Balafrej O., Bouabid A., Bouabid A., Charafi Y., Elhariry K., EI Mesbahi K., Guedira N., Rachidi
D., Rharbaoui O. et Tazi K., « Le Maroc a-t-il une stratégie de développement économique ? Quelques éléments de réflexion
pour un véritable décollage économique et social », Fondation AbderrahimBouabid, June 2010
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hand and the State on the other. It should be noted that Morocco's strategy for the development
of the agricultural sector is now considered as one of the main engines of growth of the national
economy. In this sense, Morocco has adopted the Green Morocco Plan (GMP), which aims at
the accelerated development of a modern and competitive agriculture through the realization of
large projects that allow creating added value and based on the investments or in the agri-food
industry, with the aim of integrating Moroccan agriculture into the international market. This
Green Morocco Plan also aims to increase the production and living standards of disadvantaged
regions with state intervention in these areas to protect natural resources. Morocco has also
opted for territorialized development policies in all regions of the country through the launch
of major projects, airports, highways, ports, railways, high-speed railways, tramway,
communication infrastructure, and construction of free zones, construction offshore areas, with
the aim of making up for lost time by taking the rail of globalization. To do this, the regions of
Morocco are trying to specialize and this policy is part of a Keynesian stimulus® approach
orientated according to their regional capacities to offer real investment opportunities for the
purpose of the integration of Morocco in the global economy. Morocco has put a vision of
development of the sector in a strategy of human and economic development of the country.
This strategy aims to make information technologies accessible to the needs of public
administrations and other economic sectors in order to help them develop and create added
value. In essence, tourism has always been a strategic sector for the socio-economic
development of Morocco. Since then, the sector has experienced many development programs
either in urban or rural areas. In this sense, Morocco launched the Azur Plan, with the support
of public-private partnerships, with a target of 10 million tourists set in 2010. By taking a new
tourism strategy to strengthen the positioning of the sector which aims to increase the hotel
capacity and accommodation to reach a 70% occupancy rate with increased promotion and
improvement of the price/quality ratio (lower package cost via the liberalization of air transport)
and reinforce the training and employment. On the other hand, the development of the industrial
sector is included in the National Plan for Industrial Emergence, whose main objectives are the
creation of wealth and jobs. The State, with the aim of strengthening the industrial sector, has
focused competitive and innovative aid for SMEs / SMIs, through development programs to
strengthen their competitiveness and improve the business climate in a policy of human and
economic development. Similarly, the Moroccan economy has attracted investment in several
sectors, such as offshoring by exploiting the geographical and cultural proximity between
Morocco and Europe. As a large part, of the country masters French and another who masters
Spanish in the north of the Kingdom. In the same perspective, and in its strategy of openness to
the world, Morocco has signed free trade agreements with several countries, the European
Union (entered into force on March 1, 2000), the United Arab Emirates (entered in force on 09
July 2003), the United States of America (concluded in 2004), Turkey (entered into force on 1
January 2006), with the Arab Mediterranean countries (Agadir Agreement, implemented on 27
March 2007 ), as well as with other African countries. These ties in with the goal of encouraging
and promoting exports of Moroccan products that will benefit more benefits as well as increase
the volume of exchange between Morocco and these countries.

3. TREND OF THE MOROCCAN ECONOMIC ENVIRONMENT

The Moroccan economy has felt the effects of the crisis on its main sectors, which are of great
importance for the development and growth of the economy, were directly affected by the crisis.

Figure following on the next page

9Keynes J.M., Théorie générale de [’emploi, de I’intérét et de la monnaie, Paris, Editions Payot, 1942,
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Figure 1: GDP growth rate as an annual percentage in Morocco®®
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From 2002, GDP grew at a slightly slower pace, following the consequences of poor rainfall
on agriculture, by 3% with a non-agricultural GDP of 3.4% in 2002. Following the good harvest
in 2009, the 2009-2010 farming season was marked by a good trend with a rise of 22%
compared to the average of the past five years. The secondary and tertiary sectors were the main
sectors that boosted growth in 2010 outside the agricultural sector. The Moroccan economy
continued its trend in 2011, with a real GDP increase of 5%, driven by an increase in non-
agricultural GDP of 5.6%. On the other hand, GDP growth in 2012 was estimated at 3.6% due
to unstable world demand and average agricultural activity. On the other hand, GDP growth
has risen from 1.1% in 2016 to 4.1% in 2017, due in large part to the positive impact of the
good 2016-2017 crop year. Yet the agricultural sector has been the main driver of growth, with
its value added increasing by 15.4% in 2017, compared with a decline of 13.7% in 2016. While
the non-agricultural sector is not yet in place to achieve a sufficiently high growth rate; its value
added increased slightly from 2.2% to 2.7% between 2016 and 2017, driven mainly by growth
in the secondary sector, particularly mining and processing. The tourism sector, which is one
of the sources of foreign exchange for the country, has, according to the Ministry of Tourism,
a slight increase of 2% in 2009, while overnight stays in classified accommodation
establishments have declined. of 1.4% and tourism receipts decreased by 5% which seems to
be less affected by the crisis. In 2010, travel receipts and tourist arrivals increased by more than
6.8% and 11%, respectively, compared to 2009, and then increased by more than 4.4% and
0.6% in 2011. By travel receipts fell by less than 1.7% in 2012 and tourist arrivals increased by
more than 0.4% even with the crisis in the European Union and wars in the region
Mediterranean, Morocco has been able to control and stabilize the evolution of the sector.
Despite this, the tourism sector has also been affected by the decline in foreign direct
investment. The latter fell respectively by 26.3% and 29.2% in 2008 and 2009. The following
graph shows the evolution of foreign direct investment. According to which, the investment
rate, which has risen sharply to 30% of GDP in 2007 has experienced some setbacks during the
crisis period. This development had an effect on the unemployment rate, which went from 9.6%
in 2008 to 9.1% in 2009.

Figure following on the next page

10 Source: Developed by the author from data provided by the World Bank
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Figure 2: Net inflows of foreign direct investment (BDP, current US $)*
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However, the investment experienced its best evolution compared to gross domestic product in
2007 with 0.84%, 0.64% in 2010 and 0.38% in 2012. This evolution of the foreign direct
investments is related to the efforts of the government to put a favorable environment and
improved economic conditions that enabled Morocco to significantly and gradually increase
the inflow of foreign direct investment by six times between 2002 and 2007 according to an
OECD report. The period between 2013 and 2014, has seen a decline in net inflows of foreign
direct investment. But in 2015, net inflows of foreign direct investment increased and reached
$ 2.7 billion.

Figure 3: Industry value added as a percentage of GDP*?
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Despite investment efforts in the industrial manufacturing sector and the rapid and continuous
development of exports of some of Morocco's global trades (automotive and aeronautics), the
value added of the entire sector of processing industries continues to evolve a fairly modest
pace that does not exceed 2.2% in 2017.This situation reflects the coexistence, in a dual
industrial sector, of dynamic and well-integrated trades with global value chains, alongside
sectors with limited productivity and low added value, and this, together with the persistence
of informal economic activities. As part of strengthening the industrial fabric, it should be
recalled that the end of 2017 was marked by the signing of more than 26 investment projects in
the automotive sector. These investments should allow Morocco to position itself on new
compartments of the automotive value chain, without omitting the signature of the
memorandum of understanding which took place during the same year and which concerns the
Chinese investment project of the Group BYD specializes in the electric car. Nevertheless, the
profit that Morocco could derive from the various foreign investments, in terms of transfer of

11 Source: Developed by the author from data provided by the World Bank
12 Source: Developed by the author from data provided by the World Bank
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know-how and technology, depends on the one hand, on the availability of a qualified human
capital able to absorb and master the technologies and the intensification of upstream and
downstream relations between major investors and the fabric of small and medium-sized
domestic firms. The latter could only ensure such a role if they benefit from the financial and
technical support needed to meet the requirements of major investors in terms of quality
standards, mastery of technologies, management methods, and responsiveness. In 2012, the
Moroccan economy went through a very difficult period because of the increase in the price of
energy products, compensation expenditure rose by 12% to reach 55 billion dirhams®® which
aggravated external imbalances and budget, which has impacted economic growth. According
to the report Economic, Social and Environmental Council, domestic demand was again, in
2017, the main contributor to growth, representing 3.6 percentage points, despite the slowdown
in its growth rate of 5, 1% in 2016 to 3.3% in 2017. On the other hand, external demand,
approached by net exports of goods and services, saw its contribution to growth return to
positive values, amounting to 0, 5 point, after a negative contribution of - 4.3 points the previous
year. Despite this improvement, the contribution of external demand to GDP growth remains
structurally weak. This weak performance is also reflected at the micro-economic level with a
limited focus of Moroccan small and medium-sized enterprises towards exports. Faced with
this situation, the State has sought facilities from the international financial institutions to ensure
and control the external balance.

4. CAPACITY AND FUNCTIONING OF THE BANKING SYSTEM IN
DEVELOPMENT AND ECONOMIC GROWTH

The openness of the global economy, the liberalization movement, and the evolution of the
financial system in general, has influenced the evolution and dynamics of economic growth.
However, in the economy of each country, awareness of the importance of the financial system
is confirmed by support and support for the efforts of growth. However, the realization is based
on the assumption that the development of the financial sector must lead to a development of
the real sector. Indeed, the banks differ according to the functions and the structures of the
banking system of the different countries. The careful examination of the structure of the
banking system is part of its role in creating a strong and dynamic economy through the
transformation of savers' funds into agents that provide opportunities for investment and
through the next to create added value. In spite of this, the banking system carries risks to
guarantee the transfer of savings for the benefit of creative and productive projects instead of
unprofitable investments. In general, the impact of the crisis remains variable depending on
their degree of integration into the global economy, and the soundness of the financial system.
According to a study by the High Commissioner for Planning, on June 30, 2010, the Moroccan
economy was able to escape the financial crisis of 2007 following two main reasons: the weak
integration of the Moroccan economy into the world system as well as the regulatory framework
of the Moroccan financial system complies with the prudential rules Basel Il example. In this
perspective, the Moroccan banking system has evolved and is one of the engines that helps the
development and creation of wealth in the national economy. It has become one of the best
Arab and African banking systems. Even if the Moroccan banking system is judged to have a
very high tariff compared to other countries. However, according to the report of the World
Bank, published in 2009, Morocco is one of the leaders of the banking sector compared to the
Arab and African countries with a rate of 62%** (including customers of the Bank Postal),
against 42% in Tunisia, 35% in Jordan, 30% in Algeria and 28% for Egypt. These results may
explain because Moroccans allow themselves to open bank accounts to benefit from the services

13 Annual report of the Economic, Social and Environmental Council
14 According to Attijariwafa Bank CEO Ismail Douiri at a meeting on "The Role of Banks in Financing Arab Countries”, June
19,2014
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and benefits that are offered by Moroccan banks. While, the rate of bancarization of the
population in Morocco is 71%*°, which displays a higher level compared to other countries. It
is therefore 57% by accounting forPostale'sBank clientele, compared to 42% in Tunisia and
35% in Jordan. Algeria and Egypt are at the bottom of the list with a respective banking rate of
30% and 28%. The behavior of Moroccan banks towards individuals or companies is
characterized by:

¢ Significant decline in interest rates;

¢ Differentiations and homogeneities of banking products;

e Facilitation and reduction of delays in granting credits;

e The amount of deposits and credits.

Figure 4: Domestic credit provided by the financial sector (% of GDP)*®
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According to the data of the World Bank, the evolution of the companies which resorted to
bank financing evolved during the period 2004 and 2007 respectively an evolution of 26,48%
and 12,3% compared to the total of the companies. After the crisis, some companies
encountered difficulties in meeting their commitments, as well as the decline in their activity.
For its part, the banking sector has become attentive to granting credit except businesses that
meet the requirements of banks who ask for bonds or guarantees to deal with the difficulties of
non-repayment of debts. Following various reforms that are adapted to the needs of society in
general and the adaptation of prudential standards meeting international standards, including
the ratio of "Cook”, which can cover all bank risks and a control of the banking activity. These
reforms have helped the Moroccan banking system to open up and invest in African countries
as the example of BMCE, BCP, Attijariwafabank. The role of the Moroccan banking system
remains limited in development and economic growth since Moroccan banks is closed to
themselves with little competition between them and strategies that can be almost the same for
all banks. The latter do not make it possible to finance most of the projects proposed by
investors as a result of their requirement to limit the risk and collateral requested from investors,
especially small and medium-sized companies, which is facing funding difficulties. In order to
cancel and limit financing difficulties, the bank and the company have an interest in creating a
partnership environment of transparency and assistance. The banking sector must help the
company to correct these weaknesses, by giving it the necessary information so that it can have
access to financing. We must not neglect the place of supervision and monitoring for small and
medium-sized companies to help them integrate into the market since Small and Medium
Enterprise are the keys to growth for the Moroccan economy.

15 According to the statistics of Bank Al Maghrib for the year 2017
16 Source: Developed by the author from data provided by the World Bank
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In this sense, the banks have to face the new challenges of the Moroccan economy and open up
on the strategies set by the Kingdom, which are based on transparency, dialogue and help to
create partnerships with the Very Small Business and Small and Medium Enterprises that are
the engine of economic and social development.

5. CONCLUSION

At the global level, the recovery of economic growth that began in late 2016 has been confirmed
in several countries in 2017, with a slightly more apparent acceleration in advanced economies.
Major emerging countries such as China and India continued to post high growth rates. Brazil
and Russia, for their part, returned to positive growth rates, confirming their exit from the
economic recession. Moreover, and despite persistent threats of protectionism, the volume of
world trade has accelerated somewhat in 2017. As for the commodity market, it is worth noting
the increase in the price of oil compared to the year last under the effect, inter alia, of the renewal
of OPEC's offer and of a higher international demand. At the regional level, the year 2017 was
marked by the consolidation of Morocco's commitment to the African continent. Indeed, after
its reinstatement to the African Union at the beginning of the year, the Kingdom officially
submitted its application for membership to the Economic Community of West African States
(ECOWAS). This is an area whose weight in the total Moroccan trade with the continent has
increased from 19.9% to 22.9% between 2010 and 2016. This favorable development is an
index in favor of an integration further development between Morocco and the ECOWAS
countries, although Morocco still does not appear in the list of the top 10 commercial partners
of this community. However, the final decision on whether to accept our country's membership
has not yet been formally declared. However, the national economy is running out of steam
since it has not been able to continue its transition to a higher growth stage, as was the case
between the 1990 - 1999 and 2000 - 2009 phases. This observation questions the capacity of
the model. of current growth to create enough wealth and jobs for current and future
generations.
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ABSTRACT

Corruption threatens the integrity of markets, weakens fair competition, misleads resource
allocation, damage public trust; undermine the rule of law and also its impact on the
development of the economy as a whole. However, this is not always true, as the cases of
Denmark, New Zealand and Singapore, where government plays a major role; the country
steadily receives the highest scores in the world as a corruption-free economy. Despite such
exceptions, there is no common agreement about relationship between corruption and
economic growth and the main objective of this study is to examine the impact of corruption on
economic growth. Using international, macro-level panel data from four South Asian countries,
the study specifies and estimates the multiple impact of corruption on economic growth for the
period of 2002-2016. This study used the Phillips and Hansen (1990) Fully Modified Ordinary
Least Square (FM-OLS) technique. The results suggested that corruption has both direct and
indirect influence on economic growth in four countries; India, Pakistan, Bangladesh and Sri
Lanka. First, the findings claimed that a one-unit increase in corruption retards economic
growth by roughly 0.0282 percent for the period under consideration. Second, the econometric
results revealed the positive effect of physical and human capital on economic growth. Third,
results claimed that the effect of corruption on economic growth is sensitive to the inclusion of
the transmission channels including physical capital and human capital. According to the
findings, it is evident that actions should be taking to curb corruption at every level among the
sample countries. Laws to decrease corruption should be vigorously pursued and imposed.
Institutions should be established to enforce corruption laws and proper implementation of the
existing laws is vital for reduce corruption among these countries. In doing so political
commitment and support is an essential. Also, introducing the subject of professional ethics in
field of education may form an important solution to combat the corruption.

Keywords: Corruption, economic growth, human capital, physical capital, Transparency index

1. INTRODUCTION

Recently the corruption is one of the biggest issues around the world. The corruption is closely
linked with the governments’ behavior and their activities and also with some of the government
affairs in the economy. It is a hazard facing society and exits both in the developing and also
the developed economies but more witness in the developing nations. Therefore, it is an
indicator of a poorly functioning nation. The World Bank defines the corruption as ‘the abuse
of public power for private benefit”. It does not mean that corruption is limited to only the
public sector. It can be seen especially in large private enterprises also. Tanzi (1998) showed
the corruption also occurs with private sector activities which are regulated by the government.
Further, it highlighted that in many countries some proceeds of corruption go to funding the
events of the political parties. Therefore, corruption has attracted a great deal of attention among
researchers and international financial institutions during the last few decades, indicating its
implications for economic growth. Johnston (1997) said that there was a high tendency to bring
rapid political and economic change due to corruption but its consequence varies from one
nation to another: It collapses some economies while gaining beneficial effect to some others.
Further, researchers indicated that corruption was an increasingly important political and trade
issue among countries and in international organizations.
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Three are two thoughts of schools on corruption and economic growth relation. First thought
of economics believed that corruption brings benefits to the economic development. Leff (1964)
argued that politicians like to eliminate corruption since it can erode the power of the leading
political party, mainly in a country with ethnic minorities or foreign business persons.
Meanwhile, the repot highlighted that corrupt administrators can force the government to
become involved in promoting economic activities and corruption provides safeguards against
serious policy errors. Acemoglu and Verdier (1998) suggested that corruption enhanced
efficiency in the economy and have a positive effect on economic growth. The view of second
school of thought shows that corruption has harmful effects on economic growth. Several
authors have acknowledged in the literature that corruption reduce the productivity of the
government expenditure, distorts the allocation of resources and therefore, reduce the economic
growth. Monte and Papagni (2001) examined the long-run effect of corruption on the
productivity of expenditure on public investment using a dynamic panel data approach. The
result showed that the effect was significant and distinct from a direct negative effect of
corruption on the growth rate. According to the World Bank’s estimate in 2017, businesses and
individuals paid $1.5 trillion in bribes each year. This was about 2 percent of global GDP—and
10 times the value of overseas development assistance. Mo (2001) examined the role of
corruption in economic growth. Findings of the study showed that a 1 percent increase in the
corruption level reduces the growth rate by about 0.72 percent. The important finding of the
study was that major source of corruption was from political instability which accounted about
53 percent of the total effect. Further, it revealed that corruption reduces the level of human
capital and the share of private investment. Mauro (1995) investigated the relationship between
corruption and economic growth by considering, the amount of red tape, the efficiency of the
judicial system, and various categories of political stability for a cross section of countries. The
study found that corruption reduces investment, thereby lowering economic growth. Corruption
is on the rise in South Asia and failure to tackle it will threaten the region’s economic progress,
as well as efforts to share that progress equitably. The average score of South Asian countries
Corruption Perception Index (CPI) in the 2013 was about 30 — lower than any other sub-region
in the world. 80 percent of people in the region now feel that their government’s actions in the
fight against corruption are ineffective (Transparency International, 2014). Majority of the
findings are consistent with the view that corruption is deleterious for economic growth. As for
South Asian countries particular, there has been little research in this field and thus the
motivation of this study is the lack of evidence on this issue in this region. The main objective
of this study is to examine the impact of corruption on economic growth, in South Asian
Counties. Using international, macro-level data from four South Asian countries, the study
specifies and estimates the multiple impact of corruption on economic growth for the period of
2002-2016. The following section presents the earlier published theoretical foundation of the
corruption and economic growth. Section 3 introduces the data and model of the empirical
estimations. Section 4, discusses the empirical results of the study. The last section covers
concluding remarks.

2. LITERATURE REVIEW

There is a growing trend of research in recent years on the relationship between corruption and
economic growth. The general conclusion is that corruption slows down the long-term
economic growth of an economy through different channels. Mauro (1998) examined the
relationship between corruption and government expenditure on education. The results revealed
that there was a negative significant relationship between the variables. Mauro (1995) found
strong empirical evidence to support the negative relationship between corruption and long-
term growth. Mauro (1995) showed a 1 percent increase in the corruption level reduces the
growth rate by about 0.72 percent after controlling for the level of per capita real GDP.
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Meanwhile this study found that political instability channel is the most important channel
through which corruption affects economic performance. Ratbek (2014) examined how the
quality of governance, the size of public spending, and economic development affect the
relationship between bureaucratic corruption and economic growth. The result indicated that
the interaction between corruption and governance shapes the efficiency of public spending. As
a result of the efficiency of public spending this determines the growth effects of corruption. At
the same time, the study revealed that corruption improves economic efficiency if the actual
government size is above the optimal level. Further, it found that the occurrence of corruption
declines with economic development. The argument behind this view is that because of
economic advancements wage rate increases and it leads to higher seeking cost of private rent,
thereby, discouraging corruption. Enrlich and Lui (1999) examined the relationship between
corruption, government and growth. In this study, the researchers have employed endogenous
growth model. The result showed that a “balanced growth” is derived as a balancing act between
accumulating human capital, which stimulates the economic growth. It revealed that the
relationship between corruption and the economy is explained as endogenous outcome of
competition between growth-enhancing and socially unproductive investments. In addition,
findings of the study showed that the relationship between government, corruption, and the
economy’s growth is nonlinear. Blackburn and Downing (2015) indicated that the way of
influencing decentralisation to reduce the level of corruption and, thereby foster economic
development. The analysis was done by employing a dynamic general equilibrium model. This
study was emphasis that corruption affects growth through entry regulation and the costs of
doing business. The study revealed that the decentralised structure of the government is
associated with lower bribes, higher capital and higher economic growth. Monte and Papagni
(2001) examined sources of corruption arises from purchases made by government officials.
This study used dynamic panel data approach to economic growth based on time series for the
period 1963-1991 for 20 Italian regions. Basically the study focused on the determinants of the
rate of growth, corruption, public infrastructures and public expenditures. The results indicated
that negative effects of corruption on economic growth from private investment and public
investments. Pellegrini and Gerlagh (2004) studied empirically connection between corruption
and economic growth directly and indirectly through several indicators like trade policy, human
capital, investment, and political instability. The findings of the research confirmed a negative
effect of corruption economic growth. The outcomes further suggested that the most influential
policy variables of corruption as investment and trade openness. Gyimah-Brempong (2002),
examined the effects of corruption on the growth rate of per capita income and the distribution
of income for 21 Africa countries from 1993 - 1999. The results showed that corruption
decreases economic growth directly and indirectly through decreased investment in physical
capital. According to empirical results, a one unit increase in corruption decreases growth rates
of GDP by 0.75 and 0.9 percentage points and per capita income reduces between 0.39 and 0.41
percentage points per year in Africa. Further, it showed that corruption decreases growth
directly through decreased productivity of resources and indirectly through reduced investment.
Méon and Sekkat (2005) investigated the relationship between the corruption and growth
investment and the quality of governance in a sample of 63 to 71 countries for the period 1970
and 1998. The findings of the study showed that negative effect of corruption on growth and
investment. Moreover, they explained that a weak rule of law, an inefficient government and
political violence lead to negative impact of corruption on investment. Méndez and Sepulveda
(2006) studied the effects of corruption on long-run growth incorporating measures of political
freedom as a key determinant of the relationship. They found the evidence of a non-monotonic
relationship between corruption and growth after controlling for several economic variables for
free countries. Moreover, the results showed that the growth-maximizing level of corruption
was significantly greater than zero.
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Aidt et al. (2008) examined the role of political accountability as a determinant of corruption
and economic growth. They defined two governance regimes as low quality and high quality
institutions and observe that corruption has no impact on growth in countries with low quality
institutions. Meanwhile the results indicated that corruption has an adverse impact on economic
growth in countries with high quality institutions only. Kholdy and Sohrabian (2008) examined
whether foreign direct investment can stimulate financial development in countries with the
leaders who engage in corruption. They found that foreign direct investment may jump-start
financial development in developing countries. Moreover, most of the causal links were found
in developing countries which experience a higher level of corruption in the form of excessive
patronage, nepotism, job reservation, ‘favor-for-favors, and secret party funding. Furthermore,
the results revealed that there is a suspiciously close relation between politics and business.
Swaleheen and Stansel (2007) investigated the relationship between corruption and economic
growth by incorporating the impact of economic freedom. The results showd that in countries
with low economic freedom, corruption appears to reduce economic growth while in countries
with high economic freedom, corruption is found to increase economic growth. Ehrlich (1996)
examined the relationship between corruption, government, and growth. In contrast to the
traditional perspective, the results showed that wealth and crime are positively related while
corruption and per capita income levels are negatively related across a wide range of economic
development. Leff (1964) and Huntington (1968) revealed that the economic growth increases
due to corruption in various ways including helping entrepreneurs to avoid bureaucratic delay
by bribing officials. Lui (1996) also showed that increase corruption leads to increase progress
of the economy by minimizing waiting costs thus reducing inefficiency in economic activity. It
is clear that there is no common conclusion about relationship between corruption and
economic growth from the previous studies. There are claims on both sides of the impacts
regarding corruption and economic growth. Studies, which claim that corruption has a negative
effect on economic growth, tend to emphasis on the consequences of corruption for efficiency.
The researchers who support this argument show that corruption influenced the growth of an
economy through various channels; such as reductions in the quality of production of goods,
investment in both physical and human capital. Corruption not only increases the cost of
production but also reduces the quality of resources. On the other hand the studies which show
the positive side of the corruption on economic growth advocate that corruption greases the
wheels of business and trade and thus, contributes economic growth and investment.

3. DATA AND MODELS

This study used panel data in selected countries of South Asian Association for Regional
Cooperation (SAARC) namely, India, Pakistan, Bangladesh and Sri Lanka. The country
selection was done on the basis of availability of data on Corruption measures. Annual data
spans from 2002-2016 and have extracted from World Development Indicators (World Bank)
and World Economic Outlook (WEQ) and Transparency International. The data used in this
study consist of annual observations on corruption index (COR), economic growth (EG),
physical capital (K) (proxied by investment as percentage of GDP), human capital (POP); the
population growth is the proxy for human capital because the data on population is more
reliable, and initial output (PC) (proxied by GDP per capita lagged by one period) for selected
SAARC countries. The corruption index ranges from 0 to 100, with 100 indicating a highly
clean country and 0 indicating a highly corrupt country. The study employed the Phillips and
Hansen (1990) Fully Modified Ordinary Least Square (FM-OLS) technique to find the long run
estimates for the variables. The FM-OLS is particularly suitable for the study because it enables
us to simultaneously correct for the effect of serial correlation in the error term and the
endogeneity of the independent variables.
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The FM-OLS test for a panel case was based on estimating the following equations:

EG, = f, + 5,POP + B,COR + S,K + B,PC + ¢, 1)
EG, = S, + 5,POP + 3,COR + ,PC + ¢, 2
EG, = 5, + 5,COR + 5,K + S,PC + ¢, 3
EG, = 5, + 5,COR + S,PC + ¢, 4
K, =, + p,POP + ,COR + S.EG + ¢, (5)
POP, = S, + 5,COR + B,K + B.EG + ¢, (6)

In equation (1), population growth (POP) and capital (K) was expected to have positively
influence on economic growth (EG) (i.e. g1>0and g 3> 0). However, corruption could either

have positive or negative effect on the economic growth (i.e. 82 > < 0). On the other hand,

corruption could have an impact on economic growth either directly or indirectly or both.
Corruption reduces economic growth directly by promoting misallocation of resources and
discouraging productive utilization of resources. And also indirectly, there is an impact on
economic growth by reducing investment in the country. Based on these views, we developed
equation (1) to account for the direct effect of corruption on economic growth meanwhile, the
indirect effect of corruption on economic growth through equations (5) and (6), respectively.
We used equation (5) to estimate the effect of corruption on investment. In equation (5),
population growth (PG) was expected to have negative effect on capital (K) (B1 < 0). We

developed equations (2) and (3) to assess the impact of transmission channels including
physical capital and human capital, respectively on economic growth. The equation (4) shows
the effect of corruption on economic growth without transmission channels.

4. EMPIRICAL RESULTS

Table 1 shows the descriptive statistics for economic growth (EG), human capital
(POP),corruption index (COR), physical capital (K) and initial output (proxy by lagged value
of GPD per capita) (PC) for the period of 2002 to 2016 . As can be seen from Table 1, the mean
values of EG, POP, COR, K, and PC are 5.93 percent, 1.42 percent 29, 26.84 percent and
US$1264, respectively. The maximum and minimum values indicate cross-country variability
among the variables used in the study. The average corruption index for the sample countries
Is approximately 29, which is at the high end of the corruption scale. Economic growth on the
other hand, averaged about 6 percent among the sample countries for the period of 2002 - 2016.

Table 1: Descriptive Statistics

EG POP COR K PC

Mean

5.932461 | 1.419643 | 29.03571 | 26.83929 1263.969
Median

6.013693 1.400000 | 28.50000 | 27.20000 | 1028.739
Maximum

10.25996 | 2.300000 | 40.00000 39.10000 | 3842.164
Minimum

1.606692 | -2.100000 | 13.00000 14.12000 | 400.6136
Std. Dev. 1.964454 | 0.630561 6.483445 | 7.281203 864.1379

Source: Author Compiled
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Table 2: Pearson Correlation Matrix

EG POP COR K PC
EG 1
POP | 0.00687 | 1.00000
COR | 0.52715 | -0.49784 | 1.00000
K | 0.57429 | -0.62570 | 0.54941 | 1.00000
PC |-0.01538 | -0.54772 | 0.65101 | 0.30896 | 1.00000

Source: Author Compiled

Table 2 presents the Pearson's correlation coefficients corruption index, economic growth,
physical capital, human capital, and GDP per capita. The results indicate that human capital,
corruption and physical capital are positively correlated with economic growth. In contrast,
GDP per capita and economic growth is negatively correlated.

Table 3: Levin, Lin & Chu Panel Unit Root Test Results

First Difference
Variable Statistics Probability
Economic Growth (EG) -2.91821 0.0018
Human Capital (POP) -5.28036 0.0000
Corruption (COR) -3.16701 0.0008
Physical Capital (K) -3.16158 0.0008
GDP Per Capita (PC) -3.15093 0.0008

Source: Author Compiled

Table 3 presents Levin, Lin & Chu (LLC) panel unit root test results or the time series data
from 2002 - 2016. Results suggest that the null of non-stationary cannot be rejected at levels
for all the individual series, but at first difference, the null is rejected at 1 percent level of
significance, thus suggesting that all the variables are first difference stationary. In all, the
results from the LLC panel unit root suggest that the series have same order of integration [I
(1)]. Hence, we estimate long-run relationships by using a FM-OLS model.

Table 4: Fully Modified OLS Results - Long-Run (Dependent Variable- Economic Growth)

Independent Equation

Variables 1 2 3 4
Human Capital 0.061349* 0.041444

(POP) (1.810574) (6.190753)*** -
Corruption 0.028166 0.052618 0.026440 0.000174
(COR) (4.875192)*** (1.190141) | (4.589075)*** | (6.198883)***
Physical 0.277829 0.279970

Capital (K) (4.359438)*** - (4.250093)*** -

GDP Per 1.95E-05 0.000193 1.22E-05 0.041171
Capita (PC) (0.413484) (5.163261)*** (0.248927) | (4.478408)***

Source: Author Compiled
Notes: Value of t -statistics are in parentheses; * significant at 10%; ** significant at 5%;
*** significant at 1%.

After establishing the order of integration for the series, we next apply the FM- OLS to obtain
the long run estimates for the variables. Before interpreting the findings, it is important to note
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that high corruption index implies low corruption; meanwhile low corruption index indicates
high corruption. We first estimate the equation (1) and Table 4 presents the results for this
model. The specification in columns 3 and 4 includes our transmission channel variables but
not the corruption index. The FM-OLS regressions reported in Table 4 show the sensitivity of
the estimated effect of corruption on the growth rate. The results of the columns 3 and 4 in
Table 4 show that the effect of corruption on economic growth is sensitive to the inclusion of
the transmission channels including physical capital and human capital. In column (5), COR
coefficient indicates that corruption has a significant negative effect on the growth rate when
the plausible transmission channels are not included in the regression. From column 5 of Table
4, we note that the regression coefficient on corruption is 0.000174. This coefficient is smaller
than that of in columns 3 and 4 where the transmission channels were included separately.
However, when both channels were included as in column 2, regression coefficient on
corruption is 0.028166. Out of four in three cases, the regression coefficient on corruption is
statistically significant at the 1 percent level. The results indicate that physical capital has
positive and significant impact on economic growth. This is consistent with economic theory,
which specifies that capital stock is a vital factor for economic growth. Turning to the effect of
population growth on economic growth, we observe that increases in population have enhanced
economic performance, as the regression coefficient on POP is positive and statistically
significant. The results confirm that in addition to direct effect, there is an influence from
corruption to economic growth through physical capital and human capital. The results in Table
4 reveal that low corruption is stimulated economic growth in South Asian Countries.

Table 5: Fully Modified OLS Results - Long-Run
(Dependent Variables- Physical and Human Capital)

Dependent Variable
Independent Variables Physical Capital Human Capital
Equation (5) Equation (6)
7.043694 0.043244
Economic Growth (EG) (2.230744)** (0.148304)
-3.658493 -
Human Capital (POP) (-3.187512)***
-0.246142 -0.023815
Corruption (COR) (-1.128974) (-1.297201)
- -0.047580
Physical Capital (K) (-3.166991)***

Source: Author Compiled
Notes: Value of t -statistics are in parentheses; * significant at 10%; ** significant at 5%;
*** significant at 1%.

Next we next investigated the indirect effect of physical and human capital on economic
growth. We report results of two regression models of the transmission variables on corruption
in Table 5. As can be seen, corruption is found to be related to these variables in both positive
ways, and this relationship is not statistically significant. From the result in column 2, we infer
that a 1 percent increase in corruption increases physical investment by about 0.246 percent.
This indicates that low corruption is associated with low investment for South Asian countries.
Additionally, the results reveal that both economic and population growth have significant
effect on investment. These results indicate both economic and population growth rates are
important determinants of investment in South Asian countries. Column 3 of Table 5 presents
the indirect effect of corruption on economic growth through human capital. The results reveal
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that corruption has positive (higher corruption level) influence on population growth, as the
regression coefficient on COR is negative. This finding confirms the notion that corruption
misuses talents of humans. It is clear that that in the presence of corruption, rent seeking tends
to be more lucrative than productive work. Ehrlich and Lui (1999) showed that corruption
encourages officials to engage in rent seeking and in the process accumulate political capital,
which was socially unproductive. Economic growth has positive impact on population growth.
From this result, there is an interesting point to note, which is human capital is positively
correlated with growth suggests that corruption hence has shown growth-enhancing effect.
Finally, results show that physical investment has negative significant influence on population
growth at the 1 percent level of significance. This result implies that as investment decreases,
population growth rises.

5. CONCLUSION

This paper has employed the FM-OLS procedure to examine the long-run relationship between
economic growth and corruption for panel of 4 South Asian countries. Specifically, the study
used the Levin, Lin & Chu panel unit root procedure to determine the time series properties for
economic growth, corruption, physical investment and human capital. As the panel unit root
test results revealed, the data series was integrated of order (1), the study applied the FM-OLS
procedure by using a panel data of four South Asian countries spanning over 2002-2016. The
results suggested that corruption has both direct and indirect influence on economic growth in
four countries. The results revealed few significant implications for these countries. First, the
findings claim that a one-unit increase in corruption retards economic growth by roughly 0.0282
percent for the period under consideration. This finding was consistent with the findings of
Gyimah-Brempong (2002). Second, the econometric results reveal the positive effect of
physical and human capital on economic growth. Third, results claim that the effect of
corruption on economic growth is sensitive to the inclusion of the transmission channels
including physical capital and human capital. A study done by Mauro, (1995) reported that
corruption was strongly negatively related with the private investment and, hence, it lowers the
rate of economic growth. Fourth, results indicate that the indirect effect of physical and human
capital on economic growth. As can be seen from the findings, corruption is found to be related
to these variables in both positive ways, and this relationship is not statistically significant. This
reveals that low corruption is associated with low investment and low level of human capital
for South Asian countries. Additionally, the results reveal that economic growth has significant
positive effect on investment. Finally, results reveal that physical investment has negative
significant influence on population growth at the 1 percent level of significance. This result
implies that as investment decreases, population growth rises. According to the findings, it is
evident that actions should be taking to curb corruption at every level among the sample
countries. Laws to decrease corruption should be vigorously pursued and imposed. Institutions
should be established to enforce corruption laws and proper implementation of the existing laws
is vital for reduce corruption among these countries. In doing so political commitment and
support is essential. Fostering fundamental ethical and moral values among the society is also
important. Encouraging accountability and transparency in public sector, active engage of the
public and civil society is vital in order to curtail corruption in public sector of South Asian
countries. Thus, it is more important than ever for governments to be doing the right thing, to
retain public trust and gain a competitive advantage in an ever more accessible and transparent
world.
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ABSTRACT

The main purpose of this study was to examine whether the remuneration of the state university
lectures had an impact on their overall job satisfaction and to assess the overall level of job
satisfaction of university lectures of state universities in Sri Lanka. A guantitative approach
was employed in this study, and a structured questionnaire was used to collect data from
university lectures in fifteen state universities in Sri Lanka. Out of fifteen state universities, a
representative sample based on a multi-stage stratified random sampling method was used,
where 500 questionnaires were distributed and 423 questionnaires deemed usable for further
analysis were identified. In terms of findings, the multiple regression analysis performed to test
the research hypothesis on the relationship between remuneration and overall job satisfaction
indicated that the factor ‘remuneration’ is a significant positive factor affecting the overall
lectures job satisfaction of academics in Sri Lankan state universities. Further, in terms of the
overall job satisfaction of academic staff members of Sri Lankan state universities, the median
and mean values of were found to be 3.95 and 3.93 (in a 1-5 Likert scale), respectively, and in
addition, the mean value was also found to be significantly higher than the neural value 3
(based on one-sample t-test). This means that the university lectures are generally satisfied with
their jobs in the Sri Lankan context.

Keywords: Job satisfaction, State Universities in Sri Lanka, University lectures, Remuneration

1. BACKGROUND OF THE STUDY

Job satisfaction is of major interest to the field of organizational behavior and the practice of
human resource management. Alniacik, Akcin, and Erat (2012) Gurinder and Gursharan (2010)
point out that job satisfaction “is the positive emotional response to the job situation resulting
from attaining what the employee wants from their job”. Job satisfaction is vital for personal
well-being and organizational effectiveness (Lim, 2008). Job satisfaction has been a significant
contemporary issue (Akpofure et al., 2006). An employee who is satisfied with his job will
perform his duties well and be committed to his job, and subsequently to his organization. Thus,
it is of utmost importance for employers to know the factors that can affect their employees’
job satisfaction level since it can affect the performance of the organization as well; this is
especially true in the university sector. The excellence of a university is directly related to the
excellence of its faculty members; higher education is the foundation for nearly all professional
careers. Higher education plays an important role in the socio-economic development of a
country. Due to the fast pace of growing technology and changing environment, today countries
such as Sri Lanka are concerned about to be more adaptable to these changing trends, helping
them to face the challenges of the globalized world. It should be noted that education is
considered as the most important aspect of everyone’s life. Especially higher education plays a
vital role in the deployment of the country. And also the excellence of a university is directly
related to the excellence of its faculty members; higher education is the foundation for nearly
all professional careers. Higher education plays an important role in the socio-economic
development of a country. A quality higher education has now become an integral part of the
development and prosperity of a country.

67



45th International Scientific Conference on Economic and Social Development —
XIX International Social Congress (ISC 2019) - Moscow, 17-18 October 2019

Many countries are paying greater attention to delivering their higher education, bringing
structural and technological reforms, whilst efficiently utilizing their intellectual resources
consistently to the needs of higher education, thus, becoming the leading giants in this
globalized world. A country that has been equipped and highly supported by quality institutions
that are enriched with a creative, talented pool of academic staff will be the market leader in
innovations. To have this particular aspect of quality education and creative academic staff, job
satisfaction among faculty members is the key and therefore requires its various dimensions to
be studied, as satisfaction contributes highly to the productivity and performance of individuals,
which in turn will benefit the organization. Due to these observations, (Kiski, 2003) argues
that employee satisfaction in higher educational establishments can be considered as an
immensely important factor. The main reason for such enhanced attention is since institutions
of higher education have become highly labor-intensive. Having established the importance of
job satisfaction, many research studies have indicated that several factors contribute to the job
satisfaction among university faculty members that include, work environment, work content,
work autonomy, development, financial rewards, promotion, supervision, communication, co-
workers, workload, etc. However, the authors of this study do not observe sufficient studies
performed on the relationship between remuneration and university faculty members’ job
satisfaction particularly in the context of developing countries as Sri Lanka and observe it as a
research gap that needs to be addressed. Accordingly, the present research study mainly focuses
on remuneration as a significant factor that contributes to the job satisfaction of university
lectures in state universities in Sri Lanka.

2. RESEARCH QUESTIONS AND OBJECTIVES

Based on an above research problem, there are two main research questions addressed in this
study are; first, what is the association between remuneration and job satisfaction, and the
second, what is the level of the overall level of job satisfaction, of university lectures of state
universities in Sri Lanka. Accordingly, there are two main objectives of this research study are;
first objective is to investigate the impact of remuneration on job satisfaction of university
faculty members of state universities in Sri Lanka; and then, the second research objective is to
assess the degree of the overall level of job satisfaction of the university lectures of state
universities in the Sri Lankan context. Apart from these main objectives, this study also attempts
to examine the impact of selected demographic factors on the level of job satisfaction of
university lectures of state universities in Sri Lanka.This research paper is structured as follows:
Section 2 discusses the literature about the association between remuneration and job
satisfaction and develops the related hypothesis proposed to be tested in this study. Section 3
discusses the methodology in testing this proposed hypothesis and other methodological
dimensions of the study. Section 4 presents the data analysis and findings, while the final
section provides the related conclusions derived under this study.

3. LITERATURE REVIEW

3.1. Sri Lankan Context

In the present Sri Lankan context, there are 15 state universities with approximately 91,063
internal students and more than 5,700 lectures (University Grants Commission, 2017). These
universities are under the control of the Ministry of Higher Education, which was established
in March 1978, and is governed by the Universities Act No. 16 of 1978. According to
Samaranayake, (2010), the University Grants Commission (UGC) serves as a buffer between
the universities and the government. The main functions of the UGC include planning and
coordinating in keeping with national policy, regulation of administration, maintenance of
academic standards, selecting of students for state universities, and allocating public funds to
higher educational institutions and control of expenditure.
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3.2. Job Satisfaction and Remuneration

3.2.1. Job Satisfaction

Alniacik, Akcin, and Erat (2012) define job satisfaction as the result of an employees’
perception of how well their job provides those things they view as important. Further,
Akpofure et al. (2006) found that job satisfaction can be considered as an overall feeling about
an individual’s job or the specific dimensions of the job. Furthermore, Lim (2008) indicated job
satisfaction is vital for personal well-being and organizational effectiveness. Job satisfaction
can be understood as the way employees feel about their jobs and the different aspects of their
jobs. Most of the extant literature explains employee job satisfaction as a function of the
employee’s features and the features of the job itself (Santhapparaj & Alam, 2005b).

3.2.2. Remuneration

According to Gerber et al. (2003), individuals perceive the remuneration they obtain as a signal
of worth to their respective organization. However, Bergh and Theron (2001) argue that
employees should be remunerated according to the amount of effort they put into their jobs to
create a sense of job satisfaction. Based on several extant research findings, between employee
salary and the degree of satisfaction with a job, a constructive association has been regularly
found. Souza-Poza and Souza-Poza (2000) found that salary could be considered as a
forecasting variable for job satisfaction. Similarly, Miller (1980) indicated that significant
worker rewards result in higher degrees of employee satisfaction, as well as enhanced
performance. Saba (2011) identified pay as the most determinant factors of job satisfaction
while examining the job satisfaction of Bhawalpur’s teachers. Several research findings (Berg,
2002a, 2002b; Scott, Stone, & Dinham, 2001; Zembylas & Papanastasiou, 2006) assert that
employee salary is one of the main variables that cause different levels of job satisfaction in the
academic environments in developed countries of the world. Hamermesh (2001) indicates that
changes in wages have an impact on job satisfaction. Layard (2003); (Layard, 2006) and Clark
(2005) indicated that despite rising wages there are stagnant levels in job satisfaction. (Clark &
Oswald, 1996) support the idea that a comparison of income, is significantly correlated with
the reported levels of job satisfaction. Santhapparaj & Alam, (2005a) identified that pay has a
positive and significant effect on faculty job satisfaction. Frye (2004) found the link between
salary and job satisfaction has a constructive relationship between them. Tessema and Soeters
(2006) identified a positive relationship between compensation practices and job satisfaction in
developing countries. According to a Bangladeshi s tudy (Tasnim, 2006), a lower salary does
not facilitate job satisfaction as it is not consistent with socio-economic conditions. Nguyen,
Taylor, and Bradley (2003) identified during the tests in their study that the relationship
between pay and job satisfaction very much depended on income. In other research conducted
at the Universities of Rawalpindi and the Islamabad region (Bilal, 2012) the studies found a
strong interrelation between salary and job satisfaction among university lecturers. Heywood
and Wei (2006) found that employees are very much concerned about the payment schemes of
their organizations; periodical and regular salary increments, allowances, bonuses, fringe
benefits and other compensation reviews within a specific period helps keep morale high and
results in greater motivation and contribution to job satisfaction (Danish & Usman, 2010b).
Shahzad et al. (2010a) found a positive impact on faculty compensation on faculty job
satisfaction. Shields and Price (2002) identified that income is important for worker’s
"satisfaction with pay” and for “overall job satisfaction”. Chimanikire et al. (2007) argued that
academicians in institutions at the tertiary level are not satisfied or committed to their job, this
is because of inadequate salaries, allowances, and other incentives. Furthermore, Brainard
(2005) argued that pay and benefits are highly associated with job satisfaction. Kinaki (2000)
found that academic staff working in public sector organizations are less satisfied with their pay
compared with academic staffs working in private sector organizations.
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However, Belfield and Harris (2002) found no evidence that job satisfaction depends on income
among those who are working in higher educational institutions. Strydom (2011b) found that
remuneration plays a significant function in job satisfaction and dissatisfaction of university
academicians. Similarly, Maniram (2007) found that remuneration is one of the major factors
that have a major impact on job dissatisfaction. However, Awang and Ahmed (2010) argued
that remuneration has a very low correlation with job satisfaction compared to other factors.
However, Mustapha (2013) argued that there is quite a low correlation between remuneration
and an academic faculty member’s job satisfaction. Accordingly, the above discussion indicates
that there is mixed evidence regarding the association between remuneration and job
satisfaction of the faculty members. Therefore, considering the information discussed, the
following hypothesis is developed and proposed to be tested in this study:

e H1: Remuneration is positively associated with job satisfaction of state university lectures

of Sri Lanka.

4. METHODOLOGY

The research methodology is defined as the philosophical framework that provides guidance to
the research activity and also sets the basis as the paradigm or tradition in which the problem
of the research is formulated (Henning, Rensburg, & Smit, 2004). In this research, a quantitative
research approach used as an association is examined, which is based on the dominant extant
literature (Amarasena et al., 2015).

4.1. Population and Sample

In this study, the population is considered to be all university lectures of state universities in Sri
Lanka. There are fifteen state universities under the University Grant Commission in Sri Lanka
(University Grants Commission, 2017). The total university lectures in the accessible
population are nearly 5,700 (University Grants Commission, 2017) in the all-state universities
in Sri Lanka. The sample consisted of male and female university faculty members, professors,
senior lecturers and lecturers of all state universities in Sri Lanka. The multi-stage stratified
random sampling method was used to select respondents for the study, which consisted of
responses from 423 university lectures out of 5,700 lectures in Sri Lanka.

4.2. Data Collection

Primary and secondary sources of data are used in this study. As a primary data collection tool,
the guestionnaire-method was used for this study. The structured questionnaire was developed
based on the Minnesota Satisfaction Questionnaire (MSQ) (Weiss et al., 1967). Secondary data
was collected from the University Grants Commission (UGC), University Administration units
as well as using books, specials reports, and annual reports, etc.

4.3. Data Analysis Methods

In this study, quantitative analytical techniques are used to describe and explore the association
between the remuneration and job satisfaction of university lectures in Sri Lanka. In terms of
the data analysis strategy, descriptive statistics, correlation analysis, and multiple regression
analysis are proposed and used in describing the data as well as testing the research hypothesis
indicated in Section 2. The model, which is constructed, based on the related extant literature
that is proposed to be tested using the multiple linear regression analysis, is as follows:

OS=0+p_1 RM+f 2 ControlVars+f_3 Demo Vars+e (Model 1)
Where: OS: Overall job satisfaction of academic staff members of state universities. RM:

Remuneration of university lectures of state universities.
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Control Vars: Work Environment and Workload of academic staff members of state universities
(based on the Minnesota Satisfaction Questionnaire (MSQ) (Weiss et al., 1967)). Demo Varrs:
Current Working Status, Teaching Experience, Gender, Age, the Highest level of education,
Monthly Salary, and Marital Status of university faculty members of state universities. The
dummy version of these variables will be used. The next section indicates the findings that are
derived by adopting the methodology suggested in this section.

5. FINDINGS AND DISCUSSION

5.1. Validity and Reliability

There are 8 items (sub-questions) in the remuneration (RM) construct. The Cronbach’s Alpha
value for the remuneration construct was .842, meaning that the measured items have high
internal reliability and consistency. The inter-item correlation values for remuneration (RM)
items were above .3, thus all the items (except item 7) were consistent with the construct (Hair
et al., 1998). There are 7 items in the construct. The inter-item correlation values are shown in
Table 1. There are 8 items in the construct. The inter-item correlation values are shown in Table
1.

Table 1: Inter-item Correlation Values for Items in Remuneration
RM1 RM2 RM3 RM4 RM5 RM6 RM7 RMS8

RM1 -
RM2 342 -
RM3 532 .360

RM4 620 278 .509 -

RM5 497 251 464 .545 -

RM6 535 .365 437 505 .359 -

RM7 178 145 123 .200 .083 209 -

RM8  .456 259 419 479 390 476 149 -
Source: ‘Researcher ‘s Field Survey Report, 2015

In table 1, the highest correlation is observed for item RM7, this is less than 0.3. Hence, item
RM 7 was dropped. In FA, the Kaiser-Meyer-Olkin (KMO) value was 0.887, which is
considered to be good. A single factor was extracted that explained 51.95% of the variance in
the 7 items. Therefore, RM which is considered to be acceptable. Accordingly, the factor
analysis performed and a single factor was extracted that explained 52% of the variance in these
7 items (not tabulated). Thus, only one item needed to be dropped at this stage and the construct
validity is ensured. Therefore, the mean for these seven items was computed and saved as the
variable: Remuneration (RM) to be used in further analysis. As noted in Table 1 earlier, the
inter-item correlation values for remuneration trait items were above .3, and thus all items were
consistent with the construct (Hair et al., 1998). Furthermore, the Cronbach’s Alpha value for
the remuneration construct was .842 reflecting that the measured items have high internal
reliability and consistency.

5.2. Descriptive Statistics

In this study, responses were obtained from fifteen state universities in Sri Lanka. As indicated
under the methodology section of the paper, the population of academic staff members is 5,700
approximately in Sri Lanka all state universities (University Grants Commission, 2017), and
423 academic faculty staff members were selected as the sample. As indicated in Table 2 below,
out of these 423 academic members, 51% were males and the rest of them (49%) were females.
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Table 2: Demographic Analysis

Demographic Characteristic Category N | %
Current Working Status Professor 45 | 10.6
Senior Lecturer 231 | 54.6
Lecturer 147 | 34.8
Total 423 |1 100
Teaching Experience of the Respondents Less than 5 Years 113 | 26.7
5<Years< 10 100 | 23.6
10 < Years <15 84 |19.9
15 < Years <20 50 | 11.8
20 < Years <25 37 | 8.7
Over 25 years 39 192
Total 423 |1 100
Gender of the Respondents Male 216 | 51.1
Female 207 | 48.9
Total 4231 100
Age of the Respondents Less than 30 years 59 |13.9
30 < Years <40 161 | 38.1
40 < Years < 50 110 | 26.0
50 < Years < 60 77 |18.2
Over 60 years 16 | 3.8
Total 423 | 100
Highest Level of Education of the Respondents | Bachelor’s Degree 66 | 15.6
Master’s Degree 138 | 32.6
Doctoral Degree 186 | 44.0
Other 33 |78
Total 423 | 100
Monthly Salary of the Respondents Less than Rs. 35000 | 13 | 3.1
35000 <RS< 50000 |22 |[5.2
50000 <RS< 65000 | 51 | 12.1
65000 <RS< 80000 | 75 |17.7
80000 <RS< 95000 | 65 |15.4
More than RS 95000 | 197 | 46.6
Total 423 | 100
Marital Status of the Respondents Married 354 | 83.6
Unmarried 62 | 14.7
Divorced/Widowed | 7 1.7
Total 423 | 100
Number of Children of the Respondents None 129 | 30,5
One 115 | 27.2
Two 141 | 33.3
Three 35 183
Four 3 0.7
Five 0 0
Total 423 1100

Source: ‘Researcher ‘s Field Survey Report, 2015

Most of the respondents (55%) were senior lecturers, while in terms of teaching experience,
the majority (70%) have at least 15 years teaching of experience. In terms of gender, it is
observed that there is a similar proportionate between males and female academics in the
selected sample.
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The majority (77%) of respondents have either a Masters or a Doctorate in terms of their
highest academic qualifications. Further, a majority of respondents (47%) had a monthly
salary of more than Rs. 95,000. In terms of marital status, out of total respondents, 84% were
married.

Table 3: Descriptive statistics on the overall level of Job Satisfaction (OS) of university

lectures
Skewnes
N Minimum Maximum Mean? SD  Percentiles S Kurtosis
25 50 75
OS 423 3 5 3.93*** 568 3.57 3.954.33 -239 -.635

Note: The one-sample t-test indicates whether the mean value (M=3.93) is statistically
significantly different from the neural value of 3 on the Likert scale (1-5).
*p< .05, ** p< .01, ***p< .00
Source: Researchers’ Field Survey, 2015

In Table 3 above, the descriptive statistics of the overall job satisfaction of the academic staff
members in Sri Lankan state university is depicted. Based on the results indicated in this table,
the mean overall job satisfaction is 3.93 and the median value is 3.95 (50th percentile) on a 1-
5 Likert scale. Further, the one-sample t-test indicates that the mean value, 3.93 is statistically
significantly higher than the neutral value of 3 (i.e., the neutral value is 3 in the Likert scale of
1-5). Accordingly, these results indicate that the academic members, in general, are quite
satisfied with their job.

5.3. Results from Multiple Regression Analysis

The purpose of multiple linear regression analysis is to help to understand the prediction
between more than two quantitative variables. Sekaran and Bougie (2010) highlighted the
multiple linear regression analysis presents a method of objectively examining the extent and
the nature of the association between the predictor variables and the outcome variable. As
proposed under Model 1 in the methodology section of this study (section 3), a multiple linear
regression analysis is used to evaluate how well the construct: Remuneration (RM) predicted
the overall job satisfaction of the university lectures in the Sri Lankan state universities.

Table following on the next page
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Table 4: The Results from Regression Analysis, Model 1

(Dependent Variable: Overall Job Satisfaction)

Coefficient Std. Error t-value  Collinearity
Diagnostics
Toleran
ce VIF
Work Environment 254*** .039 6.448 781 1.280
Remuneration .060* .035 1.693 .796 1.257
Work Load 341%** 048 7.065 .698 1.433
Current working status — Senior_, a.x  10g 2012 25 4441
Lecturer
Current working status —Lecturer -.159 154 -1.032 121 8.235
Teaching Exp.: 5<Years<10  -.046 .093 -.489 419 2.389
Teaching Exp.: 10< Years <15  -.035 116 -.302 .308 3.247
Teaching Exp.: 15 < Years <20 -.050 138 -.360 .328 3.051
Teaching Exp.: 20 < Years <25 -.138 150 -.920 .363 2.752
Teaching Exp.: Over 25 Years -.062 169 -.366 274 3.650
Gender- Female -.049 .055 -.904 879 1.138
Age: 30 < Years <40 -.096 122 -.786 .186 5.372
Age: 40 < Years <50 -.069 150 -.460 151 6.626
Age: 50 < Years < 60 -.184 171 -1.076  .150 6.682
Age: Over 60Years -.187 232 -.804 333 3.001
Master’s Degree 100 113 .890 235 4.252
Doctoral Degree -.022 129 -.167 159 6.277
Education-Other -.072 151 - 475 .399 2.506
Salary-35,000<=Rs<50,000 563*** 189 2.975 371 2.694
Salary-50,000<=Rs<65,000 A73%** 171 2.765 211 4.733
Salary-65,000<=Rs<80,000 A1T7** .166 2.505 162 6.173
Salary-80,000<=Rs<95,000 ATT*** 182 2.617 152 6.596
. 12.11
Salary->95,000 .641 179 3.593 .083 0
Marital Status — Unmarried -.098 .084 -1.173 746 1.341
Marital Status -
Divorced/widowed 120 210 571 914 1.095
Intercept 1.687 275 6.132
F-value 9.115***
R? 36.5%
N 423

*p< .05, ** p< .01, ***p< .00.

6. CONCLUSION AND RECOMMENDATIONS
A survey of related extant literature indicates that only a few research studies on job satisfaction
of university lectures have been conducted in the context of developing countries. Therefore, it
was highlighted that there is a need for more research studies from developing countries like
Sri Lanka. Thus, this study attempted to identify the impact of remuneration on overall job
satisfaction of university lectures of state universities in Sri Lanka.
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In addressing the first objective of the study, i.e., assessing the degree of the job satisfaction of
the university lectures of the state universities in Sri Lanka, the study finds that the median
value is 3.95 and the mean value of overall job satisfaction is 3.93 (in al-5 Likert scale). This
value is also found to be significantly (p<.01) higher than the neural value 3. Thus, these results
indicate that the university lectures in the Sri Lankan state universities are in general quite
satisfied with their jobs. In terms of the second objective of examining the association between
the Remuneration and job satisfaction of university lectures of state universities in Sri Lanka,
the results of the multiple regression analysis indicate that the one of important predictor is the
Remuneration that confirms the hypothesis established regarding these two variables, which is
also consistent with the findings of extant literature Many previous research studies Souza-Poza
and Souza-Poza (2000), Miller (1980), Saba (2011), Nadeem (2010), Hamermesh (2001),
Grace and Khalsa (2003), Frye (2004), Shields and Price (2002), Oshagbemi (2000) found that
remuneration will influence faculty job satisfaction. However, Awang and Ahmed (2010)
argued that remuneration has a very low correlation with job satisfaction compared to other
factors. Many researchers, however, have highlighted that salary has been identified as one of
the main predictors that lead to different levels of job satisfaction in the academic setting the
developed countries (Berg, 2002a, 2002b; Scott et al., 2001; Zembylas & Papanastasiou, 2006).
Furthermore, some researchers Shahzad et al. (2010a), Zhou and Volkwein (2003),
(Santhapparaj & Alam, 2005a), Tessema and Soeters (2006), Shahzad et al. (2010a) found that
there was a positive significant relationship between remuneration and job satisfaction. This
result amounts to valuable policy recommendations, and the relevant authorities could use
remuneration as an important factor and should take active steps to enhance the remuneration
policy in state universities in Sri Lanka to increase job satisfaction of academic staff members.
It should be noted that there are few limitations in the present study and the findings and related
conclusions should be interpreted subject to these limitations. The study was conducted only in
the Sri Lanka context as well as the focus was only state universities within Sri Lanka, and
therefore the findings and related conclusions may not be able to be generalized and compared
with rest of the other countries and other types of universities in the Asia region and the world.
As future research directions, it is suggested to consider other Asian counties and other types
of universities such as some private universities.
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ABSTRACT

The development of tourist products based on experience as the key exchange value requires
an interdisciplinary approach, which, with applied marketing activities and competitive
positioning by means of identity affirmation, leads to the positioning of tourist offer from the
aspect of the experience economy. Experience economy facilitates the achievement of
competitive advantage on the basis of differentiation by quality. The main goal of this paper is
to represent how that concept reflects advantage in (tourist) experiences promotion, based on
unique attributes which do not utilise the competitive destination of the area. It is due to the
nature of the resource basis itself that the experience dimension of the entire tourist offer should
represent a dominant direction in consolidation of the tourist offer elements. Marketing actions
must omit the stress from the traditional elements of receptive tourism and focus on the
exploitation and promotion of the dominant resources, whose value is exceptionally high and/or
on the unrepeatable quality of the local destination identity. The authors are of the opinion that
the destination’s attractive elements have to be completed with additional activities while the
tourist destination’s quality is measured solely on the basis of experience, and experience
providers in a tourist destination could be tour operators.

Keywords: Tourist destination, Tourism trends, Experience economy, Tourist, competitiveness

1. INTRODUCTION

A modern tourist product, which is adjusted to the needs of new tourists, no longer includes a
tourist partnership role, but individualisation and personalisation of the experience itself.
Should such a base be accepted, it is to be concluded that traditional positioning of destination
tourist offers on both macro and micro levels is no longer sufficient, i.e. positioning based on
comparative advantages. By traditional positioning, it is not possible to differentiate the tourist
offer from the competitors' tourist offer, which ultimately implies a request for competitive
tourist offer positioning, enriched by new requirements and needs. Such an approach negates
the conventional attitude that the existence and availability of comparative advantages is, in
itself, sufficient in order to generate tourist demand and creation of a competitive experience
economy. Global tourist trends impose new perceptions of tourism and the emergence of "new"
tourists. People who get involved in tourist trends are today becoming increasingly experienced.
They are expressing an increased number of needs, not only within the destination, but also
during their journey to the destination. Attractive destination elements must be complemented
by additional activities and the destination excellence measured by expectations and
experiences, i.e. realised experience. It is this very diversification of needs and motives for
which people choose visits to, and stays in, a particular tourist destination which leads to a
qualitative shift from the standard tourist offer. The accent, therefore, is on tourist product
quality, by which a qualitative differential factor in competitive tourist destination positioning
is achieved, according to the regional and national level.
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If tourism is interpreted as a social phenomenon, it is necessary to consider it not only at
economic sciences level, but that consideration needs to be extended also to history, political
sciences, sociology, geography and cultural anthropology (Cohen, 1995). Such a wider
perception implies a lack of a one-sided perception of tourism where, as an observation base,
the category of growth and not of development is taken. From that aspect, the space which
represents a tourist base should not, at any time, have an exclusively tourist purpose, although
it is the bearer of the tourist function. Therefore, no method of evaluation which is used to
assess spaces with a dominant tourist function is applicable, but rather the method of
equilibrium between protection and tourist demand, which later also facilitates tourist offer
market differentiation and positioning. Taking into account the main, dominant, motive for
travel as a need to acquire an unrepeatable, unique experience in parallel with increase in travel,
we come across an expansion of an increased number of tourist products based on the
experience economy. Following socio-economic trends, i.e. interpreting recorded changes in
the form of a demographic societal picture, a better education and a higher standard of living,
a change in the structure of demand for products and services can also be noticed. A transition
from a service economy to an experience economy occurs and increasingly the purchase of
objects and services is exchanged for the purchase of experiences. Such purchases represent
specific exchange of values for money, which is characteristic for traditional understanding of
the experience economy. This paper contributes a review of the background literature and deals
with an innovated approach to the positioning of tourist destinations. The research presented in
this paper focuses on the context of the development of tourist products established on
experience as the key exchange value and requires an interdisciplinary approach which,
together with the applied marketing activities and competitive positioning through identity
affirmation, leads to the tourist offer positioning from the point of view of the experience
economy. Setting out tourist offer concepts on the principles of experience economy represents
also a regulatory phenomenon, which not only protects the resource base but also, by means of
the decrease in negative external factors, affects the quality of life of the domestic population.
At the global level, the concept of experience economy has still been theoretically insufficiently
researched and implemented.

2. LITERATURE REVIEW

The development of tourist products based on experience as the key exchange value requires
an interdisciplinary approach. By means of further analysis, distinction imposes between
perception of experience as a separate product and the aggregate set of experience economy.
The absence of experience economy factors in the creation of a modern tourist product achieves
extremely negative results. Historically speaking, the category of national economy
competitiveness has suppressed the once dominant category of comparative advantage. The
same situation can be noticed in observation of tourism, where added value progressively
increases when competitiveness is based on experience economy (Vitasovi¢, 2012). De-
regularised tourist offer growth irreversibly decreases the exchange value of the resource base
and, accordingly, also the income from tourism (Vitasovi¢, 2012). The realisation of an
experience and its qualification depend on motivation, perception, value, significance,
satisfaction and life style. Experience represents a psychological category, thus being the
subject of psychological studies. Comprehension of experience is linked to the explanation of
perception. It is possible to link experience as a psychological process to the process of
perception of stimuli. Perception is, therefore, an active process of organising, integrating and
interpreting of sensorial information, which facilitates familiarisation with and recognition of
the meanings of objects, phenomena and occurrences in the environment. Persons do not have
clear senses; they have precepts — as senses are only elements of which a complete experience
is made up (lat. percipere = adopt).
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Perception is not only a sum of elements, but it is also the structure of those elements, active
processing of all received and already existing information, their interpretation based on
previous knowledge, memory, expectations, attitudes, motives, emotions and personal
characteristics (Petz, 2010). A tourist product within the tourist system represents a complex
concept, which includes services, people, organisations and ideas with the aim to realise travel,
stays and tourist activity away from of their familiar surroundings (Smith, 1994). Tourist
product consumption affects experience realisation. Experience, therefore, depends on the type
of tourist product. Tourism and expenditure during the course of tourist activity perceives
tourism as a form of expenditure. Tourism can, therefore, be observed as a specific form of
expenditure in which a change in the structure of expenditure occurs (Laws, 1995). During the
course of tourist activity, perception of authenticity, i.e. the authenticity of content (of
purchased products and services) affects expenditure. Tourists, therefore, expect authenticity in
the destination (MacCanell, 1992) as opposed to pseudo-events (Boorstin, 1964). The search
for authenticity in a tourist destination can also have negative impacts and bring pressure on
sustainability and local community life. Tourist expenditure pertinent to authenticity is,
therefore, observed in relation to modern and post-modern perspectives. In modern perspective,
tourists are always in search of authenticity which is perceived through authenticity of the
presented content, while tourists in the phase of post-modern perspective are directed to
activities, entertainment and enjoyment and do not care about the content authenticity
(MacCannell, 1976, Urry, 1990, Cohen, 1995). Consequently, it can be presumed that tourists
consume tourist products in relation to previous knowledge, experiences and expectations
which, later, in a tourist destination, leads to expenditure driven by emotions and expenditure
in the heat of the moment, looking for experiences and entertainment (MacCannell, 1976, Urry,
1990, Cohen, 1995). Tourists expect a temporary escape from their everyday lives through
something unrepeatable, spectacular and unique. It can be concluded that activities for the
channelling of tourist expenditure structure within a tourist destination should be directed
towards tourist expectations and realisation of their desired experiences. Experience economy
represents creation of a new value (economic and social), where experience is an integral part
and starting point of a product or service and not only their expansion or added benefit.
Systematic impacts of the elements of offer, therefore, must enable creation of memory, which
then becomes experience, i.e. in fact, becomes a product or a service. Such perceptions emanate
from research on the behaviour of consumers themselves or service and product users. Initial
papers define purchase as being for the purposes of a meaningful and realistic observation and
thinking process (Holbrook, O'Shaughnessy, Bell, 1990). With the emergence of the criticism
that cognitive models insufficiently define and explain behaviour (Hoch, 1991; Holbrook and
Hirschman, 1982), however, a change in the study starting point occurs. The emphasis is put
on the experience and expenditure. Even Levy (1959) states that people do not purchase a
specific product because of what it is intended for, but because of what they think it is, i.e.,
what it represents for them. Thus Holbrook and Hirschman, in 1982, define products as having
two fundamental functions and that their indivisible wholeness is needed. They define usable
and hedonistic product functions. Usable functions represent what a product or a service is
literally intended for and hedonistic values are those which are described by users as
entertaining, fantastic and pleasant for perception. The hedonistic function, therefore, illustrates
subjectivity and individualisation of both products and services. Dhar and Wertenbroch in 2000
prove that, by the usable function in the goods consumption itself, people retain a neutral
position in experience consumption, while hedonistic aspects represent a method for
improvement in the experiential component of the expenditure itself. Despite the quoted efforts,
academic literature determines a lack of a systematic approach in observation of a realised
experience (Gentle et al., 2007). By consumption of a tourist service as opposed to the
experience, expectations and realised experience, the importance of the intensity of individual
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perception of the said experience and functions of use are noticed. In conclusion, the experience
economy therefore is not a generic creation of the experience itself, but it is based on the
individualisation of the personal experience by a person in his/her social surroundings. All
experiences are individual; some occur more or less within a social construct or are cultural. A
common link for all categories is that they are markedly prone to emotional influence and that
they affect the realisation of, let us say, a new person, discovery of innovations and research of
the unexplored. Kelemen (1974) states that, apart from the emotional category, excitement
creates a link and a desire for progress. The main product in a destination, therefore, is
experience. The perception of a destination is a combination of factors, comprising a “collection
of experiences gained by the traveller” (Gunn, 1997, p. 32). Increase in tourist travel, fast and
expansive growth of the tourist industry, globalisation conditions and innovativeness confront
the tourist industry with product differentiation. New tourist demand requirements condition
the level of profits from tourism and even question market cost-effectiveness. In conditions
where competitiveness is extremely important, even crucial, a challenge is set for
comprehension and a more detailed definition of the tourist experience, i.e. experience (Perdue,
2002). For a more detailed comprehension of the concept of the experience economy, tourism
is clearly the best example of application of the concept. The first applications were
implemented at the beginning of the 70's of the 20th century (MacCannell, 1976, Dann, 1977,
and Cohen, 1979). It is, therefore, deemed that tourist experience represents a unique,
indivisible entity, pronouncedly filled with the emotional factor, containing almost
immeasurable personal value. Tourism facilitates realisation of an alternative experience of
time i.e. time spent far away from everyday life, usual routines and familiar, usual surroundings
(Wang, 2000:216). Tourists wish for and expect a unique, authentic experience (MacCanell,
1976). Tourist experiences cannot be purchased; they can merely be channelled or adjusted.
Nobody apart from the tourist himself/herself has direct control over the power of perception
and motives and, ultimately, their own value scale of the experience which they had. Tourists,
therefore, independently combine elements such as time and skills in pre-expenditure set for
experience creation (Rustichini and Siconolfi, 2004). When a tourist joins a tourist activity,
nobody knows in advance either the result of the realised expectation, or the intensity of the
experience. The complexity of the concept of experience economy and its elements requires
more detailed determination. Innovation can be defined as a complex process in which
organisations transform an idea into a new or improved product, service or a process of
advancement, competition or successful differentiation in the market (Baregheh et al., 2009).
Joseph Schumpeter (1961) focuses on the role of innovations in economic and social
development, explaining innovation as a process of development in which an individual
approach is contained. Innovation in tourism is generally characterised by distancing from the
usual practice of tourist sector business, with the emphasis on quality (Hjalager, 2010).

3. TOURIST DESTINATION

Destination, as a part of the tourist system, affects the experience creation. The impact of
destination on the realisation of the experience is observed through the perception of tourist
supply competitiveness and the phase of stay in the destination. The tourist system is, therefore,
simply observed as an interaction between tourists and the tourist destination. Such a perception
is based on the production and expenditure of tourist products and services (Gunn, 1994).
Tourists represent an element of tourist demand and tourist destinations, an element of tourist
supply. Tourists are connected to the destination by means of traffic accessibility, information
accessibility and by marketing mix elements. The marketing mix tools are: product, price,
promotion, place, people, physical evidence and process (Krizman-Pavlovi¢, 2008).
Furthermore, tourists are exposed to the influence of destination promotional activities, price-
forming strategies and the development of tourist product in the destination.
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The interaction between tourists and the tourist destination becomes reciprocal and the
interaction intensity and content are determined by the willingness of both sides (Formica and
Uysal, 2006). In order for destination marketing and management strategies to be fully
successful, creative opportunities should be sought to encourage the co-creation of positive,
unique, and quality tourist experiences that can attract visitors efficiently (Binkhorst & Dekker,
2009; Jennings & Nickerson, 2006; Mossberg, 2007) and contribute to the competitiveness and
sustainability of destinations (Ritchie & Crouch, 2000). The sustainable approach to tourism
aims to optimise the use of the local resources and harmonise the needs of local stakeholders
and the community, while simultaneously focusing on the high satisfaction of tourists by
ensuring a meaningful, authentic experience (Kastenholz, Carneiro, & Marques, 2012).
Considering that tourists seek multiple experiences, destinations should articulate their
endeavours in facilitating diversified, quality tourist experiences (Lane, 2009; Agapito et al.,
2014).

4. TOURIST DESTINATION AND A MODEL OF DESTINATION
COMPETITIVENESS

Tourist expenditure products represent products which are predominantly used by tourists
during their stay in the destination (accommodation, transport, food and tourist activity
services). General consumption products are those products which are mostly used by the local
population, but which can also be used by tourists (hospital, post office, hairdressing services,
and lotteries). A tourist destination attractive base represents the totality of attractions and, as a
rule, is the main motive for travel, being an equal factor in realisation of experience in a
destination (Uysal, 1991), by which tourist destination competitiveness is affected. A tourist
destination, i.e. a competitive tourist destination, represents the destination which provides a
higher level of realised experience qualification (Dwyer and Kim, 2003). In order to perform
the positioning of tourist supply, i.e. a tourist destination based on the principle of experience
economy, it is supposed that the tourism system takes into consideration competitiveness
factors. By positioning, competitors' activities are directly differentiated and a free market niche
for a specific tourist product, i.e. destination, is identified (Krupka and Zecevi¢, 2003: 68).
Therefore In developing a model of destination competitiveness (Figure 1.), therefore, it can be
noted that the area of tourism is under the constant influence of macro-environment of the
tourist destination (financial conditions in international markets, changes in the demographic
picture, lifestyle change, concern for the environment and the emergence of new requirements
of participants of tourist flows). Thus the category of competitiveness is a category that is
observed from the viewpoint of tourists, compared to their desires, motivations, needs and
preferences. Macro- and micro-environment destination affect the perception of destination
competitiveness, which implies a dynamic character of competitiveness and its perception is
constantly being changed and updated. Figure 1 shows the model of destination
competitiveness. In structuring an optimal model of destination competitiveness, it was noted
that different destination tourist products depended on the values of the individual elements of
the model. Resources and attractions are certainly important for the competitiveness of tourist
destinations, but their existence without the proper infrastructure is insufficient to build a strong
competitive position in the market.

Figure following on the next page
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Figure 1: A model of destination competitiveness
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Source: Prepared by the authors

Tourist demand is a definition of destination competitiveness. The determinant model is a
representation of the interaction between the elements of destination competitiveness. This
model therefore, represents an integrated approach and, as such, suggests that the goal of
tourism policy by destination competitiveness, as the basic unit, achieves economic
development at the national level. With contributory factors of synergistic action, natural and
man-made resources make an attractive destination for potential tourists and provide a basis for
tourism development. The combination of natural and man-made resources, namely newly
created means of tourism infrastructure, organisation of special events, tourist activities in the
area, entertainment and shopping opportunities are all contributory factors and resources are
presented as the necessary required infrastructure (traffic), quality of service, availability and
hospitality destinations (home communities and employees). The mentality of host destinations
was also observed. The above resource base influences the competitiveness of tourist
destinations. It is emphasised that the competitiveness of tourist destinations depends on the
ability of destinations to evaluate their resource base along with the achievement of added
value. Tourism destination management by the DMO (Destination Management Organisation)
requires the connection of all factors in a functional unit. The activity of public tourism policy
is reflected in the realisation of the conditions for the improvement of tourist facilities as well
as facilities that implement the DMCs (Destination Management Companies) policies.
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Furthermore, the optimal management model has been identified as IQM (Integrated Quality
Management). Tourist demand implies a level of demand for destinations. The same is
associated with preferences and expectations. Destination marketing activities, implemented by
the DMOs, have a significant influence on the formation of the perceptions of tourist
destinations. The destination image influences the tourists’ expectations about the holiday
destination, also influencing the choice of holiday destination and the destination with the
strongest image has the higher probability of being chosen (Matos, Mendes, Valle, 2012). The
model is defined in the way that the differentiation in quality conditions the elements of
economy experiences. The environment in the model represents the environment of national
economies, such as for example the position of destinations, safety and price level. The role of
tour operators is the articulation of demand requirements and the formulation of a competitive
tourism product (e.g. agrotourism, heritage tourism, local cuisine, ecotourism, indigenous
tourism, sightseeing, etc). The model proposes the concept of competitiveness of tourist offer
on the basis of experience. All elements of the model show the interconnectedness and
interdependence and competitiveness have been identified as categories of perception by
tourists. Planning, development and public tourism policy are not presented by separate
elements, but are integrated into the system of tourism destination management. Innovation in
tourist service, and also in the destination tourist product itself, can advance its competitiveness
level. Goods and services are no longer enough. In order to be competitive on the growing
tourism market destinations must differentiate their products by transforming them into
‘experiences’ for consumers (Amin and Thrift, 2002; Pine and Gilmore, 1999).
Competitiveness imposes the need for sale of integral services which, on the other hand,
aggregate the entire destination offer quality due to the fear of a fall in prices. In the event that
exchange value conditionally becomes an experience with repositioning of the destination,
maximisation of foreign currency flow will also be achieved and the level of discretionary
expenditure in the destination will be increased. A tourist product should improve the guest's
life (Pollock and Benjamin 2001); new technologies should simplify the communication
between the destination and the tourist, alleviating fulfilment of tourists' expectations by means
of feedback. By applying new interactive technologies, tour operators can considerably
contribute to the fulfilment of tourists' expectations. Although the number of individual tourist
overnights in relation to the number of organised tourist overnights is on the increase, the
advantage of tour operators lies in their market specialisation, as well as in their strong advisory
and informative role. They achieve market differentiation by powerful vertical integration, i.e.
purchase of principals in the offer chain in order to strengthen the brand and raise the quality
of service provision. All affirmed and serious tour operators, therefore, make every effort to
include innovations in their business in all phases of integrational relationships, in order to make
consumers interested in their offers and contribute to the tourist experience. As the
industrialised world is in transition from the service to the experience economy (Dwyer et al.,
2008), tour operators need to undertake some changes in their core businesses. Specifically,
they should focus on delivering unique experiences that personally engage consumers.
Consumer values in major origin countries worldwide are changing towards preferences for
more product and experience customisation, authenticity, learning, self- improvement and
transformation, implying a role for technological innovations to facilitate interpretation of
cultural and natural heritage (Molz, 2013). As travellers become more experienced, they are no
longer satisfied by being processed through an impersonal, non-interactive system of ‘mass
tourism’. Moreover, a larger number of tourists would like to see themselves as “individuals’,
even though they are engaging in mass tourism such as group package tours. Therefore, tour
operators are becoming more specialised and holidays increasingly include some kind of
educational or cultural experience. Tourists are increasingly interested in discovering,
experiencing, participating in, learning about and more intimately being included in the
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everyday life of the destinations they visit (Dwyer et al., 2008). Destination management and

tour operators, therefore, should create unique experiences in their destinations that differentiate

themselves from other destinations. Tour operators should become ‘experience providers’

developing personal encounters and authentic experiences in order to create long lasting

memories and customer loyalty (Dwyer, Seetaram, 2013). Therefore, the focus should be on

‘experiences’ rather than ‘products’. The Tourism Development Strategy of the Republic of

Croatia is an umbrella developmental document of Croatian tourism, which provides guidelines

and offer structure. In other words, the Croatian Tourism Development Strategy until 2020

represents an integral conceptual framework which facilitates:

e Coordinated involvement of tourist policy bearers and a systematic coordination of tourist
policy measures,

e Full understanding of key directions of Croatian tourism development as a prerequisite for
attracting potential interests of domestic and foreign investors and

e Target orientation of the developmental and investment process and efficient drawing of
EU funds.

This facilitates a systematic approach and a balanced involvement of the tourist offer
stakeholders for the purpose of refinement of the aggregate tourist offer. Efficient
implementation of the Croatian Tourism Development Strategy until 2020 conclusions includes
organisational adjustments at the level of the Ministry of Tourism, functioning of the tourist
organisation system, but also mutual cooperation among the ministries related to tourist activity
to date. In other words, the tourism system needs to be revised and rationalised in order to
increase its total effectiveness, especially at regional and local (destination) levels, where tourist
activity itself takes place. Through the aforementioned process of system rationalisation and
territorial expansion, tourist organisations would be transformed into destination management
organisations (DMOs). This includes staffing and additional training for the jobs of destination
development management, with the aim of strengthening of destination competitiveness and to
coordinate and harmonise often opposed interests of the stakeholders in the destination. For the
purposes of overseeing the impacts of the Croatian Tourism Development Strategy until 2020
(and tourism, generally speaking) it is necessary to define the indicators which are monitored
and referential starting points for development and that for each of the three indicator groups,
namely: economy, environment and society.

5. RESULTS

The competitive positioning of a tourist destination must take into account the concept of the
experience economy, communicational attributes and economically rational tourist offer
valorisation chain. Taking into consideration the postulates of the experience economy, which
facilitates the achievement of competitive advantage on the basis of differentiation by quality,
marketing actions must omit the stress from the traditional elements of receptive tourism and
focus on the exploitation and promotion of the dominant resources, whose value is
exceptionally high and/or on the unrepeatable quality of the local destination identity. In order
to provide sustainable tourism development at a destination, in the short term, the quality of
tourist sites and landscapes and of the experiences sought by tourists must be maintained and,
in the long term, the negative impacts that tourism can have on local communities and the
environment must be minimised and positive contributions to the local population and the
environment should be maximised. From the above quoted, it can be concluded that the
positioning of the tourist offer on the principles of competitiveness and experience economy
implied a higher level of achievement of the tourist offer added value, with the conception of
a rational valorisation chain of the tourist offer elements where cultural heritage represents the
basis.
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6. CONCLUSION

The development of tourist products based on experience as the key exchange value requires
an interdisciplinary approach, which, with applied marketing activities and competitive
positioning by means of identity affirmation, leads to the positioning of tourist offer from the
aspect of the experience economy. The tourist destination positioning should be carried out with
consideration for the specific destination recognition and the experience of it, affirming the
principle of differentiation by quality. The resource base is evaluated by the destination
geographical location, cultural and heritage context which competitive tourist offers cannot
evaluate. From the above stated, it can be concluded that tourist offer positioning, based on the
principles of competitiveness and the principles of experience economy, implied a higher level
of realisation of tourist product added value. The base for creation of experience economy is
the experience as a complex category. The experience which a person, i.e. tourist, had in a
tourist environment is individual and subjective for each of them. For future research of issues
it is suggested that they are focused on the research of attitudes, the process of choosing a
destination, the process of creating experiences within the destination and ultimately the
formation of a competitive tourism product. Such an approach would allow consideration of
the overall process in creating added value and predicting future trends in tourism.
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ABSTRACT

Dealing with potential threat to the integrity of the Unitary State of the Republic of Indonesia,
the National Education should provide Indonesian youths with a full understanding of the
policy of the State Defense. Early childhood education is one of the most basic education and
occupies a golden age position and occupy a very strategic position witin human resource
development (ECE Directorate, 2005). Today, there are institutions that carry out Early
Childhood Education (ECE) implement various methods and curricula and are generally
influenced by educational foundations in charge. Early childhood education is considered as a
reflection of a social order, but there is also a view that suggests that moral attitudes and
behavior of a society are seen as success or failure in education system and the successful of
early education depend on the good implementation of early children education. The education
process at the age of adolescence, could be affected as well. Looking into the diversity of ECE
education models, the question arised on how the country's defense values are implemented in
character building in ECE. From research conducted at The Ministry of Defense and the
Ministry of Education and Culture come a results that both institutions have played their roles
by implementing the state defense character education policies for ECE. However, there is a
lacked of socialization and cooperation with other institutions so that the implementation of the
policy run smoothly, in accordance with the targets and the objectives that must be achieved.
This research used qualitative research methods.

Keywords: State Defense Character, Early Childhood Education (ECE), Defense Management.

1. PRELIMINARY

1.1. Background

The dynamics of changing threats that are influenced by the strategic environment, as well as
the rapid development of technology, especially information technology, raises new types of
threats consisting of military, non-military and hybrid threats (Indonesian Defense White Paper,
2015). The threat is growing, dynamic and has a multidimensional scope where it affects
various aspects of life. Matthews (2017) in his presentation at the Indonesia International
Defense Science Seminar stated that because the strategic environment is very dynamic, a
country might not face the current threat but get many threats later on.
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Therefore, at present all countries are preparing to face threats that arise as a result of dynamic
strategic environmental changes. To deal with these dynamic threats, the community, especially
the younger generation, must be smart, have the knowledge and understanding of state defense,
and the strong character gained through good education. National education aims to educate the
life of the nation and develop whole people, namely human beings who believe and devote to
God Almighty and have a noble character, have knowledge and skills, are physically and
mentally healthy, have a solid and independent personality, and social and national
responsibility. Through national education, it is expected to be able to improve the quality of
national education so that it can produce educated, faithful, knowledgeable, skilled and
responsible people ( Law No. 20 of 2003 concerning the National Education System ). Every
citizen has the Rights and Obligations to participate in efforts to defend the country in
accordance with the provisions of legislation Law No. 39 of 1999 article 68. One of the
provisions of the legislation concerning citizens in defending the country is through education.
This state defense education is an effort to realize the rights and obligations of every citizen to
participate in the defense efforts of the state as a reflection of national life which guarantees the
rights of citizens to live in prosperity, justice, security, peace, and prosperity. The rights and
obligations regarding defending the state for every citizen are regulated in the Law, namely in
the amendments to the 1945 Constitution, article 27 paragraph 3, stating that every citizen has
the right and participation in the state defense and article 30 paragraph 1, that each - every
citizen has the right and obligation to participate in state defense and security efforts. Besides
that in Law No. 3 of 2002 concerning National Defense in article 9 paragraph 1, that every
citizen has the right and interference in efforts to defend the country which is manifested in the
implementation of defending the country. Within the framework of the National Education
System, the formation of students who have the attitude of defending the State is regulated in
Permendikbud No. 39 of 2008 article 31 verse 1 concerning student development in the
formation of students to become citizens of democratic and responsible countries. The
education in question is at all levels starting from early childhood education up to college level.
Early childhood education is considered a reflection of a social order, but there are also views
that suggest that attitudes and behavior of a society are seen as a success or as a failure in
education and the success of education depends on early childhood education, because if the
implementation of education in children good early age, then the education process in
adolescence, adulthood will rise as well. With the diversity of ECE education models, the
problem is how the country's defense values are implemented in character building in ECE.
Based on the threat to the survival of the nation and the Republic of Indonesia which is very
dynamic, and the importance of planting state defense values to early childhood, it becomes
interesting and needs to examine the role of the ministry of defense and the ministry of
education and culture in the formation of country in early childhood education.

2. LITERATURE REVIEW

2.1. Role theory

Elif (2015 ) said that the role is a set of behaviors expected by others towards someone

according to their position in a system. In this case, the educational institution is expected to do

counter radicalization as part of the learning system implemented in its institution.

Whereas according to Soerjono Soekanto (2014), the role is an action or behavior carried out

by someone who occupies a position in social status, role requirements include 3 (three) things,

namely:

1. Roles include norms that relate to a person's position or place in society. In this case, the
role in question is a series of rules that guide a person in social life;
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2. Roles include behavioral concepts about what can be done by individuals in society as
organizations. So that it can be said that the role as individual behavior, which is important
for the social structure of society; and

3. Role is an orderly series caused by a position. In this case, humans as social beings have a
tendency to live in groups. So that in the life of the group, there will be an interaction
between one community member and another community member. Interdependence grows
because there are interactions between them. In community life, what is called a role
emerges? Someone is considered to play a role if he carries out his rights and obligations in
accordance with his position, this happens because the role is a dynamic aspect of one's
position. To provide a clearer understanding, it is better to first understand the notion of
roles. From the explanation above, in this study, the role of the Alkhairaat foundation
educational institutions in counter-radicalization is inseparable from the learning system
carried out by the institution.

2.2. Definition of State Defense
The rights and obligations of each citizen to participate in the defense of the state must be
understood and internalized in the context of defense security. Therefore education to defend
the country is directed at the realization of the spirit of all citizens to defend the country against
every possible threat. The final form of defense of the state is the universal people’s resistance,
which is carried out both with and without weapons. To build a solid moral foundation, the
National Defense Preliminary (PPBN) programs are held for every country, both in the formal
education environment, in the work environment and in the residential environment. Darmadi
(2012: 66) suggests keywords in the defense of the state are sovereignty, unity and unity and
the philosophy of the nation and the territorial integrity of the country. Understanding and deep
awareness of these words is the basis of the people's enthusiasm to fight in every way every
effort that endangers the safety of the country and nation. Basically, the introduction of state
defense education is held to promote the defense of the state by making people aware of their
rights and obligations in the effort to defend the country. Realizing the above, the development
of awareness of defending the state will be successful if implemented by taking into account
the level of readiness and the level of development of the students. In the context of the process
of internalizing state defense awareness students should be given the opportunity to be able to
develop their personalities as well as possible on the basis of personal experience gained
through interaction with the environment. Hamid Darmadi in his introductory book on
citizenship education (2012: 67) states that preliminary education in defense of the state
contains the following meanings:

1. Education is a conscious effort to prepare students through activities, guidance, teaching,
and training for their role in the future.

2. Preliminary Education for State Defense is a basic education to defend the country in order
to foster the love for the country, Indonesian consciousness, and state, belief in the power
of the Pancasila as a state ideology, willingness to sacrifice for the country and provide the
ability to defend the country.

3. State defense is an orderly, comprehensive, integrated and continuous determination,
attitude, and action based on love for the country, awareness of Indonesian nation and state,
and believes in the power of the Pancasila as a state ideology and willingness to sacrifice to
eliminate any threat, either from abroad and within the country, which endangers national
independence and sovereignty, national unity and unity, territorial integrity and national
jurisdiction and the values of the Pancasila of the 1945 Constitution.

State defense is defending national interests in all aspects of national life, this provides clarity
that defending the state is not merely a military interest, but the interests of the entire nation
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which is consistent with its ideals when it wants to establish a unitary state of the Republic of
Indonesia. The form of state defense will depend on the type of threat faced, if the threat is in
physical form, of course, citizens must prepare themselves in physical form such as after
independence, the rebellion/separatism between 1945-1956 continues and efforts to defend the
country are directed towards physical preparedness, through preliminary resistance education
based on Law No. 29/1954 concerning the points of popular resistance. So it can be concluded
that education defending the country is a process of interaction that occurs between students
and educators in teaching and learning activities that assess basic material defending the country
with the aim of fostering awareness of defending the state to students. The essence of
Preliminary Education of State Defense aims to grow:

1. Love of the homeland

2. Awareness of the Indonesian nation and state

3. Confidence in the power of the Pancasila as a state ideology

4. Willingness to sacrifice for the country

5. Having the initial ability to defend the country (subagyo et al, 2004: 41)

2.3. Character Learning Methods in Early Childhood

2.3.1. Habitual Method

Etymologically, the habitual (pembiasaan) comes from the word "habit (biasa)". In the
Indonesian Dictionary, "habit(biasa)" is common or common; as always; already a thing that is
not separated from everyday life. With the prefix, "pe" and the suffix "an" indicate the meaning
of the process so that habits can be interpreted by the process of making something/someone
become ordinary. In relation to learning methods in Islamic education, it can be said that
habituation is a way that can be done to familiarize students to think, behave and act in
accordance with the demands of Islamic teachings. Habits are considered very effective if the
application is carried out at an early stage or at the participant stage children aged early. When
young children are always accustomed to always carrying out religious teachings, the child will
be used to implementing it. Without training and accustomed experience, it will be difficult for
a child to carry out religious teachings. The Qur'an as a source of Islamic teachings contains
general principles of the use of habituation methods in the educational process. In changing
negative behavior, for example, the Qur'an uses a habitual approach gradually. Khamr ban case
for example.

2.3.2. Exemplary Method

In the Great Dictionary of Indonesia, it is stated that "salvation" is the basis of the word
"exemplary (keteladanan)™ which is an act or an item that should be imitated and emulated.
Therefore "exemplary (keteladanan)" are things that can be imitated and emulated. In Arabic
exemplary is expressed by the words " uswah " and " qudwah ", which means a situation when
a person follows other human beings, whether in kindness, ugliness, evil or apostasy. Thus
exemplary are things that can be imitated or emulated by someone from another person. But
the example referred to here is exemplary which can be used as Islamic education, which is a
good example. As education that comes from the Qur'an and the Sunnah of the Prophet, the
example method is certainly based on that source. In the Qur'an "exemplary" is termed the word
uswabh.

2.3.3. The Story Method

The story method implies a way of conveying the subject matter by chronologically telling
about how something good actually happened or just happened. In applying this method to the
Teaching and Learning Process (PBM), the story method is one of the best-known and best
educational methods.
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Because it is able to touch the soul if it is based on deep sincerity. Besides that, the story method
has an important role in obtaining children's memories and awareness of thinking.

2.3.4. Tourism Works Method

According to H. Zuhairini et al, the method of tourism is a teaching method that is carried out
by inviting children out of class to be able to show things or events that have something to do
with the lesson. The Methodic Diktaktik Team Curriculum explains, that means Tourism Works
method is a teaching method where students and teachers leave the school to go to a place to
investigate or learn certain things. From some of the meanings above, it can be seen that this
method is an alternative that is intended for students to get/obtain learning experiences that are
not obtained directly in the classroom. This method is very well done as an interlude outdoor
study because students can be invited directly to the real world.

2.3.5. Demonstration Method

What is meant by the method of demonstration is a method of teaching by using demonstrations
to clarify an understanding or to show how a particular process of formation goes to learners.
According to Piaget (1932), there are three stages of moral development followed by age
provisions, namely:

a) Pre-moral stage, namely children who are aged under 4 years

b) Heteronomous stage, namely children aged between 4-8 years

¢) Autonomous stage, namely children who are aged 9-12 years old

The stage of the developmental stage of moral reasoning cannot be reversed (irreversible),
namely that a stage that has been achieved by a person cannot possibly return backward under
him. (Kohlberg, 1964). Noor Rochman Hadjam, SU. explained that educating characters not
only introduces cognitive values but also through affective appreciation and practices those
values in real life. Student activities such as scouts, flag ceremonies, teenage red bars, theater,
fieldwork practices, volunteering for natural disasters, or sports and art competitions are
effective ways of instilling good character values in students. He emphasized that character-
based education is not a separate subject but the expected impact of accompaniment. Meanwhile
the Ministry of National Education mentioned several principles for developing character
education and national culture in schools, namely: (1) Continuity; namely that the process of
developing character values and national culture starts from the beginning of students entering
to completion of the education unit. (2). Through all subjects, self-development and school
culture ( 3). Values are not taught but developed; that is, character values are not a subject that
must be taught, on the contrary subjects are used as a material or the media develop character
values. (4). The process of character education is carried out by students actively and pleasantly.

3. RESEARCH METHODS

This research will take a lot of data in the form of words and activities of people or groups of
people, as well as supporting documents in the form of notes, administrative documents, photos,
and others as supporting data. So that in this study, researchers chose to use qualitative research
methods. The researcher will carefully and carefully examine an activity, event, activity,
process or group of individuals in the time and region that has been determined (Creswell,
2010). In this study, the types of data sources that will be used are primary data consisting of
several informants and secondary data from the results of literature studies. To test reliability
and validity data in qualitative research, explained by Sugiono (2015) includes tests, internal
validity (credibility), external objectivity (confirmability).
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4. RESULTS AND DISCUSSION
The government through the related Ministries and Institutions has made efforts to implement
the values of the State Defense in character building in ECE. This is indicated by the results of
research at the Directorate General of Early Childhood Education at the Ministry of Education
and Culture, and the Directorate General of Defense Potential at the Ministry of Defense. The
Ministry of Education and Culture through the Directorate of ECE Development in the
Directorate General of Early Childhood Education has developed the vision, mission, and
strategy for ECE development until 2045. From the research results, library data is obtained in
the form of ECE curriculum books (what, why and how), early childhood education Law
Number 20 of 2003 concerning Article 28 National Education System. Furthermore, the
Ministry of Education and Culture has the direction of ECE 2011-2045 development which is
divided into 5 stages, namely: 2002-2011 service expansion phase, 2011-2015 quality
stabilization stage, 2015-2025 national quality standardization stage, 2025-2035 stages of
international quality standards, 2035-2045 plenary service stage. The Directorate of Early
Childhood Education Development in 2015 issued a Guidebook used in ECE implementation,
the guidebook consisted of 10 guidebooks; 1. Guidelines for Assessment of ECE Learning, 2.
Guidelines for Management of ECE Classes, 3. Guidelines for ECE Attitude Formation, 4.
Guidelines for Preparation of ECE Learning Plans, 5. Guidelines for Development of ECE
Learning Themes, 6. ECE Learning Management Guidelines, 7. Guidelines for Curriculum
Development ECE Education Unit Level (KTSP), 8. Basic Framework and 2013 ECE
Curriculum Structure, 9. ECE curriculum. What, Why, And How, 10. Guidelines for Preparing
Standard Operating Procedures for ECE Units. In addition, in the 2013 ECE Curriculum which
was also made by the Directorate of Early Childhood Development, explained the importance
of forming the attitudes. Forming attitude is closely related to character building. By looking at
the development of science and technology that has developed very quickly, resulting in
competition for human resources to be so sharp. This requires the implementation of future
education not only to equip students with mere knowledge and skills, but the development of
strong, persistent and creative characters becomes far more important in education. The
Ministry of Education and Culture, in this case, has very clearly determined that education at
every level develops competency in attitudes, knowledge, and skills with different
compositions. The earlier the education level, the greater the composition of attitude
competency development. As the most basic level, ECE is expected to be a strong foundation
to shape the attitudes and character of students. This is implemented in the 2013 ECE
Curriculum, building children's character is done by cultivating attitudes through attitude
competency development, which is not only a follow-up impact (nurturan) from the
development of knowledge and skills, but components that must be planned more deeply and
carried out continuously so that forming habits further becomes a behavior which eventually
becomes a good attitude and character. The development of attitude competency requires a long
and consistent process, but in its implementation, it must still be adapted to the way of early
childhood learning carried out through fun and meaningful activities. The most important thing
in this learning is the example of the teacher team which is certainly a model for students. In
the 2013 ECD curriculum the core competency of the attitude that must be developed consists
of:

a) Core 1 Competency Spiritual Attitude. "Accept the teachings of the religion He adheres to".
Reflecting spiritual intelligence as an attitude of awareness of knowing the religion they
embrace.

b) Core Competence 2 Social Attitude. "Having healthy behavior, curiosity, creativity and
aesthetics, confidence, discipline, independence, caring, being able to work together, being
able to adjust, be honest, and polite in interacting with family, educators and / or caregivers,
and friends,” Reflect social-emotional intelligence as attitudes and behaviors that become
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feelings of self, other people, and social values that are in accordance with applicable norms
and culture. Core competencies are achieved at the end of the ECE program after the child
has finished taking ECE services.

Furthermore, Core Competencies developed into Basic Competencies include:
1. Basic Competency 1 Spiritual Attitude.
a) Believing in the existence of God through His creation.
b) Respect yourself, others, and the surrounding environment as gratitude to God.

2. Basic Competence 2 Social Attitudes.

a) Having behavior that reflects a healthy life.

b) Having behavior that reflects an attitude of curiosity.

¢) Having behavior that reflects a creative attitude.

d) Having behavior that reflects aesthetic attitudes.

e) Having behavior that reflects an attitude of confidence.

f) Having behavior that reflects an attitude of obedience to the daily rules for training
discipline.

g) Have behaviors that reflect patience (want to wait their turn, want to hear when other
people talk) to train discipline.

h) Having behavior that reflects independence.

i) Having behavior that reflects an attitude of caring and willingness to help if asked for
help.

J) Having behavior that reflects respect and tolerance to others.

k) Have behaviors that can adjust.

I) Having behavior that reflects an attitude of responsibility.

m) Having behavior that reflects honesty.

n) Having behavior that reflects a humble and polite attitude to parents, educators, and
friends.

In the 2013 ECE curriculum also explained the role of parents to be a good example or role
model for children, as well as fostering the values of virtue in children. In addition, the role of
the teacher is very important in planting the attitudes of children in school. The Ministry of
Defense through the Directorate General of Defense Potential (Ditjen Pothan) in 2011 issued
an Implementation Guideline Number: Juklak / 03 / X / 2011 on Guidelines for Guidance on
State Defense for Kindergarten (Elementary School) - Elementary School (SD), and at in 2015
the Implementation Guidelines were issued Number: Juklak / 06 / VIII / 2015 concerning
Guidelines for Guiding State Defense for SD / MI Teachers. The aim of developing state
defense awareness as explained in the implementation guidelines number 03 / X / 2011, is to
support the development of Indonesian human resources in understanding and realizing the
rights and obligations of defending the country democratically, through fostering efforts to
foster, maintain and develop state defense values. To realize this goal at the kindergarten /
elementary level is to form the personality of devoted students, have discipline, can apply
national values in daily life, realize themselves as social beings who are tolerant and recognize
the environment based on the personality that understands diversity and can apply national
values in everyday life. It was also explained that the goal is implicitly already accommodated
in the Competency Standards (SK) and the Basic Competency (KD) the relevant subject (for
instance Civics / Civic Education) but not explicitly stated in the indicator need subjects. In the
guidelines numbers, 03 / X / 2013 also described the scope of the State Defense Development
Awareness (PKBN) at the kindergarten, which can be implemented through of integration
PKBN in subjects relevant, local content, and/or personal development in a sustainable manner.,
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In accordance with the level of development of students, the scope still refers to the goals and
objectives concerning the cognitive, affective, psychomotor domains through various kinds of
coaching with an emphasis on psychological and physical development. In detail the scope of
PKBN for kindergarten are:

1. Psychological Development

a) Introduction to the love of the homeland through flag ceremony, singing, play, and
recreation.

b) Introduction of a sense of solidarity through playing together.

c) Introduction to a sense of cleanliness and environmental preservation, through walking
and light work.

d) Introducing discipline, through simple lines.

e) The introduction of obedience, obedience, and respect for parents as well teacher
through exemplary stories.

Spiritual Development

a) The introduction of religious beliefs through stories of the greatness of God All The
Mighty and simple practices about the teachings of the religion He adheres to.

b) The introduction of moral character through stories and pictures, about religious and
national cultural diversity.

Personality Coaching

a) Introduction of good and bad behavior through stories, songs, and socio-drama.

b) Introduction of traditions and historical heritage that has valued the noble value of the
nation's struggle in the surrounding region.

¢) Introduction of good and correct language.

Knowledge Development

a) Introduction to state symbols.

b) Introduction of national and regional songs.

c¢) Introduction of traditional musical instruments and dances.

d) Introduction to traffic through illustrated stories, singing, tours and play in the traffic
park.

e) Introduction to the location of residence, school and the surrounding environment.

f) Introduction of various types of Family Medicinal Plants (TOGA).

g) Habit tells stories of heroism from parents, teachers and other media.

Physical formation

a) Introduction to sports through Indonesian Morning Gymnastics (SPI), Gymnastics
Physical Fitness (SKJ) and other exercises that have PKBN value (eg gymnastic
creation accompanied by regional and national songs).

b) The introduction of simple traditional dance moves.

c) The introduction of various skills through the form of play.

The essence of the implementation instructions made by the Directorate General of Defense at
the Ministry of Defense is essentially the same as those made by the Ministry of Education and
Culture when viewed from character building in ECE, but the implementation instructions made
by the Ministry of Defense are more implementative regarding all state defense values that can
be instilled in ECE students. Efforts made by the Ministry of Education and Culture and the
Ministry of Defense regarding the implementation of planting state defense values on character
building in ECE can be seen through the matrix below.
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Table 1: Matrix Efforts to implement the planting of state defense values on character

building in ECE
No. Material Ministry of Defense Ministry of Education and
Culture
1. - Socialization. - Has  carried  out | - What has been socialized is
socialization about the State | the ECE curriculum and the
Defense to the public in | ECE implementation manual
general and to the education | (10 Guidelines).
manager, but it is still done
in a limited manner so that
there are still many ECE
managers who have not
received socialization about
Bela Negara (the values of
State Defense that must be
invested in ECE)
2. -Formulating of Guidelines / | -Juklak/03/X/2011about | - The guidebook used in
Guidelines. Guidelines for Guidance for | conducting ECE, the
State Defense for | guidebook consists of 10
Kindergarten (Elementary | guidebooks; 1. Guidelines for
School) - Elementary School | Assessment of ECE Learning,
(SD). 2. Guidelines for
- Implementation Guidelines | Management of ECE Classes,
Number: Juklak /06 / VIII / | 3. Guidelines for ECE
2015 concerning Guidelines | Attitude Planting, 4.
for Guiding State Defense | Guidelines for Preparation of
for SD / MI Teachers ECE Learning Plans, 5.
Guidelines for Development
of ECE Learning Themes, 6.
ECE Learning Management
Guidelines, 7. Guidelines for
Curriculum Development
ECE Education Unit Level
(KTSP), 8. Basic Framework
and 2013 Curriculum
Structure ECE, 9.
ECEcurriculum. What, Why,
And How, 10. Guidelines for
preparing Standard Operating
Procedures for ECE Units.
3. - The content of operational | Clearly, it has explained in | Has not specifically included
guidelines/guidelines. detail the planting of state | the 5 values of defending the
defense values in ECE country as a whole, and only
mentions the love of the
country, as well as national
consciousness.
4. - Perception of the importance of | Very important, seen from | Important, visible from the
planting state defense values. the massiveness of the state | already mentioned about the
defense program carried out | love of the homeland and
by the Ministry of Defense national consciousness in the
early childhood curriculum
guide but it has not yet carried
out a massive state defense
program, possibly because of
the Ministry of Defense as the
sector head for the state
defense program.

From the research both through interviews and field observations, it was seen that the
socialization of the forming of state defense values to ECE managers and to the Education and
Culture Office in the regions was still lacking. So that eventhough the essence of the values of
national defense is evident in the ECE curriculum, the teachers and managers of ECE still think
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that this is part of the teaching and learning process in ECE which aims to develop aspects of
cognitive, motoric and other development, and not from awareness of the importance of
implementing state defense values early in early childhood. It means that a comprehensive step
is still needed, either through direct socialization through face-to-face meetings or through
social media, which can now be used to socialize the importance of planting state defense values
in ECE. The Ministry of Defense can directly involve the Village Guidance Officers (Babinsa)
from the Army, to help disseminate information about State Defense, especially the planting of
the values of the State Defense in ECE in coordination with the Department of Education and
Culture in the area, and ECE managers in their area. To anticipate the limitations of funds, the
material in the form of implementation instructions and socialization guidelines can be accessed
by Babinsa online and can be shared with ECE managers online as well. The Ministry of
Defense can also coordinate with the National Police to assist through the Community Security
and Order Development (Babinkamtibmas). Because many ECEs are spread throughout
Indonesia, this socialization must be carried out massively by involving the Regional
Government (Pemda), especially through the Office of Education and Culture in the regions.

5. CONCLUSION

The government through the relevant Ministries and Institutions has made efforts to implement
the values of the State Defense in character building in ECE. This is indicated by the results of
research at the Directorate General of Early Childhood Education at the Ministry of Education
and Culture, and the Directorate General of Potential Defense, Ministry of Defense. The
Ministry of Education and Culture through the Directorate of ECE Development in the
Directorate General of Early Childhood Education has developed the vision, mission, and
strategy for ECE development until 2045. From the research results, library data is obtained in
the form of ECE curriculum books (what, why and how), early childhood education Law
Number 20 of 2003 concerning Article 28 of the National Education System. Furthermore, the
Ministry of Education and Culture already has a direction for the development of ECD 2011-
2045. Likewise with the Ministry of Defense, in the context of efforts to implement state
defense values in ECE, the Ministry of Defense through the Directorate General of Defense
Potential (Ditjen Pothan) issued 2011 Implementation Guidelines Number: Juklak / 03 / X /
2011 on Guidelines for Guiding State Defense for Kindergarten (Elementary School) -
Elementary School (SD), and in 2015 Implementation Guidelines Number: Juklak / 06 / V11 /
2015 concerning Guidelines for Guiding State Defense for SD / M1 Teachers. Information about
planting state defense values to ECE managers as well as to the Education and Culture Office
in the regions is still lacking, so even though the essence of national defense values appears in
the ECE curriculum, it is still part of the teaching and learning process in ECE which aims to
develop aspects of cognitive, motoric and other development, and not from awareness of the
importance of planting the values of defending the state early on in early childhood.
Comprehensive steps are needed both through direct socialization through face-to-face
meetings as well as through social media which can now be used to socialize the importance of
planting state defense values in ECE. The Ministry of Defense can directly involve the Village
Guidance Officers (Babinsa) from the Ar my, and coordinate with the Indonesian National
Police through the Community Guidance for Security and Order (Babinkamtibmas) to help
socialize the State Defense, especially the cultivation of the values of the State especially in
ECE with the Department of Education and Culture as well as ECE managers in their area. To
anticipate the limitations of funds, the material in the form of implementation instructions and
socialization guidelines can be accessed online by various parties who need them. Because
many ECEs are spread throughout Indonesia, this socialization must be carried out massively
by involving the Regional Government (Pemda), especially through the Office of Education
and Culture in the regions.
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5.1. Suggestion

From the results of the research that has been carried out, there are several recommendations in
the form of input suggestions both from the point of view of the theoreti cal for the development
of science and practical suggestions for improving the implementation of activities. These
suggestions include;

5.1.1. Theoretical Recommendation

Theoretically, there are several recommendations given by researchers, such as:

a) The theory and the results of this study can be used as a reference for the next researcher.

b) There are several topics that have not been discussed in this study, for example about the
synergy between institutions in state defense education so that they can be used as research
and can be developed to provide recommendations to the Ministry of Defense especially in
the field of state defense.

5.1.2. Practical Recommendation

From the results of the research that has been carried out, several things become

recommendations to be taken into consideration by decision-makers both from the government

and stakeholders who have an interest in the issue of implementing state defense values in
character building in ECE as follows;

a) The synergy between the Ministry of Defense and the Ministry of Education and Culture
must continue to be maintained and improved so that the implementation of state defense
values can be carried out well in the ECE environment. Synergy is needed in the
implementation of socialization, especially at the District / District Education and Culture
Office level in collaboration with TNI elements as executors of the Ministry of Defense.

b) Government regulations made by the Ministry of Defense should be accessible online so
ECE managers can easily access the curriculum as well as the ECE guidebook from the
Ministry of Education and Culture.

c) State defense training or socialization of state defense values needs to be done at the
institution of ECE education, especially for ECE managers and teachers.
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ABSTRACT

The standard of living, understood as the degree of satisfaction of human needs resulting from
the consumption of material goods and services, and the use of natural and social environment
values, is conditioned by a series of different determinants. They exert their impact on the
macro- and microeconomic scale. The macro-determinants are the indirect conditions,
deferred in time, non-measurable and independent from consumption entities. Factors affecting
the households’ standard of living on a micro-social scale have a different character. They
much more often depend on the consumption of entities, i.e. the specific decisions and actions
taken in the household, and their impact on the degree of satisfying needs is often referred to
as direct and measurable. In this group there are distinguished economic, socio-professional
and demographic factors, with the critical importance of the first parameter. This paper
describes the economic internal factors, such as: income, savings, loans, household assets,
leisure time and economic external factors, such as: supply, price, institutional information
system. The main, theoretical aim of the present study is the demonstration of basic economic
determinants of the standard of living of population. The additional aim is to present the
changes in the households’ incomes in Poland in the years 2004-2017. The basis of the research
is the secondary sources of information.

Keywords: economic determinants, standard of living, available income, households, Poland

1. INTRODUCTION

Determinants shaping the standard of living can be divided into those operating on a micro and
macro-scale. Micro-determinants of the standard of living represent a group of external objects,
strengths, determinants, phenomena and trends whose impact on meeting the needs of the
entities of the living standard can be described as significant but not direct. The main economic
determinants of the standard of living on a macro-social scale can include, among others, the
level and pace of economic growth, the system of organisation and functioning of economic
life, political system and state policy, as well as the situation on labour market. Macro-
determinants affect economic factors of the standard of living of a household relatively the
fastest, yet in indirect way which is hard to measure. These determinants are in a close
environment of the consumer and can have the character dependent on, or independent of, the
household members. As far as independent determinants are concerned, the household does not
have, as the name indicates, a direct impact on their shaping (for example price). The dependent
determinants, on the other hand, are a result of choices made by household members (for example
income). Without any doubts, income is the most important economic determinant (Grzega,
2012, p. 130). The level of incomes, their sources and character determine the structure of
expenditures on consumption of households, and translate into the standard of living in micro
and macro-social approach. The main, theoretical aim of the present study is the demonstration
of basic economic determinants of the standard of living of population. The additional aim is
to present the changes in the households’ incomes in Poland in the years 2004-2017. The paper
uses secondary sources of information (the macroeconomic data).
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2. INTERNAL DETERMINANTS OF THE STANDARD OF LIVING

One of the most important factors of standard of living is income. The main relationship
between income and standard of living is as follows, the standard of living is improved with the
increasing levels of real income and vice versa. The income growth does not always improve
the level of need satisfaction, because it can be designed to increase savings for purposes not
connected with the functioning of a household or simply squandered. Furthermore, it is
impossible to indefinitely raise a high or very high standard of living. Thus, a positive
relationship between increased income and improving the quality of life can be and often is
true, but only to a point. The importance of income as a basic factor of standard of living results
from the fact that, inter alia, it is a primary factor in relation to others. It is also a measurable
quantity, which enables the study of interdependence in the sphere of real phenomena and
economic processes. Income indirectly expresses the changes taking place within other factors
and enables the analysis of supply and consumption, according to many additional features
differentiating households. Considering the impact of income on the standard of living, the
category of available income is particularly taken into account. The largest part of households’
available income comes from permanent paid work and related benefits guaranteed by law such
as: pensions, sickness payments, paid maternity leave (Vogel, 2003, pp. 437-469). The level of
household available income is also affected by income from other sources, including income
handed over to the household by others, e.g. in the form of so-called ‘transfers’ from parents to
children (Smeeding, Weinberg, 2001, pp. 22). The level and distribution of income of
households are moulded by the configuration of three basic elements, such as: labour market,
the role of the state in shaping the living conditions of households (the scope of public
consumption, the level of social benefits) and family. With the increase of the available income
households obtain greater market freedom. Significant differences in the way the remaining
part of income is distributed appear after satisfying the needs at the elementary level. Higher-
level needs are becoming increasingly important. A major role in this respect plays a free,
remaining after covering basic expenses, part of the income called a discretionary fund. It is
assumed that the normal level of life occurs when satisfying the basic needs does not exceed
80% of income. The remaining 20% is the discretionary fund (Zalega, 2007, p. 59). In the
developed, stable economy, people get used to life at a constant level, and they estimate the
situation of their own entity based on their past experience and level of prosperity around them.
In the developing economy, however, households are willing to accept restrictions on their
consumer choices, but usually on the condition that their standard of living increases (Dietsch,
2005). From the point of the presented considerations it is important to take into account the
issue of cyclicality of obtaining income (regular and irregular), its nature (monetary and non-
monetary) and the ways of allocating it (for meeting immediate needs or savings) (Smeeding,
Weinberg, 2001, pp. 1-24).) A substantial part of regular income is spent on satisfying basic
household’s needs, while irregular income, in stable economic conditions, is used to meet the
higher-level needs of households. Non-monetary household income additionally raises the
standard of living of the entity. When it comes to income distribution into consumer spending
and savings, then allocating a bigger part of income in savings can mean a lower level of
satisfying current needs and vice versa. Household’s savings, which are well-made and
designed to achieve a particular goal may improve the standard of living of the entity in the
future in general or with regard to specific groups of needs (e.g. saving for a house leading to
its purchase will improve the degree of satisfying the housing needs of the household).
However, not all savings need to transform into specific resources for satisfying the needs of
the household. Some of them may simply be wasted or diverted for purposes other than the
satisfaction of its needs. Therefore, this can lead to a conflict of interest in the household
connected with the division of income, namely what proportion of income is to be spent on
satisfying current needs and what proportion is to be devoted to savings that will address the
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future needs of the household or needs unrelated with a given entity. They depend, inter alia,
on households’ expectations with respect to the future of own entity (Dumicic, Cibaric, 2010,
pp. 220-226). The effect of savings is mainly visible in satisfying the higher-level needs,
because this income is rarely, actually only in emergency situations, used to satisfy the basic
needs. In general, ‘the time delayed’ income, that is savings, and also loans determine to a great
extent the purchasing power of the household. However, they operate in two opposing
directions. Loans, through the purchase of consumer goods, allow to satisfy multiple needs in
a relatively short period of time. Though, due to the necessity to repay them with interest, they
reduce the purchasing power of the household in the future. The savings, on the other hand,
deplete the current fund, while increasing the household future purchasing power. In other
words, savings delay the satisfaction of consumer needs in time, whereas loans accelerate them.
In a politically and socially stable economy institutional savings increase and it is usually an
expression of positive changes in the standard of living of country's population. Income and
other material resources of the household co-determine the level of its wealth. Broadly
speaking, this level affects the needs system in the household and the general directions of the
income distribution. The household assets, defined as property and monetary assets, are one of
the conditions for the functioning of this entity on the market (Mruk, 1984, p. 19). Assets are
understood as a resource of durable goods as well as financial assets and intangible assets
(including, e.g. securities or legal assets) at the disposal of the household (Bywalec, 2010, p.
63). The quantity and quality of the owned and used resources of households are most often the
result of expenses incurred in prior periods. This stems from other factors, including the amount
of resources received, inherited from other households, e.g. parents’ households (Spilerman,
Wolff, 2012, pp. 207-223). One of the most important elements of the household assets is a
house or a flat, which usually constitutes the highest value in the asset portfolio of the family.
An own house is a major tool in collecting other items of the household’s effects. It also
determines the ability to carry out the basic functions of the household (Arrondel, Lefebvre,
2001, pp. 112-137). Household assets influence consumption and the household’s standard of
living in two ways. Firstly, part of the assets directly satisfies the needs of selected groups, e.g.
in the field of material development, housing, culture and recreation. Secondly, many assets
(e.g. land, house) can be converted into cash and allocated to satisfy specific needs (Bywalec,
2010, p. 64). Hence they constitute a form of protection against the consequences of lowering
the household’s standard of living due to e.g. a job loss by one of its members. Depending on
the level of wealth of a discussed entity there are different ways of managing the monetary
budget, associated with the further accumulation of wealth. In low affluent households, the
increase in assets can be achieved at the expense of lowering expenditure on the purchase of
essential goods such as foodstuffs and clothing, while in highly affluent households the increase
in assets typically leads to the purchase of complementary goods, and sometimes even a change
in lifestyle. Material resources of households can have an impact on the status of intangible
assets, such as: knowledge (through educational expenditure) and leisure time (Vogel, 2003, p.
450). Another economic factor is the leisure time. This is the time remaining for the members
of the household after completing their professional, home and family duties, and after
satisfying the physiological needs. Leisure can be freely disposed (Strzeminska, 1988, p. 5).
When considering the impact of leisure on the household’s standard of living, two main issues
have to be considered. The first one relates to the understanding of leisure as good in itself,
whose ‘ownership’ improves the degree of satisfaction of selected needs e.g. cultural,
recreational, sports and education. The second issue relates to the understanding of leisure as a
kind of a ‘substitute’ of income. Since leisure time can be devoted to work and then it ‘turns
into’ income that can be spent on improving the household’s standard of living. Leisure can
also be converted to time of work in own household. Then it increases the size of non-market
consumption, which also raises the degree of satisfaction of the needs of the household.
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This is especially true in low affluent households. Therefore, it can be concluded that it is a so-
called ‘compensatory measure of the standard of living’ of households (Folbre, 2009, pp. 77-
83). A very important issue is the way of leisure time management which depends both on its
size and income that the household has (Mattingly, Bianchi, 2003, pp. 999-1029). Leisure time
can be spent both on satisfying basic needs, e.g. recuperation through passive recreation, as
well as higher needs, e.g. human development through the participation in culture. It should be
emphasized that the leisure time is largely spent on consumption and influences it in a similar
way as income — the more of it, the greater can the consumption be and the higher degree of
satisfaction of household needs is. From a certain, high level of household effects, the increase
in leisure resources becomes downright prerequisite of the development of consumption and
improvement of the standard of living. Indeed, time is required to be able to use the goods and
services purchased on the market. Similarly, the shortage of free time can become a barrier to
the development of households, as to the standard of living could grow, a household needs to
use the discretionary fund, both in case of income and leisure (Bywalec, 2010, pp. 87-91). It is
more often stressed that the barrier to the development of consumption is the lack of time to
meet the needs, especially those of a higher level. In this context, the issue of an adequate supply
of time-saving goods (i.e. increasing the resources of leisure time, e.g. a car) and time-
consuming (i.e. aimed at increasing resources of leisure time, e.g. a game console) is also
important (Greenwood, Seshadri, Youkoglu, 2005, pp. 109-133).

3. EXTERNAL DETERMINANTS OF THE STANDARD OF LIVING

One of the factors determining the boundaries of satisfying consumption needs is the supply,
which is understood as an offer of sale of goods and services in specific ranges (assortment,
qualitative, territorial and temporal). It may be a limiting or enhancing factor of the households’
standard of living. An insufficient number of products on the market can lower the standard of
living of entities, and ultimately lead to eliminating the satisfaction of some needs. In such a
situation it is important to meet the needs outside the market, in the context of natural
consumption. On the other hand, the abundance of consumer goods and services creates good
conditions for meeting the needs of households. The consumer market, characterised by a wide
range of products, competitive in terms of price and quality, provides greater consumerist
freedom. However, this may complicate the purchasing decisions of consumers and often lead
to the abandonment of purchase, resulting in failure to satisfy a given need (Grzega, 2012, p.
54). Analysing the impact of supply on the households’ standard of living, the importance of
the public offer should also be stressed. Its size and structure largely determines the degree of
satisfying household needs, both in general as well as for selected groups. Substitution
correlations between goods and services offered in the context of private and public
consumption are widely known, which means, among other things, that a richer public offer
reduces the need to earmark private financial means of the household to satisfy some needs
(e.g. in the field of culture and education). It is also worth noting that some public goods are of
‘irreplaceable’ nature in shaping households’ standard of living (e.g. public safety) (Fiorito,
Kollintzas, 2004, pp. 1367-1398). Another economic factor of external nature determining the
standard of living of households is the price. The confrontation of household needs occurs on
the basis of prices for consumer goods and services (Lieu, Liang, Chen, 2008, pp. 224-235).
The price impact is defined as indirect one because only in conjunction with income it translates
into the choice of the set of goods and services intended to satisfy the needs. The role of the
price in shaping the households’ standard of living is mainly expressed in the cost of
maintaining the household. Because this cost results from the market prices of consumer goods
and services (Muller, 2002, pp. 187-203). The largest proportion of it compose prices of
foodstuffs and housing fees and energy. The cost of living of households vary between
individual households even when they encounter the same prices for goods and services.
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These differences result from different needs, preferences of households as well as from
different levels of wealth of entities. For example, less affluent households consume
proportionately less expensive goods compared with highly affluent households, which lowers
the cost of maintaining their families. On the other hand, their limited financial liquidity forces
them to buy goods in small quantities (in small packages), often at higher prices, which
increases maintenance costs. Another example is the lack of modern means of transport in less
affluent households, which may result in higher transport costs in total in the household. The
cost of living of households also depends on: the size of households (this variable is negatively
correlated with the cost of living, which means that within an increase in the household size,
the unit cost of maintaining its members decreases) (Rao, 1997, pp. 10-14), place of residence
(higher maintenance costs borne by urban households, particularly those located away from
discounters) (Chanjin, Myers, 1999, pp. 276-296), seasonality (cost of living is lower in
summer than in winter, especially in the case of rural households). In the modern economy, the
price performs several essential functions (income, informative, balancing, stimulating,
redistribution). But from the point of its impact on the standard of living, the most important is
the income function. It involves the shaping of real household income (any rise in prices reduces
the real income of the household and vice versa) (Lewandowski, Sztyber, 1987, p. 13). What is
important, this is not only the level of current prices, but also their dynamic changes as an
expression of the state price-income policy. As to how price changes affect the satisfaction
degree of consumer needs of households, this is mainly determined by the time associated with
adapting to these changes. In general, the adaptation time is not long, and as the standard of
living increases, it becomes shorter. It is also worth noting that there are different reactions of
households to the price increases of goods and services depending on their level of wealth.
Generally, less responsive to the increases are highly affluent households. This does not change
the fact that they usually also attach considerable importance to the prices of consumer products
and strive to achieve their usual basket of goods and services of specified quality at the lowest
possible prices. The efforts of everyday savings may be offset by the purchase of any luxury
product. Less affluent households are much more sensitive to price changes. In their case, it is
the price that determines the basket of goods and services purchased. Generally, apart from
modifications in the real income, changes in prices also shape the new conditions of substitution
(Gérecki, 1979, p. 36), which also translate into the degree and manner of satisfying the needs
in the household. In the process of satisfying the consumer needs, households are to a large
extent also driven by the institutional information system. This system consists of a set of
measures by which market actors appearing on the supply side communicate with consumption
entities. It allows households to acquire knowledge about how to satisfy the needs, including
specific goods and services, their functional values, substitutes, etc. In addition to informing
households about the possibilities of satisfying needs, the institutional information system
contributes to the creation of entirely new needs and modifies those pre-existing ones.

4. INCOMES IN THE SECTOR OF HOUSEHOLDS IN POLAND

As abovementioned, income is one of the most important determinants of the standard of living
of households. Generally, the higher the income, the higher the level of expenditures on meeting
the needs, and vice versa. Changes in the size of income affect the level, as well as the structure
of expenditures on consumption. On higher levels of consumers’ wealth, the increase of income
is mainly spent on meeting the higher needs, improvement of the quality of consumption and
increase in savings. On lower level of wealth, increase of income is usually intended for meeting
basic needs. Research on household incomes can be conducted on the basis of macro-economic
data and studies of household budgets. In the first case, the essence of changes in calculation of
income from GDP consists in separation of the household sector.
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Household sector is one of six state institutional sectors. Gross disposable income of the
household sector is the broadest economic category describing population income in macro-
economic scale.

Table 1: Indices of real gross disposable income of the households sector in the years 2004-
2017 (previous year = 100) (https://stat.gov.pl/wskazniki-makroekonomiczne/ 12.07.2019)

Subsector of employers and own- Subsector of natural persons
account
Real gross  |workers
disposable - recipients
Years income in A outside private recipients of of non-
in private farms ; retirement
total . . farms in employees earned
in agriculture . and other .
agriculture . income
pensions
sources
2004 |100.7 104.1 99.4 101.3 100.9 99.1
2005 |100.8 104.9 101.0 100.8 99.5 100.1
2006 |105.3 110.3 105.9 105.6 102.3 106.0
2007 |104.9 108.4 105.1 107.8 97.8 98.7
2008 |104.4 103.1 101.4 107.2 102.9 105.4
2009 |105.1 104.5 107.2 103.4 106.7 104.1
2010 |101.9 104.0 100.0 102.4 102.7 104.9
2011 |101.4 103.0 102.8 101.3 99.0 100.1
2012 1100.9 100.3 102.0 100.5 100.4 99.9
2013 1100.8 102.8 99.7 100.8 102.0 101.9
2014 |102.8 101.4 101.7 103.3 103.7 103.9
2015 |103.5 102.0 104.5 102.9 104.1 103.6
2016 |106.0 111.5 103.1 108.1 104.2 104.5
2017 1102.7 107.6 101.3 103.5 101.5 102.3

Data presented in table 1 show that real increase of income in the household sector concern all
types of income, however they are characterised by diversified dynamics of growth. This is
especially about incomes obtained from social benefits, i.e. disability and old-age pensions and
other non-earned income sources. The lack of growth of incomes in this sub-sector in 2005,
2007, 2011-2012 was not conducive to the general improvement in the standard of living of
old-age and disability pensioners in Poland in the analysed period. Their incomes reached the
highest dynamics of growth in 2009. In the last year of conducted analysis, they showed a
moderate growth compared with the previous year. In the case of households of employers and
own-account workers in private farms in agriculture, the trends of changes in the sphere of the
dynamics of gross disposable income should be evaluated positively. However, in households
of own-account workers outside private farms in agriculture, a slight real decline in incomes
was reported in 2004 and 2013. Changes in gross disposable income in the sector of households
also concern their structure (table 2). Over the analysed years, the share of incomes from
employment grew by 2 percentage points and of incomes in private farms in agriculture by 1.3
percentage points. On the other hand, in 2004-2017 the share of income from own-account
work outside private farms in agriculture declined by 1.7 percentage points and the share of
incomes of households living on old-age and disability pensions decreased by 1.6 percentage
points. Generally, constantly for many years, the largest part of incomes come from
employment (around 47% in 2017). Incomes of employers and own-account workers outside
private farms in agriculture represent slightly over ' total incomes in the whole sector of
households in Poland. On the other hand, incomes from non-earned sources, including old-age
and disability pensions constitute around 1/5 of total income.
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Table 2: Structure of real gross disposable income of the households sector in the years 2004,
2010, 2017 (total income = 100) (Statistical Yearbook of the Republic of Poland 2005, s. 699;

2018, 5. 731)

Subsector Years 2004 | 2010 | 2017
Employers and in private farms in agriculture 4.3 5.1 5.6
own-account outside private farms in agriculture 27.6 | 269 | 259
workers

employees 449 | 46.1 | 46.9
Natural persons recipients of retirement and other pensions | 20.2 | 189 | 18.6

recipients of non-earned income sources 2.7 2.6 2.6

others 0.3 0.4 0.4

Results of the analysis in micro-economic approach confirm transformations that took place in
income situation of Polish households. Within its own purchasing power, each household
determines upper and lower limits of their spending on consumption and thus, they decide about
the level of satisfaction of specific needs. At the same time the size of the current consumption
of households is highly determined by current budget disposable in a given household. The
concept of available income is its best description. It represents the amount of current incomes of
a household, reduced by the advance on personal income tax, health insurance and social security
contributions. It is this part of the household income that can be used on spending, or growth of
savings. Generally, in 2004-2017 there was a real growth of disposable income in each socio-
economic group of households, nevertheless, the situation was diverse depending on the year
of the analysis and group of households. The greatest growth was reported in the group of
households of farmers, and the lowest in the households of the self-employed. Nevertheless, in
2017 incomes in farmers’ households were still significantly lower than the incomes of own-
account workers (by 18%). The highest average monthly disposable income in 2017 was
reached by households of employees in non-manual labour positions and own-account workers
(it was 20% higher than income in households in total). Furthermore, households of pensioners
had the lowest disposable income (19% below the average in households in total) (Household
budget survey in 2017, 2018, p. 112).

5. CONCLUSION

The standard of living of households is the result of cumulative, comprehensive impact of many
different conditions and factors, among which there are cause-effect relationships. These links
can be direct or indirect. Among them, there are various delays, multiplier effects, as well as
substitution, complementarity, synergy and levelling phenomena. They always operate as a set
of variable determinants as to the strength and direction of impact on the standard of living.
Income is the determinant that most differs the possibilities of meeting the needs of households
in Poland. This is proved, among others, by differences in spending on consumption depending
on socio-economic group of household and the fact that income, in the light of research, is the
determinant most diversifying subjective evaluation of the level of meeting the needs of
households (Grzega, p.270). Over 14 years since Poland acceded to the European Union, the
average real income of households has increased. Periods of inhibitions, declines and clear
increases of incomes in specific groups of households were behind this general trend of
changes. At the end of the analysed period, the structure of disposable income was slightly
different from the one observed in 2004. Households of employees in non-manual labour
positions and of own-account workers were the group of households of the highest disposable
incomes per 1 person, whereas households of pensioners and then employees in labour positions
were households of the lowest disposable incomes. Apart from current incomes, the standard
of living of households in Poland is also clearly affected by income shifted in time, i.e. loans or
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savings as well as the property the household has. Loans, as well as savings, mainly determined
the level of meeting higher needs, whereas the property accumulated in the past enabled
meeting both basic needs and higher needs. Leisure time of individual household members that
could be changed into labour time or the time of performing household duties many times
played the role of income “substitute”. Shaping the costs of household maintenance was
considerably determined by the prices of consumer goods and services, in the case of which
diversified dynamics of growth was observed in 2004-2017 (standing charges associated with
maintenance of the flat and energy products grew most, and then the prices of medical, transport
and educational services). Concluding, it should be emphasised that the impact of economic
factors somehow “proceeded” through the filter of non-economic factors, including social and
demographic factors that were becoming an additional stimulator or impediment to the
improvement of the level of life of Polish population. Several of them were directly associated
with determinants of economic character (e.g. socio-professional determinants) and therefore
their impact on the standard of living of the population should also be indicated as significant;
others, even though they are important by nature, little affected the shaping of the standard of
living of the population in the analysed period. In general, the standard of living in Poland was
a result of many determinants at the basis of which there was always a need.
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ABSTRACT

This study examines empirically the relationship between Tourism and Economic Growth of
two tourist destinations in the SAARC region namely Sri Lanka and Maldives. The data set was
for the period 1998 to 2016 for both countries. Analysis indicated that the variables taken
namely Gross Domestic Product(GDP), International Tourist Arrivals (ITA) and US $
Exchange rate (ER) had long run association ship (cointegrated) for both the countries. For
the case of Maldives, the Granger Causality test suggested that there is a uni-directional
causality running from International Tourist Arrivals to Exchange Rate. For Sri Lanka,
Johansen cointegration for the period 1995 to 2016 showed that there is long run equilibrium
relationship between tourism and economic growth. The Granger causality test results
suggested that there is uni -directional causality from GDP to Tourist Arrivals implying that
accepted level of facilities for tourists has not been met, indicating that economic development
focusing on enhanced facilities for tourist can attract increased volume of tourists to the
country. The Sri Lanka Rupee being a weak currency against the US$ has no influence over
tourism. Economic policies must be directed towards enhancing facilities related to tourism in
order to attract increased number of tourists to the country.

Keywords: Causality, Cointegration, Exchange Rate, GDP, International Tourist Arrivals

1. INTRODUCTION

Tourism is defined as “a social, cultural and economic phenomenon which entails the
movement of people to countries or places outside their usual environment for personal or
business/professional purposes. These people are called visitors (which may be either tourists
or excursionists; residents or non-residents) and tourism has to do with their activities, some of
which imply tourism expenditure” (UNWTO). Improvements in technology and globalization,
has resulted in the development of service sectors at a rapid rate resulting in international
collaborations and benefits for all the nations. Service sectors are very large in scale and can be
one of the main revenue earning sectors in any economy. One such specific and crucial industry
in the service sector is the Tourism Industry. In the recent times, it has become the industry
which contributed most to Gross Domestic Product(GDP) of most of the countries. Tourism
can have a huge impact on economic growth of the countries Maldives and Sri Lanka are two
countries in the SAARC region that are keen on developing the tourism industry as tourism can
help achieve three major economic goals for developing countries, namely, the generation of
income, employment, and foreign-exchange earnings. Thus tourism can play an important role
as a driving force for economic development for these countries. Tourism industry is the largest
industry in Maldives with over 59% contribution to the GDP in 2018 and in contrast it was
5.7% in 2018 for Sri Lanka. Maldives is a small archipelagic nation, with very limited resources
but blessed with beautiful geography and unique natural beauty to which tourists can be much
attracted to. It has become one of the most popular tourist destinations worldwide resulting in
helping the country move forward to deal with most of the economic activities with full
confidence. Thus, the development in Tourism has made a huge impact in the economic growth
of Maldives. Maldives is considered as one of the countries with the highest per capita income
in the SAARC region despite limited resources (Per capita income in 2018 was 10223.64 US$
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in contrast to 4102.48US$ for Sri Lanka for the same year). On the other hand, economic growth
can play an important role in the development of the tourism Sector in any country, and in
addition economic factors such as exchange rate, FDI, and inflation rates also play an important
role in the development of the tourism sector. As highlighted earlier, Sri Lanka has a lower
GDP per capita and tourism sector has a comparatively lower level of contribution to the GDP
compared to Maldives. Sri Lanka is an island country which is rich with golden beaches, world
heritage sites and beautiful natures creations which can attract tourists to the country. However,
there seem to be some issues in attracting tourists to the country. Thus, it is important and timely
to study the situation in Maldives and compare it with the condition prevailing in Sri Lanka in
order to identify the strategies to be adopted for a better tourism industry for the country.

2. REVIEW OF RELATED LITERATURE

There has been many empirical researches that studied the existence of a casualty between
tourism economic growth and exchange rate. Balaguer and Cantavella-Jorda (2002) , Dritsakis,
N(2004), Gunduz L and Hatemi-J (2005), Oludele A., et al(2007), Lau, E., et al (2007), Lee
and Chang (2008), Zortuk (2009) , Belloumi, M (2010), Mahmoudinia, D et al(2011) , Yee, Y
(2012) Arslanturk (2011), Kadir,N and Karim M (2012) have studied on the relationship
between tourism earnings and economic growth. Balaguer, J and Cantavella-Jorda, J (2002)
examines the role of tourism in the long-run economic development of Spain. The tourist-led
growth hypothesis was tested and the results of Johansen cointegration indicated that the
hypothesis of tourism-led growth was confirmed indicating that a long-run stable relationship
between economic growth and tourism expansion exists. Dritsakis, N (2004) identified a ‘strong
Granger causal’ relationship between international tourism earnings and economic growth.
Gunduz, L and Hatemi-J (2005) examined whether tourism has really contributed to the
economic growth in Turkey, and the results indicated that the tourism-led growth hypothesis is
supported empirically in the case of Turkey. In support of these findings Zortuk (2009) also
showed that there is long run equilibrium relationship between gross domestic product and
tourism arrivals with a unidirectional causality from tourism development to economic
development for Turkey. Oludele A. et al (2007) analyzed the casualty using a multivariate
vector auto regression (VAR) model using real gross domestic product (GDP), international
tourism earnings, real effective exchange rate and exports of South Africa, for the time period
1980-2005. The result of the study showed a unidirectional causality running from international
tourism earnings to real GDP, both in the short run and in the long run. Lau, E., et al (2007) in
their research investigated the co movements and the causality relationship between tourist
arrivals and economic growth in Sarawak during the period of 1972 to 2004. The empirical
results proved that there is a casualty between tourist arrivals and economic growth during the
period. Lee and Chang (2008) using heterogeneous panel co-integration technique for OECD
and Non OECD countries found in both samples there is panel co-integration between tourism
development and GDP. Tourism development has greater impact on GDP in non OECD
countries. Belloumi, M (2010) analyzed the role of tourism in Tunisian economic growth using
a trivariate model of real gross domestic product (GDP), real international tourism receipts and
real effective exchange rate to discuss the relationship between tourism and economic growth.
The study results revealed that there is a cointegrated relationship between tourism and
economic growth. Furthermore, the Granger causality test indicated that tourism has a positive
impact on GDP growth unidirectionally. Mahmoudinia,D et al (2011) investigated the long run
causality relationship between tourism receipts and economic growth in 17 selected countries
during 1995-2007. The panel cointegration technique, showed that there is a bidirectional
causality between tourism receipts and economic growth both in long run and short run. Yee,
Y (2012) studied the causal relationship between tourist arrivals and economic growth in
Cambodia, Vietnam, Myanmar, Laos, and Thailand using an Autoregressive Distributed Lag
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(ARDL) model and the results indicated that there is a short-run causal relationship between
tourist arrivals and economic growth in Cambodia, Thailand, and Vietnam. Arslanturk (2011)
examined the casualty between economic growth and tourism receipts in turkey from 1963-
2006 and found that GDP does not have predictive power for tourism receipts, and also tourism
receipt positively Granger causes GDP after early the 1983s. This indicates that tourism receipts
have a positive impact on the economic growth in Turkey. Kadir, N and Karim, M (2012) used
panel time-series approach to study whether there is a causal relationship between tourism and
economic growth in Malaysia which revealed that there is a cointegration between international
tourism receipts and real economic growth. Results of the panel causality test based on the error
correction model show Granger causality running from international tourism receipts to real
economic growth indicating the existence of both short- and long-run relationship between the
two. Some other studies, found positive relationship between, real exchange rate and economic
growth as well as real exchange rate and tourism. Dritsakis, N (2004) identified a ‘strong causal’
relationship between real exchange rate and economic growth, and simply ‘causal’ relationships
between economic growth and international tourism earnings and between real exchange rate
and international tourism earnings. Pavlic, et al (2013) examined the long-run and short-run
relationship between tourism, real effective exchange rate and economic growth in Croatia. The
investigation resulted in a short-run causality between openness of the economy and GDP, as
well as between real effective exchange rate and GDP. Mahmoudinia, D et al (2011)
investigated the long run and causality relationship between tourism receipts and economic
growth in 17 selected countries during 1995-2007, which showed that there is a bidirectional
causality between tourism receipts and economic growth in long run and short run, and the
results showed a unidirectional causality from exchange rate to economic growth and tourism
receipts. Another study by Cagayan, E, (2012) used panel data of 135 countries for the period
1995-2008 , panel Granger causality analysis was carried out for 11 groups of countries .The
categorization included: America (30 countries), Asia (34 countries), Europe (37 countries),
East Asia (13 countries), South Asia (6 countries), Central Asia (5 countries), Latin America &
Caribbean (28 countries), Oceania (7 countries), Middle East & North Africa (11 countries),
Sub Saharan Africa (24 countries) and the world (135 countries). The results of the investigation
showed a bidirectional causality in Europe between tourism revenue (TR) and gross domestic
product (GDP). Furthermore, it showed that there is a unidirectional causality in America, Latin
America & Caribbean and World from GDP to tourism revenue. While East Asia, South Asia
and Oceania the reverse direction of causality was found from tourism revenue to GDP, no
causal relationship was found in Asia, Middle East and North Africa, Central Asia and Sub
Saharan Africa. Sri Lanka and Maldives are two countries in the SAARC region which are keen
on developing the tourism industry, nevertheless not many studies have been conducted. Thus
this study focuses on a comparison of two famous tourist destinations in South Asia, on
identifying the relationship between economic growth and tourism.

3. OBJECTIVES OF THE STUDY

Main objectives of this study are to investigate

1. Whether there is a relationship between economic growth and tourism for the two countries
selected.

2. Whether there are significant differences in this relationship between the two countries

4. RESEARCH DESIGN

The research design related to this study is presented under subheadings of Data and
Methodology.

114



45th International Scientific Conference on Economic and Social Development —
XIX International Social Congress (ISC 2019) - Moscow, 17-18 October 2019

4.1. Data

This study is based on secondary data obtained from the statistics maintained by the Maldives
Monetary Authority, International Financial Statistics. World Development indicators and the
Central bank of Sri Lanka. For the purpose of the study, the annual data for, for GDP,
international tourist arrivals and foreign exchange rates for Maldives and Sri Lanka were
acquired. International Tourist Arrivals (ITA)is the number of foreign tourists who visited a
particular tourist destination, round the world. Gross Domestic Product (GDP) is the fiscal value
of all the finished goods and services produced in a particular country over a given period of
time. GDP is expressed in US dollar millions for the purpose of the study. Foreign exchange
rate (ER) is the rate at which one currency is exchanged in terms of another currency. US dollar
against the local currency rate was taken for this study. Annual time series data from 1998 to
2016 compiled by the Central Bank of Sri Lanka and World Bank are used and the data length
was limited by the availability of data. GDP is measured by million US$, ITA by the amount
of tourism visitors, million people; and ER by US$/ LKR rate and US$/MDR rate.

4.2. Research Methodology

Unit root test, Co-integration test, optimal lag length, Vector Auto-Regression (VAR) and
Granger causality will be employed in this research in order to investigate the relationship
between GDP, ER and ITA. All variables will be operated on econometric software EVIEWS.

4.2.1. Unit Root Test

Unit Root Tests are carried out to test the stationarity of the variables which is the fundamental
test in which the findings direct further investigation, thus testing stationarity of the time series
implements the econometric methods using the appropriate model. Moreover, testing for
stationarity is crucial for causality analysis. If the data of the variables are proven to be non-
stationarity at level, it indicates an existence of a long-run relationship between the variables.
To test the stationarity of the variables, two individual tests are carried out namely Augmented
Dickey Fuller Test (ADF) and Phillips Perron (PP) test. Both the tests intend to achieve same
objective which is testing for unit roots and thus a single hypothesis is used as below:

e HO: There is a unit root (data series are non-stationary)

e H1: There is no unit root (data series are stationary)

4.2.2. Optimal Lag Length Test

The number of lagged terms is chosen to ensure that the errors are uncorrelated. To determine
the suitable optimal lag length, two most popular methods are the Akaike’s information
criterion (AIC), and Schwarz information criterion (SC) are used for Vector Auto regression
(VAR).

4.2.3. Co-integration Test

Co-integration implies that causality exists between the two variables, but it does not indicate
the direction of the causal relationship. This paper applies Johansen co-integration test to
examine whether GDP, ER and ITA have long run equilibrium interaction.

4.2.4. Granger Causality

Can be used to verify whether one-time series is capable of forecasting another (Granger, 1969).
As mentioned earlier, if the variables have on unit root and are co integrated, then VECM is
specified and estimated. The Granger causality test is then conducted in the context of the
VECM. If the two series have one-unit root and are not co integrated, then VAR is specified
and estimated.
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Thus, in this study, long run association among variables was detected, and VECM will be
estimated. This analysis will reveal whether there is causality relationship between FDI, ITA
and GDP or no causality between these variables for Maldives/Sri Lanka.

5. DISCUSSION

5.1. Behaviour of Variables

To commence the discussion, the variables in this study are explained in order to gather a
general idea their behavior.

5.1.1. GDP and Tourism in Maldives

The GDP of the Maldives in 2016 was reported to be $3591 million which was $156 million
more compared to 2015. (World Bank, 2016). The annual GDP growth rate of 2016 was
computed as 4.1% (World Bank). The main contributors to the GDP of Maldives are its two
largest industries, fishing and tourism where tourism contributed approximately 35% to the
GDP. The GDP per capita was 8,601.63 USD as per World Bank records. Figure 1 depicts the
behavior of GDP for the time period of interest.
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Figure 5: GDP for Maldives/ ITA for Maldives (author’s calculations using WDI data)

Tourism industry is the largest industry in Maldives with over 35% contribution to the GDP,
and over 90% of the government revenue comes from import duties and foreign exchange.
Since 1987, tourism industry has grown rapidly over the years achieving several milestones and
global awards to the country. Figure 1 depicts the ITA for the period 1998-2016 for Maldives.

5.1.2. GDP and Tourism in Sri Lanka

GDP was US$ million 15 761 in 1998 which had increased to US$ million 81876in 2016.
indicating a growth of 2.2% compared to the previous year. An acceleration in growth of GDP
can be observed from 2009 onwards, the obvious reason being the end of the civil conflict
which continued for more than 30 long years.

116



45th International Scientific Conference on Economic and Social Development —
XIX International Social Congress (ISC 2019) - Moscow, 17-18 October 2019

2,400,000
- 2,000,000
- 1,600,000
100,000 -
- 1,200,000
80,000 |
- 800,000
60,000 L 400,000
40,000 -0
20,000 |
0 T T T T T T T T T T T T T T T T

T T
1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

| — GDPSL —— ITASL |
Figure 2: GDP/ ITA for Sri Lanka (author’s calculations using WDI data)

Tourist arrivals which was 381,000 persons in 1998 has increased to 2,050,832 in 2016. As
clearly depicted by Figure 2 there has been a steady increase in tourist arrivals since 2010,
which marks the end of the civil conflict prevailing in the country.

5.2. Descriptive Statistics
Table 1 consists of the basic descriptive statistics of the testable variables in order to provide
an elementary summary about the sample of 19 observations each for the two countries.

Table 1: Descriptive Statistics of the Variables for Maldives /Sri Lanka
(author's calculations using WDI data)

ERSL GDPSL | ITASL GDPM ERM ITAM
Mean 108.1147 | 41796.58 | 771997.8 | 1819.644 | 13.45579 | 734854.4
Median 109.08 32350 549000 | 1745.999 | 12.8 655852

Maximum | 149.8 81776 2050832 | 3591.113 | 1541 1286135
Minimum | 64.59 15711 337000 | 540.0964 | 11.77 395320
Std. Dev. | 22.97392 | 25722.89 | 517727.4 | 988.448 | 1.400699 | 300397.5
Skewness | -0.12028 | 0.433937 | 1.360506 | 0.304967 | 0.547407 | 0.636867
Kurtosis | 2.569189 | 1.550731 | 3.52671 | 1.842811 | 1.682192 | 2.029757

The mean amount of tourist arrivals to Maldives during the sample observation of 19 years is
734854 tourists annually. The mean GDP for the time period $1819 million dollars and the
binding exchange rate for the period gave a mean of $13.4558 per MVR. The skewness of all
three variables fall in the range +%2 and +1 thereby indicating all three variables, ITA, GDP and
EXR are moderately skewed over the period of 19 years. The mean amount of tourist arrivals
to Sri Lanka during the sample observation of 19 years is 776320 tourists annually compared
to 734854 for Maldives. The mean GDP for the time period US$40144 million and the binding
exchange rate for the period gave a mean of $103.15 per LKR. The skewness of all three
variables fall in the range +% and +1 thereby indicating all three variables, ITA, GDP and ER
are moderately skewed over the period of 19 years.
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5.3. Unit Root Test
The Augmented Dickey-Fuller test statistic for the two countries was carried out in order to
check whether the variables are stationary.

Table 2: Augmented Dickey- Fuller Test Statistics, Maldives/ Sri Lanka
(author's calculations using WDI data)

variable Stat Levels 1st Diff
GDPM T Stat -1.22994 -5.32301
Prob. 0.6364 0.0006
ITAM T Stat 1.087502 -5.03224
Prob. 0.9951 0.0012
ERM T Stat | -0.91682 -4.38939
Prob. 0.7585 0.0037
GDPSL T Stat | 0.043265 -3.29005
Prob. 0.9511 0.032
ITASL T Stat | 0.092333 -3.34434
Prob. 0.9551 0.0848
ERSL T Stat | -1.9454 -3.98239
Prob. 0.3059 0.0043

The variables for both countries become stationary at their first differences as indicated by
Table 2

5.4. Optimal Lag Length Selection Criteria

Table 3: Optimal Lag Length Maldives/Sri Lanka
(author’s calculations using WDI data)

VAR Lag Order Selection Criteria

Sample: 1998 2016

Included observations: 16

Endogenous variables: LNGDPM LNITAM LNERM

Lag LogL LR FPE AlC sC HQ
0| 27.88839 NA 8.95E-06 -3.11105 -2.96619 -3.10363
1| 63.97971| 54.13698* | 3.13e-07*| -6.497463* | -5.918022* | -6.467791*
2 | 69.42066 6.121078 5.71E-07 -6.05258 -5.03856 -6.00066
3| 76.67241 5.43881 1.12E-06 -5.83405 -4.38545 -5.75987
* indicates lag order selected by the criterion
Series: LNGDPSL LNITASL LNERSL
Lag LogL LR FPE AlC SC HQ
0] -0.63226 NA 0.000301 0.403584 0.55198 0.424046
1| 71.36301| 111.9926*| 2.80e-07*| -6.595890* | -6.002309* | -6.514043*

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)

FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion
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In order to check the causality between the variables it is important to select an optimal lag
length to ensure that errors are uncorrelated. The lag length suggested by the criteria LR, FPE,
AIC, SC and HQ is 1 for both the data sets representing the two countries, as the calculations
in Table 3 indicates.

5.5. Johansen Cointegration Test
The Johansen Cointegration test is used in order to examine whether a conintegration exists
among the variables under review.

Table 4: Johansen Cointegration Test Maldives/ Sri Lanka
(author’s calculations using WDI data)

Unrestricted Cointegration Rank Test (Trace)

Trend assumption: Linear deterministic trend

Series: LNGDPSL LNITASL LNERSL

Lags interval (in first differences): 1to 1

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05

No. of CE(s) | Eigenvalue | Statistic | Critical Value | Prob.**
None * 0.87774 | 44.90209 29.79707 | 0.0005
At most 1 0.295948 | 9.174763 15.49471 | 0.3495
At most 2 0.172039 | 3.20941 3.841466 | 0.0732
Trend assumption: Linear deterministic trend

Series: LNERM LNGDPM LNITAM

Lags interval (in first differences): 1to 1

Unrestricted Cointegration Rank Test (Trace)

Hypothesized Trace 0.05

No. of CE(s) | Eigenvalue | Statistic | Critical Value | Prob.**
None 0.517812 | 19.79395 29.79707 | 0.4369
At most 1 0.238236 | 7.393785 1549471 | 0.5323
At most 2 0.150248 | 2.767774 3.841466 | 0.0962
**MacKinnon-Haug-Michelis (1999) p-values

Table 4 depicts the Johansen Test of Cointrgration for the two countries Maldives and Sri
Lanka. GDP, ITA and ER for Maldives as well as Sri Lanka indicate long run association.

5.6. VECM model

It is observed that the variables are stationary for both countries and they are cointegrated, thus
a VECM s specified and estimated. The lag length can be taken as one from the previous
calculation. The estimated model taking GDP as the dependent variable is as follows.

D(LNGDPM) =  C(1)*(LNGDPM(-1) -  4.05251426809*LNITAM  (-1)  +
10.6344281605*LNERM (-1) + 19.4680756481) +C (2) *D (LNGDPM (1)) +C (3) *D
(LNITAM (-1)) +C (4) *D (LNERM (-1)) + C (5))----r--rrmmrmmmemmmmmemmes

-------------------- Equation 1
R-squared 0.184075
Adjusted R-squared -0.0879
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However, the strength of this equation in explaining GDP with the support of the two
independent variables exchange rates and tourists arrivals is low as indicated by the R squared
and the adjusted R squared.

D(LNGDPSL) = C(1)*(LNGDPSL(-1)-4.72576940659*LNITASL (-

1)+9. 37451740323*LNERSL (-1) + 8.89686753188)+C (2) *D (LNGDPSL (-1))+C (3) *D

(LNITASL (-1)) + C (4) *D (LNERSL (-1)) + C (5)-----=========mmmmmmmmmmmmmmmmomo oo eem
----------------------- Equation 2

R-squared 0.526046
Adjusted R-squared 0.368062

This equation looks little better than the estimation from Maldives. The R squared and the
adjusted R squared indicates the explainability of the dependent variable using the two
independent variables.

5.7. Granger Causality
Pairwise Granger Causality test is carried out in order to test the causality among the variables.

Table 5: Pairwise Granger Causality for Sri Lanka / Maldives
(author's calculations using WDI statistics)

Sample: 1998 2016

Null Hypothesis: Obs. | F-Statistic | Prob.
LNITASL does not Granger Cause LNGDPSL 17 1.25398 0.3202
LNGDPSL does not Granger Cause LNITASL 6.94609 0.0099
LNERSL does not Granger Cause LNGDPSL \ 17 2.1301 0.1616
LNGDPSL does not Granger Cause LNERSL 2.42272 0.1307
LNERSL does not Granger Cause LNITASL | 17 5.43975 0.0208
LNITASL does not Granger Cause LNERSL 4.77598 0.0298
Sample: 1998 2016

Null Hypothesis: Obs. | F-Statistic | Prob.
LNITAM does not Granger Cause LNGDPM 18 0.36321 0.5557
LNGDPM does not Granger Cause LNITAM 3.49109 0.0814
LNERM does not Granger Cause LNGDPM \ 18 0.00148 0.9698
LNGDPM does not Granger Cause LNERM 2.52725 0.1327
LNERM does not Granger Cause LNITAM \ 18 2.10415 0.1675
LNITAM does not Granger Cause LNERM 4.68258 0.047

It can be observed that uni-directional causality runs from tourist arrivals to exchange rate for
Maldives. Which means that the number of tourists coming in to the country will influence the
exchange rate. As depicted by Table 5, it is observed that there is unidirectional causality from
GDP to ITA. It means that if GDP increases tourist arrivals will increase. Increased facilities in
terms of food lodging and infrastructure facilities would attract more tourists to the country.
Further, it can be observed that there is bi- directional causality between US$/LKR exchange
rate and ITA. This means that a weaker currency against US$ is motivating tourists to visit the
country on one hand, .and the exchange rate is influenced by the supply of UD$ to the local
market by the visiting foreign tourists. It can be concluded that both GDP and exchange rate
are factors that influence tourist arrivals to Sri Lanka.
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6. SUMMARY OF THE FINDINGS

In order to test the causality between Tourism and Economic Growth, for the two countries
three variables were used. International Tourist Arrivals (ITA), Gross Domestic Product (GDP)
and exchange rate against US$ (ER) The variables were tested individually for stationarity
using Augmented Dickey Fuller (ADF) test statistic. The variables were non-stationary at levels
but were stationary at their first differences for both the countries. The Johansen Cointegration
test results showed that there is cointegration among the variables implying long run association
between the variables for both the countries. This enabled the use of restricted VAR
model(VECM) and test for causality between the variables using Granger Causality test. In
order to test for causality a n optimal lag length was required which was gained through Optimal
Lag Length test and a lag of 1 was taken going in line with of Akaike Information Criterion
(AIC) and Hannan-Quinn Information Criterion (HQ). The Granger Causality test was
conducted to identify causal relationship among the variables and results were different for the
two countries. The Johansen cointegration test, results indicated that variables depicted long
run association for both Maldives and Sri Lanka. This finding is in conformity with the study
by Lau, E,etal (2008) for Sarawak, Davoud M, et al (2011) for OECD and non OECD countries
and Norsiah K, et al (2012) for Malayasia. Granger causality studies for Maldives revealed that
uni-directional causality runs from tourist arrivals to exchange rate. Which means that the
number of tourists coming in to the country can have an influence on the exchange rate.
Depreciation of the Maldivian rupee against US$ can bring in additional benefits such as
competitiveness among the other Asian tourist destinations. The Granger causality tests for Sri
Lanka revealed that GDP causes ITA, which means that increase in GDP would result in
increased tourist arrivals to Sri Lanka. Many studies including Mounir B, et al (2010) has found
the reverse i.e. ITA causes GDP, which implies that increased tourist arrivals would make a
positive impact on the country’s development. Nevertheless, the case for Sri Lanka implies that
facilities for tourists must be improved for the country to attract more tourists. For example,
investments and improvement of food lodging and infrastructure facilities would make it more
comfortable for the foreign tourist. Further, the causality test indicates that bidirectional
causality exists between ITA and ER, implying that a favorable exchange rate would increase
tourist’s arrivals to the country.

7. POLICY IMPLICATIONS

According to the objectives and research questions of the study, the key findings of the research

can be concluded as follows.

1. There is long run association between the variables International Tourist Arrivals (ITA),
Gross Domestic Product (GDP)and Exchange Rate (EXR) for the two countries Maldives
and Sri Lanka

2. There is a unit-directional causal relationship from ITA to ER for Maldives

3. There is a uni-directional causality from GDP to ER for Sri Lanka

4. There is bi- directional causality between ITA and ER for Sri Lanka

The findings of this study could be useful to the economic and tourism policy makers. They
should consider the interventions in terms of investments and regulations. Thus, increased
resource allocation to tourism and travel industries, promotion of cultural and natural resources,
develop rules and regulations to develop the sector, education and training for the tourism
workforce and create a safe environment for tourists can be recommended as important aspects
to be considered in policy making.
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ABSTRACT

The paper is aimed to discuss the impact of personality traits on the communication styles
among the secondary school students in Sri Lanka because of lacking the empirical evidences
to show the impact of personality types on communication styles. 686 students were selected
randomly as the sample and used two structured scales of big five personality traits and
communication styles to gather the primary data. The data were analyzed using correlation,
simple regression and multiple regression analyses. Positive and significant impact of
expressiveness style of communication with extraversion, openness to experience,
agreeableness and conscientiousness traits of students is one of the major finding of the study.
Positive and significant impact of preciseness style of communication with extraversion,
openness to experience, agreeableness and conscientiousness traits of students is another
finding of the study. Third finding of the study is that there is a positive and strong impact of
neuroticism trait with the verbal aggressiveness, emotionality and impression manipulativeness
styles of communication. The study concluded that there is a different trends of personality
traits and communication styles among the secondary school students in Sri Lanka. Researcher
recommends that the teachers as well as the teaching and learning strategies of the secondary
school students in Sri Lanka are to be revisited using the research findings for the better
academic results of the students.

Keywords: Big Five Personality, Communication Style, Secondary School Students

1. INTRODUCTION

Communication competencies is one of the important social skills of an individual (Waldherr
& Muck, 2011) and it is important to the organizational context also (Schlegel, 2016). In the
field of the communication, there are different categorizations and different applications of
communications such as intrapersonal communication, interpersonal communication,
organizational communication, group communication, educational communication (Inglis,
1993; Norton, 1983), intercultural communication (Leung and Bond, 2001; Park and Kim,
2008), health communication (Kettunen, Poskiparta, & Liimatainen, 2000), management
communication (Baker & Ganster, 1985) etc. Communication styles can be defined as the
characteristic way a person sends verbal, nonverbal, and para-verbal signals in social
interactions denoting (a) who he or she is or wants to be, (b) how he or she tends to relate to
people with whom he or she interacts, and (c) in what way his or her messages usually be
interpreted” (de Vries, Bakker-Pieper, Konings & Schouten, 2011, p. 179). Among the factors
affecting to the communication style, personality plays a significant role (de Vries et al., 2011,
Emanuel, 2013; Jensen, 2016). Therefore, this study is aimed to discuss the relationship
between the personality traits and the communication styles among the secondary school
students.

2. PROBLEM AND THE OBJECTIVE OF THE STUDY

As Emanuel (2013), persons who are having different personality traits present different
communication styles. Weaver (2005), Richmond and Martin (1998), Schemel and Borbely
(1982), Murray and Maurray (1989), Kummerow (1985), Thompson (1997), Beatty,
McCroskey and Heisel (1989), McCroskey, Heisel and Richmond (2001), Eysenck and
Eysenck (1985), Cole and McCysenck (2000) and Leung and Bond (2001) provided several
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empirical findings about the different personality traits and the different communication styles.
However, in the Sri Lankan context, there is no any empirical findings to show the relationship
between the personality types and the communication styles of any kind of sample. Therefore,
this study is aimed to discuss the relationship between the big five personality types of
secondary school students on their communication styles selecting the schools in western
provinces in Sri Lanka.

3. LITERATURE REVIEW

As McCrae and Costa (2003), personality reflects thoughts, feelings, attitudes and behaviors. It
is a pattern or global operation of mental system (Emanuel, 2013). It is a stable trend of behavior
throughout life and grows more pronounced overtime (Soldz & Vaillant, 1999). There are
different theories and models to describe the concept of personality (Boyle, Matthews &
Saklofske, 2008). Among these theories and models, big five trait theory of personality becomes
a popular model. It has five core traits namely extraversion, neuroticism, openness to
experience, agreeableness and conscientiousness (Ahmed & Nagvi, 2015; Soto, Kronauer &
Liang, 2016). Being sociable, fun loving, friendly, talkative and happy are the characteristics
of extraversion (McCrae & Costa, 1987). Neuroticism is the dimension that measures the degree
of emotional stability and personal adjustment and it includes lower level traits of anxiety,
shyness or self-consciousness and low self-esteem (Eysenck et al., 1992; McCrae & Costa,
1987). The agreeableness dimension reflects helpfulness, modesty and compassion at one end
and competitive and conceited behaviors at the other (Sims, 2016). Openness measures the
breadth, depth, originality, and complexity of thoughts and experiences (John & Srivastava,
1999) and it is the trait that correlates with 1Q, especially verbal intelligence (De Young,
Peterson & Higgins, 2005) as well as artistic and scientific creativity (Carson, Peterson &
Higgins, 2005; Feist, 1998; McCrae, 1987). Conscientiousness measures the tendency to
organization and dependability as against carelessness and spontaneity (Costa & McCrae,
2008). Communication styles can be defined as "the characteristic way a person sends verbal,
nonverbal, and para-verbal signals in social interactions denoting (a) who s/he is or wants to be,
(b) how s/he tends to relate to people with whom s/he interacts, and (c) in what way his or her
messages usually be interpreted” (de Vries et al., 2011, p. 179). Various clusters, types or
categorizations of communication styles were given by different scholars. Norton classified ten
different communication styles such as 1) dominant, 2) dramatic, 3) contentious, 4) animated,
5) impression-leaving, 6) relaxed, 7) attentive, 8) open, 9) friendly and 10) precise (Norton,
1983). Expressiveness (X), Preciseness (P), Verbal Aggressiveness (VA), Questioningness (Q),
Emotionality (E), and Impression Manipulativeness (IM) were the communication styles
developed by de Vries et al. (2011). Table 1 indicates the dimensions of communication styles
developed by de Vries et al. (2011)

Table following on the next page
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Table 1: Dimensions of each communication style (Ahmed and Naqvi (2015)
Expressiveness Talkativeness,
Conversational
dominance, Humour,
Informality

Precise Thoughtfulness,
Conciseness

Sub stantiveness,

Structuredness
Verbally Angriness,
aggressive Authoritarianism,

Derogatoriness, Non-
supportiveness
Questioning Unconventionality,
Philosophicalness,
Inquisitiveness,
Argumentativeness

Emotionality Sentimentality,
Worrisomeness,
Tension,
Defensiveness

Impression Ingratiation, Charm,

Manipulativeness | Inscrutableness,
Concealment

Every person is a concoction of all personality types. They communicate in the similar way as
they act, feel, or behave (Adler & Rodman, 2006). In other way, every person has certain
personality and there are different personality theories and models. Among the theories and
models, big five personality trait theory is most popular. It has five traits.

Extraversion: As McCrae and Costa (1985) and Weaver (2005), talkative behavior
presents by the person with extraversion and they like to have contact with people and
certainly join in team discussions (Littlepage et al., 1995). They are often perceived as being
dominant character (Barry & Stewart, 1997) and open and relaxed when communicating
(Loffredo & Opt, 2001). These peoples have a habit of having better communication skills
(Hogan, Curphy, & Hogan, 1994). They present trait of argumentative behavior (Loffredo
& Opt, 2001). Extraversion exhibited significant positive relation with preciseness (de Vries
et al., 2011) and according to Ahmed and Naqvi (2015), extraversion personality trait has
significantly positive relationship with expressiveness and preciseness.

Neuroticism: High levels of neuroticism were more like to exercise verbally aggressive
language (Bolton, Becker & Barber, 2010) and they showed a strong significant positive
relation with emotionality (de Vries et al., 2011). As Ahmed and Naqvi (2015)
communications styles of emotionality, impression manipulations and verbal
aggressiveness have positively significant relationship with neuroticism.

Openness to experience: Openness to experience traits of personality continues a
significant negative relationship with verbal aggressiveness communication style (Banerjee
et al., 2016; MacLean et al., 2017) and verbally fluent (Sneed, McCrae & Funder, 1998).
This trait has a strong significant positive relation with expressiveness and questioningness
and a weak positive relation with preciseness communication style (de Vries et al., 2011).
According to Ahmed and Naqgvi (2015), communication styles of expressiveness,
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preciseness, verbal aggressiveness and questioningness are recorded as significantly
positive relationship with openness to experiences.

e Agreeableness: Agreeableness traits of personality continues a momentous negative
relationship with verbal aggressiveness communication style (Banerjee et al., 2016;
MacLean et al., 2017) and they talk humbly and score low on verbal aggressiveness. The
research finding of Ahmed and Naqvi (2015) pointed out that preciseness style of
communication has significant relationship with agreeableness

e Conscientiousness: Conscientiousness traits of personality maintains a significant negative
relationship with verbal aggressiveness communication style (Banerjee et al., 2016;
MacLean etal., 2017). Low conscientiousness was more like to practice verbally aggressive
language (Bolton, Becker & Barber, 2010). Personality trait of conscientiousness has
significant positive relationship with the communication styles of expressiveness and
preciseness (Ahmed & Nagvi, 2015).

4. METHOD

686 secondary school students from western province in Sri Lanka were selected randomly to
the study and distributed structured questionnaire to gather the data. The instrument of
measuring big five factors personality was Neuroticism-Extraversion-Openness Five-Factor
Inventory (NEO-FFI) developed by Costa & McCrae (1992). It consisted of 60 questions
measuring the five factors with 12 items per domain and scaled from 1 (strongly disagree) to 5
(strongly agree). Communication styles of the secondary school students were measured using
Communication Style Inventory (CSI) developed by de Vries et al. (2009). It consisted of 96
questions measuring the six communication styles with 16 items per domain. The inter item
consistency reliability was examined using Cronbach’s Alpha test and the Cronbach Alpha
results were more than 0.72 of all instruments. Bivariate analysis was used to analysis the
primary data gathered from the sample.

5. RESULTS
Correlation coefficient analysis between the big five personality traits and the communication
styles of the secondary school students are given in Table 2.

Table 2: Correlation coefficient between big five personality traits and communication styles
of the secondary school students

Ex P VA Q Em IM
Extraversion .399 .386 .169 176 233 245
.000 .000 247 226 107 .093
Neuroticism 135 141 .364 .056 .349 457
357 .335 .010 .703 014 .001
Openness 426 429 185 112 156 147
.001 .000 203 443 .284 314
Agreeableness A74 .885 117 .098 -.076 -.071
.000 .000 422 502 .602 .627
Conscientiousness 454 455 230 131 223 .268
.000 .000 112 370 123 .062

Ex-Expressiveness, P-Preciseness, VA-Verbal Aggressiveness, Q-Questioningness, Em-
Emotionality, IM-Impression Manipulativeness

There are different findings about the relationship between big five personality traits and

communication styles among the secondary school students. According to Table 2,
expressiveness style of communication is positively and significantly related with extraversion
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(p<.05), openness to experience (p<.05), agreeableness (p<.05) and conscientiousness (p<.05)
of the big five personality traits. The remaining traits of big five personality are not significantly
related with expressiveness (all p>.05). Preciseness style of communication is positively and
significantly related with extraversion (p<.05), openness to experience (p<.05), agreeableness
(p<.05) and conscientiousness (p<.05) of the big five personality traits. The remaining traits of
big five personality are not significantly related with preciseness (all p>.05). Verbal
aggressiveness style of communication is positively and significantly related with neuroticism
trait (p<.05) of big five personality traits. All other traits of big five personality are not
significantly related with verbal aggressiveness style of communication (p>.05).
Questioningness style of communication is not significantly related with all traits of big five
personality in this sample (p>.05). Communication style of emotionality is positively and
significantly related with neuroticism trait of big five personality (p<.05) and all other traits of
big five personality are not significantly related with the communication style of emotionality.
Impression manipulativeness style of communication is positively and significantly related with
neuroticism trait of big five personality (p<.05) and all other traits of big five personality are
not significantly related with communication style of impression manipulativeness.

6. DISCUSSION

The sample revealed that expressiveness style of communication is used as communication
style by the extraversion trait, openness to experience trait, agreeableness trait and
conscientiousness trait of the students. However, Ahmed and Naqgvi (2015) found that
expressiveness style of communication is significantly positive with extraversion trait. This
finding is also confirmed by Argyle (1998) and de Vries et al. (2013). In addition to extraversion
trait, expressiveness style of communication is positively and strongly related with openness to
experience trait and conscientiousness trait of big five personality (Ahmed & Naqvi, 2015).
They also found that communication style of preciseness is positive and significant with
extraversion trait, agreeableness trait and conscientiousness trait of big five personality (Ahmed
& Naqvi, 2015). According to Ahmed and Naqvi (2015), emotionality type of communication
is strongly and positively related with neuroticism trait of big five personality and this finding
is confirmed the finding of this study. As Ahmed and Naqvi (2015), verbal aggressiveness style
of communication is positively and significantly related with neuroticism trait and openness to
experience trait of big five personality. However, this study concluded that there is only positive
and significant relationship between neuroticism trait of personality with verbal aggressiveness
style of communication. According to Ahmed and Naqgvi (2015), questioningness style of
communication is related with openness to experience trait of big five personality. However,
there is no any trait of big five personality is related with this style of communication in this
study. Further analysis of the research findings revealed that there are similar characters
between personality traits and the communication styles. Table 3 presents the characters of each
personality type and communication style.

Table following on the next page
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Table 3: Characteristics of communication styles and personality traits

Extraversion

Gregariousness (sociable)
Assertiveness (forceful)

Activity (energetic)
Excitement-seeking (adventurous)
Positive emotions (enthusiastic)
Warmth (outgoing)

Expressiveness
Talkativeness

Conversational dominance
Humour
Informality

Preciseness
Thoughtfulness
Conciseness
Substantiveness

Structuredness
Neuroticism Verbally aggressive
Anxiety (tense) Angriness

Angry hostility (irritable)
Depression (not contented)
Self-consciousness (shy)
Impulsiveness (moody)
Vulnerability (not self-confident)

Authoritarianism Derogatoriness
Non-supportiveness

Emotionality
Sentimentality

Worrisomeness
Tension
Defensiveness

Impression Manipulativeness
Ingratiation

Charm

Inscrutableness

Concealment

Openness to experience
Ideas (curious)

Fantasy (imaginative)
Aesthetics (artistic)
Actions (wide interests)
Feelings (excitable)
Values (unconventional)

Expressiveness
Talkativeness

Conversational dominance
Humour
Informality

Preciseness
Thoughtfulness
Conciseness
Substantiveness
Structuredness

Agreeableness

Trust (forgiving)
Straightforwardness (not demanding)
Altruism (warm)

Compliance (not stubborn)

Modesty (not show-off)
Tender-mindedness (sympathetic)

Expressiveness
Talkativeness

Conversational dominance
Humour
Informality

Preciseness
Thoughtfulness
Conciseness
Substantiveness
Structuredness

Conscientiousness

Competence (efficient)

Order (organized)

Dutifulness (not careless)
Achievement striving (thorough)
Self-discipline (not lazy)
Deliberation (not impulsive)

Expressiveness
Talkativeness

Conversational dominance
Humour
Informality

Preciseness
Thoughtfulness
Conciseness
Substantiveness
Structuredness

As Table 3, the findings of the study can be further analysis to understand the personality traits
of the students and their communication styles.
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ABSTRACT

Enterprises want to use data to streamline the decision-making process and get more profitable
results. They have a clear vision of where it wants its data to go, but no clear, unified vision of
how to get there or who will lead the way. The future is clear, but the present is not. The
development of Big Data, artificial intelligence and predictive analytics has created enormous
expectations for productivity growth. Big data and advanced analytics are the products of data
science. What keeps enterprises from putting them to effective use is an acute shortage of data
scientists? The purpose of the paper is to develop a model of the basic idea of using data
intelligently to drive decisions in industry 4.0 by identifying right tools to transform big data in
information and skills set for an emerging category of employees, so called citizen data
scientists. A citizen data scientist is a role that analyzes data and creates data and business
models for their companies with the help of big data tools and technologies. Citizen data
scientists do not necessarily need to be data science or business intelligence experts. This role
is given to employees in an organization who can use the big data tools and technology to create
data models.

Keywords: analytics, big data, data models, industry 4.0

1. INTRODUCTION

The world is transforming and developing at an accelerated rate. Over the time, people have
constantly adapted to the changes that have occurred with the evolution of technology. Starting
from the first industrial revolution in 1784, which mechanized the production using water and
steam, it went to the second one from 1870, which brought its contribution to the mass
production with the appearance of electricity, then the third in 1969, who used electronics and
information technology, which favored the emergence of the computer and the production
automation, impacting the major labor market. Currently, we are facing the fourth industrial
revolution in which robotics and artificial intelligence go beyond the limit between technology
and humans (Ciutacu, 2017). It was observed that 86 respectively 99 years were required in the
past to evolve from one industrial revolution to another, while in the last 20 years; the fourth
revolution was built on the basis of the third, at a very small time difference. All this time, our
lifestyle has changed, and the skills and desires of each of us have been reprioritized (Safta &
Andone, 2017). The fourth revolution (Industry 4.0) announced a culminating penetration of
digital technologies, with the risk of dissolving much of today's business models, social
organizations and governance. In order to be able to integrate or retain the current job, much of
the workforce needs to specialize or be subject to digital literacy. The jobs where average
education or physical skills are needed have been considerably hindered, being replaced by
others that can only be practiced by people capable of using new technologies. Undoubtedly
digital skills become indispensable.

2. INDUSTRY 4.0, THE CONTEXT OF THE NEED TO ANALYZE LARGE
VOLUMES OF REAL-TIME DATA

This new form of industrialization aims to transform production by connecting products to the
internet, using sensors, developing intelligent robots and machines, expanding wireless
communications and analyzing real-time data.

132



45th International Scientific Conference on Economic and Social Development —
XIX International Social Congress (ISC 2019) - Moscow, 17-18 October 2019

Connecting the physical and virtual worlds through cyber-physical systems will disrupt both
current technologies and manufacturing processes and people (Wikipedia, 2019). In theory,
Industry 4.0 represents the radical transformation of industrial production, unifying digital
technologies, the Internet and conventional industry. This phenomenon has created several
controversies, so the terms of evolution or revolution are not yet specific. Germany was the
country that supported and launched this concept in Europe, through government programs and
top Bosch and Siemens firms. On the other hand, in America the concept is called "Smart
Manufacturing”, "Made in China 2025" in China, and in Japan, “Inovation 25". All refer to the
development of an industry that runs products faster, offers more flexibility and uses resources
efficiently through digitization (Ciutacu, 2017). Synthesizing, the idea of the fourth revolution
refers to the fusion of technologies that undermine the barriers between the physical, digital and
biological worlds. We could reach a "mating” between humans and technology quite quickly.
Economically speaking, Industry 4.0 is the chance to relaunch and refurbish the production to
the same extent that it represents the visible evolution of the business models for products and
services. In 2016, in Davos, the World Economic Forum Annual Meeting discussed the main
directions that will bring about the inevitable and irreversible change brought about by the new
technological processes, which interact regularly with the biological world, creating a
symbiosis at the level of microorganisms, our bodies, products or buildings (spaces) in which
we live. By its innovation, the fourth revolution has enormous potential for increasing incomes
and raising the standard of living worldwide. (Safta & Andone, 2017). Looking at the political
and social perspective, we can see the desire to reindustrialization, as a sustainable development
of Europe, an initiative that has come after the last two decades in which production was
transferred to Asia. In 2014, at EU level there was a level of 14.5%, value added in production,
and the European Commission initiated the project "European Industrial Renaissance" in order
to increase the share to 20% by 2020 (European Commission, 2014). The great industrial
revolution can be defined by several small technological revolutions in various fields. The most
visible examples are:

e Use of information and communication technology in the digitization of information
and the integration of systems in the design, development, manufacture and use of
products;

e Implementation of new software technologies to model, simulates, visualize and
produce digitally;

e Development of cyber-physical systems in order to monitor and control physical
processes;

e Improvement of 3D printers and additive manufacturing to simplify manufacturing

e Improve the decisions of human operators by using decision support based on smart
tools and augmented reality.

The time gained is by far one of the benefits, given that employees become more efficient

when they operate in optimized processes. Also, the costs are lowered because accurate data

is required to make informed decisions, presented in the right context and format. Currently,
misinformation and decisions based on them cost 25% of the company’s revenue. The
flexibility of digital systems has suddenly become a necessity, given the speed of change of
the implemented languages and their effectiveness. Currently, only 36% of companies can
optimize their processes based on data analysis. Most companies reduce production
downtime by 80% just using data validation, because simultaneous product and process
development is essential in digital manufacturing. These integration measures are part of
the advantages of using digital techniques (Ciutacu, 2017).
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3. TRANSFORMING BIG DATA INTO INFORMATION

With the increase in the volume of data available in companies, it is essential that they use

analytical solutions to extract the necessary information from the huge amount of data, in order

to improve the decision-making process. Due to the complexity of this data analysis process,
three distinct and complementary categories of analysis have been formed (Michael Corcoran),

(Xiaomeng Su), (Wikipedia, 2019), (https://www.informationweek.com), (IBM , 2013):

e Descriptive Analytics, which uses Data Mining and Data Aggregation techniques to provide
information about the previous data. He can answer the question: "What happened?"

e Predictive Analytics, is based on forecasting techniques and statistical models to identify
links between database attributes, in order to deduce what may happen in the future, based
on probabilities. It is used in companies in order to predict the consumer behavior, the sales
trend and the future consumption of goods and services. He can answer the question: "What
will happen?"

e Prescriptive Analytics, is a relatively new concept, which uses machine learning algorithms
for simulation and optimization, as well as business rules, in order to predict certain results
and to advise on the actions to be performed based on the situations that would appear in
the future. The administration of this analysis is quite complex, which is why most
companies do not do it at this time, but they have a major impact on the decision-making
process when implemented correctly. Answer the question: "What should be done?"

Descriptive Analytics is based on past information, and is used to describe raw, unprocessed
data so that it can be interpreted as easily as possible. Their importance is also reflected in the
ability to observe and learn how future outcomes can be influenced by past events. Predictive
methods aim to make predictions based on the models of supervised, unsupervised or semi-
supervised learning, and the data sets used are represented by data collected previously or
presently. Prescriptive methods have the role of identifying cause-effect relationships between
the results obtained from the analysis and the optimization process. Basically prescriptive
analyzes are built on the results of predictive and descriptive analyzes. In this process of
interpreting the information from the past and understanding how they will influence the future,
simultaneously it is possible to make predictions of the results in the short or long term, comes
the concept of Machine Learning, which has probably the fastest evolution of those that make
up the field of computer science. This concept represents a subcategory of the field of artificial
intelligence, and is applicable in many fields, such as biology, astronomy, voice recognition,
face, images, making its presence felt in daily activities, as well as rapid infiltration in
everyone's life.

4. CREATING DATA MODELS

As the volume of data becomes more and more available, the process of analyzing and
interpreting information becomes more and more difficult. Machine learning is meant to use
that data and turn it into a final product or service. Every year, the databases become larger, not
only the number of observations increases, but also the number of attributes observed. This
multitude of information is tried to be explained through a relatively simple model, using certain
attributes and the connection between them, and later, based on the relationships between
variables, forecasts will be made. Machine learning involves the creation of an algorithm that
optimizes the performance of the criteria based on which decisions will be made, using
information from the past or some invented to set an example. In the "learning™ process, the
optimum weight of each parameter included in the model will be determined, and it may be
predictive, for making predictions, or descriptive, for a better understanding of the information
in the databases, or a model that can do both. Statistics are used in the development of such a
mathematical model because the main purpose is to make a sample inference (Ethem Alpaydin,
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2004), (https://www.sas.com), (Shai Shalev-Schwartz & Shai Ben-David, 2014), (Alex Smola
& SVN Vishwanathan, 2008).

Figure 1: Classification of machine learning methods

4.1. Supervised learning

The supervised learning methods assume that there is both input information (X) and output
information (), and the purpose is to determine the relationships between input and output
information. The concept of machine learning works according to the idea of the existence of a
model, which will be defined by a certain set of parameters: Y = g (X | ©); where g (*) is the
model and © represents its parameters (Ethem Alpaydin, 2004), (Alex Smola & S.V.N.
Vishwanathan, 2008)

4.1.1. Classification

Classification is one of the most popular methods used in Data Mining and is used to solve
certain business problems. For a better understanding of the classification concept, the
following example will be described: In the banking field, a method of customer segmentation
can be performed, to improve the packages of services offered, so that they are as close as
possible to the needs of each client. To achieve this, it is necessary to have a database for clients,
containing information on: age, last form of education, marital status, service packages chosen
by each client, hobbies, and so on. Therefore, the bank will have this information, as well as
the types of services chosen by the respective clients. Starting from these data, the purpose is
to determine a mathematical model that reflects the correlation between the attributes of the
clients and the types of services chosen by them, so that the bank can anticipate the needs of
the new clients, based on these characteristics. Finally, the clients will be distributed in certain
clusters, according to the values of their attributes, and the number of classes will be determined
by the bank, in order to be relevant with the types of services offered and with the purpose of
performing this segmentation. After the training process is completed, a classification rule
could be of the form: IF age > a AND income > 3 THEN 0 ELSE 1; where 0 and 1 represent
the classes in which the customers will be assigned. By obtaining such rules, given that the
future information will be similar to those based on which the algorithm was trained, it will be
possible to achieve relatively easy customer division (Ethem Alpaydin, 2004), (Stancu N. Ana-
Maria Ramona, 2017).

4.1.2. Regression

It represents a mathematical model, through which it is desired to obtain information, based on
attributes, somewhat similar to the classification model, but in the case of regression, the
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predictable attribute is of numerical type (ex: price, weight, etc.). Linear regression and logistic
regression are the most commonly used regression methods, followed by neural networks and
regression trees. Assuming that X represents the input information and Y the output
information, a function of the form can be obtained: Y = oo + a1 * X; where ao and a1 represent
the weight that a certain attribute has in determining the output information. The equation can
be interpreted as follows: When modifying with a unit of X, Y will change with a1 units, in case
the other factors remain constant (Hill, T. & Lewicki, P., 2007). In the case of the classification
techniques, the logistic regression is applied, ie based on the analysis and processing of the
input data, the output information will be of Boolean type, with only two possible situations:
Yes / Noj; True False; 1/0.Starting from the shape of the regression function, as the order of the
polynomial increases, the complexity of predicting future information increases. However, a
high degree of the polynomial does not always mean a more efficient model, because the model
may become more complex than necessary and may have difficulties in making predictions
(Stancu N. Ana-Maria Ramona, 2017).

4.2. Unsupervised learning

In the case of the unsupervised learning type, there is no output information, but only input.
After analyzing these data, it will be noticed that there are certain links between attributes that
are more intense than others, so data templates will be determined based on the input values.
One method that can fall into this category is clustering, which has the objective of forming
groups into which the input data is divided, so that the entities with the most similar attributes
will be grouped. The main purpose of the cluster analysis is to group the entities according to
the attributes they possess, using certain multivariate techniques, being able to summarize large
amounts of information, each group being made up of several entities that have similar
characteristics. Unlike the classification, the variable to be studied should not be specified, as
it is a grouping method that is based on observation, not learning. The usefulness of clustering
is reflected by the many fields in which it is used, such as economics, biology, psychology,
business, this classifying the objects based on the relations between them, so that the resulting
groups have a high internal homogeneity, and implicitly, a high external heterogeneity ( A.
Abebe, JA Kapenga, JW McKean, 2001), (Shai Shalev-Schwartz & Shai Ben-David, 2014).
The types of data used in clustering algorithms:

The data matrix consists of m objects, to which they correspond in variables (attributes). Its
structure can be represented by a matrix of size m * n.

<x11 x1n>
xml - xmn

The difference matrix, which contains the differences measured between objects, being
represented as a matrix of dimensions n * n.

0 e 0
d(21) - 0
d(n,1) - 0

The difference d (i, j) is generally a non-negative number, close to the value O if i is similar to
J, and increases as the objects differ. These differences can be obtained by measurements, or by
the correlation coefficients used in statistics, Spearman and Pearson. (Stancu N. Ana-Maria
Ramona, 2017).
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The measurement of the similarities between objects can be done by identifying the
correlations, measuring the association and distances. Distance measurement is the most
commonly used method for determining class similarity. For a better example, we will consider
the following vectors X = (X1, X2, X3,..., Xn) and y = (Y1, Y2, Y3, ¥n).

The Euclidean distance, is represented by a line, and can be calculated as the square root of the
sum of the differences of the vector coordinates, by the formula: d(x,y) = /X1 (xi — yi)2. This
method is applicable for attributes that are expressed in the same unit of measure.

The K-Means algorithm which is a type of partitioning algorithm and is characterized by
generating a single partition and associating a representative of each cluster, the elements of the
groups being determined based on the distance they are from the representative of the group.
The steps to perform the algorithm:

The n observations will be divided randomly into k groups;

The arithmetic mean of the classes is calculated;

Each record is assigned to the nearest cluster, using the Euclidean distance formula;
The centroid of the classes is recalculated after each assignment of a new element;

The process is repeated until no object can be associated with the groups.

The algorithm has the following advantages (Stancu N. Ana-Maria Ramona, 2017), (Tuta
Mihaela, 2013):

e Is more efficient than hierarchical clustering methods;

e Iseasy to understand and easy to use;

e Can be applied to large data sets.

Disadvantages of using the algorithm:

e the mode of initialization of the centroid is not specified;

e the number of desired classes must be determined before performing the algorithm;

¢ the initial positions of the centroid next to the metric used to measure the distance determine
the final results.

5. CONCLUSION

Big data is here and is here to stay. Without processing big data by appropriate method, it does
offer tangible business benefit to organizations. It enables enhanced insight, decision making,
and process automation. The characteristics of big data are the three V:

e Volume,

e Velocity

o Variety.

The big in the expression big data is not referee just about volume. While big data certainly
involves having a lot of data, big data does not refer to data volume alone. What it means is that
organizations are not only getting a lot of data. It is also coming at them fast, coming at them
in complex format, and from a variety of sources. Data comes from variety of sources, and can
be used in various industry applications. Often it is the combination of data sources that counts.
Along with big data, there is also a paradigm shift in terms of analytics. That is a shift from
descriptive analytics to predictive and prescriptive analytics. Big data require a new type of data
management solution because of its high volume, high-velocity and high-variety nature. This
new type of data management solution bears the trademark of highly scalable, massively
parallel, and cost-effective (Xiaomeng Su).
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ABSTRACT

As a result of continual pressure for growth, most marine container terminals have both
expanded their services significantly and indulged in what appears to be ever promotional
activity in an effort to stimulate customer interest and gain share. One of the consequences of
all this activity has been an enormous increase in the complexity of their businesses which tends
to increase the fixed costs of conducting their business. This complexity manifests itself in many
forms affecting on different areas of marine container terminal operators such as: policy and
regulations, communications, terminal’s spatial, equipment in use, costs, stakeholders etc. To
successfully manage this complexity, we really need to understand their nature and identify
their main areas. In this paper, we try to give an answer on identifying the areas of marine
container terminals complexity and indicating on how complex are there. The study is based
on description, induction, deduction and analysis methods. Moreover, most information is
gathering from interviews conducted with prominent representatives of marine container
terminal operators. The findings and conclusions arising from the conducted analysis can serve
as example and guidance for other research which concentrate on marine container terminal
complexity.

Keywords: Marine container terminal, terminal complexity, terminal costs complexity, terminal
control complexity, terminal equipment complexity, terminal stakeholder’s complexity,
terminal communication complexity, terminal policy and legislation complexity, terminal
special complexity

1. INTRODUCTION

Maritime container terminals are extremely complexity organization. Taking an account on
economy approach, the maritime container terminals become more and more complex because
of their grow and implementation complex business models (solutions) which allows on their
different interactions both micro and macro environment. However, the grow of terminal
complexity has its own limit which result from the created system. In economy practice, every
system has its critical complexity e.g. a breakpoint if he will be exceeded than terminal cannot
any more develop, until its internal structure will not be completely transformed. It happens
when marine container terminal reaches its own critical point brings that it acts by long-time at
its limit — brings sizeable weakening its stability and even operational flexibility. This
contribution provides a conceptual approach to marine container terminal complexity in a
changing market environment (Plucinski M. 2013). This paper aims to discuss and extend
existing models on development of individual marine container terminals and larger terminal
systems. A complexification of terminal management is introduced and further substantiated.

2. POLITICAL AND LAW COMPLEXITY

The political factors are mainly related to government policy and its administrative practices
that can affect currently or futurity existence of marine container terminal operators in the
seaport. Most marine container terminal operators will keep a watchful eye on any political
factor, such as new legislation or regulatory shifts, which could have a substantial impact on
how their terminal operates and their profitability on market. Political legislation and regulatory
can impact marine container terminal in various ways because theirs are accepted at different
levels such as: local, inter-regional, national, international and global (see Figure 1).
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These external legislation factors can add in a risk factor which can lead to a major loss in
marine container terminal business. These factors can change the entire financial results and
hence, marine container terminal should be able to deal with both local, inter-regional as well
as international political outcomes. When governments and parties’ leaders set policies, they
start movements that have a great impact on the legal structure in which marine container
terminal operators either thrive or start to decline, and also financial market conditions that
influence customer’s attitudes and the level of support that the government offers to companies
and businesses. The political environment can affect marine container terminal operators in
many ways. It could increase the risk factor and might lead to a significant financial loss. When
the party permits more hands-off method to regulate marine container terminal operators is in
power, then they don’t have to worry about failures in the environmental protection and safety,
as much as what they do when the party that approves more regulation is in the majority.
Therefore, the marine container terminal operators must find out how upcoming legislations
can affect their terminal’s activities. There are many factors which have an influence on the
bottom line such as: bureaucracy; corruption level; freedom of the press; tariffs; trade control;
education law; anti-trust law; employment law; discrimination law; data protection law;
environmental law; health and safety law; competition regulation; tax policy (tax rates and
incentives, subsidies); government stability and related changes; government involvement in
trade unions and agreements; import restrictions on quality and quantity of product; trade
restrictions; intellectual property law; consumer protection and e-commerce; laws that regulate
environment pollution. The marine container terminal operators shall observe the political
environment because their can affect business strategy the following reasons:
e The stability of a political system can affect the appeal of a particular local market.
e Governments view business organizations as a critical vehicle for social reform.
e Governments pass legislation, which impacts the relationship between the terminal
operators and its customers, suppliers, and its competitors.
e Government actions influence the economic environment of terminal operators.

In link with conducting policies, it is worth to indicate some general law protecting marine
container terminal operator’s interests, protecting their customers and protecting their society.
We can generally extract legal rules. Undoubtedly, every terminal operator is ardent supporter
of free-competition but he tries simultaneously its limit to if it directly concerns him. Some of
operators undertake acts which allows them to limit-competition by applying unfair freight
tariffs, using unfair promotion and advertisement its services or just try to limit the distribution
or the acquisition of container units from common hinterland. The law regulations arise to
define and eliminate an unfair competition. In turn, law regulations are concerning to protect
marine container terminal’s customers and the regulations are focusing on their protecting
against unfair way of operation or behaviours of terminal operators. The lack of such law
regulations could cause that some terminal operators undertake some acts focusing on
delivering terminal’s services of lower qualities, laying its customers in its own advertisement
or insert the freight tariffs on higher level as them should. Such bed operation and behaviour of
terminal operators against their customers were definite and were prosecuted by public offices
and institutions. The third type of law regulations concern social interest protection against
uncontrollable economics’ practices have been undertaken by terminal operators. The main role
of this law regulations is to burden with costs those operators whose are using techniques or
technologies of container movements which are polluting the natural environment.

Figure following on the next page
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Figure 1: Political and regulations complexity

Palitics e
— e

Source: Own elaboration

3. HUMAN RESOURCES COMPLEXITY

Maritime container terminal operators employ staff on different requirements of professional
qualifications and this makes a complexity of human resources management (see Figure 2).
Organization work in the terminals is built from many structural elements but the most
important of them are: designing a differential work-stands and there are grouping into one
department, coordinating of the various department’s work in given timing, establishing of
subordination relations, dividing of power among the employed staffs, designing a task team.
Variety tasks and operations realized inside the terminals generate serious difficulties in work-
stands filling since there have been shortage of well-qualified workers on the labour market.
Undoubtedly, the main context for employment of workers by MCTQ’s is a labour market at
which he conducts its own activity. From one side, the staffs and workers’ recruitment come
directly from internal market of terminal operator (e.g. currently employed staffs or workers
whose can be promoted in the organization, sending on staffs or workers training or just move
staffs and workers from one to other work-stand to meet the needs of terminal in the labour
forces). From the second side, terminal operators act of getting staffs and workers from external
labour market (e.g. local, national, regional and international market) which allows to provide
to terminal operators’ staffs and workers form broad scope of various professional
qualifications. Within internal labour market — terminal operators recruit staffs and/or workers
of higher level by giving a promotion of staffs of lower level or trainee giving them opportunity
to improve their qualifications by vocational or advanced training programme. Nowadays, there
is a lack or a shortage of staffs and workers in the internal labour market then marine container
terminal operators recruit human resources from external labour market, in this way their fill
up a gap of lack of personnel on internal labour market. This approach is confirmed by
increasing share of operational workers from Ukraine to Polish marine container terminals.
Marine container terminal operators, however, recruit staffs and/or workers from the external
labour market based on outsourcing recruitment. It means, that they use Agency which render
them recruitment services both the ground crew whose ensuring continuous effectiveness of the
terminal (24 hours a day, seven days a week) (Legato P., Monaco M.F. 2004), and non-ground
crew whose come when vessel comes to terminal’s berth. Workers and staffs’ recruitment of
marine container terminal operators concentrate on personnel which shall have the following
attributes: competence, creative thinking, reliability and productivity (H. Klimek, 2010). These
requirements concern mainly to operational workers and administrative personnel. The
recruitment of these human resources is especially relevant because of steadily increase using
sophisticated operational technique and technology used by marine container terminal
operators. The economic disadvantages due to a lack of qualification are obvious. Due to bad
services and permanent delay ship-owners will lose their competitiveness at these terminals. As
a first consequence ship-owners will cancel these terminals from rotation (Di Francesco M., et.
al. 2015).
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Figure 2: Human resources complexity
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In turn, the grouping of work-stands into the bigger container terminal organisation unit aims
into improvement its activity through establish vertical links among workplaces (to whom given
organization unit is subject to) and horizontal links concern cooperation (to whom makes
accessible its results of own cooperation). The task teams have a large level of autonomy
because the method of its work depends upon the leader of the task team hence subject of the
control are the results of work at every stage of project realization. Task coordination is focusing
on activities integration of individual departments to reach the aim indicated by management
of marine container terminal operators. Shipping lines launching larger and larger vessels needs
to re-organize their personnel structure completely; their procedures and their management
have to be revised on the basis of container handling and, logically, the same is expected from
both marine container terminal operators and ports authorities. Undoubtedly, marine container
terminal operators and port Authority not accepting this steadily evolution progress, i.e. not
adapting themselves, will lose not only customers to container traffic, but also theirs terminal
and port function. Establishment and operation of a marine container terminal often produces
conflicts between unions and employers regarding conditions of work, potential redundancy
and, of course, payment systems. It is of utmost importance that the labour forces aspect be
considered at early stage so that operation of the terminal is not adversely affected in the initial
period.

4. COMMUNICATION COMPLEXITY

Prompt progress in information technology has caused that marine container terminal operators
don’t make a differential in state-of-art solutions. They have observed new conditions of
competing in the terminal market. These modern solutions allow to organize economic
activities by new rules and, it enables an offering new terminal’s services to more number of
customers and permit on electronically data distribution in real time. These marine container
terminal operators realize on internal and external communication (see Figure 3).
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Internal communication uses various information systems, which are not accessible for external
users. An example of such solution may be dedicated systematic tools such as: graphical
planning tools — which allows to manage space of terminal and container movements in vessel-
shore-inland transport means relations; vessel berthing — in turn, allows to optimal using of
berth, to take into consideration handling potential and size of container vessels etc. In turn,
external communication is oriented on specific customers or their groups or stakeholders,
whose have a local, national, regional and international localisation. Good example of such
denouements is communication system called EDI. The EDI allows to exchange massages and
electronically documents in EDI format (standard business documents) among business units
engaged in logistic container service processes, such as shipping lines, freight forwarders,
customs, or such system as advanced reporting — render more efficient documentation
circulation within the framework of Customs or Control operations. Internal and external
communications are realizing by integrated terminal operation system — TOS, although marine
container terminal operators use a number of information systems not come into TOS set.

Figure 3: Communication complexity
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The increasing complexity of container handling, as well as rapidly changing customer
requirements necessitate new methods for data processing and information systems. Nowadays,
it is more important than ever the selected administrative systems which is well-integrated and
co-ordinated, and provides the most effective services under given user requirements and
terminal needs. Customer and user requirements can usually be divided into necessary and
desirable requirements. Necessary requirements are normally readily determined in terms of
basic information on terminal container moves for a follow-up of the container fleet. Other
requirements must be evaluated from the point of view of effect on improved services,
reliability and completeness of the processed data. Electronic computer systems employed in
container terminals reduced the manual effort and paper flow, facilitated timely information
flow and enhanced control and quality of service provided by terminal operators (Marek R.
2017).

5. SPATIAL COMPLEXITY

The marine container terminal operators determine crucial element of materiality and
complexity its operation in the terminal market (see Figure 4). Hinterland accessibility allows
terminals expansion beyond seaport limits, thereby enlarging terminal area of influence to
inland terminals, where railways transport major cargo volumes (Felicio, Caldesinte, Dionisio
2015). Size and terminal’s structure cause that its spatial can refer to operation used territory as
well it can be envisaging into the context to its creation e.g. possibilities to create its own close
and far hinterland as well foreland. By close hinterland we can understand terminals activity
within the limits of seaport in which he is located. In turn, by far hinterland, we understand,
that activity which is conducted outside the seaport. In this way, spatial can also be treated as
factor which may effect on dimension and territorial scope of marine container terminal.
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Determination of terminal’s dimension (used by terminal operational-yard spatial) and
measures its investigation are still important area of studies. Geographical position of marine
container terminal indicates on its placed on main transport route, hence consequently some
terminals are hub or feeder and even short-sea ones. This element directly influences on amount
of containers turnover. The geographical position is close connected with navigational
accessibility to the terminal from the seaside, which determine technical parameters of
container vessels which she may call at the terminal (e.g. width; length; draught, load capacity)
and use her equipment (Rydzkowski W., Wojewddzka-Krél K. 2000). Moreover, this
navigational accessibility decided on strong competition position of marine container terminal
operator, hence the terminal gains a quasi-monopolistic position by service of the largest ocean
size vessels which may call at. Also relevant meaning for customers of marine container
terminal operators has accessibility from the landside — hinterland. On the landside accessibility
decided elements of technical infrastructure and superstructure landing transport modes and to
some degree intermodal transport development may also bring new challenges for intermodal
terminals progress (Klopott M., Miklinska J., 2018). Well-developed inland transport
infrastructure facilitates opportunities to gain additional container units from hinterland by the
operators. Undoubtedly, marine container terminal operator needs efficient transport links with
container units’ market to win a battle on cargo with competitors whose offer the same quality
services but haven’t so well-developed land links. Modern well-localise marine container
terminals are having well-transport connections with its hinterland by attracting new shipping
container owners (Yap and Notteboom 2011), whose made decision on establishing its base for
their vessels. Therefore, terminal capacity means an ability to receiving and releasing
cargo/container units from CSF/yards in the right quantity and in the right time. Arrive time of
vessel to terminal’s berth is relevant factor for ship operators whose chose to its operation in
given terminal. An arrival time of vessel to terminal is close connected with the out-handling
time such as: entering time to seaport, towing time, mooring time, Customs or other institutional
related matters time, waste and sewage discharge time, supply equipment time of the vessel and
organization time to prepare vessel to journey (K. Misztal et. al., 2010). In turn, number of berth
determine numbers of vessel which may call at marine container terminal and in this way
directly influence on number of vessel’s calls at the terminal at the same time. Some peak of
terminal’s services come from demand increasing on terminal’s services during the economic
prosperity. Area of container yard stock determinate the size of vessels which are handling at
the terminal. There are relationships which indicate that the higher CYS the higher container
vessels entered to terminal without an appearing transport-handling congestion inside terminal.
Dwell time indicates on productivity services provided by terminals to its inland and overseas’
customers (Moini N., et. al., 2012). Delivery time and free charge time containers storage on
terminal yards’ determinate customers’ costs. Area of possible territorial expansion (e.g. max.
berth capacity) indicate on maximal size of container vessel, which may be well-efficient
serviced without appearing additional transport congestions. In the aim to gain higher berth
productivity by terminal, the storage shall be short-term. Long-term container storage could be
beneficial for container terminal operator when there are delivering to special container yards
or container freight station, the area used for packing and unpacking containers (Giiler. N;
2002) In the area of specific container storage, the cargos are putting on container units which
are require maintenance given temperature (e.g. reefer containers), as well as container units
filled up by dangerous cargos (e.g. hazmat containers). Container freight station area creates
possibilities to additional services offered by container operators such as: consolidation,
deconsolidation of container units. Area for internal plant of marine container terminal which
mainly concentrate on maintenance and repair a terminal’s superstructure’s equipment (e.g.
transport and cranes vehicles). Yards of container units’ technical control is concerning its
imperviousness, technical efficiency and clean.
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Territorial area of administrative building offices in which are located different companies and
institutions (e.g. Customs guard, Border guard, Fito-sanitarity Institution and so on), which
directly or indirectly participate in marine container logistics. Parking area for clients’ cars as
well as trucks vehicles with container semi-trailers. Area of staffing and stripping intermodal
container units carried both in export and import by direct and shuttle trains.

Figure 4: Special complexity
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6. COSTS COMPLEXITY

The overriding reasons for the existence of most container terminal operators is to achieve a
more than acceptable return for the investors and other key stakeholders in the terminal market.
This return must be assessed in the context of the particular risk associated with container
terminal business, as it is a fundamental economic principle that increased risk must be
compensated for with higher potential or financial returns. The day-to-day running costs
incurred by marine container terminal operators are connected with a broader scope of cost
items. Wide range of terminal activities conducted by marine container terminal generates a
numbers of differential cost items (see Figure 5). One of the fundamental cost is capital
involvement into the building new terminal (e.g. greenfield) and/or its development connected
with capital involvement by its capital owners — landers, stockholders, bondholders and so on.
Size of capital costs can be divided on capital payment costs and interest costs. Capital payment
costs depend on: capital size, length of capital payment (payback period), moratorium and
currency. In turn, interest costs are connected with: source of capital delivered, size of capital,
market interest rate and terms and conditions capital granted. Return on equity depends, first of
all, upon capital requirements of owners’equity. Operation costs depend on numbers of workers
and staff employment, amount of wages and salaries, type of transport-handling technique and
technology used in terminal, amortisation and depreciation ratio, fuel and electricity
consumption ratio, amount of prices for fuel and electricity, terminal’s designed (e.g.
traditional, partly-automated, fully-automated), type of handling vehicle use, terminal yards
used ratio and organizational skills of terminal personnel. It must be considered that all
financial-economical items should create additional market value for marine container terminal
operators in long-time horizon. It should be noted that may appear additional costs for terminal
operators such as: dividends payment to capital owners as well as duties and taxes burden.
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Figure 5: Costs complexity
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Moreover, the marine container terminals are run in different countries and accounting systems.
It means, there are not internationally accepted standard cost classification, which often leads

to confusion over terminology. In this approach the costs have been classified into the following
four categories:

Operating costs, which constitute the expenses involved in the day-to-day running of marine
container terminal — essentially those costs such as: administrative and operation personnel,
stores and maintenance that will be incurred whatever handling operation the terminal is
engaged in.

Periodic maintenance and repairs costs are incurred when the terminal equipment needs
capital repairs, usually at the time of its special survey. In older capital-intensive equipment
(i.e. gantry cranes) this may involve considerable expenditure, and it is not generally treated
as a part of operating expenses. Under international accounting standards an assessment
must be made of the total periodic cost over the maintenance cycle and this is capitalized
and amortized.

Capital costs depend on the way the marine container terminal has been financed. They may
take the form of dividend to equity, which are discretionary, or interest and capital payments
on debt finance, which are not.

Cargo and container handlings costs represent the expense of loading and unloading

containers, staffing and stripping cargo to/in containers. The costs are increasing together
with increasing demand on container volumes.

The marine container terminal operators have a great deal of influence on their costs structure
when they frame their strategy. The operators made choice between new and old equipment,
using traditional, partly-automated or fully-automated handling technologies, flexible
equipment or specialised, and debt and equity finance all make a difference. Once these major
decisions are made by terminal operator may use his management skills to optimise costs

structure on a day-to-day basis through efficient marine container terminal, although some cost
items are beyond his control.
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They have already been determined by the initial investment decision. Once these particular
decisions have been made, the terminal operator is very much at the mercy of the market, his
crucial customers — shipping lines, freight forwarders, logistics operators and, of course, his
financial institutions.

7. CONTROL COMPLEXITY

Like all the functions of container flows, container activities must be properly controlled to
protect terminal from the outside’s threats (see Figure 6). This control is made at the terminal’s
gate which is one of the most critical pieces of terminal infrastructure where a large part of
technical and administrative procedures take place (Acciaro and Mckinnon 2013). The overall
efficiency of container terminal depends on efficiency of its subsystems which one is the gate.
Therefore, the managers of this business units very of delays at a gate (Zhao and Goodchild
2010). Specifically, some marine container terminal operators must be able to measure, report
and improve gate performance. Gate operations are often the result of a coordination effort
between the terminal and shippers, drayage and rail operators, freight forwarders and port
authorities (Giuliano and O’Brien 2008, Chen, Govindan and Yang 2013). Avoidance of
congestion traffic at the terminal gate is run by introducing electronic gate operational system.
This system shall improve the level of services offered by terminal and protect its operator from
money losses (Mankowski C., 2017).

Figure 6: Control complexity
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8. EQUIPMENT COMPLEXITY

The principle objective for optimum equipment operating is to optimizing costs through
maximum standardization and highest quality equipment purchases. These two elements
intervene right from the planning stage and their effects are felt throughout the life-span of the
equipment. If high-quality, lower diversified equipment is chosen, operating costs will cut-
down. Hence, it is important right from the start to ascertain what type of equipment is needed,
and standardize into the best quality capable of providing essential product support. The
principal superstructure elements of marine container terminal operators are systems and
handling-transport vehicles which allows to tranship container units from one transport means
to another hence it takes place in relation with terminal hinterland — container vessel or

147



45th International Scientific Conference on Economic and Social Development —
XIX International Social Congress (ISC 2019) - Moscow, 17-18 October 2019

container vessel — terminal hinterland, once in a while in relation with vessel-to-terminal yard-
to-vessel or vessel-to-terminal yard- etc. Efficiency of transhipment-handling-transportation
operations have directly bearing on competitiveness of marine container terminal operators
albeit it determinates on effective vessel stay at the terminal’s berth. The tremendous influence
on terminal services supply creates transhipment-handling-transportation technique and
technology in use and, of course, changes which are undergone. By no means cannot be
overreach the influence an art-in-state new communicate systems, and mainly information
technologies. As a result of transformation, technical conditions marine container terminals
there has been modified in functionary manner. It turned out, that modern informative
equipment is one of fundamental competition assay of marine container terminal operators
because it enables not only promptly, efficiently and facilitate communication channel among
participants of marine logistics container supply but also gives some opportunities to create new
customer’s database, which is necessary to take actions in the field of direct marketing. The
relevant problem of marine container terminal operation is its technical-technological
equipment which influence directly on productivity and effectiveness of the operator as well as
its commercial customers (see Figure 7). Generally, technical equipment of the terminal can be
divided on those which must guarantee container transhipment from seaside, landside and
supporting equipment. Technical equipment in use from seaside e.g. across board ship must
guarantee loading and unloading volume of container units carried to terminal berth by vessel
and to guarantee turnover during the peak market demand which comes from increased
frequency vessels call to terminal berth offered by ocean or feeder services shipping lines. The
relevant question of technical equipment from seaside is how to keep high transhipment rate
which is a subject of trade agreement between regular shipping line and terminal operator, at
the same time make up an element of competition battle among terminal operators serviced
common hinterland. Shipping line companies chose that terminal operator who has high
transhipment rates and in this way guarantee short time vessel stay at the terminal berth and in
this way ship owner bears lower costs of vessel’s operation. Technical equipment from the
landside must guarantee a keeping high productivity level of container flow and/or conventional
cargo by terminal. Obtaining high productivity level inside container terminal is resulting from
high level of providing services by terminal operator during the transhipment peak. Some
transhipment peaks are controllable and some of them are not by operator. Technical equipment
must also guarantee to run proper cargo stowage within container unit as well as to weigh
container to aim to control its exceed the limit its allowable container weigh. Over there it must
be a technical equipment guarantee transhipment and handling of special container units such
as hazards containers and required keeping given temperature inside container. Relevant is also
a supporting equipment the core business of terminal operator which embrace technical
equipment guarantee security and safety container turnover protecting it against accidental fire
and/or explosion and/or cargo pilfering. The relevant are international regulations are
concerning safety and security within marine container terminals (Banomyong R. 2005). Next
to this, technical supporting are administration and maintenance and repair technical devices
use in terminal and devices guarantee its illumination.

Figure following on the next page
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Figure 7: Equipment complexity
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Moreover, additional supporting equipment use in terminals are devices allowing to
communicate between terminal disposal staff and vessel crew (e.g. loading and unloading deck
officer), devices allowing taking solid wastes and sewage water from the vessels, devices
allowing bunkering the vessel into the fuel (e.g. IFO, MDO. LNG) during she stays at the
terminal berth and devices allowing supplying to electricity and drinking and crude water.

9. OPERATION METHODS COMPLEXITY

Currently, marine container terminal operators are in the face of permanent changes occurred
in the turbulent environment. Environment vitality — from one side — gives development
opportunities, - from the second side — high risk level and even state of uncertainty - it carries
threats, which destabilise their operation in short-time at the hard transport market. Permanent
changes of the terminals environment face similar occurrences within the organisation, as well
as in the accepted technics and methods operational management. Terminal operators would
have won on the competition market, they shall implement technics and methods operational
management at least at the same level what the competitors do. The ability to creating and
implementing operational terminal management becomes an essential productivity and
efficiency factors of its operation, making its conditional on creating market value. It is not so
easy, because the increase market environment vitality the increasing complexity operational
processes within container terminals. Theirs excessively grow generate serious problems in
creation and implementation techniques and methods of operational management. These
technics and methods become more and more complicated because theirs are face to the need
of terminal operation integration from different fields of terminal’s activity (see Figure 8).
Operational tasks appeared in the point of contact different fields of terminal’s activity, raise
serious problems for managerial staff. In this field subject of complexity is a complex operation
tasks, which has to improve container units’ flow by terminal. Particular relevant managerial
task are planning, control and coordination such parameters as: terminal productivity
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(loading/unloading vessel productivity, cranes productivity, berth productivity, container yards
productivity, equipment productivity, work productivity and cost’s effectiveness), terminal
utilisation rate (berth utilization rate, storage utilisation rate, enters/exist gate unitisation rate,
terminal equipment rate), production of services provided by terminal (vessel efficiency,
transfer berth efficiency, container storage efficiency, receiving/supplying container
efficiency), time services delivery (loading and unloading vessel time, loading and unloading
truck time, loading and unloading rail platform time), given speed of undamaged container
traffic going through terminal, internal operational regulations «simplify the regulations to
minimum» and raise operational workers qualifications by coursers and simulation trainings.
These operational planning are conducted by specialists whose are engaged in planning, i.e.
ship planners, yard planners, resource planners (Henesey L.E., 2004). The more sophisticated
the terminal equipment is, the more intensive training is needed. Time reducing container vessel
stays within terminal is realizing by central disposition planning. As to terminals, there is no
doubt that planning is usually introduced as a complexity of problems which have to be solved
in different fields of terminal activities, even if investment problems obviously seem to have a
high rank. The principals concerning investment problems, i.e. physical capacity planning, is
given priority. All other fields of planning have to be considered either to be complementary or
even to have instrumental character only e.g. loadings plan indicates on which wagon a
container has to be placed (Steenken et al, 2004) based on such parameters as: destination, type
and weight of the container, the maximum load of the wagon and the train composition. Some
problems for terminal operation runs to creation new operation methods for: optimizing block
size in container yards (Lee and Kim 2010), minimize the number of rehandles and the handling
costs of yard cranes (Sauri and Martin), evaluating different train loading and stacking policies
(Ambrosino D., Caballini C., Siri S. 2013). Especially prompt physical containers movement is
crucial for operational terminal management and this is achieved either by simplification
operational tasks as safely their movements. The simplification operational tasks at the terminal
container is realized by a number of procedures in order to deliver containers on time and
without any damages (Kourounioti 1., Polydoropoulou A., Tsiklidis Ch., 2016).

Figure 8: Operation methods complexity

LS
E_ i-ﬁ»"'{ . )
o) )
f'f,i'-""ﬁ
!J_'._.;'_ [
Operating ,:_p“‘/
__methods
e oy,
o ] -'ILE "‘35‘&5_""' Era_!"'ﬂrrw g:_gntl'al
& 5 -
""“// -:\'ﬁ' o n"ﬁ'fﬂr_&#
by -] Aibs
& . Speed -
- T, T

%
'\.\
4
&
S
I

Aupge| [eanideuo
5

Source: Own elaboration

150



45th International Scientific Conference on Economic and Social Development —
XIX International Social Congress (ISC 2019) - Moscow, 17-18 October 2019

Procedures establish the rules of conduct within marine container terminals, outlining the
responsibilities of both employees and employers. When employees receive thorough training
and detailed terminal operations, they are prepared to complete given operation tasks. A rational
set of terminal procedures ensure efficiency, quality control, employee productivity, and
customer satisfaction. And, in the end, they protect financial position of container terminal
operator.

10. STAKEHOLDERS COMPLEXITY

This group of external factors determine efficiency of container activity which come directly
from its close environment (see Figure 9). The main actors of those complexity are: Port
Authority, Customs Agency Veterinary Inspection, Sanitary Inspection, FITO Inspection,
Fishery Inspection, WIJHAR Inspection, Border Guard, Marine Authority, Municipalities,
Financial Institutions, Chamber of Commerce/Trade, Chamber of Maritime Commerce, freight
forwarders, shipping agents, Ship-owners, Shippers.

Figure 9: Stakeholders complexity
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A decision made by Port Authority impact directly on terminal’s operation costs. Especially
seaport management’s decision connected with development seaport’s infrastructure gives
some opportunities to purchase a new operational-yards spatial by existing terminal operators
acting in the seaport. Obviously, terminal operator will try to buy the spatial if he forecasts
increase container trade flow and current terminal capacity use. Moreover, the purchase an extra
terminal space can be supported by strategical goals, e.g. development or elimination or
limitation on some possibilities development real competitor terminal operator or appear new
once. Also, regulation decisions law-administrative and organization, so called owner
character, influence on operational decisions of marine container terminal operators. One of the
most important gambler of this market is Customs which supervise controls made by other
governmental institutions such as: Veterinary Inspections, Fito-sanitary Inspections, Sanitary
Inspections, Fishery Inspections, WIJHAR Inspections. We should in mind that, marine
container terminals stakeholders and strategies are changing over the time. Board Guard
performs border security and control all persons and tracks entering into the maritime terminal
territories. The chambers of commerce serve as representatives of terminals community.
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Main tasks of the chamber are container trade promotion, vocational training, regional
economic development, and general services to terminal operators. Financial Institutions
provide finance as well as provide financial, managerial and technical advice and consultancy
to marine container terminal operators. Clients of terminal services are carriers - companies that
carries goods for payment (shipping companies, intermodal rail companies, truck containers
companies) - or intermediaries such as forwarders (Marek R. 2018).

11. CONCLUSION

The basic premise of complexity theory is that there is a hidden order to the behaviour,
environment (and evolution) of complex systems. By using theories of organizational change,
this paper attempts to describe the complex, dynamic, unpredictable and sometimes chaotic
process of maritime container terminal operator’s transformation. The terminals change
activities can be successfully examined from complexity and systems theories framework. The
marine container terminal operators change suggest that changes are produced on the basis of
a number of interconnected causes and effects whose relationships are complicated to conceive
of from an analytical framework. Terminal’s systems and complexity models can offer more
promising avenues from which organizational leaders can appreciate and address complex
organizational dilemmas. Understanding these interrelations and the environment of business
could assist terminal’s managers in creating organizational change structure with a view to
modifying corporate culture to suit that of a learning organization
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