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INSTITUTIONAL MECHANISMS, PUBLIC POLICIES AND PRIVATE
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Adrian Bazavan
Bucharest University of Economic Studies, Bucharest, Romania
adrian.bazavan@stud.ase.ro

ABSTRACT

Currently, China is the world’s largest exporter and its share of global markets continues to
rise. Not because the economy expands its low-cost manufacturing base, as manufacturing is,
in fact, moving out from China to other countries in South-East Asia and Africa. On the
contrary, the country is moving up the value chains through innovation. Through the lens of the
National Innovation System and Learning Models, and using the newest secondary data, as
well as a collection of interviews and on-ground observations in China, the study identifies and
describes the underlying mechanisms, structural causes, public policies and institutional
arrangements that drive the country’s transition towards a more innovative economy. It
highlights the key characteristics of the national innovation system, in respect to funding for
research, government’s role and public policies, inbound and outbound foreign investment as
well other factors. The study does not attempt to evaluate how innovative China is, which is a
legitimate but separate discussion. In turn, this study will explain how innovation actually
occurs in China. China’s technological progress relies on an unique mix of liberalization,
imitation, incremental innovation, strong R&D spending, burgeoning market scale,
competition between local governments and strong central policies. Progress is uneven, as
several technological sectors and administrative regions are global leaders, whereas others
fall far behind. Elements of this landscape might be of use to other developing economies.
However, due to the peculiarity of China’s, including its economic and demographic scale, as
well as its political system, its solutions might only fit China.

Keywords: China, innovation policy, R&D expenditure, foreign direct investment, high-tech
exports

1. INTRODUCTION

China’s gross expenditure on research and development (GERD) is increasing year by year, has
exceeded that of the European Union as a whole in 2014 and is predicted to exceed United
States by 2020. According to Global Innovation Index 2017 (Dutta, Lanvin, and Wunsch-
Vincent) China® became the 22" most innovative country in the world, and the only middle-
income nation in Top 25. The composite ranking reflects vast improvements in indicators such
as business sophistication, exports of high-tech and creative goods, research expenditure,
number and quality of patents, university rankings, cited publications, global-reach of
companies, research talent and others. The study shows that gaps are narrowing, but China has
not yet reached the top of the value chain. It still has a long way to catch-up in order to become
a leading innovative economy. This study aims to identify and describe the mechanisms,
structural causes, policies and institutions behind China’s transition to a more innovative-driven
growth model. The main areas to be explored are: funding for research; governmental policies;
influence of foreign companies; investments abroad and others. It is not in the scope of this
paper to measure the performance, quality or level of innovation. The paper will not address
the question “How innovative is China?*, a legitimate research topic which is due to further
endeavours. Instead, this paper’s main question is “How does China innovate?”

L without Hong Kong which is separate no. 16
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Section one is a brief overview of the most significant theoretical contributions to the study of
innovation as a source of economic growth. It finds that National Innovation System(Freeman
1987) and Learning Models(Metcalfe 1998) are the most useful frameworks for understanding
China. Section two describes the methodology used to collect and process data. Due to the high
dynamic nature of innovation, the study relies on the newest theoretical contributions and data
as secondary sources. Large input was also collected through interviews and on-ground
observations in China. Section three is dedicated to research funding as a fundamental input
factor for innovation. Having in mind that the country is soon to become world’s largest R&D
spender, the chapter draws attention to the structure of funding by source and industrial sectors,
and finds out that R&D is primarily market-led, whereas the state has a surprising little
contribution. It also points to the fact that R&D spending is highly atomised and therefore
innovation champions are lacking. Section four will review the complex roles of government
in the innovation system, including an overview of its most influential policies since 1980. The
state appears to be a platform creator, facilitator and strategy-setter but not a principal actor or
sponsor itself, although it is willing to intervene strongly on the market in limited cases.
Following chapter five will assess the important role that foreign companies have played in
China since the opening up, as well as their complex interactions with domestic companies and
the state. It also analyses the growing willingness and ability of domestic companies to purchase
companies from abroad, as an effective means to access markets, tap into global talents and
fresh technologies. Against this background, within the analytical framework of innovation and
economic growth, the final chapter will draw the conclusions.

2. LITERATURE REVIEW

This chapter will overview the most influential perspectives about the very nature of innovation,
its relation to economic development and the mechanisms that enable innovation to occur and
spread in a developing economy.

2.1. What is innovation?

The Austrian scholar Joseph Schumpeter is the forerunner of the study of innovation, concept
that he placed at the core of his Theory of Economic Development (1934). He defined
innovation as “creative destruction” — the process through which novel methods, products and
ideas are transformed by firms and entrepreneurs into economic outcomes, resulting in the
creation of new industries and markets and the destruction of old ones. Hage and Rogers
Hollingsworth (2000) introduced the concept of “idea innovation network”, distinguishing
between different types of research: basic, applied, product development, production research,
quality control research, and marketing. The Organization for Economic Cooperation and
Development classifies innovation on the basis of where it occurs into: product, process,
marketing and organizational(OECD/Eurostat 2005). It might be incremental, which is to make
gradual improvements over previous methods and products, or radical, which is to create new
concepts and technologies that are highly different from the previous ones and have the
potential to significantly change industries, and even create new industries whatsoever.
Obtaining different types of innovation involves different degrees of difficulty, starting from
the easiest - process innovation, following with incremental innovation and finally, the hardest,
radical innovation(Li 2017).

2.2. Innovation as a driver for economic growth and “catching-up”

Economic growth is the result of changes in production inputs, technological progress and
productivity level, while the latter two are strongly related (Solow 1957). Developing countries
make efforts to “catch-up” with advanced economies, aiming to reduce income and
technological gaps (Lee 2014).
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During incipient and intermediary stages of catching-up, factor accumulation is highly
important, including but not limited to machinery procurement, increase of human capital,
infrastructure and constructions. At this stage, importing mature technology is the only way to
narrow the technological gaps. Domestic innovation is still too costly, time-consuming and not
feasible whatsoever. As the economy develops further and reaches middle-income level, the
marginal effects of investments in factor accumulation gradually diminish(Liu et al. 2017). In
order to maintain economic growth and momentum for transition towards high-income level, a
country requires a different set of strategies. Otherwise, it risks to fall in the middle-income
trap, the same way as it happened to several countries in Central and South America or the
Middle East (Gill and Kharas 2007). While arguably it is not the only way to progress and
move-up the value chain, there is consensus in the regard that domestic innovation, in the sense
of technological development, is a primary source of sustainable growth, gains in productivity
and competitiveness (Eichengreen, Park, and Shin 2011). Complementary, improving the
institutional framework (better governance performance, higher education level, lower
corruption etc.) is also important for achieving sustainable economic growth (Liu et al. 2017).

2.3. How does innovation occur?

The National Innovation System (NIS) it is the most widely employed framework in innovation
studies. It can be defined as “the network of institutions in the public and private sectors whose
activities and interactions initiate, import, modify and diffuse new technologies”(Freeman
1987). NIS thus puts innovation in a specific national institutional context where innovative
players at different levels are in constant interaction. These interactions constitute the very
fabric of the system and are shaped by factors such as culture, institutional arrangements,
policies etc (Nelson 1993). The main innovative players are firms, as they have the incentive to
seek, store and accumulate innovation capabilities. However, their ability to innovate is
influenced by interactions with a broad array of external organisations, state and private actors,
suppliers, customers, markets etc (Li 2017). Another useful theoretical tradition is the Learning
Model proposed by evolutionary economists such as Dosi(1997) and Metcalfe(1998).
Accordingly, innovation is acquired by firms through a gradual process of developing and
accumulating existing capabilities, making use of their available resources and opportunities.
The sequence starts with low-end manufacture. Climbing a reversed product cycle, firms
gradually develop new design and skills to improve their process, products and marketing,
eventually reaching the top of the production chain. The process includes “variety creation
[..],replication including imitation[..] and selection (that reduce variety in the economic system
and discourages the inefficient or ineffective utilization of resources)” (Malerba and Nelson
2012). The concept of “leapfrogging” will also prove to be useful during the analysis. This view
emphasises the advantage of the latecomer who has the opportunity to skip costly stages of
research and to learn and make direct use of the innovation breakthroughs already available(Cao
2002).

3. METHODOLOGY

Using the framework of NIS and Learning Models, this exploratory research aims to provide a
contextual macro understanding of the mechanisms and processes that drive innovation in
China, across industries, by examining the following principal elements: funding for research;
governmental policies; inbound and outbound investment and others. The current study does
not aim to measure the efficiency or productivity of innovation in China, nor its extend, which
would require a different set of input and output quantitative measures. It limits its scope to
China at national level, but draws attention to the significant regional differences in terms of
economic and technological development. Informational input is based on an extensive review
of the most recent academic works covering world innovation in general and Chinese in
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particular, both from international and Chinese sources. Giving the highly dynamic nature of
the topic under research, academic understanding has a significant temporal delay against
empirical reality. For this reason, in general, it uses only academic works and data newer than
2014. However, it is well understood that the theoretical framework and fundamental concepts
are based on earlier literature, beginning with Schumpeter’s Theory of Economic Development
(1934). In order to assess governmental perspectives, a collection of official policy documents
were analysed, as well as political statements from news articles and think-tank reports, in
China, the United States and European Union. Statistical data is collected from China S&T
Statistical Yearbook (Ministry of Science and Technology), as well as international databases:
World Economic Outlook Database (IMF 2018), Main Science and Technology Indicators
(OECD 2018) and UIS online database (UNESCO Institute for Statistics 2018). Very useful
were also composite measurements such as The Global Innovation Index 2017 (Dutta, Lanvin,
and Wunsch-Vincent 2017) and The 2017 EU Industrial R&D Investment Scoreboard
(European Commission), which offer analysis on a large set of input and output factors, as
comparisons among countries. The same resourceful as secondary sources were on-site visits
and interviews. | have visited industrial parks, high-tech companies, investment firms,
government agencies and start-up incubators on a series of field-trips to China’s major
innovation clusters: Beijing, Guangzhou, Hong Kong, Shanghai, and Shenzhen. A series of
structured, semi-structured and informal interviews were conducted with industry actors, policy
stakeholders, consultants, journalists, researchers and members of the academia, both Chinese
and foreigners.

4. RESULTS AND DISCUSSIONS

4.1. Funding for research

Between 2000 and 2015, China’s Gross Expenditure on Research and Development (GERD)
measured in current PPP $ has increased annually by approximately 18% (Ministry of Science
and Technology various years). China counts for an ever-larger share of the global R&D
spending and, since 2008, it has become the second biggest spender nation in the world. In 2014
it has surpassed the EU as a whole and following current trends, China could overtake the US
around 2019.

Figure 1: GERD at constant prices and PPP $
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China’s GERD expenditure relative to GDP, also known as R&D intensity, increased from 0.83
per cent in 2000 to 2.12 per cent in 2016. Although still behind US, Japan, Korea and OECD
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average, the nation is advancing quickly and has exceeded the EU. The 13th 5-Year Plan (2016-
2020) sets an R&D intensity target of 2.5 percent by 2020, indicating that Chinese R&D
expenditures will continue to rise.

Figure 2: R&D Intensity in several countries
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Source: OECD estimates based on OECD Main Science and Technology Indicators
Database, March 2018

Looking into the sources of funding, surprising is the fact that governmental direct funding for
R&D accounts for just 21.26% of GERD. Actually, the government’s contribution is lower than
in Korea (23.66%), US (25.50%), EU (31.74%) and Russia (69.52%). Therefore, Business
Expenditure for R&D (BERD) in China accounts for 74.73%, second only to that of Japan
(77.97%). Data is confirmed by China S&T Statistics Yearbook, OECD Main Science and
Technology Indicators and UNESCO UIS online databases.

Figure 3: R&D by funding source, 2016 or latest avaiable year (% of GERD)
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If we compare R&D spending of Chinese companies to the rest of the world, the 2017 EU
Industrial R&D Investment Scoreboard (European Commission 2017) reveals that out of 2500
top world spenders with over € 24 million each, 376 companies are from China (combined
amount $61.8 bn., 8% of total expenditure), whereas 822 companies are from US($290 bn.,
39% total expenditure), 567 from EU( $192,5 bn. 26%), 365 from Japan ($ 103.8 bn., 14%),
and 370 from ROW ($96.4 bn., 13% total expenditure).
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The study records a fast growth of cumulated expenditure by Chinese firms included in the top,
with 18.8% just in 2016. The growth is the fastest of all countries and is distributed across all
industrial sectors considered, as well as across a large population of firms. However, the total
nominal sum is still relatively small, given China’s economic size. 2017 Global Innovation
1000 Study realised by Strategy&(2017) shows that amongst 1000 top global R&D spenders,
125 firms are from China, whereas 368 companies are from US, 235 from Europe and 171 from
Japan.? If we narrow the ranking even further, in between 143 global companies that invest in
R&D more than €1 bn., 14 firms are from China, whereas 51 from US, 39 from EU, and 22
from Japan.(Strategy&, 2017) Ultimately, in top 50 R&D spenders, there is only one Chinese
company, Huawei, which occupies position 6 (European Commission, 2017). Therefore, we
can notice that Chinese BERD accounts for an important share of top global R&D spending
which is growing rapidly. The global BERD of US and China are comparable, China being
expected to exceed the US in the next few years. However, if we analyse firms distribution, we
find that the more we narrow the rankings towards top spenders, the more the ratio of Chinese
companies decreases. In top 2500 largest R&D spenders, 15% are Chinese companies. In top
1000 the ratio decreases to 12,5%, in top 143 to 10% and in top 50 to as low as 2%. The opposite
is valid for United States, which hosts approximately 65% of top 20 R&D spenders.

Figure 4: Share of chinese companies among top global R&D spenders

B China ®ROW

2%

TOP 2500 TOP 1000 TOP 143 TOP 50

Source: Author’s own compilation, based on data from 2017 Global Innovation 1000 Study
(Strategy&, 2017) and The 2017 EU Industrial R&D Investment Scoreboard (European
Commission 2017)

Therefore R&D funding in China is particularly atomized and evenly distributed over a larger
population of companies, especially outside Top 2500. The number of companies involved in
R&D activities is relatively large, whereas funding per unit is relatively small. Furthermore,
research efforts of Chinese companies in top 2500 are less focused on particular industries and
are more evenly distributed across sectors. ICT production is the only dominant industry,
accounting for 34% of all research spending. If we exclude Huawei, which accounts alone for
16.8% of all input, then ICT will decrease to 17.2% of all research spending, followed by
automobiles and transport with 12.5% and ICT services with 10.1%. All the other industries
account for less than 10% of research spending.Such an atomized structure both across
companies and industrial sectors brings more competition and dynamism throughout under-

2 This study does not include Huawei, China’s largest spender.
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high tech sectors and sustains incremental innovation through improvements in production
process, supply chain, business and marketing models. However, Chinese companies are
relatively limited in their capacity to engage in expensive basic research with high risks and
long-term gains, which is exactly the type that would eventually lead to radical breakthroughs.
According to latest data of China S&T Statistical Yearbook(Ministry of Science and
Technology), in 2016 an 84.5% lion share of GERD belonged to experimental research, 10.3%
to applied research and just 5.2% to basic research. Not even has the percentage of basic
research increased over recent years. Therefore, there still are no genuine Chinese competitors
to innovation giants such as Alphabet and Amazon.

4.2. Policies and government

Innovation has long been considered critical for China’s economic development by top
leadership. Chairman Deng Xiaoping designated science and technology as the “first productive
force’ in 1978,% whereas the concept of ‘revitalizing the nation through science and technology’
has become widely used since 1995.* This chapter will briefly overview the most relevant
policies and projects implemented by the Chinese government in order to stimulate innovation
in Chinese economy, since the opening-up reform in 1978. Finally, | will assess the measure to
which the Government is actually influencing the innovation process. In terms of policies, the
trigger for China’s take off was the establishment of Special Economic Zones (SEZ) since 1980,
areas of experimentation with market-principles and liberalised foreign investment. Some of
them, such as Shenzhen, transformed into powerhouses of innovation and economic
development, inspiring reforms across the whole nation. As the market became larger and more
attractive, foreign companies sought to receive access to their products. The Chinese
government leveraged the opportunity and deployed the policy of “trading market for
technology” (TMFT) (Xia and Zhao 2012). TMFT has been restricting market access on
conditions imposed by the government, related to the transfer of technology and production
capacity to China. This usually translates into a compulsory joint venture between the foreign
company and a domestic counterpart. The most known case is that of the automobile industry.
The High-Tech Research and Development Program (Program 863) adopted in 1986 and the
National Program for Priority Basic Research and Development (Program 973) adopted in 1997
provided funds for universities, research institutes and companies to research a series of targeted
national priorities, including energy, information technology, agriculture, health and
environment. The policies also aimed to better connect research in public institutes with
manufacture in SOEs, as the two sectors had been largely separated (Xue 1997) (Liu and White
2001). As part of the “Indigenous Innovation” campaign, in 2006 the Chinese government
announced The National Medium- and Long-Term Program for Science and Technology
Development (2006-2020), known as MLP. It is a masterplan for S&T aiming to transform
China into an ‘innovative society’’ by 2020. According to the program, The 16 major special
projects cover a range of strategic sectors including: “core electronic devices, high-end generic
chips and basic software, super large-scale integrated circuit manufacturing technology and
associated techniques, the next generation broadband mobile telecommunication, high-end
numerically controlled machine tools and basic manufacturing technology, the development of
large oil-gas fields and coal-bed methane, large advanced pressurized water reactors and high
temperature gas coolant reactor nuclear power stations, water body contamination control and
treatment, new genetically modified varieties, major new drugs, prevention and treatment of
major infectious diseases such as HIV/ADIS and viral hepatitis, large passenger aircrafts, high
resolution earth observation systems, manned space flights, and the moon probe”(State Council
of the People’s Republic of China. 2006).

3 3rd Plenary Session of the 11th CPC Central Committee of the Communist Party of China, 18 Dec. 1978
4 National Science Conference 1995
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In 2015 Made in China 2025 was launched, presumably inspired by the German Industrie 4.0.
The policy strongly emphasis technological self-sufficiency, intelligent manufacturing and the
development of cyber technologies. The government leads investments in those targeted areas
and planned technologies that do not make financial sense for market forces, being too risky,
expensive and lengthy. Such are the cases of wind turbines, high-speed rail, aircraft engines,
and space-related industry. However, as discussed in the Funding for Research chapter,
government direct funding for R&D accounts for less than 22% of GERD, while the large
majority of funds is provided by the business sector. Nevertheless, private R&D is rather
negligibly supported in terms of subsidies or favourable tax policies. On the other hand, the
government aims to remove ideological and institutional obstacles, stimulate cooperation
between academia and industry, as well as to ensure a fair platform for competition and an
efficient institutional environment(State Council of the People’s Republic of China 2015a).
Unlike previously, modern S&T strategies strongly emphasise the role of business-led
innovation and the aim to commercialize technology. The state aims to stir “mass innovation
and entreprencurship” across a wide population of companies, calling for SMEs to increase
their role in R&D (State Council 2015b, 2016). Therefore, both statistics and policy statements
prove that the Chinese government is turning to be a facilitator for a market-driven innovation,
rather than a principal actor itself. It is less engaged than general perception might assume and
the trend shows even less engagement in the future. However, it is important to note that in
areas of specific interest, the state might own itself, directly or indirectly, important shares of
companies, or possess other types of dependence relations (Li 2017). The state might also
intervene strongly with protectionist measures in specific markets.

4.3. Inbound and outbound FDI

China has the largest market in the world in terms of PPP, ahead of USA and India (IMF 2018).
Such a scale offers unique possibilities for both domestic and international firms to experiment
and find niches for their products and ideas. Moreover, more recently Chinese companies have
accumulated sufficient resources and capital to venture into foreign markets, not only by selling
products but also by investing, conducting M&A and building capacities abroad. This chapter
is dedicated to the interactions between foreign and domestic companies and the role of these
interactions in China’s national innovation system. The learning curve for Chinese companies
started when markets were suddenly opened in the 1980s. Favourable policies attracted MNCs
to move production in China, open branches and subcontract local companies. Initially,
domestic innovation has relied on imitation and the direct import of technology. The pace was
very fast, driven by the need to meet MNCs’ requirements on cost, performance and quality for
the goods manufactured in China (Steiber 2018). Domestic companies gradually began to adjust
their products and services to the domestic market(Yip and McKern 2016). Authors label this
phase as “frugal innovation”, which is to reduce premium features meant for developed
markets, cut costs and adapt products for the local consumers(Li 2017). China was
incrementally adding to its technical know-how on the basis of a trial and error learning process,
gradually employing best or near best-practice technologies(Yu, Yu, and Pan 2017). As the
internal market grew and became more attractive, MNCs started not only to produce in China
in order to sell abroad, but also to target the Chinese market itself. Domestic companies had to
progress and reach higher standards in order to compete with foreign products on their own
market. While foreign companies had superior technology, managing skills and a global
network of resources, local companies benefited from inside-knowledge of the local markets.
Chinese companies managed to move up the value chains through developing designs and
technology, marketing capabilities and even attracting talents from MNCs. They made a natural
use of the supply chain networks developed in China by MNCs in their global productions
system, including high-quality component suppliers and subcontracted manufactures.
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Therefore, MNCs created both the resourceful industrial ecosystem and the competition
pressure needed to drive the take-off of many Chinese successful companies. Such an evolution
is maybe most visible in the ICT industry(Steiber 2018, Li 2017). Market restrictions and the
“trading market for technology” (TMFT) policy have also played an important role in
strengthening Chinese firms’ ability to resist competition pressures. Some markets were opened
or will open only after domestic companies are strong enough. In the case of automotive
industry, foreign carmakers are required to establish joint ventures with Chinese counterparts,
eventually transferring to China technology and know-how. TMFT is discussed broader in the
Policies and Government chapter. A more recent phenomenon is that of Chinese outbound
investments. Investments abroad were first promoted in 2005 with the announcement of the
“Go Global” policy. After the launch of the Belt and Road Initiative, the volumes of OFDI sky-
rocketed, especially in developed markets. However, according to the public figures released
by China’s Ministry of Commerce, FDI decreased in 2017 by 29.4% and reached $120 billion.
This is because the government has installed capital controls, being weary about money-
laundering and decreasing currency reserves. It has also set specific industry priorities for
OFDI, encouraging technology-seeking investments in the detriment of other ventures.
Perceptions about incoming Chinese investments vary highly from country to country. Whereas
some countries put high expectations around economic benefits brought by new capital, others
countries are rather concerned. USA is by far the largest destination for Chinese OFDI,
accounting for 17.44% between 2005 and 2015. Investments are dominated by M&As in the
fields of software & IT services, electronic components, communications, industrial machinery,
business services and auto components (Select USA 2017). US — China FDI flows have
inversed since 2014, when Chinese investments to US exceeded US investments to China.
However, following the general trend, Chinese FDI to US have recently seen a sharp decrease,
from a total value of $46.5 bn. in 2016 to $29.7 bn. in 2017(Hanemann, Rosen, and Gao 2018).
To conclude, the role of foreign companies in the Chinese innovation system started in the stage
of low-end manufacture. They brought technology and knowledge, re-shaped institutional
frameworks and created a new type of industrial ecosystem. Chinese companies absorbed
technology and made use of the newly created supply-chains. They climbed a reverse product
cycle by imitation, variety creation and selection, achieving incremental improvements to their
processes, products and marketing and eventually becoming competitive. MNCs also acted as
mobilising factors of competition. On the other hand, the Government stimulated technology
absorption and protected domestic firms from the negative aspects of competition. Ultimately,
the local market acted as a stepping-stone for successful Chinese companies before venturing
into competition at global scale. As domestic companies accumulated capital and capacities,
they became increasingly willing to expand abroad, especially by the means of M&As in
developed markets. Direct exposure to foreign markets is enhancing Chinese companies’
innovation capacity due to increased competition and knowledge transfer. Investing abroad is
also a new means to acquire technology, talents and know-how. Despite recent setbacks, on the
medium-term, it is expected that Chinese FDI will resume a tempered growth.

5. CONCLUSION

The study presents a partially successful story of how a developing, manufacturing-based
economy can learn, accumulate capabilities and move towards an innovative, competitive and
technology-driven model. The experience of China shows that there is more than one way to
progress. At the same time, one has to bear in mind that due to peculiarities such as political
system and demographic conditions, the solutions found by China might only function for
China. The scope of the study is the national-level, being limited to investigate differences
across industrial sectors and geographical regions. However, it is important to note that while
China is a world leader in several industries which have achieved remarkable success, there are
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also sectors where China lags far behind in terms of productivity and technological level.
Nevertheless, economic circumstances as well as government policies differ greatly from one
geographical region to another. Overall, economic reforms, imitation, incremental innovation,
heavy R&D spending, large market scale, intense competition and a market-driven economy
combined with pragmatic and sometimes strong central policies contributed in different ways
to China’s innovation landscape. China is still behind in many sectors, such as automotive,
aerospace or high-tech industry. However, the tectonic plates are shifting. China’s shares of
global export markets is constantly increasing, not because manufacture would grow
extensively, but because the economy is moving up the value-chain. The nation is soon to
become the largest R&D spender in the world. One of the main arguments of this study is the
fact that, counter-intuitively, R&D funding in China is business-led, to an extend even larger
than in the EU, US and Korea. On the other hand, government spending is also increasing, but
on limited number of priority areas. Research spending is highly atomized and distributed
across industrial sectors and population of companies. This reflects strong incremental
innovation capacity and balanced technological development, or “mass-entrepreneurship and
innovation” as policy-makers describe it. It also reflects the lack of real champions that can
venture into costly, basic research, which eventually leads to radical scientific breakthroughs.
The paper explores the complex role of the state in fostering innovation. Chinese Government
IS not and does not aim to be the main actor or sponsor of innovation activities or the industry
at large. It sees itself and acts as a platform and facilitator for a market-driven economy.
However, there are times and specific sectors where the government considers necessary to
intervene strongly in markets, which not rarely draws criticism from foreign policy and business
circles. Its main policies in the field of innovation include: prioritizing certain strategic areas
for resource allocation and favourable policies, stimulating the acquisition and import of foreign
technology, intervening on markets when needed and sometimes in protectionist ways, reducing
the nation’s technological dependencies and vulnerabilities, attracting international talents,
promoting outbound investments and others. Learning from foreign companies was a
fundamental driver for innovation in China. After the opening-up, foreign companies brought
capital, technology and knowledge, re-shaped institutional frameworks and created a new type
of industrial ecosystem. Some Chinese companies have accomplished to climb a reverse
product cycle by imitation, variety creation and selection, achieving incremental improvements
and eventually becoming competitive innovators themselves. Foreign companies also acted as
a mobilizing factor of competition for domestic firms. They were both discriminated against
and favoured by the state in different stages and industries. Finally, the study analyses recent
trends in technology-oriented investments abroad carried by Chinese companies, usually in the
form of mergers and acquisitions in developed markets. The main motivations for Chinese
companies are entering those markets that are not easily accessible for Chinese brands, as well
as acquiring fresh technology and talent. Chinese FDI outflows have increased vigorously in
the last decade, but due to stricter regulations both in China and abroad, the last two years saw
a relative decline in value and number of deals. The study argues such decline is situational,
and the long-term trend of increasing investments will resume, probably at a more tempered
pace. Other relevant factors that need further analysis when deconstructing China’s national
innovation system include the leapfrogging phenomenon(Cao 2002), talent attraction policies
and the role of regional innovation clusters.
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ABSTRACT

After the economic and financial crisis of 2007-2008, which had highly negative repercussions
worldwide, a large number of States reacted forcefully, mainly targeting banks and insurance
companies’ activities, besides corporations. This reaction produced, mostly, a wide range of
unlawful conduct—therefore sanctionable—and the economic value of sanctions will increase
to higher levels—which are often difficult to determine. Regulatory State consolidated its
position and simultaneously managed to settle at other points never reached so far. From that
perspective, a few years after the crisis, we think it is relevant trying to understand the choices
of some States—as the Portuguese—and the effectiveness of measures implemented in the
economic and financial plans. The question that arise—and on which we intend to reflect—
concerns the effectiveness of strengthening the different sanctioning rights and the adoption of
measures as, for instance, compliance programs. In our view, this matterstill needs reflection
in Portugal, since we keep discussing the issue of which sanction must not integrate that kind
of program. Meanwhile, the list of infractions—that different economic and financial operators
may commit—continues to increase, and they are punishable with high economic sanctions, in
spite of being difficult to identify their nature. A prime example of what we have just said is in
the Competition Law (Lei da Concorréncia), currently in force in Portugal, which enshrines
crimes, administrative offences and infractions.

Keywords: Regulatory State, Sanctionatory Law, crimes, administrative offences

1. INTRODUCTION

After beginning in the United States of America (USA), the 2007-2008 economic and financial
crisis has spread in pratically worldwide, thus reaching Europe. Such a crisis arises when
europeanization and globalization of law have long been a reality, at the same time that, in
Europe, the experience of the Regulatory State was already known. For this reason, nowadays
the vast majority of States have no longer isolated legal systems and no communicating vessels,
as seen in the operating models currently in force—in Europe, and even in Portugal—which
now coincide with those of the USA. Just think, for example, of the regulatory agencies of the
Regulatory State that—coming from the USA—would set up camp later in Europe. Thus,
starting from the problem posed by Europeanization and globalization of legislation in
economic and financial matters, and having the Regulatory State as a background, we will
reflect on the harmonization of legislation effectiveness at a global level, as well as the so-
called model of the Regulatory State in preventing a new crisis. Our analysis will be, above all,
oriented to Portuguese law, sometimes calling its competition law to the fore.

2. TOWARDS THE REGULATORY STATE - THE CONTRIBUTION OF
EUROPEANIZATION AND GLOBALIZATION

In Soares' words, the current European Union (EU) and its predecessors contributed to the
phenomenon of the Europeanization of law. This is because, right after Portugal's accession to
the European Economic Community (the then EEC and current EU), the phenomenon of
receiving this law began as a result of “major changes in the functioning of the economy as well
as in the Portuguese legal system” (Soares, 2008, 37). In this regard, the same author tells us
that the Portuguese legal system is perhaps a paradigmatic example of the Europeanization
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process, and the ‘“accession to the European Community and the resulting obligations
constituted an opportunity for the portuguese legal order modernization with adoption and
implementation of laws in unknown areas or where there was a stronger resistance to its
development”. Likewise, Soares points out that, due to Community law, there were important
changes in customs law, tax law and company law. At the same time, he adds that accession to
the then EEC gave rise to other branches of law in the Portuguese legal system such as
environmental law, consumer law and competition law (SOARES, 2008, 37 and 38). For sure,
the Europeanization of Portuguese law is not complete without adding here the capital influence
of the European Convention on Human Rights and its respective court's jurisprudence. No less
important than Europeanization of legal system, there's in parallel the globalization. Indeed,
globalization “understood in a broad sense as an economic, political, social and cultural
process,” “has emphasized that today, more than ever, we live in a global and interdependent
world and that no State can be isolated” (Teles, 2008, 99). Globalization has also contributed
to a certain homogenization of States' laws, and, as a result, different States have adopted the
same instruments in several plans: economic, financial, etc. A paradigmatic example of what
we have just mentioned is the creation of regulation authorities—specific to the Regulatory
State— that are currently present in practically all European legal systems. Being absolutely
sure that we live less and less on legal islands, but instead in a small global village, let us now
see some marks of that already designated Regulatory State.

2.1. Some fundamental features of the Regulatory State and its importance

It is not possible in a study of this dimension to carry out an exhaustive survey of what we call
the Regulatory State. However, in general terms, and as we have already had the opportunity
to write about (Vilela, 2018, 102-105), it is important to say that its main feature is that the
nation-state delegates a bunch of regulatory powers precisely to the regulatory authorities, as
the State abstains from intervening in these same sectors. Along with the Regulatory State and
its regulation agencies, a new sanctioning law emerges widely produced by these agencies. At
the same time, these agencies watch over the fulfillment of these duties inspecting actions and
using their sanctioning powers. After that, another level of regulation was associated with it—
more precisely self-regulation—through the implementation of compliance programs, and it
was generalized afterwards. Meanwhile, let's take a closer look at how we came to this new
state model.

2.1.1. The emergence and spread of regulation authorities, Brief note on their powers, The
programs of compliance

Having in mind the Regulatory State explanation, firstly, Arnaud (2008, 86) mentions the
creation of a problem-solving model called governance, born in the USA from the 19th to 20th
century. According to the author, governance is the “way of governing oneself” that quickly
became a particular way of managing some matters without having recourse to legislative acts
or state laws, besides being a fundamental element of the American legal culture. The reason
for this problems-solving way to exist is both that some state leaders felt the distance between
themselves and central power as well as its delays in decision making. Thus, governance—as
“a complex process of interactive, dynamic, projective decision-making designed to evolve
permanently to respond to changing circumstances” (Arnaud, 2008, 86 and 87)—was gaining
ground in such a way that the sovereign state got ahead to delegate part of the regulations to
“Institutions in charge of ensuring the regulation of spaces devoted to free trade” (Arnaud, 2008,
90). Still, according to the author, for sure, the 1930s crisis came to favor the emergence of
true corporate governance theory (Arnaud, 2008, 87). Therefore, the State ensured a new
response to changes occurred in domains such as “telecommunications, audiovisual, computer
data, electricity market, insurance, stock exchange, financial markets, ethics and bioethics,
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consumer protection, competition, mediation and child protection”. Thus, it has been created
almost every day “a new regulation authority to a specific field” (Arnaud, 2008, 90). From what
has been said we can deduce that regulatorion authorities replace administrative authorities to
regulate, supervise and impose sanctions on specific sectors like economic, financial or other
sectors. And if it is true that they have undergone a long evolution in the country where they
were born (the USA), eventually the same is true as they finally have reached other States as a
result of the above-named Europeanization and globalization. The existence of this type of
institution has consequences in the legal world, not only because they undertake
transformations in the process of creating the law, but also because these authorities have the
power to sanction offences which they investigate. In short, regulation authorities create law
with a wide range of rules to be fulfilled by different activities. Moreover, these authorities
supervise, inspect and impose severe sanctions on the detected infractions taking into account
that the nature of infractions is different in every State, as each one can create crimes to punish
infractions or administrative offences, or simply administrative infractions. In line with this
matter, Arnaud is right when he points out that the existence of these institutions creates a
“question of compatibility between their regulatory power and the public authority itself
(Arnaud, 2008, 90). At the present time, the picture of the Regulatory State is not complete if
we do not add the generalization of compliance programs to what we have already said. In fact,
just as important as the hetero-regulation carried out by regulatory authorities, there is another
regulation program—now self-regulating—which represent the companies' adoption of
“voluntary compliance programs" to significantly reduce “risks of commercial companies
responsibility along with their leaders in civil, administrative and even criminal spheres, aiming
to generally defend stakeholders.”(Mendes, 2018, 11).

2.1.1.1. Brief outline of the Portuguese Regulatory Entities Framework Law

Regarding the particular case of Portugal, it is known that the Portuguese legal system had
already administrative authorities that have some affinities with the regulatorion authorities.
However, it was mostly because of the 2007-2008 economic and financial crisis and its
repercussions in Portugal that the Portuguese state has committed to approve the Framework
Law of Regulation Entities—under Law No. 67/2013 of 28 August—by the time the
Memorandum of Understanding is signed with its creditors (the International Monetary Fund—
IMF—, the European Union —EU—and the European Central Bank—ECB, or, for short, the
troika) in May 2011. Under this law, it was created a common regime applicable to different
regulators, thus contributing to the uniformity of the existing legal framework regarding
regulation. Furthermore, among other reasons, Morais stresses that this law was necessary
because it contributed to the uniformity of the legal regulation authorities' regime because some
had “indirect administration, others an independent administration, others a hybrid limbo of
semi-independent administration which respective links with the Government were different”
(Morais, 2015, 156). According to the author, the existence of these regulation authorities was
justified, insofar as it was necessary to “replace a paradigm of the State that had intervened
directly in the market” with another State paradigm that should intervene “as little as possible
enabling the market financial system to work, to safeguard the public interest and to supervise
economic agents indirectly ”. At the same time, it was urgent to create entities with such “high
technical specialization, depoliticization and impartiality”. Establishing proof of the
Europeanization law and, in general, its globalization, Morais also draws attention to the
influence of the European Union creating regulators to be independent of the respective States
(Morais, 2015, 156). Its independence of the state administration was indeed sought with the
regulation authorities, and particularly through this law. However, Morais puts his finger on the
wound clarifying that these regulation authorities are not independent of “their counterpart
leadership structures at a European level”, and that is the reason why this EU policy is a way to
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limit state sovereignty through a parallel or separate administration”(Morais, 2015, 157).
Undoubtedly, high technical specialization is one of the entities' fundamental traits to highlight
which is not only desirable, but also praiseworthy in all respects, namely because they have to
resolve issues with a high degree of technical knowledge. Thus, they will be able to litigate on
an equal basis with offenders in the respective area of intervention (Vilela, 2017, 130). If we
are not missing the point, offenders of any regulated area bear no resemblance to ordinary
people who either commit a road traffic offence or who do not pay their tax within the time
limit. Quite the contrary. We are in the presence of offenders that have a specific high degree
knowledge of the area in which they work, a highly qualified knowledge either from a technical
point of view, or even scientific. For this reason, any activity of supervision, inspection or
instruction and conviction requires technicians as much as well prepared than the offenders
standing in the other side, the side of those who assess, draw up reports, investigate and decide.
Only then they can fight infractions with equal arms. Likewise and for this same reason, we
also welcome the creation of the Competition, Regulation and Supervision Court, a measure
that was also included in the Memorandum of Understanding (Vilela, 2017, 130). However, as
we have already pointed out previously, we cannot avoid to mention the following issue. Under
the terms of article 3, Law no. 67/2013, more precisely paragraph 2, e), the regulation
authorities have “powers to sanction infractions as they have regulatory, legal regulation,
supervision, and inspection powers”. As a result, the regulation authorities concentrate a great
bunch of powers that make them powerful, and it requires them to act with caution so that “the
regulation authority that supervises and draws up the infraction notification should not be the
one that appreciates and judges it. So, we welcome and agree with Ribeiro's solution” (Vilela,
2017, 130). It is, therefore, essential to effectively carry out the supervision of legislation
enforcement to prevent further damages in any sector. However, when it comes to moving from
the investigation to the sanctioning phase, it is totally unacceptable, under a State subject to the
substantive rule of law, having the same authority that controls both phases. With this idea, we
only intend to defend a mitigated accusatory procedure with offenders getting a guarantee of
impartiality during the investigation and sanctioning phases, and it will not be achieved if the
same authority both investigates and impose sanctions. In fact, striving for an even more drastic
solution in this matter, we emphasize, once again with Mendes, according to whom there must
be a total separation between the investigating authority and the one who has the decision-
making power concerning administrative sanctionary law (Mendes, 2009, 223 and following).
To sum up, and saying it with Mendes, when coming on the scene, “ the independent authorities
subverted the classic model of separation of powers”, insofar as they “get three types of public
powers traditionally separated: ruling, executive and (para)judicial powers” (Mendes, 2018,
18). In any case, we cannot help being apologists for these regulation authorities, and as a matter
of fact, to be truly effective about their objectives, they must get strong powers and have the
power to impose the fulfillment of duties whose violation, as a general rule, is considered an
infraction severely sanctioned with economic penalties. Otherwise, these powerless institutions
would do little or nothing. We can see, therefore, that we are not defending its powers without
limit, especially in cases that fundamental rights are at stake. It's worthy of note that, for
instance, we have long argued that some more severe accessory sanctions, concerning
organically administrative procedures, should not be imposed by administrative authorities
(now by regulators), but instead by the courts (Vilela, 2013, 376). So, if we had this idea about
the application of some more severe accessory sanctions, we also understand now that the same
can happen in other cases in the course of a regulatory law procedure before the regulator.
However, we will return to this particular problem later.
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2.1.2. The sanctioning legal system emerging from the Regulatory State

2.1.2.1. Some specificities of Portuguese domestic law: the administrative sanctionary law

To better understand everything that we have been saying, it is important to introduce here a
brief note on administrative sanctionary law. A high percentage of the infractions that are part
of the Regulatory State has an administrative sanctionary law nature. In our point of view, this
legal nature is different from the nature of the crime, and it means that it is not a minor crime,
but it is not an administrative infraction either. No, it is not. It is, so to speak, an infraction that
is increasingly approaching criminal law choosing it as a subsidiary law, as well as criminal
procedural law. The administrative sanctionary law is established by Decree-Law No. 433/82,
on 27th October, which approved the General Regulatory Law (RGCO). From a procedural
point of view, there is the first phase before an administrative authority (an organically
administrative phase) and, at the present, also before regulators (articles 33 to 58). There is a
second phase that begins—or not—depending on whether the defendant conforms—or not—
with the decision ending with conviction that is granted by the administrative authority or the
regulator (articles 59 to 75). In that case, the defendant may lodge a judicial challenge against
the decision in the court, and after that, begins the second phase of the regulatory law procedure,
more precisely the judicial phase (Articles 59, 60 and 61). To make it clear, just two or three
more traits to show you that this is a guaranteed law as it should be in a Regulatory State, with
very heavy economic sanctions along with accessory sanctions which are no less serious.
Firstly, the principle of legality is in force with regard to administrative offences and fines, as
well as the principle of the prohibition of retroactivity as to law enforcement over time (Article
3); secondly, the defendant has the right of defense (article 50) and, concerning any order or
measure that is unfavorable to him, the defendant has the right to apply to a court to make an
inquiry into the legality of the measure. Therefore, there is a wide possibility of judicial
challenges and, as a result of it, a judge may be entitled to intervene—whether allowing the
defendant to appeal against decisions, orders and measures taken against him (article 55) or
having the right to lodge a judicial challenge against a decision that can be refused.We reiterate
what we have said before: their subsidiary laws are criminal law, as far as material or
substantive issues are concerned (article 32). As for criminal procedural law, whether it's the
organically administrative phase or the judicial challenge phase, criminal procedural law is
always its subsidiary law (article 41) (Vilela, 2015, 154).

2.1.2.2. The sanctioning law emerging from the Regulatory State

After making these caveats—that we believe it is important— about Portuguese law and
administrative offences—an illegal act that Portugal "imported" from the German legal
system—Iet's see the sanctioning law of this State. Concerning the law resulting from this new
State model, we have seen changes that, in some cases, could be classified as unprecedented.
Right from the start, the criminal law—an ultima ratio, and sanctioning law par excellence—
we can affirm that the criminal law emerging from this new State model presents itself very
different outlines compared to what was left to us by the Enlightenment. Indeed, this “new”
State criminal law essentially protects supra-individual legal assets, which many of them were
created according to the activity performed, having no resemblance to those found in classic
criminal law or justice. In this new Criminal Law, more than punishing damage, it is necessary
to prevent risks. If we are waiting that damages occure within an activity—for instance, a
financial activity—the intervention to be made could happen too late as a large number of
companies, economic operators and consumers would have already felt “in their skin” the
breach of duty or conduct effects caused by the damages infraction. Thus, these damages can
cause a systemic crisis, as we have already seen in the past. “For good or for bad”,
globalization—as we have seen before—causes this contagion effect, not only positive effects
but also the negative ones.
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In fact, it was just because of globalization that the effects of the 2007-2008 economic and
financial crisis—which began in the USA—had repercussions almost across the world. By the
time, we said that this new criminal law essentially builds dangerous crimes, often crimes of
abstract danger, as the legislator, when drawing up the respective legal type of crime, quite
simply presumes that such conduct is abstractly dangerous. In straight terms, it means that a
criminal sanction is imposed before the damage of a protected legal asset_had supposedly
occurred—perhaps too much earlier (Vilela, 2018, 102), which also involves an anticipation of
criminal protection. Another characteristic of criminal law is the frequent recourse to blank
criminal rules—that is, rules that need others to complete their meaning. In the precious Silva
Sanchez' synthesis (2015, 2 and 3) that our reasoning has, in part, been based on, the
paradigmatic infractions of this type of State are the non-fulfillment of the duties imposed by
the Regulator to prevent risks, and which foundation of penalty imposition is grounded on a
utilitarian idea, but without concern about observing the principle of the penal desert (Silva
Sanchez, 2015 and Vilela, 2018, 103 and 104), a very fundamental canon for the criminal law
of the legal good that we are still defending.

2.1.3. An example from Portuguese competition law

An example of what we have been saying is the competition law, currently contained in the
New Portuguese Competition Act (RJC), approved by Law no. 19/2012 of 5th June, when the
Memorandum of Understanding was signed in May 2011 by the Portuguese State and the so-
called troika. Indeed, the evolution of competition law allows us to find in it, firstly, the
influence of Europeanization and Community law and, secondly, the Regulatory State's
regulation which was accentuated with the Memorandum of Understanding signed with the
troika after the economic and financial crisis of 2007 -2008. Although Portugal already knew
about competition law before the RJC, the fact is that it was only in 2003 that a major reform
took place in this particular sector. Thus, on the one hand, Law no. 18/2003 of 11 June entered
into force approving the Competition Law, and on the other hand, the Decree-Law no. 10/2003
of 18 January instituted one of the Regulatory State “arms”, the Portuguese Competition
Authority. It was endowed with powers to inspect, investigate and sanction the infractions
committed having an universal jurisdiction since it exerts its “powers over all sectors of
economic activity” (Soares, 2008, 45, as well as Vilagca and Gomes, 2017, 103 and 104). In the
words of Vilaca and Gomes, these two laws constituted a qualitative leap within the ambit of
Portuguese competition law, starting to align in essence “with the prevailing criteria in the law
into force in the European Community and the most advanced European countries in this field”
(Vilaca and Gomes, 2017, 104). The approximation of competition law to other foreign law did
not stop here, since, after the economic and financial crisis, the Portuguese State again reformed
the legislation on competition law, as mentioned above. Let us, therefore, narrow our analysis
of the present study's object and look more closely at this branch of post-crisis regulated law.

3. AND AFTER THE CRISIS? WHAT HAPPENED IN (AND WITH) THE
REGULATORY STATE?

The economic and financial crisis that started in 2007-2008 in the USA quickly spread to
Europe, and it is certain—for some authors—it was due to a deficit in the regulators'
supervision. After all, even though we already knew the existence of the regulation agencies, it
seems that they had exerted their powers either in a weak way or with some negligence. Thus,
it was necessary to tone these same powers and, at the same time, to think of other ways to
sanction illegal acts committed within the ambit of regulated sectors. Thus, Portugal—
submersed in a crisis that forced it to recourse to the so-called troika for a financial rescue—
had to sign the above-named Memorandum of Understanding in May 2011, which contained
measures that included the intensification of the supervisors regulation as well as armoring
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regulated activities with a significant increase of duties to be fulfilled by different companies.
According to Costa, this agreement included, at first, that Portugal ought to approve the so-
called Stability and Growth Programme (PEC 1) 2008-2011, in which, among other measures,
the need to reinforce "Information and transparency duties of financial institutions and deposit
guarantees, the granting of personal guarantees by the State to banks as the reinforcement of
their financial strength”. Thus, still according to Costa (2014, 11), among these duties of
information and transparency, there was the provision of information to the supervisory
authorities, the reinforcement of the available information on complex products, the mandatory
communication to the supervisory authorities regarding the holding participations—some are
now included in Article 210 of the Legal Framework of Credit Institutions and Financial
Companies (RGICSF). The obligations arising for the banking and insurance sectors have not
diverged much from what has resulted in competition law. In an exemplary way, let's see what
resulted from this new competition law.

3.1. Portuguese competition law after the economic and financial crisis

In terms of competition, the Memorandum of Understanding outlined the objectives for the
Portuguese State as—among others—to reinforce competition and sectoral regulators. At the
same time, it proposed the review of the respective competition law "making it as autonomous
as possible from Administrative Law and the Code of Criminal Procedure, and more
harmonized with the legal framework of EU competition™ (Memorandum, 2011, 34). Within
this thread, the new RJC (New Portuguese Competition Act) was finally approved, and it is
pertinent to emphasize the following notes from this act—among many others. Thus, we begin
by indicating that article 67 of the RJC classifies infractions of the competition law as
administrative offences, and yet, with the caveat that the criminal liability can arise and that it
is possible to adopt administrative measures. Consequently, and after classifying the majority
of its infractions as administrative offences—an illegal act distinct from the criminal act, but
which does not belongs to administrative law neither—the legislator of this same act establishes
RGCO (general regulatory law) as a subsidiary law within the ambit of regulatory law
procedures in relation to prohibited practices (Article 13) and concentration between
undertakings. It also institutes RGCO as a subsidiary law applicable in the second phase of the
regulatory law procedures (Article 83), a phase that is characterized—as we have already
seen—for not be taken before the regulatory authority, but instead before a judge.
Notwithstanding, in spite of what we have said previously, according to the RJC, the
Administrative Procedure Code (CPA) is applied both to the control procedure of
concentrations between undertakings (article 42) and to the appeals lodged within the ambit of
administrative procedures foreseen in this law (article 91). Continuing with the notes
concerning the current RJC, it is noteworthy the maintenance of periodic penalty payments'
provision (article 72)—a mechanism that comes from civil law and often distanced from the
sanctioning law—and is also pertinent to mention the settlement proceedings in the
investigation foreseen in article 22. Another set of rules that also deserve a reflection are those
introduced by this same law about setting the amount of fines. Thus, when determining the fine,
the current Article 69 of the RJC has undergone major changes compared with its predecessor.
While article 43 of the former law had fixed the fine maximum range including the percentage
of “the previous year's turnover”, currently, numbers 2, 3 and 4—of the above-named article
69—determine the fine maximum range considering as well "the turnover percentage " with
recourse to the turnover of the year immediately preceding the final decision”. According to
paragraph 8 of the article in question—and that's even more serious—the Competition
Authority has the power to adopt “guidelines containing the methodology for setting the amount
of fines, in accordance with the criteria defined in this law”. In terms of sanctions, in articles
75 to 82, under the verification of some assumptions, we find the provision of the so-called
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clemency law that allows the party concerned to benefit of immunity from fines or reduction of
fines for infractions of the competition rules. Finally, what about these exemplary changes
concerning the competition law that occurred after the 2007-2008 economic and financial
crisis?

3.2. The effective reinforcement of the Regulatory State, but also an approximation of the
sanctioning law to some mechanisms that are not specific to that law

We believe that reinforcement of duties in different regulated activities contributed to
overcoming the crisis and we understand—since the beginning—that strong and effective
regulation only could contribute to a better functioning of the respective regulated sectors.
Therefore, we think that the Regulatory State has been intensified not only in its dimension of
hetero-regulation, but also in self-regulation. Just think, for instance, of the multitude of duties
that troika had compelled us to introduce into the banking sector—as we saw previously—
which are part of Article 210 of RGICSF. Indeed, we find there rules that ultimately could be
part of a compliance program (Vilela, 2018, 120). However, the post-crisis regulated law, in
general, has introduced some foreign elements in sanctioning laws and sometimes has created
or intensified legal disharmony because of the recourse now to the administrative sanctionary
law, now to the criminal law in order to solve some problems. For this reason, and before
delving into the analysis we have proposed to do, we may well bear in mind that the sanctioning
law par excellence includes, among others, criminal law and administrative sanctionary law,
and for sure, both have a different legal nature. It is also noteworthy that, besides the German
legal system, only the Portuguese legal system has a long tradition in the matter of illegal act
of regulatory law (the RGCO is from 1982), and it confers a greater number of guarantees to
the defendant rather than administrative law. That's the reason why we have said before that if
the Administrative Sanctionary Law is closer to some law, it is certainly not the administrative
law, but rather the criminal law and, concomitantly, criminal procedural law. With these words,
and being aware that we have not made an exhaustive analysis regarding the RJC, it is important
to now raise a question— as other authors have already done—which is equally valid for any
other regulatory law. We have seen that, as a general rule, infractions of competition law
constitute administrative offences, which means that the regulatory authority is responsible for
the application of the sanction (the fine) instead of the courts. In fact—as we have already
stated— courts will only intervene if the party concerned does not conform with the decision
ending with a conviction that is granted by the regulator, in which case they may lodge a judicial
review against the decision in a specialized court. However, Marques, after a thorough analysis
of competition law, concludes that some illegal acts, such as cartels, should be considered
crimes instead of administrative offenses. Indeed, this author cames to this conclusion taking
into account the canons that impose the criminalization of the offense against a legal asset
(Marques, 2019, 449-451), thus joining some international doctrine referred by Dias and
Loureiro (2017, 815). Regarding the infraction that sanctions cartels—as these two authors
remind us—it is certain that we are facing two contrastive models: on the one hand, we have
the EU model, an institution that does not criminalize this conduct which is followed by
Portuguese law; on the other hand, the USA model which classifies the formation of cartel as a
crime since the so-called Sherman Act (Dias and Loureiro, 2017, 815). What about this dual
criterion when it comes to sanctioning cartels? Something as simple as when the conduct
constitutes an infraction which must be criminalized (because it protects legal assets with
criminal dignity, and because other conditions have to be met for its criminalization), if the
legislator creates an administrative offence instead of a crime, then we will be facing the lack
of the constitutionality of the rule, as the Administrative Sanctionary law—both from a
substantive and a procedural point of view—provides fewer guarantees than the criminal law.
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In the same way that, if the conduct constitutes an administrative offence (and thus be
sanctioned with a fine rather than a penalty) instead of a crime, we are again facing
unconstitutionality, since the legislator imposes penalties through crime, sanctions that are more
severe than it's necessary for that case. As a result, there's a breach of the principle of
proportionality. The other reflection that we can not help but notice Marques's question, which
is it much more related to procedural aspects than substantive aspect, concerning the possibility
of the Portuguese Competition Authority (Autoridade da Concorréncia), “in a sanctionatory
administrative law model and as an administrative entity, being equipped with an exaggeratedly
reinforced catalog of means of obtaining evidence, subject to compression of fundamental
rights, which in principle should not occur in such a procedural nature” (Marques, 2019, 453).
What can we say about this Marques' concern, especially when we saw earlier that the regulator
concentrates all those powers listed above? Well, although we argue that regulators should have
strong powers, it is necessary that the RJC, in particular, and any other regime in general, does
not grant criminal procedural powers proper to the judicial authorities when the rights, freedoms
and guarantees of offenders are at stake. In that case, the decision must issued by one of these
authorities, thus validating evidence, somewhat similar to what is done within the ambit of
criminal procedural law. For this reason, the Dias and Pereira considerations (2019, 97) are
very topical and pertinent when remind us that “the administrative procedures of pre-
investigation collide” with the Constitution of the Portuguese Republic because the ownership
of criminal prosecution is the Public Prosecutor's Office and it enshrines an accusatory structure
for criminal proceedings. According to the authors, they still clash with the law, insofar as they
are contrary to the Portuguese criminal code rule that entrusts the Public Prosecutor's Office to
carry out criminal proceedings. These words, combined with those of Mendes that are precisely
regarding the structure of regulatory law procedure, make us reflect. And if it is certain that we
propose the differentiation of bodies within the regulatory entity to mitigate the regulatory law
procedure effects, it is also true that we are aligned with the same tuning fork of Marques. That's
why, we think that is our duty to call the attention, for the same reason, to that RGCO should
also be reviewed and—within the organically administrative phase—to bring the Public
Prosecutor's Office and judges to intervene separately in some cases, and in other cases both
Public Prosecutor's Office and judges. In addition, the sanctioning regimes of regulated
activities, as in the case of competition law, should not, in our opinion, allow approaches to the
CPA, since it has no sanctional bias and, in many cases, does not provide full guarantees to
offenders. Furthermore, following Dias and Loureiro (2017, 853), we can and must affirm that
the periodic penalty payment is a punitive manifestation of civil law and unknown both to
criminal law and administrative sanctionary law. It is, still according to the autors, a civil
sanction meant to force the debtor to fulfill the lacking obligation. In turn, it is also criticized
that the administrative offences, in terms of fines, do not have a minimum and maximum range
with fixed values, rather using the percentage of the business value to fix them. However, what's
even more criticized is the fact that the 2012 legislator, within the ambit of determining the
measure of the fine, fails to refer to the percentage of the turnover of the previous year in order
to find the maximum amount of the fine. Instead, the legislator now refers to the turnover for
the year immediately preceding the final decision. Indeed, as Dias points out, such turnover has
no relation to the practice of the infraction. In this sense, Dias adds that although the legislator
enjoys a “wide margin in setting the amounts of the fine”, “proportionality requires that this
determination is subject not exclusively, but mainly, to a consideration of the seriousness of the
illicit and the fault of each infraction” (Dias, 2018, 60). Regarding this system, the author also
adds that it leads to extremely variable values depending on the company in question (Dias,
2018, 60 and 61). We can also point to another criticism of this system: in compliance with the
principle of law reserve, the minimum and maximum ranges of fines must be provided by law
in the strict sense.
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So, it does not seem to us that paragraph 8 of article 69 complies with this requirement by
providing that the Competition Authority adopts "guidelines containing the methodology for
setting the application of fines". We would like to make one more criticism about this RJC. It
concerns mechanisms which are introduced apparently intending that the process culminates
with a agreement instead of a conviction, an agreement often achieved through recourse to the
complaint. We are referring, as it is easy to see, to clemency programs. Thus, for instance, under
the terms of article 75 of the RJC, the offender may benefit of immunity from fines in the
context of regulatory law procedure related, among others, to an agreement or concerted
practices when “it reveals their participation in an alleged agreement or concerted practice,
provided this company is the first to supply information and evidence" that are relevant to carry
out regulatory law procedures. In turn, there is no longer immunity from fines for offenders
who are not the first to denounce the infraction, but a reduction of the fine, under the terms of
article 78, provided that they collaborate actively with the Authority of the Competition. It
should be noted that the reduction of the percentage that reduces the fine will decrease
depending on whether the undertaking is the first, the second, and the subsequents to supply
relevant elements, and they benefit respectively from reductions of 30% to 50%, reductions of
20% to 30%, and a reduction of up to 20%. One last note to accompany Marques in his criticism
of the transaction procedure outline, as foreseen in Article 22. In effect, according to the author,
we are dealing with a transaction procedure that leads “simply to an idea of negotiating the
sanction, with a view to its reduction”, between the Competition Authority and the target
undertaking, making it an unappealable decision (Marques, 2019, 263). It is, therefore,
pertinent, in the context of globalization and the Europeanization of law, whether in competition
law or in any other, especially if it involves a sanctioning aspect, that we shoud take into account
the specificities of internal laws having regard to the EU law, and in regard to this law in view
of the USA law. In fact, considering Marques’words, this is the only way for us to avoid the
inconsistency between “US criminal law and EU administrative law” as a result from the
“tendency to “import in a second line "DEC [European Competition Law] solutions that
correspond, themselves, to transplanted solutions coming from the American legal system”
(Marques, 2019, 453).

4. CONCLUSION

We will comclude by saying that we are not sure that the RJC has been able to achieve the
desiderata imposed in the troika's Memorandum. We end, however, without certainty that, in
this case, Europeanization and globalization have had the function that is being expected from
it, which is to give a joint and concerted response, but also harmonious, from the point of view
of each internal law. After all, we must not forget, with Jauregui, that every law cannot come
only from a single source of power, or from a single sovereignty. “Therefore, it is necessary to
consider the possibility of having a broader or more diffuse law, creating a concept of law that
makes possible to overlap and interact with various legal systems without necessarily
presupposing a system of subordination or hierarchy, either between one another or with other
systems ”. In this way, the overlapping of internal law and international law, gradually, leads
jurists—equally gradually—to the formulation of a world constitution, a constitution that will
be grounded, above all, “on shared criteria, coordination and subsidiarity” (Jauregui, 2013, 194
and 195). In the particular case that concerns us, that is to overcoming the economic-financial
crisis, inserted in the Regulatory State and in its sanctioning law, we must also take into account
the words of Geithner and Paulson Jr.: the “enemy is forgotten” (if we interpret correctly the
words of the authors, the expression “enemies” refer not only to the crisis but also to its effects).
Thus, like the authors, we also “believe that the first rule for an additional financial reform must
be hippocratic: (...) we must be careful, even when we readjust some of the post-crisis reforms,
in order to not allow a general weakening of the most powerful defenses against the crisis .
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Still as a warning, they write, “when times are good, the dangers of going back can seem
insignificant." But the costs of the worst financial crisis may be so huge that it should have a
serious effort for getting even stronger measures, both to avoid them and to mitigate them, when
they occur” (Geithner e Paulson Jr., 2019, 126). And at the present moment, we already have a
set of tools that we did not know then. Let us therefore know how to globalize them with respect
for the differences of the different legal systems—American, European, communitarian and
national. To what has been said and also as a conclusion, it's necessary adding two more notes:
the first to stress that the sanctioning law must exist. However, the application of effective and
efficient sanctions should only take place after some conditions that we consider essential are
met:

a) the offenders must be judged in the scope of fair and equitable procedures, with measures
that respect the legality (often, the legality criminal law), especially when fundamental
rights are at stake;

b) the course of the process shall be clear and, as much as possible, approach the criminal
process and not the administrative procedure, since only the first allows full protection of
the mentioned fundamental rights;

€) sanctions must respect the principle of determinability, since only then the offenders will
be able to freely and consciously decide either committing or not the offence;

d) the principle of proportionality between infractions and sanctions must be considered, and
the determination of theirs economic value, under any circumstances, can not constitute a
“death penalty” for the economic and financial agent. For this reason, there must be a correct
consideration of the criteria to be observed in determining the measure of the sanction,
namely, the intensity of the fault, the circumstances in which the infraction was committed,
the economic conditions of the offender, among others;

e) the profit obtained from committing the infraction, as we have long argued (Vilela, 2013,
364 and 365), should not be added to the amount of the fine, instead it should be withdrawn
from the offender as an effect of the sentence;

f) throughout the sanctioning procedure, the offender must have guarantees not only
concerning the right to actively participate in the process, but also a right of defense prior
to any decision that may be rendered against him.

Basically, by listing all the points, we are drawing attention to the need for an accurate
classification of infractions, either as crimes or as administrative offenses, infractions that were
created by German law and that exists in Portugal for a long time. In our view, only these two
infractions, with their respective substantive and procedural regime, allow us to ensure the
points that we have talked about giving some examples. As a matter of fact, regulation carried
out by regulators has contibuted to overcome the crisis, just as the necessity of compliance
programs, as a self-regulation measure, has been playing a positive role, even more because in
Portugal, as is pointed out by Mendes (2018, 19), corporate sector has been particulary focused
in the importance of implementing compliance and “responsable governance” programs. As for
the second note of this reflexion, we would to conlude that it is good that sovereign states benefit
from the vigilance exercised by all regulators, although with respect for the basic principles that
we have just mentioned as an example. However, there is already a claim for the intervention
of the sovereign state, the EU, its institutions, the IMF. The claim that they intervene in the
economy, inject capital, because, after all, we are already suffering the dark effects of COVID-
19. Not only in terms of the health of all of us, but also in terms of the economic and financial
plan. Everyone, in short, is urgently claiming that everything that has been done and said should
be re-balanced.
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ABSTRACT

The study shows the insufficient use of the potential of SMEs, the small contribution of SMEs
to sustainable development, the low level of methodological elaboration of transition from
small to medium-sized businesses based on project management. These facts determined the
range of issues considered: criteria-based apparatus for assessing the sustainability of
development in SMEs; development of sustainability management through using investment-
portfolio and transformational approaches. In the wake of the study, the following results were
obtained. To assess stability, the traditional areas of analysis and the corresponding criteria
have been singled out, namely: characterizing external factors of business processes; material,
labor, financial resources. These indicators of SME’s performance should be supplemented by
assessment of achievement the following objectives of sustainable development: ensuring stable
employment, competitive wages, additional social benefits, social investments in the regions of
presence; interaction with authorities, non-profit organizations in the spheres of recognized
social significance, etc. The authors consider the development of sustainability management
using portfolio and transformational approaches as a most important direction for overcoming
such decision-making models. For achieving this, it is advisable: to include sustainability
criteria in the development and evaluation of projects; develop regulations for assessing
sustainable investments; create Sustainable Development Councils that could include
representatives of the executive authorities, of the public, suppliers and customers; work out
accounting and reporting rules in the field of SME’s sustainable development. Thus,
sustainability can be integrated into the performance of SMEs on the strategic and operational
level.

Keywords: small and medium-sized business, sustainable development, project and portfolio
management, criteria of Assessing Sustainability in SMES, investment-portfolio and
transformational approaches

1. INTRODUCTION

One of the most important component of sustainable development is favorable economic
conditions for development of society, primarily its social and environmental aspects.
Worldwide, small and medium-sized businesses are usually regarded as an essential pillar of
the economy of sustainable development: to a considerable extent they form the budget revenue
of countries; in many ways they ensure the higher rate of employment and the growth of
population’s welfare, innovative development, including digitalization, implementation of the
projects aimed at protecting the environment. According to Eurostat, over the last three years
the proportion of small and medium-sized businesses in EU member states exceeded 97% of
all enterprises, they generated more than 55% of GDP, given that on average 2/3 of all persons
working were employed in this sector of economy. In those countries where these indicators
differ (e.g., in Great Britain less than 50% of enterprises fall into the SME category) this is
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usually interpreted as under-utilization of SME potential (Eurostat, 2018). In Russia, a number
of indicators also lag behind European averages. For example, despite the fact that the
proportion of small and medium-sized businesses also exceeds 90%, only about 20% of all
those employed work in the SME sector, while their contribution to the country’s economy
amounts to 30% (Rosstat, SME, 2019; Russian statistical yearbook, 2019). Globally, regular
measures are taken in the direction of strengthening the state support to small and medium-
sized enterprises. Firstly, clear criteria of assignment to the SME category are set: this is
important for the admission of companies to special programmes of financing, training, gaining
a competitive advantage (EU recommendations, 2003; Federal Law, 2007; Postanovlenie
Pravitelstva RF, 2016). Secondly, the programmes of support covering legislative and
organizational measures are worked out (The World Bank, 2019; Sberbank 2019, OPORA
2008). Also a considerable amount of scientific publications have been devoted to the issues of
the institutional support and the public regulation of small and medium-sized enterprises. In
particular, the works of Bos-Brouwers (2010), Klewitz, J., et el (2014), Koe W., et al (2015)
are devoted to the influence of selected aspects of SME on the sustainable development. The
role and significance of intellectual capital in SME are considered by Jones, et all (2016),
Todericiu R., Stanif, A. (2015). The issues of SME financing, forms of state support and
systemic investigations of SME development are presented in the works of Bell, S. (2015),
Bobyleva A. (2011), Bykovskaya Y. (2018), Sokolov A. and Rudnik P. (2014). Thus, there is
a significant amount of papers studying certain aspects of SME development and factors
influencing the growth of this sector of the economy but there are very few comprehensive
works researching the contribution of small and medium-sized businesses to the sustainable
development. Even fewer works are devoted to the matters of internal strengthening of
sustainability, the opportunities of SME self-development. Most of the existing publications are
predominantly aimed at micro-enterprises popularizing well-known ways and means of
planning and product promotion. However, they do not reveal either patterns of business growth
mechanisms, or a move to the group of larger companies. The most important works about
mechanisms of advancing sustainability with regard to SME are:T: Marcelino-Sadaba, S., et al
(2015); Anshin V.M., Skripka E. (2017). Nevertheless, these works only define the general
outlines of the development of sustainability management in SME, and deepening and widening
of the issues raised is obviously called for. Thus, the insufficient use of the potential of small
and medium-sized businesses in many countries, including Russia, the absence of
comprehensive scholarly works on SME contribution to sustainable development, the low level
of methodological and legal elaboration of support for such transformations on the basis of the
system approach and managing programmes and projects — all of the above has contributed to
the choice of the topic and the range of issues that require priority consideration. Such issues
include:

e criteria-based apparatus of evaluating sustainability in small and medium-sized businesses;
e assessment of the present state of SME sustainability;

e development of sustainability management by way of using investment-portfolio and

transformational approaches.

2. AREAS OF ANALYSIS AND CRITERIA IN THE ASSESSMENT OF
SUSTAINABLE DEVELOPMENT IN SMALL AND MEDIUM-SIZED BUSINESSES
Among the areas of analysis and sustainability criteria it would be useful to single out the
general ones, which reflect the level of institutional support of SME as an economy sector, and
individual ones, reflecting sustainability of a particular enterprise based on its specificity
(Anshin,V., 2017).
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Further disaggregation presupposes defining common criteria allowing to assess SME
sustainability on the factors of the environmental influence — and individual criteria within the
following groups:

e market conditions;

e internal business processes;

e resource endowment.

These areas of assessing sustainability presuppose the use of both quantitative criteria and
qualitative criteria (Table 1) which are assessed by experts on a five-point scale or a ten-point
scale, for instance. It is necessary to point out that the areas of assessing internal business
processes depend to a considerable extent on a type of activity of a particular SME (e.g., they
will differ a lot in the manufacturing sector and in the service sector). In each situation
assessment criteria will definitely require clarification (possibly, widening or narrowing and
setting thresholds values/criteria).

Table following on the next page
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Table 1: Main Areas and Criteria of Assessing Sustainability

Avreas of Analysis and Types of Criteria

Numerical Score/
Quantitative Indicators

External Environment (General Criteria)

state regulation of SME;

availability of programmes of SME support and their effectiveness;

dynamics of tariffs regulated by the state;

fiscal and/or stimulating function of tax legislation;

dynamics of exchange rate;

influence of transport infrastructure on the access to consumers

External Environment (Individual Criteria)

characteristics of state regulatory activities regarding SME (legal, normative-technical);

availability of preferential tax regimes;

dynamics of the enterprise’s share in the market;

basic consumer segments, the opportunity of positive developments;

competitive environment (existence (absence) of market entry barriers, main competitors);

availability of substitutes;

dynamics of market prices for products ( goods, services);

availability of special conditions for performance (or) interaction with the state (e.g., state
contract execution).

Internal Business Processes

strategy (ways of development, promotion in the market, competition practices, methods of
conducting business activities, etc.);

dynamics of production volumes, sales in the external and internal market and by product
type;

organization of production (own production/assembly, supply dependent);

compliance of production with ecological norms;

compliance of production with international quality standards;

energy efficiency and energy conservation, consumption;

production structure: availability of subsidiaries, dependent affiliates, their interaction;

rationality of managerial structure;

occupational safety, injury reduction, development of safety culture in the production;

investment activity (conformity with strategy and objectives, project management system);

lowering negative impact on the environment (reduction of harmful emissions, waste
management, etc.)

Resources

Material basis:

correspondence between production site and production volumes;

energy and water supply;

equipment quality (degree of wear and tear, utilization rate, possibility of selling without
financial loss);

use of intangible assets in the production process;

stocks of raw materials, components/accessories — actual and those necessary for production
process;

Personnel (labour resources):

correspondence of the number of employees, their knowledge, qualification and competence
to business needs;

measures aimed at improving skills of employees;

social protection of the company’s employees (additional measures of the company’s
administration).

Administrative capacity:

level and forms of interaction with state structures, executive authorities.

Financial resources:

dynamics and structure of the own sources of financing;

dynamics of long-term and short-term loans and borrowings, accounts payable;

amount of retained earnings or uncovered loss of previous years and in the reporting year;

compliance of the received income with the market average;

dynamics of accounts receivable as compared with accounts payable;

dynamics of dividend payment and their share in the net profit.

Source: own elaboration
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As follows from Table 1, the assessment of financial stability is the direction in which
quantitative criteria are the most often set to assess this component of stability. A company can
work out (and usually does) its own criteria of sustainability by the following gross (cost)
indicators:

e revenue;

e COSts;

e gross profit;

e commercial and managerial expenses;

profit from sales;

other income and expenses;

net profit (loss);

EBITDA.

In addition to these indicators, the company can establish relative criteria (coefficients) and
focus on the average for this type of activity among SMEs, if such information exists. Such
criteria may be: profitability, leverage, labor productivity, etc. When considering sustainability
criteria, it should be emphasized once again that despite the existence of the seemingly
generally accepted definition of sustainability (Brundtland Report, 1987), it is often understood
differently or else its components are interpreted differently in different situations. For example,
in Western Europe, the emphasis is made mainly on environmental aspects, in Africa, attention
is mainly paid to solving social problems (Manaykina, 2015), while in Russia the stress is
primarily laid on economic stability which is regarded as a financial basis for providing other
sustainability components. Nevertheless, the sustainability assessment, which includes all three
components, is becoming increasingly widespread in Russia. In particular, since 2014, the
Russian Union of Industrialists and Entrepreneurs has compiled sustainable development
indices “Responsibility and Openness”, “The Vector of Sustainable Development” and some
others (RSPP, 2019). In our opinion, to assess sustainability of a company, it is also advisable
to include the following areas of assessment:

e compliance of the strategic goals of the company with a sustainable development strategy;

e actions of the Company to address the strategic objectives of sustainable development;

e implementation of best corporate governance practices, taking into account the principles
of sustainable development (stable employment, competitive wages, additional social
benefits, social investments in the regions of presence);

e assessment of suppliers and contractors for compliance with the principles of sustainable
development;

e interaction with authorities, non-profit organizations in the spheres of social significant;

e impact of the organization on the socio-economic development of local communities.

Considering the criteria-based apparatus for assessing stability, it should be emphasized that
there are not only difficulties associated with the selection of assessed indicators, but there are
also other methodological complications that do not allow to sum up individual indicators of
stability and evaluate it using an integral indicator. The problem is that there exists a more
complex relationship between the indicators. For example, in agriculture, the production of
organic products leads to a decrease in the use of mineral fertilizers, reduction of soil and water
pollution. It can strengthen administrative support, but it can also negatively affect the income
of the producer, due to lower yields, and the welfare of the consumer, due to higher prices for
products. Sustainable development indices of the RSPP, as well as the world-famous
sustainability indices (Bobylev S.N., 2014) are difficult to apply for SMEs due to the
incomplete transparency of information.
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For example, in Russia, the main source of information about the state of the segment is the
register of SMEs published by the Federal Tax Service. However, it is annually reviewed in
August and based on the data of the company's revenue over the previous year. Moreover,
newly registered companies are automatically recorded as small business, part of de facto non-
operating companies that are in bankruptcy proceedings, remains in the register (BobylevaA.,
2019). According to experts (Sberbank, 2019), these facts greatly complicate the assessment of
the dynamics of companies viewed by segments, and may distort research results. Another
methodological problem that hinders the objective assessment of sustainability in the SME
segment in Russia is the lack of information on companies joining holding-type groups, in other
words - the dependence of companies. On the one hand, such companies may be better provided
with orders, have a guaranteed sales market (Papadopoulos, G, 2015); on the other hand, due
to the use of transfer prices, they may be financially unstable, run a high risk of bankruptcy,
etc. (BobylevaA.Z., 2019) and the analysis of these two groups of companies as one is not
entirely correct. It seems it is advisable to exclude affiliates which became part of large
holdings, from the SME segment. Nevertheless, taking into account the possible errors of
analysis due to imperfections in the information base, in the next section we are going to use
the elements of the above criteria apparatus to assess the sustainability of small and medium-
sized businesses.

3. ASSESSMENT OF THE CURRENT STATE OF SUSTAINABILITY OF SME

Statistics show that the number of small enterprises in Russia for 2010-2018 increased by 62%,
the turnover of enterprises - 2.8 times, investments - 2 times, assets - 3 times, equity - 2.7 times
(Rosstat, SME, 2015, 2019). This may indicate a certain development of small business.
However, when assessing sustainability, it should be borne in mind that revenue per enterprise
remains very small: in 2018, it amounted to 20 million rubles per year, the average number of
employees per enterprise is 4 people (Rosstat, 2019), while legislation allows to attribute to
SMEs enterprises with a turnover of up to 800 million rubles per year and numbering up to 100
people (Federal Law, 2007, Resolution of the Government, 2016). It should also be noted that
the average number of employees for 2010-2018 in small business increased by less than 10%,
and in 2014-2018 it even decreased slightly. This may indicate the unattractiveness of small
businesses from the purely financial point of view : according to official statistics, wages in
small business make up only 63% of the average wage calculated for a full range of enterprises
(Rosstat, SME, 2019; Rosstat, 2019). On the other hand, it should be borne in mind that in small
businesses, employment often takes place according to illegal schemes: the employee either
does not register at all or is registered as part-time, receives “unofficial” wages. So, neither the
employee nor the employer pays taxes. The ratio of profitable and unprofitable small enterprises
has remained at 80:20 for all years. Therefore the share of unprofitable enterprises of SMEs is
less than in the full range of enterprises. For example, in 2018 the proportion of unprofitable
enterprises amounted to 33% (Rosstat, 2019). However, it is not necessary to speak clearly
about the financial successes of small business, since profitable enterprises in the SME segment
had low profitability of both - products and assets: 3.5-7% and 1.8-4%, respectively, and for
the full range of enterprises it was higher: 6.7-10.7% and 3.8-4.7%, respectively (Rosstat, SME,
2019; Rosstat, 2019). If we consider SMEs by economic activity, then agriculture was more
profitable, as well as activities in the field of real estate, healthcare, social services, scientific
research. Nevertheless, the higher profitability of these industries did not lead to an overflow
of capital and an outstripping growth in the number of enterprises in these industries: by type
of activity the largest share is occupied by wholesale trade and repair (35-39%), construction
(11-13%). Until 2014, companies related to real estate operations had a high share (20-21%),
but in recent years their share has dropped to 8%. In agriculture, hotel business, education,
services in healthcare, culture, sports, small enterprises make up no more than 3% in each of
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the areas (Rosstat, 2019). There is a outstripping growth of microenterprises: if in 2010 their
share in small business was 86%, then in 2018 it was already 91%, their number in 2010-2018
increased by 71%, turnover - 2.25 times and amounted in 2018 almost 10 million per enterprise
(Rosstat, SME, 2019, Rosstat, 2019). Indicators of medium-sized enterprises” sustainability are
particularly noteworthy. Unfortunately, the incompatibility of the data does not allow an
analysis for the entire period of 2010-2018, but the analysis for 2017-2018 shows that in the
medium-sized enterprises the average number of employees has decreased, investments in fixed
assets, assets, the turnover are stagnant, while as in enterprises of other categories, these
indicators are growing. In recent years, Rosstat reflects information on investment objectives
in SMEs and the data indicate a focus on the sustainability of Russian companies in all three
components: for example, in 2018, 9% of managers noted that among their goals was job
generation, 7% - energy saving, 5% - environmental protection (Rosstat, 2019). In general, the
study allows us to state that, both in Russia and around the world, an assessment by one group
of criteria testifies to the strengthening of the sustainability of SMESs, an increase in orientation
to its environmental and social components. According to other criteria, short-term economic
benefits continue to dominate in the priority system of many small companies. Overcoming
such decision-making models will be facilitated by the development of sustainability
management through portfolio and transformational approaches.

4, DEVELOPMENT OF SUSTAINABILITY MANAGEMENT THROUGH
INVESTMENT PORTFOLIO AND TRANSFORMATIONAL APPROACHES
Sustainability management in SME has its own characteristics related to the specifics of the
segment itself:

e a number of companies have moved from microenterprises to small and medium-sized
enterprises and have further ambitious development plans;

e less bureaucratization and lower number of managers compared to large business
companies, which in some extent facilitates business transformation;

e lack of sufficient experience in applying the investment-portfolio approach, but there is a
need for this, especially in the IT, construction, and consulting businesses;

e grant opportunities and other kinds of financial support from the state and non-profit
organizations;

e focused informational, organizational and other support of the executive authorities in
implementing the sustainable development strategy and, in particular, digitalization. These
peculiarities can be used to integrate the principles of sustainable development into project
practice of SMEs through the following measures.

¢ Inclusion of sustainability criteria in project design and evaluation. Sustainability criteria
should contain an economic, environmental, and social component, as well as focus on the
company’s transforming into a larger one. It should be taken into account that the project
affects sustainability, and sustainability criteria (sustainability requirements) affect project
parameters.

e Development of regulations for evaluating sustainable investments and projects. It is
advisable to include two types of projects in portfolios: a) traditional ones aimed at
improving operational activities without violating sustainability, and b) special projects
whose immediate goal is to strengthen sustainability. For example, a new product that takes
into account environmental requirements is a traditional project, while a construction
project for sewage treatment plants is a special one (Anshin, 2017). The systematic selection
of projects is provided by determining the stability drivers and evaluating their
compatibility in a given period. Also the time difference should be taken into account:
energy efficiency reduction projects can be costly, but its implementation saves resources.
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e The establishment of a sustainable development Council, whose members are involved in
the formation of the project portfolio. The Council may include representatives of the
executive authorities, the public, suppliers and customers. Their participation will facilitate
the selection of the most relevant projects in terms of increasing the stability of the region
or type of activity (for example, related to digitalization).

e Development of reporting in the sphere of sustainable development and providing it to
interested parties.

e Selecting the implementation and current stability control model (appointment of a
sustainable transformation program Manager, creating a sustainable transformation
program office, etc.). Thus, the investment-portfolio and transformational approaches are
the means by which sustainability can be integrated at strategic and operational levels of
SMEs.

5. CONCLUSION

The current state of SMEs around the world indicates the underutilization of their potential
fully, their insufficient focus towards sustainable development. These circumstances slows
down the implementation of sustainable development goals (Brundtland Report, 1987). The
state and non-profit organizations provide tangible support to the SME sector but increasing
sustainability is not possible without mobilizing the internal capacities of SMEs. The most
important “internal” mechanism for increasing the sustainability of SMEs is the wide use of
investment-portfolio and transformational approaches in the implementation of the strategy.
These approaches, with the inclusion in the portfolios of above two sustainability projects™ types
together, will provide a new quality of sustainability management and make it systemic. In our
opinion, creating a sustainable development project management system in SMEs is a priority
for companies seeking to ensure their stability and investment attractiveness.
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ABSTRACT

The acquisition success can be observed through the analysis of financial statements of the
acquirer. Horizontal and vertical analysis of the acquirer's financial statements, as well as
analysis of individual financial indicators, shows the impact of the transaction on acquirer's
business performance. Accounting approach is relevant when it comes to M&A research, and
therefore it is used in this paper to examine the success of acquisition of company Istraturist
d.d. by company Plava Laguna d.d. within Croatian hotel industry. After the analysis of key
business indicators it has been concluded that business performance of the acquirer Plava
Laguna d.d. was better after the successful acquisition of company Istraturist d.d.

Keywords: acquisitions, hotel industry, financial statement analysis

1. INTRODUCTION

Mergers and acquisitions (M&A) represent one of the main features of contemporary economic
trends (Rupcic, 2003, pp. 94). Mergers, acquisitions and takeovers are business combinations
which are used to grow a business (Tipuri¢, Markulin, 2002, pp. 16). In an ever-changing
business environment, mergers and acquisitions have become one of the quickest routes for
companies to operate in new markets and add resources to existing resources (Kumar, 2019,
pp. 1). During the nineties of the last century, mergers and acquisitions became one of the most
dynamic forms of business internationalization. A company can implement one of the three
following growth strategies: internal or organic growth, growth through mergers and
acquisitions, and growth through strategic alliances. Internal growth represents the slowest way
of growth because when company pursues internal growth it relies on its own resources and it
also relies on increase of products and services sold on existing markets as well as independent
development of new products and penetration to new markets (Filipovié, 2012). Considering
the fact that internal growth represents the slowest way to grow and considering that companies
cannot accomplish planned growth only by relying on its own resources, companies often to
expand business through mergers and acquisitions or through strategic alliances (Tipurié,
Markulin, 2002). There are goals and objectives that every company wants to achieve when
implementing the acquisition process. However, it can happen that the objectives of the acquirer
are not complementary to the target company's objectives. In order to avoid conflict between
the acquirer and the target company, a dialogue should be established and companies should
agree to compromise. Moreover, in order to realize the objectives more easily, managers should
possess specific knowledge and skills on matters such as available forms of financing, as well
as accounting principles in mergers and acquisitions and their implementation (Gole, Morris,
2007, pp. 20-21).

36



52"d International Scientific Conference on Economic and Social Development — Porto, 16-17 April 2020

When measuring the success of mergers and acquisitions, four research approaches can be
considered: event study approach, accounting approach, case study approach and approach
based on surveys of managers (Filipovi¢, 2012). In academic community heterogeneity
regarding motives and success of M&A prevails. Acquiring a company is a landmark decision
that is fraught with risk. The preparations and implementation of an acquisition require
extensive resources and specific skills (Bergamin, Braun, 2018, pp. 1). Thus, the main aim of
this paper is to analyze acquisition success of company Istraturist d.d. by company Plava
Laguna d.d. within Croatian hotel industry. After the overview of acquisitions' characteristics
in EU and Croatian hotel industry, success of acquisition of hotel company Istraturist d.d. by
hotel company Plava Laguna d.d. was analyzed.

2. ACQUISITIONS IN HOTEL INDUSTRY

Tourism is a strategic industry of the Croatian economy just like in many other European Union
economies such as the United Kingdom, France, Spain and Greece. The hotel industry is an
integral part of the tourist offer of every economy, and besides accommodation it offers services
of food and drink, wellness, and sports and recreation. In terms of accommodation offer in the
Republic of Croatia, private accommodation dominates, accounting for 63.2% of total
accommodation units in 2018. Private accommodation units increased by 7.9% compared to
2017. It is important to note that the number of private accommodation units has been steadily
increasing since 1980. The number of accommodation units in campsites in 2018 is 18.6%
which represents decrease for 2.5% compared to the 2017. When compared to private
accommodation and campsites, hotels and apart-hotels come in third place, and in 2018 account
for 10.3% of the total number of accommodation units, which is 0.7% less than in 2017.1 When
analyzing the quality of the hotel offer in the Republic of Croatia, according to the list of
categorized objects, four-star hotels are the most dominant. According to the list of categorized
objects, there are 308 four-star hotels registered, which comprise the offer of 28,223
accommodation units. There are 39 five-star hotels registered. On the other hand, there are 192
campsites registered in the Republic of Croatia, and only three have five stars. Three stars
campsites are the most numerous, consisting of 69 campsites with total offering of 26,894
accommodation units.? It is important to point out that the hotel industry in Croatia has been
going through a process of expanding into hotel chains and the reconstruction of hotel facilities
over the last few years, and there are also more and more greenfield investments.® Besides from
expanding hotels into hotel chains in Croatia, there is significant number of M&A transactions
in hotel industry in European Union as well as in Croatia. Figure 1 shows number of transaction
in selected countries of EU from 2009 till 2020.

Figure following on the next page

! Available at: www.htz.hr/sites/default/files/2019-06/HTZ%20TUB%20HR_%202018.pdf [2.1.2020.].
2 Available at: https://www.dzs.hr/ [4.1.2020.].
3 Available at: https://www.dzs.hr/ [4.1.2020.].
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Figure 1: Acquisitions in hotel industry in selected countries of the European Union in period
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Source: www.mergermarket.com [4.1.2020.].

The data in Figure 1was gathered from Mergermarket database that records transactions with a
deal value of more than 5 million Euros. As it can be seen, the largest number of transactions
has been concluded in the United Kingdom, which is not surprising since it is the third largest
economy in the world. According to some analyzes, the tourism industry in UK is estimated to
be worth over 257 billion GBP in 2025.* There are 206,000 tourism companies registered in
UK, contributing with 25 billion GBP to exports.® In Spain and France there were 134
acquisitions in the hotel industry. It is important to note that France is the world superpower
when it comes to receptive tourism and is the eighth largest economy in the world. In 2017, it
generated 87 million foreign arrivals, and the France government plans to generate 100 million
foreign arrivals by 2020. France's tourism revenue amounts to 54 billion Euros a year, with the
tourism industry accounting for 7.1% of total GDP.® The Hungarian economy is more focused
on the food industry rather than tourism, which justifies the small number of concluded
transactions. Slovenia and Bulgaria are newly developed tourist destinations. For example,
Sunny Beach in Bulgaria attracts more and more young people who want to go out and have
fun, thus competing with the Croatian beach Zrce. In the period 2009-2020 there were 19
acquisitions in hotel industry of the Republic of Croatia, which is satisfactory considering the
fact that Croatian economy is small, and that tourism is strategic industry in Croatia, and the
level of tourism development influences the hotel industry. Accordingly, it can be concluded
that the degree of development of the economy and the importance of tourism for the economy
has impact on the number of acquisitions in the hotel industry. Along with M&A intensity in
hotel industry measured with number of transactions it is also important to analyze the value of
those transactions. Therefore, Table 1 presents highest value transactions in the period 2009-
2020 for the selected EU countries.

4 Available at: https://htz.hr/sites/default/files/2019-01/UK.PDF [10.1.2020.].
5 Available at: https://htz.hr/sites/default/files/2019-01/UK.PDF [10.1.2020.].
6 Available at: https://htz.hr/sites/default/files/2019-01/Francuska.pdf [10.1.2020.].
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Table 1: Highest value transactions in the hotel industry in selected countries of the European
Union in period 2009-2020

Transaction

Country | Compl.date Target Company Bidder Company value, EUR
(million)
Ef‘“eo' 30.09.2015. | Center Parcs UK Brookfield Property Partners 3,346
ingdom L.P.

France 31.05.2018. Accorlnvest (57,8% stake) | GIC Private Limited; 2,850
Croatia 12.02.2019. HUP Zagreb d.d. Adris Group 228
Italy 18.04.2017. Boscolo Hotels S.p.A. Verde Partners Inc. 500
Bulgaria | 18.11.2013. Hilton Hotel Global Properties Bulgaria 24
Croatia 26.08.2014. Istraturist d.d. Plava Laguna d.d. 120,1
Austria 01.07.2016. Grape Hospitality Eurazeo Patrimoine 474

Sofitel Budapest Chain

Hungary | 14.12.2017. Starwood Capital Group 75

Bridge Hotel
Spain 20.06.2016. Testa Residencial Merlin Properties Socimi, S.A. 3,437
Greece 27.10.2016. Astir Palace Hotel SA AGC Equity Partners Limited 430

Sentido Cypria Bay; Cypria
Maris Beach Hotel & Spa; Fattal Hotels Ltd.; ISSTA Lines
Laura Beach & Splash Ltd

Resort

Cyprus 06.03.2017. 80

Source: www.mergermarket.com [10/1/2020.].

Almost all highest value transactions were concluded between 2015 and 2018, and it can be
concluded that the economic recovery affected the number and final value of acquisitions.
When analyzing highest value transactions, it can be seen from Table 1 that highest value
transactions occurred in United Kingdom and France, and that can be explained by strength of
their economies as well as with impact of tourism on their GDP's. The highest value acquisition
in the hotel industry of the Republic of Croatia was concluded by Adris Group in early 2019
when they acquired HUP Zagreb d.d. Prior to this transaction, the most significant transaction
was acquisition of Istraturist d.d. by Plava Laguna d.d. which will be analyzed in following
section of this paper.

3. ANALYSIS OF ACQUISITION OF ISTRATURIST D.D. BY PLAVA LAGUNA D.D.
Plava Laguna d.d. company for catering and tourism, is registered at the Commercial Court in
City of Pazin. The share capital of the company amounts to 1,444,530,057.18 HRK divided into
2,197,772 ordinary shares and 420,000 preference shares with a nominal value of 250.00 HRK.
The company provides catering and tourism services in the cities of Porec and Umag, and since
2013 in Rijeka after the acquisition of the Hotel Bonavia d.d. With this transaction, the company
entered a segment of four-star hotels. In 2014 the company acquired 93.04% of Istraturist's d.d.
ordinary shares from Zagrebacka banka d.d. Istraturist d.d. provides services in facilities located
in the area of Istria, namely in City of Umag. Blue Laguna d.d. has a capacity of 43,075 beds,
out of which 10,595 are in hotels, 6,290 in apartments and 26,190 in campsites. It is important
to note that Blue Laguna's portfolio also includes two marinas with a total of 360 ship berths.
The Company is continuously investing in construction and reconstruction of its hotels, and
therefore 4-star facilities are the largest in their portfolio.” Istraturist d.d. is a hotel company
founded in 1963 and holds hotels and apartments in its portfolio. In total, it has 15
accommodation facilities that can accommodate 23,000 guests. All its capacities are located in
Northwestern Istra. Istra D.M.C. Itd. is a subsidiary through which Istraturist d.d. has a license
for the organization of the ATP tournament in Umag, which is organized in cooperation with

"Available at: http://biz.plavalaguna.hr/hr/ [12.1.2020.].
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partners and sponsors in order to contribute to the recognition of Umag as a tourist destination.
The company is also a member of the Northwestern Istra Tourism Cluster, which aims to
develop the destination and extend the season through cycling, gastronomy, tennis, football and
wellness activities. The share capital of the company is divided into 4,674,995 ordinary shares
with a nominal value of 100.00 HRK.® Until 2014, the majority shareholder of Istraturist d.d.
was Zagrebacka banka d.d. with a 93.04% of ownership stake. On August 26" 2014 contract
between Zagrebacka banka d.d. and Blue Laguna d.d. for purchase of 93.04% stake of Istraturist
d.d. was signed. A transaction value was120,102,000 EUR, and 100 million was financed with
bank loans while the rest was financed with cash. Based on the decision of the Commercial
Court in Pazin on January 12", 2018, Istraturist d.d. was merged into the Plava Laguna d.d.
which has become his universal legal successor.® When it comes to M&A success some of the
researchers find evidence that the most successful transactions are those that promote the
acquirer’s core business, largely reflecting their familiarity with such businesses and their
ability to optimize investment decisions. Related acquisitions may even be more likely to
generate higher financial returns than unrelated deals, since related firms are more likely to
realize cost savings due to overlapping functions (DePamphilis, 2018, pp. 13). In order to assess
the success of acquisition of Istraturist d.d. by using the accounting approach, comparative
income statement of Plava Laguna d.d. (Table 2) was analyzed in period after the acquisition
of Istraturist d.d. till 2018.

Table 2: Comparative income statement of Plava Laguna d.d. in period 2013-2017

(000's of HRK) '14/'13 % '15/'14 % '16/'15 % '17/'16 %
Sales -14.828 -3,00% 33.909 7,07% | 16.383 3,19% 45.315 8,55%
Other revenues 690 | 41,12% -748 | -31,59% 1.895 | 116,98% -1.779 -50,61%
Costs of inventories
and services -6.086 -4,43% 11.768 8,97% 3.539 2,48% | -310.011 | -211,67%
Personnel expenses -1.172 -0,97% 8.096 6,80% -2.924 -2,30% | -255.004 | -205,29%
Amortization 761 0,72% -1.905 -1,79% -7.856 -7,53% | -191.511 | -198,53%
Other expenses 7.630 | 24,37% -3.679 -9,45% -2.165 -6,14% | -86.351 | -260,87%
Financial revenues -706 -8,15% -922 | -11,59% 1.130 | 16,07% -2.231 -27,33%
Financial expenses 2.357 | 136,96% 33.463 | 820,57% -9.339 | -24,88% | -40.678 | -144,24%
FINANCIAL
RESULTS -3.063 | -44,14% 26.631 | 686,90% | -10.469 | -34,32% | -26.583 | -132,66%
TOTAL REVENUE -15.228 | -3,01% 32.296 6,59% | 19.421 3,72% 41.311 7,62%
TOTAL EXPENSES 3.490 0,88% | 47.743 | 11,95% | -18.745 | -4,19% 26.665 6,22%
GROSS PROFIT -18.718 | -17,07% | -15.447 | -16,99% | 38.166 | 50,56% 14.646 12,89%
TAXES 1.919 | 477,36% 5.306 | 228,61% 5313 | 69,66% 9.935 76,78%
NET INCOME/LOSS | -20.637 | -18,89% | -20.753 | -23,42% | 32.852 | 48,41% 4,712 4,68%

Source: Author's calculations based on Annual Financial Statements of Plava Laguna d.d.,

available at: http://rgfi.fina.hr/JavnaObjava-web/pSubjektTrazi.do [15.1.2020.].

In 2014, total revenues were 3.01% lower than in the previous year due to an increase in the
VAT rate on accommodation and catering services from the previous 10% to 13%. The
decrease in revenues was driven by a decrease in accommodation revenue of 15.3 million
HRK, which is a result of a 3.7% decrease in overnight stays. In 2015, total revenues were
was 515.7 million HRK, which represents increase by 6.9% compared to previous year.'® That
increase can be explained through increase in accommodation revenue in 2015.

8 Available at: http://rgfi.fina.hr/JavnaObjava-web/pSubjektTrazi.do [12.1.2020.].
% Available at: https://www.zse.hr/default.aspx?id=10006&dionica=20 [14.1.2020.].
10 Annual Financial Statements of Plava Laguna d.d., availabe at: http://rgfi.fina.hr/JavnaObjava-web/pSubjektTrazi.do

[15.1.2020.]
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The increase of total expenses in 2015 is the result of increased business activities. In 2016,
the company recorded an increase in sales, which impacted an increase in total revenues of
6.59%, and that increase was generated through higher accommodation revenues. In 2017, the
company increased its average net prices by 5.3%, which had a favorable impact on business
performance and total revenues. The financial ratios used to assess the safety of business
performance are the liquidity and debt ratios shown in the table below for the period after the
acquisition of Istraturist d.d. Financial ratios were analyzed (Table 3) in order to make
conclusions about the impact of debt, generated in acquisition process, on financial stability
of Plava Laguna d.d.

Table 3: Selected financial ratios of Plava Laguna d.d. after the acquisition of Istraturist d.d.

FINANCIAL RATIOS 2014 2015 2016 2017
CURRENT LIQUIDITY RATIO 2,47 1,29 1,28 1,57
FINANCIAL STABILITY RATIO 0,95 0,98 0,98 0,95
DEBT RATIO 0,36 0,31 0,25 0,24
SELF-FINANCING RATIO 0,64 0,69 0,75 0,76
FINANCING RATIO 0,56 0,44 0,34 0,32
COVERAGE RATIO I. 0,7 0,75 0,81 0,86
COVERAGE RATIOII. 1,06 1,02 1,02 1,05

Source: Author's calculations based on Annual Financial Statements of Plava Laguna d.d.,
available at: http://rgfi.fina.hr/JavnaObjava-web/pSubjektTrazi.do [15.1.2020.].

For ease of comparison, the Table 3 provides data for year 2014 when acquisition was
concluded, and when increase if debt occurred since majority of financing included bank loans.
In 2015, the company's liquidity decreased due to the utilization of a portion of highly liquid
deposits to finance the part of the transaction. In 2014 the financing ratio was 0.56, and in 2017
it was reduced to 0.32. The analysis of the self-financing coefficient and the financing
coefficient reveals that despite the increase in company’s debt, Plava Laguna d.d. reduced the
share of other sources of financing and, while retaining income, increased its self-financing
sources. The tendency of an increase in coverage ratio | indicates that the company finances
larger part of its long-term assets with its own long-term sources. In conclusion, it can be
pointed out that the transaction had a greater impact on the company's liquidity than on its
financial stability. Despite the decrease in liquidity, Plava Laguna d.d. remained liquid, and
improved its liquidity and reduced its debt in the following business years. Financial ratios for
evaluating business performance are activity ratios, economy ratios, profitability and
investment ratios. Table 4 highlights the most important ratios in order to evaluate the success
of the acquirer's business performance after the acquisition of Istraturist d.d.

Table 4: Selected business performance ratios of Plava Laguna d.d. after the acquisition of
Istraturist d.d.

FINANCIAL RATIOS 2014 2015 2016 2017
EFFICIENCY OF TOTAL OPERATIONS 1,23 1,17 1,27 2,2
TOTAL ASSETS TURNOVER RATIO 0,21 0,23 0,24 0,25
SHORT-TERM ASSETS TURNOVER RATIO 2,43 2,85 3,18 2,12
NET PROFIT MARGIN 18,90% | 20,17% | 23,78% [ 20,21%
RETURN ON ASSETS 3,91% 4,59% 5,71% 4,98%
RETURN ON EQUITY 5,82% 4,27% 5,95% 5,86%
EARNINGS PER SHARE 40,32 30,88 45,83 47,97

Source: Author's calculations based on Annual Financial Statements of Plava Laguna d.d.,
available at: http://rgfi.fina.hr/JavnaObjava-web/pSubjektTrazi.do [15.1.2020.].

41



52"d International Scientific Conference on Economic and Social Development — Porto, 16-17 April 2020

The fluctuations in business efficiency are influenced by changes in VAT rates and levies, and
with the increase of accommodation prices. Despite the purchase of a controlling interest, total
asset turnover ratio is increasing and thus indicates efficient asset management. The net profit
margin also recorded an increase in all periods of the analysis, which means that the company
is able to manage its operating costs efficiently while increasing sales. Comparing the return on
equity and the return on assets, it can see the effect of financial leverage as the company earns
greater returns for owners of equity than for owners of all sources of financing. Regarding
investment ratios, the company continuously paid out dividends on preferred shares, while
dividends on ordinary shares were paid out only in 2013.1! It can be pointed out that the
acquisition of Istraturist d.d. did not have adverse effect on business performace of Plava
Laguna d.d. but on the contrary, the Plava Laguna d.d. continued to effectively manage its assets
and improve its operational efficiency. Therefore, the acquisition of Istraturist d.d. can be
considered as a successful acquisition from acquirer’s perspective.

4. CONCLUSION

The Croatian hotel industry is undergoing a process of enlargement which is characterized with
number of horizontal acquisitions. Hotel facilities are being increasingly modernized and
adapted to the latest tourists’ requirements, and that is achieved through the reconstruction or
construction of new hotel facilities. There are also a large number of small family-run hotels,
but when it comes to the number of accommodation units, private renters dominate. For the last
two years, private renters faced a problem of filling their capacities due to the unreasonable
price to quality ratio of the accommodation they offer, as opposed to luxury equipped hotels
and campsites that are generally pre-filled. When it comes to hotel chains in the European
Union, in addition to being far more sophisticated, they have entered into vertical integrations
through which they offer air travel, cruise services, etc. Based on the data available in the
MergerMarket database, it can be concluded that the degree of development of the economy
and the importance of tourism for the economy has impact on the number of acquisitions in the
hotel industry of EU countries. Plava Laguna d.d. had diverse offer of accommodation in its
portfolio including hotels, campsites, and marinas mainly located in the area of Istra. With
acquisition of Istraturist d.d., Plava Laguna d.d. increased the concentration of the destination
as well as the number of accommodation units, and thus became more competitive. Since the
transaction was partly financed with bank loans cash that affected the liquidity of the acquirer
for two years after the acquisition, but acquirer’s liquidity ratios recovered in 2017. The net
profit margin recorded an increase in the period after the acquisition due to efficient
management of operating costs while increasing sales. Sales increased because of higher
number of accommodation units and increase in accommodation prices. Even though more than
two thirds of M&A transactions fail, after the analysis of acquisition of Istraturist d.d. by using
accounting approach it can be concluded this was successful acquisition from Plava Laguna’s
perspective.
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ABSTRACT

The general approach to individual performance has dynamically changed and evolved in the
sociological and psychological literature over the last few decades. Earlier, practitioners in
Human Resource Management had often been led to misguided or improper interpretations of
employee performance, and companies only considered the measurable employee performance
as the “real” whole individual performance and ignored the non-measurable effects on the
outcome of the performance indicators. Based on the evolution of solutions in the literature and
based on own experience, companies have recognized the role and importance of employees in
organizations, and they are making efforts to meet the physical and psychological expectations
of this factor to improve individual performance. In compiling our knowledge base from the
performance-oriented literature, we took into consideration the holistic nature of the topic, and
we relied primarily on that literature and studies as the knowledge base of our research, which
examined the non-measurable elements and its effects of individual performance. In the
introduction, we examine the meaning of individual “well-being” or “good work” in different
literature as the starting point of our study. In the main part of the literature, we summarize the
importance of individual performance in the relevant organizational behavior literature as one
possible impact or element of the employees’ well-being in the workplace. We describe the role
and effect of the High-Performance Work Systems (HPWS) in performance measurement.
Furthermore, we examine the turnover intention of the employees as possible outcomes of the
lack of individual well-being. Our study proposes a new conceptual framework for employees’
well-being in organizations, one that focuses on the most disadvantageous outcomes of these
employee turnover issues.

Keywords: employee turnover, individual performance, well-being

1. INTRODUCTION

Until the early twenty-first century, profit maximalization was the basic approach and the driver
of the business in the economy (Solomon, 1999). The indicators, which directly affect the
operating of companies in the competitive sector, was singularly profit making. The corporate
reports did not contain the conditions of the working environment, the employees' well-being
or the performance, job satisfaction and commitment of the staff from a business approach.
However, this attitude changed dramatically in the late 1970s, when more and more literature
began to address the workplace environment of an employee and its effects: both from physical
and psychological sides. Considering an average employee's agenda, it is easy to recognize that
a significant proportion of employees, depending on the nature of the job, spend at least 8-12
hours at work a day, where their “lived” experiences may have a significant impact on their
private lives outside the workplace as well. Hence, the researchers recognized these issues and
began to examine the role and impact of individual well-being in the organizational
environment. One part of the research article, which deals with the environmental factors of the
workplaces, examines the sound, light, air and other external factors, which impact on the
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individual’s well-being was evidenced (Gifford, 1996, Badayai, 2012). Another part of these
research studies deals with the social impact of employee well-being in the literature. This
research has studied and described for instance the role of the leader in the team (Gjerlov-Juel,
2019; Koene et al., 2002). Gjerlov-Juel classified the environmental climate of the employees
into five groups according to the effect’s nature: leadership climate, empowerment climate,
justice climate, operation climate or ethical climate. With the strengthening of the business
ethics’ position in the daily business, the psychological aspects of workplace conditions have
also come to the spotlight. Numerous studies and literature address the role of employee well-
being in the work environment as a potential factor in the success of a company from the
financial side. One of the most influential researchers of the individual well-being and positive
psychology research is Csikszentmihalyi et al. in the psychological-oriented literature, who
found the concept of creation and interpretation of “flow” as a common name of the emphasized
phenomenon. He defined the "flow" experience as "moments when one reaches such
equilibrium and one becomes completely engrossed in the enjoyment of one's work are
described as an experience of flow" and he "asserts that the task of good managers and
enlightened business leaders is to create a working environment which facilitates as many
moments of "flow" as possible” (Vogt, 2005). Furthermore, he emphasized that the employees
who work in an inspiring work environment, develop their personal skills and abilities, and
simultaneously with it, they can grow their productivity as well (Csikszentmihalyi, 2003).
Therefore, the company can reach a higher profit rate and it can keep its position in the business
market. One of the key messages in the business ethics-related literature of Csikszentmihalyi
is, the most important tasks of company executives must be to achieve the flow of employees.
Csikszentmihalyi and his colleagues named the individual well-being in a workplace as “good
work” (Gardner et al., 2001). Beside Csikszentmihalyi's researches and articles, more
researchers have examined the positivity and the effect of positivity in the workplace (Luthans
et al., 2008; Spell et al., 2014). Spell, Eby and Vandenberg examined the power of the
developmental climate for the organization and perceived competence. With a multilevel
modeling technique, they take to evidence the meaningful impact of the developmental
environment for organizational commitment, engagement and job performance, and they
presented the downstream predictive effects of the work environment to the voluntary turnover
and individual job performance. Luthans and Youssef (2007) also emphasized the inspiring role
and importance of the positive organizational climate which serves as the basis of sustainable
growth and performance in a company. Besides, some articles discuss and model the well-being
effect of employee commitment and trust (Mo and Shi, 2017) or emphasize the role of the leader
as one of the most relevant influencers of employee positivity, motivation and team cohesion.
The basis of our study originates from organizational behavior-oriented articles, which focus
on the direct connection between individual performance and voluntary turnover of the
employees.

2. PERFORMANCE AND PERFORMANCE MEASUREMENT

The studies usually use performance as an umbrella term in the research, which was identified
especially with the financial approach of the phenomenon (Kotter and Heskett, 1992; Huselid,
1995), for which there are different methods to measure, depending on the level of investigation
that each research involves. The measurement of the corporate performance is one of the major
figures of the company, which presents the place of the firm in the market competition, help
the positioning of the company to the requirements and trends of the future and has a significant
impact on the goal settings from strategical approach. Several studies have analyzed the
performance on an organizational level from different perspectives with different figures and
they emphasized the importance of the exact description of cases and the environment of the
cases.

45



52"d International Scientific Conference on Economic and Social Development — Porto, 16-17 April 2020

Most articles identify the performance at organizational level with growth (Gjerlov-Juvel and
Guenther, 2019), development level and expansion intensity of a company, but another part of
the studies examined the individuals in a group context. All of them highlighted the relevance
of environmental factors, which influence the appearance and measurement of performance.
Bititci et al. (2012) collected and summarized the performance measurement as a research topic
within a holistic systems-based framework and reorganized the performance measurement
article in a slightly new way, which stresses the importance of performance measurement and
consequently performance with the importance of strengthening and expansion for academics
and practitioners. A significant body of literature in connection with performance examines the
effect of the different human resource practices and systems on the corporate performance
which practices and systems have a strong influence on the success of the companies’ business
performance (Jiang et al., 2012; Tzabbar et al., 2017, Martin et al., 2005) or it can indicate a
negative effect on the organizational performance (Jensen et al., 2013; Han et al., 2018) as well.
A narrowed part of this literature are those research articles that examine the indirect effect of
employee turnover on corporate performance. These researches have showed the turnover
effect on the performance through the turnover indexes of the human research management area
(Berry et al., 2012; Batt and Colvin, 2011; Hausknecht and Holwerda, 2013; Ton and Huckman,
2008).

2.1. High Performance Work System

In the last decades, the goal and task of the human resource management area as part of the
companies’ organization significantly changed. While earlier the recruiting process in case of
a new workforce used to be part of the daily routine, this statement is not entirely right in the
current situation. Some studies researched and presented the direct and indirect cost of
recruiting a new employee, and these have also taken into account the "time consequence”,
what means recruiting of a new staff member (Hausknecht and Holwerda, 2013; Trevor and
Nyberg, 2008). Therefore, now the focus is on the retention of valuable staff in the daily
business. The human resources articles emphasized that ,people are the most important
resource in every organization because they possess the knowledge of how to utilize and
orchestrate the available specific resources™ (Gjerlov-Juvel, Guenther, 2019; Martin et al.,
2005). Therefore, new priorities were concluded: companies are able to achieve or maintain
their competitive advantage by retaining and developing the skills of their employees, which
generates later a higher level of performance for them. The human resource practices and
human resources systems help the companies in this general issue, which combine the elements
of these practices and processes. These systems are flexibly adapted to the circumstances to be
primarily more efficient and less time available expressed in the company's strategic goals.
Basically, “prior research identified various HR systems such as high performance work
systems (HPWS), high commitment HR systems, high involvement HR systems and high
investment HR systems” (Jiang et al., 2012). We utilized the high performance work system
literature to our study, which examined the impact of human resource systems, processes and
practices to the higher level of the individual and the company’s performance as well. The term
of high performance work system was defined one of the first by Huselid in 1995, who analyzed
the effect of human resources practices at an organizational level and identified the system
which “include rigorous recruiting and selection protocols, performance management and
incentive compensation systems, and employee training and development activities that are
designed to acquire, refine, and reinforce employee skills and behaviors necessary to implement
the firm’s competitive strategy” (Huselid, 1995). Since then, numerous studies have examined
the emergence and impact of the phenomenon in the organizational behavioral literature from
several perspectives. For example, high performance work system was “defined as a series of
performance-enhancing human resource management practices” (Han et al., 2019), or this is “a
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synergistic effect of certain combinations of practices” (Hartog et al., 2004). “High-
performance work systems (HPWS) have recently been defined as a group of separate, but
interconnected human resource (HR) practices designed to enhance employees’ skills and
effort” (Messersmith et al., 2011). Based on McDuffy’s definition: “it is the combination of
practices into a bundle, rather than individual practices, which shapes the pattern of interactions
between and among managers and employees” (Boxall and Macky, 2009). This is “a set of
practices that typically comprise comprehensive recruitment and selection, incentive-based
compensation, performance management, extensive employee involvement, and detailed
training initiatives” (Jensen et al., 2013). “The term high performance work system is typically
used to describe a system of integrated or combined HRM practices, work structures, and
processes that are designed to produce high levels of employee knowledge, skill, attitude,
motivation and flexibility” (Han et al., 2019). However, the definitions and meanings of high
performance work practices can be different in companies. Posthuma et al. (2013) made
transparent this different meaning and they analyzed and classified the HPWS articles between
1992 and 2011, which was the basis of their comprehensive high performance work practices
taxonomy. They described, “system which can enhance the employee competencies,
commitment and productivity are often called high-performance work systems” (Posthuma et
al, 2013). They restructured the mentioned research articles to a new conceptual framework,
which can present the coalition of specific human resource practices, to facilitate higher
organizational performance. It was interpreted in four levels (high performance work principle,
high performance work policies, high performance work practices, high performance work
products) and each level was identified in organizational and human resources architectures
simultaneously, thereby systematizing the literary interpretations.

2.2. The dark side of high performance work system

“High performance work systems can improve financial performance through enhanced
intermediate outcomes such as increased job satisfaction and productivity and also reduced
turnover and less absenteeism” (Posthuma et al., 2013), but it can exert a negative impact to the
performance, hence it has a dark side as well. The key to success is in the appropriate
positioning of the human resource practices in the long-term strategy of the company (Jiang et
al., 2012a; Jiang et al., 2012). Han et al. (2019) examined the possible investigation of negative
high performance work system effect and classified it into four groups according to why and
when these effects occur. In the collecting of possible effects, we followed this classification.
One possibility of emerging negative effect of high performance work system can originate
from employee perspectives, which mean the usage of human resource practices in the daily
business. The different HR practices influence performance through the abilities and motivation
of employees. As long as, one of these indicators is weaker, the aim of performance will not be
achieved. “Employees will perform well when they are able, motivated, and given the
opportunity (work environment) to do so“ (Han et al., article in press), and any synergetic
problem induce an unlikely effect on the corporate performance. Based on the JDR model,
another possibility of emerging negative performance-relevance effects can be the potential
imbalance between job demands and resources, which define the social and physical abilities
of the workplaces from the organizational approach on both sides. One of these articles analyzes
and confirms the direct impact of imbalance between these two indicators through empirical
examination in the governmental sector in Wales. According to the results of the research, there
is a clear cohesion between high work demand and employees' anxiety, which spill over to
employee turnover intention (Jensen et al., 2013). The same imbalance can also originate from
a job resource approach, which resources support the individual’s and company’s goal
achievement. In summary, the “job demands exert negative effects on job satisfaction and job
resources exert positive effects on job satisfaction, however, these two factors exhibit weak
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interaction effects” (Han et al., 2019). Hence, the balance of job demands and resources appears
as a critical element for the company primarily from management perspectives. The third
potential indicator of the negative effect of high performance work system can be employee
motivation, which has a significant, relevant impact on the performance at individual and
organizational levels as well (Han et al., 2019). "The individual and collective levels are
inextricably linked because the performance opportunities of individuals and their motivations
are influenced by the quality of resources, collaboration and trust in their working environment”
(Boxall and Macky, 2009). According to the organizational behavior-oriented articles, trust
plays an appropriate part in the performance. The role of trust appears as a key factor in the
functioning of the organization. Behind the spillover impact of trust, there are typically two or
three indicators such as motivation or employee engagement (Long, 2018; Gardner et al., 2011).
In the functioning of motivation, the leader’s behavior plays a specific role in the team, which
was emphasized by the mentioned organizational behavior-oriented literature. Studies have
shown, that we need to differentiate between the types of motivation. Whilst, the intrinsic
motivation as one form of motivation can inspire appropriate and conscious trust-building, the
organization can also determine the extrinsic motivation with results-oriented evaluation,
external reward or other wide-used human resource techniques, but the company needs to
continuously monitor the balance of these two motivation elements. A potential disbalance
creates a negative effect on the organization. At last but not least, the employee attitude or
behavior can play a significant role in the nature and attributes of high performance work
system’'s effects. The individuals evaluate the different cases, news, company’s figures, attitudes
or the whole company culture slightly different way, so the interpretation and implementation
of the company's strategy and policy need to be close to the employee’s understanding (Bowen
and Ostroff, 2004). In that case, the company’s goal and employees' goal don’t overlap with
each other, the company will lose valuable workers. The unacceptable behavior of the group
leader or a repressive corporate culture means causes the same negative result on the high
performance work system and corporate performance. Moreover, the role of corporate gossip
is not negligible in these situations. Hence, the continuous monitoring of the employee’s
requirement and social demand can be the key task of the companies.

3. EMPLOYEE TURNOVER AS NEGATIVE CONSEQUENCE OF EMPLOYEE
WELL-BEING

In the nineties, several studies recognized the effect of voluntary turnover on organizational
performance (Ton and Huckman, 2008; Hausknecht and Holwerda, 2013; Batt and Colvin,
2011). According to our examined researches, the appearance of turnover as a phenomenon
among the members of a team has a significant negative effect on the team morale, commitment
or job satisfaction (Meyer et al., 2015; Mackay et al., 2017; Boswell et al., 2017, Tarigan and
Ariani, 2015), which provides further reasons to emphasize the importance and relevance of the
topic. The research articles analyze the topic from a different approach. One possible
explanation of it is derived from the behavioral traits of an employee as latency, absenteeism
and at last, voluntary turnover or turnover itself, which was referred to in the psychological
articles as “withdrawal behavior” (Berry et al., 2012; Podsakoff et al., 2007; Eder and
Eisenberger, 2008). This psychological understanding of the literature has been revised for
instance by Berry et al. concern to the current labor market situation over the past ten years.
They attributed the lack of job satisfaction and organizational commitment to the appearance
of these three factors in their meta-analysis. Eder and Eisenberger (2008) described the
withdrawal behavior with tardiness, lateness and absenteeism as typical signs of lack of job
satisfaction or organizational commitment, and they compare the appearance and effect of these
issues on the group and individual level. Another possible explanation of turnover is based on
the financial effect of it.
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Previous studies have already emphasized the high-cost relevance of the turnover which further
provides the importance of the topic. Furthermore, Batt and Colvin (2011) noted the same
impact in their study, in which they examined the relationship between performance and
employee turnover along with a call center case. Eder and Eisenberger (2008) also point out
these issues in their article, which served as the motivation of their research. Besides the mean
statement of the mentioned turnover-oriented researches, according to which turnover and
organizational performance correlate with each other, Batt and Colvin noted that companies
were first abandoned by well-trained, experienced colleagues, which further supports the cost
relevance of the initial assumption. These “side effect” of this relationship further proves the
necessity of the research. But it’s not only the recruiting activity that presents the cost
consequences. The cost consequences of withdrawal behavior are as high as the cost of
recruiting. If the worker arrives late for work, works slower than expected, takes a longer break
than required or doesn’t come to work at all, it has similar cost consequences as recruitment,
therefore this aspect also needs to be taken into account by the company. Along with these two
approaches (psychological effect and financial effect of turnover), we return to my initial
assumption that performance and turnover are related to each other. Although a significant part
of the articles analyzed the employees' turnover intention from the psychological side, these
studies are not part of my examination.

4. CONCLUSION

The purpose of the current study was to present the importance and impact of the work
environment and workplace climate for organizations. According to the performance-oriented
articles from the organizational behavior research area, the importance of individual well-being
is incredibly important and these researches suggest continuous handling and improving the
potential indicators of it. In our short summary, we examined the positive impact of employee
well-being on employee and organizational performance, and created a conceptual model,
which presented our restructuring among the research articles of the mentioned area.

Figure 1: lllustration of the logic of the study
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employee turnover

We have collected and reorganized the research articles in the topic and according to the
examination areas of the individual well-being oriented studies, we divided them into three
groups as impact "area" of the employee well-being phenomenon, of which the performance-
oriented literature provided the basis for our study. In these research articles and case-based
studies, we sought to justify our assumption that the individual's well-being can be clearly
demonstrated in the employee's performance and investigated individual well-being as an
umbrella term. Hence, our assumption presents the path from individual well-being toward
individual performance, where we found direct or indirect connection between them.
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In our conceptual framework, we described the meaning of performance and the importance of
performance measurement, and we chose the high performance work system as “work
environment”, in order to examine the effect of human resource practices, which serve as tools
for stimulation of employee well-being and through it, the inspiration of employee
performance. According to our collected literature, there are pros and cons to the high
performance work system, which represented the negative side of the human resource practices
and methods as well. At the end of our logical thinking remains the employee turnover, which
symbolizes a possible outcome of the workers' “negative” well-being, which becomes even
more salient due to this correlation. The main conclusion of the study emphasizes the building,
maintaining and developing of inspiring climate in the workplace, which appears as general
support and fosters the individual well-being and performance. The present literature review
offers usable knowledge for practitioners about the correlation between well-being and
performance indicators in the work environment, and it might provide opportunities and
resources for organizations.
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ABSTRACT

This article which derives from a doctoral project in Communication for Development and
Social Change (C4DSC) Studies aims to analyze the role of digital media in processes of
political participation amongst young Brazilians who used the online platform U-Report. The
research problematizes the contradictions between the abundance of space provided by online
technologies and the disconnection between the citizens and their representatives relating to
communication and representation in the public arena. The methodology applied was
qualitative, carrying out in-depth 13 interviews with young people (F = 7; M = 6). The
analytical method was fundamentally centered on discourse and thematic analysis to suggest
evidence on the everyday practices of participation by the youth using the U-Report. From the
results, these young people attested that although online media provide space and voice as
relevant means to enhance their participation, the impact on social change remains uncertain.
The findings from this study suggest that to enhance youth participation through digital
platforms requires a fundamental rethinking of the communication strategies that seek to
improve young citizens’ representation in the public arena.

Keywords: C4DSC, Brazil, Digital media, Political Participation, Youth

1. INTRODUCTION

The contradiction between on one hand an abundance of new digital communication tools as a
means of youth engaging in the public arena (of reaching young people) and on the other hand
the perception of a communicational gap between youth and their government representatives
(Tufte, 2017) is the problem informing this study. From this identified contradiction emerges
the argument for a new point of view for Communication for Development and Social Change
(C4DSC) that enhances youth citizen engagement. The current Brazilian context for youth
citizens has become increasingly challenging, given that a considerable part of young Brazilians
are from a disadvantaged class in terms of essential rights, such as security, education, health
and decent work (Cerqueira et al, 2018). For young people who participated in this study, their
disadvantage begins with the prerogative of not being recognized as citizens by the Brazilian
society. Neglect of their rights by the political class is a factor that motivates them to act
politically and to question their representation by the current policy through the help of digital
media. However, the problem that this work addresses, highlighted in Tufte (2017), is also
confirmed in the that context. In general, the young people in this study perceived a
communication gap between the new forms of participation facilitated by digital networks and
the concrete responses of the public authorities to their opinions and demands. This distance
marks what some authors call the development crisis, which is ultimately associated with a
deficit of citizen participation in decision-making processes (Dagnino, 2010; Tufte, 2017,
Thomas, 2014). Such deficit has engendered a C4DSC crisis and challenged C4DSC strategies
ability to enhance youth participation on development processes. (Tufte, 2013; 2017). This
specific challenge is connected to broader concerns about the ability for C4DSC to enhance
social inclusion and in particular the inclusion of marginal voices in processes of change. It
touches upon profound issues of voice, visibility and participation, revealing that there can be
no recognition of subordinate voices without reconsidering the power dynamics inherent in the
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very nature of a communication that, in theory, was created to support social development but
which, in practice, is forged institutionally and without citizen participation (Dutta, 2015;
Huesca, 2002; Tufte, 2017). Based on these premises, this article is structured in the following
way. Firstly, it reviews relevant literature, thereby revealing that the core of the failure to fulfill
the role of CADSC lies in the institutional structures that minimize the ability of citizens to be
agents in their own realities. Secondly, as part of the literature review, it delves into the
Brazilian context that has delineated the participation of young people since the so-called
“Jornadas de Junho de 2013” (Days of June 2013). Thirdly, this article presents possible ways
to rethink C4DSC from the perspective of a project for citizen participation. Fourthly, this
article continues with the exposition and analysis of the empirical results of the experience on
a group of 13 young Brazilians with U-Report. This is a program institutionally designed to
engage young people to participate politically using digital platforms. The article ends with a
discussion of a communication approach and practice that emerges from the perspective and
experience of the young citizens. This communication approach is a proposal that establishes
the role of the youth citizens as the actors in the social changes they want to experience and
suggests the roles for development institutions dealing with young people.

2. PROBLEM, CONTEXT AND PATHWAYS

As mentioned in the introduction, this literature review addresses the theoretical framework that
supports the discussion of a C4DSC practice. Divided into three topics, the first part of this
review addresses the problem, or the failure to fulfill the role of this type of communication, to
empower citizens to act in favor of the social changes they themselves want to promote and
experience. The second topic evokes the context, in this case, the Brazilian one, which
demonstrates how young people have participated politically since the so-called “Jornadas de
Junho de 2013” (Days of June 2013), a fact that represented a milestone in the history of
national political participation (Gohn, 2018). Finally, the third and final topic addresses the
paths, or possibilities for rediscussing the C4DSC that can apply to the context being discussed
or other similar ones through a participatory process aligned with the youth’s perspectives.

2.1. The problem of the Communication for Development and Social Change

The C4DSC is a discipline from the 1970s, encouraged by professor emeritus at the University
of the Philippines Los Bafios, Nora Quebral. In this regard, C4DSC has been systematized based
on practice, especially by non-profit organizations and public institutions as part of the new
geopolitical arrangements arising both from the post-World War Il era and from the
emancipation of the former colonies that incorporated the great European empires. In its
genesis, the role of this communication has been to value the cultural diversity of people and
the singularities of individuals, their voices and to ensure opportunities for the exercise of
citizenship and collective action for the social changes desired (Manyozo, 2017; Servaes and
Malikhao, 2005; Waisbord, 2008). In practice, however, the post-colonial developmental
paradigms that engendered and evolved the discipline and its practices in developing countries
up to contemporary times were based on the so-called “Western development model” and came
from a top-down perspectives by ex- colonizers for the resolution of what they understood as
the causes for non-development of former colonies (Melkote & Steeves, 2015). According to
these authors, under the aegis of this paradigm, both power and communication were
concentrated in the hands of a small economic and political elite capable of shaping and
leveraging a modern development proposal linked to the satisfaction of their own interests with
the help of the mass media and with a communication focused on changing individual,
collective behavior and, consequently, the social norms at the expense of not considering the
citizens' perceptions (Melkote & Steeves, 2015). It is from this historical framework that comes
the problem that motivates this work, the C4DSC crisis.
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For Tufte (2017, p.168) this “is, substantially, a crisis of participation and inclusion of citizens
in the political arena”, manifesting itself as “a crisis of representation” of the citizens. It is with
regard to this lack of representation and citizen participation that Tufte (2013; 2017) discusses
the C4DSC paradox in contemporary times. For, although there are countless popular
demonstrations and insurgencies facilitated by the new media technologies, there is also a
“critical shrinking of public spaces for deliberation”, which evidences an “exclusion of ordinary
citizens’ experiences from general public debate ”(Tufte, 2017, p. 168) something that,
according to this author, is made explicit as a gap between citizens, the institutions that
communicate with them and their representatives in politics. Moreover, Tufte exemplifies this
gap as a project of citizens' pseudoparticipation in campaigns and other communication
strategies for development where they seem to be more “invited” to participate than to actually
be part of the intervention, or to have the spaces they “claimed” (Tufte, 2017, p. 143). Likewise,
other authors defend the idea of a crises in social development in contemporary times (Dagnino,
2010; Leal, 2010; Manyozo, 2017) and associate its factors with the misrepresentation of the
participation in public affairs as a project for citizenship. Dagnino (2010, p. 101) goes further
and advances with the thesis that there is a “perverse confluence” by public and non-profit
institutions linked to the development industry acting against citizens. An inherent part of the
neoliberal paradigm, this confluence occurs when institutions lose the senses of terms, such as
empowerment, citizenship and autonomy, originally built by citizens from processes of struggle
and resistance against the dominant power. Because of this confluence, these terms are nothing
more than rhetoric where, on the one hand, citizens claim essential rights and, on the other, a
small decision-making elite, reduces them to a small portion of only the privileged individuals
(Dagnino, 2010).

2.2. The context of the political participation of young Brazilians

The so-called “Jornadas de Junho de 2013 (Days of June 2013), proved that the internet was
able to mobilize thousands of people around causes that aroused from their dissatisfaction. More
specifically, Souto (2016, p. 265) says that "it is impossible to talk about youth and political
participation without referring to that particular fact". The author adds that June 2013 marked
a milestone that cooled down the arguments of those who, "looked at the youth with distorted
lenses, and proclaimed their apathy and disinterest in politics.” This date thus represents a
historic milestone in the country's forms of participation and was fundamentally important to
design a new scenario for the performance of the young Brazilians in society and also attributed
new meanings to social struggles. Gohn (2018, p. 123) adds that one of his great legacies was
the "legitimation of social protest on the streets as a way of searching for cyclical changes" and
the influence of digital media as a factor that facilitated and sustained, the existence of these
movements. Although the digital media played a part in the “Jornadas de Junho de 2013” (Days
of June 2013), it is important to refer that these social movements have not been generated in
the internet. Rather, they are a result of decades of social struggles in the Brazilian history
(Peruzzo, 2013). Prof. Cecilia Peruzzo adds that even the issues that motivated millions of
Brazilians to go to the streets during those days in June, such as the movements against the
World Cup in Brazil or the free public transportation pass, in fact have been initiated years
before and out of the digital environment (Peruzzo, 2013). Contrary to the optimistic view that
the internet has favored the dialogue between public authorities and citizens, the popular
manifestations that took place in Brazil since 2013 demonstrated that, in reality, public
authorities had (and still have) difficulty interacting with the youth, that is because, during the
first decade of the new century the youth were still involved in a more institutionalized form of
participation, however, with their gradual disinterest in these types of participation, the state,
many public authorities, and also the civil institutional representatives were not able to
accompany them in their social changes and with "the new forms of sociability and
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communication generated by the social networks and media". In other words, the public
authorities were not aligned with the youth or did not realize that, for the most part, they took
their manifestations to the streets, but they did not have the government or institutions as the
focus of participation, since their references on citizenship have changed. The lives of the youth
today are much more built on daily practices, they no longer count with the strength of the
parties, organized models or institutions (Gohn, 2018). Another interesting point of view on the
limitation of the internet as a form of participation among Brazilians comes again from the
“Agenda Juventude Brasil 2016 (2016 Brazil Youth Agenda) study. There, Souto (2016, p.
279) draws attention to the fact that young people identify acting through the internet as "a
relatively less effective form of political action”, when compared to the other alternatives
evaluated by the author in the study (mobilizations of street and direct actions, acting in
associations or collective groups, acting in councils, conferences, public hearings). According
to the youths, the act of expressing an opinion on important topics or demanding from the
politicians online “weakens to the extent that it refers to a purely individual act”. On the
contrary, the young people who participated in the study reported greater adherence to the
options of “street mobilizations” and “performance in collectives and social movements” as a
more effective engine of social change. This implies that, although the Internet has (and has
had) great potential to contribute to the improvement of participation in more traditional spaces,
it does not entice young people to feel like they have an effect when it comes to participating
politically (CETIC, 2017).

2.2.1. The discomfort of the youth, their motivations for participating and their constraints

The lack of privilege is, above all, an aspect that affects young Brazilians regardless of the
region they are from. As Abramo summarizes (2016, p. 113), these young people are "far from
being recognized as rights owners and actively included in the democratic process in Brazil".
In addition, the empirical work of Novaes (2014) published at the Observatdrio da Juventude
(Youth Observatory)! is even more specific when it refers to the youths three greatest fears,
in particular, for the at-risk youth: “the fear of being left out? because of unemployment; “the
fear of being disconnected”, in a world connected and marked by new technologies, and “the
fear of dying”, precociously and violently. In fact, the worsening of the living conditions of the
vast majority of the young Brazilian population - especially the most vulnerable: the black
youth, LGBTs and men living in peripheral areas are the target of violence in Brazil (Cerqueira,
2018) and the consequences of these risks lead to a feeling of permanent insecurity in the
present and great uncertainty about a promising future for them (Ribeiro, Lanes e Carrano,
2005). The worsening of the living conditions of the vast majority of the young Brazilian
population is one of the factors that motivates them to participate in public affairs (Castro, 2008,
p. 253). According to Castro, the political participation of young people is not made in the
cultural and historical void, but in real societies that bear the unique marks of their history and
the specific difficulties of their present”. Therefore, observing the repercussions of social
inequalities in Brazilian youth reveals and explains their motivations for participating in politics
(Castro, 2008). However, the abundance of digital media contrasts with constraints in spaces
for participation and political deliberation. An example of this, is that since the beginning of
2019 when the government of President Jair Bolsonaro was established, the spaces of
participation of civil society are being gradually reduced, instead of being enlarged and valued

1 Observatorio da Juventude (Youth Observatory) is an initiative of the Federal University of Minas Gerais and the full text of
Novaes (2014) is available at: http://observatoriodajolesc.ufmg.br/mal-estar-medo-e-mortes-entre-jovens-das -slums-and-
peripheries-by-regina-novaes/

2 Brazilian expression popular with young people that equates to being excluded or being outside a group, process or
opportunity.
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(Forum, 2020; Leal, 2019). Proof of this is that in April 2019, presidential decree 9. 7593
announced the extinction of hundreds of social councils with popular participation responsible
for debating and monitoring federal policies in different areas that require the attention of
minority populations, such as indigenous peoples, Afro-descendants, street populations and
Lesbian, Gay, Bisexual and Transgender (LGBT) groups. This measure prevents the direct
engagement of civil society with the public authorities in order to influence the public policies.

2.3. Possible paths to rediscuss the C4DSC

From the post-colonial framework, the modernizing paradigm of the C4DSC and the challenges
to the participation of the citizens studied above, the paths to rediscussing this communication
have been based on an idea of development that contradicts the structures that originally forged
the C4DSC. This implies that C4DSC must go beyond the institutional control mechanism of
its interventions and oriented to change the behavior of individuals in order to be able to "bring
individuals together to transform the economy, politics, social relations and the very notion of
development, in order to enable them to own their own history” (Manyozo, 2017, p. 6). In
practice, rediscussing the C4DSC involves questioning its ability to articulate “other voices”
and produce “other narratives” for a so-called “other development”, one where a project of
radical citizen participation must be at its heart (Quarry and Ramirez, 2009, p. 27). This
participation project is based on three important bases, the first of which focuses on the
valorization of popular culture (Dutta, 2015) to resist neoliberal governance through solidarity
with subaltern communities based on the principles of listening, reflecting, participating and
conversating (Freire, 1987). The second, resides in the importance of C4DSC in empowering
the voices of citizens (Couldry, 2010) and in allowing the rise of subordinate narratives
previously stifled by dominant epistemologies in European countries (Couldry, 2010; Santos &
Menezes, 2010). And the third is to highlight the daily practices of civic and political
participation of citizens, including the most recent forms of social mobilization through digital
networks (Tufte, 2017). In line with this radical participation project, Tufte (2017) draws
attention to a new social thought focused on the citizen. Such thought comes from a sociology
that recognizes the individual's power of action in the collective with the capacity for agency,
something that the author defines as a “citizen perspective” of C4DSC (Tufte, 2017, p. 2). This
perspective of communication considers citizens based on their social imaginary, that is, from
the ways in which they imagine their social existence, how they relate to each other, what social
expectations they have and what are the most normative notions and images underlying their
expectations. For this initial notion that guides his work, Tufte (2017) argues that without
considering the social imaginary of individuals, there are no spaces for full dialogue and there
will be no opportunity for radical participatory communication processes that are led by them
and in which they can exercise their rights, capabilities and opportunities to formulate and
articulate communication for social change. Ultimately, these paths rediscuss the current role
that C4DSC must play in contemporary times, that of balancing the dynamics of power between
citizens and their representatives (Dutta, 2015; Huesca, 2002; Thomas, 2014).

3. METHODOLOGY

This topic presents the methodological options of the work that refer especially to qualitative
methodologies in order to understand: What do the experiences of the youth with the U-Report
program inform in regards to the discipline and the new practices of C4DSC?

3 Decree 9. 759 of April 11, 2019, risks the continuity of about 700 councils linked to direct and indirect public administration.
Raimundo Bonfim, a contributor to the Rede Brasil Atual website, states that these councils are “collective spaces made up of
representatives of civil society and the government, with the task of researching data, evaluating diagnoses, systematizing,
debating and formulating public policy proposals, as well as monitoring the implementation progress and oversee the
application of resources. ” Available at: https://www.redebrasilatual.com.br/blogs/blog-na-rede/2019/05/ataque-a-
participacao-popular-e-retrocesso-democratico/
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3.1. The group, the methods and the U-Report

The group of participants in this work is composed of 13 young Brazilians, seven girls and six
boys aged between 16 and 22, from the states of S&o Paulo and Bahia. Fundamentally,
qualitative methodologies were used, with emphasis on the techniques of case study and data
triangulation (Denzin, 1989; Stake, 1995; Yin, 1981), using face-to-face interviews in the cities
of S&o Paulo and Salvador as the main method of data collection. It is worth noting that in the
process of collecting qualitative data, the youth were not selected by the researcher, on the
contrary, they volunteered for the research, that is, the group of 13 emerged from an invitation
launched on the technological platform that the U- Report uses, the Rapid Pro, through a
partnership between the researcher and the NGO that operates the U-Report program in Brazil,
the Viracdo. For the purpose of this work, two categories of thematic analysis were considered:
(1) the effects of the U-Report on the participation of young people and (2) the perception of
the impact of this participation on the social changes that young people wish to see. This
investigation followed an ethical protocol in which young people were anonymized and had
their names replaced with fictitious names to protect their identities.

3.1.1. U-Report

Created by the innovation office of the United Nations Children's Fund (UNICEF), U-Report
is a program for the participation of adolescents and young people that uses digital platforms
(SMSs - short messages system-, Facebook, Twitter and WhatsApp) to enable them to claim
their rights and strengthen their voices. Self-defined in the program's own slogan: “U-Report.
Here your voice has power” (U-Report, 2019). The users of the program, also known as “U-
Reporters”, are aged between 15 and 25 years old. Among the actions taken by them, are sharing
opinions on topics about their daily lives, such as the use of public spaces on issues of health,
safety, employment, sexuality, technology, political processes (elections, public decisions),
disaster management, among others equally relevant (U-Report, 2019). It is worth mentioning
that U-Report was elected to illustrate this work because it is recognized as a case of
institutional CADSC (Banaji et al, 2018; Kleine, Hollow & Poveda, 2014; Tufte, 2017). By
sending messages through the digital platforms mentioned above, young people who join the
program respond to surveys, mainly quantitative, sent by communication specialists. The
individual messages are confidential, but the aggregated data is available on the U-Report page
(in the countries where U-Report operates). These data can eventually be disaggregated for
more accurate analysis by age, gender and locality in real time and “are used to connect young
people with their representatives, improve UNICEF programs and drawing attention to urgent
issues with the national governments and the UN", and they are also useful in the formulation
of public policies (U-Report, 2019).

4. RESULTS AND ANALYSIS

The summary of the findings favors an answer to the research question previously stated: What
do the experiences of the youth with the U-Report program inform in regards to the discipline
and the new practices of C4DSC? In the analysis of these findings, two main themes are
highlighted: (1) the effects of the U-Report on the participation of young people and (2) the
perception of the impact of this participation on the social changes that young people want to
see. On both topics, the opinions of the youth are divided between the advantages of the
experience with the U-Report, unfulfilled expectations and skepticism about the program's
impact in relation to social changes. When the theme is political participation, it is noted, in
general, among the 13 participants that they perceived numerous advantages in the experience
of the U-Report. It is clear that the program is relevant to enhance their voices, it reinforces the
feeling that their opinions are taken into account and that it helps them to critically reflect on
their realities.
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However, the points that drew attention to the limitations of the program are those that reinforce
the problem that this work exposes: the crisis of representation of citizens in the political arena
within the scope of C4DSC. In this sense, the U-Report's automated mechanism does not favor
a dialogical communication with the wider public authorities. In other words, even though the
program offers opportunities, it does not make clear the certainties of being heard, nor a
feedback mechanism by the public authorities. The following topics detail the findings and
analyze them in the light of the literature.

4.1. Youth and U-Report: more voice and political participation?

During the interviews, young people were initially asked if they thought that the U-Report
supported them, in any way, to be more participative in the social and political sphere and, if
so, how. With the exception of one young man, Daniel, all 12 others said yes and that the biggest
contribution of the U-Report in the political participation process is that it stimulates reflections
and the critical capacity to question issues that are not available through other media channels.
In addition to the first question, the youths were asked if they felt heard through the platforms
that the U-Report operates (SMS, Messenger, Facebook and Twitter). In a ubiquitous way, the
participants answered yes, that they had voices, that is, that their opinions counted and that they
were taken into consideration by the U-Report. These young people recognize that the main
contribution of the U-Report is to motivate them to discuss topics relevant to them in the
Brazilian context, such as sexuality, health, education, work, bullying, prejudice, among others,
both online and offline. Likewise, young people admit that the program creates an incentive for
them to be active citizens in defending the causes they believe in, for example: “I joined in 2017
and my motivation was to express myself on subjects that people don't talk about in other media
and that are considered in the program”. Interviewer: “What subjects?” “Sexuality, violence,
abuse. For me it drew the attention that people must stop to think a little more, because people
do not know what really happens if they do not live it” (Tomads). Similar to Tomas, Inacia
admits: “I really liked the idea and I felt like I had a voice, to say what I think in that space.”
Excited, the young Silvia says that her voice also counts in the U-Report surveys: “every
opinion counts there. It is a kind of ant job, we are gathering information to generate a whole.”
These results emphasize the arguments of Couldry (2010), Quarry and Ramirez, (2009) and
Dutta (2015) about the importance of enhancing the voice in the construction of new narratives
that represent citizens and their perceptions of development. Similarly, the view of the youth
about a call for critical awareness in the themes that pervade their realities refers to the ideas of
Freire (1987) about a project for the empowerment of citizens based on the principles of
listening, reflection and participation. However, the limits of the youth's experiences, came up
when asked if, in fact, they manage to be closer to their representatives. An example of this
answer came from Fernando: "I have the expectation of hearing from the public authorities."”
Asked if he thinks his voice reaches these levels, he says: “I would like that very much. I
imagine it does, but I'm not sure that it actually does (...) I wanted people (from U-Report) to
put pressure on politicians and say, look what the crowd is saying, but I'm not sure it happens.”
Rui has a similar concern: “I hope that the U-Report will give people a voice, and that my voice
will end up somewhere”. Asked what he thinks happens to his opinions on the platform, he
replies: “I don't have this expectation, I don't know if it will get there, it's not clear to me.” The
uncertainties of the young participants about the effects of their voices in the political arena
refer to the institutional mediation component of the U-Report, or advocacy that, in theory,
seeks to bring their voices closer to the decision-making processes by their representatives in
political power. These uncertainties reinforce the critical arguments for the persistence of a
communicational gap that favors a crisis of citizen representation at the heart of the C4DSC
crisis (Duta, 2015; Tufte, 2013; 2017).
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4.2. U-Report and social changes

When observing the effects of young people’s political participation via the U-Report on the
social changes they want to see, such as the influence of laws and public policies, the youth's
doubts about the program's influence gain contours that vary between a great expectation or
complete disbelief of this possibility. This refers to the context examined about the place
acquired by the youth as being disadvantaged in public policies, (Novaes; 2014; Ribeiro, Lanes
and Carrano, 2005). It is from this place that other criticisms of the program emerge. When
asked how the experience with the U-Report could be improved? for the majority of the young
people interviewed, the U-Report should also mobilize and involve citizens in face-to-face
spaces. Also, on this issue, young people referred that the program's role should be that of
mediator in social mobilizations initiated by the networks. For these young people, this hybrid
mediation of the program would give them more sense of autonomy and power to bring about
social changes that on the internet seem inconsistent, fragmented and inconclusive (CETIC,
2017; Souto, 2016). When the subject moves to questions about the laws and public policies as
part of one of the effects of the program, young people are even more incredulous. Not only do
they doubt that their voices reach politicians, they also do not consider that their representatives
take them seriously. Disappointed, Vivian says: “I don't know if it is possible to reach this point,
but if they have access, it would be very interesting if they could influence and that way, they
can do something for us, but I don't think that politicians are interested in us. They don't care
about us.” Disbelieving like the majority of the others, Rui admits that he does not have this
perception, because "it always depends on politicians.” In regards to this feeling shared by the
young people, Couldry (2010) claims that recognizing the voices of others is not enough,
registering them as important, a realistic analysis of the obstructions to this recognition is
necessary, in order to favor them. For this reason, to have real power, these voices need to be
able to reach and influence the spheres of power that matter to citizens (Tufte, 2017). Analyzed
in the light of the definition of C4DSC by Linje Manyozo (2017, p. 6) which refers to the role
of “bringing individuals together to transform the economy, politics, social relations and the
very notion of development”, the U-Report seems to not be a sufficient mechanism of
representing the youth in the public sphere in order to enhance their autonomy. Furthermore,
the U-Report seems to demand more personalized forms of communication so that the voices
of young people can be not only heard, but also effectively taken into account in a context of
restricted representative spaces as examined in the Brazilian context. A possible factor
associated with the distance that their voices reach is that in the U-Report the young person is
not a participant in the creative process that originates the online discussions, but is merely
invited to take part in them (Tufte, 2017). Likewise, the young people who participate in the U-
Report did not choose the audience with whom they would like to interact with, that is, their
representatives in politics. Therefore, they are unaware of the channels through which their
voices travel and the destinations they may reach. On the contrary, some have expectations that
their voices will reach the extended instances of power, while others are incredulous that,
through the program, their voices have an effect on these instances. It is also clear that the sense
of having a voice is like having power, institutionally defended based on the U-Report slogan,
seems to come from the idea of having a direct and assured relationship. While, in the reality
of the young people, there is a definitely long and uncertain path that links them to the political
power of their representatives. To summarize, for these young people, the experience with the
U-Report proves that having more space and more voice does not necessarily mean having
more power in the political arena over the social decisions that affect them. It is recalled that
this dissonance of meanings originally linked to the ideas of participation, citizenship and
empowerment by citizens empties when adopted by institutions funded in the neoliberal system
in what Dagnino (2010, p. 101) referred to as “perverse confluence”, which reinforces the idea
of rethinking the role of C4DSC in the direction of the citizens.
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5. COMMUNICATION FROM THE PERSPECTIVE OF THE YOUTH

As the results demonstrated, the experiences of the “U-Reporters” with the program reflect the
challenge that C4DSC needs to overcome while providing opportunities for space and voice,
but favoring dialogical mechanisms between citizens and their representatives who, in the end,
influence a more balanced power dynamics (Dutta, 2015; Huesca, 2002; Thomas, 2014, Tufte,
2017). Built on these bases, the communication from the perspective of the youth is a proposal
thought in two ways: on the one hand, it considers young people as agents of change. On the
other hand, it reconsiders the institutional role in promoting development. This role discusses
today’s development "for" young people, with little participation in decision-making processes
and encourages institutions to think about creative arrangements "with™ young people in actions
led by them. From the point of view of the young people as effective actors of social change,
this communication proposal considers their social imaginary in line with Tufte’s thoughts
(2017). And it is dedicated to investigating how, in the Brazilian context in which young people
have been suffering deprivation of fundamental rights, but at the same time, they have increased
opportunities for expressing themselves through social movements, they managed to build their
social existence, based on the changes they want to see and the challenges of having their voices
heard. In this sense, a communication constituted by their social imaginary must be dedicated
to getting to know who these young people are, based on their daily participative practices
underlying their expectations of social recognition. From the point of view of the revision of
institutional practices, the communication from the perspective of the youth favors the public
sector's commitment to the youth agenda, paving the way for a direct and horizontal dialogue
between youth and their representatives. Thus, it is also essential to consider the digital
network’s limitations when compared with that of face-to-face spaces where the youth
recognize as legitimate in their ways of participating in politics. To summarize, the
communication from the perspective of the youth must be first able to catalyze the skills of
these young people and guarantee that the youths themselves idealize interventions based on
their social imaginary. Second, this communication should be seen as a facilitator for young
people to operate in their social networks (online/offline) in an uncompromised way with the
strategic institutional objectives, but also with the causes that they advocate in their daily lives
and with the pace in which these processes take place.

6. CONCLUSION

The political participation of many young Brazilians is today much more built through daily
practices and less with the strength of organized parties, models or through institutions.
Therefore, when rethinking C4DSC from the perspective of the youth, it is necessary to take
into account both the original institutional role of mediator in promoting development,
advocating on behalf of the young people, and of considering the good communicative flows
undertaken by the young people and their own notions of what it is to participate politically in
order to change their social realities. Ultimately, institutions must be more flexible in
abandoning the helm and learning to navigate the waters in which young people navigate in
their participatory practices both online and offline.
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ABSTRACT

The international economic and political impact on higher education in Brazil, since the late
1980s, has evidenced the monetization of this educational level, which occurs through the
implementation of education reforms that facilitate the performance of economic corporations,
and that predominantly benefit quantitative evaluation tools. Extensive literature review
revealed that, due to these processes, higher education in Brazil has undergone a strong change
in identity, acquiring characteristics and roles that corresponds to the economic interests.
Hence, our study seeks to expand this investigation. The objective is to identify how Law
Professors from community institutions of higher education perceive the inclusion of economic
interests - through new public management practices- in federal public policies for higher
education. Empirical data were obtained through semi-structured interviews. The interviewees
were professors at the Law Schools of two community institutions of higher education, located
in two states of southern Brazil. The research results indicate that the neoliberal project affects
the activities of the higher education institutions, as an effect of the commodification process
of private education, as a reflection of the insertion and expansion of the economic groups
performance in this environment. In addition, the interviewees presented several obstacles,
namely related to the introduction of practices which condition the university’s management
towards a market view, and which affect their performance as professors. Among the practices
mentioned is the assessment that establishes rankings for universities and courses. Finally, they
declare not to be comfortable with the practice of evaluation and with the context of control
that it presents. Thus, there are neoliberal practices in universities focused on business and
competition, encouraging the creation of subjectivities.

Keywords: Economics, Education, Power, Public Policies

1. INTRODUCTION

The political success of neoliberalism is one of the factors that has contributed to normalize the
idea that education could be the object of choice in a free market. Neoliberalism challenges the
State’s intervention in the production of goods and services, whether it being health,
transportation or education, and presents an agenda that advocates for the decrease of the State
expenditure for the reduction of the public deficit, privatization policies of state-owned
companies, in addition to trade and financial opening processes (Bruno, Clément and Laval,
2010). For almost a third of a century, this norm of life has governed public policies,
commanded international economic relations, transformed the society, reshaped subjectivity,
by imposing on each of us that we live in a universe of generalized competition, ordering social
relations according to the market model, forcing to justify increasingly deep inequalities,
changing even the individual, who is urged to conceive themselves and to behave as a company.
Concurrently, neoliberalism appears as a financial veil and an economic mechanism, which are
the real historical subjects.
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For Gérard Duménil and Dominique Lévy, neoliberalism “has restored the strictest rules of
capitalism”, allowing the power of capital to continue its multi-secular march in ways that are
renewed through crises. The originality of neoliberalism lies in the fact that it creates a new set
of rules that define not only another “accumulation regime”, but also - more broadly - another
society. Dardot and Laval (2016, p. 23) emphasize that “finally neoliberalism is indeed the
bearer of a process of general commodification of social relationships”. Through neoliberalism,
the own state intervention in the provision of education is established in the most radical way,
which does not prevent - on the contrary — to predict that the demand in terms of basic education
iIs solvable. In this perspective, Ball (1993) states that the market is considered an alternative
policy to the public monopoly on education, which sets the tone for education policy. The
changes in the organization and orientation of higher education in Brazil, since the 1980s, are
related to neoliberal principles?, producing public policies with relevant consequences on the
functioning of the different categories and segments that compose this educational level, a
proposition which is the recommendation of international organizations such as the
International Monetary Fund (IMF), the Organization for Economic Cooperation and
Development (OECD) and the World Bank. The neoliberal scenario, based on the market (or
quasi-market), stimulated the adoption of New Public Management (NPM) policies, whose
implementation is based on performance measurement and on the monitoring and management
of the system executed through an audit increase- instead of the original regulation system -
and granting corporate power to managers, instead of the typically public collegiate
administration (Andresani and Ferlie, 2006). This scenario is clear and with increase indications
in many countries in various types of assessments and audits, including performance audits
(Power, 1994; 2003; Pollit, 2003), providing a greater vigilance to the educational environment
and, specifically, to the university environment. In the face of the neoliberal setting and NPM
practices, and considering the international economic and political impact on higher education
in Brazil, since the late 1980s, with the commercialization of this educational level, through the
implementation of education reforms that facilitate the operation of economic corporations, and
which predominantly benefit instruments for quantitative evaluation, the question to be
answered is what is the perception of Law Professors, at Community Institutions of Higher
Education (HEIs), about the results of federal public policies on higher education? In order to
answer this question, we seek to identify how Law Professors at Community HEIs perceive the
insertion of economic interests in federal public policies on higher education through NPM
practices. This article consists of an approach to public policies on higher education in Brazil,
a literature review based on Foucault’s punitive power, a description of the pertained
methodology, a discussion about results corroborated by compiled empirical data from
lecturer’s interviews, and the decisive outcomes.

2. PUBLIC POLICIES ON HIGHER EDUCATION IN BRAZIL

Education can be understood as a public policy of a social nature, since, on the one hand, it is
the responsibility of the State, and on the other hand, it is not conceived only by the institutions
that compose it. In this context, H6fling (2001) considers that all public education policy is
oriented politically and theoretically, according to the intent of the State that implements it:
social policies - and education - are located within a particular type of State. Public policies are
forms of State interference, aiming at the maintenance of the social relations in each social
formation, assuming different "features" in different societies, and different conceptions of the
State.

1 [..] Neoliberalism, as a political-economic theory, suggests that social well-being is attainable by releasing individual
entrepreneurial abilities within an institutional framework while building solid private property rights and open markets.
The role of the state is to create and preserve the institutional structure that appears better suited for those practices. [...].
(Harvey, 2014, p. 12).
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It is impossible to think of the State outside a political project and a social theory for society in
its entirety. In Brazil, federal public policies for higher education are manifested through the
LDBE (Law of Directives and Bases of National Education) and mainly through Sinaes
(National Higher Education Assessment System), which assesses all aspects that revolve
around teaching, research, extension, social responsibility, student performance, institution
management, faculty and facilities. To this end, the system contains a series of complementary
assessment tools, such as self-evaluation, external assessment, ENADE (National Assessment
of Student Achievement), assessment of undergraduate courses and information instruments
such as the Census and registration. The integration of such instruments allows for the
attribution of certain concepts to each one of the dimensions (ordered on a scale of five levels)
and for the set of the dimensions evaluated. The Ministry of Education and Culture (MEC)
discloses to the public the evaluation results on higher education institutions and their courses.
In Brazil, the Sinaes evaluation process is based on the evaluation of an institution, its programs
and students. The internal and external evaluation of the institution considers 10 dimensions:
Mission and IDP (Institutional Development Plan); policies on teaching, research, postgraduate
and extension courses; HEI social responsibility; communication with the society; personnel
policies, teaching staff and technical-administrative careers; HElI management organization;
physical infrastructure; evaluation planning; student service policies; financial sustainability.
The courses assessment, however, is conducted considering 3 dimensions only: didactic-
pedagogical organization; teaching staff profile; physical facilities. The student evaluation
through Enade is applied periodically to students of all undergraduate programs at the end of
the first and last year of the course. The assessment is expressed through concepts, based on
minimum standards established by experts from different areas of knowledge. The assessment
carried out based on public higher education policies paves the way for competition between
HEIs, denoting a market logic that fits into a neoliberal ideology. In this context, the university
policy horizon has expanded to the process of internationalization and globalization — both for
higher education and research - not only in Europe, but also in Latin America and, specifically,
in Brazil. Brazilian public policies for university reform seek, therefore, to make all types of
HEIs competitive players on a global level, building a teaching and research structure as
powerful as that of the United States (Laval, 2004). It is noteworthy that in Brazil, unlike the
public-private dichotomy, there are three types of higher education institutions (HEISs),
according to the patrimonial or income purpose: public, private and community?. Community
institutions are organizations of Brazilian civil society that are created with the objective of
filling the absence of public institutions of higher education, mainly in the southern region of
the country. Community Institutions of Higher Education (CHEISs) are considered non-state,
public entities that operate in the areas of education, research and extension. They present a
strong interaction with the community, through the consolidation of solidarity alliances, mainly
focused on the areas of education and health, with the allocation of scholarships to students in
need; a higher teachers payment and the concern with the “quality of education”, are
differentials in relation to higher education institutions of a business nature. Community
institutions are presented in Brazil, therefore, as an alternative to the higher education
commercialization model, and as possible partners of the public power to carry out programs
of public interest in higher education, the education area, and as beneficiaries of state resources
for the development of public interest. Historically, community institutions were born as
confessional institutions, supported in their activities by - or with the intervention of the
Catholic and Methodist churches. Although they are an alternative to the higher education
commercialization model, community HEIs - as well as private and public ones - have followed

2 Community universities are a set of Higher Education Institutions that are neither public nor private, thus being private
non-profit universities and are characterized by their functioning and organization based on the principles of democratic
management (Frantz, 2003).
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the trend of applying NPM practices which, next to the neoliberal reform, deepened the
relationship of HEIs with the “market”. In this context, the teaching activity within universities
became more closely monitored, with the accentuation of the power relations not only by
university managers, but also by the State itself.

3. THE DISCIPLINARY POWER ACCORDING TO MICHEL FOUCAULT

The theoretical approach of the present research covers the analysis of power in the perspective
Foucault®, seen as a network of relations, which traverses and advances the higher education
environments, and in which all individuals are involved, as generators or receivers. For the
development of this analysis, disciplinary power is addressed. The choice for Foucault (2014)
is based on the way the author deals with power relations that involve the State and the
Individual, from the construction of the criminal legislation, from punitive means, from
physical violence, torture, to modern methods, such as prisons. In this context, Foucault studies
the modification of the State’s actions, which changes from punishment to surveillance. The
French philosopher suggests that “in any society, the body is trapped within very tight powers,
which impose limitations, prohibitions or obligations” (Foucault, 2014, p. 118). Regarding
social relations and the exercise of power, the configuration of power comprises: a disciplinary
society, from the beginning of the 17th century to the middle of the 18th century, marked by
the development and diffusion of disciplinary power; the surveillance society, from the second
half of the 18th century to the mid-19th century, centered on visibility games that imply the
development of surveillance practices and the formation of a broad social Panopticism (Prado
Filho et al., 2014; Prado Filho and Geraldini , 2012). According to Foucault, there is not one
single theory of power. However, he defends the existence of power relations, that is,
“disparate, heterogeneous forms, in constant transformation. Power is not a natural object, a
thing; it is a social practice and, as such, historically constituted” (Foucault, 1995, p. 199).
Foucault (2014) understands that disciplinary power creates a cellular form of individuality.
This composition originates a combinatory individuality that treats individual bodies as mobile
elements, to be connected to other individual bodies, and which controls time to maximize the
extraction of their forces and to combine them with others for better results, dismissing
verbalization and explanation®. In Foucault's conception, the body is not only endowed with
passivity, because, as a site of discursive conflicts and of an incarnated soul, it also becomes a
site of struggle. The purpose of surveillance-power applicability is to make visible those you
want to have under control. Therefore, for Prado Filho and Geraldini (2012, p. 143), “thinking
about surveillance as an instance of power does not imply thinking about a simple act of
supervision, but including it in a political, productive perspective”. From surveillance, “power
becomes a multiple, automatic and anonymous mechanism” (Foucault, 2014, p. 148). It is a
power that is both indiscreet and discreet, because if on the one hand it is everywhere and
always alert, on the other it always works in silence. Power is characterized by a fine
surveillance that is present in all levels and, therefore, does not impose itself under a single
focus, making it self visible and oppressive. In addition, it operates anonymously (Prado Filho
and Geraldini, 2012). Discipline enables the functioning of a relational power that sustains itself
by its own mechanisms and that replaces the uninterrupted play of calculated gazes for the
spectacle of public events. Thus, calculated observations, visibility and permanent surveillance
find legitimating based on the architecture of the Panopticon. Regarding Bentham's Panopticon,
Foucault (2014, p. 194) explains that “We know the principle on which it was based: at the

“Discipline and Punishment”, originally published in France in 1975.

4 For Mills (2003), disciplinary power is a practice that is exercised over individuals even before appearing as an institution
and as a State. According to the author, medical records are made, controls of routines and behaviors, the workers'
handbook, which records who the previous employer was, under what conditions they left. These are habits that establish
the normalization and automatic compliance of the individual, revealing the approach of disciplinary power and subjection.

67



52"d International Scientific Conference on Economic and Social Development — Porto, 16-17 April 2020

periphery, an annular building; at the center, a tower; this tower is pierced with wide windows
that open onto the inner side of the ring; the peripheric building is divided into cells, each of
which extends the whole width of the building; they have two windows, one on the inside,
corresponding to the windows of the tower; the other, on the outside, allows the light to cross
the cell from one end to the other”. The major effect of the Panopticon is to induce in the inmate
a conscious and permanent state of visibility, which ensures the automatic functioning of power.
The purpose of this is to ensure that: the surveillance is permanent in its effects, even if it is
discontinuous in its action; the perfection of power should tend to render its actual exercise
unnecessary; that this architectural apparatus should be a machine for creating and sustaining a
power relation regardless of the person who exercises it; in short, that the inmates should be
caught up in a power situation of which they are themselves the bearer. (Foucault, 2014).
Therefore, the essential factor is that the person knows they are being watched, although there
is no need to be effectively monitored. The “Panopticon is a Discipline machine for dissociating
the see/being seen dyad: in the peripheric ring, one is totally seen, without ever seeing; in the
central tower, one sees everything without ever being seen” (Foucault, 2014, p. 196). In this
context, whoever is subjected to a field of visibility, and who knows it, appropriates the
conditions of surveillance on their own, and becomes the principle of their own subjection. The
Panopticon then presents itself as a magnificent machine not only for subjection, but also for
self-subjection (Hoffman, 2018). Therefore, the Panopticon has a role of amplification, power
is organized, not for power itself, nor for the immediate salvation of a threatened society, what
matters is to strengthen the social forces — to increase production, to develop the economy, to
spread the education, raising the level of public morality, to increase and multiply (Foucault,
2014). Panopticism is the general principle of a new “political anatomy” whose object and end
are not the relations of sovereignty, but the relations of discipline. Thus, in a society in which
the main elements are no longer the community and public life, but private individuals on the
one hand, and the State on the other, relations can only be regulated in a way that is the exact
reverse of the spectacle. In modern times, it was reserved for the State's ever-increasing
influence, for its ever deeper intervention in all the details and relations of social life, to increase
and perfect state guarantees, by using and directing towards this great purpose the construction
and distribution of buildings designed to observe a large crowd of men at the same time
(Foucault, 2014). Julius saw this surveillance structure as a historical process that was fully
accomplished in what Bentham described as a technical program. Our society is one not of
spectacles, but of surveillance; under the surface of images, one invests bodies in depth; behind
the great abstraction of exchange, there continues the meticulous, concrete training of useful
forces the circuits of communication are the supports of an accumulation and a centralization
of knowledge; the play of signs defines the anchorages of power; the totality of the individual
is amputated, repressed, altered by our social order, it is rather that the individual is carefully
fabricated in it, according to a whole technique of forces and bodies (Foucault, 2014, p. 209).
Bentham defines another way of analyzing the social body and the power relations that traverse
it, in terms of practice, he defines a process of subordination of bodies and forces that must
increase the utility of power while practicing the economy of the prince. Panopticism is the
general principle of a new political anatomy whose object and end are not the relations of
sovereignty, but the relations of discipline (Foucault, 2014). Therefore, the solution of the
Panopticon to the question of the productive increase of power can only be assured if, on the
one hand, it has the possibility of being exercised continuously in the foundations of society, in
the most subtle way, and if, on the other hand, it functions outside these violent forms that are
linked to the exercise of sovereignty (Prado Filho, 2005). In this sense, one of the ways of
increasing the power of the State can be observed through public policies, which can be
considered an instrument of state interference and surveillance to reach a political and social
project.
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4. METHODOLOGY

The research is characterized as qualitative, with data collection through a semi-structured
interview. The data were collected in October 2016 and October 2019. The sample corresponds
to 9.5% of the Professors belonging to Law Schools at two community HEIs in southern Brazil.
Regarding the profile of the respondents, there was a predominance of Professors with over 10
years of experience, belonging to the permanent staff. Regarding gender, there was numerical
parity. In the present article, we chose to treat the data obtained in the interviews through a
discourse analysis, since it presents itself as a method that aims not only to perceive how a
message is transmitted, but also to explore its meaning.

5. REFLECTIONS ON PUBLIC POLICIES IN LAW SCHOOLS OF COMMUNITY

INSTITUTIONS

The following section presents the main findings, based on the perceptions of Law School

Professors at two community HEIs, which are matters about the reflections on federal public

policies in higher education. Public policies in Higher Education (HE) starting at the federal

level are strongly linked to neoliberalism, which employs unprecedented power techniques over

conduct and subjectivities. In addition, neoliberalism is the bearer of a process of general

commodification of social relationships (Dardot and Laval, 2016). The interviewed Professors

explain in their speeches how they perceive the context of the public policies on their day-to-

day activities at the university, especially in matters regarding characteristics they identify in

the current administration, and the changes that have been occurring in recent years. The

narratives show:

e It tries [the university management] to sell a participative image, but the solutions are
centralized. It is a pseudo-participation of the professor. (S3)

e The speech is different from reality. (S4)

e A more corporate management, more of a company idea [...]. A marketing view. (S1)

e Today there is a much more entrepreneurial relationship. Before people were closer, the
institution's bond as a family has been lost. (S3)

e A greater strictness when it comes to controlling teaching performance at workload levels

[..]. (S8)

HEIs are becoming more and more practiced and inserted in the pro-market logic, pro-utilitarian

and quantitative evaluation, and pro-ranking system. Clearly, the narratives demonstrate that

teachers do not have a receptive eye on what refers to the insertion of practices resulting from

the new management paradigm in HE, a philosophy that calls for HEI to be managed as a

business. Following the perception of the Professors, another issue that arises from public

policies is the quality discourse within HE. The following is reported by respondents:

e A fraudulent speech that most of the time does not match the reality [...]. A mercantilism
[...]. A frenetic advance for EAD, (distance learning), a false purchase of a diploma. (S3)

e Control of the workload. (S7)

o ltsells afalse idea. In fact, it is an ancillary of the market. (S4)

o Achallenge, for example, in the Law course sometimes the question is: OAB (Brazilian Bar
Association) or applying for a public office position? Or the market? (R1)

e If I analyze the ENADE and OAB exam, | will have different results. The most mistaken
result is that of the OAB. The OAB looks at memorization (to memorize). Education does
not seek an absolute answer, it must be philosophical. You must be able to think. (R2)

From the reports, it is recognized that the quality discourse assumes a disjointed direction from

that which is proposed. Furthermore, it requires teachers to become self-disciplined, since they
respond to monitoring mechanisms, such as assessment, which leads to an individualization -
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the manufacturing of individuals. It is noticed that the professors warn of a critical issue, namely

for not being clear about how to act in the classroom facing a mixture of average students. There

is also the concern, as pointed out by R1, about the direction of the lessons towards ENADE,

OAB or public tendering, since the teachers also need to think about the employability of the

students, in face of the market demands. In addition, there is the issue of Education being

perceived as a good, a commodity. The commoditization process of Education stands out as a

reflection of the expansion of private and community universities. Panopticism is perceived in

the teacher testimonies in what concerns the public policies instituted within the scope of HE,
namely identified in the teaching activity and by the practices of Sinaes, as shown in the
following reports:

e Nobody feels comfortable [...]. (S7)

o | feel more interference in the activity, because now | have digital subject matters in the
black board environment of Distance Learning Disciplines. There is a constant monitoring
of our performance, such as the hours we are online, the production and interaction with
students. A greater supervision. (S1)

e In the past 20 years we have become hostages. They [the Federal Government] organized
teacher training as an education policy. In the last 20 years we started to suffer with the
prescriptive policy, we went from a quantitative to a qualitative evaluation. At first it
seemed that it was more democratic and emancipatory [...]. From the political parameters,
| began to observe how | manage my classroom, because they [student] need to learn for
the market [...]. (R3)

From the speech of R3, it is possible to understand how power gradually grows from the
practices or strategic relations between individuals and groups that conceive games of conduct
among them, which take place according to the governability perception. As it can be seen, the
policy in place for HE does not cease to enhance its effects, always seeking to maximize results
at lower costs. Thus, the applicability of regulation, self-regulation and surveillance
technologies is mentioned regarding digital disciplines, as explained by S1. In addition, it
should be noted that Foucault (2014) argues that the disciplines function as techniques that
manufacture useful individuals. Observed in the excerpt: | see an increase and a great incentive
for us to train students for the ENADE tests, which ultimately will give the Institution a higher
or lower score. So, over the years when the Law course must take the ENADE exam, we notice
a very strong movement to train students for this exam, as well as for the OAB, as well. We get
stuck and do not know how to prepare for one or the other - OAB or ENADE. (S1)

The impact of the neoliberal project on the teaching activity is identified. The thinking of
Slaughter and Rhoades (2004) is relevant, when they relate this discussion to the themes of the
neoliberal State and the new global economy, thus establishing an intrinsic relationship between
an organization (in this case, universities) and the social, political and economic environments
that encloses it. The last group of narratives addresses the issue of freedom of speech

(democracy). Which refers to Foucault (2014) when the author argues that punishment within

discipline is just an element of a double system: gratification-sanction. The following fragments

portray the issue:

e Freedom of speech exists within the context of the institution. | need to say what people
want to hear and not what I think. And this is related to this change that occurred in the
matter of human resources relations, because a while ago you spoke with the intention of
bettering the institution. Today you speak so that your boss listens and stays by your side
and keeps you on the job. So, the question is very complicated. Do you understand? | mean,
long ago you could say anything. If you complained to the rector, you would complain and
curse, but you would discuss the ideas, and they would reflect on it.
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Nowadays, if you do something like that, it is grounds for dismissal. The logic is different.
(S4)

e It seems to me that if you don't go through the filter of first asking for authorization, of
showing what your goal will be with that, the tendency is for you to be seen as someone
who is not fulfilling their role. (S8)

e Actually, several times we are called to give the same speech. So, it seems obvious, it is an
assisted freedom. (S7)

Concerning freedom of speech, we noticed that this fundamental right arises with a hidden
effect since people remain cautious of the direct exercise of their freedom. Control is perceived
from the speech of S8. The control perspective is linked to the management of the HEIs, which
in turn seek to meet what is recommended by public policies, which “elaborate and put into
practice an arsenal of supranational instruments of control and certification” (Dias Sobrinho,
2010, p. 272). An example of this refers to the Organization for Economic Cooperation and
Development (OECD), which, according to the author, defines the instruments, indicators,
methodologies and assessment objectives. Therefore, the discussions about the transformation
that universities have been undergoing in recent decades, in the face of globalization and
neoliberalism, identify the approach of these institutions towards the market. Therefore, this
scenario clearly assumes the effect on teaching, referring to the subjection of professors.

6. CONCLUSION

The purpose of the present article was to empirically investigate what is the perception of Law
Professors, at two community HEIs in southern Brazil, about the insertion of economic interests
through NPM practices into federal public policies for higher education. In our study, the
interviewees exposed several obstacles that affect their performance as teachers, considering
the public policies for higher education in place. Most of the obstacles are linked to the
introduction of practices that condition university management towards a market view. Among
the practices, the teachers emphasize the assessment establishing rankings for HEIs and
courses. Likewise, the professors also declare that they are not comfortable with the evaluation
practice and with the context of supervision it presents. Another aspect highlighted is linked to
the controls on teaching performance (such as schedules) and on the distribution of workload.
Furthermore, it calls attention to the teaching policy defined as “a fraudulent speech”.Regarding
the freedom of teaching and of expression in the general context of HEIs, it can be concluded
from the interviewees statements that it is partially positioned, since a teacher understands it as
“assisted freedom”. An explanation for this context may be “fear”.Regarding fear, it is worth
mentioning that this feeling is present in the teachers’ routines. Even to participate in the
research as interviewees, certain professors did not feel comfortable (they showed fear). In fact,
there was a case of a teacher who - when the recorder was disabled - asked: “But am I not going
to lose class hours because I accepted this interview?” (S3). Therefore, considering the
perception of the professors at the two HEIs, it is concluded that the public policies for higher
education present a restrictive character, which affects the performance of teachers, resulting in
a critical education, damaging the teachers working conditions in certain situations. It is
emphasized that the elements previously exposed find meaning in the “productive power”,
connected with the biopolitics that emerged in the middle of the 18th century as techniques
related to the problem of the regulation of collective institutions and the life of populations.
Based on these considerations, Butler's excerpt (2017, p. 4) is that “as a form of power,
subjection is paradoxical. One of the familiar and distressing ways in which power manifests
itself is the fact that we are dominated by a power external to us”. The research presents an
analysis in the light of Michel Foucault about the perception of teachers inserted in the context
of higher education, with the applicability of federal public policies that emerge through NPM
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practices. To conclude, the famous proposition of Foucault according to which the modern
subject would consist in the ultimate effect of a number of disciplinary practices spread in the
social field, that is, the soul as a prisoner of a body henceforth in a permanent situation of
control (Carvalho and Gallo, 2015). The analysis from the perspective of Michel Foucault ought
to be relevant to contexts other than the two HEIs mentioned here, since they approach
important changes in the Brazilian higher education, and in other countries. In this regard, the
conclusions concerning the importance of this dimension for teachers are also likely to echo in
other countries. Therefore, there are neoliberal practices in HEIs, focused on business and
competition, encouraging the creation of subjectivities.
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ABSTRACT

In an era where communication has changed from traditional media to the digital environment,
a new need for digital professionals has occurred, leading to the expansion of marketing and
advertising agencies to a new ground: the virtual world. On the other hand, making a consistent
impact through digital means comes with its challenges, especially when referring to constantly
adapting and reinventing communication. Within this framework, the digital marketing
agencies’ market has faced constant growth and expansion which is likely to keep on evolving.
In a crowded and dynamic market like this, digital marketing agencies face all types of
challenges, especially when it comes to becoming visible and stand out from their competitors.
In order to evaluate this market, the current research was developed aiming to evaluate the
online presence of some of the most known digital marketing agencies in Romania. Based on
observation, the present research has led to findings showing that a friendly, clean, simple
approach in communication, in addition to using previous clients and awards won for past
projects constitute a winning strategy for most digital marketing agencies. Nonetheless, one
surprising finding is that there is a considerable number of digital marketing agencies that do
not have a consistent presence on various platforms of social media. Future research
approaches might get into the depth of the underlying factors that determine such an approach
of the market.

Keywords: digital marketing agency, communication, marketing, social media

1. INTRODUCTION

Since the founder of radio, Guglielmo Marconi, communication has entered a new era, an era
dominated by more and more tools for distance communication and mass communication. And
the way companies communicate with their customers has also faced some significant changes
in the light of this entire market changes. They moved from a local impact area to a global one,
from mass communication to a personalized one, an aim made possible due to the incredible
expansion of one-to-one digital tools. In this framework, marketing agencies have expanded
toward delivering digital services for companies determined to be a strong presence also in the
virtual market. And this is how a rising competition was born in the market of digital agencies
that now face the challenge of discovering how to stand out in a crowded market. This paper
aims to address specifically this topic, starting with a brief literature analysis dedicated to
setting the context and proving the usefulness of the research aim and results presented in the
current paper.
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2. LITERATURE REVIEW

There have been many initiatives and research projects studying the impact of companies’
communication skills on their relationship to their customers and their conclusions (Quinn, et
al., 2016) show that organizations should structure themselves in order to be more market-
oriented and responsive to changing customer needs and market conditions. In this framework,
the concept and practice of Integrated Marketing Communication (IMC) seems the viable
solution. But IMC has attracted different definitions from both scholars and practitioners in
marketing communication so much so that it has been described as lying in ‘the paradox of
conceptualization’ (Adebiyi, and Bello, 2018). The quest for achieving IMC objectives, built
on coordinated brand development, media and audience fragmentation as well as increased
message effectiveness through consistency and reinforcement of core message (Adebiyi, and
Bello, 2018), has placed increasing pressure on managers to either develop new skills or to
attract suitably qualified and experienced personnel (Quinn, et al., 2016). This is even more
relevant as many companies, even in the UK, still operate at the level of tactical coordination
of communication tools and media (Adebiyi, and Bello, 2018). In this respect, agencies have a
significant role in marketing strategy development such that any attempt to understand the
processes associated with ‘how marketing happens’ must take into account the contributions of
marketing agencies (Keegan, Rowley, and Tonge, 2017).

2.1. The digital world

When defining digital marketing we can refer to the definition mentioned by Royle and Laing
(2014): ‘the use of digital technologies to create an integrated, targeted and measurable
communication which helps to acquire and retain customers while building deeper relationships
with them’. So digital marketing is any form of marketing products or services that involves
electronic devices (Patel, 2020). In a more detailed perspective, digital marketing encompasses
all marketing efforts that use an electronic device or the internet, with businesses leveraging
digital channels such as search engines, social media, email, and other websites to connect with
current and prospective customers (Alexander, 2020). Since these digital channels are
constantly expanding in terms of diversity, capabilities and reach, companies across the globe
face the challenge of keeping up the pace with their customers’ changing needs in terms of
connection and communication. This changing digital landscape has precipitated a sense of
crisis (most probably also due to the increasingly fragmentation of the digital market (Busca,
and Bertrandias, 2020)) for marketers and the role of marketing within the firm (Quinn, et al.,
2016). Even more than that, the role of others from outside the marketing department — and
often from outside the company — in providing the new skills and addressing the knowledge
gap — presents a new challenge, one which infringes on the scope and contribution of the
marketing department and potentially diminishes its role (Quinn, et al., 2016). But this
challenge is nothing compared to the damages of digital world absence of a company when
relating to their customers. Actually, the widespread adoption of digital marketing techniques,
including social media, has significantly contributed to the individualization of marketing
where the providers of goods and services are increasingly communicating with individual
consumers and users, gaining feedback on a one-to-one basis and providing bespoke solutions
for clients (Royle, and Laing, 2014). When referring to the future of the digital marketing, this
important communication environment might evolve in three different directions, which are not
mutually exclusive: 1) it can recognize more decision-making abilities to consumers with a low
behavioral diversity; 2) it can allow consumers to act out more types of behaviors while keeping
a centralized management decision structure; 3) it can also come closer to collaborative
systems, with different collaboration modalities involved (Busca, and Bertrandias, 2020). Also,
the digital landscape seems to have taken over the traditional media, as growth rates for
traditional advertising and digital marketing spend have remained similar over time with
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consistent, strong growth in digital marketing and relatively steady losses to traditional
advertising spending (Moorman, 2020). Either way, one common solution to face this new
challenge posed by the digital world relates to hiring an external digital marketing agency to
solve the digital communication demands of the customers.

2.2. The digital marketing agencies’ world

In the new landscape of the digital world, traditional agencies should decisively respond to the
challenges generated by the consumer evolution and develop digital skills, particularly of the
social type, to support advertisers in the difficult process of creating brand openness
(Vernuccion, and Ceccotti, 2015). This objective is even more important for two main reasons:
first of all, the agency competition has grown dramatically in recent years and it is expected to
continue throughout the next 3-5 years (Promethean, 2020) and, second of all, Google and
Facebook generate more revenue than any traditional media company because they control
more eyeballs, proving that digital marketing matters since it is where the attention is (Patel,
2020). But, the days of being present in the marketplace being enough to build a business are
coming to an end, and this is why specialists and technological prowess becomes an even
greater differentiator for corporate clients (Promethean, 2020). From the agencies’ side, their
future business is a question of evolving in their role as communication consultants at the
strategic level that will enable them to offer an integrated, long-term vision (Vernuccion, and
Ceccotti, 2015). This is particularly relevant as findings from Killian and McManus (2015)
prove that brand management responsibilities are often divided between digital agencies with
specialized social media knowledge and traditional agencies that are responsible for shaping
the brand essence and developing an advertising presence in traditional media. In this context,
the agency revenue has grown ~15% in 2019 (Promethean, 2020).

2.3. The digital marketing agencies’ challenges

But external service providers might not solve the problem entirely, since most industries are
going through a crisis defined by a combination of tighter budgets, pressures to provide
actionable insights, data proliferation from a broader range of sources, the increasingly
sophisticated technological focus and the demand for new skills signposts (Quinn, et al., 2016).
As a result, there is an increasing trend towards adding in-house marketing talent and this is
putting pressure on agency revenue as multiple services are becoming redundant (Promethean,
2020). As any other moment of crisis, the turbulence in the marketplace is providing
opportunities for well differentiated agencies to take significant market share (Promethean,
2020). In this unsteady business environment for digital marketing agencies, the biggest pain
point is finding new clients, as defined by 60% of the respondents that took part in the research
developed by Dearlove, An and Williams (2018). Operating in a highly fragmented market,
with many new small agencies launched in 2019 (Promethean, 2020), digital agencies can turn
this downside of the market into their advantage, by securing a strong position on the market.
Dearlove, An and Williams (2018) show that sales and/or marketing is preventing the agency
from growing as quickly as they would like for 55% of the respondents included in their
research. And the same study shows that the major direction for investment in the next year for
72% of the respondents will be lead generation from marketing efforts, including online &
offline. Given this framework, the current research was developed in order to discover common
practices in the management of digital agencies aiming at attracting new leads based on their
online presence on different platforms. The methodology and main findings of this research
will be presented in the following section of this paper.
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3. RESEARCH

In the light of this digital transformation, there is a definite need for business online migration,
which brings communication and media agencies a huge opportunity for market expansion
through their digital branches. However, there is a saying about the shoemaker who always
wears the worst shoes, meaning that companies that have to take care of another people’s
business forget about their own. On the other hand, when deciding on a specific provider,
companies tend to evaluate each provider self-presentation, thus it becomes important to have
a high-level visibility and a continuous communication with the market, if you want the market
to take you seriously. Base on this context, we have developed a direct research, based on
qualitative observation, regarding the manner in which digital agencies try to stand out in this
already crowded market.

3.1. Research methodology

The scope of the present research is to evaluate the online presence of some of the most known

digital marketing agencies in Romania. We have taken into consideration both domestic

agencies, as well as representatives of global companies. In order to make a better assessment

of their online presence, the research focused on the following objectives:

a) ldentifying their own online communication channels;

b) The frequency of communication through own channels;

¢) The nature and content of such a communication;

d) Use of other online communication channels (such as independent advertising platforms —
for example, 1Qads);

e) Analyzing digital agencies’ value proposition.

In a country where we have around 70 dedicated digital agencies and an annual market value
of 63 million euro (Forbes, 2019), standing out from the crowd is not necessary, but rather a
plus, as the market is still growing and there isn’t a strong competition yet. However, being a
big agency does not win clients anymore, as little companies are begging to make their mark in
this industry. The size of the company is actually one of the criteria companies use when
selecting the digital agency to work with. Although not published yet, in parallel with the
present research, we have conducted another one, within corporate clients of digital agencies,
in order to better understand how they are choosing their partners in this line of work, and the
trend nowadays is an orientation towards small companies that care about their clients’ well-
being, not just insert them in a well-structured production line. Having such a context, we have
decided to use observation as a qualitative research method, where variables are analyzed from
a content point of view, rather than being quantified. Moreover, from all marketing research
methods, observation resembles the most with what potential clients are doing when searching
for digital agencies. The sample consists of 12 agencies, both local and international, as well as
big and small companies (in terms of income and number of employees), in order to identify if
there are any differences in their communication approach. Data was collected on January-
February 2020, using as information sources just the Internet (websites and social media
platforms), without any contact with the analyzed digital agencies.

3.2. Research results

The most common channels/tools of online communication are represented by websites and
social media platforms; thus, we have analyzed the use of these channels by digital agencies in
order to communicate with the market.
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3.2.1. Website

All agencies included in this research have a country dedicated webpage, be it a stand-alone
website or a part of the global platform. Just a third of them give users the possibility to switch
from English to Romanian on the website, a fact that shows how much they focus on domestic
clients. When it comes to website content, we have identified the trend of using a clean, simple
and direct approach, agencies limiting themselves in presenting very briefly what they offer and
their best work in terms of projects and clients. The content is more visual than textual. At the
opposite pole from this friendly communication style, there is another category of agencies that
tend to maintain a more distant attitude, focusing of general information about codes of conduct,
articles and papers with relevant content for their market.

3.2.2. Facebook

We can see here two categories of agencies in terms of Facebook usage:

e Agencies with a low level of use for this social media platform, the content focusing on
jobs, own projects and awards); the frequency for Facebook communication on their own
accounts is 2-3 posts per month;

e Agencies that use Facebook to always stay in front, always in contact with the market, to
be always present in the eyes of potential clients; communication through this medium is
quite common (2-3 posts per week), content having both information about the agency, as
well as market-related items (such as trends and news from the digital world, studies and
analysis).

When it comes to the nature of Facebook communication, we see that agencies tend to be
friendly, inviting users behind the scenes and, thus, helping them to get to know better the
people working in those agencies.

3.2.3. Instagram

It is not so common as a corporate communication tool, only half of the analyzed agencies
having an Instagram dedicated account. The content is playful, with a very subjective approach
regarding the nature of the message, presenting moments from the office, behind the scenes,
projects that they are proud of. We see also a lot of videos here.

3.2.4. Linkedin

The agencies included in the analysis have an account because everyone knows that in the
business environment you have to be there, but they do not use it for communication, most of
the time posts being as rare as 1-2 per year. We can draw the conclusion that, when an agency
will start to communicate also through this platform, it will immediately stand out. The nature
of the communication on Linkedin is an absolute objective one, agencies seeing this social
platform as a very serious environment where everyone means business.

3.2.5. Twitter

This platform has almost no success in Romania, considering that, for a population of almost
20 million people, we have only 377.568 accounts, from which only 24.400 are active users
(Profit, 2019). Considering the above-mentioned context, is no wonder that, out of those 12
agencies analyzed in the present research, only 2 have an account, but we have to mention that
one of these two is just linked to the global account, is not Romania-related. Having such a
scarce Twitter communication, we can state that this channel could be the steppingstone for
building another competitive advantage in terms of being recognized by the market, being
present on clients’ minds and having a voice where other agencies remain silent.
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3.2.6. Youtube

This channel is seen more as a backup for Facebook and Instagram, agencies using it in order
to present projects done for their clients through videos that are too big to fit on other platforms’
posts. There are only two agencies that literally communicated with their audience through
Youtube, presenting their team and workplace.

Besides their own online channels, digital agencies are egger to communicate also through paid
syndicated platforms, such as IQads, one of the biggest online platforms for advertising and
marketing communication in general. The analyzed agencies are all present somehow in this
online platform, be it through an individual description sheet (history, vision, services offered)
or just mentions in articles written by others. The communication in 1Qads can take different
forms, such as articles, creations or podcasts, all of them with a relatively high frequency, each
analyzed agency within this study having more than 100 articles. The content in these articles
is related to awards, successful stories for their own clients, predictions about future
developments, philosophies and approaches in advertising, trends and opinions about their
industry. The last objective of our study refers to type of value proposition used by digital
agencies, and, as it can be observed in Table 1, there are two approaches:

e the first one is about an objective value proposition, that states very clearly what the
agency is offering in terms of services, highlighting the experience and the cost
efficiency;

e the second one is about an affective value proposition, in which agencies are
showing the end-value of working together, rather than what they can do for their
clients.

Table 1: Type of value proposition used by digital agencies
Obijective Affective

Our company is a full-service interactive agency, made up
of a well rennet and proactive team, with over more than 10
years’ experience, who managed to impose on the market
with superior quality services. We offer our clients
integrated strategies of digital marketing that efficiently
combine the online marketing tactics with the off-line ones.
The expertise of the tribal team worldwide covers the entire
spectrum of skills in digital marketing services: concepts of
campaigns and integrated campaigns, e-commerce
platforms and platforms dedicated to the mobile
environment, communication in social networks and
strategies that creatively implement new technologies.

We exist to give our clients’ brand ‘an unfair share of
attention’

We deliver everything needed to touch the hearts and
minds of consumers, no matter where they find themselves
on the consumer journey.

We are a strong full-service digital agency that bridges that
gap between marketing, advertising and technology by
offering a vertically integrated “one-stop-shop” solution for
all your strategy, creative and digital evolution.

We are a culture of many, united as one. We’re passionate
about the power of digital, and our collaborative culture
helps us deliver flawless execution and create
transformative work.

We are offering you the best possible media plan, with an
excellent report between price/views/sites, in order for the
client and also the agency to be happy with the
collaboration and to desire a long-term relationship.

We make sure that when the future comes you are already
there.

Creative courage is what out spark ignites.

We create exceptional digital user experiences that solve
business problems and make lives easier.

We make brands more valuable to people, and people more
valuable to brands, while bringing digital to the core of
communication.

The 7 times Digital agency of Romania.

Source: mullenloweprofero.ro, kubisinteractive.ro, isobar.com, syscomdigital.ro, thegroup.ro,
republika.ro, v8i.ro, grapefruit.ro, kaleidoscopeproximity.ro, infinitsolutions.ro,
digitalatelierinteractiv.ro, webstyler.ro
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Based on these observation results, it can be argued that there are some winning strategies that
can be extracted from the experience of these agencies: a friendly, open, clean and simple
approach is preferred instead of a stiffer approach. Ans also, multiple online platforms can be
used to create a strong presence on the market and, also, to differentiate from other competitors
on the market.

4. CONCLUSIONS

The current research shows how digital agencies have chosen to communicate, to make
themselves visible on the digital agencies market. These results can be considered the first steps
towards defining and discovering better and better the market of digital agencies. Future
research might address also the link between the online presence of digital agencies and their
performance in termes of their clients’ results, should there be any. Expanding the research
coverage might also lead to a better understanding of the entire digital agencies’ market.
Nonetheless, since the digital world is constantly changing and evolving, so is the market for
digital agencies is likely to evolve and expand to new virgin territories as well. In this context,
research is crucial to keep on expanding in order to get into the depth of this industry.
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ABSTRACT

Many are of thought that as income increases, countries will lean towards more sustainable
technological solutions, i.e. become more environmentally conscious, hence, achieve economic
progress that takes due account of natural resource and environmental degradation. Meaning
that sustainable development can really co-exist with current economic patterns of growth. The
practical curiosity therefore leads us to a question; can the Green GDP concept endorse an
apparently virtuous model of growth so that economic development can go hand in hand with
greater improvement in physical, human as well as natural capital, having in mind at the same
time the dynamic globalisation process of economic dependence? This paper evaluates the
possibility of the usage of Green GDP measure in growth modelling, as to bridge down the
evoked differences between the standard and new green concepts of GDP. The goal is to re-
examine growth modelling by replacing standard GDP indicator with the Green GDP measure
and re-evaluating some conventional economic factors of growth. Empirical analysis is based
on panel cointegration analysis for the set of 44 countries, mostly developed and developing
ones. Results are consistent with general features of standard growth models with the dual
characteristic of the relationship between economic openness and green growth.

Keywords: Green GDP, growth model, openness, panel cointegration

1. INTRODUCTION

In the times when the strive for even higher growth rates is still unparalleled, the concept of
uncontrollable growth is not left unchallenged. When focusing on economic growth, we mainly
address changes in the GDP as to measure flows of output and income through the economy.
GDP indicator can answer questions regarding the pattern, as well as the dynamics, of economic
growth quite well. This reductionism in mainstream economic theory and in practical
manifestation of economic policies sometimes bypasses the question of oblivion towards the
destruction of socio-economic systems. As the economic growth improves quality of life to a
certain point, it usually has a negative effect beyond this point due to the ‘threshold effect’.
Thus, when this point is crossed, further economic growth can deteriorate the quality of life due
to the costs associated with an increasing income inequality, loss of leisure time and natural
resource depletion. So, the question of co-existence of equitable and sustainable development
and current patterns of economic growth comes into foreplay. One concept stands out more
strongly from the crowd of definitions that are trying to incorporate different aspects of well-
being in aforementioned conceptual confrontation. That is the concept of Green GDP, i.e. ina
much broader sense, the endeavour towards the green growth. Green growth is about fostering
economic growth and development while ensuring that natural assets continue to provide the
resources and environmental services for promoting our well-being and by fostering investment
and innovation that will underpin sustained growth and give rise to new economic opportunities
(OECD, 2011). Such an eclectic definition provides also an affirmative ground for defining
Green GDP capacities. Green GDP, as we recognize it today, is a general concept that refers to
a wide array of adjusted GDP measures that are corrected for social and environmental costs,
for some of these costs are not commonly presented in monetary units. The practical curiosity
therefore leads us to a question; can the Green GDP concept endorse an apparently virtuous

81



52"d International Scientific Conference on Economic and Social Development — Porto, 16-17 April 2020

model of growth so that economic development can go hand in hand with greater improvement
in physical, human as and natural capital, having in mind at the same time the dynamic
globalisation process of economic dependence? This paper evaluates the possibility of the usage
of Green GDP measure in growth modelling, as to bridge down the evoked differences between
the standard and new green concepts of GDP. The goal is to re-examine growth modelling by
replacing standard GDP indicator with the Green GDP measure and re-evaluating some
conventional economic factors of growth. Empirical analysis is based on panel cointegration
analysis for the period 2008-2016 on set of 44 countries, ranging from developed and
developing ones. Short time period reflects the date unavailability. Our results confirm general
features of standard growth models with the dual characteristic of the relationship between
economic openness and green growth.

2. AN ALTERNATIVE WIEW ON ECONOMIC GROWTH

This section presents a short introduction on the perspective of Green GDP within traditional
growth modelling with introspection into some theoretical issues, and in addition offers an
empirical background on related studies.

2.1. Theoretical background

Green growth logic is based on making growth process resource efficient, cleaner and more
resilient without necessarily slowing them (Hallegatte et. al, 2012). Considering traditional
economic growth theories that identify sources of economic growth, which are paralysed with
assumptions about substitution, rate on returns and technical change, it is not easy to evaluate
direct or indirect contributions of environmental protection to economic growth, and vice versa.
Growth theory can help in explaining green growth if we can find a nexus between
environmental policies and environmental degradation on the hand, and sources of economic
growth and the rates of return to the investments and innovations in the green economy, on the
other hand (Smulders, Toman and Withagen, 2014). It is very hard to identify channels that are
theoretically able to make green policies contribute to economic growth having in mind that
human and capital stock, as well as environmental stock can change over time. While theoretical
and computational issues hinder the development of green growth economic models based on,
for example Green GDP indicator, they nonetheless provide a source of data that can be used
to re-examine the links between GDP and sources of growth commonly used in economic
growth models (Talberth and Bohara, 2006). In that manner, growth theory can say something
about green growth if we at least reveal nexus between Green GDP and traditional sources of
growth such as capital accumulation and technical change. If we expand scientific horizon into
global economic system, we can track additional variables that influence economic growth. For
example, a number of studies have reported on the positive aspects of open trade regimes,
thereof that export expansion raises the rate of economic growth by the way of its impact on
total factor productivity, as of negative aspects by linking greater openness to deterioration of
social and environmental conditions. This makes the environmental reach of openness, hence
trade, somewhat ambiguous. In theory, for example, modern exogenous growth models provide
direct links between growth and endogenously chosen policy options such as freer trade regimes
(Talberth and Bohara, 2006). So if we use common variables as a source of economic growth,
why should we switch to the alternative measure of GDP on the other side of growth equation?
The answer is simple! The GDP includes only economic activities and transactions that have a
price, therefore ignore market activities and informal transactions that also affect growth
prospects. Some shortcomings of GDP could be summarized as follows: (1) it can be a
misleading economic indicator if we place a disproportionate importance to it because it often
reflects the material and static positions, rather than signalling what is wrong in the economy;
(2) since it does not scale the sustainability of growth (it does not detect the distribution of
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income, household production and/or the loss of leisure time, volunteering, costs of
environment degradation, social and public health costs that are in direct relation to economic
activity and etc.), it is de facto a bad measure of social welfare; (3) it is a bad measure for
international comparison of countries’ life standard (for it tracks only our
production/consumption and it always gets better as long as we produce more or produce more
valuable things (Stjepanovi¢, Tomi¢ and Skare, 2019). Similarly, den Bergh (2015) suggests
that (1) GDP does not satisfy the basic principles of good bookkeeping; (2) its usage in
modelling is inconsistent with general focus in theoretical micro- and macroeconomics; (3) it
does not capture stylized facts on subjective well-being such as happiness; (4) does not capture
income inequality, relative income and etc.; (5) neglects informal economy and finally (5) it
does not address environmental issues. By replacing standard GDP measure with, an alternative
GDP measure, which is also not impregnable and impeccable one, we are still able to provide
a new perspective on the green growth dynamics. The main disadvantage of the usage of the
Green GDP in economic growth modelling is that there is no general agreement on how Green
GDP should be estimated, for that there is no consensus either on whether there should be a
uniform measure.

2.2. Empirical background

There is a vast number of papers dealing with different domains of economic growth theory,
but we found two papers that follow the line of our inquiry. First, that of Talberth and Bohara
(2006), who first tried to estimate the relationship between GDP and host of factors commonly
included in traditional economic growth models. The authors developed models of Green GDP
growth and the gap between traditional and Green GDP by using a panel data set of eight
developed countries for the period spanning 30 to 50 years. They found strong and robust results
suggesting a negative nonlinear correlation between openness and Green GDP growth and a
positive nonlinear correlation between openness and growth of the gap between traditional and
Green GDP. Their results, in fact, provided empirical support for researches that associate
greater openness with environmental degradation, income inequality and an increase in
economic activity, for that is self cancelling from a welfare perspective. This research will be a
cornerstone for our study, as it was for the paper from Wang (2011). In his study, author tested
the effect of openness to international trade at Chinese provincial level, by applying comparable
Green GDP data from 31 provinces and regions to a variant of Solow growth model. Results
revealed a nonlinear relationship between Green GDP and openness, measured both by volume
of trade and foreign direct investment, at provincial level. In addition, openness had an inverted
U shape effect, meaning it increases sustainable development at the beginning and decreases
sustainable development after a threshold point.

3. METHODOLOGY AND DATA

In this section we will discuss methodological issues, describe the data and present the model.
As the main goal of the study is to empirically test the perspective of Green GDP in growth
modelling we will use the traditional production function with common factors of growth.

3.1. The model

As noted previously, our approach will be based on the work from Talberth and Bohara (2006)
who used a variant of the standard Solow growth model, suggesting that the real output is a
function of a country’s stock of capital and labour and influenced by other factors which may
affect the productivity of these inputs such as economic openness (Solow, 1956, 1957). To
incline the relevance of the Green GDP indicator and its potential to serve as a metric for
sustainable progress, we incorporated it in the traditional model of economic growth.
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From a more general form of growth model as in:
GGDP; = f (K, Lt, O) (1)

where GGDP stands for the Green GDP at time t, K for the measure of a capital stock at time t,
L for the measure of labour input at time t, and O is an index of economic openness at time t;
we can modify the model towards a more specific form of Green GDP model that relies on
widely accepted data representing common factors of growth. Therefore, our reduced form of
an aggregate production function can be expressed as an equation:

INGGDPit = aoi + S1iINGFCFit + f2ilnADR;t + f3ilnOPEN;: + ui, 1=1,2,K\N, t=12KT (2)

where INGGDP;j; represent the logarithm of Green GDP at time t, INGFCF;; stands for gross
fixed capital formation as a measure of capital stock at time t, INADR;; stands for age
dependency ratio as a measure of labour input at time t, INOPEN;; stand for economic openness
at time t; and uitis the error term while i and t denotes country and time respectively.

3.2. Data

Annual panel data on the observed variables, covering the period 2008-2016 for 44, mostly
developed and developing countries (EU countries and potential members, part of the OECD
countries and some selected countries), are taken from the World Bank database. The data for
Green GDP are taken from the paper Stjepanovi¢, Tomié and Skare (2019) whose calculations
are based on an alternative approach to sustainability and green growth (Stjepanovi¢, Tomic
and Skare, 2017). Data (un)availability is a major obstacle in achieving more (time) extensive
research on a cross-country base for most of the data needed for calculation of the Green GDP
are published irregularly. Data are expressed in logarithms and presented®: INGGDP as the
logarithm of the Green GDP indicator, INnGFCF as the logarithm of gross fixed capital
formation?, InNADR as the logarithm of age dependency ratio® (% of working-age population)
and INOPEN as the logarithm of trade (% of GDP)*.

3.3. Methodology

Cointegration analysis with panel data is similar to cointegration usually employed in time
series analysis and consists of unit root tests, cointegration tests and the estimation of long-run
(and short-run) relationship. In this part we followed methodological explanations based on the
paper from Skare, Benazi¢ and Tomi¢ (2016). The literature on panel cointegration has been
expanding rapidly, responding to the complex nature of interactions and dependencies that exist
over time and across the individual units in the panel (Breitung and Pesaran, 2005). Many
authors have generally confirmed that it is the span of the data, rather than frequency that
matters for the power of this approach (Pedroni, 1997). On the other hand, the pooling of time
series is traditionally related to the substantial degree of sacrifice in the terms of possible
heterogeneity of individual time series, therefore, testing the unit root and cointegration
hypothesis by using panel data involves several serious complications such as mentioned
unobserved heterogeneity, the question of independence of cross-section units, panel results are

L EViews (IHS Global Inc., 2019) econometric software was used for the whole methodological part.

2 Gross fixed capital formation (formerly a gross domestic fixed investment) includes land improvements (fences, ditches,
drains, and so on); plant, machinery, and equipment purchases; and the construction of roads, railways, and the like, including
schools, offices, hospitals, private residential dwellings, and commercial and industrial buildings. According to the 1993 SNA,
net acquisitions of valuables are also considering capital formation. Data are in constant 2010 U.S. dollars.

3 The age dependency ratio is the ratio of dependents - people younger than 15 or older than 64 to the working-age population
- those ages 15-64 (as the proportion of dependents per 100 working-age population).

4 Trade is the sum of exports and imports of goods and services measured as a share of gross domestic product.
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often difficult to interpret, and etc. Nonetheless, the growing popularity of panel cointegration
is due to good reasons: first many important economic questions are naturally framed in a panel
perspective, and second, adding the cross-section dimensions grants considerable
improvements to the small sample properties of testing procedures, provided the possible
linkages across units are properly accounted for (Di lorio and Fachin, 2011). Though panel
results may be biased by specific county experience, time averages, unbalanced feature, etc.,
the problem of shorter time series lead us to the panel cointegration aspect of research. Next,
unit root tests are often limited to results from few generally applied tests that are relevant for
individual time series, yet a number of more sophisticated procedures of unit root testing are
nowadays available for panel cointegration purposes. The analysis starts with conducting a
battery of panel unit root tests, as it is very important to determine the order of integration of a
time series in order to avoid spurious results, especially since macroeconomic variables are
often characterized by non-stationarity. If the series are integrated (non-stationary), the analysis
continues with testing for the panel cointegration. Otherwise, a short-run interpretation is
appropriate. Therefore, to test the order of integration following panel unit root tests are
considered: LLC test (Levin, Lin and Chu, 2002), Breitung test (Breitung, 2000), IPS test (Im,
Pesaran and Shin, 2003) and Fisher-type tests using the ADF (Maddala and Wu, 1999 and Choi,
2001). LLC and Breitung tests under the null hypothesis assume the common unit root process,
while IPS and Fisher-type tests under the null hypothesis assume individual unit root process.
On the other side, LLC and Breitung tests under the alternative hypothesis assume no unit root,
while IPS and Fisher-type tests assume that some cross-sections are without unit root. Next, in
the LLC, Breitung, IPS and Fisher-ADF tests, the automatic lag length selection is based on
Schwarz information criteria with a maximum lag of 3. Moreover, to estimate the long-run
variance in the LLC tests, the Bartlett kernel was used with maximum lags determined by the
Newey and West bandwidth selection algorithm. For the purpose of the analysis, we evaluated
panel cointegration tests according to Pedroni (1999, 2004) and Kao (1999). Pedroni and Kao
extend the two-step Engle-Granger (1987) framework to tests involving panel data. Pedroni
proposes several tests for cointegration that allow for heterogeneous intercepts and trend
coefficients across cross-sections with two alternative hypotheses: the homogenous vs.
heterogeneous alternative. The Kao test follows the same approach as the Pedroni tests, but
specifies cross-section specific intercepts and homogeneous coefficients on the first-stage
regressors. Due to assumed research homogeneity, in Pedroni’s cointegration test the automatic
lag length selection is based on Schwarz information criteria with lags from 2 to 3 while the
spectral estimation used in computing the test statistic or statistics is based on the Newey-West
automatic bandwidth selection and Bartlett kernel. The same is done within the Kao
cointegration test except that the automatic lag length selection is set to a maximum of 2. The
long-run relationship is estimated using the pooled Panel Fully Modified Least Squares
(FMOLS), pooled Panel Dynamic Least Squares (DOLS) and Pooled Mean Group/AR
Distributed Lag (PMG/ARDL) estimation methods. Since FMOLS and DOLS provide only
long-run estimates, for the short-run estimation PMG/ARDL is used. All these methods assume
the existence of a single cointegrating vector between panel data, which is empirically relevant,
since our analysis explores the relationship between four variables. Phillips and Moon (1999),
Pedroni (2000), and Kao and Chiang (2000) proposed extensions of the Phillips and Hansen
(1990) FMOLS estimator to panel settings while Kao and Chiang (2000), Mark and Sul (1999,
2003), and Pedroni (2001) propose extensions of the Saikkonen (1992) and Stock and Watson
(1993) DOLS estimator. FMOLS and DOLS estimation methods for panel settings allow the
estimation of the panel cointegrating regression equation for non-stationary data by correcting
the standard pooled OLS for serial correlation and endogeneity of regressors that are usually
present in long-run relationships. In addition, the DOLS allows augmenting the panel
cointegrating regression equation with cross-section specific lags and leads to eliminate the
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endogenity and serial correlation. The PMG/ARDL (Pesaran, Shin and Smith, 1999) takes the
cointegration form of the simple ARDL model and adapts it for a panel setting by allowing the
intercepts, short-run coefficients and cointegrating terms to differ across cross-sections.
Therefore, the main advantage over the FMOLS and DOLS is that it can allow the short-run
dynamic specification to differ across cross-sections while the long-run coefficients are
constrained to be invariant. For the purpose of the analysis, in the FMOLS and DOLS the
default (homogenous variances) coefficient covariance matrix computations uses an estimator
of the long-run variance computed using a Bartlett kernel and fixed Newey-West bandwidth.
Moreover, in DOLS estimation method lags and leads are specified using the automatic lag
length selection based on the Schwarz information criterion. In the PMG/ARDL, the automatic
lag length selection of dependent variable and dynamic regressors is based on Schwarz criterion
with a maximum lag of 2.

4. THE RESULTS

In this section we present the results of our Green GDP growth model demonstrated in the
equation (2). Following tables display estimates for different analyses described in the
methodological part. Regarding the order of integration of our time series, unit root tests
indicated that the variables are integrated, i.e. they are non-stationary in level and stationary in
first differences (Table 1). Though, unit results are rather heterogeneous, graphical display of
the variables across the panel date suggested their non-stationarity. Therefore, a panel
cointegration tests can be implemented. Next we have to presents the results of Pedroni and
Kao panel cointegration tests between the Green GDP and selected factors of economic growth.
In both cases, with only intercept and again when intercept and trend are included, most of the
Pedroni’s statistics reject the null hypothesis of no cointegration between variables indicating
the existence of long-run panel cointegration relationship between the observed variables. Thus,
it can be concluded that there exists a long-run relationship. Kao’s panel cointegration test
strongly rejects the null hypothesis of no cointegration between variables indicating the
existence of long-run panel cointegration relationship between the observed variables.
According to these residual cointegration tests, we can deduce we found convincing evidence
of a long-term cointegration attributes. Since Johansen Fisher panel cointegration results may
vary according to the number of lags used and due to other specifications, we opted not to use
this type of cointegration test.

Table following on the next page
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Table 1: Panel unit root tests

Level First difference
Variable and test Intercept Intercept Intercept Intercept
and trend and trend

Levin, Lin and Chu t* Prob.**

InGGDP 0.0000 0.0000 0.0000 0.0000
InGFCF 0.0000 0.0000 0.0000 0.0000
INADR 0.0000 0.0000 0.0000 0.0000
InOPEN 0.0000 0.0000 0.0000 0.0000
Breitung t-stat Prob.**

InGGDP - 0.6694 - 0.0006
InGFCF - 0.9970 - 0.0578
INADR - 1.0000 - 0.9998
INOPEN - 0.5085 - 0.0032
Im, Pesaran and Shin W-stat Prob.**

InGGDP 0.0401 0.4714 0.0000 0.0008
InGFCF 0.0823 0.6199 0.0001 0.0332
INADR 0.8770 0.0618 0.0000 0.0000
InNOPEN 0.0000 0.0002 0.0000 0.0000
ADF - Fisher Chi-square Prob.***

InGGDP 0.0660 0.1549 0.0000 0.0000
InGFCF 0.9998 0.1598 0.0000 0.0000
INADR 1.0000 0.9144 0.0000 0.0055
InNOPEN 0.0000 0.0000 0.0000 0.0000
ADF - Choi Z-stat Prob.***

INnGGDP 0.1164 0.2205 0.0000 0.0000
InGFCF 0.9909 0.7229 0.0000 0.0001
INADR 0.9924 0.0000 0.0003 0.8971
InNOPEN 0.0000 0.0000 0.0000 0.0000

Notes: * Heteroscedastic Consistent. ** Probabilities are computed assuming asymptotic
normality. *** Probabilities are computed using an asymptotic Chi-square distribution.
Source: Author’s calculations

Table 2 reports the results from cointegration tests.

Table 2: Cointegration tests

Variables: INnGGDP, InGFCF, InADR, INOPEN

— Intercept Intercept and trend
Pedroni residual - -
cointegration test - Welg_ht_ed - Welg_ht_ed
Statistic Prob. Statistic Prob. Statistic Prob. Statistic Prob.
Panel v-Statistic -3.767669 | 0.9999 -5.138817 | 1.0000 | -6.394459 | 1.0000 | -8.370318 | 1.0000
Panel rho-Statistic 3.712691 0.9999 3.260711 0.9994 6.182350 | 1.0000 5.810686 1.0000
Panel PP-Statistic -13.20931 0.0000 -21.56188 0.0000 -22.55857 | 0.0000 | -35.84489 0.0000
Panel ADF-Statistic -7.363674 0.0000 -9.475420 0.0000 -7.590342 | 0.0000 | -11.55862 0.0000
Group rho-Statistic 6.667251 1.0000 8.645631 | 1.0000
Group PP-Statistic -27.24586 0.0000 -41.65594 | 0.0000
Group ADF-Statistic -12.76116 0.0000 -15.14609 | 0.0000
Kao residual
cointegration test t-Statistic Prob.
ADF -5.362638 0.0000

Source: Author’s calculations

The following Table 3 presents the panel cointegration results from FMOLS, DOLS and
PMG/ARDL estimation methods between the Green GDP and selected independent variables,
testing the characteristics of the long-run linear cointegration relations. PMG/ARDL
estimations also provide us with the results from the short-run dynamics.
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Table 3: Panel cointegration results (Pooled estimation) — INGGDP (dependent variable)
Panel Fully Modified Least Squares (FMOLS) — (lags-leads; 1,1)

Constant Constant and trend
Variable Coefficient | Std. Error | t-Statistic | Prob. | Coefficient | Std. Error | t-Statistic | Prob.
INGFCF 0.463903 | 0.040699 | 11.39853 | 0.0000 | 0.283065 | 0.050257 | 5.632367 | 0.0000

INADR -0.259715 | 0.188866 | -2.612117 | 0.1701 | -4.435283 | 0.815796 | -.5436757 | 0.0000
INOPEN -0.184946 | 0.070803 | -2.612117 | 0.0094 | 0.183644 | 0.080208 | 2.289600 | 0.0228
Panel Dynamic Least Squares (DOLS) — (lags-leads; 0,0)

Constant Constant and trend

Variable Coefficient | Std. Error | t-Statistic | Prob. | Coefficient | Std. Error | t-Statistic | Prob.
INGFCF 0.298292 0.055514 | 5.373314 | 0.0000 | 0.159968 0.059727 | 2.678305 | 0.0084
INADR -1.142922 | 0.198479 | -5.758409 | 0.0000 | -5.657337 | 0.864037 | -6-547563 | 0.0000
INOPEN 0.004715 0.100366 | 0.046981 | 0.9626 | 0.031579 0.117146 | 0.269572 | 0.7879
PMG/ARDL (Pooled Mean Group/AR Distributed Lag) — ARDL (1,1)
No constant no trend Restricted constant
Variable | Coefficient | Std. Error | t-Statistic | Prob. | Coefficient | Std. Error | t-Statistic | Prob.
Long Run Equation
InGFCF 0.997751 | 0.007390 | 135.0062 | 0.0000 | 0.066667 | 0.023367 | 2.853069 | 0.0049
INADR 0.641538 | 0.077631 | 8.263947 | 0.0000 | -1.690949 | 0.144530 | -11.69963 | 0.0000
INOPEN -0.216079 | 0.031203 | -6.924952 | 0.0000 | -0.352684 | 0.042429 | -8-312371 | 0.0000
Short Run Equation
COINTEQO1 | -0.373923 | 0.065754 | -5.686724 | 0.0000 | -0.937006 | 0.093009 | -10.07430 | 0.0000
D(InGFCF) 0.116137 | 0.117602 | 0.987546 | 0.3245 0.585071 | 0.235953 2.479607 | 0.0141
D(InADR) -1.990321 | 1.001351 | -1.987635 | 0.0481 8.103462 | 2.508928 3.229851 | 0.0015
D(InOPEN) 0.295095 | 0.106254 | 2.777256 | 0.0060 | -0.203155 | 0.105032 | -1.934227 | 0.0547
C 30.46076 | 3.097120 | 9.835188 | 0.0000

Source: Author’s calculations

Results of all estimation methods indicate that long-run coefficients are statistically significant
with a direction that is theoretically expected and consistent with the results of, both Talberth
and Bohara (2006) and Wang (2011). Gross fixed capital formation coefficients are positive
and strongly significant varying from 0.30. to 0.46 in the case with constant and from 0.15 to
0.28 in the case for constant with trend for FMOLS and DOLS (except the coefficient obtained
from the PMG/ARDL with no constant and no trend, which is a bit higher). Accordingly, it can
be concluded that a rise in capital leads to an increase in the Green GDP, coefficients suggesting
the relationship that is inelastic. Age dependency ratio coefficients display negative and
strongly significant elastic relationship, varying from -1.14 to -5.66 (except for the coefficient
obtained from the PMG/ARDL with no constant and no trend, which positive, but statistically
insignificant). Meaning, that a larger dependent population constrains productivity, hence the
Green GDP. In the case of variable openness, results are somewhat ambiguous, similar to
previous studies. Both in long- and short-run, we can track results that are rather exclusive, with
inconclusiveness on the direction of the relationship as well as on the statistical significance
across all three panel estimation methods®. The results on openness to Green GDP relationship
could be displaying opposite results based on a possible non-liner relationship, which has been
empathized in previous empirical studies. Namely, when observing scatter diagrams (Figure 1),
we can perceive the positive and linear relationship between the Green GDP and gross fixed
capital formation, however, the relationship between the Green GDP and other two variables,
namely age dependency ratio and openness cannot be interpreted straightforward, as it indices
ambiguity in the linearity of the relationship, with relatively negative slope of the variable
openness. Short-run evidence from the PMG/ARDL models is consistent with the long-run
relationship for all three dependent variables. When scrutinizing on the individual short-run
cross section results obtained from the PMG/ARDL model estimation (see Table 4 in
Appendix), again we find rather mixed results regarding the signs of the coefficients (especially

5 Zero restrictions on the long-run parameters are tested using the Wald test (available upon request), confirming their
statistical significance.
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for the variable openness), however, in almost all the countries error correction coefficients are
statistically significant suggesting a slow to moderate speed of convergence.

Figure 1: Scatter diagram of mutual relationship towards the Green GDP indicator
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The general conclusion of the analysis suggests that our Green GDP growth model provides
results that are consistent with general features of standard economic growth models with
ambiguous and probably dual characteristic of the relationship between economic openness and
green growth.

5. BEYOND CONCLUSION

The idea of Green GDP arose in the early 1990s in response to the imperfections of traditional
GDP measure to account for specific types of (environmental) economic costs which influence
human well-being. Over recent years the concept of green growth and green GDP has burst
onto the international policy scene and now caches great attention of the media, different
ecological and environmental groups and academia. A term rarely heard before 2008, now
occupies a prominent position in the policy discourse of international economic and
development institutions (Jacobs, 2013). Looking at development and environmental protection
within a common growth framework enables us to identify latent conjunctions between them.
In such context, our paper tried to clarify the issues of the usage and pragmatics of the Green
GDP indicator in the standard growth modelling framework, as to re-examine its expedience
by re-evaluating some factors that influence the rate of growth. Namely, with the production
function defined as that of green growth feature, we found it useful to define a measure of
economic progress that encompasses produced and natural factors. We modelled the effects of
both, capital and human stock, as well as the effect of economic openness. Empirical analysis
based on a panel cointegration approach suggests that presented Green GDP growth model
provides results that are consistent with general features of standard economic growth models
with ambiguous and probably dual characteristic of the relationship between economic
openness and green growth. Finally, we cannot provide enough international evidence about
the direction of the impact of openness on economic growth, but we can say that that
relationship is highly statistically significant and robust. Even though environmental
externalities, market failures, conceptual, technical and ethical issues complicate the
comprehension of the green growth and especially the calculation of the Green GDP indicator,
we are of thought that this alternative measure of economic activity can be used within standard
growth modelling to scale the sustainability of economic progress.
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APPENDIX

No constant

Restricted constant

Belgium Belgium
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.177557 0.056720 -3.130422 0.0520 COINTEQO1 -1.067721 0.147944 -7.217069 0.0055
D(LNGFCF)  -0.392031 1.092655 -0.358788 0.7435 D(LNGFCF)  0.377811 0.670375 0.563581 0.6124
D(LNADR) 0.925063 25.63854 0.036081 0.9735 D(LNADR) 10.10211 43.94839 0.229863 0.8330
D(LNOPEN)  0.587387 0.154103 3.811651 0.0318 D(LNOPEN)  0.027031 0.123465 0.218933 0.8408
C 35.94791 169.1738 0.212491 0.8453
Bulgaria Bulgaria
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -1.220896 0.303657 -4.020646 0.0276 COINTEQO1 -0.344029 0.042247 -8.143252 0.0039
D(LNGFCF) 0.051552 0.050146 1.028040 0.3796 D(LNGFCF)  -3.471725 1.190491 -2.916214 0.0617
D(LNADR) 6.944392 12.32250 0.563554 0.6124 D(LNADR) 66.48099 308.4074 0.215562 0.8432
D(LNOPEN)  0.626377 0.059469 10.53276 0.0018 D(LNOPEN)  -0.745188 0.072891 -10.22325 0.0020

Czech Republic

C 9.250252 42.13053 0.219562 0.8403
Czech Republic

Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  -0.486634 0.040948 -11.88427 0.0013 COINTEQO1  -0.682185 0.150248 -4.540395 0.0200
D(LNGFCF)  -0.599192 0.192633 -3.110539 0.0529 D(LNGFCF)  -0.095349 0.241743 -0.394424 0.7196
D(LNADR) -1.795734 0.802145 -2.238665 0.1111 D(LNADR) 12.04147 36.33935 0.331362 0.7622
D(LNOPEN)  0.863175 0.114143 7.562210 0.0048 D(LNOPEN)  -0.022538 0.218019 -0.103377 0.9242
C 21.90535 156.1015 0.140328 0.8973
Denmark Denmark
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.329760 0.197262 -1.671690 0.1932 COINTEQO1 -2.255256 0.064732 -34.83971 0.0001
D(LNGFCF)  -0.506750 0.637185 -0.795295 0.4846 D(LNGFCF)  1.039672 0.043808 23.73232 0.0002
D(LNADR) 3.320519 53.55040 0.062007 0.9545 D(LNADR) 40.14380 38.45033 1.044043 0.3732
D(LNOPEN)  0.666170 0.280096 2.378365 0.0978 D(LNOPEN) -0.678521 0.036242 -18.72206 0.0003
C 7455857 70.84814 1.052372 0.3699
Estonia Estonia
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.801089 0.115509 -6.935323 0.0061 COINTEQO1  -0.185605 0.045379 -4.090116 0.0264
D(LNGFCF)  -0.260602 0.113384 -2.298413 0.1051 D(LNGFCF)  0.632395 0.037703 16.77323 0.0005
D(LNADR) 0.116544 1.643549 0.070910 0.9479 D(LNADR) -1.848616 33.74015 -0.054790 0.9598
D(LNOPEN)  0.663489 0.109148 6.078787 0.0089 D(LNOPEN)  -0.280927 0.137949 -2.036455 0.1345
C 5.748832 42.41364 0.135542 0.9008
Germany Germany
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.065761 0.058782 -1.118733 0.3448 COINTEQO1  -1.107638 0.002352 -470.8553 0.0000
D(LNGFCF) 1.415850 0.851082 1.663587 0.1948 D(LNGFCF)  1.881395 0.012223 153.9230 0.0000
D(LNADR)  -5.328360 49.43468 -0.107786 0.9210 D(LNADR)  -22.85878 1.421733 -16.07811 0.0005
D(LNOPEN)  -0.579430 0.420973 -1.376408 0.2624 D(LNOPEN)  -1.128430 0.005127 -220.0898 0.0000
C 39.20636 2.770288 14.15245 0.0008
Greece Greece
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  -0.140924 0.012144 -11.60477 0.0014 COINTEQO1  -1.262029 0.884720 -1.426473 0.2490
D(LNGFCF) 0.210191 0.072770 2.888441 0.0631 D(LNGFCF) -0.565671 0.317208 -1.783279 0.1725
D(LNADR)  -0.125257 37.53930 -0.003337 0.9975 D(LNADR) 24.80949 597.9554 0.041491 0.9695
D(LNOPEN)  0.275559 0.070708 3.897119 0.0300 D(LNOPEN)  -0.031197 0.062421 -0.499788 0.6516
C 41.05874 942.4112 0.043568 0.9680
Ireland Ireland
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.383848 0.055705 -6.890754 0.0063 COINTEQO1  0.182341 0.209798 0.869125 0.4487
D(LNGFCF)  -0.291878 0.112296 -2.599184 0.0804 D(LNGFCF) 0.119522 0.085212 1.402642 0.2553
D(LNADR) 7.294720 14.89109 0.489871 0.6578 D(LNADR) 6.502443 31.11561 0.208977 0.8479
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D(LNOPEN)  -0.414288 0.194993 -2.124631 0.1236

Spain

D(LNOPEN)  -0.204071 0.456571 -0.446964 0.6852
C -6.150494 231.0509 -0.026620 0.9804
Spain

Variable  CoefficientStd. Errort-Statistic Prob. *

Variable  CoefficientStd. Errort-Statistic Prob. *

COINTEQO1  -0.159243 0.057054 -2.791113 0.0684
D(LNGFCF)  -0.062072 0.104666 -0.593045 0.5949

D(LNADR) -3.323606 4.004289 -0.830012 0.4674
D(LNOPEN)  0.344898 0.087495 3.941904 0.0291
France

COINTEQO1  -1.711167 0.133859 -12.78340 0.0010
D(LNGFCF)  0.465091 0.047258 9.841530 0.0022
D(LNADR) 11.73935 17.13453 0.685128 0.5425
D(LNOPEN)  -0.154615 0.035002 -4.417355 0.0215
C 58.37741 159.2644 0.366544 0.7383
France

Variable  CoefficientStd. Errort-Statistic Prob. *

Variable  CoefficientStd. Errort-Statistic Prob. *

COINTEQO1  -0.279659 0.124628 -2.243961 0.1106
D(LNGFCF)  -0.238435 2.386296 -0.099919 0.9267

D(LNADR)  -4.124784 14.43128 -0.285822 0.7936
D(LNOPEN) 0.546791 0.830337 0.658516 0.5572
Croatia

COINTEQO1  -1.262996 0.059148 -21.35312 0.0002
D(LNGFCF) 0.710203 0.610520 1.163275 0.3288
D(LNADR) 17.14379 18.28382 0.937649 0.4176
D(LNOPEN)  -0.565767 0.214091 -2.642647 0.0775
C 44.07771 71.65172 0.615166 0.5820
Croatia

Variable  CoefficientStd. Errort-Statistic Prob. *

Variable  CoefficientStd. Errort-Statistic Prob. *

COINTEQO1  -0.555497 0.092621 -5.997558 0.0093
D(LNGFCF)  -0.111217 0.127785 -0.870340 0.4482

D(LNADR) -4.935110 10.55756 -0.467448 0.6720
D(LNOPEN)  0.672305 0.178006 3.776863 0.0325
Italy

COINTEQO1  -1.151545 0.118016 -9.757535 0.0023
D(LNGFCF)  -0.196499 0.077273 -2.542914 0.0845
D(LNADR) 1.047092 27.41640 0.038192 0.9719
D(LNOPEN) 0.088711 0.071151 1.246789 0.3010
C 36.13496 117.8904 0.306513 0.7793
Italy

Variable  CoefficientStd. Errort-Statistic Prob. *

Variable  CoefficientStd. Errort-Statistic Prob. *

COINTEQO1  -0.591360 0.098576 -5.998999 0.0093
D(LNGFCF)  -0.172372 0.313564 -0.549718 0.6208

D(LNADR) 2.502285 18.85912 0.132683 0.9028
D(LNOPEN)  0.162640 0.101749 1.598443 0.2082
Cyprus

COINTEQO1  -1.276049 0.062207 -20.51295 0.0003
D(LNGFCF)  -0.088036 0.101141 -0.870424 0.4481
D(LNADR) 23.75617 46.08939 0.515437 0.6418
D(LNOPEN)  -0.032841 0.037365 -0.878903 0.4442
C 4411894 76.10096 0.579742 0.6028
Cyprus

Variable  CoefficientStd. Errort-Statistic Prob. *

Variable  CoefficientStd. Errort-Statistic Prob. *

COINTEQO1  -0.155235 0.002670 -58.13395 0.0000
D(LNGFCF)  -0.158659 0.016869 -9.405538 0.0025

D(LNADR) 2.903039 8.338709 0.348140 0.7507
D(LNOPEN)  0.327052 0.222530 1.469700 0.2380
Latvia

COINTEQO1  -1.922513 0.039404 -48.79001 0.0000
D(LNGFCF)  -0.524711 0.003426 -153.1643 0.0000
D(LNADR) -0.951558 1.685117 -0.564684 0.6118
D(LNOPEN)  -0.142550 0.024426 -5.836107 0.0100
C 58.45573 44.96109 1.300140 0.2844
Latvia

Variable  CoefficientStd. Errort-Statistic Prob. *

Variable  CoefficientStd. Errort-Statistic Prob. *

COINTEQO1  -1.750218 0.267144 -6.551587 0.0072
D(LNGFCF)  -0.673579 0.157182 -4.285341 0.0234

D(LNADR) 9.550255 12.66806 0.753884 0.5057
D(LNOPEN)  0.851242 0.088498 9.618798 0.0024
Lithuania

COINTEQO1  -0.588297 0.177060 -3.322581 0.0450
D(LNGFCF)  0.444315 0.088340 5.029618 0.0151
D(LNADR) 7.272564 124.4999 0.058414 0.9571
D(LNOPEN)  -0.416090 0.244431 -1.702279 0.1873
C 18.03552 164.9030 0.109370 0.9198
Lithuania

Variable  CoefficientStd. Errort-Statistic Prob. *

Variable  CoefficientStd. Errort-Statistic Prob. *

COINTEQO1  -0.070307 0.037033 -1.898493 0.1539

D(LNGFCF)  0.335871 0.260856 1.287571 0.2882

D(LNADR) 1.050569 46.44330 0.022620 0.9834

D(LNOPEN)  0.297272 0.314072 0.946509 0.4137
Luxembourg

COINTEQO1  -0.832935 0.122544 -6.797048 0.0065
D(LNGFCF)  0.496613 0.178717 2.778769 0.0691
D(LNADR) 6.725819 75.36180 0.089247 0.9345
D(LNOPEN)  -0.389494 0.299962 -1.298478 0.2849
C 26.00603 119.6704 0.217314 0.8419
Luxembourg

Variable  CoefficientStd. Errort-Statistic Prob. *

Variable  CoefficientStd. Errort-Statistic Prob. *

COINTEQO1  -0.228887 0.014999 -15.26059 0.0006
D(LNGFCF)  0.687371 0.046883 14.66148 0.0007
D(LNADR)  -10.72510 35.81390 -0.299467 0.7841
D(LNOPEN)  -0.147747 0.064417 -2.293608 0.1056

Hungary

COINTEQO1  -0.523401 0.073963 -7.076547 0.0058

D(LNGFCF)  0.535285 0.070653 7.576203 0.0048
D(LNADR)  -5.147811 35.30996 -0.145789 0.8933
D(LNOPEN)  0.139385 0.087407 1.594666 0.2090

C 16.54705 74.77250 0.221299 0.8391
Hungary
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Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.157701 0.009105 -17.32084 0.0004 COINTEQO1  -1.418962 0.061925 -22.91437 0.0002
D(LNGFCF) 0.170181 0.077413 2.198354 0.1153 D(LNGFCF)  0.242430 0.015066 16.09154 0.0005
D(LNADR) 0.714498 5.433873 0.131490 0.9037 D(LNADR) 3.949650 1.941657 2.034165 0.1348
D(LNOPEN) 1.144611 0.208288 5.495323 0.0119 D(LNOPEN) 0.045420 0.082310 0.551811 0.6195
C 45.75554 64.13152 0.713464 0.5271
Malta Malta
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  -0.034434 0.003436 -10.02083 0.0021 COINTEQO1  -0.481143 0.019249 -24.99595 0.0001
D(LNGFCF)  -0.186993 0.012112 -15.43925 0.0006 D(LNGFCF)  -0.091357 0.004747 -19.24623 0.0003
D(LNADR) 2.738604 2.798952 0.978439 0.4000 D(LNADR) 9.683921 6.180411 1.566873 0.2151
D(LNOPEN)  -0.637920 0.184103 -3.465017 0.0405 D(LNOPEN)  -0.618457 0.086083 -7.184417 0.0056

Netherlands

C 14.31698 16.81938 0.851219 0.4572
Netherlands

Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  -0.309470 0.040142 -7.709445 0.0045 COINTEQO1  -1.229070 0.104892 -11.71745 0.0013
D(LNGFCF)  -0.477157 0.054711 -8.721401 0.0032 D(LNGFCF) 0.158421 0.032168 4.924840 0.0160
D(LNADR) 2.695377 9.831793 0.274149 0.8018 D(LNADR) 17.42014 18.55101 0.939040 0.4170
D(LNOPEN) 0.347375 0.104931 3.310521 0.0454 D(LNOPEN)  -0.278102 0.049302 -5.640804 0.0110
C 4172191 121.8168 0.342497 0.7546
Austria Austria
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  -0.193771 0.122669 -1.579620 0.2123 COINTEQO1  -0.597571 0.126879 -4.709756 0.0181
D(LNGFCF)  0.505404 0.638563 0.791471 0.4865 D(LNGFCF)  0.949282 0.262570 3.615351 0.0364
D(LNADR)  -2.379946 66.06356 -0.036025 0.9735 D(LNADR)  -16.01389 316.1576 -0.050652 0.9628
D(LNOPEN)  0.176645 0.109997 1.605902 0.2066 D(LNOPEN)  0.019593 0.067213 0.291501 0.7897
C 19.91926 139.8219 0.142462 0.8957
Poland Poland
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.180344 0.017111 -10.53995 0.0018 COINTEQO1  -1.623695 0.150572 -10.78352 0.0017
D(LNGFCF)  0.237400 0.128580 1.846323 0.1620 D(LNGFCF)  0.140479 0.039342 3.570681 0.0375
D(LNADR) -2.278282 2.767597 -0.823199 0.4707 D(LNADR) 16.63103 19.46619 0.854355 0.4557
D(LNOPEN)  1.690499 0.252398 6.697737 0.0068 D(LNOPEN)  -0.609303 0.427935 -1.423823 0.2497
C 53.58566 161.8239 0.331136 0.7623
Portugal Portugal
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.209379 0.074505 -2.810252 0.0673 COINTEQO1  -1.755316 0.113054 -15.52631 0.0006
D(LNGFCF)  0.051102 0.083356 0.613064 0.5832 D(LNGFCF)  -0.104561 0.023246 -4.498033 0.0205
D(LNADR) 1.440787 42.61033 0.033813 0.9752 D(LNADR) 28.35354 115.7782 0.244895 0.8223
D(LNOPEN)  0.283527 0.089492 3.168186 0.0506 D(LNOPEN)  0.044334 0.027088 1.636636 0.2002
C 57.15628 120.2687 0.475238 0.6671
Romania Romania
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -1.047023 0.238326 -4.393248 0.0219 COINTEQO1  -1.107202 0.501644 -2.207146 0.1144
D(LNGFCF)  0.211767 0.031901 6.638147 0.0070 D(LNGFCF)  0.735375 0.117606 6.252846 0.0083
D(LNADR)  -12.69120 33.63710 -0.377298 0.7311 D(LNADR) 8.962687 143.5692 0.062428 0.9541
D(LNOPEN)  -0.013195 0.129242 -0.102097 0.9251 D(LNOPEN)  -0.672405 0.577302 -1.164737 0.3283
C 35.73037 522.5912 0.068372 0.9498
Slovenia Slovenia
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.330504 0.055509 -5.954041 0.0095 COINTEQO1  -1.293728 0.048883 -26.46580 0.0001
D(LNGFCF)  0.255848 0.066724 3.834403 0.0313 D(LNGFCF)  0.826394 0.029755 27.77333 0.0001
D(LNADR) 4.080020 11.73083 0.347803 0.7510 D(LNADR) 7.209179 11.13466 0.647454 0.5635
D(LNOPEN)  0.295113 0.088527 3.333574 0.0446 D(LNOPEN)  -0.165431 0.023529 -7.031041 0.0059

Slovak Republic

C 40.39077 48.23838 0.837316 0.4639
Slovak Republic

Variable  CoefficientStd. Errort-Statistic Prob. *

Variable  CoefficientStd. Errort-Statistic Prob. *
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COINTEQO1 -0.088692 0.008587 -10.32816 0.0019 COINTEQO1  -0.981789 0.201617 -4.869566 0.0165
D(LNGFCF)  -0.290119 0.060259 -4.814541 0.0171 D(LNGFCF)  -0.149078 0.040090 -3.718584 0.0338
D(LNADR) 0.211414 3.779823 0.055932 0.9589 D(LNADR) 9.690222 19.90892 0.486728 0.6598
D(LNOPEN)  0.725962 0.108172 6.711163 0.0068 D(LNOPEN) 0.211714 0.133341 1.587756 0.2105
C 31.01687 202.7160 0.153007 0.8881
Finland Finland
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.975620 0.213413 -4.571512 0.0196 COINTEQO1  -1.330056 0.037805 -35.18158 0.0001
D(LNGFCF)  -1.638940 1.029674 -1.591709 0.2097 D(LNGFCF)  0.714809 0.084389 8.470386 0.0035
D(LNADR) -0.813605 1.303287 -0.624272 0.5767 D(LNADR) 16.05525 5.701299 2.816068 0.0670
D(LNOPEN)  0.968861 0.231313 4.188524 0.0248 D(LNOPEN) -0.873618 0.068722 -12.71228 0.0011
C 43.40867 39.73338 1.092499 0.3545
Sweden Sweden
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  -0.147171 0.150038 -0.980890 0.3990 COINTEQO1  -0.973519 0.028453 -34.21493 0.0001
D(LNGFCF) 0.601578 3.894861 0.154454 0.8871 D(LNGFCF) 1.040493 0.363711 2.860773 0.0645
D(LNADR) -1.240397 13.72098 -0.090401 0.9337 D(LNADR) 1293809 13.91438 0.929836 0.4210
D(LNOPEN)  0.472150 4.253384 0.111006 0.9186 D(LNOPEN)  -0.700467 0.498468 -1.405239 0.2546

United Kingdom

C 32.53786 30.72730 1.058923 0.3673
United Kingdom

Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.132277 0.064310 -2.056873 0.1319 COINTEQO1  -0.530903 0.004973 -106.7565 0.0000
D(LNGFCF) 0.957663 0.491799 1.947266 0.1467 D(LNGFCF) 1.002271 0.021529 46.55436 0.0000
D(LNADR) 1.498476 48.68543 0.030779 0.9774 D(LNADR) 7.506891 5.205411 1.442132 0.2449
D(LNOPEN)  0.014322 0.192976 0.074216 0.9455 D(LNOPEN)  -0.581922 0.030741 -18.92987 0.0003
C 18.48151 5.751237 3.213484 0.0488
Iceland Iceland
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  0.283813 0.020300 13.98114 0.0008 COINTEQO1  -0.550549 0.024927 -22.08674 0.0002
D(LNGFCF)  0.819578 0.046302 17.70071 0.0004 D(LNGFCF)  0.417550 0.014320 29.15950 0.0001
D(LNADR)  -10.50397 34.72921 -0.302453 0.7821 D(LNADR)  -2.403172 13.88799 -0.173040 0.8736
D(LNOPEN)  -1.122299 0.333059 -3.369670 0.0434 D(LNOPEN)  -1.219852 0.109834 -11.10628 0.0016
C 16.68006 22.39721 0.744738 0.5105
Norway Norway
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  -0.329444 0.030498 -10.80203 0.0017 COINTEQO1  0.047464 0.023515 2.018480 0.1369
D(LNGFCF)  2.113955 0.245975 8.594198 0.0033 D(LNGFCF)  2.783200 0.138394 20.11076 0.0003
D(LNADR) -29.65794 52.81334 -0.561562 0.6136 D(LNADR) -46.00104 64.23070 -0.716185 0.5256
D(LNOPEN)  1.875307 0.334461 5.606949 0.0112 D(LNOPEN)  2.765903 0.206946 13.36532 0.0009
C -1.465414 25.82273 -0.056749 0.9583
Montenegro Montenegro
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.103810 0.026662 -3.893513 0.0301 COINTEQO1 -1.616267 0.105647 -15.29869 0.0006
D(LNGFCF) 0.422360 0.143030 2.952942 0.0599 D(LNGFCF)  -0.327210 0.063517 -5.151556 0.0142
D(LNADR)  -10.98281 103.6688 -0.105941 0.9223 D(LNADR) 9.625777 46.48456 0.207075 0.8492
D(LNOPEN)  0.169274 0.096965 1.745724 0.1792 D(LNOPEN)  0.050693 0.022176 2.285934 0.1064

North Macedonia

C 46.81549 91.08598 0.513970 0.6427
North Macedonia

Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.859751 0.136462 -6.300287 0.0081 COINTEQO1  -1.308157 0.078115 -16.74645 0.0005
D(LNGFCF)  -0.589701 0.204485 -2.883835 0.0633 D(LNGFCF)  0.337930 0.109625 3.082615 0.0540
D(LNADR)  -6.233714 13.08921 -0.476248 0.6664 D(LNADR) 5.885446 4.769045 1.234093 0.3050
D(LNOPEN)  0.312510 0.040847 7.650740 0.0046 D(LNOPEN)  0.151839 0.017633 8.610988 0.0033
C 38.61086 68.88822 0.560486 0.6143
Albania Albania
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  0.182899 0.009847 18.57344 0.0003 COINTEQO1  -0.361203 0.024916 -14.49692 0.0007
D(LNGFCF)  -0.285395 0.057561 -4.958174 0.0158 D(LNGFCF)  -0.365145 0.041236 -8.855099 0.0030
D(LNADR) -2.040248 1.760834 -1.158683 0.3304 D(LNADR) -3.173186 1.701846 -1.864555 0.1591

95




52"d International Scientific Conference on Economic and Social Development — Porto, 16-17 April 2020

D(LNOPEN) 1.704012 0.106782 15.95789 0.0005 D(LNOPEN) 1.265859 0.076811 16.48027 0.0005
C 10.71177 21.81362 0.491059 0.6571
Serbia Serbia
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  -0.488974 0.065844 -7.426207 0.0051 COINTEQO1  -1.551863 0.038838 -39.95779 0.0000
D(LNGFCF)  -0.532147 0.249158 -2.135783 0.1223 D(LNGFCF)  -0.176138 0.031538 -5.585027 0.0113
D(LNADR) 4.249733 24.39151 0.174230 0.8728 D(LNADR) 12.84893 6.962675 1.845402 0.1622
D(LNOPEN)  0.389398 0.299488 1.300215 0.2844 D(LNOPEN)  -0.342182 0.049612 -6.897188 0.0062
C 48.11190 38.45138 1.251240 0.2995
Turkey Turkey
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  0.166419 0.009452 17.60654 0.0004 COINTEQO1  -0.227124 0.081490 -2.787150 0.0686
D(LNGFCF) 0.910788 0.056620 16.08588 0.0005 D(LNGFCF)  0.687251 0.048949 14.04003 0.0008
D(LNADR) -4.385136 25.42377 -0.172482 0.8740 D(LNADR) -6.607691 234.4690 -0.028182 0.9793
D(LNOPEN)  -0.398409 0.172326 -2.311954 0.1038 D(LNOPEN)  -0.183776 0.145917 -1.259455 0.2969
C 7.582319 94.38917 0.080330 0.9410
Moldova Moldova
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -1.070867 0.127197 -8.418940 0.0035 COINTEQO1  -0.664838 0.039599 -16.78924 0.0005
D(LNGFCF)  -0.190367 0.050755 -3.750678 0.0331 D(LNGFCF)  0.163313 0.019217 8.498527 0.0034
D(LNADR) -9.422628 7.237441 -1.301928 0.2839 D(LNADR) -3.463953 3.020128 -1.146956 0.3346
D(LNOPEN)  0.316134 0.041751 7.571965 0.0048 D(LNOPEN) 0.565135 0.045002 12.55792 0.0011

United States

C 19.19107 33.14827 0.578946 0.6032
United States

Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.428048 0.019009 -22.51873 0.0002 COINTEQO1  -0.323990 0.003830 -84.59864 0.0000
D(LNGFCF)  0.213642 0.002977 71.75746 0.0000 D(LNGFCF)  0.231250 0.001769 130.6952 0.0000
D(LNADR) -2.601087 1.662320 -1.564733 0.2156 D(LNADR) 12.79845 5.868146 2.181003 0.1172
D(LNOPEN)  0.063217 0.000671 94.14722 0.0000 D(LNOPEN)  -0.030367 0.000289 -105.0701 0.0000
C 11.71484 4.977731 2.353450 0.1000
Australia Australia
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.047040 0.019106 -2.462084 0.0907 COINTEQO1  -0.521922 0.022826 -22.86499 0.0002
D(LNGFCF) 1.864709 0.452665 4.119403 0.0259 D(LNGFCF) 1.729172 0.184299 9.382428 0.0026
D(LNADR) -2.492595 16.04918 -0.155310 0.8864 D(LNADR) 17.97263 41.11863 0.437092 0.6916
D(LNOPEN)  -1.103977 0.292710 -3.771566 0.0326 D(LNOPEN)  -0.728738 0.124520 -5.852395 0.0099
C 17.55156 25.89051 0.677915 0.5464
Japan Japan
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.133256 0.028360 -4.698745 0.0182 COINTEQO1  -2.553361 0.235991 -10.81974 0.0017
D(LNGFCF) -1.688756 1.139730 -1.481716 0.2350 D(LNGFCF) 8.854877 3.010464 2.941366 0.0604
D(LNADR) -2.041685 8.241537 -0.247731 0.8203 D(LNADR) 14.28963 177.7066 0.080411 0.9410
D(LNOPEN)  0.296884 0.115634 2.567441 0.0827 D(LNOPEN)  -0.797491 0.059313 -13.44539 0.0009
C 90.41894 264.9047 0.341326 0.7554
China China
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  0.045104 0.000307 146.8361 0.0000 COINTEQO1  -0.042156 0.008740 -4.823424 0.0170
D(LNGFCF) 0.270791 0.205311 1.318934 0.2788 D(LNGFCF) -0.118485 0.507710 -0.233371 0.8305
D(LNADR)  -6.524718 7.311947 -0.892337 0.4380 D(LNADR)  -6.314737 8.295767 -0.761200 0.5019
D(LNOPEN)  0.137983 0.019045 7.244924 0.0054 D(LNOPEN)  0.080099 0.025003 3.203515 0.0492
C 1.670051 11.22603 0.148766 0.8912
Chile Chile
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.164592 0.014944 -11.01369 0.0016 COINTEQO1  -0.229393 0.008084 -28.37620 0.0001
D(LNGFCF)  0.416726 0.038201 10.90873 0.0016 D(LNGFCF)  0.646250 0.018527 34.88205 0.0001
D(LNADR) -7.866767 3.938851 -1.997224 0.1397 D(LNADR) -4.736237 5.563460 -0.851311 0.4572
D(LNOPEN)  0.553222 0.041997 13.17293 0.0009 D(LNOPEN)  0.332050 0.028897 11.49068 0.0014

Israel

C 7.437258 8.517796 0.873143 0.4468
Israel
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Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1  -1.364870 0.208406 -6.549086 0.0072 COINTEQO1  -0.512660 0.050979 -10.05636 0.0021
D(LNGFCF)  -0.824359 0.458485 -1.798006 0.1700 D(LNGFCF)  0.485467 0.171309 2.833873 0.0660
D(LNADR) -0.816901 8.616602 -0.094806 0.9304 D(LNADR) 17.78571 73.74065 0.241193 0.8250
D(LNOPEN)  0.350750 0.081153 4.322062 0.0228 D(LNOPEN) -0.074666 0.075263 -0.992068 0.3943
C 16.81513 54.62435 0.307832 0.7783
Mexico Mexico
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.906881 0.059345 -15.28144 0.0006 COINTEQO1  -0.997502 0.027228 -36.63453 0.0000
D(LNGFCF) 1.718362 0.166681 10.30926 0.0019 D(LNGFCF) 1.938766 0.070820 27.37603 0.0001
D(LNADR) 6.256288 9.835744 0.636077 0.5699 D(LNADR) 13.36055 36.11391 0.369956 0.7360
D(LNOPEN)  -1.952502 0.271344 -7.195660 0.0055 D(LNOPEN)  -2.019407 0.135132 -14.94395 0.0007
C 34.28934 32.93110 1.041245 0.3743
Switzerland Switzerland
Variable  CoefficientStd. Errort-Statistic Prob. * Variable  CoefficientStd. Errort-Statistic Prob. *
COINTEQO1 -0.030028 0.145078 -0.206982 0.8493 COINTEQO1  -0.500756 0.098329 -5.092663 0.0146
D(LNGFCF) 0.838061 0.681524 1.229687 0.3065 D(LNGFCF) 1.229809 0.383749 3.204726 0.0492
D(LNADR) -0.735146 43.26943 -0.016990 0.9875 D(LNADR) 5.340184 155.3128 0.034383 0.9747
D(LNOPEN)  0.181819 0.142722 1.273939 0.2924 D(LNOPEN)  -0.038178 0.080413 -0.474771 0.6674

C 16.83750 110.1954 0.152797 0.8883
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CHALLENGES OF THE MODERN WORLD: REGIONAL
DEVELOPMENT OF THE NORTHERN SEA ROUTE
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Novosibirsk state university of economics and management, Russia
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ABSTRACT

The past year has witnessed an explosive growth of one of the most important transport arteries
in Russia - the Northern Sea Route. By the will of fate, Russia found itself in a unique
geographical situation with 65% of its territory being a permafrost zone, and its almost 40
thousand-kilometer Arctic Ocean coastline. For centuries, the Russian people have been trying
to turn geographically unfavorable conditions into a blessing. It gradually became clear that
the polar lands are extremely rich in minerals, and that the Northern Sea Route, given a proper
technical support, is economically advantageous. The Northern Sea Route (NSR) is the shortest
waterway from Europe to Asia and one of the most important shipping routes of Russia. Since
it lies in the polar zone with its extreme environmental conditions, the development of the NSR
has always been associated with enormous difficulties. On the other hand, this route has its
advantages over the competitive route that encircles Eurasia from the south, primarily the lack
of bandwidth restrictions compared, for example, with the Suez Canal. Denmark, Canada,
Norway, Iceland, Sweden, Finland and China declare their interests in the Arctic. China's
acquisition of permanent observer status in the Arctic Council has opened opportunities for the
country to develop Sino-Russian bilateral cooperation in the Arctic. China is making active
efforts to strengthen its presence in the region and is interested in developing relations with
Russia as the owner of the Northern Sea Route and most of the Arctic resources. Russia in its
turn considers China a potential investment partner with advanced technologies. Currently, a
number of factors have forced the Russian government to reconsider its views on Asian
countries as potential investors and technology partners, as well as key consumers. Located in
the northern hemisphere, China has a significant strategic interest in the Arctic in terms its
sustainable economic development and national security. The Northern Sea Route can play a
key role in advancing the bilateral relations between China and Russia in the Arctic region.
Rich oil and gas resources and convenient shipping conditions to ensure sustainable economic
development are important. The Arctic will obviously become a valuable source of energy
supply for China making its cooperation with Russia one of the top priorities.

Keywords: the Arctic, the Northern Sea Route, energy, natural, investment resources, global
warming

1. INTRODUCTION

Over the past few decades, due to global warming and the rapid melting of glaciers, interest in
the Arctic has increased worldwide. The region attracts the attention of environmentalists, oil
and gas experts and politicians. Russia is destined to become the most significant player in the
Arctic having a long Arctic coastline, huge resources and prospects for the development of a
new trade route. Recently, China has also been striving to become a key player in the
development of the Arctic region with its growing importance in the field of scientific research,
environmental protection, the discovery of new sea routes and natural resources. China is
actively engaged in research on climate change in the region and has the status of a permanent
observer in the Arctic Council [7]. The initial interest of China in the Arctic was associated
precisely with climate and environmental studies. Its further participation in the development
of this region initiates modernization in areas where the implementation of the project is
strategically important.
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This applies, primarily, to the shipbuilding cluster and to ensuring China’s competitive
advantages over the Republic of Korea and Japan for future contracts on deliveries from Russia.
For China, one of the largest shipping powers in the world, the search for alternative transport
routes is crucial. The South China Sea has long been the subject of a dispute between China
and its neighbors regarding the ownership of several islands. The use of the Northern Sea Route
which runs along the northern Arctic coast of Russia and is free of ice in summer would reduce
both the shipping time by 40% and China’s dependence on the South China Sea, where tensions
currently persist. Today, not only the Arctic countries but also the states with no direct access
to it take interest in the region due to its significant proven deposits of mineral resources that
include 61 oil and gas fields, of which 43 are in Russia, 11 in Canada, 6 in Alaska and 1 in
Norway. On the seabed of the Arctic there are 13% of undiscovered world oil reserves and up
to 30% of natural gas [8]. More than 96% of platinum group metals, 90% of nickel and cobalt,
80% of gas, 60% of oil, 60% of copper are produced in the Arctic region of Russia. Fisheries
of global importance are also being conducted in the seas of the Arctic Ocean. All this enhances
the competition among countries, primarily the Arctic Council (AC) members, for dominance
in the Arctic basin and requires regulation of their business activities [12]. Five of the eight AC
member countries (Russia, USA, Canada, Denmark and Norway) have land territories and
adjacent territorial waters in this basin. Other 13 states have the status of an observer country
in the AC. For China being one of them is of great political and economic value since Arctic
control has strategic economic consequences not only for the Arctic countries but for the whole
world. Over the next decade, melting polar ice will help create new shipping lanes that will be
6—19 days shorter [4] and significantly less costly than the existing route through the Suez
Canal. In fact, this trade route can claim to be of paramount importance, which within the
framework of the Arctic Council significantly increases the strategic role of Russia controlling
it de facto (Fig. 1) [11].
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Figure 1: The Arctic Blue Economic Corridor in China's network of transport corridors
Russia has preemptive rights to develop the Arctic viewing it as a “pantry” of huge resources

and a focus of its national security. The growing interest of China and the leading role of Russia
in the Arctic make the study of their relations in the region paramount, which reflects an
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improvement in bilateral relations as a whole. In recent years, the main agenda for cooperation
between the two countries in the Arctic is energy and natural resources. China has no territory
in the Arctic; therefore, it cannot be regarded as an Arctic state. Nevertheless, Chinese scientists
perceive their country as a "sub-Arctic", which indicates China's increased interest in the Far
North. This is confirmed by the active development of a joint gas production project on the
Yamal Peninsula, a very promising cooperation in the construction of the Belkomur railway,
which will run from Arkhangelsk to the Komi Republic under the White Sea and further to the
Urals, in which large Chinese corporations plan to invest. Arkhangelsk and Murmansk will
obviously become the main transport hubs of Europe connecting the Arctic sea route with
Northern Europe and the regions within Russia. China views the Russian Far East, Siberia and
the Russian Arctic as increasingly important regions due to their potential for energy, export
markets, new shipping and trade routes. It also considers these regions as recipients and partners
of Chinese infrastructure and other development projects. This activity is synergistically linked
to China's “One Belt One Way” initiative. China also seeks to take advantage of Russia's current
geostrategic and geo-economic vulnerability, and Russia needs China as a partner to gradually
strengthen its presence in the Arctic. The policy of China in the Arctic is based on the
interconnection of three principles: respect for partners, cooperation and mutual benefit for all
parties involved. As part of the first principle, China respects the rights of the Arctic countries
(members of the Arctic Council) and indigenous peoples living in the northern territories,
enshrined in international law, and advocates the peaceful resolution of disputes over the claims
of various countries to the Arctic shelf and the regimes of commercial shipping in the seas of
the Arctic Ocean. The second principle declares China’s desire to participate in the development
and implementation of an international cooperation agenda for certain activities in the Arctic,
in particular by integrating the Belt and Road initiative and its priorities into the idea of Arctic
cooperation. This involves coordinating the national economic strategies of China and the
Arctic countries, and the interconnection of their infrastructure systems through the formation
of transport and economic corridors in the northern latitudes, the development of trade and
investment, financial cooperation and humanitarian ties. The principle of mutual benefit for
China is to offer investment and technology in exchange for participating in the development
of resources and access to transport routes. One of the main tasks is the diversification of routes
connecting China with natural resource deposits and the largest world markets in Europe and
North America. Despite the strategic orientation of the “Belt and Road” initiative on the
southern routes of the Sea Silk Road, China's sea commercial transportation is critically
dependent on the situation in the bottlenecks of such corridors as the Strait of Malacca and the
Suez Canal. That is why China is so actively involved in the Arctic agenda and aims to directly
participate in the construction of the Arctic blue economic corridor mainly in the Russian part
of the Arctic (Fig. 1). In early March 2013, China was granted observer status in the Arctic
Council. Particular attention was paid to the correlation among resource use, climate change
and the environment, and this is easily explained. China is currently the largest emitter of
greenhouse gases in the world (about 6 billion metric tons per year). Toxic smog in large
Chinese cities is a common occurrence. Clean burning of natural gas is the best alternative,
especially considering Beijing’s goal of purifying the air in Chinese cities by 2030. Global
warming and changing weather conditions are particularly challenging for China, a country
with a huge population. Sandstorms, the number of which has increased six times over the past
50 years, and frequent floods have tragic consequences. Thus, China, unlike many other
developed countries, considers the climate and atmosphere as the major factors of its further
development. About a third of the world’s gas reserves in the Arctic are at the core of China’s
cooperation with the Arctic states and, above all, with Russia. Melting Arctic ice has expanded
the transport capabilities of the Northern Sea Route, facilitating shipping. Russia sees China as
a potential partner in its endeavor to make the route more cost-effective.
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Fundamental on the Arctic issue are the publications of Russian researchers Yu.V. Morozov,
A.F. Klimenko, M.A. Tarakanova. The works of English-speaking authors Stephen Blank,
Elizabeth Wishnick, Frédéric Lasserre, Malta Malte Humpert are widely known. Main articles
on the Arctic are also published in periodicals such as Polar Science Arctic and North, Arctic
Yearbook, SIPRI Policy Paper, The Polar Journal, Independent Barents Observer, ArCticles,
Journal of Transport Geography Economies and Politics, China and regional politics. History
and Modernity “and others.

2. THE NORTHERN SEA ROUTE

The NSR is a shipping lane officially defined by Russian law as a strip from the Kara Sea to
the Pacific Ocean, passing along the coast of the Arctic Ocean from the Kara Gate between the
Barents and Kara Seas along Siberia to the Bering Strait. The NSR provides Russia with
tremendous strategic opportunities and commercial benefits; it has a number of alternative
passages and routes between Novaya Zemlya and the Bering Strait [7]. The fact that Russia
geographically and geopolitically controls most of the Arctic Ocean, and the entire NSR passes
through its territorial waters, makes it an indispensable partner for China in the development of
the Arctic. Russia generally supports Chinese initiatives not only in the region, but also globally,
expecting China to participate in the development of commercial navigation along the NSR and
invest in the development of resource deposits in the Arctic zone. However, against the
background of Western sanctions and limited access to financial resources and advanced foreign
technologies, Russia needs to extrapolate relations with China from an exclusively resource
component to the wide format of a joint economic corridor in the Arctic [1]. First of all, the
NSR ensures the functioning of the state’s transport infrastructure in particularly inaccessible
areas of archipelagos, islands, seas and the coast of the Far North, the central regions of East
and West Siberia, linking the waterways of the great Siberian rivers and sea routes for
transporting cargo flows to the west and east of the country into a single system [7]. On the
other hand, the use of the NSR for cargo transportation is currently facing a number of
problems, including poor infrastructure and seasonality. So, the equipment of ports serving the
NSR and cargo transportation along the important Siberian river arteries including the Ob
leaves much to be desired. Although significant financial costs are required to re-equip them
according to the requirements, the economic effect of such investments is quite high, and it
becomes a powerful impetus for the development of rich Siberian deposits. Of particular
importance - given the underdevelopment and even lack of a road network in many Siberian
regions - the NSR has for the forest industry. Since the construction of roads and their operation
require significant funding, it is more rational to raft timber along rivers that, as you know, flow
into the Arctic Ocean. Another challenge facing the NSR operation is the so-called reverse
loading with the cargo being transported mainly in the direction from East to West. To
encourage companies to transport goods in the opposite direction, preferential rates apply. The
Northern Sea Route is an important part of the Far North economic infrastructure. In addition
to being a convenient and safe artery for delivering goods from Europe to the Far East, this
highway connects several large rivers of the northern part of Russia, as well as other modes of
transport. Its is invaluable for the Arctic islands and settlements located on the coast, since the
transportation of goods and the provision of the population living there with everything
necessary are carried out mainly by sea [11]. The NSR, as Russian transport route in the Arctic,
is necessary to ensure the further economic development of the northern regions and the state
as a whole. The prospect of its transformation into a high-latitude Arctic transit shipping route
is an alternative to the existing intercontinental transport links between the countries of the
Atlantic and Pacific basins through the Suez and Panama Canals. The Northern Sea Route can
become an important strategic addition to the project “One Belt One Road”, saving time and
money of Chinese exporters in their trade with Europe.
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China’s strategy “One Belt One Road” was formulated in 2013 and aimed at developing
infrastructure and strengthening ties between the Eurasian countries, focusing on the land
economic belt of the Silk Road and the Sea Silk Road of the 21st century. In May 2015, Russia
and China signed an agreement targeted at uniting the integration efforts of the Eurasian
Economic Union and the Silk Road project. According to foreign agencies, China and Russia
have agreed to jointly build the Ice Silk Road along the Northern Sea Route in the Arctic. The
cooperation of Russia and China in the Arctic region can be viewed in the context of pairing
two initiatives - the Russian one on the creation of the Greater Eurasian Partnership and the
Chinese “One Belt One Road”. The impulse to it was given by the Russian government approval
on August 31, 2017 of the new edition of the state program “Socio-economic development of
the Arctic zone of the Russian Federation”, the implementation period of which was extended
until 2025. Other regulatory documents related to the development of the Arctic zone of Russia
are the Fundamentals of state policy of the Russian Federation in the Arctic for the period up to
2020 and further perspectives, the RF State Program "Socio-economic development of the
Arctic zone of the Russian Federation for the period up to 2020" and the Development Strategy
of the Arctic zone of the Russian Federation and national security for the period up to 2020. In
the summer of 2013 and 2015, the Chinese leading shipping company, COSCO, twice sent the
Yong Sheng container ship to sail along the Russian coastline of the Arctic sea route. The second
shipping brought greater economic benefits than the first one. The total cost of sailing Yong
Sheng on the Russian Arctic sea route is $185 thousand less than on the traditional Suez route.
The Russian government has high hopes for national economic development in the Arctic. If
the Chinese side can translate the plans into reality by turning the Northern Sea Route into the
Blue Economic Corridor, it will benefit both Moscow and Beijing. The implementation of the
Arctic Belt project within the framework of the “One Belt One Road” initiative reflects China’s
desire to expand its presence in the Arctic region to reduce, among other things, the US strategic
dominance in various parts of the world. Cooperation with Russia and the joint efforts to
develop the Arctic, which is gradually becoming a new “strategic breakthrough” for China, are
consistent with its ideas about the need to defend its national interests. At the same time, the
implementation of this global project as a whole meets the national interests of Russia, its vision
of the world community as polycentric, ensuring the sovereignty, territorial integrity and
national identity of nations and peoples, based on a partnership excluding interference in
internal affairs and the imposition of values and ideals that are not perceived by the majority of
the country's population [11]. The presence of the Northern Sea Route in Russia has become an
important factor in the geopolitical “big game”. Recently, the idea has been discussed in NATO
countries that this path should become "common." The USA demands from China to stop
investing in the infrastructure of the NSR, and from Russia - to reduce its military presence in
the Arctic regions. Denmark, Canada, Norway, Iceland, Sweden, Finland and China declare
their interests in the Arctic. On the other hand, as recently as last August, the largest French
company CMA CGM, specializing in container shipping by sea, informed that it refused to use
the NSR in the future. The French explained their move as "caring for the environment." Further
their example was followed by the German shipping company Hapag-Lloyd, the Swiss
Mediterranean Shipping Company and the American manufacturer of sports equipment Nike.
Obviously, the real reason here is completely different. “Unfortunately, there is a risk that
political issues on containing the Russian development of the Arctic are being solved under the
guise of environmental problems,” said Deputy Transport Minister Yury Tsvetkov. In his
opinion, the competing powers are unhappy that Russia is a leader in the development of the
Arctic region with no other country having as many atomic icebreakers or investing as much in
such projects to develop the North as the RF does [3]. Chinese banks and funds are the main
creditors of Sino-Russian energy projects and at the same time institutions whose money comes
from the state budget.
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Their participation in Arctic projects implies strong support and attention from the Chinese
government. Chinese money does not always work. They are needed at the “right time” so that
there is a return. Arctic oil and gas fields are registered under Russian law as strategic, foreign
investments in which are strictly controlled. The continuous drop in oil prices coupled with the
US and EU sanctions had a serious impact on the Russian economy and, consequently, caused
a considerable financial imbalance. Ironically, the difficulties Russia faces are beneficial to
China, as the Russian leadership has given a political guarantee to Chinese investment.
According to many experts, the Chinese presence in the Arctic is not dangerous. China has
sufficient technology, power and money to be of interest to the Arctic Council. In turn, China
wants to benefit from any cooperation. Beijing also cautiously "goes north" so as not to seem
aggressive. The Arctic is not necessarily the main task of China today, perhaps it is only part of
long-term planning. The Arctic will not change in the next five years, but within 30 years the
situation will probably change, and then China will be ready for this.

3. CONCLUSION

Russia and China are the leading world powers in the Arctic region. China unveiled the
country's first formalized Arctic policy, one of the main provisions of which was the inclusion
of northern routes in the "Belt and Road" network of corridors. The development of commercial
navigation in polar waters is impossible without cooperation with Russia. So, the main
promising areas of Russian-Chinese cooperation on the creation of the Arctic Economic
Corridor have been considered in this article. The economic, infrastructural and technological
problems of the Arctic region development have been identified, and measures have been
substantiated to expand China's participation in the project. It is concluded that the current
geopolitical situation in the Arctic and progressive climatic changes in the northern latitudes
make cooperation with China strategically important for Russia in terms of obtaining
investments and technologies for building infrastructure and cargo-producing capacities along
the Arctic transport arteries,. This, however, requires prompt action to create an enabling
environment for attracting and protecting Chinese investment.
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ABSTRACT

The liberalized transport market presents many challenges for enterprises. Without responding
to a constantly changing environment, railway transport undertakings cannot be resilient
organizations that meet the requirements of a modern and environmentally friendly carrier
system. The sustainability of the transport system should be promoted by seeking an innovative
approach to increase the competitiveness of rail transport. Everyday transport system
encounters road congestion. This results in accidents also in the quality of the transport system.
It is therefore extremely important to encourage railway undertakings to provide quality
services that meet the needs of the whole economy. The fundamental statute of continuous
improvement of each enterprise is to understand its peculiar transport processes. For better
understanding and specific analysis, there are available lots of quality improvement toolkit.
The relationship between consequence and potential causes can be monitored through various
fundamental and specific tools. This paper describes a case study focused on one the most
essential train delays that belong among the characteristic task reducing competitiveness in the
railway sector and is treated substantially from the customer's perspective. The purpose of this
paper is to highlight the possible ways of quality management methods applied in the
framework of the train delay issue. These delays force a trains' punctuality and therefore it is
significant to identify most prevalent causing these problems reasons as well as to analyse them
and propose solutions. Following the results of the research, the innovative approach used in
the case study utilizes Six Sigma tools and describes a new software solution that monitors gaps
in quality. This approach is the result of long-term research by authors and has never been
implemented in this form before.

Keywords: case study, continuous improvement, liberalized transport market, rail undertaking

1. INTRODUCTION

Rail transport undertakings have been under increasing pressure in recent decades, due to ever-
changing conditions as part of the liberalization of the rail transport market and increasing
competition from road haulers. With an increase in individual transport, it is essential to look
for new ways of improving public transport, including rail transport (Coronado, Antony, 2002).

105



52"d International Scientific Conference on Economic and Social Development — Porto, 16-17 April 2020

If railway undertakings want to strengthen their position in the public passenger transport
market, they must look for new determinants of success and introduce innovative
methodologies and strategies into their business and consequently operational processes
(Chong Un Pyon et al, 2011). The necessity of introducing these changes is closely related to
the worldwide trend of customer orientation, which is now increasingly connected with the
concept of quality of provided services or improvement of quality of services (Chesbrough,
Rosenbloom, 2002). Also in terms of rail undertakings, according to Dorie Clark, the resilient
organization has to work on more than one-time cycle. This idea was a lot of years ago
explained and support, when Edward Deming told, that resilient organization had to work on
never-ending cycles. Besides, as Karen Firestone recently treated in the Harvard Business
Review, a company without a Plan B puts itself at grave risk of failure. This idea of continual
improvement on more than one-time cycle at a time — creating value for both undertaking and
customer (Czajkowska, Stasiak-Betlejewska, 2015). How can rail undertaking react in such o
turbulent environment? It needs to succeed in quality and improvements (Drucker, 1999). A
holistic perspective on improvement is required (Broh, 1982). To be a resilient organization,
rail undertakings must be able to respond actively to changes in the service quality improvement
requirement (Hudakova, Luskova, 2016). These are not only based on customers, but are also
enshrined in the transport sector in important European Union documents such as the White
Paper, which aims to create a competitive transport system with an emphasis on guaranteeing
the quality of rail services, accessibility and reliability of transport services and users' rights,
rail passenger transport to compensate for delays. It also includes European standards, which
include the basic definition of quality, the definition of quality criteria in public passenger
transport, the methods of its measurement and evaluation (Hudakova, Masar, 2018).
Concerning the provision of rail passenger services, it is necessary to take into account that
customer requirements and demands change over time (Luskova, Buganova, 2011). It is
necessary to know at every moment of the transport service what the customer's expectations
are, as it is he who assesses the quality of the services provided and decides on the reuse or non-
use of this mode of transport (Pfohl, Gallus, Kohler, 2008). This paper aims to strenghten the
practical ways of quality management methods implemented in the framework of the train delay
issue. Negative impact of delays force a trains' punctuality and therefore it is substantial to
identify most predominant causing these problems reasons as well as to take apart them and
intend solutions (Juran, 2005). According to the results of the research, the innovative approach
used in the case study uses Six Sigma methods and portrays a new software solution that looks
after gaps in quality.

2. RESEARCH BACKGROUND

Rail transport has the status of a significant carrier transport system in the liberalized transport

market. The basic service provided in rail passenger transport is the transport of the passenger

from the starting point to the point of consumption (Kudlag, Stefancova, Majeréak, 2017). The

need to transport is based on the individual needs of the passenger and, as a rule, constitutes an

intangible service (Sekulova, Nedeliak, 2013). In the services of an intangible character, a

person has a fundamental position, focusing mainly on:

o the physical appearance of people and places such as cleanliness and comfort of the room
equipment or the pleasantness of the staff,

e price, while quality requirements increase in proportion to price;

e observed risk, eg. the passenger has a lack of information before or during transport (risk
of service without guarantee)

The overall quality of rail passenger transport is influenced by many criteria that represent
customers' view of the service provided.

106



52"d International Scientific Conference on Economic and Social Development — Porto, 16-17 April 2020

A set of standards has been issued across the EU to improve the quality of public passenger
transport and to draw attention to the needs and requirements of customers. The basic objective
of the research was to assess how it is possible to maintain a resilient organization in the
changing conditions of the transport market (Satanové, Sedlia¢ikova, 2015). To achieve the
stated objectives of this research, the cooperation of carriers and infrastructure managers of the
V4 countries was established. The creation of certain framework conditions and measures
aimed at improving quality served as a basis for research. The result of this collaboration is
individual products and services oriented to customer requirements and market relations, which
makes these products further customized. The following basic measures as a background for
relevant research have been established. The goal of a resilient organization in rail transport,
concerning the customer’s needs, is to sustain the principles described in figure 1.

Figure 1: Basic principles for resilient organization in rail transport
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Source: Authors

All these principles depend on the quality of the individual components of the transport system.
The individual components of the transport system that influence how good or bad is the
organization’s health as well as resilience can be characterized as follows (Nedeliakova,
Sekulova, Nedeliak, Majercak, 2014):

e Vehicles - Good technical condition of vehicles makes it possible to minimize delays due
to technical failure on the vehicle. Regular technical inspections and maintenance of
vehicles are an important element of the quality system in transport services.

e Transport infrastructure - parameters of the transport route (its technical condition,
throughput, load, category, the quality level of security and notification equipment) directly
influence the selection of the transport route (and consequently also its length), which also
affects the transport time (Nedeliakova, Sekulova, Nedeliak, 2015).

e The technology of transport and transport process - rationally designed and properly applied
technological processes of transport and transport processes contribute to a great extent to
reducing the risk of poor quality service (Nedeliakova,Nedeliak, Majeréak, 2014).
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e Information system - the task of information systems in transport is to inform all subjects
involved in the transport, to ensure reliable and continuous contact with customers and to
inform carriers about the risk of deviation from quality.

e Human factor - any mistake caused by a worker at any place can have very serious
consequences. This applies in particular to workers directly involved in the management
and provision of traffic operations, the operation of vehicles (Corning, 2003).

In general, the resilience of rail undertakings can be assessed from two points of view:

e Technical resilience - touches on the process, technical conditions, technology, fleet
condition.

e Functional resilience - results from the interaction between the service provider and the
customer. In this case, in addition to the technical background of rail operation (which
customer may not understand), the customer also considers eg. staff behavior or comfort.

This research involved Six Sigma tools to measure resilience in the rail organization through

the assessment of the level of quality. These methods include:

e objective measurement,

e demand and supply oriented measurement and evaluation, including employee and
management of the undertaking.

3. RESEARCH RESULTS — A CASE STUDY ON INCREASING COMPETITIVENESS
FOR THE SCOPE OF TRAIN TIMELINESS

The results of the research are based on the assessment of the resilience of rail undertakings
concerning the above mentioned individual components of the transport system (Nedeliakova,
Dolinayova, Nedeliak, 2013). In this part of the paper, the authors highlight the impact of train
timeliness on increasing competitiveness. The authors explain how to assess the resilience of
an undertaking in a case study with Six Sigma tools. All individual components, such as
vehicles, transport infrastructure, technology, information system, human factor affect one of
the basic requirements of the transport system and that is timeliness. The authors defined
timeliness in the research as the observance of driving times according to the train traffic
diagram. This is about eliminating train delays. Six Sigma is a philosophy that unambiguously
pursues improving quality, achieving productivity and scores, as well as increasing customer
satisfaction. Its main implementation was applied in the research in the provision of services
that are not part of the production process. The worldwide profit of this methodology is suitable
for the use of powerful techniques and tools to achieve the efficiency of statistical operations,
shorten times and eliminate defects, determine the required level, and bring the organization of
competing components (Heidari, Loucopoulos, 2014). Specific measurable Critical Quality
Indicators (CTQs), which represent the expected quality, are defined from passenger
requirements, referred to as Customer Voice (VOC). The impression of the service provided
then reflects their true perception of quality. The Railway Undertaking should endeavor to
guarantee a transport service where the expected quality is the same as the perceived. On the
other hand, the account is also taken of the need for the transport undertaking itself, expressed
from the voice of the undertaking (VOB) for a specific set of critical process indicators in the
undertaking (CTB), taking into account the overlapping as well as the business. When choosing
to apply the Six Sigma methodology to rail transport processes, it is necessary to determine
who the customer is and what his / her expectations are, as well as to set requirements for the
target quality by the transport subject (Masek, Kendra, 2013). The result should be the provision
of a transport service where the quality provided is closer to the initially set target quality. The
support of top management and cooperation with management is the basis for the successful
implementation of this qualitative approach (Nedeliakova, 2017).

108



52"d International Scientific Conference on Economic and Social Development — Porto, 16-17 April 2020

As it is about achieving measurable performance improvements through the voluntary
introduction of the Six Sigma creative approach, teamwork at all levels under the management
of each Belt is highly desirable. Process improvement through the Six Sigma methodology is
carried out gradually based on individual projects. To define improvement projects in the
transport undertaking, it is important to identify areas where this qualitative approach can be
beneficial in achieving the desired quality objectives. Six Sigma focuses on eliminating defects
in the process and reaching the Sigma level. The following table shows the outcome of the case
study. It defines the timeliness area where the Six Sigma approach can be used to improve
processes and achieve the required quality. Based on the identification of non-conformities in
railway transport while respecting customer and company requirements, concrete projects for
process improvement will be identified. Table 1 shows key processes for the application of Six
Sigma methodology in the scope “timeliness”.

Table 1: Key processes for the application of Six Sigma methodology
Customer’s requirements Undertaking’s requirements o .
L Six Sigma project
Identification for improvement
Passenger Carrier Infrastructure manager
of defects g g of processes
VOC CTQ VOoC CTQ VOB CTB
co-operation of the
dispatching apparatus to . .
reduce the impact of train analysis of traln_dglays
and efforts to eliminate
delays on the smoothness
. them
number of | of rail transport
canceled or
delayed reducing the number of Proportion | reducing the number of | Proportion
. trains accidents and operational | of delayed | accidents and of delayed T
. Train . p h . . h Elimination of
Train delays PR according | failures caused by the trains operational failures trains ;
timeliness . . ] . delays in
to carrier according | due to infrastructure according .
: passenger trains
timetable to plan manager to plan
and length
of delay setting up a
operational solution of compensation system
train delays according to between railway
well-defined procedures operators and the
traveling public

Source: Authors

3.1. SIPOC map application

When analyzing business performance it is necessary to map individual processes and
determine inputs and outputs. In the passenger transport process, the infrastructure manager can
be defined as a supplier of capacity in rail passenger transport where train paths are ordered by
carriers, with the end-user being the traveling public. In the case of train delays, their timeliness
is not respected and trains are delayed at individual transport points compared to the specified
train traffic graphic. The SIPOC map defines and limits the process and reflects supplier-
customer relationships. It is a chronological ordering of the process, which begins with the
delineation of the process and the subsequent definition of the start and endpoints. Figure 2
shows the process of passenger rail transport defined with the SIPOC map tool.

Figure following on the next page
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Figure 2: SIPOC map and the process of passenger rail transport
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legislation,
internal rules

Source: Authors

110

3.2. New view on resilience assessment - indicators of quality evaluation

Based on the DMAIC cycle, as a data-driven improvement cycle used for improving,
optimizing and stabilizing business processes and designs, effective monitoring and evaluation
of the rail undertaking’s timeliness in processes can be ensured. The basic indicators of
evaluation in transport services include yield, Taguchi capability index and Sigma level. Figure
3 shows the procedure for calculating indicators for passenger train delays. The calculation of
defects per million opportunities DPMO is involved in the research. When evaluating the
process capability according to the Six Sigma methodology and at the same time from the
perspective of the carrier and especially the passenger as a customer, it is important to analyze
specific trains, respectively selected train group (Nedeliakova, Panak, M. 2015).

All parts of this SIPOC map have a decisive influence on maintaining the resilience of rail
undertakings. Because in a liberalized transport market, undertakings must constantly monitor
bottlenecks in their processes and improve service quality.
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In the case study, selected tracks and trains were analyzed. In analyzing the timeliness of the
trains, international and national trains were monitored on different lines and at different times.
At the same time, the quality indicators of the monitored trains of different categories were
compared and compared for the same period (4 years).

Figure 3: The algorithm for calculating indicators for passenger train delays

Choice of passenger train

Determination of the number of
minutes of delay

Minute delay analysis (mean and
standard deviation) and calculation of
Cpm Taguchi capability index

Determination of the number of days
when timeliness was not respected in
accordance with the plan

{ Determination of yield indicator

Determination of the number of track
sections and calculation of DPMO

Convert a range of defects according to
the conversion table to Sigma eligibility

Source: Authors

Table 2 describes only a small part of the conducted research, it compares the quality
assessment indicators in selected cases.

Table 2: Determination of eligibility of possible processes for selected sections

Year Argount of A(;r;?;;;dof Cpm _ Average Median Starjdgrd ) Y_ield DPMO | Sigma
elays sections Taguchi | time(min) deviation | indicator

2016 314 1893 0,13 19,3 16 175 0,140 259 315 2,1

2017 265 2132 0,15 145 11 174 0,276 291 257 2

2018 249 2208 0,16 16,4 14 148 0,318 302 466 2

2019 275 2184 0,15 15,2 12 17,9 0,247 299 178 2

Source: Authors

The resulting DPMO indicator in terms of the Six Sigma metric determines the number of
defects per million opportunities. In the case of train delays, the term opportunity can be defined
as the number of track sections of the analyzed train. Based on the DPMO value obtained, the
Sigma competence level is determined. Taguchi index and Sigma metric based on DPMO can
be considered as two basic indicators. Their testimony is different. While in the Six Sigma
metric, Sigma reflects only the number of missed trains per section, Cpm Taguchi shows their
variability in terms of average delay and standard deviation. Both indicators aim to show the
highest possible values. According to Six Sigma, the goal is to achieve 6 Sigma for almost
faultless service provision.
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The value of the analyzed trains is at the level of 2 Sigma and at the same time depends on the
type of train, position and travel time. The yield indicator serves to illustrate the ratio of timely
trains to the total number of dispatches. In a comprehensive analysis, it is necessary to compare
and take into account all indicators when assessing train quality. The aim is to analyze the
reliability of a given train over some time and propose further measures to improve the actual
condition through a DMAIC cycle. Failure in quality is such a serious problem that it must be
recorded to avoid a future collapse of the transport system while helping people to take the
following measures. Therefore, the level of 2 Sigma in timeliness is not sufficient, research has
included software development that monitors errors in the quality of the rail undertaking's
processes and thus eliminates the negative effects on the organization's resilience. The figure 4
shows a proposed interface of software used for noting the quality of deviation, a failure that
can negatively impact the punctuality of trains.

Figure 4: Proposed interface of software solution
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Source: Authors

The software is designed for employees of railway companies, but also organization
management. It categorizes track sections, trains, causes and consequences of various types of
errors. This helps to reduce deviations from quality. At the same time, it supports the creation
of a resilient business environment and the entire transport system.

4. CONCLUSION

This principle is a prerequisite for maintaining a resilient undertaking in such a challenging
environment as the liberalized transport market is. It is characterized by new entrants, the high
competition of services, changing conditions and pressure on sustainability. Therefore, it is
extremely important to consider the idea of what aspects are affecting building a resilient
organization. This research shows the importance of monitoring the quality and readiness of
processes concerning customer's requirements. These results can be considered as new about
the identification of the level of readiness and resilience of the railway undertaking in a
constantly changing transport market environment. The research provides an interesting
incentive for its extension to other countries, areas, respecting the proposed solutions in the new
methodology.
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ABSTRACT

The aim of this paper is to assess the awareness of proximity technologies and their use by
Slovak retailers and consumers, and also to evaluate the access of retailers and consumers to
proximity marketing services. In this paper we focus only on services provided through Wi-Fi
technology, as the most frequently used tool of marketing proximity worldwide. Based on the
set problem the marketing research of Slovak consumers and structured interview with
representatives of marketing and digital agencies were realized. Based on the results, we can
say that the potential of using proximity tools via Wi-Fi technology as a form of communication
between the seller and the customer during the purchase in the retail store exists.

Keywords: Proximity marketing, Wi-Fi technology, Survey, Retail

1. INTRODUCTION

In response to changes in customers' purchasing and consumption behavior, businesses today
need to adapt their marketing communications with customers to address them correctly and
match their preferences and needs (Stuchly et al., 2018, Valaskova, Krizanova, 2008).
Increasingly, the emphasis is on connecting online and offline communication channels.
Through customization and personalization, companies strive to better reach their customers
and implement a variety of modern marketing strategies. Especially in the retail environment,
traditional retailers face and lot of competition from online sellers and have to make great
efforts and resources to attract customers back to their stores. One recent marketing trend that
can better target and reach customers with relevant and personalized content based on their
location is proximity marketing. Unlike abroad, proximity marketing is rarely used in the
Slovak Republic. The aim of this work is to assess the awareness of proximity technologies and
their use by Slovak retailers and consumers, and also to evaluate the access of retailers and
consumers to proximity marketing services. In this paper we focus only on services provided
through Wi-Fi technology, as the most frequently used tool of marketing proximity worldwide.

2. LITERATURE REWIEV

Levesque et al. (2015) define proximity marketing as a wireless and localized distribution of
location-specific advertising content. Using mobile technologies, this type of mobile marketing
targets customers with highly personalized and relevant content, at the right time and in the
right place.
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This type of marketing strategy is suitable for targeting distances up to about 50 meters,
especially inside buildings. The term “proximity marketing” was introduced to retailers in 2008
and has since become a trend in marketing communications. More and more companies are
using proximity marketing as a tools of more effective communication with customers
(Beaconstac, 2019). According to the Market for Proximity Marketing report, the proximity
marketing market was valued at $ 9.01 billion in 2015 and is expected to reach $ 52.46 billion
by 2022, with CAGR1 of 29.8% over the forecast period. Market growth is fueled by increased
interest in business intelligence and increasing competition in the market (Sroka et al., 2014),
along with an increasing number of smartphones. The market is further fueled by factors such
as continuous technological advancement in location services, increased use of Beacon
technology and the growing need to improve customer service (MarketsandMarkets, 2016).
Technological advances over the last few years have made technology more affordable, and so
many businesses have incorporated it into their marketing strategies. Wi-Fi is the most widely
used wireless technology based on IEEE 802.11 standards. It allows radio data transmission on
the free 2.4 GHz and 5 GHz frequency bands (Davis, 2004). Today, most mobile devices
support Wi-Fi standards. The most widely used smartphone standards in 2019 are 802.11ac and
802.11n (ScientiaMobile, 2019). The basis of any wireless network is an access point. The
primary task of the access point is to transmit a wireless signal that end devices can detect using
built-in Wi-Fi adapters. The device can connect to the Internet and a wireless network through
an access point. The main advantages of Wi-Fi technology are its abundant use and ubiquity. It
allows mobile devices to connect to the Internet and provides high data transfer rates (Reicher,
2018). However, compared to the other technologies mentioned, it is the most expensive to
implement. Wi-Fi technology, however, brings great marketing potential in the form of public
Wi-Fi networks, which can now be connected almost anywhere. Companies are increasingly
offering free WiFi connection to their customers often in exchange for providing contact
information (e-mail, social network profile). To log in, users must agree to the terms and
conditions of use. According to a research by the Yankee Group, 96% of customers prefer stores
that offer free Wi-Fi and 78% of shoppers would connect to Wi-Fi if they were given this
opportunity (Essick 2015). This implies that a public Wi-Fi network can be a good tool in
competitive competition. Wi-Fi benefits both the customer and the merchant. As soon as the
customer logs into the network, Wi-Fi becomes an important communication channel for the
merchant. Wi-Fi makes it easy to get customer information that retailers can analyze in real
time to better understand customer needs and purchasing behavior. They can also give the
customer a personalized discount coupon offer and improve their shopping experience. From
the contact details provided, businesses can build a solid customer database for later marketing
initiatives (e.g. newsletters). Wi-Fi can also be used to locate the customer and map her/his
movement in the store (Essick 2015). This information is obtained through a router equipped
with special cloud analysis software that continuously stores and processes identification and
location data obtained from connected devices. Using such software it is possible to create a
virtual customer profile with its contact and demographic details as well as information about
the time spent in the store, the frequency of traffic and the trajectory of moving around the store
(Purple 2019). Thanks to this information, the trader can improve the overall shopping
experience, for example by giving the sales person information about the arrival of a regular
customer and thus he/she can provide better service (Ferretti 2018).

3. METHODOLOGY

The main aim of this paper is to assess the perception of proximity marketing activities, namely
using Wi-Fi technology and to identify areas of optimization of Wi-Fi technology in the
proximity marketing activities for business practice in the Slovak Republic. The partial goal is
also to evaluate the access of retailers and consumers to proximity marketing services.
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To ensure the fulfilment of the goal of the contribution and the marketing research, we have set
the main research assumption, which is as follows: The potential of using Wi-Fi technology in
proximity marketing in the business practice of the Slovak Republic exists. Based on the set
problem and the goal of the marketing research, we decided to carry out the marketing research
on a sample of consumers of the Slovak Republic, i.e. a selected set of statistical units that we
select from the whole set of consumers of the Slovak Republic. We chose a deliberate choice
as a sample selection method. We set the conditions on the basis of which the sample of
respondents forms a suitably selected sample (Rimarcik, 2007; Krizanova et al., 2014). The size
of the representative sample was determined by the following equation:

n=(z_(a)"2*p*(1-p))/c"2 1)

where n is the minimum number of respondents, ta is the critical value of the normal
distribution, p is the likely sample proportion, expressed as a decimal, and d is the confidence
interval, expressed as a decimal (Moravcikova et al., 2017).

The confidence level was set at 95%. The critical value of the normal distribution at confidence
level a=0.05 was 1.96. This is based on the fact, that 95% of the area of the normal distribution
is within 1.96 standard deviations of the mean. For those cases where the likely sample
proportion was not known, p was set at 50%. The confidence interval was set at 5% (Palus et
al, 2014). In order to conduct a marketing survey of the perception of proximity marketing
activities via Wi-fi technologies by consumers in the Slovak Republic, it is necessary to provide
a sample of at least 385 respondents. In order to carry out a qualitative survey, a questionnaire
was chosen as a tool for data acquisition. The questionnaire ensured finding the perception of
proximity marketing activities via Wi-fi technologies by consumers in the Slovak Republic.
The survey was conducted in April 2019. The 568 respondents participated in the questionnaire
survey. To analyse the access of retailers, we decided to accost several marketing and digital
agencies that focus on proximity marketing or at least some of the tools of proximity marketing.
In addition, we got onto several companies that provide technologies for such marketing
solutions.

4. RESULTS

According to the representatives of companies, the demand for proximity marketing tools is
scarce. Proximity marketing tools are considered as only complementary or supportive. The
most common tool used in Slovakia are QR codes. In addition to QR codes, Wi-Fi is also used
as one of the proximity marketing tools. The most common way to use this technology is to
characteristic name the Wi-Fi network. An enterprise can change its Wi-Fi network name to the
current campaign or action in progress to attract bystanders. Interest in this solution is on the
increase but this kind of proximity marketing is not always realized through a marketing agency
or specifically as a kind of proximity marketing. Businesses that want to differentiate
themselves from the competition are actively pursuing the latest trends in the marketing world,
as well as their competitors, and if they are able to implement some of the marketing solutions
themselves, they will. Many entrepreneurs may not even know that they use the proximity
marketing tool (Gajanova, Nadanyiova, 2019). Based on the evaluation of the questionnaire
survey, which we focused on the use of the Wi-Fi by consumers of the Slovak Republic, it
follows that this technology is the most used feature in the mobile phone of Slovak consumers.
Consumers of the Slovak Republic prefer to use Wi-Fi on their mobile phone. Very often up to
79% of consumers use this feature, while 9% of consumers rarely use this feature. Only 2% of
consumers do not use this feature on their mobile phone, and 10% of consumers do not own a
Wi-Fi mobile phone. The main function of Wi-Fi technology is internet connection.
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We have therefore found out which networks consumers are most often connected to. Slovak
consumers most often (56%) connect to private paid Wi-Fi networks such as home Wi-Fi
networks and work Wi-Fi networks. 33% of Slovak consumers prefer to connect to a public
Wi-Fi network rather than a private Wi-Fi network. In the case of proximity marketing via Wi-
Fi network, however, it is usually necessary to connect the consumer to the public free network
provided by the company. It is therefore important for businesses that choose to carry out
proximity marketing through Wi-Fi technology to know how consumers use Wi-Fi on their
mobile phone. The survey shows that 45% of consumers have Wi-Fi on their mobile phone
permanently turned on. About 25% of consumers sometimes turn off Wi-Fi immediately after
use. In addition, we found out what sites consumers visit most often when they connect to a
merchant's Wi-Fi network. Up to 67% of consumers browse social networks and emails. 7% of
consumers browse the merchant's website or e-shop and 6% of consumers browse the
competitor's website or e-shop. 10% of consumers browse other websites. We also asked for an
attitude to mobile communication between a merchant and a customer in a brick and mortar
store. The results show that only 15% of consumers do not have a positive attitude towards this
form of communication. 16% of consumers indicated that they appreciated this kind of
communication. 30% of consumers expressed a neutral attitude and 39% of consumers had not
expressed their attitude because they had not encountered this type of communication. Based
on the results, we can say that the potential of using proximity tools as a form of communication
between the seller and the customer during the purchase in the retail store exists.

5. DISCUSSION

The information gathered is very important to businesses because they can properly set up the
proximity marketing activities used in their business. First of all, consumers need to be informed
about the possibility of connecting to the Wi-Fi network operated by the business. Businesses
that operate a free Wi-Fi network typically place the Wi-Fi logo in a prominent location in their
store. Many times, businesses have a Wi-Fi network password and the customer will get the
password on demand. It is very important to engage the customer in the concept of marketing
proximity in the right way. We recommend that businesses limit the use of Wi-Fi networks by:
e Subscribing to email newsletters

e Signing in to your business app

e Confirming network login on the company website, etc.

In this way, when a customer logs in in their web browser or through an business application,
they see information on the current campaign, actions, events, and so on the main website. In
this way, the retailer can communicate the required information. Customers browse emails and
social networks most often when they sign up for a free Wi-Fi network in retail. More than 60%
of consumers identified this option in a questionnaire survey. This means that by limiting the
login to the enterprise's public Wi-Fi network by subscribing to email newsletters, there is a
presumption that such an email will be viewed by the consumer as soon as they log on to that
network. In addition, the retailer will ensure that its public Wi-Fi works on a similar basis to
the Bluetooth beacon. By logging on to the enterprise's Wi-Fi network, the retailer obtains
purchase preference data of customers. Based on this data retailer can send personalized
advertising, discounts and special offers to the consumer. In addition, the business obtains
information about the length of connection to the network, movement through the store and
store departments. From the statements of representatives of several marketing and digital
agencies we know that proximity marketing realized through Wi-Fi technology is quite frequent
in Slovakia. This technology is most commonly used in cafes, restaurants, shopping malls,
hotels, vehicles, or public areas. The content addressed to consumers is mainly of an
informative nature.
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Another big advantage of providing a Wi-Fi network as a proximity marketing tool is that the
name of a Wi-Fi network itself may already contain advertising, special offers, or discount
notifications. It is enough for the company to instruct the staff to update the Wi-Fi network
name regularly according to the current event or special offer. In this way, businesses not only
reward consumers with free internet access, but communicate the information they need to
increase sales chances.

6. CONCLUSION

The paper deals with the issue of proximity marketing as a modern trend in the field of
marketing communications. Proximity marketing gives merchants the ability to better target
their customers with relevant content based on their location. The aim of this work was therefore
to find out how Slovak consumers and retailers approach the proximity of marketing through
Wi-Fi technology. On the basis of quantitative and qualitative research related to the Wi-Fi
function in consumers' mobile phones, it can be said that the Wi-Fi function is widely used
among Slovak consumers compared to other mobile functions. Businesses have a relatively
high chance of reaching consumers via Wi-Fi technology in their retail stores, as the way and
especially the mode of using this feature is positive for proximity marketing activities carried
out by Slovak businesses. In addition, it is a positive finding for businesses that more than 60%
of consumers browse emails and social networks when they connect to the public network. This
fact is one of the important specifics of consumer behavior in the Slovak Republic.
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ABSTRACT

Social commerce has taken the e-tailing world by storm. Business-to-consumer sites and, more
important, intermediaries that facilitate shopping experience, continue to offer more and more
innovative technologies to support social interaction among like-minded community members
or friends who share the same shopping interests. Online word-of-mouth (WOM) such as
consumer opinions, user experiences, and product reviews has become a major information
source in consumer purchase decisions. Prior research on online reviews effect has focused
mostly on low involvement products such as books or CDs. With the minimal role of price in
the buying decision, social discussion via online reviews becomes a collective signal of
reputation, and ultimately a significant demand driver. This study shows that online reviews
can be used to convey the reputation of the product, brand or goods. Also, it shows that online
reviews have a significant impact on retailers’ sales and offers the method for future research.
In this paper, the theoretical and practical implications of the research results are discussed.
Keywords: online reviews, sales, word of mouth, WOM

1. INTRODUCTION

With the rapid development and the associated progress of society, online shopping has become
an integral component in satisfying people’s daily consumption requirements. The trend of
using customer behaviour and demand to analyze factors that influence product sales based on
data from user-generated content (UGC) is gaining prominence worldwide (Chong et al., 2017).
Today, customers are increasingly paying more attention to factors such as online reviews. The
timely and accurate collection of market information and the control of various factors affecting
sales can assist manufacturers and sellers in maintaining reasonable inventory and improving
competitiveness (Zhao et al., 2020). Moreover, e-commerce platforms use data to manipulate
content and generate favourable online reviews (Lee, Trimi and Yang, 2018). For example,
systemic curation management, such as clustering, screening, and sorting of reviews, is
becoming an important factor that can considerably affect product sales. In e-commerce, Web
2.0 provides platforms for internet users to share their knowledge, expertise and experiences on
forums, review portals, blogs and other social media websites. It also enables consumers to
share their opinions and experiences about services and product usages on review platforms
(Malik and Hussain, 2020). Reading product reviews has become a common step because such
reviews contain important information and facilitate customers in making purchase decisions
(Ye et al., 2011). However, most of the popular products receive large collections of reviews
that result in information overload problem (Zhao and Zhang, 2020). Some e-commerce
websites provide consumers with an interactive voting facility such as Amazon.com, asks its
readers “Was this review helpful to you? Yes/No”. The reviews with higher helpful votes are
ranked higher than one with lower votes. However, with the exponential growth of reviews on
websites, reviews are not always being consistently helpful e.g. sentiments expressed in the
reviews can have a varied effect on helpfulness (Forman, Ghose and Wiesenfeld, 2011).
Potential purchasers place a great deal of stock in product reviews written by previous
purchasers. More and more, these product reviews are written, read, and evaluated online.
Online reviews gain as much trust as personal recommendations for the majority of consumers
and a glowing review motivates behaviour more than discounts and other offers (Reich and
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Maglio, 2020). Consumers seem to want product reviews and firms seem happy to offer such
reviews on their websites, in their advertising, and elsewhere. Indeed, firms are increasingly
engaging in efforts around “review solicitation” and “online reputation management,”
incentivizing previous purchasers to write reviews in exchange for discounted or free products
(Reich and Maglio, 2020). As firms invest in, and consumers trust, online reviews, their
management has come to occupy a more prominent role in marketing practice. Likewise,
consideration of the review characteristics exerting the most impact has come to occupy a more
prominent role in marketing theory. Positive reviews generally boost sales while negative
reviews hurt sales and firms certainly opt to feature positive over negative reviews (Chevalier
and Mayzlin, 2006). Factors affecting the sales of online products are multifaceted. Scholarly
research has achieved certain research results, especially those related to online reviews, review
system curation, online promotion marketing, and seller guarantees. However, those research
are relatively single-spread, and combining these four aspects for research and discussion
remains uncommon. Given these limitations and challenges, this study suggests analyzing the
factors that influence product sales based on online reviews.

2. LITERATURE REVIEW

Online reviews, also known as online feedback, are an important form of electronic word-of-
mouth. Online feedback assists customers in understanding product information and serves as
an important reference for customers when making purchase decisions. Thus, the impact of
online reviews on product sales is steadily increasing. For example, in some scientific works,
Yahoo movies reviews were analyzed and observed that the number of online reviews has a
positive impact on box office (Luan and Neslin, 2011). Some scholars have even found a
positive correlation between sales volume, price, and review volume based on the restaurant
review data collected from e-commerce websites (Lu et al., 2013). These studies highlight the
impact of online review volume on product sales and services. The commonly used research
variables include online reviews, the length of the review, and the percentage of negative
reviews, among others (Reyes-Menendez, Saura and Martinez-Navalon, 2019). In general,
positive online reviews often indicate positive attributes, such as good product quality, superior
brand image, and being professional, while negative online reviews depict customers’ lack of
confidence in product quality and brand image. Positive online reviews help increase
customers’ willingness to buy a product or use a service, while negative online reviews impede
customers’ willingness to purchase sellers’ service or product (Ho-Dac, Carson and Moore,
2013). Research shows that negative online reviews spread faster than positive online reviews
and that they have a greater impact on the potential customer’s purchase decisions. Therefore,
positive reviews may not have a significant impact on customers’ purchase decisions, while
negative reviews definitely have a stronger impact than positive reviews on customers’
purchase decisions (Malik and Hussain, 2020). The use of the Internet for publicizing feedback
and recommendations on products and businesses has broadened the reach of WOM and
sparked an interest in re-examining the effect of WOM in the digital age (Duan, Gu and
Whinston, 2008). Two dimensions of WOM activities have been considered in these studies:
WOM volume (i.e., the amount of WOM disseminated) and WOM valence (i.e., the preference
carried in the WOM information), often measured as positive, negative, or with user ratings.
Studies suggest that the volume of digital WOM is positively associated with product sales, but
the relationship between WOM valence and sales is often mixed (Wu et al., 2015). Chevalier
and Mayzlin (2006) found that improvement in volume and valence of a book’s review leads
to an increase in sales. However, with a similar data set from Amazon.com Chen et al. (2004)
found that WOM valence is not related to sales. By separating WOM dispersion across different
online communities from dispersion within communities, Godes and Mayzlin (2004) noted that
dispersion across communities is the main factor that influences sales performance.
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Another study is conducted by Huang et al. (2015) to explore the impacts of quantitative and
qualitative factors of reviews and reviewers such as reviewer impact, experience and
cumulative helpfulness. The authors demonstrated that word count with a certain threshold is
effective for helpfulness prediction and reviewer experience has a varying effect on helpfulness.
Similarly, a text regression model was built using a combination of review and reviewer
features to predict the helpfulness of reviews (Liu and Park, 2015). The feature set includes
readability and valence of reviews, reviewer’s identity, expertise and reputation. Another study
examined the moderating effect of product type, impact of reviewer reputation, identity and
depth on review helpfulness (Malik and Hussain, 2020). The findings revealed that reviewer
reputation, review extremity, and review depth are more important for helpfulness prediction
using search goods. In related research, Wang (2013) examined how the impacts of online
consumer reviews differ across products and consumer characteristics. They found that online
reviews are more influential on the sales of less popular games or games with less experienced
internet users. However, until now, there are no unified results towards the effect of online
reviews on product sales. Most studies show a positive relationship between average reviews
scores and product sales (Gu, Park and Konana, 2012). Using data from the movie box office,
some researchers find there is no significant relationship between the movie’s average rating
and movie revenue. They agree, though, that the underlying word-of-mouth (the content of
reviews) does play a dominant role on consumers’ ratings (Yin, Wang and Shi, 2019). Chevalier
and Mayzlin (2006) show that the addition of new, favourable reviews at one site results in an
increase in the sales of a book at that site relative to the other site. They found some evidence
that an incremental negative review is more powerful in decreasing book sales than an
incremental positive review is in increasing sales. Their results on the length of reviews suggest
that consumers actually read and respond to written reviews, not merely the average star ranking
summary statistic provided by the Web sites. Additionally, Zhu and Zhang (2010) as well as
Cheung, pointed out that online user-generated reviews are of use to both consumers and online
retailers. Likewise, they indicated that online word-of-mouth can have important implications
for managers in terms of brand building, product development, and quality assurance. Findings
of recent studies show different effects of online reviews on the product/ service sales (Luo,
Rong and Zheng, 2020).

3. CONCEPTUAL FRAMEWORK AND HYPOTHESIS

Based on the literature review we mentioned conceptual framework needs to be formed for
future research. Costumer online reviews can be separated into several parts and figure 1 shows
it. we should build a hypothesis according to them. The main questions are: how does online
review affect sales? What parts reviews are divided into? What role does brand reputation have
in this process? In this conceptual framework, we will try to answer these questions and build
a model for future research.

Figure following on the next page
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Figure 1: Product reviews, brand reputation and effect on sales
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Source: Adapted from (Zhao et al., 2020) and (Amblee and Bui, 2011)

As we see from figure 1 online review are separated into several parts and they form online

reviews, that affects brand reputation and then brand reputation effects sales. Those variables

can have a positive and negative effect. According to our framework, we can formulate a

hypothesis:

e H1: review volume can affect brand reputation positively that causes a positive effect on
sales;

e H2: number of picture reviews can affect brand reputation positively that causes a positive
effect on sales;

e H3: number of additional reviews can affect brand reputation positively that causes a
positive effect on sales;

e H4: the high percentage of negative reviews can affect brand reputation negatively that
causes a negative effect on sales;

4. METHODOLOGY

This study is mostly concentrated on a systematic inquiry of past papers, journal articles and
conference proceedings, books and book chapters as well, which are mostly indexed in the
reputable databases such as Scopus, WOS, Google Scholar and etc. Those papers helped to
execute the goal of the study. From the literature review above mentioned variables were
formed and examined. For the future, it is necessary to develop quantitative research inquiry to
reach the goals of this study. The nature of this study is to test the model and build the theory,
that is why quantitative research will be needed. According to the mentioned survey needs to
be created. Also, it is necessary to measure variables. Variable measurement should be
performed by questions and questions may be measured on a 5-point Likert scale with 1
meaning “not at all” and 5 meaning “very much”. After measuring the variables, the appropriate
test should be run and results found.

5. RESULTS AND DISCUSSIONS

Online reviews are an effective promotional tool for e-commerce entities, especially when
information overload among online buyers is created due to a large amount of information
available on the World Wide Web (Malik and Hussain, 2020). Online reviews provide a
powerful, cheap and impactful channel for online vendors and marketers to reach their
customers. Therefore, online vendors take benefit of opinions of experienced customers to
attract potential buyers. The “helpfulness” feature of online product reviews facilitates the
customers to cope with the information overload problem and helps in their decision-making
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process (Reyes-Menendez, Saura and Martinez-Navalon, 2019). Identification of influential
predictors for online review helpfulness has attracted much interest in the literature. The
proposed conceptual framework model is quite effective and demonstrates the connection
between online reviews brand reputation and sales. Also, it divides online reviews into the
different segment and tries to demonstrate each effect on brand reputation and finally on sales.
First, we find the effect of each component of online review om brand reputation that plays the
mediation role, and then we find the connection to sales volume.

6. CONCLUSION

This research provides insights to both academic researchers and business practitioners. First,
we expand the product categories examined to search and quasi-experience goods, giving
academic researchers a broader understanding of the impact of online consumer ratings and
reviews. Second, our findings are helpful to online retailers that are considering adding
consumer reviews to their websites. For those primarily selling search goods, such a feature
might not justify the costs as consumer reviews have minimal impact on sales. On the other
hand, companies selling experience goods should have consumer ratings and reviews systems
in place to promote the online word of mouth and attract customers to their sites to buy products
and create user contents (reviews and ratings). Third, the current research offers implications
to policymakers on how a national standard of retail website effectiveness may be different for
sellers of different types of products. For sellers of experience goods, the inclusion of consumer
reviews should be standard. In contrast, such reviews may not be necessary for retailers of
search goods.
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ABSTRACT

This study empirically investigated the impact of financial deepening on economic growth in
Nigeria between 1986 and 2017 using annual time series data in an Auto regressive Distributive
Lag Model and Granger Causality Test. The result shows that an increase in MSS leads to a
reduction in GDP in Nigeria. Thus, money supply constitutes a negative motivator of economic
growth and development in Nigeria. Such macroeconomic determinants like credit to the
private sector and market capitalization and hence should be well captured in policy
formulation and implementation. In view of the findings therefore, the Central Bank of Nigeria
will need to maintain both contractionary monetary and fiscal policy mix consistent with low
interest rate to curb the negative effects of this variable on economic growth and credit supply
and improvement in the performance of the capital market be sustained for positive impact on
economic growth in Nigeria.

Keywords: Impact, Financial Deepening, Growth, Nigeria

1. INTRODUCTION

Every economy is made up of key drivers of growth processes out of which finance is crucial.
To this end, the financial system has been acknowledged globally to play a catalytic role in the
economic development of nations. In the words of Gisaor (2018), financial sector plays a key
role in the mobilization and allocation of savings for productive use, provides structures for
monetary management, the basis for managing liquidity in an economic system. It also assists
in the reduction of financial risks faced by firms and business organizations during their
productive activities. Financial systems also aid improvement of portfolio diversification and
the insulation of the economy from the various international economic changes. The increasing
deepening and expansion of the financial system is expected to create diversified financial
instruments in the banking sector and capital market. Greater availability of varieties of
financial institutions and instruments is expected to deepen the entire financial system. As such,
financial deepening is mostly measured with the ratio of growth rate of broad money supply
(M2) to that of Gross Domestic Product (GDP); ratio of total banking credit to the private sector;
gross savings in the economy; gross domestic investment and interest rate spread amongst other
measures (Andohol and Gisaor, 2018). Financial deepening therefore entails any effort aimed
at developing the financial system that is evident in increased financial instruments and assets
in the financial market (Gisaor, 2018). This means that the widest range of such assets as
liabilities of non-bank financial intermediaries, treasury bills, value of shares in the stock
market and money market funds will all have to be included in the measure of financial
deepening. Indicators of financial deepening differ in economies and between countries. It is
also possible that different financial markets have different levels of financial deepening.
Countries with efficient financial system have higher financial deepening ratios than countries
with highly underdeveloped financial system. Though economists have accepted the effects of
financial deepening on economic growth, they have not had the same view about the long run
effects and the direction of causality. While Shaw (1973) supported the idea that financial
deepening creates economic growth to take place, Ogbunaka (2003) and Tyopev (2019)
contended that it is the level of economic growth and development that causes financial
deepening.
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The reforms in the financial system in Nigeria which heightened with the 1986 Structural
Adjustment Programme (SAP), affected the level of financial deepening of the country and the
level of relevance of the financial system to Nigeria’s economic development (Andohol and
Gisaor, 2018). However, the rapid globalization of the financial market since then and the
increased level of integration of the Nigerian financial system to the global system have
generated interest on the level of financial deepening that has occurred. Nigeria has experienced
growth in the financial sector and consequently increases in financial deepening overtime.
Growth in financial outlet, marginal developments in the money and capital market, increase in
bank branches, rapid use of credit and debit cards, increase in use of payment technologies like
Automatic Teller Machine (ATM) and electronic transfer of deposits, expanding internet
banking, e-banking and e-payments and positive indicators of and improving financial system
(Monteil, 1995). The question is whether development in the financial sector, leading to
financial deepening has been able to bring about increased economic growth, especially
considering the fact that Nigeria still experiences high level of unemployment, high inflation
rate and high interest rate. There is clear evidence of lack of credit for investment while the
rural economy of the country still suffers financial neglect. Worst still is the fact that the gap
between deposit and lending rate has continued to widen over the years. On this premise, the
study is set out to examine the effect of financial deepening on economic growth in Nigeria
between 1986 and 2017. This is to enable the researcher study the trends after structural
adjustment programme. It is believed that during this period, certain financial policies were
implemented. What then are their impact on financial deepening and hence economic growth
in Nigeria?

2. THE CONCEPT OF FINANCIAL DEEPENING

Financial deepening means the extent to which financial institutions are capable of effectively
mobilizing financial resources for investment purposes. The growth of domestic savings
provides the real structure for the creation of diversified financial claims. Financial deepening
can also been defined as an increased ratio of money supply to GDP (Andohol and Gisaor,
2018). The most classic definition of financial deepening in economic literature according to
Nnanna and Dogo (1999) is the one that reflects financial deepening to the share of money
supply to GDP. Money supply has several variants which according to Ogege and Shiro (2013)
include cash at bank (M1) and time-related deposits and non-institutional money market funds
(M2). Broad money is defined to include M1 + M2, the view accepted and adopted for this
study. Goldsmith (1995) identified four stages of financial deepening and its sequencing over
time which are outlined below: The first stage of financial deepening is usually the emergence
of banks. In an economy where there is only very partial information about borrowers, banks
are particularly not too good at dealing with asymmetric information. Relationship lending only
allows banks to work closely with borrowers to develop trust as well as share information. The
second stage often involves the stock market. It requires companies to publicly disclose
information about their businesses. But once this infrastructure is in place, the key advantage
of a well functioning stock market is that it provides something banks are cannot provide-a long
term commitment of risk capital while still giving investors a liquid form of investment. The
third stage often emerges with the development of fixed income markets. These markets include
both the bond market and the money markets. These are markets of choice for fund raising by
government, financial institutions and matured interested markets. The bond market provides
good investment instruments for long term investors such as pension fund and insurance, while
the money market manage short term liquidity needs in large organizations. The final stage of
financial deepening involves derivative markets and securitization. Derivatives instrument are
used for hedging financial risk while securitization allows risks to be fairly redistributed across
investors.
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The financial stage is usually difficult to achieve hence it can easily result to financial problems
leading to economic recession. Similar to financial deepening is financial widening which is
the process whereby the financial system expands the spectrum of financial services and growth
of financial assets and liabilities (Tyopev, 2019). It refers to the growth in number and the size
of the financial institutions and increasing use of money in exchanging goods and services in
an economy. There has been an improvement in the use of money in Nigeria following the
establishment of the central bank but Torruam, Chiawa and Abur (2013 believes the scope can
still be expanded by further developments in the non-monetized rural activities in Nigeria. This
can be done by placing emphasis on agriculture and related activities. At present, there is greater
number of commercial banks in Nigeria but they seemed to have limited their activities to urban
centers particularly state capitals. It means commercial banking in Nigeria still remains the
work of the elite working class with less attention to rural economic activities. Most of the rural
populations according to Tyopev (2019) have to depend on village shop keepers, and informal
finance for their business finance. This can simply be summarized that financial widening is
not enough in Nigeria with over 60% of the economy under-banked (lbrahim, 2012).

3. THE STRUCTURE OF THE NIGERIAN FINANCIAL SYSTEM

A financial system as reported by Adebiyi (2002) is a conglomeration of the various markets,
instruments and institutions that interact within an economy to provide financial services such
as resources mobilization and allocation, financial intermediation and facilitation of foreign
exchange transaction to enhance foreign trade. The Nigerian financial system can be broadly
divided into formal and informal financial sector. The informal financial sector is poorly
developed with local money lenders, thrifts and savings associations and the likes of local bam,
Adashi, esusu and etache. The formal financial sector, like any other financial sector is made
up of the Central Bank of Nigeria, Securities and Exchange Commission, the Nigeria Deposit
Insurance Corporation, Commercial Banks, Merchant Banks, Development Banks like Bank of
Industry, Bank of Agriculture, Federal Mortgage Bank of Nigeria, Nigerian Export and Import
Bank, specialized banks like Microfinance Banks, other Financial Institutions like Bureaux de
Change and Insurance Companies. While the money market is where short-term and liquid or
near-liquid financial instruments are created, sourced and traded with the Central Bank of
Nigeria; the market regulator, the capital market, on the other hand, is involved in the
mobilization of long-term financial instruments; and is structured into the debt and equity
markets. The debt aspect of the market is where bonds and other debt instruments are created
by the Debt Management Office (DMO) with the CBN acting as the Issuing House and
Registrars. While the stock market is involved in the creation of equity instruments, which are
traded on the Nigerian Stock Exchange (NSE), a Self-Regulatory Organization (SRO) with the
Securities and Exchange Commission (SEC) acting as its apex regulatory body. This is
complemented by the corporate debt market, which is yet to blossom despite the strides made
in the public issued debt markets (Ogbonaka, 2003). Specifically, the capital market is the
institutional arrangement which facilitates the transfer of medium term and long term funds
from the surplus to the deficit sectors of the economy. The market thus, deals in medium term
and long term loans. It supplies the industry with fixed and working capital and provides
medium and long term funds to government at all levels. The instruments traded are stocks,
shares and debentures of large corporation as well as bonds and securities issued by government
(Torruam, Chiawa and Abur, 2013). Here, emphasis is placed on medium and long term capital
that is essential for economic development. Capital is essential as it provides the opportunity
for mobilizing funds for long term investment. The main functions of the capital market can be
summarized according to Sanusi (2002) to include: mobilization of savings and channeling
them into productive investments. Funds flow from savers to investors through the capital
market taking cognizance of all the instruments of the market.
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Another important function is the reduction in the cost of acquiring information and hence the
transaction costs. The capital market easily bring both savers and investors together thereby
reducing the exorbitant cost of savings and borrowings. This also secures the diversion of funds
into wasteful ventures to productive investments thereby, encouraging capital formation in an
economy. The capital market promotes financial stability through her various market
instruments. Finally, the capital market ensures that funds flow from areas of economic surplus
to the areas of greatest need. This encourages the development of commerce and industries.
Money market on the other hand has many dimensions but collectively referring to the various
firms and institutions that deal with various grades of near money. It has been further described
as a network of markets that are grouped together because they deal in financial instruments
that have a similar function in the economy and are to some degree substitutes from the point
of view of holders. The Nigerian money market deals with short term credit instruments of high
quality. Such instruments are easily convertible hence referred to as near money in our earlier
definition. The key participants in the money market include the CBN with the supervisory
powers over all the other participants in the market, the commercial banks who are the direct
dealers in terms of volume of credit, non-bank financial intermediaries, discount houses who
discount bills on behalf of others and acceptance housed who act as agents between lenders and
borrowers. The main instruments of the money market are: the promissory note which is the
earliest type of bill is a written promise by a business man to pay another a certain amount of
money at an agreed date, usually 90 days. Bill of Exchange or Commercial Bill which is similar
to the promissory note except that it is drawn by the creditor and accepted by the bank of the
debtor. Treasury Bills is issued by government usually with maturity of 90 days (Samuel and
Emeka, 2009). There is also Treasury Certificate with has a maturity of two years. There is Call
Money where money is borrowed and for one day. Another instrument is Interbank Term which
is exclusively for commercial and merchant banks with maturity of up to 90 days. Another
instrument is Certificate of Deposits issued mainly by the commercial banks as their source of
funds. Finally, Commercial Papers which are promises by the borrowing companies to repay a
loan at a specified date, usually 3-6 months (Ogege and Shiro, 2013). The notes are not backed
by any collateral but instead rely on the high credit rating of the issuing companies. The money
market just like the capital market performs a number of functions summarized as follows:
Provision of short term funds to the private and public institutions for investment through
discounting bills, discount houses and commercial banks; and the provision of an avenue for
financial intermediation. Other functions include the promotion of liquidity and safety for
financial assets through secured savings and investments; facilitation of funds transfer from one
economic sector to another; facilitation of monetary stability through investments in the money
market; reduction in the need for commercial banks to borrow from central bank and reduction
in the cost of borrowing.

4. THE CONCEPT OF ECONOMIC GROWTH AND DEVELOPMENT

According to Todaro (2000), economic growth is generally defined in terms of increase in the
GDP to distinguish growth from development. Even though these concepts are sometimes used
interchangeably, one can still make an attempt to distinguish them. Economic growth according
to Todaro (2000) refers to an increase in a country’s national output of goods and services or
increase in the volume of output of goods and services within a specific period. Growth is
usually taken to mean economic progress which is the rate at which the annual output of goods
and services grow in real terms but economic development on the other hand is a less precise
and more complex term which cannot be easily reduced to quantitative measurement in
monetary terms alone. It involves a multitude of variables all of them dealing with man’s
existence. To Jhingan (2003), economic growth is related to quantitative sustained increase in
a country’s per capital output or income accompanied by expansion in its labour force,
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consumption, capital and volume of trade, while economic development is a wider concept than
economic growth. It relates to qualitative changes in economic wants, goods, incentives,
institutions, productivity and knowledge. It is the upward movement of the entire social system.
This implies that an economy can grow but cannot develop because poverty, unemployment
and inequalities may continue to persist. Thus, while economic growth is the increase in the
total output of an economy over a certain period of time, economic development means growth
plus change. In the end however, economic development would said to have taken place if the
totality of changes in these variables end up in improving the living conditions of the people.
This explains why many economists believed that while economic growth is about things
economic development is about persons. In the context of this work therefore, economic growth
refers to increase in the value of real GDP or increase in the real GDP growth rate. Economic
growth is measured by the Gross National Product (GNP). It is simply the total measure of the
flow of goods and services at market value resulting from current production during a year in a
country, including net income from abroad (Todaro, 2000 and Miller, 2000). This is one of the
popular methods of measuring economic growth and development. It therefore implies that
when GNP of an economy increases over a long period of time, such an economy is said to be
growing or developing.

GNP Per Capita: It is the average income of the people of a country in a particular year. It is
also known as per capita income (Jhingan, 2003). It is calculated by dividing national income
of a country by the country’s total population. When the per capita income of an economy
increases over a long period, it is recognized as economic growth. It is to this regard that Meier
(1976) defined economic development to mean a process whereby the real per capita income
of a country increases over a long period of time.

Welfare: There is also a tendency to measure economic growth and development from the point
of view of the economic welfare (Jhingan, 2006). This is because economic growth and
development is regarded as a process whereby there is an increase in output and consumption
of goods and services of individuals. Thus when there is a great increase in the welfare of the
people in a country, it means there is growth and development (Miller, 2000).

Social Indicators: Other economists have tried to measure economic growth and development
in terms of social indicators. They include items like inputs which include nutrition standard or
number of hospital beds or doctor per head of population, while others may be ‘outputs’
corresponding to these inputs such as improvement in health in terms of infant mortality rates,
and sickness rates. Social indicators are often referred to as the basic needs for development.
Basic needs focus on the alleviation of poverty by providing basic human needs for the poor.

5. EMPIRICAL REVIEW

Sunday and David (2011) studied the impact of financial institutions on economic growth in
Nigeria between 1970 and 2009 using OLS regression and annual time series data. The
application of the OLS to the small macro-economic model confirms an indirect relationship
between financial structure and economic growth through banking sector domestic credit to the
economy. The study suggested that policy direction should emphasize the overall growth of the
financial system with reduced cost of transaction and very much efficiency in financial
transaction. Ibrahim (2012) investigated the impact of financial intermediation on economic
growth in Nigeria between 1970 and 2010 using annual data from the CBN. The study used
simple statistics, unit root test, cointegration test and error correction mechanism and found out
that financial intermediation had a positive impact on economic growth in Nigeria with some
of the main indicators being statistically significant.
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The study suggested for a complete integration of the real-agricultural and industrial sector for
meaningful development in the Nigerian economy. Torruam, Chiawa and Abur (2013)
investigated the impact of financial deepening on economic growth in Nigeria between 1999
and 2011 using a set of econometric tools such as unit root test, cointegration test and the error
correction mechanism. The result shows four cointegrating equations and a unidirectional
causality running from financial deepening to economic growth and above all, a positive impact
of financial deepening on economic growth was witnessed. The study recommended for
promotion of the Nigerian capital market for diversified financial services in the economy and
Ogiriki and Andabi (2014) investigated the impact of financial deepening on economic growth
in Nigeria between 1988 and 2013 using secondary data generated from the publications of the
CBN. Result from the VECM confirms a long run negative relationship and no causational
relationship between the dependent and independent variable during the period of analysis. On
the basis of these findings, the study recommended for the regulation of the activities of
financial intermediaries in order to allow for free flow of financial resources from financial
institutions to the rural economy for productive activities.

6. METHODOLOGY

Secondary data relevant for this study was sourced directly from the publications of the Central
Bank of Nigeria (CBN) and National Bureau of Statistics (NBS), the model of the study is
technically specified thus:

GDP = F (FD)--------=-=-=-mmmmmmmeeeee (3.1)
Equation (3.1) is non stochastic and simple relationship between GDP and financial deepening
(FD). However, FD can be easily expanded to cover other related variables and how they affect

economic growth in Nigeria as follows:

GDP = F (MSS + CPS + MCP + ITR --rrnrnmrmmrmmrmmrmmrmescemee e (3.2)

Where: GDP = Real Gross Domestic Product, MSS = Broad Money Supply, CPS = Total Credit
to the Private Sector, MCP = Market Capitalization and ITR = Interest Rate.

Equation (3.2) is simply also a non stochastic model which entails that only the above capture
factors affect economic growth in Nigeria. It is however very clear certain factors too can affect

economic growth in Nigeria. The non stochastic implicit model is therefore explicitly specified
to cover the stochastic random element and transformed into ARDL long run as follows:

p p P p
ALGDP =a,) a;ALGDP_, + ) a,AMSS, , + > a;ACPS,, + > a,AMCP,_
i=1 i=1 i=1 t-1
p
+2 8 AITR | +AECM 4§ === === == — oo (3.3)
t-1

Where b, = Intercept or gradient, bi-bs = Parameter coefficients to be estimated and U = Error
Term.

All the variables areas previously defined and are taken on annual basis and used in their log

form. On a priori theoretical expectation, it was expected that all the independent variables
except ITR and would positively related the dependent variable in the model.
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7. DATA PRESENTATION

Table 1: Descriptive Statistics

GDP MSS CPS MCP ITR
Mean 18.96222 23.05956 1292.984 9.024444 2.298000
Median 12.70000 21.23000 1243.800 5.300000 2.320000
Maximum 72.90000 39.32000 1897.000 26.00000 6.240000
Minimum 1.600000 12.34000 594.0000 1.900000 0.120000
Std. Dev. 17.01522 8.155138 218.8311 6.725094 1.452275
Skewness 1.610196 0.596152 0.237534 1.096034 0.368094
Kurtosis 4.654978 3.294896 5.017207 3.953905 2.607848
Jarque-Bera 3.058102 3.597676 8.052778 3.013661 1.304540
Probability 0.500005 0.500491 0.317839 0.111033 0.120862
Sum 853.3000 1037.680 58184.30 406.1000 103.4100
Sum of Sq.Dev.

12738.79 2926.276 2107030. 1989.983 92.80052
Observation. 31 31 31 31 31

Source: Author’s computation using Eviews 8.0

Table 1 above displayed the summary statistics for the dataset used. Skewness in the table is
positive with all the variables having positive signs showing that the distribution was skewed
to the right. This simply implies that even in a frequency distribution form, the data set analyzed
was either dominated by positive values or was 