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ENRICHING EDUCATIONAL POLICY MAKERS & EDUCATOR S
INTERCULTURAL COMPETENCE VIA GLOBAL CONFERENCES:
AN EXAMPLE OF A SOE GLOBAL CONFERENCE IN INDIA

Dr Abdellah Benahnia
English Language Center Director
King Fahad Medical City, Riyadh, Saudi Arabia
abdull4v2@yahoo.com

ABSTRACT
In most countries in recent years, intellectual communities, educational policy makers, as
well as educators are becoming more and more confident that unifying thoughts along with
strategies and policies are some of the best tools and tactics to uplifttedatatandards
and the EFL/ESL | earnerb6s outcome, economy o0
in every society. Therefore, intercultural competence (ICC) seems to be a vital vehicle
towards international understanding of global educatiorsdues as well as finding the
appropriate and suitable solutions. Hence, the idea of sharing thoughts in the domain of
education and intellectualism in addition to the integration of universally valuable cultural
elements in schools worldwide is becomingiast. This paper emphasizes the necessity of
investing in international educational conferences as a strategy toward the betterment of
educational reform policies, as well as the impact of intercultural competence on educators,
policy makers and strategmanners in the world of education.
Keywords: Culture and LearningEducation Identity,Intercultural Competence

1. INTRODUCTION

Thousands of years ago, people used to gather in different locations in order to listen to and
share new ideas, debate, oy about new theories. In the early Greeks' era such as the time
of Socrates and his students Plato and Xenophon, gathering for intellectual and educational
purposes was a common practibeother areas of the world such as in the Arab peninsula,
poets,for example, would gather in the market area caliediq OukadhPoets used to read

their poems, and the best of those poems was selected to be hanged on thalwahbain

Makkah In recent years, conferences took the place of such events ersbraehow
becoming |i ke a fAmarket placeo of the ol d t
transportation and communication, the task of organizing a conference and getting people
from all over the world together is becoming much easier than €eenplexity of issues
related to education and its consequences is no more the burden of a particular society or
nation. In other words, ideologies or thoughts may affect farther nations as well (and that may
take place via media or immigration or by artfiey means). Furthermore, sharing ideas and
debating new approaches, strategies, or theories in an international gatherisgrsgem
fruitful. Hence, successful nations are probably the ones investing more in intellectual
educational gatherings becausettare fully aware that isolation from the rest of the world
brings nothing but suffering intellectually, economically, and more importantly morally.

2. NEW DELHI EXAMPLE

Just few years ago i.e,. (Decembel’18012), the School of Educators (SOE)A# India
Conference of Intellectuals (AICOReld its 3%' international gathering of intellectuals from
several countries (the author of this article was honored to be a guest in that conference and
was awarded the award d@utstanding Higher Education Lead 2013. This unique
gathering, first established by the honorable Andira Ghandi more than thirty years ago, was an
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opportunity for all the participating intellectuals from different countries not only to see the
incredible and colorful' India, but it \gaa golden opportunity to listen to the incredible
concerns of the marvelous Indian educators and intellectuals from all over the world as well.
What was also fascinating (besides the wonderful organization & organizers), is that we all, as
educators andghicy makers, felt sharing those concerns and were worried about the future of
our next generations. In other words, it was obviously noticed that it is no more the concern of
India alone, or any other developing country only when it comes to educatimidéms

such as drouts, illiteracy in rural areas mainly, or drugs and violence in schools, but it is
rather the whole worldbés responsibility. I n
rural areas of India alone, but somehow that phenomeiall have a negative impact on

other nations as well (such as through immigration).

The SOE Global gathering is a rich environment that contribute<Crmsscultural
Competenc¢CCC) andintercultural CompetencdCC) among intellectuals and educators

This is essential, given the nature of learning in itself, which has the chief aim of
communicating with other cultures. Therefore, as mentioned in Benahnia (2012), cultural
awareness imposes itself as one of the pillars to our existence as socsl Géirggathering

hel ps educators to see the benefits of beir
background. It also helps them employ tactics in helping teachers in various schools,
universities, colleges, and institutions improve theidstunt s 6 over al | out put
and focus more on the importanceGybsscultural CompetencéCCC). Theaim of the SOE
international conference is very apparent from its objectives as set in its website:

1 The conference aims at bringing awareressout Educati on i n gener e
focuses on Quality in Education and Leadership issues. It would also discuss the future of
education, understand Government policies and impaetiopreneurs.

1 The conference and its awards encourage innavatnal initiatives taken by individuals,
institutions, and government in improving the teaching learning process.

1 The conferences are a platform for sharing knowledge and best practices in education. It
acknowledges, motivates. and commends the work oéemneurs and philanthropists in
education.

1 International leadership development

1 To felicitate private sector Initiative€SOE Website)

This is essential, given the reality that the world of education is changing rapidly, and both
educators and policy rkarsneed to get together. Thaye concerned with the issues that are
impeding the learning process among young learners across the glob. One of the honorable
presenters at the SOE 2012 conference stressed the point that education in every school
should @re and incorporate the moral component in its curriculumealidational system.

This seemsindeed worth consideringsince the absence of moral elements from the
curriculum in schools had left a vacuum for other strange thoughts. In addition to that,
shallow educational systems are suffering nowadays simply because the moral issue is not
being objectively and seriously addresséthen moral subjects were taught in schools, most
nations were living in peace and harmony with the lowest crime rate. Moreover, education
with no moral foundation is like a sand castle. Not only that, but our textbooks and course
materials used in langga programs should be designed specifically for the learners of each
country. The cul tural components involved
Mother Tongue Cultur@MTC). Therefore, an attempt should be made to use new textbooks
reflecting the local customs, linguistic usages, and cultural backgrounds in their context so as
to suit the psyche of the local learners and enhanceltiercultural CompetencdCC) That
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includes perceptions of self, perception of others, as well as thespritself of becoming
aware of the intercultural relationships in culture and identity because as stated by Willems,
(2002, p.19)through an education for ICC

a) We open up to other ways of thinking and other methods of reasoning.
b) We find a tongue in whitwe can speak our humanity to each other.
c) We learn to see that our own view of the world is just one among many.

Therefore, governments and educational policy makers should not only encourage
international educational conferences such as SOE, but atstcially support them in order

to continue serving all nations. More importantly, the media should also focus on how to
develop a better understanding of Intercultural Competence (ICC) and whatever may lead to a
better understanding of the manifestatidntlee notion of identity, as well as the cultural
components that may lead to this emphasis and especially those involved in teaching. The
following part of this article will shed more light on the complexity of these notions. For

exampl e, t liegular defintionéot thedemfe C u | t and this requires further
clarification as stated in Benahnia (2012):

So, according to Chamberlain (2005), 6cul tur
that affect how individuals of a particular gropprceive, think, interact, behave, and make
judgment s about their worl do (pl197). I n

civilization, i.e. culture began when language began, and this could have been more than a
million years ago; whereas civilizatidboegan when agriculture began, probably not more than

a few thousand years ago. The opposite of c
opposite of civilization is Aé savageryo (ci
On the other hDamsdat@©@dNeihlat( 20@6 word O6cul tur
albeit not exclusive of the preceding comment. For some, it refers to an appreciation of good
literature, music, art, and food. For a biologist, it is likely to be a colony of bacteria or other
microorganisms growing in a nutrient medium in a laboratory Petri dish. However, for

ant hhropol ogists and other behavior al scient |
behavior patternso (pl). We h xoneept bfeultureo t e h e
has become the central focus of anthropol ogy
an interdisciplinary field of study that identifies, investigates, and offers solutions to
languager el at ed real | i f e pcaderbid felds elated to Sipphed o f
linguistics are education, linguistics, psychology, anthropology, and sociology. Critiques to
this naturalized approach to culture incl uc

perceived sochkaulturally meaning bdt social and cultural factors should be involved.
Sociocultural practice is not a set of pdefined descriptors about a group of people.

Therefore, based on this argument , OO0 Nei |
Aemer ges i n ipes, @amqlcangeguentdyqarticaldr cultural groups should not be
seenaswell e f i ned, homogeneous, and static entiti
(ibid). Along the same Ilnes and as stated in Benahnia (2012), Street (1993) has claimed that
ocul ¢6 is a verb (i.e., it Ais an active pro
according to OO6Neil (2006) , research shoul d
in regards to peopl ebdbs ways o firpercapkansnofithes e ns e
self and others). o This also includes the p

in culture and how they are mterwoven Moreover, Williams et al (1983) admits that culture
is fone of the most Eagmpbhcdtaemmdyueawgeds (pB71})
moving beyond the mainstream focus of culture learning as information about the other. The
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meaning of culture can also be summarized in the following definition given by Nelson
Brooks (1975) and stated in Lafaye{tL976):

Figurel-Br ooksd6 (1975) definition of O6cul tur

Olympian Culture : BBV Culture:
Culture is di Culture is defined as every
best i n humai aspect of human life.

(Beliefs,Behavior and/alues)

Brooksd definition seems very comprehensive
definition that applies to EFL teaching. However, it can serve as a great guideline in
structuring the distribution and frequency of the cultural etgmevhile developing EFL

textbooks or curriculum.

30l NTERCULTURRETERM®MES I N RELATI ON TO SOCIETY
It seems that intercultural competence is becoming more apparent in the discussions among
scholars in conferences and seminars. Not only that, but tedsieaie becoming aware of its
importance in the domain of teaching and learning because it has a direct impact on learners.
However, scholars still tend to attribute different definitions to intercultural competence.

Fantini (2000) ,i nftoerr ciun sttuarnacl e ,c ovmpeevise nc e & as
of oneds own world viewo (p31). For S 0ome
Grima (2002) o6cul tural competenced refers to

differentculur es o (i bi d) .

On the other hand, other scholars tend to link intercultural competence to the notion of
diversity.  In other words, if we look at diversity within an organizational community,
cultural competence would seem vital to every employee to ensore continuity and
survival. From the perspective of real communication among employees and administration,
a diverse culture understanding would be a necessity for the entire institution. Diversity must
be prevalent and valued before one may be censigcdu | @ ur al | or befomenmge t e nt
may say that we do have a diversity competent organization. We have to note also that due to
the nature of the modern world and technologies we live in nowadays, cultural competence is
becoming increasingly necesgafor communication, workforce and integration, home
comfort and long lasting relationships, as well as community social activities and networking.
Historically speaking, as mentioned several research sources, it is not surprising to note that
the healthare profession was the first to promote cultural competence in its field. Poor
medical procedures and prescriptions could result in bad consequences due to lack of cross
cultural misunderstanding, or miscommunication.

Diversity Training University Interrteonal (DTUI) isolated four cognitive components
related to intercultural competence, whi ch
identity, and these are:

1 awareness,

1 attitude,

1 knowledge,

1 andskills.
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Bearing in mind the abowmentionedcharacteristics, we can advocate that developing

cul tural competence | eads to an ability of wu
We also tend to communicate with other people, and to effectively interact with people across
cultures. Attitué as well as knowledge and skills seem to be crucial for the existence of
intercultural competence. Resistance to accepting and dealing with people from other cultures
will definitely impede the process of knowledge and skills acquisition. Benahnia)(2012
asked the following question: What happens in case of absence of intercultural competence?
This simply leads to negative consequences and impact on interlocutors at different levels.
One of them is what may happen in the world of business. For exathellack of cultural
competence might d a magtee eamm ainndd i va rdeieaatrl ,6 s fi s etl
psychological impact on the victims can go largely unnoticed until the threat of a class action
suit brings them to | megtlohnedin BeNaaniat2012). & Vaughn,
The abovementioned argument can be taken further to say that not all people possess the
skills and talents of how to deal with people from other cultures. By the same token, not all
members of a community tend to be awafeheir own identity characteristics. Yet, there

might be a large segment of the population in each community that were born with this innate
faculty or ability of understanding other cultures well and communicating with people across
cultures, as statday Mercedes Martin and Billy E. Vaughn:

While a few individuals seem to be born with cultural competence, the rest of
us have had to put considerable effort into developing it. This means
examining our biases and prejudices, developing aroksral skKils,
searching for role models, and spending as much time as possible with other
people who share a passion for cultural competence. The term multicultural
competence surfaced in a mental health publication by psychologist Paul
Pedersen (1988) at leastlacade before the term cultural competence became
popular. Most of the definitions of cultural competence shared among diverse
professionals come from the healthcare industry. Their perspective is useful in
the broader context of diversity work.

(Martin & Vaughn, 2007, mentioned in Benahnia, 2012)

It seems evident then to admit, at this point, that there will be no culture without
communication, as Ngugi (1986) advocates:

Communication creates culture: culture is a means of communication.
Language caies culture, and culture carries, particularly through speech and
literature, the entire body of values by which we come to perceive ourselves
and our place in the world. (ppdl® mentioned in Benahnia 2012)

To conclude this section, let us not forgedttintercultural incompetence is a severe problem

t hat mi ght have negative i mpacts on the ind
communication with others. In the case of intercultural incompetence, the individual might
face the following €elings on his behalf, or might notice it in his or her interlocstamprise,
discomfort, irritation, shock, anger, losing face, humor, feadintimidation

4. INTERNATIONAL CONFERENC ES AND THE | SSUE OF 61 DENTI T
Another important factor that uniethe attendees at any conference might be the factor of
i dent i ty.ldenftpe |tiekrerwi 8 e i s a <challenging not
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different ways. IntheMer r i am Webster | eathmrertés mDiddtdiear a
follows:

The qualiies, beliefs, etc., that make a particular person or group different
from others. As children grow, they establish their own identities.

The definition goes further to elaborate that we can also say that a person insisted on having
his or her owndentity [on being known for his or her own qualities, achievements, etc.].

According to Benahnia (2012), Identity is also often associatedpeidonality People who

seem to lack individual identity might tend to not have a strong feeling about exadtipndhe

of people they are. Moreover, on various occasions, we hear people, for example, saying
Ahi s/ her art reflects his/her culturall/lraci
moreselfesteem.comvebsite summarizes the notion of identity in the following eight
guestions:

Who are you?

What makes you unique?

What are your values?

Your physical identity (what you think you look like to others) also known as body image.
Your internal identity (whgou think you are in terms of your personality and character,
values, etc.).

How you see yourself in relation to others?

How you identify yourself in terms of your job?

Your personal goalymentioned in Benahnia 2012).

abrwnE

© N o

Additionally, another aspect of idéty is what probably ties a person to his or her
community, tribe, or nation. In other words, the notion of identity becomes broader once it is
associated with onebés tribe, nationality, ol
issues relatedotidentity, especially when it comes to academic writing. During the early

stages of EFL learning, teachers might notice the-overe of t he pronoun @Al C
writing of their students. Literature in this regard shows that thislpagaistic phenomenon
oftheoveuse of the pronoun Al 0 is much more aprg
and it is more common among male learners than female, i.e., in those nations that are male
dominated, such as in some countries of the Middle East (d&® & Tang, 2009, for

example). Moreover, we must note that identity formation is a complex process by itself,
especially in target | anguage (TL) Il earning
the case of L2 learning, the identity proceaa be complicated by the facts that learners are

under the influence of two cultural systems whose values can be extremely different from

each other. Moreover, the construction of identity cannot be separated from identity
negotiation in which an individu | seeks for the answer to the
hi s/ her relationship to the worldo (cited in
Having said that, let us see how identity might have an impact on international conferences
attendees. Tbegin with, in large gatherings, such as international conferences, the feeling of
identity is very obvious and stressed in a more public and explicit way. Presentations, talks

and papers often emphasize the background of the speaker and demonstrdtertpgiot of

origin and the community to which he or she belongs. Pride is often associated with this
atmosphere. In addition to that, both the intellectual and social part of conferences, in most
cases, enrich both the notion of intercultural competamckidentity. Speakers often depart

with vivid high spirit of pride and the willingness of getting in touch with their new
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acquaintances, also willing to share and accept as well as respect of people of other cultures
and beliefs.

5. CONCLUSION AND AREAS FOR FURTHER RESEARCH

Intercultural competence (ICC) is not a cognitive innate faculty or characteristic, but rather a

skill that can be acquired through habit formation, as well as learning and being exposed to
other cultures either via actual contadgrature and art, media, technology, or any other

means of communication. However, actual or virtual exposure to other cultures and
individuals from other speech communities can be considered as the most effective way in
that respect. Therefore, it isryeevident that international gatherings and conferences play a
cruci al role in enriching and polishing indi
willingness of accepting others.

More areas of research might concentrate on the impact cfcoefnces on educat
performance in class, and the scope of how their-pgesonal communication with others

might affect the outcome of their students during their learning journey.
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ABSTRACT
This paper analyses Sloveniadbs trade i n gooc
t wo of Sloveniabs | ess iIimportant trading pa
goods and servicesiwt h Australia and New Zeal and amour
value of Sloveniads trade in goods and servi
val ue of Sl oveni adbs trade in goods and seryv

number of (additional) measures should be taken by Slovenia in order to enhance its trade in
goods and services with both of these countries.
Keywords:Australia, New Zealand, trada goods and servicefrading partner, Slovenia.

1. INTRODUCTION

Between 200&nd 2012, the number of companies that export goods from Slovenia to other
countries and that of companies that import goods from other countries to Slovenia increased

by 49.4 % and 23.1 % respectively. There we
financial, economic and soci al crisis, which
economic and social situation. As a result, many companies from Slovenia have taken a
number of costutting and other measures in order to survive. One cetineeasures has

been their (further) internationalization, which has already had some positive effects on

Sl oveni abs economy.

2. SLOVENI A6S TRADE I N GOODS AND SERVI CES WI TI
This section deals with Sloveni #WHdms202rthede i n

value of Sloveniabs trade in goods and servi
an increase of 0.4 % over the previous year.
of goods and servi ces 2176 milidnean weoease df 2.2% ovarnt e d
the previous year, while the value of Sloven
amounted to 0u25,428.8 million, a decrease of

In order to enhance its trade in goods andises with the world, notably Asia and some
other regions, Slovenia should take a number of-cai$ing and other measures in order to
become more competitive in comparison to some other countries in Central and Eastern

10
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Europe (CEE), or any other regiom addition, Slovenia should also take a number of
measures in order to become more attractive to foreign people and companies.

21.Sl oveniabés trade in goods with the world
Slovenia is dependent on its trade in goods with the world. There are many readbiss for

such as the smal/l size of Sl oveni adbs domes
Sl oveni abs trade in goods with the worl d amc
of Sl oveniabs trade in goods aof03%everviheces w
previous year. I n the same year, the value
amounted to 021,056.2 million, 80.3 % of tl
services to the world and an increase of 1.2 % over the preyears while the value of

Sl oveniadébs i mports of goods from the world a
of Sloveniabds imports of goods and services
previous year.

Europe i s Sl o uantnforesgd market dos goods. ih@re are many reasons for

this, such as the relatively small distance between Slovenia and other countries in the region,
notably CEE, and, consequently, relatively low logistics costs. In 2012, the value of
Sloveniabsgooadsewi th Europe amounted to U036,

of the value of Sl oveniads trade in goods w
previous year. I n the same year, the value o
to 0ul1l8,936.1 million (see Table 2), 89. 9 % ¢

1

worl d and a decrease of 0.3 % over the previ
goods from Europe amount ed 4tooof tiedvalue 6f1 3. 1
veni ados i mports of goods from the world a

Table 1: Sloveniabds ti20d2de i n goods b\

2011 2012

Value in Percentage of | Value in Percentage of

mi | | i on thetotalvalue mi | | i o n  the total value
Africa 497.3 1.2 664.8 15
America 1,671.0 3.9 1,501.6 3.5
Asia 3,704.1 8.6 4,046.3 9.4
Europe 37,031.4 85.6 36,449.2 84.5
Oceania 52.4 0.1 78.4 0.2
Other 280.1 0.6 384.8 0.9
Total 43,236.3 100.0 43,125.2 100.0

Sourcelnternational Trade Centre (2014).

11
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Table 2: Sloveniads ex20®@rts of

2011 2012

Value in Percentage of | Value in Percentage of

mi | | i on thetotalvalue mi | | i o n the total value
Africa 256.5 1.2 424.7 2.0
America 528.7 2.5 561.7 2.7
Asia 964.7 4.6 1,044.8 5.0
Europe 18,999.6 91.3 18,936.1 89.9
Oceania 40.1 0.2 69.2 0.3
Other 19.8 0.1 19.7 0.1
Total 20,809.5 100.0 21,056.2 100.0
Source: International Trade Centre (2014).

Tabl e 3: Sl oveni aegign, 201h2002r t s o f

2011 2012

Value in Percentage of @ Value in Percentage of

mi | | i on thetotalvalue mi | | i o n | the total value
Africa 240.8 1.1 240.1 1.1
America 1,142.3 5.1 939.9 4.3
Asia 2,739.3 12.2 3,001.5 13.6
Europe 18,031.8 80.4 17,513.1 79.4
Oceania 12.3 0.1 9.2 0.0
Other 260.3 1.2 365.2 1.7
Total 22,426.8 100.0 22,069.0 100.0
Source: International Trade Centre (2014).
Asia, notably Eastern and Sotgha st er n Asi a, i s

Sl oveniabés trad
Sl oveniabs trad
thessne year, the
5 % the valu
previous year,
t3,001.5 millio

increase of 9.6 % over the previous ygdame r i c a,

goods

goods

Sl oveni ads sSE€
market for goods. There ameany reasons for this, such as its large size. In 2012, the value of

most important foreign market for goods. In 2012, the valde S| oveni ads

Amer i

ca

amount e

e in goods with Asia amounte
e Iin goods with the worl d anc
value of Sloveniads exports ¢
e of Sloveniads exports of go
while the value onountsdtoveni a
n, 13.6 % of the value of SI ¢
notably North Amer

trade

d to 01,501.6 million, 3.5 %

the world and a decrease of 10.1 % over the previous year. In the same year, the value of

Sl oveni ads exportsowrt gdbotde @ 6 JAme r miclal iaam ,
Sl oveni ads exports of goods to the world an
while the value of Sloveniab6s i mports of goo
of the val uiempodsfof gBddote thenwordd@isd a decrease of 17.7 % over the

previous yearOt her regions (for exampl e, Oceani a)
markets for goods. There are many reasons for this. In the case of Oceania, these reasons
include therelatively large distance between Slovenia and Oceanian countries (for example,
Australia and New Zealand) and the relatively high logistics costs as a consequence.

12
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22.Sl oveni aés trade in services with the worl
Iln 2012, the value vafceSI| owmenrhi atolbse twardled i amc
mil |l ion, 16.5 % of the value of Sloveniads t
increase of 4.1 % over the previous year. [ n
services to the world amaout ed t o U5, 161. 4, 19.7 % of the
goods and services to the world and an increase of 7 % over the previous year, while the value

of Sl oveniabs 1 mports of services from the w
valueof Sl oveniabs i mports of goods and servi ce
Europe is Sloveniads most i mportant foreigr
Sl oveni adbs trade in services with Raueofpe amc
Sl oveniabs trade in services with the world
the same year, the value of Sloveniabds expo
mil |l ion, 93.8 % of the v asltouhe wald anddn mereaseiofa 6 s ¢
6.3 % over the previous year, while the val
amounted to 03,132.9 million, 93.2 % of the

1

world and an increase of 0.1 % ovie previous year.

3. SLOVENI A6S TRADE I N GOODS AND SERVI CES WI

NEW ZEALAND

This section deals with Sloveniads trade i
Zeal and, two of Sloveniads | ess i ®poveantdsi
trade in goods and services with Australia
Tabl e 4), 0.2 % of the wvalue f Sl oveni ads t

0

increase of 46.3 % over the previous year. Inthe sametydae v al ue of Sl oveni
goods and services to Australia and New Zea
0.3 % of the value of Sloveniabs exports of
69.2 % over the previous year, whileh e val ue of Sl oveniads i mpo
from Australia and New Zeal and amounted to U
of Sl oveniadbs i mports of goods and services
previous year.

Tab | e 4: Sl oveniads trade in goods aiR@2ser vic
2011 12012
Value in Percentage of @ Value in Percentage of
mi | I i on|thetotalvalue mi | | i o n | the total value

Australia 53.3 91.6 79.0 92.9

New Zealand 4.9 8.4 6.1 7.1

Total 58.2 100.0 85.1 100.0

Source: International Trade Centre (2014).

Table 5: Sloveniads exports of goodi0land ser
2011 2012
Value in Percentage of | Value in Percentage of
mi | | i on thetotalvalue mi | | i o n the total value

Australia 40.8 92.1 70.0 93.5

New Zealand 3.5 7.9 4.9 6.5

Total 44.3 100.0 74.9 100.0

Source: International Trade Centre (2014).
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Table 6: Sloveni abs ifronmpAustralisz andNew gealand,s and s

2011 2012
2011 2012
Value in Percentage of = Value in Percentage of
mi I | i on thetotalvalue mi | | i o n | the total value
Australia 125 90.1 9.0 88.2
New Zealand 14 9.9 1.2 11.8
Total 13.9 100.0 10.2 100.0

Source: International Trade Centre (2014).

3.1.S| o v etrade an@mods and services with Australia
Australia is the largest island country by area and population in Oceania. In 2012, the value of

Sl oveni abs trade in goods and services with
val ue of Sdimgeocelnandasérdcestwithettte world and an increase of 48.2 % over

the previous year. I n the same year, the val
Australia amounted to U070 million, 0.3 % of
sewices with the world and an increase of 71.7 % over the previous year, while the value of

Sl oveni adbs imports of goods and services fro
val ue of Sl oveniabds imports of creasead884&nd s e

over the previous year.

311. S| oveni ads trade in goods with Australia
Il n 2012, the value of Sloveniads trade in go
% of the value of Sl oveniads tr adigcredasemof goods
53.4 % over the previous year. I n the same
Australia amounted to 062.4 million, 89. 1 %
services with Australia and an increase of 81.2 % oveptéaeous year, while the value of

Sl oveni adbs imports of goods from Australia a
Sl oveni ads iIimports of goods and services fr.

previous year.

3.1.2. Sl oveni aob svicdswithdwstralian s er

Il n 2012, the value of Sloveniab6s trade in s
12.8 % of the value of Sloveniabs trade in
of 20.2 % over the previous year. Inthe sameyea t he val ue of Sl ovenia
to Australia amounted to 07.6 million, 10.9
services with Australia and an increase of 20.2 % over the previous year, while the value of

Sl oveni adbsermpoessfobm Australia amounted tc
of Sl oveniads i mports of goods and services

previous year.

32Sl oveniads trade in goods and services wit
New Zealand is thehtrd largest island country by area and population in Oceania. It consists
of two islands (the North Island and the South Island) separated by Cook Strait, and many
smal | i sl ands. I n 2012, the value of B8l oveni
amounted to 0U6.1 million, 0.1 a of the wval uct
the world and an increase of 24.9 % over the previous year. In the same year, the value of
Sl oveni adbs exports of goods an@miboa 0.23 coefs t o
the value of Sloveniads exports of goods anc

14
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over the previous year, while the value of S
Zeal and amounted to Ulue2 omi ISlioovne, niOa.61s a mepfor
services from the world and a decrease of 12.6 % over the previous year.

3.21. Sl oveni

adbs trade in goods with New Zeal an
Il n 2012, t he

value of Sloveniads trade in g

822 % ofte val ue of Sl oveniabs trade in goods
increase of 35.5 % over the previous year. I
goods to New Zealand amounted to 04 mfl |l ion
goods and services to New Zealand and an increase of 54 % over the previous year, while the
value of Sloveniad6s imports of goods from N
the value of Sloveniabs i mports dadéecrgpsecdi s an

8.6 % over the previous year.

322. Sl oveniabs trade i n services with New Zea
Il n 2012, the value of Sloveniabs trade i n se
17.8 % of the value of S| ov e niwaZeaandtandaad e 1 n
decrease of 8.1 % over the previous year. I n

services to New Zeal and%WambunhhedvabuéOoB BI b
of goods and services to New Zealand and a decréds8 &o over the previous year, while

the value of Sl oveni abs imports of services
16.8% of the value of Sl oveni abs imports of g
decrease of 28.2 % over the previous year.

33.So0me measures to enhance Sloveniabds trade
and New Zealand

Australia and New Zealand are increasingly dependent on their trade in goods and services

with Asia (notably Eastern and Sotghstern Asia), which is, accordingp Wal sh (2014)

worl dés most dynamic regiono (p. 18) . I n 20
trade in goods with Asia amounted to 0266, &
previous year , and U429, 48% overithel pregious yea,n I N

respectively. As a result, the financial, economic and social situation in both countries is
relatively good (in the case of Australia, see International Monetary Fund, 2014a; while in the
case of New Zealand, see Internationalnglary Fund, 2014b), which is an important reason
why both are increasingly attractive to foreign people and companies.

1 In order to enhance its trade in goods and services with Australia and New Zealand,
Slovenia should:

1 increase cooperation betweeompanies that export goods and/or services from Slovenia
to Australia and/or New Zealand;

1 increase cooperation between companies that import goods and/or services from Australia
and/or New Zealand to Slovenia;

1 increase cooperation between companies tbatat export goods and/or services from
Slovenia to Australia and/or New Zealand, but would like to;

1 increase cooperation between companies that do not import goods and/or services from
Australia and/or New Zealand to Slovenia, but would like to;

15
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1 increasecooperation between companies that export goods and/or services from Slovenia
to Australia and/or New Zealand, and companies that do not export goods and/or services
from Slovenia to Australia and/or New Zealand, but would like to;

1 increase cooperation veten companies that import goods and/or services from Australia
and/or New Zealand to Slovenia, and companies that do not import goods and/or services
from Australia and/or New Zealand to Slovenia, but would like to;

1 increase cooperation between people/@ndompanies from Slovenia on the one hand,
and people and/or companies from Australia and/or New Zealand on the other hand;

1 remove unnecessary barriers to trade in goods and services between Slovenia on the one
hand, and Australia and/or New Zealand lom dther hand;

1 etc.

4, EU66S TRADE POLI CY TOWARDS AUSTRALI A AND NE)
This section deals with the EUGs trade polic
trade policy is set out in Articles 206 and 207 of ffreaty on the Functioning of the

European Union.Trade policy is the exclusive competence of the EU, which means that only

the EU, and not the Member States (including Slovenia, which joined the EU on 1 May
2004), can legislate on trade matters and conclude international trade agre@meatsare

three institutions involved in making the trade policy decisions. The European Commission
proposes trade legislation. The legislation is then adopteddeasion by the Council of the

European Union and the European Parliament. The adopted dsc#i® published in the

Official Journal of the European Uniomand are binding in their entirety and directly
applicable in all Member States (including Slovenidhe EU does not have a trade
agreement with either Australia or New Zealand. Trade relatb®isieen the EU and

Australia are set out in tHeuropean Unioni Australia Partnership Framework, which in

2008 replaced thédgenda for Cooperation and the Joint Declaration on Relations

between Australia and the European Unionwhile trade relations be®en the EU and New

Zealand are set out in tRmint Declaration on Relations and Cooperation between the

European Union and New Zealand which in 2007 replaced thBriorities for Future

Cooperation and theJoint Declaration on Relations between the Europea Union and

New Zealand.

Australia and New Zeal and are two of the EU¢
val ue of the EUGs trade in goods with Aust
million (0.5 % of t he withthaverldard an inceas&edd®1s% t r ad
over the previous year) and u7,018.9 millior

with the world and an increase of 0.3 % over the previous year) respectively (see Table 7). In
the same year, the value dieé EU6s exports of goods to Al

amounted to 0U33,717.6 million (0.8 % of the
and an increase of 9.5 % over the previous \
t he E UO sof geaddopto thé world and an increase of 6 % over the previous year)

respectively (see Table 8), whil e the value
New Zeal and amounted to ul4,721.2 million (0O
fromt he worl d and a decrease of 3.9 % over th
of the value of the EUOG0s imports of goods f

previous year) respectively (see Table 9).
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Tabl e 7: EUO6 s Austalthand New Zgaamd 2612042 t h
2011 2012
Value in Percentage of | Value in Percentage of
mi | | i on|thetotalvalue mi | | i o n | the total value
Australia 46,096.0 86.8 48,438.8 87.3
New Zealand 6,998.1 13.2 7,018.9 12.7
Total 53,094.1 100.0 55,457.7 100.0

Source: International Trade Centre (2014).

Tabl e

8 :

EUO s

exports

of

goda%2 t o

2011

2012

Value in
mi | |

i on

Percentage of
the total value

Value in
mil i on

Percentage of
the total value

Australia

30,784.2

90.2

33,717.6

90.4

New Zealand
Total

3,359.4

34,143.6

9.8
100.0

3,560.1
37,277.6

9.6
100.0

Source: International Trade Centre (2014).

Tabl e 9:

EUOs i

mports

of

2011
Value in
mi | |

i on

Percentage of
the total value

2012
Value in
mil |l i on

Percentage of
the total value

Australia
New Zealand

15,311.8
3,638.7

80.8
19.2

14,721.2
3,458.9

81.0
19.0

Total

18,950.5

100.0

18,180.1

100.0

Source: International Trade Centre (2014).
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New Zealand, the EU should change its trade policy towards these two countries and take a
number of other measures, such as increasing the cooperation between companies that export
goods and/or servicesoim the EU to Australia and/or New Zealand.

5. CONCLUSION
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ABSTRACT
This paper presents results of an empirical research of quality of services provided in primary
healthcare public institutions in the city 8ibenik (with special emphasis on family clinics)
by applying SERVQUAL instrument. The research was conducte@daniber 2014 and
January 2015 on a sample of 218 examinees and it tried to establish whether there was a
difference between customers™ expectation and their satisfaction with the received services in
primary healthcare public institutions in Sibemiatis the level of their overall satisfaction,
what is the level of satisfaction with certain elements of services and, finally, whether specific
determinants such as employment status, frequency in usage of services and usage of services
(also) in private istitutions significantly influence examinees’ contentment with primary
healthcare services in public institutions. The results have shown that there is a significant
difference between expectations and satisfaction of examinees with received mediczd servic
according to all observed variables in SERVQUAL model, which leads to the conclusion that
guality of services in primary healthcare public institutionsSbenik is not satisfactory.
When it comes to satisfaction with specific elements of medicalcegnit has been
concluded that the examinees are least pleased with the duration of time necessary to have
physical checlups and with insufficiently modern medical equipment. Moreover, it has been
established that the frequency in usage of services fisigmily influences the overall
contentment of the examinees whereas those who use mentioned services quite often are
actually those who are the least satisfied.
Keywords:city of Sbenik, primary healthcare, service quality, SERVQUAL gap

1. INTRODUCTION

Ever since the beginning of the 1990s health sector in the Republic of Croatia has experienced
significant reformsp r i mar i |y with the intention of exte
quality of public healthcare services and pt ect i oni (Ministry of |
thereforeessential to constantly monitor and analyze attitudes, expectations and opinions of
health services users in order to establish if they match with, and to what éxtset,of

heal t hc ar ezrepficiDasanietdle2009,5. 28D

There is no agreement between scientists on definition of quality in total healthcare systems,
among population or in the separate healthcare services. Different cultures have different
values and priomodaies;therveoyeexigstence of
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whereas for some it means equity and empathy, and for developed countries it means optimal
clinical outcomes (Tipud, 2014). Moreover, there is no agreement on methods of measuring
quality of medcal services. The greatest reason for that is the fact that medical or healthcare
organizations are service companies and thus have their own specific qualities related to
products and these are namely the lack of substantial propertiegricenand hterogeneity
(Trbusic; 2005; Sisko Kulis, Grubsic, 2010) while some other authors stress the problem of
possession (eBupovac, 1999; OzretDosen; 2002; Kotler et al., 2006; Kotler, Kell&008).
Besides already mentioned characteristics, the processea$uring medical services is a
complex one for following reasons: impossibility of controlling and rejecting services that do
not correspond to a certain standard before their mdtaring (Ozrett Dosen et al.2010,p.

32); it is more difficult to diBnguish level of quality in medical than in other services,
primarily because they imply human beings and connect their welfare directly to quality;
users always want more and their expectations of quality are different from quality offered;
only practice careful listening and attention can lead to a marelegss truthful idea
(Kolanovic, 2007,pp.214-215).

The main problem of this research fiseasuring service quality of primary healthcare in the

city of Sibenik. With this research several questibase been addressed:

1. Is there a difference between users expectations and their satisfaction with given medical
care in institutions of primary healthcare?

2. What is the level of satisfaction with specific elements of healthcare serviSdgemk?

3. What is the level of overall satisfaction with primary healthcare services?

4. Whethersomecharacteristics of respondentich as employment status, frequency in
usage of services and usagé services (also)in private institutions significantly
influence examineescontentment with primary healthcare services in public institutions

It is expected that the results of this research will expand common notion about clients
pleasure with primary healthcare services and thus contribute to scientists @nbpess in
solving problems and discovering possibilities in reaching contentment in this sector.

2. THEORETICAL FRAME

This paper analyzes quality of medical service from the viewpoint of users (patients) and
guality of service measurements in thepérical research has been conducted by method of
assessing userso6 satisfaction. This suggest
synonyms as it was already stated in some of the availableiehptudies (Zeithaml et al.,

1993; lacobucci etl., 1996). Emphasis should be made that in some studies there is a
distinction between these two concepts and Bolton and Drew (1991) state that quality of
service is an attitude about the service company whereas clients’ satisfaction aefers t
individual service encounteras ccor ding to Boul ding et al (
satisfactiono is a cumulative measure but it
There are two key elements in measurements of service quality: custerpastations

(Brown and Swartz1989) and perceived quality that reflects customers opinion about the
excellence of seige (Zeithaml,1988). In the light of these factors Parasuraman et al.
developed SERVQUAL model in 1985 which identified ten dimensfonsneasurement of

service quality. With further improvements of this process, the same authors developed a new
model of dimensions in 1988 where the previous ten dimensions were reduced to five as
follows: reliability, responsiveness, empathy, assuraace tangibles.From the listed
dimensions it is perfectly clear that services possess less tangible elements and the research
therefore needs to focus more on intangible ones. The mentioned criterions have been
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establ i shandt afsorfirmd dgojnson,2002). iNeverthaless( research into
different service policies with the aim of adjusting to specific characteristics of services
emphasised the need to omit, add or change the list of dimensions according to SERVQUAL
and the original model and its scalevbadeen modied several times (e.g. Carman, 1990;
Headley and Miller, 1993, Engelland et @000).

SERVQUAL model has been subjected to criticism by numeroustste (e.g. Lewis and
Mitchell, 1990,p. 15;Cronin and Taylor; 1994)p. 5556; Teas; 993, p. 29). These critical
comments have largely been directed towards theoretical base of the model and its operational
mode (measurement principles). The most frequent criticism is related towards validity and
reliability of the model, measurements okpectations and structure of dimensions.
AHowever, due t o Tiisimplicitypa sise tand\akility ®fl instraments $o
provide quantitative assessment, the model has been accepted and applied for measuring
quality of different types of e r v (OeretisDisen et al.2010,p. 33) and therefore medical
services as well. There is a general attitude that results in SERVQUAL model predict the
overall quality of servies in a very reliable way (Kha@003,p. 121).This model has been
accepted as thieey instrument for measuring immediate service quality in the medical sector
and due to this reason ever increasing number of researchers have be@nnsay work

(e.g. Anderson, 1995; Sohail, 2000; Andaleb, 2001; Kilbourne et al., 2B@deve, in

Croatia there have been only a few researches on quality of medical service by applying the
SERVQUAL model: in 2005 on primary heattire services in Osijek (Vern&005) and in

2010 on primary healthcare services and their users in Zagreb anaigteb Zounty (Ozreti

Dosen et al.,2010). Bajto and Kondi measured customers’™ satisfaction with the Public
municipal hospital in Nace.

The lack of available research indicates the conclusion that there are still not enough relevant
data in Croatia wich could identify the level of contentment of medical services™ users and
this, consequently, justifies this paper and the analysis that was conducted.

3. RESEARCH METHODOLOGY

A questionnaire has been prepared according to dimensions from the SERMQadEL and

has been adjusted to specific characteristics of medical serpiftespre-testing conducted

on 8 examineesthe range of the questionnaire has been reduced from the initial 22 to 20
claims Two items ofthe original £ERVQUAL instrument were deted because of their
unsuitability for the research conteattd due to the lack of understanding by the respondents
The final questionnaire consisted of tweets of 20items, representing the modified
SERVQUALscale.

The questionnaireconsisted of threparts. In the first part there were measured expectations
of examinees about the quality of primary healthcare services in gesleilalthe second one
contained measured perception of customers abimutservices providedThe third part
contained quegins regarding gender, age, employment status, frequency of using services in
primary healthcargublic institutions and use of medical services in private institutions of
primary healthcare. At the end of the questionnaire examinees were asked to thgiress
satisfaction with the quality of services in primary healthcare institutions by giving a single
evaluation mark.

A Likert scale of five degrees was used in measuring quality of expected and given services.
The main population in this survey conststef all users of services in primary healthcare
public institutions in Sibenik above 16 The questionnaire was not intended for children
younger than 16 since parents’ consent would have been necegsanywould complicate

the research. In addition,was assumed that some of the concepts and terms may not have
been fully comprehended on their parhe sample thus consisted of persons of eligible age
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who were users of services in primary healthgawblic institutions in Sibenik and were
willing to paticipate. The research was condudte®ecember 2014 and January 2015. Input
and data processing were finalised by using statistical package IBM SPSS Statistios 21.
enable ease of dagatry, questions were precodeeforehand.

12 examinees out of 23tavent completed the questionnaire. Their answers were excluded
from the following analysis and the final results of empirical research were obtained by
analyzing 218 questionnaires.

The classical approach of applying Cronbach criterion was used farieahpalidation of

the model that surveyed quality of services in primary medical health care. The total value for
coefficient of reliability that refers to expectations is 0,885 whereas for real satisfaction is
0,953. When analyzing specific values feach variable, everything surpasses the
recommended level of 0,5 ranging from 0,875 to 0,955. This implies that coefficient of
reliability while using characteristics of SERVQUAL instruments in health care sector does
not distinguish itself significantlyém other service branches.

4. RESEARCH RESULTS
Table 1 shows the results of research with regard to the characteristics of the respondents.

Tablel: characteristics of the respondents

Characteristics Modality Absoulte Relative
frequency frequency
gender male 110 50,5
female 108 49,5
age 16-29 71 32,6
3049 76 34,9
50 and more 71 32,6
employment status student 31 14,2
employed 101 46,3
unemployed 53 24,3
retiree 33 15,1
frequency in usage of often 52 23,9
services several times gear 145 66,5
rarely 21 9,6
usage of services also yes 87 39,9
private institutions no 131 60,1

As shown in table 1he sample included almost equal number of male (50, 5%) and female
(49,5%) examinees. The majority of those examined belotigetage group between 30 and

49 (34,9%). According to employment status the largest portion are employed persons
(46,3%). The greatest number of examinees (66,5%) uses servicesnafyphealthcare
institutionsseveral times per year. It is extremely neing that 39,9% examinees along with
services in primary healthcare public sector, use services of private institutions of primary
health care.

The total rating of satisfaction with quality of services in primary healthcare institutions in
Sibenik is 333 with average deviation of 0,843. The results of-Dfsy MANOVA analysis

have shown thathere is statistically significant dis(satisfaction) with the overall quality of
services regarding frequency of their usage in primary healthcare institutions (p=0,017). The
examinees that use these services most often are in fact those who are fatiséiast They

rated the total quality with 3,10. The rating of examinees who use services several times a
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year is 3,37 while those who use services rarely evaluated them as being quite satisfactory and
guality assessment was 3,62.

The impact of charactastics employment statusnd usage of services (also) in private
institutionson overall satisfaction is naignificant (p=0,194 and p=0,842)he paper will
therefore now analyze average ratings of expected and real satisfaction of examinees with
services of primary healthcare institutions in the citySibenik.

Table 2: Average values of expectation and real satisfaction of examinees agst tife t
relevance of differences

Dimension Variable  Expectations Perception Gap  t-test Sig.
1 4,62 3,09 -1,53 20,258 ,000
Tangibles 2 4,37 3,25 -1,12 14,683 ,000
3 4,65 4,02 -0,63 9,398 ,000
4 4,84 3,83 -1,01 16,126 ,000
5 4,61 3,19 -1,42 16,455 ,000
6 4,60 3,25 -1,35 17,595 ,000
Reliability 7 4,64 3,45 -1,19 15,299 ,000
8 4,62 3,21 -1,41 16,793 ,000
9 4,61 3,29 -1,32 16,676 ,000
10 4,47 3,24 -1,23 15,808 ,000
Responsiveness 11 4,49 2,90 -1,59 18,865 ,000
12 4,64 3,47 -1,17 15,185 ,000
13 4,31 3,06 -1,25 13,491 ,000
14 4,65 3,32 -1,33 18,076 ,000
Assurance 15 4,71 3,49 -1,22 15,832 ,000
16 4,54 3,46 -1,08 12,065 ,000
17 4,56 3,25 -1,31 17,969 ,000
18 4,16 3,17 -0,99 11,254 ,000
Empathy 19 4,09 3,72 -0,37 3,977 ,000
20 4,15 3,27 -0,88 10,598 ,000

When we analyze results ofsearch shown in Table &hich are based on answers about
expectations and perceptions of characteristics of service quality in primary hegtthiokce
institutions visibly suggests that expectations are considerably high. Average values of
expectations considered through oot range between 4,09 and 4,84. The majority of
examinees have the highest expectations regarding cleanliness and tidiness of medical
equipment and instruments (variable 4 from the questionnaire) followed by the wish to feel
secure and diimge@oicatdonsh\anables1). Fdrthermore, when we observe
real satisfaction, average marks range from extremely low 2,90 (it refers to speed of providing
a service) to 4,02 (refers to tidiness and cleanliness of the staff).

Based on ratings of expetions and perception, a gap has been calculated and it represents a
very good indicator of the overall quality of services in primary health cadbamik. All 20
variables have a negative gap which means that perceptions are lower than expectations and
the quality of services in primary healthcare institutions is not satisfactory. These results lead
to conclusion that there is definitely the need to improve quality of services that institutions of
primary healthcare in the city &benik provide to thie patients and specifically the speed of
providing the mentioned services since the greatest-dapo] is recorded for this variable.

We should also emphasise variable 1 from the questionnaire which related to the modernity of
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equipment in primary hedltare institutions and which also had a relatively high ghpJ).
Examinees are most satisfied with working hours of institutions (variable 19) but this result
cannot be considered as satisfactory since this question also reveals higher expectations tha
actual satisfactionThe results of PaireBampes t st showed that for examinees there is a
statistically significant difference between expected and perceived assessment for all analysed
characteristics of services in primary health car@ilbenik.

5. CONCLUSION AND DISCUSSION

Empirical research has concluded that the level of overall satisfaction of users of primary
healthcare services fBibenik is not satisfactory since the average rate of satisfaction is 3,33.
Furthermore, it has been detenad that there is statistically considerable dissatisfaction of
users with the overall service quality regarding frequency in service usage. The examinees
who use services often rated the qualityhvihe lowest average of 3,10.

It has been defined thahdre is statistically significant difference between examinees’
expectation and their satisfaction with received medical services and that expectations are
statistically higher than realized satisfaction which, again, leads to conclusion that quality of
medical services in primary healthcare institutionsSibenik is not satisfactory and that
enough effort has not been made in order to increase patients” contentment.

When it comes to satisfaction with specific elements of medical services, it has been
corcluded that the examinees are least pleased with the duration of time necessary to have
physical checlups and with insufficiently modern medical equipment. We should definitely
emphasize that the research has recorded the way in which the examinees higthdht
expectations from tangible elements of medical services whereas in similar studies conducted
in banking or tourism sector the participants had the lowest expectations from tangible
dimension. This may be explained with a well known fact thatnéleess and tidiness are
generally associated with good health.

The results cannot be generalized on all primary health care services since the research was
primarily oriented towards services provided in general practice clinics excluding in this way
dertal practices, emergency services, occupational services and gynaecological clinics which
all have unmistakable importance in the selection of primary healthcare system.

Ultimately, it can be concluded that this research should be conducted in regiddicpér
intervals in the future in order to reach a relevant judgement about trends in quality of
services in primary healthcare institutionsSihenik and its influence on patient satisfaction.
Despite the fact that in contemporary scientific literatarthe field of quality there is strong
emphasis on crucial importance of users’ demands as the main criterion of, quesity
demands should not be based solely on the patient perspective. Consequently, future studies
should include perceptions of employees in primary healthcare institutions allowing them to
be compared with attitudes of patients which would certainly idelptify differences.
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ABSTRACT
In 2013, Croatia became a member of the European Ubumit is still considered as a part
of emerging and developing markeGroatian stock market is known as Zagreb Stock
Exchange (ZSE). It is an electronic market where stocks and bonds are traded since 1991.
Among numerous economic indicators, general stoakket situation also shows positive or
negative trends and/or movements in the coufthys paper will present two way analysis:
CROBEX (main ZSE index) movemantl daily turnover movemeirt period between 200
and 2015. It will also be shown which porations are market leaders according to the
trading volumein past ten (10) yearsThe main objective of this paper is to provide general
information on ZSE condition before global crises and nowadays with purpose to encourage
worldwide readers to useithpaper as a basic tool to acquaint themselves with the situation
on stock market trading in Croatia. Data used for the analysis will be taken out from the
historic data at Zagreb Stock Exchange website which represents fully open access archive.
Importart note regarding this work is that it shouldn't be taken as an initiative to buy or sell
securitiesi the only purpose is to makeraview of ZSHrading before the world crises to
date.
Keywords: Croatian Stock Market, CROBEX, Securities trading, Wontdrfcial crises,
Zagreb Stock Exchange

1. INTRODUCTION
The capital market in Croatia stands as a developing and emerging market. Capital market
participants in the Republic of Croatia are:

investors (in financial instruments),

intermediaries (investment firs, credit institutions, etc.),

issuers of securities and other financial instruments,

Zagreb Stock Exchange (market and multilateral trading facility operator),

Central Depository and Clearing Company (depositary of dematerialized securities,
register andownership, clearing and settlement systgi@joatian Financial Services
Supervisory Agency 2015)

E R I

Zagreb Stock Exchange (ZSE) is a central place of securities trading in the Republic of
Croatia and it was founded on the initiative of twenty five (2&)alhmembers- brokerage
companies (Zagreb Stock Exchange 2015). Stocks and bonds are traded there since 1991,
shortly after the declaration of Croatian independence. Most common indicators of general
condition at any stock market are stock exchangeasdic
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Main official ZSE stock index is called CROBEX, calculated since September'th89r,
consisting of twenty five (25) stock issuenmainly based on the criterion of free float market
capitalization (Limun.hr 2015). The paper represents a short review of daily regular turnover
amount in period of eight years (2007 to 2015), as welCROBEX movement in the same
period. Represented data are taken from the ZSE archive on their official website.

2. ZSE - REGULAR TURNOVER 2007-2015

In this analysis, daily turnover or in other words trading volume will refer to the sum of all
traded stockgurnover in each trading day for an observed period. Each stock turnover is
calculated as multiplication of daily average stock price and number of traded stocks.
Analysis starts in 2007, just few months before the worst global financial crises since Great
Depression of the 1930s (Yale Global Online 2015) has started. Figure 1 represents all
collected data of ZSE trading volume in mentioned period.

300
250 I I
v 200 :
o
I
8150‘ |
= 100 - l ‘ | ’
50 L J 1 1 L‘r]'||‘||‘ I I.
OI\ CO 00O 0O O O O O O O O © O O N N NN S S~ N N
OO0 000000000000 T dddddd d dd o oA A A A A A A A A A
O OO0 0000000000000 00D0D0DO00000D0D000000O0O0 OO0
O A A s A A S s A A S A B A B A S A S A S A N A A s I S s I I A I
TN OO A NLUNOAITHNMNOANMULOOAAITITNONML OO A dIT~NO0ONML O
©0990+49009090094009H4909090+40094090994399
NTdMNMTOONTAMOOAdWOONTOITITANITNNDINNMANTLLOL O©—AON
O N1 O N A A M ANd 0O 10O N1 0O N1 0 N-dO0ON-d1O0ON-—"d1O0ON—"A—MmN -
Figure 11 Daily regular turnover(trading volume) on ZSE in period @1-07 to 3:12-

2014
Source:www.zse.h(Historical Trading Data) Interpretation: Author

Beginning of the 2007 shows regular turnover rising as foreign and domestic investors started
to find this type of investment much more attractive than for example savings in bank, which
is notonly being considered as most common and safest type of investment but also mostly
recommended by financial advisors (Berg & Green 2012, p.22). Higher risk level, closely
connected with investing on the stock market, also includes possibility of higbgtr pr
realization.
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Higher turnover in that period occurred as a result of the higher demand and this will be
shown later in the paper. In late 2007 and early 2008, when world financial crisis has already
started, the positive trend ends yet higher tradoignaes are still visible. By the end of 2009
trading volumes were practically constantly decreasing to stagnation at very low level.
Stagnation is visible up to 2015 with a few extreme and rare exceptions. Opposite of the
period of trading volume growth ithis period trading was accompanied by an increase of
offer or in other words "selling out" which will also be shown later in the paper.

3. CROBEX T MAIN ZSE STOCK PRICE INDEX

Stock market indices use base period (set value) and are merely a weighteceightedy
arithmetic mean of group of stocks (Teweles & Bradely 1998, p. 380). Main ZSE stock index
is called CROBEX and described as follows:

price index, dividends are not accounted for calculation

selection criteria: more than 80% trading days

consistingof 25 issuers

weighted on free float market capitalization (maximum weight 10%)
revised semannually

base value 1000 (Zagreb Stock Exchange 2015).

= =4 =4 -8 -4 -9

Free float market capitalization is defined as that proportion of total shares issued by the
company thats ready to be available on the market for trading (Bhat 2008, p.118). Proportion
of total shares that is not ready to be available on the market is usually in the possession of the
company management, state institutions, majority owners or strategiemgadit. If the
security meets all necessary index requirements it is considered to be one among best
representatives that will serve as an indicator of the general trends on the imarkbis

specific situation, stock prices situation and pricing tseml ZSE.

3.1.CROBEX movement 2002015

Considering the fact that higher trading volume can be achieved both as a result of a large
demand as well as a result of a large offer and lower trading volume can be achieved both as a
result of a low demand agell as a result of a small offer, main ZSE index analysis will serve

as an indicator which one of just mentioned situations has happened in which period.
CROBEX movement is shown in Figure 2 and data presented describe the same period that is
covered withtrading volume movement in previous chapter.
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Figure 2.1 CROBEX value movement in period@107 to 3112-2014
Source:www.zse.h(Historical Trading Data) Interpretation: Author

As ZSE trading volume increased at the beginning of 2007, CROBEJMassaowing the

same positive trend. That would actually mean that the demand overpowered the offer at that
time of higher turnovers. Although the high trading volumes continued to hold until beginning
of 2009, stock prices started their rapid drop atoéginning of 2008, pulling CROBEX back

to low values. That would mean just the opposiie 2008 higher turnovers were achieved
because large offer overpowered low demand. People started to lose money on their
investments, so they started to resort tesafays of keeping their money and different types

of investments. Massively they began to sell shares causing both turnover and CROBEX
movement negative trend at first, then long term stagnation which is lasting until 2015, with a
difference that CROBEXtagnation logically shows less extreme exceptions. Since stock
market index represents relevant indication of general market situation, extreme turnover and
extreme price volatility of some shares will never have significant influence on its value
changeFigure 2 also shows that world financial crises had such a big impact on the Croatian
stock market that the last visible value of CROBEX is much closer to its initial or base value
then to its all time high value, at the time of this paper.

4. TOP TRADED COM PANIES ON ZSE

It is proved in previous chapters that world financial crises has left deep scars on the Croatian
stock market, and small turnovers in past six years have caused almost complete lack of
liquidity of a large number of listed shares. Howeverme companies have managed to
maintain solid interest of private and institutional investors and speculators, who are
considered to be less of investors and more of market liquidity providers. This section will
present top traded companies on ZSE and thleéire price change in past ten years (in
Croatian currency kuna HRK). Table 1 shows top ten companies according to the achieved
total turnover in period of 2008015.
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Issuer/Company Name Turnover in HRK

Hrvatski Telekom d.d. 9.994.345.51¢
INA-Industrija nafte d.d. 6.113.017.991
Adris grupa d.d. 5.514.948.56¢
Pliva d.d. 4,742.184.91F
Atlantska plovidba d.d. 4.669.244.334
Ericsson Nikola Tesla d.d. 3.900.771.801
Dalekovod d.d. 2.881.137.064
Institut IGH d.d. 2.869.198.39¢
Podravka d.d. 2.753.612.03¢
Ingra d.d. 2.166.777.69C

Table 1.i Top 10 stocks on ZSE, according to the total trading volume in period of
01-01-2005 to 3112-2014
Source: ZSE Archiyédnterpretation: Author

1. By far most traded company on ZSE is Hrvatski Telekom d.dislta leading
telecommunication services provider in Croatia, a joint stock company in the majority
ownership of CMobil B.V. which is 100% owned byMobile Global Holding Nr. 2
GmbH - which is 100% owned by Deutsche Telekom AG (Hrvatski Telekom 2015).
Total turnover in observed period of ten years was almost ten billion HRAdth
emphasize on the fact that initial public offer (IPO) was at the end of 2007.

2. Runner up is Croatian leader in oil business and mediaad European oil company
INA-Industrija nafte d.d., having MOL Plc. and the Republic of Croatia as its biggest
shareholders (INAndustrija nafte 2015). In period of ten years (2@085) total
turnover amounts to little above than six billion HRKvith emphasize on the fact that
(IPO) was athe end of 2006.

3. In third place is Adris grupa d.d., that operates twenty companies in two strategic business
units: tobacco industry and tourism, plus becoming a regional insurance industry leader in
2014 by acquiring Croatia osiguranjéiggest Croatiamsurance company (Adris grupa
2015). This company share has achieved around five and a half billion HRK total turnover
in period 20082015.

The rest of the list belongs to companies from pharmacy, shipping transport,

telecommunication, construction afabd sector. Share prices of each mentioned company in
the Table 1, back in 2005 and then at the end of 2014 are shown in Table 2.
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Price on Price on All time
Issuer/Company Name 03.01.2005. 31.12.2014. Change % high
(in HRK) (in HRK) (ATH)
Hrvatski Telekom d.d. - 150.50 - 419,00
INA-Industrija nafte d.d. - 3650.00 - 4538,00
Adris grupa d.d. 351.00 340.00 -3,13 618,97
Pliva d.d. 361.00 - - 1000,00
Atlantska plovidba d.d. 480.00 313.00*** -34,79 3897,99
Ericsson Nikola Tesla d.d. 1460.00 1299.00 -11,03 4300,00
Dalekovod d.d. 262.01* 14.20** -94,58 1950,00
Institut IGH d.d. 1699.00 154.25** -90,92 16349,99
Podravka d.d. 234.99 293.47 +24,89 645,00
Ingra d.d. - 2.48** - 62499,00

Table 2.1 Share Prices of top 10 stocks on ZSE, accortbrie total trading volume
in period of 0201-2005 to 3112-2014

Source: www.mojedionice.commterpretation: Author
* Price on 04.01.2005** Price on 30.12.2014.; *** Price on 29.12.2014.

Disregarding the fact that some of the companies have not been listed on ZSE yet when
observed period started, further disregarding the fact that some of them were split (stock split)
at one moment (Ingra d.d. for example), it is visible that some of driomed shares have

not suffered irreparable damage in period of past ten years. Still, all time high values are also
presented because in period between 2005 and beginning of the world financial crises,
Croatian stock market almost continuously giielike most other world markets at that time.

Real consequences of the crises can only be visible if nowadays prices are compared to ATH
values, or at least ATH values have been taken into consideration. Construction sector has
suffered the worst consequendeshis specific case with three representatives: Dalekovod,
Institut IGH and Ingra.

5. CONCLUSION

Croatian stock market, like all other world markets, has suffered real damage after the world
financial crises. Further analysis of other European, waehtloped and emerging markets

as well as detailed comparison of all mentioned should be done to conclude whether recovery
time on ZSE is already late or normally delayed. Small turnovers are still ZSE reality and
long term market growth is still not pobk. Croatian economy does not represent good
foundation or solid support to the stock markeit is not realistic to expect construction
sector, for example, to recover if bankruptcy threats to most of biggest Croatian construction
companies. On the othdand, there are more than few examples of the companies that
operate well and make profit, still their share price is not even near ATH values. So it is lack
of the good economy condition on the one hand (to support recovery of struggling companies)
andlack of private and institutional investors on the other (to support companies that operate
well) that inhibits long term return of the over passed higher trading volumes on ZSE.
Without constant higher turnovers supported by the strong demand it i&elpttd happen
CROBEX will get close to its all time high.
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ABSTRACT
This paper analyses facts connected to the exqmripetitiveness of Croatia in context of
chosen countries in the environment, to evaluate the relative aspect of Croatian production
aiming on export. The countries foomparison are chosen by key of experience in socialistic,
planned economy and relatively late access to the European Union. In the analysis data is
used from the period before the crisis which began in 2008, on incoming foreign investments,
size of labourcost, movement of productivity of labeorce and importance of European
Union market in the structure of export. By size of incoming foreign investments and
especially by size of labour cost and growth of productivity rate and their correlation,
Croatiais among the chosen countries in the most unfavourable position to realize growth of
production meant for export. Decrease of share of export to developed markets of European
Union countries from the year 2000 until now witness on the inadequate -sxpottire and
on its increasing mismatch wit import demand of EU countries, opposite to the scenario
favourable for Croatia
Keywords: competitiveness, foreign direct investments, exports

1. INTRODUCTION

One countrydo compet it isypasitoa ; she iotermatiotmemarket io k e d
comparison to the position of other countries with a similar grade of economic development.
The state and national conditions are important factor for international competitiveness.
Michael Porter discloses fouttabutes of a national economy which influence the creation of
competitiveness of the country and companies acting within: factorial attribute, attribute of
demand, strategy and structure of competition and supporting and connected inGugity. (

Bilas, Franc, 2010, p. 90)The process of economic development influences the changes of
intensity of influence of the single growth factor.

With regard to the importance of the single growth factors Porter recognizes three groups of
countries. The first group comprehends countries that compete with labour force and natural
resources, so their companies compete with low prices and generblyyisery products

and lowtech products. These countries are depending on import of higher technologies and
belong to underdeveloped countries. The second group of countries are middle developed
countries which are characterized by a higher grade oftimess efficiency, and as such they

are selling products of middle developed technology. The third group of countries bases its
growth on innovations and their companies compete with high technologies, new and unique
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products. We are talking about high deyped countries which are dominated by the service
sector, developed scientifinvestigative work and global orientation, and with higher salaries
than in the two other groups of countri€srgic, Bilas, Franc, 2010, p. 91)n the past 50

years importanthanges concerning the importance of factors of economic development took
place. While 50 years ago competition was based on product development to achieve
competitive advantage, today it is of prime importance to understand the market position for
increasing competitiveness and market share on international markets, so we speak about
collaborative and adaptive advantage. New factors of competitiveness are flexibility,
integration, ceordination and innovations. The world economic forum united these two
indexes to the index of global competitiveness and defined competitiveness as aggregation of
institutions, factors and politics which determine the grade of productivity of a country.

2. BASIC CHARACTERISTICS OF INTERNATIONAL COMPETETIVENESS OF
CROATIAN ECONO MY
If we would rank the columns that make the global index of competitiveness, we would see
that the most unfavourable places are taken in this order by: efficiency of labour market,
efficiency of market of goods, institutions, business sophisticatiorglai@went of financial
market and macroeconomic environment. Concluding based only on the ranking of columns
of competitiveness that make the index of global competitiveness of the World economic
forum, Croatia is at most marked by being part of the firsug of countries which are
orientated on factors and build their competitiveness on institutional framework,
infrastructure, macroeconomic stability healthcare and basic education, and partially in the
second group , group of medium developed countrieshabuild growth on higher efficiency
of investments and taking technology of more developed countries. For analysing it is
interesting to take a look also the most problematic factors for doing business in Croatia,
given by the forum. Within 15 most praphatic factors the first five in the ranking are in this
order: inefficient state bureaucracy, corruption, political instability, tax rates and restrictive
regulation of labour market. (http://reports.weforum.org/glatmahpetitivenes20142015/
31.1.201%

3. COMPARATIVE ANALYSIS OF FOREIGN -TRADE FLOW OF SELECTED
COUNTRIES IN THE ENVIRONMENT
Summarized one can state that the basic condition for increasing export is competitiveness on
international markets, and the structure of production for export algitbdhe demand on
international market (KersanSkabic, 2005, p. 82). For the sake of a comparative analysis of
export competitiveness of Croatian economy countries are selected in the environment which
went or are going to a transition phase like Qegaéxcept the war and war damages:
Bulgaria, Czech Republic, Hungary, Romania, Slovakia and Slovenia. The observed countries
generally export more than half of their export to countries in the European Union, that means
to the market of developed coungsielThe analysis of their expestructure will show that
Hungary has the biggest share of cagitégnsive technological products in its export, while
Croatia leads in labotntensive products and letechnology products according to OECD
classification(Hatzichronoglou, 1997, p. 6).
From the data on size of imports, exports, their growth rates in thgdareperiod from 2003
to 2008, the size of the balance of exchange of goods and balance of current transaction
account in table 1. we can see thatept Hungary and Czech Republic, all countries have a
deficit in exchange of goods, and Croatia takes the third place by deficit of exchange of
goods. Higher deficit of exchange of goods have Poland, 16,65 and Romania, 18,34. But
taking into consideratiothat the deficit of exchange of goods in this countries is taking
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Aonlyo 13,86% (Poland) and 54,65% (Romani a)
of exchange of goods exceeds total export by more than a billion EUR, the situation of
Croatian egkhange of goods is by far the worst. At the same time Croatia is the only country
with a coverage ratio of import by export less than 50%. The second worse position as per
coverage rate import by export share Romania and Bulgaria with about 64%.

Accordingto the share of deficit of balance of current transactions in overall GDP, Croatia
with 9,4 % is ranked third, behind Bulgaria (25,4%) and Romania (12,2%). The best ranks
concerning this criteria are taken by Czech Republic (3,1%), Poland (5,4%) andi&loven
(5,5%) and Slovakia (6,6%). Croatia meanwhile registers the lowest export gedejth
11,92% in the five year period from 2003 to 2008. A somewhat higher growth rate record
Slovenia (12,06%) and Hungary (13,86%) while Slovakia with 19,98% registelsgtinest

export growthrate. For the sake of rightful interpretation, this data has to be completed with
the data that also by the growth of import Croatia takes the lowest rank with 10,46%, which
tal ks about the gener al i mdwbatvhighey inpod romkbr o at i
rate is recorded for Hungary with 12,14% and Slovenia with 13,72%, while the other
countries register from 15% to 21% impgrowth. Here definitely the most unfavourable
position is taken by Romania, where the growth rate pbmnl by 5 percentage pdshigher

than the exportate.

Table 1: Indicators of exchange of goods in Croatia and selected countries in the enviro

i n 2008, in billions EUR (Source: Wien

(WIIW), Hardbook of Statistics 2009, Il Structural Indicators, Table 11/1.13, Croatia: Mai
Economic Indicators, str. 63, 65, 69, 75, 77, 79, 81 i 86)

Balance Average
Export | Import of Balance of | Average annuall annual
in in exchange current export growth import
billion | billion | of goods| transactions in rate in period | growth rate
EUR | EUR | in billion % of GDP 20032008 in period
EUR 20032008
Bulgaria 15,2 | 23,8 -8,6 -25,4 18,04 21,34
Czech 98,82 | 94,67 | 4,15 3.1 18,2 15,98
Republic
Hungary 72,26 | 72,16 0,1 -8,7 13,86 12,14
Poland 120,15| 136,8| -16,65 -5,4 17,48 18,42
Romania 33,56 | 51,9 | -18,34 -12,2 16,56 21,7
SUBYELS 47,72 | 48,43| 071 6,6 19,98 19,98
Republic
Slovenia 20,03 | 22,66 | -2,63 -5,5 12,06 13,72
Croatia 9,74 | 20,61 | -10,87 -9,4 11,92 10,46

For the sake of this analysis we will limit to the absolute amount of direct foreign
investments. As is visible from picture 1, international investors in the relevant period were
attracted most by Hungary, whose incoming investments had accelerated gnai\2007.

Croatia entered significant investments only in 2004, while in other years the amounts are on
the level of investments in Slovakia. Less foreign investments than Croatia and Slovakia
received only Slovenia, while all other countries recoighiBcantly higher income of
investments than Croatia, even ten times the amount.
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Picture 1: Income of direct foreign investments in Croatia and selected countries in 200, and

200471 2008 in billion EUR (Source Wi ener | nst i t ut haftsyergleithat er na

WIIW (2009), Handbook of Statistics, Il Structural Indicators, Table 11/1.13, Croatia: Main
Economic Indicators, p. 63, 65, 69, 75, 77, 79, 81 i 86)

Beside the stated facts connected to the size of incoming foreign investments, it iaminpor

to take also the structure of the industries into consideration that registered most investments.
The biggest share of direct foreign investments was in the banking industry, in connection
with privatisation, rehabilitation and sales of banks, anectghmunication, connected with
Deutsche Telekom becoming a shareholder, and pharmaceutical industry. After receiving
direct foreign investments, these industries did not have significant impact on the increase of
competitive competence of the exportingteecThe main reason is the lack of influence
direct foreign investments on the export potential, type of industries that received
investments: we are talking about so called local, internationally not tradable sectors, by this
thinking of telecommunicatio and banking sector. In pharmaceutical industry there was
acquisition of existing companies or acquisition of shares of existing companies, with
undisturbed continuing of business, so that it did not come to new production, income or
employment The motie of the investor was hidden in taking market position and existing
business and technology. Positive experience with foreign direct investment can be shown on
the example of consolidating the banking sector, which manifested in improving quality and
stablity. The mentioned three sectors where receiving 62,1% of all direct foreign
investments. The remainder is spread over many other industries. In internationally tradable
sectors we lose the influence of foreign currency exchange rate on level of prites an
production cost, that is why some authors consider the overvalued kuna partially reason for
such structure of incoming of foreign investments, whereproduction industries dominate,
without export potential (Mag, 2012, p. 128)

4. COMPARATIVE ANALYSI S OF BASIC INDICATORS OF EXPORT
COMPETITIVNESS OF CROATIA AND SELECTED COUNTRIES

For comparative analysis of export competitiveness of Croatian economy and the economy of

selected countries the following indicators are used: productivity of labour, lewelgeis and

importance ofmarket of developed countries.
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4.1. Productivity of labour

Productivity of labour is the indicator of the level of GDP per one employee. Growth of
productivity of labour can be reached by growth of GDP by same level of employment,
growth of GDB faster than growth of employment or decrease of employment and séne GD
In case of Croatia we can talk about decreasing employment at same level of (Kersan
Skabic, 2005, p. 92), which lead to undeserved optimistic picture of growth of employment in
some periods in the early nineties. Growth of employment was reachaviiy off workers.

The same thing happened with countries in transition, which we compare with Croatia, but
only at the begin of transition, later growth of employment followed.

25
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e Romania
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10 - .
W=Czech Republic
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Picture 2: Productivity in manufacturing industry in Croatia and selectathtries in 200

and2005 2008, annual growth rate in % (Source:

Wirtschaftsvergleiche (WIIW), Handbook of Statistics 2009, 11.7 Manufacturing Industry,
Table 11/7.2, p. 231241)

Data from picture 2 will show that Slovakia, Czech Republic, Hungary and Poland show high
growthrates of employment. Croatia records in the contemplated period lowest average rates
of all other contemplated countries, without major oscillations, whichesomantries record
(Hungary, Slovakia, Slovenia) in 2008, showing negative values.

The highest growthate Croatia records in 2005, 8%, when growth is higher only in two
countries: Bulgaria and Hungary. After 2005 the growth rate settles at about 2%nigom

and Bulgaria as youngest members of the EU within the selected countries record relatively
high productivity growth rates, multiply exceeding the growth rates in Croatia, except in year
2005.

4.2. Wages

From the data on development of gross sadanethe manufacturing industry in the period
20057 2008 in picture 3, we see that Croatia is with respect to these criteria similar to the
most developed countries or countries which record by far higher rates of productivity
growth, Slovenia and Czechepublic.

As per size of monthly gross salary multiply surpasses Rumania and Bulgaria, which, on the
other hand, record multiple growth rates of productivity.
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Picture 3: Average monthly gross salaries in the manufacturing industry in Croatia and

selectel countries in the environment in 200 and 20008, at current prices, in EUR

(Source: Wiener Institut f¢gr Internat.i
Statistics, 11.7 Manufacturing Industry, Table 11/7.2, p. 2311)
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For example, in 2007 the average salary in Croatia of 863 EUR exceeds four times the
average salary in Bulgaria, and more than two times the average salary in Romania. As low
labour cost is one of the motives of foreign investors to invest in countrigeanisition, as
generally for start production, one can conclude that by these criteria, Croatia has low
competitiveness.

Looking at the size of total labour cost (picture 4) in 2008, this relation is even higher. With
average 1.126 EUR labour cost Craat only somewhat lower than Czech Republic with
1.250 EUR, the second of the selected countries.
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Picture 4: Estimated total labour cost in Croatia and selected countries in the environment in
2008 , in EUR, from lowest to highest (Sourt®ienerInsti ut f ¢r | nternat.
Wirtschaftsvergleiche (WIIW), Handbook of Statistics, 1.7 Manufacturing Industry, Table
11/7.2, p. 231241)
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4.3. Significance of EU market for export of selected countries in the environment
From all selected countries Croatia retothe lowest share of export to EU countries in total
export, especially to EA15, old members, expect Bulgaria in 2000 (picture 5 and 6).
Comparing 2000 and 2008, almost all countries decreased the share of export to EU countries,
but only in the casefdCroatia we can speak about a significant decrease, which can be

explained

t he renewall of SO0 c al

by

|l ed

fsoft

export to EU decreased from 69,5% in 2000 to 61 % in 2008. The decrease of Croatia to EU

15 countriespld EU members, amounts in more than 10. Somewhat less decrease of share of
export to EU countries records Hungary, from 83,6% in 2000 to 78% in 2008, no here we are

talking about a country which is, after Slovakia and the Czech Republic, the third casintry

per share of export to the EU. The best positioned countries in that respect, Slovakia and the
Czech Republic, show high convergence of export structure and demand of EU, realizing

85% (Czech Republic) and 85,3% (Slovakia) of its export to EU counfities the structure
of total export to EU and other countries, we see the increase of share of export of Croatia to
other countries from 30,6 % in 2000 to 39,1 % in 2008, whereas other countries mark

countries of exYugoslavia and Russia.
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Picture 5: Significance of EU markets for Croatian export and selected countries in 2000 in

% of total export$our c e :

Handbook of Statistics, 1.7 Manufacturing Industry, Table 11/7.2, p-241)

Wi e mternatidnalesWirtschaitaverdleiche (WIIW),

We can conclude that Croatia is in a phase of redirecting to soft marketsYafgeslavia,
where it is easier to place Croatiamgucts, and Russia, instead of the expected scenario of
increased export to developed markets of the European Union, respectively we can speak on
returning to the position before 1992. Liberalization of trade through joining the World Trade
Organisation aah bilateral contracts did not realize the wanted effects for Croatian exporters.
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Picture 6: Significance of EU market for export of Croatia and selected countries in 2008 in
% of total export (Source: Wi ener Institut
Handbook of Statistics, II.7 Manufacturing Industry, Table 11/7.2,31-241)

5. CONCLUSIVE CONSIDERATION

Looking according to the index of global competitiveness of the World Economic Forum,
Croatia is marked a member of a group of countries directed by factors, which base their
competitiveness on institutional framewonkfrastructure, economic stability, healthcare and
basic education, rather than medium developed countries which are aiming on realizing
effectiveness and which base competitiveness on a system of high level education, efficient
markets of goods and labgudeveloped financial markets, technological facilities and
market size. Croatia is significantly lacking behind in respect of sophisticated business and
innovation, which are base of competitiveness of developed countries. Amongst the selected
group of cantries in the environment, Croatia is on high third place regarding lalostr

and on second place, behind Slovenia, by size of g@ssy. Looking at growth rates of
labour productivity, Croatia is amongst a group of three countries with the masburdble

growth of productivity, not taking into consideration 2008, the year of recession when
Croatiabs position improved, as result of st
countries in the environment, than on Croatia. By size obwfbf foreign investments, and
especially by size of labowost and growtiiates of productivity and their correlation,
Croatia is amongst the selected countries in the environment in the most unfavourable
positions as far realization of growth of prodantfor export is concerned.

Decrease of share of export to developed markets of countries that are members of the
European Union from 2000 until today witness an inadequate structure of export, respectively
of growing missmatch with the import demand &U countries, opposite to the scenario
which would be favourable for Croatia. This fact is especially unfavourable, given that
Croatia, expect shipuilding, leads in export of laboumtensive products (textile industry),

and resourcéntensive productgmineratoil and grease), instead of favourable capital
intensive products. At this place it is important to add that-Bhifaling itself generates high
import due to lack of fitted components, respectivehdermeloped supporting industry.

Growth of shae of export to countries outside the EU shows that Croatia returns to the
position before 1992, respectively again directs te@aled soft markets of EXugoslavia
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and Russia. Movement of size and structure of export of the Republic of Croatia from
indegpendence until now shows that the economic policy in this part is not successfully
established according to the challenges of transition and liberation of trade. Joining the
contracts of fregrade and World Trade Organisation did not result in the expeespective
increase of export and improvement of its structure but rather in increase of import due to
growth of domestic consumption and increase of competition for the sector of domestic
manufacturers which are anyway not strong enough.
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ABSTRACT
This paper will present the history of the Group of Twenty (G20), and analyze the goals, main
determinants and challenges facing the Group. Furthermore, by analyzing the role of the
Financial Stability Board the paper will try to explain the causes anch&equences of the
financial crisis, and how it unfolded. The role of the G20 in resolving the financial crisis is
analyzed in detail, followed by a description of the BRICS countries and the new economic
order. The paper does not strive to put forward cete solutions or discuss academic
proposals on how to improve G20 activities. Nevertheless, the paper will present a systematic
analysis of key deficiencies in the systemo
di scussion of twdildéd G2006s role in the
Keywords:G20, financial crisis, BRICS, Bretton Woods, new economic order

1. INTRODUCTION

Twenty major world economies have gathered into the Group of Twenty and the primary goal
of this group is to ensure strong and sustainable growth all bgeworld. Twenty finance
ministers and central bank governors (19 national economies and the EU) openly discuss
problems concerning global economic stability. The G20 starteBerin in 1999 as a
meeting of finance ministers and central bank goverandsnow the group consists of eight
member states of th&8 group(USA, Japan Germany,France the United Kingdomltaly,
Canadaand Russig, Australia ten large emerging market€hina, India Brazil, Indonesia
Mexico, Korea Turkey, SaudiArabia, Souh Africa and Argenting and theEuropean Union

The G20Summit was established in November 8008 at the beginning of the global
financial crisis and involved nineteen countries #r@EU. The G20 Summithas become an
important platform for global econtc governance, international coordination of policies,
and, most importantly, theeform of the international monetary systefihe G20 members
account for 85 percent of the global wealth.

One of the important items on the G20 agenda is regulation ofcfalamarkets. Mike
Callaghan, from the Institute for International Policy in Sidney, also agrees that this group is
more than a phrase in resolving problems. He points out that in 2008 there was a general
psychosis for the fear that the crisis might turtoithe Great Depression of the 1988, and

the G20 summit in London in 2009 prevented this from happening. The Financial Stability
Board (FSB) also plays an important role. The board consistegofators from the G20
group of major world economies afitdwas established at the Pittsburgh summit in 2009.
Foundation of this board is considered to be one of the most important moves of the G20.
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With the aim of resolving the financial crisis, FSB suggested that the major world banks
should have a particuldmond portfolio to protect themselves in case of collapse and to avoid
the need to be saved by tax payédérshould be pointed out that many challenges lie ahead of
the G20 as the G20 mechanism still remains an informal institution with the problem of
balancing among the national interests of member states.

This paper aims to achieve two goals: firstly, to present and explain the complex structure and
action of the involved states in the decisiaaking process by providing a definition of the

term and a istorical overview; and secondly, to analyze the key situation that determines not
only the longterm importance of the G20 for the stability of global economy, but also its
legitimacy as an international economic regime, and that is the 2008 globaliaecess
Therefore, the synthesis of the analysis presented in this paper is that the G20, due to its non
institutional form which allows, for example, the BRICS countries to oppose the interests of
western countries, is not and cannot become in the neae fwhat it is expected to be: a
functional international economic regime. The aim of the paper is not to put forward what
Ashoul do be done to make the G20 more funct
pointing to the key limitations of the organim itself. Based on the quantitative processing

of both source and data, dependent variable of this research is the structure of the G20
activity. Independent variable used to determine-hannct i onal ity of the
gl obal recessiono.

2. DEVELOPMENT OF THE G20

Thenameofsc al | ed AGroupo as the name used for a
of the world was first used in the early 19@8, when Bretton Woods was brought to an end

by the US abandoning t he l9¢wi shoclsforeed themr (ithe The
most powerful countries of the Western world) to organize themselves in an informal way and

to establish a forum where they would agree on a common strategy. Thus the Group of five
most influential countries of the Westeworld was formed, namely, the USA, the United
Kingdom, France, Germany and Japan, known as the G5. Institutions such as\Biadtis)

MMF and World Bank as well as other formal international economic organizations, such as
the World Trade Organizationgbame instruments for implementation of economic policies
based on decisions made within an informal group of the most powerful countries of the
wor |l do cP4e p38)v i

The G20 was established1999and it started its activity as a forum of finance ministers and
central bank governors whose goal was to meet once a year, typically in late autumn, to
discuss international economic issues. With the onset of the global economic c28@8in

the G20eo |l ved into the premier |l eadersdé6 .forum
Annual meetings of finance ministers and central bank governors continue to take place. The
G20 has no permanent secretariat and much of the preparation for the summit isscbbplet

G20 | eader s06 p e rkonavn aIherpagSpearpasnantain aohtacvwatts each

other over the course of the year to discuss agenda items feurtirait and coordinate the

work of theG20 (http://www.international.gc.ca/g20/histehystoire.aspx?lang=eng

According to Kirton (2014)finance ministers and central bank governors fadhmportant

countries of the world and tHeuropean UniofEU) gathered irBerlin on December 136,

1999 to initiate th&520 meeting. Th&20 was started byvo finance ministers, Paiiartin

from Canada and Lawren&ummerdrom the US According to Kirton (2014), the G20 was
established in response to the Asian financial crisis which broke out in Thailand ih98he

The crisis spread to Indonesia aforea and by the end of the year it affected Russia, Brazil

and the USA In addition, the hedg&und Long Term Capital Management collapsethe

first meeting of the520 members was held on NovemberlBb4 2008, in WashingtorDC.
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One of the most important events in this meeting was that France suggested a &#@mit,
Leaders Summit on Financial Markets and the World Econdrhg. G20 should provide
financial stability througHinancial regulations, ensure economic growth and workrate
liberalization and developmentWorking groups and expert groups are established when
needed to support the work of leaders, finance ministers, central bank governStegas
Currently there are  following  working groups and expert  groups
(http://www.international.gc.ca/g20/histctyistoire.aspx?lang=eig

Working groups:

1 Framework for Strong, Sustainable and Balanced Growth

1 Anti-Corruption(established at the20 Toronto Simmit)

1 Developmentestablished at the20 Toronto Simmit)

1 International Monetary Fund Quota and Governance Reform

Expert groups

1 Financial Safety Nets
1 Financial Inclusion

1 Energy

The G206s work is supported by international
the Organization for Economic @iperationand Development, the International Labor
Organization, the World Trade Organization and the United Natibhe G20 calls upon

experts from these institutions for technical advice and it also works with the Financial
Stability Board to develop financialadiility and eliminate weaknessebhey also monitor
regulatory and supervisory policies
(http://www.international.gc.ca/g20/histehystoire.aspx?lang=eig

Table 1: The G20 member states (www.g20.0rg)

Argentina China South Korea
Australia France Russia

Brazil Germany Saudi Arabia
Canada India South Africa
the United Kingdom Indonesia Turkey

the USA Italy European union
Mexico Japan

The idea of international financial organizations agreeing on relations and trade dates back to
the 18" century and liberal tradition of Europe in the Age of Enlightenment. Theoretical
devel opment of the concept of iinterfationce
century: in the first half under the influence of theoretical thinking of Davidawytr His
functional approach advocated the theory that countries should cooperate in the fields outside
of the state policy: trade, telecommunications, transport, banking system, etc. To regulate
these relations, it was necessary to establish internatogahizations as bodies that would
regulate relations between states (Mitrany, 1975). In the second half of'tre=@@iry, the

idea of liberal institutionalism, i.e. the idea that relations between states are fully regulated in
agreement with internathal organizations reached its peak, with foundation of various
international organizations, from the United Nations and Bretton Woods institutions, to
military organizations such as NATO (Keohane, 1988; Stein, 2008).
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2.1. Goals and determinants of the G2

The G20 aims to achieve various goals, but the main goal that is always emphasized at the
group meetings is to improve global economic governance. By means of information
technologies, globalization has created better connections and interdependeliiceocia

plan, leaving the countries weak in this cont@ield et al., 1999; Beck, 2004). Further,
stronger coordination of international economic policy and resolving the unemployment
issues and trade imbalance through structural reforms is emphaSibedghien and Xu

(2013) claim that is important to accelerate the reformthe@finternational financial system

and to achieve this, international community must insist on the development of international
reserve currencieOne of the goals is a bettarternational supervision of the financial
framework, which includes stronger supervision of hefdgels overthe-counterderivatives

and credit rating agenciel is of particular importance to give the voting right to developing
countries and emergingountries in international financial institutions. Important work is
done on further trade and investment liberalization.

Global poverty should be reduced and more development goals and support for education and
social security improvement in developieguntries should be offered. The gap between
developed and undeveloped economies should be reduced a@@Ghmechanisms should
encourage international trade and investmEnbnomic growth should be encouraged as well

as job creation in developed econemiThe G20 should protect mutual interests of nations
with different economic structureshere should be more responsibility, and countries having
problems with fiscal deficit should carry out structural refariirtseir macreeconomic policy

should be foased on encouraging losigrm assets and human capital, and not on speculative
investments on securities market and unsustainable, excessive spending, as pointed out by
Tiberghien and Xu (2013).

2.2. Challenges ahead of the G20

Financial crisis wasomehow resolved through global recovery. However, the G20 is still
facing the general feeling of economic insecurity and solidarity. European debt crisis creates
additional insecurity and the trade protectionism threat continues to affect global economy.
According to various analysts, the G20 policy lacks authority. Further, there is a conflict
bet ween WAbigo and dAsmall 0 countries and an
reform. One of the greatest challenges ahead of the G20 is to deal with icebadatine
international monetary system and the global economic governance mechanisms. Different
countries should participate in finding solutions to the problem, thus promoting th&invin
approach. Big countries sometimes put their interests in frofit ®mal | 6 countri e
often leads to a conflict (Tiberghien and Xu, 2013). It should be mentioned that Payne (2014)
thinks that the G20 today is like a big vessel waiting to be filled up. The author compares the
G20 with a car parked in a car park dmtween meetings it is waiting for a new driver to

take over the wheel. According to Payne (2014), the key challenge ahead of the G20 is the
underlying lack of continuity (2014).

3. FINANCIAL CRISIS

According to Mlikotic (2010), roots of the global finaiat crisis should be sought in negative

effects resulting from an array of neoliberal reforms that have dominated economic policy of

the western countries since the-i88 of the past century. Particular emphasis is put on the
responsibility of the USA andnsustainable development concept based on spending and

e ¢ 0 n o miynanaaliza thi on O . Anot her problem was dereg
favoring introduction of an array of risky innovations, reduction in the rate of progressive tax
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burden and paty of low interest rates. These are some of the most frequently mentioned
misjudgments in the US economic policy, Mlikosiaid (2010).

Global economic crisis was caused by poor financial regulation in the United States, global
macreeconomic imbalancand high deficits in current accounts in the USA and some other
advanced industrial countries. There was poor American financial regulation, poorly
organized risk management, and excessive risk taking is emphasized as a particular problem
(Guerrieri, 2010) Mlikotic (2010) points out that many sophisticated financial mechanisms
were developed while seeking profit, . e.
forwards contractsAn array of innovations was introduced (futures, swaps, options,atd.),
development of futures market was most strongly encouraged through securities purchased by
using borrowed funds or at a margin (the share that buyer must pay in cash when buying
securities, whereas broker keeps a deposited security as a collatdiad)j dvpoints out

(2010). In this way speculators could (by means of a financial leverage) with a particular
amount (depending on the margin) acquire securities of a multiple value. Tett (2009) was
among the few ones who predicted crisis. Her opinion tatheuthree wrong assumptions on
which the 2% century finances were based should be emphasized. Firstly, there was an
opinion that modern capital markets had became so advanced that it would always be possible
to sell the risk further.

Secondly, invests relied on risk assessment agencies, which proved to be totally unreliable.
Thirdly, and most importantly, it was believed that the procesdi@hg and dicing of debt

made financial system more stable(allegedly) distributed the default risk amomgjlions

of investors and the system became more capable of amortization of potential shocks. Blog
PositiveMoney.org explains that UK banks created too much mdbesry time a bank
makes a loan, new money is created. In just seven years, they doubdedoiing of money

and debt in economy. Banks used this money to push up house prices and speculate on
financial markets. Trillion pounds that banks created in the period-2000 went to
residential property (31%), commercial real estate (20 %), finasetbr (32%), and just 8%

went to businesses outside the financial sector. A further 8% went into personal loans.
Lending large sums of money into the property market pushes up the price of houses along
with the level of personal debt. Interest has to &l pn all the loans that banks make, and

with the debt rising quicker than incomes, eventually some people became unable to keep up
with repayments. They stopped repaying their loans, and banks found themselves in danger of
going bankrupt.

3.1. The courg of the crisis

Description of the course of the financial crisis can begin with house prices on the US market
reaching the peak in 2006, which was followed by a sharp fall, leading to a collapse of
subprime mortgage market in August 2007. After that defeak started to spread on other
mortgage classes and problems in trade between banks (EJliR61i0). Further fall of 17%

in house prices followed, and, by the second half of 2008, 40% of subprime mortgages from
2006 became troublesome, the author aBdsing 2008 the crisis spread very quickly in the
USA, Japan and Europe and caught the global financial market. The first serious warning was
the bankruptcy of Bearn Stearns, the fifth largest investment bank in the USA. Dramatic
proportions take placeniSeptember 2008 when heavy credit contraction occurs, along with
dropping of value on stock exchanges all over the world and collapse of some of the largest
financial institutions (Mlikott, 2010).

On Friday, March 13, Bearn Stearns faced a shockingpdsyi they ran out of money.
Lenders and clients started to withdraw money, worried about poor financial situation, and the
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company suddenly had less than 3 billion dollar on accounts, which was insufficient to restart
business. This caused loss of trimscredit ability of partners, fall in securities prices, and in
September and October interest rates on interbank loans and state securities reached the
highest levels in the past few decades. At the end of September and during October, further
loss ofinvestor trust combined with declining results of the real sector resulted in new panic
selling of securities all over the world. The fall in the securities value at the global level only
in the first ten days of October was more than $10,000 billiont@atifall recorded in 2008
amounted to 40%. The Us financial institutions could not avoid bankruptagnie Mae and
Freddie Mac24f{g o v e rrsnproemsto r e d , bavihgehalfpof thesmorsgage loans in

the USA, worth $5,000 billion), then Americanémational Group (AIG; one of the largest
insurance companies in the world, with assets worth more than $1,000 billion), Citigroup,
Lehman Brothers, Washington Mutual, etc.lifdtic, 2010).

Not long after thatl,ehman Brothers and Washington Mutual alsgldred bankruptcy the

first being the largest company in the American history, the second being the largest company
that had ever failed. These events marked the end of independent investment banking in the
US, i.e. institutions that profited the mosarh deregulation of the financial system in the past
decades. Japanese and European financial systems were not immune to crisis either, so only in
December of 2007 the European Central Bank loaned $500 billion to European merchant
banks. Various other fimzial institutions also could not avoid bankruptcy: DuB#igian

Fortis, FrenckBelgian Dexia, British Bradford & Bingley and Northern Rock, German Hypo
Real Estate, Dutch ING and Aegon, and others (Mldkd2010). Berg (2012) emphasizes

that the crisicaused problems also in the European banking sdédorexample, Germany

had to save its Hypo Real Estate holding company; the United Kingdom recapitalized big
banks such as Royal Bank of Scotland, HBOS, Barclays; France had to deal with BNP and
SocieteGenerale, and Holland with ING. All this led to a rise in interest rates and reduced
offer of favorable loans, i.e. money, which directly affects reduced personal spending and
investments. Bewiemphasizes that selling, particularly of goods purchased laitrowed

funds (cars), sharply fell. There was a growth of inventory and share prices were falling
down. To reduce this effect, the Federal Reserve (the US Central Bank), followed by the
European Central Bank and seven leading banks, reduced the iragzetst 3.25% already
toward the end of 2008, Berontinues (2012).

We should bear in mind that the crisis did not emerge in 2007 or 2008. It was created through
decades of great changes in the share of work and capital, for the benefit of capitl, in th
GDP, i.e. national revenue (whereas the share of work in developed countries toward the end
of the 196@es and at the beginning of the 1988 was around 75%, at the beginning of the

21%' century in Europe it was 658%), according to Beai(2012). Ths resulted in
disproportion between supply and demand which was resolved with loans for years without a
crisis, unt i | l i ving above oneods cogoadudes si mp
(2012). Toward the end @008 the global financial system wiaeing collapse and it had to

be saved by means of further government interventions. In an effort to restart the financial
system, developed countries provided government guarantees covering savings accounts and
interbank loans, recapitalized banks withblw funds and took over risky investments,
approved fiscal reliefs, influenced the interest rates and undertook a set of other measures
amounting to approximately $4,000 billion, Mlikottoncludes (2010). For information about

the extent to which the heing loan market had effect on the crisis outbyesde: (IMF,

2012).
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3.2. Consequences of the crisis

The financial sector crisis and disturbances it caused in loan supply, with increased savings
rates, resulted in reduced investments in fixed capihlcansumer goods, which explains the
sharp fall in the global demand. Consequently, global industrial production recorded a 13%
decline in the period from September 2008 to March 2009. There were signs of demand
stabilization, particularly of consumer gig) as results of the government measures and
reduced inflation rates, but the level of savings remained high. Unemployment became the
greatest problem, at least in the US (Mlikp2010).Obadc (2011) emphasizes that financial
crisis brought about redtion in aggregate demand, leading to a reduced production volume
(primarily due to reduced demand for export products and FDI inflow), thus leading to
reduced demand for labor. The author emphasizes that the crisis spread all over the world,
deterioratingeconomies, reducing business capacities and leaving millions of people without
a job. The global GDP in 2009 fell by 1.1% (Figure 5), and this fall in developed countries
and the EU amounted to 3.5%.

It should be noted, according to the author, that maaskers entered various forms of
vulnerable employment groups; the number of decent jobs decreased, insecure employment
rate increased as well as the number of-leage workers. As the crisis was deepening,
government incentive measures started to slowndthe decline in economic activities and
reduced the initial impact in the circumstances of job destruction at global level,cObadi
concludes (2011)Mlikotic (2010) further emphasizes that the US economy was mostly
affected by the fall in the property market and collapse of the financial system, which again

caused worry, after 1 nitial -recesgionpackageworthc over
almost $80billion did not achieve the expected results, state revenues decreased due to a
| ower | evel of economic activity, and the F

reform plan should also be mentioned here as well as the planned increase in military
expenses, leading the state finances to serious problénesfederal deficit increased to 12%

of GDP. It is also noted that Europe and East Asia, having the same problems, but of a lesser
volume, were also facing difficulties arising from stagnation ofermational trade.
Developing countries, to which crisis spread through the financial system and trade, were
facing various problems. Large exporters like China and India were trying to compensate for
a fall in exports by encouraging home spending, with government leading the way,
whereas most of the remaining developing countries were mostly affected by a decrease in
foreign investments and exports of industrial products. Mitk@®10) concludes that the fall

in economic activities, the fall in deméiand growth of unemployment have led to a general
decrease in inflation rates, but fears of deflation, it seems, will not come true, Mlikoti
concludes (2010).

4. THE ROLE OF THE G20 IN THE RESOLUTION OF THE FINANCIAL CRISIS

The G20 summits made greabgress in stopping the financial crisis in the world and results
achieved are based on the four key roles played by the G20. First, a higher level of
international coordination and cooperation was achieved among the major world economies.
In this way it was possible to achieve a coordinated response to the global financial crisis,
fight against trade protectionism, coordinditeal incentives and achieve a gradual fall in
fiscal deficits in developed economieSecond, the role of the IMF was particularly
pronounced in assessing the influence of particular policies on other states and work was done
on the reform of the governance over international financial institutions. The G20 played an
important role in the shifting of voting rights (The IMF and therl@d@ank) to developing
countries to increase the level of their participation in accordance with their GDP growth.
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Third, the G20 played a very important role in strengthening the international financial
supervision and establishment of the Financial iftalBoard. Fourth, particular attention

was given to the reform of the management fees for management of financial institutions, and
also Basel Capital Accord Il (Basel 1ll) was established. The G20 summit was also
established as a regulatory mechan{Smerghien & Hongcai, 2013).

The second G20 summit was held in London on ApfR, 22009, and this summit is
considered to be a turning point in resolution of the global financial crisis. It is interesting that
the US agreed to include French and Germpamposals as well as requests for radical
strengthening of the role of financial regulation and control in global financial system in the
declaration The Chinese request was to significantly increase the influence of those countries
that had made progress both economic and financial aspect. Th20 made the following
conclusions: We face the greatest challenge to the world economy in modern times; a crisis
which has deepened since we last met, which affects lives of women, men and children in
every coutry, and which all countries must join together to resolve. A global crisis requires a
global solution. We start from the belief that prosperity is indivisible; that growth, to be
sustained, has to be shared; and that our global plan for recovery mustt higvheart the

needs and jobs of hawdorking families, not just in developed countries, but also in emerging
markets and the poorest countries of the world too; and must reflect the interests, not just of
todaydéds popul at i on,oo.bke beliegefthatfthe dnly suee foyiredatienrfar t i o n
sustainable globalization antsing prosperity for all is an open world economy based on
market principles, effective regulation, and strong global institutions. We have today therefore
pledged to do whatev is necessary! By acting together to fulfill these pledges we will bring
the world economy out of recession.

The agreement we have reached today, to treble resources available to the IMF to $750
billion, to support a new SDR allocation of $250 billioa,gupport at least $100 billion of
additional lending by the MDBs, to ensure $250 billion of support for trade finance, and to
use the additional resources from agreed IMF gold sales for concessional finance for the
poorest countries, constitute an additib$1.1trillion program of support to restore credit,
growth and jobs in the world economy.

4.1. Restoring growth and jobs

The G20 made the following conclusions: We are undertaking an unprecedented and
concerted fiscal expansion, which will savecoeate millions of jobs which would otherwise

have been destroyed, and that will, by the end of next year, amount to $5 trillion, raise output
by 4 per cent, and accelerate the transition to a green economy. We are committed to deliver
the scale of susta@a fiscal effort necessary to restore growth. Our central banks have also
taken exceptional action. Interest rates have been cut aggressively in most countries, and our
central banks have pledged to maintain expansionary policies for as long as neededsand

the full range of monetary policy instruments, consistent with price stability.

Our actions to restore growtteannot be effective until we restore domestic lending and
international capital flows. We have provided significant and comprehensiversimur

banking systems to provide liquidity, recapitalize financial institutions, and address decisively
the problem of impaired assets. We are committed to take all necessary actions to restore the
normal flow of credit through the financial system amgure the soundness of systemically
important institutions, implementing our policies in line with the agreed G20 framework for
restoring lending and repairing the financial sectéaken together, these actions will
constitute the largest fiscal and netary stimulus and the most comprehensive support
programfor the financial sector in modern times. Acting together strengthens the impact and
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the exceptional policy actions announced so far must be implemented without delay. Today,
we have further agreeaver $1 trillion of additional resources for the world economy through

our international financial institutions and trade finance

We are confident that the actions we have agreed today, and our unshakeable commitment to
work together to restore growth ajudbs, while preserving lonterm fiscal sustainability, will
accelerate the return to trend growth. We commit today to taking whatever action is necessary
to secure that outcome, and we call on the IMF to assess regularly the actions taken and the
global actions requiredWe are resolved to ensure letegm fiscal sustainability and price
stability and will put in place credible exit strategies from the measures that need to be taken
now to support the financial sector and restore global demafedare cowminced that by
implementing our agreed policies we will limit the longerm costs to our economies,
thereby reducing the scale of the fiscal consolidation necessary over the longéWéewill

conduct all our economic policies cooperatively and resphnith regard to the impact on

other countries and will refrain from competitive devaluation of our currencies and promote a
stable and welfunctioning international monetary systeWve will support, now and in the

future, to candid, evehanded, andnidependent IMF surveillance of our economies and
financial sectors, of the impact of our policies on others, and of risks facing the global
economy

4.2. Strengthening financial supervision

Major failures in the financial sector and in financial regulatiand supervision were
fundamental causes of the crisis. Confidence will not be restored until we rebuild trust in our
financial system. We will take action to build a stronger, more globally consistent,
supervisory and regulatory framework for the futdirancial sector, which will support
sustainable global growth and serve the needs of business and cii#&rmresach agree to
ensure our domestic regulatory systems are strong. But we also agree to establish the much
greater consistency and systematic @apon between countries, and the framework of
internationally agreed high standards that a global financial system requires. Strengthened
regulation and supervision must promote

a.) propriety, integrity and transparency

b.) guard against risk across the fical system

c.) dampen rather than amplify the financial and economic ¢ycle

d.) Reducereliance on inappropriately risky sources of financing; and discourage excessive
risk-taking

e.) Regulators and supervisors must protect consumers and investors, suppdet ma
discipline, avoid adverse impacts on other countries, reduce the scope for regulatory
arbitrage, support competition and dynamism, and keep pace with innovation in the
marketplace

To this end we are implementing the Action Plan agreed at our &ting, as set out in the
attached progress report. We have today also issued a Declaration, Strengthening the
Financial System. In particular we agrele to establish a new Financial Stability Board
(FSB) with a strengthened mandate, as a successoe tBirtancial Stability Forum (FSF),
including all G20 countries, FSF members, Spain, and the European Compssiat the

FSB should collaborate with the IMF to provide early warning of macroeconomic and
financial risks and the actions needed to addiess; 3. to reshape our regulatory systems so

that our authorities are able to identify and take account of mpaadential risks 4. to

extend regulation and oversight to all systemically important financial institutions,
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instruments and markets. Thisliwnclude, for the first time, systemically important hedge
funds5t o endorse and i mpl ement the FSFO6s tough
and to support sustainable compensation schemes and the corporate social responsibility of all
firms; 6. to take action, once recovery is assured, to improve the quality, quantity, and
international consistency of capital in the banking system. In future, regulation must prevent
excessive leverage and require buffers of resources to be built up in good7tintetake

action against nenooperative jurisdictions, including tax havens. We stand ready to deploy
sanctions to protect our public finances and financial systems. The era of banking secrecy is
over. We note that the OECD has today published aflisbantries assessed by the Global
Forum against the international standard for exchange of tax inform@&tiem call on the
accounting standard setters to work urgently with supervisors and regulators to improve
standards on valuation and provisioningdaachieve a single set of higlality global
accounting standards; gn@l to extend regulatory oversight and registration to Credit Rating
Agencies to ensure they meet the international code of good practice, particularly to prevent
unacceptable conflis of interest

We instruct our Finance Ministers to complete the implementation of these decisions in line
with the timetable set out in the Action Plan. We have asked the FSB and the IMF to monitor
progress, working with the Financial Action Taskforcd ather relevant bodies

4.3. Strengthening global financial institutions

Emerging markets and developing countries, which have been the engine of recent world
growth, are also now facing challenges which are adding to the current downturn in the global
economy. It is imperative for global confidence and economic recovery that capital continues
to flow to them. This will require a substantial strengthening of the international financial
institutions, particularly the IMF. We have therefore agreed todagndake available an
additional $850 billion of resources through the global financial institutions to support growth
in emerging market and developing countries by helping to finance cenyaieral spending,

bank recapitalization, infrastructure, tradeafiice, balance of payments support, debt rollover,
and social support. To this entl we have agreed to increase the resources available to the
IMF through immediate financing from members of $250 billion, subsequently incorporated
into an expanded and neoflexible New Arrangements to Borrow, increased by up to $500
billion, and to consider market borrowing if necessaryve support a substantial increase in
lending of at least $100 billion by the Multilateral Development Banks (MDBSs), including to
low income countries, and ensure that all MDBs, including have the appropriate. capital

It is essential that these resources can be used effectively and flexibly to support growth. We
welcome in this respect the progress made by the IMF with its new Flexibtiit Tine

(FCL) and its reformed lending and conditionality framework which will enable the IMF to

ensure that Its facilities address effectiwv
payments financing needs, particularly the withdrawal of eaterapital flows to the banking
and corporate sectors. We support .Wehavec 00 s ¢

agreed to support a general SDR allocation which will inject $250 billion into the world
economy and increase global liquidity, and umtgatification of the Fourth Amendment

In order for our financial institutions to help manage the crisis and prevent future crises we
must strengthen their longer term relevance, effectiveness and legitimacy. So alongside the
significant increase in resources agreed today we are determirefdria and modernize the
international financial institutions to ensure they can assist members and shareholders
effectively in the new challenges they face. We will reform their mandates, scope and
governance to reflect changes in the world economy andetvechallenges of globalization,

and that emerging and developing economies, including the poorest, must have greater voice

52



9th International Scientific Conference "Economic and Social Development"
Istanbul, 910 April 2015

and representation. This must be accompanied by action to increase the credibility and
accountability of the institutions througletter strategic oversight and decision making. To
this end 1. we commit to implementing the package of IMF quota and voice reforms agreed
in April 2008 and call on the IMF to complete the next review of quotas by January2011

we agree that, alongsidais, consideration should be given to greater involvement of the
Fundods Governors i n providing strategic d
accountability 3. we commit to implementing the World Bank reforms agreed in October
2008. We look forward tdurther recommendations, at the next meetings, on voice and
representation reforms on an accelerated timescale, to be agreed by the 2010 Spring; Meetings
4. we agree that the heads and senior leadership of the international financial institutions
should & appointed through an open, transparent, and -veséd selection process.
building on the current reviews of the IMF and World Bank we asked the Chairman, working
with the G20 Finance Ministers, to consult widely in an inclusive process and repkoitioba

the next meeting with proposals for further reforms to improve the responsiveness and
adaptability of the IFls

In addition to reforming our international financial institutions for the new challenges of
globalization we agreed on the desirabilityaohew global consensus on the key values and
principles that will promote sustainable economic activity. We support discussion on such a
charter for sustainable economic activity with a view to further discussion at our next
meeting. We take note of theovk started in other fora in this regard and look forward to
further discussion of this charter for sustainable economic activity

4.4. New economic order

According to Nikolc (2010), from the Institute for Peace Studies, the goal of the BRICS and

most ofthe G20 countries is to create a new world order based on being lesntéged,

with more regulated financial sector, reduced use of the US dollar and a greater role of
developing countries. The statement of Robert Zoellick, the World Bank president, dr
attenti on. He invited all the worl dbés cente
aside and work on strengthening of multilateralism whose significance was just accentuated

by the global economic crisis. Nikol{2010) explains that, owint® a strong growth of many
developing countrieoellicke nvi sages creation of a new gl o
and fAthe Southo, ithe Easto and #Athe Westo
determinants of economic destiny. The following questdses: Is it already possible to see

an outline of a new multipolar, global financial (and to an extent also geopolitical) order?

It should be emphasized that political, social, economic, cultural and religious diversity of the

G20 and BRICS countrigs a paradigm of the modern world, unlike relative homogeneity of

the western world, painted through the G7. Ni&qR010) says that it is encouraging that

major emerging economies, since they intensely use globalization advantages, have strong
interest n providing conditions in which transition toward the multipolar system will not be
followed by financial instability or aggravated international trade, international capital and
investment flows. Of particular importance is the economic relation betwkiEra @nd the

US, which will face great challenges. Potential political and economic blockade of China, due

to alleged currency manipulation, would drive China to great troubles, whereas negative
effects for the US in form of growing interest rates and waalg of the dollar would be less
pronounced, Nikoti concludes (2010).

Nikolic (2010) emphasizes that the most likely scenario is that the US would remain the
leader, but in a multipolar world. The role of China would be significant due to its economic
expansion and the EU would maintain a significant level of influence, also owing to the
alliance with the US. Emerging economies such as the Indian, Brazilian and Russian economy
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would slowly strengthen their role in the new order. Petramd Nikolic (2011) also add that

global governing structure was defined in the pest era under the dominant role of the US,
through liberalism and support to multilateralism as well as the monetary system that gave
developing countries a peripheral role in the processreating international financial
architecture, under pressure of great changes. The authors also claim that the US economic
model has come into question and that the Chinese model of strong government influence on
the economy is increasingly gaining amportance. The authors also point out, that, in
addition to having positive effects, Chinese use of strong fiscal stimulations directed at
Chinese companies, i.e. literally redirecting to the home market also implies growth of
protectionism and createskiof erosion of the world economic interdependence.

The 20072010 crisis, according to Petroviand Nikolic (2011), only accelerated
reconfiguration of the world financial order, which has been taking place since the end of the
20" century. It is indicdte that the share of the processing industry in the US GDP in the
1970Cies was 24% and in 2010 it was only 11%, whereas financial sector or virtual economy
doubled and reached as much as 8% of GDP just before the crisis, authors add. The share of
the Eurebonds has already exceeded the dollar bonds at the global level. However, this still
does not indicate who could be a relative winner in financial reconfiguration. At the
beginning of the 21 century financial power shifted toward the countries with -non
convertible currencies (China, India, Russia and Brazil). Consequently, developing countries
are emerging into markets that are desirable for investments. However, according to authors,
the crisis strongly affected the reputation of the West, particulaeyuS, where the crisis
started. Petrogiand Nikolic (2011) emphasize that the beginning of use of the ruble and the
Yuan in mutual trade since the end of 2010 shows a symbolic and potentially historical event
reflecting tectonic changes in the world romy and politics and it promises transformation

of the global financial architecture. As developed countries are overloaded with debt, the time
after the crisis will be challenging for them as it will require high fiscal transfers to service
debts, whereareprivatiation of the banks that became statened also demands political
effort. I n a bad scenario these countries
currencies are the ones posing a threat to stability, according to authors.

The paition of the dollar, which is still the currency in which two thirds of the global foreign
exchange reserves are held, is in danger. Additional threats are bilateral and multilateral barter
schemes. The question arises whether global financial systénftiisgstoward a polycentric
configuration. One should bear in mind that it is not only the liquidity level or currency
functionality that matters, where the dollar, euro, yen or pound still hold the primary position,
but how stability and strength of eaamies, which are at the root of power of every currency,
consequently lead to strengthening of the role of alternative currencies (Yuan, rupee, ruble...).
Multitude of actors on the international scene might strengthen international system in the
way thatthey will fill empty spaces in institutions established after 1945, but monetary
system can also be fragmented and it can further disable instruments of international
cooperation.

The current financial crisis, in absence of strong multilateral interventeads toward
fragmented and nefunctional international monetary system. Michael Maloney emphasizes
that after the classic gold standard 18A14,gold exchange standaf®18 1940, Bretton

Woods system 1944971 and practicallgollar monetary standdr1971 2007, currently we

have a new global monetary system, which rapidly shows its outlines, etraViNikolic
conclude (2011)The crisis is present at two levels: the first level is inability of powerful
countries within the G 20 (West vs. BRICS) égtablish equilibrium in the balance of
payments, but also in various interests (for example, China is not developing its own
consumer market, but it is flooding the world market with its products and its exports
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continuously exceed imports) (HelleineB2Y4; Nye, 2011; Madhur, 2012). The second level
that certainly should be mentioned is that the G20 is not only burdened with finding
consensus among economic powers, but also with how to overcome vertical imbalance in the
proportion of the world poverty [@ost 60%) and the wealthiest people (about 5%),
(Goldsmith, 2001; Wade, 2001; Held, 2004).

4.5. The role of the BRIC countries in the resolution of the crisis

In 2012, in Los Cabos, Mexico, the BRICS countries (Brazil, Russia, India, China and South
Africa) showed their readiness to resolve the financial crisis by promising high contributions
to the global crisis fund of the International Monetary Fund in order to support its efforts to
raise $456 billion in the circumstances of debt crisis escalatiothéneurozone. Their
contribution is based on providing support
fund. China offered $43 billion, whereas Brazil, Russia, India and Mexico offered $10 billion
each. It is interesting that Chinese contributi®ower only than the Japanese and German
one, amounting to $60 and 54.7 billion, respectively. What was most interesting in Los Cabos
is the fact that the BRICS countries warned about the need for changes in the IMF as it had
been dominated by economiowers from Europe and the US for years, and they were not
willing to provide their own contribution to the crisis fund.

It is particularly important that contributions will be paid only after all agreed reforms are
implemented, including the comprehensireform of voting rights and quotas. The BRICS
countries were very clear and exact and they particularly cautioned that the crisis in the
Eurozone might have far reaching consequences for their economieBRTG8 countries

took one more step toward stréimgning of economic power of their community as they
agreed on the procedure for establishing a mutual fund of foreign exchange reserves and
capital in their own development bank, Kuzmin says (2013) in Rossijskaja gazeta. The
BRICS countries meeting opegirthe leader summit of that community was held at the
beginning of September 2013 in St. Petersburg during the G20 summit. Kuzmin (2013) says
that the decision about the amount of funds available in the mutual fund ($100 billion) was
made already at the BES summit in Durban, South Africa. On this occasion the leaders of
the group achieved a preliminary agreement on the share of each country in the mutual fund.
China participates with $41 billion, Brazil, India and Russia with $18 billion each, and South
Africa participates with $5 billion, says Kuzmin (2013).

The BRICS members reached an agreement to perform draft swaps when iieédad h
member will be able to obtain the US dollars for its national currency, i.e. the Central bank of
the Russian Federatioshould, at certain conditions (determined interest rate and repayment
termg provide dollars for the country requiring them. Mutual fund is created to be able to
react fast to the c¢han gexgainedihe Rugsiae offigen, angk c h an g
words were repeated by Kuzmin (2013) in Rossijskaja gazeta. This idea of leaders of
developing countries about establishing some kind of their own World Bank and IMF was
created based on growing criticism of these countries and general capital outilow f
emerging markets. For example, for the G20 summit the IMF experts prepared a report saying
that growth of the world economy in the near future will be mostly encouraged by the US,
Kuzmin says (2013). Experts and economic analysts generally approves afida for
establishing a mutual currency fund, but they also point out that its proportions are obviously
insufficient to be used to solve great problems.

AThis | evel of fundi ng mitgr negative effscts offcaptal e n t
outflow and to allownational regulatory institutions to react more efficiently. In this case
there would be no such shar p ,Seydahalystwladimhme v al
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Lupenko, a partner in the FCG company. However, these reservesliagdorhis estimates,
would not be sufficient to maintain currencies in the tergn period, Kuzmin says (2013).
AThese funds could be sufficient to reduce

campaignb quant i tati ve e as iynnfuencevsuddentstremgtheninglof tbeb v i o L

dollar. But it should not be forgotten that this is not only about the volume of reserves, but

al so about t hat the US Feder al Reserve shoul

event of wrong estimates, cd r o | over such a complex, and
Vladimir Lupenko points out.

According to Prange (2014), the bank will be seated in Shanghai, unlike the World Bank
whose management is in Washington. The new institution will try to act asecbalsince to

the International Monetary Fund and the Wor

right of veto, whereas all shareholders among the BRICS countriesqre a | 0 , says
Mantega, the Brazilian finance minister. In addition, the World Bankaditionally managed

by an American, and the IMF by a European. The BRICS countries organized this in a
different wayi the first president of the bank will come from India, and representatives of the
five founding countries will rotate in this funoti every five years, according frange
(2014).In addition, an agreement was signed on CRAntingent Reserve Arrangemgnt

IMF type fund. The purpose of this $100 billion currency fund is to increase financial stability
of all member states. Accordirtg Prange, this institution provides an opportunity for the
BRICS countries, which currently have the highest foreign exchange reserves in the world, to
use their funds in a feasible way. She also points out that initial investments in the CRA differ
from country to country. For example, China has provided $41 billion; India, Brazil and
Russia 18 billion each; and South Africa $5 billion, which will affect the planned process of
taking a loan, depending on the member state.

5. CONCLUSION

Seven years agthe global financial crisis hit the world€Company decline, unemployment
growth rate and reduced production lewgigently required great efforts to find a way out of

the crisis. In November 200&e countries that account for around 90% of the worldtivea
gathered and thus the G20 was established. The G20 summits proved to be important in the
sense that the G20 became an imporpdatform for global economic governance and the
reform of the international monetary syste@f particular importance ihe establishment of

the Financial Stability Board (FSB)hich was officially founded in April 2009 iRittsburgh

as a successaf the Financial Stability Forum. What is important about the FSB is that its
role is to eliminate the lack of transparency ire thnancial sector, spread regulatory
mechanisms and supervise financial institutiamstruments and market

The G20 countries allowed farfiscal stimulusthathelped prevent the world economy from
collapsing. Also, there are agreements about eshaij a global infrastructural initiative.
Employment growtthas beemnotherimportant issue. It was of greatest importance to build a
financial sector that is resistant to various crises, and particular attention was given to
measures taken to ensurerfaissof the international monetary system. One of the goals of

the G20 is to strengthen international economic institutions as a response to changes in the
world economy and to facilitate trade. Nowadays the G20 is facing the dilemma whether to
reintrodue a system where gold was used to measure the value of goods and services in order
to rectify fiscal and monetary imbalance and to stop uncontrolled production of new dollars.
Robert Zoellick, the World Bank president, asked to consider the option ofluctny gold

as a foundation or a reference point in relation to market expectations related to inflation,
deflation and future exchange rate values. Another challenge that the G20 is facing is how to
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maintain the group homogeneity as the BRICKS members has t ar t ed fAseparat.i
G20 astheyhave formed alternative institutions to WWerld Bank and the IMF.
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ABSTRACT
Oll prices slump that began in June 20&d todecreasen the average monthly prices of oil
by 60% and got lots of attention as oil is still integral part of world energy mix with many
countriesd6 economi es c reaxpoital this gomrdodiallodog nt o n
prices was surprising as tame duing the period of multiple geopolitical tensioss our
article describes this was primarily caused digcrepancies betweesupply and demand on
oil market. However we argue that market factors only created environment and provided
first impetus but geagitics inherently bound to this subject played its role in further
development. We believe tt®#dudisdecisionthat led to decline in oil prices was intended to
help to fulfill multiple of its own goals as well as some of that of Saudis allies. Witdttésp
EU we assume positive but differentiated impact of oil prices on economic development, with
largest members benefiting less. We conclude that long run effects of current low oil prices
will greatly depend on the way policymakers will be able tdaseoil price environment.
Keywords:Energy markets, Geopolitics, Oil prices

1. INTRODUCTION

Average yearly oil prices have oscillated relatively stable around $100/bbl during last four
years. This previously unimaginable level of oil prices resultett fiacombination of several
factors, starting with the weak dollar, growing share of costlier types of oil (oil sands, tight
oil, deepsea drilling) on overall production, political unrests, and growing Chinese energy
demand. As most of these factors werespnt also in previous period a prime reason of such
high oil prices seems to be the outbreak of geopolitical unrest known as the Arab Spring that
followed the previous slump in oil prices in the wake of financial crisis. The revolutions in the
MENA region destabilized several giroducing countries and caused interruptions of
commodity flows on world markets. The high oil price was additionally influenced by the
FED's quantitative easing undermining the value of US dollar aimed at supporting the fragile
economic recovery.

Period of high oil prices was also joined by quickly rising reserves of recoverable oil, and
therefore it might be surprising that oil companies did not use the this favorable environment
to more pronounced increase mfoduction and mfits (the incremental supply originated
largely from relatively smaller companies producing from unconventional resources). The
answer to this question provide Economy and Levi (2014) who d¢tairas the consequence

of oil markets structure, which is domated by national oil companies as their goal is not the
profit, but to ensure required revenue for the state budget. These companies are not
incentivized to increase production during the period of high oil prices because they are able
to deliver requird funds at a lower volume of extraction, which further creates conditions for
maintaining high oil prices. The incremental demand for oil pulledChinese thirstwas
therefore more and more covered by producers from NOPEC countries, which led to the
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creaton of conditions favorable for price war after the market began to shrink, when
slowdown in Chinese demand and temporary improvement of the situation in the countries
affected by the events of the Arab Spring created primary impetus for recognition of the
changing trend othe oil market

2. OIL PRICES DEVELOPMENT

After the slump in oil prices in 2009, OPEC eventually managed to reduce production and the
price of commodity started to rise. The sharp increase in prices of this energy commodity was
subsequetly preceded by protests in MENA region that led to revolutions and destabilization
of oil producing countries, whictesulted into 32% growth of oil prices to yearly average of
$104/bbl in 2011. Subsequently, in 2012 the basket of crude oil markergyeveoa
$105/bbl, which was again attributed to geopolitical factors in large exsamictions against

Iran due to its nuclear program and growing violence in Syria, but also to more positive
economic outlook of USA and EU. Yeit that point increased U&I production reacimg

some 7 mil. bbl/d, representing so the highest level of production since 1992, was already
recognized as a major factor. The most of the oil production growth originated from the shale
and tight oil formations in North Dakota anéxas (Obadi, 2013).

The combination of military conflicts in the Middle East, growing production in North
America that overreached 10 mil. bbl/d, optimistic expectations about US economy but also
technical outages of some refineries, uncertainty aboutridare involvement in Syria and
ongoing violence in multiple countries of MENA region resulted repeatedly into average price
around $104/bbl in 20134oreover, conflict zones were joined by Ukrastethe end of 2013

after the outburst of protests known Bsiromaidanwhich were followed by Crimea
annexation and outbreak of violent conflict in eastern part of Ukraine in 2014. The world has
also become aware of military activities of terroristic organization ISIS, which started to
threaten the oil productiomilrag and Kurdistan, when they finally started to deliver raising
volumes of oil onto the world markets. Chinese economy that represented the key determinant
of oil demand in recent years has slowed down although combined with the positive news
from USA and Japan basically it altogether did not result into any significant changes in oll
prices over the first months of 2014 as USA kept increasing the oil production and after
overtaking Russia and Saudi Arabia, becoming the world largest oil producer.

Despit all the listed geopolitical conflicts, graph 1 clearly suggests that since 2011 the oil
price was significantly determined by the interaction of supply and demand. Between 2011
2014 the oil market recorded only two significant oil price drops while Wwetle preceded by
period of excess supply of oil in the market. The decline of average monthly oil prices by
$17/bbl which occurred between January and June 2012 was accompanied by 2 mil. bbl/d oil
oversupply. On the contrary, during subsequent periodgbf dil prices has demand outpaced
supply by approximately 350 000 bbl/d. This again changed to excess supply in December
2013 and during the following twelve months average supply exceeded demand by 800 000
bbl/d on average during with highs of +1,43.rmoibl/d in May 2014 and lows of 65 000 bbl/d

in November 2014.
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Figure 1: Global oil demand and supply (Authors, based on EIA short term outlook 2015 )

The explanation whthe oil price fall began only in June as the oversupply already lasted for
several months offers Berman (2015) who claims the primary impetus for oil prices to fall
was the end of quantitative easing in the Ur
who concluded, that despite all the theoretical considerations, tpeird@l prices can be

simply explained by the combination of three factors: a sharp increase in oil production in the
US and slower than expected growth of oil demand due to the slowdown of world economy,
speculations on international stock markets anfillfilled positive expectations that induced
massive sale of long contracts, and cessation of quantitative easing in the US and the opposite
policy within EU, which strengthened the US dollar and decreased the nominal prices of oil.
The EIA (2015) prognsis expects continuing state of oil oversupply, which will lower only
gradually resulting in prices increase. Although those should not exceed 80 USD/bbl,
however this whole development is to a large extent depended on ongoing military conflicts
in oil producing countries.

3. THE ROLE OF OPEC

After oil prices began to fall in mi@014, in the wake of production overcapacity a great
attention was drawn to the OPEC meeting in Vienna, which took place at the end of
November 2014. Contrary to expectationsEO0Rdid not change the production quotas, which
remained at 30 million bbl/d and sent the oil prices to fall below $70/bbl, almost approaching
the level of $40/bbl in January. This decision of OPEC was subject to multiple theories
seeking to explain it.

Anyway, before any further analysis, it is necessary to emphasize that the decision to maintain
production quotas at the level that even according to own OPECs estimates was larger than
the demand for the cartel s oi |ysuppotediby t une
Saudi Arabia, which has sufficient foreign exchange reserves, greatest possibilities to limit the
output and moreovérmany reasons for such action.

Venezuela, along with Algeria, on the other side allegedly demanded 2 mil. bbl/d cut in
productiort, however were not able to arrange such production decline by themselves so final
decision was to keep quotas unchandedlso should not be forgotten that prior the OPEC
meeting there were unsuccessful negotiations with NOPEC countries. Thoge aeady
suggested are responsible for supplying of ever growing share of market.

! During previous oil price slump in 2009 OPEC managed to agree on actual production decrease of 3 mil. bbl/d,
2 mil. bbl/d of which was pulled ¢dof the market by Saudi Arabia.
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This noragreement resulted in oil prices below $50/bbl at the beginning of 2015. As original
estimates of oil prices trough were in range-$@0. it is questionable whieer such deep fall

was not more than OPEC (even Saudi Arabia) initially expected from this strategy, although it
needs to be admitted Saudi Arabia has benefited from such development in several cases.
Firstly, the fight for market become less competitared OPEC can easier hold its market
share. Since 2008 when the importance of US unconventional oil production started to be
fully recognized has the output of USA risen by 47% (3,2 mil. bbl/d), which was reflected in
lower need for import$ those decreadeby 4,3 mil. bbl/d while the possibility of US oil
exports has become a discussed topic. For OPEC this would mean not only loss of export
market but also new competitor at their existing customers. This risk has been reduced by low
oil prices since the &b profile of American oil production is undoubtedly much higher than
that of Saudi Arabia and other generic OPEC members. Two largest plays (Eagle Ford and
Barnett), where the significant share of production come from are profitable only with prices
staring at $50%$60/bbl. Despite that, current prices have not automatically led to massive
production cuts as multiple producers have reportedly hedged their production for several
months in advance and at the same time many producers have taken lot aincréérefore

it can be assumed they are ready to continue with production in order repay their debts. When
analyzing American market of unconventional oil production it needs to be noted there exists
many different companies and therefore different costes, with respect to volume of taken
credit and oil well profile. The information on drilling rigs usage which is takenpaisreary

real time indicator of oil production activity and renting of new production sites clearly
suggests slowdown of drillingactivities. Therefore after expiring of existing hedging
contracts and under current low oil pricegnare rapid decline of oil production can be
expected considering the characteristics of this type production when flow rates are
diminishing in much fastr pace. American producers were moreover hit by Saudis offering
discount prices for American customers. However the fight for market cannot be seen only as
OPEC vs. North America. As we already stated the decision not to reduce oil production was
notwelomed wunani mously by al/l the cartel s men
actual situation of oversupply which led to price war between OPEC members on Asian
market (Reuters, 2015), indicating so existence of other frictions influencing curratibsitu

In February OPEC (2015) report has already anticipated lowering production of NOPEC
countries by 42000 bbl/d and increase demand for oil produced by the cartel. According to
IEA (2015), it should be Russia not USA that will suffer the most. Rusgpacted by both

low oil prices, western sanctions and weaker Rubble is predicted to lower oil output by
560000 bbl/d by 2020 to 10,4 mil. bbl/d. On the other hand, unconventional oil production in
US should after temporary slowdown continue growinghim same period reaching 14 mil.

bbl/d in 2020. Such development would actually support the second narrative that tries to
explain the reasons behind the OPECs decision not to reduce quotas and production. It simply
claims that US collude with Saudi Arabin order to weaken Russian position. This theory,
despite its conspiracy nature can actually have at least partially sound foundations. Indeed,
one has to realize that weaken Russian econandanmilitary forces is in the interest of Saudi
Arabia itself.However, it is not connected to current conflict in Ukraine but rather originates
from the long term strategic battle to gain the dominance over Arab peninsula, where Russia
repeatedly acted contrary to Saudpporthfirabi ads
in the field of energetic and military equi |
Syrian civil war. Saudi Arabia has actually tried to win over Russian support already in past
with signing contract for supply of Russian arms.tF#tat the Russian arms are reportedly

not compatible with majority of Saudi weapons supplied by is traditional western allies only
emphasizes that arms itself were not the most important subject of that deal. The sale itself
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has never realized though. kifeaks documents claim it was due to Russian reluctance to
spend its political leverage over USA (gained through supporting regime in Iran and blocking
the sanctions against Syria) over pure economic benefit of arms deal. In 2013 Saudi Arabia
repeatedly ied to purchase Russian weapon systems for $15 billion, supposedly under
condition of Russia pulling back its support forAaad, but this contract has neither come

into existence. The willingness of Saudi Arabia to bear the losses can really bewélaiesl
political goals (those are however shaped by its own interests, not only those of USA). Some
analysts even stated that, power battle between Saudi Arabia and Iran in Persian Gulf might
be the reason why Saudi Arabia accepts billion losses ireednues. Another aspect that
cannot be forgotten in current geopolitical environment is losses that suffer ISIS, which used
to earn $1 mik$2mil./d by selling oil on black market, and which has already in December
2014 aired its intention to conquer SaAdabia, after a minor armed skirmish on its borders.
Apart from above mentioned pragmatic theories seeking to explain the steps of Saudi Arabia,
another, more visionary one, attracted attention. According to Hinkley (2015) Saudi Arabia
acts in this way beause it realizes all the oil reserves cannot be extracted and current battle
over market shares is interpreted as an effort to maximize the economic benefits with respect
to future loss of value of oil. Basically this is an extension of concefit ®ft edassgts”
developed by Carbon Tracker Initiative think tank, according to which the huge investments
into fossil fuels will become worthless as they become redundant in the less fossil fuels
dependent future world. After both USA and China confirmed tb@inmitment to reduce

greenhouse gases emissions | ast year and 201

the scenario of decreasing demand for oil is becoming more redlisiiter such scenario,
keeping price low could be understood as an attdmjncrease interfuel competition and
alternative costs of renewable energy sources and an effort to optimize oil rent in the long run.
Even if low oil prices might act as an enabler for prolongation of oil usage era, according to
multiple observers it W not stop the momentum that RES is ridden on. The history of 1980s
when oil prices drop brought to halt the initiatives aimed at increasing roles of RES will not
repeat according to Mathews (2015), who argued that Chinese commitment to lower the air
pollution in their cities and demand for energy security via increasing usage of indigenous
renewable resources are moving forces that will prevent such development. We find it highly
guestionable, whether prolonged period of low oil prices would reallyaustecany distortion

to that scenario. However we do not consider to be likely scenario as compared to 1986 and
antishock of that time, a great difference exists nowadays. Then period of low oil prices that
lasted over decade was caused by increased produaft low cost conventional sources
coming on stream in NOPEC countries in reaction to previous oil shocks and low demand for
oil resulting from disintegration of Soviet Union. In the absence of further technological
breakthrough such scenario can hardéy expected with respect to fact current oversupply
was driven by unconventional sources and quickly exhaustible oil wells. Generally, return of
higher oil prices is expected and only question is when it is going to happen and how high the
prices will be- in other words market expectations are uncertain, which is not an ideal
situation for changing the direction of energy policy. That is being oriented in still growing
number of countries towards low carbon sources. Moreover IEA as well as many other
institutions encourages countries to use current period of low oil prices to enforce measures
aimed at lowering fossil fuels consumption via removing fossil fuels subsidies (worldwide
reaching $550 billions, introducing carbon pricing schemes or additioraldaxthat would

not represents any major burden for customers and more importantly would support energy
efficient behavior of citizens and incremental financial resources so collected could be
directed in the energy related research.

63



9th International Scientific Conference "Economic and Social Development"
Istanbul, 910 April 2015

The reasons of recenil price development still remain ambiguous. We believe, that impetus

in form of market factors, that struck the markebversupply, lower demand, change in
monetary policy of main economic powers or speculations on stock markets served as a prime
movea for price change. Explanation of following oil price path however cannot omit
geopolitical factors. We suppose, that Saudi Arabia follows the wide range of its own goals
and oil price fall served her as an (expensive) ultimate tool for its fulfillmehilewWwJS
concerns likely play less important part than is generally attributed by some western medias.

4. THE IMPLICATION OF LOW OIL PRICES FOR GLOBAL ECONOMY

Lower oil prices serve an instrument of wealth transfer from oil exporting to oil importing
countries. Since income elasticity is undoubtedly greater on consumer side (as there are much
more oil consumers than people earning from oil), lower oil pricesldhwecessarily mean
faster growth of global economy. Often cited estimate is that 10% oil price decline leads to
0.1-0.2% growth of economy, in current environment that would mean positive economic
incremental growth of 0:32 %. Al t hough, <2045 redsiom gf economic MF 6
outlook for 2015, this assumption will not be valid this time and positive aspects of lower oil
prices will not have power to offset the impact of events that had make them happened.
Economicgrowth in 2015 should reach 3.5%hich represents decline of 0.3% compared to
previous prognosis. The reasons behind that are lower economic growth of China, Russia,
EU, Japan and oil exporting countries, while only large economy where the growth was
reassessed upwards is US.

Overall it can be said, that primary beneficiaries of low oil prices should be net importing
countries and on the other side stand net oil exporters. According to Aré&lnchard

(2014) the impacts are not homogenous and in each group significant differences exist
Essentially, there exist three channels, through which oil prices influence countries importing
oil: by increasing the real income of consumers, lowering production costs of goods and
through inflation rate. Magnitude of these impacts logically variessacdifferent countries

with respect to its economic profile, infrastructure and importance of @tamomy. For
instance, positive influence for US is likely to be smaller than one for Europe or Japan, as US
is also large producer and lower oil priczel be reflected in lower revenues of oil producing
companies and tightening the labor market in this sector. Ooaiigary, the economy of

India and China with their higher energy intensity profile will benefit more, as real terms of
trade of this typ of countries should improve. Lower oil prices will at the same decrease
inflation, which can be an issue in the advanced economies, although developing countries
suffering from high inflation and consequential high interest rates that are curbing economi
growth can greatly benefit. Lower oil prices will also allow developing countries to remove
some of existing subventions of fuels and through that lower the pressure on public deficit,
therefore ease the access to international financial market, seamgilso the foundations

for economic growth (for instance, India spent $41 billion in fuels and food subventions
which represents 14% of governmental expenditures and 2.5% of GDP).

4.1. EU implications of low oil prices

Consequences for EU economy aré¢ very clear so far. European Commission in its winter
economic prognosis suppose that favorable combination of low oil prices and weakened EUR
represents combination that will lead to growth of all the EU member countries first time
since 2007. At the saantime it stresses the risks of geopolitical development and threat of
deflation influenced by low oil prices. On the other side we would like to remind that high
energy costs were considered to be major threat to EU competitiveness in recent period so
ther decline can be anything but welcome. As table below illustrates the magnitude of oil
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importance in European countries varies significantly. When we consider energy intensity,
trade balance, volume of oil related trade in GDP and position of oil enearggsma key
indicators determining the importance of oil for economy, we found out that lower oil prices
should mainly improve situation for Lithuania, Malta, Cyprus and Greece. On the other hand,
economies of largest EU members United Kingdom, Francesanchany as well as Austria

are likely to be impacted in smaller range as oil plays less important role in their economies.

Table 1: Indicators of oil importance for EU economies (Own calculations, Eurostat)

Geo/Indicatorr  Energy Share of oil | Share of oil | Share of| Average
intensity related related trade| oil in ranking
(kgoe/1000 | imports/total| on GDP energy
EUR) imports mix

Austria 1239 7% 4% 36% 22.3
Belgium 1731 14% 21% 41% 9.5
Bulgaria 6106 18% 19% 21% 9.5
Croatia 2195 15% 8% 41% 10.8
Cyprus 1541 29% 9% 94% 7.0
Czech 3538 6% 5% 20% 198
Republic

Denmark 86.6 9% 6% 37% 195
Estonia 5127 9% 11% 16% 15.0
Finland 2059 19% 9% 25% 128
France 143 12% 4% 30% 20.0
Germany 1306 10% 4% 34% 20.8
Greece 1513 33% 14% 47% 7.0
Hungary 2566 7% 7% 25% 18.0
Ireland 824 10% 3% 49% 19.3
Italy 117.2 13% 4% 36% 19.0
Latvia 3106 10% 8% 32% 135
Lithuania 2664 25% 34% 36% 6.3
Luxembourg 127.6 10% 4% 64% 17.3
Malta 1435 26% 23% 99% 6.5
Netherlands 1495 21% 26% 41% 8.0
Poland 2947 10% 5% 23% 17.3
Portugal 1514 15% 8% 46% 110
Romania 3347 8% 5% 26% 17.3
Slovakia 337.2 8% 11% 19% 16.0
Slovenia 2255 10% 10% 35% 125
Spain 1287 18% 6% 42% 133
Sweden 1439 13% 6% 24% 175
United 1027 10% 5% 34% 198
Kingdom

Another issue is influence of low oil prices on natural gas magkpecially strategy of
Russian Ederation. Current custom of indexing natural gas prices to those of oil will
automatically lead to lowering natural gas prices which is confirmed by Russiastry of
economic development estimating 35% decline of prices of exported natural gas (from
$341/tcm in 2014 to $222/tcm in 2015). Lower price will however inevitably lead to
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increasing competitiveness of Russian gas on European market, thereforeluime of
exported gais estimated to jump from 146bcm to 160 bcm, which will not compensate the
prices decline and Gazprom would lasel 3thillion in revenues. Current circumstances so
create an environment suitable for reopening the negotiationataral gas pricing and from

the longer point of view also strengthen the position of natural gas in European energy mix
via its higher competitiveness. However the question that must follow is the impact of such
development on energy security, as higharkat share of Gazprom on EU market would be
integral part of such development.

4.2. Consequences of low oil prices for oil exporters

As we already stated, low oil prices are not good news especially for oil exporting countries
dependant on relatadvenues. As was the case of importers, the consequences for individual
economies are different based on the role of oil in their economies. Considering the
geopolitical allocation of oil resources, one cannot find it surprising that dependency on oil
prices is much higher in case of oil exporters than oil importers. For instance energy business
is responsible for as much as 25% of GDP, 70% of exports and 50% of state revenues of
Russian Federation. In Middle East the share of oil reaches as much as ZX5&n&Geven

63.6% for countries belonging into GCC group. In Africa the oil export stands f60%0of

GDP in case of Gabon, Angola and Congo and 80% of GDP of Equatorial Guiney. The oll
revenues also create 75% of governmental revenues in Angola, Quh§aaatorial Guiney.

In Latin America oil contributes 30% resp. 46% revenues of public sector ande5p¥9©4%

of exports in Ecuador and Venezuela (AretkBlanchard, 2014). These examples only
highlight the magnitude of challenges faced by oil expgrtiountries.

Since the outburst of oil prices decline many estimates of so called breakeven oil prices
(prices of oil ensuring balanced budget for oil exporting countries).

Table 2: Basic characteristics of major oil exporters (EIA, SWFI, WSJ, Natibmsamng)

Countries Net export|ABr e a kod Sovereign Population
(0 0 Bbivd)| price ($/bbl) fund (bil. (mil.)
USD)
Saudi Arabia 8 733 106.0 762.5 21.1
Russia 7 249 98.0 181.8 143.1
UAE 2743 77.3 1078.5 8.3
Kuvait 2 345 54.0 548.0 3.3
Iraq 2 289 100.6 18.0 33.3
Nigeria 207 122.7 14 177.5
Venezuela 1 905 117.5 0.8 27.2
Qatar 1847 60.0 256.0 1.8
Angola 1756 n.a. 5.0 20.6
Canada 1643 n.a. 391.9 35.0

These figures need to be read cautiously. The budget of each country is always based on
certain assumptions, which are not unalterable and in case of exogenous shocks can
government always take adapting measures, as was the case of most of the couhtries in
wake of Great recession in 2009. The same procedure is valid for oil exporting countries. and
in many cases no severe cuts are needed, as national sovereign funds managing the past oil
revenues offers them the comfort of gradual adaptation to charugetitions. As table 2
reflects, not all the countries have the same maneuvering space and those who are going to
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suffer mostly are countries without largest population and smallest re$evieesezuela and
Nigeria. Their cases are even more critical asdihrelated wealth distribution was reportedly

not transparent, which can lead to struggle for power between fractions of ruling groups and
this way even more spikes the civil unrests already happening in these countries. As was also
pointed out by mulfile observers changes can be expected ifithea ¢ k yoh couhsies
suffering from lower oil incomes. Regimes and organizations supported by them could soon
find themselves lacking the sponsorship as eventual persistence of low oil prices would
demand poritization of governmental policies. Current situation will therefore most likely
impact regimes in ceral Asia supported by Russiaederation or those closely bound to it,
Iranian support of Hezbollah movement and other Shiite allies will lower, d#sase
Venezuelan space to support its regional allies.

4.3 Future development of prices

Predictions of oil prices cover extremely wide range and will be essentially determined by the
duration of current low oil prices. OPEC warned that low oil pricésl@ad companies to

halt investments into development of new oil fields and future oil prices can jump as high as
$200/bbl. The warning sign in this field is the volume of newly discovered reserves, which in
2014 were the lowest since 1995 eventhoughiceation budgets were intacted that year (on

the other hand it needs to be said that after previous reserves additions from recent years the
oil peak fears are not currently any issue). Citigroup, on the other hand claims that oil prices
can fall to $20/bl for a certain time during 2015 during the process of balancing. At the
present time (spring, 2015) oil prices seems to stabilize and started to slowly rise due to
combination of unstable situation in Libya, stock market speculations and optimizing of
international oil flows.

Even if the elasticity of oil market is extremely small, current oil prices will certainly
influence the demand and supply. According to OECD study, short run elasticity of demand
(1-2 years) represents 0.02 and middle to longOd. Juel (2015) estimated that this would
translate into 0.75 mil. bbl/d growth of demand in short run and even 8 mil. bbl/d in the long
run. At the same time, higher elasticity of supply (0.05 in short run and 0.2 in long run) would
translate into 2.2 th bbl/d and 9.5 mil. bbl/d lower supply in short run respectively long run.
This means that even in this hypothetical case where no other factor played any role the
supply demand balance would be restored withthykars bringing the price back to highe
levels. Fair price nowadays is estimated to be around $80/bbl, with US being in the position
of new swing producer since prices above $80/bbl would lead more shale producers to start
drilling and push prices back.

5. CONCLUSION

Events that led fall obil prices are still not fully explained and duration of their persistence
and the path of its recovery is not cletine OPEC reaction, that immediately preceded their
fall emphasized that OPEC is increasingly hagenic organiation dominated by Saudi
Arabiathat is able to assert its specific goals. Without any doubts, the first impetus for oil
prices drop resulted from the discrepancies between supply and demand on oil market.
However integral part of the oil price determinants are also geogpalilinterests, and Saudis
decision undoubtedly helped to flilfmultiple of its own goals as well as some of that of
Saudis allies. Therefore, analysis of future development of oil prices cannot omit the
geopolitical aspects. In the long run, critical issuegt tiesonates more than oil price itself are
implications of current development. On one side there are threats from inadequate
investments and growth of tensiomsoil producing countrieghat will repeatedly lead to oil
shocks or complicates the transititowards low carbon sources. On the other, there exist

67



9th International Scientific Conference "Economic and Social Development"
Istanbul, 910 April 2015

positive predictions that focus on benefits for countries importing oil, or sees current situation
as an opportunity to launch carbon tax that would enable more effective solution of climate
change ssue. The final effects will surely depend on ability of politicians to seize the
opportunities that low oil price environment created. This is especially truelfpwhere oil

prices determinalso natural gas prices with all the related effects forggneecurity. So far

it seems low oil prices would need to stay here for much longer period to bring some actual
long runpositive effects as current policy activity is focused more in different areas.
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ABSTRACT
The funds Programof School Operational Assistance at thkEmentary schoois the
policies adoptedby the government ofndonesia toimprove the accessibilityand
participation rateof primary educatiorfor the poor Through this programthe government
providesfundingto schoolselementary angunior high schoolthat iswilling tocomply with
the provisionsstipulated in theterms ofthe program participantsThe urgencyof this
programis toreduce the burden otme poorso that theyearn adequate educationalervices
and quality. Implementation othe funds progranin the School OperationaAssistancen
Sumba Barat Daya District oNusa Tenggara Timur Provindegan in2008 withfundingis
IDR 2,300,450,200, while fothe year2011 ofthe School Operational Assistantend
budgetamounted to IDR.3,090,148,730unding br these programbas cost thgovernment
large enoughbut what degree oits effectiveness not knownwith certainty The research
problemis how torate the effectiveness fund program S¢hool Operational Assistange
Sumba Barat Daya District dflusa Tenggara Timur Provinc®Vhile the goal othe study
was to find out theffectiveness dhe funds progranof the School Operational Assistanae
Sumba Barat Daya District oNusa Tenggara Timur Provinc&his study used qualitative
design thedata collectedhrough interviewsand documentationWhile thetechnique ofiata
analysis is descriptive qualitative analysis techniquenamely to providea qualitative
description ofthe facts othe research findingBased on theesults of the studghow that
the effectiveness of funds program of $ltbool Operationafssistancelo not maximized to
improve the accessibilityand public participation rate atprimary educationfor poor
communitiesn Sumba Barat Daya District dflusa Tenggara Timur Provincgffectiveness
is measured by thprecision dimentionall of whichindicatesthe categoryis notprecisein
terms of time the precision ofthe number target preciseand precisionin terms of
administration The study recomemds thatto improve theeffectiveness of fund program of
the School Operational Assistanoeeds to be increasambntrol and improvemerdtandard
operating procedures mechanigiifundsto implement the program.
Keywords Effectiveness, Public Policy, tisehool Operationalssistance.

1. INTRODUCTION

One indicator of th¢éhe progress aflevelopment of a natias the level olachievement othe
development ohuman resourcegrimarily onthe educatiorsector The education sectis a
key sector foanycountry thatvants toacquireandmasteradvancedechnology.
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The Constitutionof the Republic ofindonesiaYear 1945in Article 31 paragraph(1) has
mandatedthat every citizen has the rightto get an educatiomnd developtheir potential
optimally. Along with efforts to implement themandate ofthe lawthen the government
issueda policythroughAct No. 20 of 2003 onNational Educatiorsystem

The governmenattemptedmprove thequality of educationn Indonesiaaretaken througla
variety of strategiesbut the results othe development oéducation in Indonesig still not
achievemaximum results

Underthe performancéndex ofHuman Development in Indonesgstill cause for concern
namelyin 2004 was rankedl10 out of 173 countriesThis meansthat Indonesialagged
behindother ASEAN countriesuch asMalaysia(59), Thailand(70) andthe Philippineg77),
Indonesia isranked even below Vietham a country emerging fromwar-torn prolonged
(UNESCO2004)

The Achievemenin the field of educationindonesia ividence ofthe development ahe
education sectdnas not been successfliherefore, the governmei#t continuously trying to
make efforts including throughthe completion of thénandling of the Compulsory Basic
Education9 Year. The policy of education evelopmentin the period2004- 2009 priority
on increasingof public access to more thguality basic educationthrough Improved
Implementation of Compulsory Basic Educatio® Years and giving greater acces$o
community groupshat havefelt lessable toreachbasiceducatiorservices

One of the programm the field ofeducationthatgeta large budget allocatiois the funds
Program of School Operational AssistancBhroughthis program the central government
provides funds to schoolsat the primaryand secondarare willing to comply with the
provisionsstipulated in theequirements for program participants

The implementation of the progranm SumbaBarat Daya Districtbegan in2008, budget
school operational fundsire disbursedIDR. 3,090,148,750Q Urgency given the funds
Programof School Operational Assistands to reduce théurden on sociefyespecially the
pooror unableto support theieducationaservicesCompulsoryadequatandquality.

The implementationof the funds Progranof School Operational Assistanepparently not
as expectedthere areschoolsthat chargemoney enrollmentat the elementary levednd
contributionspay for educational DevelopmenResults ofinterviewsthe authorof some of
theteachersshowedthat theuse of the fundby theschoo] not donein consultation withall
components othe school, includingparents/guardians of the pupil. The engagement
parentsat eachmeetingat schooljust to talk aboutthe contribution ofthe parents of the
studentdo the schoobudget shortfalls

2. THE RESEARCH PROBLEM

The research problenae how is the effectiveness athe funds Programof School Operational
Assistance at thelementary schooin elementary schooin SumbaBarat Daya District of Nusa
Tenggara Timur Province?

3. THE RESEARCH OBJECTIVE

This studyaims to find outhe effectiveness ahe implementation of theuhds Programof School
Operational Assistance at tleementary schoolin elementary schoolin SumbaBarat Daya
District of Nusa Tenggara Timur Province?

4. THEORETICAL FRAMEWORK

4.1. The Concept of Program Effectiveness

The effectiveness dhe programis the goato be achieved ianypolicy implementationthe
programsarenot successfully implementeéd the programindicatesthatthere issomething of
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a problem Implementationstudy has givenus an understandingf why a well-executed
programand why there areprogramsalso fail (Pressmarand Wildavsky, 1978; Anderson
1978;Jones1984)

The factorseffective or not animplementationcan be viewedfrom three perspectives,
namely the first, of the initiator of policy / decision makersnamelythe effortsmadeby
officials ata lowerlevel in changingpublic attituded target groupsSecond, effortsnadeby
theimplementersn the field.Finally, the targeggroup thethose whaowill enjoythe resultof
aprogram extent ofserviceghat have beeprovided maychange the patterof his life, can
have a positive impach the long ternto improve theguality of life including their income
(Wahab,2000)

While Hogwood and Gunn (1984, noted that toimplementthe policy completely the
necessaryequirementsire:

a. The externalcondition of the executing agenayoes notbecomelimiting freedom of movement
of the implementing agencies

There issufficienttime andresources timplementthe policy

Thevariousresources needeadally available

The policywill be implementedhased on the theomalid.

Therelationshipbetweencause and effeds straightforwardandonly afew are relatednhdirectly.
Thedependencyelationshipis only a little.

There isan understandingndagreemenwill be goals to be achieved

The taskspecifiedin the proper order

There is gerfectcommunicatiorandcoordination

Thosewho havethe authoritycando thedemandsanddemandsre metcompletely

T Tme@Tea0T

FurthermoreRipley andFranklin (1986, argues that there atieree mainway of thinkingfor
the successful implementationtbe programnamely

0 ( 1) argBeotimaesuccess should be measured by the degree ofam@mpmn part

of bureaucratic underlings to their bureaucratic superior or by the degree ofauwapli

on the part of bureaucracies in general with specific mandates contained the statute; (2)
Pespective argue that successful implementation is characterized by smoothly

functioning routines and absence of problem; (3) There is no way around the fact that
desirable is not objective, neutral concept. The desirability relates to value held by one

ormore people fA.

According toDunn (198]), to assesshe success dhe implementation afhe progranbased
on thedimensionsnamely (1) effectiveness; (2) efficiency; (3) adequacy; (4) equity; (5)
responsiveness; (6) appropriateness.

4.2. THE FUNDS PROGRAM OF SCHOOL OPERATIONAL ASSISTANCE

The Purpose ofunds Programof School Operational Assistanegto free of payout for
poor pupils andrelievefor pupils so thatheyacquirethe servicesf Education

The provision ofassistancéundsare:

1. Theprimary schools was IRD.254.000 per year

2. The secondary school was IDR.354 per year

This programwas initiatedin an effortto improve public acces®speciallythe pupils from
poor familiesto quality educationn the context ofcompulsorynine years Schoolsthat
receive funds Progranof School Operational Assistantige are requiredo follow all rules
setby the program managdspth about how tathe managementise accountability funds
have been received
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5. METHODS

This study used qualitativeresearchmethodthat is researcthat produces descriptive data
the form ofwritten wordsor refers tothe procesandmeaningthat are notestedor measured
strictly. The main emphasisn the qualitativeapproachin this studyis basedn consideration
thatthe focus othis studyrevealthe effectiveness dtinds Programof School Operational
Assistance To see theempirical facts the necessarynterpretation of the meaningnd
interpretation otthe action Disclosureprocessandinterpretation othe qualitativeapproach
is morerelevant(Creswell:1994) The focus of researcdre on the effectiveness dtinds
Program of School Operational AssistanceS&mba Barat Daya District of Nusa Tenggara
Timur Province,which includesdimensions:(1) efficiency; (2) adequacy; (3) equity; (4)
responsiveness. Thata collection techniquesamelyobservation documentationandin-
depthinterviews The collected datavere then analyzegsingqualitativedescriptiveanalysis
Qualitative datacollectedwill be interpretedoy triangulation.

6. RESULTS AND DISCUSSION
6.1. The Implementation funds Program of School Operational Assistance
The results of audifrom Representativéinancial Control Agencyand Development Nusa
Tenggara Provincehowedsomefindingsinclude: (1) There arsurplus ofpayment of funds
received? elementaryschools,IDR. 21.6975 million (2) There is ashortage opayment of
funds received0 elementaryschoolswith value IDR115.257.000(3) Tax onthe taxable
salaryhas not beesubmittedto the State TreasuryDR.8.301.775 (4) there is a difference
of fundsthat muste accounted foshouldat IRD.108.328.343.

Realization of payment fronfund for eachquarterlyalso appears taot function
properly. There was delay eachquarter, shown in thdablel.

Table 1. Realization of Payment of Fuind EachQuarterly in 2011

Quarterly Redization at Supposed tg Delays
I 25th april 2011 January 3 months
Il 6th June2011 April 2 months
1 19th septembef011 July 2,5 months
v 19th January2011 October 3 months
Source The RepresentativeFinancial Control Agency and Development Nusa
Tenggara Provinge2011.

While the program performance assessmeimt 2011 considered lessuccessfulbecause
achievemenscoresshowed onlys6.7®6 of the maximum valueof 100%. These results were
obtainedfrom measurementsf performancendicatorstargeting accuragyrecisionnumber
timing, andaccuracy ofund managemeragndadministratioraccuracy

In terms of targeting accuracyrogram managemenih 2012 was considered successful
becausall elementary schoolsare being targetedll receivedfund program From thethe
accuracy ofthe amountconsidered lessuccessfubecausestill some schoolshat receive
fundsexceed the targeindalsothere are mangchools thateceive lesshanthatstipulated.
The effectiveness athe management offunds programecan also be vieweérom the appropriate
usagedesignation.The fundsintendedfor financing componentl3 as mentioned in théechnical
guidancefunds progranin 2011 Theuse of the fund$or the 13 component®f the six schools othe
casecan be seeim table?2.
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Table2 Use ofBOSQuarterly I- IV Fiscal Year 2012

ltem

Component
Financing

Quarterlyl

Quarterly
Il

Quarterlylll

Quarterly
v

Total

Purchasé
doublingof
textbooks

3.562.450

1.484.000

5.046.450

Financing
activitiesin the
context ofnew
admissions

Financing
remediallearning
activities

7.929.500

7.606.050

6.242.250

2.182.000

23.959.800

Costs of daily
tests general
tests etc

9.559.400

9.608.700

3.350.000

2.320.000

24.838.100

The procurement
of consumable
materials

1.639.500

4.477.500

16.489.750

5.995.000

28.601.750

Paying billsand
services

370.400

200.000

754.500

559.100

1.884.000

Financing of
SchoolCare

900.000

1.035.000

1.240.000

2.719.000

5.894.000

Payment of
monthly salary
honorary teachers

7.350.000

7.350.000

7.350.000

7.350.000

29.400.000

TheTeacher
professional
developmensuch
astraining etc

3.946.250

2.193.000

862.500

1.048.750

8.050.500

10

Financingfor the
poor pupils

1.112.500

2.014.500

3.127.000

11

Financingof Fund
Program

8.000.000

1.287.000

6.515.500

15.802.500

12

Purchase of
computersaand
printersfor Pupils
learningactivities

13

Other spending
AccordingSOP

AmountPer
Quarterlyand
Total

44.370.000

33.757.250

44.288.500

24.188.350

146.604.100

The amount of
fundsthatshould
be accounted

44.370.000

44.370.000

47.125.000

47.125.000

180.235.000

Fundsthathave
not been
accounted

10.612.750

2.836.500

22.936.650

33.630.900

Source Departmenbf Education Sumba Barat Dalastrict 2011

6.2. Discussion

Dimensions ofEfficiency

The efficiency ofthe implementation of thgiews of whether thefunds are available per
guartercan be used appropriateficcording to the plathat has been seRecognitionof
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school administratorghat there aremany activities that are notplannedbut financedand
muchwork planset out inthe planningutit is notfunded

The budget planninghouldbe understoods a seriesf activitiesto establisifinancingitems
prioritized in efforts to succeed th&unds Program of School OperationaAssistance.
Therefore, ifthere areother activitieghatare notstipulatedin the planningbut financedand
ignore itemghathave been assignedtivitiesin plannedindicatethat theuse of the fundss
still far from the principles og&fficiency.

Dimentions of Adequacy

The adequacy of ouriews of the availability offundscanbe usedo solve problemsfacing
the schoalUse of the fundsire consideredufficientif the principle ofbudgetaryefficiency
to be considered iplanningandimplementingtheir complianceto predetermined
Conditions experiencedy mostschoolsare planningthe budgeimade bythe principaland
the treasureris unable toaccommodate the needstbk learning processf any teacheror
other needthattheboard of teachershould receive priority ifunding

Dimentions of Equity

The dmensional of equitgan be seefrom whetherthe fundsare availableactually usedy
schoolsandhas solvedll of the problems encounter@d proportion.Almost all schoolsuse
the highestundsfor daily testsandgeneral testas well as thgpayment othonorariumwhile
component®therfinancingreceiveda verylow percentage dinancing

Dimentions of Responsiveness

The dimention ofesponsivenesdimensionakeenof managers responsiveness theneeds
facingthe schoalData showmpreviouslyshowedthatin everyquarter ofthe schoolalways
receive the fundandfinance a numbeof activitieson a regular basibutin everyquarter of
the samethere area variety of teacher complaints over shortagesof facilities and
infrastructuresupportin the learning process an indicator ofthe useof fundsthat are not
responsive

Responsivenesmanagersclosely related taransparencyin planning Because onlywith
transparencyll needscan beidentifiedandusedas the basis fdinancing indeedrequirethe
presence ofa fairly high responsivenesso various needs of the schgobut managed
responsivenesaswell. Responsivenedsat is notmanageccanmakefundsavailablealways
considered insufficient

Dimentions of Appropriateness.

The dimention ofppropriatenesseenof the funds useth schoolsreally benefit theschool
community Use of fundsthat do notpay attention taaspects okquity and efficiency as
describedpreviously made use ofthe funds areconsidered to bdess preciseVarious
complaintsput forward by théeacherrelevantshortagegxperiencedn the learning process
is an indicator ofhe inappropriateness o$e of the fundatthe schob

7. CONCLUSION

The funds Programof School Operational Assistance at #lementary schoolin Sumba
Barat Daya District of Nusa Tenggara Timur Provireaoteffectivebased orhe criteria of
efficiency, adequacy, equity, responsivenésgmlementatiorof a program organizely the
schoolat the elementary school levahs notrun properly The problems thatrisein funds
Program of School Operational Assistanceinclude:The activitiesare designedto
accommodate the needsasfsistanc@rogramshave not beethe learningorocessn schools,
budget disbursemeig not appropriatén terms oftime andthe amount o#hid realization the
realization ofthe budgetioes not match théhe number of pupilgligible for benefitsandits
use isnotin accordancevith thefinancingitemsbasedplanningprogram.
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a. ImplementationAssistancehave not beerable tosolve theproblem offunding needs
required by the school Still many minimum requirementsof the schoolto fund the
learning processcan not be met from the operational assistance programs
ImplementationAssistancehave not beerable tosolve theproblem offunding needs
required by the school Still many minimum requirementsof the schoolto fund the
learning processan not be medtom the operationabssistanc@rograms

b. The responsiveneggogram managemehias not been achievesihcenot been able to
respond tovariousproblemsneedsteaching and learning proceShere are stilimany
itemsfinancing needs ofthe learning procedsave notbeenaccommodatedh program
planningactivities thawill get helpfinancing

Suggestion

To reorganizehe management afchool operational fundi® order tomeet thecriteria of

effectivenessefficiency, adequacy equity, andresponsivenessit is necessary to note the

following:

a. Strict and intensive Oversightby the relevant authoritiesuch as managementeam of
operasioanlassistancefund, the Regional Inspectorate, and Representd&ivmancial
Control AgencyandDevelopment Nusa Tenggara Wrce.

b. The involvement ofhe schootommitteeshouldalsobe donen order to ben cooperation
andmutual balance ithe planningandimplementation obperational funds.

c. In addition tointernal partyit is necessarglsofor theinvolvement ofexternalpartiessuch
as the Board of Teacherparentsmedig andeducation observen the context oéxternal
oversight.

d. The needeexamination ostandardcbperationaprocedures§OP)thatalreadyexist given
thatthe SOPis nowless supportive dfiexibility realizationoperasioanfundsto schools
beneficiaries
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ABSTRACT
In the last decades, society has changed sustainablyuaiversities have thus faced new
requirements. As a result of competition and globalisation, education and knowledge
management had to be adapted. Universities were forced to establish a modern management
system primarily known from the private sector. 2002, the Austrian government
implemented a revised Universities Act to integrate these concepts. But changing has led to
strong resistance, as the law seems to question them®leption of the universities.
The objective of this study was twofold. Byswe analysed the challenges for a modern
university management. Secondly, we investigated specific characteristics that may affect the
attitude towards a modern university management. Referring to our first objective, literature
review has revealed sene contradictions between modern university management and the
traditional understanding of universities. While the traditional scheme has focused mainly on
research, teaching is becoming more relevant in the new dedrareh university. Also, the
freedam of science and teaching is limited by the strong orientation on goals that have been
agreed upon with the government. Further contradictions can be identified in budgeting,
leadership, hierarchy, and employee participation. To examine the second reaaarche
sent a papeandpencil questionnaire to all members of the university under investigation. A
total of 414 respondents (51% women; 58% academic members; 12.58% response rate) have
submitted full data. Canonical correlations indicate that a higgegagement in research
and leadership positions results in a higher acceptance of a modern university management.
Interestingly, no significant differences were measured regarding the area of science.
Our findings identify the challenging factors for a deon knowledge and education
management at universities and can certainly help to understand the ambivalent attitude
towards modern university management.

Keywords:attitude, knowledge management, leadership, new public management, university

1.INTRODUCTION

In the last decades, Central European universities have changed radically. Economic
parameters, prevalent organisation structures, and the expansion of universities require
adaptions to ensure continuing performance (Titscher, 2000). Wilksgreefinance public

services is decreasing continuously and citizens are becoming noticeably dissatisfied with the
administration (Fellmann, 2000). Increasing expenses and scarce state resources necessitate
reforms (Biedermann and Strehl, 2004).

According to Badelt (2004)universities have to expect increasing scarcity of public resources

and are therefore increasingly exposed to business managemnegemated mechanismshey

have to seek thirgarty funding and are in competition with colleges andgpeiwniversities.

All in all a commercialisation of the tertiary education sector is noticeable (Badelt, 2004). In
addition to these economic changes, universities face requirements and duties that are also
subj ect to change; einciggasingly ¢akireg yoid gocatiomal txai@ings i t i e
i ssues (H°odl, 2002) . Gl obalisation also has
competition as well as a steady increase in mobility and societal demands. The development

of the European Higher Educat Area can be seen as a reaction to the globalisation of
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society (Pellert, 2006), as it aims to strengthen the competitiveness of the member states of
the European Union in relation to North America and East Asia (Pechar, 2006).
To overcome these chatiges, the new Universities Act was issued in Austria in 2002. In this
act, a modern management and leadership system oriented towards methods and instruments
of the private sector in many fields was implemented. The implementation of the Universities
Act was accompanied by numerous protests, arguing that this act seemed to question the
uni v er s-concemic.Olhesetoie,ftwo questions are raised in this article:
1) What are the challenges of modern university management? Causes and problems are
localised through a literature research.
2) What is the attitude of university members towards this modern university management? An
empirical study examines which characteristics influence the attitude towards modern
university management.

2. CHALLENGES FOR A MODERN UNIVERSITY MA NAGEMENT
In the first part of this article, we will identify challenges and problems that may be
responsible for missing acceptance among the university members.

When considering the history of Central European universities on thieamag a traditional

university model is prevalent that focuses on research, where students can participate in the
cognitive process enhanced by reseanénted teaching, and researchers are able to conduct

pure research in absolute freedom and solitudepétz, 2002; Sieg, 2005). University
members participate in numerous committees and are involved in all decision and discussion
processes (H°l linger, 2004) . I n anentry nst it
bookkeeping (ficamer éa buseaucratic admicistrativet neamageynen) an
more attention is paid to the nomelated use of state resources and the compliance with
budgetary estimates-BPhamgto2068). ndbadsuaoMygkrl
by a barely existing institigdnal autonomy in which the state tries to control details
(Raschauer, 2004) and a hierarchical curia system (professors, assistants, students, non
academic staff) in which members face each other in troublesome discussions (Nickel and
Zechlin, 2000).

Ont he ot her hand, the ideal type of a fAmod
university should encourage research and teaching to respond to social and economic
demands, and needs to act in a customer and deonemded way (cf. in general with regar

to a modern administrative management, Schedler and Proeller, 2006). While both internal
and external competition should increase quality (Dumont du Voitel, 1996), the establishment

of managementrientated elements should also raise efficiency andtef@ess (Titscher,

2000). The agreed social and economic goals are realised more effectively through
performanceoriented actions. Universities obtain greater institutional autonomy together with

a distinct operat-BYei ngd e pbtiifhive dedslorf pvbgesd ise r
replaced by lean hierarchies as well as a strong management with concrete responsibilities and
the task of bal ancing the demands of the un
type of university is also subjet¢o certain criticism because of its restricted freedom of
researching and teaching (Ridder, 2005). Standardised parameters are used to evaluate
performance without considering specialised requirements.
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Table 1: Comparison of traditional and modemversity management

(Source:

Elements of a traditional university |

Emphasis on research (Humboldt: Resee
imperative)

Aut hor 6s

Emphasis on teaching (customer, demand,
application orientation)

Absolute freedom of research and teaching

Performance orientation of research and teach
management by objectives

Institutional budgetary system with singgdatry
bookkeeping
orientation

(Acamer al ~

Global budget, outpudrientation

Bureaucratic administrative management

Management orientation and implementation
economic mechanisms

No institutional autonomy

Great institutional autonomy

Participation of university members

Strong management

Hierarchical curissystem

Lean hierarchies

Table 1 gives a compact overview of the various elements of a traditional and a modern
university management. When looking at the comparison, contradictions between the two
leadership and management types can be identifiedrked by a lightning symbol).

Challenges that the modern university faces have to be pinpointed there, as missing
acceptance can lead to problems in their implementation. The most important contradictions

and challenges are depicted as follows:

1 Challengel i demand and customer orientation:Since the traditional university focused on
omMHoyweaennby modern
react to the social, political, and economic demand which especially includes exuaadi

research,

t eac hpirnogd ued 0 .

u

n

further training respectively of qualified employees. Therefore, universities have to focus more on

teaching.

1 Challenge Il'i performance orientation and management by objectivesResearchers working

in absolute freedom independent of purpose and utility for society are not compatible with an

orientation towards performance agreements with the Ministry. Those agreements may restrict the

freedom of research.

1 Challenge Il T budgeting: Institutional budgeting where resources are distributed with detailed
specifications for usage but without reference to performance (input orientation), is contradictory

to a goaloriented budgetary allocation through global budgets (output orientatimiyersities
are granted much freedom in the usage of resources, which represents quite a challenge for the

university organisation, since distribution battles now have to be resolved internally.

1 Challenge IV management orientation: A system of burearatic structures with many rigid

norms, officialdom, and a strict competence system is confronted with a modern public

management system, in which the state is a service provider striving to increase efficiency,

effectiveness, and flexibility through mayeial control mechanisms.

1 Challenge Vi autonomy: Hi gh i

nd

its subordinate role in favour of the group.
1 Challenge VIT patrticipation: Intense participation of university members in the discussion and

decision process is replaced by strong management in many @héasnanagement takes over
lots of competences from committees and is strengthened in its decision and leadership

i vi dual aut onomy

responsibility. University members can no longer participate in every decision process.
1 Challenge VII T hierarchies: The hierarchical curigystem, consisting of professors, assistants,

students, and neacademic staff, no longer meets modern requirements. Modern university
management needs to establish lean hierarchies, filling vacant management positions regardless
of class and status, asWas a decentralised management with clear allocation of responsibilities.
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3. ATTITUDE TOWARD A MODERN UNIVERSITY SYSTEM
Considering the above mentioned challenges, it is clear that the implementation of a modern
university management, which was carried out in Austrian universities with the Universities
Act 2002, is a profound paradigm shift. Severe protests accompaniedpleenentation of
the act, and even today, discussions are controversial. In this part of the article, possible
factors that influence the attitude of university members will be examined. Two
characteristics seem to be of special interest.
First, it can le assumed that the activity structure has effects on attitudes towards a modern
university management. Freedom of research is restricted by objective agreements and the
demand orientation of universities is responsible for the increasing importance lohgeac
Thus, the following hypothesis is formulated:

H1: Persons predominantly involved in research are more critical of aspects of a

modern university management than persons chiefly involved in teaching.
Second, the various scientific fields exhibit highlifferentiated cultures whose members are
socialised in a different way. This could also influence attitudes towards a modern university
management. Therefore, the following hypothesis is formulated:

H2: Acceptance regarding aspects of a modern uniyersdnagement depends on

the scientific field.

4. METHODS

A paperandpencil interview was conducted using a standardised questionnaire. The paper
andpencil questionnaire was sent to all members of the University of Graz, i.e. 3,290 persons
in total. We eceived 414 returns (50.7% women, 58.21% scientific staff) which is a response
rate of 12.58%. SPSS was used for analysing the data. The questionnaire was based on
interviews with experts of university development and organisation. Prior to the survey, a p

test with 15 persons was conducted.

The sample was divided into nagientific and scientific university staff whereby the latter

can be divided into further subgroups. In cases where a person could have been counted as
belonging to either groumE 24), that person was added to a subgroup of the scientific staff.
Questionnaires from 73 professors, 120 assistants, 48 lecturers and project staff, and 157
persons of the neacademic university staff were taken into account in the study.

Prior to the angsis, variables were transcoded so that higher values depicted higher
characteristic attributes. In the next step, the consolidation of data was carried out based on an
explorative data analysis (factor analysis). Beforehand, the data was tested regarding
applicability. Prerequisites are fulfilled
criterion. The amount of factors to be extracted primarily followed the Scree test. The rotation
was orthogonal. In relation to the general attitude towamsersity, four factors were
extracted with an explained variation of 42.8% in total. With regard to university
development, three factors were extracted with an explained variation of 52.9% in total.
Concerning the attitude towards research and teactiirgg factors were extracted with an
explained variation of 53.9% in total. With reference to the attitude towards administration,
two factors were extracted with an explained variation of 56.7% in total. Results from the
explorative data analysis wereedsduring further analysis. Canonical correlation analyses
and multivariate-tests were applied for the confirmatory analysis of the hypotheses.

5. RESULTS

Onequestion investigated how strong employees assess the extent of change. A total of 325
persos (78%) from the sample answered this quesfldrese assessments vary empirically
(Figure 1) with lecturers and project staff, in particular, perceiving strong change less
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frequently. However, these differences are not significant. As regards the qaesstamhow
changes are evaluated (rather positive; partly, partly; rather negative), assessments vary per
group affiliation = 24.85;df = 6; p < .01). Noracademic university staff assesses change
more positively respectivelgssnegatively than the other groups (Figure 2).

80,0%

70,0%

60,0%

30,0%

20,0%

10,0%

0,0%

Extent of changes

professors assistants lecturers, project staff non-scientific staff

" strong changes ™ partly, partly ™ barely changes

Figure 1: Extent of changes (amount on particular subsample, N = 325)

(Source:

Aut hor 6s

30,0%

20,0%

10,0%

0,0%

Tendency of changes

professors assistants lectureres, project staff non-scientific staff

W rather positive partly, partly ¥ rather negative

il lustration)

Figure 2: Tendency of changes (amount on particaldysample, N = 307)

(Source:

6. ACTIVITY STRUCTURE
The first assumption questioned whether the type of university activity had an effect on the
attitude towards a modern university management. In the jaayogrencil interview, the
working time structure (research, teaching, management, committees, administration, other)
was surveyed. The analysis was conducted for the scientific staff. The relation to the attitudes
towards a modern university management was examined wsnogicalcorrelation analyses

Aut hor 6s

il lustration)

General attitudes and attitudes towards research and teac@iageral attitudes and attitudes
towards research and teaching are related tadpertedworking time structurgTable 2).

The higher the reported amount of research and the amount of leadership roles per working
time, the lower is the rejection of a strong management and pessimism related to controlling
instruments (e.g. performance records), in particapecs of institutional autonomy and
performance as well as competition orientation tend to turn out stronger. The same applies to
the opposite: the higher the reported amount of teaching per working time, the higher the
rejection of a strong management apésimism related to controlling instruments
Performance and competition orientation and the striving for institutional autonomy tend to

turn out lower.
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Table 2: Canonical correlation analysis: Correlation between general attitudes as well as
attitudes toweads research and teaching and the working time structure of scientific staff

(Source:

Canonical correlation coefficient

R=.45

Aut hor 6s
_Can.corr.

il'lustration)

Significance

*%

Degree of freedom

Loadings
Working time structure i items

df = 35/667

Amount research

Amount leadership roles

Amount teaching

General attitudesi factors

Rejection strong management

Competition orientation

Performance orientation

Institutional autonomy

Research and teaching factors

Pessimism related to controlling instruments

+++

+++/---structure coefficient with absolute over .70; +structure coefficient with absolute over .50; structure coefficient with absolute

over

. 30;

* K

6highly

sigwi fth ca9%oéceut iomtey ;

ass@esitgmoinfiapamnti &sout com

Selected aspects of university developmdualditionally, the assessment of aspects of
university development is related to the reported working time structheerarecase of all
canonical correlatiorcoefficients being significant occuiis here we have three. The first
canonical correlation (Table 3) shows the relation between working time structure and
striving for more autonomy. The higher the reported amount of rastmation per working

time, the less meaningful aspects of autonomy are rated. The higher the other amounts of
working time, the more useful those aspects are evaluated. The second canonical correlation
(Table 4) especially shows the relation between dh®unts of working time and the
enterprising university. The higher the reported amount of leadership roles per working time,
the more meaningful aspects of #aterprising universitas well as aspects of autonomy are
rated. The third canonical correlati (Table 5) shows the relation between the working time
structure and the assessment of aspects regarding the performance oriditatiagher the
reported amount of research, the more useful aspects concerning performance orientation are

rated.

Table3: Canonical correlation analysis: Correlation between aspects of the university

devel

and

t he

wor ki

opment

nJg

t

i me structure o

Canonical correlation coefficient

1. Can. cotr.
R=.49

Significance

*%k

Degree of freedom
| Loadings
Working time structure i items

df = 15/455

Amount research

Amount leadership roles

Amount teaching

Amount committees

Amount administration

Aspects university development factors

Autonomy striving

Enterprising university
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+++/---structure coefficient with absolute over .70; +structure coefficient with absolute over .50; structure coefficient with absolute
significantdésogncdomeanadseutcomeappbksestwbhnha

over

. 30;

* ok

6highly

Table 4: Canonical correlation analysis: Correlation between aspects of university
development and the working time structure of scientific staff Il
(Source:

Canonical correlation coefficient

Aut hor 6s

il lustration)

2. Can. corr.

R=.30

Significance

*%

Degree of freedom

Loadings
Working time structure i items

df = 8/322

Amount leadership roles

Amount committees

Aspects university development factors

Autonomy striving

Enterprising university

+++/---structure coefficient with absolute over .70; +structure coefficient with absolute over .50; structure coefficient with absolute

over

. 30;

* ok

6highly

significant 66 iud rciofmeg armmts®G eduti ooamea,ppdd £ar twii drh

Table 5: Canonical correlation analysis: Correlation between aspects of university
structur e

devel

opment and the working t
illustration)
3. Can. cor.
Canonical correlation coefficient R=.25
Significance *x
Degree of freedom df = 3/167

Loadings

Working time structure i items

Amount research +++
Amount committees -
Amount administration -
Aspects university development factors
Performance orientation +++

me

+++/---structure coefficient with absolute over .70; ++tructure coefficient with absolute over .50: structure coefficient with absolute

over

. 30;

* %

7. SCIENTIFIC FIELDS
The second hypothesis addressed the question as to whether the attitude towards a modern
university management depended on the scientific field.
Single disciplinesFirst, the evaluation of single disciplines was conducted by multivariate t
tests. The only significant difference appeared in Theologyis(T= .121; p < .05).
Theologians rated aspects of performance orientation less posittvglg€ 7.21;p < .01;M
showed
.01;M = .81/.17) than persons from other scientific fields.
Pooled disciplinesFurther analysis was conducted in relation to pooled disciplines. At first,
the fields were separated into six groups (Table 6). Since the subsamples were too small for
analysis with simultaneous consideration of the group affiliation, the groups were joined to

form two respectively three groups. Still, no significant results eaderg

55/

20)

and

6highly

significant 66 oiud rciofmec aratsé eouti mome,p pd s ®er twii d rh
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Table 6: Scientific fields (Source:
N %

Economic sciences 20 8.3%

Natural sciences 64 26.6%

Social sciences 21 8.7%

The humanities 46 19.1%

Jurisprudence 25 10.4%

Linguistics 40 16.6%

No declaration 25 10.4%

Sum 241 | 100.0%

8. CONCLUSION

Modern university management breaks with university traditions in many ways. Results show
clearly that challenges occur especially where modern and traditional university management
are inconsistent. Lack of acceptance of aspects like demand or custoeration,
management by objectives and performance orientation, budgeting, buseresgement
orientation, autonomy, and participation can lead to problems in implementation.

The investigated members of staff had observed great changes at universitige dast few

years. External lecturers and project staff had the weakest perception. Due to their lower
commitment to the university, they are probably less affected by changesachdemic
university staff evaluated changes as less negative thaothal groups. One possible
explanation is that processes in university administration are consistently similar to those in
the private sector. The use of managerial methods and instruments may therefore be less
challenging than in research and teaching.

The initially postulated hypotheses regarding characteristics that may influence the attitude
towards a modern university management were not confirmed. However, it was shown that
the activity structure of researchers is an important factor for attitudesdsva modern
university. The higher the reported amount of teaching per working time, the more negative is
the attitude towards instruments of modern university management. Initially a reverse relation
had been assumed. Two explanations can be mentired @n the one hand, the result
could indicate that the teaching load has become too high in a modern eermested
university. Subsequently, the scientific staff would appreciate having more time for
researching, but are not able to do so becausent®y to meet the demands in teaching. In

this case, results would indicate that employees with a higher reported amount of teaching
load already observe negative effects on their work and relate those directly to the modern
university. Another possible ebgmation is that modern management methods not only entail
risks for research but offer opportunities as well. Competition and performance orientation
yields higher rewards (e.g. through more resources) for scientific performances. Hence,
quality researchcan benefit much more from a modern university than from traditional
management instruments.

Regarding the second hypothesis, it was assessed that there were no significant differences in
the attitude to a modern university management concerning vamgiegtiéc fields or their
groupings. Thus, this hypothesis has to be rejected. One reason for this may be that a
harmonisation of demands on scientific staff has been observed in the last few years,
independent of the differentiated socialization of sirdjgeiplines. Today, structured career
paths, continuous evaluation of research and teaching, unified quality standards, and key
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performance indicators only differ partly between single disciplines. The members and their
attitudes are becoming similar imase aspects.

Although this study refers to Austrian universities, its results could also be applied to
developments in other, especially Central European countries, due to similar tendencies in
university management. To conclude, the feared downfalli@&sities did not occur and the
predominant majority of university staff faces those changes neutrally. Every reform has its
winners and losers and not always are they found where anticipated.

Results also indicate a development from the wide base toph&he majority of scientists

will have to expect a high load of teaching, low participation in decisiaking and also
probably low acknowledgement. However, the top segment will discover completely new
opportunities, chances, and resources in a nmogleiversity management. Moreover, another
trend can be detected which has to be followed with great care: While, on the one hand,
sciences and their disciplines are increasingly specialising, scientists and their values and
cultures are gradually growirtggether on the other. In the long run, this could also affect the
diversity of opinions and ideas.
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ABSTRACT
The objective of the current research is to analyze the relationship betweeitobnakket
(B/M) value ratio and profitability ratios in Tehran Stock Exchange companies during the
recent years. If the research hypotheses are approved and the model droptse present
research is confirmed, the investors and analysts of capital market in Tehran Stock Exchange
will be able to benefit from the crucial and applicable B/M ratio. Through testing the
hypotheses, it was found that there exists a significathirarerse relationship between B/M
ratio and Return on Equity (ROE) ratio of stockholders and EPS value; this finding is in
agreement with the results of research works formerly conducted in this scope. Also, no
significant correlation was observed betwdM ratio and profit margin.
Key Words Bookto-Market (B/M) Value Ratio, Profitability Ratios, Tehran Stock Exchange

1. INTRODUCTION

Individuals must invest their revenue surpluges economic growth of any country.
Therefore, any investor requiragormation about stocks to gain a stock with higregurn

and lower risk. mformation concerning the stock of a company is based on either internal or
external informationof the respective companyntérnal information of a company is
reflected in finan@al statements such as loss ajyain statemerd as well asbalance sheets.

External information of a company is also available in the Stock Exchange market; these
internal and external factors affect ¢ he st
market. Tle respectiva nf or mati on remar kably i mpacts the
return occasionally might not be a reliable criterion for stockholtbereakesdecisiors. In
suchcases, the value created &tpckholdes can serve as the besdax for assessing the

st ockods std-naatket\alue raBoouader these circumstances might be reflective of

the aforementioned value. This ratio can also act as a criterion for evaluation of risk and
profitability.

2. LITERATURE REVIEW

In 1993,Fama & Frenchpointed out that size of @mpany andts B/M ratio playcrucial
roles in explaining differences betweeno mp a n i e Adextensidn wirtheis researches,
they reached to the conclusion thstbcks with small size and large BV/M¥tio tend togain
larger returns compared toetlygrowth stocks.nl 1995 Fama & Frenchnferred that the return

of portfolios which were only measureable based on market factor (#ifer) from those in
which size of company and B/M ratio had been consideraddition tothe market factor.

In a reseech on predictability of futurstock return Lewelen(2000)investigatedvhetherthe
empirical models matctihe assumptions of efficient capital market regarding future returns of
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stock or not. In the respecéivresearch, the focus was on the industry portfolios. These
portfolios represent sectional variations in the return and risk. Alsoeirsdime research,
portfolios werecategorized based on size of company and B/M ratio. It was nonetheless
realized that tb regressions based on time series might be sensitive to the method by which
the portfolioswere formed. Company size portfolios are useful for controlling changes in
market value which are linked to future risk and return. Also, the portfolios whichaaesl b

on bookto-market value ratio were used to check titead of the expected return variations

and risk of bad financial state and/or high Brio along the test duration. Results of the
study indicatd that bookto-market value ratio is able to explin the future return only
togethemwith other variables.

Penman et al. (200&tudied effect of book value ratio analysis. In this research,-tssok
marketvalueratio was divided into two elements. The element relatethédusiness unit
operation was ekignated agioperational patdand t he el ement pertain
finance mechanism was proposedtab &naniial parb. The objective was to analyze the

i nteraction of operational and financi al p
demongrated that the operational part is positivith respecttd he st ockdés retur
the financi al part has a negative relationsh

Clifford (1994) analyzed explanatory-tocapabil
mar ket val ue r a t-to-eguity ratio, pofiétdrnoatket gatussgatiod &nd past

to future returns ratioPreviously, Fena & French had figured outdht companyods si
booktoo-mar ket value ratio are more capable of e
with other variabl es. Resul ttognmnaa fk e@ | ivfafl ured G s t
Asi ze of companyo0 crabuttlesegwoadriablestareaot $ufficientrtoe r e |
explain the expected returns.

Chui et al. (1998) investigatdtie relationship betweethe expected stock returns and beta
variables, booko market value ratio of normal stock, and comf@asy s five emerging

markets of Atlantic Ocean Basin. Their findings revealed that b@okarket value ratio of

normal stock can explain the temporary diversity of the expected return in Hong Kong, South
Korea, and Malaysia.

Barry et al. (1999) studied effect of compy 6 s s i z-te-maeet dalud @t kin

emergent capital markets. Their results demonstrated that the effect of size is remarkable in
certain months of a year whereas effect of B/M is significant and pervasive in the entire
duration.

Namazi & Derakhsandeh( 2 0 0 3) conducted a research in
Sectional Analysis Method concernihgn ve st i gati on of Ef fect of
Rati o on Companyd6s Stock Return and Profite
foreign researas, theauthorsin the respective study attempted to propose the relationship

bet ween companydés size and B/ M arcatdaria whic,and t h
must be utiized n i nvesting decisions in thehfmompani
years 1992 001 wer e suggestive of a significant
size, return and profitability as well as a significant and inverse correlation amongabook

market value ratio, return and profitability after 1998.

ARAB MRYAZDI & ARAB AHMADI (2011) studied the relationships between

el ements of B/ M r at i olehaan 8tock BExchangéethes sty thed s r et
relationships between the elements were analyzed after dividing the book value into
operational andinancial elements anda formation of stock portfolios based on elements of

this ratio using regression equations. Their results indicated that when all data are applied in

the analyses, the financial element is significantly correlated to the futwterstoirn ofthe

companies. Yet, when the bankruptcy risk factor is involved in the calculations, a converse
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result is obtained, and this time, the operational element of-tweolarket value ratio

exhibits a significant relationship with the future stoekurn. When research data are
classified based on net B/M ratio of operational assets, the rasaltsfest that the
operational element is still significantly related to the future stock rébuthe data in which

the respective ratio smaller tharone

AHMADI & RAHMANI (2007R@WA4 Jy zle® i mpact of -compar
to-market value ratio on stock return in Tehran Stock Exchange. Their resultststingges

mar ket f act eizesand BéMoratip aentliréedactors affecting the stetlrn in

Tehran Stock Exchangelherefore, e of a multivariable model could better explain
discrepancy of stock return compared to a sivgigable model.

Through a study MOUSAVI &(20ahinvéstyatedhe relationship and effestof

multiple accounting variables on stock return and profitability of automobile andpato
manufacturing companies in Tehran Stock Exchange during-2@@8. The research was
conductedon f our mai n s sibe] wakb-mar keotmpaalyds rati o,
return, and profitability. The research was carried out using agwestt method anevas

based on previous information taking benefitkdma& Fr enchés model . F
Pearson correlation technique was used for analysitheoftatistical data. Their results
indicatedthat her e i s al ways a positive correlatior

variable, and also return and profitability as dependent variables. The relationship between

B/M ratio as independent variable areturn and profitability as independent variables is

always inverse, which is in accordane#éh the results acquired yamaé& French (1995),

Barber (1997), GATCHEV (1999), PURAS (1998), Barry (1999), and other researchers.

RAHM NI & T2RU)\studed the relationship between accounting variables and

stock return. Some of these variables include pt;ce qui ty ratio (P/E),
stockholtdequsiot ylebat i-tomarkst vatue ratid, sand lsadescice ratio

per shareThe intent of the respective research was also identification and analysissaffrole

the aforementioned variables in explaining I
this research, the variables were tested within singt@able models withreturn as the
dependent vari abl e for 2038 yedrer dalri ng he
demonstrated that theiga significant relationship between satesrice ratioper shareand

pricetoe qui ty ratio and t he esulbsokbodto-narkdt value . I n
ratio of stock were not consistent during the respective years. No relationship was observed
bet ween st octedhapu idtey s ©® atdied t aREZ Ad tEo cEkIOYsSUKr &8t D
(2000) investigated effect of B/M factors and sipn profitability of companies adopted in

Tehran Stock Exchange. The research results indicated that whether high and low B/M ratio

of stock and also small and/or large size of a portfolio can be representats/bigh or low

profit in the year of pdfolio formation based on size and B/M ratio of the stock.

3. RESEARCH HYPOTHESES

Three hypotheses are proposed in the present research in oed@ntmethe relationship

between the variables under study. The historical records of the companiemtssiatad

methods will be useatconfirm or reject these hypotheses. The research hypotheses are:

1- There is a positive and significant relationship between lowokarket value ratio (B/M)
and equity per share (EPS).

2- There is a positive and significantagonship between boelo-market value ratio (B/M)
and net profit margin.

3- There is a positive and significant relationship between #ookarket value ratio (B/M)
and return on equity (ROE).
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The required reports of companies were gathered fromw w . ¢ oveehbslte. belanging to

Tehran Stock Exchange Organization. Analysis methods and correlation coefficient were used

for statistical analysis and testing the hypotheses. SPSS softwareussddor data
processing. This research is regarded asescriptive study The spatial domainof the

researclencompassess companies with large B/M ratio and 15 companies with small B/M
ratio operating in Tehran Stock Exchange collect the needed data for testing the
hypotheses, the available informatiah year 2011 belonging tsome Stock Exchange
companies transacted in 2012 were seleddsda result the time duration of the present
research is the interval 20PD12. The statistical population of the research comprises all
companies accepted in Tehr&tock Exchange within the aforementioned time interval. The
statistical sample of the research consists of two groups: 15 large companies and 15 small

companies. The companies were selected baseaientioned methodThe 15 large Stock
Exchange companiesiclude; Communications, National Copper, MOBRAKEH Steel,
Investments,
CHADORMELO, GOSTARESH, PARSIN Oil and Gas, MELLAT Bank, PARSIN Bank,
SAIPA, MAPNA, S DERAT Bank, and BAHMAN HoldingThe 15 selecte@mall Tehran
Stock Exchange companies were: DR N, GORJI Biscuit, MARVDASHT Sugar,
L AGBIRAN, ALUMOR D, IND MIN Shock AbsorberPARS P MCH L, Iran AML H,
Iran Carburetor, IRAN YASATire & Rubbey MAHR M Production, AKIN Corrosion
Inspection &Control, NIRU MOHARREKEH AutomobileManufacturing, B FGH Mines,

P S RG D Bank,

GHADIR

OMID Investments,

GOLGOHAR,

and OFFSETThe objective of the present research is to analyze the relationship between
bookto-market valusr at i

Tehran Stock Exchrage.

Testing the First Hypothesis:
Ho: There is no significant relationship between B/M ratio and EPS value.
Hi: There is a significant relationship between B/M ratio and EPS value.

(0]

of

comp

anybs stock

and

According to the results of the following table, if significance levegreater thathe error
value, the null hypothesis will ldeducedotherwise, hypothesis 1 will hold.

Tablel: result of Pearson correlation coefficient between B/M ratio and EPS value

B/M ratio
-473 Pearson
correlation EPS value
0 Sig
30 N

According to the results of thtable above, H hypothesisis rejected and H(research

t hree

hypothesis) is confirme8ignificancelevel is below 0.05. Therefore, a relationship is proved

to exist between B/M ratio and EPS valléere is also a significamelationship between

B/M ratio and EPS value at confidence level of 99% and the correlation coefficient equals
0.473 and the relationship between B/M ratio and EPS value is negative and iferse.

assess the relationship, the impact level was analyzeztjeesssion model fitting, which will
be discussed in the following. Accordingly, in order to analyze and pr@poselel between

B/M ratio (Y) andthe EPS(X) value, theprocesseanodel is presented after analyzing model

fitting indices.
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