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ABSTRACT
The study described in the paper aimed to measure the level of resistance of public sector
employees to organizational changasprder to draw a conclusion on whether the level of
resistance is a risk to the successful implementation of change or not. The differences between
the resistance of several categories of employees were observed, depending on age, education
and satisfatton with personal monthly income. In addition, the most important causes of
resistance to change within the sample were determined, such as: lack of involvement of
employees in the process of planning change, conviction of employees abeyistemce of
adequate rewards for the accomplishment of change and high levels of stress at work. The
findings indicate that the level of change resistance in public sector is within moderate limits,
which means that this issue needs further attention in planning naadagement of
organizational change, but, on the other hand, the situation can not be characterized as
highly risky for the process of change implementation. The paper also provides a brief
theoretical overview of the most important findings in the fiéldrganizational changes in
the public sector.
Keywords organizational change, public sector, motivation, resistance to change

1. INTRODUCTION

In the modern business environment, characterized by high level of uncertainty, dynamism
and turbulence, changs the only constant. In these circumstances, the ability to adapt to
changein the externalas well as initiating and implementing the necessary changes in the
internal environmentare essential for the growth and development of organizations, both in
private and public sectoin Serbia, as in many other countries thagre faced with the
transition process, which began in the late twentieth century, it was necessary to perform a
number of different organizational and other changes in the public deatiic sector reform

was one of the key preconditions for successful transition. There was a need to make public
enterprises to some extent independenabolish monopolieand to improvepublic sector by
rational organization of operations and changemanagement styl&Some of the planned
changes are implemented more or less successfully, while others represent a plan for the
future. To make the change possible, there has to exist an adequate level of knowledge and
skills of managers leading the cigge. The literature discusses the various factors that
influencethe outcome of organizational change. Kotter (1995) dealt with the reasons why
organizational change fail and identified eight of these various factors. Other authors have
identified factorswhich lead to the success of organizational charigepublic sector
(Fernandez Raing/, 2006), such as, inter alia, the construction of the internal support to



8th International Scientific Conference on Economic and Social Development and 4th Eastern European ESD
Conference: Building Résnt EconomyZagreb, Croatia

change and overcang the resistancef employees Almost every organizational change
requiresthat an employees change some of theutine operations, the way they perform

their work and their behavioPet kovi | , Baqii ivdielki i, ).2010:
Therefore, it is of great importance to understand dpmions and viewsof employees
regarding aganizational change in order develbp necessary tools to motivate employees to
charge, so that their resistance carréduced tdhe lowesipossibldevel. Theveryimportant

| e a draerirbtke process of implementing orgaational changes is related to overcoming
resistance to changeandit represents one of the most significant as well as most difficult
tasks of a leader in the process of their implementafi®ducing change resistance is

i mportant b e c aadtiens to ehanpé arey ceresideded critical for the success of
change efforts (Van Dam et al. 2008). There is a huge consensus that a key factor in
determining the success of any organizational change involves employees acceptance of it
(Oreg and Berson 201L1n this study, we will deal with measuring the degreeaohp | oy e e 6 s
resistance to organizational changes in publiganizationsin Kragujevac, in order to
highlight the impact thaheir views have on the risk thechangamplementation proas.In

addition, the focus was put on a wide set of variables that proved to be important for
understanding resistance to chgngech as: age of responddetel of educationposition in

the organizatioppersonal monthly income arsatisfaction with personalanthly income

2. ORGANIZATIONAL CHANG E MANAGEMENT

More and more organizatioase engaged in multiple and ongoicigange events, such as the
introduction of new top management teams, reorganizations or restructurings, downsizing,
layoffs, and new strategic initiatives. The potential impacts of change on peapi@gvim
organizatbns are sigificant. on the positive side, change can provide a wealth of
opportunities for growth and development; but, on the negative side, there can be substantial
costs to having to negotiate new relationships, skills and patterns of a¢@atywright,
Cooper, 1992; Kotter, 1995In order for changes to be successful &mdead to positive
results, it is necessary to properly manage the process of their implementation by agents of
change Agent of change is the individual or group responsiblenfi@naging the changes
actions Theymay or may not be managers, the current employees in the organization, new
enployees or external consultan®opbins, Judge2009:646) There are different modets

change managemerdll of which consist of certain ietrelated activities thahay becalled
phasesr stepsDifferent authors recommend different steps in chamgeagementwhich

actually represent a kind of instructions or recomdaions for managers who leduis
processAccording to (Kottey1998), nentioned activities can be classified into ten groups:
Change initiaion - This is the phase where the management of the organization has to
recognize the need for change, as well as their causes, to overcome inertia, make the decision
to initiate changechoose an agent of change, define its tasks and to establish a productive
relationship with him.

Diagnosis of the state of the organization and the causes of changhis is a group of
activities in the process of change through which a state of organizaid the reasons why
change is necessary are determined. This group of activities is performed by the diagnostic
model and includes data collection and analysis in order to determine the causes of changes.
Creating a vision and making a plan for new aagizationi The phase includes activities of
planning the desired state of organization to which the change should lead. This module also
includes the creation of a vision of the new organization, as well as its expansion throughout
the organization.
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Planning and organizing the proces of changé This step in the management of
organizational change involves planning the flow of change, as well as the building of the
structure which will support realization of change.

Motivation for change- Managementto motivates employees to accept and implement
change and raises the energy needed to successfully implement changes.

Change implementation The sixth stage involves the implementation of a change in the
strict sense. During this phase, managers perfétramges in several cycles. They plan and
implement initial success and support and accelerate the implementation of change.
Management of power structures and political processe®ne group of activities must be
commited to shaping the power structureha brganization which will, if not favor, then at
least enable changes.

Management of personal transitioi This group of activities is commited to work with
people. During the implementation of change, management has to manage emotions and give
support © personal transition of members of the organization. They have to provide training
and counseling, and the largest possible participation of employees in changes. Most
importantly, management has to reveal and overcome resistance to change.

Stabilization of change through their involvement in the organizational cultuieDuring

this phase, the implemented changes are being frozen, which means they are being included in
the organizational climate and therefore becoming legitimate way of organizing and
functioning of enterprise.

Monitoring and control of organizational changei The last stage in managing
organizational change is to monitor, measure and control the effects of changes.

It is possible to single out two general objectives of organizational eh&irgt, the planned
change aims to increase the organization's ability to adapt to changes in the environment.
Second, it seeks to change the behavior of employRebb(ns, Judge, 2009:646). As each
organizational change requires a change in emplogbavor, it is of great importance to
ensure acceptance of change by employees, motivate them to actively particighe
change implementation, and reduce the change resistance, as much as possible.

3.RESISTANCE TO CHANGE

Employee motivation for change is an extremely important task without which it is not

possible to successfully makeganizationathanges. They must be confident that the change

will have a positive impact on themselves and their organization. Only ttreepeoplewill

accept the changes and commit to its implementaliftamagers who act as agents of change

are largely responsible for the motivation of employ@dsgey must apply the appropriate

techniques and strategies of motivation, but abovehali; must be pesonally motivated and
willing to change in order transfertheir enthusiasno theemployeesThe literature reveals

two basic strategies to motivate employeestochangeani | i j evi i, 2008: 416)

1. Creating dissatisfaction with the current situation Dissatisfaction with the current
situation carbe caused by various reasomssich asinforming about the real situatn and
prospects of the compansgetting high standards of performance or disconfirmation of
existing behavior and the development of msgeof guilt.

2. Development of positive expectations of chandeositive expectations of change can be
created by the development of psychological security and expectations of gains from the
change. It is necessary to create and present a vision of th@rgawization and to
develop positive expectations of the new organizafiterefore, it is extremely important
to applythe following techniques to motivate employees, such as: communication wi
employees, exposingpjective information, teamwork, plamg and control.
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It is very important to perceive that resistance is a common phenomenon which follows all
types of changes and it should be seen as a natural and inevitable occurrence
(Robbins,1992,p.193). It is precisely resistance that can be a sigmefiéng significant and
unusual happening in a company, and if it is a case of radical, transformational moves which
bring bigger changes, strong and often dramatic reactions should be expected.

When faced with changes for the first time, a comimmomanreaction § fear The reason for

this is the fact that the change involves abandoning the status quo and the way in which the
work waspreviously performedand the acceptance of the unkno&men when the change is
positive, there isalways asomesense buncertainty.Hence change agents are often faced

with the problem that concerns not orllyw motivation, but also the active or passive
resistance of employees to change.

In order for managers to successfully overcome the resistiénseecessary tonderstand

the cause of this resistance, as well as to develop the proper tactics by means of which this
problem is solved

The following fourmay be pointed outsathe most importantauses of change resistance
(Kotter, Schlesinger, 2008:1324):

1. Parochal self-interesti People think that they will lose something of value as a result of
the change. In these cases, people focus on their own best interests and not on those of
total organization.

2. Misunderstanding and lack of trusti Peopl e al so resi st chang
understand its implications and perceive that it might cost them much more than they will
gain. Such situations often occur when trust is lacking between the person initiating the
change and the employees.

3. Different assesment$ Another common reason people resist organizational change is
that they assess the situation differently from their managers or those initiating the change
and see more costs than benefits resulting from change, not only for themself@s but
their company as well.

4. Low tolerance for changé People also resist change because they fear they will not be
able to develop new skills and behavior that will be required of them. All human beings
are limited in their ability to change, with someople much more limited than others.

After the managers come to the knowledge of the cause of resistance, they must choose the
right strategyfor solving this problem. The strategy depends on many different factors, and
each strategy has its positive andgative effects. Therefore, it is important to carefully
consider the situation in which the organization is based, to collect the necessary information

to determine the causes of resistance and to assess whether employees have the power to resist
change In addition the costbenefit analysisnust be conductedh order to draw a conclusion

whether it is profitable to apply a particular strategy. The following table shows the most
commonly used methods or strategies for solving the problem of resistasitange.
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Table 1. Methods for dealing with resistance to change

Approach Commonly used in situations| Advantages Drawbacks

Education + Where there is a lack ¢ Once persuade¢( Can be very time
communication information or inaccurat( people will often| consuming if lots of

information and analysis. help with the| people are involved.
implementation  of
change.
Participation + Where the initiators do nq People whg Can be very time
involvement | have all the information the| participate will bel consuming if
need to design the change, § commited to| participators  desigl
where others hav| implementing an inappropriate

considerable power to resist.| change, and an| change.
relevant information
they have will be
integrated into thg

change plan.
Faciltation +| Where people are resistif No other approac| Can be time
support because of adjustme| works as well with consuming,
problems. adjustment expensive, and stil
problems. fail.
Negotiation + Where someone or some grol Sometimes it i§ Can be too expensiv
agreement will clearly loseout in change| relatively easyway in many cases if |
and where the group hito avoid majorn alerts others  t(
considerable power to resist. | resistance. negotiate fon
compliance.
Manipulation +| Where othertactics will not| It can be a relatively Can lead to futurg
co-optation work or are too expensive. | quick and| problems if peoplé
inexpensive solution feel manipulated.
to resistance
problems.
Explicit + | Where speed is essential, g It is speedy and cal Can be risky if it
implicit the change initimrs posses| overcome any king leaves people mad |
coercion considerable power. of resistance. the initiators.

Source: Kotter, P.J., Schlesinger, A.L., 2008:7

When we speak of Serbian companies and other organizationastitutions in the public

sector, it is often assumed that the resistance of employees to organizational change is
extremely high given that these organizations operated by habitual patterns over many years,
relying on the bureaucracylowever, sme rese@&h has shown that, despite the Serbian
national cultureis generally labeled as a culture with a low tolerance of change and
uncertainty, 78% of employees in local companies Isiiosvnthe will to engage in a process

of organizational changé they believe it will bring improvementor the company in which

they work, andor themselvegGa p$ tl g j aAnl oevki sl E20091 410.

Researchn 2007 showedsimilar results $tojanovic-Aleksic, 2007).As the most important

causes of resistance to changes, respondents have stated a lack of information regarding
changes (62%), a fear of | osing onebs positi
in charge of changes (14.5%) and a lack of knowdedigd competence to get involved in
changes (3.2%). Therefore, the largest number of respondents opposes changes due to
insufficient amount of information which is, in a sense, favorable for leaders of domestic
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companies as this kind of resistance can d®ly overcome by better informing employees
about all important aspects of changes. After all, informing represents one of the most
significant strategies for overcoming resistance to changes, which was discussed in the paper.

4. CHANGES IN THE PUBLI C SECTOR

The public sector is part of the national economy, which includes the general government and

nonfinancial enterprises controlled by the state (public companies) thairaeeily engaged

in commercial activitie§Budget System Law)

The public sectois the institutional system of economic engagement of the state and it

consists offifferentsubsectory Vi gvari, Rail eMili, Brnjag, 200

1. Budget suksectori which involves bureaucratic regulation of state authorities, whose
activity takes place in a special system of rules and with direct political control by political
parties and relevant ministries.

2. Stateowned enterprisegpublic companies) subectori which includes a number of
enterprises, institutions, agencies, associations and other forms of organization of
companies, established by the state or local governments, aimed at marketing, sale and
di stribution of st at e 6 so npeetdhe public 1eeds ofdthes e r v i
population.

3. Nonprofit and nongovernmental organizations and institutions sagtor i  which
includes a wide range of services, oriented to the promotion of democratization, the
realization of the rights of various margizad political, social, religious and other
groups in the community, as well as education and training groups for inclusion in the
sociopolitical system of a country.

Activities and functions of the state and its organs usuallgliseeted towards safigng the
public's needdt is important to note that there is a fundamental difference between the needs
of the organization of public services and public administration. The public services are
established exclusively to meet the needs of the whole cmityn but also every citizen,
individually, within the following industries: farming, scientific, educational, health, social
and other.

Public administration aimat the implementation of the legal provisions and bylaws adopted
by the Parliament or thedsernment of the Republic of Serbia. Their function is prevention,
counseling, and control, as well as the application of legally prescribed penal provisions
against entities that do not comply with the statutory provisions.

The frequently asked questiamwhether it is possible to achieve efficiency in the process of
organizational change in public organizations, on the same levelisaghe case in private
sector.Designed to hold organizations accountable for a broad range of objectives, there are
mary rules and procedures that lead to rigid bureaucratic structures that can inhibit effective
organizational change in public sector. Such elements as civil service systems, inflexible
reward systems, specialized and invariant job designs, highly formgbmemksses and
procedures, and strict reporting requirements yield centralized, bureaucratic hierarchies and
the highly political nature of public arena frequently lead to assumption that organizational
changes are difficult to implement successfully i@ gublic sector.Robertson Seneviratne,

1995: 548).

However, nowadaysyblic organizations are increasingly switching to marketivated way

of doing business, which includes a focus on users. Consequbatiynust carry out a series

of changes in # organizational structure, such as downsizing, establishing new sectors,
changes in the delegation of authority and coordination, and m@nesition countries, such

as Serbia, are particularly interesting area for conducting these kind of researde libeau
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public sector in these countries is often the subject of critici$ra.importance of the public

sector of the Republic of Serbia, with an estimaiza700,000 employees, is reflectedthin

the redistribution of gross domestic product in taxes and public spendinop #redshare of

public investment of 15% of total investmends<ic et al, 2010:143 The main characteristic

of the public sector in Serbia is low efficiency and a higlell®f expenses, compared to the

quality and scope of services that the sector provites. ¢ e | i n o 148).IKey pratlems} :

in the functioning of the public sector of the Republic of Serbigavee s el i novi | | 201

1 High costs of public administiah and public services, in the form of the wage bill and
their share in gross domestic product;

A common practice of forming various government agencies and similar
institutions,without prior assessment of the existing infrastructure and assessmest wheth
there already exists an organization that conducts such activities or have the capacity to
perform them;

1 Irrational spending of budget funds by subsidizing inefficient public enterprises;

Inefficient system of pension insurance, social security aalthheare, and education;

1 Inefficient and bureaucratic administration that encourages the private sector to the
informal economy.

=a

The Government of the Republic of Serbatfachesa special importancewithin the
economic reformsto the measuresdireded towards public companies at all levels of
government. Pecific austerity measurese defined by the Program of measurespiablic
sectorreform (Program of Measures for Public Sector Reform, Ministry of Finance, Republic
of Serbia, 2013:9.1):

1. Introduction of rules in the operation of public compani¢lse dominant direct impact on

the work of state bodies of public enterprises, reduction of direct and indirect subsidies from
the budget of the Republic, stricter control over the issuance cdrgeas.

2. Improving the control of the number of employees and wage bill in the public séator
establishment of the Public Registry of employees in the public sector, the transition to a
centralized calculation of personal income of employeesyrdetimg the optimal number of
employees, reduction of otherdational and related costs tinimum.

3. Structural reforms of the public sectothe completion of the restructuring process in 179
companies in this status, increase efficiency, indepemedemal transparency of public
companies (consistent application of theewv on Public Enterprisedetter tracking result of

any work by introducing key performance indicators, corporatization and streimgthen
public-private partnerships) sale and / or wlittwal of capital in certain public of enterprises.

The World Bank uses Governance Indicators to evaluate how well certain states manages
public sector. Based on all six indicators, Serbia is far below average compared to other
countries in the regionl Vesel i novil, Milovanovil, 2009: 4
implement a series of organizational changes in the public sector in Serbia, some of which are
listed above. Providing support and motivation of employees in public organizations and
overcomimg the resistance are some of the biggest challenges for manBgemsfore, this

study puts the focus on the opinion of employees in public sector on specific organizational
changes that were implemented in their organizations. This provides a baseaturement

of the degree of change resistance and its impact on the success of the change implementation
process. Research has been conducted in a number of public organizations on the territory of
Kragujevac, as one of the largest cities in Serbia.



8th International Scientific Conference on Economic and Social Development and 4th Eastern European ESD
Conference: Building Résnt EconomyZagreb, Croatia

5. EMPIRICAL RESEARCH
Bearing in mind the abové&entified problem area the subject of this study wilbe:
measurment ofthe degree of resistance to organizational changes in public sector institutions
in the territory of Kragujevac, as well as its impacttioarisk of the change implementation
process Taking into consideratiothe definedproblem areand formulation of thesubject
the main gal of scientific research igatheing relevantdata andnformation,that lead to
precise and objectivienowledgeof the views and opinionef employees in the public sector
in the territory of Kragujevaaboutorga ni zat i onal changes, their r
the outcome of the change implementation proces.
This set of basic goal helps define the follogvaterived objectives:
1 Examine the relationship between respondents’ age and level of resistance to
organizational change.
1 Examine the relationship between #ducation levebdf the respondents and the degree of
resistance to organizational change.
1 Examinethe relationship between emplogeéatisfactionwith personal monthly income
and level of resistance to organizational change.

In accordance with the definesiibject, and according to the research objectives, the paper
starts from theertainhypothesiswhich will betested

Basic hypothesigHO): Resistance to change is an important factordffatts the risk
in organizational changenplementatiorin the public sector.

Derived hypothesigH1): The youngestmployeeswill show a lowerdegree of
resistance torganizationathange.

Derived hypothesigH2): Employees with higher level of education will show a lower
degree of resistance to organizational change.

Derived hypothesigH3): Employees who are more satisfiedith personal montly
incomewill show a lowerevel of change resistance

Methodology of research As a diagnostic tool, the CRS will be used to determine the
overall resistance to an organizational change and its contribution to the risk of
implementation failureThe Change Resistance Scale (CRS) (Conner, 2@l dlesigned to
serve as an aid in dealing with the human a
The CRS can be used in following situations:

1 While organizational change is being considered or dumitigl planning.

1 Before the change has been announced

1 Anytime after the announcement has been made

1 After project implementation is complete

The Change Resistance Scale profiles peopl ed
25 items thatorrespond to 25 primary ways people respond to organizational change. Each
item is measured on a scale of 1 to 10 and repondents place a check mark above the number
that best reflects their view of each of the following itemsaddition to this instrum, the
gualitative analysis and comparison with the existing literature and scientific knowladge

used in this researciihe sample consisted @2 respondents from six public organizations on

the territory of Kragujevac, as one of the largest citieSerbiaOf all respondents, 36 (50%)

are male, while 36 (50%) are female. The following tables (Table 1, Table 2) show the
structure of the sample by age and by level of education of the respondents. The largest
percentage of respondents are betweeAR9ears old (37.5%), while more than half of the
respondents have a university level of education (54.2%).
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Table 2. Age of the respondents

Age |Frequency Percent
18-27 7 9,7%

28-38 24 33,3%
3949 27 37,5 %
> 50 14 19,4 %
Total 72 100,0 %}

Table 3.Level of education of the respondents

Level of education |Frequency Percent
University degree 39 54,2 %
College degree 12 16,7 %
Secondary education 16 22,2 %
Skilled worker 5 6,9 %
Total 72 100,0 %}

Employees from theoflowing organizations wer@volved in the study:

Electric Power Industry of Serbia’he company "CENTER" LTD Kragujevac

Clinical Center Kragujevac

Ministry of Financeé Tax Administration Regional Center Kragujevac

"Public Enterprise for the City Construction" Kragujevac

PublicUt i I ity Company ,,City Marketin Kraguj e
Public enterprise "Post Serbiaa business unit of Kragujevac

= =4 =4 -8 98 9

The empirical data will be processed using following softwares:
1. Microsoft Office Excel 2007- Within this framework, various mathematical
operations will be useitt orderto calculate the CRF in different categories.
2. The software package SPSS (Statistical Package for the Social Sciencei), 2@160
- Within this framework, the techniques of degtive statistics will be usedh order to
describe the sample, as well as to obsezlagions between the analyzed variables

Based on th survey results, the average Change ResistaaterfCRF) for all respondents

was 49.21 whichmplies anintermaliate level of resistance. Intermediate level of resistance,
according to CRS, affects the formation of a moderate risk in the implementation of
organizational changes. This means that the level of resistance to change should be taken as a
significant facor in predicting the success or faillwkthe change implementation process in
public sector in Kragujevac. Thus, target re
outcome and, therefore, requires special attention and resources in the phanthexggcution

of the implementation steps.

10
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Table 4 providesome ofthe descriptivestatisticindicators and other information about the
dependent variablethe level of risk in the implementation of change, measoyetRF.

Table 4. Descriptivetatistical measures

Statistic|Std. Erro
CRF Mean 49,21 1,651
95% Confidence Lower Bound 45,92
Interval for Mean Upper Bound 52 50
5% Trimmed 49,2¢
Mean
Median 49,8(
Variance 196,27:
Std. Deviation 14,01¢
Minimum 18
Maximum 79
Skewness -,109 ,283
Kurtosis -,612 ,559

Among the results are the skewness and kurtosis, which de#oeilzbstribution of results

within the two groups. Thdistributionis negatively skewe,109), ie most of the resul@re

greater than the average value. On the other handjdtmdoutionis flatter than the norma}

,612). The average deviation of CRF of all respondents of the mean value is 14,010 points.
The results caalsobe observed depending tre organization in wich employees workn

all six organizations surveyed, the average CRF is at the intermediate level and indicates a
moderate level of risk for the implementation of organizational changes. Comparative review
of the individual average CRF for each orgataais given in the following chafChart 1)
Employees in companfC e nt er i h a wighesslével of mesidtance (CRF = 55.69),
while the lowest factohas been recorded fiPE for theCity Constructioi ( CRF =
which is somewhat logical, Beéng in mind that only incrementathanges have been
implemented in this organization.

39, 2

11
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Chart 1. Change resistance factor in public organizations in Kragujevac

100.00
80.00
55.69 52.58 48.06 54.65
60.00 42.65
39.24
40.00
20.00
0.00
m PE "Center" B Tax Administration
m Clinical Center Kragujeve m PE "City Market"
m PE for City Constructiol m Post Kragujevac

It was hypothesized that different control variables affect the level of resistance of public
sector employees to organizational change, such asatipeireducatioand satisfaction with
personal monthly income. In order to come to conclusion about the wagatiatvariable

affects the level of resistance, average vatigSRF for each of the observed categories were
calculated. Some of the most significant results are shown baltdvaugh the results of all

four age groupsrewithin the moderate risk cagery (Chart 2), one of them particular stands

out. This group includes respondents aged between 18 and 27 years, whose CRF is 40.86
which is significantly lower compared to older employees. This spadadistthe lower level

of resistance in the youngesiogp of employees, as was assumed in one of the hypotheses
hypothesiqH1).

Chart 2. The impact of age on the level of resistance to organizational change

100.00
90.00
80.00
70.00 51.88
60.00
50.00
40.00
30.00
20.00
10.00

0.00

48.00 5114

40.86

18-27 28-38 3949 over 50

As for the education level of the respondents, this factor proved to be extremely important for
the degree of resistance to organizational change. Specifically, employees with higher
education(university degreeshowed significantly lower levels of resistanceratation to

12
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gualified workershypothesis(H2). Their average CRF is close 48 (moderateisk), while

CRF of respondents with the lowest level of education (skilled worker) reaches 67,04,
indicating high risk in change implementation. There may be symptoms of resistance such as
low morale, miscommunication, defensiveness, territoriality astilip.

Chart 3. The impact of education on the level of resistance to organizational change

100.00
90.00
80.00 67.04
70.00
60.00 43.64
50.00
40.00
30.00
20.00
10.00

0.00

University = College  Secondary  Skilled
degree degree education worker

Based on Chart 4 it can be noted that employees who have declared themselves dissatisfied
with personal monthly incombave showna higher level of resistance to organizational
change (average CRF = 53.5bmpared with themployees who have declared themselves
satisfied with personal monthly incomavérageCRF = 42 , 02)hypothesis(H3). However,

both values of CRF belong tothe category ofintermediate level of resistantleat leads to
moderate riskn change implementatio hus, althoughlissatisfied respondenit&ve shown
higherresistancgthe difference is not as high as one would perhaps assume.

Chart 4. The impact of safaction with monthly income at the change resistance level

100.00
80.00 53.51

50.00 42.02

40.00

20.00

0.00
Yes No
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There are different reasons why there is a certain level of resistance among employees. Based
on the survey, the three causes of resistance to change within the sample were set aside as the
mast important:

1) One of the most important cause of resistance islabk of involvement of
employees in the process of planning chamge k eHow ifivolved have you been ihe
planning of this change"?ven 47.2% of respondents gave a rating of iBich means
complete exclusion from th@lanning changes. Grades96were given by 20.9% of
respondents, while only 8.3% reported a rank efmieaningthatthey utterly agreewith the
statemenfil have been inveed in planning of this changelt is human nature for people to
support what they have helped to create. If people do not believe that they have a significant
degree of input into the planning of change, resistance usually increases.

2) Another important cause of resistance refers ta@omsiction of employees of the non
existence of adequate reward for the accomplishment of specific changes k ed @A Do vy
believe that adequate rewards are being provided to accomplish this change"? only 1.4% gave
the answer 1 which implies complete agreementtwh t he st at ement Al b €
adequate rewards for accomplishing this change". Even 30.6% of responses are in the range 8
10, while 16.7% of them explicitly said they do not believe in the existence of adequate
reward for the implementatiorf the change, giving a rating of 10 pointsis result is logical
considering the inflexible system of rewardgpublic sector.

3) High levels of stress at wokould also be singled out as one of the major causes of
resistance to organizational changeshe observed sample. When asked "How much stress
are you currently facing in your job", 61.1% of respondents gave grades in the rangj@, of 6
of whom 15.3% fully agreed with the statement "I am overly stressed or burdened by my
current workload," givig a rating of 10 points. On the other hand, only 5.6% of respondents
completely disagreed with the statement "I am not overly stressed or burdened by my current
workload". As creators of CRS too&smphasizewhen people are already busy and under
stress, lie additional pressure of a change may become too much for them to assimilate.

Limitations and recommendations for future researchhe study has several limitations that
could serve as opportunities for future research within the monitored area.t Freipssible

to carry outmore complex statistical analyzes in order to reach nmexiseconclusions
about the relationship of certain variabl&gcond, study was conductieda short period of

time, exclusivelyon the territory of Kragujevac. It woulsk desirabléor similar studies to be
undertaken in ccessive time intervals, in order to anticipate progress in suppressing the
resistance of employees to change. In addition, it is possible to extend the lsamplading
employees of public organizations in several major cities in SeRmally, it would be
valuable torepeat the study in the private sector. In this way, the level of resistance in these
two sectorgould be comparednd the advantages and disadvantadédise process of change
management in both sectarsuld be determinedrhe results of this study may be useful for
identifying certain practiceasnd solutionghat have proven successful in the private sector and
adapting them tpublic sector organizatns.

6. CONCLUSION

Despite the existence of the usual assumptions about the high level of resistance to public
sector employees to organizational changes, as well as the fact that the Serbian national
cultureis generally labeled as a culture with a lovletance of change and uncertainty, we
came to the conclusion that resistance is not at a level that would represent a distinct threat to
the future success of the implementation of changbe resistance iwithin the moderate
boundaries,which does notmean thatthe additional attention during the planning and

14
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management of the change procisssot neededt is clear that the implementation of wide
range of techniques and strateg@smotivating employees to changepresents aecessity

in the futue, in order to reduce the existing resistatacthe lowest possible level. The study
found that the youngest respondents, eheswith higher levels of educational attainment, as
well as employeesvho are satisfied with their personal incomshow lowerresistance to
change. Thereforemore attention must be paid to motivation other categories of
employeessuch as peoplelders than 50 years and employees with lower levels of education.
Bearing in mind thathe key decisions about the level of personal monthly incaraender

the jurisdiction of the Government of the Republic of Serbia, managers in the public sector
have anegligible impact on this factor. However, it is the application of certain forms of
shortterm earnings based on performance, such as bonuses and special prizes, which can
serve to increase employee satisfactioih incomes, and redudkeir resistance to change.

In addition, the contribution of this study is reflected in the obtainfigformation about the
dominant causeof resistance to organizational changes, such as: lack of involvement of
employees in the process of planning change, conviction of employees of tagistence of
adequate reward for theamnplishment of specifichange andligh levels of stress at work.
Particular attention is drawn &econd factqrwhich may be associated with the previously
mentioned, dissatisfaction with personal income, all of which leads to an unambiguous
conclusion about the need to ingdg efforts in terms of building an adequa@ardsystem.

Also, efforts for creatingpleasant working conditions, good organizational communication
and employee involvement in the planning process of chdngtgking into account their
opinions and sugggtions are prioritiem order to improve the change management prdoess

the public sector.
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ABSTRACT
This article aims to analyze collaborative distributed systems and the impact of the
vulnerabilities that can occur in the system components. It defines a modéhefor
collaborative distributed systems and its components, with associated weight of each
component in the system, in order to determine the impact of each component on the model
stability. At the component level model, it analyzes and determines thefdlesss which the
model can suffer; the probability and frequency that certain events may affect the system and
it try to settle the impact matrix functionality. It tries to identify strategic and vulnerable
points at system components level but alsesadubcomponents and their ranking according
to importance and vulnerability. The model is analyzed and validated on the banking system
which is a collaborative distributed system. The scope is to obtain the full model of
collaborative distributed systemorf banking system with all its components and
subcomponents and determine the set of rules to protect the system, to make it secured and
without any breaches. The risk classification and importance on each subsystem and
component will help to improve theodel and make it more efficient and stable. For analyze
are used the latest articles and books from research and have a mathematical approach based
on probability and efficiency.
Keywords:bank, collaborative, distributed, risk, vulnerability

1. DISTRIBUT ED COLLABORATIVE SYSTEMS

A distributed system is a collection of independent computers that appears to its users as a
single system(Tanenbaum, 2007)n this analyse the distributed system is not referring only

at computers and on the network and soféaamchitecture. It refers to any ssistem which

have components that act as one, like the software department where all the programmers and
project manager and developers, testers are seen as a team, as a piece of the system not
individually as componestor personsA collaborative system is a system with a large
number of components and a wide range of connections between components that are joined
and used to achieve a common goal.

In this article all the suBistems and components of the bank systeen callaborative
becouse aims for the same goal which is the maximization of the business profit.

2. BANK DISTRIBUTED COLLABORATIVE SYSTEM
The Bankseenas a business, not as an istitution is formed from alot of systemsystans
and components.
Themain subsystems of the bank system are:
The employees system (with its detailed organizational chart);
The bank distribution as central location, branches, agencies;
The informatic and software systems, seen as Information Technology system;
- Thecustomer system.
All the above components include both distributed and collaborative systems. The flow of the
bank distributed collaborative system is presented in Figure 1.
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Figure 1. - Bank distributed collaborative system.

2.1 The structure system.

The structure system is presented in Figlirét refers to the distribution of the bank across

the world based on the locations and structures. It startsthrdtbank central core and then

with the country cores with its branches and agencyes. The structure as an entity is coupled
with the online as a one entity. At this level is not seen as two separate parts. Not even if the
structures itselfs have differeptoducts or are adressed to different customers from different
levels.
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Figure 2. - Bank structure system.
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As it is described in Figurg, the relations are between all the structuresafiraf them work
as a collaborative system becouse their main goal is to ensure the bank stability and increase
the revenue.

2.2 The software system

The software system is presented in Figdirét is the main system of the bank system and is

the most inportant one. True this system all the transactions are processed, all the information

regarding customers, businesses, investments, loans are stored. All the information on which
the bank funtionality is based is stored on the informatic system. Thetpesidhe papers,

the analyzes are done true the software, even a part of the contact with clients. Meaning the
most important is the same time the most sensitive and exposed to risks and vulnerabilities.

Database Users
Security Software Access rights
Development unit
Processing unit
Network Testing unit
Transaction unit
Implementation unit
Online platform Bank platform Mobile platform

Figure3. Software system.

2.3 Customer system

The customers themselves made a system itself becouse they act as one. Each
customer can interract with the bank on different ways such as internet, mobile or dirrect
relation with the bank representative. They do different transactighgtve bank and using
the bank system and resources. The customer systm is presented i@ Figure

Customers Mobile Deposits
Companies ‘ Bank Online ‘ Transactions
Corporations Officer —

Figure 4. - Customersystem

2.4. Employees system
The employees system is described in Fidure

19



8th International Scientific Conference on Economic and Social Development and 4th Eastern European ESD
Conference: Building Résnt EconomyZagreb, Croatia

CHAIRMA -
- Internal Audit
Board of Directors
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| | |
Financia | | Businesg | Operations
— Risk — Corporate| —{ Internal Control
— —| Credit —| Retail — Communication
—| Forecast| L1 Accounts | || Legal

B Bud:get —| Strategic
< Departments needed based on neces} B HR
{ 5 ] Support
‘ SubBranches l
< Directors
Departmentg
| .
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[ Products Credits Accounts IT Relations

Department Leade> { Testing
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Team Leader> < Implementing

A\

External services

Figure5. Employees system
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3.RISK LEVEL MATRICE

The risk level matrice ibased on the probability of an event to appear and its impact caused

to the systemThe vulnerabilityes on which the system is exposed are on different categories
based on the subsystems and the components. The vulnerabilityes at the system level are the
most dangerous with the hugest impact on the system and those at the level of components are
the smallestAs the bank distributed collaborative system level as a one part there is only one
vulnerability to be exposed at it, the environment. Becouse ig fnaich SO many subystems

that to be breake all at same time and cause a breache in the system to have an signifiant
impact, means to affect the customers, employees, IT infrastructure, buildings, in one world
everything, only the nature can do it, in €eadf a catastrophyc disaster. On the other way,
analyzing the components there we can identify a series of vulnerabilityes and of strategic
components that can breake a subsystem, like a war in a country which will breake the whole
activity of subsystemsrothat country, or at employee levels when changing a director on a
department that can influence the activity on that department. In that case can be affected only
a deparment on an agengy, a whole agency or a brench or even a part from the business but
never the whole system.

In the distributed collaborative systems is quite easy to change a part without affecting the
system and its worKow.

Tablel. - System risks (Stoica, 2013)

Impact/Probabilityy 1 | 2 | 3| 4| 5
1 111223
2 112(2|3]|4
3 2123|144
4 2134|465
5 344|565
Where 1=Very Low, 2=Low, 3=Medium, 4=High, 5=Very High

Table 27 System exposure (Stoica, 2013)

Exposure rate Effects Probability
1 Minor financial losses 40%- 99%
2 Low financial losses 20%- 39%
3 Medium financial losses 10%- 19%
4 Important financial losses 1%-9 %
5 Catastrophic financial losses < 0.0001%

Based on Tabld. and Table2. we can evaluate the risks impact over the system or its
components. The vulnerability level is based on the component is applied. As an example we
can take a credit control officer that can ignore the indicators and approve a loan that will
become a 100%oss for the business. This will be a low vulnerability for the system. If we
take into consideration the same approach of bad behavior and intention from an employee on
the development software that can insert a malicious malware to infect the systerplaitd

it on its own behalf we obtain a vulnerability with a High level.

All the impact matrices and vulnerabilities are treated at the point of view of each component.
And each component have its own impact over the system.
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4. MATHEMATICAL APPROACH
To define the system with its component as a mathematicla approach we need to define the
subsistems and the componets with their associated vulnerabilities and impact levels.
It is defined the Importance of a component the percent on which that companeaffect
the system and the impact that will produce considering the probability of a certain threat or
event to appear. It will be calculated for the main system considering the importance of the
four subsystems in the system.
The subsystems are defthas follow:

- Bank structure : BS

- Bank employees : BE

- BankIT: Bl

- Banck customers : BC

- Other facts like third parties involved BO

- Distributed collaborative system : DCS

The total impact of a subsytem is the sum of the components impact on the subsystem:

4) ) M Q

Tl= Total Impact

z = subsystem (BS, BE, BI, BC, BO)
nc = number of components

| = impact

¢ = component

- P = W
O —z20bPz—z20hMiI Q
3 € w €U
P. = probability of an event to appear for component ¢
D, = damage producedy that event for component c
V = vulnerability level from the list of vulnerabilities that a component ¢ have

nv= number of vulnerabilities for that component

Q. =TI, * P,%, where
Q. = Importance of subsystem z
Ps = The percent of the component zwhych the system is affected

5. CONCLUSION

To determine the risks of a system we must split that system on subsystems and components
of the subsystems, to find out the importance of each subsystems in the system, then the
importance of each component for the subsystem that will show a clear Weydolleration
between the component and the system. After splitting the system into components and
identifying the importance of each component, including testing the behaviour of the system if
the component is missing, we define the risks that appetreatomponent level. After
finding the risks on the component it is setting the rules of diminishing that risks and evaluate
the vulnerabilityes versus imporving the component. In the base of the evaluation if the
investment is justified then the compohean be improved or notif a component does not

affect in a risk percentage the system and the investment to protect that coponent is not
justified, even if the risks are defined and known they can be ignored.
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After defining the risks for each compondns defined the model of risks for subsystems and
then for the system. The research can be and will be improved by adjusting the mathematic
model with new elements, defining and determing each variable.
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ABSTRACT
The paper studies a questforoilin Ssita har an Afri ca, pursued by t
the UnitedSt at es of America (the U.S.) and the Pe
beginning of the ZLcentury,China shows rapidly increasing demand for natural resources,
and especially oil. The establishment of the association of BRIC couatridte policy of
diversification of energy resourcgaursued by the U.SChina and other developed and
emerging economies has made -Saharan Africa ever more important in the global geo
economic and geostrategic relations. The political and diplomatiwides, as preludes to
the economic activities of China in S8aharan Africa have increased significantly since the
beginning of this century. These activities were primarily aimed at the exploitation of natural
resources, directly through resource extian, and indirectly through infrastructure
projects, such as roads, railroads and pipelines. Chinese workers, followed by merchants, are
present in many important i.e. resource rich states of-Salmran Africa. The only
superpower of present day, the UJ.&oes not look at the activities of China in Sdharan
Africa with favor. On the contrary, the U.S. has increased its military fupléh Africa and
established new military bases. Consequently-Sahmran Africa has already become the
stage for geaeconomic rivalry between the U.S. and China, and the future of the region will
be marked by geeconomic and geopolitical conflicts, as an expression of theegexmomic
rivalry between todayoés (and future) higreat
rivalry would be the Gulf of Guinea and the Horn of Africa. They are strategically most
valuable regions of SuBaharan Africa, primarily because of their oil reserves.
Keywords the U.S., China, SuBaharan Africa, oil, ge@conomic rivalry, the Guldf Guinea
region.

1. INTRODUCTION

Neoliberalcapitalismis aproject of establishing new qreservingexisting classprivileges

through whatD. Harvey refers to asiaccumulationb y d i s p o(ef statsssrighd nfo
ownership) (Harvey, 2003) Primitive accumulation of capitabnd goodsis an ongoing
phenomenon that occurs continuoushagudaven, AMcFarlane C., JeffreyA., 2008) In a
neoliberalproject primitive accumulationis legitimizedthroughexpulsion and persecution of
populationdrom their land andtheirimpoverishmenta process tooommon inmany parts of

the developing world.Neoliberalismcould besubsumed under h e Ineoldeslr nii zat i o
which, through this processjlows the stateto legitimize and consequentlyenhancats role
Conemporary economic liberalization polioyf t he Peopl e 0soupewith bl i c
maintaining an authoritariangovernmentcan beviewed aspart of the processf nec
liberalization, a part ofvhich is alsothe increasingly important role dfe countryon an
international levelThe outcomeof China'sinvolvementin Africa will largely dependn the
dynamicsbetween state arzhpital, i.e the wayChinesecapital and the Chineggvernment
instruments ofnfluenceconnect and intertwinwith blocks of capital and political blocsin

Africa. Chinais capable andeady asit has alreadydefinitely proven to invest inthe
exploitationof variousminerals anail in SubSahararAfrica. Thispart of the worlchas also
becomean increasingly attractie marketfor Chinesemass consumption productduch of
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today'spopulationof Africa, which is about one billion, can obtaanwhole range obtherwise
unavailableproducts owing to Chinese presence on the continent

T o d a y 6Sahar&ruAdricdas anythingbut homogeneous ananywhere bubn the path to
development andtability. The fragmentationf the regionn more than 40 countrieoes not
sayenough abouthe actual degreef fragmentatiorand evenatomization ofsome partof
the region becausehe state borderan many casesare merelyimaginarylines, over which
there is no reatontrol particularlyin Central andVest Africa The developedand rapidly
developing countrieperceive this part of the workis a reservef natural resourcesvheee it

Is worthwhile andmportant to have amfluence. However, thegimostcompletelyignore
the political situation inindividual countries especiallythe threekey indicatorsthe state of
political freedomsthequality of life and the levebdf corruption ingovernment bodies.

The 53 countries in Africa possess only 9 p
compared to almost 62 percent for the Middle E&sit Africa remains largely unexplored
and may well be the location of signifidarfiuture oil and gas discoveries (Shinn,
2014).However much ofthe potential sources oil in Africa have yet to bexplored while

in the Middle Eastmanysourceshave alreadyeen exploredndexhausted to some degree.
Evenmore importanthanthe quantity itself is the diversification afources and routes of
deliveryto thefit h i resdrging economiesvhose oilconsumptiorhas beersignificantly
increasing year after yeéhis primarilyrefers to Chinhand Indid).

In the pasttwo decadesChina has experienced a growing neft natural resourcesn
particularfor energy resourcesuch as oiand natural gasThe rise of vehicle ownership in
China, althougtstill far from numbersn developed countriefias considerably increased the
demam for oil. The establishment of the associat@hBRIC countriesand thepolicy of
diversification of sources and routes dlelivery of energy resourcegprimarily oil),
implemented bythe U.S. and Ching as well as somether developed as well &mnergng
economieshas increased the importanceSifbbSaharan African globalgececonomicand
geostrategiaelations

2PEOPLE®GS REPUBLI C SUOBSABARAMN AFRICA CONTINUOUS
EXPANSION OF INFLUENCE

Political and diplomaticactivities of China in SubSaharanAfrica aimed at establishing
economic cooperatiorhave greatly increased since the early 2000sading grew
continuouslyin the first decadef the 2f' centuryat a rateof as much a80-40 percent
annuallyand has continuetb grow. In 2012, imports from SubSaharan Africao China
amounted t@boutUSD 200 billior®. Thisis a reflection of thaspirations ofchinato expand
its influence beyondits bordersand neighboring regionsto other continentsAfrica,
especiallySub Saharan Africahas been the most suitalgeound forthe spreadf Chinese

! http://www.forbes.com/sites/kenrapoza/2013/08/25/wifbim-yearschinato-consumemoreoil-thanu-s/.

2 http://blogs.wsj.com/moneybeat/2014/09/01/indigpacingchinasoil-demand/

5Chinads trade with SSA is highly concentrated in a f
Democratic Republic of the Congo, the Republic of Congo, and Equatorial Guinea account for about 75 percent

of SSAbs export ss, South Arca, Nigeria, Liberia, Ghaoay Behin, and Angola account for

more than 80 percent of SSAO®6s t ot alived collapse in bilpricésinom Chi n
2009), mineral fuel and related materials accounted for about 45pefa SSA exports to China, and for

more than 84 percent of exports if we exclude South A
China are machinery, chemicals, and manufactured goods, although there is some heterogeneity across trading
partners. Compared with DAC countries as import origins, SSA imports from China are more concentrated on
manufactured products.

More in: Drummond, P., Liu, E. X. (2013).f ri cadés Ri sing Exposure to China:
Through Trade?MF Working Paper, 13 (250), Washington, D.C.: International Monetary Fundpp. 7
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influence andpresencebecausethere are no bigand strong economically, militarilyand

politically powerful statesthat coulddefy the Chineseinfluence. Rather than defyinghis

influence, may African countriesaretrying to benefit from it as much as possiblhe only
oneswho could oppose theChineseinfluence in SubSaharanAfrica in any significant
measurere not in Africa, but outside the regidrhe only globakuperpoweri.e.the Unted

Statesof America,andthe emergingglobal powerthe People's Republiaf China, satisfy

part oftheir needdor natural resources in St#ahararmfrica. Their approach tthe region

differs only in themanner andextent of their involvementin the extraction of natural
resources ancconomicpresence, whereahere are nosubstantivedifferences in their
treatment of the regionn terms ofending the relationship of economimmination and
exploitation In SubSaharanAfrica, Chinarespects therinciples ofsovereignty andon
intervention which gives an impressiaat itdoes not imposés political views idealsand
principles on theountries in which iexercises its influencandsecures itsnterest(Davies,

M. Edinger H. Tay, N., Naidu S, 2008:57). Chinafl a d gndinta way,thatit needsAfrica

morein its developmentbut in saying so does not exclutat Africaneeds ChingAnshan,

2006) The activitiesand the role ofChinain Africa cannot beanalyzed without critical

examinationof the widergeopolitical context of the relationsbetweenChina andAfrica.

China also intervenes aa gececonomicand geopolitical actorin Africa (Power Mohan

2010: 462). By accepting thebasic tenetof neoliberal,global capitalist ecoamy, China

opted forthe highest possible economigowth anduse of natural resourcesndAfrica is an

excellent sourcef these resource€hineseneoliberalismhas been increasingly developing
as apolitical procesgPower Mohan 2010:464). Chineseforeign policy turned from the
promotion ofideology tothe promotiorof trade investmentand involvemenin theeconomy
of countries withnaturalresources that China need$ie question isvhetherthis is anew
ideology or a foreign policy without ideology. China has establishedelations with many
countries through cooperation with thelites of these countrieshus fosteringncreasingly
clientelisticregimes.Chinesefioil d i p | o i aadyto offer loanswithout any conditions
and at very low interest ratgsand sign agreementsn technical assistancédhe goal is
obviously, toensure the best possible access t@wod control ovepil exportsfrom Africa

(King, 2007 337-347). China is even perceivedas a threato sustainable development

bec a u s e i drganizatigng @Hich are e e dandlabthe same timé@ p r o maamore s

corrupt chaoticanda ut hor i t a(Naing2007W%).IChirthbas beernnvestingin the

constructionand developmenodf mine infrastructure irmore and morecountries in Sub

SahararAfrica, particularlyin Centraland West AfricaChinese workforce iswolvedin the

construction of the infrastructure as well as in mather projectsThere are sikey factors

thatsignificantlya f f e ¢ t apf@rbacho Africa:

1. Theintention ofChina to establish strategic partnershiwith Africa fits very well into its
foreign policystrategy and theision of the development dhe international system

2. Chinesdeadersare convincedhat theChinesehistory, which they consideto besimilar
to African history givesChina the edge over western powerthe relationsvith Africa;

3. A history of goodfriendly relations betwee@hinaand African countriess considered a
stablebasisfor futurepartnerships

4. Chinais convinced thaffrica will very soon experience econongoowth;

5. Chinesepolicymakersare convinced that theapproach tdAfrica, focusedon therole of
the state will highlight the keystrategic strengthsof China and fit well with the
preferences of African coungis

6. Chinesepolicymakersare convincedhatit is necessary to n c | tuldier di iptaer t i e s 0
relations between China amdrica; but that it should be dorngraduallyand cautiously
(Mr. Bates Chin-haoH. Morrison, SJ 2007 5).
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Nevertheless, Ching facing numerous problem# its relations withAfrican countries
ranging fromcultural and racial prejudicesand differences and growing sensemong
African nationsthat Chinese peoplare not interested ithe welfare ofAfrican societies but
only in their raw materialsThe mainproblem iseconomic in natureThe Chinese approach
primarily involvesthe export ofraw material§rom Africa and theconstruction oftransport
infrastructurehat facilitateghe export ofraw materialsThe fact that most of theealizedand
plannedinvestmentsare intended forthe development ofthe mining sectorand the oil
industry andthe fact thatChinese workforcds building the infrastructure andéhdustrial
facilities (again, primarily in the mire industry, indicates thatChinese approach tSub
Saharan Africas essentiallynot differentfrom thatof the Westerrcountries.Both Chinaand
the Western countrieagre primarily interested iAfrican raw materials which they wanto
import at the lovest possiblgrices,andensure, & much apossible, the longerm supply of
theseraw materials.To reach their goal, they have no compunction alsaeuringtheir
strategic interestsin African countries. An important factor which affects Chiras
involvement in SukSahararAfrica is the fact that th@ationalmarkets intheregion areopen
to Chineseindustrial products ranging fromheavy industry and automobileindustry to
consumer goodwhich arefar cheaper thagoodscoming toAfrican marketsfrom European
and Anglo-American countriesin addition, thepossibilitiesof bartertrading conducted by
Chinaare far greatethan thoseffered bydeveloped countries

3.BATTLE FOR OIL IN SUB -SAHARAN AFRICA: THE U.S. AND CHINA

Depending on the typef matural resourcesi.e. whetherthe source of energy andthe
guantities forexportcan be consideresignificant geaeconomicaivalry between the U.Snd
Chinacan besimply divided intocompetition for control oveoil exportsandcompetition for
controlover exportof othernatural resourceom SubSaharan Africddiamonds, precious
metals raremineralsand oresrare and valuable types$ wood)

The U.S.approaches thesgion as asuperpowerseeking to ensuranobstructed export of
natural rsourcesfrom the region through themilitary presence andollaboration with the
elitesof individual countriesCh i na 6 s aSpkBaharancAfricas ssmewhat different
Geoeconomicobjectives ofChina are slightlyoroader in scopelthoughthe primary goal is
the samas that othe U.S.

Chinese influencés evidentmainly in economic cooperation and involvemewhereashe
U.S. involvement is reflectedhainly in cooperationwith the elites of individual African
countries military presencendengagement in the regiofhhe increasing interesf Chinain
SubSaharan Africacoincideswith the increasing interesif the U.S.for this part of the
world. Behind that interest are the same motives

In addition tothe growinggececonomicrivalry betweenChina andhe U.S. which ismainly
reflected in thebattle forcontrol over theexploitation andexportof natural resources from
SubSahararAfrica, there is rivalry betweesmaller countries who also have interests in the
region; however, it is o$lightly lower intensitybecausehe forcesnvolved are smaller and
have less influencge.e.they are not globally dominant forces

This primarily refers to thenvolvement of otheAsian countriesn the battle forcontrol of
natural resourcesyhich regresentfi n e playersin SubSaharanAfrica: India, Japan, and
South KoreaOne should not forgdt h e  AlayédrgindAfrica, i.e. former colonial powers
especiallyFrance and Britainwhich still exerta certain levebf influenceon a largepart of
thar former colonieshowever, their influencan comparison tdhat ofthe U.S., China and
theaf or e me nt iplayers lohs lecomewdeaker

A higher level of cooperatiorbetweenglobal players whosegeaeconomicrivalry is the
subjectof this researchis hardlyfeasible The dialoguas possible as well as avoidance of
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the collision of interestsn certainkey issuesn the most importantountriesin SubSaharan
Africa (Nigeria Angola, Democratic Republic of the Congo, South African Repulte@nit
comes tothe most strategically importamatural resourcesuch asoil and rare minerals.
However, the levedf cooperatiorthat would involvemore than thais hardlypossible since
the interestsof global playersare diametricallyopposed and thepower bases have become
quite differentespeciallyin recent years.

In fact, since the onset of the globatonomic crisis, it has become clear as never before that
the greatest assets of the two superpowaszghe military powerin the case of the U.&nd
theeconomic power in the case ©hina.This does not meathat the U.Slosttheireconomic
power,but ratherthatthe economic poweof the U.S. has weakenedmpared to that of the
emerging economiegspeciallyin Asia(andLatin Americg.

Neitherdoes it mean thahe military power ofChina has decreased. Rather, the opposite is
the case: ihas never been greater, lilih i neeofosnic power is what mak#ss country a
truly global powerIn countries wher¢heinfluenceof one ofthese wo majorglobal powers
is so dominanbverthe influence of the other, there is no robmr no need for cooperation
The overextended presencEAmerican militaryforceson all continentsespeciallyin Asia
(the greateMiddle EastregionandEastAsia, in particula)j and thewesternedge ofEurasia
(which is particularlyevident inthe criticalinvolvementof the U.S.in the pastand possible
future NATO enlargement leavesChina somemaneuvering roomdue to the weaked.S.
influencein SubSahaan Africa, although thenfluence of thawo global playerdhas become
more and more intertwined in some countoéSub Sahararifrica.

The influenceof the U.S.and Chinain most countriesn SubSaharanAfrica is heavily
dependent on thievel of coopeation with the ruling political military and economielites
which, in Africa, areusuallyclosely connectednd supportive of each other and, generally,
notaccountable tthe citizensthrough elections

The fragility of governmeninstitutionsin SubSahararAfrica, high levels of corruptionand
low levels of political freedom are the reasons why in maguntries in the regiothe
military institutions are the only onélkat sustairthe currentgovernmenin power.Chinais
committed topreservig the sovereignty anthe status quaf individual regimesin Sub
SahararAfrica, an approacthat supportgreater stabilityvhereverpossible.

Although it has not undertaken any military actiams the African continentdue toits
influence over the inérnational communityand the Security Councdf the UN (being a
permanent membavith veto powe), on several occasions, it was abl@teventthe Council
from passingcertain UN resolutionsthat might have led tactionsthat could have broken
downcertainregimes(e.g. inSudanfollowing thecrimes committed iarfur).

The Chinese policy towards sorkey allies in SubSaharanAfrica, in terms of preserving
their regimesdoes not differ fronthe policy of the U.S.towards theirallies in the same
region(Nigeria Ethiopia)
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Table 1: Countries and objects of interest to China in-Sabaran Africa

Sub-Saharan regions | Countries of Objects of Influence of

interest to China | interest to China | China compared
to the influence of
the U.S.

Central Democratic Rare minerals and Stronger

(Equatorial) Africa Republic of the ores, high quality
Congo wood
Chad Oil Dominant

South Africa Angola Oil, diamonds About the same
South African Diamonds, rare | About the same
Republic minerals

EastAfrica and the Sudan Oil Dominant

Horn
South Sudan oll Dominant

Gulf of Guinea region | Congo Oil Dominant
Equatorial Guinea| Oil Stronger
Gabon oll Weaker
Cameroon Oil, high quality | Stronger

wood

Nigeria Oil Weaker

China now obtains almosinethird of its imported oil from Africa; this compares with ene
guarter as recently as 200About twothirds of all African exports to China consist of oil.
Twentytwo percent of U.S. crude imports came from Africa in 2006; this compares with only
15 percent in 2004 and slightly exceeded U.S. imports from the Middle BaSt.oil imports

from Africa have nearly doubled since 20(Roth China and the United States are projected

to increase their percentages of imports from Africa. Three countriggl&nSudan, and
Equatori al Gui nea, demonstrate the success
Africa.Angol a has been Chinads mo s t i mportant
beginning of the twenty first century, while Sudan was until lastr e second most
important African supplier (Shinn, 2014).

Both in the case oSudan andn the caseof Equatorial Guineahe insistencef the U.S.to
improvethe human rights situatian those countrieandin particular,in the case oSudan,

to stgp crimesin Darfur (a regionrich in oil) causedthese countrieso movetowardsgec
economicinfluence ofChinaandreduce the influencef the U.S. The policy of promoting
human rightsand freedoms tilted thgececonomicandgecstrategicbalancein East Africa
theHorn, and the&5ulf of Guinearegionin favor of China.Oil importsto China fromAngola
andRepublic of the Congbiave alsancreased significantlyin Democratic Republic of the
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Congo, through large infrastructure projed®jineseenginers and workers are building
roads and railway® open upto the world thehinterlandof this huge, largely unstable, ai
many parts inaccessibt®untry,

Chinese plans SubSahararAfrica represent challengdor the U.S. andompelthe largest
global force to develop new comprehensivestrategiesaimed at reducing thgrowing
influence ofChinain SubSaharan Africa Strategicrivalry and battle on a strategic level
could, in the long run, bring mofearm than good tdoth sides, a scenario wh is still
possible.Gececonomicrivalry is already preserdnd the possibility of futureonflicts over
natural resources cannot be ruled out. These confivasld occur throughthird-party
countries,i.e. countriesin SubSaharanAfrica, or ratherin these countriedyetweengroups
thatwould be supported bgne or the othesuperpowerwhose primarynterestis control of
the highest possiblghareof exploitation andexports ofnatural resources$.or the time being,
Chinais preparedo enhancdhe involvement and participation of Africanstitutionsand
business entities economic cooperatiomlthoughChineseworkforce is very much involved
in the construction ofhe infrastructure An importantstepin gaining accest SubSaharan
Africa for both superpowersvill betheir willingnessto offer medical aid andnowledgegi.e.
provide assistande increasing the quality of health care in the region
Cooperationbetween each of thevo major powersand countriesn SubSahararAfrica on
resoling certainconflicts, fighting the AIDS epidemicmalaria andther infectious diseases
peacekeeping operatiorsd establishing stabilitys possible, maybeven probablen the
future, if current trends are any indicatétowever cooperatiorbetweernthe twosuperpowers
on resolvingcertain issues SubSahararAfrica does not seemrealistic at least nowhen it
concerns issuda which theinterestsof one orthe othersuperpowervould suffer,and there
are far moreissues like thathan thosewith a shared interesfhe U.S.and Chinahave
conflicting geaeconomicinterestsin SubSaharanfrica, as they do elsewhere in the world
and this fact causes gececonomic rivalry”. Significant ideological and institutional
differencesbetween the U.Sand China are additionalfactors that make the cooperation
between the twauperpowersn Africa more difficult. The main reasons for the unlikelihood
of realcooperatiorareopposed ge@conomidnterests

In 2006, the World Bank estimated the loans of Thedeximport bank of China towards
Africa (the majority of which are connected wiBubSaharan Africg at more thanl2.5
billion US dollars ininfrastructure projects alon®rojects financedy The Exporimport
bank of China were generallyndertaken irthe countries of SuBaharanAfrica in which

“Two Chinese academics wrote | ast year in the Far E
playing an increasingly important role in SibbS. relations, intensifying it i on on r e gheyon al i s
cited, for example, policy disagreements between the United States and China over/taigh Sudan is

not a source of crude for the United SChnaaw,hasit sup
significant energy investments in Sudafs the United States tries to isolate or punish countries like Sudan,

China has concluded that they are important to its energy security and the rapid growth of its economy.

In: Shinn, D. H. (2014)Africa, China, the Uited States, and Oil. Center for Strategic and International Studies

(CSIS) Comment.

® The third important player appearing in SBhharan Africa more and more is India. It is not a major power

(yet), but an emerging economic power and a fairly significaititary power, which admittedly does not engage

in overseas military activities. sha rising economic power, with growing population, of which more and more
people can be classified in the middle cdrmeadsare | ndi a
satisfied by importing from the neighboring countries (e.g. gas from Burma), the greater Middle East region
(mainly oil), but also Sulsaharan Africa, from which it imports oil and various ores. India offers Africa
affordable loans, developmemid and political support in the development of profitable projects on the
exploitation of oil. Oil from Nigeria only accounts for 10 percent of the total oil imports to India, and 20 percent

of its oil imports come from Africa. Between 2000 and 200%, tiade between India and Africa increased

almost tenfold, from 3.4 billion to 30 billion US dollars at the rate of about 30 percent annually.
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China has major interestsspeciallyAngola, MozambiqueSudan,Nigeria andZimbabwe.
China imports arincreasing portion otrude oil for its growing needsfrom SubSaharan
Africa®. In 2006, more thannethird of Chineseoil imports came fronBub-Saharan Africa
i.e. major oil-exporting countriesn the region, primarilyfrom Angola, Nigeria, Sudarand
Equatorial Guineawhich represented about five percenttbé total energy needs the
Peopl eublic of REna (Bates G. Chinrhao H. Morrison S.J, 2007) However, the
overall importance of the rolef the World Bankand itsloans, used mainly to finance
infrastructure projectsn Africa, is diminishing because of thactivities carried out byhe
People's Republiof Chind. Reduced influence ahe World Bankmeans reduced overall
influenceof the western countries in Africa, especiahg U.S.

Chinese companies f f i ccoapérdtewith African countrieson the development and
rational use oftheirn at ur al .Buktistoiseally ®\What doesr at i o manbn us e o0
renewablenatural resourcesspecially oil, meanIf the proceeds from the exploitation of
natural resources Africa were usedmainly for development ofother African econany
sectors the increasingxploitation ofnonrenewable naturalesources could be considered
rational However, sincenost of thegproceeds from thexploitationof natural resources lost
to corruption,while the manufacturing sectqisuch asconsumeiproductindustry) hashardly
developedthe exploitation ohatural resourcesenefitsonly the smallyuling elite in African
countries andhoseexploiting natural resourcggrimarily China and the U.Sn addition, the
superpowersespeciallyChing placemoreand more of theiproducts orthe Africanmarkets,
thus benefitting further frormaconomic cooperatiowith Africa.

Chinese andvesternoil companiegprimarily from the U.S) are mostlyinterested irhigh-
quality oil with low sulphur contentrbm the Gulf of Guinea and want t@ecure oil
exploitation rights They have alsaindertakergreat efforts andhavesuccessfully completed
the construction of the infrastructuppelinesandrefineries

According to increasingly stronger and louder {gonernmentalorganizationsin Sub
SahararAfrica, Chinese approach is stilbt sufficiently preparedSince the end ahe Cold
War, the levebf democratizationn SubSahararAfrica hasincreasedand the politicabrena
has become larger and easier tagigate allowing existinggroups protecting the interesif
the local population inrSubSaharan Africato grow strongerand newones to emerge

The mention of otrich countries usually makes one think of Gelf of Guinea regioywhich
is largelysituated in West Africa. However, there is oil in countries stretching tsdhth,
along theAtlantic coast of Africabut theiroil reservesmostly come fronoffshoreoil fields
in the Atlantic Oceanwhich aremore difficult to sabotageln Nigeria, maost of the oil still
comes fronthe Niger RiveDeltaarea which is vulnerable tsabotagendconflictsbetween
the military forces andebels,who are against thexcessiveexploitationof oil resourceand

® About eight percent of the world's oil reserves are found inSaitaran Africa, of which approximately three
guarters are in the Gulf of Guinea countries.

According to:http://www.eia.gov/countries/index.cfm?view=reserves

" China has also provided Africans with new options. While its African investment stake officially stands at $15
billion, this figure may be tlee times as much if money flows from tax shelters are factored in. The decline in
the World Bankds i mportance as a tool for development
Cold War, World Bank grants and loans ($17.7 billion) werthe ballpark of private investment flows to
developing countries ($21.1 billion). By 2000, this had changed dramatically, with $18.5 billion from the World
Bank, compared with $144.5 billion in private financing. By 2011, foreign investment far owastiiporld

Bank spending by a factor of 19 to 1 ($612 billion to $32 billion). In Africa, considered the investment laggard
among developing countries and the most in need of aid, World Bank spending was just $5.6 billion in 2011,
versus over $46 billion iforeign direct investment.

More in: http://www.nytimes.com/2013/07/12/opinion/globalAwerld-banksdiminishingrole-in-

africa.html?_r=0
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environmental destructian theNiger River dédta, as well asinjustcentralizedistribution of
oil revenuesand corrupstructures in charge dlistributing those revenueShineseanfluence
is also growingn oil-rich Gulf of Guinea countries, i.e. Camero®&epublic of the Congo,
andEquatorialGuinea

Resourceich countries are ofreat interesto superpowersThe areastretching between
Chad in the northeastind the Angolanboundaryin the southwestis called Central or
EquatorialAfrica. In a narrow sensét comprises Chagin the north, tereis a transitionzone
towards theéSaharaandNorth Africa), theCentral AfricanRepublic and Democratic Republic
of the CongoWhen the Cold War endethrge parts ofCentral Africabecame ao-called
compressiorzoné, characterized by noticeabtéisintegration ofalready weakgovernment
structures and institutionsTensions in this part of the world intensifidde to ethnic and
tribal issuesaccompanied byhe growing influence of neighboringountries. In the 1990s
the interest and influenagf external powersn SubSaharan Africa subsideg@articularlyin
Central Africa,and as a consequend&g surrounding countrieseized an opportunityo
benefit financially andncrease their influence in theuntries thatvere falling apart The
bestexamplefor thatis Democratic Republic of th€onga This was particularlyevident in
the so-called Central Africanwar during the 1990s. Even today, large parts of Democratic
Republic of theCongoarecompression andnarchy zonedn parts ofthe county where there
is more or lessstablelocal government, controlled by theentralgovernmentin Kinshasa
China has been very actively involvedtire exploitation oimineral resourceas well aghe
infrastructure constructionto facilitate export of mineral resources r om t he count
hinterland mainly theprovince ofShaba the richest provincen mineralresourceslocated
deep in the continent of Africalhe Chinesehave builta railroad thatwill connectthe
province ofShaba,acrossAngola (Lobito port), with the Atlantic Ocean. In geoeconomic
terms, Democratic Republic of the Congothe mainprize in Central Africa. This country
occupies60 percent of the territorand is home tabout 70percent of the populatioof
CentralAfrica. In addition,most of themineral resources are located there

Angolais the richestountry inoil in South Africaandsecond richesin Africa in terms of
reserves angroduction of oil most ofwhich isexported South Africais the world's largest
source 6 diamonds (South African Republic,Angola and Botswana)Scarcer natural
resourcescomparedo other regionsn SubSaharanmfrica, are the consequencd the fact
that gececonomicrivalry of the two superpowersn East Africahas notyet assumedsuch
proportions as iWest and Centrafrica. For China, Angola is the most important country in
SubSahararAfrica, in terms ofoil imports.Since 2003the majority ofoil imports fromSub
Saharan Africa to China has cofnem Angola,which in 2006,surpasse@venSaudi Arabia
and becaméhe largest singleil exporterto China

4. CONCLUSION

SubSaharan Africas of geaeconomicand gecstrategicinterestto the U.S.and Chinathe

two major global powertoday.Chi na 6 s e c o n o nsubksSahprenmA&itas aafdctt on o f
thatcannot be ignored and has vamportantgecstrategiadmplications.An increasingshare

of oil importsto China comes fronsubSaharan AfricaThe relative importance dsub

Saharan Africao the U.S.and, especially, to Chinia increasing dailyUnableto compete

with C h i neao@asnic penetratioof the regionand due tamplementation of the policy of

human rights protection and promotiaat, least declarativelythe U.S.influencein several

8 Cohen, S. B., (2008%eopoliticsi The Geography of International Relatiohsnham, MD: Rowman &
Littlefield, pp. 320-337.

? http://chinaafricareporting.co.za/2014/02/angolakinesebuilt-rail-link-andthe-scrambleto-accesghe-
regionsresources/
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important countries has greatly diminished over the last decade. This in turn increased the
shareof t hose ¢ ou rnoGChigabAs theoimgdortarca @f GuBaharan Africa has
been increasing, so has timerest andevel of involvement of théwo superpwersin the
region,which could increasé¢he rivalry, and possibly cause @nflict over natural resources

with more direct involvement of the twmowers In addition toEast Asiain which Chinais
located and in which the U.S. have been strategicatipg@ed since the erd World War 1],
SubSaharan Africanight becomea future testing ground for economic goalitical power

and influenceof the U.S.and ChinaThe U.Smilitary presencen SubSaharamfrica could

be challengedby China'smilitary presenceespeciallyif the relations between the twgreat
powersbecomancreasinglyburdenedwith theirgeostrategicandgececonomiaivalry.
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ABSTRACT
A broad definition of competitiveness refers to the tendency and ability to compete, win and
sustain a position in the market, increase market share and implement commercially viable
activities that ultimately generate premium returns on investment. &tnesdr concepts
describing a firmbébs capacity to compete are
framework to geographical unit has been subject of much debate. This paper argues that the
competitiveness, policies that promote the elimination exfional disparities, partner
networks and cooperation of regional government with the business sector constitute a
prerequisite for the regional economy. Such an economy then integrates systems of regional
development to ensure growth in living standard¢he defined geographical unit, territories
and markets. Within this context it is important to note that a unilaterally oriented basis which
drives economic growth may, in the future, pose a threat to stable and sustainable
development, and regions witltoproper structures that support innovation and research
could eventually experience an economic hardship due to the loss of competitiveness.
Regional development in terms of ensuring sustainable growth, competitiveness and standard
of living is conditioed by the expansion of social and economic potential of the region.
Innovativeness, innovations, educational structure, qualifications, skills and abilities are
among the key factors that determine the sustainability and competitiveness. The aim of this
paper is to analyze the conditions for increasing the competitiveness of the regional economy
and the conditions of regional development with an emphasis on promoting innovation,
technology transfer and the new structure of the regional economy.
Keywords: Region, Regional Development, Regional Economies, Innovation, Disparity,
Sustainability.
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1. INTRODUCTION

Within the regional economy operate various institutions and partnerships whose mission and
activities create conditions conducive to the development of the region, formation of its
strucure and capacity utilization. Adaptation of regions to the new environment,- Socio
economic turbulences, sustainability challenges and emphasis on creativity are all factors that
translate into a continual need for flexible responses to endogenous amdlestietuli. This
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paper offers, in terms of its scope and depth, a partial theonetethbdological analysis of
selected models of regional development. Innovations, research and development,
respectively their capacities and infrastructural amenitiegpestthe basic conditions for
balanced and sustainable economic and social development of the regions.

2. DEVELOPMENT OF REGIONS, GOALS AND APPROACHES

Regional development is often initiated via administrative, economic and social interventions
from top to bottom and there is a general agreement that regional governments and institutions
should play a dominant role in this process. The concept of enulagelevelopment strategy
favors spatial (horizontal) approaches to sectoral (vertical) management, thereby enhancing
decisionmaking, accountability and autonomy of institutions in the regions with the aim of
utilizing the potential of the area. This is twated by the pace of social and economic
processes, restructuring of regional economies, globalizationregidnalization, social,

health and demographic aspects, and limitations of public funds and resources.

The aim of regional development is to ereshalanced development of individual regions and

to eliminate or reduce the differences between their levels of development. This concept also
includes the necessity to increase the competitiveness and economic performance of regions.
Cohesion of regions W require continuous and gradual transfer of responsibilities of
governments to transnational integration level as well as regionafjasaifnment level,
which, however, weakens the role of national economies.

The utilization of endogenous factors, exxtal factors and the potential of the area is an
essential starting point for the development of regions and constitutes a necessary condition
for changes that will lead to a new, higher quality of life, competitiveness, productivity,
income and of coursenprovement of social standardSompetitiveness of the region can be
measured by:

- regional GDP per capita,

- quantitative description of selected social and economic indicators,

- qualitative analysis of selected social and economic indicators,

- measurema of regional disparities and levels of development of the region.

There are several methods, differing in their inputs, interpretability a data availability, that are
being used in practice to measure regional disparities (differences) and the dentlepeie

of regions. Generally, various domestic and foreign scientific and professional sources in the
field of regional development interpret disparity as different degrees of social and economic
development that reflect inequalities between the compargiies. A different approach is a
classification according to OECD methodology, where the disparity might also mean spatial
as well as distance differences.

Under the influence of global and regional changes associated with the processes of
decentralizaon, strengthening the competencies of local -gelfernment and fiscal
decentralization, regional disparities are becoming more visible also from the point of view of
public. These differences are determined by economic, social and structural changes,
infrastructure endowments as well as geography and human capital potential of the region.
Under these conditions individual territories acquire the status of marginal or developing
region. Marginal regions are characterized by a low level of transport,datlamd social
infrastructure, rapid aging of the population, but on the other hand such regions are often rich
in natural resources.

Negative differences need to be distinguished from positive differences, representing a
decisive force for the developnteaf the region and its differentiation from other regions.
Positive disparities stimulate elements that act in favor of rapid development, thereby creating
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differences that might be contrary to the objectives of harmonious regional development and
as suchmust be mitigated or eliminated by using the tools of regional policy. It follows that
the disparities do not possess purely social and economic dimension, but can be understood
more broadly as differences in spatial inequality, geography, politics,| sommaitions,
ecology, mineral resources, and the like.

Regional disparities are mainly seen as inequality or quantitative differences in economic
performance, as well as differences in the use of production capacity, the available resources
and endogenougotential, which varies across the territorial and administrative units. These
differences are measurable on the basis etlpfmed economic and social indicators.

The combination of the effects of market forces, globalization, with its paradoxes and
"virtualization" of processes naturally leads to the concentration of development in several
core regions with favorable conditions and consequently may intensify regional disparities.

The isolation of a region is not a viable option in today's economicogmeent characterized

by international exchange of goods, services, investments and free movement of capital. The
policy of isolation would ultimately result in a significant reduction in the standard of living,
but also a high degree of openness may caubelences associated with fluctuations in the
business cycle and the waves of the economic crisis.

Availability of natural resources, human resources, social and technical infrastructure and
functioning of seHgoverning institutions are among the kegctbrs that determine the
development of the endogenous potential of the region. These are the conditions for
innovation and technological activity and support small and medium business and
employment. Various forms of regional economic institutions creaelitions conducive to
regional development, especially those supporting and activating the research, development,
innovation, education, technology transfer and capital inflows.

3. DEVELOPMENT OF REGIO NS AND COMPETITIVENE SS OF THE ECONOMY
Globalizationand technological progress within the regional economy context create pressure
to increase competitiveness and readiness to cope with new challenges and futuréhieends.
regional economy should not be understood only as a supporting activity, respecivety

in the construction of industrial parks and business incubators, but mainly as a synergistic
effect of positive actions of academic, research and business partnerships based orn a public
private principles.The balance between innovation and esibn growth poles based on
intellectual resources and higher technological platforms is essential for the formation of the
regional economy at the national level.

Activity in the regional economy ultimately contributes to the growth of competitiveness of
the region, which greatly benefits from the partnership between the public and private sectors
in relation to the influx of investments with higher value added, transfer of technology and
knowledge and growth in employment opportunities.

Competitiveness othe region reflects its ability to cope with innovation activities and
investments with the objective to improve its economic performance and stimulate growth in
employment through the creation of new jobs that match latest development trends and
impulses and thus significantly help the region's economy. The regional economy is
dependent on the appropriate structure and organization of entities of public administration,
the rate of saturation of local and regional markets, knowledge of regional needs;agso

and their contribution while ensuring social and economic balance.

Interrelationship of the regional economy with the entrepreneurial and innovation
environment in the region acquires in the context of the knowledge society new dimension
with numerais qualitative changes. Competition sharpens structural relationships, and it is a
task for national and regional governments to create, promote and develop the right
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entrepreneurial and innovation environment and the capacity of regional economies to
diversify the region's resources in terms of their availability, efficiency, creation and
redistribution.

Innovation and innovation performance determine the degree of technical and technological
level of the economy of the region and complete the complexrefagonships that are
cumulatively formed and thus become an organic structure which constitutes a key parameter
of regional development. Geographical, sectoral and sciergdiearch linkages with a high
degree of interconnection between institutiam@npanies and organizations can be followed

on the example of the developed economies, such as Sweden or Finland, where exists a
sophisticated innovation system with regional elements. This form of cooperation increases
the efficiency of the entire systeamd in terms of regional government puts pressure on the
dynamics of regional development. These objectives are paradoxically supported through
unflattering and undesired outcome documented in the European innovation evaluation (EIS,
2010), in which Sloval is ranked 23rd among all EU Member States. Economies of the
European Union can be divided according to the Summary Innovation Index 2010 im&d seve
groups, the inclusion into a particular group corresponds to a certain value of the index.
Leading grop consists of the Nordic economies, such as Sweden, Denmark, Finland and the
"driving force of the EU" in Germany. The second group consists of countries with index
valuesranging from 0.5 to 0.6 (France, Austria, Great Britain, Luxembourg and othbes). T
third group consists of countries with moderate levels of innovation, with an index value of
less than the average innovation performance of the'Eldountries. This group includes

Italy, Spain, Greece, the Czech Republic, Slovakia and more. Ther¢agi gonsists of
countries with a low level of innovation (index value below 0.3), namely Romania and
Bulgaria.

Support of science and technology from public funds is currently focused on supporting
technology incubators, technology parks, technology tearcenters and centers of research
and development for the transfer of research results into practice. Research and development
cannot function effectively without additional links to education and innovation activities in
the commercial sector.

Emphasison cooperation between academic research and economic practice is realized
through the support of the creation of regional networks of research that contribute to the
development of regional economy. The creation of regional networks of research lshould
preceded by an analysis of the business environment and development potential, which
examines how to fully exploit the real innovation potential in the region.

Innovation performance of regions depends on the structure of the regional economy in
relation b the possible synergies between national and regional aid from public funds and the
ability to attract private enterprises in these activities. Research and educational institutions
will have to improve their ability to serve as a source of impulsesibavate private sector
investment in research, development and innovation.

These components are one of the main tools for making better use of the internal potential of
the region, geographical area, labor force, raw materials and technology in conngtttion
changes in the internal and external sagonomic environment captured in the "Europe
2020 Strategy and the Program Horizon". Support for small and mesitrgioh enterprises in

the region and their cooperation with research institutions, promofi@mployment and
creation of new effective jobs, innovation and new technologies in relation to the development
of services in the region play an important role in achieving objectives of-scaimmic
development of the regions.
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The above objectives caat be fulfilled without the strong support of innovative activities in

the regions, thereby improving their competitiveness. These phenomena have resulted in the
growing importance of the role and functions of regional governments and national
governmentsand their involvement in new forms of enterprise in the regions (scientific and
technological parks, university science parks, clusters, innovation centers, technology
incubators, incubators of creativity, competence centers, centers for technologgrs$taansd

the like). In the case of incubators in principle, we can distinguish three basic types:

a) business incubator,

b) technological incubator,

C) an incubator of creativity.

The first type is focused on the development of small and mesized eterprises in the

region, capacity building in the region, job creation and expansion of services. In contrast to a
business incubator, technology incubator supports new advanced technologies and innovative
mediumsized enterprises in accordance with Schetes classification oriented to new
markets and new types of products. The aim is to associate incubators in a manner that will be
beneficial to regional development in the areas of business environment, employment and
thereby stimulate the recovery oégional economies in the social and economic field.
Incubator of creativity focuses attention on supporting innovative small and methed
enterprises operating in the creative industries and services. This type of incubator has
administrative and ingtitional properties similar to the features of technological incubator (in
terms of equipment, outsourcing of administrative and accounting services, training activities,
consulting services, networking, project management, etc.).

Regions with significaninstitutional and program support for raising the level of education,

the development of innovative activities and the establishment of appropriate structures tend
to achieve economic growth and employment dynamics necessary to ensure sustainable
developmat.

4. STRUCTURE OF THE REGIONAL ECONOMY IN TER MS OF INNOVATION

AND TECHNOLOGY

Regional economy uses partial comparative advantages, because at the level of the regional
economy we know how to accurately and efficiently shape the specific conditionsaaade

them in accordance with the interests of global strategic objecti#sthe view of ensuring

a better quality of life and higher standards of living, it is important to note that the
comparative advantage based on low cost of materials and bowdasts tend to bring only
shortterm effects, can lead to rapid plundering precious mineral resources while positive
effects often disappear very quicklZonversely, comparative advantages based on the
application of research results, transfer of kremlgle into practice and innovation potential
promote longterm competitiveness and sustainability of economic growth, employment and
revenue base of economic entities in the regidriserefore institutional units such as
scientifictechnological parks, clters, research and development centers, centers of
excellence, technology transfer centers, incubators and regional innovation centers play an
increasingly important role in the structure of the regional economy.

Science and technology parks (STP) carryt goainly activities that support the
commercialization of research and development in practice through small and medium
enterprises that are part of the@®TP acquires the results of research and development
through its own activities or contracts with@asch and development institutions (university,
academy, research institute), in relation to the development of the relgider EU rules, the
concept of scientific and technological park is understood in a narrow sense as a tool within
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the structure of garticular area, in our case in the region, which provides comprehensive
support for the building and development of such entidesommon phenomenon is the
thematic focus of these parks based on sectoral nature and focus of the local economy, the
implementation of sectoral policies and close links to research characteristics that reflect the
actual conditions and traditions in the regiBiP creates a nexus of subcontractors, paves the
way for employment growth and improvement of living standardshenfirst phase pulls

ahead manufacturing and assembly environment, and in the later stages supports production
development companies, as well as technology companies. A prerequisite for the creation of
the STP is a master plan, which defines the appitepdane for the park, defines the
boundaries for the intended STP, examines the broader relationships and their arrangement,
determines conditions for the development of basic research infrastructure and ensures that
proper technological conditions are miained.

University technology parks, respectively university science parks may in future serve as a new
important tool for supporting the development of innovation in the region. As confirmed by the
positive experiences in Finland, France and Germanyy padks successfully combine the
physical and technical infrastructure, promote academic basic research, provide support and
accelerate the transfer of knowledge and technologies into praétioeate business
involvement, participation of private capitarofessional management of public subsidies and
grants are an integral part of university technology parks.

Innovation performance contributes significantly to economic growth and competitiveness of
the region. An important issue is the fact that theoreg currently lack the institutional
capacity to continue to prepare regional innovation strategies for the transfer of new
technologies and apply innovations in the sectors of industry and services. One method of
addressing the current situation is cie@ta network of regional innovation centers to
increase the use of innovative tools in order to:

1 improve the competitiveness of regions, reduce regional disparities and increase
regional employment rates through the development of innovative instruntghts a
regional level,

1 reestablish and expand the potential of innovation in the context of applied research
and development for innovative entrepreneurship, develop cooperation of enterprises
with research, development and educational institutions irethiens,

1 transform knowledge obtained in universities and other research and educational
institutions into the industrial practice with a focus on small and medined
enterprises in the regions,

9 create conditions for the emergence and development df anth medium sized
innovative companies focused on the use of new production processes and
technologies, the production of competitive products and the improvement of service
quality.

The main mission of centers for the promotion of innovation is tecediely interconnect
business sphere and research capacities. These centers will contribute to the social and
economic development of their respective regions by encouraging innovation and creating
new innovative businesses.

Transfer of knowledge gained the research and development activities of universities into

the business environment and the structure of the regional economy is still limited. It is
important that universities and colleges in the region improve in the future their competence
to manag multisource financing and ability to generate income from business activities,
licenses, grants and the like.
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According to lvanova (2011), innovation performance is crucial for sustainable economic
growth, which is the main feature of an economy basedquality. Regionalization of
economies must be in the interests of progress and development accompanied by the
integration of new technologies and innovation. Therefore, the public sector should support
the creation of regional innovation centers, asl weldefine other tools that support these
objectives. This is especially important in regions that already have sufficient educational and
research base.
Tackling these issues within the context of a regional economy also supports the European
Commissiors report. This report defines the following priorities aimed to promote efficiency
and competitiveness in research, technological development and innovation in the regions:

1 growth of spending in research and development,

i interconnectedness of researplojects, educational institutions and the business

sector,
1 significant retreat from purely academic research output.

5. CONCLUSION

Economic and financial crisis as well as the growing pressure of competing countries with
cheap labor are the factors tlsimulate the transition to a new stage of development in
which the structure of regional economies relies on the use of outputs and effects of tools such
as STP, clusters, innovation centers, technology incubators and their networking within the
region, national economy and transnational integration units. The driving force behind such
developments may be the increased education level of the population, powerful research and
development base, the innovation potential of the private sector prompted bgrabfa
business environment and participation of regional authorities in the jpuislate innovation
partnerships. However, in the absence of significant changes in legislation, competences and
financial incentives that promote research and developmeestments and innovations in
industry, technologies and services, the regions will fail to attract private capital to support
R&D and innovation potential and thereby shaping the new structure of the regional economy,
based on the lontgrm competitivenss.
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ABSTRACT
The posiGreat Recession recovery in major developed economies has seen unemployment
rates declining gradually, although still not reaching their letegm, "natural” levels. At &
same timeJabour productivity has been improving, but this has not been followed by a
corresponding increase in real wages. We asathie unemployment and employment rates in
the Republic of Macedonia in comparison to EU28 average and some seleatéiesonf
SouthEastern Europe during the recession and its aftermath, and we notice that the
developments in Macedonia in this particular period have been in the opposite direction to
those in the comparing countries. We also include quantitative analy$ie relationships
between the following macroeconomic variables of the Macedonian economy: (i) GDP growth
and changes in unemployment; (ii) changes in employment ratdabodr productivity
growth; and (iii) labour productivity growth and changes iverage real wage. Finally, we
conclude that the standard (i.e. expected) relationships between the unemployment/
employment, GDP growtlgbour productivity and price of thlEabour camot be confirmed in
the case of the Republic of Macedonia, and thatetlseems to be a strong influence of some
peculiar institutional and policy factors that shape the functioning ofaibeur market in the
country (the consolidation of the registry of unemployed persons, the existence of grey
economy, some nestandard instutional arrangements related to the employment in the
public sector, and the like).
Keywords: GDP, Great Recessiqghabourproductivity, real wagesinemployment

1. INTRODUCTION

During the whole period of transition in the Republic of Macedonia labopply drastically
exceeded labour demanesulting in highunemployment ratefor quite a prolonged period
of time. High unemployment ratevas inherited from the perio@venbeforethe transition,
because at the end @980s unempbyment rate in Maceda was 256%. Unemployment
continuously increased during transitipariod and reached its apex of 3. in 2005. Today
Macedonia has one of the higher unemployment rates in Europe

In Table 1 are presented key economic indicators and labour marketnmeréas in the
Republic of MacedoniaAs can be seen fromable 1, unemployment in Macedonia has
long-term and structural character. Duritigg whole period of transitiothe unemployment
ratehagemaired at levels abov@0%. The same period has been @weriedby: very small
increase inthe employmentrate very low (negativein 2009 and 20i&esof productivity
growth and in most yeanegative rates of industrial production growth.
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Table 1.Performance of the economy and labour market perfornmatioe RM(NBRM,
Quarterly bulletin- 1 /2014)

Real Industrial Unemployment | Employment| Productivity Gross wages

GDP production % % annual

growth Growth growth rates Nominal Real
Year rate rate MKD” changes | Changes
2000 4.5 / 32.2 35.8 / 17,958 6.0 -
2001 -4.5 / 30.5 38.6 / 17,893 -0.4 -5.6
2002 0.9 -5.3 31.9 35.8 / 19,030 6.4 4.5
2003 5.6 4.7 36.7 34.5 / 19,957 4.9 3.7
2004 4.6 -2.2 37.2 32.8 / 20,779 4.1 4.5
2005 4.4 7.0 37.3 33.9 0.1 21,335 2.7 2.2
2006 5.0 5.9 36.0 35.2 0.5 23,037 8.0 4.6
2007 6.1 3.9 34.9 36.2 2.4 24,139 4.8 2.4
2008 5.0 5.1 33.8 37.3 1.9 25,349 8.7 0.3
2009 -0.9 -8.7 32.2 38.4 -4.2 29,923 9.4 10.3
2010 2.9 -4.8 32.0 38.7 1.4 30,226 1.0 -0.6
2011 2.8 6.9 314 38.9 1.8 30,603 1.3 -2.5
2012 -0.4 -2.8 31.0 39.0 -1.2 30,670 0.2 -3.0
2013 2.9 3.2 29.0 40.6 -1.3 31,025 1.2 -1.6

* MKD 1T Macedonian denar.

As a result of the structural imbalances between supply and demand with respect to worker
gualifications and geographic distribution, as well as having in mind the long duration of
unemployment, it can be said that the unemployment in Macedonia has pradtiynbeen
structural in its naturelhis alsomeans thathe unemployment in Macedonia such thathe
phenomenon of A d has beenuquite grpattanihe redearchamductedoy
Trpeski (2012) suggests that 87.16% of unemployment in thalfRemf Macedonia can be
explainedwith long-term (structural) unemploymerdndonly 13.24% can be explained with
shortterm (frictional) unemploymen#lso,only 6.75% of the changes in unemployment can
be explained by changes in GDRpeski 2012, p191-204).

At the beginning of the transitiothe shareof the longterm unemployment (unemployment
longer than one year) in total unemployment was very high and reached almost 80%, in 1997
it was 83% and remaineat that leveluntil today {(n 2010it was 835%).The stuation with

the unemployment longer than 4 yedras been eveworse. Namely, unemployment longer
than 4 years in 1997 was 15.7%, whialas 43% of the total unemployment. But,
unemployment longer than 4 years in 2010 reached 20.2% wiasl63.2% of the total
unemployment.The bngterm unemployment in Macedonia confirms glokaldencethat

there is a negative correlation between opportunity to find a job and duration of
unemployment.This is a typical situation of the phenomenon sf-cdled dscouraged
workers.

Structural unemployment in Macedordgamesfrom the mismatch between the qualification
structures of the labowsupply and labourdemand, without significant influence of wage
flexibility. The skills and qualifications supplied by workers do not correspond with
qualifications that are demanded by employ&rs2008 only 7.7% of unemployed persons
are with higher educatiomnd90.3% are with four yearmsf secondary schoat most; out of

the latter groug1.6% are witlonly primary schoolln the transition period, although certain
changes have occurrdtierehas beetittle progress in improving the educational structure of
the unemployed persoisfact, the problem of structural mismatoetween the qualifications
supplied and qualifications demanded has remained even at preseir tayRepublic of
Macedonia.The reasons for the very high and persistent unemployment in Macedonia are
numerous, but generally we camphasize five of #m 1) the occurrence of structural
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imbalances at the beginning of ninetiestt®) process of creating labour market institutions;
3) the effect of so-called Hysteresis; 4}he low level of investment since independemncgil
today, and 5)the completefocus of economic policies otihe aggregate eimand side and
almost completaeglectof the aggregate supp{yrpeski 2012,)

2. COMPARISON WITH EU MEMBER STATES AND SELECTED COUNTRIES

FROM SOUTH EASTERN EUROPE

All the above factors have contributed to Macedonia's labour market having performed much
worse in comparison withEuropean countries. Table 2 provides one picture for
unemployment ancemployment in ELR8, Euro area and selected countries from South
Easten Europe.

Table 2. Comparison of unemployment and employmenti8&Buro Area and selected
countries form South Eastern Euroffigiropean Commission 2013, State statistical office of
the RM. 2008, 2009, 2010, 2011, 2012, 2013, National Bank of the Z00).

EU | Euro Bulgaria | Croatia | Greece | Romania| Slovenia | Macedonia
28 area
2008 | Employment rate (%) 65.7| 65.9 | 64.0 57.8 | 61.9 59.0 68.6 37.3
Unemployment rate (%) 71| 7.6 5.6 8.4 7.7 5.8 4.4 33.8
Employment growth (%):
-Agriculture / / / / / / / 11.2
-Building and construction ;50 186 / 1.1 10.6 11.6 3.7
-Services /1.4 2.2 / 0.4 1.0 3.7 1.0
-Manufacturing industry / / / / / / / -4.8
2009 | Employment rate (%) 65.4| 645 | 626 56.6 | 61.2 58.6 67.5 38.4
Unemployment rate (%) 9.0 | 9.6 6.8 9.1 9.5 6.9 5.9 32.2
Employment growth (%):
-Agriculture -1.9 2.2 0.0 / 2.6 -0.1 1.7 2.6
-Building and construction 53 g5 6.9 / 45 1.2 -0.9 3.0
-Services 1.5 1.7 3.3 / -0.6 0.4 0.3 9.2
-Manufacturing industry g o 54 / / 4.5 -9.7 -9.5 2.8
2010 | Employment rate (%) 64.0| 64.1| 597 54.0 59.6 58.8 66.2 38.7
Unemployment rate (%) 9.7 | 101 10.3 11.8 12.6 7.3 7.3 31.4
Employment growth (%):
-Agriculture 00 -10 -36 / 0.4 4.8 -2.0 4.4
-Building and construction 44 .39  -189 / -12.7 3.1 9.5 5.0
-Services 01 0.1 0.3 / 2.5 -2.0 -0.6 1.3
-Manufacturing industry 35 .32 / / -4.9 -6.7 -6.2 -3.5
2011 | Employment raté%) 64.1| 64.2| 584 52.4 55.6 58.5 64.4 38.9
Unemployment rate (%) 9.7 | 101 11.3 13.5 17.7 7.4 8.2 31.0
Employment growth (%):
-Agriculture 24 -19  -29 / -5.0 5.7 2.5 0.7
-Building and construction 59 .38  .11.8 / 225 3.4 -11.4 11.8
-Services / / / / / / / -0.2
-Manufacturing industry g4 01 / / -8.5 1.5 -0.2 -0.2
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2012 | Employment rate (%) 64.1| 63.8| 58.8 50.7 51.3 59.9 64.1 39.0
Unemployment rate (%) 10.5| 114 12.3 15.9 24.3 7.0 8.9 29.0
Employment growth (%):

-Agriculture 15 -19 59 / 3.7 3.0 -0.9 6.9
-Building and construction 40 .47 63 / -17.0 2.2 7.8 5.6
-Services / / / / / 4.0
"Manufacturing industry .11 .11 / / -13.3 0.7 -1.6 03
One of the key insights of this comparative

rate has been comparatively quite low: during the period-2002 the average employment

in Macedonia (38.5%) has only been 60% of the EU28 average employnmeei{4&i%);

even compared to Croatia, whose average rate (53.4%) has been the lowest within this group
of EU member countries, Macedoni ads rate has
might be due to some loftgrm factors influencing the labownarket and job creation: first,

the decline in employment in the first years of transition, caused by political circumstances
(dissdution of the exYu federation); second, the processes of (insider dominated)
privatization and enterprise restructuringhie real sector without any meaningful support by

a quality foreign capital inflows; third, the relatively restrictive mix of monetary and fiscal
policies, which prevented any significant increase in credit and tprivevestment;and,

fourth, the persisint presence of a significant informal sector of the economy, which has been
distorting both the official unemployment rate but also the employment rate.

But, when looking at the employment dynamics, the situation is quite different. During the
period 20082012, the employment rate in Macedonia has slowly but steadily increased by
about 1.5 percentage points, whereas the EU28 employment rate has decreased by a similar
sizeT such opposite movements are even more pronounced when one looks at individual
comparing economie$ for example, in Croatia the employment rate has fallen by 7
perces1notage points, in Bulgaria by 5.2 percentage points, and in Slovenia by 4.5 percentage
points™.

On the other hand, the unemployment rate in Macedonia during the peri8@D® has

been significatly higher than the comparable countrifse average unemployment rate in
Macedonia (31.4%) has been 3.4 times higher than the average rate for the EU28 (9.2%), and
4.6 times higher than in Slovenia and Romania (6.9%&ven compred to Greece, the
Macedoni ads average unempl oyment rate has be
when it comes to the unemployment rate dynamics, the direction of changes has been quite
the opposite to the changes in the EU countries: duhisgperiod of prolonged and deep
recession, Macedonia has experienced a decline in the unemployment rate by 4.8 percentage
pointd falling year after year, it had fallen from 33.8% (2008) to 29.0% (2012). However, the
level of unemployment still remainslaéively highi even aftents declinet he Macedoni a
unemployment rate in 2012 is 2.8 times higher than the average rate of the EU28 and is higher
than the rates of all the comparing countries.

' Only in Romania, the employment rate has actually increased by 0.9 percentage points. On the other hand,
Greece hs been the extreme case, as its economy has been most severely hit by the European debt crisis and
recession, with its employment rate declining by 1/6 in only 5 years.
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3. OME QUANTITATIVE ANALYSIS 1 DATA, METHODOLOGY AND RESULTS

The purpose of thipart of thepaper is taquantitativelyinvestigate the relatiahip between
unemployment, laboysroductivity, economic cycle and wages in the Republic of Macedonia
during the period of transition withapticular focus on posgreatRecession recoveryn our
analysiswe rely on the previous work @ordon (1995), and Blanchard, Solow and Wilson
(http://economics.mit.edu/files/19P9on the relationship between unemployment and
productivity, as well as othe work of Fiti et al. (2013) on the relationship between GDP gap
and unemployment gap in the Republic of Macedonia.

In our quantitative analysis we use quarterly data for GDP growth rates, unemployment rates,
employment rates and real wage growth ratésch have been compiled by the National
Bank of the Republic of Macedonia, in their Statistical Quarterly Bulletin. Also we use data
compiled by the State Statistical Office. Our analysis of the labour market and
unemployment/employment dynamics consiststhree segments: the relationship between
GDP growth and changes in unemployment; the relationship between changes in labour
productivity and changes in real wages; and, the relationship between changes in employment
and changes in labour productivity.

Under the definition of recession as a two successive quarters with negative real GDP growth
rates, Macedonia has experienced two, but relatively short and shallow recessions in the
period during and in the aftermath of the Great Rece$some in 2009 adh the other in 2012.
However, during the whole period 20@813 the economy has experienced a steadily
declining unemployment rates, albeit from the very high levels, which contradicts to
conventional wisdom that recessions are generally associated argasmg unemployment
rates.

In this paper, we analyze the relationship between the GPD growth and unemployment by

using quarterly data for the period Q1:200Q 1 : 20 1 4 . Based on the | og

Mankiw (2013, p. 276) cites an empirical an&@yshich shows that the correlation coefficient
between the percentage change in real GDP and the change in unemploymenitor.8® is
We use this simple relationship and regress GDP growth rate (GD&tgynemployment
rate change *(U Ut,). Our estinated regression equation is the following:
GDP(g)= 2.94 qiuQ. 71* (Y
correlation coef?t0.0203eSEE=2.8695val e 14@1B ;) R= 1

tcritical value for H#lles04978i fi cance = N2.032.

The equatiorshows that when unemployment rate falls for 1 percentage point, the growth rate
increases by 0.7 percentage points. However, although the signs of the estimated regression
coefficients are as expected, the model shows very low level of statistical sigogic
Therefore, it seems that in the case of the Republic of Macedonia there has been a quite low
association between the changes in the business cycle and the changes in unemployment.
Another aspect of the functioning of the labour market we have igatsd is the relationship
between the real gross wage and labour productivity. The theoretical hypothesis is that an
increase in labour productivity should be associated with an increase in real wage, since
higher productivity reflects increased margipaedduct of labor, which should be matched by
higher valuation of labour as a production factor. In this context, we regress the real gross
wage growth rate (RGW(g)on productivity growth rate (PROD¢pJor the period Q1:2006
Q1:2014.

We obtained the ftowing estimated regression equation:

RGW(g) = 2.001 1.00*PROD(g) (2)
correl ati oni0.600& Rf 0.2508e SEE = 5.05=

0

tval ue 182rtcyi £i cal value for 5% significance
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The regression points out to somewhat unexpeesult: a decrease in productivity growth is
associated with an increase in real wage growth in the observed period in the RM. However,
one reasonable explanation may well be related to the what has been happening in the public
sector of the Macedoniarc@nomy: a significant pace of increase in employment in this
sector, with a possible adverse effect on the labour productivity of the overall economy, while,
at the same time, an increase in wages in the public sector during the recessionary period
(whichwas even considered as a coungEessionary measure).
The third piece of quantitative analysis concerns the relationship between the changes in
employment and changes in labour productivity. We regress the percentage rate of change in
labour productivg (PROD(g)) on the tweperiod lagged change in employment rate
(( PEMPL) wher eby oE MMRL.;. in ofdev @ Ichoose the lag length, we
checked the correlation for 1, 2, 3 and 4 quarters, and theuester lag length showed the
highestcorrelation. Since both variables can be the cause and the outcome of the relationship,
we choose to investigate the causation running from change in employment to change in
labour productivity. The estimated regression equation is the following:

PROD(g)=0.4711. 86 07 * (2pEMP L X3)
correl ati oni0.d184 R 0.1709e SEE =2.94=
tval ue T2%rtcyi £i cal value for 5% significance
The equation shows that if the employment rate increases by one percentage point in the
current period, that would lead to a fall in productivity growth rate by 1.86 percentage points.
If there is no change in employment rate, productivity growth rate would increase by 0.47
percentage points. These results suggest that the positive trenplayment rate in the RM
during the most of the analyzed period has not always been associated with the improvement
in labour productivity, i.e. the improvement in the allocation of labour in the economy. From
the statistical point of view, this results shaelatively satisfactory degree of statistical
significance.

4. INSTITUTIONAL CONSTRAINTS, LABOUR MARKET AND UNEMPLOYMENT
DYNAMICS

The role of institutional factors in determining the ultimate performances tdlibarmarket

in the Republic of Macedoaicannot be overstated. This can be associated with some general
features of the Macedonian economy, like the lack of stable political environment (internal as
well as external), the quite extensive state interference with the economy and the society as a
whole, and the long tradition of trade union activity. Td@our market institutions not only
affect unemployment, but are also related toléleurforce participation rate, the job search
process, the process of wage determination, the social pootettte changes in the quality of
labourforce, the orthe-job protection of workers, thabourincome taxation, and etc., all of
which in the final instance affects the level of employment and unemployment.

In this context, of particular importance irethase of the Republic of Macedonia are the so
called nonstandardlabour market institutions, as well as the activities undertaken by the
Government and the State Employment Agency related to the consolidation of the registry of
unemployed persons in tkkeuntry.

4.1 Non-standard institutions

One of the very peculiar institutional arrangements related tiabloeirmarket in the RM has

been the implementation of the Ohrid Framework Agreement (OFA), which ended the internal
armed conflict in the RM ir2001. Under the OFA, the salled equitable representation of

the underrepresented ethnic communities in the public sector employment should be achieved
by fasterthanaverage increase in public sector employment of the members of the non
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majority ethnicgroups. From the economic point of view, this generally means that the basic
criterion for new employment (in the public sector) is not the expected marginal productivity
of labaur, or the differences in the quality &dbour (and human capital), but thehaicity.

And during the recessionary period 268&Ll2 this policy has been implemented quite
intensively, leading to a job creation in the public sector which has been insensitive to the
business cycle or to the need to maintain an economically suseaisiabl of the public
administration.

4.2 Consolidation of the registry of unemployed persons

Activities of the Government and Employment agency of Republic of Macedonia in the past
few years, for consolidating the register of unemployed persons, hanmecaigt influence on
unemployment in the countrylhis affect unemployment rate to decline in a period of
stagnation of economic activities.

Actually decreasing of unemployment in Macedonia in the period-20Q& is not result of
employment of unemployeaakersons, but is due to the fact that unemployed persons crossed in
to the contingent of inactive populatiddamely, in a mentioned period, 69.226 persons, in
average per year, crossed from unemployrd the inactive population, but in a opposite
direction crossed 21.214 persons in average per year. It creates net outflow from unemployed
of 48.012 persons average per year. Therefone can conclude that decreasing in
unemployment in the period 20@®12 is result, primarily of negative balance of flows o
relation from unemployeihto the inactive population anglice versawhile the flows from
unemploymaet into the employees and vice veestects unemployment to increase

With other words, negative balance between unemploesctive population, or neiutflow,
exceeds nenflow, or positive balance between unemploysdployedThis means that
unemployment is decreased because persons which aaerdoords of unemployed (in
Employment agency of the RM) in large number crossed into the inactive popudati in a

small portion to employed@his probably happens from administrative reasons by removal
unemployed persons from the records of unemployed in the Employment Agency.

Namely, for 2007 and 2008 Employment Agency of the Republic of Macedonia oadise b

of a survey has determined the number afpbe who are registered at tagency only with

aim to use health insurance. They are not real job selkenber of these persons in 2007
was 75,508 or 21% of unemployed, and in 2008 was 71,589 persa@9%s of unemployed
(Employment Agency of the RM, Annual statements for 2007 and Z@8)n 2009
Government amended two laws.Based to the Law on Amendments to the Law on
Contributions for Mandatory Social Insurance (Official Gazette no. 64/2009) ah@when
Amendments to the Law on Health Insurance (Official Gazette no. 67/2888)ng from

June 1, 2009, temporarily unemployed while receiving unemployment compensattn
unemployed which actively loofor a job and are registered in the Employm&gencyill

realize theirrights to compulsory health insurance through the Health InsurBnnd of the

RM, which is now responsiblefor the calculation and paymenbf contributions for
compulsory health insurance. (Employment agency of the RM, AnnpairR2009, p. 99).

With moving thecompulsory health insurance in thiealth Insurancé&und of the RM the
number of unemployed persoregyistered athe EmploymenAgencyhasdecreasedhus,at

the EmploymenAgency remainednly those persons who actiyelook for job and who are
willing to work.

This explains one contradiction in the Macedonian economy, that in 2011 and 2012, when the
economy has seen stagnant or even negative rates of GDP growth, unemployment has
declinedln a period 2008012 employmemnincreased. This increasing in employment can be
explained on slightly noestandard way.Standard explanation is that employment are
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increased as a result of crossing the persons from unemployed to empiayedly,
unemployed found job and become emptbait in the Republic of Macedonia employment
are increased as a result of greater inflow from the inactive populatom.a inactive
population in a period 2008012 are employed 167,027 persons, while from the registered
unemployed persons are employedy 53,621 persons.

The Contingent of employed persons has positivanilewv with the contingent of inactive
population of 37,257 persons in average per year, while for the same period tvaifloetof
25,194 persons with the contingent of unemplogedsons.This is an additional indication
that unemployment in the Republic of Macedonia has-teng and structural character.

4.3 Effect of the GreyEconomy

One important factor that affects the level of registered unemployment as well as the overall
functioning of thelabourmarket in the RM has been the grey economy. The size of the grey
economy in the RM has been large during the whole transition pér@meen during the
second decade of transitiddchneider et al. (2011) estimate ttiad size othe gey economy

has been over 30% of GDP. This has made the official figures for unemployment and
employment unreliable, and has also contributed to the low levabofirproductivity in the
economy.

Table3: Estimates for grey economy in Macedoniag@32007 Schneider et al 2011)
Year 1999| 2000| 2001 | 2002 | 2003 | 2004 | 2005| 2006 | 2007 | average

Grey economy as |
% of GDP 39 | 38.2(39.1|389|384|374|369| 36 |349| 37.6

However, some supplyide policy measures introduced in 260008 seems to have had a
positive effect in terms of increase in employment rate, by shiftinglaheur from
unregistered to registered employment. Namely, starting from 2007 the previous progressive
tax structure of the personal income tax and the corporate profit has beerddpia flat tax

at a single rate of 12% (2007) and 10% (2008 and thereafter), which effectively amounted to a
tax cut and also reduced the tax wedge on wages. This tax wedge reduction was accompanied
by a reduction in the social contributions for pensioealth and unemployment insurance,
amounting to a reduction in the overall fiscal burden on wages from almost 50% (2006) to
32% (2011) and 36.1% (2014). (See, Table 4.)

Table 4. Personal income tax and sdaontributions in the R.M (%)

(Trpeski and Tshevska 2012, p. 576)
2006 2007 | 2008 | 2009 | 2010| 2011 | 2012 | 2013 | 2014**
Pension and disability insuranc 21,2 21,2 | 21,2 19 18 18 18 18 17,6
Health insurance 9,2 9,2 9,2 7,5 7,3 7,3 7,3 7,3 7,3
Unemployment insurance 1,6 1,6 1,6 1,4 1,2 1,2 1,2 1,2 1,2
Total social contributions 32 32 32 279 26,5| 26.5| 26,5| 26,5 26,1
Personal income tax 15, 1 12 10 10 10 10 10 10 10
Total burden/wedge 47, 5 44 42 379] 36,5 365] 36,5 36,5| 36,1

5. CONCLUSION

The labour market in the Republic of Macedonras permanently been in disequilibrium
during the transition period, wittabour supply exceeding the demand for labor, and the
unemployment rate being very high. It can be said that the unemployment in the country has
basically been of longerm, i.e. stuctural nature, creating the problem of-cadled
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discouraged workers. The comparison with the average levels for the EU28 and some selected
EU member countries of the Souastern Europe shows that the Macedonian unemployment
rate has been significanthygher and the Macedonian employment rate has been significantly
lower than the comparing countries. However, when comparing the dynamics during the
period of the Great Recession and its aftermath, the Macedonian economy has produced
strikingly different awtcomes than the comparing countries (and contrary to intuitive economic
reasoning): during that period, the unemployment rate has been declining, while the
employment rate has been rising.

The quantitative analysis has shown that there has been very agsakiation between
changes in unemploymentdiichanges in the business cyck(the fluctuations in the real

GDP growth in the RM Also, the quantitative analysis suggests that the positive tend of
increase in employment rate in the RM in recent ybake actually been associated with a
decrease ifabour productivity, meaning that the improvement in employment situation has
not been matched with improvement in the allocatiofabbur within the economy. In the
similar vein, the third conclusion oh& quantitative analysis is that the decreasatmpur
productivity growth has been associated with an increase in average real wage in the
economy, which may be interpreted with what has been happening in the public sector in the
RM i an increase in numbef employees in the public sector which may not always be
driven by efficiency considerations, and coupled with absence of any significant downward
adjustment of wages during the recession.

All this leads to conclusion that there have been some stali¢éatures of the Macedonian
labour market coupled with some peculiar institutional arrangements that have prevented
normal functioning of théabour market mechanism and reduction of the unemployment to
some relatively normal (economically reasonableele The privatization and enterprise
restructuring in the earlier phases of transition, coupled with adverse political circumstances,
had not generated enough job creation in the formal sector of the economy in order to resolve
the problem of high unempyment in the country. The persistence of the large sector of
informal economy has been both a reflection of wahkurmarket institutions and a factor in
keeping the official unemployment rate very high. Moreover, some institutional arrangements
in the RM have included some natonomicand norefficiency criteria in the process of
matching the demand and supply of jobs.

In summary, the large part of the unemployment in the RM has been structural, keriong

in its nature, which prevented its sulmgial reduction to relatively normal, lortgrm
equilibrium rate. The unexpected unemployment dynamics during the recession and post
recession period suggest that the institutional factors have had a significant influence, in a
sense that the process ofltung efficient labour market institutions hagen relatively slow,

with some standard institutional reforms being counterweighted with some other institutional
arrangements involving neeconomic considerations.
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ABSTRACT
The Polish fuel distribution market is consolidating that is the share of five grand fuel
concerns, including PKN Orlen and Lotos afie foreign ones is growing. On the other
hand, the number of single petrol stations is decreasing, cheap stationsdloatte
supermarkets are disappearing, and the black economy is still operating despite introduced
tax tightening.The beginning of 2014 brought surprisingly good results of retail segments of
grand Polish fuel companies. Grand concerns gave surprisingly gadihg results in the
form of record high EBITDA value. Simultaneous growth of sales in petrol stations and
growth of fuel and nofuel margins appeared.
It is due to the fact that 45% of the retail sector is held by two fuel concerns; PKN ORLEN
(35.9%)and LOTOS (9.2%). On the other hand, foreign concerns maintain their holdings of
petrol stations. However, they are fuel concerns which have the greatest impact and they hold
over 52% of the fuel sector. Those are as follows: PKN ORLEN, BP, Shell, Latgs, @nd
Statoi | . Petrol stations built earlier at h)
Auchan, and E.Leclerc, and which were supposed to be their future, will not develop much
and they stopped at this stage. Moreover, new ones have ndiliesince 2011. This is the
proof of very strong domination of petrol stations holding the sector that is the biggest fuel
concerns.The development of Polish petrol stations on the example of PKN ORLEN and
LOTOS is connected with their good financiahdition which will be surveyed and presented
in this study. Research methods used in the survey of the Polish fuel sector are ratio and
comparative methods. This study is to present the assessment of the financial condition of fuel
sector companies and moections of these values with the change of fuel prices' values.
Within couple of years, surveyed companies improved their profitability and doubled their
turnover. The esearch was conducted from 2005 to the thudrter of 2014.
Keywords fuel sectorfinancial conditon, profitability, fuel prices

1. INTRODUCTION

The fuel market in Poland is developing and operating very well, and fuel concerns such as
PKN ORLEN even extend beyond the borders of the country. It should be noted that along
with the saleof fuel, the fuel concerns earn much money, and even after the depreciation, they
earn more than average and have a very high rate of return. The Polish fuel market is
consolidating and according to it, the share of five grand fuel concerns, includingoR&mMN

and Lotos and three foreign ones, is growing. The number of single petrol stations is
decreasing, cheap stations located at supermarkets are disappearing. The beginning of 2014
brought surprisingly good results of retail segments of large Polishdoganies.

In 1 January 2014, the Regulation of the Minister of Economy of 21 November 2005, on the
technical conditions that depots and stations of liquid fuel as well as thedikiagce
transmission pipelines for the transport of crude oil and its products @ndbttation, entered

into force (Journal of Laws of 2005 No. 243 item 2063). It means that all operators of the
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petrol stations should have tanks adapted to the technical conditions defined in the Regulation.
Its validity may cause the closure of a numbgestations active on the markét. 2013, and

some time earlier, an evident clarification of active tendencies on the retail market took place.
The most important are:

1 The ongoing focus on the retail market, understood as the increasing advantage of grea

players to the small independent market participants.

1 Reduction in the number of foreign chain operators at the increasing and still summed up
number of objects within these chains.

1 The stoppage of chains' development at supermarkets.

1 The diverse trends the development of the economic segments of chains of the petrol
stations.

1 The problematic end of chains of the automaticsetfice petrol stations.

2. FUEL MARKET IN POLAND

PKN ORLEN and LOTOS are one of the largest fuel concerns in Polaeg.are quoted on

the Warsaw Stock Exchange, where they are valued in terms of market activity and the
potential rate of return from the funds paid by the investors. Moreover, the following concerns
should be distinguished: MOL, PGNIG, SERINUS, DUON and EXIN,Qowever, in the

case of the last one, there is no data that allow for the performance of the complete technical
and economic analysiguel prices in Poland do not significantly differ from the fuel prices
within the European Union. However, it shoukel fioted that fuel prices should be adjusted to
the portfolio of citizens living in a given country. Well, it is impossible to compare the
national average salary in Poland, in the amount of PLN 4017.75, with the national average,
e.g. in Germany, 14000.06 PLN. Therefore, the purchasing power of money in such an
amount is larger, and thus much more fuel can bought by a German citizen than a citizen of
Poland. Accordingly, although the fuel in Poland is cheaper, the Poles still do not have
enough money tase the means of transport as in Germ&uomparing fuel prices in Poland,

it can be noticed that averagely one litre of petrol (PB95) and diesel (ON) varied between
PLN 5.00 to PLN 6.00 in the last few years. The fuel market in Poland is developing quite
dynamically, thus, from year to year, the number of petrol stations, which distribute fuel, in
the fuel concerns, such as PKN ORLEN or LOTOS, is growthgwever, as far as the
companies quoted on the Warsaw Stock Exchange in Poland are concernedd ibshotdd

that they are undervalued because they only follow the WIG20 indeseover, due to the

fact that from 2008 their value, in the majority of cases, did not recover the maximum value of
2008, thus, especially according to the calculations anduobed studies, it was found that

the fair value of the fuel sector companies was impossible to achieve (AdamskgR2@E2,

90; Zaremba, 2014, pp. €4). The WIGPALIWA (WIG-FUEL) index presented in Figure 1
shows that since 2011, the fuel sector comgmin Poland have revealed stagnation and
lateral trend within their valuedt is possible to claim that their value does not reflect the
market value and fair value (Fisher, 2014,4fp51; Katsenelson, 2013, pp.-89).
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Figure I WIG-FUEL in the period from 01.2005 to 09.2014(data of the stooq.pl).

Analysing the WIGFUEL price/earnings graph, it should be noted that it is not even 50% of
the lost value of 74.59, which was reported in 2010. Currently, this value is 18.61 as of
September 204 (data of the stooq.pl).
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Figure 2: WIG-FUEL price/earnings in theeriod from 01.2005 to 09.2014
(data of the stooq.pl).

Nevertheless, with such a volatile market and the noticed good moods of investors, it will be
possible to achieve the reported maxm and also fair value of the fuel sector companies.

3. FUEL SECTOR COMPANIES QUOTED ON THE WIG -FUEL INDEX IN POLAND

The companies quoted on the WRBEL index are characterised by the good financial

condition(gpw.pl, 2014 data of the Warsaw Sto&kchangg

a) DUON - Duon SA Group is a dominant entity of the DUON Capital Group, which
operates in two areas: Infrastructure and trade. Within the infrastructure segment, the
group's activity is focused on the supply of the network natural gas and liqoafigal
gas (LNG) through the distribution networks and the LNG regasification stations. Within
the trade segment, the group sells the natural gas and electricity to end users on the TPA
basis, i.e. through the networks of operators of the transmissiodistribution systems.
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b) EXILLON - The company is an independent producer of oil, it was established the Isle of
Man and operates in two dikearing regions in northern Russialiman Pechora and
western Siberia. The group is developing two types of aggeth may be significantly
improved within next 25 years. The group is going to increase the level of production and
resources through, among others, the exploratory and testing drilling, production
optimisation, formation evaluation, and the subsurfacdeting.

c) LOTOS - Lotos Group is the largest oil company of the Pomeranian region and the
second, in terms of scale, in Poland. It is engaged in the distribution and sale of products
and petroleum goods. Grupa Kapi tdGropaa Gr u|
LOTOS SA) is a vertically integrated oil company engaged in the extraction and
processing of crude oil and the distribution of petroleum products. The company is, inter
alia, a leader in the lubricating oils sector. The companies in the Capiab Grovide the
market with the products, such as unleaded petrol, diesel oils, heating oils, aviation fuel,
motor and industrial oils, asphalts and gas. The capital group consists of about twenty
direct subsidiaries and ten indirect subsidiaries, includin Lot os Czechowi ce,
and extractive: Petrobaltic and Lotos Norge.

d) MOL - MOL is a leading integrated company of the oil and gas sector in Central Europe,
and also the largest company, in terms of sales revenue), in Hungary. The concern is
engaged in exploration and extraction of oil and gas (including the deposits in Russia and
Kazakhstan), oil refining and the wholesale and retail sale of refinery products. It controls
Slovak Slovnaft and the Italian IES refinery. It has shares in the Croatianoll
company.

e) PGNIG- PGNIG is the largest company operating in the natural gas market in Poland. The
basic activity of this company involved the exploration and exploitation of natural gas and
crude oil deposits as well as the import, storage, tradaiatrtbution of gas and liquid
fuel. The group consists of companies engaged in exploration and extraction, industry and
distribution of gas.

f) PKN ORLEN- PKN Orlen Group is a dominant producer and distributor of the petroleum
and petrochemical products Poland. It deals with the processing of crude oil into
products such as unleaded petrol, diesel, heating oil, aviation fuel, plastics and
petrochemical product s. Refineries belongi:i
Jedlicz) have approx. 70% tfie nominal capacity of the Polish refineries. PKN Orlen
sells, in terms of the wholesale, about 60% of motor fuel in Poland, the retail sale reaches
almost 40%. In Central Europe, the company has the largest chain of the petrol stations
located in Poland Germany, Czech Republic and Lithuanighe PKN Orlen group
comprises over eighty companies,

g) Serinus- SerinusEnergy Inc. is an international company operating in the sector of
exploration and extraction of oil and gas. It has a diversified portfoligs#ts, including
both projects at the stage of exploration and development of deposits, and also projects of
the substantial exploration potential. The land concession areas in Brunei as well as shares
in a huge land exploration block in Syria are the naseets of the companin June
2013, the takeover of WinstarEnergy as well as changing the name and KOV logo to
SerinusEnergy took place.

4. ANALYSIS AND VALUATION OF THE FUEL SECTOR COMPANIES QUOTED

ON THE WARSAW STOCK EXCHANGE (WSE) IN POLAND

Within the fuel sector, one company, which reported its maximum value on 24.09.2014, can
be distinguished, and this is PGNIG. The remaining companies did not have its maximum or
even fair value, though they can show the net profit and good financial con@itidme other
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hand, some companies were overvalued by more than 50%. These companies are DUON,
EXILLON, LOTOS, MOL and SERINUSOnly PKN ORLEN is trying to stay ahead and
regain its vaue from the last years (Tablé¢. 1

Tablel: The fuel s e ced an thé Warsavo StogkeErchamge indPolamd as of
24.09.2014 (own development based on the data of the Warsaw Stock Exchange)
. Maximum price PLN
Average ) Current price o
Name ) rating from the beginning of the
rating PLN )

stock exchange quotation
DUON 3.5/5.0 A+ 1.94 7.57
EXILLON No data No data 8.47 20.72
LOTOS 4.0/5.0 BBB 28.30 57.08
MOL 4.5/5.0 BB- 166.80 381.30
PGNIG 3.5/5.0 AA 21.36 21.36
PKNORLEN 4.0/5.0 BBB 41.75 59.64
SERINUS 4.0/5.0 D 6.72 18.90

Table 2 presents the key ratios that show the financial condition of the fuel sector companies.
Within the seven examined companies, the generated profit per share was reported in 7
companieslt shows that the fuel companies prosper properly on the felamarket and are

able to record higher or lower profits (Parvi, 2014,26§2-267).

The price to the operating earnings ratio shows losses of the company and this state of affairs
was reported in four stock exchange quoted companlg8TOS, MOL, PKNORLHE and
SERINUS, but DUON and PGNIG generated a nearly dedigjie ratio (risk).

Table 2: Technical Evaluation of the fuel s
Exchange in Poland as of 24.09.2014 (own development based on the financialtbdata of

companies quoted on the Warsaw Stock Exchange in Poland)

Name P/OE (price/ P/BV P/P Profit per
operating (price/ book (price/ profit) share
earnings) value)

DUON 7.98 0.92 0.41 1.94
EXILLON 0.00 0.00 0.00 8.47
LOTOS -29.46 0.41 0.12 28.30
MOL -57.47 0.58 0.23 166.80
PGNIG 9.68 1.05 0.96 21.36
PKNORLEN -4.04 0.80 0.16 41.75
SERINUS -17.28 1.09 1.04 6.72
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In contrast, analysing P/BV and P/P, it should be noted that both the price to the book value
and the price to profit demonstrate that teaompanies exemplary operate on the market and
have a value of about 1(®arvi, 2014, pp. 17285), and these are PGNIG and SERINUS.
Other companies do not significantly differ from the average values, and these are DUON,
LOTOS, MOL, PKN ORLEN.

Table 3 pesents the studies concerning, among others, the net profit, depreciation, EBITDA
and assets of the fuel sector companies.

According to the obtained values, it is clear that only SERINUS showed a loss, which was
confirmed by the previous ratios included Table 3.0Other companies have shown a
substantial profit which was generated in 2013.

Tabl e 3: Technical evalwuation of the fuel
Exchange in Poland as 81..12.2013§wn development based on the finandata of the
companies quoted on the Warsaw Stock Exchange in Boland

Name Net profit Depreciation in EBITDA in Assets in
(netloss) in | thousands PLN | thousands PLN | thousands PLN
thousands

PLN
DUON 10.322 5594 20965 304074
EXILLON No data No data No data No data
LOTOS 39415 656065 802559 20299617
MOL 21609000 | 539094000 (HUF)| 520384000 2147483647

(HUF) (HUF) (HUF)
PGNIG 1918000 2463000 5612000 47144000
PKNORLEN 176000 2170000 2503000 51644000
SERINUS -68682 27782 79243 312473

The book value per share presents that the companies are overvalued, and these are LOTOS,
MOL, PGNIG, PKN ORLEN, and in the case of two companies, such as DUON and
SERINUS, undervalueddowever, it is important not to follow this opinion because the
valuesare only the book values, and the calculation of them is purely mathematical and
financial. In the case of using the economic attitude and interpretation (Parvi, 201480p.

177), it would occur that the companies do not have the fair value (Table 4).
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Table4:The fuel sectordés companies quoted on t
31.12.2013 (own development based on the financial data of the companies quoted on the
Warsaw Stock Exchange in Poland)
Name Book value per share in PLN
DUON 1.962
EXILLON No data
LOTOS 70.756
MOL 16141.543 (HUF)
PGNIG 4.822
PKNORLEN 60.667
SERINUS 1.758
The profitability of the equity as well as the profitability of assets is shown only by LOTOS,
PGNIG and PKN ORLEN, however, DUON and MOL do not hav&herefore, according to
the presented study, it is possible to observe that the fuel concerns havefithbility and
they are not threatened by any disturbance of the financial liquidity (Table 5).
Table 5: The fuel sectords companies quoted

24.09.2014 (own development based on the financial data of thpangs quoted on the

Warsaw Stock Exchange in Poland)

Name ROE ROA
DUON -0.61 -0.59
EXILLON No data No data
LOTOS 11.86 5.23
MOL 0.33 0.11
PGNIG 8.70 5.21
PKNORLEN 9.28 5.14
SERINUS No data No data

Currently, the value of companies significantly deviates from the maximum value achieved a

few years agoThe only one exception is PGNIG, which achieved the maximum value in its
history. Other companies have the value less 6@ of the maximum oneTable 6.
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Table6: The fuel sectordéds companies quoted on t
24.09.2014 (own development based on the financial data of the companies quoted on the

Warsaw Stock Exchan

ge in Poland)

Name Current value Maximum value
DUON 1.94 7.57
EXILLON 8.47 20.72
LOTOS 28.30 57.08
MOL 166.80 381.30
PGNIG 21.36 21.36
PKNORLEN 41.75 59.64
SERINUS 6.72 18.90

However, the fair value which should be reflected by the share prices of the examined
companies significantly differsom the calculated value (Froehlich, 2013, pp-767, which

was presented in Table 7. In some cases, it is even 50% of the current value. However, the fair
value is considerable higher than the current value of the examined companies, and only
similar inone company, PGNIG.

Table7. The fuel sectordés companies quoted on t
24.09.2014 (own development based on the financial data of the companies quoted on the
Warsaw Stock Exchange in Poland)

Name Fair value Deviation from the fair
value in PLN
DUON 6.52 4.58
EXILLON 20.01 11.54
LOTOS 56.45 28.15
MOL 310.54 143.74
PGNIG 26.04 4.68
PKNORLEN 61.52 19.77
SERINUS 16.87 10.15

5. CONCLUSION

The share price of the fuel sector companies quoted on the WarsavwESthange in Poland

is significantly underestimated by the current financial situation inthe Wodlda b § o Es ki , 2
pp. 3255). Nevertheless, fuel companies should demonstrate the higher value and at least the
fair value because fuel prices are stabiljztd their profits indicate good financial condition,
especially within grand fuel concerns, such as PKN ORLEN, LOTOS and PGN&\alue

of the fuel sector companies should be valued because the companies have the majority of
assets expressed in thelfsepplies.
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Fuel companies earn money because they largely focus on the fuel sale as well as the increase
or decrease of the sale price. Therefore, the constantly kept stores result in the profit growth
and sometimes the decrease of profit together wétptice which is liquid and reflects their
current assets. However, they achieve huge profits which was confirmed in the studies of
ratios in the last few years and the net profit studies in 2013.

The fair value of the fuel sector companies quoted on thes&Ww Stock Exchange in Poland
should be achieved within three years, until 2018, with the improvement of situation on the
Global financial markets.
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ABSTRACT
On 17 March 2014, only one day after the local referendum won by an overwhelming number
of votes, the highest authorities of the Autonomous Republic of Crimea approved the decision
of the independence of the peninsula including separate City of Sevdetiet within its
territory. Subsequently, they requested Moscow to annex the new structure to the Russian
Federation. On the same day, the Crimea Republic was recognized as sovereign and
independent country by the authorities at Kremlin. Already on 2ficiMaCrimea together
with Sevastopol became a new administrative entity of the largest country in the world. At the
beginning of April 2014, two territorielsordering withRussia located in the east of Ukraine
declared independence. The rebellious areas #ssumed the names of henetsk People's
Republic and Lugansk People's Republic, rej
signed the agreement on the creation of the Federal State of Novords$sysituation in the
east of Ukraine began to resble dominoes falling one after the other, slipping out of control
of the state authorities. Military counteraction of the government in Kiev, aiming at pgevent
the disintegration of the country, encountered organized resistance of the separatist forces.
International public opinion sided with Ukraine, which aspired to associate with the
European Union. To reduce the support for the rebel forces provided by Russia, the latter has
been hit with severe economic sanctions. The Russian Federation annouricédwitia
respond by using similar measures against the countries of the West. In the meantime, the
conflict in the east of Ukraine has gone into the phasepgrmanent battlef two forces on
the regional level. Nature and duration of this confrontatimticates that the armed struggle
is entering a stage reminiscent of the war that has been ongoing for several years between the
Palestinian National Authority and Israel. Just as in the Middle East, this situation may result
in the following: the growindgensionin this part of the globe and the danger of the conflict
spreading into other areas. However, the Ukrainian problem in addition poses the threat of
the deterioration of the economic situation in Russia and economic stagnation in the United
Europe.In this situation, the following tasks might be of interest: analysis of factors that
affect the intransigent attitude of the parties involved in the aforementioned events, possible
outcomes of the conflict and forecast of the developments in the updataneg
Keywords:conflict, impact, Russia, Ukraine, sdions.

1.INTRODUCTION

The current conflict ildkraineresults from the events tie recent past. Everything started in
1988 with a series of progressive political and economic changes in the Soviet &nion,
country that disintegrated in the late 1991. The Soviet Union was replaced by a state
organisation which returned to its origineame: Russia. As a result of changes in its
boundaries, the new international entity has lost almost 24% of its former territory and more
thana half of its population. Despite the losses, the march towards social changes continued
along with the emergmfree market. Russia opened for ideas and solutions from the West. As
a consequence of this trend, in the early 90s the Russian Federation sought accession to
NATO. And this was not the first attempt anyway. As early as in March 1954, the authorities
of the former USSR sought to end the confrontation with the Western world and expressed the
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intention to join NATO. In response, the command of the Alliance presented five conditions
to be met by the Soviet Union in order to be admitted to the organisatiey. Wére as
follows (Tikhomirov W., 2005):
T consent for a peaceful reunification of Germany,
making Austria a fully independent country,
signingof the general disarmament treaty,
restitution of occupied territories in the Far East to Japan,
recognition of he fundamental principles of ti@harterof the United Nations.

= =4 =4 A

The naivety of the Soviet, and then Russian, authorities observed insren&®8 seems
stunning from today's perspectiioth in the migtwentieth century, and in its last decade,
talks concerning Moscow's acsgion to NATO ended in failuréAn attempt of Russia to
strengthen the relations with the EU did not succeed elxecutive boards ahe European
integration group deemed the greatest country in the world not suitable to ebemnod the
organisation as it failed to comply with the "Copenhagen criteria". As it was established, a
member of the Union may only be (Highland MW, 2007, p.125):
"A free, independent, sovereign and democratic European state which adheres to
internatioral law and which has a developed market economy capable of compating
single, common internal markét.
Apart from weak economy and insufficiently developed democratic mechanisms, the path to
the European Union wa$arred to the Russian Federation doeallegations of tsong
promotion of Eurasianisnof no anticorruption measures and accusations of violating human
rights and national minorities.
Politicians of the Union closingtie door to Europe" to Russia and the United States
attempting to margalise the importance of Moscow in the world led the authorities in the
Kremlin to seek, in dramatic circumstances, new allies and unprecedented solutions. These
aspirations reflected in a proposal to creat&urasian Union, a political and economic
assoacation of Russia, Kazakhstan, Belarus, Kyrgyzstan and Tajikistan. A much more
ambitious project was the creation of a group bringing together tuallea "BRICS",
including Brazil, Russia, India, China and South Afri€he objectives of the participané
this organisation have been defined as follows:

i to create a new monetary system,

1 to increase the role of developing countries in global monetary institutions,

1 to reform the United Nations.
In both of the aboveorganisations, the Russian Federation wants to phayatesolutely
decisive or even the leading role. In order to secure a privileged position, Moscow's needs to
keep the status of superpower and the hitherto owned sphere of influence. A warranty and a
key allowing to achieve this goal is to keep Ukraine in its influence area at anylpraght
be said that it is a country extremely wealthy in all kinds of natural resources, unique surface
goods and a significant human potential. Ukraine is a big oguhe third largest state on the
continent (following Russia and France). An institutional or public entity that wins influence
in Ukraine, will be able to build on this basis its geopolitical power. Without the access to the
resources of this country,uRsia will not retain its hegemonic position in the entire region.
The European Union and its leader, Germany, are never to attain the growth potential of the
United States, China, Brazil, India and other most dynamically developing countries of the
world.
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2. FURTHER CRISIS

As a result of the revolution started in November 2013 in Maidan, Kiev, Ukraine redefined its
orientation from preRussian to prdcuropean. However, not all residents of the country have
accepted the new direction of the policy. $@uh and eastern Ukrainian territories, inhabited

to a great extent by Russtapeaking population, were strongly in favour of staying in the
zone of Russian influence and of keeping the order of things unchargsdituation might

be seen as triggerday the direct interference of the Russian Federation in the Ukrainian
affairs. Thedramatis personaef this process were Russian secret services, the army of this
country, or the sealled "volunteers" and largescale propaganda employing all the media
available.As early as on 17 March 2014, only one day after the successful local referendum,
the highest authorities of the Autonomous Republic of Crimea approved the decision of the
independence of this region in the south of Ukraine. The declarationmeaindependence

also included an important army base and a separate City of Sevastopol located within its
territory. Subsequently, the authorities of the peninsula requested Moscow to annex the new
structure to the Russian Federatibndozens of hourghe Crimea Republic was recognised

by the authorities at Kremlin as a sovereign and independent country. The decision of the
parliament dated 21 March made Crimea a new administrative entity and a part of the Russian
Federation. And at the beginning op# 2014, two territories bordering with Russia located

in the east of Ukraine declared independence. The rebellious areas that assumed the names of
t he Donetsk People's Republic and Lugansk Pe
on 24 May 2014signed the agreement on the creation of the Federal State of Novorossiya.
The situation in the east of Ukraine began to slip out of control of the state authorities. The
government in Kiev recurred to military counteraction in order to preventishrgegration of

the countrywhich encountered organised resistance of the separatist forces. Some time later,
the rebel troops were supported by weined formations of the regular Russian army
equipped with modern weaporis. suchcircumstance, the scales of victory soon tipped in
favour of preRussian groups. Ukrainian troops suffered a military defeat which involved
thousands of wounded and dead soldiers. Thousands of civilians were affected as well.

3.IMPACT OF THE CONFLICT ON UKRAINE
The phrasg "severe defeat of Ukraine" is not exaggerated. A ceasefire agreement achieved
by the participantsf the contact group: UkraiAeussiaOSCE in September 2014 in Minsk,
Belarus, is a real defeat of the Kiev government. In the documents signed, Ukaessed
consent for what it has hitherto definitely
to recognise the separatists as equal partners in the talks held,
to commit to actual demilitarisation of its eastern regions,
to agree to grant an unspéed autonomous status for the region of Donbass,
to allow for a fafreaching political and economic interference of Russia in the affairs
of the rebellious districts of Donetsk and Lugansk,
T to suspend economic integration with the EU by the end of 2015.
The conflict in the eastern borderland exposed the previously concealed weakness of Ukraine.
It turned out that it is a country struggling with many serious problefmshich the major
and athe same time the most visible ones are the following:
total energy dependence on Russia,
profound collapse of public finances,
obsolescence of the army equipment,
corrupted and insufficiergdministrative system
lack of a coherent domestic and foreign policy,
increasing poverty of a large part of society,

= =4 =4 =4
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1 lack ofcompliance with legal provisions in many areas,
1 movements and parties officially operating in the political life that are recognised by
Western Europe for their views as obscurantist or illegal.

It would seem that at present the future of Ukraine habewrt decided yet. But in fact it has.

The answer on its immediate future is to be given as soon as in the coming months. However,
all the prognoses regarding it look bleak. One might fear that the current government and state
structures will not survive thcoming winter period. Cut off gas supplies from Russia may
trigger a breakdown of the exhausted and weak Ukrainian ecoabaryy moment now.
Increasing problemen the labour market, rampant inflation and the still smouldering armed
conflict will lead b the society assuming a radical stance. No expected assistance from
NATO, the European Union and passivity of organisations which had been founded for the
purpose of international support, such tas World Bank and the European Bank for
Reconstruction ahDevelopment will result in bitterness, disappointment, dissatisfaction and,
most probably, in changing the existing beliefs of the masses formed by the poorest citizens.
The idea of the Ukrainian authorities to close land, air and sea borders witla Rossi
September 2014 should be considered as an act of final desperation. The intention to stop the
large neighbour from meddling in the internal affairs of the state means in fact breaking all
contacts with Russia. @rshall not forget that Moscow still remains the largest trading partner

of Kiev. In 2013, approximately 24% of the Ukrainian exports went to Russia. At the time,
import from Russia amounted to over 30%. In addition, the potential secession of the region
of Donbass means a reduction by about 2Zfi%he Ukrainian GDP hitherto supplied to the
state treasury by this region. In fact, the loss is even higher if one takes into account the
irretrievable loss of the Crimea, a popular holiday resort with a toufiastructure providing
considerable revenue and with a military base in Sevastopol bringing Kiev millions of roubles
a year for leasing tthe Russian army and fleet the land it used (Bohun T., 2014, p2.138

At the moment, the percentage of the puldlebt in relation to GDP is only 38%owever,

this indicator does not shomeitherthe full complexity of the situation of the country nor its
financial situation. The situation is really grave, as (Orlowski W. M., 2014):

1 tax revenues do not get to th@te coffers, most funds are transferred to foreign
accounts owned by a small group of oligarchs,

1 the country owes money mainly to investors from abroad, and both the government
and the private sector are indebted,

1 in the case of Ukraine, the bulk of ttiebt is shorterm and should be repaid in 2015,

1 Ukraine's foreign currency reserves decreased by half to a dangerously low level of $
15 billion,

1 Fitch agency downgraded Ukraine's solvency rating ff@minus' level to"CCC'
level, which in practice mearthat the country is soon to be bankrupt.

1 Standard and Poor's rating agency downgtad&raine's rank from "B minus" to
"CCC plus" level, explaining their decision by political instability in the country and
no likely improvement,

1 given its insolvency, Wlaine has nowhere to go to borrow money in order to survive
the coming months. The amounts provided by the West do not even cover a fraction of
its needs.

Some experts are predicting that Ukraine is soon going to break up into two completely
separate stas (Dugin A., 2014, p.4). They argue it will be brought about by the clear
linguistic and ethnic division as well as by poor efficiency and fragility of the state apparatus.
They also emphasise the historical and civilisational distinction of the eastgriofpthe
country in relation to its western part.
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4. IMPACT OF THE CONFLICT ON RUSSIA

Russia cannot lose the conflict in Ukraine. Its defeat would mean a fiasco of the policy
hitherto implemented by President Putin. Sachrse of actin could shake th&undations of

power throughout the entire Federation and oust the current Kremlin residerktsard
guestions would arise about the validity of the political line adopted and about the costs of the
sacrifices made by the society. It would also brealbtm uniting the whole nation in a huge
effort. The slogan "Without UkraineRussia will never be a superpower" produced a
significant increase in public support for Vladimir Putin. Seizing Crimea and military
intervention in Ukraine, in turn, resulted am approval for his actions at the level of 90%.

The sense of participation in the reconstruction of the former power recognised in the entire
world, allows the public to tolerate the lack of democratic freedoms and humiliations
experienced (Wildstein B2014, p. 18).For centuries, territorial expansion has been an
important element for the functioning of the country. First it was the main drive of the state of
the tsars, then of the Soviet Union, and now appears as a powerful flywheel for contemporary
Russia (Mitin S., 2014, pp. 6467). In response to the actions of Moscow, the United States
and the European Union had political and economic sanctions introduced. The more Russia
became involved in the conflict in Ukraine, the more severe those sanatéyas They
gradually intensifiedpassingt hr ough subsequent phases and
Borginon K., 2014):

1 interruption of talks held between the EU and Russia regarding the alleviation of the
visa regime,

1 suspension of negotiations between B and Russia concerning a new cooperation
agreement,

1 prohibition entry to more than a hundred people from Russia and Ukraine to the USA
and the EU and freezing their bank assets,

1 embargo imposed by the USA and the EU on trade in arms and military equipmen
with Russia,

1 exclusion of Russia from the group of the most influential countries in the world
colloquially known as G8

1 prohibition on seeking funds in the European capital mafketsompanies operating
in the defence industry and for nationalampanies from Russia,

1 suspension of military cooperation between the USA and Russia,

1 prohibition for selected Russian banks to issue securities in Japan and intensified
inspections aimed at preventing exports from that country to Russia of weapons and
equpment needed in the armed forces,

1 preventing Russian banks from acquiring funds in the American and European
markets,

1 prohibiting Russia to sell technology enabling extraction of crude oil and exploration
of offshore deposits of raw materials,

1 restrictiors by the United States and Canada regarding prohibition of exports to Russia
of dualuse (civil and military) goods.

1 debate on the possibility of taking away from Russia the organisation of the World
Cup Football Championship in 2018.

In response to sanohs imposed by the Western countriesy 7 August2014 Russia
introduced a ban on imports of fruit, vegetables, meat, poultry, fish, milk and dairy products
from the USA, European Union, Australia, Canada and Norway. It is worth mentioning here
that in 213, the Russian Federation purchased abroad food products worth 43 billion dollars.
Moscow also announced further visarestriotn s pr ohi bi t ientrgytotheRF ai n
They were to apply mainly to the citizens of the United States and of thia Hi¢ same
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number in which it affected citizens of Russia who were refused entry to the West. Those
included 12 American soldiers who, according to Moscow, are responsible for torturing
prisoners at Guantanamo, Cuba and Abu Ghraib prison in Iraq. Resfitinposed by
Russia soon translated to changes in food pridesording to estimates, in September 2014,

in some regions of the country remote from the capital, the citizens had to pay between 10%
and 60% more than a couple of months before for maat, dnd vegetables (Malczyk J.,
2014). According to prognoses, in the near future Russia will see a further increase in prices,
the decline in GDP, increasing unemployment and a substantial economic slowdown. In this
context, the GDRyrowth of 21 2.5% asumed for 2014 is rather illusory, especially when
considered that in 2013 the real GDP growth
However, it is difficult to imagine the Russian economy collapsing bothsinort and ina

long term. Russia owes itgnificant geopolitical position to revenues from the export of
natural gas and crude oilhe share of revenue from the sale of the above natural resources in
the total value of Russian exports has been remaining for the past few years at the level of
over 50% and it clearly shows an upward trend. This means that all the rest of the economy is
becoming less important. Therefore, as long as Russia finds buyers for its energy resources, it
may not be concerned about the stability of its own economy ansug@y of the much

needed foreign currencit the moment, the majority of state expenditure goes towards two
sectors, hamely social and military. Social expenditure is to guarantee support for the current
government in the Kremlin and social peace. Thdget for "national defence", according to
previous plans, was increased in 2014 to almost 2.5 trillion roubles (about 70 billion dollars)
from 2.1 trillion roubles in 2013In nominal terms, Russian expenditure on armaments
increased by 92.3% compared2@10. Russian military budget currently amounts to 3.4% of
gross domestic product and to as much as 20% of total state expenditure. Further 16.5% of the
Russian budget is absorbed by other defence and law enforcement institutions. In 2015,
military and arny spending are expected to absorb 4% of GDP and reach a record high of 82
billion dollars. Russian authorities are currently implementing an ambitious program for
increasing armaments expenditure by more thantluing by the year 2016 (Kolany K.,
2014). The goal of the efforts made in the area of the military imadernise the maintained

army over a few years period, to increase its number and operational capacity and thus make
Russia again a major player in the international arena.

5. IMPACT OF THE CON FLICT ON EUROPE

Russia is the second largest (following United States) sales market for goods and services for
the EU. In 2013, EU exports to the Russian Federation amount¢dlB872 billion.
According to the statement of the European Commission, tesid@uembargo on agricultural

and food products is to cost the whole group integration approxinabdbyllion 252 million.

It is currently difficult to verify this data. However, some experts claim that the potential
damage to the Old World agriculturaused by the Russian retaliatory sanctions may amount

to as much as ovdr 7 billion. According to preliminary estimates, of all the 28, the

largest financial losses are going to affect (Cukiernik T., 2014, p. 16):

¢ Lithuaniai | 927 million A fx & [n3idvamillion
1 Polandi | 841 million A Spaini | 338million

1 Germanyi | 595 million A Finlandi | 283 million
1 The Netherlands| 528 mi | | i dn Bie| 1I2&L imilliom,
1 ltalyi | 412 million A F |r 244mllien.

However, the losses will be smaller than expected, as Russia, when imposing restrictions on
the Union, limited the suspension of imports to selected products only. In the economic
sphere, the United Europe will successfully extricate itself from its dudifficult situation
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in the search for new sales markets, while the political situation of the Old World has become
really complicated. There has been a split in the very bosom of the European Union. Some of
its members strongly advocate further sanctiagainst Russia. These are the following:
Czech Republic, Estonia, Denmark, the Netherlands, Lithuania, Latvia, Poland, Sweden and
the United Kingdom. The harm of further tightening of sanctions is emphasised by
(Szymanowski, M., 2014, pp. 5859): Austra, Bulgaria, Cyprus, Greece, Spain, Portugal,
Slovakia, Hungary, Italy, and through the mass media and unofficialgoernmental
sources also France and Germany. Other countries belonging to the European Union openly
express their doubts as to the validf restrictions andhey have not taken a clear common
stance in relation to the existing problem. Thus the crisis in Ukraine has effectively led to the
differentiation and polarisation of views atala clear, yet broad division in the sphefé¢he
common foreign policy of the Union.

However, what is the most dangerous for poat Europe, is the departure from the status
qguo, or the inviolability of the borders of our continent. The annexation of Crimea and the
secession of Eastern Ukraine werdamgerous precedent that could cause unimaginable, or
even tragic changes in the coming future. Further prolongation of the conflict or its escalation
are capable of leading to uncontrolled imbalance in the part of the world we inhabit. It might
result ina change of the hitherto existing boundaries, creation of entirely new state organisms,
resumption of old conflicts in traditionally "conflictual regions"”, establishment of new
influencezones and consent to use force in international disputes.

6. IMPLICA TIONS OF THE CONFLICT IN UKRAINE i BROADER DIMENSION

The ongoing conflict in Ukraine has a limited range, but it is only in geographical tésms.
political and economic influence extends over a much wider area, including Russia and the
entire Europe, asvell as Japan, USA and Canada. At the beginning of autumn 2014, its
intensity has much weakened, giving those who observed it a false impression of extinction,
and those affected by it a hope for a just peace. It seems that the situation in Donetsk and
Lugansk entered the phase of "Palestinisation”. This means that military actions will
sometimes lose their intensity only to explode twice as violently when the interests of one of
the participants requirso. The conflict only apparently relates to Ukrainian forces and
Separatist troops. Indirectly, #iso affects numerous state and economic entities that have
favoured one of the feuding parties. The surprising aspect of the Ukrainian dispute is its long
duration and regional enacter. What is really puzzling, is the fact that the military conflict
has not yet spread further to the West and that it has not involved larger Russian forces. This
can be explained by the activity in the political sphere of selected European coumtries
cooperation with the United States. The purpose of this activity would be to stop and
discourage Russia to aggressive actions, both now and in the future. Another explanation
would be an intended action by Moscow, planned to bring in the near futin@nge in the

order of thingsalreadyexisting in the world. Of course, Russia is currently too weak to do this
alone. In most areas of its international activity it needs strong political and economic support
of allies with common aspirations. This idesamplemented by the Kremlin authorities in two
ways. First, there is the ewrrecurring idea of creating Burasian Union, which makes one
think of the attempt to reintegrate the Soviet Union. Secondly, there is the ongoing creation of
the association ofhe "BRICS", countries whose purpose is to oppose the dominance of
Western countries on our planet. The five BRICS members are Brazil, China, India, Russia
and South Africa. In total, they occupy 26% of the total land area of the Earth. They are
inhabitedby approximately 3 billion people, which represents over 40% of the population of
our planet. Their economies account for about-fiftte of the GDP of the entire world

(Strznpka K., 2014) . They are the most pow
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common characteristics, common interests, and some analysts believe that they have found a
common enemy, namely the United States (Skowronek T., 2014). It seems that within the
BRICS organisation, Russia is closest to China. The relationship betweenntbgs®ners is
much better than with the other members of the association of the five countries. It is thanks
to China that Russia can afford to do what it's currently doing in Europe. This is due to the
contract for the supply of gas to tMiddle Kingdom g&gned in May2014. Media informed
that a document signed in Shanghai in the presence of the presidents of both countries
concerns the supply of 38 billion cubic meters of gas per year for 30 years and amounts to
over 400 billion dollars (Kublik A., 2014)'he People's Republic of China has also benefited
from the agreement. Ensuring uninterrupted gas supply from a friendly neighbour allows the
authorities in Beijing to focus on the dynamic development of the country, to organise the
internal affairs and tgain effective independence from whatever market situation. It should
be noted here that the signing of the gas contract in Shanghai was preceded by heated
negotiations lasting no less than 10 years. Talks so long can be ascribed one reason. It can be
expected that the concluded agreement also has a yet undisclosed part in which important
matters have been determined concerning international problems and in which the common
strategy on global politics has also been specified. Both countries have quifgeaeree in
concluding secret agreements. To justify this claim it is enough to give examples of
agreements that became publicly known despite their confidentiality clauses:
1 a secret agreement between Uzbekistan and China on gas supplies dated Octpber 2011
 secret agreement on cooperation between Mictamod the Government of China
dated December 2011,
1 GermanSoviet MolotovRibbentrop PactAn agreement concluded in August 1939 on
the delimitation of zones of mutual interests in Eastern Europe,
1 secret aggement MerkePutin dated July 2014 on the conditions of ending the crisis
in Ukraine.
Many facts support the hypothesis of concluding an additional secret agreement when signing
the contract in Shanghai. For example, recently there has been obserstnbandi Russia's
military activity in Europe and near the United States territory. Moreover, there have been
intensified movements and open military actions of People's China in-EastiAsia and in
the Pacific Islands arebBlowever, contrary to many des, these actions should not be seen as
a prelude to a large armed conflict or seeking confrontation on a global scale. Rather, they are
trying to probe the determination of the USA and Western Europe within Atlantic Alliance to
defend their own positiorand their status of ownershifinother interesting issue is cessation
of any mutual territorial disputes between Russia and China. Neither are there any conflicts on
the long common border between the two countries, although minor armed incidents often
occurred there in the past. Interestingly, Russia has consistently refrained from criticism of
China in the international arena, and China likewisestot condemn the actions of Russia
in Ukraine. These data may indicate that mutual zones of influence besve appointed
between the two superpowers and that a united policy concerning key issues of the upcoming
future has been adopted.

7. CONCLUSION

Crisis in Ukraine and the outbreak of an armed conflict in its territory proved the fragility of
conventiongelating to the borders and to the European order. Agreements on these important
settlementsvere contuded after World War Il with full legitimacy anghutual respeciNow,

wwe are witnessing the development of a new world ongtaile the existing ordeis just
becoming history. The current world saw the reactivation of old players such as Russia,
Germany and ChinaAnd it is those countries that will have their say in the near future rather
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than others. Such players as the United States, Lithuaniagl &stonia, Finland, Slovakia,
Poland and Ukraine have a very difficult time ahead of tHéew alliances and agreements
reduce their international position and marginalise their political role. The economic situation
created as a result of the Ukrainiaontlict in the east of the Old Continent weakens to a
greater extensmaller and mediursized countries than the large and economically strong
ones. Protracted crisis negatively affects the political and economic sphere not only on a
European, but also dbal scale. It hinders trade, increases the military spending pool, distorts
international cooperation in many areas, including in science and culture, interferes with the
free movement of capital and people, limits economic growth, destroys the industrial
infrastructure, raises prices and brings about a sense of uncertainty and disappointment. In
1994, Ukraine resigned from the possession of nuclear weapons. In return for this gesture it
received a joint guarantee from the USA, Great Britain and Russiaeanuiolability of its
borders. It was an international agreemdirite great powers failing to comply with their
previous promises have put into question the integrity and the good intentions of their
governments. It also started social unrest and inggcéit the moment it seems that the
future of Ukraine has already been decided, and that decisions concerning its fate have been
made behind closed doors without the participation of its representaivesng to ensure

their own further economic dewgiment, both Russia and the European Union led by
Germany will not hesitate to take radical steps and will seek to divide Ukraine into two
subordinate zones of influence. China, with their secured rich resource base in Siberia and
tranquillity on the nortarn border will gain momentum at the expense of the declining United
States. First, their predomination will be seen in the Far East, then in most parts of the Pacific,
to achieve global dominance by the end of the second decade of thefivatmgntury The
accuracy of the prognoses outlined in this paper is to be put to the test by the events which we
will witness in the coming montrend years.
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ABSTRACT
One kind obiodiversityfound inEast Nusa Tenggarnarovince (Indonesian particular that
there arein Timor Tengah Selatadistrict is a tree Sandalwood Santalumalbum L). This
type oftrees knownasa fragrant aromaypeandhas a lot ofother benefitsincluding parfun
as raw materials drug spilis diseaseand incense sticksn religious rituals of Hinduism -
Buddhismsothe timberhas ahigh economic value
As a result ofarge-scaleexploitation Sandalwoodree then suffereddeforestationrand lead
to a stateof scarcity Thena solution toconservation ofhis treeis notbecome extingtand
one of theto maintain its sustainabilityperspectiveis to consider theaspect oflocal
knowledge.
The aimof this researclwas to determinél) the varioudocal knowledgen the sandalwood
tree conservationpolicy implementation(2) any local knowledge thasupport conservation
of sandalwoodreesin Timor Tengah Selatadiistrict .
The method usetb reach purposeare used qualitative research methodechniquesof
informantsdeterminations purposive namelythe stakeholdersre consideredo understand
local knowledgeto conservation ofthe sandalwoodree They are farmerssandalwood
owners community leadersgovernment officials of villages, districts and forest service
officials. Techniques ofdata collection namely by in-depth interviews participant
observation and techniquesof documentatiorrelated regulationsand meetingsresumein
order tothe effortthe conservation o$andalwood
The research results show thitere arewaslocal knowledgehat can beused as a reference
in conserving sandalwoodtree Implementation ofconservation policyis not maximized
becausethe local knowledgeignored to (1) the formulation ofthe strategy of increasing
populationsandalwood treeq2) the formulation ofarmer empowermemtf sandalwoodree
owners (3) the determineof pricing strategy foithe allocationof the conservation areaand
(4) the adkterminethe amount ofhe allocation of resourcds conservatiomolicy.
Keywords Local KnowledgePolicy ImplementationSandalwoodSantalumalbumL)

1. INTRODUCTION

One of theforest resourcethat are important t&kast Nusa Tenggara Provin@aspeciallyin

Timor Tengah Selatan district asandalwood(Santalum album, L.)a specificwood species

with high economic valueAccordingRohadietal (2001, p.170), sandalwoodhas a lot othe

benefits among other things

1. In theshape ofogscanbe usedo makechairs desks cabinetsand othelccessories

2. Dueit smellsveryfragrant thesandalwood oilusedas araw materiaparfun

3. The sandalwoodpowderusedasincense are usuallyjusedwhenthere is a ceremongf
death and manyother purposesso thatsandalwoodhas avery high economic value
Currently the price asandalwoodatanreach 3USD per kilogram
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In addition sandalwoodbeena significant contribution taegional incomeand employment
opportunities export and popular handicraft industry, so as to providea comparative
advantagdor Timor Tengah Selatan Distri¢€Rohadiet al 2002 p. 195. By 1993-1997
sandalwoodktill contributesan average d9.48% which comedrom taxesandretributionto
the government ofimor Tengah Selatan District (thdfioe of revenuethe Timor Tengah
Selatan district2006) But in 1998 until now sandalwoodare no longercontributeto the
revenuesregions

Declining populatiordue to the exploitationf sandalwood massivelysince thel960s until
the 1980sbecause of the higtemandn the market bothin domesticand outside the country
Resultsandalwoodave been deforested atfmleatenedvith extinction

To recoverthe population of sandalwoodand icons for East Nusa Tengganarovince and
particularly of Timor Tengah Selatan districioncreteefforts are needeth the form of
government policy that sandalwoodcan be processedin a sustainable mannerThe
government ofTimor Tengah Selatan distrithen issuedthe regionalregulationno. 25 of
2001 onsandalwoodRegulationis to be a referencthe regionsin the rehabilitationefforts
towardsthe conservatiorsandalwoodByYy observationalthoughthe policyof conservatiorof
sandalwoochas beerthereandhas beenmplementedbut the factconservatiordoes not run
as expectedThe reality has showrhat thesandalwood conservatiorefforts have notmet
expectationglue tothe condition ofthe currentpopulation ofsandalwood was left 70,000
trees whereasn 2001there are8332 000 trees(the office of revenue Timor Tengah Selatan
district, 2012).The refer tothe datashownthat thesuccess ratef seedlinggrowthinto athe
treeaged lesshanl yearis 49.836. Meanwhilegrowing successf seedlingdbecomehe tree
age more thar-3 yearsis 11.2%2%, the normally growing successf seedlingsbecomethe
treeage more tha@ yearsis to reach25% (The institute of Kupangprestryresearch2012
One of thecauses ofailure of policy implementatiorthe sandalwoodbecausdhe public is
lesssupportthe regionalregulationno. 25 of2001 onsandalwoodThey perceivehatthese
regulationshave beemgnoringthe valuesr known aghe local knowledgeandtechnology
AccordingAdimihardja(2008 p. 2):

fAs a systemthelocal knowledgeof living andgrowinglocally, is an outgrowth othewhole
tradition ofthe localsociety Truly the mainfeature ofthelocal knowledgenot thevaluesof
originality, but more emphasis on therritorial aspectsor particularlocality, supportedooth
the knowledgandthe systemhasto adapt tdhe valueof theoutsid®

Local knowledgesystemis adistinctive culturalexpressiorthatit containsthe valuesethics
norms rulesandskills of the communitiesn meeting thesustainability challengesf life. The
natureof containedis to give guidanceto peopleto behaveandin harmony withthe rhythms
of the universe so as to createa balancebetweenHumansand thenatural environment
(Nurjaya,2006 p106).

The local knowledgeshould beunderstood to includevarious shape ofof intellectual
creativity of public, whichis a response tsustainabilityand contemporary individually and
socially to the developmendf environment includes knowledge ofagriculture medical
ecologica) and productdesign inthe field of handicrafts andarchitecture as well as the
expressionand spiritual Local knowledgeis able toprovide an overviewof the wisdom
traditions ofpublic in the utilization ofnatural resourceand social wisely which refers to
balanceandenvironmental sustainability

The problem thathenoccuris the protection of th@ractices rules andaws have different
views amongpractitionersandamongpolicy makersThey pay less attentidncal knowledge
on bothin the formulationand inthe implementation othe policy.It is at theurgencyin the
article that is how local valuescompoundedby the process ofolicy implementation
especiallyabout thesandalwooaonservatiompolicy.
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2. THEORETICAL FRAMEWOR K

2.1.LocalKnowledge

local knowledges asystem of valuesind normsthat isorganized shared understoodand
applied inthe localcommunitybased omunderstandingnd experienca interacting anavith

the environmentThe valuesontainedn thelocal knowledgehat asanexplicit andimplicit
conceptionthatis typical ofa persona group or community One desired valuevhich can
affect the choiceavailablefrom the forms methodsandgoalsof sustainablaction(Fischer,
2004) Value can only beinferred and interpretedfrom speechactsand materialsnadeby
human beingsderivedthrougha ritual or educationahctivity. Thereforg a directfunction of

the value is to drive the behavior of individualsn everyday situationswhile the indirect
functionis to expresdasicneedsn the form ofmotivational(Nasruddinetal, 2011)

Nakashima and Roue (20023rguedthatlocal knowledges: indigenous knowlege system
are the complex arrays of knowledge, knbow, practices and representations that guide
human societiess in their innumerable interactions with the natural milieu; agriculture and
animal husbandry; hunting, fishing and gathering; struggles dgdissase and injury;
naming and explaining natural phenomena; and stragies fpmgcowith changing
environment.

2.2.Local Knowledgeand Natural Resources Management

The damage atural resourcehappenedn many countriedend tocome fromthe pattern
policy control and utilizatiorof natural resourceshich is dominatedy the stateandsolely
to pursueeconomicgrowth The implication ofthis patternis to close the spac®r public
participationand public accesas well aghe neglect othe original valuesof the community
in the managemerof resources

According Nurjaya (2006 p.105), local knowledges verynecessaryo be considered ithe
management ohatural resourcebecause peoplean become victims othe development
stating:fi He activities of development dominated of stapatternedcentralizedand oriented
solelyto the pursuit oeconomicgrowthin the endonly causehe victims ofdevelopmert.
The findingsof anthropologicalresearchon the managememtf natural resourceby local
communitiesn developing countrie® provethatthatindigenouspeopleshave acapacityof
culture knowledgesystemsand technology religion, tradition, and social capital such as
ethicaland environmental wisdopmnormsand legal institutionsto managenatural resources
wisely and sustainably

In the context ofnatural resource managemeldcal knowledgein the form of ethical
religious environmental wisdomlocal legalnormsarecultural treasurethat should béaken
into accountutilized, andaccommodateth thepolicy formulationandimplementation.

Local communities have a system of knowledge in natural resource management
characterized bg deep knowledge @fgriculture hunting medicinebasedon the surrounding
natural resorces This knowledgesystemalsoincludes a varietpf rulesregardingownership
and controlover the natural resourceslust assaid byAdimihardja (2008 p. 104) that the
local knowledge appearsfrom their behaviorthat has a high respectfor the natural
environmensothatanintegral parof their lives Local knowledgénas beemroven to have a
positivefunctionsfor societyto save the environmeim whichthey live The eploitation of
natural resourcewhich they do constantlyadapt tothe naturalenvironmentas well asthe
distribution systenandthe allocation othese products

Thereforethe need for refornm development policypy consideringhe localcultural values
need to beccommodatedithin the substance ahe content othe pdicy. in other wordghe
approachand natural resource managemestitategiesshouldrecognize and rewarslystems
knowledgeis containedin the valuesof the local culture The reason wa$¥ecause the
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indigenous communitasa layerwith the grass rootsupportsystem ofthe knowledge they
haveis quite thickand resilientin dealing withvarious challenges they remain survival
through aprocess oftontinuous adaptatioover the centuriewith the environmenin which
they live

2.3.The concept ofConservation ofBiodiversity

The world conservation strategyited byJeffries(2006 p. 174) hasdivided the3 elementof
the conservationstrategy namely protection sustainableuse and sharedthe benefits
Article 1 of the agreemendf Rio biodiversityhas emphasized conservation of biodiversity
use thesustainable manneglements othe strategyndshare thenfiairly anddecentbenefits
biodiversity. use thesustainable manneelements othe strategyandshare thenfairly and
decentbenefitsbiodiversity The protection obiodiversityis currentlyassociatedvith the
sustainablexploitation theDeveloping countriebad directed himstartingwith participation
or conservation based ocommunity Developed an approacthat recognize that local
communitiesshould be involve@ndbenefit fromthe schemer plan ofconservation

The cultural changeaboutconservation have affectedso many countriesmeans thagiving
attention to problemwith article 1 of theagreemenRio, aboutefforts to incorporatethe
principles ofeconomicandecologicalsustainability

Protectinghabitatin the formof biological communitiesis an effective wayto conserve
overall biodiversity The important paris discussedn protected areass the basisof the
establishmenof protected areag\ccordingIndrawanet al (2007, p. 288), the determination
of protected areasan bedone in variousvays:

a. The government policyThis policy is generallygenerated othe nationalevel, such
as governmentregulations Besides the policycan be donet theregional or local
level, local regulations

b. Land purchasesnadeby individuals andconservation organizationsor example a

globalpartnershiphas allocatedunds to realize&oncessionsvithout loggingforest in
Sumatrdsland

Supportingocal culture anccustoms

The establishment ofa field researchstation by universities andother research
institutions

oo

International Union for the Conservation of Nature and Natural resoufit#SN) as citel by
Davey (1998 p. 45), establisha classificatiorsystemof protected areasvhich covera wide
range ofintensity ofuse ofhabitatby humansfrom small to large scalén Indonesiaypesof
protected areaalongthe criteriainclude nature reserveswildlife; national parks tourist
park hunting parksand protected areas

The piorities for conservingbiodiversityneed to be sedsthe foundation foefforts tokeep
the speciedrom extinction The challenge iow theconservation effortso asto reducethe
rate ofextinctionof specieswith limited resourcesapabilities

Natural resource managemeractices which haveemphasized thenaximum production
either in the fornof goods(volume of timber harvestedind servicegthe amount of visors
in the ared viewpoint needs to besnrichedwith more preciseand expandedto include
biodiversity conservation aretosystenprotection

The other sidét also payghatwith regard tathe conservatioprinciplesareaspects ofjood
governance Good governanceis an agreementsreated bythe governmentsociety and
private sectors principlesin terms ofconservation effort@s proposedy Indrawanet al
(2007, p.539541), namely
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1 Participation Associatedwith participation The mainproblemis how theincrease the
participation ofthe publi¢ and further, how themove theservicesto public The
principle of participationis an essential basis for thpattern ofnatural resource
managementffectively. From thisknown principle of "ecological stewadshig',
consistentwith a certainvariety of customary rightsFrom thisknown principle of
"ecologicalstewardshipy consistentvith acertainvarietyof customary rights

1 Law certainty Laws relating toforestry in Indonesia for examplestill overlapthe
Rights ofindigenous Peoples managinghatural resources

1 TransparencylIn the field of biodiversity utilization, are neededair and equitable
sharing of benefitsOne of the mechanisnswith buildingeffectivepublic consultation
anddialoguewith thestakeholdersoncernedontinuously.

1 Responsivenesdhe pattern ohatural resourcenanagemenhecessarype adaptive
Like it or not good governances influencedby the marketmechanismso that the
necessarieveraging change through the matke

1 DevelopingagreementsJob description and authorigre clearly necessaryor the
continuity of effective governanceConflict of authority betweenevels need tobe
completedwith various consultationmechanismsincluding throughthe process of
arbitrationinstitutions

{1 Equality. Including gender equalitykeep in mindthatin many casesvomenoften
proves itselfas anatural resource managersnoreefficient and effectiveomparedto
men In addition togender equalitythe systenof ownershipaccessandutilization of
natural resourcaseed to be improved

1 Effective and efficient Productionof natural resourceshouldbe made efficienin
orderto be sustainabldn same timemechanismsieed to be developad order to
realizea fairprofit sharingandimpartial

1 ResponsibleAll stakeholdersshould beresponsibleBoth government, privateand
civil society The private sectqrthe accountabilityshould include aspects ofoth
social ancecological

1 The strategyvision. Wide perspectiveand further aheads the coreof this strategic
vision, need to be awarthat themanagementf natural resourceis a key issuef
sustainable developmen®ystemsand traditional customsthat have developedfor
centurieshouldgeta reasonabliegitimacy

2.4. The SandalwoodConservation Policy

Along with thedecentralization policin Indonesia, whichs givenby the central government
through theAct no. 32 of 2004 impact on thedelivery of a wide range oauthority to the
local governmentto condict government affairand developmentit is further handed over
the management dhe District governmengandalwoocdeachregion producingsandalwood
After thelocal governmenhas the authority teegulatethe management siindalwood
Thedistrict governmentof Timor Tengah Selatathenissued a policyo regulateall matters
relating tothe management afandalwoodn Timor Tengah Selatan districtamely district
regulations Timor Tengah Selataristrict number 250f 2001 onthe management of
sandalwood

75



8th International Scientific Conference on Economic and Social Development and 4th Eastern European ESD
Conference: Building Résnt EconomyZagreb, Croatia

The mainsubstancef this regulationis themanagement adandalwoodvant to restor¢o the
welfare ofthe community becausesandalwoods a specificcommodityanda mainstay for
the Timor Tengah Selatan District.

3. METHODS

This study used qualitativeresearchmethodthat is researcthat produces descriptive data
the form of written wordsor refer to theprocessesand meaningswhich is notrigorously
examinedor measuregdboth in terms ofjuantity, intensity andfrequency Emphasis is igen
to the natureand thesocialconstructiorof reality.

The main emphasisn thequalitative approach this studyis basedn the consideratiothat
research focuss local knowledgein the sandalwoodtonservatiorpolicy implementationin

addition todescribelocal knowledgeof the sandalwood-onservatiorpolicy implementation
this study alsaevealthe influence othe context otulturalvaluesassettingthe processio

see thesocial and cultural conditionsecessaryinterpretation ofthe meaing (Creswell,
1994).

The focus ofthe studyconsistsof: (1) identify types oflocal knowledgeevolving usedas a
referenceby the farmerdan the cultivation ofsandalwood (2) identify local knowledgethat
are stillrelevantand supportsandalwoodconservatiorpolicy. While the techniquesof data
collection observation, documentation and interviews While the techniquesof data
collection observation,documentationand interviews The data has beecollected then
analyzedusing qualitativedesciptive analysis Qualitative datacollectedwill be interpreted
by triangulation

4. RESULTS AND DISCUSSION

Based orthe description othe concept ofocal knowledgeandthe results oflata collection
it is identified somelocal knowledgeof communitiesin conservationsandalwoodamong
others

a. The norms and belief Against Sandalwood

To ethnic communitie®f Timor or Timorese sandalwooglantssince ancienbelieved to be
part of their ancestorsThey believethat this type of timbers the incarnatiorof ancestral
spirits They believe that this type of timberis the incarnatiorof ancestral spiritsThey

believethatthis type of timbers the incarnatiomf ancestral spiritsTreatment osandalwood
is alsonot to carelessly Their viewthat thesandalwood concurrentith the arrival of their

ancestorsn heavenso thatheyassumehatthe sandalwoods alsotheir ancestors

Before they know the religion they believe a belief about thenature of the cosmoghat

controlshuman life theybelievethatthis naturethat goverrhuman life The universeshould
be treatedwith the bestthat human lifealso becomeswell. His view of the natureas God

incarnatein the ethnic languagesf Timor, namely (1) uis neno(God/ King / Rulen; (2) uis

ah (Lord ofthe Land; (3) uis oe(Waterruler).

The cosmosn the form ofearthwheretimoreseresidefilled many different typesf floraand

fauna Varioustypes of plantandthe vegetationis a unityof God which they believe to be
theregulator ofthe ethnicTimoresehuman life

Based on this beliefthe sandalwoodis consideredas an integral partof life and daily

activitiesfor Timorese

According toBora (2009, the myth ofsandalwoodnclude (1) the origin of sandalwood
along withthe presence ahe earth Sandalwoods consideredas hau heng plantsexisted
since the beginningbeforeman was createp(2) plant thesandalwoods naturally rather
than artificial or the result ofhuman engineering3) momentand how to harvest is after

obtaining approvafrom usif (king) and whenold (sandalwoodhe fall leaves$; (4) how to
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maintain and care for sandalwoodsandalwood has becomea habit not by coercion (5)
prohibitionsor taboos closely related to theonservatiorand maintenance ohé customary
oathsandalwood

At the erakingdom of Timor, when sandalwoodharvestwant first consideredirst age of
sandalwoogdcall atraditional leaderso cast a spellthat thetreeshave been cut dowighost
of ancestorslo notcome to botheman In addition,before thesandalwoodreesin cutting,
first dedicatedcanimal blood

The mtionalactions performedby the ethnic communitie§imor is unacceptablebutit is a
social reality local communitiessandalwoodreatedvery carefully The facts show thahe
special treatmendf the sandalwoodpopulationin the pastis verylot of. In ancient times
beforewas formallyexploited the conditionsandalwoods still astretch offorestthat extends
to all landin the district ofTimor Tergah Selatan.

The story othow the condition ofandalwoodn the pasts theproofthat thelocal community
hasits own knowledge andeliefin exploiting sandalwoodBut otherwisethe treatmentand
knowledgeis rarely foundtoday Dutch colonial regimeand the Indonesian regiméas
destroyed théocal wisdom andeplace them wittmodernwaysto managesandalwoodThe
resultis a population ofandalwoodhe longer thelecreased

Chronologyof how the procesgan be traced tthe destruction ofandalwoodVidiyatmika
quotedRohadiet al (2001, p. 195, mentionedthat initially the entiresandalwoodon the
island of Timor ruled by King, the King further pointed fiLandlorcd (fetor or uis pah) to
oversedhe production ofandalwoodn the arealLandlordsarethenappointed as thieead of
indigenousfor maintainingandsecuringsandalwood treethat exist angberform ritualsto be
performed if the harvesting of sandalwood If all activities are finished harvesting
sandalwoogdsandalwoodootsbelong tothe King stemsis given toLandlord andbranches
to the owner ofthe sandalwoodree (Ormeling in Rohadj 2001 p. 196). Management
practicessuch asoccupationlasteduntil the time ofthe Dutch Indiesandsince it is alsa
very fundamentathangein the mangement ofsandalwoodChanges happen the case of
logging

In the Dutch colonial erathere has been @angen the payroll systenof exploitation The
Dutch provide certaintyof compensationin any harvesting of sandalwood but the
compensatiomprovidedwasnot clearto local rulers as well ascompensatiorirom the local
authority to the peopleThis rule then protestedand rejectedby the peopleln 1925, the
compensation system replacedwith the tax systemat that timesandalwood managenten
conducted by the governmentSwapradja In 1925 enacted Sandalwood Ordinance
Announcedat the time thathe entiresandalwoodecome the propergwaprajaGovernment
of swapradjahen watchedandalwoodrom place of originto the destinatiorf trade

Since theindependenceof the republic of Indonesiain 1945 until today (the era of
government refori sandalwoodstill controlled by the governmenin the constitution of
1945article 33, is mentionedhatthe earthwater, airand all its contentswned by the State
and usedor the greatesbenefit of the wholeeople of Indonesidf refer tothe actually
destinationwants to protechatural resourceand beneficialfor the welfare ofthe entire
nation of IndonesiaHowever,in the implementationf policiesto achieve this goas still far
from the expectedso people stillbecome victimsof promiseand determination thdtave
been submitted

b. Sanctions overViolations

Social systemin the Timoreseknow the mechanism of sanctions forviolations of the
provisions outlinedby the norms and value®sf society , Including theviolation of the
provisions ofsandalwoodexploitation They know the culturekiu muke (penalty) to the
breaking ofvaluesand normskiu mukeis a systenthat is categorizecheavysanctionsfor
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thosewho have donean offenseFor exampledo logging sandalwoodmmature do wild
grazinglandsandalwoodrees andsandalwoodheft

If there is aviolation by a member othe social systenthen theviolatorimposed a findorm
delivery ofanimals examplegivespigs cows or goatsto thetraditional institutioncalled ta
haof to. If a personwho has committed an offensbut does nothave aproperty that may
delivered the subject must beork at homeusif (king), amaf(royal council), or athomemeo
(commander)givenvoluntarily without pay.

The following is aable showing théorm of sanctionseceived by theffenders namely

Tablel: Various forms ofanctiondor violationscustomary

No | type ofviolations Formsof Penalties
1. sandalwoodheft 1 Beef

2 grazingWild 1 goat

3 Burninggrass 1 Pig

4 Cut downsandalwoodmmature 1Pig

The decisionabout whethela personsuspectsviolationsis determinedoy imperial council
decision (amaf) which is called bylasi (Decision), then subsequentlyannounced by the
commander of the&kingdom (meg to all people(too). The mperial council and the
commandeand all the peoplprepare foa big eventas a means of ttonveythe information
thatone member of thesocial systemvas convicted

Form of sanctionsand the official announcementf the personconvictedis one wayto
provide a deterrent effecn the infringers The resultis proven that they arethinking of
doing acustomviolationsfor the second time

In interviewswith informants it is knownthat theviolations relating to thecustomis very
rare sandalwoodThis isfact the causeof sandalwoodn the paspopulationlevelsare still
high. Timoreseethnic communitiehiavevery high shameif they do customviolations The
local communitiesn Timor Tengah Selatalistrict is a societythat upholds thesocial
institutionsthat havebuilt andshaped byhe social system

c. Customary Oath

The bbcal knowledgeof other related conservation practicesandalwoodthat is theBaan
(customoath). This oathvery supernaturalbecausethis oath direct implications on the
practice ofconservationof sandalwoodSomeone whdiasvowed tomaintain and protect
sandalwoodit will be shownas a resuliof the oath Results ofinterviews with custom
leaders statingthat one should natarelesslymakeoath becausdhe oathhad consequence
both positive and negative

When someoneakescustomoaththatthey havenot sandalwoodvas stoleror disturbedby
other peoplewhich is called bybanu ritual, then the sandalwoodf was stolen thereare
unqualified Both in terms okmellandof content(hard core)so not havingeconomic value
(selling priceis verychea.

Sometimedocal communitieperform ritualstsanutbany, aritual to determine the feasibility
of a treg whetherit's time tocut downor not Those whaperformthe ritual will get theclue
thatit was time fora particularsandalwood treet® be harvestedut whenharvestedut not
yet old enoughhenit does nohave asandalwooador qualityand content

Underoverview of thecustomoath it canbe interpretedhat thecustomoathis acustomary
mechanismghat have effectivenesto maintainand protectsandalwood treeom the other
partydisorder
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d. The SandalwoodCultivation System

The lbcal knowledgef local communitiesn Timor Tengah SelataDistrict can also be seen
sandalwood cultivation system Community groupsdo sandalwood cultivation as a
manifestationof their experiencen interactingwith sandalwoodAccording toDaniel et al
(2006 p. 17) is thedevelopmenof silviculture and forest cultivationcovering the fields of
seeding tree breedingplanting maintenanceand protection Meanwhile, according t®ua
Upa (1996 p. 7) statesthatsilviculture is the sciencand artin an effortto plant cultivate
nurture. Collect the producandimplementartificial regeneratiorsilvika basedknowledgen
forest managementKnowledge of this very basic silviculture nature because it gives
understanding to the farmers to undertake farming activities efficiently and effectively.
The sandalwoodilviculture in the managememarried outn line with the attention givenn
order tosave thesandalwoodreefrom extinctiondue todeforestatiorsandalwoodsincethe
decadeof the 1980s The effortsthat have beemaken insilviculture include the following
activities

1 Procurement activities cleeds

The edprocurementctivities include picking beanson asandalwoodreethat meetghe
requirementsincludesregistrationpests and diseasdsee ageover 20years disinfectedseed
storage, incorporated intglastic bagsandstored ina cooldry space Supply Managedis
donethrough stockingpf seeddn seedtrays planting seedsin a plastic bag by the stump
specific toareas witthigh rainfall(Patty,2001, p. 33).

1 Planting activities

Plantingis done either directlyor indirectly. Direct plantingby seedplantingintercropping
While planting indirectly such as byway of nurseryand planting saplingsvia cuttings or
grafts Becauseit is semiparasiticsandalwood trees needof host plantsso thatwhen
planting should be plantetbgetherwith its host(other crops, such ashili plantsor plant
acidy.

1 Careactivities

Sandalwoodreeis a plant thatequiresspecial handlindgpecause it is vergensitive eitherto
weatheror with pest The activitiesarecarried outin the careof replanting, namelyeplacing
deadsandalwoodaplingswith newseedlingslo whenthe rainyseasons still there. The next
activity wasweeding fertilizing, pruning, thinningpesteradication

1 Protection activities

Attempts are being made t@rotect sandalwood treesf various disorderssuch aswild
grazing fire, andtheft Mostdisorderssandalwoodree damagehenstandsare 12 years old
are caused bwctivities ivestock grazingn the wild thus destroyingeedlingsthat are still
standingare 12 years old Another factoris the burningousheghat is practiced byarmers
who leadsandalwoodaplingswvere burned

Local knowledgen silvicultureis not contrary tdahe principles osilvicultural conducted by
the extension agentsf the Forestry Agencylimor Tengah SelataDistrict. This means that
the knowledgesocietythrough thecultivation of sandalwoodin line with the principles of
moderncultivation

5. CONCLUSION

The cevelopmenthat ignoredocal valuedead tothe marginalization ofocal communities
Model of developmentinto top-down andnot rooted inlocal cultural valuesin thelastthree
decades oflegislation products in the managemenit natural resourcesend to exhibit
characteristics that apatterneccentralized exploitative(useroriented) pro investor(capital
oriented) sectoral closing the spacéor transparencyand public participation ignoring the
rights oflocal communities

79



8th International Scientific Conference on Economic and Social Development and 4th Eastern European ESD
Conference: Building Résnt EconomyZagreb, Croatia

The ways thathatresult in (1) Abandonmenbf the principle ofjustice democracypublic
participation (2) degradatiorof natural resourcedue tothe orientation opublic policyis
directedto the pursuit oleconomic growthincrease revenues lexploiting natural resources
(3) lead tothe marginalizationand destruction othe social orderand cultureof local
communitiesas centrally as desired made uniformgoverrment (4) there is a process
criminalization victimizationanddehumanizatiof theactivities ofthe localcommunitiesn
the utilization of natural resourceshrough primitive societiesstigmg obstacles to
developmentirrational uncooperativeforest destructionillegal farming illegal minersand
others stigmatends tadiscreditthe existence ahe localcommunity (Nurjaya,1985)
Theconservation ofandalwoodreehasbecome an important issuethe development ithe
district of Timor Tengah Selatarbecause it was realizeédat theexploitationof sandalwood
during this leadto environmental degradation atass ofnatural resourcescarcethis area
The ncreasedlecline ofof sandalwoodthe morewe realizethat conservingandalwoodree
is very urgenteffort in orderto savetheserare treesrom extinction Various attempts have
been madeén order to conservéhe sandalwoodree amongthe measures takeby the local
governmentthrough local regulation number 25of 2001 on sandalwood but in the
implementationof this regulationhas not been implementad that the optimabopulation
level impactsshowed nosignificant progress a trend to decreasndalwoodreeis feared
extinct In the implementation othe policy onsandalwoodnecessaryparadigm shiftfor
policy implementers namely thosehave toexplorethe valuesthat is owned by thelocal
community In the implementation ahe policy valuesor local knowledgeis nota guide for
policy implementers in performingits dutiesand functions approachadopted istop down
approactbased on théechnical instructionsf the forestry departmenwhereaghere arealso
local knowledgesin conserving sandalwood treesThis is not to be noticedby the
implementers resulting in theexecution of dutieo cultivate sandalwoodack of local public
responseThe new paradigrs that needs to bleeld by theimplementersaresupposed tpay
attention to thdalancebetween theontinuity of the functiorof economygcologyand social
culture of the sandalwood managemenis not centralizedby building community seHl
reliance To achievethis paradigmis needegd(1) reorientationof nationaldevelopment goals
and the forestry sectoto the balance between theontinuity of the functionof economy,
ecologyand socialkulturein the management afcarce natural resourcés improving the
quality of human life (2) good governancen the management of resourcesscharacterized
by goesthe principles otransparencypublic participation anéccountabilityto the publi¢
(3) the efforts ofempowerthe partiegelating to theadjustmentor reorientationof national
development paradigrandthe forestry secto(Kartodihardjo,2006) Accessand use rights
over a wide rangef resourceswhich arearrangedas well as possibléor all the local
community group$y taking into accountarious aspectas emphasizeith Forestry Act41 of
1999Atrticle 2 filmplementatioris basedorestryandsustainabldenefits citizenship justice
solidarty, opennessand integrity. The forestry administrationaims for prosperity of the
people with justice and sustainable Utilization of forest resourcesre required topay
attention also multipurposeincludes soil and water conservatipimber and nos#timber
resourcegor local communitiesconservation oflora andfauna as well asupportfunctions
for other developmergrograms
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ABSTRACT
The purpose of this paper is to discuss the importance of the foreign languages in particular
Englishfor Specific Purposes in the process of integration, economy and development of a
country. The main body of this work will be focused on English language spoken by the local
staff here in Kosovo as a country in transition period, considering that no gsolitio
business, no cooperation can be run properly if people are not able to speak the language of
the partner/ the Global understandinGonsidering that the globalised world includes all
industrial, political, legal, economic, social and cultural proses,ESP is one of the terms
required to be part of this world as people cannot communicate without speaking the
language of the partner in a specific fielfranslation of legal documents are required for
many different reasons relating to judicial or admtrative proceedings in other countries.
Often the translation must be accompanied by a sworn affidavit of the translator, certified by
foreign authorities so as to be considered valid in the procedure for which it is regéged.
migration into Europes increasing each year, it brings significant economic and cultural
benefits. Some newcomers are very successful in the labor market and enjoy positive relations
with other residents but there is another part of them who no matter how skilled they are the
lack of language knowledge disables them to adapt in a new environment. All of these will be
discussed in this paper.
Keywords EU, languages, integration, economy , communication , global understanding

1.INTRODUCTION

Language is the written and spokmethod of combining words to create meaning used by a
particular group of people. Language therefore remains potentially a communicative medium
capable of expressing ideas and concepts as well as moods, feelings and attitudes. Every
language hasitsownmpor t ance but English | anguage, t |
lingua franca comes to our aid in commercial transactions throughout the globe and the
language of the latest business management in the world. English is a means not only for
internatioral commerce; it has become increasingly essential for-stébe commerce and
communication. Te last few decades have been experiencing a growth in the role of the
English language around the world as the lingua franca for economic, scientific, diadlpoli
exchangeThe term lingua franca meansé a hapguageused for communicationbetween
groupswho haveno otherlanguagen ¢ o m m ¢Matthews,2000:209) English language is a

tool that helps to integrate both politically and economically into the global community. This

is the reason why General English differs from English for Specific Purp@®B which
according to Dudley Evans (in Anthony: 1997) haseen referred to as
(English Language Teaching) as the content and aims of any course are determined by the
needs of a specific group of learners. ESP is often divided into EAP (English for Academic
Purposes) preparing students for academudias in universities around the world and EOP
(English for Occupational Purposes) teaching English in general or particular workplace
training and development. Further sdilsisions of English for Occupational Purposes are
sometimes made into businessghlsh, professional English (e.g. English for doctors,
lawyers) and vocational English (e.g. English for tourism, nursing, aviation, and bricklaying).
All these types of English have a certain purpose and a very important role in every field of
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our life sarting from entertainment, to politics and econoiflyerefore the role of English in
the world can be considered as either a form of linguistic imperialism, a vehicle for social and
economic mobility, or a global lingua franca necessary for a gttdmabdor a global justice.
It means English language in fact ESP ( English for Specific Purposes) facilitates
communication, live or online, reduces expensive mediation of interpretation and translation,
It has no differences between rich and poor, powaearidlpowerless. It helps people debate,
cooperate, lobby, demonstrate effectively across bordersEatflish is everywhere. The
Economist says, "English is the language of globalizatainnternational business, politics...
It is the language of compugeand the Internet... it is the dominant international language in
communications, science, aviation, entertainment, radio and diplomacy...."( Economist 2001
The triumph of English).
As mentioned above the benefits from knowing ESP in business areg ¢h#itime required
for negotiations in half, being able to establish a relationship with other countries, and
eliminates poor judgment due to insufficient
helps one achieve goals much easier and much quickeZarrie Harris ( 2006, The
Importance of foreign language in Business ) wrote about the importance of foreign
languages ( global understanding) in business, because of the following reasons:

having a deep desire to become his own bos
A wa n tonverge withodivarse people freely, and
Awanting to have an edge over his competitor

With this society becoming more diverse with other cultures and peoples beliefs, it is only
natural and right to learn other languages to keepvitip the change. In the developing
business, one does not want to isolate people due to his/her handicap of not knowing their
language, because that would limit one from providing services, lose money, and lose
credibility throughout the communityGiven that English has acquired its wondde
reputation due, in large part, to globalized power relations, those companies and governments
employing welltrained nomnative speakers for their international business communication
needs will obviously see the awage of hiring nomative speakers of the English language

with multilingual talents.

2.ENGLISH AND GLOBALIZ ATION

The gl obal i mpact of English in a countryos
value and status in countries with aspirations to participate in the knowledge economy.
Proficiency in English, accompanied with educational credentials prowideeer and
employment competitive advantage in certain sectors of the global economy, because the
number of jobseekers worldvide is much higher compared to the job creation in labor
market. As English and Globalization are closely related to each, dtédens (2000)
defined globalization as a separation of space and time, emphasizing that with instantaneous
communications, knowledge, and culture could be shared around the world simultaneously.
Globalization has been viewed primarily as an economienpimenon, involving the
increasing interaction, or integration of national economic systems through the growth in
international trade, investment, and capital flow. However, the definition has expended to
include also crosborder social, cultural, politad, and technological exchanges between
nations and in particular, between people. Considering all these definitions there is a question
to be answereddow could all these interactions, international trade, technical exchanges,
politics, contracts etc Ieveen different nations happen when all speak different languages?

No doubt that the answer is simpley speaking the global languagé English language

which is a great help in the process of expanding trade and commerce by creating a borderless
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market.By understanding the global language we can now be the first one to know what is
happening in the farthest corner of the world and travel to whatever country we want in the
shortest possible time. In this globalised world which has become a small vilidgéhe
mutual understanding and cooperation, our world could certainly be a better place to live in.

2.1.International legal language

Increased globalization led many businesses to go international with their offerings. These
global marketplaces wereighly competitive and played a vital role in establishing good
relations among businesses and states all around the world. However, these relationships
called for integration and understanding of each others economic and legal system which
further escala&d the need of legal translations.

International Legal languageEriglish Language for lawyers) differs from standard
international English in that it refers to the style of English used by legal professionals in their
work. For example, thianguage used in international contracts and statutes, which can also
be referred to as fAlegal eseod, I's spoken anit
translator should have a good knowledge in the field of law and order in his own mother
tongue, otherwise the contracts and statuses risk to be misunderstood. When it comes to legal
texts it is generally agreed by both lawyers and linguists that because of the special nature of
legal texts the translator will have to stay close to the soartdy representing the exact or

near exact meaning in the translation. Legal English has long been considered a necessary
skill for lawyers in Engliskspeaking countries however due to the emergence of English as
the language of international businesssitfast becoming a necessary skill for all legal
international professionals to consider acquiring.

In solving international legal problems, a lawyer will be dealing with law words, and the
accuracy of a written legal document depends largely on wordtiealesyntax and good
sentence structure. According to A. Samuel Adelo, (Adelo 2001, Language in Civil State
Court)iit he | awyer mu st then depend on a transl
document i nto another | a nngewnatignel .practic€ with oftenr s el y
require the services of a translator to render foreign documents (usually drafted by an attorney
subject to equally demanding requirements relating to word selection, syntax and sentence
structure) i nt e language. Unfartunately, dasyers aften underrate the
importance of selecting a good translator to accomplish these important tasks.

Legal translation is often more difficult than other types of technical translation because of the
systembound nature ofegal terminology. Unlike scientific or other technical terminology,

each country has its own legal terminology (based on the particular degf@imof that
country), which will often be quite different even from the legal terminology of another
countrywith the same language.

As legal translatiors the translation of texts within the field of law then it is only professional
translator specialized in legal translations who should translate legal documents and scholarly
writings. The mistranslation of@assage in a contract, for example, could lead to lawsuits and
loss of money. When translating a text within the field of law, the translator should keep the
following in mind. The legal system of the source text (ST) is structured in a way that suits
tha culture and this is reflected in the legal language; similarly, the target text (TT) is to be
read by someone who is familiar with the other legal system (corresponding to the jurisdiction
for which TT is prepared) and its language ( Mett; Faber, D@@id1)." Lexical ambiguity

and legal translation: a discussioh) Most forms of legal writing, and contracts in
particular, seek to establish clearly defined rights and duties for certain individuals. It is
essential to ensure precise correspondenceeséthights and duties in the source text and in

the translation. Legal translation may also involve, Certificates of Accuracy, Witness
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Statements, Depositions, Trusts, Wills, Articles of Incorporation, Litigation Documents,
Immigration Documents, ProperBxhibit Labels and in some cases attendance in court by
the translator(s).

The effect of ESP in Kosovo economy

Because ofthe English language knowledge mangiversity studentdave been granted
scholarshipsn various Europeanountries enabling them elxange experienceklt is exactly

a foreign language/hich enablethe Kosovatbusinessmeto do businesboth in the country

and abroad. Hershouldalso mentionimmigrants whodue totheir language skillproved
successful wherever they lived by quickly integrating in the society.
Since1990up to now the international presen@e Kosovowas a greahelpin improvement

of foreign languageand thusenhancedntegrationof our country in the European Union.
Kosovods co0o0per aoduntees is essential fot its eommercraledevelopment,
economic growth and political stability . It means its citizens should pay more attention on
foreign language learning, especially English ( global) language.

English taught in Kosovo

English taught in Kosovc

m 1st Qtr
m 2nd Qtr

3rd Qtr
M 4th Qtr

Chart 1. Englsh taught in Kosovo

The chart shows the scale at which schools, colleges and universities in Kosovo teach English
Language, be it General English or E3cording to the data collected from the pupils and
students in all levels of education in Kosovogaimes out that the first quarter of the chart
which is sixty percent all elementary schools teach General English. The second quarter (red
one) represents the percentage of General English taught at secondary schools while the two
other quarters presenginabout thirty percent , show that colleges and universities teach ESP.

It is a small number of private colleges that teach general English because of the students low
knowledge in English languagall respondents asked to fill in the questionnaire decthat

they are offered ESP classes and are aware of the aim the ESP courses. Both professors and
students of colleges and universities observed declare that the aim of ESP courses is to
provide opportunities for students to gain knowledge and skillsrderoto understand ,
explain, and communicate in their study field, be able to translate from English into Albanian
or Albanian into English, write reports and of course write business letters and have
discussions in English . Every university unit uses déldequate literature necessary for the
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particular study field as well as additional literature in order to familiarize students as much as
possible with professional vocabulary. Therefore, if we consider this chart we can have a
picture of people in Kosav speaking English. It means more than thirty percent of all
administration, businessmen and politicians speak they professional English. The rest at about
twenty five percent speak General English, with is sufficient for them to achieve their
understandig while traveling, shopping and holidays in foreign countries.

3. CONCLUSION

The purpose of this paper was to discuss the importance of the foreign languages, in particular
English for Specific Purposes in the process of integration, economy and devdl@ine
country. Kosovo as a country in transition , dealing with many recognitions from other
countries, doing politics, businesses and cooperation was largely helped by its citizens
knowledge of foreign languages especially English for Specific Pusposed in every single
professional field.

Translation of legal documents required for many different reasons relating to judicial or
administrative proceedings in other countries were treated with a great attention. Often the
translation had to be aaopanied by a sworn affidavit of the translator, certified by foreign
authorities so as to be considered valid in the procedure for which it was required. All these
documents in Kosovoods case proved weoy be coc
succeasful in the labor market and are enjoying positive relations with other residents but
there is still another part of them who no matter how skilled they are the lack of language
knowledge disables them to adapt in a new environment. All these issuésne@tbove are

results of colleges and universities which offer their students English courses in certain study
field which is called English for Specific Purpose.
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ABSTRACT
The accession of the Republic of Croatia to the European Union requires a regular review of
policies, practices and procedures that affect ethical behaviour in the public SHutoe are
increasing expectations from public that governments should fastdr sustain higher
standard of integrity in the public servicéh this context, joining the EU many states
recognized ethical cultuseas acrucial priority in general. It is considered to be a vital
component for maintaining the confidence of socety politicians in the public sector.
Responsibility of management in public sector is to establish the dthsexl organizational
culture through ethical infrastructure that promotes ethical vainedecisioamaking, work
processes and operationg. transitional economy the responsibility is particularly stressed.
After fast replacement of the old system, the change goes much slower and often much longer
retain the remains of replaced and incompletely destroyed social sySmmunism and
collectivistially-oriented society did leave a unique legacy by creating a peculiar cultural
syndrome at the enterprise level generating a challenge for doing businessrltheratrticle
examines the results of a study conducted in public sector units in Croatiaifihef the
study was to examine and describe the efficiency of ethical organisational culture in Croatian
public sector. The construct of efficiency was measured by a consideration of three areas:
legal framework, institutional setting and ethical infragtture. The results indicate that most
public sector units are in the early stages of development. It is established a basic framework
for the ethical conduct of civil servants in the public administration, but the government
bodies did not take specific@ons to motivate and encourage civil servants to adopt certain
ethical principles and values and to implement them in daily operation.
Keywords:Collectivistically oriented society, Ethics, Ethical organisational culture, Ethical
leadership, Public sect

1. INTRODUCTION

The aim of this study is to offer an overview of the current situation of ethics in public sector

in the Republic of Croatia. The study discusses the various measures that have been taken to
promote ethics in public sector. Commissionedh®y State Audit Office and the Ministry of
Justice, there are two main sources that have set the ground for this project. The first is a study
by the State Audit Office titled 'Ae effectiveness of the functioning of ethical infrastructure

in the state aainistration’ carried out in December 2013 thillowed-up to the earlier

survey studyof the AntiCorruption Program including ethics and integrity for statamed
enterprises andegional and local government bodiesried outby the Ministry ofJustice

from 2010 to 2012.

The paper provides a wealth of information on the state of psbidce ethics in Croatia and

it is structured as followg\fter the introductory part of the paper, the second part of the paper
explores the theoretical framewks of public sector emphasizing significance of public
sector, impact of national cultures and work habits and challenges of the ethical organisational
culture. The third part of the paper discusses methodology and research results of survey
carried outm the public sector in Croatia. The last part of the paper includes conclusion.
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2. THEORETICAL FRAMEWORKS OF PUBLIC SECTOR AND ETHICAL
ORGANISATIONAL CULTURE

2.1.Significance of public sector

Behaving ethically is critical in the public sectttenzel (2003) aggued that thics and public

service val ues ar e i mportant esloeunhedn t @ f i mu bc

administration.Public servants exercise authority on behalf of government and their actions

directly affect the lives of the public and the cdefce that the public has in government.

The Organization for Economic @iperation and Developme®ECD (2000)hat is focusing

on helping governments in their member countries and elsevemephasize thatitizens

expect public servants to serve the pubhterest with fairness and to manage public

resources properly on a daily basis. According to them fair and reliable public services inspire

public trust and create a favourable environment for businesses, thus contributing-to well

functioning marketsrad economic growth (OECD, 2000).

The public sector in the Republic of Croatia consists othé.general governmentsually

refers to the term of the government sector or the state, which is more often used colloquially;

2.nonf i nanci al public enterprises; 3. publ i c

general government sector can be divided into thregldegentral government, regional and

local authorities. All countries have all these levels, depending on their political organization

and the level of fiscal and institutional decentralization (Litvack etal., 1998)o at i a6 s p u

sector comprises geral government and statevned companies. General government

includes central government (ministries, offices, state agencies and other budgetary

organizations and exttaudgetary funds, including the bulk of health care and education) and

local (429 murtipalities, 126 cities and 2tounties) entitesRr ani | evi | and M.

2013. The total number of employees in the Croatian public sector in 2008 amounted

388.222( Br at i |  d&he majority of 2riployeds.in the Croatian public sector were in

gereral government (an average of about 82 percent), while employees of public companies

presented an average of about 18 percent in the period under analysis from 2005 to 2008

(Bratil eGungle,r ga0 lath)d. Gp o |thamitris a(mdsd ilmgsdiblenoe nt i o n

accurately calculate how many employees in the broader public sector are, because there is no

systematic data. Furthermore, they stated that the framework data shows that for the state (in

the broad sense) work almost 390.000 as every third gewlo CroatiaAt the same time,

the average share of employment in public enterprises in total employment in Croatia was

significantly higher than in most other European count(iesl, Norway, Switzerland,

Iceland, Turkey and Macedonid} was 12.47% irR008, only lower than the proportion in

Greece and PolardBr at i I et al, 2010).

According to Kinchin (2007),he ethics of public service should based on five basic

virtues; fairness, transparency, responsibility, efficiency and no conflict of interest

Prerequisitdo define a set of valudbat reflect what the organization represast® define

what the key cultural messages are being sent about,etbiosring to laws and regulations.

The valuesare usually expressed in ethical rules and guidelines given to employees through

the vision and mission, code of ethics or code of conduct. They should guide employees in

making decisions and determining standards of behavior within the orgamizat

The Republic of Croatia has established ethical infrastructure and has adopted regulations that

define the fundamental ethical valumsd ethical principles for employees in certain parts of

the public sector. However, to ensure compliance withptiescribed ethical valuesnd the

application of ethical principles and increase their impact, it is necessary to carefully develop

ethical valuegnd ethics initiatives, implement and monitor them in a system.
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2.2.National culture and work habits

The first approach that national culture has a significant impact on (among other things) work
values, draws particularly on the work of Hofste@alian and Abeysekera, 2008he effect

of national <culture on an i nd.ithkatpeaplalivétseir wo r k
lives in sociocultural milieus that differ in their shared values, customs, social practices, and
institutional constraints and opportunity structures (Bandura, 2002). Hofatgdes that

i mportant val ues ar ers éf gveny gutturenijolendoa, 2012).tirohisme mb
study, he emerged four value orientations, including power distance, masculinity versus
femininity, uncertainty avoidance and individualism versus collectivism. Individualistic
cultures (the United States, Audimaand Great Britain) put the needs and goals of the person
and her or his immediate family first. Members of these cultures see themselves as
independent actors and believe that everyone should take care of themselves and their
immediate family. In comést, collectivistic cultures give up top priority to the degree of the
larger groupi extended family, tribe, community. Members of these societies (Guatemala,
Ecuador , and Panama) think in terms of Awe o0
place in the rankings (Hofstede and Hofstede, 2005)hasational cultures of the Central

and Eastern European countries, Croatia has generally been characterized as more
collectivistic. Members of a collectivistically oriented society tend to be mostaeificis and
productive when they manage things together. It is assumed that this is because the
collectively oriented are disposed to place group interest and shared responsibility above self
interest. At the psychological level, dependency on the coleecan be manifested as an
external locus of control, with an individual believing that his or her life is controlled by luck

or powerful others, such as the state (Rotter, 1966). For example, JoccaidBy study, Smith

et al. (1995) investigated the retanship between culture and locus of control, they found that
people in the Central and Eastern European countries (Romania, Poland, the Czech Republic,
Slovenia, and Croatia) tended to be more socially or externally oriented, and that those in the
United States and other Western countries tended to be more individually or internally
oriented. | ndi vi dual i stic countries prefer uni ve
categorical imperativeQarroll and Gannon, 1997.ollective societies take a more iiéitian
approach, seeking to generate the greatest good {fgroup members (Johnson, 2012).
Citizens of these nations are more sensitive to elements of the situation. Examples of how
individualism and collectivism affect ethical decisions are present&dhle 1.

Grancelli (1995) covers similar themes about Communism that did leave a unique legacy in
the transitional economies by creating a peculiar cultural syndrome at the enterprise level with
its distinct set of values, norms, and standards basethemotion of the Communist
theoretical conception of collectivism (Littrell and Valentin, 2005). Unique culture,
tumultuous history, totalitarian political regimes, and undeveloped system of business laws in
the Central and Eastern European countries lexvdo the current state of ambiguity and
ambivalence about business ethics (Puffer and McCarthy, 1995). Scotchmer (1992) even
claims that corruption was one of the only things that were efficiently produced by
communism. In a transitional period, wherers of reference are scarce, it may scare a lot of
people to deny their old habits in order to learn new ones (Su and Richelieu, A€88)an

(2012) stated that a compromise between the two views, both past and present, is one of the
mechanisms for wish all social changes occalowly. He mentioned thatne of the basic
purposes of life is not learrgn but unlearning from learned addprogramming is sometimes

much harder that learning.
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Table 1.How individualism and collectivism affect ethickdcisions
(Carroll and Gannon, 1997)

Issue Individualistic Collectivistic

Bribery Seen as a form of corruption |A way to meet community obligations,
more common

False Information Lie to protect privacy Lie to protect the group or family

Expressing Disagreement |Direct Indirect; save face

Intellectual Property Protected by copyright laws  |Knowledge is to be shared

Gender Equality Promote equal opportunity  |Wotmen seen as an out-group; need to
protect status quo

Nepotism Hire based on qualifications |Hire based on connections (family and
friends)

Privacy Right to privacy Public interests take priority over privacy

Wealth Wealth distributed more Large differences in wealth

equally
Human Rights High human rights ratings Low human rights ratings
Laws The same for all Vary according to tradition and status

2.3.Challenges of the ethical organisational culture
It is difficult to define business ethics and ethical organisation without defining the terms like
ethics and morals beforehand. According to Klaic (1978) ethics cdmm the Greek term

et hos, meaning ficust omo, Ahabit o, Afval ueso
mos oOor mori s, meaning Aconductodo or MAusageo.
and principles to the organizational context (John2612). Ethical behaviour in business is

Abehaviour that i's consistent with the prin

that have been agreed upon by society (Trevino and Nelson, 20¢1¢. or di ng t o Nor
and Ri dder st rshduld peim2die@®2)ygne and dvarythmg in an organisation. It
needs to be applied everywhere and constagtlyics in the workplace can be managed
through implementing an ethics code of conduct, obtaining top management commitment and
support, the appoiment of an ethics officer, ethics training, reward systems, a system to
report unethical behaviour and the auditing of ethical performance (Lloyd and Mey, 2010).
Numerous authors have created constructs and models that differ in their criteriahbuéall

an aim to establish an ethical organizativig (2014) stated that a model that assist in
complying an ethical organisation culture with determined criteria of business ethics
(emphasizing values and mission of business; code of ethics and ordirdnedscal
behaviour; determining ethics officer; programmes of ethical education and trainings; a check
of candidat edbds et hi-tine, mptivatiom and pobicieeethjcdl lwelyamam t ; h
and reactions to unethical behaviour; leader as anmgarhethical behaviour for employees
communicating ethical valuegawareness campaigns); monitoring and controling of
implementatioh is based on values, implementation and governance of such an organisation.
Values are relevant to individuals, to amggzations, and to societies. For individuals, values
can be defined as fioneds core belief about
should behave across a wide variety of situation (Trevino and Nelson, 2011). In order to have
a certain mechams and ethical principles, ethical maxims that will streamline ethical
behaviour within an organisation towards good, it is necessary to implement standards and
criterions (determining ethics officer, programmes of ethical education and training, hot line,
policy of awarding ethical behaviour and reacting to unethical behaviour, leader as an
example of ethical behaviour for employee®ommunicating ethical valuegawareness

90



8th International Scientific Conference on Economic and Social Development and 4th Eastern European ESD
Conference: Building Résnt EconomyZagreb, Croatia

campaigns); monitoring and controling of implementatidmat allow the organizatm to

establish an ethical organizational cultu@vernancehroughleadership should be a key

source of ethical guidance for an organisatibrevino and Nelson (2011) and Schein (1995)

believe that leadership is critical in creating, establishing anthtamsing an ethical
organisationLloyd and Mey, 2010Q)Trevino and Nelson (2011) argue tlegihical leaders do

right thing, showing concern for people and treat them with dignity and respect, they are open

and listen, and live a personally moral lifen&ly, Nor dstr°m and Ri dder ¢
concluded that a company functions similar to a fish. It spoils from the head towards the tail,
therefore, they think if the top of the organisation does not provide good role models, why
would the rest of the compg behave like decent citizens.

3. METHODOLOGY AND RESEARCH

The study makes use of a set of data collected in 2013. For the survey it was used multiple
methods of data collection such as interviews and meetings, review relevant documentation
(laws, codes oéthics, internal documents) and a questionnaire. Interviews and meetings were
hold with managers at senior levels in the state administration (ministries), and the Officers of
ethics (20 Ethics Officers), representatives of the Ethics and value systeme istate
administration, as well as members of the Ethics Committee. The questionnaire consisted on
32 questions divided in four groups of questions, covered by legal framework, institutional
seting and ethical infrastructurepme eliciting factual infanation (demographics of workers

and firms): age, gender, education, position and years on work and others asking about
knowledge of ethical issues in general, function, implementation and governance of ethical
infrastructure, values and principlés the workplace. There were9B3 responses. Factual
information on the demographics of the sample is indicated in Table 2. The leading questions
related on ethical issues and implementation and governance of ethical infrastructure, values
and principles in the wplace is presented in Table 3.

Table 2: Sampleomposition The State Audit Office, 2013)

% %
Civil servants according to age Civil servants according to gualifications
up to 30 years 5.8 PhD 0.8
from 31 to 45 years 540 M.Sc 42
from 46 to 60 years 36,7 Univ. Spec. 21
more than 60 years 34 BSc 525
They didn't specify their age 0.1 college education 17.7
Civil servants according to work high school diploma 224
civil servants 76.5  low qualifications 0.1
middle management 18,0 no response 0.2
top management 24
10 response 3.1

Codes of ethics and ordinances of ethical behaviour

The legal framework governing ethical conduct in the public sector in Croatia mak&sithe
Servants Acand the Code of Ethics, and other rules and regulations which are partly related
to the application of the rules of ethical conduct in the public sector. These are the Law on the
system of internal financial control in the public sector, the Law on Pienesf Conflict of
Interest, AntiCorruption Strategy and Human Resources Development Strategy in the Civil
Service for the period 20102013. The legal framework review has been determinate that the
mentioned regulations not covered the whole publitosetn addition, mentioned Acts are

not clearly defined "high ethical standards" and framework for making code of ethics.
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In March 2011, the Croatian Government has adopted a Code of Ethics that regdéatd

conduct for civil servants. Having reviewélie Code of Ethics and its comparison with the
Civil Servants Act it has been found that a code of conduct for civil servants, or ethical
principles, moral principles and valu#sat public servants should respect in the workplace
are not clearly and @mbiguously defined. Ethical principles are defined, and the moral

principles and valuea r e not . Furthermore
Act and the Code of Ethics. Having reviewed the Code of Ethics it has been established that
rights and obligations of civil servants are not clearly defined in cases where they did not act
in accordance with the Code of Ethics, or when in a relation with them, they are not treated in

an ethical manner.

t doesnot

Table 3: Acquaintance of ethical measuretaénhe State Audit Office, 2013)

No
Yes No response

Ethical questions (%a) (%) (%)
Are vou familiar with the role and duties of the ethics and
value system? 227 743 3.0
Are you familiar with the role and responsibilities of the
Ethics Committese? 293 68.2 25
Do vou know who was appointed Ethics Officer in
government body in which yvou work? 46.6 519 1.5
Are vou familiar with the role and responsibilities of the
Ethics Officer? 364 62.0 1.6
Did vou participate in training courses/ educations in the
field of ethics or related to the field of ethics during vour
work experience? 6.5 926 09
Do vou think that mentioned actions of the Ministry of
Administration are useful and contribute to the awareness
of ethics in the public sector? 233 746 2.1
Do vou think that some other initiatives and actions could
be implemented in public administration or in government
body in which voun work to promote ethical valies? 380 303 117

Determining ethics officer
Considering that most ministries did not announce the decision about the appointment of the
Ethics Officer, a significat number of civil servants (3%) does not know who was

appointedithics Officer in government body (ministry) in which they are employed, and a
large number of civil servants (&26) were not familiar with the role and responsibilities of

the Ethics Officer. Furthermore it was determined that most of the Ethics Ofiieiher are

satisfied with the way of their appointment nor the way of performing their activities related
to the promotion of ethical behaviour and resolving complaints of unethical conduct. Some of

the reasons are related to their commitment to sinedtasly perform regular job and work of

Ethics Officer,on a voluntary basiwithout extra payments, an unenvious position in relation
to other colleagues and insufficient knowledge and skills related to the promotion of ethical

behaviour and resolving inddual complaintsAccording tothe data, it is evident that B8
of civil servants are not familiar with the role and tasks of the Ethics Departfugtitermore
a largenumber of civil servants (68%) were not familiar with the role and responsibiitaf
the Ethics Committee, as well.
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Programmes of ethical education and training

According to the data the majority of the Ethics Officer passed only one form of ethical
training which according to their assessmenhas sufficient. In addition 98% d civil
servants aren't during their work experience participated in education and training in the field
of ethics or related field of ethicBurthermore 7B% of civil servants have not completed
any training program in the field of ethics during thegular education.

Hot line, filing and resolving complaints

According to the survey, 50% of civil servants would report unethical conduct. Unethical
conduct related to unfairness andprofessionalism would report 386 of civil servants

while unethicalconduct of their colleague in cases of offence to the dignity, discrimination
and insult reputation dfivil services would report 48% of civil servants. In 2012, from total

of 325 submitted complaints, 218 complaints referred to the ministry. Thetlargeber of
complaints is related to the behaviour of the citizens and complaints about behaviour which
harmed the reputation of the civil service, but mostly related to the behaviour of civil servants.
Communicating ethical values(awareness campaign)

Regarding the improvement of civil servants ethics through promotional activities, it was
conducted a campaign called "We're here for you." Accordirsgiteey, it is concluded that
400% of civil servants are not familiar with this actidfurthermae it is important fact that
746% of civil servants considered that the above mentioned action is not helpful and does not
contribute to the awareness of iethin the public sector and 885 of civil servants are
considered that other initiatives and actioratesl to the promotion of ethical values should

be carried out in government bodies or ministries.

Governance ofethical infrastructure in state administration

On the questio; do you think that in your ministry are established and clearly defined
elementsof an ethical infrastructure™ost civil servants responded they are partially
established and clearly defined; rules aiduct and ethical value§l4,7%), ways of
promoting ethtal principles and value§98%) proceduresni case of unethical conduc
(432%), procedures of controls apdeventions of irregularity (48%) and procedures and
measures of unethical conduct prevention amgblving of ethical dilemmas (49%).
Furthermore, 70% of civil servants responded they were familiar with ghaciples, rules

of conduct and ethical valuéisat are required to apply in their daily work. With reporting of
unethical conduct are familiar &®6 of civil servantsHowever, civil servants (58%) are

not fully familiar with the procedure in the @®f unethical conduct (mobbing, injustice,
offence to the dignity) and in cases of suspected illegal acts (suspected corruption, bribery,
conflict of interest).In the assessment of implemented ethical infrastructure within their
ministries, on the quesin whether is effectivahey responded "partially”" (50,4 %) or "not"
(120%).

On the questiorgo you think that all civil servants in your ministry respect defined principles
of conduct?Answer is lower because 205 of civil servats gave a positive rpsnse, 4@M%

gave he answer "partially”, while 10% did not answer or the answer was negative.

With regard to the mutual relations of subordinates and superiors, and superiors acting in
accordace with ethical principles, 28 of civil servants respondehey received the order
from their superiors to carry out a decision for which they knew it was not in accordance with
ethical principles. In addition, 58% answered that superiors respect the principle of non
abuse of powers and the principle of avoglconflicts of interest, while 58% responded

they respect the principle of n@tquisition of material or other benefits.

The results obtained from the first studgrried by the State Audit Office titled H&
effectiveness of the functioning of ethligafrastructure in the state administraticcould be
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compared withthe similar results from earlier survey studfythe AntiCorruption Program
including ethics and integrity for statevned enterprises anégional and local government
bodiescarried ot by the Ministry of Justicdrom 2010 to 2012. In regional and local
government bodies were 576 and in staismed enterprises were 654 responses in total.
According to the survey, in regional and local government bodies E®ifiser was
appointed inonly 957% of the units (less than 60), and of those who are appaffteers,

42 37% published their contacts to be idadale to employees. In only Z&% of the units that
appointed Ethics Officer, it was held employee training in order to promotaletonduct a

total of 208 employees in 29 organizational unitgegional and local government bodies
have been trained. The Code of Ethics is binding only for civil servants but not for the
employees at the local or regional government bo&eghatregional and local government
units use regulations for certain areas that are also presented to a lesser extent: the gifts and
benefits from business paetrs and to business partners (5,38%), asset managem&sefd.2,
confidentiality and impartiality 1250%), the separation of pate and business interests

(16 49%).

In some OECD countries, the stat@ned enterprises still represent a significant proportion of
gross domestic product, employment and market capitalization. Moreoverostad
enterprses are often prevalent in utilities and infrastructure industries, such as energy,
transport and telecommunications, whose business is of great importance for wide segments
of the population and other parts of the business sector. Consequently, the mearagfe
stateowned enterprises is fundamentally significant to ensure their positive contribution to
overall economic efficiency and competitiveness of countries (OECD, 2006 Republic

of Croatia, according to the law, an employer who employsaat teventy workers shall adopt

and publish a labour regulation governing the wages, work organization, procedure and
measures of dignity protection, safeguards against discrimination and other issues important
to workers employed by this employer, if thessues are not regulated by collective
agreementsl'he survey shows thatate owned enterprisesre not aware of the importance of
adopting a Code of Ethics because only 29% of the enterprises adopted codes.
Furthermore, only 2@9% of respondents haa code of ethics available ¢mployees, while

only about 581% of the enterprises have published the code on the wdbtites Oficer

was appointed in only 1496% of stateowned enterprisePata through which all interested
employees can get in taduevith the EthicOfficer are available only in 52% of enterprises.

On the questionare all the employees of th&ate-owned enterprisegnformed about the
Ethics Officer?0Only about 1101% answered affirmative.

4. CONCLUSION

Within the public sector i€roatia, the ethics has begun to evolve slowly and the commitment

to the ethics is less than well developed at this stage. The results of this study tend one to
conclude that at this time public sector units are just partially addressing the issueg inheren
ethical practice. Even though ethics has become the fundamental condition for governments to
provide a trustworthy and effective framework as a way they need to conduct to operate in a
modern society, the data presented in this paper gave reasorveial spreliminary
observations and conclusions related to the frequency and the acceptability of constructs and
models that assist in complying an ethical organization culture. Organisations often have a set
of values or principles which reflect the wayeyhdo business or to which they aspire to
observe in carrying out their business. Evidence is now available to show that values are
underdeveloped in all public sector units that need to clearly define certain terms such as
ethics, ethical values, ethicalfrastructure, morality, ethical principles, and other emts

that are important founderstanding and implementing these regulations in practice. Since the
code of ethics currently exists only for civil servants, it should be considered to adopt such a
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document also in regional and local government bodies and inostagd enterprises in
order to improve ethical standards at all levels of government. There is an obvious lack of
determination and function of ethics officer, ethical education and tgainiotline, reaction

on unethical behaviour, communication of ethical values and governance and leading by
example that indicate a lower level of commitment than for which one may have hoped.
Furthermore, there is no evidence of other constructs (clgeckinf candi dat ed s
employment, motivation for ethical behaviour, monitoring and controlling implementation)
required in establishing an ethical organisational culture. Even though a code of ethics is
cornerstone on which most organizationddtheir ethics programs and a key role in setting
tone toward ethics, it is not enough to set a code, without ensuring that all employees are
informed and understood what is required of them. There is a great responsibility of leaders to
establish a pragm or model of ethics that will represent to the employees and to the public
what are the leading values of their public unit culture. Their behaviour has a considerable
effect on the organisational culture and organisatiome mber 6 s behaThe our
government bodies througkaders roll modelling and taking responsibilities needate
specific actions to motivate and encourage civil servants to adopt certain ethical principles and
values and to implement them in daily operatibherefore theiresponsibility in raising an
ethical awareness in the public sector is crucial.
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ABSTRACT
The paper investigates tloeedit risks in Kazakhstan in the period of 198J13, using the
nonperforming loans (NPLS) as a proxy for these types of risks. The paper finds that the level
of NPLs can be attributed to both macroecon
thought he | atterdés were found to have a relati)
found to respond to macroeconomic conditions, such as GDP growth, unemployment, and
inflation, the analysis also indicates that there are strong feedback effects frdrantkiag
system to the real economy, thus suggesting that the high credit risks that Kazakhstan
currently face adversely affect the pace economic recovery.
Keywords:Credit risks, Kazakhstan, NPLs

1. INTRODUCTION

NPLs in the domestic banks kept steadily in the are@838b since for a long time. The
upward trend of NPLs started immediately with the outbreak of the financial crisis in 2008,
but the sharp increase occurred bwe years later, when GDP growth slowskarply in
Kazakhstan.

High proportion of nofperforming loans was connected with a credit boom in Kazakhstan in
the precrisis period. It lasted a long timefrom 1999 to 2007. At this time, growth rate of
banking crediting was very high about 50% amnually. Against this background, the
deterioration of the quality of credit port:H
was not a concern of banking supervisory agency.

However, the situation changed dramatically after the mortgage crisisgdeé2Q@7 and the
outbreak of the global economic crisis in 2008, which caused a slowdown in lending. This
situation was accompanied by a collapse in asset prices as a consequence of the credit
bubbl eds bursting in the mol intgresgmtes,nmemd & et |,
slowdown in capital flows, which were an important source of liquidity in the domestic
market. In these conditions NPLs began grow rapidly, which led to a sharp deterioration in the
quality of loan portfolios of Kazakh bankisigurel1).

Currently, to preservation of high NPLs contribute reduced growth rates of GDP; the
permanent devaluation of national currericytenge, and tight financial conditions, that
weakened the borrowersd repaymentsionomfprmmci tvy.
which envisages the creation of a single state pension fund instead of a dozen private, and the
expected withdrawal of the government from the nationalized banks during the recent
financial crisis; will also contribute to their persistence.
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Figure 1: Nonperforming loans in the banking sector of Kazakhstan

Beyond the macroeconomic factors, the high and volatile NPLs ratio, indicates that there may

benonnegl i gi bl e

contribution of banks©od

lending policy, and bank efficiency.
The high proportion of toxic assets in the loan portfolio of banks led to a sharp slowdown in
lending to the economy (Figure 2). The government has realized that such circumstances can
interrupt the execution of task pronounced in the lorgrm development plans of the

country.

tspeci f

In this connection, the National Bank of Kazakhstan intends to reduce the level of problem
loans to 10% from the total loan portfolio prior to 1 January 2016. Since January 1, 2016 level
of 10% of problem loans will become prudential standard. Banks that do not comply with the
new regulations after January 1, 2016 will lose their licenses. On the other hand through the
Fund of bad loans the government will provide financial support to thkspavhich are
exempt from problem loans. The government has also prepared draft amendments to the tax
legislation, which makes it easier to write off bad loans (Capital, 2014).
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Figure 1: Banking credits to the economy of Kazakhstan

98





















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































