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)Î ÔÈÅ ÃÏÎÔÅØÔ ÏÆ ÄÅÖÅÌÏÐÍÅÎÔ ÏÆ ÓÕÓÔÁÉÎÁÂÌÅ ÂÁÎËÉÎÇ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌÓȟ ÔÈÅ 

ÓÔÒÁÔÅÇÉÃ ÍÁÎÁÇÅÍÅÎÔ ÉÓÓÕÅÓ ÁÒÅ ÏÎÅ ÏÆ ÔÈÅ ÍÁÊÏÒ ÁÓÐÅÃÔÓ ÏÆ ÃÏÒÐÏÒÁÔÅ ÇÏÖÅÒÎÁÎÃÅȢ 

0ÒÉÍÁÒÉÌÙȟ ÔÈÅ ÓÔÒÁÔÅÇÉÃ ÍÁÎÁÇÅÍÅÎÔ ÃÒÅÁÔÅÓ ÂÁÎËͻÓ ÖÉÓÉÏÎ ÁÎÄ ÍÉÓÓÉÏÎ ÔÈÁÔ ÁÒÅ 

ÓÕÂÓÅÑÕÅÎÔÌÙ ÉÎÃÏÒÐÏÒÁÔÅÄ ÉÎÔÏ Á ÃÏÍÐÒÅÈÅÎÓÉÖÅ ÓÔÒÁÔÅÇÙȟ ×ÉÔÈ ÃÌÅÁÒ ÄÅÔÅÒÍÉÎÁÔÉÏÎ ÏÆ 

ÔÈÅ ÍÅÄÉÕÍ ÁÎÄ ÌÏÎÇ ÔÅÒÍ ÇÏÁÌÓ ÁÎÄ ÐÒÉÏÒÉÔÉÅÓ ÉÎ ÔÈÅ ÍÁÒËÅÔ ÐÏÓÉÔÉÏÎÉÎÇ ÏÆ ÔÈÅ ÂÁÎËȢ 

4ÈÅ ÂÁÎËͻÓ ÓÔÒÁÔÅÇÙ ÉÓ Á ÓÔÁÒÔÉÎÇ ÐÏÉÎÔ ÆÏÒ ÐÏÌÉÃÙ ÍÁËÉÎÇ ÁÓ ÁÎ ÉÎÔÅÇÒÁÌ ÐÁÒÔ ÏÆ ÔÈÅ 

ÏÐÅÒÁÔÉÏÎÁÌ ÆÒÁÍÅ×ÏÒË ÆÏÒ ÔÈÅ ÉÍÐÌÅÍÅÎÔÁÔÉÏÎ ÏÆ ÓÔÒÁÔÅÇÉÃ ÏÂÊÅÃÔÉÖÅÓ ÁÎÄ 

ÄÅÔÅÒÍÉÎÁÔÉÏÎ ÏÆ ÔÈÅ ÒÅÓÏÕÒÃÅÓ ÁÎÄ ÏÒÇÁÎÉÚÁÔÉÏÎÁÌ ÓÔÒÕÃÔÕÒÅ ÒÅÑÕÉÒÅÄ ÆÏÒ ÔÈÅÉÒ 

ÉÍÐÌÅÍÅÎÔÁÔÉÏÎȢ !ÌÌ ÔÈÅÓÅ ÅÌÅÍÅÎÔÓ ÔÏÇÅÔÈÅÒ ÄÅÆÉÎÅ ÔÈÅ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌ ÏÆ ÔÈÅ ÂÁÎËͻÓ 

ÒÉÓË ÐÒÏÆÉÌÅ ÁÓ ÉÔÓ ÐÅÎÄÁÎÔ ɉ3ÔÉÒÏÈ ςππφɊȢ 4ÈÅ ÓÙÓÔÅÍ ÏÆ ÃÏÒÐÏÒÁÔÅ ÇÏÖÅÒÎÁÎÃÅ ×ÈÅÎ 

ÐÒÏÐÅÒÌÙ ÓÅÔ ÁÃÃÏÒÄÉÎÇ ÔÏ ÔÈÅ ÃÈÁÒÁÃÔÅÒÉÓÔÉÃÓ ÏÆ ÔÈÅ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌ ÁÎÄ ÒÉÓË ÐÒÏÆÉÌÅ ÉÓ 

ÁÃÃÅÐÔÁÂÌÅ ÂÁÓÉÓ ÆÏÒ ÔÈÅ ÏÒÇÁÎÉÚÁÔÉÏÎ ÏÆ ÁÎ ÅÆÆÉÃÉÅÎÔ ÏÐÅÒÁÔÉÏÎÁÌ ÓÔÒÕÃÔÕÒÅ ÁÎÄ 

ÉÍÐÌÅÍÅÎÔÁÔÉÏÎ ÏÆ ÓÐÅÃÉÆÉÃ ÔÁÓËÓ ÆÏÒ ÓÕÃÃÅÓÓÆÕÌ ÃÈÁÎÇÅ ÍÁÎÁÇÅÍÅÎÔ ÉÎ ÂÁÎËÉÎÇȢ 4ÈÅ 

ÄÅÖÅÌÏÐÍÅÎÔ ÏÆ ÔÈÅ ÓÔÒÁÔÅÇÉÃ ×ÁÙ ÏÆ ÔÈÉÎËÉÎÇ ÁÔ ÁÌÌ ÌÅÖÅÌÓ ÏÆ ÔÈÅ ÏÐÅÒÁÔÉÏÎ ÉÓ ÔÈÅ ÂÁÓÉÓ 

ÆÏÒ ÍÁÉÎÔÁÉÎÉÎÇ ÈÅÁÌÔÈÙȟ ÆÌÅØÉÂÌÅ ÁÎÄ ÅÆÆÅÃÔÉÖÅ ÓÙÓÔÅÍ ÏÆ ÐÅÒÆÏÒÍÁÎÃÅ ÍÁÎÁÇÅÍÅÎÔ ÁÎÄ 

ÃÏÎÓÉÓÔÅÎÃÙ ÉÎ ÔÈÅ ÉÍÐÌÅÍÅÎÔÁÔÉÏÎ ÏÆ ÔÈÅ ÂÁÎËÉÎÇ ÓÔÒÁÔÅÇÙȢ 

#ÈÁÎÇÅÓ ÁÒÅ ÎÏ ÌÏÎÇÅÒ ÁÎ ÏÐÔÉÏÎ ÆÏÒ ÔÈÅ ÂÁÎËÉÎÇ ÍÁÎÁÇÅÍÅÎÔ Ȥ ÔÈÅÙ ÁÒÅ Á ÍÕÓÔȢ 

%ÓÐÅÃÉÁÌÌÙ ÌÁÔÅÓÔ ÁÎÁÌÙÓÉÓ ÒÅÇÁÒÄÉÎÇ ÔÈÅ ÔÒÅÁÔÍÅÎÔ ÏÆ ÂÁÎËÉÎÇ ÒÉÓËÓ ÓÕÇÇÅÓÔ ÎÅ× 

ÐÅÒÓÐÅÃÔÉÖÅÓ ÉÎ ÐÅÒÃÅÐÔÉÏÎ ÁÎÄ ÂÅÎÃÈÍÁÒËÉÎÇ ÄÅÓÉÒÁÂÌÅ ÄÅÇÒÅÅ ÏÆ ÒÉÓË ÔÏÌÅÒÁÎÃÅ ÁÎÄ 

ÅÎÓÕÒÉÎÇ ÒÅÑÕÉÒÉÎÇ ÔÒÅÁÔÍÅÎÔȢ )Î ÆÁÃÔȟ ÓÏÍÅ ÅÃÏÎÏÍÉÓÔÓ ÁÒÅ ÓÅÔÔÉÎÇ ÕÐ ÐÁÒÁÌÌÅÌÓ ×ÉÔÈ 

ÏÔÈÅÒ ÃÏÍÐÌÅØ ÓÙÓÔÅÍÓ ÁÎÄ ÈÏ× ÔÈÅÓÅ ÓÙÓÔÅÍÓ ÒÅÁÃÔ ÔÏ ÓÈÏÃËÓȟ ÅÓÐÅÃÉÁÌÌÙ ÔÁËÉÎÇ ÁÓ ÁÎ 

ÅØÁÍÐÌÅ ÔÈÅ ÈÕÍÁÎ ÉÍÍÕÎÅ ÓÙÓÔÅÍȟ ÁÎÄ ÔÈÅ ÁÂÉÌÉÔÙ ÔÏ ÓÕÒÖÉÖÅ ÃÅÒÔÁÉÎ ÏÒÇÁÎÉÓÍÓ ÁÓ Á 

ÒÅÓÕÌÔ ÏÆ ÔÈÅÉÒ ÁÂÉÌÉÔÙ ÔÏ ÒÁÐÉÄ ÃÈÁÎÇÅȢ "Ù ÁÎÁÌÏÇÙȟ ÉÎ ÔÅÒÍÓ ÏÆ ÔÈÅ ÂÁÎËͻÓ ÍÁÎÁÇÅÍÅÎÔ 

ÃÁÐÁÃÉÔÙ ÂÕÉÌÄÉÎÇ ÆÏÒ ÆÒÅÑÕÅÎÔ ÃÈÁÎÇÅÓ ÉÓ ÉÍÐÅÒÁÔÉÖÅ ÆÏÒ ÓÕÃÃÅÓÓÆÕÌ ×ÏÒË ÉÎ Á ÄÙÎÁÍÉÃ 

ÇÌÏÂÁÌÉÚÉÎÇ ÂÕÓÉÎÅÓÓ ÅÎÖÉÒÏÎÍÅÎÔȢ &ÌÅØÉÂÉÌÉÔÙ ÁÎÄ ÅÃÏÎÏÍÉÃ ÅÆÆÉÃÉÅÎÃÙ ÍÁÙ ÓÏÍÅ×ÈÁÔ 

ÃÏÎÔÒÁÄÉÃÔ ÓÕÃÈ ÐÒÉÎÃÉÐÌÅÓ ÏÆ ÏÐÅÒÁÔÉÏÎȟ ÂÕÔ ÉÎ ÔÈÅ ÃÁÓÅ ÏÆ ÒÉÓË ÍÁÎÁÇÅÍÅÎÔȟ ÆÌÅØÉÂÉÌÉÔÙ 

ÉÎ ÃÏÒÐÏÒÁÔÅ ÇÏÖÅÒÎÁÎÃÅ ÉÓ Á ÆÏÕÎÄÁÔÉÏÎ ÆÏÒ ÒÁÐÉÄ ÒÅÓÐÏÎÓÅ ÔÏ ÃÈÁÎÇÅÓ ÉÎ ÔÈÅ ÂÁÎËÉÎÇ 

ÉÎÄÕÓÔÒÙ ÁÎÄ ÔÈÅ ÒÅÁÌ ÅÃÏÎÏÍÙȢ 

)Ô ÉÎÖÏÌÖÅÓȡ ÍÏÎÉÔÏÒÉÎÇ ÃÈÁÎÇÅÓ ÉÎ ÔÈÅ ÂÁÎËÉÎÇ ÅÎÖÉÒÏÎÍÅÎÔ ÁÎÄ ÉÎÉÔÉÁÔÉÖÅ ÆÏÒ 

ÁÐÐÒÏÐÒÉÁÔÅ ÁÄÊÕÓÔÍÅÎÔÓ ÉÎ ÔÈÅ ÂÁÎË ÁÎÄ ÃÏÎÔÒÁÒÙȡ ÉÎÉÔÉÁÔÉÎÇ ÃÈÁÎÇÅÓ ÉÎ ÂÁÎËÉÎÇ ÉÎ 

ÔÅÒÍÓ ÏÆ ÅÎÃÏÕÒÁÇÉÎÇ ÌÅÁÄÅÒÓÈÉÐ ÁÎÄ ÉÎÉÔÉÁÔÉÎÇ ÃÈÁÎÇÅÓ ÉÎ ÔÈÅ ×ÉÄÅÒ ÅÎÖÉÒÏÎÍÅÎÔȢ 

4ÈÕÓȟ ÓÔÒÁÔÅÇÉÃ ÍÁÎÁÇÅÍÅÎÔ ÔÈÒÏÕÇÈ ÓÔÒÁÔÅÇÉÃ ÁÎÁÌÙÓÉÓȟ ÐÌÁÎÎÉÎÇ ÁÎÄ ÄÅÃÉÓÉÏÎȤÍÁËÉÎÇ 

ÐÒÏÃÅÓÓÅÓ ÇÅÎÅÒÁÔÅÄ ÔÈÁÔ ÒÅÆÌÅÃÔ ÂÏÔÈ ÏÎ ÔÈÅ ÍÁÃÒÏ ÁÎÄ ÍÉÃÒÏ ÌÅÖÅÌȢ 4ÈÅ ÍÉÃÒÏ 
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ÁÐÐÒÏÁÃÈ ÐÒÉÍÁÒÉÌÙ ÉÎÖÏÌÖÅÓ ÁÃÔÉÖÉÔÉÅÓ ÔÈÁÔ ÁÆÆÅÃÔ ÔÈÅ ÓÅÌÅÃÔÉÏÎȟ ÉÍÐÌÅÍÅÎÔÁÔÉÏÎ ÁÎÄ 

ÄÅÖÅÌÏÐÍÅÎÔ ÏÆ Á ÂÁÎËÉÎÇ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌ ÁÎÄ ÒÉÓË ÐÒÏÆÉÌÅȢ 
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$ÅÓÐÉÔÅ ÔÈÅ ÏÖÅÒÌÁÐÐÉÎÇ ÏÆ ÍÏÄÅÌÓ ÁÔ ÓÐÅÃÉÆÉÃ ÓÅÇÍÅÎÔÓ ɉÁÎÄ ÔÈÅÉÒ ÐÏÓÓÉÂÌÅ 

ÃÏÅØÉÓÔÅÎÃÅ ×ÉÔÈ ÕÎÉÖÅÒÓÁÌ ÂÁÎËÉÎÇ ÉÎÓÔÉÔÕÔÉÏÎÓɊȟ ÓÅÐÁÒÁÔÅÌÙ ×Å ÈÁÖÅ ÁÎÁÌÙÚÅÄ ÁÎÄ 

ÃÁÔÅÇÏÒÉÚÅÄ ÖÁÒÉÏÕÓ ÂÁÎËÉÎÇ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌÓ ÆÒÏÍ ÏÐÅÒÁÔÉÏÎÁÌȟ ÏÒÇÁÎÉÚÁÔÉÏÎÁÌȟ 

ÆÉÎÁÎÃÉÁÌȟ ÁÎÄ ÅÖÅÎ ÐÒÕÄÅÎÔ ÁÓÐÅÃÔÓȢ 4ÈÅ ÁÎÁÌÙÓÉÓ ÉÓ ÐÒÉÍÁÒÉÌÙ ÓÅÔ ÉÎ ÔÈÅ ÃÏÎÔÅØÔ ÏÆ ÔÈÅ 

ÁÐÐÌÉÃÁÔÉÏÎ ÏÆ ÔÈÅ ÉÎÔÅÒÎÁÔÉÏÎÁÌ ÓÔÁÎÄÁÒÄÓ ÉÎ ÔÈÅ ÈÅÔÅÒÏÇÅÎÅÏÕÓ ÇÌÏÂÁÌ ÅÎÖÉÒÏÎÍÅÎÔȟ 

ÐÁÒÔÉÃÕÌÁÒÌÙ ÉÎ ÃÏÕÎÔÒÉÅÓ ÉÎ ÔÒÁÎÓÉÔÉÏÎȟ ÔÏ ÏÂÔÁÉÎ ÒÅÌÅÖÁÎÔ ÃÏÎÃÌÕÓÉÏÎÓ ÏÆ ÃÒÉÔÉÃÁÌ 

ÉÍÐÏÒÔÁÎÃÅ ÂÙ ÃÏÒÒÅÌÁÔÉÎÇ ÄÉÆÆÅÒÅÎÔ ÁÓÐÅÃÔÓȢ 4ÈÅÒÅ ÁÒÅ ÍÕÌÔÉÐÌÅ ÒÅÁÓÏÎÓ ÉÎÃÌÕÄÉÎÇȡ 

ÄÅÔÅÒÍÉÎÉÎÇ ÔÈÅ ÁÄÅÑÕÁÔÅ ÐÁÃÅ ÁÎÄ ÍÁÎÎÅÒ ÏÆ ÉÍÐÌÅÍÅÎÔÁÔÉÏÎ ÏÆ ÆÉÎÁÎÃÉÁÌ 

ÉÎÎÏÖÁÔÉÏÎÓȟ ÅÖÏÌÕÔÉÏÎ ÏÆ ÓÕÓÔÁÉÎÁÂÌÅ ÂÁÎËÉÎÇ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌÓȟ ÅÖÏÌÕÔÉÏÎ ÏÆ ÔÈÅ 

ÉÎÔÅÒÎÁÔÉÏÎÁÌ ÂÁÎËÉÎÇ ÒÅÇÕÌÁÔÉÏÎÓ ÁÎÄ ÓÏ ÏÎȢ !Ô ÔÈÅ ÍÉÃÒÏ ÌÅÖÅÌ ÔÈÅ ÅØÐÅÃÔÅÄ ÒÅÓÕÌÔ ÓÈÁÌÌ 

ÂÅÎÅÆÉÔ ÉÎ ÔÈÅ ÅÓÔÁÂÌÉÓÈÍÅÎÔ ÏÆ ÉÎÔÅÒÎÁÌ ÃÒÉÔÅÒÉÁ ÒÅÇÁÒÄÉÎÇ ÔÈÅ ÁÃÃÅÐÔÁÂÌÅ ÌÅÖÅÌÓ ÏÆ ÒÉÓË 

ÁÎÄ ÍÉÃÒÏ ÐÒÕÄÅÎÔ ÍÏÄÅÌÉÎÇ ÒÉÓË ÐÒÏÆÉÌÅ ÏÆ ÔÈÅ ÂÁÎËȢ !Ô ÔÈÅ ÍÁÃÒÏ ÌÅÖÅÌ ÔÈÅ ÅØÐÅÃÔÅÄ 

ÒÅÓÕÌÔ ÓÈÁÌÌ ÂÅ ÍÁÎÁÇÉÎÇ ÔÈÅ ÆÉÎÁÎÃÉÁÌ ÓÔÁÂÉÌÉÔÙ ÉÎ ÔÈÅ ÃÏÎÔÅØÔ ÏÆ ÄÉÆÆÅÒÉÎÇ ÌÅÖÅÌÓ ÏÆ 

ÌÉÂÅÒÁÌÉÚÁÔÉÏÎ ÁÎÄ ÇÌÏÂÁÌÉÚÁÔÉÏÎ ÏÆ ÂÁÎËÉÎÇ ÁÃÔÉÖÉÔÉÅÓȟ ÐÒÏÍÏÔÉÏÎ ÏÆ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌÓ 

ÔÈÁÔ ÆÁÃÉÌÉÔÁÔÅ ÓÕÓÔÁÉÎÁÂÌÅ ÅÃÏÎÏÍÉÃ ÇÒÏ×ÔÈ ÁÎÄ ÆÏÓÔÅÒ ÔÈÅ ÐÒÏÃÅÓÓÅÓ ÏÆ ÆÉÎÁÎÃÉÁÌ 

ÉÎÃÌÕÓÉÏÎȢ 

&ÉÒÓÔȟ ÁÃÃÏÒÄÉÎÇ ÔÏ ÔÈÅÉÒ ÏÒÇÁÎÉÚÁÔÉÏÎÁÌ ÓÔÒÕÃÔÕÒÅ ×Å ÃÁÎ ÓÉÎÇÌÅ ÏÕÔ ÔÈÒÅÅ ÂÁÎË 

ÍÏÄÅÌÓȡ "ÁÎË ÕÎÉÔ ɉ5ÎÉÔ ÂÁÎËɊȟ "ÁÎË ÂÒÁÎÃÈÅÓ ɉ"ÒÁÎÃÈ ÂÁÎËÉÎÇɊ ÁÎÄ ÖÁÒÉÏÕÓ ÆÏÒÍÓ ÏÆ 

ÂÁÎËÉÎÇ ÇÒÏÕÐÓ ɉÆÏÒÍÁÌ ÏÒ ÎÏÎȤÆÏÒÍÁÌȡ 'ÒÏÕÐ ÂÁÎËÉÎÇȟ "ÁÎË (ÏÌÄÉÎÇ ÃÏÍÐÁÎÙȟ 

#ÏÒÒÅÓÐÏÎÄÅÎÔ ÂÁÎËÉÎÇɊȢ 

"ÁÎËÓ ÔÈÁÔ ÁÒÅ ÏÒÇÁÎÉÚÅÄ ÁÓ Á ÓÉÎÇÌÅ ÌÅÇÁÌ ÅÎÔÉÔÙ ÒÅÐÒÅÓÅÎÔ ÂÁÎËÉÎÇ ÂÕÓÉÎÅÓÓ 

ÍÏÄÅÌ ÔÈÁÔ ÓÕÐÐÏÒÔÓ ÃÌÏÓÅ ÌÉÎËÁÇÅ ÂÅÔ×ÅÅÎ ÔÈÅ ÍÁÎÁÇÅÍÅÎÔ ÁÎÄ ÔÈÅ Ï×ÎÅÒÓÈÉÐ 

ÆÕÎÃÔÉÏÎȢ /ÒÇÁÎÉÚÁÔÉÏÎÁÌȟ ÍÁÎÁÇÅÍÅÎÔ ÉÓ ÓÅÔ ÏÎ Á ÆÕÎÃÔÉÏÎÁÌ ÂÁÓÉÓȟ ÂÙ ÄÉÖÉÓÉÏÎ ÏÆ ÔÈÅ 

ÂÁÎËÉÎÇ ÏÐÅÒÁÔÉÏÎÓ ÉÎ ÒÅÌÁÔÅÄ ÁÒÅÁÓȡ ÆÉÎÁÎÃÉÁÌ ÍÁÎÁÇÅÍÅÎÔȟ ÒÅÔÁÉÌ ÂÁÎËÉÎÇȟ ÏÐÅÒÁÔÉÏÎÓ 

×ÉÔÈ ÓÅÃÕÒÉÔÉÅÓȟ ÉÎÔÅÒÎÁÔÉÏÎÁÌ ÏÐÅÒÁÔÉÏÎÓ ÁÎÄ ÓÏ ÏÎȢ 3ÔÒÁÔÅÇÉÃ ÇÕÉÄÁÎÃÅȟ ÃÏÏÒÄÉÎÁÔÉÏÎ 

ÁÎÄ ÃÏÎÔÒÏÌ ÉÓ ÁÃÃÏÍÐÌÉÓÈÅÄ ÂÙ ÓÅÔÔÉÎÇ ÕÐ ÓÅÃÔÏÒÁÌ ÏÒÇÁÎÉÚÁÔÉÏÎ ÏÆ ×ÏÒËȢ /ÐÅÒÁÔÉÎÇ 

ÐÏÌÉÃÉÅÓȟ ÒÅÃÒÕÉÔÍÅÎÔ ÏÆ ÈÕÍÁÎ ÒÅÓÏÕÒÃÅÓȟ ÁÖÁÉÌÁÂÉÌÉÔÙ ÏÆ ÆÕÎÄÓȟ ÃÏÎÔÒÏÌ ÁÎÄ ÓÕÐÅÒÖÉÓÉÏÎ 

ÏÆ ÔÈÅ ÏÎÇÏÉÎÇ ÁÃÔÉÖÉÔÉÅÓ ÒÅÍÁÉÎÓ ×ÉÔÈÉÎ ÔÈÅ ÓÃÏÐÅ ÏÆ ÔÈÅ ÌÏ×ÅÒ ÍÁÎÁÇÅÍÅÎÔ ÌÅÖÅÌÓȟ ÉȢÅȢ 

×ÉÔÈÉÎ ÔÈÅ ÓÃÏÐÅ ÏÆ ÏÐÅÒÁÔÉÏÎÁÌ ÍÁÎÁÇÅÍÅÎÔȢ
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"ÁÎËÓ ÔÈÁÔ ÈÁÖÅ ÂÒÁÎÃÈÅÓ ÉÎ ÉÔÓ ÏÒÇÁÎÉÚÁÔÉÏÎÁÌ ÓÔÒÕÃÔÕÒÅ ÒÅÐÒÅÓÅÎÔ ÔÈÅ ÏÎÌÙ 

ÅÎÔÉÔÙ ×ÉÔÈ ÃÅÒÔÁÉÎ ÁÕÔÏÎÏÍÙ ÉÎ ÔÈÅ ÂÒÁÎÃÈÅÓ ÁÓ ÏÒÇÁÎÉÚÁÔÉÏÎÁÌ ÐÁÒÔÓȢ "ÒÁÎÃÈÅÓ ÉÎÉÔÉÁÌÌÙ 

ÃÁÎ ÂÅ ÆÏÒÍÅÄ ×ÉÔÈÉÎ ÔÈÅ ÂÁÎË ÉÔÓÅÌÆȟ ÂÕÔ ÃÁÎ ÁÌÓÏ ÂÅ ÆÏÒÍÅÄ ÂÙ ÍÅÒÇÉÎÇ ×ÉÔÈ ÏÔÈÅÒ 

ÂÁÎËÓȟ ÅÓÔÁÂÌÉÓÈÉÎÇ ÓÐÅÃÉÆÉÃ ÒÅÌÁÔÉÏÎÓ ÂÅÔ×ÅÅÎ ÔÈÅ (ÅÁÄÑÕÁÒÔÅÒ ÁÎÄ ÔÈÅ ÂÒÁÎÃÈÅÓȢ 

"ÁÎËÉÎÇ ÇÒÏÕÐ ÏÒ ÂÁÎË ÈÏÌÄÉÎÇ ÉÓ Á ÆÏÒÍ ÏÆ ÏÒÇÁÎÉÚÁÔÉÏÎ ÏÆ ÔÈÅ ÂÁÎË ÅØÅÒÃÉÓÅÓ ÃÏÎÔÒÏÌ 

ÏÖÅÒ ÁÎÏÔÈÅÒ Ô×Ï ÏÒ ÍÏÒÅ ÉÎÄÅÐÅÎÄÅÎÔ ÂÁÎËÓ ɉÓÕÂÓÉÄÉÁÒÙ ÂÁÎËÓ ÏÒ ÏÔÈÅÒ ÃÏÍÐÁÎÉÅÓɊ 

ÅÓÔÁÂÌÉÓÈÅÄ ÁÓ Á ÓÅÐÁÒÁÔÅ ÅÎÔÉÔÙ ÏÒ ÂÁÎËÓ ×ÉÔÈ ÔÈÅÉÒ Ï×Î ÁÆÆÉÌÉÁÔÅÓȢ 

3ÅÃÏÎÄÌÙȟ ÒÅÇÁÒÄÉÎÇ ÄÉÆÆÅÒÅÎÔ ÂÁÓÅÓ ÏÆ ÏÐÅÒÁÔÉÏÎ ÁÎÄ ÁÐÐÒÏÁÃÈ ÔÏ ÃÒÅÁÔÉÎÇ ÁÎÄ 

ÍÁÉÎÔÁÉÎÉÎÇ ÒÅÌÁÔÉÏÎÓÈÉÐÓ ×ÉÔÈ ÃÕÓÔÏÍÅÒÓ Ô×Ï ÄÉÆÆÅÒÅÎÔ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌÓ ÁÒÅ ÉÎÄÉÃÁÔÅÄȡ 

ÔÈÅ ÔÒÁÄÉÔÉÏÎÁÌ ÂÁÎËÉÎÇ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌ ÏÒ ÔÒÁÄÉÔÉÏÎÁÌ ÂÁÎËÉÎÇ Ȥ ÂÁÓÅÄ ÏÎ 

ÍÁÉÎÔÁÉÎÉÎÇ ÒÅÌÁÔÉÏÎÓÈÉÐÓ ×ÉÔÈ ÃÕÓÔÏÍÅÒÓ ɉÒÅÌÁÔÉÏÎÓÈÉÐ ÏÒÉÅÎÔÅÄ ÂÁÎËÉÎÇɊ ÁÎÄ 

ÍÏÄÅÒÎ ÂÁÎËÉÎÇ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌ ÏÒ ÔÈÅ ÍÏÄÅÒÎ ÉȢÅȢ ÔÒÁÎÓÁÃÔÉÏÎ ÂÁÎËÉÎÇ ɉÔÒÁÎÓÁÃÔÉÏÎ 

ÂÁÎËÉÎÇɊ ɉ'ÁÍÂÁÃÏÒÔÁ Ǫ -ÉÓÔÒÕÌÌÉȟ ςπρρɊȢ 4ÒÁÄÉÔÉÏÎÁÌ ÂÁÎËÉÎÇ ÉÓ ÂÁÓÅÄ ÏÎ ÅÓÔÁÂÌÉÓÈÉÎÇ 

ÌÏÎÇȤÔÅÒÍ ÒÅÌÁÔÉÏÎÓÈÉÐÓ ×ÉÔÈ ÃÕÓÔÏÍÅÒÓȟ ÕÓÕÁÌÌÙ ÇÏÖÅÒÎÅÄ ÂÙ Á ÇÅÎÅÒÁÌ ÁÇÒÅÅÍÅÎÔ ÏÎ 

ÃÏÏÐÅÒÁÔÉÏÎȢ #ÕÓÔÏÍÅÒÓ ÃÏÍÍÉÔ ÔÏ ÆÏÃÕÓ ÉÔÓ ÆÕÌÌ ÏÐÅÒÁÔÉÏÎ ×ÉÔÈ ÏÎÅ ÂÁÎËȢ 4ÈÅ ÂÁÎË 

ÁÒÒÁÎÇÅÓ ÎÅÃÅÓÓÁÒÙ ÃÏÎÄÉÔÉÏÎÓ ÁÎÄ ÕÓÕÁÌÌÙ ÆÏÌÌÏ×Ó ÃÕÓÔÏÍÅÒͻÓ ÆÉÎÁÎÃÉÁÌ ÏÐÅÒÁÔÉÏÎÓ ÁÎÄ 

ÃÕÓÔÏÍÅÒͻÓ ÎÅÅÄÓ ÆÏÒ ÉÔÓ ÂÕÓÉÎÅÓÓ ÄÅÖÅÌÏÐÍÅÎÔ ɉ,Á 0ÏÒÔÁ ÅÔ ÁÌÌȟ ςππρɊȢ &ÒÏÍ ÔÈÅ 

ÏÐÅÒÁÔÉÏÎÁÌ ÁÓÐÅÃÔ ÉÔ ÍÅÁÎÓ ÎÕÍÅÒÏÕÓ ÁÄÖÁÎÔÁÇÅÓ ÆÏÒ ÔÈÅ ÂÁÎËÉÎÇ ÉÎÓÔÉÔÕÔÉÏÎȡ 

ÓÈÏÒÔÅÎÉÎÇ ÔÈÅ ÔÉÍÅ ÎÅÅÄÅÄ ÆÏÒ ÔÈÅ ÐÒÅÌÉÍÉÎÁÒÙ ÁÎÁÌÙÓÉÓ ÏÆ ÔÈÅ ÃÌÉÅÎÔȟ ÁÓ ×ÅÌÌ ÁÓ 

ÅÓÔÁÂÌÉÓÈÉÎÇ ÁÎÄ ÍÁÉÎÔÁÉÎÉÎÇ ÄÉÒÅÃÔ ÓÏÕÒÃÅÓ ÏÆ ÉÎÆÏÒÍÁÔÉÏÎȟ ×ÈÉÃÈ ÃÏÍÅÓ ÔÏ ÍÉÔÉÇÁÔÅ 

ÔÈÅ ÐÒÉÎÃÉÐÁÌȤÁÇÅÎÔ ÐÒÏÂÌÅÍȢ )Î ÒÅÃÅÎÔ ÄÅÃÁÄÅÓȟ ÂÁÎËÉÎÇ ÉÎÎÏÖÁÔÉÏÎ ÃÒÅÁÔÅÓ 

ÃÏÍÐÅÔÉÔÉÖÅ ÐÒÅÓÓÕÒÅ ÐÒÏÃÅÓÓ ÏÆ ÄÉÓȤÉÎÔÅÒÍÅÄÉÁÔÉÏÎ ÉÎ ÂÁÎËÉÎÇ ÁÓ Á ÒÅÓÕÌÔ ÏÆ ÆÏÒÃÉÎÇ ÔÈÅ 

ÔÒÁÎÓÁÃÔÉÏÎ ÁÃÃÅÓÓ ÔÏ ÔÈÅ ÏÐÅÒÁÔÉÏÎȟ ÎÅ× ÉÎÆÏÒÍÁÔÉÏÎ ÃÈÁÎÎÅÌÓȟ ÁÎÄ ÏÕÔÓÏÕÒÃÉÎÇ ÃÅÒÔÁÉÎ 

ÁÃÔÉÖÉÔÉÅÓȢ "ÁÎËÉÎÇ ÒÅÌÁÔÉÏÎÓÈÉÐÓ ÁÒÅ ÐÒÅÄÏÍÉÎÁÎÔÌÙ ÏÆ ÓÈÏÒÔȤÔÅÒÍ ÎÁÔÕÒÅȟ ÁÎÄ ÄÕÒÉÎÇ 

ÔÈÅ ÃÒÉÓÉÓ Ȥ ÔÈÅ ÆÉÎÁÎÃÉÁÌ ÃÏÎÔÒÁÃÔÉÏÎ ÒÅÌÁÔÉÏÎÓ ×ÉÔÈ ÃÕÓÔÏÍÅÒÓ ×ÈÏ ÈÁÖÅ ÁÎ ÉÎÁÄÅÑÕÁÔÅ 

ÃÒÅÄÉÔ ÒÁÔÉÎÇ ÁÒÅ ÃÅÁÓÅÄ Ȥ ÔÈÅ ÑÕÁÌÉÔÁÔÉÖÅ ÄÁÔÁ ÁÎÄ ÔÈÅ ÆÕÔÕÒÅ ÅØÐÅÃÔÁÔÉÏÎÓ ÏÆ ÃÕÓÔÏÍÅÒÓ 

ÁÒÅ ÎÏÔ ÔÁËÅÎ ÉÎÔÏ ÁÃÃÏÕÎÔ ÆÏÒ ÄÅÃÉÓÉÏÎȤÍÁËÉÎÇȢ 2ÅÌÁÔÉÏÎÓ ÁÒÅ ÓÔÒÉÃÔÌÙ ÒÅÇÕÌÁÔÅÄ ÂÙ ÔÈÅ 

ÃÏÎÔÒÁÃÔȢ 4ÈÅ ÁÇÒÅÅÍÅÎÔ ÉÓ ÍÏÄÅÌÅÄ ÄÅÐÅÎÄÉÎÇ ÏÎ ÔÈÅ ÃÏÍÐÅÔÉÔÉÖÅ ÁÓÐÅÃÔÓ ÏÆ ÔÈÅ ÂÁÎËȟ 

ÂÅÃÁÕÓÅ ÔÈÅ ÃÌÉÅÎÔ ×ÈÅÎ ÃÈÏÏÓÉÎÇ ÔÈÅ ÂÅÓÔ ÃÏÎÔÒÁÃÔ ÃÏÍÐÁÒÅÓ ÔÈÅ ÔÅÒÍÓ ÁÎÄ ÃÏÎÄÉÔÉÏÎÓ 

ÂÅÔ×ÅÅÎ ÄÉÆÆÅÒÅÎÔ ÂÁÎËÓȢ 4ÈÅ ÒÅÌÁÔÉÏÎÓÈÉÐ ÂÁÎË Ȥ ÃÌÉÅÎÔ ÉÓ ÂÁÓÅÄ ÏÎ ÓÔÒÉÃÔ ÆÕÌÆÉÌÌÍÅÎÔ ÏÆ 

ÔÈÅ ÃÏÎÔÒÁÃÔȢ  

"ÅÔ×ÅÅÎ ÔÈÅÓÅ Ô×Ï ÅØÔÒÅÍÅÓ ÔÈÅÒÅ ÁÒÅ ÍÁÎÙ ÁÌÔÅÒÎÁÔÉÖÅÓ ÉÎ ÔÅÒÍÓ ÏÆ ÏÒÉÅÎÔÁÔÉÏÎ 

ÔÏ×ÁÒÄÓ ÂÁÎËÉÎÇ ÂÁÓÅÄ ÏÎ ÒÅÌÁÔÉÏÎÓÈÉÐÓ ×ÉÔÈ ÃÕÓÔÏÍÅÒÓ ÏÎ Á ÓÅÌÅÃÔÉÖÅ ÂÁÓÉÓ ÉÎ ÒÅÓÐÅÃÔ 
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ÏÆ ÃÅÒÔÁÉÎ ÃÕÓÔÏÍÅÒÓȟ ÐÒÏÄÕÃÔÓȟ ÏÒ ÔÒÁÎÓÁÃÔÉÏÎÁÌ ÁÐÐÒÏÁÃÈ ÔÏ ÏÔÈÅÒ ÃÕÓÔÏÍÅÒÓ ÏÒ 

ÐÒÏÄÕÃÔÓȢ 4ÈÅ ÇÌÏÂÁÌ ÆÉÎÁÎÃÉÁÌ ÃÒÉÓÉÓ ÆÒÏÍ ςππχ ×ÁÓ ÅÖÉÄÅÎÃÅ ÔÈÁÔ ÉÎ ÇÌÏÂÁÌ ÔÅÒÍÓȟ ÔÈÅ 

ÒÅÌÁÔÉÏÎÓÈÉÐ ÂÁÓÅÄ ÂÁÎËÉÎÇ ÉÓ ÔÈÅ ÃÏÒÅ ÏÆ ÔÈÅ ÂÁÎËÉÎÇ ÉÎÄÕÓÔÒÙ ÆÒÏÍ ÔÈÅ ÒÉÓË ÁÎÄ 

ÓÕÓÔÁÉÎÁÂÉÌÉÔÙ ÐÅÒÓÐÅÃÔÉÖÅȢ "ÕÓÉÎÅÓÓ ÍÏÄÅÌÓ ɉ2ÏÅÎÇÐÉÔÙÁ ÅÔ ÁÌÌȟ ςπρτɊ ÁÒÅ ÄÉÆÆÅÒÅÎÔÉÁÔÅÄ 

ÂÙ ÔÈÅ ÓÃÏÐÅ ÏÆ ÁÃÔÉÖÉÔÉÅÓȟ ÔÈÅ ÍÁÒËÅÔÉÎÇ ÓÔÒÁÔÅÇÉÅÓ ÁÄÏÐÔÅÄ ÅÔÃȢ "ÁÎËÓ ÏÐÅÒÁÔÉÎÇ ÒÅÔÁÉÌ 

ɉÒÅÔÁÉÌ ÏÒÉÅÎÔÅÄ ÂÁÎËÓɊȟ ÆÏÒ ÅØÁÍÐÌÅȡ ÃÏÍÍÅÒÃÉÁÌȟ ÓÁÖÉÎÇÓ ÁÎÄ ÃÏÏÐÅÒÁÔÉÖÅ ÂÁÎËÓ 

ÕÓÕÁÌÌÙ ÐÒÏÖÉÄÅ ÔÒÁÄÉÔÉÏÎÁÌ ÂÁÎËÉÎÇ ÓÅÒÖÉÃÅÓȟ ÁÎÄ ÄÅÐÏÓÉÔÓ ÁÒÅ ÔÈÅ ÐÒÉÍÁÒÙ ÓÏÕÒÃÅÓ ÏÆ 

ÆÕÎÄÉÎÇȢ)ÎÖÅÓÔÍÅÎÔ ÂÁÎËÓ ÁÒÅ ÐÒÅÄÏÍÉÎÁÎÔÌÙ ÆÏÃÕÓÅÄ ÏÎ ÁÃÔÉÖÉÔÉÅÓ ÉÎ ÔÈÅ ÆÉÅÌÄ ÏÆ 

ÔÒÁÄÉÎÇȟ ÐÒÏÖÉÄÉÎÇ Á ÖÁÒÉÅÔÙ ÏÆ ÆÕÎÄÉÎÇ ÓÏÕÒÃÅÓȟ ÏÆÔÅÎ ÍÁÉÎÔÁÉÎÉÎÇ ÉÔÓ Ï×Î ÂÕÓÉÎÅÓÓ 

ÎÅÔ×ÏÒË ɉÒÅÔÁÉÌ ÎÅÔ×ÏÒËɊȢ 0ÒÉÍÁÒÉÌÙ ÔÈÅÓÅ Ô×Ï ÂÕÓÉÎÅÓÓ ÍÏÄÅÌÓ ÁÒÅ ÄÉÓÔÉÎÇÕÉÓÈÅÄ ÂÙ 

ÔÈÅ ÓÃÏÐÅ ÏÆ ÁÃÔÉÖÉÔÉÅÓȟ ÔÈÅ ÎÅÔ×ÏÒË ÏÆ ÂÕÓÉÎÅÓÓ ÕÎÉÔÓ ÔÈÁÔ ×ÏÒËȟ ÔÈÅ ÎÕÍÂÅÒ ÏÆ 

ÅÍÐÌÏÙÅÅÓȟ ÔÙÐÅÓ ÏÆ ÁÃÔÉÖÉÔÉÅÓ ÔÈÅÙ ÐÅÒÆÏÒÍȟ ÔÈÅ ÓÏÕÒÃÅÓ ÏÆ ÆÕÎÄÉÎÇȢ 

7ÈÏÌÅÓÁÌÅ ÂÁÎËÓ ÒÅÐÒÅÓÅÎÔ ÓÅÐÁÒÁÔÅ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌȢ 4ÈÅÉÒ ÓÐÅÃÉÆÉÃ 

ÃÈÁÒÁÃÔÅÒÉÓÔÉÃ ÉÓ ÔÈÅ ÄÏÍÉÎÁÎÔ ÁÃÔÉÖÉÔÙ ÏÎ ÔÈÅ ÉÎÔÅÒÂÁÎË ÍÁÒËÅÔȢ 4ÈÅ ÁÄÏÐÔÉÏÎ ÏÆ Á 

ÂÕÓÉÎÅÓÓ ÍÏÄÅÌ ÍÅÁÎÓ ÐÕÔÔÉÎÇ ÁÌÌ ÔÈÅÓÅ ÍÁÊÏÒ ÁÓÐÅÃÔÓ ɉresources, market aspects 

(orientation toward specific client segments, market positioning, market share), 

regulatory requirements and investor relationsɊ ÉÎ Á ÐÁÒÔÉÃÕÌÁÒ ÍÁÔÒÉØ ÁÎÄ ÃÒÅÁÔÉÎÇ ÁÎ 

ÁÐÐÒÏÐÒÉÁÔÅ ÒÉÓË ÐÒÏÆÉÌÅ ÏÆ ÔÈÅ ÂÁÎËȢ 4ÈÅ ÒÉÓË ÐÒÏÆÉÌÅ* ÄÅÔÅÒÍÉÎÅÓ ÔÈÅ ÐÅÒÆÏÒÍÁÎÃÅ ÏÆ 

ÔÈÅ ÂÁÎË ÁÓ ×ÅÌÌ ÁÓ ÔÈÅ ÐÏÔÅÎÔÉÁÌ ÆÏÒ ÔÈÅ ÏÃÃÕÒÒÅÎÃÅ ÏÆ ÃÅÒÔÁÉÎ ÌÏÓÓÅÓ ÉÎ ÏÐÅÒÁÔÉÏÎȢ 4ÈÉÓ 

ÉÓ ÃÅÒÔÁÉÎÌÙ ÐÁÒÔ ÏÆ ÔÈÅ ÓÔÒÁÔÅÇÉÃ ÐÌÁÎÎÉÎÇ ÏÆ ÔÈÅ ÔÏÐ ÍÁÎÁÇÅÍÅÎÔ ÏÆ ÔÈÅ ÂÁÎËȟ ÁÎÄ ÔÈÅ 

ÂÁÓÉÓ ÆÏÒ ÄÅÔÅÒÍÉÎÉÎÇ ÁÎÄ ÐÒÏÖÉÄÉÎÇ ÔÈÅ ÃÁÐÉÔÁÌ ÒÅÑÕÉÒÅÍÅÎÔÓȢ  

 

4(% "!.+).' "53).%33 -/$%, 0%230%#4)6% %-%2').' ). 4(% !&4%2-!4( 

/& 4(% ςππχ &).!.#)!, #2)3)3 

)Î ÔÈÅ ÆÉÎÁÎÃÉÁÌ ÃÒÉÓÉÓ ÏÆ ÔÈÅ ÌÁÓÔ ÄÅÃÁÄÅ ×ÁÓ ÐÁÒÔÉÃÕÌÁÒÌÙ ÒÅÍÁÒËÁÂÌÅ ÔÈÅ ÆÁÉÌÕÒÅ 

ÏÆ ÔÈÅ ×ÈÏÌÅÓÁÌÅ ÂÁÎË ÍÏÄÅÌȢ 2ÅÔÁÉÌ ÂÁÎËÓ ÒÅÇÁÒÄÌÅÓÓ ÏÆ ÔÈÅÉÒ ÓÉÚÅ ×ÅÒÅ Á ÇÅÎÅÒÁÔÏÒ ÏÆ 

ÓÔÁÂÉÌÉÔÙ ÉÎ ÔÈÅ ÂÁÎËÉÎÇ ÓÙÓÔÅÍȢ )ÎÖÅÓÔÍÅÎÔ ÂÁÎËÓ ÄÕÅ ÔÏ ÔÈÅ ÃÌÏÓÅ ÃÏÎÎÅÃÔÉÏÎ ×ÉÔÈ 

ÏÔÈÅÒ ÐÁÒÔÓ ÏÆ ÔÈÅ ÆÉÎÁÎÃÉÁÌ ÓÙÓÔÅÍ ×ÅÒÅ ÓÕÂÊÅÃÔ ÔÏ ÃÏÍÐÌÅÔÅ ÃÏÌÌÁÐÓÅȢ 7ÈÁÔ ÉÓ ÔÈÅ 

ÅÓÓÅÎÃÅ ÏÆ ÔÈÅ ÅÖÏÌÕÔÉÏÎ ÏÆ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌÓ ÔÈÁÔ ÃÁÍÅ ÁÆÔÅÒ ÔÈÅ ÆÉÎÁÎÃÉÁÌ ÃÒÉÓÉÓȩ 4ÈÅ 

ÆÏÃÕÓ ÉÓ ÏÎ Ô×Ï ÄÏÍÉÎÁÎÔ ÐÒÏÃÅÓÓÅÓ ÁÔ ÔÈÅ ÍÉÃÒÏ ÌÅÖÅÌȡ Á ÇÒÏ×ÉÎÇ ÉÎÔÅÇÒÁÔÉÏÎ ÂÅÔ×ÅÅÎ 

                                            
* 4ÈÅ ÁÐÐÒÏÐÒÉÁÔÅ ÁÄÏÐÔÉÏÎ ÏÆ ÅÔÈÉÃÁÌ ÐÒÉÎÃÉÐÁÌÓ ÂÙ ÔÈÅ ÃÏÒÐÏÒÁÔÅ ÍÁÎÁÇÅÍÅÎÔ ÉÓ ÔÈÅ ÍÁÊÏÒ ÆÁÃÔÏÒ ÉÎ ÒÉÓË 
ÔÏÌÅÒÁÎÃÅ ÂÅÎÃÈÍÁÒËÉÎÇ ÁÎÄ ÐÒÏÍÏÔÉÏÎ ÏÆ ÁÃÃÅÐÔÁÂÌÅ ÏÒÇÁÎÉÚÁÔÉÏÎÁÌ ÃÕÌÔÕÒÅ ÁÓ ÒÉÓË ÐÒÏÆÉÌÅ 
ÄÅÔÅÒÍÉÎÁÎÔÓȢ 
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ÔÈÅ ÄÉÆÆÅÒÅÎÔ ÁÇÅÎÔÓ ÏÆ ÂÁÎËÉÎÇ ÍÁÒËÅÔÓȟ ÐÒÉÍÁÒÉÌÙ ÔÈÒÏÕÇÈ ÔÈÅ ÉÎÔÅÒÂÁÎË ÍÁÒËÅÔ ÁÎÄ 

×ÈÏÌÅÓÁÌÅ ÂÁÎËÓ ÁÓ ÄÏÍÉÎÁÎÔ ÐÌÁÙÅÒÓ ÁÎÄ ÍÁËÅÒÓ ÏÆ ÏÖÅÒȤÉÎÄÅÂÔÅÄÎÅÓÓ ÁÎÄ ÍÕÔÕÁÌ 

ÅØÐÏÓÕÒÅ ÉÎ ÏÒÄÅÒ ÔÏ ÆÉÎÄ ÁÌÔÅÒÎÁÔÉÖÅ ÓÏÕÒÃÅÓ ÏÆ ÆÕÎÄÉÎÇȢ )ÎÔÒÁȤÓÅÃÔÏÒÁÌ ÃÏÎÎÅÃÔÉÏÎÓ 

ÂÅÔ×ÅÅÎ ÂÁÎËÓȟ ÈÙÐÅÒÁÃÔÉÖÉÔÙ ÏÆ ÔÈÅ ÉÎÔÅÒÂÁÎË ÍÁÒËÅÔ ÁÎÄ ÈÉÇÈ ÌÅÖÅÌÓ ÏÆ ÅØÐÏÓÕÒÅ ÁÓ Á 

ÒÅÓÕÌÔ ÏÆ ÈÉÇÈ ÁÃÔÉÖÉÔÙ ÏÆ ×ÈÏÌÅÓÁÌÅ ÂÁÎËÓ ÃÒÅÁÔÅ ÃÈÁÎÎÅÌÓ ÔÈÒÏÕÇÈ ×ÈÉÃÈ ÆÕÒÔÈÅÒ 

ÉÎÔÅÎÓÉÆÉÅÄ ÔÈÅ ÅØÔÅÒÎÁÌ ÁÃÔÉÖÁÔÉÏÎ ÏÆ ÔÈÅ ÒÉÓËÓ ÒÅÇÁÒÄÉÎÇ ÉÎÄÉÖÉÄÕÁÌ ÂÁÎËÉÎÇ ÁÇÅÎÔÓȢ 4ÈÅ 

ÆÒÁÇÍÅÎÔÁÔÉÏÎ ÁÎÄ ÏÕÔÓÏÕÒÃÉÎÇ ÏÆ ÃÅÒÔÁÉÎ ÆÕÎÃÔÉÏÎÓ ÉÓ ÅÍÐÈÁÓÉÚÅÄ ÉÎ ÍÏÄÅÒÎ ÂÁÎËÉÎÇȟ 

ÔÈÁÔ ÔÒÁÄÉÔÉÏÎÁÌ ÍÏÄÅÌ ÉÎÔÅÇÒÁÔÅÓ ÉÎÔÏ Á ×ÈÏÌÅ ÁÎÄ ÃÒÅÁÔÉÎÇ Á ÐÒÏÃÅÓÓ ÏÆ ÑÕÁÓÉ 

ÉÎÔÅÇÒÁÔÉÏÎ ×ÉÔÈ ÏÔÈÅÒ ÉÎÄÅÐÅÎÄÅÎÔ ÎÏÎȤÂÁÎË ÅÎÔÉÔÉÅÓ ÁÎÄ ÓÐÉÌÌÏÖÅÒ ÒÉÓËÓ ÆÒÏÍ ÏÔÈÅÒ 

ÕÎÄÅÒȤÒÅÇÕÌÁÔÅÄ ÓÅÃÔÏÒÓ ɉÍÁÉÎÌÙ ÆÏÃÕÓÅÄ ÏÎ ÔÈÅ ÁÄÍÉÎÉÓÔÒÁÔÉÏÎȟ ÃÒÅÄÉÔ ÓÃÏÒÉÎÇȟ ÃÒÅÄÉÔ 

ÒÁÔÉÎÇ ÅÔÃȢɊȢ 4ÈÅ ×ÈÏÌÅÓÁÌÅ ÂÁÎË ÍÏÄÅÌ ÃÒÅÁÔÅÓ ÁÎÏÔÈÅÒ ÏÃÃÕÒÒÅÎÃÅ ÏÆ ÔÈÅ 

ÄÉÖÅÒÓÉÆÉÃÁÔÉÏÎ ÓÔÒÁÔÅÇÙ ÏÆ ÐÒÏÖÉÄÉÎÇ ÒÅÓÏÕÒÃÅÓȢ 

!Ó ÏÎÅ ÏÆ ÔÈÅ ÓÕÂÓÅÑÕÅÎÔ ÒÅÐÅÒÃÕÓÓÉÏÎÓ ÏÃÃÕÒÓ ÔÈÅ ÐÒÏÂÌÅÍ ÏÆ ÐÒÏȤÃÙÃÌÉÃÁÌ 

ÂÁÎËͻÓ ÂÅÈÁÖÉÏÒ ÁÎÄ ÆÁÖÏÒÉÎÇ ÓÈÏÒÔ ÔÅÒÍÓȢ /Î ÔÈÅ ÌÏÎÇ ÒÕÎ ÔÈÉÓ ÍÏÄÅÌ ÄÏÅÓ ÎÏÔ ÇÉÖÅ 

ÇÏÏÄ ÒÅÓÕÌÔÓ ÁÔ ÔÈÅ ÍÉÃÒÏ ÌÅÖÅÌȢ !Ô ÔÈÅ ÍÁÃÒÏ ÌÅÖÅÌ ÔÈÅÒÅ ÉÓ Á ÐÏÓÓÉÂÉÌÉÔÙ ÏÆ ÇÅÎÅÒÁÔÉÎÇ 

ÓÏÍÅ ÐÏÓÉÔÉÖÅ ÅÆÆÅÃÔÓ ÉÎ ÔÅÒÍÓ ÏÆ ÓÔÒÅÎÇÔÈÅÎÉÎÇ ÍÁÒËÅÔ ÄÉÓÃÉÐÌÉÎÅ ÏÎ ÂÁÎËÓ ÆÏÒ ÔÈÅ 

ÐÕÒÐÏÓÅ ÏÆ ÐÒÏÖÉÄÉÎÇ Á ÂÅÔÔÅÒ ÃÒÅÄÉÔ ÒÁÔÉÎÇ ÏÆ ÔÈÅ ÁÇÅÎÔ ÁÎÄ ÔÈÅ ÆÁÖÏÒÁÂÌÅ ÔÅÒÍÓ ÏÆ 

ÆÉÎÁÎÃÉÎÇ ÒÅÓÏÕÒÃÅÓȢ!Ó Á ÒÅÓÕÌÔ ÏÆ ÔÈÅ ÄÅÒÅÇÕÌÁÔÉÏÎȟ Á ÐÒÏÃÅÓÓ ÔÈÁÔ ÅÎÁÂÌÅÄ ÔÈÅ ÃÒÅÁÔÉÏÎ 

ÏÆ ÅÃÏÎÏÍÉÅÓ ÏÆ ÓÃÁÌÅ ÁÎÄ ÅÃÏÎÏÍÉÅÓ ÏÆ ÓÃÏÐÅ ÉÎ ÂÁÎËÉÎÇȟ ÉÔ ×ÁÓ ÅÖÉÄÅÎÔ ÔÈÅ ÇÒÏ×ÔÈ ÏÆ 

ÔÈÅ ÍÏÄÅÌ ÏÆ ÕÎÉÖÅÒÓÁÌ ÂÁÎËÉÎÇȢ 4ÈÅ ÕÎÉÖÅÒÓÁÌ ÂÁÎËÉÎÇ ÇÅÎÅÒÁÌÌÙ ÓÐÅÁËÉÎÇ ÇÅÎÅÒÁÔÅÓ 

ÐÏÓÉÔÉÖÅ ÉÍÐÌÉÃÁÔÉÏÎÓ ÁÔ ÔÈÅ ÍÉÃÒÏ ÌÅÖÅÌ ÉÎ ÔÅÒÍÓ ÏÆ ÅÎÃÏÕÒÁÇÉÎÇ ÄÉÖÅÒÓÉÆÉÃÁÔÉÏÎ ÏÆ ÒÉÓËÓȢ 

At the macro level such movements may give adverse effects due to systemic risks 

×ÈÉÃÈ ÍÁÙ ÂÅ ÁÃÔÉÖÁÔÅÄ ÁÓ Á ÒÅÓÕÌÔ ÏÆ ÔÈÅ ÆÁÃÔ ÔÈÁÔ ÔÈÅ ÂÁÎËÉÎÇ ÓÙÓÔÅÍ ÂÅÃÏÍÅÓ ȰÔÏÏ 

ÄÉÖÅÒÓÉÆÉÅÄȱ ÁÎÄ ȰÃÏÎÔÁÇÉÏÕÓȱ ɉespecially in the case of intense growth of innovative 

hybrid banking activities undertaken by the universal banks).  

 

4(% %6/,54)/. !30%#43 /& 4(% 5.)6%23!, "!.+).' -/$%, 

4ÈÅ ÁÄÏÐÔÉÏÎ ÏÆ ÔÈÅ ÕÎÉÖÅÒÓÁÌ ÂÁÎËÉÎÇ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌ ÒÅÓÕÌÔÅÄ ÉÎ ÃÒÅÁÔÉÏÎ ÏÆ 

ÁÄÄÉÔÉÏÎÁÌ ÏÐÅÎ ÓÐÁÃÅ ÆÏÒ ÒÅÇÕÌÁÔÏÒÙ ÁÒÂÉÔÒÁÇÅȟ ÔÒÁÎÓÆÏÒÍÁÔÉÏÎ ÁÎÄ ÃÈÁÎÎÅÌÉÎÇ ÏÆ 

ÂÁÎËÉÎÇ ÒÉÓËÓ ÉÎ ÔÈÅ ÖÁÒÉÏÕÓ ÂÕÓÉÎÅÓÓ ÓÅÇÍÅÎÔÓ ÁÎÄ ÃÒÅÁÔÉÎÇ ÎÅ× ÒÉÓË ÐÒÏÆÉÌÅÓ ÏÆ ÂÁÎËÓȢ 

&ÒÏÍ ÔÈÅ ÆÏÒÅÇÏÉÎÇȟ ×Å ÒÅÆÅÒ ÔÏ ÍÏÄÁÌÉÔÉÅÓ ÔÈÁÔ ÅØÉÓÔ ÁÍÏÎÇ ÕÎÉÖÅÒÓÁÌ ÂÁÎËÉÎÇ ÂÕÓÉÎÅÓÓ 

ÍÏÄÅÌÓȟ ÔÈÁÔ ÌÁÒÇÅÌÙ ÒÅÆÌÅÃÔ ÔÈÅ ÍÁÃÒÏÅÃÏÎÏÍÉÃ ÅÎÖÉÒÏÎÍÅÎÔ ÉÎ ×ÈÉÃÈ ÂÁÎËÓ ÏÐÅÒÁÔÅ 

ɉÂÁÎËÉÎÇ ÒÅÇÕÌÁÔÉÏÎȟ ÌÅÖÅÌ ÏÆ ÃÏÍÐÅÔÉÔÉÏÎ Ȥ ÂÁÒÒÉÅÒÓ ÔÏ ÅÎÔÒÙ ÔÏ ÏÔÈÅÒ ÂÁÎËÓ ÏÎ ÔÈÅ 
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ÍÁÒËÅÔ ÅÔÃȢɊȢ )Æ ×Å ÔÁËÅ ÁÓ ÁÎ ÅØÁÍÐÌÅ Ô×Ï ÕÎÉÖÅÒÓÁÌ ÂÁÎËÓ ÏÐÅÒÁÔÉÎÇ ÉÎ ÄÅÖÅÌÏÐÅÄ ÁÎÄ 

ÄÅÖÅÌÏÐÉÎÇ ÆÉÎÁÎÃÉÁÌ ÅÃÏÎÏÍÉÅÓȟ ÆÏÒ ÅØÁÍÐÌÅȡ $ÅÕÔÓÃÈÅ "ÁÎËȟ ÁÎÄ ÓÅÃÏÎÄÌÙ Ȥ "ÁÎË ÏÆ 

#ÈÉÎÁȢ )Ô ÉÓ ÅÖÉÄÅÎÔ ÔÈÁÔ ÔÈÅ ÂÁÎËÓ ÐÅÒÆÏÒÍ ÄÉÆÆÅÒÅÎÔ ÒÉÓË ÐÒÏÆÉÌÅÓ ÍÁÉÎÌÙ ÄÅÔÅÒÍÉÎÅÄ ÂÙ 

ÔÈÅ ÌÅÖÅÌ ÏÆ ÔÈÅ ÄÅÖÅÌÏÐÍÅÎÔ ÏÆ ÔÈÅ ÆÉÎÁÎÃÉÁÌ ÍÁÒËÅÔÓ ×ÈÅÒÅ ÔÈÅ ÂÁÎËÓ ÏÐÅÒÁÔÅȢ 

$ÅÕÔÓÃÈÅ "ÁÎË ÉÓ ÍÁÉÎÌÙ ÐÒÅÓÅÎÔ ÉÎ ÄÅÖÅÌÏÐÅÄ ÍÁÒËÅÔÓȟ ×ÈÅÒÅ ÔÈÅ ÌÅÖÅÌ ÏÆ ÒÅÇÕÌÁÔÉÏÎ 

ÁÌÌÏ×Ó ÔÈÅ ÐÒÅÓÅÎÃÅ ÏÆ ÃÏÍÐÅÔÉÔÉÏÎȟ ÌÅÁÄÉÎÇ ÔÏ Á ÓÉÇÎÉÆÉÃÁÎÔ ÄÅÃÌÉÎÅ ÉÎ ÉÎÔÅÒÅÓÔ ÍÁÒÇÉÎÓȢ 

#ÏÎÓÅÑÕÅÎÔÌÙȟ ÂÁÎËÓ ÁÒÅ ÆÏÒÃÅÄ ÔÏ Ó×ÉÔÃÈ ÔÏ ÁÃÔÉÖÉÔÉÅÓ ÔÈÁÔ ÃÁÒÒÙ ÌÁÒÇÅ ÎÏÎȤÉÎÔÅÒÅÓÔ 

ÉÎÃÏÍÅ ÔÈÁÔ ÁÒÅ ÂÙ ÔÈÅÉÒ ÎÁÔÕÒÅ ÒÅÌÁÔÉÖÅÌÙ ÒÉÓËÉÅÒȢ !Ô ÔÈÅ ÃÏÎÔÒÁÒÙȟ ÂÁÎËÓ ÔÈÁÔ ÏÐÅÒÁÔÅ ÉÎ 

ÍÁÒËÅÔÓ ×ÉÔÈ ÓÔÒÉÃÔ ÒÅÇÕÌÁÔÉÏÎ ÁÎÄ ÓÕÂÓÔÁÎÔÉÁÌ ɉÈÉÇÈɊ ÂÁÒÒÉÅÒÓ ÔÏ ÅÎÔÒÙ ÆÏÒ ÎÅ× ÂÁÎËÓȟ 

×ÈÅÒÅ ÔÈÅ ÃÅÎÔÒÁÌ ÂÁÎË ÄÅÔÅÒÍÉÎÅÓ ÔÈÅ ÍÉÎÉÍÕÍ ÉÎÔÅÒÅÓÔ ÍÁÒÇÉÎȟ ÁÒÅ ÆÏÒÃÅÄ ÔÏ ÏÒÉÅÎÔ 

ÉÔÓ ÏÐÅÒÁÔÉÏÎÓ ÏÎ ÁÃÔÉÖÉÔÉÅÓ ÔÈÁÔ ÂÒÉÎÇ ÎÏÎȤÉÎÔÅÒÅÓÔ ÉÎÃÏÍÅ ÁÎÄ ÒÉÓË ÍÏÄÅÌ ÐÒÅÓÅÎÔÉÎÇ ÉÔ 

ÉÓ ÃÈÁÒÁÃÔÅÒÉÚÅÄ ÂÙ Á ÓÉÇÎÉÆÉÃÁÎÔ ÇÅÒÍÉÎÁÔÉÏÎ ÌÅÖÅÌÓ ÏÆ ÒÉÓË ÅØÐÏÓÕÒÅ ÉÎ ÃÏÍÐÁÒÉÓÏÎ ×ÉÔÈ 

ÂÁÎËÓ ÏÐÅÒÁÔÉÎÇ ÉÎ ÌÉÂÅÒÁÌ ÍÁÒËÅÔÓȢ ɉ-ÉÓÈËÉÎȟ ρωωυɊȢ 

 

4(% 3(!$/7 "!.+).' 3934%- 

!Ó Á ÄÉÓÔÉÎÃÔÉÖÅ ÍÏÄÅÌ ÁÎÄ ÅØÔÒÅÍÅ ÍÁÎÉÆÅÓÔÁÔÉÏÎ ÈÅÒÅ ×Å ÍÕÓÔ ÅÍÐÈÁÓÉÚÅ ÔÈÅ 

ÓÈÁÄÏ× ÂÁÎËÉÎÇ ÁÓ ÑÕÁÓÉ ÂÁÎËÉÎÇ ÍÏÄÅÌ ÏÐÅÒÁÔÉÎÇ ÏÕÔÓÉÄÅ ÔÈÅ ÒÅÇÕÌÁÔÏÒÙ ÆÒÁÍÅ×ÏÒËȢ 

4ÈÅ ÓÈÁÄÏ× ÂÁÎËÉÎÇ ÐÌÁÙÓ Á ÍÁÊÏÒ ÒÏÌÅ ÅÓÐÅÃÉÁÌÌÙ ÏÎ ÔÈÅ ÔÅÒÒÉÔÏÒÙ ÏÆ ÔÈÅ 5ÎÉÔÅÄ 3ÔÁÔÅÓȢ 

4ÈÅ ÂÁÎËÉÎÇ ÓÅÇÍÅÎÔ ÉÓ ÄÅÆÉÎÅÄ ÁÓ Á ÇÒÏÕÐ ÏÆ ÎÏÎȤÂÁÎËÉÎÇ ɉÎÏÎȤÄÅÐÏÓÉÔɊ ÆÉÎÁÎÃÉÁÌ 

ÉÎÓÔÉÔÕÔÉÏÎÓ ÁÎÄ ÍÁÒËÅÔÓȟ ÏÆÆÅÒÉÎÇ ÓÅÒÖÉÃÅÓ ÔÈÁÔ ÁÒÅ ÓÉÍÉÌÁÒ ÏÒ ÒÅÌÁÔÅÄ ÔÏ ÔÈÅ ÓÅÒÖÉÃÅÓ 

ÐÒÏÖÉÄÅÄ ÂÙ ÔÒÁÄÉÔÉÏÎÁÌ ÃÏÍÍÅÒÃÉÁÌ ÂÁÎËÓȢ 4ÈÅ ÓÈÁÄÏ× ÂÁÎËÉÎÇ ÓÅÃÔÏÒ ÃÏÎÓÉÓÔÓ ÏÆ 

ÆÉÎÁÎÃÉÁÌ ÉÎÓÔÉÔÕÔÉÏÎÓ ÔÈÁÔ ÈÁÖÅ ÎÏ ÁÃÔÉÖÉÔÉÅÓ ÏÆ ÁÃÃÅÐÔÉÎÇ ÄÅÐÏÓÉÔÓ ÁÓ ÔÒÁÄÉÔÉÏÎÁÌ ÂÁÎËÉÎÇ 

ÉÎÓÔÉÔÕÔÉÏÎÓȟ ÃÏÎÓÅÑÕÅÎÔÌÙ Ȥ ÔÈÅÉÒ ×ÏÒË ÉÓ ÎÏÔ ÓÕÂÊÅÃÔ ÔÏ ÓÁÎÃÔÉÏÎÓ ÏÆ ÔÈÅ ÒÅÇÕÌÁÔÏÒÙ 

ÂÏÄÉÅÓȢ 4ÈÅ ÅÎÆÏÒÃÅÄ ÒÅÇÕÌÁÔÏÒÙ ÒÅÑÕÉÒÅÍÅÎÔÓ ÉÎ ÔÈÅ ÄÏÍÁÉÎ ÏÆ ÔÒÁÄÉÔÉÏÎÁÌ ÂÁÎËÉÎÇ 

ÉÎÓÔÉÔÕÔÉÏÎÓ ÃÁÒÒÙ ÔÈÅ ÐÏÔÅÎÔÉÁÌ ÆÏÒ ÆÕÒÔÈÅÒ ÅØÐÁÎÓÉÏÎ ÏÆ ÑÕÁÓÉȤÂÁÎËÉÎÇ ÓÅÃÔÏÒ ɉÔÈÅ 

ÓÈÁÄÏ× ÂÁÎËÉÎÇɊ ÁÎÄ ÉÎÔÅÎÓÉÆÙ ÔÈÅ ÐÏÔÅÎÔÉÁÌ ÆÏÒ ÆÕÒÔÈÅÒ ÅÓÃÁÌÁÔÉÏÎ ÏÆ ÔÈÅ ÒÉÓËÓ ÉÎ ÔÈÉÓ 

ÒÉÓË ÐÒÏÆÉÌÅ ÁÎÄ ÆÁÉÌÕÒÅ ÏÆ ÔÈÅ ÒÅÌÁÔÅÄ ÂÁÎËÉÎÇ ÉÎÓÔÉÔÕÔÉÏÎÓȢ 

2ÅÇÁÒÄÉÎÇ ÔÈÅ ÇÅÏÇÒÁÐÈÉÃ ÁÓÐÅÃÔÓ ÏÆ ÏÐÅÒÁÔÉÏÎÓ ÁÎÄ ÔÈÅ ÒÅÇÕÌÁÔÏÒÙ ÄÏÍÁÉÎȟ ÔÈÅ 

ÂÁÎËÉÎÇ ÉÎÓÔÉÔÕÔÉÏÎÓ ÃÁÎ ÂÅ ÌÏÃÁÌȟ ÒÅÇÉÏÎÁÌ ÁÎÄ ÇÌÏÂÁÌ ÂÁÎËÓȢ ,ÏÃÁÌ ÂÁÎËÓ ÁÒÅ ÐÒÅÓÅÎÔ ÉÎ 

ÏÎÌÙ ÏÎÅ ÂÁÎËÉÎÇ ÍÁÒËÅÔ ÔÈÁÔ ÉÓ ÔÈÅÉÒ ÂÕÓÉÎÅÓÓ ÆÏÃÕÓ ÉÓ ÏÎÌÙ ×ÉÔÈÉÎ Á ÎÁÔÉÏÎÁÌ ÅÃÏÎÏÍÙȢ 

2ÅÇÉÏÎÁÌ ÂÁÎËÓ ÁÒÅ ÐÒÅÓÅÎÔ ÉÎ ÍÏÒÅ ÂÁÎËÉÎÇ ÍÁÒËÅÔÓ ×ÉÔÈÉÎ ÔÈÅ ÂÒÏÁÄÅÒ ÇÅÏÇÒÁÐÈÉÃ 

ÒÅÇÉÏÎȢ 'ÌÏÂÁÌ ÂÁÎËÓ ÈÁÖÅ ÉÎÔÅÒÎÁÔÉÏÎÁÌÉÚÅÄ ÔÈÅÉÒ ÏÐÅÒÁÔÉÏÎÓ ÇÌÏÂÁÌÌÙȢ 'ÌÏÂÁÌ 

ɉÍÕÌÔÉÎÁÔÉÏÎÁÌɊ ÂÁÎËÓ ÓÔÁÎÄ ÏÕÔ ÆÏÒ ÔÈÅÉÒ ÇÌÏÂÁÌ ÓÙÓÔÅÍÉÃ ÉÍÐÏÒÔÁÎÃÅ ÁÎÄ ÉÄÅÎÔÉÆÉÅÄ ÁÓ 
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Á ÓÅÐÁÒÁÔÅ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌȟ ÂÅÃÁÕÓÅ ÔÈÅÙ ÈÁÖÅ ÉÍÐÏÓÅÄ ÒÅÑÕÉÒÅÍÅÎÔÓ ÆÏÒ ÐÁÒÔÉÃÕÌÁÒÌÙ 

ÓÏÐÈÉÓÔÉÃÁÔÅÄ ÍÅÃÈÁÎÉÓÍÓ ÆÏÒ ÉÎÄÉÖÉÄÕÁÌ ÉÄÅÎÔÉÆÉÃÁÔÉÏÎ ÁÎÄ ÍÏÎÉÔÏÒÉÎÇ ÏÆ ÐÏÔÅÎÔÉÁÌ 

ÒÉÓËÓ ÉÎ ÏÐÅÒÁÔÉÏÎȟ ÁÎÄ ÐÒÅÄÉÃÔ ÔÈÅÉÒ ÉÎÔÅÒÁÃÔÉÏÎ ÄÕÅ ÔÏ ÉÎÔÅÒÎÁÔÉÏÎÁÌ ÅÍÐÈÁÔÉÃ 

ÓÅÎÓÉÔÉÖÉÔÙ ÏÆ ÔÒÁÎÓÍÉÓÓÉÏÎ ÏÆ ÁÄÖÅÒÓÅ ÅÆÆÅÃÔÓ ÔÈÒÏÕÇÈ ÌÉÂÅÒÁÌÉÚÅÄ ÂÁÎËÉÎÇ ÍÁÒËÅÔÓȢ 4ÈÅ 

ÇÌÏÂÁÌ ÂÁÎËÉÎÇ ÉÎÓÔÉÔÕÔÉÏÎÓ ÁÒÅ ÅÁÓÉÌÙ ÐÒÏÎÅ ÔÏ ÉÎÖÏÌÖÉÎÇ ÉÎÔÏ ÓÈÁÄÏ× ÂÁÎËÉÎÇ ÁÃÔÉÖÉÔÉÅÓȟ 

ÄÕÅ ÔÏ ÔÈÅ ÒÅÇÕÌÁÔÏÒÙ ÁÒÂÉÔÒÁÇÅ ÉÎ ÇÌÏÂÁÌ ÔÅÒÍÓȢ 4ÈÅÉÒ ÓÐÅÃÉÁÌ ÒÏÌÅ ÉÎ ÇÌÏÂÁÌ ÔÅÒÍÓ ÉÓ 

ÕÎÐÒÅÃÅÄÅÎÔÅÄ ÆÏÒ ÔÈÅ ÓÕÓÔÁÉÎÁÂÉÌÉÔÙ ÏÆ ÔÈÅ ×ÏÒÌÄ ÅÃÏÎÏÍÉÃ ÇÒÏ×ÔÈ ÁÎÄ ÆÉÎÁÎÃÉÁÌ 

ÄÅÖÅÌÏÐÍÅÎÔȢ4ÈÅ ÇÒÏ×ÔÈ ÏÆ ÔÈÅ ÓÈÁÄÏ× ÂÁÎËÉÎÇ ÓÙÓÔÅÍ ÉÓ ÐÏÔÅÎÔÉÁÌÌÙ ÓÔÉÍÕÌÁÔÅÄ ÂÙ 

ÔÈÅ ÔÅÎÄÅÎÃÉÅÓ ÆÏÒ ÌÉÂÅÒÁÌÉÚÁÔÉÏÎ ÉÎ ÂÁÎËÉÎÇ ÄÕÅ ÔÏ ÔÈÅ ÇÒÏ×ÔÈ ÏÆ ÔÈÅ ÓÈÁÒÉÎÇ ÅÃÏÎÏÍÙ 

ɉÁÃÃÅÓÓ ÅÃÏÎÏÍÙɊ ÉÎ ÇÌÏÂÁÌ ÔÅÒÍÓ ÁÎÄ ÔÈÅ ÐÒÅÓÓÕÒÅ ÆÏÒ ÅÎÔÒÙ ÏÆ ÆÉÎȤÔÅÃÈ ÃÏÍÐÁÎÉÅÓ ÉÎÔÏ 

ÔÈÅ ÆÉÎÁÎÃÉÁÌ ÓÙÓÔÅÍ ÔÏ ÏÆÆÅÒÉÎÇ ÓÕÂÓÔÉÔÕÔÉÏÎ ÆÏÒ ÓÏÍÅ ÔÒÁÄÉÔÉÏÎÁÌ ÂÁÎËÉÎÇ ÓÅÒÖÉÃÅÓȢ 4ÈÅ 

ÓÕÓÔÁÉÎÁÂÉÌÉÔÙ ÏÆ ÔÈÉÓ ÔÅÎÄÅÎÃÙ ×ÉÌÌ ÂÅ ÄÅÔÅÒÍÉÎÅÄ ÂÙ ÓÅÔÔÉÎÇ ÐÒÏÐÅÒ ÒÅÇÕÌÁÔÏÒÙ 

ÒÅÑÕÉÒÅÍÅÎÔÓ ÉÎ ÔÈÉÓ ÉÎÆÁÎÔ ÐÈÁÓÅ ÏÆ ÄÅÖÅÌÏÐÍÅÎÔ ÏÆ ÔÈÅ ÂÌÏÃËȤÃÈÁÉÎ ÔÅÃÈÎÏÌÏÇÉÅÓ ÉÎ 

ÂÁÎËÉÎÇȢ 

 

3534!).!",% "!.+).' "53).%33 -/$%,3 ɀ 4(% #/20/2!4% -!.!'%-%.4 

0%230%#4)6%3 

4ÈÅ ÒÏÌÅ ÏÆ ÂÁÎËÉÎÇ ÍÁÎÁÇÅÍÅÎÔ ÅØÃÅÅÄÓ ÉÔÓ ÉÍÐÏÒÔÁÎÃÅ ÄÕÅ ÔÏ ÔÈÅ ÓÃÏÐÅ ÏÆ ÔÈÅ 

ÁÄÖÅÒÓÅ ÅÆÆÅÃÔÓ ÉÎÔÏ ÔÈÅ ÓÏÃÉÅÔÙȢ 4ÈÁÔ ÉÓ ×ÈÙ ÔÈÅ ÅÃÏÎÏÍÉÃ ÐÒÏÐÏÎÅÎÔÓ ÁÒÅ ÌÏÕÄÅÒ ÔÈÁÎ 

ÅÖÅÒ ÁÂÏÕÔ ÔÈÅ ÅÖÏÌÖÉÎÇ ÐÒÅÍÉÓÅÓ ÏÆ ÓÕÓÔÁÉÎÁÂÌÅ ÂÁÎËÉÎÇ ÍÁÎÁÇÅÍÅÎÔȢ 4ÈÅ ÆÕÒÔÈÅÒ 

ÏÂÓÅÒÖÁÔÉÏÎÓ ÌÅÁÄ ÔÏ×ÁÒÄ ÄÅÔÅÒÍÉÎÉÎÇ ÓÕÓÔÁÉÎÁÂÌÅ ÓÔÒÁÔÅÇÉÅÓȟ ÐÒÏÃÅÓÓÅÓȟ ÁÃÔÉÖÉÔÉÅÓȟ 

ÍÅÁÓÕÒÅÓ ÆÏÒ ÉÍÐÌÅÍÅÎÔÁÔÉÏÎ ÏÆ ÓÕÓÔÁÉÎÁÂÌÅ ÂÁÎËÉÎÇ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌÓȢ 

4ÈÅ ÓÕÓÔÁÉÎÁÂÌÅ ÓÔÒÁÔÅÇÙ ÃÒÅÁÔÅÓ ÆÒÁÍÅ×ÏÒË ÆÏÒ ÄÅÃÉÓÉÏÎȤÍÁËÉÎÇ ÏÎ ÔÈÅ 

ÌÏÎÇ ÒÕÎ ÅÎÁÂÌÉÎÇ ÅÔÈÉÃÁÌ ÐÒÉÎÃÉÐÌÅÓ ÁÍÏÎÇ ÔÈÅ ÇÅÎÅÒÁÌ ÂÁÎËÉÎÇ ÐÒÉÎÃÉÐÌÅÓȢ %ÔÈÉÃÁÌ 

ÂÁÎËÉÎÇ ÒÅÑÕÉÒÅÓ ÁÃÔÉÏÎÓ ÆÏÒ ÆÉÎÁÎÃÉÁÌ ÉÎÃÌÕÓÉÏÎȟ ÓÏÃÉÁÌ ÒÉÓËÓ ÍÁÎÁÇÅÍÅÎÔȟ ÓÏÃÉÁÌ 

ÒÅÓÐÏÎÓÉÂÉÌÉÔÙȟ ÅÎÖÉÒÏÎÍÅÎÔ ÆÒÉÅÎÄÌÙ ÂÁÎËÉÎÇȟ ÎÏÎȤÄÉÓÃÒÉÍÉÎÁÔÏÒÙ ÂÁÎËÉÎÇȟ ÁÎÔÉȤ

ÃÏÒÒÕÐÔÉÏÎ ÍÅÁÓÕÒÅÓ ÅÔÃȢ 4ÈÅ ÉÍÐÌÅÍÅÎÔÁÔÉÏÎ ÏÆ ÔÈÅ ÓÕÓÔÁÉÎÁÂÌÅ ÂÁÎËÉÎÇ ÓÔÒÁÔÅÇÙ 

ÒÅÑÕÉÒÅÓ ÃÅÒÔÁÉÎ ÁÄÊÕÓÔÍÅÎÔÓ ÏÆ ÔÈÅ ÂÁÎËÉÎÇ ÐÒÏÃÅÓÓÅÓ ÁÎÄ ÁÃÔÉÖÉÔÉÅÓȟ ÅÎÆÏÒÃÉÎÇ 

ÅÆÆÅÃÔÉÖÅ ÆÏÌÌÏ× ÕÐ ÐÒÏÃÅÓÓÅÓ ÉÎ ÏÒÄÅÒ ÔÏ ÖÅÒÉÆÙ ÁÎÄ ÅÖÁÌÕÁÔÅ ÔÈÅ ÅÆÆÅÃÔÓ ÏÎ ÓÕÓÔÁÉÎÁÂÌÅ 

ÆÉÎÁÎÃÉÁÌ ÄÅÖÅÌÏÐÍÅÎÔȢ 4ÈÅ ÓÕÓÔÁÉÎÁÂÉÌÉÔÙ ÏÆ ÂÁÎËÉÎÇ ÐÒÏÃÅÓÓÅÓ ÒÅÑÕÉÒÅÓ ÒÅÖÉÅ× ÏÆ 

ÂÕÓÉÎÅÓÓ ÐÏÌÉÃÙ ÉÎ ÔÈÅ ÁÒÅÁÓ ÏÆ ÒÅÓÅÁÒÃÈȟ ÒÅÓÏÕÒÃÅÓ ÁÎÄ ÔÈÉÒÄ ÐÁÒÔÉÅÓ ɉÍÁÒËÅÔ ÓÅÇÍÅÎÔÓȡ 

ÔÈÅ ÓÔÁËÅÈÏÌÄÅÒÓ ÁÐÐÒÏÁÃÈɊȢ "ÁÎËÉÎÇ ÐÒÏÃÅÓÓÅÓ ÓÈÏÕÌÄ ÒÅÖÉÅ× ÔÈÅ ÁÄÅÑÕÁÃÙ ÏÆ ÔÈÅ 

ÐÒÏÃÅÓÓÅÓ ×ÉÔÈ ÒÅÇÁÒÄÓ ÏÆ ÔÈÅ ÒÅÌÁÔÉÏÎÓÈÉÐÓ ×ÉÔÈ ÔÈÉÒÄ ÐÁÒÔÉÅÓȟ ÃÏÎÓÉÄÅÒÉÎÇ ÁÌÌ ÏÆ ÔÈÅ 
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ÐÁÒÔÉÅÓ ÆÒÏÍ ÔÈÅ ÉÎÖÅÓÔÏÒÓ ÐÅÒÓÐÅÃÔÉÖÅȟ ×ÉÔÈ ÁÃÃÅÎÔ ÏÎ ÔÈÅ Ï×ÎÅÒÓÈÉÐ ÒÉÇÈÔÓȟ 

ÔÒÁÎÓÐÁÒÅÎÃÙ ÒÅÑÕÉÒÅÍÅÎÔÓ ÁÎÄ ÑÕÁÌÉÔÙ ÍÁÎÁÇÅÍÅÎÔȢ 4ÈÅ ÑÕÁÌÉÔÙ ÏÆ ÔÈÅ ÐÒÏÃÅÓÓÅÓ ÉÓ 

ÔÉÇÈÔÌÙ ÃÏÎÎÅÃÔÅÄ ×ÉÔÈ ÕÎÄÅÒÔÁËÉÎÇ ÃÅÒÔÁÉÎ ÏÒÇÁÎÉÚÁÔÉÏÎÁÌ ÁÎÄ ÉÎÎÏÖÁÔÉÏÎ ÁÃÔÉÖÉÔÉÅÓȟ 

ÉÍÐÒÏÖÉÎÇ ÔÈÅ ÃÏÎÓÕÌÔÁÎÃÙ ÓÅÒÖÉÃÅÓ ×ÉÔÈÉÎ ÂÁÎËÉÎÇ ÉÎÓÔÉÔÕÔÉÏÎÓ ÁÎÄ ÓÔÒÉÃÔÌÙ ÇÏÖÅÒÎÅÄ 

ÉÎÔÒÏÄÕÃÔÉÏÎ ÏÆ ÔÈÅ ÉÎÎÏÖÁÔÉÖÅ ÆÉÎÁÎÃÉÁÌ ÐÒÏÄÕÃÔÓ ÃÏÎÄÕÃÔÅÄ ÂÙ ÆÉÒÍ ÓÔÁËÅÈÏÌÄÅÒȭÓ 

ÐÒÉÎÃÉÐÌÅÓ ÉÎ ÂÁÎËÉÎÇȢ 

 

SUSTAINABLE BANKING BUSINESS MODELS IMPLEMENTATION ISSUES ɀ THE 

MAJOR PERSPECTIVES ON INNOVATIONS 

 The ÓÔÁËÅÈÏÌÄÅÒÓȭ principles in banking are generally funded on the premises 

to STAKE ɀ SHARE and INTEGRATE. That means taking steps toward stakeholders 

oriented banking, driven by client's expectations for efficiency, real -time, integrated 

and flexible, accessible, individualised and integrated banking system. 

 The ÓÔÁËÅÈÏÌÄÅÒÓȭ principles should be implemented into the banking 

regulatory requirements. Positive example is the FINMA's step toward licencing 

financial services providers engaging FIN TECH innovative companies, by discussing 

the enforcement financial institution licences with limited banking activities and 

adequate capital requirements. The purpose is lowering the entry threshold for 

providers of payments systems, applications for managing assets digitally and 

crowdfunding platforms. So the regulatory bodies should be market drivers toward 

greater sustainability. The barrier for financial innovation should be safety net against 

not-acceptable risk levels. In the same time, they should not block the economic 

development and the benefits from the new technologies in the financial industry. The 

role of banks in financing the economy and promotion economic growth. The new 

regulatory proposals also fine-tune some aspects of the regulatory framework where 

necessary to make it more growth-friendly and proportionate to banks' complexity, 

size and business profile (www.europa.eu) It also includes measures that will support 

SMEs and investment in infrastructure. The cultural barriers will remain within the 

evolution process of the ÃÌÉÅÎÔȭÓ habits and expectations until catching up certain levels 

of technological integration and development. 
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ABSTRACT 
The circular economy is an attractive, smart and innovative concept, promising 

the efficient use and reuse of resources and a strong business case. It is a sustainable 

development strategy that is being proposed to tackle the problems of environmental 

degradation and weaken the dependence of economy on natural resources and 

environment. Through embedding the 3R principles of materials use Reduce, Reuse 

and Recycling into production and consumption process, the Circular Economy aims 

at greater resource productivity, higher energy savings and lower greenhouse gasses 

emission. 

Several different approaches that encourage the transition to a circular 

economy exist. Among them, the approaches to closing material loops and use the 

product as a service system in a circular economy are developing most intensively and 

till now many innovative business systems and models proved effective in delivering 

resource efficiencies, both, within the manufacturing process and at the end of product 

life. The transformation is a complete systematic change comprising of innovation in 

technological and organizational terms too. By helping to decouple economic growth 

from resource use the transformation to circular economy offers a prospect of 

sustainable growth that will last.  

The majority of reported initiatives on the circular economy is targeted at waste 

and secondary raw materials, whereas only few countries have explicitly commented 

that Circular Economy requires going beyond increasing recycling rates and a higher 

use of the secondary raw materials by utilization of different innovative approaches 

that have to be combined and implemented across the whole supply chain.  
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INTRODUCTION 
Recently, the concept of Circular Economy (CE), has received increased 

attention among the academia, business community and the policy makers because in 

perspective the transition towards more sustainable economy will address many of 

ÔÏÄÁÙȭÓ ÆÕÎÄÁÍÅÎÔÁÌ ÃÈallenges.  Traditional linear consumption patterns (take-make-

dispose) are coming up against constraints on the availability of resources (Ellen 

MacArthur, 2013). The challenges on the resource side are compounded by rising 

ÄÅÍÁÎÄ ÆÒÏÍ ÔÈÅ ×ÏÒÌÄȭÓ ÇÒÏ×ÉÎÇ population which undoubtedly will result in 

unsustainable overuse of resources, higher price levels and more volatility in many 

markets. Contrary, the CE will enable greater resource productivity, higher energy 

savings and lower greenhouse gasses emission and creation of local jobs and 

opportunities for social integration as well (EC Report, 2017).  

The main purpose of this paper is to look deeper into the concept of circular 

economy and its connections to sustainability in order to provide a better 

understanding and support for effective implementation of circular economy. The 

article will also give information about the most common circular Economy practices 

and business models. At the end the barriers that might slow down the implementation 

of the circular economy will be also explained.  

 

1. SUSTAINABLE DEVELOPMENT AND CIRCULAR ECONOMY 

The significant environmental burdens related to population growth, 

intensification of global warming, environmental degradation and resource scarcity, 

happening in the recent three decades, have been major concern around the world.  

Under the demand of economy growth, balancing the relationship among economic 

development, environment and resources has become the greatest challenge and has 

caused many countries to seek innovative approaches to address these problems. 

Therefore, the concept of sustainable development, originating from the Report of the 

Brundtland Commission, Our Common Future (Bruntland, 1987) is considered as the 

main pathway for meeting human development needs whÉÌÅ ÐÒÏÔÅÃÔÉÎÇ ÔÈÅ ÅÁÒÔÈȭÓ ÌÉÆe 
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support systems. It presents an international consensus and presents important 

objective of international and regional cooperation (Li, 2016). According the 

Millennium Development Goals (MDGs) Report (MDGs, 2015) the global emissions of 

carbon dioxide, increased by over 50 percent for a period of two decades (from 1990 

to 2012) and their acceleration was mostly driven by the growth in developing regions.  

As not all the MDGs were met globally, depending on regions and the stage of a 

ÃÏÕÎÔÒÙȭÓ ÄÅÖÅÌÏÐÍÅÎÔȟ Âut significant progress was made in several areas, the 2030 

Agenda for Sustainable Development with 17 sustainable development goals (SDGs) 

as core was adopted by world leaders at the UN Sustainable Development Summit in 

September 2015. 

Addressing the unabated rise in greenhouse gas emissions and the resulting likely 

impacts of climate change still remains an urgent, critical challenge for the global 

community. Therefore, the Paris Conference on climate change in December 2015 

(Paris Agreement, 2015) was seen as the first test of political will to implement the 

2030 Agenda for Sustainable Development. During the conference the participants 

worked on provid ing a framework for strengthening international action to mitigate 

climate change and for the first time, every country in the world has pledged to curb 

their emissions, strengthen resilience and act internationally and domestically to 

address climate change. Furthermore, as a response to the 2030 Agenda EU has also 

adopted a sustainable development package

1  in order to implement its SDGs internally and globally. There are also many EU 

strategic documents dedicated to the sustainable development with the EU Sustainable 

Development Strategy and the Europe 2020 Strategy ɀ A strategy for smart, 

sustainable and inclusive growth (Communication, EU Action plan, 2015) being the 

most important one. According this document smart, sustainable development is 

based on knowledge and innovation, with environmental issues taking into account. 

Responsibilities of the Member States can be realized by promoting and implementing 

the concept of the circular economy which provides the stability of the products, 

materials and resources value and reduction of waste. 

The 2030 Agenda for Sustainable Development calls for an equitable economic 

growth among countries. One of approaches to achieving equitable economic growth 

                                            
1 http://europa.eu/rapid/press -release_IP-16-3883_en.htm 

http://europa.eu/rapid/press-release_IP-16-3883_en.htm
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is circular economy, which requires 3R principles and its technology̆ policies, 

programs and infrastructures as basic instruments (Li, 2016). 

One of the proposed approaches for achieving sustainable development which 

aims at closing the loop of materials flow and weaken the dependence of economy on 

natural resources and environment is the Circular Economy (CE). Through embedding 

the 3R principles (of materials use Reduce, Reuse and Recycling) into production and 

consumption process, the circular economy will enable minimization of the use of raw 

materials and primary energy input and reduce the load on natural resources (Zhu, 

2007, Heck, 2006). Zue and Qiu (2007) see the CE as a sustainable economic growth 

model which aims at effective use and circulation as the principle. This kind of model 

considers the low demand and consumption, low emissions of greenhouse gasses, 

efficient use of water and energy in production, and maximal utilization of renewable 

resources as the most important. Reduction means to minimize the use of primary 

energy and raw materials as inputs, which can be achieved by improvements in 

production efficiency. Reuse refers to using byproducts and waste from one stage of 

the production in another stage which enables the use of products to their maximal 

capacity. Recycling of used materials substitutes consumption of virgin materials.        

The environmental reasons rise from the natural resource scarcity and the 

negative environmental impact of the unsustainable production and consumption 

where as one of the main economic reasons is the volatility of commodity prices 

(Taranic, 2016).  There are four major causes of environmental problems: population 

growth, wasteful and unsustainable resource use, poverty and a failure to include the 

harmful environmental costs of goods and services in market prices (Miller and 

Spoolman, 2012). When population growth is concerned it should be noted that an 

exponential growth of population is observed with an estimation of 9.6 billion people 

ÉÎ ςπυπ ɉ5.ȟ ςπρσɊ ×ÈÉÃÈ ÍÁÙ ÃÁÕÓÅ ÉÎÃÒÅÁÓÅÄ ÐÒÅÓÓÕÒÅ ÏÎ ÅÁÒÔÈȭÓ ÌÉÆÅ ÓÕÐÐÏÒÔÉÎÇ 

systems. The wasteful and unsustainable use of resource coming out from the high 

levels of globalized production and consumption also harm the environment. Although 

poor people have a lower ecological footprint per person, due to lower consumption, 

the large population size of less -developed countries leads to a high overall 

environmental impact. The failure to include the harmful environmental costs of goods 

and services in market prices is because in today's economic system the businesses 

producing goods and services are not required to pay for the environmental costs and 



THE CIRCULAR ECONOMY - A PATHWAY TO SUSTAINABLE FUTURE                  
_______________________________________________________________________________ 

 
17 

 

thus they do not take these costs in to account in the production decisions and defining 

the market price.  

All these problems are interconnected and it was observed that a major root cause 

to the current unsustainable situation is the prevailing economic system which is 

related to at least three of the  environmental problems mentioned previously. 

!ÃÃÏÒÄÉÎÇ ÔÏ ÔÈÅ 5. ȰÔÈÅ ÍÁÊÏÒ ÃÁÕÓÅ ÏÆ ÔÈÅ ÃÏÎÔÉÎÕÅÄ ÄÅÔÅÒÉÏÒÁÔÉÏÎ ÏÆ ÔÈÅ ÇÌÏÂÁÌ 

environment is the unsustainable pattern of consumptÉÏÎ ÁÎÄ ÐÒÏÄÕÃÔÉÏÎȰ (UN 1992) 

built up by our economic systemȱ Ȣ 

 

2. TRANSITION TOWARDS CIRCULAR ECONOMY 
The starting point for the ideas on circular economy was to change the currently 

prevailing ÌÉÎÅÁÒ ÅÃÏÎÏÍÉÃ ÓÙÓÔÅÍ ÏÆ ȰÔÁËÅ-make-×ÁÓÔÅȱ so that the natural resource 

use and waste of natural capital will be decreased. So far the natural resources are 

extracted and used to create products which are then consumed and subsequently 

disposed after usage. After usage, products are regarded as Ȱ×ÁÓÔÅȱ although they still 

contain a valuable amount of  resources.  As a result of the growing population and 

increased consumption the finite natural resources will reach their  limits much earlier. 

Hence, it is important to know how much resources we can extract as well as how much 

Ȱ×ÁÓÔÅȱ ×Å ÃÁÎ ÅÍÉÔ ÂÁÃË ÉÎÔÏ ÔÈÅ ÓÙÓÔÅÍȢ   

According the estimates of Ellen MacArthur Foundation (2013) 65 Billion tonnes 

of raw materials entered the economic system in 2010. This result is expected to grow 

to 82 Billon tonnes in 2020. At the End-of-Life, the majority of materials (60%) were 

either incinerated or landfilled. Only 40% of the materials were used in a circular 

option (recycling or reuse) (Ellen MacArthur Foundation, McKinsey Center for 

Business and Environment, 2015). 

Moving from this linear economic model to a circular economy entails much more 

than to recycle as much as possible of the materials contained in products at the end of 

their usage-phase. It includes among others:  

¶ The elimination of the use of toxic substances 

¶ Strategies that improve the reuse, remanufacturing, repair and recycling of 

products  

¶ Strategies to stimulate new consumption patterns  

¶ The potential and the necessity to establish new business models  
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Based on the notion that cycles in nature are fueled by solar energy, where 

nothing is wasted but just goes around in loops, the model of CE decouples economic 

growth and development from the consumption of finite resources and very often it is 

identified as circular innovation. The main characteristics of the linear, transition and 

circular models are given in Table1: 

Table 1. Main characteristics of linear, transition and circular economies 

Linear economy  Transition economy  Circular economy  

o Linear flows 

(landfill, 

incineration. ) 

o Efficiency and 

waste avoidance  

o No-renewable 

energy  

o Low-value circular 

flows (e.g. 

recycling) 

o Mix of renewable 

and non-renewable 

energy 

o High value circular flows (e.g. 

reuse, cascaded value 

extraction for organics) 

o Circular business models 

(e.g. sharing, leasing) 

o Renewable energy 

Source: Raftowiz-Filipkiewicz, M., (2016) From Sustainable Development to Circular Economy, 

Economic and Environmental Studies, vol. 16, no. 1, pp. 103-113 

For a successful transition from linear to circular economy the following three 

requirements will have to be considered at least:  

- The disposal sector,as it is established today,will have to rethink itself and 

towards a cleaner collection of products. This goes beyond the discussion on 

mono-material collection.For example, there might be an emerging market for 

collecting components and reselling them, which is not the standard today 

- A standardisation and modularisation of components will have to be provided 

so that a product design which allows easier disassembly will be created.  

- Business models will have to be re-innovated. There will be a shift from product 

ownership to product usage (Technopolis group, 2016). 

The main advantage of the circular economy is the possibility of being more 

sustainable and competitive. According the research of Ellen MacArthur Foundation 

(2015a: 24) the main benefits of the implementation of circular economy concept is 

growing GDP by 0,8-7%, adding 0,2-3% jobs and reducing carbon emissions by 8-70%. 

In addition, the analysis of successfully implemented circular economy practices, done 

on a subset of EU manufacturing sectors, has shown that there is a great potential for 

ÁÎÎÕÁÌ ÎÅÔ ÍÁÔÅÒÉÁÌ ÃÏÓÔ ÓÁÖÉÎÇÓ ÒÁÎÇÉÎÇ ÆÒÏÍ Όςφυ ÔÏ τωπ billion,  which equates to up 
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ÔÏ ςσϷ ÏÆ ÔÈÅÓÅ ÓÅÃÔÏÒÓȭ ÃÕÒÒÅÎÔ ÔÏÔÁÌ ÉÎÐÕÔ ÃÏÓÔÓȢ 4ÈÅ cost savings potential was mostly 

pronounced in the automotive sector, then in the machinery and equipment sector, and 

electrical machinery (Ellen MacArthur Foundation, 2012). In addition, more circular 

business models were found to be associated with significant (technological and 

organisational) innovation and employment potential (for instance in the recycling 

sector), as well as with reduced liabilities and warranty costs of firms due to longer-

lasting, healthier and more environmentally friendly products (Ellen MacArthur 

Foundation, 2013).  However, it is a long-term transformation and requires a lot of 

reforms which are implicitly included in each phase of the value chain (figure 1), 

starting from the product design phase, the new businesses and market models (closed 

circulation of water, non-waste technology, limiting waste and harmful emissions, use 

of ecological returnable packaging), through new ways of turning waste into a resource 

up to the new consumer behavior (prolonging products life).  The main advantage of 

the circular economy is the possibility of being more sustainable and competitive. 

Figure 1. Main phases of the Circular Economy model 

 

Source: Wojtach, A., (2016) Ecosystem Services in The Circular Economy, Ekonomia i ¡ÒÏÄÏ×ÉÓËÏ, 4 

(59) 

This transformation is a complete systematic change and the innovation is not 

only technological but in organizational terms too. By helping to decouple economic 

growth from resource use the transformation to circular economy offers a prospect of 

sustainable growth that will last.  

Up-to-date, the majority of reported initiatives on the circular economy are 

targeted at waste and secondary raw materials and at the abiotic part of the economy, 

and only few countries (Heshmati, 2015) explicitly have commented that the Circular 

Economy requires going beyond increasing recycling rates and a higher use of 
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secondary raw materials by implementing different innovative approaches and 

initiatives.  

3. CIRCULAR ECONOMY PRACTICES  
Several different approaches that encourage the transition to a circular economy 

by utilizing initiatives that go beyond waste and recycling exist. Among them, the 

approaches to closing material loops and use the product as a service system in a circular 

economy are developing most intensively and till now many innovative business 

systems and models proved effective in delivering resource efficiencies both within the 

manufacturing process and at the end of product life.  

3.1 Closed loop manufacturing  

The Circular Economy involves a distinction and careful management of two 

different types of materials: 

- materials of biological origin which can return to the biosphere as feedstock (called 

biological nutrients, e.g. forest products) and  

- technical materials which cannot biodegrade and enter the biosphere (called 

technological nutrients, e.g. plastics and metals)  

The aim of closing the ÍÁÔÅÒÉÁÌ ÌÏÏÐ ÉÓ ÔÏ ÇÏ ÂÅÙÏÎÄ ÔÈÅ ȬÅÎÄ ÏÆ ÐÉÐÅȭ ÁÐÐÒÏÁÃÈÅÓ ÏÆ ÔÈÅ 

linear and seek transformational changes across the breadth of the value chain (Figure 

2) in order to retain both types of materials and preserve their value for as long as 

possible. 

Figure  2. Transition to Circular Economy 

 

Source: http://www.ellenmacarthurfoundation.org/circular -economy/circular -

economy/rethinking -the-economy 

In order to maintain high quality and enable effective circulation of nutrients 

(both, biological and technical) the respective businesses keep the circulation of 

different nutrients  in separate loops (figure 2 and 3).  The smaller the cascading loop 

(Figure 3) the higher the value kept in the resource and with less need for adding 
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energy and other resources to keep it circulating (EMAF 2012, p. 111).  A circular 

economy is often displayed in the butterfly chart of the Ellen MacArthur Foundation 

(Figure 3).  

Figure 3. Visualization of a Circular Economy 

 

Source: http://www.ellenmacarthurfoundation.org/circular -economy 

Reducing the generic nature of mass-produced products can allow products to 

be dismantled easily and reused in the supply chain or used for repairs (Braungart & 

McDonough, 2009). Closing loops and increasing the re-use of materials will reduce 

demand for virgin materials and thus help to mitigate both demand -driven price 

volatility on raw material markets and supply risks (World Economic Forum et al., 

2014). 

In order to have viable process of closing the loops investments for the various 

forms of infrastructure such as collection services are necessary, but on the other hand 

job creation within industry  will be promoted. 

3.2. Product Service System 

Material circularity is a necessary but not a sufficient tool for a circular economy 

because the service industry generates a new approaches of circularity applied to 

consumption and use of materials as well. Many researchers (Stahel 1986, Zhu, 2005, 

Stahel, 1998, Agarwal et al. 2015) suggest a system of renting and a service economy 
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as a shift from a system of selling and buying to just utilization of products.  This 

integrated approach will enable ȰÔÏ ÃÒÅÁÔÅ ÔÈÅ ÈÉÇÈÅÓÔ ÐÏÓÓÉÂÌÅ ÕÔÉÌÉÚÁÔÉÏÎ ÖÁÌÕÅ ÆÏr the 

longest possible period of time while consuming as few material resources and as little 

ÅÎÅÒÇÙ ÁÓ ÐÏÓÓÉÂÌÅȱȢ In that respect, the approach of Product Service System (PSS) as a 

CE tool offers an alternative to the simple sale of goods and can take a variety of forms, 

including renting and leasing schemes, and repair services. It also includes customers 

owning goods, but with maintenance provided by the company and the purchase of 

access to a product for a period of time, with ownership of the product retained by the 

business. There is also the potential for ÐÕÒÃÈÁÓÉÎÇ ȬÕÔÉÌÉÔÙ ÁÓ ÁÎ ÏÕÔÃÏÍÅȭ, for example 

as in a clothes washing service.  

The CE makes a sharp distinction between the consumption and use of materials. 

It advocates the need for a ȬÆÕÎÃÔÉÏÎÁl serviceȭ ÍÏÄÅÌ ÉÎ ×ÈÉÃÈ manufacturers or 

retailers increasingly retain the ownership of their products and, where possible, act 

as service providers by selling the use of products, not their one-way consumption. 

Many small enterprises are taking advantage of the increased demand for sharing, 

lending, swapping and renting to develop viable businesses that deliver products to 

customers while breaking the traditional hyper-consumption model and, again, 

creating much needed employment. 

 

4.  CIRCULAR ECONOMY IMPLEMENTATION 
Numerous studies (Raftowicz-Filipkiewicz, 2016, Geng and Duberstain, 2008a, Su 

at al., 2013, Yuan et al., 2006, Zhu and Huang, 2005) emphasize that ideally successful 

implementation of the CE practices must take place simultaneously at all levels: micro, 

meso and macro.  

At micro level producers are encouraged and required to adopt cleaned production 

methods and eco-designs. Cleaner production refers to low levels of greenhouse gasses 

emission, whereas eco-design is in terms of incorporating environmental aspects in 

production process designs and products that are efficient and sustainable.  

The implementation of CE practices at meso level includes development of eco-

industrial parks and eco-agricultural systems complemented with environmental 

friendly design and effective waste management. The concept of creating such parks 

and agricultural systems will enable utilization of common infrastructure and services 

and will provide mutual managing of the resource flows and trade of the obtained by-
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products.  Hence, it is expected that environmental externalities will be decreased and 

dependence on resources will be reduced. 

At macro level the implementation of CE practices requires forming of eco-cities, 

eco-communities and eco-regions by developing an extensive cooperative networks 

and active cooperation between industries and industrial parks including all sectors in 

production areas and in the residential sector as well. It will enable replacing the 

energy intensive and polluting technologies with new, environmental friendly 

technologies and activities (Heshmati, 2015) 

4.1 Circular Economy Business Models  

The Circular Economy consists of a number of new business models, which can be 

categorized into three main categories: 

1. Circular Innovation Models (CIM) which focus on the developing phase. Products and 

materials are designed to last longer and-/or be easy to maintain, repair, upgrade, 

refurbish, remanufacture or recycle.Additionally, new materials are developed and/or 

sourced, e.g. bio-based, less resource intensive, or fully recyclable materials. In the 

same context, innovative processes are developed to increase the reuse potential and 

recyclability of industrial and other products, by-products, and waste streams. In this 

group the models can be divided as:  

¶ Product design model: This model provides products that are designed to last 

longer and-/or be easy to maintain, repair, upgrade, refurbish, remanufacture 

or recycle. 

¶ Process design model: develops processes that increase the reuse and 

recyclability potential of by products and waste streams 

¶ Circular supplies model: provides input materials such as renewable energy, 

bio-based, less-resource intensive or fully recyclable materials 

2. Circular Use Models (CUM) which focus on the use phase by optimally using the 

product and its added value. These business models make it possible to retain 

ownership of the product (e.g. by servicing a product rather than selling it) and/or take 

responsibility of the product-lifetime (e.g through maintenance services, or add-ons to 

extend the lifetime of a product).  
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The CUM group consists of the following sub-models:  

¶ Product as a Service model which delivers product performance rather than 

the product itself through a combination of product and services. Ownership 

of the product is retained by the service provider. Primary revenue stream 

from payments for performance delivered.   

¶ Sell and Buy-back model that sells a product ond the basis that it will be 

purchased back after a period of time. 

¶ Sharing Platforms model that enables an increased utilization rate of products 

by enabling or offering shared use/access/ownership. 

¶ Lifetime Extension model which extends the useful life of products and 

components through repair, maintenance, or upgrade. 

¶ Tracing facility model that provides services to facilitate the tracing, the 

marketing and trade of secondary raw materials. 

3. Circular Output Models (COM) which focus on the output and its added value after 

the use phase. In these business models revenue is generated through transforming 

waste into products or useful resources. 

The models in the COM group can be divided in several sub-models as follows:  

¶ Model of recaptured material supplier: Sells recaptured materials and 

components to be used instead of virgin or recycled material. 

¶ Refurbish and  Maintain model: Refurbishes and maintains used products in 

order to sell them. 

¶ Recycling facility:transforms waste into raw materials. Additional revenue can 

be created through pioneering work in recycling technology.  

¶ Recovery provider: Provides take-back systems and collection service to 

recover useful resources from disposed products or by-products  

¶ Support lifecycle: Sells consumables, spare parts and add-ons to support the 

life cycle of longlasting products. 

It has to be emphasized that adoption of one of these circular business models does 

not necessarily ensure a circular business. In order to achieve a complete circularity 

all three categories of the business models have to be implemented across the supply 

chain. Collaboration among the designers and suppliers as well as service providers 

and end-of-life companies must exist in order the water and energy resources and the 
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information and services to be shared. Only in that way circularity in the economy can 

be fully reached. Additionally, if the product is fully designed and produced according 

to all circular principles but the customer throws it away after use, the outcome is still 

linear.Hence, a systematic collaboration in all parts of the supply chain is necessary. 

 

5. BARRIERS TO THE IMPLEMENTATION OF THE CIRCULAR ECONOMY 
Various studies have shown that there are a broad range of barriers that might slow 

down the implementation of the Circular Economy, and they can be categorized as: 

- Institutional  (legislative and regulatory),  

- Cultural,  

- Financial and  

- Technological barriers. 

Institutional barriers.  These barriers will be discussed in terms of the existing 

legislatives concerning the integration of the green solution into businesses operations 

and the regulatory documents (directives, legal frameworks, standards etc). The lack 

of a strict formal legislative framework greatly influences ÂÕÓÉÎÅÓÓÅÓȭ consideration of 

the necessity to integrate green solutions in to their  operations. This is reinforced by 

the fact that small firms are more influenced by regulators and local authorities 

regarding the improvement of their environmental performance than larger 

companies.  Another obstacle is that most tools for environmental management 

areproduced for larger companies, without taking into account the specificities of the 

business sector (Calogirou et al., 2010; Studer et al., 2006).  

 The first assessment of the EU Environmental Compliance Assistance 

Programme (ECAP) highlights the need for a better regulation agenda in terms of the 

design and implementation of environmental policies (Miller et al., 2011). Despite the 

enormous progression there is considerable room for improvement in the design and 

implementation of EU legislation, especially in the clarification of several concepts of 

EU legislation such as the producer responsibility, quality of separate collection and 

definitionsof recycling, re-use and recovery. The concept of waste hierarchy could also 

be more explicit because member states are given the flexibility to divert from the 

hierarchy. Also, the existing lack of sustainable procurement incentives by public 

authorities and the weaknesses in policy coherence (e.g. bioenergy and waste policies) 

needs further enhancement. 
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Due to lack of effective regulations and standardized quantitative 

measurements and goals, there is a possibility that producers transfer the higher costs 

of resource saving measures to consumers through pricing thus reducing their 

incentive to introduce costly and advanced production and distribution technologies 

ɉ(ÅÓÈÍÁÔÉȟ ςπρυɊȢ 4ÈÅ ÅÎÖÉÒÏÎÍÅÎÔÁÌ ÐÏÌÉÃÙ ÁÎÄ ÔÈÅ ÇÏÖÅÒÎÍÅÎÔÓȭ ÐÒÉce policies are 

expected to be linked to macroeconomic policies and be targeted at low inÃÏÍÅ ÇÒÏÕÐÓȭ 

welfare policies.  

Cultural barriers. The efforts of moving towards a circular economy require a 

change in the attitudes and behaviours of the businesses and mass consumer as well. 

In the case of business companies, the decision to take up a circular economy solution 

ÕÓÕÁÌÌÙ ÄÅÐÅÎÄÓ ÏÎ ÔÈÅ ÍÁÎÁÇÅÒÓȭ ÏÐÉÎÉÏÎȢ 6ÅÒÙ ÏÆÔÅÎ ÔÈÅ ÍÁÎÁÇÅÒ ÉÓ ÁÌÓÏ ÔÈÅ Ï×ÎÅÒ 

of the Company and thus has significant power on the strategic decisions of the firm. 

As such, some managers may have a positive attitude towards green business, while 

others may not. Naturally, the extent to which the businesses are usually willing to 

ÁÄÏÐÔ ȬÇÒÅÅÎȭ ÍÅÁÓÕÒÅÓȟ ÁÓ ×ÅÌÌ ÁÓ ÔÈÅÉÒ ÁÔÔÉÔÕÄÅÓ towards green policies also depends 

on the sector in which they operate (Bradford & Fraser, 2007).  

On the other hand, the mindset of the consumers has also to be changed. Hence, the 

challenge for businesses is to make changes or innovations with minimal need for 

consumers (or users) to feel that they are dramatically adjusting or adopting 

behaviour. Improving the overall public awareness about environmental protection 

and resource conservation, environmental certification of products and establishing 

and overall plan for CE implementation is necessary.  

Financial barriers. One of the major barriers for implementing the circularity 

concept is the cÏÓÔ ÏÆ ȬÇÒÅÅÎȭ ÉÎÎÏÖÁÔÉÏÎ ÁÎÄ ȰÇÒÅÅÎȱ business models because the 

business companies, especially the smaller ones, are more sensitive to the additional 

financial costs resulting from the green business activities. In many cases they cannot 

establish and manage a recycling scheme because of the lack of financial resources and 

sometimes for the businesses that produce low volumes of waste collection and 

recycling of waste are less economically favorable options.  The financial barriers 

usually arise from the upfront costs of any type of investment and the anticipated pay-

back period but also from the lack of time and human resources that businesses need 

to devote to make the environmental improvements. Also, when it comes to bank 

financing, SMEs, and especially very young small businesses, face difficulties in 
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obtaining the funds required from the banks, which often consider SMEs financing a 

risky business. Therefore, access to finance and suitable sources of funding is essential 

for SMEs seeking to improve their sustainability performance and/or introduce an 

innovation. The smaller a company is the more difficult it is to understand and assess 

different funding options, such as EU support programmes and government grants, 

mainly due to staff and management restrictions. 

Technological barriers.  The advanced technologies and the technological 

capabilities are considered as one of the key factors for successful implementation of 

the Circular Economy at all levels. The significant investments necessary for upgrading 

the existing technologies to a more advanced ones are considered as an obstacle that 

prevents the implementation of CE principles at all levels.  Also the skills of the staff 

engaged to identify, assess and implement the more advanced technical options and to 

upgrade the production facilities and equipment so that they would satisfy 

environmental requirements while realising cost savings is an additional obstacle that 

prevents the transition towards Circular Economy.  As a consequence , businesses  

usually prioritise technologies with which they are already familiar and do not depend 

on the suggestions of their suppliers for new technical solutions.  
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CONCLUSION 

The main purpose of this paper was to look deeper into the concept of circular 

economy and its connections to sustainability so that a better understanding and 

support for its effective implementation will be provided.  Therefore, a thorough 

literature review was done in order to provide information about the possibilities for 

the transition to circular economy and the most commonly used circular economy 

practices and business models up-to-date. Also, the barriers that might slow down the 

implementation of the circular economy were analyzed.  

The results show that the circular economy is mainly business focused and 

business driven today. It is a transformative business model that by developing closer 

relationships between suppliers, manufacturers, retailers and consumers enables 

more efficient use of raw materials and resources, waste reduction and prolonging 

product life cycle.  

Overall, the successful implementation of the circular economy practices and 

business models would contribute for increasing the GDP by 0,8-7%, adding 0,2-3% 

jobs and reducing carbon emissions by 8-70% with a great potential for energy and 

material cost savings. Through a creation of employment opportunities and 

minimizing the dependence on raw materials, a sustainable future becomes more 

achievable. However, there are some barriers that might slow down the 

implementation of the circular economy practices. They are mainly financial, but there 

are also other obstacles like the lack of a strict formal legislative framework and 

effective and standardized quantitative measurements and goals, which greatly 

influences ÂÕÓÉÎÅÓÓÅÓȭ ÄÅÃÉÓÉÏÎ ÔÏ integrate green solutions into their  operations. 

Additionally, raising consumer awareness about about circular economy business 

practices and products is crucial factor that influences the successfulness of its 

implementation.  
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ABSTRACT 

The paper focuses on the influence of the institutions determinate of 

competitiveness in emerging and EU countries. Based on survey of literature including 

3ÃÏÔÔȭÓ ɉςππρɊ ÉÄÅÁ ÏÆ ÔÈÒÅÅ ÉÎÓÔÉÔÕÔÉÏÎÁÌ ÐÉÌÌÁÒÓȡ ÒÅÇÕÌÁÔÏÒÙȟ ÎÏÒÍÁÔÉÖÅ ÁÎÄ cultural -

cognitive pillar, we constructed framework of institutional competitiveness index. Our 

framework also offers a modified methodology for the estimation of a theoretically 

grounded and empirically validated measure of the institutional competitiveness 

which is expected to contribute to the development of literature for emerging 

countries. This paper captures interrelated drivers that collectively represent each of 

these pillars and estimate this framework using multiple data sets covering 22 

emerging economies and 14 EU countries over the period 2006-2014. The findings 

indicate and confirm a positive and separate influence between the institutional 

mechanism and competitiveness as both are very much interrelated and they depict 

the general level of efficiency of a particular country. While the institutional 

mechanism in emerging nations is developing, results for the EU countries present 

positive and significant relationship between rule of law and national competitiveness. 

These insights might be useful in the formulation of improved national economic 

policies and institutional reforms towards attainment of national competitiveness. 
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INTRODUCTION 

For the purpose of this study, we examine the influence of the institutional 

mechanism on competitiveness through the sample of selected EU countries and 

emerging economies. As evident from the extant literature, the institutional 

mechanism is the key determinant of competitiveness (DiMaggio & Powell, 1983). This 

perspective insists on the relevancy of institutional mechanism in encouraging 

development of nations and hence in increasing the level of competitiveness. So, the 

degree of efficiency in institutional mechanism is perceived to drive competitiveness 

as both are very much interrelated as they depict the general level of efficiency of a 

particular country.  

The institutional mechanism relies on three pillars and on that basis is defined 

ÁÓ ÔÈÅ ȰÒÅÇÕÌÁtive, normative and the cognitive structures and activities of a nation that 

ÐÒÏÖÉÄÅ ÔÈÅ ÄÅÓÉÒÅÄ ÓÔÁÂÉÌÉÔÙ ÁÎÄ ÍÅÁÎÉÎÇ ÏÒ ÓÏÃÉÁÌ ÂÅÈÁÖÉÏÒȱ ɉScott, 2001, p. 33). The 

institutions are representation of social order or pattern (Jepperson, 1991) and as 

such, they constrain and shape interactions among the economic actors and provide a 

structure to everyday life (North, 1990, p. 3). So, the enterprises that operate in that 

set up tend to incorporate organizational forms, structures, strategies and practices 

that are socially legitimate - that is, "isomorphic" or consistent with the regulatory, 

cognitive, and normative institutions (Meyer & Rowan, 1977; Powell & DiMaggio, 

(eds.), 1991). By setting limitations, institutions facilitate and reduce the cost of the 

exchange interactions (North, 1990, p. 36) but also they convey stability and continuity 

(Scott, 2001) which in turn drives towards competitiveness. 

On the other hand, the concept of competitiveness aims to capture the economic 

development process as a necessary condition for the improvement of the living 

standards and for the determination of the level of productivity of a particular country. 

Therefore, it includes wide range of factors (e.g. entrepreneurship, technological 

innovations, knowledge, science and education, creating of more convenient 

institutional and system ambient and so on) which influence of productivity growth 

and economic performance. So, according to the 7ÏÒÌÄ %ÃÏÎÏÍÉÃ &ÏÒÕÍÓȭ (WEF) this 

concept is defined as: "a set of institutions, policy and factors which determine the 

productivity level of a country" (The Global Competitiveness Report (GCR) 2011-2012, 

WEF, 2012, p. 3) that clearly suggests that competitiveness and institutions are 

interconnected.  
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The institutional pressures on decision making for competitiveness are very 

different in different country markets and some institutions prevail over others. For 

example, a subsidiary of a multinational enterprises (MNEs) operating in India as 

emerging country (or any other emerging market) faces a very different regulatory, 

normative and cultural-cognitive context than the subsidiary of the same MNE in any 

developed economy (i.e., Germany) where the legal framework has already developed. 

In addition to this, the institutional mechanism of EU nations is perceived to be much 

more developed and defined than the emerging nations. Further, the convergences of 

institutional mechanism of the emerging nations seem to be evolving like EU. As the 

post socialist countries which joined the EU in 2004 have been in the continuous 

process of adjusting their institutional (both political and economic) mechanism in 

order to converge to existing EU practices ever since they started their accession 

process of joining. The EU membership negotiations also proved to be an important 

shaping power of national policies, institutions and governance structure (Lippert et 

al. 2001). The process could be characterized as the attempt to adjust to a moving 

target as the EU itself is undergoing the process of substantive changes too prompting 

researchers to probe its impact on competitiveness. From the extant literature, it is 

ÅÖÉÄÅÎÔ ÔÈÁÔ Ô×Ï ÌÅÖÅÌÓ ÏÆ ÉÎÓÔÉÔÕÔÉÏÎÁÌ ÍÅÃÈÁÎÉÓÍ ÄÏ ÁÆÆÅÃÔ ÔÈÅ ÌÅÖÅÌ ÏÆ ÃÏÕÎÔÒÙȭÓ 

competitiveness for the EU nations (Cuckovic & Jurlin, 2009). That is their own 

domestic institutional mechanism (policies, norms and institutions) and EU 

institutional mechanism. It is expected that this two pronged strategy would drive 

nations towards competitiveness. Though emerging nations do not have EU type two 

tier institutional mechanism, yet they are also on the same path of evolution and 

convergence in institutional mechanism taking into account their political, social and 

economic background.  

Based on this background, we felt the need for examining the influence of 

institutional mechanism on competitiveness of emerging nations as there is scant of 

research literature on this evolving area. But along with target emerging economies, 

we incorporate EU countries with the intention to make a comparison between the 

impact of their drivers of institution and competitiveness.  

The paper is organized in five sections. The second section provides a 

theoretical construct based on the survey of extant literature thus helps in finding our 

key propositions. The third section depicts the methodology adopted for this study. 
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The fourth section presents the analysis and discussion of the results. The last section 

pertains to conclusion with a focus on scope for further research. 

 

THEORETICAL FRAMEWORK 

In the last two decades a large body of literature has come into prominence 

around the institutional theory and the concept of competitiveness. So, for more than 

two and a half decades, thanks to Nobel laureate, Douglass C. North, the opinion 

prevails that institutional factors and the competitiveness of the economy are of the 

biggest importance for the growth of economy (North, 1990, p. 107). North asserts, for 

example, that "the inability of societies to develop effective, low-cost enforcement of 

contracts is the most important source of both historical stagnation and contemporary 

ÕÎÄÅÒÄÅÖÅÌÏÐÍÅÎÔ ÉÎ ÔÈÅ 4ÈÉÒÄ 7ÏÒÌÄȣͼ (North, 1990, p. 54) because the absence of 

secure property and contractual rights discourages investment and specialization. 

According to Acemoglu, there is now a growing understanding that economic, political, 

legal, and social institutions are essential to the economic success and failure of nations 

(Acemoglu, 2008). He further asserts that the institutions of a country create 

incentives for investment and technology adoption, for its businesses to invest, and the 

opportunity to accumulate human capital for its workers, thus propelling economic 

growth. Opposite scenario could be that countryȬs institutions may discourage such 

activities and as a result leading the economy to stagnation.  

The sound, credible and efficient institutional framework is an imperative 

precondition for economic activity and growth (Acemoglu, 2003; Rodrik, et al. 2004; 

Bouis, et al. 2011). This includes the role of governance, how fiscal and monetary policy 

can stabilize economic activity and to which extent the public sector and regulation 

supports or hinders firms in the long run. The rule of law, absence of corruption and 

trust in institutions are widely accepted as determinants of efficiency as well as growth 

for firms and countries. Moreover, a number of empirical evidence confirms that the 

institutions of the most developed economic systems have played a crucial role in their 

voyage to higher levels of growth. For example, it refers to relationship between 

economic freedom, democracy and economic growth (Barro, 1996; Minier, 1998), 

property rights and economic growth (North, 1990), the impact of inequality and 

political instability o n growth (Alesina & Rodrik, 1994; Barro, 2000), social capability, 
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trust and economic growth (Knack & Keefer 1995, 1995, 1997a, 1997b; Hall & Jones, 

1999; Zak & Knack, 2001). 

Institutional mechanism: Institutions are the rules of the game in a society, or, 

more formally, are the humanly devised constrains that human interaction. Some 

scholars (Scott, 2001; Bresser & Millonig, 2003) distinguish three interaction pillars of 

institutional capital: regulative, normative and cognitive.  

The regulative ÐÉÌÌÁÒ ÒÅÆÌÅÃÔÓ ɄÔÈÅ ÅØÉÓÔÉÎÇ ÌÁ×Ó ÁÎÄ ÒÕÌÅÓ ÉÎ Á ÐÁÒÔÉÃÕÌÁÒ 

national environment and promote certain behavior and restrict others (Kostova, 

1999, p.314). Regulatory institutions stem from the governments, trade associations, 

ÐÒÏÆÅÓÓÉÏÎÁÌ ÏÒÇÁÎÉÚÁÔÉÏÎÓ ×ÈÏ ÓÅÔ ȰÅØÐÌÉÃÉÔ ÒÅÇÕÌÁÔÉÖÅ ÐÒÏÃÅÓÓÅÓȱ ɉScott, 2001, p. 35), 

which include rules, monitoring and sanctions in case of non-conformity (Scott, 1995). 

The mechanisms through which the regulative processes function can be informal (i.e. 

shaming and shunning activities) or highly formalized and assigned to specialized 

actors (Scott, 2001. p. 52). For examples, government bodies, such as state agencies 

(Baum & Oliver, 1991; Ruef, & Scott, 1998) on different levels ɀ local, regional, national, 

international. 

The normative ÐÉÌÌÁÒ ÒÅÆÅÒÓ ÔÏ Ʉ ÔÈÅ ÖÁÌÕÅÓ ÁÎÄ ÎÏÒÍÓ ÈÅÌÄ ÂÙ ÔÈÅ ÉÎÄÉÖÉÄÕÁÌ ÉÎ 

Á ÇÉÖÅÎ ÃÏÕÎÔÒÙ ɉ+ÏÓÔÏÖÁȟ ρωωωȟ ÐȢσρτɊ ÁÎÄ ÉÔ ÉÓ Ʉ ÒÏÏÔÅÄ ÉÎ ÓÏÃÉÅÔÁÌ ÂÅÌÉÅÆÓ ÁÎÄ ÎÏÒÍÓ 

and prescribes desirable goals and the appropriate means of attaining them (Xu & 

Shenkar, 2002, p.610). Normative institutions refer to the broadly-accepted values and 

norms within a society (Scott, 2003, p.136). Moreover, the normative component 

ÐÌÁÃÅÓ ÅÍÐÈÁÓÉÓ ÏÎ ȰÎÏÒÍÁÔÉÖÅ ÒÕÌÅÓ ÔÈÁÔ ÉÎÔÒÏÄÕÃÅ Á ÐÒÅÓÃriptive, evaluative, and 

ÏÂÌÉÇÁÔÏÒÙ ÄÉÍÅÎÓÉÏÎ ÉÎÔÏ ÓÏÃÉÁÌ ÌÉÆÅȱ ɉ3ÃÏÔÔȟ ρωωυȟ ÐȢ σχɊȢ )Î ÏÔÈÅÒ ×ÏÒÄÓȟ 

ÏÒÇÁÎÉÚÁÔÉÏÎÁÌ ÁÃÔÉÏÎÓ ÁÒÅ ÅÖÁÌÕÁÔÅÄ ×ÈÅÔÈÅÒ ÔÈÅÙ ÁÒÅ ȰÔÈÅ ÒÉÇÈÔ ÔÈÉÎÇ ÔÏ ÄÏȱ (Suchman, 

1995, p. 579). It is important to note that organizations have to apply not only 

generalized societal norms but also a variety of standards that have originated in 

different professional. Often, a source of normative legitimacy are the public opinion 

(Deephouse & Carter, 2005) (expert and non-expert), and professional associations 

(Ruef & Scott, 1998). 

The cognitive, ÒÅÆÌÅÃÔÓ ɄÔÈÅ ÃÏÇÎÉÔÉÖÅ ÃÁÔÅÇÏÒÉÅÓ ×ÉÄÅÌÙ ÓÈÁÒÅÄ ÂÙ ÔÈÅ ÐÅÏÐÌÅ ÉÎ 

the particular country such like schemas, frames, inferential sets and representations 

affect the way people notice, categorize and interpret stimuli from the environment 

(Kostova, 1999, p.3ρτɊ ÏÒɄÔÈÅ ÓÏÃÉÁÌ ËÎÏ×ÌÅÄÇÅȟ ÎÁÔÉÏÎÁÌ ÓÙÍÂÏÌÓ ÁÎÄ ÔÈÅ ×ÁÙ ÁÎÄ 
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ability that the people understand and interpreted things in a certain country (Xu & 

Shenkar, 2002, p.610). In general, they are deeply embedded in the socio-cultural 

environment and provide frame on which normative and regulative systems are 

constructed (Ruef & Scott, 1998). Cultural-cognitive institutions ÁÒÅ ȰÔÈÅ ÒÕÌÅÓ ÔÈÁÔ 

specify what types of actors are allowed to exist, what structural features they exhibit, 

what procedures they can follow, and what meanings are associated with these 

ÁÃÔÉÏÎÓȱ ɉRuef & Scott, 1998). 

Competitiveness: In a traditional approach competitiveness is considered on 

two levels: micro-economic (firm level) and macro ɀ level (national competitiveness). 

On the firm level, competitiveness can be taken as its ability to do better firm strategies 

and rivalry between firms based on non-price factors (as technology, innovation, skills, 

knowledge, human capital etc.) as main inputs to reaching productivity.  This view is 

supported by Porter, who emphasized the role of productivity to an extent that 

productivity is the only meaningful concept of competitiveness at the national level 

(Porter, 1985, 1990, p. 6).  

On the macro level, national competitiveness is related to the extent to which 

the country is able to adapt the policies that directly affect the ability of companies to 

compete internationally and to provide rise of standard of living to its citizens, under 

free and fair market conditions (through foreign trade, production, and investment). It 

can be illustrated by the following definitions:  

ï /%#$ ɉυύύφɊ ÄÅÆÉÎÅ ÃÏÍÐÅÔÉÔÉÖÅÎÅÓÓ ÁÓ Ȱthe degree to which a nation can, under free 

and fair market conditions, produce goods and services that meet the test of 

international markets while simultaneously maintaining or expanding the real 

ÉÎÃÏÍÅÓ ÏÆ ÉÔÓ ÃÉÔÉÚÅÎÓȱȢ  

ï Ȱ!Î ÅÃÏÎÏÍÙ ÉÓ ÃÏÍÐÅÔÉÔÉÖÅ ÉÆ ÉÔÓ ÐÏÐÕÌÁÔÉÏÎ ÃÁÎ ÅÎÊÏÙ ÈÉÇÈ ÁÎÄ ÒÉÓÉÎÇ ÓÔÁÎÄÁÒÄÓ ÏÆ 

living and high employment on a sustainable basis. More precisely, the level of 

economic activity should not cause an unsustainable external balance of the economy 

ÎÏÒ ÓÈÏÕÌÄ ÉÔ ÃÏÍÐÒÏÍÉÓÅ ÔÈÅ ×ÅÌÆÁÒÅ ÏÆ ÆÕÔÕÒÅ ÇÅÎÅÒÁÔÉÏÎÓȢȱ (European 

Competitiveness Report 2000). 

ï European Commission (2001) defines it as: "the ability of an economy to provide its 

population with high and rising standards of living and high rates of employment on 

a sustainable basis".  
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The definitions and statements mentioned above points out that the ultimate 

goal of competitiveness is to maintain and increase the real income of its citizens, so it 

is highly likely that more competitive economies will tend to accomplish higher income 

levels for their citizens. Considering that the productivity level determines the rates of 

return from investments in economy it is clear that the speed of economic growth 

depends on the rates of return, and hence the economy which grows faster in the 

middle and long run is also more competitive.  

 

METHODOLOGICAL APPROACH 

)Î ÏÒÄÅÒ ÔÏ ÏÐÅÒÁÔÉÏÎÁÌÉÚÅ ÔÈÉÓ ÓÔÕÄÙȟ ×Å ÈÁÖÅ ÂÒÏÁÄÌÙ ÂÏÒÒÏ×ÅÄ 3ÃÏÔÔȭÓ ɉςππρɊ 

idea of three institutional pillars and modified it in empirical institutional 

competitiveness framework that relies on two pillars: (1) regulatory pillar and (2) 

normative pill ar. To get a meaningful understanding of the institutional 

competitiveness environment these two pillars (see Figure 1) are created by a number 

of institutional factors that can have a potential impact on national competitiveness of 

an economy and by using literature on creation of OECD composite indices (OECD/JRC, 

2008). So, the first, regulatory pillar is divided into two sub-pillars as: the rule of law 

and regulatory efficiency. The sub-pillar Rule of law incorporates protection of property 

rights, intel lectual property protection, and labour freedom while the sub-pillar 

Regulatory efficiency involving factors of business freedom, efficiency of legal 

framework in settling disputes, burden of government regulation, strength of auditing 

and reporting standards, level of financial freedom and judicial independence. Further, 

the normative pillar relies on the sub-pillar Normative mechanism and includes factors 

of cognitive pillar.  

Grouping the normative and cognitive aspects of institutions into one concept 

is reasonable because these two aspects of institutions are quite similar to one another 

(Scott, 1995; Gaur & Lu, 2007). Some of the components of this combined pillar are 

freedom from corruption, voice and accountability, political stability and absence of 

violence, irregular payments and bribes, transparency of govt. policy making, 

favoritism in decisions of govt. officials, business costs of crime and violence, ethical 

behavior of firms, health expenditure and life expectancy. The indicators included in 

each of these two pillars are given in Table1. 



THE INSTITUTIONAL DETERMINATE OF COMPETITIVENESS: SURVEY OF SELECTED EMERGING 
AND EU COUNTRIES 

                  _______________________________________________________________________________ 

 
38 

 

All these indices are extracted from four data sources: the Global 

Competitiveness Report (World Economic Forum); World Bank Governance Indicators 

(World Bank); World Development Indicators (World Bank); and Index of Economic 

Freedom (Heritage Foundation).   

Figure1: The institutional competitiveness framework 

 

 

Pillar   Sub pillar  List of indicators (and data source)*  
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 Rule of 

Law 

¶ Property rights (GCR) 

¶ Intellectual Property protection (GCR) 

¶ Labour freedom (IEF) 

¶ Rule of law (WBGI) 

¶ Fiscal freedom (IEF) 
  

Regulatory 

efficiency  

¶ Regulatory quality (WBGI) 

¶ Business freedom (IEF) 

¶ Efficiency of legal framework in settling disputes (GCR) 

¶ Efficiency of legal framework in challenging regulations (GCR) 

¶ Burden of government regulation (GCR) 

¶ Strength of auditing and reporting standards (GCR) 

¶ Financial freedom (banking efficiency) (IEF) 

¶ Judicial independence (GCR) 
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 Normative 

mechanism  

¶ Freedom from corruption (IEF) 

¶ Voice and accountability (WBGI) 

¶ Political stability and absence of violence (WBGI) 

¶ Irregular payments and bribes (GCR) 

¶ Government effectiveness (WBGI) 

¶ Transparency of govt. policy making (GCR) 

¶ Favoritism in decisions of govt. officials (GCR) 

¶ Business costs of crime and violence (GCR) 

¶ Organised crime (GCR) 

¶ Ethical behavior of firms (GCR) 

¶ Availabili ty of financial services (GCR) 

¶ Ease of access to loans (GCR) 

¶ State of cluster development (GCR) 

¶ Quality of scientific research institutions (GCR) 

¶ Health expenditure (WDI) 

¶ Life expectancy (WDI) 

 
Note: *The data sources: GCR = Global Competitiveness Report; IEF = Index of Economic 
Freedom; WBGI = World Bank Governance Indicators; WDI = World Development Indicators 
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Sample: In this study we used institutional indicators for 22 emerging 

economies1 and 14 EU countries (see Appendix, Table 1)2 over the period 2006-2014. 

The emerging economies selected for analysis are listed in the MSCI emerging markets 

index.3 While there are 23 economies listed in that index, we had to drop Taiwan as a 

large amount of data was unavailable for this economy. The EU-15 is selected with the 

base of 2004 just before accession of the ten new countries. However, we have to drop 

Greece from this list as it is included in the emerging nations MSCI index. Thus, we have 

extracted relevant data for 22 emerging countries and 14 EU countries. These two the 

data sets structured unbalanced panel data. 

 Base on above methodological approach we intend to explore how the 

regulative and normative pillar impacts of competitiveness for the two sets of nations 

(emerging and EU countries). For these purpose the following propositions are 

introduced:   

1. The development of rule of law is likely to impact competitiveness of nations. 

2. Quality of regulative efficiency is likely to drive competitiveness of a nation 

3. Quality of normative mechanism is likely to drive competitiveness of a nation 

Dependent variable:  Following the Delgado et al. (2012) we have used national 

competitiveness as measured of output per potential worker, i.e., log of GDP per 

working age individual. Independent variables:  As mentioned before, our 

independent variables are the two sub pillars (rule of law, regulatory efficiency) of 

regulatory pillar and the normative pillar of institutional environment.  

Method of analysis: We have first employed the Principal Component Analysis 

(PCA) to extract the principal variables in each of the pillars. Before applying the PCA, 

we first conduct the Kaiser-Meyer-/ÌËÉÎ ɉ+-/Ɋ ÓÔÁÔÉÓÔÉÃ ÁÎÄ "ÁÒÔÌÅÔÔȭÓ ÔÅÓÔ ÏÆ ÓÐÈÅÒÉÃÉÔÙ 

to see if the data can be subjected to PCA (If the KMO statistic is greater than 0.5, it 

indicates that PCA can be used for the given set of data. Furtherȟ "ÁÒÔÌÅÔÔȭÓ ÔÅÓÔ ÏÆ 

sphericity tests for the significance of the correlation matrix of the variables).  

                                            
1 22 emerging economies include: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, 
Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru, Philippines, Poland, Russia, Qatar, South 
Africa, Taiwan, Thailand, Turkey and United Arab Emirates 
2 14 EU economies include: Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy, Poland, 
Portugal, Spain, Sweden, Netherlands, United Kingdom 
3 see https://www.msci.com/resources/factsheets/index_fact_sheet/msci-emerging-markets-index-
usd-price.pdf or at https://www.msci.com/emerging -markets, accessed on 22.06.2016 

https://www.msci.com/resources/factsheets/index_fact_sheet/msci-emerging-markets-index-usd-price.pdf
https://www.msci.com/resources/factsheets/index_fact_sheet/msci-emerging-markets-index-usd-price.pdf
https://www.msci.com/emerging-markets
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/ÎÃÅ ÔÈÅ +-/ ÁÎÄ "ÁÒÔÌÅÔÔȭÓ ÔÅÓÔ ÖÁÌÉÄÁÔÅ ÔÈÅ ÕÓÅ ÏÆ 0#!ȟ ×Å ÕÓÅ ÔÈÅ 0#! ÆÏÒ ÄÁÔÁ 

reduction. With the indicators that we have considered for institutional environment, 

there is bound to be a high degree of correlation amongst independent variables. 

Retaining all variables generally leads to multicollinearity (as in this case). On the other 

hand, eliminating some variables affects the explanatory power of the model. To deal 

wÉÔÈ ÔÈÉÓȟ ×Å ÅÍÐÌÏÙ ÔÈÅ 0#! ÁÎÄ ÄÅÔÅÒÍÉÎÅ ÔÈÅ ȬÐÒÉÎÃÉÐÁÌ ÆÁÃÔÏÒÓȭȢ 4ÈÉÓ ÄÏÅÓ ÎÏÔ ÁÆÆÅÃÔ 

the explanatory power of the equation because the retained variables contain the 

information of those which are eliminated. (For rotation, we use the Varimax method 

wit h the Kaiser normalization. The purpose of the rotation is to make the 

interpretation of the PCA more meaningful). The retained or principal variables are the 

ones with the highest factor loadings in the rotated component matrix. Once we choose 

the principal variables for each category, their respective weights are determined by 

using the component scores. These weights are then used to construct the composite 

index. 

To ensure that the index does not suffer from scaling problems, the variables 

included in the index were normalized. Thereafter, a composite index is constructed 

for each sub-pillars of the regulatory pillar same as for the normative pillars as follows:  

                                              #) Ѐ ɫ Øjw j                                                                                                                            (1) 

where 

 

CI = composite index for the respective pillar 

 xj = retained variables from PCA 

 w j = weights (component scores) 

 

After constructing the composite indices, we then run fixed effects panel data 

regression separately for the emerging economies and the EU-14 economies. A fixed 

effects model is more suitable in our case as we want to account for country 

differences. The Hausman test was also done and the results favoured a fixed effects 

specification. We take investment freedom, trade freedom and infrastructure to be our 

control variables. The functional form of the equation is as follows:  
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      lnnc  = f (cirl, cire, cini, lpop, lgdppc, invf, tradef, infra)                    (2)  

where 
 K 

 

The importance of institutional framework has been validated by a large body of 

theoretical and empirical work which shows that sound, credible and efficient 

institutional framework is an imperative precondition for economic growth and 

competitiveness (Acemoglu, 2003; Rodrik et al.,2004; Bouis et al.,2011; Sala-i-Martin, 

X., et al. 2013). This includes the rule of law, regulative efficiency and normative 

institutions can stabilize economic activity and are widely accepted as determinants of 

efficiency as well as growth for firms and countries. Population has been used as a 

control variable. The explanatory variables are used in this study on the basis of their 

relationship with national competitiveness. The explanatory variables of investment 

freedom and trade freedom are being referred to encourage efficiency and 

competitiveness (Barro, 1996; Minier, 1998). This also leads to a dynamic business 

environment which impacts competitiveness as it perceived to hinder corruption and 

nepotism. The level of development in infrastructure also incentivizes the business 

environment and thus, helps in growth and competitiveness of countries. 

  

ANALYSIS AND DISCUSSION 

As mentioned above, we first try to create composite indices CI for the three 

sub-pillars: rule of law, regulatory efficiency and normative institutions using the PCA.  

The retained variables (along with component scores) for the three sub-pillars in case 

of emerging economies and EU-14 economies are given in Table 2 and Table 3 

respectively. Using component scores of the rotated component matrix as weights, we 

then construct a composite index for each of the pillars. Thereafter, we run a fixed 

effects panel regression model as mentioned in the methodology.  

 

lnnc  = log of national competitive advantage measured as GDP 

per working age individual 

 lpop  = log of 

population 

cirl  = composite index for rule of law for the group  (emerging 

economies/ EU-15) 

 lgdppc  = log of gdp per 

capita 

cire  = composite index for regulatory efficiency for the group 

(emerging economies/ EU-15) 

 invf  = investment 

freedom 

cini  = composite index for normative institutions for the group 

(emerging economies/ EU-15) 

 tradef  

 

= trade freedom 

    infra  = infrastructure  
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Table 2: Retained Variables for the three sub-pillars in case of Emerging Economies 
 

 

Table 3: Retained Variables for EU-14 economies 

 

The results of the fixed effects regression are for the emerging economies are 

shown in Table 4. The regulatory efficiency pillar is positively impacting 

competitiveness  of emerging countries as evident from the significance this from the 

summary regression results given in Table 4. The normative pillar is found to be 

positive though not significant. However, rule of law is found to be negative and 

indicating towards evolving stages of legal framework and related institutions. 

 

REGULATORY PILLAR  NORMATIVE PILLAR 

Sub-pillar1: Rule of Law   Sub pillar2: Regulatory Efficiency   Sub-pillar3: Normative Mechanism  

Retained 
variables 

Compone
nt scores 

% of 
variance 
explained 

 Retained 
variables 

Compone
nt scores 

% of 
variance 
explained 

Retained 
variables 

Compone
nt scores 

% of 
variance 
explained 

Property 
rights 

0.934  
 

88.459 

 Burden of 
govt. 
regulation 

0.918  
 

85.051 

Political stability 
and absence of 
violence 

0.847  
 

73.848 
Fiscal 
freedom 

0.966  Business 
freedom 

0.876 Transparency of 
gov. policy 
making 

0.786 

Labour 
freedom 

0.955  Strength of 
auditing and 
reporting 
standards 

0.878 State of cluster 
development 

0.837 

     Business costs of 
crime and 
violence 

0.521 

Note: Based on Rotated Component Matrix; Rotation Method: Varimax with Kaiser Normalization 

 

REGULATORY PILLAR  NORMATIVE PILLAR 

Sub-pillar1: Rule of Law   Sub pillar2: Regulatory Efficiency   Sub-pillar3: Normative Mechanism  

Retained 

variables 

Compone

nt scores 

% of 

variance 

explained 

 Retained 

variables 

Component 

scores 

% of 

variance 

explained 

Retained 

variables 

Compon

ent 

scores 

% of 

variance 

explained 

Property 

rights 

0.963 96.982  Efficiency of 

legal frame in 

challenging 

regulations 

0.855 90.159 State of cluster 

development 

0.865 84.085 

Fiscal 

freedom 

0.964  Business 

freedom 

0.8476 Orgainzed crime 0.956 

Labour 

freedom 

0.978  Financial 

freedom 

0.890 Political stability 

and absence of 

violence 

0.531 

     Enrollment in 

tertiary education 

0.970 

Note: Based on Rotated Component Matrix; Rotation Method: Varimax with Kaiser Normalization 
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Another important finding is the LGDP per capita positive and significant as it 

supposed to affect both institutional predictability and legitimacy which impact 

competitiveness. Because inequality of income distribution may encourage 

institutions that in turn, tend to perpetuate to the cause of inequality and thus creating 

a vicious circle of inequality, low institutional quality (Engerman & Sokoloff 1997, 

2002, 2005, 2006) which contributes negatively to competitiveness.  

Table 4: Summary Results of Fixed Effects Panel Data Regression for the EE 

Dependent Variable: LNNC   
Method: Panel Least Squares   

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -10.26028 2.330012 -4.403529 0.0000 

CINI_EMERG 0.019100 0.061002 0.313113 0.7546 
CIRE_EMERG 0.128698 0.076417 1.684164 0.0940 
CIRL_EMERG -0.060565 0.052490 -1.153835 0.2502 

LPOP 0.389190 0.120555 3.228325 0.0015 
LGDPPC 1.315246 0.071875 18.29916 0.0000 

INVF -0.001062 0.001534 -0.692308 0.4897 
TRADEF 0.001737 0.001901 0.913829 0.3621 
INFRA -0.032835 0.034029 -0.964901 0.3360 

     
      Effects Specification   
     
     Cross-section fixed (dummy variables)  
     
     R-squared 0.989786     Mean dependent var 9.442795 

Adjusted R-squared 0.988012     S.D. dependent var 0.933643 
S.E. of regression 0.102225     Akaike info criterion -1.583926 
Sum squared resid 1.745136     Schwarz criterion -1.083945 
Log likelihood 186.0167     Hannan-Quinn criter. -1.381530 
F-statistic 558.0173     Durbin-Watson stat 0.940480 
Prob(F-statistic) 0.000000    

     
     

 

As is evident from Table 4, degree of investment freedom and infrastructure 

negatively influencing competitiveness of nations as level of openness and availability 

of infrastructural facilities would encourage a more conducive and competitive 

environment aimed at controlling corruption and nepotism. The institutional 

mechanism in emerging nations are evolving and developing and hence the result was 

not unexpected. 

Table 5 gives the results of the fixed effects regression in case of EU-14 

economies. The results are somewhat mixed. As expected the relationship between 

rule of law and national competitiveness are positive and significant. Same is the 
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relationship for normative pillar though level of significance is 10%. However, we 

could not find any evidence of this for regulative efficiency. And this has been done 

after dropping GDPPC from the model since there is a high correlation between GDPPC 

and POP.  Unlike the general perception, the infrastructure variable for EU-14 nations 

found to be negative and significant. Physical infrastructure clearly plays an important 

role in productivity, though there remains debate about the size of its effect (Calderon 

& Serven, 2004).  

Table 5: Summary Results of Fixed Effects Panel Data Regression for the EU-14 

Dependent Variable: LNNC   
Method: Panel Least Squares   
Sample: 2006 - 2014   
Periods included: 9   
Cross-sections included: 14   
Total panel (balanced) observations: 126  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 6.120110 8.983982 0.681225 0.4972 

CINI_EU 0.076931 0.047376 1.623851 0.1074 
CIRE_EU 0.057446 0.052490 1.094431 0.2763 
CIRL_EU 0.231577 0.054777 4.227658 0.0001 

LPOP 0.135199 0.551664 0.245074 0.8069 
INVF 0.001987 0.001314 1.511949 0.1336 

TRADEF 0.029864 0.004889 6.108162 0.0000 
INFRA -0.122501 0.025035 -4.893128 0.0000 

     
      Effects Specification   
     
     Cross-section fixed (dummy variables)  
     
     R-squared 0.980330     Mean dependent var 11.01140 

Adjusted R-squared 0.976583     S.D. dependent var 0.433052 
S.E. of regression 0.066268     Akaike info criterion -2.439214 
Sum squared resid 0.461099     Schwarz criterion  -1.966501 
Log likelihood 174.6705     Hannan-Quinn criter. -2.247166 
F-statistic 261.6540     Durbin-Watson stat 1.679380 
Prob(F-statistic) 0.000000    

     
     

The negative results might be indicating that, for upgrading and improving 

infrastructure, funds need to be injected which seems to be a deterrent in the studied 

period as it coincided with the crisis period. As has been reported in the other studies, 

trade freedom is positively impacting competitiveness of the European nations. The 

other explanatory variable investment freedom is also found to be positive though not 

significant. These factors of openness enable a nation to improve competitiveness 

through advancement in local productivity by accessing more advanced knowledge 

and technology from abroad.  
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CONCLUSION 

This paper captures interrelated factors that collectively represent each of 

three selected pillars and estimate this framework using multiple data sets covering 

22 emerging economies and 14 EU countries over the period 2006-2014 as explained 

earlier. The findings indicate and confirm a positive and separate influence between 

the institutional mechanism and competitiveness as both are very much interrelated 

and they depict the general level of efficiency of a particular country. While the 

institutional mechanism in emerging nations is evolving and developing, results for the 

European nations present positive and significant relationship between rule of law and 

national competitiveness. Accordingly, this analysis reveals few important insights for 

further investigation into the national competitiveness like; the institutional pressures 

on decision making for competitiveness, which are very different in different country 

markets; some institutions prevail over others and the extent of enterprises 

competitiveness because they are "isomorphic" or consistent with their regulatory, 

cognitive, and normative institutions. These insights can help in the formulation of 

improved national economic policies and institutional reforms. Our framework also 

offers a novel methodology for the estimation of a theoretically grounded and 

empirically validated measure of the institutional competitiveness 
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APPENDIX 

Table 1. List of Selected Countries  

EU-14 Emerging -22 

Austria Brazil 

Belgium Chile 

Denmark China 

Finland Colombia 

France Czech Republic 

Germany Egypt 

Ireland Greece 

Italy Hungary 

Poland India 

Portugal Indonesia 

Spain Malaysia 

Sweden Mexico 

Netherlands Peru 

United Kingdom Poland 

 Qatar 

 Russia 

 South Africa 

 South Korea 

 The Philippines 

 Thailand 

 Turkey 

 United Arab Emirates 
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ABSTRACT 
 The purpose of this research is to enable one to understand whether and how 

investment banks became one of the major influencing factors for the appearance of of 

the 2008 world financial and economic crises. Due to the lack of control and 

supervision, during the last two decades the investment banks exercised enormous 

freedom and were profit oriented taking highly risky trades and investments. The 

inability of the regulatory bodies to follow the actions of many multinational 

corporations clearly illustrates a weakness into the legal system as well as the rules 

and regulations applicable to the companies from the financial sector. The poor work 

of the rating agencies and regulatory bodies gave almost unlimited freedom to 

investment banks. The root of that is the amendment of the U.S. Glass - Steagall act 

(1999) which allowed intermingling of investment and commercial activities, the holes 

in the international standards and the introduction of two new products on the market: 

securitization and derivative trading. The investment banks started acquiring other 

businesses and became holdings. They engaged themselves in very risky trades, 

investments and transactions and were not able to repay its short term obligations. 

The trading with derivatives expanded the crises worldwide. The crises took massive 

measures and drew the entire world economy into financial crises and the biggest 

recession in the history. 

KEYWORDS: Investment banks, financial crisis, securitization, financial derivatives, 

financial regulation 
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INTRODUCTION 
The importance of investment banks in the world stage has significantly 

increased compared to their beginnings and expanded their activities. Investment 

banking today includes public offering of debt and equity securities, private placement 

of debt and equity securities, mergers and acquisitions, financial advisory, fairness 

option, structured finance, risk management, merchant banking, public trading of 

securities, wealth management, other investments, government financing, 

underwriting debt and equity securities.   

!ÌÌ ÏÆ ÉÎÖÅÓÔÍÅÎÔ ÂÁÎËȭÓ ÁÃÔÉÖÉÔÉÅÓ ÃÏÎÔÁÉÎ ÃÅÒÔÁÉÎ ÔÙÐÅ ÏÆ ÒÉÓËȢ )ÎÖÅÓÔÍÅÎÔ ÂÁÎËÓ 

have to deal with business, investment, operational, market, legal and compliance risk. 

To be able to manage the risks and to prevent fraud, many regulatory bodies take 

different measures to ensure that work is done in accordance with specified rules and 

regulation. 

Special part of the paper is dedicated to the weaknesses in the banking system 

and the US housing crisis, its spread and its impact worldwide. A particular accent is 

put on the securitization and derivatives as the major causes of the crisis. Moreover, 

ÔÈÅ 53 ÈÏÕÓÉÎÇ ÃÒÉÓÅÓ ÉÓ ÔÈÅ ÓÅÔÕÐ ÏÆ ÔÈÅ ÔÈÅÓÉÓȭ ÁÎÁÌÙÓÉÓȢ 4ÈÉÓ ÔÏÐÉÃ ×ÉÌÌ be examined 

through the analysis of two case studies:  Lehman Brothers and Goldman Sachs. These 

are ones of the main major players in the US housing crisis and therefore, this study 

will assess their influence on the crises and based on that, draw conclusions on how to 

prevent financial crises in the future. 

1. THE EVOLUTION AND ROLE OF INVESTMENT BANKING 
1.1. History  

The development of investment banks can be traced back to the eighteenth 

century, to Adam Smith and his invisible hand. Grossman (2010) stipulates that with 

the new free market capitalism, banks were able to start functioning independently 

ÆÒÏÍ ÔÈÅ ÇÏÖÅÒÎÍÅÎÔ ÁÎÄ ȰÔÈÅ ÎÅ× ÂÁÎËÉÎÇ ÓÙÓÔÅÍȱ ×ÁÓ ÂÏÒÎȢ 3ÕÂÓÅÑÕÅÎÔÌÙȟ ÉÎ ÔÈÅ 

USA, companies like J.P. Morgan and Dillon Read recognized new opportunities on the 

financial market.  Rhee (2010) and Morrison et all (2008) emphasize that the new 

banking system led to a development of new banking activities, investing activities, 

which were different from the old, merchant banking ones.  The merchant banking was 

conducted among closed circles between the richest individuals. Both, Grossman 

(2010) and Fleuriet (2008) point out that in contrast to the old merchant banks, the 
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new investment banks gave opportunities to companies willing to raise capital to 

issues securities and exchange them in the major financial centers. These firms started 

engaging in all sorts of financial activities including giving loans and taking deposits. 

The financial activities were expanding and they did not underlie almost any rules and 

ÒÅÇÕÌÁÔÉÏÎÓȢ 4ÈÅ ÕÎÒÅÓÔÒÉÃÔÅÄ ÌÉÂÅÒÔÙ ÏÆ ÔÈÅÓÅ ÎÅ× ÉÎÓÔÉÔÕÔÉÏÎÓ ÌÅÄ ÔÏ ÔÈÅ Ȱ'ÒÅÁÔ 

$ÅÐÒÅÓÓÉÏÎȱ ÏÆ ρωςωȢ 

The huge hit on the U.S. economy clearly illustrated that stricter regulations of 

the banking system are of huge necessity for the economic stability of the country. 

3ÕÂÓÅÑÕÅÎÔÌÙȟ ÁÆÔÅÒ ÔÈÅ Ȱ'ÒÅÁÔ $ÅÐÒÅÓÓÉÏÎȟȱ ÔÈÅ 53 ÇÏÖÅÒÎÍÅÎÔ ÈÁÄ ÔÏ ÆÉÎÄ Á ×ÁÙ ÔÏ 

protect its citizens from fraud and possible loss of money. According to Rhee (2010), 

the Glass-Steagall act of 1933 was brought with an aim to prevent panic, rapid 

withdrawal of money and collapse of the banks. This act separated the activities of the 

commercial and the investment banks. Grossman (2010) and Fleuriet (2008) 

emphasize that commercial banks manage deposits and loans for individuals and 

businesses while investment banks participated in the buying and selling of stocks, 

bonds and other investments as well as to help companies to go public. Compared to 

commercial banks, investment banks are able to tolerate higher level of risk. That is 

mostly because the commercial banks have a fiduciary responsibility towards their 

ÃÌÉÅÎÔÓȭ ÂÅÓÔ ÉÎÔÅÒÅÓÔȢ 

Grossman (2010) and Fleuriet (2008) think that this step led to a more stable 

economic situation until the year of 1999 when the Gramm-Leach-Biley Act was 

brought. This act allowed big banks to offer both, commercial and investing services. 

The main purpose of the amendment was to modernize the financial industry and to 

create an umbrella organization which can simultaneously offer different financial 

activities. But, there were no well-defined rules and regulations that were able to 

regulate the operations of these multinational corporations. This complex holding type 

of system was difficult to control and contributed towards the outburst of the internet 

crises of 2001 and the global recession of 2008. 

The past has shown that the mixture of the two types of banking creates bubbles 

and disastrous busts. Subsequently, the main question that arises here is whether 

commercial and investment banks need to function separately and if yes, why!? Thus, 

in order for one to be able to understand the development of the 2008 crises, this study 

has to address this question. 
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1.2. The role of investment banks  
Investment banks facilitate the flows of funds and the allocation of capital 

between those who are in need of capital and those who have money at their disposal 

to invest. Moreover, investment banks serve as intermediaries between the two 

parties, make the market and regulate the price during the transaction. Investment 

banks operate with high level of capital and large scale investments. Moreover, as Liaw 

(2012) and Morrisomet all (2008) illustrate, they engage themselves in trading with 

shares warrants, bonds, capital notes and derivatives. They assist companies to go 

public and they participate in transactional banking internationally. Investment banks 

provide various services: Public offering of debt and equity securities, private 

placement of debt and equity securities, Mergers and acquisitions, Financial advisory, 

Fairness options, Structured finance (securitization), Risk management, Merchant 

banking, Public trading of securities, Trading with derivatives, Wealth management, 

Other investments (private equity, real estates, international investment), 

Government financing, Underwriting debt and equity securities etc. Each of their 

activities encounters different level of risk and therefore, the profit for the investment 

bank for the allocation of capital and the settling of the price in these transactions 

varies. 

 

2. RISKS IN INVESTING BANKING  
There are four main types of risks that the investment banks encounter. This 

risk types and what they are consisted of can be seen on the figure on the next page: 
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Figure 1: Basic Types of Risk 

 

Source: Jacobs, Andreas (2015) Modern Portfolio Theory.AZEK. Zurich, AZEK Inc, p. 67 

The study will examine each risk separately: 

a) Business Risk:  

Concerning investment banking, business risk means the threat of earning less 

profit that the bank has anticipated. According to Jakob (2015) and Agranovich 

(2015) this can occur due to the fact that the value of the capital can drop, an 

incident might occur that will endanger the reputation of the bank, some of the key 

employees might leave the bank, the interests of the bank might not be aligned with 

the interest of the clients which might cause loss of clients, disagreements between 

the management board might.  

b)  Investment Risk  

Jakob (2015) and Agranovich (2015) emphasize that the investment risk is the 

probability that the bank might encounter losses of particular investment which 

can be related to: a change in demand on the market, liquidity problems so the 

investment might be stopped, to leverage problems, the leverage can lose value or 

can have additional problems attached to it, insufficient diversification which will 
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increase the risk of loss, and a possible failure of the entire investment plan which 

can take place due to various internal or external circumstances. 

 

c) Legal & Compliance Risk 

The legal and compliance risk is the risk from failure to work in accordance to 

the rules and regulations and other by law binding requirements. Jakob (2015) and 

Agranovich (2015) emphasize that investment banking is strictly regulated and the 

failure to comply with the rules and regulations can jeopardize the functioning of 

the bank. In addition, the financial stability of the company, concentration of work 

and the neat documentation have to be taken in considered because when not well-

managed they will threaten the proper functioning of the company. Therefore, 

internal control as well as control from an independent body is necessary in order 

to prevent law compliance problems. 

d)  Operational Risk  

Operational risk is related to the internal risk that comes from the internal 

processes and procedures as well as from the soft and the hard resources. 

Therefore, as Jakob (2015) and Agranovich (2015) portray the investment banks 

should take all necessary measures to prevent fraud prevention, to maintain 

regular control over the entire working process and the communication between 

the employees. In addition, the technology and the systems they use should be 

regularly checked and maintained. 

 

3. REGULATIONS AND INVESTMENT BANKING 
 In order to diminish the risk there, exist various international rules and 

regulations concerning investment banking. Eichengreen (2015) emphasizes that one 

of the most important internationally applied regulations are the Basel standards.   

There are three Basel accords. However, the third one was brought after the 

outburst of the financial crises of 2008. Eichengreen (2015) explains that the first one 

was created in 1988 and its main intention was to control credit risk by assigning risk 

weights to the assets. Banks that work internationally are obliged to hold capital close 

to 8% of risk-weighted assets. In addition, each bank was obliged to report all non-

financial assets. The starts of the second Basel Accord date to the year 2005. However, 

its final framework was established in 2007.  
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These accords served as the basis for the regulation of investment banking. 

However, as Schooner and Taylor (2009) illustrate, given the fact that the first one was 

very limited and the second one was not fully defined by the year of 2007, when the 

collapse was already happening, made the regulatory institutions very fragile. 

There exist more agencies which regulate banks. And ensure the compliance with 

the Basel standards. Most of these institutions are private and they facilitate the 

function of the bigger governmental regulatory bodies. Moreover, it is mandatory that 

all agencies and banks that participate in investing and financing activities cooperate 

with a smaller regulatory agency that directly reports to the main one. This is to ensure 

that every rule and regulation is implemented and the work performed by the 

investment bankers, brokers or advisors is strictly in accordance with the law and for 

the best benefit of the client. Eichengreen (2015) and Stowel (2008) point out that a 

system with tight supervision is designed to prevent fraud and financial misbalances 

and possible financial collapse. 

But, the presence of the international standards and regulatory bodies failed to 

protect the US economy from collapse. Schooner and Taylor (2009) emphasize that the 

existence of many weaknesses in the regulatory system, the poor work of the rating 

agencies and the insufficiency of the Basel standards led to the outburst of not only US, 

but world economic crises.  

4. SIGNS OF WEAKNESSES IN THE BANKING INDUSTRY AND FINANCIAL 
COLLAPSE 

After the removal of the separation of Investment and Commercial banks in 1999, 

the control over the investment banks was much more difficult. Due the different 

nature of the two types of banking system, the regulatory bodies were not able to 

properly asses the working of the banks. Mayer (2009) point out that the level of risk 

toleration is totally different for the both banking systems. Subsequently, the 

functioning of the systems as well as the profile of the customers was totally different.  

The big banks were the leading banks and therefore, their failure to comply with 

the rules and regulations imposed by the regulatory bodies created greater and greater 

tension in the society.  

Given the fact that the investment banks tolerate higher level of risk, the 

commercial banks had very big liberalization in their way of working. Mayer (2009) 

points out that the big banks started giving easy housing loans to clients by using 



HOW INVESTMENT BANKING INFLUENCED THE APPEARANCE OF THE WORLD ECONOMIC 
CRISES - THE CASES OF LEHMAN BROTHERS AND GOLDMAN SACHS 

____________________________________________________________________ 

 
57 

 

mortgage securities and collateralized debt obligations. In addition, private agencies 

started giving loans with mortgage securitization. As the prices of the houses begun to 

rise, more and more people demanded the housing mortgages in the USA. The banks 

and private loaners were giving credits without any control  

The rising prices of the houses attracted investors to invest in the US housing 

business. The investors also acted through the big US banks as they were both, 

commercial and investment banks.  Mayer (2009) points out that the rating agencies 

were pumping up the prices even more by giving very bias valuations and a housing 

bubble was created, that reached the peak in 2004. The asset prices began to fall 

rapidly. The investors started losing huge amounts of money. Moreover, as the prices 

went down, the people were not liquid enough to repay their debts and the banking 

system started to become very fragile. 

In 2007-2008 the credit markets collapsed completely. Hundreds of mortgage 

lenders went bankrupt. In addition to this, the investment banks and hedge funds were 

also encountering loses. And, in order to try to cover the losses and earn profits they 

entered into borrowings which expanded the bubble. The leverage of these institutions 

was so high that only a small drop in their asset-value meant collapse. Mayer (2009) 

emphasizes that the financial markets were very unstable, the prices were constantly 

dropping and many hedge funds and investment banks also collapsed. The entire 

financial US system collapsed, the US government was not able to offer bailout for all 

financial institutions and that lead to a recession and a severe economic crisis in 2008. 

In addition, the US investment banks worked with derivatives and forwards, 

options, swaps and futures were bought and sold all around the globe. Thus, when the 

prices started falling, the crises spread all around the globe. 

5.SECURITIZATION, AN ACTION FOR FINANCIAL STRENGTH OR WEAKNESS? 
Another reason for the outburst of the crises was the process of securitization. 

With an aim to explain how securitization functions, the following figure will be used: 
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Figure 2: How Securitization Functions? 

 

 

 

 

 

 

 

 

 

Source: Federal Deposit Insurance Corporation: Laws and Regulations (2014). Available from: 

https://www.fdic.gov/regulations/laws/rules/1000 -400.html 

Through the figure above, The Federal Deposit Insurance Commission (2007) 

explains the entire procedure of the securitization. First, the bank or another saving 

institution gives a loan to a borrower. The lending can be done directly or through a 

mortgage broker. Then, the lending institution will find a way to finance the loan. 

Furthermore, securitization involves selling a loan by the lenders to someone else. The 

new owner of the loan who in the figure is referred to the issuer then sells the loan in 

form of a security to an investor. The Federal Deposit Insurance Commission (2007) 

points out that the issuer can be a bank or a private financial institution. In the process 

of issuing securities, the investors involve trustee, underwriters, rating agencies and/ 

or credit enhancement providers in order to protect their interest. In return for the 

loan, the borrower is paying out the loan on monthly basis, and the issuer is paying the 

investor on monthly basis as well. In case of default, the issuer and the lender were 

able to restructure the loans.  

The aim of this system was to protect the financial markets of potential crises. 

However, things went out of control and the system which was aimed to protect the US 

https://www.fdic.gov/regulations/laws/rules/1000-400.html
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financial market took other direction. As the prices rose, there were more and more 

investors and more and more borrowers present on the market. However, what was 

failed to be taken in consideration, as the Federal Deposit Insurance Commission 

(2007) explains, is the fact that: 

¶ the shadow market was also developing in parallel with the official financial 

market 

¶ the credit ratings that the issuers performed were inaccurate 

¶ the mixture of investment banking and commercial banking made it difficult for 

regulators to assess the lenders and the issuers which resulted with decreased 

regulation. 

¶ the different kind of existing risks were not adequately calculated  

Subsequently, when the bubble exploded, both the commercial and the investment 

banks were stacked in the middle. Mian and Sufi (2009) and the Federal Deposit 

Insurance Commission (2007) emphasize that the borrowers were not liquid to repay 

the debt and the investors were losing money. The securitization took the opposite 

direction and lead the financial market to a collapse because the two types of banking 

systems were involved in the same process, so there was no way to assist one another 

in a period of crises. Both, commercial and investment banks have different activities 

ÁÎÄ ÉÆ ÔÈÅÙ ×ÏÕÌÄÎȭÔ ×ÏÒË ÊÏÉÎÔÌÙ ÉÎ ÔÈÅ ÓÅÃÕÒÉÔÉÚÁÔÉÏÎȟ ÏÎÅ ÏÆ ÔÈÅÍ ÃÏÕÌÄ ÈÁÖÅ ÁÃÔÅÄ ÔÏ 

help the other one and prevent financial disaster. However, as the prices started 

dropping the entire population was in panic and everyone was trying to save oneself, 

which at the end led to disaster. 

6. DERIVATIVES, A NEW OPPORTUNITY, OR A TOOL FOR DISASTER? 
Derivative instruments are not new ɀ they have been around for years. However, 

the main turning point was the year of 1995 when Wall Street's rocket scientists 

started creating new, complex, sophisticated financial derivative instruments. Most of 

these innovations were of the interest of the US investment banks which started 

adopting them and spread them around the globe. 

Dr. Roman von Ah (2015) explains derivatives on the following way:  

There is a market place where the trade, takes place, for example: bilaterally over 

the counter or on derivatives exchanges (fully standardized contracts). The type of 

their underlying asset, which can be a financial instrument, a physical asset, or more 
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generally any risk factor that can be measured (e.g. temperature, freight rate, etc.) are 

sold and bought on the exchanging platforms through four types of products, forwards, 

futures, options and swaps. The products differ in terms of their dependence on the 

price of the underlying as well as on the nature of their initial and final payoffs.  

During the housing bubble, the US banks favored trading with futures. Every 

market transaction has three components, trading, clearing and settlement. In a future 

transaction, as Mian and Sufi (2009) point out, the trading and clearing happens 

immediately, but the settlement will only occur at a specific future date. When the 

future matures, an exchange of the underlying asset should take place. However, the 

buyers of the future usually close the position before its maturity date and new future 

contract is concluded.  

Mian and Sufi (2009) explain that the US banks used, the real estates as 

underlying asset of the futures, selling (short position) or buying (long position) them. 

Investors from all around the world started investing in futures expecting the prices of 

the real estate to rise. Closing the positions before their maturity and trading them 

further, they expanded the trading on global levels. 

The prices of the real estate properties were constantly rising and the rating 

agencies were giving favorable valuations. Given the poor work of the rating agencies 

the prices of the real estates were artificially pumped up. Subsequently, when the 

bubble exploded, the prices of the real estates started dropping and panic among 

traders and investors arose. Every person that held a future wanted to sell it as soon 

as possible which pushed the prices of the real estates even more down.  

Given the fact that the futures were transferred from one person to another on 

a global scale, the US crises expanded internationally and affected the world economy.  

Consequently, the process of securitization, the trading of derivatives, the 

intermingling of the investment and commercial banking systems and the poor 

regulatory standards and the rating agencies played a major role in the US recession 

and economic crises and its expansion worldwide.  

 

7. CASE OVERVIEW 
This paper is going to focus on case study analysis in order to examine the 

connection between investment banking and the economic crises of 2008. For that 
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purpose, the study is going to take in consideration two cases, Lehman Brothers and 

Golden Sachs. The main reason why the study will examine these two banks are: 

¶ the fact that Lehman Brothers is was one of the biggest and strongest investment 

banks that failed during the housing bubble and as a multinational holding affected 

the entire world stage.  

¶ Goldman Sachs is one of the rear cases that survive the housing bubble and the 

crises. Thus, it serves as a good comparison to Lehman Brothers.  

How they acted and what preventive measures they have taken and how that 

influenced the world economy is of crucial importance to finding out the connection 

between investment banking and the recession of 2008.This section of the study 

consists of financial and non-financial analysis for both cases, Lehman Brother and 

Goldman Sachs. 

7.1. Lehman Brothers  
a) Fraudulent management behavior  

As Augar and Harper (2008) illustrate the complex structure prevented the 

ÒÅÇÕÌÁÔÏÒÙ ÂÏÄÉÅÓ ÔÏ ÁÓÓÅÓÓ ÔÈÅ ÆÉÒÍȭÓ ÃÏÍÐÌÉÁÎÃÅ ×ÉÔÈ ÔÈÅ ÂÁÎËÉÎÇ rules and 

regulations and encouraged the management team to use unacceptable accounting 

practices in order to earn higher profits.  

Far away from prudent corporate governance, as Lubben (2011) emphasizes 

Lehman modified its financial statements with an aim to demonstrate stability to the 

potential investors and gain their trust. Thus, the management team illustrated a 

strong financial stability of the company despite of the real situation. Moreover, they 

used bribery in order to cover its activities. Lubben (2011), Augar and Harper (2008) 

ÅØÐÌÁÉÎ ÔÈÁÔ ÔÈÅ ÁÕÄÉÔÏÒÓ ÄÏÉÎÇ ÃÏÍÐÁÎÙȭÓ ÆÉÎÁÎÃÉÁÌ ÓÔÁÔÅÍÅÎÔÓȟ ÅÍÐÌÏÙÅÅÓ ÁÔ %ÒÎÓÔ Ǫ 

Young, participated in the fraudulent practices of the company. They violated the 

Sarbenes-Onexely Act and many other rules aimed at strengthening external auditing 

in order to disguise their finishing financial statements which later on created 

accounting scandals.  

Another point that brought collapse to the company, as Augar and Harper 

(2008) portray, was the fact that the management board protected the individual 

interest over the interest of the company. They brought decision to increase the 

compensation bonuses of the senior management executives. Their bonuses increased 
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ÔÏ τψπ ÍÉÌÌÉÏÎ ÄÏÌÌÁÒÓ ×ÈÉÃÈ ÍÁÄÅ ,ÅÈÍÁÎȭÓ ÅØÅÃÕÔÉÖÅÓȟ ÔÈÅ ÅØÅÃÕÔÉÖes with the 

highest level of income.  

Moreover, the company was crossing its own risk limitations and performing 

risky transactions just to gain profits. Lubben (2011) points out that the Security 

Exchange Commission was aware of these practices, however, due to bribery was 

ignoring the actions taken by the company. 

As Augar and Harper portray (2008) that all these activities misrepresented the 

image of the bank in the public. Subsequently, before its failure there was neither time, 

nor space to do anything to save the bank. 

The internal structure was completely weak, but from the outside it looked very 

strong. Given the poor work of the regulatory and rating agencies no loopholes could 

have been found on timely manner and therefore, no bailout strategy could have been 

developed. 

Once the fraudulent behaviour was discovered, the company lost the trust from 

its collaborators and the public. Consequently, when it had short-term liquidity 

problems, no one really wanted to offer help to Lehman Brothers, so they had no 

choice, but to declare bankruptcy.  

b) Risk exposure, lack of regulations and complex capital structure  
With its too high leveraging the company entered into a signaling level of credit 

risk. Randall and McGee (2008) state that the allowed leverage level was 60% of its 

assets, however, the company leveraged over 90% of its assets. 

With an aim to expand its business operations, Lehman Brothers took 

advantage of very risky investments, which expanded the already existing investment 

risk. According to Murphy and Kimberly, independent analysts, one of these 

investments was the acquiring of Residential Mortgage Backed Securities ($ȭ!ÒÃÙȟ 

2009).  Murphy and Kimberly state that the financial statements of this company failed 

to illustrate its objective financial situation. Residential Mortgage Backed Securities 

accounted for 8.3 billion dollar losses in the process of securitization leading Lehman 

Brothers closer to bankruptcy.  

In addition, as Randall and McGee (2008) portray, Lehman Brothers decided to 

enter into the derivative market and to engage in speculations in order to decrease 

their substantial credit risk. However, by taking this step they entered into a trap. Once 
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the prices of the underlying assets started dropping, there was almost no way out. The 

bank encountered trillions of losses due to a default in collateralized debt obligations. 

Nonetheless, the engagement in these highly risky activities could have been 

stopped and excessive exposure to risk could have been prevented. However, the 

regulatory bodies lacked regulations and strong structure and therefore, their ability 

to prevent the crises was limited. In addition, they were not even able to apply most of 

the existing rules and regulations to Lehman Brothers because their capital structure 

was very complex and required too many in-depth analyses which gave the company 

additional freedom of action. 

ÃɊ 4ÈÅ ÉÎÆÌÕÅÎÃÅ ÏÆ ÔÈÅ ,ÅÈÍÁÎ "ÒÏÔÈÅÒÓȭ ÃÏÌÌÁÐÓÅ ÏÎ ÔÈÅ ×ÏÒÌÄ ÓÔÁÇÅ 
The bankruptcy of Lehman Brothers caused serious economic problems 

worl dwide.  The value of the real estates diminished significantly on the real estate 

market. Farndale (2008) points out that the receivables from the derivatives lost 

billions of dollars in value. To be exact, 70% of the value of all receivables of Lehman 

Brothers depreciated. Many hedge funds lost the value, since they relied on Lehman 

Brothers, as the market leader in the financial world.  

Most of the debts of Lehman Brothers were written off. This caused the value of 

the stocks of many US and foreign companies to drop on the exchange market. Farndale 

(2008) emphasizes that the derivative trading, the German Banks immediately 

experienced instability, reporting 500 million euros of financial loss. Blute (2010) 

states that UK investors experienced 1.5 to 1.8 billion pounds losses. Japanese banks 

lost more than 2.4 billion yens. Many other countries encountered significant losses 

which caused shock in their economies.  

Consequently, one can notice that the entire world was negatively influenced by 

collapse of Lehman Brothers. Murphy and many other scholars proclaim that the 

company caused the 2008 recession worldwide. This all could have been prevented if 

the signals would have been taken in consideration by the management team of the 

company, the regulatory bodies and the rating agencies. 

7.2. Goldman Sachs 

a) Fraudulent management behavior  
The management team of Golden Sachs made similar steps to the management 

team of Lehman Brothers. Gordon (2015) emphasizes that they fabricated their 

financial statements in order to portray a good image about themselves on the market 
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which was totally different of what was happening in reality. The richer the managers 

were getting, the more instable the holding was. 

Goldman Sachs was accused for fraud, misrepresentation, intentionally 

omitting important facts about financial products. The company was selling mortgage 

securities created by hedge-fund firm and it was secretly betting in a sharp drop in the 

housing prices and market collapse. The bank had a power to drive the economy into 

crisis. These actions made the crisis even more severe and the losses devastating.  

b) The influence of Goldman Sachs on 2008 financial crisis and its survival  
Goldman Sachs survived the crises of 2008, but the main question to pose here 

is: how did they manage to do it!?  

First of all, the company made enormous profits at the beginning of the crises. 

As Carney (2009) portrays while selling mortgage securities, the company secretly bet 

against the housing market. Goldman Sachs was playing double game and with good 

timing and excellent salesmanship as many external analysts portray, it managed to 

survive while the market was collapsing. Carney (2009) emphasizes that they managed 

to find investor who bought preferred stocks with a total value of 5 billion dollars. In 

addition, the company had close ties with the government given the fact that it was 

providing the US government with finances during the Second World War. 

Subsequently, they managed to obtain loan from the Federal Reserves in one day and 

that help them to overcome the crises.  

 Despite its survival, Goldman Sachs had also a negative impact on the world 

economic crises. The double game enabled them to stay in operations, but their clients 

encountered huge losses. The double game enabled them to stay in operations, but 

their clients encountered huge losses. Carney (2009) points out that Goldman Sachs 

sold $40 billion in mortgage back securities, but omitted to tell the buyers that they are 

secretly betting that a sharp drop in U.S. housing prices will take place. 
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 7.3. A parallel between Goldman Sachs and Lehman Brothers  

 Let us compare the companies: 

Table 1: Goldman Sachs VS Lehman Brothers 

If one takes in consideration the table above, one can notice that both 

companies engaged in illegal activities. The main difference is that Goldman Sachs 

secretly engaged in betting that market collapse will take place and they managed to 

earn lots of money. From the table above one can notice that both companies suffered 

liquidity and leverage problems, meaning that a small drop in the value of their assets 

could mean bankruptcy. Concerning profitability and financial market indicators, 

Goldman Sachs shows more stable results than Lehman Brothers does. Moreover, the 

investors and the public considered Goldman Sachs to be more reliable than Lehman 

Brothers.  

 Lehman Brothers  Goldman Sachs 

Management behavior  profit oriented (high 

management salaries);  

inflated asset prices; 

modified financial 

statements; briberies;   

profit oriented (high 

management salaries);  inflated 

asset prices; modified financial 

statements; briberies; betting 

behind the back of its clients 

Profitability ratios  rising profitability with 

small fluctuations and 

instabilities 

rising stable profitability  

 Leverage ratios  very high (critical) level of 

leverage 

very high (critical) level of 

leverage 

 Liquidity ratios  lack of short term liquidity  lack of short term liquidity 

Cash flow dependent on equity and 

external financing 

dependent on equity and 

external financing 

 Financial markets  safe investments; positive 

signs 

safe investments; higher positive 

signs 
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Both of the companies encountered the same problems with liquidity and 

leverage and both of them were dependent of external financing. Goldman Sachs 

managed to survive due to the greater financial stability coming from the secret betting 

and from the assistance of the Federal Reserves (history based) and the external 

investors. Lehman Brothers failed to find external investor and the Federal Reserves 

did not support them which brought the bank into bankruptcy.  

8. IS THERE A NEED FOR SEPARATION BETWEEN INVESTMENT AND 

COMMERCIAL BANKS? 

One of the main causes of the crises was the amendment of the Glass-Steagall 

Act in 1999 which allowed the bigger banks to function as both commercial and 

investment banks. 

In contrast to investment banks, commercial banks have other role. Commercial 

banks take deposits from clients and give them loans. For their services they get 

payments usually charged in interest. Due to the different nature of the activities, the 

investment banks can accept higher level of risk. The risk tolerance level of the 

commercial ones is very low because the commercial banks have to take care of their 

clients and ensure that panic will not arise. Ingram (2015) points out that he moment 

panic arises, every client will withdraw its deposits and the bank will lose liquidity and 

collapse. Thus, in order to ensure security and reduce the conflict of interest that might 

appear between the customers and the bank a separation of the two branches is 

inevitable. Historians, economists and scholars point out that, issuing securities 

ÃÒÅÁÔÅÓ ÔÈÒÅÁÔ ÆÏÒ ÄÅÐÏÓÉÔÏÒÓȢ -ÏÒÅÏÖÅÒȟ ÁÓ 3ÅÎÁÔÅ "ÁÒËÌÅÙ ÓÔÁÔÅÓȡ ȰÔÈÅ ÂÁÎËÅÒ ×ÈÏ ÈÁÓ 

nothing to sell his depositors is much better qualified to advise disinterestedly and to 

regard diligently the safety of depositors than the banker who uses the list of 

depositors in his savings department to distribute circulars concerning the advantage 

of this, that, or the other investment on which the bank is to receive an originating 

ÐÒÏÆÉÔ ÏÒ ÁÎ ÕÎÄÅÒ×ÒÉÔÉÎÇ ÐÒÏÆÉÔ ÏÒ Á ÔÒÁÄÉÎÇ ÐÒÏÆÉÔȱ ɉ4ÈÅ %ÃÏnomist, 2012).  

On the other hand, as Eichengreen (2015) points out, many economists say that 

the risk toleration level of investment banks is not necessarily higher than the one of 

commercial banks because both, investment and commercial banks try to minimize 

risk in order to protect themselves and its clients. 
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However, despite the contra-argumentation, the history showed that the 

economy is exposed to greater shifts and problems when the two banking systems 

function under one roof. Their separation tends to lead to much greater economic 

stability and smoother flow of money.  

 

9. CONCLUSIONS 
 The entire situation points out that due to lack of control and supervision, the 

investment companies exercised enormous freedom and were profit oriented taking 

highly risky trades and investments. The hunger for additional profits encouraged the 

managers to engage in fraudulent behavior. These actions put them into a very difficult 

financial situation which did not affect only the financial market, but the entire US and 

world economy.  

 Nonetheless, the inability of the regulatory body to follow the actions of Lehman 

Brothers, Goldman Sachs and many other multinational corporations clearly illustrates 

a weakness into the legal system as well as the rules and regulations applicable to the 

companies from the financial sector. 

 According to many experts from the field of finance, if all rules and regulations 

×ÅÒÅ ÒÅÓÐÅÃÔÅÄ ÁÎÄ ÁÐÐÌÉÅÄ ÐÒÏÐÅÒÌÙȟ ÔÈÅ ÃÒÉÓÅÓ ×ÏÕÌÄÎȭÔ ÈÁÖÅ ÂÅÅÎ ÓÏ ÓÅÖÅÒÅ ÂÅÃÁÕÓÅ 

the companies would have been able to survive. Though, the gaps in the international 

standards would have still caused destabilization in the economy. 

 The poor work of the rating agencies and regulatory bodies gave almost 

unlimited freedom to Lehman Brothers, Goldman Sachs and other investment banks. 

The root of that is the amendment of the Glass - Steagall act which allowed 

intermingling of investment and commercial activities. The amendment of the act 

which was primarily meant to modernize the financial industry and create a new 

financial institution, a holding, turned out to be a key factor to destabilizing it. The 

Federal Reserve Board was convinced that the new regulation system is strong enough 

to sustain these changes. However, the new system combined with the emergence of 

new financial products, securitization and derivative trading, created holes in the 

international standards which diminished the control over the newly shaped 

institutions.  
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 From the entire analysis it can be concluded that the biggest world economic 

crises of 2008 was initiated by the collapse of the mortgage market, the extremely 

complicated innovative financial instruments, the bankruptcy of the big banks, the lack 

of rules and regulations in the banking industry and the underperformance of the 

regulatory bodies.  

 Everything started from the moment the investment banks started acquiring 

other businesses and became holdings. There were no well-defined rules and 

regulations that were able to regulate the operations of these multinational 

corporations. Moreover, these companies used very complicated financial tools and 

the regulatory bodies were not ready to deal with them on the right manner. 

 The analysts required well-formulated standards that will be able to analyze 

every action performed by each of these corporations. However, since there were black 

holes in the Basel and other standards, the entire functioning of the multinational 

corporation was vogue to the regulatory bodies. Moreover, the line between right and 

wrong actions was blurred and that led to deregulations on the financial markets. 

Given the freedom and the motivation for higher financial gains, instead of being an 

example on the market, these corporations started engaging into fraudulent behavior 

and illegal practices. They all fabricated their own financial statements in order to gain 

the public support and to increase their reputation and value in the society. The rating 

agencies, hungry for extra profits, supported the banks, pumping up their asset-values 

even more. The investors, blinded with the greater expected returns, overlooked the 

signs in the economy. 

 Everything was happening very fast and there was no space for intervention. 

The governments had limited funding and they were not able to offer much assistance 

to the corporations. The trading with derivatives expanded the crises worldwide, 

turning  the US collapse into international collapse. The appetites for greater profits on 

the cost of enormously high risk-acceptance level brought billion-dollars of losses. The 

financial crises took massive measures and drew the entire world economy into the 

biggest recession in the history. 
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ABSTRACT 

The  process of unilateral euroisation in the economies of the Western Balkan 

countries is encouraged by the progress in financial markets integration, 

harmonisation oflegislation and increasing free movement of capital and labour.  

While low and moderate euroisation brought to these countries certain 

financial stability and economic growth, the massive euroisation has shown significant 

drawbacks, particularly for central banks, in terms of reducing the effectiveness of 

monetary policy and creating certain financial stability challenges.  

This was emphasized particularly in the period of recent European sovereign 

debt crisis, when fearing from the crisis spill-over effect, as well for the euro survival, 

Western Balkan countries started the reversible process of so called de-euroisation. 

However, the process of de-euroisation turned out to be slow and not very certain 

process, as there are varieties of factors preventing this effort.  

The paper aims to analyze the positive impact and drawbacks of euroisationon 

Western Balkans ÃÏÕÎÔÒÉÅÓ ȬÅÃÏÎÏÍÉÅÓ, as well as the factors that are preventing their  

ÁÕÔÈÏÒÉÔÉÅÓȭ ÅÆÆÏÒÔ to de-euroise their  economies. 
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1. INTRODUCTION  
Euroisation is voluntary, market forces driven use of the euro in the domestic 

monetary system alongside the national currency.  

The literature makes a clear distinction between de jure euroisation (also re-

ferred to as fully, unilateral or official euroisation) and Ȱde factoȱ euroisation (also 

referred to as partial, financial or unofficial euroisation).  

Therefore besides the formal adoption of euro through the institutional process 

prescribed by EU, which have already  been adopted by 19 out of 28 EU member 

countries , the theory and practice recognize: unofficial, unilateral and consensual 

euroisation. 

Unofficial euroisation  denotes a phenomenon where economicagents 

voluntarily use the euro alongside the national currency.  Thespontaneous euroisation 

results from business concerns and is not adeliberate government policy of unilateral 

adoption of the euro.  

Unilateral(andofficial)  euroisation is the unilateral decision of a sovereign 

country to abandon its national currency partially  or entirely in  favor of adopting the 

euro as legal tender without  joining EMU. 

Consensual euroisation can be defined as an official introduction of the euro 

as legal tender, without respecting the institutional path of EMU, but resulting from an 

agreement betweenthe euroising country and EU officials 

Spontaneous confidence in the euro by citizens in Western Balkans countries, 

was more than evident in the past ten years, as euro became the most important 

foreign currency for the denomination of deposits, loans and liquid assets in all the 

region, leading to unilateral euroisation in Kosovo (under UN 1244/99) and 

Montenegro and high levels of unofficial euroisation in the other Western Balkan 

economies.  

However, the recent sovereign debt crisis and negative impact which was made 

on the EMU members put forward a question of euro survival and many countries in 

Europe outside the euro-zone, analyzed whether to support further  euroisation or to 

undertake the measures that would moderate the trend of euro growth, starting the 

reversible process of so called de-euroisation.  
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2. EUROISATION PROCESS IN WESTERN BALKAN COUNTRIES  

The specificity of the Western Balkans is that boÔÈ ȰÄÅ ÊÕÒÅȱ ÁÎÄ ȰÄÅ ÆÁÃÔÏȱ 

euroisation are present in the region. While, Kosovo and Montenegro abandoned their 

independent monetary policy via unilateral euroisation, the other WB countries are 

unofficially euroised, however to a different extend.  

In fact, disparity among the countries is considerable: currently, -ÁÃÅÄÏÎÉÁȭÓ ÌÅÎÄÉÎÇ 

euroisation rate is about 47% and deposit euroisation rate is 43%, in Serbia, lending 

as well deposit euroisation rate is about 75%, the deposit euroisation rate in Bosnia 

and Herzegovina is 44%, while Albania keeps about 50 % of the loans and deposits 

denominated or indexed in euro.   In general ( with the exception of Albania), data 

suggest somewhat lower financial euroisation in 2015 compared to the pre-crisis 

levels.However , the euroisation process was not only voluntary action and behavior  

by the citizens and private sector ɀ it was also supported by Western Balkans 

ÃÏÕÎÔÒÉÅÓȭ ÎÁÔÉÏÎÁÌ ÁÕÔÈÏÒÉÔÉÅÓȟ  ÁÉÍÉÎÇ  ÔÏ ÁÃÈÉÅÖÅ ÔÈÅ ÆÏÌÌÏ×ÉÎÇ ÇÏÁÌÓ1 : 

¶ Increasing the economic growth of the domestic economies (tendency to 

ÁÃÈÉÅÖÅ ÃÏÎÖÅÒÇÅÎÃÅ ÔÏ %ÕÒÏÚÏÎÅȭÓ '$0 ÌÅÖÅÌɊȠ 

¶ Solving inflation legacy problem and therefore improve macroeconomic 

stability of the country (achieving inflation and interest rates convergence 

to euro zone level);  

¶ Achieving stronger economic and financial integration with EU members, 

through better trade integration, lower transaction costs and the 

elimination of exchange rate uncertainty. 

 

2.1.  Were the goals of the euroisation  achieved in Western Balkan countries ? 
 

Analyzing the data related to GDP growth, annual inflation rate change, as well 

as FX rate stability it might beconcluded that euroisation helped Western Balkans 

countries (especially those with lower level of economic development) to accelerate 

their economic growth rate and stabilize the inflator turbulences. Also, national 

currencies pegged to euro decreased the foreign exchange rate turbulences and 

decreased the foreign exchange costs. 

                                            
1,ÕÃÉÁ /ÒÓÚÜÇÈÏÖÜ Ȱ%ÕÒÏÉÓÁÔÉÏÎ ÉÎ ÔÈÅ 7ÅÓÔÅÒÎ "ÁÌËÁÎÓ ɉ0ÁÒÔ )))Ɋȱ-EU Enlargement ed. 23, 2/2015  
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More precisely, analyzing the GDP annual growth rate, it can be identified high 

level of positive correlation between the annual GDP growth rate in West Balkan 

countries and the one in the Eurozone. In fact, the trend line follows the same shape as 

the one in Eurozone countries but with different amplitude. (Figure 1).   

Figure 1: GDP annual growth rate as % of GDP (WBC vs Eurozone) 

 

Source: World Banka database, compilation by the authors 

The highly euroised West Balkan countries, as well as officially euroised 

countries (Kosovo and Montenegro) ÅØÐÅÒÉÅÎÃÅÄ ȰÃÁÔÃÈ ÕÐȱ ÍÏÍÅÎÔÓ ÁÎÄ higher 

economic growth.  The foreign direct and portfolio investors as well as trade partners 

(all of them mostly from Eurozone), have increased their activity on the Western 

Balkans directly increasing the level of euroisiation, but in the same time presenting 

an essential accelerator for the economic growth in each of these countries.  

However, in the financial crisis period, they have all faced the lowest level of 

GDP growth (negative one) due to the sudden stop of the foreign capital inflow, which 

has caused a sharp monetary contraction and consequently a drop in output. The same 

positive correlation of euroisation can be identified related to macro-economic 

stability, analyzed through the annual inflation rate change. (Figure 2) 

All  counties felt the inflatory and deflatory trends the same way as the  

countriesin Eurozone, except Albania which has more moderate and less turbulent 

inflation rate over the analyzed period.Even more, at the early years of extensive 

euroisation for example ,  the Serbian economy succeed  to decrease the extensive 
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inflation rate at reasonable level, but during the crises period , the country still 

experiences turbulances and inflatory shocks.  

Figure 2: Annual inflation ratechange in % (WBC vs. Eurozone) 

Source: World Banka data base, compilation by the authors 

The objective of achieving stronger economic and financial integration with EU 

members, through better trade integration, (increased net export of goods and 

services) and net primary and secondary income is analyzed through the indicator of 

the current account balance as % of GDP. 
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Figure 3 : Current account balance as % in GDP in WBC 

 

Source: World Banka data base, compilation by the authors 

Current account balance is the sum of net exports of goods and services, net 

primary income, and net secondary income which are presenting improvements since 

2008 with exception of Albania which is presenting slightly bigger current account 

deficit in the recent years than at the beginning of the observed period (2005th and 

2006th). On the contrary, Montenegro which have experienced high current account 

deficit over the financial crisis, has improved its current account position from almost 

-50% (in 2008 year) to 13% in 2015. 

In order to avoid or decrease the national currency exchange rate uncertainty 

the most of West Balkan countries have either practiced fixed exchange regime, pegged 

to euro or unilaterally adopted euro as their sole legal tender (Kosovo and 

Montenegro), while only Albania and Serbia practice floating exchange regime. 

The West Balkan countries which practiced fixed exchange rate and pegged 

their currency to euro (Macedonia, BiH) have had stabile foreign exchange rate, while 

the ones with floating exchange rate experience small (Albania) or more intensive 

(Serbia) increase of the national currency exchange rate towards euro in the period of 

sovereign debt crisis.  
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Figure 4: Annual national currency exchange rate change against EUR (baseline 
2005) 

 

Source: The World Trusted Currency Authority, Created by the author 

Having in mind the liability currency structure at micro and macro level, 

(which was predominantly expressed in euro) the national currency exchange rate 

stability was achieved in the period of the Global financial crisis (2007), but some 

systemic risks appear to be less manageable in the period of sovereign debt crisis, 

which affected the macroeconomic stability in these countries. 

 

3. CHALLENGES OF EUROISATION -NECESSITY TO DE-EUROISE  

 
The debt crisis in Eurozone, brought  new challenges for  WBC highlighting 

many  side effects from the euroisation process2: 

¶ ÖÕÌÎÅÒÁÂÉÌÉÔÙ ÏÆ 7"#ȭ ÆÉÎÁÎÃÉÁÌ ÓÙÓÔÅÍÓ ÔÏ ÓÕÄÄÅÎ ÃÈÁÎÇÅÓ ÉÎ ÃÁÐÉÔÁÌ ÆÌÏ×Ó  

¶ risk for  nominal exchange rate volatility,  

¶ ×ÅÁËÅÎÉÎÇ ÏÆ ÔÈÅ ÃÅÎÔÒÁÌ ÂÁÎËȭÓ ÅÆÆÅÃÔÉÖÅÎÅÓÓ ÉÎ ÃÏÎÄÕÃÔÉÎÇ ÏÆ ÍÏÎÅÔÁÒÙ ÐÏÌÉÃÙ 

and of its function as a lender of last resort,  

In fact, the sovereign debt crisis, change the attitude of the monetary 

authorities, banks and private entities in the Western Balkans countries to be more 

                                            
22ÏÌÁÎÄ "ÁÃË ÁÔ ÁÌÌ Ȱ&ÉÎÁÎÃÉÁÌ ÓÔÁÂÉÌÉÔÙ ÃÈÁÌÌÅÎÇÅÓ ÆÏÒ %5 ÁÃÃÅÄÉÎÇ ÁÎÄ ÃÁÎÄÉÄÁÔÅ ÃÏÕÎÔÒÉÅÓ Ȱ/ÃÃÁÓÉÏÎÁÌ 
paper series, No 136, Sept. 2012. 
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cautious regarding the extensive use of euro in their financial transactions, savings 

and credit activities. This stressed the necessity of reversible process of so called de-

euroisation. Namely, over the past 6-7 yeas these countries have deployed some of the 

macro prudential measures to moderate or even stop the trend of eurosiation such as: 

ceilings on foreign exchange exposure, higher reserve requirements for foreign 

exchange denominated liabilities, liquidity requirements for foreign exchange 

denominated assets as well as provisioning. 

Due to these measures and even more to the rumors about euro sustainability 

in Eurozone, caused by sovereign debt crisis as well as the consequences of Brexit vote, 

the de-euroisation process started to be more obvious in almost all Balkan countries. 

In fact, share of FX deposits has dropped more intensively at the liability side, while 

ÔÈÅ ÌÏÁÎÓ ÉÎÄÅØÅÄ ÉÎ ÅÕÒÏÓ ×ÅÒÅ ÓÔÉÌÌ ÁÔ ÔÈÅ ÈÉÇÈ ÌÅÖÅÌ ÉÎ ÔÈÅ ÂÁÎËȭÓ ÔÏÔÁÌ ÁÓÓÅÔÓȢ 4ÈÅ 

most evident drop of euro denominated deposits and loans is registered in Macedonian 

banking sector, decreasing its euro denominated deposits and loans from 60% to 43% 

for deposits and 47% for loans at the end of 2016, thus increasing the portion of loans 

and deposits expressed in local currency. However, Serbian banking sector faces 

extensive euroisation, reaching the level of euroisation of over 75% regarding the euro 

denominated deposits and loans in the Serbian banking system. The other countries 

have shown the tendency of de-euroisation process but with limited effect. As over 

95% of the foreign and foreign indexed deposits and loans in West Balkan countries 

banks are expressed in euro, the trend of de-euroisation , can be seen through 

analyzing the foreign exchange lending rate  (% of  foreign and foreign indexed in total 

loans to non-financial corporations and households) and foreign exchange deposit rate 

(% of foreign and foreign indexed deposits in total deposits from  non-financial 

corporations and households) in the period 2007-2016. (Figure 5 and 6)  
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Figure 5 : Foreign exchange lending rate 2007-2016 (% of foreign and foreign 

indexed loans in total loans to non-financial corporations and households) 

 
 

Source: 7" ÃÏÕÎÔÒÉÅÓȭ #ÅÎÔÒÁÌ ÂÁÎËÓ ÂÕÌÌÅÔÉÎÓ-, Created by the author 
 

The figures in the analyzed period clearly demonstrate that the lending in 

foreign currency as a share of total lending has fallen between 2009 and 2015 in all 

countries except in Serbia. Namely in this period the FX lending rate dropped between 

11% and 15 % respectively, while in Serbia it peaked at 80% in 2012   before falling to 

72% and then raised to 75% in 2015.However in 2016 it can be noticed that the quite 

opposite trend. In the countries which showed more significant trend of de-euroisation 

(BiH, Macedonia and Albania) the process of de-euroisation has been stopped, even the 

portion of foreign or foreign indexed loans slightly raised, while only Serbia has shown 

drop in the portion of foreign or foreign indexed loans in total loans, partly due to the 

implemented measures envisaged in recently introduced Dinarisation Strategy. Yet, 

the level of lending euroisation is still high, at the level of 70%. The foreign exchange 

deposit rate in the Western Balkan countries over the observed period is presented in 

Figure 6.  
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Figure 6:  Foreign exchange deposits rate 2007-2016 (% of total deposits from non-

financial corporations and households) 

 

Source: 7" ÃÏÕÎÔÒÉÅÓȭ #ÅÎÔÒÁÌ ÂÁÎËÓ ÂÕÌÌÅÔÉÎÓ-, Created by the author 
 

Albania the share of FX deposits in total deposits rose from 42% to 50%   and 

Serbia (72% to 77%) and in 2016 slightly fall below 70%.  Macedonia decline over 

the same period (from 49-60% to 43%) BiH decline from 51% to 44%. No matter the 

different level of success in fostering use of the local currencies, it is a fact that the 

euroisation rate in all Western Balkan countries is still high. It is a phenomenon that 

is widespread in all Western Balkan countries , despite the  introduced regulatory 

measures   in favor of the local currency, due to many  factors3 that are practically 

prevent the effectiveness of these measures and make irreversible process of 

euroisation harder to be realized.  

4. IS DE-EUROISATION VIABLE FOR THE WESTERN BALKANS COUNTRIES? 

It is argued that the process of de-euroisation in Western Balkan countries is 

slow and uncertain process  due to the following factors4:  

¶ Lack of confidence and trust in local currencies 

¶ Inflation legacy and macroeconomic stabilization 

¶ Trade integration with the euro area and remittances 

¶ Presence of foreign banks in WBC 

¶ EU and euro area accession perspective of WBC 

                                            
3The factors are presented in the following chapter 4 
45ÌÒÉÃÈ 7ÉÎÄÉÓÃÈÂÁÕÅÒ Ȱ3ÔÒÅÎÇÔÈÅÎÉÎÇ ÔÈÅ ÒÏÌÅ ÏÆ ÌÏÃÁÌ ÃÕÒÒÅÎÃÉÅÓ ÉÎ %5 ÃÁÎÄÉÄÁÔÅ ÁÎÄ ÐÏÔÅÎÔÉÁÌ 
ÃÁÎÄÉÄÁÔÅ ÃÏÕÎÔÒÉÅÓ Ȱ%#" Occasional Paper Series, No 170 / April 2016  
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a) Lack of confidence and trust in local currencies  

The lack of confidence in the WB countries national currencies has strong 

history background. Namely most of the current West Balkan countries are small 

economies in transition, emerging from the former Yugoslavia (only Albania is 

exception) and are still in the process of creating credible monetary policy and 

institutions , which should be totally independent and apart of the political influence. 

In order to enable foreign exchange stability and increase the confidence in their 

domestic currencies the WB countries policy makers usually pegged the exchange rate 

of their local currencies first with Deutsche mark and then with Euro. This policy 

additionally reinforced the already prevailing use of foreign currencies at both lending 

and deposit side. Thus the citizens shifted savings into the pegged foreign currencies, 

which were perceived as stronger and more stable from the monetary authorities as 

well. The banks on the other hand, have a tendency to avoid foreign exchange risk and 

increased the volume of foreign lending through more favorable interest rates of 

foreign currency denominated loans.  

According to Beckmann and Scheiber (2012), the relative assessment of the 

domestic currency will be lower as long as high inflation rates persist or inflation is 

very volatile. Research results based on the euro survey conducted semi-annually by 

the Oesterreichische Nationalbank in EU candidate and potential candidate countries 

of the Western Balkans confirm that trust in the respective domestic currency is lower 

than in the euro. However, the overall trend in all countries observed has been positive 

recently as trust levels have increased over the last four to five years, judging from 

developments up to the latest available data of autumn 2014. Looking at individual 

ÃÏÕÎÔÒÉÅÓȟ ÔÒÕÓÔ ÌÅÖÅÌÓ ÁÒÅ ÌÏ×ÅÓÔ ÉÎ 3ÅÒÂÉÁ ÒÅÆÌÅÃÔÉÎÇ ÔÈÅ ÃÏÕÎÔÒÙȭÓ ÉÎÆÌÁÔÉÏÎ ÌÅÇÁÃÙ ÁÎÄ 

volatility even in recent years. On the other hand,  looking forward, the perception of 

domestic currencies is on the whole positive in Albania, Bosnia and Herzegovina and 

Macedonia. The assessment of the stability and trustworthiness of the euro is relatively 

higher compared to the national currency. Although the relative trust in euro related 

to the domestic currency decreased between 2010 and 2012, due to sovereign debt 

crisis, this trend has been reversed since then. 
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a) Inflation legacy  

 The wide-spread use of foreign currencies in the Western Balkan countries is 

to a large extent the legacy of former Yugoslavia and a direct consequence of the 

economic and political turmoil following its break-ÕÐȢ -ÁÎÙ ÏÆ 9ÕÇÏÓÌÁÖÉÁȭÓ ÓÕÃÃÅÓÓÏÒ 

states were hit by periods of high or even hyperinflation in the 1990s. Serbia (in the 

state union with Montenegro and including Kosovo at the time) even displayed one of 

the most devastating hyperinflation periods of history between October 1993 and 

January 1995. Estimates suggest that the price increase in that period reached some 5 

quadrillion  %  , peaking in January 1994 when the monthly inflation rate was estimated 

at 313 million %. However, it was not only the successor states of former Yugoslavia 

that experienced periods of very high inflation: inflation rates were also high in 

Albania, where the annual rate peaked at 50% in 1997 after the collapse of financial 

pyramid schemes that had led to severe political and economic turbulence. Between 

January 1991 and April 1998, the Yugoslav dinar was officially devalued 18 times 

(three of which exceeded 99%), and 22 zeros were lopped off. These developments led 

to a complete (and official) abandoning of the Yugoslav dinar in Montenegro and 

Kosovo (besides political considerations in the run-up to independence). A period of 

hyperinflation was also experienced in Bosnia and Herzegovina from April 1992 ɀ 

January 1994 with the peak of monthly inflation reaching 322% in June 1992 in the 

Croat-Bosniak Federation and 297 million percent in January 1994 in the Republika 

Srpska which had pegged its currency to the Yugoslav dinar. In Macedonia, annual 

inflation peaked at 1,700% in 1992 . 

 
b)  Trade integration and remittances from the euro area  

Western Balkan countries show a high degree of integration with the euro area, 

as the half of their  trade on average level is realized with the countries from Eurozone. 

In fact, the trade with the euro area presents between 40% (Serbia) and over 65% 

(Albania)of all traded goods, but intra -regional trade among the Western Balkans 

countries is also often invoiced in euros. Within the euro area, Italy is generally the 

most important export market for the region, especially for Albania, while the trade 

linkages with the rest of the euro area are mostly dominated by Germany. (Figure 7) 

Accordingly, both the corporate sector and private households have income streams 

in foreign currency with little incentive to convert them into local currency.  
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Figure 7: The main trading partners of Western Balkans countries 

 
 

Source: World bank data, created by the author 
Personal remittances from the EU play an important role in financing the 

current account for the Western Balkan countries, ranging from 3,2% of GDP in 

Macedonia, about 9% in Albania, Montenegro and Serbia, to 11% of GDP in BiH. 

!ÃÃÏÒÄÉÎÇ ÔÏ 7ÏÒÌÄ "ÁÎËȭÓ ÅÓÔÉÍÁÔÉÏÎȟ ÍÏÒÅ ÔÈÁÎ χπϷ ÏÆ ÒÅÍÉÔÔÁÎÃÅÓ ÃÏÍÅ ÆÒÏÍ 

Western Europe (more than 60 % from EU countries.  

Figure 8: Personal remittances in Western Balkans countries 

 

Source: World bank data 

Analyzing the structure per country almost 80 % of all remittances in Serbia are 

sent from Austria and France, in Albania 85 % of remittances come from Italy and 

Greece while 45% of the remittances in Macedonia derives from Germany and Italy.   

All of these remittances present income streams in euro with little incentive to be 

converted into local currency. 
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d)Strong presence of euro area banks  

Financial systems in Western Balkan countries are characterized by high 

foreign ownership, mainly from the euro area. The share of euro area-headquartered 

banks in total banking sector assets in the Western Balkans ranges from 48% in 

Macedonia to just below 70% in Bosnia and Herzegovina and Serbia. (Figure 9) 

Figure 9: Ownership of the bank assets per country % 

 
 

Source: Bankscope 2014 

 
The entry of foreign banks into the banking sectors of the Western Balkan 

countries has not only increased competition, but is also another contributing factor to 

the euroisation of deposits and lending, as these banks usually have better access to 

funding in foreign exchange via their respective parent banks. However, it needs to be 

noted that euroisation in an environment with a large presence of foreign banks is less 

risky for financial stability than would otherwise be the case, precisely because foreign 

banks have easier access to "hard currency" in international markets. 

e) EU and euro area accession perspective  

As all of the WBC have candidate or potential candidate status for  EU membership 

there was  dabate if the de-euroisation and therefore greater use of local currency 

would  weaken the long-term goal of euro adoption. On the contrary, greater monetary 

policy control would facilitate the stability of macroeconomic conditions, which is a 

precondition for euro adoption . 
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CONCLUSION  

Partial substitution of assets that results from the euroisation, facilitates the 

development of financial intermediation, by allowing further reduction of the costs of 

international financial transactions, lowering of market risks and diversification of 

asset portfolios. 

There is and evidence that highly euroised Western Balkans countries at first 

stage experienced higher level of economic growth, improved macroeconomic stability 

of the country, achieving inflation and interest rates convergence to euro zone level, as 

well as decreased exchange rate uncertainty.  

However, during the sovereign debt crisis period, they experienced the 

turbulences and drawbacks even more evidently than the Eurozone countries. 

Although the financial sector in Western Balkan ÃÏÕÎÔÒÉÅÓ ÈÁÓÎȭÔ suffer the turbulences 

as the Eurozone, there was still present spillover effect in terms of capital outflow from 

the West Balkan countries to the foreign owned bank (mostly from Eurozone), the 

limited inflows of foreign remittances, as well as the sudden stop of the foreign capital 

inflow  (mostly from Eurozone countries) has caused a sharp monetary contraction and 

consequently a drop in production in the real sector  

$ÅÓÐÉÔÅ ÔÈÅ ÅÕÒÏÉÓÁÔÉÏÎȭÓ ÍÅÒÉÔÓ ÁÓ Á ÄÅÖÉÃÅ ÆÏÒ ÁÃÈÉÅÖÉÎÇ ÍÁÃÒÏÅÃÏÎÏÍÉÃ 

stability, the Western Balkan countries monetary authorities introduced different 

regulatory measures in order to moderate the trend of euroisation, or even to revert it 

in the process of de-eurosiation. However, different measures seem to have rather 

limited effects on de-euroisation process, as ÔÈÅ 7ÅÓÔÅÒÎ "ÁÌËÁÎ ÃÏÕÎÔÒÉÅÓȭ ÃÉÔÉÚÅÎÓ ÁÎÄ 

entities are still aware of historical macroeconomic instabilities and hyperinflation in 

their countries, which led to relatively low levels of trust in local currencies.  

Furthermore, close trade and financial linkages with the euro area, the presence of 

euro-ÁÒÅÁ ÈÅÁÄÑÕÁÒÔÅÒÅÄ ÂÁÎËÓ ÁÓ ×ÅÌÌ ÁÓ ×ÏÒËÅÒÓȭ ÒÅÍÉÔÔÁÎÃÅÓ ÆÒÏÍ ÔÈÅ ÅÕÒÏ ÁÒÅÁ 

tend to increase the use of the euro in the Western Balkan economies.  

Their status as prospective EU and, eventually, euro area Member States is a 

further contributing factor  to euroisation.  
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ABSTRACT 
Modern society and the fast technological development are pushing the 

traditional banking towards electronic access. There is a growing number of 

consumers who replace the old approach of using banking services, with a new one i.e. 

with electronic banking. 

In order to examine the degree of consumer satisfaction with the use of 

electronic banking in the Republic of Macedonia, a research was conducted on a total 

of 154 respondents that were considered for the statistical analysis of data. The 

empirical research lead to the conclusion that most respondents use electronic 

banking, half of which are completely satisfied with the services. In terms of bank care 

for consumer satisfaction, there is a great deal of gridlock and negligence by banks in 

the country and they need to initiate more care. 

 

KEYWORDS: banks, banking system, satisfaction, consumer, electronic banking 

JEL CLASSIFICATION: M30, M31 
 

 

 

 

 

 

 

 

 

                                            
* E-mail addresses: lidijap@eccf.ukim.edu.mk (L. Pulevska Ivanovska), 
renata.pavlovska@interworks.com.mk (R. Pavlovska) 

mailto:lidijap@eccf.ukim.edu.mk
mailto:renata.pavlovska@interworks.com.mk


CUSTOMER SATISFACTION WITH ELECTRONIC BANKING IN THE REPUBLIC OF MACEDONIA 
_________________________________________________________________ 

 
88 

 

1. INTRODUCTION 

In the Internet era, clients have easy access to all the necessary information, so 

prior to deciding for a certain banking product, they will make a research for a few 

competitor banks offers. (Kotler and Keller, 2016). #ÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÆÒÏÍ ÂÁÎËÉÎÇ 

services highly depends on what the bank has promised as a service, what has been 

realized and with what quality. Satisfaction is the feeling of content or disappointment 

in people which comes from the comparison of the perceived effect from the product 

×ÉÔÈ ÔÈÅ ÅØÐÅÃÔÁÔÉÏÎÓȢ )Æ ÔÈÅ ÅÆÆÅÃÔ ÉÓ ÓÍÁÌÌÅÒ ÔÈÁÎ ÔÈÅ ÃÌÉÅÎÔȭÓ ÅØÐÅÃÔÁÔÉÏÎÓȟ ÈÅȾÓÈÅ ×ÉÌÌ 

not be satisfied. If the effect fulfils his/her expectations, the client will be satisfied, and 

if the effect exceeds his/her expectations the client will be trilled. Clients grade 

satisfaction prior and after the use of banking services.  

Judging the satisfaction prior to using banking services is the final phase in the 

process of looking information in order to choose alternatives for purchasing a service 

(Kotler and Keller, 2016). 

The core point is that when the bank decides to measure satisfaction, there is a 

ÄÅÓÉÒÅ ÔÏ ÅÎÈÁÎÃÅ ÔÈÅ ÐÒÏÄÕÃÔ ÏÒ ÓÅÒÖÉÃÅ ÁÃÃÏÒÄÉÎÇ ÔÏ ÃÌÉÅÎÔȭÓ ÓÕÇÇÅÓÔÉÏÎÓȢ /Î ÔÈÅ 

contrary, it would only bother clients wasting their time in gathering information, 

without using them to satisfy their demands.  

Dissatisfaction can occur due to inefficient processes or undesired product 

ÃÈÁÒÁÃÔÅÒÉÓÔÉÃÓȢ )Æ ÔÈÅÙ ÅØÉÓÔ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ×ÉÌÌ ÄÒÏÐ ÓÉÇÎÉÆÉÃÁÎÔÌÙȢ )Æ ÔÈÅÙ ÄÏÎȭÔ 

ÅØÉÓÔȟ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ×ÉÌÌ ÂÅ ÉÎÃÒÅÁÓÅÄȢ  

Satisfaction occurs from the expected characteristics of the promised service. 

3ÔÒÁÔÅÇÙ ÔÏ ÁÃÈÉÅÖÅ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÉÓ ÁÎÁÌÙÚÅÄ ÔÈÒÏÕÇÈ ÖÁÒÉÏÕÓ ÆÁÃÔÏÒÓ ×ÈÉÃÈ 

ÉÎÄÕÃÅ ȰÓÅÄÕÃÉÎÇȱ ÔÈÅ ÃÌÉÅÎÔȢ !ÃÔÕÁÌÌÙ ÔÈÏÓe are the characteristics that are nor 

expected nor specified and the client is acting positively when he/she encounters them 

(Kotler and Keller, 2016). 

The standard ISO 9001: 2000 puts the client in the center of quality 

management processes whose goal is ÔÏ ÃÏÎÓÔÁÎÔÌÙ ÉÍÐÒÏÖÅ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎȢ 

!ÃÃÏÒÄÉÎÇ ÔÏ )3/ ωππρȡςπππȟÍÅÁÓÕÒÉÎÇ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ×ÏÕÌÄ ÇÉÖÅȡ ÁÃÃÕÒÁÔÅ 

ÉÄÅÎÔÉÆÉÃÁÔÉÏÎ ÏÆ ÃÌÉÅÎÔȭÓ ÄÅÍÁÎÄÓ ÁÎÄ ÔÈÅÉÒ ÒÅÌÁÔÉÖÅ ÉÍÐÏÒÔÁÎÃÅȠ ÕÎÄÅÒÓÔÁÎÄÉÎÇ ÈÏ× 

clients look at the organization and whether the current working satisfies their needs; 

identifying priorities for improvement - areas where improving performances would 

ÒÅÓÕÌÔ ÉÎ ÔÈÅ ÂÉÇÇÅÓÔ ÉÎÃÒÅÁÓÅ ÉÎ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎȠ ÉÍÐÒÏÖÉÎÇ ÓÅÒÖÉÃÅ ÁÎÄ 



CUSTOMER SATISFACTION WITH ELECTRONIC BANKING IN THE REPUBLIC OF MACEDONIA 
_________________________________________________________________ 

 
89 

 

ÁÄÖÁÎÃÅÍÅÎÔ ÉÎ ÔÒÁÃËÉÎÇ ÔÈÅ ÉÎÄÅØ ÏÆ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃtion; increasing profits through 

ÔÈÅ ÉÎÃÒÅÁÓÅ ÏÆ ÃÌÉÅÎÔȭÓ ÌÏÙÁÌÔÙȢ 

%ÖÅÎ ÔÈÏÕÇÈ ÉÎ %ÕÒÏÐÅ ÍÅÁÓÕÒÉÎÇ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÆÒÏÍ ÓÅÒÖÉÃÅÓ ÂÁÎËÓ ÏÆÆÅÒ 

is a practice and has a special meaning, this is not a case in Macedonia. As the banking 

sector evolves, one ÏÆ ÔÈÅ ËÅÙ ÆÁÃÔÏÒÓ ÆÏÒ ÓÕÃÃÅÓÓ ÉÓ ÍÅÁÓÕÒÉÎÇ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎȢ )Æ Á 

company or an individual want to advance and follow dynamic market trends, be 

efficient and effective, one must always be led by what would make clients happy. A 

developed banking sector is very important for service users. It offers more 

possibilities to choose from, and with that improved service quality. Banks in 

Macedonia offer similar products and almost equal prices, which means they differ 

mostly in the way they work and in the quality of services they offer (Riquelme, 2009).  

In the working of banks so far, it has been proven that clients are the ones who 

influence markets the most, so according to that, banks cannot skip that element if they 

yearn to survive on the market. In thÅ ÁÒÔÉÃÌÅ Ȱ#ÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÁÎÄ ÈÏ× ÔÏ ÍÅÁÓÕÒÅ 

ÉÔȩȱ ÔÈÅ ÍÁÉÎ ÒÅÁÓÏÎÓ ÁÆÆÅÃÔÉÎÇ ÍÅÁÓÕÒÉÎÇ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÁÒÅ ÄÅÆÉÎÅÄ ɉ+ÏÓ ÅÔ ÁÌȟ 

2011):  

- Keeping clients; 

- Defining areas of work that need to be improved; 

- Feedback from clients when introducing new products and services on the 

market; 

- Measuring the degree of satisfaction; 

- Maintaining quality products/services. 

Keeping already existing clients is very important, mostly because of the fact 

that keeping clients is cheaper for the bank than attracting new ones. Also the effort to 

keep current clients can result with loyalty, something each bank strives for. If the bank 

acts on time and satisfies the needs and wants of its clients, it is more than certain that 

it will get loyal out of sÁÔÉÓÆÉÅÄ ÃÌÉÅÎÔÓȢ -ÅÁÓÕÒÉÎÇ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÃÁÎ ÌÅÁÄ ÔÏ 

ÉÄÅÎÔÉÆÙÉÎÇ ÁÒÅÁÓ ÔÈÁÔ ÎÅÅÄ ÔÏ ÂÅ ÉÍÐÒÏÖÅÄȢ 4ÈÉÓ ÉÓ ÅØÁÃÔÌÙ ×ÈÙ ÂÁÎËÓ ÔÈÁÔ ÄÏÎȭÔ 

ÍÅÁÓÕÒÅ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÒÅÍÁÉÎ ÓÈÏÒÔ ÏÎ ÉÍÐÏÒÔÁÎÔ ÄÅÔÁÉÌÓ ÁÎÄ ÄÏÎȭÔ ÈÁÖÅ ÔÈÅ 

opportunity to act on time in detecting and solving problems their clients are facing. 

As a consequence, they end up losing clients very often. Measuring satisfaction can give 

banks the answer whether to introduce an additional product/service or withdraw an 

existing one. In order to attract new clients, and satisfy existing ones each bank strives 
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to be in line with the wants and needs of its clients, are they satisfied from the services 

they get (Dlacic, 2005)? 

Due to the previously stated, banks need to be sure they gave their best in their 

×ÏÒËȟ ÐÒÉÏÒ ÔÏ ÄÅÃÉÄÅ ÍÅÁÓÕÒÉÎÇ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎȢ 6ÅÒÙ ÏÆÔÅÎ ÂÁÎËÓ ÓÔÁÙ ×ÉÔÈ ÔÈÅÉÒ 

ÐÒÉÍÁÒÙ ÐÒÏÄÕÃÔÓ ÁÎÄ ÓÅÒÖÉÃÅÓ ÁÎÄ ÄÏÎȭÔ ÉÎÔÒÏÄÕÃÅ ÁÎÙ ÁÄÄÉÔÉÏÎÁÌ ÉÎÎÏÖÁÔÉÏÎÓ ÔÈÁÔ 

×ÏÕÌÄ ÓÁÔÉÓÆÙ ÃÌÉÅÎÔȭÓ ×ÁÎÔÓ ÁÎÄ ÎÅÅÄÓȢ !Ó Á ÃÏÎÓÅÑÕÅÎÃÅȟ ÔÈÅÙ ÇÅÔ ÄÉÓÓÁÔÉÓÆÉÅÄ clients. 

4ÈÁÔ ÉÓ ×ÈÙ ÃÕÓÔÏÍÅÒ ÓÁÔÉÓÆÁÃÔÉÏÎ ÁÎÄ ÔÈÅÉÒ ÌÏÙÁÌÔÙ ÄÅÐÅÎÄ ÅØÃÌÕÓÉÖÅÌÙ ÏÎ ÔÈÅ ÂÁÎËȭÓ 

working. This fact is confirmed with the ISO 9001:2008 standard where the client is 

set in the center of quality management and its goal is to constantly maximizÅ ÃÌÉÅÎÔȭÓ 

satisfaction (Kotler and Keller, 2016).  

4ÈÅ ÉÎÔÅÎÓÉÔÙ ÏÆ ÃÏÍÐÅÔÉÔÉÏÎ ÏÆ ÔÏÄÁÙȭÓ ÂÁÎËÉÎÇ ÍÁÒËÅÔ ÕÒÇÅÄ ÂÁÎËÓ ÉÎÔÏ ÆÉÎÄÉÎÇ 

more profitable ways to differentiate themselves in comparison with their 

competitors. Modern banks reoriented themselves from focusing on products and 

services towards focusing on clients (customer centered focus). That way they get 

comparative advantages and higher profits based on the invested funds in innovations 

(Madan and Kumari, 2012). 

Electronic banking has a lot of advantages when compared to classic banking, 

such as: saving time and resources, detailed account balance anywhere in the world 

where there is Internet, paying bills from home, work or any other place, lower 

commissions, tracking of all services the bank has to offer, learning on tine for new 

products or promotions etc. (Baskar and Ramesh, 2010). 

According to the State Statistical Office of Republic of Macedonia in 2015, 69% 

of the total population had Internet access. Out of these 69%, only 7% of citizens of the 

country used e-banking services. (State Statistical Office, 2015). 

Despite the fact that paying and using banking services via the Internet is safe, 

a lot of citizens are skeptical regarding this issue. Most common reasons for not using 

this service are not enough information, conservative thinking, distrusting the system 

of electronic payments and the habit of physically making payments on counters.  

Considering the fact that the quality of services is a condition for having satisficed 

e-banking users, it is important to research the degree of satisfaction citizens have had 

with using e-banking in Macedonia so far. This will serve as the basis for defining a 

ÓÔÒÁÔÅÇÙ ÔÏ ÉÎÃÒÅÁÓÅ ÃÌÉÅÎÔȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÁÎÄ ÉÎÃÒÅÁÓÉÎÇ ÔÈÅÉÒ ÌÏÙÁÌÔÙ ÔÏ×ÁÒÄÓ ÔÈÅ ÂÁÎËȢ  
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2. SATISFACTION OF E-BANKING USERS IN THE REPUBLIC OF MACEDONIA- 

EMPIRICAL RESEARCH  

For the needs of this articleȟ ́ quantitative research has been conducted on 

respondents with different socio-demographic structure. The research was conducted 

in the period January-March 2105 on the territory of Republic of Macedonia. The 

research and analysis are based on primary data gathered with a method of 

interrogation via questionnaire distributed both online and offline.  

In order to cover a different demographic structure of respondents, online 

questionnaires have been distributed to 250 respondents and additional 50 

questionnaires in hard copy. In the process of research, answers were received from 

154 respondents. Questionnaires that were not completely answered were not taken 

into consideration in the statistical data processing. The questionnaire consisted of 17 

multiple choice questions, and one opened question related to sociodemographic 

characteristics of respondents such as gender, education and age. 

The first part of the questionnaires gives data of the socio-demographic 

structure of the interviewed respondents, while the second part is focused on 

examining the customer satisfaction with e-banking. The distribution of respondents 

according to their socio-demographic characteristics is illustrated in Table 1. 

Table 1. Demographic structure of respondents 

Demographic structure of respondents  

Gender 

structure  

Male Female    

79 75    

51% 49%    

Age 

structure  

18-25 26-35 36-45 46-55 +56 

36 58 25 20 15 

23% 38% 16% 13% 10% 

Degree of 

education  

Primary High-

School 

College ˙ÁÓÔÅÒ PHD 

3 49 77 20 5 

2% 32% 50% 13% 3% 

Source: Own research 

The results show almost equal representation of male and female respondents. 

In other words, 51% of respondents are male and 49% are female.  
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Regarding age structure, a non-proportional layout of respondents is present. 

To be more specific, most respondents (38%) are at the age of 36 to 35 years, then 

comes the group of people at the age of 18 to 25 years, 16% are at the age of 36 to 45 

years, 13% are at the age of 46 to 55 years and 10% are people over 56 years. People 

at the age of 18 to 25 years are the group that uses e-banking the most ÓÉÎÃÅ ÔÈÅÙ ÄÏÎȭÔ 

doubt online shopping safety and they conduct electronic transactions freely while 

shopping for products electronically (Vasquez andXu, 2009), which is also confirmed 

with the results of the research.  

1.1. Electronic banking in Macedonia - conditions and perspectives  

This part of the article presents an analysis of the answered questions in the 

questionnaire which refer to the conditions and perspectives of electronic banking in 

the Republic of Macedonia.  

 

Graph 1. Usage of electronic banking 

 

 

 

 

 

 

 

Source:Own research 

From Graph 1., we can see that 86% of respondents use e-banking and 14% do 

not use it.  This is not in accordance with researches from some of the biggest banks in 

Macedonia like NLB Tutunska Bank AD Skopje, they stated that only 10 to 20% of their 

individual clients use e-banking. In Stopanska Bank AD Skopje around 10% of the total 

number of clients use electronic account payments. (National bank of the Republic of 

Macedonia, 2014). 
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Graph 2. Advantages of electronic banking compared to traditional banking 

 

 

 

 

 

 

 

Source:Own research 

!ÃÃÏÒÄÉÎÇ ÔÏ ÔÈÅ ÁÎÓ×ÅÒÓ ÏÆ ÔÈÅ ÑÕÅÓÔÉÏÎ ȰDo you consider that e -banking 

has more advantages compared to traditional banking? ȱ ÉÔ ÃÁÎ ÂÅ ÐÏÉÎÔÅÄ ÏÕÔ ÔÈÁÔ 

83,7% of respondents agree that e-banking has a lot of advantages when compared to 

traditional, 4,7% partially agreeȟ ́nd the rest 11,6% have a negative attitude. This is in 

accordance with the statement that e-banking has a lot of advantages among which the 

most common is unlimited space and time, speed of doing transactions, low price and 

wide range of banking services (Vidovic, 2014). 

Graph 3. Buttons to mark satisfaction of users on banking counters 

 

 

 

 

 

 

 

Source:Own research 

According to the results shown in Graph 3. it can be concluded that 72% 

consider that banking counters should have keys with red (not-satisfied), yellow 

(partially satisfied) and green (satisfied) buttons which will represent your 

satisfaction from the service received from the bank officer and 28% have a negative 

attitude.  

Using buttons to measure satisfaction from the offered services in banks is a 

small financial cost for purchasing and distributing buttons in all offices of one bank, 
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and it is a huge benefit for a bank, since it can serve as a survey, thus banks can easily 

research the degree of service quality, banking officers provide to customers. The same 

tool for measuring satisfaction can be used in electronic banking with an electronically 

designed button ÆÏÒ ÍÅÁÓÕÒÉÎÇ ÕÓÅÒȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ×ÈÅÎ ÕÓÉÎÇ Ôhe e-banking system of 

a bank.  

Graph 4. Current experience with phone surveys for satisfaction of banking services 

 

 

 

 

 

 

Source: Own research 

According to Graph 4., we can conclude that 9% of respondents have been 

contacted over the phone from the bank whose services they use, for their satisfaction, 

83% were not contacted and 8% pointed out that they were contacted just from a few 

banks and not all banks whose services they have used. 

Therefore, we can geÔ ÔÈÅ ÉÍÐÒÅÓÓÉÏÎ ÔÈÁÔ ÂÁÎËÓ ÄÏÎȭÔ ÐÁÙ ÔÏÏ ÍÕÃÈ ÁÔÔÅÎÔÉÏÎ 

ÆÏÒ ÔÈÅ ÄÅÇÒÅÅ ÏÆ ÔÈÅÉÒ ÕÓÅÒÓȭ ÓÁÔÉÓÆÁÃÔÉÏÎȢ )Î ÔÈÅ ÐÁÓÔȟ ÐÈÏÎÅ ÓÕÒÖÅÙÓ ×ÅÒÅ ÖÅÒÙ ÏÆÔÅÎȟ 

but nowadays electronic surveys are most common. This is a problem because not all 

users of banking services have Internet. So, we come back to the previous suggestion 

to introduce buttons for measuring the satisfaction from banking services and online 

survey question for e-banking users.  

Graph 5. Dedication to development of e-banking services of Macedonian banks 

 

 

 

 

 

 

 

 

Source: Own research 
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According to graph no. 1.6, we can conclude that 19% of respondents consider 

banks to be dedicated towards e-banking service development, 10% have some other 

opinion and 72% think that only some banks have a certain degree of dedication.  

We can conclude that only a part of Macedonian banks take care of developing 

banking services in terms of e-banking. Widely seen, i.e. on a national level it is not 

enough because it backslides banking with no advancement of services.  

Because of this, it is suggested to come up with a time frame of 1-2 years in 

which every bank would have to introduce an electronic system for accessing services, 

but also introducing more advanced options.  

Graph 6. #ÏÎÓÕÍÅÒȭÓ ÅØÐÅÒÉÅÎÃÅ ÓÏ ÆÁÒ ×ÉÔÈ ÂÕÙÉÎÇ ÐÒÏÄÕÃÔÓ ÏÎÌÉÎÅ 

 

 

 

 

 

 

 

 

Source: Own research 

According to the gathered responses shown on Graph 6., it can be concluded 

that 77% of respondents have bought products online using electronic payment and 

ÔÈÅÙ ÐÌÁÎ ÔÏ ÒÅÐÅÁÔ ÉÔ ÉÎ ÆÕÔÕÒÅȠ σϷ ÂÏÕÇÈÔȟ ÂÕÔ ÄÏÎȭÔ ÐÌÁÎ ÔÏ ÄÏ ÉÔ ÁÇÁÉÎ ÉÎ ÔÈÅ ÆÕÔÕÒÅȟ 

15% have never bought, but plan to use e-ÂÁÎËÉÎÇ ÉÎ ÆÕÔÕÒÅȠ ÁÎÄ υϷ ÈÁÖÅÎȭÔ ÂÏÕÇÈÔ 

ÁÎÄ ÄÏÎȭÔ ÐÌÁÎ ÔÏȢ 4ÈÉÓ ÉÓ ÎÏÔ ÉÎ ÁÃÃÏÒÄÁÎÃÅ ×ÉÔÈ ÔÈÅ ÓÕÒÖÅÙ ÃÏÎÄÕÃÔÅÄ ÉÎ ςπρτ ÂÙ .," 

Tutunska Banka AD Skopje where people in Republic of Macedonia fear to pay online 

due to potential ÄÁÍÁÇÅÓȟ ÁÎÄ στϷ ÏÆ ÒÅÓÐÏÎÄÅÎÔÓ ÓÔÁÔÅÄ ÔÈÅÙ ÄÏÎȭÔ ÔÒÕÓÔ ÃÏÎÄÕÃÔÉÎÇ 

online financial transactions at all (National bank of the Republic of Macedonia, 2014). 

From this we can conclude that most of the respondents have trust in the 

electronic system of Internet payments, and they like the modern way of buying 

products from the comfort of their home.  

Most of the respondents (77%) have bought something online and plan to do it 

again in future. It is recommended that banks strengthen e-banking campaigns and 

where the accent would be put on the security in online payments.  
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1.2. &ÁÃÔÏÒÓ ÁÆÆÅÃÔÉÎÇ ÃÏÎÓÕÍÅÒȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÆÒÏÍ Å-banking in 

Macedoni  ́

In this part of the article, we analyze the results that refer to factors affecting 

ÃÏÎÓÕÍÅÒÓȭ ÓÁÔÉÓÆÁÃÔÉÏÎ ÆÒÏÍ Å-banking in the Republic of Macedonia. 

Graph 7. Advantages of e-banking according to users 

 

Source: Own research 

Among factors that have an impact on accepting electronic banking. we can 

ÉÄÅÎÔÉÆÙ ÔÈÅ ÆÏÌÌÏ×ÉÎÇȡ ÐÒÏÂÌÅÍ ÏÆ ÃÏÌÌÉÓÉÏÎ ÏÆ ÔÈÅ ÂÁÎËȭÓ ×ÏÒËÉÎÇ ÔÉÍÅ ÁÎÄ ÔÈÅ ÕÓÅÒÓ ÏÆ 

banking services, slowly finalizing payments, transportation costs, costs for bank 

pressure and the progress of the transaction.  

Main factors for commercial success for the use of e-banking are speed, safety 

ÔÒÁÎÓÁÃÔÉÏÎ ÁÎÄ ȰÆÒÉÅÎÄÌÙȱ ÕÓÅÒ ÉÎÔÅÒÆÁÃÅ (Sarlak and Hastiani, 2011). 

Factors that could affect the acceptance of e-banking using mobile phones are 

(Mahmood and Clarke, 2009): 

- easy to use; 

- to which extent mobile payments can improve life quality; 

- trust, maintaining confidentiality as well as a possibility to cancel a 

transaction in case of a mistake; 

- availability of the system 24 hours a day, 365 days of the year; 

- costs that include commission for registration and the price of a transaction. 

According to the results presented on graph 1.8, we can conclude the following:  
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¶ Avoiding waiting on banking counters, according to 56% of respondents is the 

biggest advantage this kind of working system has to offer, 23% consider it is 

partly important, 10% consider it has little importance and 11% claim that this 

has no importance.  

¶ 11% of respondents consider that the time they save using e-banking is a huge 

advantage, 45% consider it to be partly important, 30% little important and 4% 

ÄÏÎȭÔ ÃÏÎÓÉÄÅÒ ÉÔ ÔÏ ÂÅ ÉÍÐÏÒÔÁÎÔ ÁÔ ÁÌÌȢ  

¶ Saving transportation costs with the use of e-banking according to 7% is a huge 

advantage, 46% consider it to be partially important, 29% consider it to be little 

important and 18% think it is not important.    

¶ 20% of respondents consider that the continuous opportunity to have detailed 

insight on your account from the comfort of your home is a huge advantage, 

58% consider that is has partial importance and 22% that it has little 

importance.   

¶ Paying from home according to 30% of respondents is very important, 37% 

consider it to be partially important, 27% think it has little importance and 6% 

think it is not a significant advantage.  

¶ Paying lower commissions using e-banking is a big advantage for 12% of 

respondents, 36% consider it to be partially important, 49% consider it little 

important and 3% think it is not important at all.  

¶ Access to all services the bank offers is important according to 10% of 

respondents, 5% consider it is partially important, 66% consider it to be little 

important and 19% consider it not important at all.  

¶ 1% of respondents consider the possibility for learning on time for the latest 

services of the bank to be important, 79% consider it to be little important and 

20% think it is not important at all.   

Respondents think that the biggest advantage of e-banking is skipping the 

crowds in banking branches and the simplicity of home payment, as well as the 

constant possibility to have access to their accounts.  Other advantages they rate as 

important are detailed insights on accounts from home, saving transportation costs to 

the bank and saved time. In these turbulent times wasting time on banking counters is 

not necessary so users consider saved time to be a huge advantage.  
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,ÅÓÓ ÉÍÐÏÒÔÁÎÔ ÁÄÖÁÎÔÁÇÅ ÉÓ ÃÏÎÓÉÄÅÒÅÄ ÔÏ ÂÅ ÔÉÍÅÌÙ ÉÎÆÏÒÍÁÔÉÏÎ ÆÏÒ ÔÈÅ ÂÁÎËȭÓ 

ÌÁÔÅÓÔ ÓÅÒÖÉÃÅÓ ÁÎÄ ÁÃÃÅÓÓ ÔÏ ÂÁÎËȭÓ ÓÅÒÖÉÃÅÓ ɉÌÏÁÎÓȟ ÄÅÐÏÓÉÔÓ ÅÔÃȢɊ  

Out of this we can conclude that according to the users of the banking system in 

the Republic of Macedonia, the most important advantages of e-banking are 

considered to be saving time and the fact that with the use of an electronic system, 

waiting in lines on banking counters can be avoided.  

Graph 8. E-banking limitations according to respondents 

 

Source: Own research 

According to the results on Graph 8, we can conclude the following: 

¶ The possibility users to reach out to a bank officer is a disadvantage of high 

importance for 47% of respondents, 43% consider this limitation to be partially 

important and 10% consider it to be little important.   

¶ The possibility to get answers at any time is a big disadvantage for 35% of 

respondents, 37% consider this to be partially important and 28% think it has 

little importance  

¶ The possibility to get more banking services done at the same time like bank 

officers on bank counters do it is considered to be a significant limitation 

according to 17% of respondents, 14% consider it to be partially important and 

55% consider it to be a limitation with little importance.  

¶ 3% of respondents consider other limitations to be more important than the 

previously listed, and 10% partially agree with this, 11% agree little and 76% 

consider there are no other limitations.  
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E-banking users consider the inability to address a bank officer for help or 

getting an answer at all times when using a certain bank service, as the greatest 

disadvantage. All of this can be easily solved by introducing a chat option on the 

website of the bank. Introducing this option would be an expense for the bank, in terms 

of hiring software engineers to develop the chat and also to hire people that will help 

online users. The bank can hire external associates that will work in other companies 

but for the needs of the bank or outsource employees who with the help of an Internet 

connection will work as bank agents, which will save the bank financial assets which 

would be given if they were employed in the bank directly.  

Regarding the inability to do multiple banking services at the same time when 

using e-banking, this could also be solved with new coded programing solution. In 

other words, by introducing a new menu in the e-banking system, the user has access 

ÔÏȟ ×ÈÅÒÅ ÏÎ ÔÈÅ ÒÉÇÈÔ ÓÉÄÅ ÁÌÌ ÏÆ ÔÈÅ ÂÁÎËȭÓ services would be listed and a blank field 

would be included right next to it where the user could write down an amount in 

denars or other currency and a field for ticking the service. That way the user can 

quickly and easily finish all banking services faster than the time it would take a bank 

officer on a counter to do multiple services the client asks for. All of this would 

contribute towards increasing the number of e-banking users, greater user satisfaction 

and less crowd on bank counters.  

Graph 9. Previous experience with surveys for customer satisfaction in bank 

branches 

 

Source: Own research 

According to the results, it can be pointed out that only 26% of respondents 

claimed they have been asked to fill in a survey for satisfaction of the quality of received 

service in a bank, and 74% gave a negative response.  

4ÈÉÓ ÍÅÁÎÓ ÔÈÁÔ ÍÏÓÔ ÂÁÎËÓ ÄÏÎȭÔ ÍÅÁÓÕÒÅ ÕÓÅÒȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÆÏÒ ÔÈÅÉÒ ÓÅÒÖÉÃÅÓȢ 

As it was pointed out previously, buttons for measuring user satisfaction on counters 

can be used for traditional banking users and an e-question after using e-services. 
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There is a possibility to place interÖÉÅ×ÅÒÓ ÏÎ ÂÁÎËȭÓ ÅØÉÔÓ ×ÈÏ ÃÏÕÌÄ ÁÓË ÃÌÉÅÎÔÓ Á ÆÅ× 

short questions, but this would not have that much information output as would a 

ÃÏÕÎÔÅÒ ÂÕÔÔÏÎȟ ÓÉÎÃÅ ÕÓÅÒÓ ÁÒÅ ÏÆÔÅÎ ÉÎ Á ÈÕÒÒÙ ÁÎÄ ÄÏÎȭÔ ÈÁÖÅ ÔÈÅ ÔÉÍÅ ÔÏ ÁÎÓ×ÅÒ 

additional questions that could take 5 or more minutes of their time, as well as missing 

on clients while interviewing another client. 

Graph 10. !ÔÔÅÎÔÉÏÎ ÇÉÖÅÎ ÔÏ×ÁÒÄÓ ÕÓÅÒȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÉÎ -ÁÃÅÄÏÎÉÁÎ ÂÁÎËÓ 

 

Source: Own research 

According to the results, we can point out that 12% of respondents consider 

ÔÈÁÔ -ÁÃÅÄÏÎÉÁÎ ÂÁÎËÓ ÐÁÙ ÅÎÏÕÇÈ ÁÔÔÅÎÔÉÏÎ ÏÎ ÕÓÅÒÓȭ ÓÁÔÉÓÆÁÃÔÉÏÎȟ ρσϷ ÈÁÖÅ Á 

negative attitude, 48% consider that it is something done by a few banks and 27% say 

it depends from one branch to another. This is in accordance with the yearly report of 

NBRM in 2014, where only NLB Tutunska Banka, AD Skopje and Stopanska Bank AD 

Skopje have conducted researches, which means they were the only banks paying 

ÁÔÔÅÎÔÉÏÎ ÔÏ ÕÓÅÒȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎȢ ɉ.ÁÔÉÏÎÁÌ ÂÁÎË ÏÆ ÔÈÅ 2ÅÐÕÂÌÉÃ ÏÆ -ÁÃÅÄÏÎÉÁȟ ςπρτɊ 

IÔ ÃÁÎ ÂÅ ÐÏÉÎÔÅÄ ÏÕÔ ÔÈÁÔ ÕÓÅÒÓ ÏÆ ÔÈÅ ÂÁÎËÉÎÇ ÓÙÓÔÅÍ ÔÈÉÎË ÔÈÁÔ ÂÁÎËÓ ÄÏÎȭÔ 

pay sufficient attention on user satisfaction and that the time dedicated to satisfaction 

depends from one bank to another and from one branch to another.  

Banking services are used by almost every adult, the competition in the banking 

ÍÁÒËÅÔ ÉÓ ÇÅÔÔÉÎÇ ÂÉÇÇÅÒ ÁÎÄ ÂÅÃÁÕÓÅ ÏÆ ÔÈÁÔ ÂÁÎËÓ ÓÈÏÕÌÄÎȭt put aside the 

(dis)satisfaction of their users because if they are not satisfied of the way they are 

approached and the services they get they will go to another bank. If the number of 

users leaving increases drastically the stability of the bank could be at stake, so it is 

ÒÅÃÏÍÍÅÎÄÅÄ ÔÈÁÔ ÂÁÎËÓ ÔÁËÅ ÇÒÅÁÔÅÒ ÃÁÒÅ ÆÏÒ ÔÈÅÉÒ ÕÓÅÒÓȭ ÓÁÔÉÓÆÁÃÔÉÏÎ ÁÎÄ ÓÅÅË ÔÏ ×ÉÎ 

their loyalty.  
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1.3. Satisfaction of e -banking users in Republic of Macedonia  

This part of the article refers to results from the questions in the survey which 

ÒÅÆÅÒ ÔÏ ÕÓÅÒȭÓ ÓÁÔÉÓÆÁÃÔÉÏÎ ÏÆ Å-banking in Republic of Macedonia.  

Graph 11.User satisfaction from e-banking 

 

Source: Own research 

According to the results, it can be pointed out that almost half, or 45% of 

respondents are completely satisfied out of e-banking services, 13% are not at all 

satisfied and 31% are partially satisfied.  

Graph 12. 5ÓÅÒÓȭ ÓÁÔÉÓÆÁÃÔÉÏÎ ÏÕÔ ÏÆ banking changes and the transition from 

traditional banking to e-banking 

 

Source: Own research 

According to the results shown it can be pointed out that 50% of respondents 

are satisfied from changes in banking and the transition from classic towards e-

banking, 7% have a negative attitude, 33% partially agree and 10% stated other as 

their answer.  

Mostly respondents are satisfied from the use of e-banking in Macedonia and 

more and more users replace traditional banking with electronic banking. 
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Graph 13. Attitude of respondents towards security of online payments 

 

Source: Own research 

According to the presented results, it can be pointed out that 75% of the 

respondents think that online payment is safe, 19% think it is partially safe and 6% 

consider it not to be safe.  This is in accordance with the survey conducted in 2014 by 

NLB Tutunska Banka AD Skopje, where Macedonian citizens fear to pay online due to 

ÐÏÔÅÎÔÉÁÌ ÄÁÍÁÇÅÓȟ ÁÎÄ στϷ ÏÆ ÒÅÓÐÏÎÄÅÎÔÓ ÓÔÁÔÅÄ ÔÈÅÙ ÄÏÎȭÔ ÔÒÕÓÔ ÃÏÎÄÕÃÔÉÎÇ ÏÎÌÉÎÅ 

financial transactions at all (National bank of the Republic of Macedonia, 2014). 

Out of this, we can point out that e-banking users have trust in online payments. 

"ÕÔ ÔÈÏÓÅ ×ÈÏ ÄÏÎȭÔ ÕÓÅ ÅÌÅÃÔÒÏÎÉÃ ÓÙÓÔÅÍ ÏÆ ÂÁÎËÉÎÇ ÓÅÒÖÉÃÅÓ ÆÅÁÒ ÔÏ ÈÁÖÅ ÔÈÅÉÒ 

accounts emptied from hackers or something similar, so the need to print flyers, which 

will trigger broader use of e-banking and strengthening the trust in the use if these 

services, is seen here as well.  

 

CONCLUSION 

The development of e-banking is dependent on the degree to which the bank is 

complied with modern information technologies which change very often. All of this 

can be seen as a process which carries a huge value because conducting banking 

transactions is significantly eased up for clients as well as for banks.  

From the conducted research, we found out the following conclusions: 

ï Most respondents (86%) use e-banking; 

ï 84% respondents consider e-banking has more advantages than the 

traditional banking; 

ï Regarding e-banking shortcomings compared to traditional banking, only 

11,6% respondents consider e-banking to have more shortcomings; 

ï 72% of respondents consider that banking counters should have testers to 

indicate satisfaction of a used service; 
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ï Only 14% respondents stated that after using e-banking they got a question 

asking about their satisfaction from the service; 

ï Small portion (9%) of the respondents have been contacted from the bank 

whose services they are using and to be asked for the satisfaction of the 

services they got; 

ï 2ÅÇÁÒÄÉÎÇ ÂÁÎËȭÓ ÄÅÄÉÃÁÔÉÏÎ ÆÏÒ ÄÅÖÅÌÏÐÉÎÇ Å-banking, 19% consider banks 

to be dedicated to the development and 72% partially agree.  

ï 77% of the respondents have bought a certain product online and plan to do 

it in future;  

ï Most important e-banking advantages are the following: no waiting like on 

bank counters, saved time and saved transportation costs; 

ï The biggest disadvantage of e-banking is the impossibility to address 

someone for help; 

ï 74% of respondents stated that they have never been given to fill in a 

question for the satisfaction of the services they got; 

ï Most respondents stated that not all banks (48%) pay attention to users of 

the banking system satisfaction and 27% stated that it varies from one bank 

branch to another; 

ï Users who use e-banking, 45% are completely satisfied and 31% are 

partially satisfied; 

ï Half of respondents (50%) are satisfied with changes in banking in the state 

and the transition from traditional to e-banking; 

ï 75% respondents consider online payment safe. 

Finally, the current state of e-banking in the Republic of Macedonia, according 

to the attitude of respondents, is not at satisfactory level, but there are tendencies for 

development and wider usage by citizens in the future. We propose the following 

measures for increasing the level of e-banking usage: a campaign for spreading the 

positive sides of e-banking, clearing up the safety measures for website protection, 

increasing the awareness about the safety usage of e-banking etc. 
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ABSTRACT 

 The leader influences the staff without coercion, i.e. in a manner that creates 

trust, respect and implementation of effective actions aimed at achieving 

developmental changes and accomplishing the objectives the company has set. 

 4ÈÅ ÐÕÒÐÏÓÅ ÏÆ ÔÈÅ ÐÒÅÓÅÎÔ ÐÁÐÅÒ ÉÓ ÔÏ ÅÓÔÁÂÌÉÓÈ ÔÈÅ ÍÁÎÁÇÅÍÅÎÔȭÓ Á×ÁÒÅÎÅÓÓ 

for setting higher criteria regarding female leadership development in the 

ÏÒÇÁÎÉÚÁÔÉÏÎ ÁÎÄ ÈÏ× ÉÔ ×ÉÌÌ ÁÆÆÅÃÔ ÔÈÅ ÍÁÎÁÇÅÍÅÎÔȭÓ ÅÆÆÉÃÉÅÎÃÙ ÁÎÄ ÔÈÅ ÒÅÁÌÉÚÁÔÉÏÎ ÏÆ 

organizational goals and objectives. The following techniques were used in the 

research: surveys, interviews and content analysis. The general conclusion is related 

to the need and usefulness of investing in professional development of the 

management staff and their career advancement, i.e. the participation of employees, 

especially women and women leaders in leadership training courses. 

 

KEYWORDS: leadership, female leaders, organizational objectives, criteria 

JEL CLASSIFICATION: M1 

 

 

 

 

 

                                            
* E-mail addresses: nikolovski.ljubisa@gmail.com (Lj. Nikolovski), mirjana@m-a.mk (M. Markovska) 

mailto:nikolovski.ljubisa@gmail.com
mailto:mirjana@m-a.mk


THE IMPACT OF FEMALE LEADERS ON MANAGEMENT AND IMPLEMENTATION OF 
ORGANIZATIONAL GOALS AND OBJECTIVES 

_________________________________________________________________ 

 
106 

 

1. INTRODUCTION 

 The main commitment of each person is to be successful in their life and work. 

Organisations should take advantage of it as to improve its profit. Successful people 

can only be motivated if they can apply teamwork. One of the challenges of the new 

approach to organizational development, inter alia, is redefining the concepts of 

leadership and management. We are all born with a desire to win, to become 

successful. When we talk about leadership, we can start with a very useful and clear 

definition that leadership is a behaviour or conduct that enables others to achieve the 

planned objectives. 

 The organization needs leaders who are able to lead the process of change, who 

are one step ahead of the others, who think long term and who understand that the 

efforts to preserve the "status quo" situation is fatal in times of turbulent change. 

 Such managers are the leaders, those who lead the organization toward 

achieving superior performance, and such leaders have become the most expensive 

resource pushing the organization to ultimate success. But this individual, no matter 

how capable, cannot come to the result alone. What one needs are supporters 

(followers) who would understand what the leader aims to do for the organization, 

who would trust him/her, generously and fully commit to work and realization of the 

organization's goals. 

 When it comes to the features that a leader should have, we can say that: the 

leader is a person, good or bad, which can attract or motivate people to follow him/her. 

The leader must have a strong character to be able to inspire others to voluntarily 

follow him/her. The leader shall: 

¶ Have contagious optimism 

¶ Demonstrate observance of principles and work means, even when he/she 

is not sure of the tangible results. 

¶ Have a sense of justice in which others will have confidence. 

¶ Have a good knowledge of human nature, 

¶ Have self-control, 

¶ Be a good evaluator and selector of people, 

¶ Be able to dominate and ultimately manage everything around him/her. 

 The leader shall also have four main virtues: 
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¶ Mindfulness, wisdom and tact 

¶ Righteousness 

¶ Tolerance, self-control, sensitivity and patience, 

¶ Courage, 

  To be a leader means to develop all aspects of the human personality, that is, to 

be, to know and to work. On the other hand, the features of a female leader indicate that 

women can successfully cope with such challenges. 

Having into consideration that this field has not been researched a lot in our country, 

more and more interest rises, so certainly, there will be new results in the forthcoming 

period. 

 

2. FEMALE LEADERSHIP 

  Strong leadership begins with the demonstration of capability to form a group 

of individuals - who may have nothing in common ɀ who would share a vision of being a 

team which can achieve above-average results. 

The characteristics of a female leader are as follows: 

Ɇ &ÅÍÁÌÅ ÌÅÁÄÅÒÓ ÁÒÅ ÍÏÒÅ ÁÇÇÒÅÓÓÉÖÅ ÁÎÄ ÃÏÎÖÉÎÃÉÎÇȟ 

Ɇ 4ÈÅÙ ÈÁÖÅ Á ÓÔÒÏÎÇÅÒ ÎÅÅÄ ÔÏ ÃÁÒÒÙ ÏÕÔ the tasks to reaching the final outcome, 

Ɇ 4ÈÅÙ ÄÅÍÏÎÓÔÒÁÔÅ ÂÅÔÔÅÒ ÒÅÁÄÉÎÅÓÓ ÔÏ ÔÁËÅ ÒÉÓËÓ ÔÈÁÎ ÍÁÌÅ ÌÅÁÄÅÒÓȟ 

Ɇ 4ÈÅÙ ÄÅÍÏÎÓÔÒÁÔÅ ÒÅÁÄÉÎÅÓÓ ÆÏÒ ÏÐÅÎÎÅÓÓȟ ÃÏÎÓÅÎÓÕÓ ÄÅÃÉÓÉÏÎ-making, 

cooperation and collegiality, 

Ɇ 4ÈÅÙ ÈÁÖÅ Á ÈÉÇÈÅÒ ÄÅÇÒÅÅ ÏÆ ÔÏÌÅÒÁÎÃÅȟ Á Óense of building interpersonal 

relationships, and women have natural predisposition to analyze human 

relationships and emotional aspects. 

  The above characteristics have been determined in the study of "Caliper", a 

management consulting company from Princeton, USA. Recent studies (Sexton et al., 

2013, Heath, 2010; Daft, 1999) have shown that the most common qualities, as being 

nice and understanding, are actually feminine qualities while the most organizational 

qualities, such as self-confidence and competitive spirit, are qualities associated with 

males. 

  It is these organizational features that are considered crucial to successful 

leadership. But despite that, although stereotypes still prevail ɀ almost always, a man 
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would be appointed to a leading position, the situation is likely to begin to change and 

leadership is being looked on as a profession for both genders. 

Today, Macedonian economy needs brave, innovative, expert and positive 

individuals and companies who would motivate and encourage women, in order to: 

Ɇ 0ÒÏÖÉÄÅ ÓÕÐÐÏÒÔ ÁÎÄ ÍÏÔÉÖÁÔÉÏÎ ÂÙ ÔÈÅ ÓÅÎÉÏÒ ÍÁÌÅ ÍÁÎÁÇÅÒÓ ÆÏÒ ÔÈÅ ÁÃÔÉÖÉÔÉÅÓ 

of female entrepreneurs and promotion of female leadership, 

Ɇ )ÍÐÒÏÖÅ ÔÈÅ ÅÆÆÉÃÉÅÎÃÙ ÏÆ ÎÅÔ×ÏÒËÉÎÇ ÁÍÏÎÇ -ÁÃÅÄÏÎÉÁÎ ÆÅÍÁÌÅ ÂÕÓÉÎÅÓÓ 

leaders, 

Ɇ 3ÈÁÒÅ ÁÎÄ ÕÓÅ ÆÏÒÅÉÇÎ Åxperience to overcome the social barriers to the 

development of female leadership, 

Ɇ -ÏÔÉÖÁÔÅ ×ÏÍÅÎ ÁÎÄ ÔÈÅÉÒ ÆÏÃÕÓ ÏÎ ÐÏÓÉÔÉÖÅ ÅØÁÍÐÌÅÓ ÆÏÒ ÓÔÒÅÎÇÔÈÅÎÉÎÇ ÔÈÅ 

capacities of female leadership in the Republic Macedonia. 

 The research of Fejgenson and Coleman on the value systems of men and 

women entrepreneurs (Sexton et al., 1993) are very interesting. They concluded that 

the value systems of men and women entrepreneurs have more similarities than 

differences, leading to the conclusion that any gender stereotype based on the value 

systems is groundless. 

 In fact, any comparative study in men and women entrepreneurs highlights the 

similarities between the genders, rather than the differences between them. 

Chaganti says that between the genders, there are no significant differences in terms 

of the desire for success, autonomy, persistence, aggression, independence, 

conformism, understanding of purpose, self-esteem, conduct and control (Sexton et al., 

1993). 

 Many experts argue that female entrepreneurs and leaders, much more than 

their male colleagues, support employees in their ambitions for further education, 

support teamwork, reduce hierarchy and tend to constantly increase the quality of 

their offer. Studies at Boston University showed that "women are more cooperative, 

informal, they build their leadership behavior on mutual understanding." In contrast, 

men leaders tend to be competitive, formal and systematic managers. In other words, 

women support and motivate others the same way they have been raised and 

educated. This natural feature, along with hard, are used in entrepreneurship and 

working with people: they always support their collaborators in their ambitions. 
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Women measure work success in a different manner. Naturally, everybody works for 

profit, but women also consider the highest goal is achieved when employees develop 

ÁÎÄ ÔÈÅ ÃÕÓÔÏÍÅÒȭÓ ÅØÐÅÃÔÁÔÉÏÎÓ ÁÒÅ ÍÅÔȢ 7ÏÍÅÎ ÓÐÅÎÄ ÍÏÒÅ ÍÏÎÅÙ ÏÎ ÅÄÕÃÁÔÉÎÇ 

their employees because they believe it would bring about greater competitively for 

the company. The female style of management has been built on development of the 

individual ɀ the employee. 

 The female management manner is recognizable. Analysts believe that in the 

small and medium sized businesses, job quality is relatively low, wages are generally 

lower and there are fewer incentives than in large companies. However, studies on 

women entrepreneurs/leaders show that women offer basically the same conditions 

of employment. Despite this, women entrepreneurs and leaders offer: 

Ɇ ÒÅÉÍÂÕÒÓÅÍÅÎÔ ÏÆ ÃÏÓÔÓ ÁÎÄ ÆÌÅxible working hours, 

Ɇ ÓÈÁÒÅ ÉÎ ÔÈÅ ÐÒÏÆÉÔȟ 

Ɇ ÁÄÄÉÔÉÏÎÁÌ ÏÐÐÏÒÔÕÎÉÔÉÅÓ ÆÏÒ ÐÁÒÅÎÔÁÌ ÌÅÁÖÅȢ 

 Jobs created by female entrepreneurs and leaders, compared to the average rate 

for small and medium sized business, are usually much more reliable. But, on the other 

hand, according to the economic indicators, companies owned by women do not grow 

at such pace as companies founded by men do. This results from the costs made on 

development of employees, quality and relations. According to US data, "women" 

enterprises make less jobs redundant than the average for small and medium sized 

businesses. At the moment, there are no such data for Macedonia, but it is likely that 

the situation would be similar. 

 

3. RESEARCH METHODOLOGY 

 The aim of this paper is to find out about the awareness of the management staff 

about establishing higher criteria for advancement of female leadership in 

organizations and its impact on the efficiency of management and implementation of 

organizational goals and objectives. In the research, the techniques of surveys, 

interviews and content analysis are used. 

 The problem being researched in the present paper is the unjustified lack of 

involvement of women leaders in the decision making processes. 
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 The phenomena, subject of research in this paper, is the promotion of female 

leadership and the role of the woman - leader in the efficient management and business 

organization. 

 

3.1 Research sample, techniques and measuring instruments  

 The research was conducted on a representative number of 130 respondents 

from the public and private sectors. The target groups were managers (52 

respondents) and employees (78 respondents). The following techniques were used in 

the research: surveying, analysis and synthesis, as well as comparative and descriptive 

method. The measuring instruments used in this research were questionnaires for 

each target group of respondents and opinion scale (Table 1, Appendix 1). 

 

3.1.1 Characteristics of the companies:  

1. Type of company: 

- Public company / institution = 6 

- Private company = 18 

2. Size of the companies based on the number of employees: 

- Up to 9 employees = 10 companies 

- From 10 to 50 ÃÏÍÐÁÎÉÅÓȭ employees = 9 companies  

- From 51 to 250 employees = 5 companies 

 

3.1.2 Characteristics of the respondents:  

1. Status: 

- Founder of the company = 40 persons 

- Top Management = 4 people 

- Middle Management = 8 persons 

- Employee = 78 people 

Out of the total of 52 people - managers (founders, top management and middle 

management): 39 women and 13 men. 

2. Level of Education: 

- Primary education = 0 

- Secondary education = 24 

- College education = 31 
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- Higher education = 70 

- Master/PhD degree = 5 

3. Gender: 

- Men = 42 

- Women = 88 

4. Age: 

- Up to 30 years. = 12 respondents 

- 31-45 years. = 41 respondents 

- Over 45 years. = 77 respondents 

 

4. RESULTS 

            The following hypothesis has been elaborated in the present paper: Setting 

higher criteria for advancement of female leadership in the organization, will directly 

affect the efficiency of the management and the accomplishment of organizational 

goals and objectives. 

            Indicators : Answers to the questions, i.e. statements related to the criteria for 

female leadership advancement. 

Independent Variable : Setting criteria for the advancement of female leadership. 

Dependent Variable : Effective management and operation. 

 According to the research results, the attitudes of managers and employees in 

terms of the independent variable, Table 2 (Appendix 1) covers the questions i.e. 

statements 7,8,9 for the employees and 7,8,9 for the managers of the questionnaire 

enclosed herein as Table 1 in Appendix 1. The continuum line for the independent 

variable is 2,6730.... which indicates sufficient results and shows that employees and 

managers have not yet established sufficiently higher criteria for professional 

development. 
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Figure 1. Qualitative changes of the independent and dependent variable 

 
 The dependent variable refers to the attitudes of employees and managers 

about how the setting of higher criteria for the female leadership advancement in the 

organization increases efficient management and operation. The dependent variable 

in Table 2 (Appendix 1) is covered under questions/statements No. 10,11,12 for the 

employees and No. 10,11,12 for the managers of the questionnaire. The continuum line 

is 3,77, i.e. on the scale of values, it is considered a good result (Fig.1), representing an 

improvement of female leadership in the organization. 

 The foregoing leads to conclusion that the independent and dependent variable: 

¶ on the scale of values, are ranged between 2,67 and 3,677, 

¶ have a relatively good match and show a good result, 

¶ in conditions of relatively low value of the independent variable (2,67) in 

practice, the dependent variable results are in a good value (3,77), which 

proves the feasibility of investing in higher training criteria, 

¶ prove the set hypothesis true - setting higher criteria for advancement of 

female leadership in the organization will directly affect the efficiency of the 

management and the accomplishment of the organizational goals and 

objectives. 

0 1 2 3 4 5

1

2

1-Independent variable

2- Dependent variable

Series1 2,673076923 3,77991453

1 2
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 In addition to the explanation about the values of the independent and 

dependent variables, we herein state that low values indicate rejection of the set 

hypothesis and, on contrary, relatively high values indicate proving of such hypothesis. 

 In addition, the following text is a brief explanation of the data in Table 2 and 

the method of calculating the values of the independent and dependent variables: 

Column 1: Type of respondents (employees and managers), 

Column 2: Ordinal number of the question from the questionnaire presented in Table 

1 in Appendix 1, 

Column 3, 4, 5: Answer to the respective question ("yes," "sometimes" and "no"), 

Column 7: Total number of answers to the respective question (for employees 78, for 

managers 52), 

Column 7, 8, 9: The number of answers "yes" and "sometimes" are multiplied by 5, i.e. 

3, 

Column 10: Sum of the values from columns 7, 8 and 9, 

Column 11: The amount in column 10 divided by the amount in column 6, 

Finally, the value of the independent i.e. dependent variable is the sum of the amounts 

in column 11, for all answers (in this very case 6), divided by the number of questions 

(6). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 






























































































































