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Abstract: 

In this paper, the authors present a proposed model for the evaluation of the efficiency of the course of a group 
decision-making process. It is a proposal for the structure and the ties between the elements of a model system and an 
analysis of its behaviour. Based on knowledge of the elements of the model and their ties and behaviour, it is possible to 
assess the efficiency of the course of the induced group decision-making process.  In reaction to the identified reality, it is 
then possible to propose and implement any correction in its course, in order to bring the course into correspondence with 
the model-derived effective behaviour of the system describing the course of a group decision-making process. By 
publishing these ideas, we wanted to stimulate discussion on the issues of analysed evaluation of the efficiency of 
implemented group decision-making processes, with the possibility of searching for ways to raise the level of efficiency 
achieved. 
 

Keywords: group decision-making process, efficiency, system structure and behaviour, perceived difference of opinions, 
group cohesiveness 

JEL Classification: M12, M54, J53 

Introduction 
Our investigation is oriented toward the creation of a model system for the evaluation of the efficiency of 

the course of a decision-making process, with a focus on the group decision-making process (decision-making in 
a group acting as a team). The style of decision-making also has a group character. The implementation of a 
group decision-making process within a company is expedient to initiate in the event of the occurrence of 
fulfilment and interconnection of certain preconditions (factors) associated with the conditions of the course of this 
process - see e.g. models by Vroom and Yetton (1973) and Vroom and Jago (1988). It involves, for example, a 
combination of the following conditions (factors) and their links: factor-wise, a high quality decision is required, as 
the head manager does not have sufficient information and expertise on their own to make a high quality 
decision, the objectives, methods of solution of the problem and even the criteria for their evaluation are not 
known, and the head manager is not able to obtain the information for their determination on their own; the 
decision made must be accepted by subordinates in terms of its feasibility, and remaining unknown is the 
probability of whether the decision will be accepted by the subordinates and whether the subordinates (co-
workers) of the head manager are oriented to fulfilling the company objectives. Under the conditions above (their 
status and links), it is representatively rational and to think in a group decision-making style.  
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Conclusion and further research activities 
Since decision-making is the most important component continuous function of the decision-making 

process, which is connected with all of the other component structural functions of this process, it appears to be 
important to monitor and evaluate the efficiency of the course of the decision-making process. That means 
evaluate (determine) the level of this efficiency, analyse the weaknesses in its course with the possibility of 
determining the measures for their solution, and thus achieve growth in the efficiency of the course of the 
decision-making process (processes) within business entities, thereby also increasing their efficiency in their 
business activities. 

Our research (whose content is presented in brief in this paper) also contributes to this what may be said 
to be strategic objective in the area of company management, and the necessity of continuing research work on 
this model system and the application of the gained insights in practice is evident. 

In the following, we want to define, at least briefly, further directions in the orientation of research activities: 
 By publishing our research considerations and insights, we want to initiate further discussion about the 

complexity of the model system we have presented for the evaluation of the efficiency of the course of 
the group decision-making process, along with obtaining further information, ideas to enhance the 
quality and functionality of the proposed model system, with the possibility of its further improvement, 
etc. 

 Carrying out primary research in companies related to the measurement of the level of individual 
variables of the constructed model system, together with obtaining data to verify the possibility of 
quantifying the level of efficiency of the course of the group decision-making process. 

 Verification of the anticipated target behaviour of the model system for the analysis of the level of 
efficiency of the course of the group decision-making processes in companies. 

 Determination of bounds for the levels of individual variables in the model that will ensure the 
attainment of the desired level of efficiency of the course of the group decision-making process (group 
decision-making style). 

 Investigating and formulating measures leading to the desired growth in the efficiency of the course of 
group decision-making processes in companies. 

It has already been pointed out that decision-making is the most important component continuous function 
of a complex management process. This component function (process) is applied in all sequential component 
functions of this complex process. This means that the efficiency of the decision-making process in organizations 
significantly affects the level of efficiency of the complex management process implemented by managers in 
organizations, and thus the level of performance of these organizations in all their functional areas. The 
examination and solution of the problems of the decision-making processes, with a target orientation of increasing 
their efficiency, is therefore of fundamental importance. Through their research activities, the authors of this paper 
are also striving to contribute in this sense. 
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Abstract:  
This article proposes a differentiated approach to the choice of regional strategies for the development of transport 

systems, due to the high differentiation of regions by existing and future cargo and passenger transportation, excellent 
geographical and climatic features, different population density. The author presents an approach based on the matrix 
"innovative improvement index of the transport system in the region" - "index of the regional development level", which 
justifies the direction of innovative improvement of transport systems, proposes the implementation typology of regional 
strategies for innovative improvement of the transport system. The concept "innovative transport system of the region" has 
been introduced. In contrast to existing approaches, it is formed based on implementation of the results of the scientific and 
technological progress, it provides consolidation of innovative features of system elements and represents a new level of 
transport systems aimed at solving problems of regional social and economic development. It is also a basis for the 
expansion and development of transport infrastructure in the region in the context of innovative changes in the economy. The 
role of innovative changes in the transport infrastructure of the region is determined. The author examines the mechanism of 
pre-active adaptation of the transport infrastructure to innovative changes of the economy, which consists in search 
determining the objectives and forming alternative scenarios for the transport infrastructure development, which ensures 
strategic effectiveness of the social and economic development of the region. 

Keywords: socio-economic development of the region, transport infrastructure, innovative transport system. 

JEL Classification: L91, O18, P25. 

Introduction  
Socio-economic development of the region is directly linked with the development and operation of a 

highly efficient transport system, which, in turn, should create favourable conditions for the continuous transport 
process with positive dynamics of development. Given that each region has different potential and strategic 
directions, innovative improvement of the transport system will be different. 

In this article, the author answers the questions: What development strategy options of the transport 
system can be implemented in different types of regions? What is the place of innovative changes in the transport 
infrastructure? What is an innovative transport system? What is the mechanism of socio-economic development 
of regions based on target adaptation of the transport infrastructure to identified contradictions in development of 
the region? What are the formation stages of an innovative transport system in the region? 
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Conclusion 
The author would like to thank the international scientific community, the business community, as well as 

the administrative structures of the region for their assistance in the preparation and for their interest in this work. 
Special thanks to the East Siberian State Technological University, with the means of which this article has been 
prepared. 

Further research on this topic will be aimed at developing the organizational and managerial mechanism 
of introducing innovative transport systems into a regional transport infrastructure, at assessing the effect of the 
innovative transportation system on the social and economic development of the region, at elaborating the 
development strategy for the transport infrastructures of the regions with low population density and large 
territories. 
References 
[1] Akkof, R., Emery, F. (1974). On target-oriented systems. Moscow: Soviet Radio. 
[2] Ansoff, I. (2009). Strategic Management. Classic Edition. Saint-Petersburg: Piter. 
[3] Casti, J. (1982). Large systems: connectivity, complexity, catastrophes. Moscow: Mir. 
[4] Chuprov, S. (2012). Sustainability management of production systems: theory, methodology, practice. 

Second Edition, revised and enlarged. Irkutsk: BSUEL. ISBN 978-5-7253-2467-9. 
[5] Denisov, A., Kolesnikov, D. (1982). The theory of large control systems: a manual for students. Leningrad: 

Energoizdat. 
[6] Drucker, P. (2008). Classic works on management – Classic Drucker. Moscow: Alpina Business Books. 
[7] Gerlovin, I. (1990). Fundamentals of the unified theory of all interactions in matter. Leningrad: 

Energoatomizdat. 
[8] Mesarovich, M., Mako, D., Takahara, I. (1973). Theory of hierarchical multilevel systems. Moscow: Mir. 
[9] Meskon, M., Albert, M., Hedourk, F. (1998). Fundamentals of Management: Translation from English; under 

the editorship L.I. Evenko. Moscow: Delo LTD. 
[10] Porter, M. (2007). Competitive Strategy: Methodology for Analyzing Industries and Competitors: translation 

from English. Moscow: Alpina Business Books. 
[11] Sadovsky, V., Yudin, E. (Eds.). (1969). Research on the general systems theory: Collection of translations. 

Moscow: Progress. 
[12] Sandakova, N. (2013). Substantiation of regional strategies of innovative improvement of the transport 

system in the region. World discoveries. Economics and innovative education, Moscow, 8(44). 
[13] Sandakova, N. (2014). The innovative transport system – as a condition for development of the region. 

2W0200-LSJ (Life Science Journal), 4Life, 11(11). Retrieved July 23, 2014, from 
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf  

[14] Sandakova, N. (2015). Transport infrastructure in the region: methodology and practice of formation: 
monograph. Moscow: Publishing house "Vash poligraphichesky partner". ISBN 978-5-4253-0821-4. 

[15] Suslov, V. (2003). Economic development aspects of the Russian transport strategy: Scientific report. 
Russian Academy of Science. Sib. Branch, Institute of Economics and Industrial Engineering. Novosibirsk: 
IEIE. 

[16] Zainetdinov, R. (2005). Synergetic analysis of the innovation cycles in science, engineering and technology. 
Cycles. Proceedings of the VII International Conference, Stavropol, SKGTU, 1. 

*** Decree of the Government of the Russian Federation No. 1734-p. "The transport Strategy of the Russian 
Federation for the period up to 2030". (2008, November 22). Official Gazette of the Russian Federation dated 
December 15, 2008, No. 50, Art. 5977. 

http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�
http://www.lifesciencesite.com/lsj/life1111s/149_26183life1111s14_660_663.pdf�


Journal of Applied Economic Sciences 

*** Government Decree of the Russian Federation No. 1120-p "Strategy of socio-economic development of 
Siberia until 2020". (2010, July 5). Official Gazette of the Russian Federation dated August 15, 2010, No. 33, 
Art. 4444. 

*** Government Decree of the Russian Federation No. 319 "State program of the Russian Federation 
"Development of a transport system". (2014, April 15). Meeting of the legislation of the Russian Federation on 
May 5, 2014 No. 18 (part III). Art. 2165. 

*** The RF Government Decree No. 848 (edition of 28/04/2015) "The federal target program "Development of 
Transport System in Russia (2010-2020)". (2001, December 5). Official Gazette of the Russian Federation 
dated December 17, 2001, No. 51. 
 

 

  



Journal of Applied Economic Sciences 
Volume X, Issue 6(36), Fall 2015 

 

 

The Analysis of Significant Common Attributes of Websites in the Context of the 
Most Prestigious World Universities 

 
Radovan BAČÍK 

University of Presov, Faculty of Management, Slovakia  
Radovan.Bacik@unipo.sk  

 
Richard FEDORKO 

University of Presov, Faculty of Management, Slovakia  
Richard.Fedorko@unipo.sk  

 
Róbert ŠTEFKO 

University of Presov, Faculty of Management, Slovakia  
Stefko@unipo.sk  

Abstract: 
The aim of the article is to describe specificities of using e-marketing tools on the websites of selected 

internationally important institutions of higher education. The article summarizes the theoretical basis of Internet 
marketing, focusing on higher education institutions. Based on the research the article describes the current state 
of the use of e-marketing tools by the websites of the selected internationally important institutions of higher 
education. In addition, the article also provides the technical point of view on the issue. Another aim of the article 
is to evaluate the opportunities this issue brings for marketers and it also shows its pitfalls.   
Keywords: e-marketing, website, higher education institutions, top universities  
JEL Classification: M30, M31. 
Introduction 

Online environment offers organizations a wide range of promo possibilities, easy dissemination of 
information about products, services or brand. Online environment represents an undeniable advantage and 
strong communication channel. It should be emphasized that funds invested in online marketing activities are 
negligible compared to other forms of promotion, and online advertising is accessible continuously. Targeting in 
the online marketing is much more direct than conventional methods. The high degree of interaction helps to build 
good relationships with customers, from this perspective Internet has introduced new types of communication 
rules in field of marketing that generates new dimension between customers and organizations through efficient 
relations affecting primarily reputation and image of the organization. The individual components of the marketing 
mix and online communication are areas that are very closely linked which significantly helps to promote new 
products and services, reach out to new target groups of customers and also helps to build a positive image. This 
form of communication has certain positive characteristics such as precise targeting, personalization, interactivity, 
usability of multimedia content, and easy efficiency measurability at relatively low cost (Šoltés 2013, Šoltés 2015, 
Szabo et al. 2013; Castro et al. 2004).  

These facts appear to be crucial from the viewpoint of their utilization in business sphere marketing 
activities, as well as in academic environment. There are authors who presents the opinion that institutions of 
higher education should be presented more outward, like it is with corporate brands (Pudło and Gavurová 2012, 
2013, Schüller and Chalupský 2012). According to the authors as Whelan & Wohlfeil (2006) or Maringe & Carter 
(2007) academics and managers of higher education institutions have to consider the marketing not as an outside 
idea imported from the business world, but as both a suitable logic and system for building up a higher education 
sector which meets the needs of home-based and international customers. 

In relation to this topic, numerous authors specialise in e-marketing communication tools, where the main 
focus is on website evaluation, e.g. Nielsen (2000), Bauer and Scharl (2002), Khan (2013). Their research 
focuses on the possibilities of the use of e-marketing tools for marketing communication and enhancing the 
quality of websites as well. Higher education institutions marketing is becoming increasingly debated issue. We 
meet with the opinion of the authors (Kaplan and Haenlein 2010, Krombholz et al. 2012; Durkasree and Ramesh 
2011, Carlos and Rodrigues 2012), that marketing does not belong to this field, since comparing institutions of 
higher education to profit-seeking organizations is, at least, unethical. On the other side there is an opinion that 
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has explicitly positive attitude and argues in favour of marketing management of organizations. The development 
of the society and the development of management and marketing training of organizations caused greater 
awareness about the marketing among public and also private institutions of higher education.  

We can agree, that higher education institutions are focusing primarily on providing services similar to 
other market subjects, where the students represent the customers who realise their buying decisions, it is the 
choice of an educational institution based on available information, as well as the image (Shanka, Quintal and 
Taylor 2006). 

The current image of a higher education institution is commonly based on its earlier reputation and at the 
same time displays relative stability. For this reason, change can only be effectuated by long-term and patient 
work. The image is influenced by subjective and also objective characteristics of the selected higher education 
institution. In case of objective features, their change is very complicated (Světlík 2009). In many cases, it 
requires increase in the marketing budget (Michalski 2014).  

Notional physical distance is overcome in environment of the Internet with ceaseless communication using 
organisation website and other tools of e-marketing (Belch and Belch 2007, Keegan and Green 2008). We can 
find many authors concentrate on these issues, such as Hew and Cheung (2013), Rahimnia & Hassanzadeh 
(2013), Gray et al. (2013), Krombholz et al. (2012), Durkasree and Ramesh (2011), Michalski (2010) and Kaplan 
and Haenlein (2010), Bauer and Scharl (2002). 

Based on the above and on research carried out in this field, the aim of this paper is to describe the 
findings of the research aimed to identify common significant attributes of the websites of few internationally 
important higher education institutions as well as to describe the findings of the analysis focused on technical 
implementation of their web sites. 
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Conclusion 
It is common that the quality of higher education institutions is not sufficiently manifested in their marketing 

activities, as is the case of the Internet environment. We agree with author Štefko (2003) that many researches 
increasingly point to the fact that high quality and respected higher education institution is mainly the product of a 
good management that is not afraid to change established stereotypes and also understands the institution as an 
entity which has to be efficient and active in field of marketing. 

It should be emphasized that in the context of the research we identified a greater number of common 
attributes shared by surveyed websites. The reason for their absence among the most important factors is the 
fact that their character is highly generic / generally applicable when creating a website. It is mainly about design 
and content elements such as horizontal navigation menu identified in 80% of educational institutions or the 
presence of the search option in the top right corner of the web page, which was identified in 95% of surveyed 
websites and so on. The opportunities offered by online Internet environment to educational institutions generally 
represent the creative possibilities of using a wide variety of marketing tools which, in conjunction with the 
website, can be characterized as a cost-effective. Furthermore there is the possibility of immediate progress 
monitoring, and its management in real time. These facts push the online environment of the Internet as a 
medium to the fore against traditional media and forms of advertising. Internet thus becomes undeniable tool in 
building a positive image and reputation of any organization. 
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Abstract.  

This article examines the impact of economic integration on national economies of the Customs Union. Scientific 
works of both domestic and foreign authors were reviewed and analyzed for this purpose. The study showed that in a 
globalized economy, the regional economic integration is an important factor in strengthening the interaction and 
interdependence of countries in the regions, which resulted in the national economy moving to a new level of development. 
The positive and negative effects of integration are revealed. The rationale for the development of innovative ways of 
integrating the economies of the Customs Union member states and forming a single economic space is provided. The 
experience of successful integration associations of the world and the prospects of development of relations between the 
member states in the format of the Eurasian Economic Union allow to consider the integration potential as a significant 
positive factor in economic development in the long term. The authors conclude that integration contributes to the formation 
of an effective model of adaptation to geo-economic changes occurring in the global economy and helps coordinate the 
participation of countries in solving global economic problems. Favorable prospects for increasing the global competitiveness 
of the Eurasian Economic Union in the field of innovation and investment policy are due to the presence of a potentially large 
market of the Union, existing technical structure, common tasks of reform to modernize the economy and strategy of 
development of industrial enterprises and production. Based on the analysis, the priorities of further deepening of the 
integration process of the three countries under the conditions of building the Customs Union were identified 

Key words: integration, the Customs Union, innovative development, competitiveness of national economies. 

JEL Classification: F15. 

Introduction 
The novelty of this work is determined by the fact that the processes of integration in the world economy 

are today one of the basic laws of the development of economic relations, but at the same time one of the main 
ways to increase the problems caused by globalization. Benefits, which are resulting from the integration and 
incorporation of economic potentials of the states with the aim to obtain the effect of the development of national 
economies, allow to build an entirely new strategy for economic and trade cooperation, largely restore the broken 
bonds and create new mechanisms of interaction, which would correspond to the modern geopolitical realities 
(Atarov and Sandu 2014). 

International experience shows that integration contributes to the formation of an effective model of 
adaptation to geo-economic changes taking place in the global economy and helps coordinate the participation of 
countries in solving global economic problems. Favorable prospects for increasing the global competitiveness of 
the Customs Union member states in the field of innovation policy are determined by the presence of potentially 
capacious market of the Community, the current technical structure, the common tasks of reforms aimed at the 
modernization of the economy, the development strategy of industrial enterprises and productions. 
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The need for modernization of the economy is closely linked to innovations, which ensure the quality of 
investments (Romanova and Noskova 2014, Noskova and Romanova 2014). The central task of the Customs 
Union member states is the formation of a new innovation policy that would integrate scientific, technical, 
economic, financial and organizational capacities of the countries in the field of innovation.  

The task of this work was to validate the innovative aspects of development of the Customs Union under 
the new economic conditions, evaluate the prospects of development of the Customs Union member states and 
define the priorities for cooperation between Russia, Belarus and Kazakhstan in the process of deepening 
integration processes. 
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Conclusion 
The phenomenon of integration is of particular importance in today's globalized world economy and 

general liberalization of economic policy. The integration makes it possible not only to expand markets, reduce 
transport and customs costs, but also to stand together against external threats of various kinds, combine 
different resources to implement large and strategically important projects and reforms. 

The emergence of trade effects and the development of investment cooperation are only the first steps in 
the development of integration processes in the Customs Union member states. And, therefore, the integration 
between the member states of investment cooperation should be expanded to other areas. So, an important 
direction (and of the most priority in the long-term prospect) must be the integration of scientific and technological 
potential. Implementation of joint scientific and technological projects, the integration of the Russian, Belarusian 
and Kazakhstan’s sectors of research may be much more important by its significance than just the development 
of mutual trade. A high significance should be given to the qualitative development of innovative, scientific, 
technical, financial and other relationships between the countries of investment cooperation – these are just the 
first steps in the development of integration processes in the Customs Union member states. 
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Abstract 
Infrastructure is widely recognized as a key ingredient in a country’s economic success. However many issues 

surrounding infrastructure management are not well analysed. This paper assesses the performance of rail infrastructures 
management. Focusing on key European countries this study monitors the factors directly related to the effective allocation 
of resources. Results suggest that the outperforming system is the Swedish, characterised by reduced cost, and the 
German, marked by significant scale economics. The Italian case follows these two. The expenses for running the Spanish 
infrastructure are relatively low but this advantage is outweighed by weak traffic. If on one hand the cost of the British 
network appears to be above the average, on the other hand it is compensated by the intensive use of the network. The 
French infrastructure presents an average production cost along with moderate productivity; a remarkable average loading 
makes up for this performance gap. Main limitations stem from the fact that the railway industries and their development 
greatly differ across European countries since the infrastructure were built on national bases. This study serves as an entry 
point to further assessments and evaluation of the efficacy of policies regarding the management of rail infrastructures in 
Europe. 

Keywords: rail infrastructure, productivity, utilities regulation, transportation, network industries. 
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Introduction 
In the early and mid-twentieth century, many countries, especially in the developing world, sought to 

provide utility services by forming state-owned monopolies. Restructuring the industry generally involves the 
separation of the potentially competitive portions of the sector from the non-competitive or natural monopoly 
portions and the guarantee that non-discriminatory access of rivals to the non-competitive portions, which should 
be considered essential facilities. This separation of competitive from non-competitive may be accomplished 
through structural separation, functional separation, or unbundling. Railway companies used to exercise both 
infrastructure and transport services in almost all of the European countries. This structurally rigid supply, 
exacerbated by a series of other factors, started at the same time of/as the development of the EU railways and 
lasted until the Swedish reform process through which the separation began, i.e. 1988. In such market conditions 
the output corresponded to levels of traffic. Although scholars have considered a variety of regional models 
relating to infrastructure productivity, in many cases these models are formulated without taking into consideration 
spatial interactions (Kelejian and Robinson 1997). Therefore, reliable and comparable information on the cost and 
output of the rail networks is essential. We develop this idea in detail in an effort to determine what kind of 
improvements are called for, to analyse how other infrastructure managers achieve their performance levels, and, 
to provide policy makers with consistent information.   

More specifically this study reconstructs comparable industrial and economic data for measuring the 
productivity and cost of rail infrastructure networks over a five year period. The key industrial data used for this 
paper are: rail network length (tracks), distance (train-km) and the traffic unit transported, whether measured in 
terms of passenger-km or ton-km. The indicators stem from analysis focused on six key European rail 
infrastructure networks as per extension and traffic levels i.e. Germany (DE), France (FR), Great Britain (UK), 
Italy (IT), Spain (ES) and Sweden (SE). Despite significant regional variation both between and within different 
markets, most of the data are comparable. Our results suggest two outperforming networks: Sweden and 
Germany, the Italian case is ranked third. Figures coming from the Spanish, British and French cases show 
mixed results. Although this paper used different types of information to reach its conclusions and the terms of 
reference were adequate, major challenges, especially of data availability was faced. The foremost benefit of this 
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analysis is to support decision making by providing facts and judgements about the efficiency, effectiveness, and 
thus sustainability of the rail infrastructure management in Europe. Such information is crucial for fine-tuning 
existing or planning new policies and for setting governmental priorities and allotting resources.  

The remainder of the paper is organized as follows: In the first section, we discuss the output and 
productivity of rail infrastructure networks. We then discuss the methodology for calculating the unit costs of 
railway networks. This is followed by a survey of total cost, unit cost and productivity of rail infrastructure 
managers, our assessment follows, and we conclude with a discussion of implications. 
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Concluding remarks 
The last decade has seen significant developments in the liberalisation and deregulation of the railway 

industry in Europe. One characteristic has been vertical disintegration and the separate regulation of previously 
state-owned companies. 

This study has focused on the measurement of the quality of rail infrastructure managers’ policies, 
infrastructure output and productivity. The objectives of the benchmarking have been targeted to determine what 
and where improvements are called for and to analyse the determinants of high performance levels in those 
organisations that have been shown to maintain high quality standards in their service delivery. That is why this 
paper has founded worthwhile to reclassify, using homogeneous criteria, the income statements of six European 
rail infrastructure managers. In an effort to fine-tune the analysis the paper has also rebuilt the traffic data in these 
countries in order to compute productivity and cost indicators for the rail infrastructure networks.  

The results, based on indicators of unit cost, suggest that the two most productive rail network is in 
Sweden, with a network that is efficiently managed leading to reduced cost, and Germany, which has a network 
characterised by significant rail traffic, which is then able to improve productivity and to bring down the unit cost. 

The Italian case is ranked third among the six networks and is also to be considered the only rail 
infrastructure in which traffic and productivity have increased while the production cost has decreased. The 
remaining three networks show mixed results. The cost of the Spanish rail network is relatively low but this 
advantage is eroded by weak traffic. Great Britain has a rail infrastructure that is fairly expensive in terms of 
production cost and this factor is only partially offset by an intense circulation.  

The French network, finally, has a production cost in line with the average, along with aproductivity below 
the average in terms of trains per km of rail track and where only a higher average train load can rebalance this 
situation. Sweden deserves some additional considerations being that it has been shown to be the most 
sustainable in this study, and is therefore considered the benchmark for all the others. Being that the low Swedish 
network cost is only partly offset by the productivity of the network, one lower than the European average, 
Sweden is a case of high interest that should be investigated in depth to verify how the mentioned performance 
stems from an organisational model unique in Europe.  

The Swedish model is characterised by (i) public management that is integrated with the management of 
the road network by the public agency named Trafikverket; (ii) outsourcing of line maintenance where 
maintenance services are assigned via an efficient system of tenders; and iii) flexible organizational structure. 
The strong performance of the Italian infrastructure was made possible both by the reduction of production cost 
and through an increase in traffic, particularly in the liberalised segments. The above statements also provide 
support for policy. The incentive for managers to pursue activities that reduce costs will depend on the rewards 
that they receive from any cost reduction. The higher benefit of any cost reduction the higher (and socially 
desirable) the incentives to pursue activities that reduce costs, and vice versa. This paper has political 
implications for regulatory bodies since it has provided pieces of information to serve them in issues such as the 
regulation according to objective criteria to improve performance. On the basis of the results obtained, regulatory 
bodies are supported in establishing clear and consistent objectives through a strategy of growth, investment and 
repercussion that the services provided generate on the general wellbeing. 
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Abstract  
The article describes the whole long period of reform of the economic system of the People's Republic of China, 

which has led to the emergence of the "Chinese model" of the economy. The periods of the planned economy and market 
economy in China were highlighted and analyzed by stages. The period from 1949 to 1978 was considered a "period of the 
planned economy" of China, where four phases was distinguished. The problem areas of the planned economy period were 
highlighted according to the following parameters: internal environment, state enterprises, and state policy. The period from 
1978 to the present is described in the article as a period of market economy, where three phases are distinguished. The 
authors consider the basic most important events in chronological order, both in political and in economic terms, which made 
it possible to generalize the experience of reforms and give an answer to a question of what the "Chinese model" of the 
economy is. The approach proposed by the authors allowed to identify and justify the individual directions of the "Chinese 
model" of the economy and to identify their characteristics and potential for use in other countries. The analysis of 
the periods and stages of China development makes it possible to state that the "Chinese model" of economy is unique and 
is a model of flexibility in governance, which combines centralized management and market mechanism. 

Key words: economic reform, government regulation, Chinese economic model. 

JEL Classification: P11, P21.  

Introduction 
Economic reform and the "policy of openness" held in China for the past 30 years has made it possible for 

China economy to achieve great progress. The question arises: what is the "Chinese model" of economy? What 
features of the economic reforms should be considered, what conclusions can be made on the basis of 
experience of the reforms for a sufficiently long period of time? 

After the founding of the PRC, there have been several economic reforms in the country. The analysis 
shows that it is quite difficult to distinguish specific stages of development of the PRC economy, and the opinions 
often diverge in various studies, as it is difficult to adopt a common standard for a certain period. In general, 
the approach is applied where historical periods in the economy of the whole society are distinguished on the 
basis of the change in the mode of production, and the decisive factor in the allocation of a certain stage is often 
the transformation of the national economy. "In addition, the political event and a special "movement" is also often 
a turning point in the development of the economy" (Juan Chzhilyan 2005), for example, the Chinese Cultural 
Revolution. 

The analysis shows that the "Chinese economic model" covers four main development trends that are 
interdependent. In the literature, these trends are presented as separate models (Juan Chzhilyan 2005), but if we 
take a look at the Chinese model of economy as a whole, it is better to treat these components as "development 
trends". The authors have attempted to critically analyze the existing trends. 
Method 

In this article, the main method of research was the historical analysis of the process of reform of 
the economic system in China for the last half of the past century. In this, transformations are analyzed taking into 
account the peculiarities of the approaches of Chinese researchers and economists to defining certain categories 
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of the economic system, which contributes to the elucidation of the general trend of specific steps of the 
economic reform to strengthen the economic system with the specific nature of China. 

In the study of the features of the theoretical concept of the PRC national economy, the authors proceed 
from the fact that the concept of reform was based on three points (Wei Xi Hong, 2004): 

 continued political foundations of society; 
 consideration of national specificities; 
 verification of the theory of reforming the economy through business practices. 
The specifics of the Chinese theoretical platform are to combine modern market economic concepts with 

the current interpretation of the political economy legacy of Karl Marx and Vladimir Lenin. The focus of the theory 
of political economy in the PRC is on the analysis of the social aspects of development of the national economy. 

The Chinese scholars and ideologists of economic reforms are Dan Honsyun, Xu Tszoshe, Tsai 
Zhentsyun, Xu Tszytse, Tsai Zhentsyun, Luyu Xuan, Liu Guoguang, Liu Tszunsyu, Peng Neytyan, Song Tao, Sun 
Ju, Wu Dakun, Wu Chzhenkuy, Chen Xiaoxing, Ho Chzhentsin, Cheng Syushen et al. Chinese scientists 
conducted a comparative study of the economies of several countries at the beginning of the process of reforming 
the economy. Therefore, China's reform is based on a comparative analysis of the evolution of the sectors of the 
economy of various countries to determine the parity of their development (Wei Xi Hong 2004). 

Simultaneously, in the framework of world economic relations, the Chinese scientists have carried out 
an analysis of the development of national economies, and their results were compared to highlight the positive 
factors that improve economic development rates and accelerate the country’s movement to the level of 
advanced countries of the world (Wei Xi Hong 2004). 
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Conclusion 
We have tried to retrospectively examine and analyze the whole long process of reform in the People's 

Republic of China in this article. The analysis of the periods and stages of development of China makes it 
possible to state that the "Chinese model" of economy is unique and is a model of flexibility in state governance, 
which combines centralized management and the market mechanism. 

Naturally, negative aspects are also shown in the process of functioning. State intervention in the 
economy often crosses certain limits of market regulation, market mechanisms stop working, and the province's 
economy cannot ensure the normal development of the region, which leads to debt bondage of the regional 
economy from the center (Di 2010). The excessive state intervention in the economy is particularly felt in 
comparing various regions of the country; thus, the main regions of China are in a socialist regime, while regions 
such as Hong Kong, Taiwan and Macao, due to the current political causes, are developing as the free markets. 
Thus, the direct state intervention in the market economy has become one of the reasons for the dependence of 
the provinces’ economy from the center. 

The main task of the new reform is the transformation of the "Chinese model" of economy into the system, 
and work in this area is just beginning, which makes it possible to adjust, modify the "Chinese model" and as 
a consequence, assign it a new path of development. The "Chinese model" of economy remains topical and 
interesting for the economies of all countries of the world. On the basis of generalization of the historical 
experience, by studying and analyzing the contradictions arising in the course of practice, the "Chinese model" of 
the economy can be improved, adapted and applied in other countries. 
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Abstract: 
In the last 50 years, amalgamation processes have been carried out in most European countries with the aim of 

consolidating the settlement structure. The main targets of such reforms have been the cost advantages as well as the effort 
to improve the quality of public services. The Slovak Republic belongs to one of the countries with the most dispersed 
municipalities within Europe, where 67% municipalities have a population of 1,000 or under. This paper deals with the impact 
of a municipality’s size on its economic performance. It summarizes the results from empirical studies and also includes an 
analysis of selected financial indicators in municipalities of various sizes in Slovakia. The results confirm the impact of a 
municipality’s size on its economic performance. 

Keywords: economies of scale, municipalities, amalgamization, public services, economic performance. 

JEL Classification: H71 

Introduction 
The settlement structure in Slovakia is one of the most dispersed within the EU member states and is 

marked by a large number of small municipalities. During socialism between 1950 and 1989, the number of 
municipalities in Slovakia was reduced from 3,344 to 2,698. After 1990, major fragmentation took place and the 
number of municipalities was increased to its current 2,891. Almost 67% of the municipalities have a population of 
less than 1,000 and they only represent 17% of the total population. (Statistical Office of Slovak Republic, 2014) 
In contemporary Europe, only several countries have not initiated the amalgamation of small economically 
inefficient municipalities such as the Czech Republic and France. Between 2002 and 2005, administrative and 
fiscal decentralization took place in Slovakia. A communal reform was also planned and should have resulted in 
territorial amalgamation although this has yet to be implemented. While decentralization has created a basic 
financial framework for the development of governmental competences of municipalities, further development has 
been limited by the atomized settlement structure.  

Generally, small municipalities have a problem to produce real tax incomes as they depend to a certain 
degree on the balancing and transfer from central budgets. This is reflected through the low efficiency of local 
public services and high administrative costs. However, there is a different situation in Slovak towns. In towns 
(According to Slovak legislation, town means a municipality with a population of more than 5,000. Currently, there 
are 138 towns out of 2,891 municipalities) more public services are provided and there is the added pressure of 
effective provision. However, empirical studies have suggested that the economies of scale may not be a clear 
result of the amalgamating processes. Thus, it is very complicated to determine the optimum size of a settlement 
unit.  

The aim of this paper is to analyze the economic performance of small municipalities in Slovakia. The 
paper is divided into two parts. The first part contains a summary of the theoretical knowledge about the optimum 
size of local governments and economies of scale. The second part contains the outputs of analyzes in the 
Slovak Republic. 
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Conclusion 
It is evident from the empirical studies that the desirable economies of scale are not clear in the case of 

territorial amalgamation. Yet, in spite of that, the positive effects of municipal reform have been presented and 
particularly with respect to improving the quality of public services. The analyzed theoretical and empirical studies 
show that the criticism is based mainly on the following. Firstly, every self-governmental unit is a dynamic, 
complex and unique system from the aspect of its social and economic characteristics. It is not only the number, 
but also the structure of the population, the climatic and other geographical conditions. Therefore, it is difficult to 
determine the optimum size of local governments on a general basis for the whole national territory. Furthermore, 
there are different production functions for each type of public service and the „plant-specific“ effects. In view of 
this, when the amalgamation process is prepared in Slovakia, it will be required to carry a qualitative analysis as 
well as a quantitative one.  

In terms of the selected financial indicators, the financial conditions in various sized municipalities have 
been analyzed. Thus, the size of a municipality affects its economic performance. From the analysis of indicators, 
it can be seen that better values of the monitored indicators in larger size categories of municipalities were found. 
In the researched group of 145  municipalities in Košice with a population of between 0 and 10,000,  financial and 
tax power rose with a rising number in the population while the rate of self-financing fell. This is due to a higher 
share of transfers and subsidies for the transferred competences in larger municipalities. The rate of subsistence 
was apparently not dependent on the size of the population and the debt capacity was clearly higher in the larger 
municipalities. The same applied for the gross and net asset power. The detailed review of the values in the 
selected size categories of the municipalities revealed relatively positive results for all indicators in the group of 
municipalities with a population above 1,000. Thus, it can be assumed that the critical level with low performance 
parameters is the municipalities with a population below 1,000.   

The analysis has confirmed that smaller municipalities have bigger problems with efficiency and have 
insufficient funds for the reproduction of their assets. This is reflected in the values of the capital incomes and 
expenditure of such municipalities. Their low credibility and little possibility to raise funds for their development 
activities represent a serious problem for these municipalities. This is connected with lower quality public 
services. From the foregoing, it is clear that the number of municipalities in Slovakia will have to be reduced. 
Thus, the issue of municipal reform in Slovakia is increasingly serious because the low economic efficiency of 
small municipalities affects the competitiveness of the whole Slovak economy. 
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Abstract 
The rapidly growing Russian national currency bond market is demonstrating attractive yield levels after global crisis 

2008-2009. A significant share of ruble bond issues has relatively low trading volume, so liquidity risk is of particular 
importance for potential investors.  

This article provides an analysis of theoretical approaches to the construction of bond liquidity integral indices and 
reviews existing practice in the Russian market. First, it compares methodologies of Russian investment banks (Trust, 
Gazprombank, Zenith and others) and a new cyclic algorithm introduced by Thomson Reuters Agency (TRLI 2015). In 
empirical part of our research Thomson Reuters’ integral indices of bond liquidity (weighted and non-weighted) are tested in 
the context of explaining the difference in yields of 1118 Russian national currency bonds outstanding (including government, 
municipal and corporate bonds). The multi-factor cross-sectional regression analysis results show that the influence of both 
Thomson Reuters liquidity indices on Russian bond yields is fairly stable. Duration and S&P rating also exert stable influence 
on bond yields. The non-weighted liquidity index has better explanatory power than the weighted one. 

Keywords: Russian bond market, liquidity indices, bond returns, YTM 
JEL Classification: G12 
Introduction 

Liquidity of a financial asset is an important characteristic determining its investment attractiveness (Chen 
et al. 2007, Chordia et al. 2005, Schultz 2001, Tychon and Vannetelbosch 2005). Depending on an asset liquidity 
level an investor faces certain risks of loss in the situation demanding immediate trading position closure. For 
instance, there may be financial losses in case an asset sale price turns out to be lower than the price at which it 
was purchased, even if its median price for the day or certain period considered is even higher than the price of 
initial purchase. Traditionally this risk of suffering losses in trading due to low liquidity is called liquidity risk. As 
may be expected the lower the liquidity of an asset the higher is the yield investors demand to compensate for 
this risk. The investigatory task arises from the fact that liquidity is a very multilateral concept and providing a 
quantitative integral index for ranking asses (bonds, in our case) by their liquidity is far from easy. In this article 
we shall compare such bond liquidity indices that are already presented in literature and used by practical 
analysts in investment companies, as well as analyze new liquidity index, offered by Thomson Reuters analysts 
for Russian market, in its explanatory potential for differences in bond returns (yield to maturity, YTM). 

Our motivation is related to the fact that different investment companies develop their own techniques for 
bond liquidity indices. A wide range of original techniques is considered in academic literature. The question 
‘which approach does better explain differences in bond returns?’ is open to discussion. 

The objective of our research is to test new Thomson Reuters’ integral indices of bond liquidity in the 
context of explaining the differences in bond returns (YTM) in the Russian market. This paper is organized as 
follows. Literature review is given in Section 2. Investment companies’ approaches to building integral liquidity 
indices for the Russian bond market are compared in Section 3. Section 4 introduces hypotheses of our research 
and describes empirical methodology and data. Regression analysis results are given in Section 5 and 6. Finally, 
our conclusions are presented. 
Literature review. Previous researches regarding bond liquidity indices 

Liquidity is a complex characteristic of financial assets. Some papers are devoted to equity markets 
(Amihud et al. 2005). Most specialists underline its general property - rapid transformation of asset into money. 
The less time it takes to strike a deal, the more liquid the asset is. But this is only the first approach towards 
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understanding this complex issue (Longstaff et al. 2005). The second matter is forming a system of indices or one 
integrative index to measure assets’ liquidity (in our research it will be bonds) for solving a variety of problems. 

Following Pastor and Stambaugh (2003) we spell out four following projections in liquidity: time, trading 
volume, costs and price of an asset. Specifying liquidity characteristics allows us to put forward the following 
definition: bond liquidity means the ability to buy or sell this or that bond in relatively big quantities (considering 
specific features of any given market) at a price close to the market one and without significant influence of 
transactions on this price. 

Comprehension of qualitative sense of four projections outlined allows us to propose quantitative 
measures for collating assets with respect to their liquidity. Depth shows possible trading volume without 
seriously affecting the price; tightness is connected with transaction costs and shows the distance between 
transaction prices and median market ones; resiliency reflects speed at which prices reach new equilibrium level 
after strong fluctuations caused by effecting major transactions; immediacy registers time necessary for 
transaction settlement. Each of projections presented is matched with a set of indices calculated, as a rule, on the 
basis of intra-day data of deals and “blotter” condition. 

However, calculating liquidity indices within the framework of projections specified does not constitute the 
final step for assets’ ranking. Further, transformation from quantitative to qualitative form is required to assign 
valid meaning to indices’ values. 

Recognizing trade turnover as key liquidity index has its traps, at some periods high turnovers cannot be 
the foundation for considering an issue liquid. Thus trading volumes may also be high in periods of low liquidity, 
for instance, in times of market recession and high price volatility. Moreover, we need to consider that high 
securities turnover is observed in periods preceding disclosure of information about companies’ incomes due to 
speculative demand. Díaz (2006) shows that high relative market turnover index reduces risk premium for bonds. 

The number of transaction for a definite period is the simplest liquidity index widely used in practice (Eltra 
invest company 2007, Micex rules for liquidity index calculation 2003, 2009 (Russia)). Big transaction numbers 
imply good trading activity and high liquidity (Biais 2007; Lawrence 2006). On the other hand, transactions 
volumes in highly volatile periods may increase even under low bond liquidity. The problem with this index is that, 
similar to trade turnover, it may signify both high liquidity and high market volatility. Han and Zhou (2006) showed 
strong correlation of this index with other liquidity indicators describing bond characteristics: issue volume, 
coupon rate, time after issue, time before redemption. So far as Russian market is concerned, there is practically 
positive correlation between the number of transactions at government bonds market and trading turnover. 

Another popular liquidity index is the number of missing prices (Lesmond 2005) and zero-yield days (or 
simply “zeros”). Dokhod investment company (Russia) uses proportion of trading days over a security to overall 
number of days in circulation as the basic liquidity indicator (Table 1). 

The next index traditionally characterizing potential investor costs is bid-ask spread. Amihud and 
Mendelson (1991) found positive correlation between bid-ask spread and bonds yield. But bid-ask spread index 
also has its limitations in practical use. Firstly, this index is good at diagnosing situation for small transactions 
volume, since big-scale transactions are, as a rule, conducted in negotiation mode and are, therefore, not 
reflected in recorded spreads. Secondly, big spreads are typical for volatile periods with increasing uncertainty 
about bond price. For example spreads tend to get narrower in periods preceding disclosure of important 
information about the issuer. 

Hui-Heubel ratio collates the difference between maximum and minimum prices over 5 last days and 
turnover coefficient over the same period (Sarr and Lybec 2002). We also meet such indices as: price volatility, 
Martin index, etc. (Aitken 2005; Ranaldo 2001). 

If analysts choose only one liquidity characteristic there is no need for transformation, since index values 
can be directly interpreted by liquidity level scale. A number of works support the position of choosing one key 
liquidity indicator and rank assets by it exclusively (Crabbe and Turner 1995, Dimson and Hanke 2004, Kempf 
and Uhrig–Homburg 2000, Chordia et al. 2000, Alonso et al. 2004). Russian Dokhod investment company 
estimates liquidity level by trading frequency index: the ratio of trading days over a security to overall number of 
trading over a period considered, while Trust investment bank (Russia) has developed its own liquidity indicator 
based on weighting quote volumes according to their bid-ask spreads. 

Chen et al. (2007) analyze influence of liquidity on corporate bond returns. They use Bloomberg and 
Datastream data to construct three different liquidity indicators: bid-ask spread, an indicator of zero liquidity costs 
(zero return method) and an indicator of transaction costs (LOT model). The sample consists of 4000 US high-
quality and high-yield bonds. Results show that there is a significant causal relationship between corporate bond 
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return (YTM) and three liquidity indicators: bonds with lower liquidity have higher spreads. Also, Chen et al. 
(2007) analyze dynamics of liquidity levels and bond spreads. Results of panel regression analysis (9 years) 
show that liquidity explains more than half of variation in corporate bond yield spreads. 

Chung and Hung (2010) build a semiparametric model for government and corporate bonds (from 1997 to 
2005, weekly data). They take difference between average yields of ‘recently issued’ and ‘more mature’ bonds as 
liquidity proxy. Convertible bonds and bonds with rating BB- and less were excluded from the sample. The 
objective of their research was to test explanatory power of liquidity in bond yield spreads. 

Fewer studies are devoted to analysis of influence of bond liquidity on their yields in emerging markets. 
Usually authors investigate US market and underestimate perspectives of emerging markets analysis. It is worth 
noting that the level of liquidity is directly related to the level of market development. Becaert et al. (2007) analyze 
19 emerging markets from 1993 to 2003. They use a number of liquidity indicators: their own integral liquidity 
index, trading volume turnover (total trading volume to total capitalization of securities), the number of days with 
zero trading volume. Indonesia market characterizes by the least level of liquidity (the maximal number of days 
with zero trading volume). 

Lepone and Wong (2009) investigate factors explaining differences in bond yield spreads in Australia’s 
market (from 2003 to 2007). The explanatory variables were similar to those chosen in (Collin-Dufresne 2001) for 
the US market. They construct SFF (standardized fund flows) liquidity indicator on the base of inflows in bond 
funds. SFF shows bond fund capital growth rate (the more capital growth rate, the more is the level of liquidity). 
Their regression model explains 60% of variation in bond spreads, but liquidity indicators have no significant 
influence on bond spreads in Australia’s market. This result is contrary to previous studies.  

Tarek (2009) analyzes relationship between corporate bond price and liquidity level for Tunisian market 
from 2004 to 2008. Liquidity level is measured as natural logarithm of issue volume (in mln dinars). Average bond 
duration is 2.5 years (from 0.2 to 5 years), issue volume varies from 2.3 to 3.4 mln dinars. Each year from the 
issue date reduces bond spread (between yields of corporate and government bond) by 2.5%, which corresponds 
to one of the hypotheses. But increase in issue volume by 1 mln dinars leads to increase in bond spread by 10%, 
this positive relationship contradicts to the other hypothesis. 

Dick-Nielsen et al. (2012) propose their own liquidity index. They analyze not only influence of liquidity on 
bond yields, but also elasticity measure and its dynamics in crisis periods. The sample comprises noncallable 
nonconvertible corporate bonds without put option and with fixed coupon from 2005 to 2009. By the principal 
component analysis Dick-Nielsen et al. (2012) defined the most significant indicator explaining bond yield spread 
– influence of deals on price. This indicator was first included in integral liquidity index. Then other factors were 
included in the integral liquidity index: transactions costs and their standard deviation. 

Houweling et al. (2005) consider different proxies to measure euro corporate bond liquidity (including 
issued amount, yield volatility, age, listed, etc.). Other sources of risk (interest rate, credit risk, maturity and rating 
differences) also were controlled. Houweling et al. (2005) confirmed significant liquidity premia in bond return for 
eight liquidity proxies. 

Aussenegg et al. (2015) analyze monthly excess returns for 23 Euro-denominated corporate bond indices 
and propose a new specification for bond asset pricing models. They also examine term and default risk factors 
and liquidity risk. They demonstrate different sensitivities of risk factors before and after recent financial crisis. 
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Conclusion 
The Russian bond market is one of the biggest in the world by stock exchange trading volume (95% on 

exchange trading, $184 billion on the end of 2014). Yield levels in the Russian bond market in 2014-2015 looked 
attractive to investors, given low return rates in the European and American markets (in euro and dollars). One of 
the important risk factors that prospective investors should consider is the difference in bond liquidity. Another 
factor of risk is currency risk. 

Liquidity is significantly different for government, municipal and corporate bonds. The share of bond issues 
with zero trading volume is high (340 from 1118 bond issues in March 2015). Our study analyzes several liquidity 
projections which can rank differently bond issues when constructing an integral liquidity indicator. Practices of 
major Russian investment companies in the bond market are compared. The empirical part of this investigation is 
devoted to testing of the explanatory power and the comparison of the two liquidity indices (the cyclic algorithm) 
proposed by Thomson Reuters analysts to Russian investors in 2015. 

Based on our multi-factor linear regression analysis, we can conclude, that the influence of variables built 
in liquidity ratios is fairly stable. The objective of our research is to test new Thomson Reuters’ integral indices of 
bond liquidity (TRLI 2015) in the context of explaining the differences in bond returns (YTM) in the Russian 
market. Among trade volume variables indices based on overall volume (main mode and negotiation deals mode) 
are preferable. On the whole they exert positive influence on YTM. If Thomson Reuters Liquidity Indices are non-
zero, the bigger they are, the lower the YTM. This fact corresponds to our research expectations and earlier 
studies. Thus, the first hypothesis is confirmed. 

One of the paradoxical results of our research is that bond’s YTM is lower under zero liquidity ratio. It may 
be caused by the influence of some unaccounted-for factors both on liquidity and on YTM. It follows that zero-
liquidity bonds (observations) form a separate group (separate cluster for analysis). 

In the Russian bond market, duration and S&P rating also demonstrate stable influence on YTM (influence 
of duration is significantly negative in all regressions). YTM values in rating category 0 (AAA, BBB, BBB-) do not 
differ from those in category 1 (BB+). In other categories YTM is higher though differences from category 3 (BB-) 
are statistically insignificant in some regression model specifications. 

The second hypothesis is confirmed: TR indices - Liq and Liq_w have different explanatory power. We 
come to the conclusion that Liq index explains the difference in YTM of Russian national currency bonds better 
than the weighted integral index Liq_w (over both samples, one including zero liquidity observations and the other 
excluding them). It should be noted that although YTM decreases with the growth of liquidity, it is lower under 
zero liquidity than under positive one (this result is paradoxical). 

Results of our research of Russian bond market coincide with the results of Amihud and Mendelson 
(1991), Houweling et al. (2005), Dick-Nielsen et al. (2012): the liquidity factor significantly affects bond returns 
(YTM) and bonds with less liquidity have a risk premium. Similarly, Chen et al. (2007) as well as Ericsson and 
Renault (2006) show bond illiquidity to be positively correlated with default risk and overall bond volatility. 

The new result of our investigation is that bonds with zero liquidity form a special cluster. Contribution of 
our paper is that we first tested explanatory power of new Thomson Reuters’ bond liquidity indices (TRLI) for a 
large sample of bonds outstanding in the Russian market (1118). The sample includes corporate, government 
and municipal bonds. The regression analysis results show that the influence of both Thomson Reuters liquidity 
indices on bond yields is fairly stable. 
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Abstract 

Global changes in the production technologies of goods and services are connected with the development of the 
innovation system. Spatial differentiation plays an important role for the Russian Federation. It is associated with the in 
homogeneous distribution of economic activity and the historically formed structure of the economy, which ultimately 
determine the inhomogeneity of the economic space and in the spatial differentiation of the innovation system as well. A 
presented method for evaluating and analysing the structure of the innovation system by region confirms a significant 
inhomogeneity of the Russian Federation subjects in terms of expenditures on technological innovations of organizations. 
The article presents the application areas of statistical tools for levelling the impact of economies of scale of the regions with 
excess expenditures. We proposed measures aimed at overcoming adverse conditions and barriers for the transition of the 
national economy to the knowledge-model within the innovation system.  
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Introduction 
Modernization and innovation development are crucial directions, the directions that determine changes in 

the socio-economic system of the Russian Federation. It is the state of the innovation system that determines the 
efficiency of the national economy, creates potential possibilities and determines long-term horizons of growth 
and development of the region' economy at the regional level. The potential of the innovation system becomes a 
determining factor in the creation of new and unique products and services, technologies and management 
practices, which in turn serves as a basis for increasing the competitiveness of economic subjects. (Potapov and 
Atanov 2010) 

The development of an innovative system is associated with social and economic development of the 
society, features of the demographic situation in the country. Development and implementation of measures 
aimed at improving the innovation system should be based on the analytical model that allows getting the long-
term forecast for the given parameters of development. Drawing up the analytical model of the innovation system 
requires a high-quality statistical data, development of the data processing technology, accounting for spatial 
features of the innovative development by the RF regions. In this regard, elaboration of the statistical research 
methodology for the status and development of the innovation system, as well as spatial differences, specific to 
the subjects of the Russian Federation, which influence the long-term sustainability of the system, becomes 
particularly relevant. 

A peculiarity of the Russian Federation, which must be taken into account, when carrying out a statistical 
research on the innovation system, is the incomparability of the conditions for the social and economic 
development of individual areas: natural and climatic conditions, availability of natural resources, transport 
accessibility. (Sadykova and Ochirova 2014) 
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Specified circumstances contribute to the urgency of finding ways to implement the strategy of innovations 
production and to improve the competitiveness of economic entities and regions based on that, which ultimately 
would lead to a decrease in the spatial differentiation by regions in terms of the innovation system development. 

Application of the "innovation" concept became widespread in the transitional economy of Russia. The 
application of the concept is associated with the designated concept of related notions: innovative solution, 
innovation process, innovation system, innovation etc. Modern theorists and practitioners of economics 
commonly refer to innovations as to the final result, which is implemented as: 1) new or improved product or 
service; 2) new or improved technological process. On the contrary, western researchers adhere more to the 
process approach more often. (Baranova 2012) From the point of view of the "result" approach, the term 
"innovation" is identical to the term "innovative product". On the contrary, from the point of view of the process 
approach, an innovation activity is an implementation of practical steps in the areas related to achieving 
innovation goals, i.e. introduction of new goods or services into production. It is also important to note that in its 
essence both of them are a process, however, it is the process of innovation that serves as a result of innovation 
activity. (Slepneva 2013) 

At an early stage, the result of the innovation process is primarily new unique knowledge (which is 
implemented as fundamental, basic technologies). At the next stage, a prototype or a trial model serves as a 
result of the innovation process. At the third, final stage, the result of innovation is the documentation that 
provides the state registration of intellectual property rights for single or mass production. Thus, each company is 
not only interested in selling the created unique product or service, but also in the ability to use the results of the 
innovation process by selling these results as a commodity. (Beck 1992) 

We selected specific features of the innovation activity that underpin the innovation system: uncertainty in 
the future and a related time lag between the creation and application of innovations; discrepancy between public 
and private effects; asymmetry of information, available to researchers, potential investors, consumers; 
substantial investment risks; strict requirements to recruitment and the state of a quality management system. It is 
important to note that peculiarities of the innovation activity may differ even for enterprises, operating in the same 
industry or in the same area. A part of enterprises is engaged exclusively in innovation projects (including the 
development and introduction of a new product or service); others mainly make changes to existing products or 
services, manufacturing operations and processes. 
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Conclusion 
Innovative activity of economic entities and their potential opportunities are important subjects for 

identification and analysis. At the level of the regional economy, there is a number of problems that are 
associated, primarily, with the presence of significant spatial differentiation of the innovation system of the 
Russian Federation.  

Objective reasons associated with the inhomogeneous distribution of economic activity, historically formed 
economic structure, which ultimately determine the inhomogeneity of the economic space, underpin the 
differentiation of the RF subjects in terms of the innovation system development. 

It is determined that the innovation activity features are the following: uncertainty in the future and a time 
lag between the creation and application of innovations, which arises from the former; discrepancy between 
public and private effects; asymmetry of information, available to researchers, potential investors, consumers; 
substantial investment risks; strict requirements to recruitment and the state of a quality management system. 

The presented method for evaluating and analysing the structure of the innovation system by region 
confirms a significant inhomogeneity of the Russian Federation subjects in terms of expenditures on technological 
innovations of organizations. To ensure proper distribution of the studied indicator, its values are converted by 
taking logarithms. The value of χ2 - criterion, calculated for the hypothesis on the correspondence of the test 
indicator distribution to the lognormal distribution, is in the confidence region. Converted values of the indicator 
correspond to the normal distribution law. 

The proposed method for regions classification allows obtaining the distribution values of the expenditure 
indicator of technological innovation, in accordance with the normal law, that is, taking into account the 
differentiation of regions with median expenditures to a greater degree. The centre of statistical grouping shifted 
from the average to the median value. The impact of the economies of scale of regions with excess expenditures 
is levelled. 

The resulting classification of regions allows us to formulate proposals for further development of the 
innovation system of the Russian Federation at the regional level, taking into account the unique features 
inherent in each subject. 

We determined basic contradictions and problems on the way to further development of the innovation 
system and construction of the Russian model of the knowledge economy. We proposed measures aimed at 
overcoming adverse conditions and barriers for the transition of the national economy to the knowledge-model 
within the innovation system. It is noted that such and similar state actions will contribute to further expansion of 
the innovation system. 
Acknowledgement 

The work was carried out as part of the research work No. 3790 within the basic part of the state task of 
the Ministry of educationand science of the Russian Federation in the field of scientific activity on the instructions 
No. 312/2015 for 2015. This work was supported by the BSU grant for young scientists 2015. 
References 
[1] Antohonova, I.V. (2014). Research on the regularities of territorial transformations in the recent economic 

history of Russian regions. Issues of Statistics, 9: 36-40. 
[2] Atanov, N.I., Potapov, L.V. (2013). The tendency in the socio-economic development of the Republic of 

Buryatia among 83 subjects of the Russian Federation. Bulletin of the Buryat Scientific Centre of the Siberian 
Branch of the Russian Academy of Sciences, 4: 178-184. 

[3] Badlueva, M.P., Ayurzanayn, A.B. (2015). The role of creative economy in the development of the socio-
economic system in the region in modern conditions. Bulletin of the Buryat State University, 2(1): 30-39. 

[4] Baginova, V.M., Nikolaeva, A.G. (2012). The cluster approach in the strategy of innovative regional 
development. Bulletin of the Tambov University. Series: Humanities, 3(107): 49-53. 

[5] Baranova, E.S. (2012). The ratio of categories in innovations research. Bulletin of the Trans-Baikal State 
University, 2: 125-128. 

[6] Beck, N. (1992). Shifting Gears: Thriving in the New Economy. Toronto: Harper Collins Publishers. 
[7] Belomestnov, V.G. (2012). Innovative industrial policy of the region. Economics, Statistics and Informatics. 

Bulletin of ERO, 3: 19-22. 



Journal of Applied Economic Sciences 
Volume X, Issue 6(36), Fall 2015 

 

 

[8] Chikov, M.V. (2013). The institutional mechanism of interaction between the government and large 
corporations as a factor in their innovative behaviour. Bulletin of the Tomsk State University. Economics, 
1(21): 47-54. 

[9] Egorova, S.V., Osodoeva, O.A., Vanchikova, E.N. (2014). The methodical approach to the assessment of 
regional economic development. Proceedings of the St. Petersburg State University of Economics, 4: 65-72. 

[10] Garicano, L. (2000). Hierarchies and the Organization of Knowledge in Production. Journal of Political 
Economy, CVIII, 874-904. 

[11] Khokhlova, O.A. (2005). The methodological aspect of the study on structural changes in the economy of the 
region. Regional Studies, 4: 83-99. 

[12] Munkueva, I.S. (2014). Knowledge as the most productive resource of the innovation economy. Bulletin of 
the Buryat State University, 2: 26-28. 

[13] Potapov, L.V., Atanov, N.I. (2010). Modernization, innovation and strategizing of the spatial development of 
the Russian economy. Spatial Economics, 4: 154-162. 

[14] Sadykova, E.T., Ochirova, G.Y. (2014). Resource assessment of the innovative potential of the region. 
Fundamental Research, 12-8: 1712-1716. 

[15] Saktoev, V.E., Haltaeva, S.R. (2011). State innovation policy: implementation mechanism. Russian 
Entrepreneurship, 4-2: 26-30. 

[16] Slepneva, Y.V. (2013). Assessment of the innovative development conditions of the regions. Creative 
Economy, 2: 119-125. 

[17] Tsyrenov, D.D. (2014). Assessment of the cognitive potential of the regional economy under the conditions of 
the knowledge economy. Fundamental Research, 3-4: 805-809. 

[18] Tsyrenov, D.D., Biliktueva, G.D. (2014). Statistical evaluation development of the cognitive asymmetry of the 
Siberian Federal District regions by the human capital level. Scientific Bulletin of Omsk, 3(129): 51-54. 

[19] Verkhovets, O.A., Puzina, N.V. (2007). Innovation activity of enterprises (on the example of the Omsk 
region). ECO, 3: 112-122. 

*** Information Society Commission. (2002). Building the Knowledge Society – report to government. Dublin: 
Information Society Commission. 

  



Journal of Applied Economic Sciences 

Investors’ Perspicacity of Risk Associated with  
Gold Exchange Traded Fund in India 

 

R. AMUDHA 
School of Management, SASTRA University, Thanjavur 

amudha@mba.sastra.edu 
 

CRESENTA SHAKILA MOTHA 
Training and Placement, SASTRA University, Thanjavur 

cresenta@sastra.edu 
 

S. SELVABASKAR 
School of Management, SASTRA University, Thanjavur 

selvabaskar@mba.sastra.edu 
 

R. ALAMELU 
School of Management, SASTRA University, Thanjavur 

alamelu@mba.sastra.edu 
 

S.T. SURULIVEL 
School of Management, SASTRA University, Thanjavur 

surulivel_st@yahoo.com 
Abstract  

In India, Gold is a preferred asset for its liquidity and appreciation in value. It can also be used against inflation and 
this glittering metal provides stable returns and easy marketability to the investors. Though conventional investment options 
like jewellery, gold bars and coins still exist, the people also prefer GETF. Gold Exchange Traded Funds (GETF) is another 
effective way to invest in the yellow metal and it is safest investment than all others. Primary data were collected from the 
investors who are already trading in equity shares and Gold ETFs and the secondary data were collected from NSE website 
for ranking the companies based on their NAVs and offers gold exchange traded fund (GETF). The investors’ behaviour on 
GETF is analysed by using tools like percentage analysis and Chi – Square Test. The study has also focused on the risk 
associated with return based on the Beta value and risk measuring tools like Sharpe ratio, Treynor ratio and Jensen – Alpha 
Measure. From the analysis, it is found that the investors are willing to purchase gold in the form of jewels, gold bars and 
others from retailers only, even though they are not much aware about the purity and other risks involved in the same. When 
purchasing gold in the form of jewels, gold bars, the investors may lose their value for money at the time of purchase and 
also during exchange. The investors who invest their money in gold for their future purposes are willing to invest in GETF. 
Finally, it is concluded that the investors may invest in GETF for their additional investment with the mutual fund companies 
which offers this type scheme by creating proper awareness about GETF to the investors. 

Key words: Exchange Traded Fund (ETF), Gold, Gold Exchange Traded Fund (GETF), Net Asset Value (VAN). 

JEL Classification: G11, G20 

Introduction 
Exchange traded funds (ETF) can be dealt in stock exchanges like common stocks and it facilitates the 

investors with the diversification of a mutual fund. ETFs are not directly sold to the investors and it is issued as a 
sponsor of underlying assets which are known as creation units. These units are bought by the authorised 
participants, known as market makers, specialist or institutional investors and place them in a trust. These 
authorised participants divide these creation units into ETF shares. These ETF shares will have a legal claim over 
the assets in the creation unit and then ETF shares are dealt in the secondary market at a premium or a discount 
to its actual worth. The distinction between the ETF and a unit of an open-ended mutual fund is that the units of 
ETF can be traded during market timings and units can be sold short like other securities.  

In India, gold is treated as not only a precious metal but also it has emotional connectivity. India is one of 
the largest consumers of gold. In India, Gold is a preferred asset for its liquidity and appreciation in value. It can 
also be used against inflation and this glittering metal provides stable returns and easy marketability to the 
investors. Though conventional investment options like jewellery, gold bars and coins still exist, the people also 
prefer GETF. Gold Exchange Traded Funds (GETF) is another effective way to invest in the yellow metal and it is 
safest investment than all others. In comparison with asset classes, gold is considered the most powerful 
investment as it responds to the rates of inflation and exchange rate fluctuations. Investing gold through ETF is 
the best decision to be made by the investors because these funds can be traded closely with the price of 
physical gold without the carrying cost of physical gold. Every ETF unit consist of gold weight of one gram in a 
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demat form. Gold ETF can be invested by an investor by having an online trading account with any registered 
broker.  
Literature review 

Saranya et al. (2014) have revealed that GETFs help the investors to invest in 99.5% pure gold which are 
listed in stock exchanges and one unit of fund represents one gram of gold. James M. Poterba and John B. 
Shoven (2002) have concluded that ETFs provide tax paying investors a way of having a widened range of stocks 
that carry returns compared to low-cost index funds. Prashanta Athma and Mamatha (2013) have stated that 
ETFs exhibit an improved performance when compared with Index funds showing an enhanced potential for 
ETFs. Leonard Kostovetsky (2003) has revealed that ETFs are suited for large investors and these can be better 
utilised by long-term retail investors. Lixia Wang and Iftikhar Hussain (2010) have stated that GETF is preferred 
because of its security in storage, convenience in transaction and transparency in transactions. Fuhr (2001) has 
stated that ETFs are prosperous type of securities which helps the investors to deal the portfolio basically and 
quickly in a one transaction. Lin et al. (2006) have revealed that ETFs provides the benefits of diversification in 
portfolio without in high transaction costs to the investors. Ferri (2007) has said that ETFs are dealt as similar to 
stocks through registered brokers on a stock market. Swathy M. and Krishna Reddy B. (2014) have stated that 
GETF are having higher market share compared to Equity ETFs and they have also suggested that the investors 
should aim to receive the benefits of portfolio diversification by investing in ETFs. Prashanta Atma and Mamatha 
B (2012) have revealed that investors are more attracted by GETFs because of its low costs, tax efficiency and 
similarity to stock’s features. Senthil Kumar et al. (2012) have found that the modern investors are purchasing 
gold ingots or they trade in e-gold. They have also stated that gold is the proven asset diversifier in the 
investment portfolio which in turn decreases the risk of the general portfolio by and large.  
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Suggestion and conclusion 
The unpredictability in prices of gold is not as much of as compared to the equities market which inspires 

assurance in the mindset of the investors to possess gold confirming it to be a well-built asset category. The 
investors may invest in Quantum Gold ETF fund, because every fund has 1gram of gold as 1 unit but Quantum 
fund is having an half gram of gold as 1 unit, thus can be easily bought and sold in the market. Quantum Gold 
ETF expense ratio is low when compared to other funds. Only the few mutual fund companies offer the Gold 
ETF’s in the market and there are more number of mutual fund companies will emerge in future offer in India. 
Gold ETF will be a safe investment rather than buying the gold in physical form as they have to face some 
problems like wastage, service charge, tax and security. Initiatives are to be taken by the Mutual Funds 
companies offering Gold ETFs, Government, SEBI and the Members of the Stock Exchanges to create 
awareness among the investors. 

From the observation on gold exchange traded fund (GETF) in India, the investors are willing to purchase 
gold in the form of jewellery, gold bars and others from retailers only, even though they are not much aware about 
the purity and other risks involved in that. When buying of physical gold is compared with GETF, investors may 
lose their value for money at the time of purchase and also during exchange. The investors who are investing 
their money in gold for their future purposes are willing to invest in GETF. Finally, it is found that, the investors 
may invest in GETF for their additional investment if the mutual fund companies offer this type scheme by 
creating proper awareness about GETF to the investors. 
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Abstract: 
What is the relationship between the two largest emerging financial markets of Eastern Europe, Russia and Poland, 

and how do they impact the region’s stock markets? The purpose of this paper is to examine the role of these two countries 
in regional volatility by examining their effect on two separate phenomena: financial volatility, defined here as long-term 
interrelations, and contagion, a more short-term phenomenon. Utilizing bivariate DCC-GARCH modeling, this paper 
estimates long-term volatility spillover effects and short-term contagion effects and their origins during several periods of 
financial crisis in the Central and Eastern European region. Our results show that the long-term impact of volatility in the 
Russian market is much more substantial than that of Poland in Central and Eastern Europe, with this disparate impact 
corresponding to each country’s level of market capitalization. Additionally, our results show that Russia served as a source 
of short-term contagion for neighboring countries during its banking crisis in 2004 and during the Russian stock market fall in 
2008. Poland had comparatively less effect on the region during the Global Financial Crisis. Moreover, the entrance of 
Poland into the European Union in May 2004 had no impact on stock markets in the region in terms of enhancing contagion.   

Keywords:  DCC- GARCH, volatility spillovers, contagion, Poland, Russia. 

JEL Classification: C58, E44, G01, G15. 

Introduction 
Long-term interaction amongst, and short-term contagion between, global financial markets appears to 

have increased in recent years, mainly due to the greater integration of real economies via international trade and 
labor and capital market liberalization. Early research on financial volatility showed the existence of these 
interrelationships between international and local equity markets (including King and Wadhwani 1990; Hamao, 
Masulis and Ng 1990; Neumark, Tinsley and Tosini 1991; Von Furstenberg and Jeon 1989) using techniques 
such as cross-correlations analysis (Lin, Engle and Ito 1994) or cointegration analysis (Richards 1995). Later 
extensions to this work utilized more sophisticated volatility modeling techniques including vector autoregression 
(VAR) or generalized autoregressive conditional heteroskedasticity (GARCH) models, as well as focusing on the 
integration of developed country markets or discrete groupings of countries. In particular, work such as Liao and 
Williams (2004) and Booth and Ciner (2005) found that German markets are a key source of volatility for 
European financial markets, while US volatility affected nearly all global stock markets, including the UK (Tanizaki 
and Hamori 2009) and the rest of Europe (Dhesi and Xiao 2010). 

However, much of the attention paid to the issue of market integration has focused exclusively on volatility 
spillover effects in-between developed markets (Liao and Williams 2004, Syriopoulos 2007, Theodossiou and Lee 
1993, Karolyiet and Stulz 1996) with a comparatively less (but still robust) emphasis on the transmission of 
volatility from developed to developing economies (recent work includes Chiang, Jeon and Li (2007) for a 
comprehensive analysis of spillover from mature to emerging markets, Booth and Ciner (2005) and Martinez and 
Ramirez (2011) for research focused on Latin America).  

To our knowledge, there are far fewer pieces that apply the same econometric rigor to testing volatility and 
contagion between emerging markets (Cho and Parhizgari (2008) and Barassi, Dickinson and Le (2012) are 
notable exceptions that touch on this issue, while Syllignakis and Kouretas (2011) is of special interest to us). 
Noting this hole in the literature, this paper aims to expand our knowledge of financial markets linkages to 
examine the integration between emerging markets that display similar attributes to the developed-developing 
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dynamic proven elsewhere. In particular, we examine the financial linkages created by the two largest emerging 
markets in Eastern Europe, Poland and Russia, and their effects on the financial space in Central and Eastern 
Europe. Our main hypothesis is that Russia and Poland, as the markets with the biggest capitalization in this 
geographic region, should behave in the same manner as large and distant developed markets, acting as a 
source of volatility and contagion for other, smaller markets in the area. This hypothesis has been somewhat 
tested before in the extant literature for Russia (Syllignakis and Kouretas 2011), but work incorporating Poland is 
non-existent.  

A second key contribution of this paper builds on Hamao et al. (1990) and Kaminsky and Reinhart (2008) 
to model volatility spillover effects and contagion as two separate phenomena with very different time-frames. In 
our estimation, volatility spillover effects reflect long-term stable links between various markets, or the reflection of 
interconnections that already have been built over time. Conversely, contagion effects are symptomatic of short-
term effects, induced by exogenous economic shocks and possibly unrelated to prior interactions. Our analysis 
will thus focus on the identification of the two separate effects based on their time component, and provide a 
deeper understanding of the effects of Poland and Russia in the region. Moreover, the data we employ here 
stretches throughout several crisis periods, allowing us to examine after-crisis links, expanding previous research 
results regarding volatility transmission. Here as well, we are not aware of any prior research that explores these 
two separate phenomena in the context of Russia and Poland. 

For this exercise, we follow from a wealth of prior literature devoted to contagion effects, including those 
on stock markets (Forbes and Rigobon 2002), currency markets (Nagayasu 2001), bonds and derivatives 
markets (Gravelle, Kichian and Morley 2006; Tai 2003) and different types of markets, particularly, among stock 
and currency markets within one country and on a global scale (Dungey, Fry, Gonzalez-Hermosillo and Martin 
2006; Ito and Hashimoto 2005). However, in trying to evaluate contagion effects, researchers find difficulties in 
specifying the correct test for identification of these effects; this is mainly due to the fact that market correlations 
are strongly linked to volatility correlations, which can intensify due to increasing market variance during turmoil 
periods, but do not indicate a real reinforcement of the underlying links between markets. Methods of identifying 
contagion effects proposed in the previous literature are diverse, with the most popular being cross-correlation 
analysis (Longin and Solnik 1995), univariate GARCH and volatility interconnections analysis (Theodossiou and 
Lee 1993: Karolyi and Stulz 1996), probit and logit models (Eichengreen, Rose and Wyplosz 1996), conditional 
correlation calculation (Forbes and Rigobon 2002, Corsetti, Pericoli and Sbracia 2005), and Markov regime-
switching models (Fratzscher 2003, Mandilaras and Graham 2010). Another econometric stumbling block 
encountered is that, even having quantitatively estimated contagion effects, previous work has been hampered by 
an inability to define which market is a source of contagion and which has its own internal sources of volatility. 

Our own work (Asaturov and Teplova 2014) has already touched upon volatility spillover effects among 
key international markets, including in emerging Europe. In this previous work, we estimated the key sources of 
volatility of globally, which allowed for understanding the transmission mechanisms of shocks via both volatility 
spillover channels. In distinction to this earlier work, this current paper focuses exclusively on emerging Europe to 
identify particular events which may have significant effect on the markets in the region. Thus, the paper builds on 
our previous work to further examine the financial interrelationships in the region. 

In particular, this paper will tackle the issues of volatility and contagion in a manner similar to Barassi et al. 
(2012) and Cho and Parhizgari (2008), through utilization of an ARMA-DCC-GARCH model on daily stock market 
data from Poland, Russia and the countries of Central and Eastern Europe. The nature of stock market data 
creates difficulties in normal econometric estimation, due to pervasive serial correlation issues and conditional 
heteroscedasticity (Chiang et al. 2007) and the GARCH family of models can account for these difficulties. In 
terms of our research question, the ARMA-DCC-GARCH model is able to simultaneously identify volatility 
spillover effects and contagion effects due to dynamic conditional correlation analysis; its main advantage is that 
it takes into account conditional information, which is essential for calculating volatility and correlations (Baillie 
and Myers 1991).  

Given that we would expect to see these two effects at their strongest during times of turmoil in either 
stock market, this paper will accordingly examine the existence of financial contagion between the two large 
markets of Poland and Russia and other financial markets by separating out particularly tumultuous times and 
relatively “tranquil” periods. For the crisis times, we will concentrate on the periods of the Russian banking crisis 
of 2004, the entrance of Poland into the European Union in May of 2004, the global financial crisis of 2007-2009, 
and the specific financial crisis in Russia from 2008-2010; specifically, we test whether the Russian market was a 
source of contagion for the countries of Central and Eastern Europe during the Russian banking crisis of 2004 
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and the global financial crisis, and whether the Polish market had volatility or contagion effects during global 
financial crisis and after the accession of Poland into the European Union in May 2004. 

Our paper is structured in the following manner: the next section will offer a brief review of the literature on 
financial market connections, while Section 3 will lay out our hypotheses and Section 4 will explore the DCC-
GARCH model and tests for contagion. Section 5 will explore the results of the influence of Russia and Poland on 
the Central and Eastern European equity markets, while Section 6 concludes. 
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Conclusion 
This paper examined the transmission of volatility and contagion among equity markets of Central and 

Eastern European region with Russia and Poland assumed to be a volatility and contagion source in the area. 
Using a bivariate DCC-GARCH model, we estimated volatility spillover effects and dynamic conditional correlation 
among European emerging markets from January 2001 to December 2012, with a focus on the effects among the 
countries of Central and Eastern Europe. Our results show that the influence of Russian market volatility appears 
to exceed the influence of the Polish market in the Central and Eastern European region, which corresponds to 
the level of their market capitalization. This also appears to prove the results of Ramaprasad and Nikolova (2009) 
and Saleem (2009) about the influence of the Russian market in Europe, as well as the conclusions of 
Syriopoulos (2007) concerning the presence of volatility interconnections among the emerging markets. 

Moreover, in a first for the literature, our analysis also revealed contagion effects from the Russian and 
Polish stock markets for the Central and Eastern European countries during the Russian stock market crash of 
2008 and the global financial crisis. However, the accession of Poland to the EU had no effect on the other 
markets. 

In our view, the results of this study contribute to a deeper understanding of the stock market 
interrelationships in the global economy. In particular, they shed light on the volatility and contagion transmission 
linkages in the Central and Eastern Europe. Our findings can help investors, asset management companies, 
international banks, and investment funds who are seeking portfolio diversification in the region, in regards to the 
extent of interconnections among key stock indices and emerging markets. We think further research can 
continue this analysis as regional shocks (such as Ukraine) continue to develop our knowledge about both 
volatility spillovers and contagion. Thus, a full comprehension of the formation of links in the global economy and 
particularly in Central and Eastern European region may help to reduce investment risks, as well as allows 
financial regulators to carry out appropriate politics. 
References 
[1] Achsani, N.A., Strohe, H.G. (2004). Dynamic causal links between the Russian stock exchange and selected 

international stock markets. Economic Opening Up and Growth in Russia, 91-111. 
[2] Asaturov, K., Teplova, T. (2014). Volatility Transmission Across Equity Markets: Did the Relationships Hold 

During the Global Financial Crisis? World Applied Science Journal, 29(12): 1497-1515. 
[3] Baillie, R., Myers, R. (1991). Bivariate GARCH estimation of the optimal commodity futures hedge. Journal of 

Econometrics, 6: 109 – 124. 
[4] Barassi, M.R., Dickinson, D.G., Le, T.T. (2012). TDCC GARCH modeling of volatilities and correlations of 

emerging stock markets. Proceedings from 7th RES PhD Meeting Conference 2012. 
[5] Booth, G.G., Ciner, C. (2005). German dominance in the European monetary system: A reprise using robust 

Wald tests. Applied Economics Letters, 12: 463-466. 
[6] Caporale, M.G., Spagnolo, N. (2011). Stock market integration between three CEECs, Russia and the UK. 

Review of International Economics, 19(1): 158-169. 
[7] Chiang, T.C., Jeon, B.N., Li, H.M. (2007). Dynamic correlation analysis of financial contagion: evidence from 

Asian markets. Journal of International Money and Finance, 26: 1206–1228. 
[8] Cho, J.H., Parhizgari, A.M. (2008). East Asian financial contagion under DCC-GARCH. International Journal 

of Banking and Finance, 6(1): 17-30.  
[9] Corsetti, G., Pericoli, M., Sbracia, M. (2005). Some contagion, some interdependence: more pitfalls in tests 

of financial contagion. Journal of International Money and Finance, 24: 1177–1199. 
[10] Dhesi, G., Xiao, L. (2010). Volatility spillover and time-varying conditional correlation between the European 

and US stock markets. Global Economy and Finance Journal, 3(2): 148-164. 
[11] Dungey, M., Fry, R., Gonzales-Hermosillo, B., Martin, V. (2006). Contagion in international bond markets 

during the Russian and the LTCM crises. Journal of Financial Stability, 2(1): 1-27. 
[12] Eichengreen, B., Rose, A.K., Wyplosz, C. (1996). Contagious currency crises: First tests. Scandinavian 

Journal of Economics, 98(4): 463–484. 



Journal of Applied Economic Sciences 
Volume X, Issue 6(36), Fall 2015 

 

 

[13] Engle, R. (2002). Dynamic conditional correlation: A simple class of multivariate generalized autoregressive 
conditional heteroskedasticity models. Journal of Business and Economic Statistics, 20: 339–350. 

[14] Forbes, K.J., Rigobon, R. (2002). No contagion, only interdependence: measuring stock market 
comovements. The Journal of Finance, 57: 2223–2261. 

[15] Fratzscher, M. (2003). On currency crises and contagion. European Central Bank, International Journal of 
Finance Economics, 8(2): 109-129. 

[16] Gravelle, T., Kichian, M., Morley, J. (2006). Detecting shift-contagion in currency and bond markets. Journal 
of International Economics, 68(2): 409-423. 

[17] Hamao, Y., Masulis, R., Ng, V. (1990). Correlations in price changes and volatility across international stock 
markets. Review of Financial Studies, 3: 281-307. 

[18] Hassan, S.A., Malik, F. (2007). Multivariate GARCH modeling of sector volatility transmission. The Quarterly 
Review of Economics and Finance, 47: 470 - 480. 

[19] Ito, T., Hashimoto, Y. (2005). High-frequency contagion of currency crises in Asia. Asian Economic Journal, 
19(4): 357-381. 

[20] Jondeau, E., Rockinger, M. (2006). The copula-GARCH model of conditional dependencies: An international 
stock market application. Journal of International Money and Finance, 25: 827-853. 

[21] Kaminsky, G., Reinhart, C. (2008). The center and the periphery: The globalization of financial turmoil. 
Flows, Crisis, and Stabilization: Essays in Honor of Guillermo A. Calvo, 171-216. 

[22] Karolyi, A., Stulz, R.M. (1996). Why do markets move together? An investigation of US-Japan stock returns 
comovements. Journal of Finance, 51: 951-986. 

[23] King, M., Wadhwani, S. (1990). Transmission of volatility between stock markets. The Review of Financial 
Studies, 3: 5−33. 

[24] Koutmos, G., Booth, G. (1995). Asymmetric volatility transmission in international stock markets. Journal of 
International Money and Finance, 14: 747-762. 

[25] Lee, S.J. (2009). Volatility spillover effects among six Asian countries. Applied Economics Letters, 16: 501-
508. 

[26] Liao, A., Williams, J. (2004). Volatility transmission and changes in stock market interdependence in the 
European Community. European Review of Economics and Finance, 3(3): 203-231. 

[27] Lin, W.L., Engle, R.F., Ito, T. (1994). Do bulls and bears move across borders?  International transmission of 
stock returns and volatility. Review of Financial Studies, 7: 507-538. 

[28] Longin, F., Solnik, B. (1995). Is the correlation in international equity returns constant: 1960 -1990? Journal 
of International Money and Finance, 14: 3-26. 

[29] Mandilaras, A., Graham, B. (2010). A Markov switching analysis of contagion in the EMS. Journal of 
International Money and Finance, 29(6): 1062-1075. 

[30] Martinez, C., Ramierz, M. (2011). International propagation of shocks: an evaluation of contagion effects for 
some Latin American countries. Macroeconomics Finance in Emerging Market Economies, 4: 213-233. 

[31] Nagayasu, J. (2001). Currency crisis and contagion - evidence from exchange rates and sectoral stock 
indices of the Philippines and Thailand. Journal of Asian Economics, 12(4): 529-546. 

[32] Neumark, D., Tinsley, P.A., Tosini, S. (1991). After hours stock prices and post-crashes hangovers. Journal 
of Finance, 46: 159-178. 

[33] Ramaprasad, B., Nikolova, B. (2009). Return, volatility spillovers and dynamic correlation in the BRIC equity 
markets: An analysis using a bivariate EGARCH framework. Global Finance Journal, 19: 203 – 218. 

[34] Richards, A. (1995). Co-movement in national stock market returns: Evidence of predictability, not 
cointegration. Journal of Monetary Economics, 36: 455-79. 

http://ideas.repec.org/s/ijf/ijfiec.html�
http://ideas.repec.org/s/ijf/ijfiec.html�
http://ideas.repec.org/s/ijf/ijfiec.html�
http://www.sciencedirect.com/science/journal/10490078�


Journal of Applied Economic Sciences 

[35] Saleem, K. (2009). International linkage of the Russian market and the Russian financial crisis: A multivariate 
GARCH analysis. Research in International Business and Finance, 23: 243-256. 

[36] Samitas, A., Tsakalos, I. (2013). How can a small country affect the European economy? The Greek 
contagion phenomenon. Journal of International Financial Markets, Institutions Money, 25: 18-32. 

[37] Sharkasi, A., Ruskin, H.J., Crane, M. (2005). Interrelationships among international stock market indices: 
Europe, Asia and the Americas. International Journal of Theoretical and Applied Finance, 8(5): 603-622. 

[38] Syllignakis, M.N., Kouretas, G.P. (2011). Dynamic correlation analysis of financial contagion: Evidence from 
the Central and Eastern European markets. International Review of Economics Finance, 20(4): 717-732. 

[39] Syriopoulos, T. (2007). Dynamic linkages between emerging European and developed stock markets: Has 
the EMU any impact? International Review of Financial Analysis, 16: 41-60. 

[40] Tai, C.S. (2003). Looking for contagion in currency futures markets. Journal of Futures Markets, 23: 957–
988. 

[41] Tanizaki, H., Hamori, S. (2009). Volatility transmission between Japan, UK and USA in daily stock returns. 
Empirical Economics, 36: 27-54. 

[42] Theodossiou, P., Lee, U. (1993). Mean and volatility spillovers across major national stock markets: Further 
empirical evidence. Journal of Financial Research, 16: 337-350. 

[43] Von Furstenberg, G.M., Jeon, B.N. (1989). International stock price movements: Links and messages. 
Brookings Papers on Economic Activity, 1: 125-179.  



Journal of Applied Economic Sciences 
Volume X, Issue 6(36), Fall 2015 

 

 

Diagnoses Related Group System in Slovakia 
 

Ján SIDOR 
University of Economics in Bratislava 

Faculty of Commerce, Department of Services and Tourism, Slovakia 
jan.sidor@euba.sk  

 

Abstract: 
Financing of health care system has undergone in the last twenty years with many changes. The defrayment of 

ambulatory and acute inpatient care were used in different ways, what leaded to diametrically different hospitals behaving. 
The DRG offers entirely different perspective on financing health care than the traditional performance system or defrayment 
of inpatient hospital care capitation. It´s leading from the payment of treatment to the payment of final product, that´s mean 
treated or cured patient. The DRG is a management tool, which describes the production of the hospital, allows the definition 
of cost, their comparison, the strategic management of hospitals and also creates optimal conditions for the rational 
conclusion of contracts. Submitted article is just focused on the above aspects. Its aim is to mention the specificities of DRG 
system in Ireland and Germany and these specifications connect with the planned activities related to the implementation of 
DRG in Slovakia. 

Keywords: strategic management of hospitals, DRG classification system, SWOT analysis of the DRG system. 

JEL Classification: I19  

Introduction 
The first attempts to create a classification system as a useful global system for effective management of 

hospitals dates back to 1852. In 1965, thanks to developments in technology as well as thanks to a rapidly 
increasing cost health care get to the forefront the question of effective hospital management system. Work on 
the development of the classification system began in 1967 at Yale University. The main researchers’ effort was 
to find and investigate the relationships between diseases and costs of their treatment. The result of their efforts 
and solutions was the casemix classification system, which was named DRG - Diagnosis Related Groups or 
group of patients with a related diagnosis. DRG system development process was long and complicated, it 
represented a process consisting of evaluating the hundreds of thousands medical records of patients, as well as 
defining important elements of treatment processes to determine the routine cases and review those cases that 
their course were different. 
Development of the diagnoses related groups system 

The primary reason for the DRG system development from managerial point of view was especially 
efficient management of the hospital. At a later phase, the system began to use also in controlling costs and 
payments for health care. DRG system therefore appears to be the most appropriate tool with which can be 
establish financial ties so as to discourage hospitals to provide health care more expensive than they would 
tolerate an open market. DRG systems currently are used not only for monitoring and management of financial 
flows, economic and clinical processes, but also as a tool for determining long-term strategies from the 
perspective of hospitals, regions, insurance companies or state. Information from the DRG system are used by 
hospital management, hospitals founders, government, professional societies, and individual health care payers. 
Through the DRG it is possible to increase efficiency of the healthcare, work of individual facilities and medical 
departments. To individual hospital facilities provides better overview of the funds consumption, enables easier 
and demonstrable health care billing between providers and payers, more equitable redistribution of available 
resources and thereby more effective planning (Gavurová et al. 2014). 
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Conclusion 
As is clear from the present contribution DRG system brings significant changes to the existing system of 

health care financing in the country. DRG system has undergone its development and now represents the tool for 
management and financing of health care. Each system has its strengths and weaknesses and it is same with 
DRG system. Despite registered weaknesses it presents the best and in many countries the only one real and 
useful tool not only to finance acute inpatient care, but also to measure its productivity. Its objective is to eliminate 
the weaknesses of the still used financing approaches for acute inpatient care, which was primarily an effort to 
get the highest rewards from provided health care, which only deepened and fixed the funding system imbalance. 
The implemented DRG system brings to doctors, hospitals management as well as to other market hospital 
services players common and understandable communication tool and also a tool of management, financing and 
subsequent benchmarking (with the possibility of a later automation of this process type described in (Janke 
2011), which output is understood by all interested parties. With application of uniform financing principles creates 
an opportunity to compare performances and other treatment parameters between health care facilities, as well 
as inside it. Thus hospital management is gaining a significant tool for influencing production, strategic planning 
and helps reduce information asymmetry towards doctors of medical facilities. From above mentioned SWOT 
analyse results, that DRG system has many more strengths. The extent to which Slovakia can gain significant 
benefits from this powerful tool will be shown in our near future. 
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Abstract 
This paper presents a financial distress prediction model that combines the approaches of multiple discriminant 

analysis, logit method, Probit method andartificial neural network for distinguishing between healthy and financially 
distressed firms. Financial distress prediction is a key issue in finance. Past research has largely ignored the precision of the 
minority group and focused on the overall accuracy percentage. This paper suggests artificial neural network isthe best high 
performance method for both the groups. The suggested method serves as an earlywarning system for firms in financial 
distress. 

Keywords: Financial distress, prediction models, SMEs 

JEL Classification: G17, G33 

Introduction 
The financial distress is biggest problem for small and medium enterprises (SMEs) in Thailand. Most SME 

entrepreneurs are new entrepreneurs who lack operational experience. Consequently, within a few years, many 
SME businesses close down. Of the total number of businesses in the country, over 99% are SMEs.SMEs play a 
significant role in employment and growth distribution, and are important contributors to all economic sectors. 
Specifically, theyaccounted for 77% of the total employment in 2012 (Institute for Small and Medium Sized 
Enterprises Development, 2015). Therefore, it is necessary to develop methods that act as an early warning 
system before businesses fail. This can help entrepreneurs prepare in advance and take preventive steps. Such 
methods benefit governments, private institutions, and financial institutions. There are several methods for 
predicting financial distress, but each method gives a different prediction. In order to minimize prediction error, it 
is important to determine the most appropriate and accurate method for predicting financial distress 

In this study, we compare four failure prediction models—MDA, logit, probit, and ANN—based on their 
predictions regarding the failure of SMEs in Thailand. The models used in this paper may help various user 
groups in Thailand such as accountants, investors, auditors, managers, creditors, and regulatory agencies to 
predict the probability of business failure. Despite the considerable costs of failure of companies and the 
significant contribution of SMEs to the economy, relatively few studies have focused on the failure of SMEs.  
Literature review 

There are several benefits of using statistical methods for predicting financial distress. First, such methods 
can determine the importance of a variable in the prediction process. Second, the prediction results using 
statistical multiple discriminant analysis (MDA) involve dichotomous classification (Altman, 1968; Beaver, 1966; 
Deakin 1972), while the logit and probit methods yield probability measures (Chancharat and Chancharat 2011; 
Darayseh, Waples and Tsoukalas 2003; Ohlson 1980) In addition, some tools like artificial neural networks 
(ANNs) can process information better (Carvalhal and Ribeiro 2007; Coats and Fant 1993; Wilson and Sharda 
1994). The probit, logit, and ANNs models used in this paper have higher prediction accuracy and possess the 
ability of generalization (Altman and Narayanan 1997; Atiya 2001; Zmijewski 1984). The best and the most stable 
performancesare those of the probit and logit models (Canbas, Cabuk ans Kilic 2005; Lin 2009; Zhang 1999). 
However, if the data does not satisfy the assumptions of the statistical approaches, then the ANN approach can 
achieve higher prediction accuracy Atiya (2001) and Pai, Annapoorani and Pai (2004). In addition, the models 
used in this paper have higher prediction accuracy and possess the ability of generalization as compared to those 
of (Altman 1968; Ohlson 1980). Different models yield different findings (Press and Wilson 1978).  

In this study, we compare four failure prediction models - MDA, logit, probit, and ANN - based on their 
predictions regarding the failure of SMEs in Thailand. The results of our paper may be useful in providing early 
warning signals regarding financial problems of SMEs before the businesses actually fail. Despite the 
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considerable costs of failure of companies and the significant contribution of SMEs to the economy, relatively few 
studies have focused on the survival or failure of SMEs.  
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Abstract 

Health insurance is the type of financial tool to finance the health care expenditures of the individuals. Since the 
financial year 2011-12 the health insurance industry consistently registered around 17% growth rate, yet it is less than the 
growth of life insurance industry. Various reasons are attributed to the lower penetration of health insurance in India such as 
ignorance and lack of awareness, not sure of timing of availing policies, preference to earn profits and considering 
investment in insurance as tax –saving instrument. The present study is an attempt to know the influence of socio-economic 
profile and agents on bringing awareness about health insurance among the people of Punjab. The study was conducted 
based on the primary data collected from 356 respondents using a questionnaire during February- April, 2014. For the 
purpose of analysis, inferential statistics such as multiple regression and independent Sample t- test were applied. The 
results explains the positive influence of employment, annual income and education on level of awareness while gender, 
age, type of family and number of dependents explains the negative influence on the level of awareness. The role of agents 
has significant influence on the bringing the awareness and motivating the individuals to subscribe the health insurance 
plans.  

Keywords: agents, awareness, health, health insurance plans, socio-economic profile. 

JEL Classification: I00, I100, I110, I130 

Introduction 
Health insurance business has been defined in the IRDA’s Regulations on Registration of Indian 

Insurance Companies, which covers indemnity type benefits as well as assured benefits. The definition is: “health 
insurance business” or “health cover means the effecting of contracts which provide sickness benefits or medical, 
surgical or hospital expense benefits, whether in-patient or out patient, on an indemnity, reimbursement, service, 
prepaid, hospital or other plans basis, including assured benefits and long term care” (Subrahmanyam 2004).  

Health insurance gives the facility to individuals to finance their medical expenses which lessen the 
financial burden on them. It gives partial reimbursement to the people for expenditure on various diseases 
(Ghosh 2013). Health insurance is the type of insurance where the insurer pays medical cost for the insured due 
to illness and accidents (Yelliah 2012). Health insurance is a largely recognized and preferable tool to finance the 
health care expenditure to the individuals (Bawa and Ruchita 2011). Health insurance is considered not only as a 
desirable and affordable tool but also diversifies the financial risks, potentially raise income levels and can offer 
large welfare gains. The health insurance works on a principle of pooling of risks of unexpected illness and 
needing hospitalization by charging premium from people (Reshmi and Sabu 2007). 

The awareness towards health insurance among the people is increasing due to awareness campaigns 
done by various bodies such as IRDA, General Insurance Council, NGOs and Channel Partners of Health 
Insurance Companies. Still the large chunk of population is spending huge out-of-pocket expenses for their health 
care. Various reasons attributed to the lower penetration of health insurance in India when compared with life 
insurance such as ignorance and lack of awareness, not sure of timing of availing policies, preference to earn 
profits and considering investment in insurance as tax – saving instrument.  
Review of literature 

Healthcare Expenditure is an important variable affecting health insurance purchase (Yelliah 2012). “Out-
of-Pocket” health expenditure made poor households financial conditions more vulnerable and they tend to spend 
larger proportion of their total budget on health care (Joglekar 2013). Health care expenses affected the demand 
for health insurance purchase decision. Rise in health care expenses leads to increase the interest for buying 
health plans in a country (Bhat and Nishant 2006). The main aim to buy health insurance plan was to protect 
against financial risk (Grignon and Bidenam 2009). 
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Health risk determines one of the important factor for buying voluntary health insurance plans in India 
(Vellakkal 2013a, Vellakkal 2013b). People having higher chances of requiring hospitalization had higher 
probability of buying health insurance. Households with morbid conditions and already faced hospitalization 
situations were more interested to enroll themselves in health insurance schemes (Ghosh et al. 2013). However, 
people gave more importance to their health as compared to do investment in health insurance as a tax savings 
(Gurunathan and Mohanasundari 2010). 

Various studies tried to know the reasons for low penetration of health insurance in India. The literature 
review suggests that knowledge and awareness are very important determinants for health insurance 
subscription and low level of awareness is major barrier in subscription among individuals (Bawa and Ruchita 
2011, Ramamoorthy 2013, Sheth 2013). Adibe et al. (2011) also assess the low level of awareness among 
Nigerian employees and it associated with demographic variables. Sarwar and Qureshi (2013) found that 82 
percent of individuals were heard about health insurance but 65% of individuals know the difference between 
health and life insurance. Yellaiah (2013) also assess the low level of awareness in Hyderabad and it is positively 
associated with high income and high education. The level of awareness in South Indian population was 
reasonable but not so high and it is significantly associated with occupation, family income, educational status, 
religion and socio-economic status. People having white collar jobs with good income level had high level of 
awareness (Reshmi, Sabu 2012). In spite of being aware, the major reason for health insurance was family 
protection as compared to tax savings (Gurunathan and Mohanasundari 2010). Vanithamani (2013) found that 
majority of the women workers in industry were unaware about the existence of private health insurance 
schemes. Ghosh (2013) also assess the low level of awareness in Darjeeling district and main source for 
awareness was tax and agent consultant. Reshmi et al (2010) also found low level of awareness in Karnataka 
and main reason for this was low socio-economic status of people. A study conducted by Ghosh (2013) found 
that people were aware but not to that extent that they subscribed themselves.  

Income is also another important determinant which influences the purchase decision of health insurance 
in India. Income found the most important determinant to buy micro health insurance schemes in India (Bhat and 
Nishan 2006). Makoka et al. (2007) examined income as a significant determinant to affect the demand for 
private health insurance in Malawi district. Level of income affected the purchase decision for buying health 
insurance policies (Panchal 2013). People with high income and good health were shown more interest to pay for 
supplementary health insurance plans (2008). Christiansen et al. (2002) found that chances of more coverage for 
health insurance were increased with rise in income. Moreover, incomes of employees directly impact the claims 
in an unexpected way (Peroz and Sinha 2006). The main reason for less coverage was low income or uncertainty 
of income among the rural people of Bangalore (Madhukumar, Sudeepa and Vishali 2012).  

Health insurance schemes in India are characterized by multiple options and the contracts are also written 
with much technical jargon which is difficult for an ordinary individual. Agents/brokers play an important role in 
offering guidance and counseling the individuals in reducing the search costs of suitable health policy when the 
markets are more competitive (Mandic, Peter and Roger 2013). Vellakal (2013a, 2013b) and Sarwar and Qureshi 
(2013) also assess the role of insurance agents to bring awareness and willingness to buy private health 
insurance in India. But there is also a contradictory study that found agents related problems which affected the 
demand for purchasing health insurance negatively (Kansra and Gaurav 2012). 

Lack of accessibility and availability of services were found major drawbacks in health insurance industry. 
Moreover, lack of intermediaries, lack of comprehensive coverage and prefer to invest money in some other 
areas were also obstruct to be subscribed (Bawa and Ruchita 2011). Sarwar and Qureshi (2013) also assess 
narrow policy options is a major reason for not purchasing a policy. People who were aware but not interested to 
subscribe to health plan, because of involvement of hidden cost and narrow policy options (Bawa and Ruchita 
2011). 

Another set of factors which are found important in the literature of health insurance are socio-economic 
variables. Socio-economic and cultural characteristics of household significantly associate with demand for health 
insurance. Different Occupations of people had different views regarding purchase decisions (Yelliah 2012).  Age 
has been found positive and significant impact on the probability of buying insurance (Reshmi, Sabu 2007, Yelliah 
2012). Gender also plays an important role in the insurance decision through its impact on medical consumption 
(Reshmi, Sabu 2007, Selvan 2012). Similarly, demographic variable like religion act as a barrier. People believed 
that their God will always with them to face any unexpected mishappening in a life (Reshmi, Sabu 2007). The 
characteristics of the family and their health condition as a unit are also important variables to study. 
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The review of literature emphasized on the influence of socio-economic variable on the level of awareness 
and willingness to pay. In this regard there were contradictory findings among Yelliah and Ramakrishna (2012) 
and Kansra and Pathania (2011) with respect to significant relationship between age, gender and awareness. 
Studies pertaining to influence on level of awareness which is moderated by the socio-economic determinants 
and the role of the agents before and during the subscription for health insurance policy need to be conducted 
which forms the background of the study. 
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Conclusion 
Health insurance market is burgeoning year – on – year due to changes in life styles, improvement in 

purchasing power of the people, wide spread awareness, and propagation of insurance companies and IRDA. In 
reality, the picture is different when it comes to semi-urban and rural areas, especially, in middle and low income 
class segment the level of awareness is quite low in comparison to other Asian nations. The study is conducted to 
know the relation between the socio – demographic profile of the people and willingness to pay for the health 
insurance plans.  

Finally, it is observed that the financial constraints are the most important reason to get restrained to buy 
the health insurance plans. Though Central and several State Governments have floated various schemes to 
support the middle and low class segment, it is not only the agents, Third party administrators, insurance 
companies and Government, it is the individuals to maintain the financial discipline and instigate to buy the health 
insurance plans. In this regard, the role of agents is vital in removing the misconceptions and disbeliefs towards 
the health policies.  
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Abstract:  

The present article researches theoretic and methodological regularities of the labor relations genesis in the process 
of evolution of social and economic systems. The approach developed by the authors allows allotting basic blocks 
of the labor relations system taking into account operating subjects and objects of the relations. Taken as the basis, such 
approach allows describing labor relations of any economic system. The allotment of mandatory elements (objects) 
and subjects in the structure of labor relations allows revealing the content of the “labor relations” category. 

Keywords: labor relations, theory of value, economic systems. 

JEL Classification: D46, P00, F66. 

Introduction  
The urgency of theoretic researches of the economy characteristics on the substantial level, the increase 

in the interest to methodology and theory of economic cognition are stipulated by the controversy and 
alternativeness of the contemporary stage of the development of the world economy and universal society as a 
whole. For the Russian society such researches are determined by the exclusive complexity of transformational 
processes and perspectives of their evolution.  

The problem of the initial relation is directly related to the method of ascendancy from the abstract 
to the specific. It absorbs genetic differences of structural levels of economic relations and transformations that 
reflect them, as well as historical perspectives in the process of economic systems development. The above 
method is the most strongly marked form of the systematic, logical method in the economic research. Its 
application allows establishing the interrelation between the categories, to reproduce the world of economy as a 
product of self-development, to understand it from the historical point of view, and to synthesize notions into a 
strict subordinated system. 
Methodology 

When acknowledging the priority of the abstract analysis, it is necessary to understand as the economic 
theory approaches the business practice, its object must include not only general regularities of the development 
but also specific mechanism of economic entities functioning. Thus, the method of ascendancy from the abstract 
to the specific allows explaining, from the essence, the form of its appearance that includes the whole richness of 
the most developed state of this entity (Solomon, Cohen 2014).  

Our approach to regularities of the development of the structure of social and economic systems is based 
on the notion of labor as a kind of human activity that is peculiar to a specific historic period of the economic 
system development. Social labor acts as the basis of all types of rational activity. Labor makes up the content of 
the initial category as a gnoseological form of fixing cause-to-effect dependence that dominates over all the rest 
and defines the quality of economy, its substantial characteristics. Taking into account the complexity and 
disputable character of the problem, as well as the fact that the economic theory has not formed a unified concept 
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of the initial economic relation and initial economic category, we will state some methodological provisions that, 
as we think, can explain our position (Sycheva 2003), as follow: 

 The initial category is an ultimate scientific abstraction, where there is still the measure of the 
phenomenon, and whereof other relations are generated and developed. At the same time the initial 
relation is an abstraction that stands for a real object. 

 The initial relation forms a condition and form of functioning and developing of the system of economic 
relations. The basic relation defines the goal and social focus of functioning and developing. The initial 
and basic relations connect all other relations in a single system. The initial relation has a bearer: the 
first one acts as a sort of content, and the other acts as a form. We use the above terms as synonyms.  

 Regarding labor as an initial category, we take into account the defining role of the production in 
relation to the allocation, exchange and consumption. As labor relations are formed due to the 
production of material benefits, they have an embodied form, i.e. they have material and embodied 
content and present the unity of the material and the ideal. Material benefits created by its internal 
substance always contain labor, and finally the initial relation is always a labor relation. 

 Labor contains a nucleus of contradictions of the given social and economic system. It shows a basic 
genetic relation as the latter one, creates a link between various economic systems, and acts as 
prerequisite of forming the basic economic relation. Under this approach the basic relation is deduced 
from the initial one and bears its features. However, it is not identical to the initial relation. The 
implementation of the initial relation aims to fulfil the basic economic relation. The outgrowth of initial 
relation to the basic one must be regarded as a principle vector of the self-movement of social and 
economic systems. 

  



Journal of Applied Economic Sciences 
Volume X, Issue 6(36), Fall 2015 

 

 

Conclusion 
In conclusion we will say that the national literature of the recent period has offered and offers various 

combinations, versions, theories about “diffusion” and “synthesis” of scientific political economy with “neoclassical 
synthesis”, marginalism, Keynesian theory, institutionalism, Neoricardianism and neoclassics. At the same time 
no classical school has offered its unified “synthetic” variant in the area of neither subject nor the research 
method. Moreover, according to some researchers, the reality of historical development of the world economic 
thought includes the existence of maximum two economic schools – Marxian and neoclassical (Liubinin 2012). 
The life shows that today is the time of dialectic and labor classics, because the most reliable source of the 
development of any social and economic system is an increase in the labor efficiency on the basis of neo-
industrialization and vertical integration of productive forces of the society. The labor paradigm was formed by 
virtue of analysis and synthesis. It determines the labor as the fundamental basis of all productive relations and 
value forms. More than that, it is the classical political economy that is a connector between “the capitalistic 
today” to the post-capitalistic future. By operation of law of the socialization of productive forces, becoming and 
expanding of direct social relations is a general tendency of the contemporaneity. We will recollect that K. Marx 
introduced the dichotomy of directly social and indirectly social. Herewith, he showed the antecedence of the 
directly social under the conditions of the capitalistic way of production. Under capitalism, because of the 
supremacy of the private and capitalistic ownership, the social is objectively mediated by the particular. This is 
what the classical political economy teaches us. In virtue of the above, sooner or later the private, and capitalistic, 
and price way of assumption must make way for the social and non-price. Consequently, the renaissance of 
classics and labor paradigm is in the future.  
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Abstract 

Market concentration becomes important when the firm attempts to show market leadership that might be injurious to 
consumer welfare in addition to the strong investment in the firm as the responsibility of shareholders since they have the 
residual claim on the firm. The study investigated the relationship between market leadership and investment efficiency of 
the firms in the Nigerian petroleum marketing sub-sector. Given the length of data available on the publicly quoted petroleum 
marketing companies, the study adopted shareholders fund, fixed assets and turnover as the concentration parameters and 
return on investment as efficiency parameter. Univariate and multivariate regressions were used as techniques. Results 
show that concentration parameters all tend to converge over a number of years. Turnover is the most representative with 
both the HHI and CR measures. Furthermore, the results also show that big does not always mean better as the firms with 
the highest market shares have poor investment efficiency.  

Also, results further show that the Nigerian market is slightly highly concentrated and this seems to be increasing 
over the years. Recommendation suggested concerns empowerment of the entrepreneurial and small private petroleum 
marketing firms to break through the barrier of capital intensity of the market as they are observed to be more active in the 
market when there is products scarcity than when products flow is normal. 

Keywords: market concentration, petroleum marketing firms, Hershman-Hirfindhal index, return on investment. 
JEL classification: M21, M31, M38. 

Introduction 
The public sector divestment process released some firms and companies to the private sector for 

management and profitability. This affected the petroleum sector, especially the downstream sector where the 
marketing companies in which the government had shares, for the purposes of exercising control over the market 
and the sheer inability of Nigerians to put resources together to own one before now, were divested. Since the 
government has divested fully, many scenarios are being witnessed in the corporate structure and control in the 
industry and the direction of market leadership. The recent exercise of the Central Bank of Nigeria in the banking 
sector which encouraged mergers and acquisitions (a practice completely alien to the Nigerian business 
environment) has brought about new dimensions in corporate ownership and market structure in the downstream 
petroleum sector in Nigeria.The implications of the present circumstance is that the ascension of powerful firms 
strong enough to dictate price in the petroleum industry should give cause for concern as the products being sold 
is of economic and social importance. It is necessary to know the level of market concentration in specific 
industries to enable the government know how powerful the firms in such industries are and to know if antitrust 
laws are desirable. For firms in the petroleum marketing industry in Nigeria the need to know this is important as it 
brings to light the influence a firm can exert on the energy market, especially in the market for other products 
apart from premium motor spirit (pms). The study of market concentration also becomes important when the 
effect of particular firms decisions’ can lead to dire social and economic consequences where horizontal mergers 
and consummated.  

The basic objective of this study is tofind the determinantsof, and the levels of market concentration and 
investment efficiency of the publicly listed petroleum marketing firms in Nigeria. The paper is organized as 
follows: section two follows immediately after this, and it deals with conceptual issues and the review of available 
literature. Methodology and measurement of concentration parameters and investment efficiency are dealt with in 
section three and results are discussed in section four. Section five makes recommendations and concludes the 
paper.  
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Conceptual issues and literature review  
Market power or control is the extentions to which the firm is in control of the industry and is able to, as a 

result, influence or dictate the direction of price and general growth of such industry. The line between the 
industry and the firm is clearly defined as the firm is about allocation of resources by fiat but price commands the 
allocation of resources in the industry (Adegbite 2006). The choice of the firm may often bebased on some 
corporate goal or business plan as envisioned by management or owners rather than by price or cost 
considerations. The industry is defined along production or producer lines while the market is defined alongside 
productlines and is usually measured by the closeness of substitutes of its product (Jinghan 2003). Market 
concentration refers to the degree in which a particular firm is in control of the market, and consequently the 
industry. Thus total production attributes rather than inputsconsumption is the important criterion in classifying the 
industry. The firm’s concern in the process of allocating resources is to maximize whatever is available for the 
benefit of the firm’s shareholders’ wealth, which is the regarded as the most superior of the firm’s objectives. In 
the industry where cross-border merger and acquisition is occuringthedomestic subsidiaries may be left with no 
choice in spite of the national government aversion tosome kind of merger arrangements by the Head Offices of 
Multinationals. However, antitrust agreements and clauses in national laws can address such issues as horizontal 
mergers that tend to aggravate or increase the market power of any firm. 

Typically, any study that claims to test the relationship between price and the level of market concentration 
is also testing whether the market definition (according to which market concentration is being measured) is 
relevant: that is, whether the boundaries of each market is not being determined either too narrowly or too broadly 
so as to make the defined "market" meaningful from the point of the competitive interactions of the firms that it 
includes (or is made of). One of the basic reasons for the measurement of market concentration is that it is useful 
as an economic tool as it reflects the degree of competition in the market.  

Tirole (1988) notes that: Bain's (1956) original concern with market concentration was based on an 
intuitive relationship between high concentration and collusion in an industry where few firms exist. Oligopolies 
are necessarily made strong by barriers (Stigler 1968) to entry, of which capital intensity of the industry is one. 
The study of the market structure of oligopolies enables the understanding of how firms behave and react to the 
stimuli introduced by anyone them in the form of changes in price or quantities produced inducing the 
performance of one another. The earliest model (Cournot’s), of influencing the market control is the use of 
quantity produced in order to corner the market and crowd out the  products of other firms while Bertrand’s is on 
the use of price to influence market conditions favourably towards oneself. However, Cournot’s model is more 
relevant here given the structure of the market and the inability of a marketer to administer a price.  

Under a Bertrand structure, the firms in the market maximize their profit by choosing a price level, 
assuming all other firms hold their price constant, and then sell the quantity demanded at this price. In a Bertrand 
model, with a homogeneous product (i.e. ã = 1) only the firm with the lowest cost will produce or sell. This has led 
many national governments to watch closely the activities of foreign oligopolists operating within its 
economy.Thus one hardly ever finds foreign firms in an essential sector such as energy. A firm is independent or 
market dominant, if it can act independently of competing firms, customers and suppliers (Häckner 2001). 
Therefore, encouraging more firms to participate in the industry was viewed as a way of expanding the market, 
achieving intra-industry economies of scale and reducing concentration (Harris and Cox 1983), which can be 
achieved through deregulation of such industrial sectors. The Structure-Conduct-Performance paradigm, 
according to Aleksandranova and Lubys (2002) is now seen as a case of intra-industry competition and that 
concentration in itself does not impact the profitability of the individual firms. It is also believed in certain quarters 
that increased market size no longer guarantees less concentrated markets (Sutton 1991). 

The firms deal in homogenous products which indicate that there is perfect product substitutability 
betweenfirms, though the firms are multi–product rather than multi-market. Weisman (2003) shows that mergers 
that increase both market concentration and multi-market participation can yield non-increasing prices when 
demands are complementary. A key finding is that mergers that increase both market concentration and multi-
market participation can yield lower prices, higher profits and hence increase economic welfare despite the 
absence of merger economies. In other words, consumers can benefit from the integration of two complementary 
firms despite the reduction in competition per se. In contemplating a price increase, a firm will generally have to 
contend with possible loss that may be reversed during a scarcity, which though may be infrequent. Mergers can 
increase concentration in the petroleum marketing sector (GAO 2003) as in the American market and therefore it 
is important to calculate and evaluate the results on regular basis to monitor the trends. 
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When considering a price increase in a differentiated products market (a market governed by Bertrand 
pricing), the proportion of marginal customers is crucial. A large proportion of loyal customers are not enough to 
allow a safe price increase if the proportion of marginal customers is even slightly larger. Those who would cease 
to purchase the firm’s products in response to a small increase in relative prices are the firm marginal customers 
whose numbers become important during a scarcity. The parameters involved in measuring the level of 
domination of a company in any market has always been the firm’s installed capacity (GAO Reports, 96) which is 
seen as being more reliable because of the firms’ ability to contract and expand production at will, depending on 
the market mood. This addresses the productive assets base of the firms.  
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Conclusion 
This paper studied marketing concentration in the Nigeria downstream oil sector and attempted to 

correlate this with efficiency of investment, thus attempting a relationship between market leadership in a highly 
concentrated market with investment efficiency of the firm. The market is highly concentrated and becoming more 
so. Investment efficiency is related to the benefits of the shareholders, while concentration can be traced to 
management. While various studies have looked at the transparency as key issues in investment efficiency, the 
paper finds out that the highly investment-efficient firms are not the ones with market leadership. Rather the 
efficient firms are the mid-size firms. This suggest that there inefficiencies with the usage of capital by the big 
firms. Empirical study of this the market show that concentration does not necessarily make for efficiency in 
investment and bigger may mean worse. While Oando has the market leadership by all parameters used in this 
study, it is not the most efficient in the use of capital. Efficiency in investment belongs to Mobil.The unorganized 
state of the independent marketers will need to be addressed to wrest the control been enjoyed by the some of 
the firms and therefore see a gradual dilution of the market for the benefit of consumers through 
deregulation.Only then can the subsidy being discussed be fully appreciated. 
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