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Editorial Foreword

Dear readers,

Recent years have been difficult for humankind WHheced a pandemic that was not
foreseen as many human losses, immense presstne bealth care systems, and brought a
lot of challenges for governments. As expectednbdd economy has also been impacted in
many different ways and more recently the EU econ@ralso facing the consequences of
the Eastern Europe military conflict. It seemst tthee equilibrium of forces was seriously
shaken, new developments are going to emerge amtengy crisis strikes harder than one
image a few decades ago.

Socio-economic research is expected to provide insights into the current situation
and new perspectives on sustainable business gevefds to support economies in the
difficult times they pass through.

So, we invite you to discover interesting topiasnirvarious economic areas: banking,
investments, tourism, public services, the impddalimatic changes in different regions, and
more. Authors are experienced researchers andalgmr promising researchers, all being
united by the same goals — contributing with theork to a more prosperous life and
sustainable economic development. They are cofnamy Taiwan, South Africa, Egypt, the
Middle East, and Asian countries such as Indona&&daysia, and India.

We would like to thank our authors for their valleabontribution, reviewers for their
hard work and dedication to improving the qualityoar publication, and our readers for their
attention and citations.

Enjoy your reading!
Prof. Manuela Epure, PhD, MCIM

Deputy Editor-in-chief
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Are Modifications in the ETF's Investment Performance and Risks
during the COVID-19 Pandemic Event?

Ying-Sing LIU* * and Liza LEE"

! College of Humanities & Social Sciences, Chaoydniyersity of Technology, Taiwan

Abstract. This study focuses on the impact of the COVID-Iflpaic on the investment performance and
systematic risk of ETFs. As a result of the eatdgeas of the COVID-19 outbreak, the impact in Chirzes
much greater than that in Taiwan. Therefore, by &id~s investing higher weighted stocks in the Shang
and Taiwan markets, the ETFs are used to explaed®VID-19 pandemic effect on the two stock markets
Jensen’s alpha and the modified model by Jense®8j1&e coupled with GARCH(1,1) to modify and test
ETF's performance and systematic risk. The emgirresults show that ETF50 performance may be
overestimated by using Jensen’s alpha. Accordinghéresults of modified Jensen's alpha, thereads n
evidence that abnormal returns are significanthnnero in both ETFs and that alpha values have renb
changed by the COVID-19 event. After the COVID-a@demic began, the SSE50 ETF's systematic risk
significantly increased, and the asset size of usignificantly decreased. Therefore, the resulfgpsrted

the significant impact of the COVID-19 pandemictioe SSE50 ETF. There is evidence that the SSE50 ETF
affects COVID-19 events, and this result echoesnibie severe areas of the COVID-19 pandemic in&hin

Keywords: Cross-Border ETF, Effect of COVID-19 Pandemic, Mied Jensen’s Alpha, Systematic
Risk, Investment Performance

JEL Codes:C22, C58, G12

1. Introduction

The measurement of risk asset investment perforenasica topical subject in the field of securities
investment. In the case of different portfolios assets of different natures and differentiated etark
objectively measuring the investment performanca wdriety of portfolios or the performance of asse a
great challenge. In earlier times, the performandeators derived from the returns of investmenttfplios

or assets were used to compare the returns ohtlestment portfolios or assets with the considenatif
risks (Sharpe, 1966). Moreover, there were perfageandicators to compare the returns of investment
portfolios or assets after the adjustment of tisksti These performance indicators are commonly tsed
measure the investment performance of funds orkstosuch as the Treynor ratio (Treynor, 1965) and
Jensen’s Alpha (Jensen, 1968). These developedtingat performance indicators are now widely used
(Ledoit & Wolf, 2008; Roy, 2016; Murari, 2020; Rootps, 2022), particularly in the evaluation of the
Fund's investment performance (Agudo, & Marzal, £08rora, 2015; Omri, Soussou & Goucha, 2019;
Grau-Carles, Doncel & Sainz, 2019; Ali, Aqil, Kazr& Zaman, 2021).

Two indicators are common measures of investmeribqpeance. The Treynor ratio and Jensen’s alpha
are used to evaluate the performance of investpenfolios or assets after risk adjustment (Ar@&@l5;
Murari, 2020). The main theoretical basis is datiyeom the CAPM theory proposed by Sharpe (1964),
which is based on the fixed systematic risk inakialuation period (Fama & French, 1992, 1993; Da%ie

* Corresponding authoE-mail addressliuyingsing@yahoo.com.tw 15200294 @cyut.edu.tw
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Titman, 1997). However, there is ample literatundidating that the systematic risk of investmentfptios

or risk-weighted assets is not fixed or single &egthan & Wang, 1996; Pettengill, Sundaram & Mathu
2002; Choudhry, 2005; Chen, Liu, & Yang, 2008; YalyvAkdeniz & Altay-Salih, 2015; Rojo-Suérez &
Alonso-Conde, 2020; &bski, Feder-Sempach & Szczepocki, 2021). Meanwthiile, price returns of the
investment portfolio or risk-weighted assets mayehheterogeneity in asset pricing models (Braitsfér
Faff, 1997; Hammami, Jilani & Oueslati, 2013). Téfere, the use of traditional performance indicstir
measure investment portfolios or risk-weighted &stands to cause pricing errors because of thegehim
systematic risk. In particular, if there is anyaditer event impact on price trends in the evalogieriod or
the market is divided into price adjustment trerttisre will be a change in systematic risk in inwent
portfolios or assets (Bai, Hou, Kung, Li & Zhan@®1®). Therefore, this paper proposes a modifiedelen
alpha to be used to evaluate the change in investperformance when investment portfolios or assets
cannot capture the changes in systematic riskantipact of major events or the change in markieepr
adjustment trends during the evaluation period.

Meanwhile, the proposed index is applied in the sueament of the impact on the investment
performance and systematic risk of the ETF 50 &lmgder SSEI 50 ETF in Taiwan list trading) Furithw
Taiwan (Shanghai) stock market's blue chips asuhéderlying stocks before and after the COVID-19
pandemic. The constituents of the Taiwan ETF50nzainly 50 stocks that track the representative @aiw
Stock Exchange. The constituents of the Yuanda™BETF are mainly tracked by 50 major constituefts
A-shares in China's Shanghai Stock Exchange, as&E®F has offshore cross-market investment atetbu
in Taiwan.

The Chinese mainland was the region with the sewmact of the COVID-19 outbreak at the
beginning. When to stop the large-scale epidemiC©@¥ID-19, strict control measures were implemented
to restrict the lives and activities of residemtdich had a greater impact on the economy. Compartu
the event of COVID-19 in Taiwan, the epidemic haerb properly controlled so that the spread is édyit
and the living control measures for residents ass fkestricted. This study examines two ETFs widifiom
stocks in Taiwan and Shanghai stocks as constgueninderstand the difference in the degree ohanhpf
the COVID-19 event on the two places, correspontbripe impact of ETFs on investment performanae an
systematic risk. The empirical results of this gthdyhlight whether the change in the systemasik df the
stock market has any significant impact on investnEerformance when the CCOVID-19 event affects
ETFs’ return risk. In particular, when the degrdeimpact on the COVID-19 event differs between the
Chinese mainland and Taiwan, then the impact oh Bat-s. This paper thus determines the impactef th
effect of the COVID-19 event on the investment perfance and market risk of ETFs.

Finally, the modified Jensen performance indicat@mposed in this paper can be used as a performance
risk measurement indicator in the case of non-sirfgled systematic risk. The findings contributeao
method for capturing bullish or bearish market @gbange trends and measuring investment perfoamanc
the case of the market environment with the impéatajor events.

2. Methodologies

This study aims to explore whether investment perémce and market risk for ETFs may change duheg t
COVID-19 pandemic event. The fund investment penfiomce index used in this study is Jensen’s alpha,
which was proposed by Jensen (1968). The Treyntio @nd Sharpe ratio are only used to make
comparisons after fund performance evaluation;,ti@esen’s alpha has been proposed. It has nougdsol
standard restriction and is used to measure fuvestment portfolio performance. Jensen’s alphadasin
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used to examine the fund’'s abnormal return ratedasm CAPM and the difference between the actual
return rate and expected return rate. Jensen’s atjgulel is described as follows:

Rit — Rer = Jiindex + Bi - (Rme — Ree) + & 1)

In EQ. (1),R; is the return rate ath Exchange-Traded Fund (ETF) in 1t period R is the risk-free
interest rate in theh period, represented by the average interest fateecone-month fixed deposit rate of
the five largest banks in TaiwaRj, « is the return rate of the market investment padfai the th period,
represented by Taiwan weighted stock index ratd ERA and Shanghai Stock Exchange Composite Index
(SSECI) are used here as the proxy market portfeliorn rate of ETF 50 and cross-border SSE50 ETF,
respectivelyR; ; — R¢¢ is the excess return rate of tH8 ETF in the period;Ry ¢ — Rgy is the risk
premium of the market investment portfolio in tFﬁéperiod.si,t is an error. Thig; term, which cannot be
explained by the excess return rate of the manketstment portfolio in thdht period, is called unsystematic
risk. It is assumed that &() = 0 and Varg; ;) = 62, whereo? is a constant.

Jiindex IS the risk premium of thet ETF, i.e., Jensen’s alpha is used to measure iiwestment
performancef; is the systematic risk or market risk of tHe ETF. When Jensen'’s alphangex is greater,
the fh ETF has better performance and vice versa. If eléasAlphal;ingex IS positive, the th ETF
investment performance is greater than the perfoceaf the risk-adjusted market investment poufoli
Thus, thisih ETF has better investment performance.

If CAPMs’ residual variance was heterogeneous, rdgression coefficient estimated by Eqg. (1) of
Jensen's performance index has bias. When theua¢sdor €;¢) in Eq. (1) of the Jensen's performance
index has condition heterogeneity, GARCH(1,1) isduto adjust and estimate the performance index and
systematic risk. Jensen's performance index oltdgeadjusting the model is as follows:

Rit — Ree = Jiadin + Biadjn - (Rme — Rer) + €ix 5 €6l Qeoq ~ N(O, hyy)
_ 2
hit = w; + 8- hjeq + Vi &y )

In Eq. (2),Jiagj1 Is a risk premium adjusted of th) iETF and estimated by GARCH, i.e., modified
Jensen’s alph#; ,q4j; is the systematic risk of thiETF after modification; ang; . is the error term and
has heterogeneity. Thus, Eq. (2) added equatiarhiterogeneous equatidn, is the heteroscedasticity in
the th period. In addition{);_; is the information set of period t-1. In Hg), the estimated parameters are
w; , 8;, and y; which must be greater than 0 and satisfy restéctionditions) < Var(e;,) < oo and; +
vi < 1. In Eq. (2), maximum likelihood estimation (MLES used for parameter estimation. Finally, the
conditional variance of unsystematic risk ) can be captured in Eq. (2) and can be explainethé
heteroscedasticity and unsystematic risk of theipus period. This diagnostic checking uses the ARC
effect test to infer whether the null hypothesig (s not heterogeneous) is accepted or rejected.

This study further verifies whether a significaniffafence exists in Taiwan's ETF investment
performance or market risks after the COVID-19 oedlii. It intends to confirm whether modifigd4;1
changes during the COVID-19 outbreak, resultingigmificant changes in ETF investment performamuz a
systematic risk. Thus, the dummy variable of the COVID-19 pandemic assumBg = 1 after the
COVID-19 outbreak; assuni®. = 0 before the COVID-19 outbreak. In addition, we alsoified whether
ETF's systematic risk varies significantly durirgetCOVID-19 event. This study presents a test mualel
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discuss whether significant differences exist indfiperformance and systematic risk after the COVED-
outbreak. The model is as follows:

Ri,t - Rf,t =
]i,adjz + AJ; - D¢ + Bi,adjz : (RM,t - Rf,t) + AB; - Dy - (RM,t - Rf,t) + 8i,t;?—i,tmt—l ~N(0, h;)
hip = w;+ 8 “hije g +virefe g ®3)

In Eq. (3), the first equation is the modified Jamgperformance index model added to the dummy
variable D; of the COVID-19 event and is used to measure glepremium and investment performance
before the COVID-19 outbreal]; is the th fund risk premium change after the COVID-19 ouditrand is
used to measure the difference in investment peeoce before and after the COVID-19 outbrdhky,
is the Th fund systematic risk after modification and isdise measure théh fund of systematic risk before
the COVID-19 outbreakAR; is the systematic risk change after the COVID-1#bmeak and is used to
measure the difference in the systematic risk leedoid after the COVID-19 outbreak.

3. Data and Empirical Results

3.1. Data

The study collected daily intraday highest, lowesit closing prices of two ETFs listed on the Taiwa
Stock Exchange, the Yuanta/P-shares Taiwan Topx@abdage Traded Funds (shorter form: “ETF 507;
Code: 000050) and the Yuanta/A-shares Shanghak &wchange 50 ETF (shorter form: “SSE 50 ETF”;
Code: 006206), as well as daily market trading rimétion for stock markets in Taiwan and Shanghai,
including the Taiwan Weighted Stock Price Indexofsér form: “TAIEX”") and the Shanghai Composite
Index (shorter form: “SSECI”). In addition, the a&ge interest rate of one-month fixed depositsawan's
five major banks is collected. During the studyi@erfrom 1/3/2017 to 26/1/2022, there were a tofal
1242 daily trading data. These study data are thkemthe Database of Taiwan Economic Journal (TEJ)

3.2. Empirical Results

Figure 1 shows the line charts of the daily clogmige (see Chart 1 to Chart 4) and spike chartshi®
daily excess return rate (see Chart 5 to Chart &T&50, SSE50 ETF, TAIEX, and SSECI. From theydalil
closing price of line charts (Chart 1 to Chartthgy found that in the early stages of the COVIDeLifreak
(1/20/2020), the four closing prices of ETF50, SSETF, TAIEX, and SSECI were affected by the short
term and showed a declining trend in the first tpraof 2020. As the epidemic is gradually under som
control and a series of stimuli by the local goveent has saved the economy from recession (ingudin
interest rate cuts and bailout policies). In theosel quarter of 2020, the stock price trend begashow an
upward trend. Roughly, ETF50 is better than TAIEAIEX is superior to SSECI and SSE50 ETF.
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Second, in the spike charts of the daily excessnmatte (see Chart 5 to Chart 8), it was found ithéhe
early stages of the outbreak (1/20/2020), the SSEF0 had a daily excess return rate of nearly -1204),
the SSECI had an excess return rate of nearly fése daily excess return rates are lower thanetiven
rates of approximately -6% for ETF50 and TAIEX. Jlihows that the Shanghai stock market was more
negatively affected in the early stage of the CON®outbreak, while the Taiwan stock market rentine
stable due to the epidemic, leading to the stomepn the SSECI and SSE50 ETF. The highest daitgss
return rate of ETF50 was nearly 8%, which was agxipmately 6% higher than that of TAIEX. China was
gradually under control after the outbreak, andhighest daily excess return rate of the SSECIS®HES50
ETFs was nearly 6% at the beginning of the thirdrtgr of 2020. The COVID-19 pandemic being
controlled, vaccine development and technologidabaces in dealing with the virus have led to algah
reduction in the magnitude of the changes in theegx return rate. Judging from the structure of the
distribution chart, ETF50 and TAIEX are inclinedgositively excess return rate, and the best pmdace
is the ETF 50, which may be related to the propetrol of the COVID-19 epidemic in Taiwan.

Figure 2 shows the line charts of the daily turmaege of ETF50, TAIEX, SSE50 ETF, and SSECI (see
Chart 1 to Chart 4) and the spike charts of théy dagh-low price spread (see Chart 5 to Char{T8 line
charts of the daily turnover rate (see Chart 1har€4) found that ETF50 rose at one point in tdyedays
of the COVID-19 outbreak (1/20/2020) but then gabushowed a steady downward trend, showing a
stable state of investor confidence. Due to outasftrol doubts in Taiwan in the second quarter @212
which led to the implementation of control measutesfurther restrict people's activities by the dbc
government and caused panic in the stock marketagt found that the daily turnover rates of TAIEXda
SSE50 ETF soared to approximately 2.0% and 8%gotisply, at the same time. Therefore, it was found
that the SSE50 ETF in the daily turnover rate ghere was a higher linkage with the daily turnonage of
the Taiwan stock market, reflecting that the SSE3& was affected by the panic of local investorsuab
the rising epidemic crisis in Taiwan.

Second, in the spike charts of the daily high-laweg spread (see Chart 5 to Chart 8), it was fahatl
during the initial outbreak around March 2020 ahe second quarter of 2021, ETF50 and TAIEX's daily
high-low price spread were expanding at the same.tEspecially when the crisis of home-grown intect
in Taiwan's second outbreak of COVID-19 was moreese than in the early days of the COVID-19
outbreak, the daily high-low price spread expanglazh higher than in the early stages of the epiclefitie
SSES50 ETF is similar to the SSECI's sharp ris@éndaily high-low price spread, mainly concentratethe
first and third quarters of 2020, in line with theore serious damage caused by the early stageeof th
COVID-19 epidemic for the Chinese mainland. Accogdio the spike charts of the daily high-low price
spread (see Chart 5 to Chart 8), it can be obseahadthe information asymmetry (daily high-low q&i
spread) in the local stock market increases wheregiidemic tends to break out. It is worth notinat the
impact of the daily high-low price spread (informoat asymmetry) for ETFs is mainly from the listing
market of the invested constituent stocks for tuall COVID-19 epidemic situation.

Table 1 shows descriptive statistics, unit rootsteand t-tests of pairwise difference values betwibe
after- and before-COVID-19 outbreak. The statistidaole period is from January 3, 2017, to Decenier
2022, totaling 1242 trading days. The COVID-19 panit event date of January 23, 2020, was a lockdown
announced by the Wuhan city of China to containvtidespread epidemic of the COVID-19 virus (Liu &
Lee, 2020). The COVID-19 pandemic event date wasl tis divide the period into two subperiods before
(Obs.=748) and after (Obs.= 494) the COVID-19 panidesvent.

10
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Table 1: Descriptive statistics, unit root testada-tests of the pairwise difference values betvtbe after-
and before-COVID-19 outbreak (2017.1.3 ~ 2022.1.26)

Period

The whole period Before-COVID-19 After-COVID-19

Portfolio A (Obs.=1242) (Obs.=748) (Obs.= 494)
Variable Mean Std. Dev. Mean Std. Dev. Mean Std. Dev.
Closing Price*** 88.846 25.997 71.771 6.255 114.701 23.018
Excess Return Rates  0.075 1.048 0.058 0.829 0.101 1.312
ETF50 Market Value*** 89984.5 46146.0 61948.3 23754.1  132436.1 38819.9
Turnover Rate 0.924 0.837 0.890 0.858 0.975 0.801
SPREAD* 0.002 0.002 0.002 0.001 0.003 0.002
Closing Price*** 12210.13 2679.61 10564.33 583.02 14702.15 2688.32
Excess Return Rates  0.056 0.962 0.038 0.752 0.083 1.213
Market Value *** 36746999.C 8534854.0 31453828.C 1968829.0 44761760.C 8403309.0
TAIEX  SPREAD*** 0.002 0.002 0.002 0.001 0.003 0.002
Turnover Rate *** 0.468 0.254 0.326 0.069 0.683 0.281
PBR*** 1.867 0.287 1.702 0.093 2.117 0.302
PER*** 18.169 3.030 16.617 1.3128 20.520 3.363
Closing Price *** 32.397 3.940 30.322 2.783 35.539 3.304
Excess Return Rates  0.031 1.242 0.041 1.118 0.015 1.411
SSES0" Market value = 42162 22253 56527 16734 20410  592.0
Turnover Rate *** 0.803 0.873 0.673 0.669 0.999 1.085
SPREAD*** 0.013 0.008 0.012 0.007 0.015 0.008
Closing Price *** 3161.551 297.643  3038.223  249.057 3348.291  266.457
Excess Return Rates  0.014 1.059 0.004 1.022 0.028 1.113
Market Value *** 35361923.95 5867675.08 31458209.7¢ 2077689.88 41272810.98 4690000.50
SSECI SPREAD*** 0.012 0.007 0.012 0.007 0.013 0.007
Turnover Rate *** 0.767 0.357 0.570 0.214 1.065 0.322
PBR*** 1.249 0.173 1.336 0.166 1.118 0.070
PER*** 12.944 1.609 13.198 1.717 12.560 1.345

NOTE: *, ** and *** represent significance at thE0%, 5%, and 1% levels on the t-tests of the paitiffdrence

variables between the after- and before-COVID-1®h@ak, respectively. # indicates significancehat 5% level on
the t-statistic of the Phillips-Perron unit roostteMarket Value in ETF50, SSE50 ETF, and TAIEX dugmits of
million NTD, whereas SSECI used units of million BMSPREAD is the daily high-low price spread (Pavianez,
Prado-Roman & Gémez-Martinez, 2020), where SPREABIgh price — low price)/average of the high phites low

price; PBR showed that the price-book ratio = miapkiee per share/book value per share; PER sholadhe price-

to-earnings ratio = market price per share/earniegshare.
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Table 1 shows that the average excess return oatBE§F50 (SSE50 ETF) and TAIEX (SSECI) are
0.075% (0.031%) and 0.056% (0.014%) during the e/Isthdy period, respectively, and the average exces
return rate of ETF50’s (SSE50 ETFs) is more thanntiarket index of TAIEX (SSECI). The Taiwan stock
market has an average excess return rate thatres timan three times higher than that of the Shargihek
market, while the ETF50's average excess retuenisamore than twice as high as that of the SSEHB. E
These results indicate that the overall performasfcmvesting in the Taiwan stock market will bettee
than that of investing in the Shanghai stock market

In addition, the SSECI's average market value wd8 R5,361,923.95 million, which was greater than
TAIEX's average market value of NTD 36,746,999.0liam, but the average market value of the SSE50
ETF was NTD 4,216.2 million, which is much lessritihe average market value of NTD 89,984.5 million
for the ETF50. These statistics show that the SIERDis not generally favored by investors in tlawian
stock market.

The results of the t-tests on the pairwise diffeeemalues between the after- and before-COVID-19
outbreak for study variables. At a significanceelesf 1%, it can be found that the average daibsiclg
prices, market value, daily high-low price spreaal] daily turnover rate will be significantly largater the
COVID-19 outbreak than before the outbreak on TAEX SSECI. The average PBR and average PER of
TAIEX (SSECI) on the COVID-19 pandemic will be sifjcantly greater than (less than) in the before-
outbreak period. TAIEX and SSECI have inconsistesults, and the Shanghai stock market will have a
significantly lower average PBR and average PERrafie COVID-19 outbreak, which may be partly
related to the impact of Sino-US trade frictionstlo& confidence of market investors.

At a significance level of 1%, the average cloginige and average market value of the ETF50 and the
average closing price, average turnover rate, &aathge SPREAD of the SSE50 ETF show that the after-
COVID-19 outbreak will be significantly larger thamthe before-outbreak period. It is worth notthgt the
average market value of the SSE50 ETF after COMAONITD 2,041.0 million) was significantly smaller
than that in the before-outbreak period (NTD 5,852illion). The SSE50 ETF listed on the Taiwan ktoc
market after the after-COVID-19 outbreak showsréss contraction in fund asset size due to thareadf
cross-border investments in China’s equities. Asfiids reason is that the COVID-19 pandemic has
exacerbated the risk (uncertainty) of cross-bolidgestment, which is related to the risk aversidn o
investors in the Taiwanese market. This resulsithtes that due to the COVID-19 pandemic eveseteth
may be a negative impact on the development of diaédwe ETFs invested across the Shanghai stocktmarke
This study does not infer that after the COVID-18weak, the average daily excess return rate &68T
TAIEX, SSE50 ETF, and SSECI will be significantigrger than before the outbreak. Whether it had a
severe impact on parts of China (Wuhan) in theyestdges of the COVID-19 outbreak or the fact that
Taiwan was well controlled by the spread of COVI®-dompared to the world, the long-term investment
performance of the two stock markets was not sicanitly affected after the COVID-19 outbreak.

Finally, the unit root tests are the results ofidation that take the Phillips-Perron tests (Rbdlli&
Perron, 1988) and are in the form that considd@esdept and temporal trends. At a significancellet&%,
the t-statistics of ETF50, TAIEX, SSE50 ETF, andEE$ sequences of the daily excess return rate were
estimated by Phillips-Perron tests, and the es@ichaistatistics of these four sequences were faariok
significant. Therefore, it can be inferred that fbar sequences of daily event return rates dahage unit
roots, which is consistent with the property otistaarity. This property is required in Eq. (1)abgh (3).

Table 2 shows changes in the performance and sgsterisk of ETFs before and after the COVID-19
pandemic event using models of Jensen’s alpha adified Jensen’s alpha. First, PARTI shows the BTF’
performance indexJjindex » @and systematic risR; estimated by the conventional Jensen’s alpha model
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based on the ordinary least squares (OLS) methbtheAsignificance level of 1%, the t-statisticEFF50
(SSE50 ETF) systematic rig is 111.3705 (32.6262) and is significantly greatem zero, and ETF 50
(SSE50 ETF) systematic rigk is 1.0386 (0.7977) more than (lower than) 1. Tesult found that the risk
of ETF 50 (SSE50 ETF) carries an above (below) afkhe market portfolio. ETF 50 (SSE50 ETF) of
Jensen’s alpha indgxjpqex= 0.0165 (0.0198); the t-statistic is 1.8392 (07)6&nd (not) significantly more
than (equal to) zero. This result shows that ETH&® significant positive performance over the |,
while the SSE50 ETF cannot prove that Jensen'siafiglex is not zero.

Table 2: The changes in the performance and systensk on ETFs testing the after- and before-CDVI
19 events using models of Jensen’s alpha and tliigtbJensen’s alpha (2017.1.3 ~ 2022.12. 26)

PART I. Rit — Ree = Jiindex + Bi - (Rme — Ree) + &5 1)
Parameter | 8 R2 A_II_?E}C;':
iindex - i - - -
Fund 0) o
ETE50 0.0165* ) 1.0386*** ) i i 0.9091 14.5675**
(1.8392) (111.3705) -330.59 *
SSES0 0.0198 ) 0.7977*** ) ) ) 0.4619 10.4893**
ETE  (0.7657) (32.6262) -1646.58 *
PART II. Rit = Ree = Jiadjn + Biadin - (Rme — Rer) + &ii€ie| Qg ~N(0,hy )
hip = wi + 8 “hieq +vi- gy (2)
ARCH
Parameter R2
Lare Jiadin . Biadin w; 5, Yi 1(6) Test
(F- stat.)
0.0125 1.0432** 0.0114*** 0.7407** 0.1496*** 0.9091
ETFS0 (1 4834) - (149.6881) (4.6885) (19.6532) (6.7996) -273.41 01912
SSES50 0.0102 ) 0.8429*** (0.2989*** (0.4904*** (0.1501*** 0.4604 0.0246
ETE  (0.4168) (48.1513) (4.4088) (5.0053) (6.4260) -1606.96 -
PART III. Rit = Rge = ]i,adjz + A" Dy + Bi,adjz ’ (RM,t - Rf,t) + AR Dy (RM,t - Rf,t) &t
;Si,tlﬂt—l "‘N(O' hi,t) , hi,t = wj + 8- hi,t—l +Yie Eiz,t—l (3
Parameter R2 ARCH Test
Fond Ji adj2 A); Biagiz OB wi 8 Vi 1(6)  (F-stat)
kokk Fokk Kokk
ETE50 0.0171 -0.0153 1.0438 -0.0007 0.0116 0.7362** 0.1516 0.9091 0.1847

(16168) (09118) (97.3142) (00518) (46721) (19.2016) (6.8175)  -27301

SSE50 00396 -0.0754 0.7703** 0.1747%* 0.2898** 0.4917/** 0.1565™* 04613

ETE  (12716) (14956) (34.1296) (5.3845) (45861) (5.2707) (62389) -1509.10 00188

NOTE: In part I, numbers in parentheses are tsitesi In parts Il and Ill, the numbers in parestweare z-statistics; *,

** and *** represent significance at the 10%, 5%nd 1% levels, respectively.

At a significance level of 5%, if the F-statistiosthe ARCH effect test are the significant resuttgan
be inferred that the residual teay exhibits heteroscedasticity in the Jensen's atpbdel of Eq. (1). The
results estimated from the F-statistic of the AR@dt of ETF 50 (SSE50 ETF) are equal to 14.5675
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(10.4893). These F-statistics are significant. Tke&ult shows that the residual sequence of tltitibaal
Jensen model exhibited heterogeneity in ETF 50 883 F).

Second, PART Il in Table 2 shows Jensen’s alphaeinoddified based on GARCH(1,1), as well as the
modified performance indek .qj; , and systematic risg;,qj; is estimated by maximum likelihood
estimation (MLS). At the significance level of 1%e modified systematic risk of ETF 50 (SSE50 EIBF)
Biagj1= 1.0432 (0.8429); the t-statistic is 149.6881 1883), which is significantly greater than zerod an
the modified Jensen’s alpha]iggj;= 0.0125 (0.0102). The t-statistic is 1.4834 (08)16vhich is not
significantly more than zero. There is thereforeemimence to support that ETF50 (SSE50 ETF) investm
performance has significantly positive abnormalimes. The estimated parameters of ARCH and GARCH
are$;=0.7407 (0.4904) ang;=0.1496 (0.1501) in ETF50 (SSE50 ETF). At the digance level of 1%,
they are significantly greater than zero. Thussupports that residual error has heterogeneity TIRSB
(SSE50 ETF). Moreover, it is found that in the &tistic of the ARCH test of ETF50 (SSE50 ETF) edoal
0.1912 (0.0246) estimated by PART I, namely, ttaitional Jensen’s alpha model, the residual error
heterogeneity is fully explained by GARCH (1, 1patisappeared in ETF50 (SSE50 ETF).

In Table 2, PART lll is the modified Jensen modaké&d on the effect of the COVID-19 pandemic.
Estimation of the modified performance indgyy;, and the modified systematic rifk,q;, can also verify
the ETF50 (SSE50 ETF) performance index variatiaramete\]; and systematic risk variation parameter
AB; after the COVID-19 outbreak. At the significanewdl of 1%, the systematic risk of ETF50 (SSE50
ETF) isBiaqj2 = 1.0438 (0.7703); the t-statistic is 97.3142 1286), which is significantly greater than zero.
The modified Jensen’s alpha of ETF50 (SSE50 ETH),jg, = 0.0171 (0.0396); the t-statistic is 1.6168
(1.2716), which cannot prove that the argumentigsifscantly greater than zero. Thus, it suppohatt
ETF50 (SSE50 ETF) investment performance will digantly have positive abnormal returns. As seen in
PART IIl in Table 2, the ETF50 (SSE50 ETF) estindat®efficients of performance index difference and
systematic risk difference afd; = -0.0153 (-0.0754) anfi}; = -0.0007 (0.1747), and the t-statistics are -
0.9118 (-1.4956) and -0.0518 (5.3845), respectivtythe significance level of 5%, the performarogex
difference is not significantly lower than zero,dathus, it does not support that ETF50 (SSE50 ETF)
investment performance significantly decreasedr afte COVID-19 outbreak. In addition, the systemati
risk difference is significantly more than zerotlie SSE50 ETF, which supports that the marketaiske
SSES50 ETF significantly increases after the COVBDelitbreak.

By comparison of PART | and PART Il, ETF50 investmgerformance confirmed the existence of
results greater than zero by the conventional fémgdpha model, but after considering the influerd
heterogeneity of the residual terms in the modifledsen’s alpha model based on GARCH (1, 1). Itbean
found that the originally significant positive abn@l return is reduced and the significance disapperhis
study found that the conventional Jensen's alpbaagated, and the systematic risk is underestichat the
conventional Jensen's beta.

Observing the impact of the COVID-19 epidemic inrtP#, it was observed that the alpha value
(Ji,adjz T+ AJ;) after COVID-19 was lower than the before-outbreggha value J§ ,4;,), while the SSES0
ETF beta valuef}; ,qj2 + AB;) after COVID-19 was significantly higher than thefore-outbreak beta value
(Biagjz)- Therefore, the systematic risk of the SSES0 Hlifl in the after-COVID-19 outbreak will be
significantly increased, which may be related ® ldrger impact of the Chinese mainland in theyestdges
of the COVID-19 outbreak. However, since the outkref COVID-19 in Taiwan, there have been only
sporadic community infections, and there is no caiensive regulatory regime in place and therefiae
less impact on economic activity, implying thatréhbas been no significant change in alpha andvaétas
after the COVID-19 pandemic. Finally, the eventetfof the COVID-19 pandemic exists only within the
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systematic risk (the size of fund assets) of thEERSETF, echoing the results of the outbreak cowofrthe
COVID-19 pandemic.

4. Conclusions

This study discusses the impact of the COVID-19newen (cross-border) ETFs’ systematic risk and
investment performance and the deficiency of theventional Jensen performance evaluation model that
does not consider heterogeneity in residual etterevaluation result of the fund performance indesy
have a pricing error in ETF 50. Moreover, the COMI® pandemic event with higher infectious disease r
can change systematic risk in cross-border SSETB® Eand significantly, the Fund-Size has decreased
These findings suggest that the COVID-19 pandeweniehas an impact on the capital market.
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“Lazy banks” and “Safe asset” Hypothesis: Is it theanswer to Public
Debt and Financial Development Indicators Puzzle ilcmerging

Markets?
Morad Abdel-Halint and Ghazi Al-Assaf

Abstract. This paper investigates the role of public debfimancial development in an emerging market
namely, Jordan. Based on previous empirical redean@ test the empirical prediction of two hypo#sefor
the role of public debt:; “safe asset” vs “lazy baikUsing annual data throughout 2008 to 2018 arsihg
the Fixed Effect (FE) and Bias Correction Fixed e€ef6 (BCFE) methodologies that control for both
unobservable banks specific and time-specific \dem We find that public debt has a positive intpat
financial development after controlling for Bankses and Banks risk. ROA, Capital Adequacy, andkBan
Capitalization. The results provide weak evidenoasistent with the “Safe Asset” hypothesis thatksa
choose to invest in treasury securities as safetass

Keywords: Safe Asset, Lazy Banks, Bias Correction Fixed &eFinancial Development.

JEL Codes:G - Financial Economics

1. Introduction

Large public sector borrowing from the domestic Ksais related to a high level of profitability, but
depressed efficiency and deepening of the bankaujos this resembles the “lazy bank” view in the
literature (Hauner, 2009). The effect of public diebfinancial development has been thought okimis of

a positive effect it can play in developing finaalcsectors by providing a relatively safe asselledahe
“safe asset” view. Notwithstanding, the other viealled a “lazy banks” view reveals that: developing
banking sectors holding large public debt may pgegmmore gradually because banks that primarily fen
the public sector could become too satisfied toehifve initiative to develop the banking market unihe
difficult conditions in developing countries. Ndteat “lazy” does not suggest a value judgment haseit
reveals rational behavior on the part of the bawkisereas often quoted in policy circles, this vieas been
absent from the academic literature (Hauner, 2009).

Furthermore, this paper will address the case dthvfinancial development impacted when the Banks
system became the main lender for the governmeetiploying panel data methodologies for the banking
sector financial development and efficiency indicat Thus, the proposed paper will be guided by the
following questions: What is the impact of a banktidings of treasury debt instruments on the faigin
development indicators in the Jordanian bankingisty? Which theory applies in the Jordanian bamkin
industry “lazy banks” or “safe assets”?
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2 Associate Professor of Economics, Department ofriéss Economics, School of Business, The Universitjordan. Amman,
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The outcomes of this paper will help policymakeranswer the following concern: determine the degfe
banking sector efficiency by examining the thedrjlazy banks” or “safe assets”. Lastly, the fingaof the
proposed study will act as preliminary guidancefimther examination of the subject.

This paper investigates the validity of the two tcasting views of the role of public debt in fingic
development based on bank-level data for 13 bankderidan. Our results are overall more favorablihé¢o
“Safe Assets” view. Greater public debt holdingdmynestic banks raises their efficiency.

2. Literature Review and Hypotheses Development

Previous studies have comprehensively investiggtegrnment debt's impact on financial developmedt a
how financial development impacts economic growtt &s volatility, mainly in developing countrieEhe
above concepts generate many research intereste dieir conflicting and long-lasting state in romic
theory.

For these reasons, this section reviews the thearid empirical investigations conducted on thepes.
Principally, if there is an impact of Banks holditrgasury debt instruments on bank lending behaamor
financial development indicators.

2.1. Financial Development and Bank Lending Behavior

There is some research evidence to suggest thasEdely a vital role in economic development sitiosy
are considered one of the key sources of firmgirfeing in many developing countries (Beck et &00).

Bank lending commonly donates to the financial @egpy of an economy, which has a positive effect on
aggregate output and economic activity (King andihe1993). Moreover, understanding bank lending
behavior is critical for bank management in preisgrthe soundness of a banking system. Nevertheless
bank lending behavior is neither unchanging indtwess-section nor overtime. Instead, it is mainiyeh by

the business model chosen by bank owners. Privatetyed banks classically follow business models$ tha
purpose to profit maximization, while state-owneahks tend to follow social welfare-oriented purmoaad
deviate from strict profit maximization (Behr et &013).

Over the last several decades, developing courdaesiderably infuse an enormous amount of mongy in
state-controlled banks to improve economic groviitiis results in substantial credit growth by thakag
system in emerging economies. The bank creditstbeffped economic growth in these countries. Moeeov
numerous problems exist in the banking system weld@ing countries where bank lending is mostly
affected by the government (Qian et al., 2015).

Knowing that bank lending behavior is significamt €merging markets where the problem of non-
performing loans is considered a key problem fanemic growth. (Vo, 2018) found an interesting aate

of the mechanism that identifies the bank lendiabdvior in an emerging market. First, is a low degof
bank lending constancy. Secondly, bank lendingeigimg on both bank-specific and macroeconomic
factors. lastly, there is a statistically signifitaeffect of bank market structure on bank lendwedpavior.
This could offer several vital implications for thelicymaking process, particularly if foreign bartend to

be tighter lending supply dynamics (Albertazzi &ualtero, 2014; Popov and Van Horen,2015). On therot
hand, (Mishra et al., 2014) suggested that mongialigy may be a highly unreliable tool with whith
follow macroeconomic stabilization in countriestthge considered by a poor institutional environtveerd

an uncompetitive banking sector, both of whichamon properties in low-income countries.
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Mainly, minor, less liquid, poorly capitalized ahégh credit-risk banks face a greater decreaseridihg
after limiting the monetary policy. Unlike develapecountries, empirical evidence from developing
economies delivers more decisive outcomes about dkistence of the bank lending channel.
Notwithstanding that the bank lending channel isanapplicable in developing economies, its intgnsit
varies across countries. Given that the bank lendirannel goes through the financial system, thel lef
financial development might well affect its effeemhess. In very poorly developed financial systems,
monetary policy variations might be less effectared take longer to affect the bank's lending supply
(Carranza et al., 2010). At the early stage of prment, banks’ lending might well be restrictedtdnese
capital is rare. As financial development proceeasnetary policy might affect banks’ lending to reaer
extent.

2.2.  Financial Development and Government Debt

There is little research that investigates thectftd public debt on financial development. Puldabt can
have a positive effect on the profit of financiastitutions (Hauner, 2009); nevertheless, hugeipwabt
can also harm bank efficiency and crowd out priviadestments. The relationship leftover is questida so
far, several studies demonstrated it is hurtfdirtancial development, for instance, (Hauner, 2068iihan

& Ozkan, 2012), etc. The impact is particularly esevwhen the government is unsuccessful to repdy an
selects to default on the debt.

Besides, studies suggest that public debts (govamhrreasury bills and bonds) provide security,hhig
liquidity, and a steady flow of profits that canestgthen the stability of the financial sector. B&nding to

the government (as government bonds) can be deamedmparatively predictable debt management and
thus, can protect the banks’ assets (Hauner, 2DQfgey et al., 2019). Once banks have loaned a big
amount of savings to the government, they areylit@have a good opportunity to protect their asaed be
comparatively more profitablel, and this showsralémcy to make banks raise the holding of governmen
bonds. The government bonds holding permitted bemkéfset the highly risky lending to the privasector
lending and similarly weak legal and institutiosaiucture, particularly in developing countries vé&mment
borrowing also helps the banks to get over thellagd institutional weakness by helping banks te us
public debt as an obvious guarantee in repurchgieements (Kumhof and Tanner, 2005). collaterajgla
the main role in developing a country’s derivativaarkets along with payment and settlement systems
(Hauner, 2009). Subsequently, remaining governrdeht is considered a safe investment for bankssand
important in additional enhancements in financa&lelopment in developing countries.

Public debt allows additional savings to be usedesgovernment bonds can rise the depositorsngitiess
to intermediate their savings into investment itoenmonly risky market (Kumhof &Tanner, 2005). Abken
a benchmark yield curve in the weak bond marketdeiveloping countries causes some difficultiesttier
market at pricing the credit risks and equities rtff & Tanner, 2005), and drivers to difficulty the
variation of risk exposures due to the derivativsrkets are also weak. Government bonds in the serées!
can enable development by providing a good bendhgrald curve to enable the pricing of corporatad®
and equities (Hauner, 2009).

On the other hand, when banks are required to lmadg public debt, this can result in a negativeaute.
Banks are usually weak to reject the governmentgdwing under such circumstances. This has no
motivation in developing deposit and private credérkets. Protected and reliable profits from goweant
borrowings could decrease the banks’ motivationmpmove efficiency and become too satisfied tovaty
develop the banking market. Furthermore, the gowent's effects on the pricing and loanable funds of
banks could reduce real interest rates and cauadequate savings. Financial organizations’ high
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government debt holdings are usually proposedfsebthe credit risk in private credit. Neverthslgggal
and institutional limitations are vital too. No onoan enforce the government if it is imperfectitngonal.
(Kumhof and Tanner, 2005) found that the size ofegoment debt held in financial organizations has a
strong negative relation to the quality of law amdanizations. The security of the public debt fodid is a
prerequisite for banks and hence, a country's pulebt management prudence is critical for thengtreof

its financial system. Additional concerns relattoghis issue are when public debt is high; thewyement of
debt is a subject of debate. The market holds fooriration admission to the decision of the goveminaed

the market may act on their expectation.

Once more, the role of public debt on financial alepment which was investigated by (Hauner,2009),
reveals that public sector credit has a negativeaghon financial development when conducting both
country level and banking level analysis. Thesailltesare in parallel with the “Lazy Bank” view whic
shows that banks earn a profit when making loarteg¢aovernment but this mitigates the efficientyhe
banking sector.

The results of large public sector borrowing frdme tdomestic banking sector are also appropriateypol
issues, given the continuing discussion on optirdabt structures. Numerous developing country
governments have mitigated their external obligatwer recent years and increasingly depend on skixne
funding. Whereas this mitigates macroeconomic yigies rapid rise in the share of domestic credsbaied

by the public sector in several developing coustra@ses questions about the impacts on the dewelaipof
the financial sector. Many previous studies ingggtng the determinants of financial development robt
include an indicator of public sector financingdahose that did found insignificant results (Bastdal.,
2001).

The role of public debt in financial developmens eeen allied with what is called the “safe assadiv. It
stresses the positive role public debt can presedéveloping financial sectors by giving a compiasdy
safe asset. Therefore, the “safe asset” view hthas,without the availability of public debt, fexvgavings
would be utilized, and borrowers would face higherrowing costs and shorter maturities. “safe dsael
“lazy banks” views do not need to be mutually egila: the impacts of public debt on financial
development may well be non-linear, with positifieets raise to a threshold of the share of craltticated
to public debt, and negative effects above it, @ssater public debt holdings by domestic bankseiase
their profitability but reduces their efficiencyplublic debt surpasses a certain threshold orlifilked with
financial repression. (Hauner,2009).

Hauner, (2009) proposed the lazy bank's hypotlieatssuggests that more public debt holdings byedia
banks increase their profitability but decreaserth#ficiency and reduce financial deepening overet
Additionally, (Hauner, 2009) found that public defuilding by banks only has a negative effect when i
interacts with financial repression. Inspired by tfact that most emerging economies tend to finance
economic growth by bank lending, thus the first dtyyesis was conducted relying on the nature of the
Jordanian structure of the financial system wheatds to behave like the previous studies' resaittd, this

led to anticipate that there is a negative relatiim between bank lending to the government and ban
efficiency which commonly used as a financial depetent indicator.

Ho: Bank lending to the government has no signifiaat impact on financial development.

3. The Empirical Model

In most models, the degree of financial developniemixpected to be exogenous. But understanding wha
determines the importance of financial marketsheirtdegree of development is at least as impordant
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measuring their effects on growth. For if indeathficial intermediation affects growth, it raises tfuestion

of what gets financial markets off the bottom, wWisetit expects them to develop during a particular
sequence, and what explains their relative devedopnas an example, bank lending to firms has gdiger
appeared first, followed by stock and bond marlaats, eventually credit.

The theoretical papers that dealt with the deteamti of financial development for instant banksidieg
behavior have led to the publication of many enspirpapers. These papers rely on cross-sectiotebda,

on average, to explore the bank lending behavidinahcial development, this paper uses the belmdeh

to examine the impact of government borrowing frime Banks sector on bank lending behavior and
financial development indicators as explained byyranes of literature to provide a complete pietof the
role of banks’ lending behavior, and also to deteenthe degree of banking sector efficiency by aramg
theory “lazy banks” or “safe assets” which will bgamined for the first time on the context of dord
market. According to the safe assets view, publibtchas a positive impact on financial development,
however, the lazy bank theory claims that publibtdeas a negative impact on financial development
(Hauner,2009). Therefore, the impact of governnhemding on profitability and efficiency is examined
standard models of efficiency, as measured bitdihg-deposits spread rati®pread), and profitability,

as measured by a bank's return on eqU9K). Specifically, two equations are estimated byhgstatic
and dynamic panel estimation approaches usingtlmning models' equations:

Spread;, = a + pyGovlend;, + B,ROA;+ + B3Size; s + B4CPTL; + PsLiqy; + BeRisk; +
ﬁ7CADIi't + Si,t .......... (1)

And

ROE;; = a + pyGovlend;, + B,Size;; + f3CPTL;; + p4Liqy;+ + PsRisk;. + fcCADI; . +
‘Si,t .......... (2)

&; ¢ - ldentically independently distributed error term
3: matrix of regression coefficients.

whereSpread is the lending-deposits spread ratio, which isagd(interest income / earning assets) —
(interest expense/interest-bearing liabilities)y] bank i at time t, with i =1, ...... , b, Is the constant term.
This variable captures the efficiency of the bagksystem. This variable will be used as a measfire o
financial development (Abedifar et al. 2018). Besidother efficiency measures that could be used fo
institutions include indicators such as bank ntgrest margininak et al. 2013 and Sanfilippo-Azofra et al.
2018),overhead costs to total assets, non-interest indon@al income, and cost to income ratio (Levine,
2002; Cihak et al. 2013). The results of previous studiegeal that the financial structure is not a
particularly useful way to differentiate financglstems (Levine, 2002) and not a good anticipatgrawth

in a cross-country growth framework: neither banakdd nor market-based financial systems are reflated
economic growth (Levine, 2002). Also, Low bank @#incy increases the deadweight loss created by
financial intermediation, which is also detriment@lfinancial development (Fry, 19950E is a measure

of bank profitability, which is calculated as thegurn on equity,{ihak et al. 2013).

This study also employs several variables that thgiaally explain the bank lending behavior ofdkorian
commercial banks. These include numerous bank{fipauiarket structure, and macroeconomic variabkes
follows:

GovLend is the proxy for bank lending behavior, measungddnk government lending to total assets ratio.
This indicator also reflects the financial strengthd soundness of the bank since the local aughorit
determines the lending growth rate by relying om ¢lvaluation of commercial bank soundness (Vo, 018
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Sizeis a measure of bank size, calculated as theitbgaof the total assets at the end of the year 04.8;
Sanfilippo-Azofra et al. 2018Risk is a proxy for bank risk, which is measured by phevisions for credit
risk divided by total assets at the end of the y¥ar 2018).ROA is a measure of bank productivity, which
is calculated as the return on assets (Vo, 2Q1ig). is the ratio of securities, cash, and due fronmkbdn
total assets. More liquid banks can usually graoten{Kashyap and Stein, 2000; Sanfilippo-Azofralet
2018).CPTL is the ratio of total equity to total assets. Higltapitalized banks tend to have higher loan
growth rates (Kishan and Opiela, 2006; Sanfilippm#a et al. 2018, Vo, 2018LADI is a measure of
capital adequacy, which is measured by the comrapitat asset ratio at the end of the year (Vo, 2018

3.1 Methodological Framework

The several ways to estimate parameters of Ecar(d)(2), or some modification thereof, each haswa

set of pros and cons. The lack of a single or datmg 'optimal' methodology in the context of crbssk
panel data is evidenced by a large number of dpatidns and models previously used. The advantafjes
removing a lagged dependent variable are largdignteon the nature of the data formation procedsch

can be explained through theory. Exclusion mayuséified where the lag is used as an empirical tool
address weak persistence (Auto-Correlation) irether terms.

At this stage of the analysis, the Breush-Pagamdrage Multiplier (LM) test was performed to detemmi
whether or not there are Bank-specific unobservaateables by employing the LM test. Furthermohas t
paper tested whether there was a relationship leettvee individual effects and the explanatory \Hes or

not by the Hausman test method, and here it ishakarowing that the Hausman test is not an alteradtr

the LM test. But it functions to check the decisiynLM test.

On the other hand, the data-gathering processndafmentally dynamic — i.e., past realizations @& th
outcome have a significant impact on the margiffaice of other factors — failure to appropriatelycaunt

for these dynamics is likely to introduce signifithias.

Since the error term picks up unobserved effetis,pooled ordinary least squares (POLS) estimator i
biased and inconsistent; thus, the error term #aated with the model's lagged dependent variable
(Blundell et al. 2001). Because of this positivesagsation, the POLS estimator is biased upwards. By
degrading the equation, the fixed effects (FE)estor resolves this type of inconsistency. Indigideffects

are eliminated with this estimator (Bond 2002).

Demeaning, on the other hand, may cause the sedcalickell bias, which eventually causes the FE
estimator to be biased and inconsistent when dgalith dynamic models if T is finite (Nickell 1981)he
Nickell bias arises because, regardless of the ¢fiz¢, the demeaned error term is related to tiggdd
dependent variable. As a result of these findiR@sestimations are biased downward. When emplayiag
fixed effects estimator, one way to address th&llidias is to apply a bias-correction techniqgtis is
exactly what Everaert and Pozzi (2007) and De \ad.€2015) implement with their bootstrap-baseasb
correction fixed effects (BCFE) estimator. Furtherey Bun and Carree (2005) developed a simple
asymptotic approximation depending on a first staged effects dynamic panel model, which is usethie
BCFE model.

Compared to the ordinary FE estimator and the gémed method of moments (GMM) estimator, the
Bootstrapped based bias-corrected FE estimatoséhasal advantages. First: the FE estimator, fiairce,
has lower standard deviations than the GMM estim@liviet 1995). Second, because the FE estimatesd
not require a judgment on which instruments toarsg how many, the FE estimates are more stabletltiean
GMM estimates (Roodman 2009). Third, unlike theimady FE estimator, the Bias corrected FE estimator
does not have the same limitations.

The Nickell bias is addressed in the coefficiergsylting in estimates that are aligned for fixe(DE Vos et

al. 2015). Forth, unlike the Instrumental Variabl@¥)/GM estimators, it does not necessitate the
specification of ideal, valid instruments, whictet//GMM estimator's attributes are heavily reliamt.
Fifth, unlike analytical techniques (e.g., Biasteated Least-squares Dummy Variable (LSDVC)), BCFE
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uses non-parametric bootstrapping to perform baagection and so does not rely on stringent paramet
distributional assumptions. In short panels, BCEEpasses GMM in terms of bias reduction and efficye

while also producing superior inferences than LSDVC

3.2 Data and Sample
Data of bank efficiency (lending-deposits spread) the other variables as (bank government lendatal

assets, provisions for credit risk, operation gastairn on assets ratio, the ratio of securittash, and due
from banks, and the ratio of total equity to tatakets), used from the financial statements datalfo
Jordanian commercial banks to cover the period 2W8. On the other hand, the Non-Jordanian Banks
and the Islamic Banks' data are excluded becawsealdta of government lending (core variable) is not
available and it's mostly covered by Jordanian cenaial Banks on its data. Noting that the years02érd

2019 are not included in the sample period to atlmdeffect of COVID-19.

4. Results and Discussions

Table 1: Descriptive Statistics
Spread is the lending-deposits spread ratio, wiickqual [(interest income / earning assets) -el@st

expense/interest-bearing liabilities)]. ROE is te&rn on equity calculated as net income dividgdadbal
equity. GovLend is Banks government lending toltassets ratio. Size is the logarithm of the tatdets at
the end of the year. Risk is the provisions foditresk divided by total assets at the end ofytear. ROA is
the return on assets. Liqgy is the ratio of se@sjtcash, and due from banks to total assets. @Pfhke ratio

of total equity to total assets. CADI is a measnir€apital adequacy, which is measured by the commo

capital asset ratio at the end of the year.

Stats Mean Median St. Div Min Max
Spread 0.079 0.076 0.019 -0.016 0.123
ROE 0.103 0.093 0.098 -0.014 1.043
GovLend 0.208 0.196 0.088 0.000 0.459
Size 9.306 9.288 0.428 8.441 10.413
Risk 0.005 0.004 0.004 0.000 0.022
ROA 0.013 0.013 0.005 -0.002 0.025
Liqy 0.229 0.218 0.060 0.126 0.367
CPTL 0.136 0.138 0.030 0.011 0.220
CADI 0.176 0.164 0.047 0.107 0.367

(Source: Authors based on data from financial statés data for all Jordanian commercial banks)

Table 2: Regression Results

This table shows the results for the associatiomvéxen financial development indicators: efficierayd
profitability (Spread and ROE), and government iegd The dependent variables in all specificatians
Spread and ROE. All other variables are as defaaglier except for L. Spread which is defined aslt#yged
of the lending-deposits spread ratio and L.ROE tiécdefined as the lagged return on equity. *,**

denote significance at the 10%, 5%, and 1% levetpectively.

Variables Spread (Efficiency) ROE (Profitability)
FE BCFE FE BCFE
L.Spread 0.35***
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Variables Spread (Efficiency) ROE (Profitability)

FE BCFE FE BCFE
L.ROE 0.205***
GovlLend 0.097*** 0.081** -0.061 -0.108
Size -0.014 -0.020 -0.283*** -0.502***
Risk 0.065* 0.492 -2.786* -1.421
ROA 0.899** 0.566*
Ligy 0.021 0.045 -0.186 0.152
CPTL -0.051 -0.046 -3.428*** -3.879%**
CADI 0.0139** 0.077 1.004*** 1.030***
R® 0.16 0.08
Lagrange multiplier
(LM) test 9.63 (0.001) 24.67 (0.000)
Hausman test 24.77 (0.001) 30.82 (0.000)

Denote that (BCFE) is referring to Bias Correctiored Effects and FE is referring to Fixed Effects.
(Source: Authors based on data from financial statés data for all Jordanian commercial banks)

This paper implements the Breush-Pagan LagrangépVlest (LM) test to examine whether or not there a
Bank specific unobservable variables and as t#h)leesults show that individual effects, time efe@nd
individual and time effects aren’t random. Accoglito the LM test result, the estimation was madegus
the fixed effect model.

Hausman test was conducted for the Efficiency maael shows the following results: (€hy2=24.77,
probability value =0.001 and for the Profitabilityodel (Chf) x2=30.82, probability value =0.000. Since
these values were smaller than 0.05, it was deditktidthere was an endogeneity problem in the madel
this case, it is necessary to analyze with thedfiiéects model and this result supports the LM tesults.
Results are presented in table (2). The FE tesixtomine the effect of our focus variable GovLend on
Profitability and Efficiency. We also use the BCRiedel, which is known to be more efficient undeefiw
behaved conditions”. Table (2) regression findidgmonstrate the influence of the independent vimsadn
Profitability and Efficiency after carefully usintpe FE test following the model used by Hauner €00
Besides Size, CPTL, CADI, and Risk none of the iotraiables are significant for the regression with
Profitability specification. In the case of the megsion for Efficiency, the variables Size, ROA, @Aand
Risk are seen to be significant. The positive foemeht on GovLend is significant in both Profitity and
Efficiency using the FE model.

Following Hauner (2009), who finds a significandgrositive relationship for GovLend on Profitalyilend
Efficiency. Therefore, the “safe asset” view holdgh strong evidence because both results for fatafity
and Efficiency have a significant and positive tielaship with government lending, but if one ofthéas a
significant and positive relationship and the othas just a positive but not significant relatiapsthis may
lead to weak evidence of holding “safe asset” thesrour analysis results shows. We checked foeftleet

on BCFE models and noticed that similar results abained for the main variables GovLend as was
obtained for the FE model and so we conclude tkhenh eafter testing for the effect of GovLend on
Profitability and Efficiency with the BCFE modehe outcome remains significant.

5. Conclusions

In this paper, the effect of government lending fomancial development indicators (efficiency and
profitability) was investigated using the paneladahalysis method to test the “Lazy banks” and éSaiset”
views for a sample of 13 banks at one of the emgrgiarket countries which is the Jordanian market.

At the LM tests result conducted to define the mpple panel data analysis method, it was found tha
individual and time effects weren’t random, for tthheason an analysis with the fixed-effect modek wa
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carried out. According to the analysis resultsyas determined that government lending has a pesifiect
on financial development. The analysis results alsmwv weak evidence of the “Safe Asset” view asébu
by Hauner (2009).

Thus, the findings have important policy implicaisoas they show that Jordanian government borroising
expected to crowd out private sector credit by baakd this will not be beneficial to the financial
development and the economy as a whole if the b@udunds are channeled to the productive secttreof
economy. In addition, the study shows that a camsecge of the borrowing is the increase in domesédit
particularly from the banking sector to the goveemtn This study has therefore provided researchiths
an incentive for further work in this evolving reseh area.
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Abstract.

Mobile banking is relatively a new service offebydbanks around the world. Banks are obliged &pkiavesting
in new technologies as otherwise, they would lagepetitiveness and market share. It is, althougbrésting, to
know how clients react to these innovation efforts.

This study aims to understand the client’s respsnigéank innovation, especially to mobile bankischnology

in Albania. An online experiment is conceived basedExperimental Design Principles. Participantsaienate
combinations of messages (elements) about mobiikirga and rate each combination. The collected data
used to create individual models and later a gehearadel to calculate the statistical relevance atle of the
messages. The models use ordinary least squaressegn and advanced data mining techniques (k—sean
clustering) to analyze the data and classify pgraats accordingly.

At the end of the analyses, a set of two or thremisets are depicted to show what pushes parti¢gpanthe
study in their decision-making process. These misdselp banks understand clients’ reactions amohmabanks

to address different issues to serve their clibetser.

Keywords: Bank; Clients; Mind Genomics Technology; MobilerBang; Statistical Models
JEL Codes: G2

1. Introduction

Mobile banking is offering its services to the kangublic not long after the introduction in the ketrof
smartphones. Because of the facilities it provides the easiness of use, soon it became a ngdessite
banks to provide such a service to their custonaersipplication for an instant and reliable accékhough
the success of this new technology was rapid amttspread, some questions are still raised conggrnin
mobile banking as to what extent it affects theufeitof banking as well as the direct impact on ank
profits. There is still a need to assess the catiygeadvantage that the banks will gain in the keaiand
what are the best paths to follow to guaranteeotitained success. Adequate use and future advanteme
of new technology must come after a feasibilitydgtof the adoption phase.

Thus, several studies worldwide have addressedsthe of the acceptance of this new technology.
(L'Hostis & Wannemacher, 2015) provide a detailedlgsis of the landscape of mobile banking. Some
authors have developed a technology acceptance | ntiwateintegrates the innovation diffusion theory,
perceived risk, and trust in the classic TAM (Tembgy Acceptance Model) model to shed light on what
factors determine user acceptance of mobile bardimdjications (Mufioz-Leiva et al., 2017). (Aboetrad
& Gebba, 2013) undertook a study aiming to extéredunderstanding regarding mobile banking adoption
through integrating the Technology Acceptance M¢@alM) and Theory of Planned Behavior (TPB).

(Lu et al., 2015) designed a new hybrid model,rthtiple attribute decision-making (MADM) model,
which combines decision-making trial and evaluati@poratory (DEMATEL) for building an influential
network relationship map (INRM), DANP (DEMATEL-bas&NP) for determining the influential weights
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of criteria. They also use the VIKOR method usihg tnfluential weights to evaluate and integrate th
criteria in the gaps and reduce the gaps to sdtisfyisers’ behavior needs based on INRM. Otheapt(&a

& Oliveira, 2015) have advanced the body of knowkan mobile banking acceptance by proposing an
innovative and comprehensive theoretical model doabines the extended unified theory of acceptance
and use of technology.

The image of banking would be impacted by the tetdgy and more specifically by mobile banking;
this is what the banks claim (Yu, C. S. 2012). Tien feature of mobile banking is that it affedisee
important areas of banking marketing such as bgnkansactions, the visibility of the bank in newarkets,
and e-commerce (Shaikh, A. A., & Karjaluoto, H. 3p1

The mobile banking adoption issue in specific cdaathas been widely discussed in the research
community. (Jehan & Ansari, 2018) brings the exgrare and the lessons learned during the adaptattion
this technology in Saudi Arabia. (Tan et al., 20ib@estigate the factors that affect the adoptdonline
banking in Malaysia. They found that social infloes, perceived usefulness, trust, and ease of ase w
positively associated with adopting online bankif¥ge - Loong Chong et al., 2010) showed that perceived
usefulness, trust, and government support are calitipely associated with the intention to use roali
banking in Vietnam. (Shaikh & Karjaluoto, 2015) e the current trends in e-banking in the Pakista
banking sector to provide an easy interface ta thestomers who avail of the e-banking servicesouit
any physical presence in the bank vicinity. (Argais, 2014), (llollari et al., 2020) studied consushe
attitudes on starting using mobile payment servid@thers (Yu, 2012) used the Unified Theory of
Acceptance and Use of Technology (UTAUT) to inwgestie what impacts people to adopt mobile banking.

(Mortimer et al., 2015) study the adoption of melblanking technologies in emerging Asian economies
split across Thailand and Australia. They find thetceived ease of use, usefulness, and perceskedere
the primary determinants of mobile banking adopfmmAustralian consumers.

In their study (Nagaraj & Singh, 2017) adaptedTkehnology Acceptance Model (TAM) and Perceived
Web Security (PWS) construct to understand the talof 1B services in India. They heavily use the
Perceived Usefulness (PU) and Perceived Ease ofRE®U) as the two main determinants to evaluae th
Attitude towards Use (ATU) and Intention to Use TW) internet banking services. The same study also
included Perceived Web Security (PWS) as one ofdmstructs in understanding the attitude and hietalv
intention of the customers in adopting IB servigds& Nassar, 2012) modified the existing Unifietidory
of Acceptance and Use of Technology (UTAUT) modadl added new and removed existing factors to
adjust this model to the local environment. Thegdeatito the existing UTAUT model a new moderator
factor called the influence of education. Also, ytheugmented the current set of elements with the
Reliability, Design Issues, and Security issuethashree technology-related factors to the UTAUJde.

For the previous generations, the checkbook wastib@me of their relationship with their bank, but
with the changing technology and the way, the baiderate everything is changing. It is less likblst the
coming generation will ever use checks. With thigasmsion in technology, the way people communibate
drastically changed. Nowadays mobile phones hagerbe an important asset when doing online shopping,
chatting, etc. Mobile technology also changed thg people satisfy their banking needs.

Mobile banking is a new trend (Sanader, 2014). Tthesrelationship people have with their banks has
changed, but also with their mobiles. New brandsamting as “money vaults” for consumers (llloll&ri
Gjino, 2013). The financial services providers makee that they are the first ones to change thedwof
Mobile Money, i.e., the banking location, shoppiagd making payments. These financial service peosi
play an essential role and they should ensuretlibgtare not losing ground in this sector.

29



ISSN: 2247-6172, ISSN-L:2247-6172

"
R F@‘j R Review of Applied Socio- Economic Research

(Volume 23, Issue 1/2022), pp- 28-39
URL: http://www.reaser.eu
e-mail: editors@reaser.eu

Nowadays, successful customer experiences willireqobust technology investments, collaborations
with competitors, and client strategy. This newteshcould greatly benefit the banks if they wepem-
minded, eager to learn, and provide security lessamd marketing, drawn from developing marketsa(Bo
2002). Some financial analysts have stated thahndathe industry as a whole, the upside from mobile
banking will be limited, and value creation mayrmetral at best (Gjino. & llollari (Findiku)., 2014

On the other hand, the profit and revenue oppdiagiare considerable at the individual banks'lleire
general, banks operate their business with a pyiparpose - maximizing profit (Artur Ribaj et a2020).
Opportunities of mobile banking may have approadhedorospect, but these opportunities can creatthw
value if banks consider three prospective:

1. The broader “mobile” industry

Mobile technology is already creating value folaage of non-banks, mobile phone manufacturers, and
online pioneers. These users can produce new esrdind apps, generate more data traffic, offerakoci
networking and afford marketing services. Banks mapt to rap into these new sources of value teaest
find partners that will give them a slice of theiai.

2. Bank profits

Banks will need to develop an accurately differateti ultra-convenient mobile banking user expegenc
to gain share in home markets. Creating this nevir@mment is the reason that will expand relatiopsh
with customers, permitting banks to cross-sell-iaked and liability products (A. Ribaj & llolla2019).

3. Banking industry

It will be wise for the banking industry to gernteraalue from the new profit sources (new customers
new products) by charging for mobile’s greater appweness and lowering costs.

Online banking already seems to be hitting a tloleksbf acceptance, with some consumers skipping
over this stage of financial engagement and mowingctly to mobile banking. This service is already
requested because the customers’ requests ingaskaneously as the technology develops. Moskdan
already offer mobile banking functionality; the tlhage going forward will be to execute a diffeiiatdr
strategy from a customer experience and revenwsp@etive. So that the banks are more competitivie wi
each other, they are aware that they should beimgf¢he latest products and functionalities. Fenthore,
they should bring and implement innovation (Gordteal., 2018).

As more innovative Smartphone applications are ldpeel within and outside the financial services
sector, the ability for banks to keep pace becopwotls more critical and more complex. New deviced an
new tools increase engagement and contextual atienavith those banks that seize the opporturi/the
penetration of Smartphones increases, customercetipms are growing as well. So, as stated abiee,
banks are forced to follow the technology developi®é¢o respond to their customers’ needs.

By building an agile, best-in-class mobile infrasture, the impact can be realized through inciekase
differentiation, lower-cost customer acquisitiomproved channel efficiency, improved customer rigben
and more significant revenues through up-sellind @oss-selling of services and products merchamtd¢d
rewards (Chuang, 2019).

By designing, executing, and optimizing a succdssfabile banking plan integrated with a more
comprehensive multichannel strategy, banks areryedsitioned for future mobile banking.

Nowadays, almost every service, request, or neddrigsng into a virtual service. As a result, the
banking services are in the customers' hands thrabgir smartphones, where they make their mobile
transfers. The bank cash desks are not as crovaléeyn used to be because of the innovations irtbe
(Gomber, P., Kauffman, R. J., Parker, C., & WeBel\V. 2018).
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Several studies have addressed the issue of wharines people to trust the e-banking approachqXi
et al., 2017), (llollari & Gjino, 2013).

The data privacy issue is a far-reaching issue lihaks and clients have to deal with constantlye Th
point of data privacy has been the focus of a fewliss such as (Oyedemi, 2015); (Akpojivi & BevayeD
2015). To understand the concerns about this itkaeguthors have interviewed thousands of studemts
different universities in South Africa. They stdteat while companies have made mobile advertising a
strategic business plan in today's global competitmarketing world, security and data privacy is a
significant concern for students of generation YSouth Africa. (Zhou, 2012) integrate both perspestof
trust and flow experience to examine the factofsctihg mobile banking user adoption. They concltidg
mobile service providers need to address both &mdtflow experience to facilitate user adoptiod asage
of mobile banking services.

This paper tries to contribute to the existingréitare in three different ways. First, this studgi@sses
the perception of users regarding the mobile bankipproach. There are many studies, as presentéd in
Introduction part of this paper, that have addmésbHerent aspects of this technology as a whbleldstis
& Wannemacher, 2015); (Mufioz-Leiva et al., 201 Bbdelmaged & Gebba, 2013); (Arvidsson, 2014);
(llollari et al., 2020) and issues that neededeadsolved related to the mobile banking technologgause
of the specifics of particular countries (Zhou, 2P1 (A & Nassar, 2012); (Oyedemi, 2015), (Akpoj&i
Bevan-Dye, 2015), to name a few.

Second, this study uses the experimental desigieat, Mind Genomics (Milutinovic & Salom, 2016);
(Moskowitz et al., 2006) to understand people'sdsiinoncerning specific messages. Mind Genomics is a
collection of well-accepted yet novel approachesrderstanding the mind of participants in an iitaw.
These methods begin with permuted experimentalgdesnove on to dummy variable regression, and
clustering, and then create strategies to assigemaperson to one of the clusters or mindsets wereav
Third, the overarching goal of this paper is tosgré to financial institutions some valuable firgdirand
insights that deserve consideration when thinkingua the need to improve mobile banking at the tpralc
level.

The rest of the paper is presented as follows:i@edethodology shows the data used for the analyse
and the scientific approach, section Results arstudisions presents a list of the results obtairyethib
study, and the last section, Conclusions and Re@mdations, shows findings of this study.

2. Methodology

This study uses the new science of Mind Genomicssiddwitz et al., 2006) to analyze the collected
data. Initially, the researcher should study thebfam to be solved and identify four pillars (s)ldisat will
serve as the basis for the study (Todri et al. 0p0Phese pillars are referred to as questiondbysystem.
Four potential answers are to be defined for ealtar,prepresenting the most probable answers & th
guestion. Answers from each silo are combined aitgrto an Experimental Design model to create
vignettes that are presented for evaluation tagiaants using a 1-to-9-point Likert scale. Eacltipgant
evaluates 25 vignettes. Regression models (Zdar20l4), data mining, and clustering techniques
(Mucherino et al., 2009) are used to analyze th@a da find the statistical relevance of each of the
answers/elements presented to the participanheiaiignettes (Milutinovic & Salom, 2016); Moskowigt
al., 2006).
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Mind Genomics is a research procedure that carsée 10 address problems from different domains, be
it political science, business, or marketing. ItsHaeen used to solve several such issues, and many
publications have enriched the scientific literatur

Initially, Mind Genomics was used primarily to eapl marketing problems by the famous duo Gofman
and Moskowitz. Their work appeared in many indidtand joint publications (Gofman, 2012), (Gofman &
Moskowitz, 2010), (Moskowitz et al., 2006).

The theoretical work of Moskowitz and Gofman was basis for establishing Mind Genomics as a hew
and respectable branch of social and psychologmeahce, paving the way for often-breakthroughaede
in different areas of human activities (Moskowitag, 2020). Over time, scientists and businels foegan
to recognize the value of Mind Genomics as a vaduabol to solve decision-making problems at the
granular level of particularity, the level whereanangful living occurs.

The majority of the studies using the Mind Genongicience were focused on the Food Industry. Thus,
(Zemel et al., 2018) used Mind Genomics to unceesisumer thoughts regarding raw beverages. (Saulo e
al., 2019) undertook a study to depict linking famttorsement labels and messaging to perceive gmite
emotions. (Gere et al., 2018) studied issues cklébeconsumer requirements regarding natural food
stores.(Gere et al., 2018) analyzed the minds pn§woers regarding the use of milk. A study comlgnin
Artificial Intelligence, Mind Genomics, and Prediet Viewpoint Typing was conducted by (Zemel et al.
2019). It is the first time that Mind Genomics waaired with Artificial Intelligence to determine Wwo
consumers perceive dairy products.

Sending customers the right message has alwaysabeical objective of companies offering product
and services. Reaching these goals demands umdBngiavhat customers think about specific ideas and
messages. In providing products and services,ritleyant to determine whether there are diffehdimd-
Sets for the same topic. If there are, it is neagsassigning people to the right Mind-Set. (llollet al.,
2019) used Mind Genomics as a simple tool to undedsthe specifics of what features of a service or
product appeals to individuals, and then a metlwdagsigning any new person to the most appropriate
Mind-Set. A simple set of questions, integrated e PVI (Personal Viewpoint Identifier), assighe new
person to the Mind-Set, doing so in ‘real-time.hding a couple of groups of people thinking alikevas
for sending them personalized messages achievitey Isales performance of the offer.

During the pandemic times of COVID-19, higher edimainstitutions around the world had to adopt a
new teaching paradigm referred to as Distance LegDL).

Thus, it was necessary to understand what studatgprofessors think about this approach they were
using for the first time as the primary teachingltolt is relevant to feel the kinds of problerhaitt are to be
solved so that the traditional teaching procesHisiency and interactivity are not negatively ingbed
(Todri et al., 2020).

This study aims to understand how people feel abwmltile banking in Albania. This study established
as main pillars (silos) the following aspects:

1. Question A: What is the Culture of Mobile Barkin Albania?

2. Question B: How do Albanian clients evaluate it@obanking services?
3. Question C: What is the use of mobile bankingllvania?

4. Question D: What are the pros and the cons diilmbanking in Albania?

For each question or referred to as a silo as ¥eeil, potential answers or elements are providda: T
array of “questions” and their associated answepgars in Table 1.
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Table 1. Silos and the corresponding answers aail thtal evaluation.

Additive Constant 47

Question A: What is the Culture of Mobile Banking in Albania?

Al | Clients are well familiar with functions of mobit@nking 5

A2 | Clients have good knowledge of banking services 4
A3 | Clients are not familiar with banking services 2
A4 | Clients are attentive to mobile banking advertisetie 2

Question B: How do Albanian clients evaluate mobil®anking services?

B1 | Mobile banking services are difficult to use -1

B2 | Mobile banking has improved the quality of seed to clients 2

B3 | Not all banks in Albania offer friendly mobileibking -2

B4 | Mobile banking is used only by the young gerierat -3
Question C: What is the use of mobile banking in Adania?

C1 | I am not confident to make online transactions 7

C2 | 1 use mobile banking only for paying my bills -8

C3 | Cyber security issues make me uncomfortablegusimbile banking -1

C4 | Mobile banking has reduced the time | spendaimkioffices -8
Question D: What are the pros and the cons of moldlbanking in Albania?

D1 | Mobile banking is the banking of the future -4

D2 | Mobile banking exposes personal data to hackers 0

D3 | Mobile banking reduces bank administrative costs 1

D4 | In general, people do not largely use mobile bamkervices 0

An online survey was designed and created 165@rdifit combinations presented to participants for
evaluation. Participants provided some persona dath as gender, and age and indicated one & thre
reasons or qualification criteria, the kind of biaigkservices participants would like:

1. Looking for: Fast and secure banking

2. Looking for: Going to the bank to directly tatkthe clerk

3. Looking for: Avoiding problems with hackers

Mind Genomics uses a class of programs calledeaslysbgrams (or clustering) to identify groups of
respondents with similar patterns of coefficientsngpact (Mucherino et al., 2009). For the Mind Gecs
studies, one particularly favorite method comptlbesPearson correlation between each pair of refs
(Pearson R) and then computes the number (1-R)P€&heson R varies from a high of +1 when two paster
follow identical paths, so increases in one patt@mmespond to precise, predictable increasesdrother
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pattern. In such a case, the Pearson R of +1 becantistance’ of 0 (1-1) = 0. A perfect inverséation
generates a Pearson R of -1 or a distance of-2 @2).

With these ‘distances’ between pairs of respondehnésclustering program creates solutions, such as
2-cluster solution where each respondent is a meoflexactly one of two segments (groups) or auztelr
solution where each respondent is a member of lgx@ut of three segments (groups), and so forth.

The best segmentation, i.e., the 2-cluster, 3-etugt-cluster solution is selected based on tw@lem
criteria, parsimony and interpretability, respeeljv Parsimony means as few segments or clusters as
possible. Ideally, no clusters would be best; emeeywould be like everyone else. Typically, thisigd the
case, but some situations come close, such asndiggoto an interview where people share a common
opinion. Usually, the system creates two clustardhoee clusters, occasionally with four clusterbe
created clusters are referred to as mindsets.

Interpretability means that the segmentation sheellch story. That is, the mindsets should reveals
a meaningful, unique pattern for each cluster.rpriability is a subjective notion, left best toets ability
to see a bigger ‘picture’ within the data.

3. Results and Discussions

Table 1 shows the regression results for our stlilg.additive constant = 47 (Intercept by statistis)
shows that 47% of participants appreciate mobifkiog in the absence of elements. It means alowesin
two respondents favor mobile banking (MB) withoabking at the elements. Element Al: Clients who are
well familiar with the functions of mobile bankirtas the highest coefficient = 5. The interpretatbihis
value is: the presence of Al in a vignette wilklikincrease by 5% the respondents voting in fafdviB.

A single vignette with Al included will generate+6%~52% of respondents voting in favor of MB.

Obtained results show that 68% of respondents beleeted Looking for: Fast and secure banking. For
this group of respondents, the additive constaritisThey have evaluated silo A positively: Whatlis
Culture of Mobile Banking in Albania but have adefvorable evaluation for silo B and a negative
assessment for silos C and D.

20% of participants have selected Looking for: @oio the bank to directly talk to the clerk as the
reason for mobile banking. Almost all the silos @&\, C, and D) are evaluated negatively by this grou
especially silo C: What is the use of mobile bagkim Albania? (C1 evaluated with -16, C2 with -T3
with -10, and C4 with -26).

12% of participants have selected Looking for: Alnog problems with hackers as the reason for mobile
banking services, and the additive constant ofdhigip is 31. Participants that would like to avbatkers
and hacking problems are the most pessimistic ofigis. group of participants has evaluated by 14 the
answer C1: | am not confident in making online s@stions and by 8 answer C3: Cybersecurity issud®m
me uncomfortable using mobile banking. This grofipespondents is also pessimistic about MB beirg th
banking of the future as they have evaluated DlbidMdanking is the banking of the future with -2.

The elements with the smallest overall coefficiarg C4=-8, C2=-8, C1=-7 related to the use of MB in
Albania. The presence of C4 or C2 in a vignettd décrease by 8% the number of respondents voting
positively for MB. Elements C1, C2 and C4 are pdrthe silo:The Use of Mobile Banking in Albanik
shows that people are not comfortable with MB beeanaf security issues.

58% of participants are female and 42% male. Reshlbw that regarding the issues of silo A, females
are more favorable than males. The answer of faritiliwith mobile banking females have evaluateth\i
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while males with 0. Females think that Clients ao¢ familiar with banking services and have evaldat
with 6 while males with -1.

Regarding the answers of silo B: How Albanian dBeavaluate mobile banking services, males and
females do not have sharp divisions in their evana; both have a negative assessment with ferales
total of -5 and males with a total of -4.

Even the evaluation of silo C: What is the use obite banking in Albania females and males ardén t
same negative direction with females with a tofaR6 and males with a total of -30. Only the ewdilon of
the future of mobile banking, silo D: What are fires and the cons of mobile banking in Albania flesa
have a slight difference from males. Females hatetad of -7 and males a total of 1. Females seab wi
skepticism the future of mobile banking.

Group ages 18-24 and 45-54 have values of additimstant of 65 and 56, positively inclined towards
MB in the absence of any other information offelbgdther answers. The same groupages that formot0%
respondents have a total evaluation of silo A o&A8 36.

Regarding the set of answers of silo B groupagges32 and 55-64 are more positive with a respective
total of 4 and 27. When evaluating silo C, onlyupages 35-44 have a positive evaluation of 41otakr
groupages have a negative assessment. Only grolj8agé sees mobile banking as the banking of the
future. The same groupage is concerned with the is§ exposing personal data to hackers and therfac
mobile banking has reduced banking administratostsc

In the end of the study, Mind Genomics createsnwualsets that include people that think alike. €&bl
shows the elements of the table that form the tivwsets.

Table 2. Selecting the mindsets for the study.

Base Size 696 960
Additive Constant 51 47
MindSetl| MindSet2
Question A: What is the Culture of Mobile Banking in Albania?
Al | Clients are well familiar with the functions wiobile banking -2 8
A2 | Clients have good knowledge of banking services -1 8
A3 | Clients are not familiar with banking services 3 - 6
A4 | Clients are attentive to mobile banking advertients -4 4
Question B: How do Albanian clients evaluate mobilebanking
services?
B1 | Mobile banking services are difficult to use -11 3
B2 | Mobile banking has improved the quality of seed to clients -2 4
B3 | Not all banks in Albania offer friendly mobilebking -10 5
B4 | Mobile banking is used only by the young gerierat -6 -2
Question C: What is the use of mobile banking in Adania?
C1 | I am not confident to make online transactions 10 -19
C2 | I use mobile banking only for paying my bills 4 -17
C3 | Cyber security issues make me uncomfortablesgéanobile banking 12 -10
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C4 | Mobile banking has reduced the time | spendhinkis offices 4 -17
Question D: What are the pros and the cons of molgl banking in
Albania?
D1 | Mobile banking is the banking of the future -12 0
D2 | Mobile banking exposes personal data to hackers -7 4
D3 | Mobile banking reduces bank's administrativescos -14 12
D4 | In general, people do not largely use mobilekiranservices -6 3

As shown in Table 2, the members of the mindsetlitee ones that are positive about the use of mobil
banking in Albania; we could refer to these pe@dehe “mobile-banking users.” In the same waygcadd
refer to people included in mindset2 as “mobilekiag believers.” Depicting the mindsets is impottéor
advertisement purposes; in the event, that an aseerent should be sent to a person belonging nalseil,
then messages reflecting answers to silo C shauldskd. In the event an advertisement is senprson
belonging to mindset2, then messages on silos An8,D should be included.

Mind Genomics has a well-appreciated feature refeto as the Personal Viewpoint Identifier (PViatth
based on the obtained results, can classify neticypants that have not participated in the intewiinto

mindsets already depicted by the system. The misdsel the PVI tool help create a database whixetsl
and their mindset classifications are stored. Tditalthse allows for personalized marketing.

4. Conclusions and Recommendations

Banks are now being prepared to take advantageadier profit opportunity, another product usabte b
all of us, the “Mobile phone.” The interest in “Mite Banking” products is becoming increasinglyeime.
Applications and new technologies are spreadingutjin European banks mobilized to embrace this
profitable product. Mind Genomics has a well-apeed feature referred to as the Personal Viewpoint
Identifier (PVI) that, based on the obtained ressudan classify new participants that have notigpated in
the interview into mindsets already depicted by sistem. The mindsets and the PVI tool help craate
database where clients and their mindset clastdita are stored. The database allows for persmdhli
marketing.

As smartphones become more commonly used anddapabilities expand, they may increasingly be
the means consumers use to access financial seeuicemanage their finances.

In fact, our study has identified two meaningfuhdsets:
1. Optimistic Mindset - The believers in mobile king
2. Careful Mindset - The careful users of mobilaliag

What is noticed in the first mindset is that moSthe positive responses were that customers alle we

familiar with mobile banking functions and have ddamowledge of banking services. What is charastieri

of the second mindset is that one of the factoas thstrict some customers from using mobile baplsén
that they still have uncertainties regarding theusgy of the technology. Most respondents do masttto
conduct their transactions through Mobile Bankism panks need to increase the security of thetomess

for them to trust in the use of Mobile Banking. Ténés a lot of work to be done by the banks to agre
confidence that mobile transactions are secureedan the answers given, mobile banking is notalitar

tool used by all ages of customers. The generatlmtsuse online banking are 24-34 years as thewlap
the ages that much easier accept technology angpd&ted in all sectors. Usage of mobile bankingaon

36



— ISSN: 2247-6172, ISSN-L:2247-6172
Review of Applied Socio- Economic Research

//'- b o
[ (Volume 23, Issue 1/2022), pp. 28-
R F@ R URL: http://www.reaser.eu

e-mail: editors@reaser.eu

large scale decreases the administrative costgedidnks. According to this study, men use molaleking
more than women, and maybe even banks should thatkfor this category to send promotions for their
products, e.g. (leasing to buying a car). Bankeeha develop tools to promote the use of mobilekbey

for women as well. An education/information processiecessary for women to appreciate the comfort o
mobile banking. The group age of 55+ is not conaflal¢ using mobile banking and rightly very suspisio

of hackers and the data privacy issue. But basedhenvariety of their products, according to the
classification of their age, gender, and finandiabwledge, banks can promote their products in a
personalized way by sending these groups variomsqiions about banking products. 47% of participant
are optimistic about mobile banking, and this mehas there is still a lot of work to do by banksinform

and educate their customers to be in the same r@ngge in both the region and EU. We think thaiksa
will find their stride in cost reduction over thellbwing years due to mobile banking requiring thenbe
more cutting-edge thinkers and nimbler in implernmenmecessary changes in the services offered and
security required.
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When Business English Went Virtual

Lorena-Clara Mibes *

! University of Bucharest, Romania

Abstract. English for Specific Purposes, differently fromestcademic subjects, has always been compatible
with the affordances of technology. The specialiedature has acknowledged well-established breasc of
language education, such as Computer-Assisted lagguearning (CALL), or Mobile-Assisted Language
Learning (MALL), long before the online teachingsHzeen forced upon the systems of education thoaighe
world following the pandemic. The compatibility ween foreign language teaching and computers is not
surprising since the former has always searchedafathentic immersive experiences that can simuizdgé:-life
situations, of which the latter has plenty.

The present article concentrates on a particulgsetyof English for Specific PurposeBBusiness English,
which is currently taught at the University of Bacést to students enrolled in Economics degreeginBeng with
the second semester of the academic year 2019-202fasses have been moved online due to thatlpesed
by the Corona virus. The seminar rooms and lectacens have been basically overnight replaced byblitide
of platforms and meeting spaces unknown beforegmeat many: Zoom, Google Classroom, Moodle, Miafios
teams, to mention just a few. Google Classroomt pifGoogle Apps for Education, has been one ofntlst
frequently chosen platforms due to its friendheifdce and the possibility of holding both a-symetous and
synchronous classes (following the integration ob@e Meet). The article discusses the way Gootdestoom
has been used by language instructors for bothahehing and the final assessment of students’rpesgy

Keywords: Business English, Computer-Assisted Language limgyrEnglish for Specific Purposes,
Google Classroom, Task-Based Approach.

JEL Codes:

1. Introduction

In recent years, the teaching of foreign langudgas been on a continuous search for immersive
experiences meant to place the learners in lile-§kuations which would require them to act aracte
spontaneously, using all the competences acquingdgithe learning process. As a consequencejradsk
of approaches have emerged, most of them undeauntiiieella of the communicative methods. They have
been readily embraced because previous traditioe@gogical approaches seemed to favour grammatical
competence over all the other competences and, dppgared detached from the learner’s real né€aus.
of the most successful methods has been the tagdt@pproach, first described by Long (1985) aiadbirr
(1987). The focus on linguistic accuracy has begaced by the completion of functional tasks airaed
preparing learners to use language in the realdwatl work, for travelling or for their studies. & mew
method has targeted the development of languageeatemcies tailored for the students’ future pratesd
and personal life. English for Specific PurposeSKE—the academic English class taught in non-
philological faculties—has greatly benefited frame task-based approach to language teaching.

Once these new methods have been in place—althaugh, must say, there has been a certain
“resistance” from the old school who has mistakenlhed to proclaim “the demise” of grammar stueies
another important element has completely transfdrthe face of language education: the incorporation
the affordances offered by the advent of techngltigyy computers and the Internet in particular. Wwhay
have managed to bring in the picture has been s needed touch of authenticity. Once again, pmgiag
has tried to provide theoretical frameworks to gné¢e the new technologies, hence the emergence of
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Computer Assisted Language Learning (CALL)—buddasgearly as the 1960s (Warschauer & Healey,
1998)—and, in more recent years, Mobile-Assistedguage Learning (MALL), beginning with 1994
(Callan, 1994), when studies started to acknowledgeaise of various types of handheld devices rigidgo
language classes.
In 2020, the pandemic sent students all over thddwia the safety of the virtual space to continue
learning. Many e-learning solutions have alreadsnben offer, replacing the physical classroomsh ewth
its own benefits and shortcomings: Zoom, Googles§&tlzom, Moodle, Microsoft teams, to mention just a
few. The language instructors have faced the diffiproblem of trying to effectively replace theperson
interaction with a platform that could best faeité communication and, at the same time, aid in the
transmission of knowledge. Although ESP had preslipintegrated technology in the class design,asw
for the first time when it completely exchanged finysical space for the virtual. Moreover, theitngbnal
learning environment was swapped for a personatiteg environment, making things even more difficul
The present paper will focus solely on Google Ctam®s (GC)—the most used platform for the teaching
of Business English class. Although initially Zoowas preferred, once Google Meet was integrated
allowing for video classes, GC has become theglatbf choice. The article discusses in depth thg GC
has been used by language instructors for bottetehing and the final assessment of studentsressg

2. The Specifics of the Business English Class

2.1. English for Specific Purposes

ESP established itself as a fully fledged domaithim second half of the ®@entury, in the 1960s
more precisely, once English became the internalttimmguage of commerce and technology. In fack ES
has a foot in two domains: on the one hand, itait pf Language for Specific Purposes—an approach t
language learning focused on the needs of peoptkingoor studying in a certain domain—, and on the
other hand, it remains heavily indebted to the gadrabjectives of English learning, in particulaxgroving
the learner's communication skills, via the acdigsi of grammar structures and vocabulary, and
enhancement of reading, speaking and listenindsskd comprehensive definition of ESP is given by
Réisdnen and Fortan&bmez (2008): “ESP teaching uses the methodolaidsactivities of the various
disciplines it is designed to serve, and it focuseshe language, lexis, grammar, discourses angbggeof
those disciplines rather than using the generahgrar, learners’ dictionaries and general publicrgemand
discourses.” (p. 12).

As the demand for ESP grew, it was further divided EST (English for Science and Technology),
EBE (English for Business and Economics) and ES$l{&h for the Social Sciences) (Hutchinson &
Waters, 1987). Business English is today one of libst established branches of ESP and is taught
throughout all Romanian universities which offaetegyree in Economics.

2.2.  Computer-mediation in the foreign languages class

The 1960s saw a revolution in language educatidh twe advent of CALL. At its first stages indebted
to structuralism and dwelling on grammar-transtatmd audiolingual methods with a view to incregghre
learners’ accuracy, in the last two decades ofntilennium, CALL grew into a communicative approach
which used multimedia simulation software to depelearners’ fluency. In the Zicentury, CALL has
become integrative bringing to the ESP class coerpuediated communication and social media. This
approach focuses on learners’ agereythe satisfying power to take meaningful actior @&ee the results
of our decisions and choices” (Yim & Warschaued @(.593)
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The author of this article has considered the piatieipenefits of using the Internet in the ESP siasfor
several years, long before the pandemic outbrenk, series of published papers. As early as 2015, t
author discussed the findings of a project whospgae was to create a virtual ecosystem where rstside
enrolled to study one of the several digitalizedrses the project put forth (Epure et al, 2015) oAmthese
courses, Strategies of Communication in Englistppsed a pedagogical method considered innovative at
the time. The paper touted the benefits of the@ip classroom which combined “pedagogy and learning
technologies in ways that extend to large humbérstudent's opportunities for deep learning through
application and consolidation.” (Sankey & Hunt, 30p. 786). Students were able to learn interalgtive
using authentic materials and engaging activitiewas observed that students’ retention rate asxd and
the overwhelming majority of participants assessieel experience as more enjoyable, engaging and
interactive than the traditional in-person clasgewother article started from the observation tihat main
weakness of the students majoring in Economicstheis productive skills, i.e. the capacity to produa
grammatically accurate and persuasive written okep discourse in EnglistD{mitriu & Mih aes, 2018)

The explanation was that the students had not beeagh exposed to authentic situations to which to
respond properly and correctly. The gradual intiégmeof technology in the ESP class, culminatinghvhe
prevalent use of mobile phones, has seen a boastidients’ level of competence in English. The tliesis
potential of mobile technology was further enlarggen in an article entirely dedicated to MALMihaes

& Dimitriu, 2019). It concluded with the observation that, while MAkenhanced student’s receptive skills
due to the devices’ efficiency and ease of usentitiEeable improvement was, again, in productkiss
Last but not least, a chapter published in 202nihe whole educational paradigm had already @thng
looked at the transition of the ESP class fromttaditional medium of instruction to the virtuah@mmnment
(Mihaes, 2021). What was new in picture was the impleméra albeit forced, of e-assessment. If
previously looked down upon and only tentativelypm@ached by CALL, e-assessment has proven its
validity and reliability.

2.3. Business English meets Google Classroom

Business English (BE) is now one of the most comf8® courses taught throughout Romanian
universities. This comes as no surprise since dmguage of commerce is English and many
universities prepare students to work in this domahe BE class taught at the Faculty of Business
Administration, University of Bucharest, is a faagmester compulsory subject and is taught for a
certain undergraduate studies. The course alsincestto some Master’s degrees, adding to a total
of six semesterdf the primary purpose of BE at the undergraduatell is to teach English for work
purposes by bringing linguistic performance in towdath actual business activities, at graduateisjdhe
emphasis shifts to teaching business discourse.

The students’ initial level is generally BIreshhold Level (Council of Europ001)—,
which means that they are able to carry on a ceatien in a range of contexts and deal with
everyday life situations. There are also less cadempestudents who are usually grouped in a pre-
intermediate group and teaching is tailored foirthevel. Most of them manage to catch up, so
beginning with the third semester, they are ablgiio the more advanced groups. The students
enrolled in English-medium degrees usually havel a&@npetency level, which requires that more
difficult tasks should be designed for them. Relgmslof their entrance level, however, very few of
them have a good grasp of the vocabulary pertaiitgisiness.

Another particularity of the BE class is that irther branches out to fit into the various
study programmes within the faculty: Business Adstration, Public Administration, Marketing
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and CyberneticsThe BE class is designed for each sub-domain, pregea common core of
general BE (especially during the first two seme3tdn the traditional in-presence class, the
teacher worked with a corpora of authentic materiaken from high-profile econommagazines
and newspapers, such Hse EconomisiThe GuardianThe Times, Forbe®tc. Likewise, many textbooks
were used, in particular thdarket Leaderseries. Following the guidelines of the task-basggroach, the
class concentrated on students’ performance oatithtasks, with a view to practicing and enhagdioth
receptive and productive skills. Sometimes audidspesere used so that students might practice the
listening skills. At the Master’s degree level, BE classes become more specialised, focusing on
business discourse rather than on small indivitheds meant to enhance vocabulary or grammar.

When the computer was integrated in the BE classning entered a new era. It seemed that thegeach
could make the best of both worlds: the activisapposed physical attendance yet, more often tbhgrhe
internet connection was used for various tasks.e $hdden shift to remote language teaching, ilee “t
practice of teaching a language interactively \uidesconferencing” (Stanley, 2019, p. 8), was, §elit a
small revolution. It is more than what the researsthave documented and described in CALL and MALL,
because the language instructor had, this timdy tmoteach the lesson and command the technolagy (f
instance, to manage the screen for presentatimagyes, videos, etc., to manage the students anetisues
even to have to overcome technical problems, ssicingtable internet connection or camera issues).

In March 2020, almost overnight, the classes weowed in the online environment. It was not a
carefully planned move and there was no transjpiemod, no time for preparations or training of aiyd.
Everybody was taken aback, so, after a short pafiddal and error to see which technical solutworked
out better, the BE classes began to be held synobsty on Zoom and Google Classroom.

GC was launched in 2014, initially to assist teastaand students with file sharing. It has grownridigp
so that by 2021, it has already been used by 18®mpeople (Lazare, 2021). The success of théqrta
has been enhanced by the switch to online classesodhe pandemic. What makes it so popular is thet
fact that it is a free source and that it integgateseries of other useful applications (Googledd@oogle
SheetsGoogle SlidesGmail, andGoogle Calendar). Google Classroom offers a sefidacilities to both
teachers and enrolled students. Teachers can eme@t@manage classes, upload materials and videxzec
distribute, receive and score assignments. Studémtturn, can upload assignments, they can receive
feedback and have their assignments scored.

The integration of Google Meet in Google Suite rdtethe possibility to videoconferencing, so Zoom
began to be used less and less. Google Meet ctan fgsto 100 students (more than enough as grangps
usually made up of no more than 30 students) aleavslthe recording of classes. Participation inséhe
online meetings was not made compulsory as nostatlents had an available internet connectionlat al
times. Instead, the weekly assignments had to eddy everybody. The answers were stored in GC an
students received private feedback from the profess

3. The Digital Teacher: Teaching and Assessment in théirtual Space

Moved from the physical seminar rooms to the itfimind anonymity of the virtual space, the firshth
the teachers had to do was to set up an onlinsrola®. This can be done either by personally ingiti
students or by distributing the course code whilglents enrol themselves. One of the first diftiesl that
had to be surmounted was the incompatibility otaiere-mail addresses (like yahoo) with GC, thaeefo
new Gmail addresses had to be created. In facthéay reliance on Google apps and services was
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considered the major flaw of GC (Pappas, 2015). Wheth students and teachers began to use the
institutional addresses, the problem was solved.

The second step has involved the creation andildiitn of course materials. Besides the regular
sources used in face-to-face teaching, too, theuicters have found it easier now to update theitemals
and use the latest issues of various business magaand newspapers, together with the podcasys the
offer. It has been observed that students are necaptive to materials that discuss the latestldpusents
and trends in the field of economics and, as a emmence, their retention rate is higher. The course
materials have been designed so as to enhancedumaptive skills (listening and reading) and prdihac
skills (speaking and writing), yet in a more hatishanner than before. If in the physical classrabmas
more difficult to teach all skills during the sanseminar, the online medium has allowed for the
accomplishment of a greater variety of taskise task-based teaching method has remained theambp
which has shaped the course design. The philosbphind this approaekiearning by doing (Gonzalez-
Lloret, 2016, p. B-is very consonant with technology. Tasks have bdesen to best fit the student’s
profile. Moreover, GC permits both a traditionaadber-led class and collaborative learning, stigdbaing
able to step forward as the teacher lets themttakead.

The reading activities have been centred on busiteess and required students to read for theagidt
for details, to understand the author’s opinion #reh express their own. Listening activities hgaed
more ground, sometimes accompanied by video mégewhich has made the task even more challenging.
For both reading and listening activities, thera imultitude of possibilities for the teacher tsida tasks in
order to check comprehension. GC allows the teatthereate questions, quizzes or share resour¢es. T
tasks may be made visible instantaneously or theybe scheduled as assignments with set deadbmes.
submitted, students may go over their answersitélcher considers it necessary. This meansttitdrgs
can improve their weak points, allowing the teadimekeep track of the students who lag behind and t
intervene spot-on whenever necessary with supplameaxplanations or extra resources.

For speaking practice, hot issues have been ustladigen to keep students’ interest alive. For examp
a topic which is always engaging is crypto currertyidents can work in small groups to debatedpie t
trying to construct their argumentation in a logicenner, using a wide range of BE vocabulary amdrg
expressions acquired through the writing tasksdé&its can also make the debate more interestingibg
whatever online resources they may consider hetpfillustrate their point. Speaking activities dam part
of assignments, encouraging collaboration beyoadlhss.

GC has helped restoring the writing activities i@ timportant place they once held in the more
traditional approaches to language education. Wgiis usually done as a follow-up, post-task attj\part
of the assignment, so that the teacher may hawettoncheck the papers. In face-to-face classeg,samhe
pieces of writing got to be checked by the teachsra Learning Management System, GC enables tesache
to track learning. Students’ progress and theidesaare visible on their personal pages. Perfeetnigng
skills (which includes, among other things, the gesaf the formal register and an adequate business
vocabulary) is very important in particular becassgne students decide to apply for English-medium
graduate and post-graduate degrees (Master’'s Dedrb®s and even MBAs) where excellent wring skills
are mandatory. Moreover, many students will worknaltinational companies where English is used on a
daily basis.

Computer-based assessment has always been regéthdestepticism by researchers. Douglas (2000),
for example, underlined that language testing shat be driven by technology, but rather technplog
should be put in the service of language testing2{fb). Prior to March 2020, all assessments were
classroom-based, either as oral examinations oergzgsed end-of-semester exams. GC has eased the
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teacher’s job to evaluate students because ardeasurement of their progress throughout the semssts
the ground for a more accurate and valid assessmieatreliability of scores is extremely importamd the
European Union has urged language educators tooimphe relevance and comparability of testing and
assessment (European Commission, n.d.).

Presentations and electronic portfolios (also dadigortfolios, e-folios, digital portfolios or weblios)
have been the most used methods of assessment-partf@io is “a digitized collection of artifacts
including demonstrations, resources, and accompésits that represent an individual, group or
institutions.” (Lorenzo & lttelson, 2015). Differtiyp from traditional portfolios, electronic porfols may
include video, graphics, short clips, etc. Thisnfoof assessment mainly checks the productive skills
(speaking and writing) while the receptive skillssténing and reading) have been more subject to
continuous evaluation throughout the semester.

The same task-based approach has been used ferpitwgfolios. First-year students had to choose a
successful business enterprise in their home tawhdescribe it in economic terms (they had to bise t
business vocabulary acquired during the semesSere students even took pictures of the company the
discussed (and some even of their town) and indlddem in their presentation which added a flavafur
authenticity to the whole endeavour. Second-yeadesits had to compile a portfolio on how businesses
have managed to survive during the pandemic. Thle was to pick up a particular industry and, using
various type of data — including tables, graphets.—to dwell on its state during the last two years (a
“before and after” comparison). The students habrtefly present their papers using Power Poirities|
The Master-degree students worked in pairs to eréntir own business plarthe task was to set up their
own company and describe the major problems they enaounter and how they could overcome them.
Again, visual aids were used when presenting.

Several conclusions have been drawn: there has dedear improvement in students’ writing skills
from the first-year students to those enrolledhe Master's degree; e-portfolios have favouredectfie
learning (students become more aware of the lamgtlagy use and more critical about the ideas they
promote and the sources they use); there has Ibeiecraased interaction among students and thbd¢eaa
faster and spot-on feedback from the teacher'shazarbeen provided.

4. Conclusions

Google Classroom continues to develop, with nevwufea and facilities being added. Among them,

tracking students’ engagement, improving the actte€&C from a mobile device (including the podgipi
to grade students’ papers from a mobile phone)thadossibility to detect potential plagiarism veakise
even further the teacher’ job. Although once thedeanic is over and the classes will more likelynetto
the traditional face-to-face format, technologylwtill be around as it has proven its benefitgspealised
learning environments, interactivity, special featij accessibility from any device, anytime, anywhés
the author of this article has noted elsewhereetli® however, the feeling that teachers mightobex
redundant one day, their place taken by the vemypeers that prove to be so helpful nowadays &&ih
2021). A more optimistic (and realistic) scenasahat various forms of blended learning will reygahe
traditional learning once the pandemic is over.

Just like with CALL and MALL, technology is an eriabbut without a skilful hand that manoeuvres it,
it remains just a tool. Therefore, to quote thecbasion reached by Education Endowment Foundation
(EEF) Digital Technology report on educational walogy (2016) “introducing technology on its own is
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unlikely to have an impact; it must be accompartwda change in pedagogy to improve learning.
Pedagogy will have to post-factum provide moredstiieoretical frameworks for remote language teaghi
but one thing is by now sure: the computer is hestay.
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Bank Competition and Stability: Evidence from Rural Banksin Bali
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12.343culty of Economics and Business, Universitas ddayBali, Indonesia

Abstract. The relationship between competition and stabititwidely understood by researchers with two
different perspectives, namely competition-fragiind competition-stability. A lot of research hasen
conducted regarding the relationship between coitipetand stability in the banking sector but hast n
specifically examined the stability of the classiodel of rural banks. The purpose of this study was
empirically examine the effects of rural banks' petition and stability based on the aspects of tedpi
earning asset quality, profitability and liquiditythe indicators used in this study are adjustedthie
characteristics of rural banks and existing regidas. The results of the study indicate that thepetition
variable has a significant positive effect on tkesbdity of rural banks, and supports the view ofrpetition
stability.

K eywor ds. Banking Stability, Competition, Financial CrisRyral Banks

JEL Codes: G01,G21

1. Introduction

A Bank crisis is a phenomenon that can occur attang. Demirguc-Kunt and Detragiache (1998)
defined a bank crisis as a condition in which oh¢he following conditions is met: (1) non-perfomgi
assets account for 10% of the total assets ofdh&ibg system; (2) the cost of saving the bankisgesn is
up to 2% of Gross Domestic Product (GDP); (3) theas a transfer of ownership of banks on a largéesc
to the government; and (4) there has been a widadpbank-run or there have been emergency measures
taken by the government in the form of freezinglpubavings, closing bank offices for a sufficigntbng
period of time, or implementing comprehensive dégonsurance. Reinhart and Rogoff (2008) reporteat t
there were as many as 121 banking crises in thédwmm the period 1800-1970 (Deltuvgit2011).
Furthermore, in the period 1970-2007, 124 bankinges were indicated worldwide (Laeven & Valencia,
2008).

The facts showed that there is always a chance ffinancial crisis to occur. Banks can survive a
financial crisis if they have sufficient capital rithg a crisis. In America, there are five capitdegquacy
ratios that must be met by banks to protect themaseirom the risk of loss during a crisis, namelgpital
ratio, tier 1 ratio, common equity tier 1 (CET1)ioaleverage ratio, and supplemental leverage (&@arcia
& Steele, 2020). Schuermann (2014) states thattdrelard approach of relying on capital ratiosiahle to
provide good information about how much capitahéeded to face a financial crisis so stress testi@n
indispensable tool.

Financial authorities and banks do need to cartyd@master simulations through stress tests inraae
better prepare themselves for the various pogsgsilihat may occur in the future. Besides condgcsiress
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tests to prepare for various possibilities thaseiin the future, another important thing is to ntain
financial stability so that financial crises canaw®ided. Financial stability is defined as a ctindiin which
the financial system consisting of financial indibns, financial markets, and financial infrasture can
accept shocks and harmonize with existing condstionreduce the possibility of disruptions in thrhcial
intermediation process, thereby significantly chagghe allocation of savings. be a profitable stweent
opportunity (Gadanecz & Jayaram, 2009).

The financial structure in Indonesia is not donmdaby the capital market, but rather by banking
institutions (Zulverdi et al., 2005). With the darance of the financial structure by banking insittus,
banking stability is very important to be considkré we investigate further the causes of instgbih the
banking industry originating from the internal barksector, then of course attention will be foclsa the
competition in that sector. With increasingly fiercompetition, various new banking activities ergerg
This is in accordance with what Vives (2019) statich states that competition is a source ofipidity in
the banking sector.

The relationship between competition and stabilgywidely understood by researchers from two
different points of view, namely competition-fratyil and competition-stability iékenderglu & Tomak,
2013). Competition stability states that higher petition will result in the banking sector becomimgre
stable, while competition-fragility states the opi®, namely that higher competition will resultimstability
in the banking sector.

Given these different views, it is necessary todomt empirical research related to the relationship
between rural banks' competition and stability eeahere was very little literature on the comijmetiand
stability of rural banks. In addition, rural banay an important role in the economy of all praés in
Indonesia, especially in Bali because Bali is ranikethe top three in terms of assets or loansudssal.

2. Research Elaboration

The history of banking shows that the emergendeaaking activities outside existing regulationstsuc
as Real Estate Investment Trusts (REIT), mutuatidufmutual funds), and securitization (conversién o
financial assets such as credit cards, bank l@arsmortgages or physical assets into financiafungents
tradable), has become a source of instability auresh goanic that resulted in the banking crisis. Bik&nd
Haaf (2000) emphasized that deregulation and a@gainmcinformation technology contributed to chaniges
competition and concentration marked by mergewiiets in the banking sector in Europe.

The various banking activities that have just eradrgre a reflection of the intense competition that
occurs in the banking world. The main contributorfinancial institutions in taking risks is compiein
(Naaman et al., 2021). Vives (2019) states thatpetition is related to all failures (instabilityh ithe
financial and banking system, such as excessidetaldng, excessive credit expansion, unreasonable
growth, and bad bank behavior. However, it sholdd &e understood that competition is also a soafce
efficiency in various fields.

Rakestraw (2015) emphasized that the higher theoebtion, the lower the economic benefits that can
be obtained, which in turn will reduce the valughl® company. With tighter competition, there ishance
for incumbent firms to leave the industry (exit timarket). If a bank experiences problems and spread
others or it has a systemic impact on the bankiygiem, then this situation can certainly resultain
slowdown in the real sector accompanied by higliesgosts and moral-hazard problems (Vives, 20D8g
to the large impact on the economy, competitionddé®mns need to be monitored continuously in oraer
maintain banking stability.
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The difference in views and research findings ompetition and stability variables is related to the
charter value hypothesis which is first introdutgdKeeley (1990). In principle, the charter valtetes that
if the competition is lower, then banks will be marareful in channeling loans because banks argaedor
about losing the current value of cash flows thiitlve received at a later date (charter valuedifferent
view is introduced by Boyd and Nicola (2005) regagdthe risk shifting view which states that thgher
the competition, the banks cannot provide high¢grest (lower risk) so that the chances of deféarlt
customers are lower or in other words the bankiygjesn becomes more stable. Hartmann and Carletti
(2002) stated that theoretically, there is no apex@ about the direction of the relationship betwee
competition and stability. Claessens and LaevedD4P stated that the relationship between compatéind
stability becomes more complex as financial prosidotersify.

The empirical evidence of the relationship betweempetition and stability has been studied by
Schaeck and Cihak (2012) who stated that competitas a positive effect on banking stability. Tinein
contributor to financial institutions taking risks competition (Naaman et al., 2021). On the otiend,
Vives (2019) stated that competition is a sourcanstfability in the banking sector. Freixas and {(2814)
also stated that the effect of competition on faiahstability can have different results in thenkiag sector
model which is classified as originate-to-hold ¢sig) and originate-to-distribute. Jun and Yeo 801
conducted research on Peer-to-Peer (P2P) LendatfpiPhs and Banking System Stability by emphasizing
portfolio risk, insolvency risk, liquidity risk, ahsystemic risk. The effect of the competition malgzed
separately for each of these risks. The businespettion analyzed is not only related to the baglsector
but also involves P2P Lending. The results of lkisearch indicate that bank stability has decreased
measured by insolvency risk, illiquidity risk, asgstemic risk in the presence of bank competitiith W2P
Lending.

2.1. Banking Stability Indicators

Research on financial stability, especially in thanking sector, is not an easy job. The definitdn
financial stability itself is not easy, especialipw to measure it. Gadanecz and Jayaram (2009 edkfi
financial stability as a condition in which thedincial system consisting of financial institutiofisancial
markets and financial infrastructure can accepiclshcand adapt to existing conditions to reduce the
possibility of disruptions in the financial intertiation process. thus significantly changing tHecaltion of
savings into profitable investment opportunitieso§ikova, 2015). Tsomocos (2003) defined financial
instability as a condition in which a number of bamustomers experience default and a number ofsank
experience liquidity difficulties without having tgo bankrupt, resulting in a significant decreasehe
profitability of the banking sector.

Dumicic (2016) conducted a study to determine iattics of financial stability using the principal
component analysis method which is then summairizétle Systemic Risk Accumulation Index (SRMI).
Freixas and Ma (2014) measured stability basedhemisks faced by banks. Bank risk is classifidd four
risks, namely asset/portfolio risk, insolvency rigkiquidity risk, and systemic risk. These riskse
measured using several indicators such as Non+Rerig Loans (NPL), z-score, distance to default an
other accounting data. The International Monetamd-(IMF) has also developed Financial Soundness
Indicators (FSls) to measure financial stabilityngs40 indicators consisting of 12 core indicat(@ore
Financial Soundness Indicators) and 28 supportidigators.

In various countries, many studies have attempiedentify conditions that can ensure the mainteaan
of a stable financial system. Research that has lbeaducted in various countries related to finalnci
stability states that the main indicator that igely used to measure financial stability is relde@AMELS
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(C - Capital Adequacy, A - Asset Quality, M - Maeagent, E - Earning, L - Liquidity, S - Sensitivitly
Market Risk).
Table 1: Financial Stability Indicators

Resear cher Y ear Indicators

Gersl and Hermanek 2007 Capital adequacy (CAR)
Asset quality (NPL/TL)
Profitability (ROA, ROE)
Liquidity (LA/TA, LA/TD)
Interest rate risk (Net position/TA)
Foreign exchange risk (FX1, FX2)
Central Bank of the Republic of 2008 Asset quality (NPL/TL, NPL/E, FA/TA)
Turkey Liquidity (LA/TA)
Exchange rate risk (FX1, FX2)
Profitability (ROA, ROE)
Capital adequacy (CAR, FC/TA)
Interest rate risk (Net position/E)
Albulescu 2010 Financial development index
Financial vulnerability index
Financial soundness index
World economic climate index
Bank of Albania 2010  Asset quality (NPL/TL, NPLAEA/TA)
Liquidity (LA/TA, STA/STL)
Exchange rate risk (FX1, FX2)
Profitability (ROA, ROE)
Capital adequacy (CAR, FC/TA)
Interest rate risk (Net position/E)

Maudos 2012  Profitability (ROA)
Solvency (CAR)
Efficiency (CI)
Asset quality (NPL/TL)
Gineviius and Podviezko 2013 Capital adequacy (CAR)

Asset quality (NIl, TL/TA, DELINQ, LD)
Management (NIE/GI)
Earnings (PPP/RWA, NI/RWA)
Liquidity (TD/TL, LIQ)

Laznia 2013  Profitability (ROA)
Liquidity (TD/TL)
Capital adequacy (CAR)
Asset quality (NPL/TL)

Trovska and Mihajlovska 2013 Insolvency (CAR)
Credit risk (NPL/TL, GNPL)
Profitability (ROE, NIE/GI)
Liquidity (LA/TA, LA/TD)
Currency risk (Net FX/OF)

* CAR-Capital adequacy ratio, Cl-Cost to incomaaabDELINQ-Delinquent loans/Total assets, FA/TA-&ik

assets/TAs, FC/TA-Free capital/TA, FX1-Absolutéuesof open total position in foreign exchange/Tlierapital,
FX2-Absolute value of open balance sheet positicioieign exchange/Tier 1 capital, GNPL-Annual giiowate of
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non-performing loans, LA/TA-Liquid assets/TAALID-Liquid assets/Total deposits, LD-Loan walu
decrease/TA, LIQ-Regulatory liquid ratio, NI/PANet income/Risk weighted assets, NII-Netemast
income/Risk weighted assets, Net FX/OF-Net gpmsition in foreign exchange/Own funds, Net positic-
Cumulative net balance sheet position to 1 monthitggNet position/TA-Cumulative net balance sheesitionto 3
month/TA, NIE/GI-Non-interest expenses/Grossoine, NPL/E-Non-performing loans/Shareholders’igqu
NPL/TL-Non-performing loans/Total loans, PPP/RW/AeRrovision profit/Risk weighted assets, ROA-Retom
assets, ROE-Return on equity, STA/STL- Assets witnaturity up to 3 months/Liabilities with a tmaty up to 3
months, TA- Total assets , TD/TL-total depositsaial loans, TL/TA-Total loans/TA

Source: KgiSovéa (2015)

Besides being used to explain the condition of banktability, the CAMEL method is often used to
determine the soundness level of an individual bdnkindonesia, the procedure for determining the
soundness level of a bank has been regulated giedesuance of the Decree of the Board of Dirsctdr
Bank Indonesia Number 30/12 / KEP / DIR / 1997tHhis regulation, the assessment of bank soundeess i
determined based on five factors, namely capitainiag asset quality, management, profitabilityd an
liquidity.

Based on the existence of rules regarding the sis®ed of bank soundness as a determinant of banking
stability as a whole, the indicators used in thiglg is measuring the latent variable of rural [zastability
are also adjusted to existing regulations. In @oidito providing regulations regarding procedures f
determining the soundness level of a bank, the rgovent also requires rural banks to submit findncia
reports in accordance with the regulation SE OJK 38ISEOJK.03/2017 concerning Annual Reports and
Published Financial Reports of Rural Banks in Iresia.

Taking into consideration the provisions and dafailability, this study describes rural banks digibi
into four components with the following seven iratiars.

1) Capital
Assessment of capital is based on the Capital Aaggiatio (in Indonesia known as Kewajiban
Penyediaan Modal Minimum or KPMM) which is calceldtbased on the Total Capital to Risk
Weighted Assets (RWA). According to the regulati®@JK No. 5/POJK. 03/2015, Total Capital is a
combination of core capital (tier-1) and suppleragntapital (tier-2), while ATMR is the amount of
assets on the balance sheet of a rural bank thagighted according to the level of risk attached t
each asset.

2) Earning Asset Quality
The components of earning asset quality are baségamratios, namely:

a. Ratio of Classified Earning Asset to Earning é&ss(in Indonesia known as Kualitas Aktiva
Produktif or KAP).

b. Ratio of Provision for Loan Losses establishgdhe bank to Provision for Loan Losses that must
be established by the bank (in Indonesia known exyyiBihan Penghapusan Aktiva Produktif or
PPAP).

3) Profitability
The profitability component is based on two ratizemely:

a. Ratio of Profit Before Tax in the last 12 montbghe average Operating Volume in the same
period.

b. Ratio of Operating Expenses in the last 12 metalOperating Income in the same period.
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4) Liquidity
Liguidity component is based on two ratios, namely:
a. Ratio of Liquid Assets to Current Debt.
b. Ratio of Credit to Funds Received by the bank.

Table 2: Rural Banks Stability Indicators

Component/Factor Indicators
Capital KPMM
) . KAP
Earning Asset Quality
PPAP
S ROA
Profitability
BOPO
L. .d. LDR
iquidity
Cash Ratio

* KPMM-Kewajiban Penyediaan Modal Minimum (CAR-CtgliAdequacy Ratio), KAP-Kualitas Aktiva Produktif
(NPL/TL- Non-performing loans/Total loans), PPAPARisihan Penghapusan Aktiva Produktif (provisionléan
losses), ROA-Return on Assets, BOPO-Beban OperalsRendapatan Operasional (operating expense tatope

2.2.

revenue), LDR-Loan to Deposit Ratio

Competition M easurement
Basically, there are two approaches used to measungetition, namely structural and non-structural

approaches (Astuti & Saputra, 2019). Bikker andfHa802) stated that the structural approach measur
competition based on the level of concentrationjemhe non-structural approach measures competitad
based on the level of concentration. The simplethod of measuring competition is to measure thel lef
concentration (control of most of the existing narky several banks) using the Concentration Ratio
(Wibowo, 2017). The concentration ratio (CR) is easure of competition that can be calculated frioen t
proportion or percentage of income, profits, ordhparty funds in the banking sector which is daatead by
several large banks.

Calculations based on a few existing banks or iggathe market share distribution of other bankeha

a high chance of producing inappropriate conclusioegarding the level of competition that exists
(Wibowo, 2017). Therefore, many researchers usthanmeasure, namely the Herfindahl-Hirschman Index
(Naaman et al., 2021). The Herfindahl-Hirschmarein@HHI) measures the level of competition using th
same way as the Concentration Ratio, however blwes all existing banks. Mathematically it can be
expressed in the following formula:

Al (1)

HHI = Z s2(0)

2

Annotation
s(i) : market share of bank i

N: the total number of existing banks
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The value of the HHI is between 0 and 10000. THaevaf the HHI close to 0 means that it leads to
perfect market competition, while the value of il close to 10000 means that it leads to a monopol
market. This means that the higher the HHI valakcetes a lower level of competition.

Table 3: Market Classification

Market Type Treshold HHI
Unconcentrated <1500
Moderately Concentrated 1500 < HHI < 2500
Highly Concentrated > 2500

Source: US Department of Justice (2015)

23. Hypotheses
Based on the identification of phenomena, andditee review regarding the relationship between
competition and stability, the research hypotheaisbe formulated as follows.

H.1. Competition has a positive effect on ruralksastability in the aspect of capital.

H.2. Competition has a positive effect on ruralksastability in the aspect of asset quality.
H.3. Competition has a positive effect on ruralksastability in the aspect of profitability.
H.4. Competition has a positive effect on ruralksastability in the aspect of liquidity.

H.5. Competition has a positive effect on ruralksstability.

2.4. Research Methodology

In this study, the competition variable was meagwsing the Herfindahl-Hirschman Index (HHI) and
the latent variable of rural banks' stability wasasured using four components, namely capital,irgarn
asset quality, profitability and liquidity. Theseur components are latent variables with severectile
indicators, namely Kewajiban Penyediaan Modal Mimmshortened to KPMM (CAR-Capital Adequacy
Ratio), Kualitas Aktiva Produktif shortened to KA@PL/TL- Non-performing Loans/Total loans),
Penyisihan Penghapusan Aktiva Produktif shortenedRAP (provision for loan losses), ROA (Return on
Assets), Beban Operasional Pendapatan Operasioodesed to BOPO (operating expense to operating
revenue), and LDR (Loan to Deposit Ratio).

Before the analysis is carried out, the indicatorghe variable of competition and stability arguatkd.
Adjustments are made only to indicators that haveegative impact on the latent variable. The adplist
value is the reciprocal value of the indicator ealuhich has a negative impact on banking stability.

Table 4: Indicator Adjustments

Latent Variable Indicators Imp Adjustment
act
Competition HHI - Reciprocal (HHI)
Capital KPMM + KPMM
Asset Quality KAP - Reciprocal (KAP)
PPAP + PPAP
Earning ROA + ROA
BOPO - Reciprocal (BOPO)
Liquidity LDR - Reciprocal (LDR)
Cash Ratio + Cash Ratio
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Furthermore, to explain the characteristics of ¥heéables and answer the research hypothesis used
descriptive and inferential statistics. The anabjtitool used to test the hypothesis in this stiglyhe
analysis of Structural Equation Modeling (SEM). SEMused in this study because this study exanthees
relationship between latent variables that canretnieasured directly but are measured through the
indicators of each latent variable. SEM in thisdgtwses the Partial Least Square (PLS) approach.i®L
used because it has the following advantages (Bi&f106).

1) PLS can do modeling using many independent bimssand dependent variables.
2) PLS can handle collinearity problems.

3) PLS produces robust estimates even if thereigeror missing data.

4) PLS is able to produce accurate predictions.

5) PLS is able to handle measurement models ifiectige and formative way.

6) PLS can be used on small amounts of data samples

7) PLS is not tied to any form of data distribution

8) PLS can be used for various types of data: nalnondinal, interval or ratio.

3. Resultsand Discussions

In SEM analysis, the first step is to build a motw®t fits the research problem. The SEM model
consists of a measurement model (outer model) atichetural model (inner model). Nachtigall et(2003)
stated that the measurement model is a model émshios the relationship between the latent anéroks
variables, while the structural model containsriiationship between the latent variables.

In a measurement model, a latent or construct Mariaan be formed in a reflective and formative
manner. In this study, the variable of rural batabsity is a construct that is formed reflectivelhis means
that BPR stability does not have to be stated esngbination of all its components, but can be nsee
separately based on aspects of capital, assettyquadofitability, or liquidity. To test the effeadf the
research variables, three stages were carriedsdotlaws.

1) Measurement Model Assessment

Measurement model assessment is used to test wiradieators can explain latent variables. One way
that can be used is to perform convergent valigitglysis by looking at the outer loading value axdhe
indicator in the research variable. The absolutelevaf outer loading= 0.7 is said to be valid

(Henseler et al., 2016).

Table 5: Indicator Adjustments

Laten Variable Indicators Outer Loading Decision
Competition R HHI 1.000 Valid
Capital KPMM 1.000 Valid
Asset Quality R KAP 0.940 Valid

PPAP 0.980 Valid

Earning ROA 0.992 Valid
R BOPO 0.991 Valid

Liquidity R LDR 0.892 Valid
Cash Ratio 0.843 Valid
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* R HHI-Reciprocal HHI, R KAP-Reciprocal KAP, R B@PReciprocal BOPO, R LDR-Reciprocal LDR

Then to ensure that the latent variables are \aitireliable, the Construct Reliability and Valjdiest
are required. A construct is said to be valid alible if it meets the following criteria: rhoZ 0.7 or
Average Variance Extracted (AVEF 0.5 (Henseler et al., 2016).

Table 6: Indicator Adjustments

Latent Variable rhoA AV Decision
E
Competition 1.000 1.000 Valid & Reliable
Capital 1.000 - Valid & Reliable
Asset Quality 0.857 0.855 Valid & Reliable
Earning 0.983 0.983 Valid & Reliable
Liquidity 0.688 0.753 Valid & Reliable

2) Structural Model Assessment

Structural model assessment is used to determenguality of the model. The quality of the modeh ca
be confirmed by looking at the coefficient of deteration (R2) which states how big the role of
exogenous variables is in explaining endogenousdas. R2 values are between 0 and 1. The higher
R2, the more accurate the model is. As a rule amth R2 values of 0.75, 0.50, and 0.25 are

categorized as substantial, moderate, and weakatxaply.

Table 7: Coefficient Determination

Latent Variable R? R? Adjusted Rule of thumb
Capital 0.370 0.349 Weak
Asset Quality 0.871 0.866 Substantial
Earning 0.955 0.954 Substantial
Liquidity 0.923 0.920 Substantial
Stability 0.717 0.708 Substantial

3) Bootstrapping
Bootstrapping is used to test the significancehef telationship between variables so that it can be
determined whether the research hypothesis candepi@d or rejected.

Table 8: Hypotheses Testing

Variables Estimat t- Sig Decision
e value
Stability => Capital -0.608 7.002 b Accepted
Stability => Asset Quality 0.933 38.629 bl Accepite
Stability => Earning 0.977 109.44  *x* Accepted
1
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Stability => Liquidity 0.961 45.209 R Accepted
Competition => Capital -0.515 7.006 *kk Accepted
Competition => Asset Quality 0.790 13.647 rkx Acded
Competition => Earning 0.828 14.514 ik Accepted
Competition => Liquidity 0.813 12.966 kk Accepted
Competition => Stability 0.847 15.662 ik Accepted

Based on the results of the data output througtbtisdstrapping process, it can be concluded that
the research results are as follows.

Table 8: Hypotheses Conclusion

Hypothesis Statement Total Decision
Effect

H1 Competition has a positive effect on rural banks -0.515 Not Accepted
stability from the aspect of capital

H2 Competition has a positive effect on rural banks 0.790 Accepted
stability from the aspect of asset quality

H3 Competition has a positive effect on rural banks 0.828 Accepted
stability from the aspect of profitability

H4 Competition has a positive effect on rural banks 0.813 Accepted
stability from the aspect of liquidity

H5 Competition has a positive effect on rural banks 0.847 Accepted
stability

4. Concluson and Recommendations

41. Conclusion

The results showed that the model used in thisystudl its indicators can explain the relationship
between latent variables (constructs) competitind stability. Competition turns out to have a nagat
effect on stability from the aspect of capital. §means that the higher the competition, the lother
stability of the rural banks in terms of capitad. dddition, competition has a positive effect aabsity in
terms of the quality of earning assets, profitipiliand liquidity. Overall, it can be concluded ttha
competition has a positive effect on rural bankabifity. This means that the higher the compatitithe
better the stability of the rural banks. Thus, 8tigdy supports the competition-stability view.

42. Recommendations
During the research period, the rural banks nexpemenced instability. Future research may usa dat
more widely, including data reflecting the conditsoof banking instability. If data on bank instébilare
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included, there is a possibility that competitionll Wwave a positive effect on stability, but undmgrtain
conditions, the opposite occurs. In other wordsrehs a chance that the relationship between cutiope
and stability will have an inverted U-shape.
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Abstract. The study aims to access the philanthropic infleesfomalls in creating trust among the shoppers
to revisit them during the Covid-19 Unlock Peridgimart PLS-SEM was used to evaluate the responsé€7of
customers who voluntarily participated in the synaarried out in Delhi — NCR, India. The study empasses the
hypotheses that the social responsibility of mgéiserates mall reputation, which in turn strength@erceived trust,
and ultimately the revisit intention. The resultabdlished the social responsibility of the mall akey factor in
building mall reputation and fostering trust amotige shoppers, ensuring their revisits. The findiagg supported
shoppers’ revisit intention under the varying imfice of fear-arousal. The moderating effect of fa@usal on the
relationships of mall reputation — revisit intermioand perceived trust — revisit intention in thegamized retail
industry has been adjudged as a novelty of thegmtestudy. The study recommends its applicatioframing
strategies to strengthen the social commitmentsekgilers and malls, and also to ameliorate feapasal among
shoppers during such pandemics. The study propesesues for further research in context to the aoci
responsibilities of hospitality-related set-ups ithgra pandemic with varied variables.

Keywords: Novel CSR, Covid-19, Mall Reputation, Trust, Fe@odsal, Revisit intention

JEL Codes:M14, M10, M30, L81, L82, L83, 118

1. Introduction
1.1 Malls, Covid-19 and Unlock

Malls have always been a place of attraction. Relgple to visit malls not only for shopping butals
to hang out. In India malls are treated as the badt most holistic solution under one roof for thié
activities, like shopping, exploring, awarenessegainment, enjoyment, recreational activities smevoid
routine workloads and pressure to enjoy some ofptieeious moments with family and friends or alone
(Ahmed et al., 2007; Sadachar & Fiore, 2018). Adgtexamined whether an Indian shopper fulfills its
utilitarian needs, hedonistic needs, and mateti@alieeeds at a mall (Mehta et al., 2014; D. P. Bjr§18).
But, due to the Covid-19 pandemic which closedtal economic activities for almost a year, for aimall
the sectors, the malls were also vacant (i.e., owithvisitors) between 2020 — 2021 (Kaul, 2020).
Involuntarily or voluntarily the visitors restricdehemselves to visit the mall. The organized rétaiustry
noted a downfall in growth by -5.7% at the end 62@ (Coronavirus: Impact on the Retail Industry
Worldwide - Statistics & Facts | Statista, 2021uriDg the lockdown, the people were forced to remai
glued at home. Post lockdown, when the market agpenea stage-wise process, visitors voluntarily
preferred to remain confined and away from crowaedpublic places, public transport, educational
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institutes, shopping malls, etc. The sectors weened in a systematic and stage-wise manner. AgEss
given to the public to visit malls too. Certain sifie protocols were laid down by authorities tsivipublic
places including malls. There were emotions to r@aain free to enjoy a normal life. People wer® als
deprived of mall visits during the lockdown. Thelagking of the market and public places instigattesl
very normal desire of humans to roam freely on dtreets, and markets, attend their workplaces, meet
friends, etc. The very normal nature of humansdress freedom resulted again in crowded markets and
traffic on the streets (AFP, 2021; DHNS, 2021; ZD021). This may instigate the spread of infectiagain

with speed. Thus, the mall visitors had a mixedlifige to visit the mall soon after the unlock
announcements (Khan, 2021; Mehra & Jain, 2021; Ramemey et al., 2020), which may be a result of
‘coronaphobia’ (Arora et al., 2020). To visit ortrto visit malls has been previously studied by ynan
normal conditions and environments (H. J. Changlgt2015; Deb, 2014; Majumdar, 2005). Also, the
studies on selection to visit a mall, mall reviaibd patronage, particularly in a developing coulike India
have been administered earlier (Kushwaha et al9;2Rair, 2018; Sadachar & Fiore, 2018). The pandem
due to the novel coronavirus in the current scenlaais become a global threat to humanity and thieagl
economy starting in 2019. The fear of infectiongCaivid-19 might have restricted shoppers to visitlsn
(Goolsbee & Syverson, 2021; Mehra & Jain, 2021;r®ha 2021). Thus, a reputation and trust could have
triggered the revisit intentions towards a mall,ickhis an unexplored area in India to date, to our
knowledge. Moreover, corporate social responsigdif CSR) remained unexplored concerning a mall. It
may be believed that CSR policies of malls mightehstrengthened their reputation and built truat dould

play a vital role in developing intentions to viaritd revisit a mall.

1.2 Corporate Social Responsibility (CSR), Malls and Cad-19

CSR is a concept that encourages corporations reider social and environmental issues while
making decisions (Fatemi & Dube, 2021). CSR assuandising relationship of corporations with the
principles of sustainable development, i.e. a l=dabetween a) economy, b) society and c) the ratura
environment (Elkington, 1998). CSR refers to a whimorals that can distinguish between, right anang,
good and bad, and continue doing the righteousedhidal thing. It is about planning activities thgd
beyond legal compliance and still making a pradfibwever, CSR policy is stimulated by the existiegdl
framework, which may be inspired by statutes arldesa(Panagiotopoulos, 2021). Companies implement
strategic CSR or tactical CSR in a general coufsaction. Strategic CSR is the inclusion of a Hhalis
approach toward CSR in strategic planning and boigness activities so that organizations can cpmpl
with different levels of stakeholders to optimizoromic and social values during the long term {dat
Alonso-Almeida et al., 2015; Galan, 2006; Galbre@®10; Wanderley et al., 2008), whereas tactiiRC
refers to CSR programs with limited resources amuimum impact on the core activities of a company
(Chen, 1992; Connelly et al., 2010). Due to thémak of the Covid-19 pandemic in just a few months
CSR activities by firms and malls have increased geater extent (Antwi et al., 2021). Such a setof
CSR activities is considered to be urgent CSR #ietiv In this research it is manifested that thaesgent
CSR activities of malls are neither tactical noat&gical hence in the current research it is desdras a
novel CSR policy. The study implicates the inteigratof framework about novel CRS in mall practices,
mall reputation, and trust to build a significaatisit intention among the shoppers. The knowleafgéhe
study could also be significant in understanding sihopping behavior of customers in malls during th
Covid-19 pandemic. The paper provides managerig@lications for understanding and arresting fear-
arousal among the shoppers of malls. Invasion afeNGorona Virus has a significant impact on défer
sectors of the economies hence the researcheiymt@esignificant research gap that resulted ppstt the
current research to access perceived trust an@ipedcfear among the shoppers to visit a mall adgetire
current research is the reflection of the practigegertaken by the malls concerning CSR duringdbed-

19 pandemic. It also emphasized factors affectitgpbior intention among the shoppers in malls duifire
Covid-19 pandemic as the researcher found thergapritext to novel pandemic during 2020 and onwards
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2. Review of Literature

The theory of stakeholders as a managing mechaadsiresses that a firm should protect the interest
of all concerned parties, which may impact the Brioperations to achieve organizational goals acthk
motives (Freeman, 1984; Nelson. A, 2007; Mai. N2B21). Stakeholder theory illustrates the prirespbf
the relationship between shopping centers or bssgsxand their employees, community, customers, and
social welfare in general (Donaldson and Prest@®5)1 It has emerged as a leading paradigm in the
literature on CSR education (Francis et al., 2@I®) its extension to novel CSR and its practices.

2.1 Novel Social Responsibility of Mall (NSRM)

CSR is defined as a set of activities in contexdriamrganization’s perceived social obligationktik
beyond profit-making and applicable laws (Brown &dh, 1997) to support its sustainable financial
growth, to work equally with staff, community and publ@ énhance the quality of their life (Najam, 1999)
and ensure the safety of the shoppers. Social spaieethe areas, capable of modifying as per grisiaial
needs and demands of shoppers. These are devétopedriety of domains to expertise the sociatriests
and needs (Hagberg & Styhre, 2013). According §d$t (2019) mall is observed as a cultural andccivi
center in a city. In the service sector and mahe, most substantial matter is the reflection ojsital
evidence of service-scape, which is capable ofticigga brand by acknowledging shoppers with add-on
benefits (Maulana et al., 2012). A study suggestatishoppers visualize and establish shoppingriexmpes
in a combination of factors which include theiredgfand security (H. Singh & Sahay, 2012). Mahsl a
retailers claim that CSR policies have numerougfiento the economy, environment, and society tvlirc
turn integrate sustainability into their core besis (Jones et al., 2007). COVID-19 has restricked t
shoppers’ ability to freely engage themselves iciaddnteractionsHence, it is necessary to configure the
steadfastness of theories for conceptual modelhaenmalls (Rosenbaum & Russell-Bennett, 2020) and
nomenclate the new CSR practices as ‘Novel SocedpBnsibility of Malls - NSRM’ in the present
scenario. According to Antwi et al. (2021), genlgraCSR during epidemics or pandemics is basedoan f
functions: a) to diagnose the masses, b) to prdtexztunaffected, c) to treat the affected, and ) t
rehabilitate the sufferers. Thus, it was obserthed during the Covid-19 pandemic the focus onaoci
messages to the general public was primarily otingetested for positivity (diagnosis) to segregtte
infected and uninfected ones, protect self andrstirem the infections, and trust vaccination dsive deal
with the pandemic issue.

2.2 Mall Reputation (MR)

The reputation of the mall is represented throegbellence in qualityas well as an ethical attitude
toward its stakeholders (Braun et al., 2018). Ratrt can be seen aa hologram of multifaced theories
incorporatingreverence, trust, reliance on consistent develognend effective communication (Walsh et
al., 2009) Shoppers perceive malls as more fun-oriented,fgaiis and rewarding as compared to other
modes of shopping, as the hedonic components dfshapping will be more popular in the future (Roy
Dholakia et al., 1995). Merrilees & Miller (2019)emtioned that malls enhance and build the emotional
brand experience. The study also extends towargdpsig companions that help co-create the shopping
brand experience. MR or store image can be inteEgreaggoodwill that plays an important role in customer
satisfaction, trust-building (H. J. Chang et a012), and revisit intention. To build a reputatiuring such
an era, malls make extraordinary in-store expeesrior visitors. Malls provide shoppers a reasowid,
complying with security measures to health risksotercome the inertia of feamdopted during the
lockdown (Denise Lee Yohn, 2020). Shopping mallsSaudi Arabia comply right to entry for those
shoppers whose mobile is verified by the Tawakkalma which is designed by the Saudi Data and Agifi
Intelligence Authority to prevent the spread of giamics (Centre, 2021).

62



5 ISSN: 2247-6172; ISSN-L:2247-6172
Review of Applied Socio- Economic Research

//'-. o
A W (Volume 23, Issue 1 /2022 ), pp. 60-
R F@' R URL: http://www.reaser.eu

e-mail: editors@reaser.eu

2.3 Perceived Trust (PT)

Sahi et al. (2016) in their study on online retaileoncluded that trusting beliefs are positively
influenced by an organization’s image and reputatichich motivate shoppers' intentions to purchase.
According to H. H. Chang & Chen (2008), websiteroraand reputation affect visitors’ trust resultitoy
purchase intention. The ethical approach of retisdfects shoppers' trust towards revisit (Limlbale
2012). A study conducted in Taiwan mentioned —ttagsan important factor in building and maintagnin
relationships between service providers and consif@heng et al., 2017). Perceived Trust is an iapb
factor for building long-term and long-lasting rédaships between retailers and shoppers (M.-J. &imal.,
2011).

2.4 Fear Arousal (FA)

Consumers’ hygiene consciousness is defined asndividual's “preference for maintaining
cleanliness standards" (Talwar et al., 2020, pAS53tudy mentioned hygiene-conscious individualgeha
greater tendency to follow social distancing. Hoare\hygiene practices conscious retailers and naaés
posing prominent challenges in sales during thede®9 pandemic (Fernandes, 2020). In the currevideo
19 based scenario very little is known to reseascladout the purchase and consumption behaviors of
consumers, particularly when they come from diverge groups (R A Rather & Hollebeek, 202iénce
identification of fear arousal in a mall and orgaad retail stores are perceived as a gap whiadlpigasted in
the current study. A study conducted in the USrduCovid-19 indicated that customers’ health lootis
control is indirectly affected by the way they phase their groceries products in 2020. The studyg al
mentioned shoppers drive higher hygiene consci@ssrend greater social distancing precautionary
behavior. Hence it was observed that consumergherdhopping behavior increased during the Covid-19
pandemic, with the corresponding intention to ammi this in near future. The study also explores th
impact of social distancing on their current pattef grocery shopping in malls with future intemtsoto be
more contingent on shoppers' age, with a stronggract observed among older consumers (ltani &
Hollebeek, 2021). A similar study further put asight into pandemic-based grocery shopping behattier
researchers observed consumers’ social distana@hgvior drives them to switch their buying intentio
from visiting the mall to online shopping (Hao &t @020; Hollebeek et al., 2021). Shopping chasia¢lthe
time of the Covid-19 pandemic intend to maintainnear future (Batat, 2021; Pantano et al., 2020;
Roggeveen & Sethuraman, 2020). The finding of theys in turn, yielded an important implication fitre
researchers to understand the fear arousal behaviong the shoppers. Fear arousal can also bevellser
when shoppers avoid touching surfaces that includé&l shopping carts, KIOSK, or payment terminals
Hence, customers were more inclined to purchasmemuring the Covid-19 pandemic (Hazée & Van
Vaerenbergh, 2021; Jayaweera et al., 2020). Thiy $uinked with the fear arousal among the shoppé
different age groups with the intention level twisé the shopping center.

2.5 Mall Revisit Intention (MRVI)

Gyte & Phelps (1989) proposed the concept of rewigention when they observed the British tourist
having the intention to revisit Spain. Hence, ritvigtention could be defined as a willingness tsitthe
destination again and to avail of its services amdiucts (Kozak, 2002). A study mentioned that nebdigy
orientation and customers’ emotions have a dirapict on revisit intention and developing mall pa&ge
(Farrid & Gisip, 2021; Kabaday! & Alan, 2012). Piays studies also advocated perceived value, cestdm
satisfaction and trust develop revisit intention fD Baker & Crompton, 2000; Han & Hyun, 2015; dak,
2014; H. Kim et al., 2015). A study conducted ostaerants mentioned that justified price genertitest
that positively influences revisit intention amaihg customers (Cakici et al., 2019). The study cotetl by
Singla & Rai (2016) suggested that depth and watlietstores, and merchandise characteristics (price
promotion, CSR activities, merchandise accesgpilitfluence shoppers' choice to revisit intent{@dohnson
& Grayson, 2005). CSR's impact on shopper’'s loyaltych varies across along with cultures mediates
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positive or negative emotions. The study also meetil that shoppers’ association to environmentalism
moderates the direct impact of a mall's CSR on siyatitudes towards the mall’s reputation (Godgfr
Winkel et al., 2021). From the above review, theesgcher perceives that revisit intention is réflédn
consumers’ overall perceptions about CSR. Thisarebe proposes to construct the novel CSR as a
multidimensional construct. Hence, CSR domain®éndurrent research are the more specific invdgiiga

of the impacts of CSR domains on consumers’ tnodtravisit intention.

3. Development of Conceptual Framework

Considering the above discussions it could be asdutiat there could be the following possible
relationships:

3.1 NSRM and its relationship with MR

Previous studies established a positive signifiaatation between CSR, business ethics, green
marketing, and business loyalty (Amoako et al., 2302 CSR complied brand is more likely to be prefd
by customers as compared to non-CSR complied br@risaruewan et al., 2015). CSR initiatives play a
vital role in perceived service quality resulting the establishment of high reputed brand valuengmo
shoppers (Poolthong & Mandhachitara, 2009; Tindghiet al., 2014)Business transparency has a direct
significant impact on mall revisit that developsstsinable business (Foscht et al., 2018). ljabgd&ni
Govender (2019) in a study stated that consumetgniion and perceived value are mediated by the
compliance with legal framework of CSR, whereasicathand economic CSR serve as moderators in
establishing the relationship and importance of @8Recisionmaking processes (Gupta & Hodges, 2012;
Sahelices-Pinto et al., 2018). (Su et al.,, 2015)stigated CSR activities in a Chinese hospitality
consumption contributed to its reputation, custosaisfaction, and future intention to visit. Bagedthe
previous research, the following hypotheses amniditaited and proposed to support the current relsearc
the context to the Covid-19 pandemic. The hypogh@dl) is the reflection of novel CSR practices treair
probable impact on mall reputation to build perediwust and develop revisit intention.

H1: The novel social responsibility of a mall (NSRNIwill strengthen the mall's reputation (MR)
3.2 Relationships between MR, PT, and MRVI

The reputation of a mall plays a considerable molencreasing the purchase intention of a product
placed by even a weak producer (Chu et al., 200%.impact of malls’ services and quality is mesliatia
customers’ satisfaction with their behavioral iiems to recommend and revisit the stores. Theiesud
indicated that retail service quality has a siguifit influence on shoppers' perceptions of malitampn.
The relation between mall image and behaviorahiites is mediated by satisfaction (Y. Kim, 200% &
Ramanathan, 2012). Studies conducted in varioussahentioned that customers are interested in food
safety and quality, additionally, consumers purelfasm the organized retail or mall because thetgaind
guality have been ensured by the seller (Paul &aR&012; Tandon et al., 2016; Wertheim-Heck et al.,
2015), which may be a measure of reputation, andtensured patronage. A similar study conducteden
context of reputation stated the establishmenhefpositive and significant impact of trust ands$acttion
on the commitment. It illustrated positive and figant impacts of perceived reputation on consutmest
(Casalo et al., 2007). Customers share their negatiperiences with their mates to avoid patrogizirem
(Grégoire & Fisher, 2008). Based on the existirgagch, ‘Attribution Theory’ illustrated that shapp may
intend to use the reputation of the mall to predistfuture visit (Rhee & Haunschild, 2006), which
inculcated by the essence of trust. A good reprtatiecreases buyers' price unfairness perceptitiase(
al., 2004). Based upon the above literature revieve proposed that mall reputation affects vistor
perceived trust. Previous research also suggebktgdniall reputation has a significant impact onibgy
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intention. Hence, it is perceived that there cdadgdan impact of mall reputation on both perceivedttand
revisit intention. Research has also indicated ttidfterent dimensions of trust could have varied
consequences on the buying intention or mall re\isiring Covid-19 perceived trust about being Seden
infection while shopping may contribute towardsiséing intentions. Hence, a multifaced conceptual
knowledge of trust is required to explore its apglility (Gefen et al., 2008). Thus, in the backm of the
above discussion it is justified to propose théfeing hypotheses as well in context to Covid-18gemic:

H2: Mall reputation (MR) has a positive influence m visitor's perceived trust (PT)

H3: Mall reputation (MR) has a positive influence e mall revisit intention (MRVI)

H4: Visitor’'s perceived trust (PT) positively influences mall revisit intention (MRVI)

3.3 The moderating role of Fear Arousal

CSR messages are generally accompanied by vismapareents, to the shoppers as it has the
persuasive power to involve shoppers' attentioneandower the cause to become more evident (Garcia &
Greenwood, 2015; S.-B. Kim et al., 2014). A studbhgerved the superiority of visuals, that elicit ¢iows
(like sympathy, fear, and anger), over text inueficing buying intentions (Powell et al., 2015)wkagen
(1998) mentioned that images that induce fear anygraare likely to impact more on lateAtyresponse
and can affect memory and buying patterns. Theystmhducted by Truong et al. (2017) in Vietham
mentioned that perceived cleanliness was obsersea ‘factor’ corresponding to ‘consumers’ satisfact
trust and revisit intention’. Hence, hygiene oracliness may create an overall customers expergumoeg
COVID-19. A study by Ruiter et al. (2003) based‘ttmeat information and coping with it’, may alse b
associated with fear arousal as a result of widegpmessages on social media during Covid-19. Teas,
arousal may be sparked by the causing informatiorthought-provoking processes about the cause
(infection — Covid positivity rate) and effect (labon — hospitalization — death) and may be cgagth the
soothing information (reduction in infection ratejd apparent ameliorative actions (Covid Appropriat
Behaviour, handy treatment, vaccination drive, myrilisease, and other precautions). Fear arousalgdu
Covid-19 has motivated people to buy online witte Istreaming and socializing simultaneously onstrae
platform (Addo et al., 2020). It may moderate thiationships between ‘reputation - revisit intentiand
trust - revisit intention’, thereby influencing Vifigness to isolate themselves (Heffner et al. 1202

Novel Mall Mall

Social Reputation Revisit
Responsibi Intention
lity of Mall

Perceived
Trust

Fig. 1: Conceptual framework based on hypothesesr(®: Author’'s Hypotheses)
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A moderation effect of fear arousal was observetéen tourists’ trust, tourism destination’s
reputation, and revisit intention (Hassan & SolimafA21), which may be similar for mall shoppers too
during Unlock-Phase. Given the above context falgahypotheses are proposed to assess mall revisit
intention under the influence of fear arousal dyitime covid-19 pandemic:

H5: Fear arousal (FA) moderates the impact of the =l reputation (MR) on mall revisit

intention (MRVI)

H6: Fear arousal (FA) moderates the impact of the @rceived trust (PT) on mall revisit intention

(MRVI)

Based on the above six hypotheses (H1, H2, H3H34and H6), the conceptual framework could be
poised (Refer Figure 1):

4. Research Methodology

4.1 Instrument
The questionnaire was divided into three surveyji@es.

The first page constituted the objectives of thuegt confidentiality, and time required to parteie
in the survey. Moreover, the responder’s demograjtiormation consisting of gender, age, maritatus,
education, employment profile, and income were alaptured on this page under survey section 1.
Information regarding the responder’s favorite ghing mall in Delhi — NCR was captured in surveytsec
2. In this section information related to NRSM, MRd PT was gathered. Scale related to NRSM waslbase
on the previous studies (Hassan & Soliman, 202dedet al., 2007; Su et al., 2015; Su & Swansoh7R0
with some modifications as per the need of theguestudy and more specifically the current pandemi
environment addressing alarming needs for diagnpeigection, treatment, and rehabilitation (Anatial.,
2021). Scale related to MR was adapted from Artagea. (2015), H. J. Chang et al. (2015) and WefsH.
(1999) and that of PT from H. H. Chang & Chen (20@heng et al. (2017), and M.-J. Kim et al. (2011)
The last survey section, 3, was related to gatgdriformation about customers' fear arousal andsiteng
intention levels during the Covid-19 scenario. Hoale related to FA of Covid — 19 was adapted from
Hassan & Soliman (2021), Ahorsu et al. (2020), Roder et al. (2003) and that of mall revisit inien was
adapted from D. A. Baker & Crompton (2000), J. Badteal. (2002), and Grewal et al. (Grewal et2003).
All the indicators in section 2 were measured ogegen-point Likert-type scale, where 1 is “strongly
disagree” and 7 is “strongly agree”. All the indma in section 3 were measured on the same schéze 1
being “Not at All” and 7 being “Very High”. The te=d time to attend & complete the survey through th
guestionnaire was not more than15 minutes. As thj@nity of the residents in Delhi — NCR can read an
understand the English language very well, so Questire was designed in the English language {Refe
Appendix A).

4.2 Sampling

This study was quantitative in nature and data vgathered from Indian mall shoppers, after the
second wave of Covid-19. To obtain primary datapa-probability sampling method was adopted and a
mall-intercept survey approach with a structuressetended questionnaire was employed (Brown et al.,
2013), where shoppers were randomly asked abouttiéngness to participate in the survey procapsn
qualifying the norms. This sampling process waleed at various malls in Delhi — NCR, India duriting
period June 15, 2021, to Aug. 15, 2021, with thép hef volunteer scholars. All 650 shoppers were
intercepted and requested their time to participatthis survey. Incomplete forms (43) were repteatia
Thus, a total of 607 valid forms constituted thegke size and were used for data analysis.

4.3 Sample profile
The Respondent’s demographic data is shown in Tlable
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Table 1: Summary of the sample profile

Variable N= 607 %
Gender Male 423 69.69
Female 184 30.31
18-24 years 220 36.24
>24-34 years 167 27.51
Age >34-44 years 154 25.37
>44-54 years 54 8.90
>55 years 12 1.98
Marital status Single 229 37.73
Married 378 62.27
School-level 12 1.98
Education Bachelor's degree (college/technical/diploma) 436 1.83
Post-graduate degree (Masters/Ph.D.) 159 26.19
Student 167 27.51
Business 189 31.14
Employment profile Gowt. Job 23 3.79
Private Job 132 21.75
Homemaker 78 12.85
Other 18 2.97
Rs. 30,000 or less 179 29.49
Household income Rs. 30,001 to 60,000 194 31.96
Rs. 60,001 to 1,00,000 178 29.32
Above 100,000 and above 56 9.23

(Source: Author’s analysis)

5. Analysis

For analysis of data based on study objectivegicpéarly for the hospitality sector like malls and
allied services, and to verify the hypothesis,iphktast square-structural equation modeling hssnbn use
for data analysis. Accordingly, 607 samples werets&toapped using SmartPLS 3.0 software for the
estimation of parameters and verification of thediliesis (Ali et al., 2018; F. Hair Jr et al., 20Hair et
al., 2019).

5.1 Measurement model analysis

Before testing the relationship between the contgyut was verified that the measurement model
fulfills the conditions of reliability, convergentalidity, and discriminant validity (refer Table.2Jhe
indicators used for the validation of the relialiwere Cronbacly coefficient>0.7 (Cronbach, 1951), the
composite reliability index CR-0.7 (Ali et al., 2018; Hair Jr. et al., 2017), atite Average Variance
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Extracted - AVE>0.5 (Fornell & Larcker, 1981). All five construatseet the required criteria as the loading
values are above 0.7 (Carmines & Zeller, 1979; daal., 2012).

Table 2: Reliability and validity of the instrument

Construct Item Outer FL \O/ILIJ:ter Clr::er o rho A CR AVE
NSRM1 0.901 3.765
Novel Social _NSRM2 0.907 3.984
Responsibilty Ezim 2:225 j:;g; 1.466 0957  0.957 0.965 0.822
(NSRM)  “Nsrms 0.915 4.378
NSRM6 0.905 4.187
MR1 0.862 2.720
. MR2 0.892 3.950
Mal '(T\jg‘)“a“on MR3 0.861 3.884 2.495 0908 0914 0.932 0.732
MR4 0.851 3.068
MR5 0.809 3.098
PT1 0.902 3.750
_ PT2 0.914 3.877
Perce('F‘,’%" Trustpr3 0.907 3611 2.785 0947 0949  0.959 0.825
PT4 0.899 3.391
PT5 0.919 4.353
FAL 0.908 2.878
Fea(r,:AAr)O sl Eiz 8:2;3 2:322 1.034 0907  0.942 0.934 0.779
FA4 0.890 2.468
Mall Revisit _MRVI1 0.879 2.099
Intention ~ MRVI2 0.896 2.347 1.478 0.860  0.860 0.914 0.781
(MRVI) MRVI3 0.876 2115

Note: FL = Factor Loadings; VIF = Variance Inflati€actor;a = Cronbach’s alpha;
CR = Composite Reliability; AVE = Averay@riance Extracted

(Source: Author’s analysis)

To examine the discriminant validity, Fornell & Icker's (1981) criterion was used and found
established because the square roots of AVE ofctmstructs were higher than the correlation values
between all the constructs (Refer Table 3). Disicrémt validity was also established with a new gtbu
method HTMT suggested by Henseler et al. (2016)raviiee threshold value for conceptually different
construct is <0.85 (Refer Table 4).

Table 3: Discriminant validity assessment (Forralkcker Criterion)

AVE FA MR MRVI NSRM PT
FA 0.779 0.883
MR 0.732 -0.136 0.855
MRVI 0.781 -0.101 0.531 0.884
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NSRM 0.822 -0.149 0.468 0.237 0.907

PT 0.825 -0.167 0.755 0.521 0.557 0.908

Values in Italics diagonally aréAVE (Source: Author’s analysis)
Table 4: Discriminant validity assessment (HTMTi®at

FA MR MRVI NSRM PT
FA
MR 0.145
MRVI 0.109 0.603
NSRM 0.155 0.494 0.261
PT 0.173 0.803 0.576 0.587

(Source: Author’s analysis)

5.2 Structural model analysis

Partial least square-structural equation modeliag wsed for structural model analysis with the help
of SmartPLS 3.0, using 500 alterations for runrimgPLS algorithm. The criteria to identify theuss with
collinearity is the Variance Inflation Factor (VIR¥hich should be below the threshold value of aiftt
al., 2019). All the VIF values (Outer and Inner) fioe model were below 5, suggesting no collingasgues
(Hair, J. F., Hult, G. T. M., Ringle, C. M., & S#edlt, 2017). Also, a full collinearity test - Comm8ias
Method (CBM) was conducted with a randomly creat@dable. Its assessment indicated all valuesthess
3.3 (refer to Table 1), confirming related to CBKbgk, 2015). SEM performed with SmartPLS can also b
estimated for its fithess. The most common and @edeparameter is to assess it based on standaird ro
square residual (SRMS) values which are a resutibotstrapping. A value not exceeding the 0.08tlimi
accepted to confirm a model as fit and to rejegtinnonsistencies with pragmatic relationships (stder et
al., 2016; Hu & Bentler, 1999). In present ana\&RMR = 0.049 < 0.08 hence, model is found ag\fitthe
model was tested with SmartPLS? Bnd @ are the two customary statical criteria for caitinlg the
magnitude of variance on the dependent variabledmh independent variable. In the present stuély; R
0.20 and &> 0.00 values for all the constructs (MR, PT & MRVW)the study were > 0.25, which provide
evidence of the predictive accuracy of the PLS patidel (Ali et al., 2018; Hair et al., 2014, 2018jom
the SmartPLS 3.0 output (refer to Table 5) thisvislent, which is a good measure of predictive ey

Table 5: R2 and Q2 values

R Square Q Square
MR 0.219 0.148
PT 0.570 0.437
MRVI 0.316 0.233

(Source: Author’s analysis)

5.3 PLS-SEM Model analysis
5.3.1 Direct Impact

After assessing the measurement model and struathwdel, for all the variables we need to
proceed toward testing our hypotheses. For thi§0D0subsamples were created for the stabilityesiilts
(Ali et al., 2018) for bootstrapping to estimate tALS path model. Results revealed significanttiesi
influence of independent variables on the depesdémt HL (NSRM on MR = 0.468, t = 9.724***), for
H2 (MR on PT: = 0.755, t = 32.042***), for H3 (MR and MRV = 0.302, t = 5.108***), and for H4 (PT
on MRVI: B = 0.296, t = 4.903***). While measuring the effesize, f* (where 0.02 =low effects;
0.15 = medium effects; and 0.35 = large effect91eDo(1988)), the analysis revealed a high levedffefct
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when NSRM impacts MR, and MR influences PT. Howewarak effects were recorded for MR influence
on MRVI, and PT influence on MRVI. Hence, all thgpbtheses were accepted and results are supporting
them (Refer Table 6 & Figure 2).

Table 6: Hypothesis testing results — Direct Impact

Bl
Hypothe Path B STDEV T Statistics p Values 2
4 250 Result
sis No 97.50%
%
H1 NSRM— MR 0.468  0.048 9.724 *** 0.000 0.369 0.558 0.281 upfported
H2 MR — PT 0.755 0.023 32.042 **+* 0.000 0.706 0.796 1.324 Supported
H3 MR — MRVI 0.302  0.059 5.108 *** 0.000 0.183 0.414 0.057 Supported
H4 PT— MRVI 0.296 0.060 4.903 *** 0.000 0.178 0.413 0.053 Supported
(*p<0.05, **p<0.01, **p<0.001) (Source: Author'snalysis)
FA1 | FA4 |
3908 ooc“873 0“0(0360 00‘0890 (oono
FA* R
[ mra ] [ wmr2 | [ mrs ] | MR4 ] [ mrs FA o172 OOB
T -0011 0764
901 (onﬁ)) 0862 00‘0392 0000036 0000“851 000809 (0000 /-

0907 (0.000)~ \ 0.877 (0.000)
AN
0892 (0.000) — 0.468 (0.000) 0302 (0.000) 0897 (0000)—| MRvI2 ]
0.920 (0.000)
/ 0.877 (0.000)
0915 (0.000
— NSRM
0.905 (0.000) MRVI3

0.755 (0.000) 0.296 (0.000)

//?\\ O

*
0902 0000914(00000907 (000008.35 Oo(ngwgmnoo ) FA*PT

%E

/

|PT1| |P1'z| |PT3| |pT4| [ ps ]

Fig. 2: SmartPLS 3 SEM - Bootstrapping output vithnd significance level (Source: Author’s analysis)

5.3.2 Moderating Effect

Analysis was also performed to evaluate the moihgraible of FA due to Covid — 19. As seen in
Table 7, an intangible effect (Cohen, 1988) wasenlel for the relationship between MR and MRVI in
presence of FA (H33 = -0.172, t = 2.269* %= 0.012). It is evident that FA had a negatiuat, significant
role in this relationship, implying that high FA ynamend MR’s positive influence on MRVI. Similar ake
eszect was recorded for the relationship betweeraPd MRVI in presence of FA (H@:= 0.152, t = 2.057%,
f©=0.012).

Table 7: Hypothesis testing results — Moderatiopdot

Hypothesis Path B STDEV T Statistics P Values f° Result
no.
HS5 FA on MR— MRVI -0.172 0.076 2.269* 0.023 0.012 Supported
H6 FA on PT— MRVI 0.152 0.074 2.057* 0.040 0.012 Supported

(*p<0.05, **p<0.01, **p<0.001) (Source: Author'snalysis)
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The above moderation impact can also be verifigtd Wawson's((2014)approach by plotting tw-
way interaction effects. From Figu3 it is concluded that when FA of Covi® is low, MR has a strong
influence on MRVI in comparison to when FA of Cd-19 is high. Whereas, when FA is high, PT h:
stronger influence on MRVI than when FA is low (ReFigure4).

5 5
45 45
ot ot
5 35 Moderator 5 35 Moderator
y=0.896x+ 1.645
E ——LowFA E —+—LowFA
3 High FA 3 B2 High FA
25 — Linear (Low FA) 25 - ——Linear (Low FA)
— Linear (High FA) ——Linear (High FA)
2 24
15 15
1 1
Low MR High MR Low PT High PT
Fig. 3: Twoway interaction FA(MI-MRVI) Fig. 4: Twavay interaction FA(P-MRVI)

(Source: Author’s analysis)

6. Results and discussion

The study was carried out with the objectives (apssess the impact of NRSM on ‘MR, PT,
MRVI’, and (b) to examine the moderation role of BA relationships betweeMR - MRVI, and PT>
MRVI of mall shoppers in Delhi NCR, Ind The results of the study supported the proposed conck
model, its predictive relevance, and predictiveuaacy. Observed ? values indicated that NSRM weal
accounts for the variation in MEChin, 1998; Kock, 201.. WhereadMIR moderately explains the variati
in PT and weakly for MRVI. AlsoPT moderately explains the variation in MR{Hair et al., 2014 The G
values are suggestive of weak prediction of MR ISRV, of PT by MR, and also of MRVI by MR & P
(Hair et al., 2014, 2019) ven shopping malls and markets were opened the mass lockdown due to tl
Covid-19 pandemic in Indialhe resuis have already proved significant relationshipsveeh NSRM->
MR, MR = PT, MR > MRVI, and PT-> MRVI, which culminated in the acceptance of hypsgeH1
H2, H3, and H4 as follows:

H1 accepted as The novel social responsibility of a mall (NSRM) sengthens the mal's reputation
(MR)

H2 accepted as Mall reputation (MR) has positively influenced vistor’'s perceived trust (PT)

H3 accepted as -Mall reputation (MR) has positively influenced mall's revisit intention (MRVI)

H4 accepted as -Visitor's perceived trust (PT) has positively infllenced mallto revisit intention
(MRVI)

This provides us with the clue trthe mall reputation is enhanced by the novel socigdaasibility

steps taken by the mall management durin¢ Covid-19 pandemic. These steps may include the n
voluntary behavior towards supporting the socieithintegrity and reliable operations following Gd-19
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hygiene protocols. Previous studies also opined tthe success of a mall depends upon its image or
reputation (H. Singh & Dash, 2012) and CSR ac#sithave a positive impact on maintaining the brand
image and reputation enhancement (Arief & Pange€i@l). Present results (i.e. NSRM strengthens MR,
and MR influences PT), corroborate with previousigts (Ozdora Aksak et al., 2016). During the Ceh8d
pandemic, organizations that have adopted sur@isa social responsibility had improved their rapan

and thus incorporated trust in their stakeholdels €t al., 2021). Present results also confirm eupgf MR

in developing PT, which is following many previoagidies on shopping malls and stores (Broutsou &
Fitsilis, 2012; Desai & Phadtare, 2017; Keh & X209; M.-S. Kim & Ahn, 2007; Prasad & Aryasri, 2009
Results also demonstrated a positive impact of ®MBVI which is in line with many workers (Abubakar
et al., 2017; Mosavi & Ghaedi, 2012; Raouf Ahmadhieg 2021; Su et al., 2021). Investigations frém t
present study revealed that there is a strong itmplasocial responsibility and similar initiatives the
reputation by boosting the positive image and fiosgetrust amongst the visitors and consumers ether
making shoppers loyal to revisit destinations, egpmnsumption as well as complementing prior sidi
(Latif et al., 2020; Su & Huang, 2019; Tong & Wor2§)14). The present study hypothesized that FA avoul
moderate the direct relationships between MR andaRd MRVI. The results of the analysis favorably
helped in accepting the hypotheses, H5 & H6 asanelo

H5 accepted as — Fear arousal (FA) moderated the pact of mall reputation (MR) on mall revisit
intention (MRVI) such that increased FA weakens theositive relationship between MR and MRVI

H6 accepted as — Fear arousal (FA) moderated the pact of perceived trust (PT) on mall revisit
intention (MRVI) such that increased FA strengthenghe positive relationship between PT and MRVI

As a moderator, FA had a weak, negative and saaifirole in MR—-> MRVI relationship. If FA
continues to increase, the direct positive linkneetn MR and MRVI will tend to have lower valuesthe
extent that this relationship might turn negatifeesent findings substantiate the fact that theoiogg
panicky states of isolation, quarantine, migratijobjessness, thriftiness, and high morbidity arattadity
due to the Covid-19 pandemic exhibit untoward beiraike reluctance/ fear of outings in many shagpe
The results of the present study on the moderatifatt of FA on the relationship of MR MRVI during
Covid-19 corroborate with Hassan & Soliman (202hpweonducted their studies in the tourism sector in
Egypt. FA also acted as a moderator on the relstiipnbetween P> MRVI, on the other hand, implies
that high degrees of FA could enhance the shoppengeived trust to a level, where it will positive
impact their intention to revisit the mall. The ults of the present study on the moderation efd¢dtA on
the relationship of P> MRVI during Covid-19 differed of Hassan & Solim§p021). Rittichainuwat &
Chakraborty (2009) in their study on Thailand'sgitadity industry observed that a high perceivesk rof
terrorism (i.e. FA) had a moderating role on trangebf visitors and declined to travel in risk-peoareas. In
a study on tourists in China Zheng et al. (20@43erved that trust in Government (i.e. PT) carraise
travel fear but also it restricts travel intentionshe post-pandemic era. Untaru & Han (2021) sstgd that
the adoption of Covid-19 protocols (i.e. NSRM) katailers had a significant and positive influence o
shoppers' behavior to revisit the retail enterprbich may be due to fostered trust in Covid-19rappate
behavior adopted by retaileBased on 201 participants in the US Luo et al. 2G2ported the result of
retailers to drive — ‘informing the shoppers abeunforcing the Covid-19 protocols for visiting thealfs/
stores in a mandatory and voluntary fashion, foldwoy appreciation and apology’ towards increasing
MRVI. Above previous research reinforces the usefss of measures adopted by retails similar toghgp
malls of Delhi — NCR, India in crafting novel sdcigsponsibility factors in the light of the presen
pandemicTo the best of our knowledge, similar studies @ant/ elsewhere, including India on malls and
organized retailers where Covid-19 protocols aoeiporated to assess the effect of social respititysihf
mall concerning mall reputation, perceived trust arall revisit intention.

7. Implications
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Malls and shopping complexes are inevitable in hudife to fulfill their utilitarian, hedonic and
social needs and act as habitats (Bloch et al4)1¥3ue to rapid development in civic infrastruetyreople

kept malls at the first position for hangguigilitarian needs, and consumption. Before the iG49
pandemic, the intention to revisit a particular Invehs based upon certain factors, as assessedveyake
workers. Tauber (1972) stressed designing newctitteacues for shoppers to influence their visitthe
mall, and infusing escapist behavior in shoppersldagevity (stay) and revisit. Visitors' engageméen
various in-house activity options like a movie seredining courts, fun, and gaming zones, wheritovss
relax with companions, fantasize, and feel freedi@m daily routine workBloch & Richins, 1983; Khare,
2011; H. Singh & Sahay, 2012), automate them wgitheir favorite mall. Mall attractive dimensioasnall
environment, convenience, staff, hygiene, entertaimnt, and security were identified by Kumar et al.
(2021). In India, it is clear that shoppers alsg atiention to safety needs. During the Covid-18demic,
total hygiene including hand hygiene, physical aiising, application of masks, and sanitizers were
addressed by everyone including state administrat@ovid-19 appropriate behavior and protocols were
followed by individuals and implemented by orgatimas like small to medium enterprises, offices,
manufacturing units, educational institutions, goweent offices, as well as small to big organized a
unorganized retailers including malls. The deadig highly infectious Covid-19 pandemic united tlagion

for social upliftment. Many volunteer individualad corporates/organizations donated in cash or &t
offered services for the cause. A strong feelingazfial responsibility was observed where everyaed to
support the needy in his/ her manner. This was rebdeat shopping malls too. While the opening of
markets, malls too responded to implement Covidiipropriate behavior and protocols for the saféty o
shoppers in-line with state policies. The preseutlys verifies and proved that such social respalitgib
behavior of malls reinforced their image, reputatiand brand in such a way that it further fosteredt
amongst their previous visitors and fulfilled theéiesire for utilitarian, hedonic, and social needsing
revisiting. Shoppers were positive towards visitthgir mall for environmental concerns in its opienss,
care of stakeholder’s social needs, adoption oltih@ad safety measures during acute distress altieet
Covid-19 crisis period. Mall management’s policiés being ethical and in line with state-administk
Covid-19 guidelineswere found appreciable. Shoppers relied uponrttegiity of the mall's management
and its staff in coping-up with the pandemic creasnsl also in keeping good intentions towards tifetypand
health of all stakeholders. Mall management in otdiges may adopt similar steps to align visitdra'st
with their existing reputation during an event afrasis. With low fear-arousal malls, reputatiorilwiave a
high level of revisit intentions than with the hidevel of fear. This istherefore necessary for mall
management to infuse a high level of trust amosgors. Because at a high level of fear arousdi legel

of trust is inevitably required to gain revisiténtions than with a low level of fear. Managerthatmalls or
similar hospitality sectors may incorporate flegitdnd novel social responsibility ideas and meastoe
build a positive image, reputation, and trust toviée their guests voluntarily by reducing fearidg such
pandemics. Also, they may provide good competitdbanline retailers and services.

8. Limitations and future scope for research

The present study was conducted during the Unlako® of the Covid-19 pandemic and thus
lacked responses from other cities due to regiristion inter-city travel. Shoppers were also hesita
direct physical interactions and were difficultdonvince for their responses. Therefore, the insént was
made comparatively shorter. Future studies aréylikebe intensified to access ‘fear-arousal’ agrgortant
factor in the background of the current pandemia findation. The present study further proposeses
for future research in the context of the sociapomsibilities of hospitality-related set-ups dgria
pandemic suitable direct, mediating, and moderattagionships.
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The Impact of Public Bus Service Quality on the Uge’ Satisfaction:
Evidence from a Developing Asian City

Nur Zaimah Ubaidillah Nur Hazigah Sa’dg Farhana Ismdi] Nordiana Ahmad Nordin Nur
Nadhira Baharuddinand Mohd Khairul Hisyam Hassan

! Faculty Economics and Business, Universiti Malay&arawak

Abstract. In a country where there is a high level of car evahip, public buses are considered
another mode of transport that is more sustainablespite that, there is a very low level of public
bus ridership in Malaysia which questions the ussatisfaction with its service quality. This study
investigates the role of public bus service qudlingibility, reliability, assurance, empathy, and
responsiveness) by utilizing the SERVQUAL modeluB®ers’ satisfaction. A sample of 300
questionnaires was obtained from public bus useiédta Samarahan, Sarawak, Malaysia as the
case study area. Using Partial Least Square-StrattiEquation Model, the results show that
tangibility, reliability, and responsiveness arerficant service quality factors that influence
users’ satisfaction with public buses in the case\ area. Of the factors, tangibility is considgre
the most critical factor that influences users’ istaction. This study provides imperative
knowledge which will be advantageous for stakehsldgpecifically policy-makers, transport
ministries, town planners, local authorities, anendce operators in strategizing policies and
plans that could encourage the public buses usage.

Keywords: Public transport, customer satisfaction, servigality, partial-least squares-structural
equation model

JEL Codes:R40

1. Introduction

The rising population along with rapid urbanizatesmd economic development has spurred the need for
society to travel. In most developed countriespbetend to depend upon public transport, whilettheel
patterns in many developing countries tend to helgivily on private transport, either cars or motoles.
Currently, Malaysia is among the Asian developirmyrdry with a high level of car ownership. Car
ownership in Malaysia is 450 cars per 1000 inhakstavhile in cities are 393 cars per 1,000 inhalbgtdor
Kuala Lumpur and 292 cars per 1,000 inhabitanSarawak in 2018. This is lower than Brunei Darumsal
(606 cars per 1,000 inhabitants) and relativelyh&rgthan Thailand (238 cars per 1,000 inhabitants)
(ASEAN Stats, 2018). According to the Malaysia Autgive Institute (2018), the total number of cars
registered in Malaysia has increased by 43% fror02@ approximately 12 million cars in 2016.
Automobile reliance imposes negative externalibasthe society including air pollution, oil dependg,
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traffic congestion, and traffic accidents (Parryall & Harrington, 2007). Malaysia transportaticactor
produces 50 million metric tons (Mt) of CO2 in 20d8h 85.2% accounted from road transportationmect
As a result of high ownership, automobiles accadifive 59% of the emissions (Ghadimzadeh et al.5201
Hence, a shift to a more sustainable mode of tahspuld potentially reduce the emissions in thrglrun.
Commuting via public buses is more sustainable tther transportation due to the spacious spacetsnd
effectiveness to accommodate more people usingrbaosport which leads to lesser fuel consumptiash an
anthropogenic pollution compared to private caitboffe, Mantalbo & Tiglao, 2005). The aim is indirwith

the United Nation’s Sustainable Development Go@BG 11) on sustainable cities (access to transpmtt
expanded public transport).Currently, the usageudilic buses is only 20% which is relatively low in
comparison with the target aimed by Malaysia’s dladl Transport Policy (NTP) 2019-2030 of 40% public
transport by the end of 2030. The low ridershipublic transport is associated with the conveniegaiaed

in private transport such as flexibility, comfoptivacy, and speed (Ibrahim et al., 2021). Thompsod
Schofield (2007) mentioned that negative percepteads to unsatisfied users commuting using public
buses. Public buses should provide high-qualitwises to meet specific passenger expectations and
preferences (Oliver, 1980). Some research explotigg relationship between service quality and user
satisfaction implies that the quality of the seevitas become a factor that affects user satisfa@iased on
Fellesson and Friman (2008), satisfaction is tlggekeof a person's perception formed by the cortibmaf
experience and perceptions toward the goods anttssiAs it is evident that there is very high ovamgp

of personal cars, the motivation of this studyoighcourage more people to use public transpantasither
than driving their own cars more often. The outplithe study would be useful to improve the service
quality of the public transport sector in the comtef Asian developing countries with high car owstep.
Hence, the study is imperative to assist policy-enakin understanding factors that influence users’
satisfaction with public transport. This study aitosdentify factors that influence users’ satisi@t with
public transport service quality in Kota Samarahélalaysia. Moreover, factors driven by SERVQUAL
model are utilized in constructing the conceptuainework used in the study. The paper is organé=ed
follows. Section 2 discusses the literature revidwthe study. Section 3 presents the adopted melbgyl
Section 4 explains the findings of the study anctise 5 presents the discussions of the findingsalfy,
section 6 concludes the study along with the litiitaand future suggestions.

2. Research Elaboration

Past literature has shown that many studies argloeinducted to assessing the public transporicgerv
guality. However, it is noted that most studiesehdacuses merely on developed countries or devedopi
countries in general. This study specifically cartcates on investigating the role of service qualitpublic
transport in a developing Asian country with a higkel of car ownership in the Borneo Island cohtex
Borneo is the third-largest island in the world @his divided into three economic regions; Saraaa#
Sabah which belongs to Malaysia, Kalimantan whielothgs to Indonesia, and Brunei. Past literature on
developing countries that have been conducted ianAsountries include studies by Zakaria et al1®0
which in Lembah Bujang Area in Kedah state of Malayand Ueasangkomsate (2021) in 16 large provinces
in six regions in Thailand. Zakaria et al. (201@ndted that while public transit is updated andted in
metropolitan areas, service quality is still lowdgoorly implemented which eventually affect thaership.
Ueasangkomsate (2021) further adds that output fr@asuring the public transport service qualityedas
on SERVQUAL will lead to improvement in service tjtygin accordance with local public road passesyer
specifications. The SERVQUAL paradigm is growingprominence and has been widely developed as a
model for explaining user experiences. This modab wlesigned to assess customer satisfaction and to
investigate the elements of service quality. Custsimor users’ opinion of the performance of thevises
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offered is heavily influenced by service qualitycodrding to Parasuraman, Zeithaml and Berry (198@),
quality of services provided to customers is deteeah by their assessment of the product or sesvice'
advantages. The gap between user expectationseavidesperceptions was regarded as service quality
the study. The quality of service is also knowrhes"disconfirmation" paradigm, which is develogeam
the user satisfaction model and compares the esgbemitput from the client to the actual performance
According to Gronroos (1996), service quality istdpto three output dimensions: service qualigghnical
guality, and the mental structure of the pictureasguring consumer satisfaction with public trantsiam
services is a subject of much interest in the prartssector. Past literature has shown that thei link
between service quality and consumer happinesabhcptransportation (Bielen & Demoulin, 2007; Bior
& Sarsfield Cabral, 2007; Fellesson & Friman, 20B8diono, 2009).The actual buildings, equipment] an
staff required for the service are referred toaagjible. Tangible refers to one's appearance, agsiqal
amenities such as layout, decorating, presentagiot,equipment, according to Parasuraman et 8881
The research proposed a physical facility for agsgspublic transportation service quality in whitte
physical appearances, including those of the sihtihe interior in public transportation, are onetloe
indicators of service quality (Zakaria et al., 2p10ustomers infer the level of service dependingteir
comprehension of physical aspects, according tad&@adahbet & Mannan (2018). Although the service i
intangible, it requires consumers to participateghe process since the existence of tangible osipaly
aspects has a substantial impact on the impressiearvice quality (Bitner, 1992). According to Rtn
and Carson (1989), there are two categories ofilibasy tangible surrogate characteristics and tdagi
benefits. The tangible equivalent refers to theirenment in which the intangible service is prowdde
whereas tangible advantages are the actual betefttthe consumer receives as a result of thecser&s a
result, tangible is a crucial feature for ensutimgt customers are satisfied with the servicegedfe

Consumers are more content with dependable andsibtee transportation, which is one of the most
important variables in customer satisfaction (Cayaorbett & Lo, 2007). Customers' expectationshes,
and perceptions of their time are favorably impaddig the regularity and timeliness of public tramsation,
which comes on time as scheduled and satisfie®mgstexpectations, and desires, and positivelyctdfe
customers' perceptions of their time. Reliabilig,per Parasuraman et al., (1988), relates toathesodity to
deliver services as promised and accurately. Asegrdo McKnight, Pagano & Paaaswell (1986),
dependability is defined as the capacity to protid@esportation services with consistency and fimesk.
Dimensions of service quality such as arriving adestination, travel length, communication, andte&ou
schedules are vital to examine. Furthermore, agugrid Bielen and Demoulin (2007), the arrival timie
transportation to the station is a determinantasfscmer satisfaction. Consumers will be delightgaliblic
transportation is dependable and convenient. Loag times, on the other hand, result in dissatikfie
customers. In other words, unreliability in pubtransportation affects passenger perceptions alydel
limited access, and long wait times, causing exgstind future consumers to abandon such servia$odu
their worry and aggravation Bates et al. (2001).aAesult of a loss of customer confidence andh fiait
public transportation, the number of existing pagses will decrease.

According to Leong, et al., (2015), responsiveriess critical part of the SERVQUAL dimension that
influences the speed with which consumers receiyle-guality service. The readiness to assist diemtd
give prompt service without wasting their time égerred to as responsiveness. Responsivenessrisdies
employees' willingness to deliver services in aetynway and workers' willingness to help. For imsia,
time management has an impact on customer saisfasthen it comes to waiting periods for the bus,
whether they are short or lengthy. Shorter waitinge leads to satisfaction, nevertheless, whemiiéing
time is excessive, the consumer is left unsatisi@gsstomers who are dissatisfied with the levesafvice
offered, according to Grdnroos (2007), may have erimdental impact on service delivery. The
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responsiveness of excellent services in public sfrartation reflects the mindset of drivers
employees.The quantity of customer care and thm'siunique attention to the client is measurec
empathy. Customer satisfaction has bmore closely associated wigmpathy than other aspects, accort
to Sabir, et al., (2014). Empathy relates to a @nyfs capacity to be reachable and its focus oswnars
making customers feel more appreciated and unidweessibility, improved comunication, greater
understanding, and special attention to the clemet all part of the empathy element (Raspor, 2(
Empathy aspects are alert to communication circamests, demonstrate nice conduct, and compre
consumer needs and wants, accor to Ennew, Waite & Waite (2013). Empathy's capatityare for its
clients is based on personalizattention, particularly while offering services. deeding to Parasuramam
al., (1985), understanding how consumers feel f@arto rivals since ex#r attention given to custome
affects customer satisfaction. Empathy incorporagesrity, safety, approachability, and a desirsatisfy
client demands (Kozerska, 2007). Buttle (1996)nasf assurance as persors expertise and civility, a
well as their capacity to give consumers trust and cenfié. Similarly, Zainal et al., (2010), def
assurance as pleasant and friendly people whonéwemed and eager to help, as well as access -
information and a welbrganized management group. £, according to Parasuraman, et al., (19
assurance is the ability of personnel to instilstrand a firm belief in client pleasure via thaiowledge. It
indicates that the service quality assurance aspaéemonstrate personnel efficiency, compee, and
kindness, as well as the capacity to develop cleamtfidence. If staff, for example, are unable tee:
superior service or fail to create trust and camfite, the firm will suffer. As a result, assuraim@ease:
client trust and confidence the firm's capacity to provide servi

Tangibility

Reliability

Responsiveness

Figure 1: Conceptual Framework

Figure 1 presents the conceptual framework in aezsare with the literature review. The depent
variable is user satisfaction and the independantibles dimension cservice quality include tangibl
reliability, assurance, empathy, and responsiverdss following hypotheses are presented to ansie
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objective of this study, which is to examine therusatisfaction with the service quality of pulbgses in
Kota Samarahan, Sarawak.

Hypothesis 1: There is a significant relationshgivkeen tangible and user satisfaction.
Hypothesis 2: There is a significant relationshgiveeen reliability and user satisfaction.
Hypothesis 3: There is a significant relationshgiween assurance and user satisfaction.
Hypothesis 4: There is a significant relationshgikeen empathy and user satisfaction.
Hypothesis 5: There is a significant relationshgivkeen responsiveness and user satisfaction.

3. Research Methodology

3.1.Respondents and procedure

The questionnaire has been distributed to puldicsiport users in Kota Samarahan. The respondents ar
users who have experienced commuting via public toaissport in Kota Samarahan. The distributed
guestionnaire has collected about 300 respondétiisthree weeks. The date of distribution wasrfrine
15th of March 2020 to the 5th of April 2020.

3.2. Measurements

The study applies SERVQUAL to study user satistectoward service quality of public buses in Kota
Samarahan. All constructs are measured using gtu Likert scale ranging from 1-Strongly disagte
5-Strongly agree. Table 1 shows the constructstants being used for the study.

Table 1: Constructs and items included in the surve

Constructs Items
T1 | Driver's appearance is neat and smart.
Tangible T2 | Bus visually appealing materials with moderriliées.
T3 Bus conditions are clean, hygienic, and combdeta
T4 | Physical state of vehicles is well maintained adequate.
R1 | Bus punctuality at each destination.
Reliability R2 | Availability of timetables and service infornati
R3 | Information panels on terminals and bus stops.
R4 | Bus companies maintain error-free records.
AS1 | Feeling safe and secure throughout the journey.
AS2 | Drivers were always polite and friendly.
Assurance : — — -
AS3 | Bus driver has sufficient driving skills.
AS4 | The staff has in-depth knowledge of their work.
EM1 | Bus companies understand the user’s speciédsiand requirements.
EM2 | Operating hours are convenient and efficient.
Empathy —— .
EM3 | Easy accessibility of bus network and services.
EM4 | The employees deal with users with care.
Responsiveness RES1| Employees are very .re.sponswe and willing to helgrs.
RES2| The courtesy and efficiency of employees.

87



5 ISSN: 2247-6172; ISSN-L:2247-6172
Review of Applied Socio- Economic Research

/z"- T
[ (Volume 23, Issue 1/2022), pp. 83-
R F@' R URL: http://www.reaser.eu

e-mail: editors@reaser.eu

RES3| The notice of the availability of services and prahanges.
RES4| Drivers communicate clearly and act professionally.
usy |1 am overall satisfied with the service offered buys transport in Kota
Samarahan.
US2 | | am satisfied with the convenience of the toaissfer.
User US3 | The current service of bus transport meets geerall expectation.
Satisfaction US4 | |feel satisfied with the bus fares in Kota Seahan.
US5 | | am satisfied with the information on the Besvice schedule and routes.
US6 | | am satisfied with the bus employee’s attitude
3.3.PLS-SEM

The study applies PLS-SEM to test the proposed hwejgcted in Figure 1. PLS-SEM is selected as the
study involves a non-parametric model and the obgs are prediction-based. For that purpose, the
SmartPLS 3.0 developed by Ringle et al. (2015})ilzed. PLS-SEM involves a two-step procedure wahic
is the assessment of the measurement model arasslessment of the structural model. The fit indfoes
the assessment for indicator reliability, internahsistency, convergent validity, and discriminealidity.

The assessment of the structural model involvestigsis testing which is presented in Figure 1.

4. Results and Discussion

4.1.Descriptive Analysis

Of the total of 300 respondents, the majority & tespondents represent about 52 percent of females
and the rest are male respondents merely abouer@mt in comparison with total. Besides that, résult
shows that 75 percent of the respondents are bettheeage range of 21 — 30 years old, while 14r8qe
are 18 — 20 years old, 4.2 percent represent réspis in the age range of 31 — 40 years old, fatbly
4.1 percent of respondents for the age range ef 3 years old and the remaining 2.2 percent reptdsy
respondents with age above 51 years old. Furthesnethnicity distribution shows that 63.7 perceft o
respondents are Malay, followed by lban which is7lgercent, Chinese with 10 percent, 7.3 percemh fr
other ethnic, and the remaining 3.3 percent of aedpnts are Indian. In marital status, most of the
respondents are single 73.7 percent, and the ramgaifi 26.3 percent respondents are married. Nbgt,
majority of the respondents possess a Bachelorgrdeewith 53.7 percent as their highest education
background. There is only 19.7 percent of the redpnts are diploma holders, while STPM/A Level leatd
are 12.3 percent and it followed by SPM holder§ i percent of respondents. The rest of the rekpus
are Master’'s Degree levels with 5.3 percent and) Plevels with 2.7 percent. For the current prafass
most of the respondents are students with 58.3eperand is followed by 23.3 percent of employees.
Meanwhile, 17.3 percent of respondents are fromerothrofessions that represent professions like
housewives, unemployed, and business person. Tiginiag respondents are retirees with only 1 pdrcen
As for the household average monthly income segntie@tmajority of the respondents 35.3 percent laawve
income between RM2001 to RM2000. Those with incdralw RM2000 are represented by 30 percent,
followed by 27 percent are having an income of RMB® RM4000, 6.3 percent with income between
RM4001 to RM5000 and 1.3 percent have a high incoetereen RM5000 and above.

Table 2: Respondent’s Profile

Frequenc
Demographic Variable Categories quency Percentage (%
(N: 300)
Gender Male 144 48.0
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Female 156 52.0
18 — 20 year old 43 14.3
21 - 30 year old 225 75.0
Age 31 — 40 years old 13 4.2
41 — 50 years old 12 4.1
51 and above 7 2.2
Malay 191 63.7
Chinese 30 10.0
Ethnicity Indian 10 3.3
Iban 47 15.7
Other 22 7.3
. Single 221 73.7
Marital Status Married 79 26.3
SPM 19 6.3
STPM 37 12.3
. Diploma 59 19.7
Educational Level Bachelor Degree 161 53.7
Master’s Degree 16 5.3
PHD 8 2.7
Student 175 58.3
Current Profession Empl.oyee 0 233
Retired 3 1.0
Other 52 17.3
<RM2,000 90 30.0
RM2,001 — RM3,000 106 35.3
House_hold average monthly RM3,001 — RM4,000 81 270
income (RM)
RM4,001 — RM5,000 19 6.3
>RM5,001 4 1.3

4.2. Respondents General Travel Information
The respondents were asked about their willingtesgle public bus transportation on daily basis.

Out of all 300 respondents, 81.7 percent of theaedents are those who are willing to ride publis b
transport on daily basis, meanwhile 18.3 perceth@frespondents would not willing. In terms of tise of
public bus transportation in a week, 29 percemespondents used bus transport by 2 times. Inasm®8.7
percent of respondents indicated less than 2 tusage of public transport in a week. Also, 24 peroé
respondents use public bus transport 3 — 4 tinepelicent are within 5 — 7 times, and followed lpe2cent
of respondents that use bus transport 8 — 10 tinvesek. The remainder with only 0.3 percent udimeghus
transport more than 10 times. About the distanom fthe city center, 87.1 percent of the respondstated
a distance between 0 — 10 km, 10 percent are Tlkm2 1.6 percent are 21 — 30 km and the rest&&ept
of respondents indicated their distance is mora #takm. As for the distance to the nearest pubdiosit,
the result shows that the majority of respondeBtpércent stated a distance between 0 — 10 km.iFhis
followed by 1.3 percent between 11 — 20 km and Orfbypercent of respondents with a distance bet@éen
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— 30 km. In addition, when the respondents weredslout the main reason for their journey usiegoths,
most of the respondents selected education (49cém@ as their main reason. Then, followed by waeitk
17.0 percent, personal businesses are 13.7 perad, 10 percent of respondents selected
shopping/entertainment as the main reason. Whilerdmaining respondents selected leisure/recreatisn
9.3 percent and other reasons with 0.3 percent.liasot least, the respondents also being adkedt ahe
major problem with bus transportation and it intkchthat bus schedule was the most chosen problgm w
37 percent of respondents. This is followed byfizgams with 25.7 percent, safety with 19.3 petcamd
cost with 18 percent.

Table 3: Respondents' General Information

Descriptions Categories Frequency Percentage (%)
(N: 300)

Are you willing to ride a public Yes 245 81.7
bus on daily basis? No 55 18.3
2 times 87 29.0
3 -4 times 72 24.0
How often do you use public bus 5 -7 times 48 16.0
transport in a week? 8 — 10 times 6 2.0
More than 10 times 1 0.3
Less than 2 times 86 28.7
0—-10 km 262 87.1
_ _ 11 -20 km 30 10.0
Distance fr?}Lth)he city center. 21 — 30 km 5 16

31— 40 km 0 0
41 and above 3 0.9
0—-10 km 294 98.0
Distance to the nearest publi 11~ 20km 4 L3
transit. (KM) PERIe 2130 km 2 06

31 - 40 km 0 0

41 and above 0 0
Education 149 49.7
Work 51 17.0
What is the main reason for your Shopping/Entertainment 30 10.0
journey by using the bus? Leisure/Recreation 28 9.3
Personal Business 41 13.7
Other 1 0.3
Traffic Jam 77 25.7
What is the major problem with Bus Schedule i 370
busl, transpo:tati%n todayv'.;lI Safety 58 19.3
Cost 54 18.0

Other 0 0

4.3.Assessment of Measurement Model
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Table 4 presents the measurement model outcontbdostudy. The initial items for the model are
presented in table 1. Firstly, the indicator rdlisbwas tested to identify the relationship beemethe
reflective latent variables and their respectivastaicts. The outer loadings for each item witlpees to
each construct range between 0.713 to 0.947 whéhaceptable. Some items were removed from tatue 1
improve the adequacy of the model. The study iredu@ronbach alpha and composite reliability to mesas
the internal consistency reliability. All constradndicate a value greater than 0.7 which is satisfy.
Convergent validity measures thextent to which a construct converges in its inttice by explaining the
items’ variancé (Sarstedt, et al., 2014) using Average Variang&rd€ted (AVE). Table 4 shows that all
constructs are above the 0.50 threshold value atidg the condition of sufficient convergent vathdi
whereby at least 50% of the variance of each iterexiplained by its constructs. Discriminant vajidit
measures the extent different constructs diffemfame another. Table 5 shows that the square fodVB
for a construct is greater than correlations betwtbe construct and other constructs in the model.

Table 4;: Measurement model

Construct Items Loadings Cronbach CR AVE
Alpha
Tangible TAl 0.747 0.819 0.825 0.542
TA2 0.737
TA3 0.746
TA4 0.713
Reliability RE1 0.840 0.794 0.763 0.618
RE3 0.728
Assurance AS1 0.833 0.693 0.843 0.729
AS2 0.873
Empathy EM3 0.807 0.729 0.865 0.763
EM4 0.935
Responsiveness RES1 0.883 0.805 0.912 0.838
RES2 0.947
User satisfaction us2 0.772 0.858 0.843 0.642
uSs3 0.857
us4 0.772
Table 5: Discriminant Validity
Assurance Sat%é?aeétion Empathy | Reliability | Responsiveness  Tangible
Assurance 0.854
User Satisfaction 0.112 0.801
Empathy 0.076 0.21 0.873
Reliability 0.189 0.256 0.114 0.786
Responsivenesy 0.133 0.262 0.444 0.037 0.916
Tangible 0.200 0.342 0.138 0.561 0.132 0.736

4.4. Assessment of Structural Model
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The results for the structural model are preseineigure 2. The PLS algorithm was run using sdvera
5,000 bootstrapping to examine the path coefficsggmificance. This is to establish the determisaftuser
satisfaction towards public bus service qualitye imdel has an R value of 0.178 which indicatesttieae

is a moderate relationship between the dependeiathies towards the dependent variable. Out offitle
hypotheses, two of the hypotheses are not suppatsdirance and empathy). Tangible shows the Highes
standardized coefficienp (= 0.249, p < 0.10). This is followed by responsizss f = 0.189, p < 0.10) and
reliability (3 = 0.098, p < 0.10).
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Figure 2: Path analysis results.

Table 6:Hypothesis Testing

Hypothesis Result
H: | There is a significant relationship between taregdd user satisfaction. Supported
H, | There is a significant relationship between relipband user satisfaction| Supported
Hs; | There is a significant relationship between assig@amd user satisfaction). Not
supported
. - . . . . Not
Hy There is a significant relationship between empatiy user satisfaction. supported
He Thgre is a significant relationship between respemess and user Supported
satisfaction.

5. Discussions of the Results

The objective of this study is to investigate tletedminants of user satisfaction by examining thle of
tangibles, reliability assurance, empathy, andabdity in public bus service quality in Kota Sarahan,
Sarawak. The study was based on the SERVQUAL miodalhich the dataset was acquired via a self-
administered survey by utilizing PLS-SEM. The models validated and assessed using the assessment of
measurement and structural model. The outcome eosthdy denotes that tangibles, responsiveness, and
reliability are significant in explaining the usemsatisfaction with public bus service quality inota
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Samarahan, Sarawak. Tangibles are consideredrtmgest predictor of user satisfaction. This isgraent
with studies by Pérez et al., (2007) and Zakargl.e{2010).

The outcome of the study shows that users percearegibles of public buses for instance the faesit
cleanliness, comfort, and maintenance as main aholis of service quality satisfaction. Local sesvic
providers should ensure that these aspects aregonsly monitored and improved as these qualiteas
attract more users and retain current public bessug his is followed by responsiveness which ignaid
with the findings by Pérez et al., (2007) and Saisn{2012). Responsiveness and efficiency are quslitie
deemed necessary by employees as important inpsertice production. Reliability is also imperatito
explain users’ satisfaction. The outcome confiroqg®rt from past study by Eboli and Mazzulla (208l
Chou et al., (2014). Generally, time is the mactdawhen selecting the mode of transport. A persba is
commuting for work purposes would opt for the sestttravel time and punctuality. Inadequate travel
information may hinder a person to commute usipglalic bus as that may affect the journey to rethelr
main destination. An interpretation of these firgdirexplains that, a more concerted effort shouldhbde
on improving the tangibles, responsiveness, andhiity in order to achieve greater user satigéactvith
public bus quality.

6. Conclusion

The policy implication denotes several implicatiotts policy-makers in order to enhance user
satisfaction by identifying factors that could ietaurrent users and attract more users to comnmitey
public transport. Tangible is identified as the mageterminant of public bus user satisfaction. ldepolicy-
makers and service providers should emphasize gimyihigh-quality tangibles or infrastructure suah
upgrading the public buses with facilities incluglidesignated seats (particularly for the elderlgalled,
and pregnant women), sufficient handrails and gtipaps, and free wireless internet. Cashless paymen
should be implemented at each bus using local epaymethods for example S Pay Global and Touch N
Go. In terms of safety and security, closed-cir¢eievisions (CCTVs) should be installed by thevieer
providers to monitor the passengers on the busdsakmo at the bus stops. Public bus stops should be
upgraded to enhance safety and security. Thisdeslinstalling adequate lights covering the ertire stop,
particularly for passengers commuting at nightfisigiht waiting area for people, and panic or erseny
buttons in the case of emergency. Policy-makers aisy consider solar-based panels at the bus asopart
of the energy saver initiative. Public buses shdnddn a clean and convenient state by frequeahaig or
sanitizing, providing sufficient bins for litter t(duses and bus stops) as well as enforcing rubels a
regulations for passengers. Others may also inghedestrian crossing in the vicinity of the bugpsts well
as visible road signs indicating the bus stopspatistrian crossings.

In terms of reliability, an application system (i suggested to enrich user satisfaction whikinta
public buses. Considering that there is a highllezenobile-phone users in Malaysia, the usage obaile-
friendly app would ease the user's travel jourmegugh online or cashless payment, as well astirealbus
tracking and schedules. In addition, informationpaoblic buses' arrival and departure should belalepl
appropriately at the respective bus stops via ktirea LED display. Ridership may also be increabgd
punctual and frequent bus schedule. Based on tly,sthe responsiveness of public bus employees is
deemed imperative to user satisfaction. It is ndteat drivers’ skills and behavior are correlateithw
possible traffic accidents (Zhang, et al., 2019). tfansform the public bus services, a few manaberi
adjustments include improving current practicesolwliocus on enhancing the knowledge on safety girou
staff training or workshops and also introducingwaard-based system. The limitation of this stuthides
the scope of this case study area which only faceseKota Samarahan city in Sarawak state, Malaysia
More studies should be conducted to include anmeasher parts of Malaysia or compare them with othe
Asian developing cities (E.g. countries in the Bmrmegion). In addition to that, the framework laktstudy
utilized the SERVQUAL model. Further studies shouldorporate other factors or variables which edten
the scope of SERVQUAL. In summary, service quaityvision that fulfilled the users’ expectationsuch
encourage people to shift from private transpopublic bus usage.
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Abstract: The ecosystemin Thai Thuy wetland plays a significant role in providing goods and regulating services such
as disaster risk reduction, carbon storage and water purification. This study aims to estimate the value of the major
regulating ecosystem services of Thai Thuy wetland. The key regulating ecosystem services of Thai Thuy wetland that were
identified for estimating their economic value include the disaster risk reduction (sea dyke protection, aguaculture pond
protection and provision of typhoon shelter for fishing boats), carbon storage and water purification. The main methods
used for valuing these services are the benefit transfer and replacement cost methods. The total economic value of
regulating servicesin Thai Thuy wetland is estimated at US$6.1 mil. per year. This could help to raise the awareness of the
wetland importance for local people and policymakers so that more consideration should be given to better wetland
conservation and management.

K ey wor ds: Economic Valuation, Regulating Service, Wetland, Vietnam.

JEL Code: Q51, Q56, Q57

1. Introduction
Wetlands are considered one of the most produatidkbiologically rich ecosystems. They provide a

variety of ecosystem services such as provisiomegllating, supporting, and cultural services (MERA05).

In Vietnam, wetlands cover an estimated 30% ofdbentry’s land area (around 10 mil. hectares) ofctvh
coastal wetlands are significant given Viet Nanysg coastline of 3,260 km. Wetland in Vietham irexely
diverse in terms of type, morphology, resourceslopical value, and functions. Wetlands generateimerable
direct and indirect benefits that have contribugaghificantly to human wellbeing and economic depehent
across the country.

Covering 13,100 ha (with 1,759 ha of mangrove trélse wetland in Thai Thuy has been identified as
one of seven key wetland sites within the Red Rdalta. The ecosystems in the Thai Thuy wetlang pla
significant role in providing goods and services tlee coastal communities in Thai Thuy districtnét only
offers valued products (fish, shrimp, clam, cropduercts) for sustaining the everyday needs of Ipealple but
also supports many other ecosystem services sucthiakling disasters, water purification, and cliena
conditioning, etc.. (MOE, Birdlife and Viet Natur2Q16;Viet Nam Environment Protection Agency, 2005
Despite a common understanding of the multiple fiesnend general commitment to conserving wetlainds
Vietnam, the wetlands in general and Thai Thuy avetlin specific currently face many threats andrsegly

! Corresponding author: Tel: +84912318187. Email address: maudung@vnua.edu.vn
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continue to be degraded as the result of a mu#timidhuman development activities. The conversibthe
wetland to agriculture (especially to aquacultuengs), the pollution from agricultural productiomda
industrial facilities, the over-exploitation frorsiiing, and bird hunting threaten the wetland sesliyp This is
mainly because the ecosystem services providechdywvetland, especially the regulating are not \clie
economic terms, as a result of which the valuethefwetland are largely ignored in decision-makimgland
use planning. Under such a circumstance, this stsidyonducted to undertake the economic valuatibn o
regulating ecosystem services of Thai Thuy wetliandiemonstrating the economic importance of thdamel,
then propose the implications for effectively m#ieaming the wetland conservation into the develamm
plans in the coming time.

2. Literaturereviews
2.1. Regulating ecosystem services of the wetland

MEA (2005) attempted to create an ecosystem seffveseework that links ecosystem services to
human welfare. Similar to the classification of Geootet al. (2002), MEA (2005) proposed a genetic typology
of ecosystem services’ classification based onyastesn functions. They classified ecosystem senitatesfour
main groups of provisioning, regulating, cultur@hd supporting services (see Table 1). Of thoserdfulating
services are defined as the benefits of regulaifoecosystem processes. The examples of regulatingces
and others are described in table 1. Regulatingicesr provide many direct and indirect benefithtmans,
including clean air and water, pollination, climaggulation, and natural hazard control.

Table 1. Categories of ecosystem services and examplesatddeservices

Type of service Service Type of service Service

1. Provisioning Fooc 3. Cultural service | Cultural diversit

services Fiber Spiritual and religious values
Genetic resources Aesthetic values
Biochemicals, natural Educational values
medicines, etc. Inspiration
Ornamental resources Social relations
Freshwater Cultural heritage values

Recreation and ecotourism

2. Regulating Air quality regulatiol 4. Supporting Soil formatior

services Climate regulation services Photosynthesis
Water regulation Primary production
Erosion regulation Nutrient cycling
Water purification Water cycling
Pest regulation
Pollination
Natural hazard
regulation

(Source: Adapted from Box 2.1 in the Millennium Egstem Assessment, 2005)

According to the Common International Classificatad Ecosystem Services (CICES, 2011) ecosystem
services are defined as the contributions to thealfoutput” that ecosystems make to human welidpeThe
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classification recognizes these outputs to be proring, regulating, and cultural services, butdes not cover
the so-called ‘supporting services’ originally defil in the MEA. The supporting services are treategart of
the underlying structures, processes, and functiatscharacterize ecosystems.

TEEB (2010) proposed an updated typology of ecesysservices that is mainly based on the
classification system initiated by MEA. TEEB prositl 22 specific ecosystem services and categorizd t
into 4 main groups: provisioning, regulating, hab@nd cultural and amenity services. The impontawision
of TEEB in comparison with the MEA is the omissioh supporting services and the initiation of habita
services. The habitat services include those thate to the maintenance of life cycles and gemnttiersity.

2.2. Economic valuation techniquesfor regulating ecosystem services

Economic value refers to the quantified net bertbfit humans can derive from a good or service,
whether or not there is a market and monetary actimn for the goods and services. Economic valnas an
effort to allocate quantitative values to the goadd services provided by wetland ecosystems (Goséhal.,
1997; Daily, 1997). Economic valuation of wetlarmbgystems can be useful in indicating the oppadrsturost
of other land-use practices. The range of value vaay according to the specific approach usedjtm#n help
in land-use decision-making.

Most of the provisioning and cultural services liimber, fish, and recreation are services that the
economics profession has long been adept at estgnidie economic value of. However, regulatingrees
present much greater challenges (Kumar and Woo®)2@enerally, regulating services are not sold and
bought in markets, so people do not pay for theséces directly. Valuation of regulating serviaas provide
a powerful instrument for placing this issue on #igenda of decision-makers. The basic aim of vislnas to
determine people’s preferences: how much are pewsitlieg to pay for regulating services, and how ahu
better or worse off would they consider themsekeebe as a consequence of changes in the supphesé
regulating services. By reflecting these preferenealuation aims to make regulating services coaipa with
other economic sectors when decisions are takemdig land and resource use.

Environmental economists have divided valuatiorthoés into three primary main groups including
revealed preference methods, stated preferenceodssthnd other valuation methods (Freeman, 20G8rPe
al., 2006). Revealed preference methods make usekafges between non-market ecosystem services &nd on
or more market goods. These methods are well-stotedapturing direct use-values. The four mostontgnt
valuation methods within this group are productfonction methods, travel cost methods, hedonicepric
method, and defensive expenditure method. Statedoae can estimate the WTP for the ecosystem smvic
directly by creating a hypothetical market scenarid presenting this in a survey to a represeetavnple of
the population. This is particularly useful when swespect that the existing value may be particulaalevant
for given resources which cannot be captured usig revealed preference methods. Two main stated
preference methods include the contingent valuati@thod and choice experiment. Other primary method
include the replacement cost method and the humgitat method. In addition, the “benefit transfaréthod is
usually used to transfer primary valuation estimateveloped at one location to another locatiomh wiitnilar
attributes (the transfer site)

3. Resear ch methodology
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3.1. Research site

The coastal wetland of Thai Thuy district coversl®8 ha including the 1,759 ha of mangrove forest,
4,700 ha of the intertidal zone without mangrovag] 1,429 ha of aquaculture ponds. Thai Thuy wetlzas
been identified as one of seven key wetland siifimthe RRD Biosphere Reserve, approved by UNESCO
2004. The area includes 16 km of coast boundetidyhai Binh river to the north and the Tra Ly Rit@the
south. In 2014, Thai Thuy wetland area is includedhe list of potential Nature Reserves (for weadpa
according to Decision No. 458TTg issued on January 8th, 2014 by the Prime Nénisf Vietnam.

The wetland ecosystems of the Thai Thuy coastefavial importance as they provide significant ggtem
services to support the well-being of the local oomities. The wetlands provide habitats for fistustaceans,
behalves and other species, which are the maicsafrincome for thousands of local people whoydzillect
them from intertidal and mangrove areas. The wdtlacosystems also support emergent seafood producti
systems such as shrimp, fish and clam aquacultuthd area, by providing food inputs, seed, andemat
purification services. In addition, the wetlandsoakerve multiple functions such as shore stabibimaand
erosion reduction, storm prevention, climate retjplaand water quality maintenance, which are sdleatial
for the security and well-being of local people.

Key habitat types found in Thai Thuy wetland in@uchangrove forests, intertidal mudflats, sandy
beaches and aquaculture ponds. The mangrove fdoestd around the Thai Binh and Tra Ly river mouths
which cover some 30 ha dominated $ynneratia caseolaris (mainly located in Thuy Truong commune),
represent the largest remaining tracts of old-gnomngrove in the RRD. Other patches of mangrouado
here were replanted since 1990s wWiiindelia candel. Most of the Thai Thuy district’s coastal land heeen
converted to aquaculture ponds, which cover so®@91ha. Aquaculture ponds dominate on the landwialel
of a sea dike that runs parallel to the coast,amadnd the Tra Ly river mouth.

Like other wetlands with mangrove forests in theldiothe Thai Thuy wetland provides a variety of
ecosystem services at local, national and globadl$e According to Merriman and Murata (2016), Teai
Thuy wetland can provide food for local communitiesng in five villages next to the wetland andeth
mangroves in the wetland can provide a protectivetion from storms for local communities and thebgl
benefit of climate regulation. The wetland alsoduets water purification and it provides a homeddlife
such as migratory and residential birds, amphibifisis, insects, and aquatic plants, etc

3.2. Thedata collection

This study is conducted in 2017. The secondary ftatéhe study include the statistical data on the
aquaculture production from the Department of Agltice and Rural Development in the Thai Thuy distr
and the information from the related studies. Iditah, the focus group discussions with the lostalff and
aquaculture households were held to get the assassion the cost and revenues of aquaculture pioduthe
probability of typhoon occurrence, and the majgutating ecosystem services of Thai Thuy wetlatd, e

3.3. Thevaluation methods
The main methods used for the valuation of the elregulating services of the Thai Thuy wetland are
replacement cost method and benefit tranfeplacement cost is the cost that is relevant teraghéning the

price that a market participant would pay as ibésed on replicating the utility of the asset, th& exact
physical properties of the asset. Usually, replag@nsost is adjusted for physical deterioration alhdelevant
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forms of obsolescence. Meanwhile, benefits trans$ethe valuing methodology employed to estimate
ecosystem economic values by transferring availatit@mation from a site where a study was realifed
place where the valuation has to be performed uthgeassumption that characteristics in both sitessimilar.
Benefit transfer usually is employed when is topamsive or time consuming to produce primary ecooom
valuation studies. Is for this reason that the wethas triggered an increasing interest and theatiire has
expanded rapidly in the last years. This methaudadse reliable when the original site and the shict of the
transfer are similar in quality, location, and plgpion characteristics, when the environmental geanare
similar, and when the original study was soundhalired and used appropriate economic valuation
methodologies (Kingt al., 2007). In this sense, it would have to be takéa donsideration that the maximum
exactitude and reliability attributable to the birteansfer method are those of the original study

4. Estimating Economic Value of Regulating Ecosystem Service of Thai Thuy
Wetland

4.1. ldentification of Regulating Ecosystem Services of Thai Thuy Wetland

Like other wetlands with mangrove forests in theldiothe Thai Thuy wetland provides a variety of
ecosystem services. According to Merriman and Mu(2016), the Thai Thuy wetland can provide food fo
local communities living in five villages next tbe wetland and the mangroves in the wetland cavigeaa
protective function from storms for local commuedtiand the global benefit of climate regulatione Tiretland
also conducts water purification and it providebceme for wildlife such as migratory and residenbalds,
amphibians, fish, insects and aquatic plants, etc.

Based on the previous studies, and the assessintm® importance of the ES services of local peopl
and staff through the focus group discussion, te degulating services of Thai Thuy wetland seldta
valuation include disaster risk reduction (sea gikatection, aquaculture pond protection, typhobelter for
boats), carbon storages and water purification.

4.2. Valuation of disaster risk reduction of Thai Thuy wetland

Coastal lands are subject to multiple natural lézauch as storms, tsunamis, and over the long-term
rising sea levels. Such hazards and their impacish(as erosion, wave damage, flooding) may thrdates,
livelihoods, property, health, and economic develept. Mangroves are found on the front line in eohtheir
position relative to many coastal hazards. Mangos@n reduce the height and energy of wind and svave
passing through them, reducing their ability todereediments and to cause damage to structuresasutikes
and sea walls, industrial and private real estate@operty. During rising tides, as the sea comgsvaves
enter the mangrove forests. They lose energy gspes through the tangled above-ground roots eamthes
and their height is rapidly diminished. As this paps, waves lose their ability to scour the seadmticarry
away sediments. Mangroves also reduce winds atttessurface of the water and thus prevents theagatpn
or re-formation of waves, etc.

Realizing the important role of mangrove forestgriitigating natural hazards such as typhoons and
tides, the authorities of Thai Binh province andailfhuy district had launched many campaigns totpllae
mangrove forest since the 1990s. As a result, Hraiss of hectares of mangrove forest were plantupahe
coastlines of the Thai Thuy district. The totaleacd mangrove forest in Thai Thuy was 1,759ha ib&28nd its
belt was between 0.7-3.5km wide.
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a. Value of Sea Dike Protection

According to Mazdat al. (1997) the height of the sea wave in Thai Thuy loeduce by 20% if it
goes over 100 m of mangrove forest. If the waveelemhigh goes over a mangrove forest (of 6 yelaljsvath
1.5km wide, the height of the wave would remainydhD5m. This is reconfirmed by Vu Doan Thai (20i1)
his study on the role of mangroves in reducing higlves during a typhoon in Dai Hop commune (Kiemylh
district, Hai Phong province) which was very cléaseand had a similar condition of mangroves to THaiy
district.

Dinh Duc Truong (2012) also compared the damageseafdikes in Giao Thuy district (Nam Dinh
province) between two areas: one with mangrovesaanther without mangroves. When the Damrey typhoon
(also called typhoon no. 7) came to the areas @b 2@th the wind gust over 73 miles per hour, tiedn the
mangrove area was safe while the dikes in the with@ut mangroves was seriously broken or blownpafits
and needed the urgent maintenance. Based on theodamaintenance costs for the 27km dikes without
mangroves, Truong estimated the average mainterastdor 27 km of sea dike in Giao Thuy (durin@790
2006) was around VND3 billion per year or VND144nd./year/km (with the price in 2006). This figureas
the avoided maintenance cost for the dikes in tha with mangroves or the contribution of mangraeethe
dike protection was equivalent to VND 144.9 mil/g/&en at the 2006 price or VND285 mil/km/year at 801
price (with a discounting rate of 7%/year). It skibbe noted that during 10 years (1997-2006), thnae only
one strong typhoon attack Nam Dinh province and ghebability of strong typhoon occurrence was just
10%l/year.

Thai Thuy had 27km of sea dike which was fully padéd by mangrove forest. The FGD with Thai
Thuy district staff revealed that the maintenanast ¢or the Thai Thuy sea dike was nearly zerokbdao the
protection of the mangrove forest. Using the bertedfinsfer methods with the assumption that thddaeb
maintenance cost of the dike in Thai Thuy was #maesin Giao Thuy (for the area with mangroves), ted
probability of strong typhoon occurrence was al€8olper year, the contribution of mangroves to dike
protection in Thai Thuy district was therefore estted at VND7.7 billion per year or US$0.345 mil.

b. Value of Aquaculture Pond Protection
- Avoided Loss of Aquaculture Production

The total aquaculture areas between mangrovesikesl id Thai Thuy (including the river estuaries) i
2016 was 1,039 ha and the total value of aquaeufitmduction in this area reached VND107.05 hiliin2016
(Table 2). If there were no mangroves, the aquailproduction would be seriously damaged wherbtpe
typhoon came since the sea wave and gust windabéyttyphoons could destroy the pond banks sdsious
However, the existence of the mangroves could fsogmitly reduce the height and energy of the conviages
and the power of the winds, thus saving the pordtofding to IFRC (2012), the damages by the hugkadyn
to the aquaculture production would reduce from 20%ust 25% of total aquaculture production thatds
mangroves. The mangrove forest in Thai Thuy cdutdefore save up to 65% of total aquaculture prioiuc

Table 2. Total Value of Aquaculture in pond outside the diké Thai Thuy wetland in 2016

Items Total areas (hi Total productior Total Production valu
(ton) (bil. VND)
- Giant tiger prawr 85: 18t 46.2¢
- White Leg shrim 18 36.5 4.0z
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- Greasy back shrin 45 6.£ 0.6t
- Fish 75 337 50.5¢
- Crab: 33 23.1 5.0¢
- Others (natural harve 15 11.2¢ 0.51

Total 1,039 563.15 107.05

(SourceAuthors’ calculation based on data from Thai ThiARD)

With the assumption of the probability of huge tgph occurrence is 10% per year, the annual net
benefit of mangroves to the aquaculture producf@namount) would be VND6.96 billion or US$0.312l.mi
(107.05 bil. VND x 10% x 65% = 6.96 hil. VND).

- Avoided Cost for Restoring Pond Banks and Watchtewe

In addition to benefits from the avoided loss aofiaculture production thanks to safe of pond batfies,
aquaculture households did also not have to payrabtoration cost due to the devastation of bamd a
watchtowers (or sentry boxes) in the ponds as aglo collect the garbage in the ponds after acgphThis
was because during the typhoon, mangrove foreshelnto protect the pond banks and watchtowersiwaie
usually established in the pond so that the owaerstay in and watch the pond to prevent aquaeuttigalers,
observe the situation of the fish and water quafttyrough watercolor) for proposing right actiomda
sometimes to keep the feeds inside. Moreover, thegnove forest also significantly helps prevent poad
from the garbage during the typhoon

According to the household discussions, the restoracost for the pond banks and watchtowers and
garbage collection would be around VND15 mil. peng of 0.5 ha. Assuming the probability of hugehiypn
occurrence was 10% per year, the annual avoidedf@mogestoring pond banks and sentry boxes antHaggr
collection would be VND3.12 billion or US$0.14 mil.

In summing up, the annual total value of aquaceltorotection from mangrove forest in Thai Thuy
district would be VND1,008 billion or US$0.452 mi.the probability of strong typhoon is 10% peay In
case, the probability of strong typhoon is 20%/gethis annual value of aquaculture protection wdod VND
2,016 billion or US$0.904 mil.

c. Provision of Typhoon Shelters for Fishing Boats

Mangrove forests in the Thai Thuy district couldyide safe typhoon shelters for fishing boats ef th
local fishermen. Usually, before the typhoons catime fishermen directed their boats to go insigentiangrove
forests or behind the mangrove belts to avoid theng waves and winds that could overturn or bresegir
fishing boats. By this way, the fishing boats inalWhuy district were safe during the typhoons,retege
typhoons in the past.

Recently, the typhoon anchorage site (namely Dienvhs constructed in the Thai Thuy district (Thai
Thuong commune) to provide safe shelters for tieirfig boats and vessels during typhoons. The ditha gite
was around 22 ha and total investments for the DHenanchorage site were around VND106 billion (Wah
Communist Party Newspaper, 2015), and the lifeecptithe Diem Ho typhoon anchorage site was estidnat
25 years. The site was designed to provide safeeshéor 104 boats and vessels (up to 300 CV/Veasd was
completed in 2014. The construction cost of an arade site for one fishing boat was therefore atoun
VND1.02 billion on average.
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However, according to the fishermen in Thai Thing site was not really safe because there were no
trees to prevent the winds during the typhoon. &foee, almost all fishing boats did not go to the during the
typhoons (Vietham Newspaper, 2015). The fisherméhused the traditional sites in mangrove forests
behind the mangrove belts to shelter their fistiogts for safety. This indicates that the mangfovest could
provide the typhoon shelters with the safety adtleguivalent to the Diem Ho typhoon anchorage site

According to Thai Thuy DARD (2017), there were tally 540 fishing boats in Thai Thuy. All of them
shelter inside or behind mangrove belts duringtyploon for safety. The value of mangroves in pling the
typhoon shelters for a fishing boat in the Thai Whiistrict was estimated at VND22.03 billion perayeor
US$0.986 mil. per year.

4.3. Valuation of Carbon Storage of Thai Thuy wetland

The importance of mangroves in providing ecologsmivices has been highlighted in discussions on
global climate change, in particular concerning ledl Emissions from Forest Degradation and Defatiest
Plus (REDD+). Mangroves have a relatively high @Ghemise Gas (GHG) removal capacity and thus higher
potential to earn carbon revenues.

Mangroves absorb a significant amount of carbom itite plant biomass through net primary
production. Importantly, they also sequester sofmhie carbon in the soil for long periods. In thentext of
CO2 sequestration, the relevant carbon sinks teidenare: Carbon buried in sediments - locallinaadjacent
systems - generated by the annual turnover of slitigt such as flowers, fruits, leaves, twigs, ssmall
branches; Net growth of forest biomass, both abamd below-ground, during development, e.g. after
(re)planting. A recent assessment of carbon storedarious forest domains found that in comparisath
boreal, temperate and tropical upland forests, mwweg throughout the Indo-Pacific are among thetmos
carbon-rich forests in the tropics containing, warage, 1,023 MgC per ha, most of which is stonesbils >30
cm deep (Donatet al., 2011).

Nguyen Thi Kim Cuc (2007) also conducted a studyStand structure and carbon accumulation
process in mangrove forests in Thai Binh River Mouth, Northern Viet Nam for her PhD Dissertation (in Ehime
University, Japan). According to her study, caracoumulation in the mangroves in Dai Hop communier{K
Thuy district, Hai Phong province) could be estimshusing the formula: y = 29.766& wherey is the
cumulative amount of carbon (carbon tons/ha) el the stand age of planted mangrove trees (Ngiiyen
Kim Cuc, 2015). Dai Hop commune was very close i@iTThuy district and the natural condition of Bop
commune and Thai Thuy district was nearly the savfangroves in the Thai Thuy district were mainlgied
in the periods 1990-1996 while mangroves in Dai Hommune were mainly planted in periods 1993-2000.
The only significant difference was the stand afjenangroves between Thai Thuy district and Dai Hop
commune (Kien Thuy district). With the assumptidntlte mangroves in Thai Thuy were mainly planted in
1995 or 21 years old up to 2016, the storage capbomangroves forest in the Thai Thuy district veatmated
at 1,056 MgC per ha using the formula from NguyénhKim Cuc. This number was only a little bit highban
the average amount of carbon storage estimatedohgtDet al. (2011) for mangroves in the Indo-Pacific. We,
therefore, used the amount estimated by Doeat. (2011) to calculate the carbon storage for ThaiyTh
mangroves.

In addition, according to Merriman and Murata (20@Bat is summed up from IPCC 2013 Supplement
to 2006 IPCC Guidelines for National Greenhouse [@asntories and IPCC in Good Practice Guidance for
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Land use, Land-use Change, and Forestry (Penehaal., 2003)), the carbon storage in intertidal and
aquaculture was around 88MgC/ha on average. Uem@verage rate of carbon storage in the mangarestf

in the Indo-pacific region and in intertidal anduaqulture areas, the total carbon storage in ThayWwetland
could be estimated as in the Table 3.

Table 3. Total Carbon Storage in Thai Thuy Wetland

Habitat type in Thai Thu Area Carbon Total Carbor Estimate of Carbo
wetland (ha) Storage | storage in Thai Thuy storage value -using
(MgC/ha) wetland Plan vivo price
(MgC) (US$mil)
1. Mangrove fore: 1,75¢ 1023* 1,799,45 57.0:
2. Intertidal mudfla 4,70( 88** 413,60( 13.1]
3. Aquaculture (outside dike 1,03¢ 88** 91,43: 2.9C
Total 7,49¢ - 2,304,48 73.0%

(*) From Donatoet al. (2011)
(**) From Merriman and Murata (2016)

There is no fixed price for carbon and the magkete is highly variable. In this study, the priziePlan
Vivo certification (US$31.69 MgC in 2016) was uded the calculation. This is the price that a buyeuld
pay for carbon credits from the Plan Vivo certifioa scheme if there were to be a carbon tradeeproj
established at Thai Thuy. The price of US$31.69 MgQ016 was adjusted from the 2014 price basethen
IMF inflation rate and was also used by Merriman &turata (2016) for valuation. The estimated vahses
US$73.03 mil. This is a one-off stored value or aotannual value. With the discount rate for thrgteerm of
3% per year, the value of carbon storage in the Tihay wetland is then equivalent to US$2.19 nmdr pear.

4.4. Valuation of water purification of Thai Thuy wetland

Several studies have been conducted to investigatr quality treated by mangrove forests. Theystud
by Jitthaisonget al. (2012) conducted at the mangrove forest site of Baem District, Phetchaburi Province,
Thailand showed that water quality from mangrovee$b met the effluent standards for coastal aquaeul
Mangrove forests can be able to improve water tyubli increasing DO (dissolved oxygen) by 32.39%ijlev
reducing phosphate, ammonia, and nitrate by 88.Z84,7%, and 64.28% respectively. It can be useahas
additional natural system to increase the effigjesicthe man-made wastewater treatment system. \&oalg
(1997) investigated the feasibility of using mangravetlands as a sewage treatment facility in télg fof
300-hectare natural mangrove intertidal wetlandShenzhen, a newly developed city in southern Chimh
the study results showed that those mangrove itdé¢rvetlands were of great potential for naturaktewater
treatment. Shimodat al. (2009) also assessed the water purification bt Mangrove $fonneratia
caseolaris) in Mesocosm Tanks. Both nitrogen and phosphshasved high removal rates in the mangrove
mesocosm tanks.

Despite the significant function of water purificat and waste assimilation, yet very few studiegeha
valued this important function. Schuyt & Brande®@2) based on a sample of 89 case studies of wietlalh
around the world showed that the medium value aewdiltering of wetlands was US$288 per year par h
According to Constanzeat al (1997), the waste treatment value of mangroves W&$6,696 per year per ha.
Cabreraet al. (1998) estimated the water purification of mangréarests using the alternative cost method. The
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annual value of this ecological service for onehmangrove was obtained by dividing the total airoost by
the mangrove area receiving residual wastewatérs.eEonomic value of the water filtering mangrosevise
was about US$1,193/year/ha.

Similarly, mangroves in the Thai Thuy district@isrovide the important service of water purifiocati
In the context of serious environmental pollution Thai Thuy wetland caused by intensive aquaculture
activities and by water discharge from Thai BinhraTLy, and Diem Ho rivers (with pollutants from
agricultural activities), the water purification Ioyangroves plays a more and more important roledJhe
benefit transfer from the study of Cabretal. (1998), the value of water purification of Thaiujhmangroves
was estimated at US$1,193 year/ha. With the toedsaof mangroves of 1,759 ha, the total value atiew
purification service in the Thai Thuy wetland wagiwalent to US$2.10 mil. per year.

4.5. Sensitivity Analysis of regulating service value of Thai Thuy Wetland

With the assumption that the probability of big typhoon acence is 10%l/year (base case), the
economic value of regulating services of the THaiyT wetland is estimated at US$6.077 mil. per y&able
4). However, due to the impacts of climate chasgieng typhoons seem to happen more often in reeans.
In the scenario that if the probability of stroiyptioon occurrence increases up to 20%/years, thigilmation
of mangroves to dike protection and aqua-pond ptiote in the Thai Thuy district would be two foldEhe
economic value of regulating services of Thai Tiugtland then would reach up to US$6.874 mil. parye

Table 4. Sensitivity Analysis of Economic Value of RegutagiServices (USD mil.)

Base cas Scenarii
(Prob. of big typhoon occurrence (Prob. of big typhoon occurrence to
to be 10% per year) be 20% per year)
a. Disaster risk reductic 1.787 2.58¢
- Value of sea dike protecti 0.34¢ 0.69(
- Value of aqu-pond protectio 0.45:2 0.90¢
-Provision of typhoon shelte 0.99( 0.99(
b. Carbon storay 2.19( 2.19(
c. Water purificatio 2.10( 2.10(
Total 6.07i 6.87¢

(Source: calculated by authors)

5. Conclusion

The ecosystems in the Thai Thuy wetland play aifsigmt role in providing goods and regulating
services such as disaster risk reduction, carbmmage, and water purification. Using the valuatioethods of
benefit transfer, and replacement cost, the ecanealiie of regulating services in the Thai Thuylamd is
estimated at US$6.1 mil per year, including US$1.7dl. from disaster risk reduction, US$2.19 mibrh
carbon storage and US$2.1 mil. from water purifaratin case, the occurrence of big typhoons irsgeaip to
20% per year, the value of regulating services doehch up to US$6.874 mil. The results from thieation
study in Thai Thuy wetlands demonstrate the sigaifi economic value of coastal wetlands in Viet Nard
several recommendations were identified such ash@)mportance of the benefits from wetlands sthdad
reflected in the regulations and policies addressivetland management and conservation; (2) better
dissemination of information on wetland economituga should be implemented for raising the awaenés
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local people, community members and authoritiest @) more considerations should be given for wetla
conservation and management and the value ofatgglservice should be incorporated into decisimking
processes for better sustainability.

Refer ences:

1) Cabrera M. C., Seijo J. C., Euan J., and Pérez1#98). Economic Values of Ecological Services fram
Mangrove Ecosystem. International Newsletter of SfalaManagement — Intercoast Network. Narragansett,
Rhode Island, U.S.A. No.32.

2) CICES 2011, (Haines Young, R & Potschin, M) — Comnhaternational Classification of Ecosystem Sersice
2011 Update.

3) Costanza R & Folke C. (1997). Valuing ecosystemmises with efficiency, fairness and sustainabiéisygoals. In:
Daily G, editor. Nature’s services: societal deparm on natural ecosystems. Washington, DC: IdPaads. 392
pp; p 49-70

4) Daily, G.C. (ed.) (1997). Nature’s Services: SaieDependence on Natural Ecosystems. Island Press,
Washington, DC.

5) De Groot, R.S., Wilson, M., Boumans, R. (2002).ypdlogy for the description, classification anduation of
ecosystem functions, goods and services. EcoloBioahomics 41 (3), 393—-408

6) Dinh Duc Truong. (2012). Economic valuation for l&atli management: A case study in Ba Lat estuarm Na
Dinh province. PhD disertation. National Economiaivérsity.

7) Donato D.C., Kauffman J. B., Murdiyarso D., Kurri@ars., Stidham M., and Kanninen M. (2011). Mangsove
among the most carbon-rich forests in the trop\zdure Geoscience. Vol 4. 293-297

8) Freeman, A. (2003) The measurement of environmeamdlresource values: theory and methods. 2ndoBditi
Washington, DC: Resources for the Future.

9) IFRC - International Federation of Red Cross and Reescent Societies (2012). Mangrove plantatioWiat
Nam: measuring impact and cost bendiitp://www.ifrc.org/Global/Publications/disasteeducing_risks/Case-
study-Vietnam.pdf

10) Jitthaisong O. , Dhanmanonda P., Chunkao K., &Urmek S., (2012). Water Quality from Mangrove Fard$e
King’s Royally Initiated Laem Phak Bia EnvironmenResearch and Development Project, PhetchabuvirkRre,
Thailand. Modern Applied Science;Vol. 6, No. 8; 201

11) King G., Currie M., Bartlett D.J., Gilpin M., Willeghby C., (2007). The development of expertise edigtric
rehabilitation therapists: changes in approacH:lselwledge, and use of enabling and customizingegjies.
Developmental neurorehabilitation, 10, 223-240.

12) Kumar, P, and M D Wood (2010). Valuation of Reguigt Services of Ecosystems: Methodology and
Applications. Routledge.

13) Marchand M., 2008. Mangrove restoration in Vietn&fay considerations and a practical guide. Deltares

14) MEA (2005). Ecosystems and human well-being: sysitheMillennium Ecosystem Assessment. Island Press,
Washington, D.C. [online] URLhttp://www.millenniumassessment.org/documents/danir356.aspx. pdf

15) Merriman, J.C., Murata, N. (2016). Guide for Rapidonomic Valuation of Wetland Ecosystem Services.
BirdLife International Tokyo, Japan.

16) MOE, Bird life and Viet Nature. (2016). Benefits Btosystem Services provided by Thai Thuy Wetlamd i
Vietnam.http://www.eaaflyway.net/wordpress/new/referenadshences/VIE_EN_low.pdf

17) Nguyen T. K. C. (2007). Stand structure and ca’arumulation process in mangrove forests in ThahBRiver
Mouth, Northern Vietnam. Dissertation, The Uniteth@ate School of Agricultural Sciences, Ehime @rsity,
Japan.

18) Nguyen Thi Kim Cuc (2015). Mangrove forest restmmatin northern Viet Nam (in Kumar, C., BegeladZe,
Calmon, M. and Saint-Laurent, C., (eds.). (2015)hdnhcing food security through forest landscaptorason:

107




== ISSN: 2247-6172
Review of Applied Socio- Economic Research

a/, 2 |
RFHO ‘R (Volume23, Issue 1 /2022 ), pp. 97-xxx
URL: http://www.reaser.eu

e-mail: editors@reaser.eu

Lessons from Burkina Faso, Brazil, Guatemala, Waim, Ghana, Ethiopia and Philippines. Gland, Swignel:
IUCN. pp. 5-217.)

19) Pearce, D.W., Atkinson, G. & Mourato, S. (2006) esefit analysis and the environment: recent agraknts.
OECD, Paris.

20) Penman J., Gytarsky M., Hiraishi T., Krug T., Krudg®, Pipatti R., Buendia L., Miwa K., Ngara T., flabe K.,
and Wagner F. (2003). Good Practice Guidance fodUadse, Land-Use Change and Forestry. The Institute
Global Environmental Strategies (IGES) for the IPCC http://www.ipcc-
nggip.iges.or.jp/public/gpglulucf/gpgluluct filesR&s LULUCFE FULL.pdf

21) Schuyt, K., Brander, L. (2004). The Economic Valoéthe World's Wetlands, WWF Living Waters Program
Downloaded fromhttp://www.panda.org/

22) Shimoda T., Fujiok Y., and Sakami T. (2009) Assem#m of the water purification ability of
mangrove (Sonneratia caseolaris) in Mesocosm Tdak&n Agricultural Research Quarterly 43: 145-156.

23) TEEB (2010). The Economics of Ecosystems and Berdity Ecological and Economic Foundations. Edhgd
Pushpam Kumar. Earthscan, London and Washington.

24) TEEB (2013). Guidance Manual for TEEB Country Sesdi Version 1.0.
http://www.teebweb.org/resources/guidance-manuategeb-country-studies/

25) Thai Thuy DARD (2017). Report on Thai Thuy distiscaquaculture production in 2016 and developmdau p
for 2017.

26) Veettil B. K., Ward R. D, Ngo X. Q., Ngo T. T. arfidan H. G. (2019). Mangrove of Vietnam, Historical
Development, Current State of Research and Futlhreals. Estuarine, Coastal and Shelf Science. ¥8) @12-
236).

27) Viet Nam Environment Protection Agency (2006)erview of Wetlands Satus in Viet Nam Following 15 Years
of Ramsar Convention Implementation. Hanoi, Viet Nam. 72 pp.

28) Vietham Newspaper (2015). The Diem Ho typhoon armfpe site without fishing boats during typhoon.
http://dangcongsan.vn/ban-doc/ Accessed date: ¥0Hve017.

29) Vu Doan Thai (2011). The role of mangroves for @dg high waves during typhoon in Dai Hop commukien
Thuy district, Hai Phong province. Journal of Mariicience and Technology, Vol 11. No. 1

30) Wong, Y.S., Tam, N.F.Y. & Lan, C.Y. (1997). Mangeowetlands as wastewater treatment facility: aftehl.
Hydrobiologia. Vol 352. Issue 1-3. Pp 49-59. doi1li23/A:1003040920173.

Manuscript received: 02.10.2021

Manuscript received in revised form: 13.02.2022

Manuscript accepted: 14.06.2022

108



— ISSN: 2247-6172, ISSN-L:2247-6172
Review of Applied Socio- Economic Resear ch

//'- oo
RE / ! D ‘R (Volume 23, Issue 1 /2022), pp.109-118
URL: http://www.reaser.eu

e-mail: editors@reaser.eu

Communication channels consumption acr oss awar eness building,
infor mation sear ch and school choice - per spectivesfrom the VET
sector in Kosovo

Prof. Ass. Dr. Art Shald, Prof. Assoc. Dr. Xhevat Sopi

! Faculty of Economy, University of Gjilan "Kadri K&", Albania
% Faculty of Economy, University of Gjilan "Kadri K&", Albania

Abstract. This study aims at understanding the channels through which the students have become aware,
the channels which they used to search for information on the schools, and the key factor that pushed themto
apply for a given school. Through primary data research with n=788 respondents who are currently enrolled
in VET across eight schools in Kosovo, the study has identified the critical importance of word-of-mouth
through family & relatives, and friends in generating awareness for a given school and sharing information
on the school offering. As critical elements to decide to apply for the school have been considered the
applicants visit directly to the school to get informed more on the offering and the desire to get equipped with
the given qualification the school offers. It isimportant to note the impact that parents have across all levels
from brand awareness development to information search and decision making. The study provides
pragmatic recommendations to school management on better optimizing their marketing efforts from a
communication channel perspective, such as the importance of the open-days events of the school and the
usage of the social media channels (especially Facebook) to communicate their offering.

Keywor ds. Marketing, Education, School Choice, Communicatibannels

JEL Codes: M31, 125, M37

1 Introduction

Selecting a career and enrolling in a specific etiga good indicator of success for all young raad
women. In principle students within a municipalityKosovo, have free access through applicaticamioof
the Vocational Education and Training (VET) schamdswell as gymnasiums. There is only the aspeitteof
guotas set per school which position the renowrdehas to be filled first and have a pre-selectafn
students due to the higher demand than the suppb/.good reputation schools reach their quota based
the selection of students who have success dutamgestary school and the scores on the matura éaam
standardized test which needs to be passed byamntidate in grade 9 to be eligible to go to highost).
This phenomenon is common only to gymnasiums - B$ ¥chools most commonly are not considered a
successful career path (Gashi & Mojsofifazevski, 2016), hence; mainly considered as theorsd
alternative if the student can not get to a gymumasiThese schools must rely on the preferencegtand
willingness of the students to apply to the schdblere are as well students who wishfully appiwT
schools as they perceive a good career potentialthis number is not satisfactory. With regardsaoeer
path post-VET secondary school, the student caruprid the labour market or at university studyinfjeld
that is not aligned to its VET qualification. Thssall due to the fact of the nationwide maturandtadized
test at the end of the secondary school which isdai@ry for any student from any school. The nundfer
students enrolled in VET schools in 2016/17 accedifbr a total of 42,600 students, whereas in ZI2tie
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total number of students enrolled amounted to & &6dents. The difference between 2016/2017 fiwm t
academic year 2015/16 to 2020/21 has seen a decida3% when compared year over year (Kosovo
Agency of Statistics, 2021). On the other hand,siti@ol network in Kosovo for VET is composed of 68
public VET providers. This number has not changaedes2016 and hence the role of marketing effarts i
upkeeping or increasing the number of enrolledesttglhas become a very important topic for VET etgio
management.

The process during which a student applies for @¢lszhool choice, and school preference have been
for a long time a focus of academia and practitisnBrevious studies have analyzed the systemhoobkc
related activities that influence school choicelsas the impact that school ranking publicatioagehon
shaping the decision to apply for a school studigdGhazala & Montalvo (2012). School ranking
publications were used as a metric to guide tharindtion search process for the students and garette
community to get informed about the educationakfit was proved that parents who were educated
happened to push their children to apply for higlalyked schools. This is supported as well by ithgirigs
from Hastings & Weinstein (2008). Such a rankingolfmation could serve as a reliable source of
information to evaluate the school's offer, buttsaglatform or publication is non-existent withdiesovo.
Therefore, students and parents must rely on #oeirces to find adequate information about the dciAs
well, as the role of parents in the informationrekafor schools in an effort of pivotal impact ocheol
choice (Burgess et al., 2015). The study analyBeddle of parents in information search and trerdeof
pushing their children to apply for admission tgieen school towards they had preferences. The dchgfa
parents and family members on the career path dvasistently been a key driver of impact throughtiat
information search and school selection procesgsdhare areas that have been studied by previous
researchers and therefore this study aims to stpperarea of research through a different prisgn; b
understanding better from a communication chanoaitpf view the source through which a student has
become aware of the school has searched for infmmand the factors that have pushed them tadddoi
apply for the school.

Many researchers have focused on understandindetision-making process related to school choice
for students, but no previous research has beeciumted within the Kosovan context. Ho & Law (2020)
analysed the impact of the 7Ps in marketing andctwdination of the 7Ps to make a more appealing
offering to the market. This is an inverted lookiighow the school shall design its marketing efoOn
the other hand, Hossler & Gallagher (1987) analythedprocess through which the students go thrdogh
decide to apply for a specific school. They propotee three-phase choice model consisting of tie fi
phase; the predisposition, which mainly focusingto intentions to get equipped with a qualificatithe
search step, during which the student collectsriméion on the institution and the qualificationand the
choice, which represents the key factors that luaven the decision to apply for a given educatiariter.
The steps foresee that the student needs to hawediéion of preference towards attending a school.

According to Keller (2001), awareness refers totamuers’ ability to recall and recognize a certain
brand. It is usually referred to as the first Sbefore considering for consumption of a produch ervice.
Becoming aware of a brand does not only indicatewking the brand but as well getting familiar with
certain brand elements and the offering of the mimgdion. In this sense, the study aims at undedatg
how the student became aware of the school. Uratetisty the "how" can lead to a rationalization of
communication efforts by the school managementetanore effective and have their school and offering
renown within their context.

The information search process represents the pthdassessment of the school offer (Ruijs &
Oosterbeek, 2019; Hastings & Weinstein, 2008). 3é¢wrch is not only conducted by the student butedis
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the school searches for potential students by piiopptheir offering and targeting students to Ithrem with

an appealing offer (Hossler & Gallagher, 1987).n8eaware that schools are communicating to studerts
parents and that the amount of channels througlthwtiiey can consume information is various, it is
interesting to understand the top 3 channels usecbhduct the information search for the school. An
important view with regards to channels relatesht® engagement level that the audience has with the
content communicated. Hence, any organization hasrels that it pays for, channels that they owhieh

are directly controlled and monitored by the comination/marketing department, and channels whiely th
have earned - or user-generated content. In theot, the engagement level of the audience wélbtand
points out the close or distant relationship thesl towards the organization itself (Dickinson-&mrte et

al., 2018; Colicev et al., 2018)

Apart from searching for information on the markéfers, the students come to the point when they
have to choose the school or schools to apply. lelo8sGallagher (1987) see this school choice plasse
the identification of the key-value offering to whistudents see value and to which they want ttydpp
Other studies as well support this complex probgsanalysing the variety of alternatives explored the
school choice success (Hastings & Weinstein, 2a8¥8)illingness to search and choose the begtaltive
or opt for the most obvious choice (Lovenheim &I8t%a2017). It is important to note that a key oeafor
applying is evident and this study aims to undexbthe key reason why students decided to joireaifip
school.

This study aims at understanding the channels ¢firamhich the students have become aware, the
channels which they used to search for informatinrthe schools, and the key factor that pushed tioeem
apply for a given school.

2 Methodology

This is a descriptive study that uses primary datiiected and it does not aim to test or validate a
previous model. The data was collected from grdilstadents - entry academic year for Vocationabelsh
in Kosovo. We disseminated a total of 800 quesaaes, which were filled by 788 students - acraghte
schools located in six municipalities. The studyswanducted from mid-September to end-October 2821,
the students enrolled in Grade 10 from the firselvef September. In coordination with the school
management, the authors have visited the schodis iavited students to compile and submit the
guestionnaires directly on the online form. From tihtal number of students enrolled in Grade 1Kasovo
(Sistemi Menaxhimit te informatave ne Arsim, 202hg sample size is highly reliable at a confideegel
of 95% with a margin of error of 3.438%. There i®tl of 68 Public Vocational schools in Kosovdeoing
VET qualifications.

School selection was done through purposive sagindepicting schools that were considered large
(>1,500 students) and schools that were highlyiapeed in nature, usually schools that are sm=adIoQ
students). Large schools operate more than fouarttepnts in the areas of construction, engineeging
technology, transportation, and tailoring - wherotal n=584 respondents - across five schoolsbeas
achieved. Schools that are specialized operate tlems two departments mainly in engineering &
technology, hotels management, woodworking andraotive - a total sample of n=203 respondents /s&cro
three schools.

The questionnaire consisted of two sections, b#irgrackground part and the school selection psoces
In the Background section the collected data reél&vethe current VET school the respondent attetinds,
profile of studies, the place where they curretitly, information on siblings, parents’ occupatitime GPA
from Grade 9 and the Elementary school they atkntle the School selection process part, the data
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collected related to awareness generation abouictieol, the channels students engaged with toumble
information search, and the factors that madettigest apply to the school.

As this study focuses on the process of understgrttlie channels through which students go throagh t
become aware of the school, search for informatimhdecide which school to select.

Considering that the study focuses mainly on ttenokls used by students to become aware and search
for information on the school, we confirm thatthak schools which were part of this study use dfiewwing
marketing efforts to lure students with their offechool website, school official Facebook pagéost
Instagram page, yearly open days event (which hepfmebe a municipality organized event for allcsih),
brochures and leaflets printed out for distributiand visiting of several elementary schools teene their
offering.

21 Sampledescription

The sample of 788 respondents represents a schs@mgple across Kosovan schools, whereby there is a
mix of departments and profiles which the studaittisnd; 33.29% of the sample attend a Technoldgjec:
profile, 16.26% attend an Engineering profile, B4® attend a Construction profile, 12.20% attend a
Tailoring profile, 12.05% attend a Transportationfie, 5.46% attend a Hotels management profil&4%
attend a Wood Working profile, 2.03% attend a Retaifile and 1.14% attend an Automotive profileithV
regards to the location of the VET school that th&gnd, 40.91% of the sample are based in Prightin
12.96% attend a school in Suhareke, 12.07% atteschaol in Peje, 11.94% attend a school in Ferizaj,
11.56% attend a school in Vushtrri and 10.55% dtgeschool in Gjilan. In Prishtina, as it is thital city
and the largest city in the country the sample e@kected by visiting three schools; whereas in dtteer
municipalities one school per municipality was &l

Considering that parents play a critical role ia tareer selected by 14-15 year-olds, the studgdaih
understanding as well the parents’ occupation. iRegn the Fathers' occupation of the respondents, i
20.44% of the sample, the father was engaged inctimstruction sector, 10.37% of the fathers were
unemployed, 7.26% were drivers, 6.81% were entrenes and security guards, respectively, 6.07% were
salesman, 4.89% were managers in private sectanizagions, 4.15% were engaged in agriculture,%.11
were auto-mechanics, 2.67% were traders, 2.22% evegimeers, 2.07% were electrical installers, atadad
of 48 other professions represented a total of128.bf the sample. With regards to Mothers' occopati
78.00% of the mothers were home-stay mothers vatlspecific occupation, 3.33% were engaged in hotel
management, 2.46% were cleaners and teachers,ctigepe 2.03% were hairdressers, 1.74% were
saleswomen, 1.45% were tailors, and 23 other oticugzgaaccounted for the remaining 8.54% of the damp

3 Resultsand Discussions

In this section, the results are split into threairmcategories, being: Awareness generation for the
school, information search process, decision-makirigria that influenced the student to apply foe
school.

31 Awarenessgeneration for the school

On the set of questions relating to how the stufiesitbecome aware of this VET school?, Family and
relatives scored of highest frequency accountingtf13% of the cases, followed by Friends 37.68its
from the VET school personnel to our primary schimopresent the school offer in 4.87% of the cases,
school Facebook page sponsorships in 4.61% of dkes¢ school website 2.89% of the cases, Education
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fairs 2.37% of the cases, Newspapers and magaii®8 of the cases, printed ads on brochures and
leaflets 0.92% of the cases.

Table 1 How did you first hear about the school?

Alternatives Frequency (cases) Frequency (%)
Family and Relatives 343 45.13%
Friends 286 37.63%
Visit from the VET school personnel 37 4.87%
School Facebook Page 35 4.61%
School website 22 2.89%
Fairs 18 2.37%
Newspapers and M agazines 9 1.18%
Brochuresand leaflets 7 0.92%
Basketball trainer 2 0.26%
"Busulla' 1 0.13%
Blank response 18

Total 760 100.00%

As per the awareness-building activities relatethéschool brand recognition for the potentialostiio
apply a discussion seems to happen mainly througyd-ef-mouth, within families, and in peer discuss.
As well channels that are controlled by the schaaath as the visits from the VET school personnel or
advertisements on social media have played a miaise brand awareness of the school. Nevertheless
word-of-mouth marketing seems to be the key drfeetbrand awareness development. Following this, we
wanted to understand if the respondents have Hadhdy relative that has or is currently attenditinis
particular school, so in the question Are you in& person in your immediate family to attend thifool?;
54.46% of the cases the respondents pointed outhttya were the first person in their immediate ifgirto
attend the school, whereas in 45.54% of the cdmgsdonfirmed having had or currently having a fgmi
member attending this particular school. For sttglemich did not have an immediate family membeowh
previously attend the school the key channel obb®eg aware of the school was Friends for 43% ef th
cases; whereas the other group with a significdvartage was Family & Relatives for 50.90% of thees.

3.2 Information search process

In the information search process, the aim is atetstanding which channels have been utilized to
source information on the school and the profilefole the application. In this respect, the spis been to
prioritize which channel has been the most sigaificdenoted with 1st choice and followed-up wité 2nd
and the 3rd choice. As represented in Table 2, oregnts pointed out 983 at three different levetene
they sourced information on the school. The mosgjfent channel of sourcing information on the sthoo
and its offer was through Friends which overallsisted of 31.2% of the cases. On the Other hamiyidis
as well the most frequent channel ranked as timegpyi source of information by 206 cases or 27.47%he®
frequency as 1st selection of channels. FollowedypFamily and Relatives as a channel of souring
information on the school and its offer, 292 regfmnts ranked this as the 2nd most frequent chasmel
29.7% of the cases, As a primary selection, this W@ most highly ranked consisting of 237 cases or
31.60% of the 1st selection of channels. Schoolamiwchannels such as a Facebook page of the stheol,
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School WEbsiteand School open days events were frequent chansetsby respondents to source dat

the school and its offer, 79 cases or 8.0%, 67scais6.8%, and 63 cases or 6.4%, respecti\

Table 2Channels used to conduct the information searcbggssabout the sche

Channel Frequency Frequency 1st 2nd 3rd
(%) (cases) selection selection selection

Friends 31.2% 307 206 68 33

Family and Relatives 29.7% 292 237 50 5

Facebook page of the School 8.0% 79 63 14 2

School website 6.8% 67 66 1

School Open days event 6.4% 63 54 8 1

Recommendations from current / 5.2% 51 27 9 15

alumni of the school

Visit from the school personnel 5.2% 51 39 9 3

Open days of the School 2.5% 25 25

Fairs 1.9% 19 15 4

Magazines or Newspapers 1.6% 16 13 3

Brochuresand leaflets 1.2% 12 4 6 2

Blank response (788 respondents) 38 616 727

Total 100.0% 983 750 172 61

In line with Ruijs & Oosterbee (2019), he peer effect for students that el in the VET school is
significant. Considering the agensitiveness of the applicant the parents plasueia role in tle school
choice (Burgess et al., 2019 this study, it is critical to understand thaé tstudents have mainly be
restructuringsources of information mainly through Family menshedRelative, and FriendsOn the other
hand, the digital andosial channels have scored highly considering tbhevenience to access t

Figure linformation search results / split by Are you thistiperson in your immediate family to attend the S¢
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information and reviewing information on the schoBhields & Perutab (2018), have concluded on the
remarkable impact that social media channels haeenformation search process for potential stusleht
special focus is on the usage of Facebook as Soeidia to search for information on the school.

Relating the answer received to the question "Ane the first person in your immediate family tceat
the school?", presented in Figure 1, we noticdghtskhift in the information search channels usdutn
students were the first person in the family teradtthe school or when they had a sibling or imaiedi
family member attend the school before. The sttt have had an immediate family member pattief
school, have a higher tendency to use word-or-mol#imnels such as Family & Relatives and Friendi% 3
and 27% respectively. Or as cumulative at 61% efdhses, they have considered these channels as the
primary way to search for information about theadhOn the other hand, students that have notamad
immediate family member part of the school, in enalative 56% of the cases have used "word-of-mouth"
based conversations to search for information erstihool such as discussions with Family & Relatied
Friends.

33 Decison-making criteria

This dimension focuses on the key factor which d@mw/inced the respondent to apply to the school. In
this regard from the reasons acquitted during ¢search, the authors clustered responses into grighps.
The following results are presented in Table 3. fwst important factor that made the responderappy
for the school was the Physical visit to the schtooleceive further information in 239 of the cases
31.82%; followed by the interesting profiles bebffered in 219 of the cases or 29.16%, and infladnam
parents to apply for the school/profile in 100 case13.32%.

Table 3. The most important factor that made yatid#eto apply to this school

Dimensions Frequency (cases) Frequency (%)
My visit to the school to receive further infor mation 239 31.82%

I nteresting profiles offered 219 29.16%
Influence from parents 100 13.32%
Professional staff of the school 73 9.72%

L ocation of the School 73 9.72%

New infrastructur e of the school 17 2.26%

I nteraction with school personnel 15 2.00%
Interaction with current students 15 2.00%

Total 751 100.00%

The valuable output of this stage is the fact gatlents need to have direct contact with the ddieoo
best understand the value they can receive fromsth®ol. As this study targets specifically student
according to Oplatka (2007) parents have not seeridpen-house" type of marketing effort organibgd
the school as a critical element for success tgparts the school choice process. In this studgents and
parents were looked at as a whole rather thansae entities. Albeit expecting that the opensdayent
would rather empower information-seeking it seeha it has had a direct impact on the decisionpiaya
for the school. The role of parents in the decisimaking process seems to be of high importance and
according to Ghazala & Montalvo (2012), the infloerirom parents on school choice is of pivotal effm
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the quality of the school selected by the studémt.the other hand, students have considered as well
alternative schools within the municipality. On thgestion "have you applied for admission to otodools

as well?"; 22.2% of the respondents acknowledgéngaapplied to other schools as well; whereas 77.8%
have only applied to a specific school.

4 Discussion & Conclusions

In this discussion part, we think it is of high ionfance to understand the journey of students from
becoming aware to applying for the school from mgmnication channel perspective. Hence, it isaaitio
point out the difference between channels thatoaveed and controlled by the school and the channels
which are curated by the general public (Lovett taelin, 2016). From this point of view, the studyirgs
out that the awareness-building process has méegn invoked by channels that are user-generated or
word-of-mouth through family & relatives, and fris This could derive as well from the limited
communication budget with which the public schdal&osovo are faced. As well the information search
process is mainly owned and curated on the willesgnof the public to discuss and share opinionthen
school with one another. A rise in the importantsamool-owned channels such as their open-daytgvan
social media page and website is starting to bringsults. Whereas the channels which is ownedcantti
be controlled by the school and that seem to egtf importance to support the decision for appilicaof
the student to the school is the physical visithg student to explore the school offers. The dseew
advanced technologies such as Augmented Realittuali Reality, and Mixed Reality nowadays are
becoming more cost-effective and could be usedals to enhance the experience between the applican
and the school (Pinzariu, 2020).

This study has specifically targeted already eatbBtudents in the VET schools to analyse the type
channels they have utilized to become aware ofstii@ol, search for the school offering, and the key
differentiating factors that have made them applyhe school. An interesting area for future rededs to
understand the type of content which appeals tesiis. This is an area that could contribute funioee to
the efficiency and effectiveness of marketing @ffdrom the school.

The main and the most relevant channel either aerg¢éing brand awareness or information search
remains the work-of-mouth that students have witiirtParents & Family Relatives and Friends. Hence,
when planning communication activities to genesat@reness and communicate the benefits of the kchoo
the management of the school shall carefully tangebnly the students but as well their parents.

With regards to the key factor which drives theisiea to apply for the school, it is evident thatdents
opted to visit in-person the school and create sent@ngible perception about the school as wethas
personal desire for the qualification portfolioe#d by the school. Only at the third level wassidered
the influence of their parents to apply for theah

During the search process, the school managemaetasnmended to carefully review the audience
engagement level by mapping the earned media taabssss the sentiments and the user-generatezhtont
On the other side, we have noticed that the ownedian- the channels moderated and controlled by the
organization have proved to be a consistent pedomen it comes to informing the audience on ti®sl
offering. This means that marketing initiatives Is@as school open day events, the school websitethen
school Facebook page have proved to be signifidaamnels that are utilized by students during thed@rch
process. Coordination of activities to deploy aeregays event seems of relatively high importarca a
factor that has a direct impact not only on infotiora search but rather on the decision to applytier
school. On this matter, the school management shalire the funnel development (the higher attezedan
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such an event might bring in a higher number ofliegpts) which would directly impact the number of
students applying at the school.
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Abstract

Climate change hasadverse effect on agricultural production in depélg countries, especially in those with low
incomes and a high rate of hunger and poverty.odigin the agricultural sector will be costly to ad&p climate
change, it is essential to achieving food secufitys study aims to analysis the impact of clin@tange on agriculture
and adaptation mechanisms in Egypt during the gdefi®80:2018) using Autoregressive Distributed Lagsdel
(ARDL). The empirical results inferred that mosttbé variables are insignificant in the short-rimthe long run, the
empirical results revealed that the impact of ctanehange on agricultural production, including #missions of
carbon dioxide and temperature, is positive. Heagen if the impact of the rain variable is negatiis value is low,
and then Egypt has not entered a critical or dangestage. On the other hand, the results indidhagtdthe research
directed at increasing productivity and developiggv varieties more compatible with climate chanigeissufficient.
Even if the research is available, the Egyptiam&ar does not use it due to a lack of agricultusdkmsion. For
mechanical and chemicdiechnology effects, the long-run coefficient ofrtifizers is insignificant. The long-run
coefficient of the number of tractors is negativel aignificant, while the rural population coeféaot is positive and
significant. This means that Egyptian agricultigeniore dependent on manpower than mechanical tegyno

Key-words: Agriculture; Climate Change; Autoregressive Dimited Lags Model (ARDL)Adaptation Mechanisms;
Egypt.

JEL Classification: C51; C88; Q18;Q54.

1- INTRODUCTION

Climate change is any fundamental change in clippat@meters - such as temperature, evaporation,
rainfall, or wind - that extends over a long per{oecades or more). The main reason for these elang
greenhouse gas emissions, resulting in the glolahmg (IPCC,2007). The mechanism of international
conferences and agreements was used as a bindimgvfiork to regulate facing this environmental issue
The real interest in climate change goes back & UWnited Nations Framework Convention and the
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subsequent Kyoto Protocol and Bali Conference. Thgyresent the beginning of the international
community’s interest in combating this dangerousr@menon.

Agriculture both affects and is affected by climakange. Climate change will have an adverse efiect
agricultural production in developing countriespesally in those with low incomes and a high rate
hunger and poverty (FAO, 2016; FAO, 2018). Althoubk agricultural sector will be costly to adapt to
climate change, it is essential to achieving foeclsity. (Mahmoud, 2019)

Egypt is not far and isolated from the world, ashsalimate changes will affect the natural resosirce
available in Egypt. This leads to a direct impanttbe agricultural sector, and then on Egyptiandfoo
security. On the other hand, Egypt is a net impaofefood, which makes it vulnerable to the impatt
global climate changes due to its negative impacthe global food supply, which leads to an inceeisis
global food prices and thus an increase in The &gypood bill. (El Massah and Omran, 2014)

This study investigated the effect of climate cleagd other control variables on agricultural patigun
by using the Autoregressive Distributed Lags Mq@éXDL) approach for the period (1980: 2018). Climat
change indicators are represented in CO2 emissiaigfall, and Temperature. The study also focused
the adaptation mechanisms to climate change thrahghother explanatory variables which are the
agricultural land area and yield as a proxy of aese and development in agricultural sectors. Meidah
and Chemical technology are represented in a nuofoBractors and Fertilizers, respectively, and il
population variable is used as a proxy of the ldbare.

2-LITERATURE REVIEW

Many studies have been conducted to examine theection between climate change and agriculture.
Chandioet al. (2020a) studied the effect of climate change &win&s agriculture using Autoregressive
Distributed Lags Model (ARDL) during the period @8to 2014). The empirical results indicated that
Climate change indicators represented in, Rainfail] Temperature have a negative long-run effect on
agricultural production, while CO2 emissions havpasitive effect in the long-run and short-run. sé|
Koondharet al. (2020) evaluated the effect of air pollution asatbon dioxide emissions on agricultural
productivity in china using Autoregressive Distribd Lags Model (ARDL) from 1998 to 2018.The results
of the estimated model showed evidence of the enmiental Kuznets curve (EKC) hypothesis.

Rehmanet al. (2019) used Autoregressive Distributed Lags Mo@dRDL) to analyze the relation
between climate changes represented in, emissibrearbon dioxide and agricultural productivity in
Pakistan during the period (1987- to 2017). Chaneli@l. (2020b) used also Autoregressive Distributed
Lags Model (ARDL) to analyze the effect of carbdoxitle emissions on agricultural output in Pakistan
during the period (1983-to 2016). The empiricaulssconcluded that in the short and long runs;tars
and the labor force positively and significantlyeat agricultural output, but carbon dioxide envss were
insignificant.

Asumadu-Sarkodie and Owusu (2016) showed that thasean equilibrium relationship in the long- run
between climate change and agriculture using Agtessive Distributed Lags Model (ARDL) and Vector
Error-Correction Model (VECM) over the period (1980212) in Ghana. In addition, Houngbedji and Diaw
(2018) showed that rainfall had an insignificanpaut on agricultural output in Benin, while CO2 ssibns
and temperature had a significant negative impathe short run depending on Autoregressive Disteith
Lags Model (ARDL).

Furthermore, Ouraich and Tyner (2014) revealecthdgative effect of climate change on productivity i
Morocco using the General Equilibrium model. On tiiger hand, Pereira (2017) emphasized that thé mos
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important challenges facing Africa in adapting tiimate changes were the existence of traditional
agricultural systems that relied on a high peragniaf rainwater in agriculture, in addition to tiediance of
African agriculture on smallholder farmers.

Other empirical studies focused on a specific cAdl-Elmabodet.al. (2020) used MicroLEIS decision
support system to examine climate change's effacthe productivity of wheat and sunflower in a
Mediterranean area, and the results indicated egative impact of Climate change on the produgtivitt
the decline in sunflower productivity was even ggeshan the decrease in wheat.

For empirical studies on Egypt Mahmoud (2019) discussed the effect of climatnge on agriculture
in Egypt, and the adaptation actions to face tlwbseges. Ahmed (2020) predicted the negative effect
climate change in Egypt, which was represented 8gcaease in productivity, and agricultural incomueg
on the other hand, higher crop water needs andased demand for imports, the study used a mulkenha
model.

Khalil and Omran (2018) confirmed the significadtanges in temperature and humidity in Egypt
depending on the temperature-humidity index (THi)irng the forecast period of 2046:2060. The valofes
THI rise from 3%, 0%, and 4% for the Lower, Middéand Upper Egypt in the period (2016 - 2030) to 16%
7%, and 11% in the period (2046 - 2060), respelgtive

Yassin (2018) investigated the effect of climatarae on Egyptian food security using qualitative
analysis by conducting a survey with specialistse Tesults showed that the existing policies are no
effective to Mitigate and adapting the climate des While, Hashem, (2020) analyzed the effectiofate
change on various dimensions of food security iggEgising a quantitative method through Autoreguess
Distributed Lags Model (ARDL), the empirical resultoncluded that the climate change had an adverse
effect on food availability and access, while clim@hange effect was insignificant for food utitina
indicator.

Other empirical studies focused on a specific cElpylassah and Omran (2014) analyzed the effect of
climate change on Egypt's grain imports using thdtipie linear regression model over the period
(1991:2011), and the results showed thiitnate change had no negative effect on Egyptmits of wheat
from the United States of America, although it lmdegative impact on Egypt's imports of wheat from
Russia. On the other hand, Egypt's imports of maieee negatively affected by the various exporting
countries.

Mahrous (2018) studied the effect of climate chaogedEgypt's graiproductivity using Autoregressive
Distributed Lags Model (ARDL) during the period @192013); the results revealed that rainfall and
temperature had a significant negative impact, arirease in rainfall and temperature leading twrekse
the agricultural productivity of grain by 0.037%0a0.643%, respectively.

Ali et al. (2020) inferred that the reduction inyggjan wheat yield is about 8.7%, 11.4%, and 13i2%
the 2030s, 2050s, and 2080s, respectively. They sitmposed the sowing delay mechanism as one of the
effective mechanisms for adapting the wheat tcctimate changes using the Global Climate Models GCM
and Decision Support System for Agro-technologyn$fer (DSSAT).

Elbasiouny and Elbehiry (2020) concluded that tbgative impact of climate change on rice cultivatio
Moreover, Taha and Zohry (2018) used the Basigdtion Scheduling model (BISM) to evaluate the ioipa
of Climate Change on Sugarcane in Egypt, The eogiresults revealed that water demand will inczdas
17% in 2040, but the use of gated pipes is the imesthanism to preserve the water used in sugarcane
cultivation and the best mechanism to mitigatedtfiects of climate change.
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Additionally, Eid, et al. (2007) confirmed the negative effect of climabamge on agriculture and water
resources in Egypt using General Circulation Madaso Abd Ellah (2020); Khedr (2019) reached tmes
results. While Mohamed (2019) analyzed the socamemic impacts of Food insecurity and Water Shartag
resulting from climate change.

Hamada (2020); Abd El Mowla and Abd El Aziz (2028)aluated Climate-smart agriculture (CSA) in
Egypt; the study stressed the importance of crgataw varieties compatible with climate changes, @lnie
to increase agricultural productivity. Furthermofddel Monem and El Ghandour (2020) focused on the
scientific research and technology to adapt tacti@lenges of climate change in Egypt.

Fawaz and Soliman (2016) studied the benefits @fgtieen economy in Egypt, where annual savings in
the agriculture sector would be 1.3 US$ billiond @aout 1.1 US$ billion in the Water Resources,auver,
Reducing carbon dioxide emissions by 13% and reduciop water consumption by about 40%. On the
other hand, Faragt al. (2018) investigated the carbon footprint of certeereals the to adapt to climate
changes.

Wang et al. (2018) indicated that climate change danegative impact on production of major cereal
crops grain except for millets because of theilitglio adapt to climate changes. Hence, the stugjgested
using millet as an alternative to major grains. &tover, Mustafaet al. (2019) introduced the crop
diversification mechanism through wider use of untlkzed crops to achieve food security and miga
climate changes.

3- EGYPTIAN AGRICULTURE AND CLIMATE CHANGES

3-1 National Greenhouse Gas I nventory:

The total greenhouse gas emissions in Egypt wemitaB48770 Giga grams of carbon dioxide
equivalents in 2005, then reached about 325614 @iw@a in 2015, which increased by 31% from 2005 to
2015, as shown in figure (1). Carbon dioxide comethe forefront of the gases contributing aboto 8
the total greenhouse gas emissions, while the Metlaad Nitrous Oxide gases are about 13% and 12%,
respectively.

350.000
300.000
250.000 — *
200.000
150.000
100.000
50.000
0

Total carbon dioxide
equivalents(Giga Gram)

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Figure (1) Total Greenhouse Gas (GHG) Emissions Trel
In Egypt during the period (2005:2015)

Source: Ministry of Environment, (2018Report to the United Nations Framework Convention on Climate
Change (https://www.eeaa.gov.eg/en-us/home.aspx).
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Figure (2) shows the contribution of different sestto the total greenhouse gas emissions, wetlfiai
the energy sector is the primary and maimtributor to those emissions by 64.5%, due to Eg
dependence on fossil fuels (petroleum and natwag) gith about 92% of total energy « The second
sector is the agricultural sector with 14.9%, ahentthe industrial sector, with a rate of 12.tand the
emissions of the industrial sector are mainly repnéed in carbon dioxide emissions from the irod
cement industry, and them, the end, the waste secby 8.1%

agriculture and
other land use;

energy; 64,50%

Figure (2) the contribution of the different see
to the total greenhou gas emissions in 2015

Source: Ministry of Environment, (201&Report to the United Nations Framework Convention on Climate
Change (https://www.eeaa.gov.eg/en-us/home.aspx).

Furthermore table (1) shows the percentage of the contributd each sectoto the total of each
greenhouse gas in 20TEhe energy sector has contributed 87% of carboxidiéoemissior, while industry
represents 12% and the agricultural sector For methane gas, we find that the main sector itwting to
methane emissions the waste sectcwith 59%, followed by the agriculture sectwith 38%, and the
energy sector, with 3%. Fdtitrous Oxid¢ gas, we find that the main sector contributingNitrous Oxide
emissions irthe agriculture sector by 81%, followed by the isttial sector by 12%, then the waste se
by 5%, and finally the energy sector by.

Table (1) Contribution of each sector to the totabf each
Greenhouse gas emissions in 2015

Gas Sector %
carbon dioxide Energy 87%
Industry 12%

agriculture 1%

Methane Energy 3%
agriculture 38%
waste 59%

Nitrous Oxide Energy 2%
Industry 12%
agriculture 81%

waste 5%

Source: Ministry of Environment, (201) Report to the United Nations Framework Convention on Climate Change.
(https://www.eeaa.gov.eg/-us/home.aspx).
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3-2 Theimpact of climate change on crops

Increasing the concentration of carbon dioxide wile a positive effect on crop productivity thrbug
increasing the ability of plants to conduct photabgsis (El Massah and Omran, 2014; Mahrous, 20i18),
from the other hand, the high temperature alsocefféhe growth process. Table (2) shows that the
productivity of the wheat in Egypt will decrease 1% if the temperature increases about 2°C in 20&0
productivity of the rice, maize, Soybeans, barléy decrease by 11%, 14%, 28%, 20%, respectivelyt, B
cotton productivity is expected to increase by 17%.

Table (2) the percentage change in productivity acfome major crops in Egypt,
when the temperature rises by 2°C in 2050

Crop 2050
Wheat -15%
rice -11%
Maize -14%
Soybeans -28%
barley -20%
Cotton +17%

Source Ministry of Environment (2020kgypt National Environmental, Economic and Devel opment Sudy
(NEEDS) for Climate Change: under the United Nation framewor k convention on climate change.

Most studies indicate that the global annual awersgmperature will lead to a change in the crop
structure as the period of crop maturity changeghether by increase or decrease - which leads to an
increase in food prices as a result of the sloweiase in global food supplies and the increasddhag)
demand (FAO, 2018). On the other hand, increasegdeatures raise soil erosion rates; raise the Kafte
evaporation and an imbalance of humidity; incret@enumber of agricultural pests and diseases (FAO,
2016); increase the rates of decomposition of tigarac components of the soil, which reduces itsewa
holding capacity, and reduces its fertility. (Eliasy and Elbehiry (2020)

3-3 The Impact of climate changes on water resources:

Many studiesdiscussed the impact of climate changes on wasaurees, which are directly related to
food production, and this can be explained as Vigto

* The expected increase in global temperature valll Io an increase in the water needs of agricliltura
crops, which will increase the demand for watepuveses and reduce the productivity of these crops,
thus threatening food security (Hashem, 2020).gypE for example, the water consumption of wheat
increased by 2.5% compared to the current wateswuoption of it, while the water consumption of
rice, maize, and cotton increased by 16%, 8%, &84, Tespectively. (Mahmoud, 2019)

» It is expected that some rivers will be affecteddogught as a result of changing rainfall rateghat
headwaters of the river, Strzepetkal. (2001) came up with nine different scenarios xplan the
impact of climate change on the Nile River. All $bescenarios indicate a decline in the rate of wate
flow in the Nile by about 20% until 2040, while gnbne scenario predicts an increase in the rate of
flow of the Nile water after 2045, and that wiliveeely affect agricultural productivity (Abdel Mome
and El Ghandour, 2020)

* Egypt is considered one of the Nile Basin countnest affected by what climate changes can have on
the size of the flood, as it will not only be affied by what climate changes can cause within itddrs,
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but it will be affected by the climate changes e trest of the basin countries and on the rates of
consumption of Nile River water in these countrighedr, 2019)

3-4 Ingtitutional Arrangements that Egypt has taken to confront climate changes:

Egypt is considered one of the most active ArabA&fnidan nations in terms of climate change adaptat

in the following part we summarize the most impotaolicies and procedures that Egypt has undentake
this field:

A- In 1994, Egypt signed the United Nations Framewgokvention on Climate Change (Gelil, 2014).

B- In 1995, Egypt has implemented two schemes: Theri§thening the National Action Plan" program,
where many studies were conducted in the fieldiofate change, and The "Egyptian Capacity Buildimg
the Field of Climate Change" in cooperation witle tislobal Environmental Facility. (Ministry of
Environment, 2010)

C- Egypt signed the Kyoto Protocol on March 5, 19@8&nding to impose obligations on industrialized
countries to reduce their emissions of greenhoasegy compared to the emissions of greenhouse igases
1990 (Gelil, 2014).

D- In 2005, Egypt activated the clean developmenthaeism, which aims to implement projects aimed at
reducing greenhouse gases from various sectors asidghdustry, waste recycling, and transportatam,
well as gardening projects that absorb greenhoasesgMinistry of Environment, 2020).

4- MATERIALS AND METHODS

4-1 The data: The analysis uses observations of nine variablethoperiod (1980:2018). All the variables
are in logarithmic form. Data were collected frorooH and Agriculture Organization (FAO), World
Development Indicator (WDI), and Central Agency Rublic Mobilization and Statistics (CAPMAS).

4-2 Methodology: The Autoregressive Distributed Lags Model (ARDL)e®ped by Pesaraat al. (1999,
2001) will be used to reveal the existence of aniliégium relationship (cointegration) between the
variables under study. ARDL model does not regthied time series be Integrated to the same debtee,
the only condition for applying this model is thiae time series not be Integrated to a second dd2®
(Asumadu-Sarkodie and Owusu, 2016; Mahrous, 2018)

Moreover, this model has better properties in thgecof short time series compared to the otherl usua
methods of testing co-integration such as the tagesEngle & Granger method or Johansen's coirttegra
test in Vector Autoregression (VAR) method (Charadial. 2020a; Chandiet al. 2020b). Furthermore, The
(ARDL) model provides estimation in both the shand long run. (Rehmaet al. 2019 ; Houngbedji and
Diaw 2018).

The study model can be described as:
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AINAGRIi=a +f,INAGRI,, +5,InCO,_, + B:InRAIN, , + B, INTEMP; -1 +

ql
BsInYLD,_, + BsIn AREA , + B7InTR_, + By InF_, + BoInRPOPR_; + ZylAIn CO,

i=1

q2 g3 q4 a5
+> VLAINRAIN, ; +" y,AINTEMP + >y, AINYLD, ; + " y,Aln AREA

i=1 i=1 i=1 i=1

q6 q7 q q
+ Zy,o.AInTR[_i + Zy7AIn F .+ ZVSAIn RPOP_, + ZySAIn AGRI  +¢,
i=1 i=1 i=1 i=1

Where: AGRI Agricultural value added (constant US$)
CcoO CO2 emissions (metric tons per capita)
RAIN Rainfall (MM)
TEMP Temperature (Celsius)
YLD Yield (hectograms per hectare (hg/ha))
AREA Agricultural Land area (hectare)

TR No. of Tractors
F Fertilizers(tons)
RPOP Rural population

The Autoregressive Distributed Lags approach in®lghecking the long-term equilibrium relationship
between the model variables, and for this we cateuhe (F) statistic through (Wald test). (Koondéiaal.
2020)

HO: :81::82 :,83 :/64: 135::86::87::88 ::89 =0
Hi: 181¢182 7:183 ¢ﬁ4¢ﬂ5¢ﬂ6¢ﬂ7¢ﬂ8 ¢,59¢0
5- RESULTS AND DISCUSSIONS

5-1 Results of Augmented Dickey Fuller (ADF) Test
Table (3) shows the results of Augmented Dickeyefuést,we find that some variables are stationary in
levels and some variables are stationary in fiifftietnces, so we can use ARDL model.
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Table (3) Results of Augmented Dickey Fuller (ADFjest

Augmented Dickey Fuller (ADF)

Log level Log difference
Intercept Trend and intercept Intercept Trend and intercept

LNAGRI 1.469882 -3.347409 -3.52648* -3.191369 (1)
LNCO -1.241682 -1.782172 -4.6027%* -4 5551 27%* (1)
LNRAIN -4.33815%* -4.806687** 10)
LNTEMP -0.643065 -5.148648*** 10)
LNYLD -1.837122 -1.126876 -4.2785%** -4.891752%* i)
LNAREA -1.000558 -1.095716 -5.2737%* -5.383822*** I(1)
LNTR -1.718770 -2.279060 -3.1819* -3.164450 I(1)
LNF -1.551473 -2.059300 -4.9333%* -4.934021%* I(1)
LNRPOP -0.784067 -5.477036** 10)

Source Compiled by researcher from unit root test depemdin the E-Views program depending on the dat&afd and
Agriculture Organization (FAO), World Developmemidicator (WDI), and Central Agency for Public Mobdtion and Statistics
(CAPMAS).

Note: *** indicates statistical significance at 1% léy&significance at 5%level, * significance at 108%el.

Table (4) shows that the value of F-Statistic isaer than the upper bound value. Hence, the rsodel'
variables have a long-run equilibrium relationship.

Table (4) ARDL Bounds test results (Unrestricted itercept and no trend)

F-Statistic  Significance Levels Lower Bound Upper Bound

10 percent 1.95 3.06
6.609812 5 percent 2.22 3.39
1 percent 2.79 4.10

Source Compiled by researcher depending on the E-Viewsgnam, depending on the data of Food and
Agriculture Organization (FAO), World Developmemtdicator (WDI), and Central Agency for Public Mabdtion
and Statistics (CAPMAS).

Table (5) shows that most of the variables argmgcant in the short-run which means the effddahe
explanatory variables on agricultural productiorthie weak in short run. But rural population valgals
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significant and negative, which reflects the negatimpact of the rural population on agricultural
production. The error correction term EGTdenotes the speed of adjustment toward the long-ru
equilibrium. The value of ECT is negative and digaint, so the model can get back to the long-run
equilibrium at speed of 26%.

Table (5) Results of ARDL model in Long-run and shd-run

long-run estimation

variables Coefficient Standard T-Statistic Prob.
Error

LNCO 0.147838*** 0.041525 3.560234 0.0013
LNTEMP 0.406485** 0.179542 2.264006 0.0310
LNRAIN -0.029380** 0.014109 -2.082266 0.0459
LNYLD -0.241539*** 0.067645 -3.570661 0.0012
LNAREA 0.191164 0.115313 1.657784 0.1078
LNTR -0.233781*** 0.060303 -3.876764 0.0005
LNF -0.007157 0.037995 -0.188362 0.8519
LNRPOP 1.549177*** 0.102979 15.04358 0.0000
C -1.356739 1.758111 -0.771702 0.4463

Short-run estimation

ALNCO -0.026990 0.020049 -1.346184 0.1899
ALNTEMP  0.036227 0.054036 0.670419 0.5085
ALNRAIN  0.001035 0.003480 0.297399 0.7685
ALNYLD -0.008322 0.032630 -0.255056 0.8007
ALNAREA -0.057691 0.039487 -1.461004 0.1560
ALNTR -0.047812 0.029534 -1.618879 0.1175
ALNF 0.022652 0.013974 1.620962 0.1171
ALNRPOP  -0.996441** 0.358306 -2.780979 0.0099

ECT(_1) -0.263110*** 0.081520 -3.227554 0.0034

Residual diagnostic tests

Breusch-Godfrey Serial Correlation LM Test:  F-statistic 3.295774***
0.771222(0.388202)

ARCH Test: R-squared  0.559006
0.037163 (0.848281)

White Heteroskedasticity Test:
0.527830(0.911602

Ramsey RESET Test:
1.231473 (0.277681)

CUSUM Test stable

Source Compiled by researcher depending on the E-Viewgnam, depending on the data of Food and Agricellrganization
(FAO), World Development Indicator (WDI), and Cehtdgency for Public Mobilization and Statistics (CRIRAS)..
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Note: *** ** and * indicate significant at the 1%, 5%and 10% significance levels, respectively

In the long run, the empirical results revealed tha emissions of carbon dioxide and temperatave la
significant positive effect on agricultural prodiact, a 1% increase in CO2 emissions and temperatume
increase agricultural production by 0.147838%, &w06485%, respectively. However, rainfall has a
significant negative impact, with a 1% increasesimfall leading to a decrease the agriculturapation of
about 0.029380%. Consequently, the impact of ckntdtange, including the emissions of carbon dioxide
and temperature on agricultural production, is fpasi Hence, if the impact of the rain variableneggative,
but its value is low, then Egypt has not enteredtaal or dangerous stage.

Moreover, the long-run coefficient of agricultutahd area is positive but insignificant, while tloag-
run coefficient of yield has a significant negateféect, so the increase in yields by 1% led tceelide in
agricultural production by 0.241539%. The studyduseyield as a proxy of research and development i
agricultural sectors. This indicates that the rededirected at developing new varieties more atdgtto
climate changes imadequate. Even if the research is availableEthgptian farmer does not use it due to a
lack of agricultural Extension.

Furthermore, the long-run coefficient of Fertilizas insignificant. The study used rural populataana
proxy of the labor force, the long-run coefficiaritthe rural population is positive and significanith a 1
% increase in rural population leading to an inseethie agricultural production by 1.549177%. Thegtoun
coefficient of the number of tractors is negativel asignificant a 1% per cent increase in the nunadber
tractors, production decreased by 0.233781%. Tle@an® that Egyptian agriculture is more dependent on
manpower than mechanical technology.

The quality of the model should be tested, andishitone by diagnostic tests as shown in table (5):
= The Breusch-Godfrey Serial Correlation LM Test tesindicate that we can't reject the null
hypothesis of no serial correlation.
= The White Heteroskedasticity Test results indithéemodel isn't Heteroskedasticity.
= The Autoregressive Conditional HeteroscedastidMyRCH) test indicates that we can't reject the
null hypothesis of the homoscedasticity in theneated model.
= The Ramsey RESET test confirms the validity offtivectional form used in the estimated model
» The value of the F test is significant, which metra the estimated model had a good fit.
= Figure (3) shows the results of CUSUM Test, the ehdglstable as CUSUM line falls within the
critical limits at a 5% level of significance.
Hence, the model's results can help investorspahidymakers in drawing various agricultural paisi
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Figure (3) results of CUSUM Test

Source Compiled by researcher depending on the E-Viewgnam

6- CONCLUSION

This study aims to examine the impact of climateange on agriculture and adaptation mechanisms in
Egypt from 1980 to 2018 using Autoregressive Distied Lags Model (ARDL). Climate change indicators
are represented in carbon dioxide emissions, Rhisfiad Temperature. The non-climatic indicatore ar
expressed in agricultural land area and yield psogy of research and development in agricultueatars.
Mechanical and Chemical technology are represantadnumber of Tractors and Fertilizers, Respebtjve
and the rural population variable is used as aypodthe labor force.

The empirical results revealed that most of théakdes are insignificant in the short-run excegt taral
population variable is significant and negativethe long run, the results revealed that the chpéclimate
change on agricultural production, including theissions of carbon dioxide and temperature, is pesit
even if the impact of the rain variable is negatiwat its value is low. Hence, Egypt has not emtereritical
or dangerous stage

Moreover, the results indicated that the reseangcted at developing new varieties more adapttable
climate changes is inadequate. Even if the researatailable, the Egyptian farmer does not uskud to a
lack of agricultural Extension. For mechanical amémical technology effect, the long-run coeffitieh
Fertilizers is insignificant. The long-run coeffcit of the number of tractors is negative and §icanit, the
study used the rural population as a proxy of et force, and the long-run coefficient of theafur
population is positive and significant. This me#met Egyptian agriculture is more dependent on roaep
than mechanical technology.

Previous results clearly show that the Egyptiatesta making significant effortsvhether at the level of
institutions or policies, to confront the challengef climate change, but theremains a need for a number of
complementary measures, especially at the levacightific research, developing community awareness
and activating the role of civil society.
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Abstract. Existing literature has examined a plethora of dast that can affect the effectiveness,
performance, or nature of fiscal policy in an econo In this paper, we build on the fundamental teé
micro-economic models to examine the potential wayptocurrencies can affect the effectiveness of a
country’s fiscal policy. Our finding is that undére assumptions of an absence of uncertaintieseq@ér
competitive markets, household utility maximizatiand usage of public money and cryptocurrency, the
government purchases as well as the ability of gheernment to raise funds by issuing bonds and by
taxation is decreasing in new investments in crgtencies but increasing in the income earned from
cryptocurrencies. We go further to discuss the diactthat account for the sustained ability of
cryptocurrencies to weaken the state’s fiscal-policapabilities and possible ways the effects of
cryptocurrencies on the state’s fiscal integrityndze mitigated.
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1. Introduction

Over the last few decades, several private mong® lbeen issued both by identifiable, regulated
organizations as well as by invisible, unidentifigtand unregulated institutions in most major ecoies
across the globe. For the sake of clarity and pi@tj we will provide a working definition of pritemoney
or cryptocurrency as we will use private money angtocurrency interchangeably in this paper. &av
money or cryptocurrency is a widely accepted digitstrument of payment, medium of exchange, oresto
of value supplied by a non-governmental organizatievoid of any guarantees from the state or aggl le
privileges (Dowd, 2014). Experience proves thaeeessary and sufficient condition for an instruntertte
accorded the status of private money is widely piszk even though it may not command a general
acceptance. In other words, for a currency to sthmedest of time, it must attract and maintainritical
mass of users (Dowd, 2014). The predominant and mew®wned cryptocurrency is Bitcoin (Binance
Capital management, 2021). From this same platfarengan also infer those other notable cryptocaiesn
such as Ethereum and Tether. It has been recoimigublic media that Facebook made an entry ingo th
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cryptocurrency industry with the launching of 'lab(Chatenay, 2021). This heterogeneity of interdwsts

been reflected in the capitalization of the cryptoencies market, which has grown exponentiallyrfro
around 19 billion dollars in February 2017 to oet trillion dollars in December 2021 (Binance Gabi
management, 2021). Also, there are approximatedp &byptocurrencies in existence and actively trgdi

Over the years, the demand, acceptance, and ysa/atfe money have been building up in leaps and in
bounds for several reasons. Most notable of whichude the credence that cryptocurrencies will not
deteriorate in value or purchasing power; the resent against galloping governmental control ofrexnic
and financial behaviour; and the conviction thatan generate returns superior to state money (PDowd
2014). While several regulatory institutions havade efforts to thwart the success of certain peivat
monies, a good number continue to exist with threimph, aided by the rise of internet technolofyycase
in point is Bitcoin. Bitcoin is a totally decentizdd digital currency and system of money creation
issuance that would be challenging for law enforeeininstitutions to truncate given that it is nes@eciated
with any ‘point of failure’. Bitcoin is churned out the course of a ‘digital mining’ process thatypified
by constrained supply in a way that is significattbmparable to the gold-standard monetary pokgyme.

In a similar manner to other cryptocurrencies, @itccan compete with state money, restoring firgnci
privacy as well as creating a stable crypto-tunbutsmmunal order that would be operational in amea
that is sufficiently beyond the whims and caprioésiny governmental force (Dowd, 2014). Having & fu
grasp of private money, the ramifications of itspamt and reach becomes very crucial, especially for
unregulated or loosely regulated cryptocurrendieg have been emerging spontaneously through market
forces and growing prodigiously as well as opetptiutside the control of the state. It is agaiins t
backdrop that we wish to demonstrate in this p#iperin an environment where private monies ar@bey
the reach of government regulations or are allotwedeely coexist with state money, it has theepaiaal to
erode the ability of the state to utilize its fibpalicies to stabilize fluctuations typical of bess cycles in

an economy. We will show this theoretically by klinlg on the basic tenets of the micro models in
economics and incorporating some modifications.

2. Research Elaboration: Literature Review

Many authors have immensely espoused the enornimuatdire on fiscal policy and the growing
literature on cryptocurrency in many distinct wayhis paper is differentiated from this vast litera on
fiscal policy, in addition to those on private mgnéy seeking to demonstrate a nexus between
cryptocurrencies and the usefulness of the fisolity of a nation. In this paper, we strive to ailmite to
both the literature on fiscal policy as well agpiivate money. In the ensuing paragraphs, we witimarize
some of the most important works within the fispalicy as well as in private money, and ultimatelg
will precisely specify how this paper would diffeom and contribute to the existing literature wttbfields
of endeavour.

2.1. Fiscal Policy

Amid the overwhelming body of literature on the ication of fiscal policy, we will review some of
the most prominent strands. An incredibly largerdhaf studies examines the consequences of fisdilyp
on economic output under various circumstancesiramiistinct economies. Lotz (1970) proposed a model
for evaluating the impact of fiscal policy on ecamo output in developing economies. Rao (1975%¢@més
a neoclassical two-sector model that examinesdheamic impact of fiscal policy on output growthanzi
and Zee (1997) summarize that fiscal policy cowddabcore determining factor for the long run ecoigom
growth performance of countries. Gemmell, Knelland Sanz (2011) demonstrated that previously
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forecasted long-run growth consequences of fiscdicy are generally generated rapidly in line with
outcomes elicited by short-run models with pensgsghort-run consequences.

Recent research reveals the circumstances undehwahd the degree to which a fiscal multiplier doul
respond to variations in government expenditureli, @@pez-Salido, and Valles (2007) perceived the
possibility for a fiscal multiplier to be enormoiighe ratio of non-Ricardian consumers is big poticies
for stimulating the economy perform fundamentafyway of the consumption channel. Leeper, Traurd, an
Walker (2017) demonstrate that fiscal multipliersgim be steadfastly high if the expenditure of the
government interrelates positively with consumesicés.

Modern theoretical research calls attention to peosve channels through which nonlinear propagatio
of fiscal policy shocks can occur. Michaillat (20 demonstrates that public employment might havehmu
greater multiplier effects in situations in whidtetunemployment rate is high than in circumstancegich
it is low. In the studies undertaken by Canzongdllar, Dellas, and Diba (2016), it can be underdtthat
the role of the credit channel when credit constgaare not only infrequently binding but also egelwous
in supporting the propagation of fiscal policy sk&can be substantial. Barnichon and Matthes (2017)
observe that government expenditure depletion meatgy impacts than increments and noted that the
outcomes were propelled fundamentally by overlyusthunfavourable reactions of output to government
expenditure reductions during recessions. JonesinObnd Wohar (2015) demonstrate that tax cutgecre
tremendous favourable results for output in thetéghiStates, while tax increments have no tremendous
unfavourable impacts, nevertheless, these outcamescontradicted in the UK. Guajardo, Leigh, and
Pescatori (2014) as well as Jorda and Taylor (2@k&erve big reductions in output in reaction to
exogenous fiscal consolidations. Alesina, Favenal Giavazzi (2015) observe over 30 years thatltor
OECD nations, fiscal adjustments premised on expdaed reductions are cheaper by way of output
forfeiture than adjustments premised on tax incrdmeMcManus, Ozkan, and Trzeciakiewicz (2018)
demonstrated that the credit channel if credit tangs are not only infrequently binding but also
endogenous in supporting the propagation of fipolity shocks can be substantial.

There are strands of theoretical and empirical esin research that study the factors that can tafifec
performance, effectiveness, or the nature of theafipolicy. Conesa and Garriga (2008) demonstitiztd
the optimal design of a social security reformeet$ significant welfare gains attributable to éases in
the distortion of labour supply. Lewis (2012) exaed the ratings of public bonds for the period nagg
from 1996 to 2009 and observed that term limitsaua@irably affect a state’s fiscal performance tésgilin
lower bond ratings. Goolsbee (2001) examined tliectf of electronic commerce on fiscal policy and
observed that the potential losses are modestseveral years in the future. Kaminsky, Reinhart, ®égh
(2004) examined a sample of 104 countries and wbdethe procyclicality of net capital inflows, the
procyclicality of fiscal policy, and that eras ofaptal inflows are correlated with expansionary
macroeconomic policies together with the findingattleras of capital outflows are associated with
contractionary macroeconomic policies for most @faloping nations. Our study is related to thiargdrof
literature given that it examines a factor that capact fiscal policy. And by examining how privateney
could likely interfere with the government'’s ahiltio impact the national output through the mardapah of
fiscal policy, this differs from other factors thave been studied in contemporary economic relsearc

2.2.  Private Money

Several authors have worked on exploring issuescegsd with the usage of cryptocurrencies in
relation to regulations and regulatory frameworksautman (2018) analyses the greater comprehe$ion
the constant struggle of the law and regulationsetep pace with the speed of technological advaantsn
Seng and Yew (2015) explored the economics of ih@ntial reporting of Bitcoin, applied accounting
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principles to the understanding of Bitcoin valuatiand strives to add value to the thinking proaeisich
may help accounting bodies issue an interpretatiditcoin reporting.

There also subsists an enlarging availability oblghed work that examines methodically the
motivations, serviceability, and practicality ofesjific cryptocurrencies. Leshno and Strack (202&)ghate
Bitcoin as a payment system that fulfills the clotegstics of uniqueness, confidentiality, and ahsence of
unreal identities. Garratt and Van Oordt (2019)neix& how double-spending attacks can be eliminbyed
cryptocurrency particularly mining equipment. BjaBisiere, Bouvard, and Casamatta (2019) examine
equilibria in consensus protocols of cryptocurrea@uch as Bitcoin and research Bitcoin’s accditabs
a payment system. Ebrahimi, Routledge, and Zetlited (2019) evaluate solid proof-of-work protodols
blockchain-based distributed ledgers, and CongH®@2019) examine how competition could be affected
by the presence of decentralized consensus thatplkemented through the application of a distrildute
ledger technology. Prat and Walter (2018) forethst computing capability of the Bitcoin network, by
applying the Bitcoin-Dollar exchange rate. Hubermasshno, and Moallemi (2017) analyses the origdmat
of revenue in the Bitcoin system.

There are strands of literature that examine tlheraation between cryptocurrencies and monetary
policy. Schilling and Uhlig (2018) focus on the @otial outcome that can result from a cryptocuryenc
competing with public money. Fernandez-Villaveraed Sanches (2016), as well as Chiu and Koeppl
(2019), examine monetary policy and currency rivatithin the context of a Lagos-Wright framework.
Benigno, Schilling, and Uhlig (2021) analysed a “weowintry economy characterized by a global
cryptocurrency and two-state currencies, in a cetepiarket and also emphasized the irreconcikglmfit
the classic impossible trinity. In a different spudBenigno (2019) focused on a one-country model an
perceived that given the existence of competitioramating from cryptocurrencies, the central bank ca
confront constraints on inflation and interest safehe government currency continues to perfdamale as
a medium of exchange.

Despite these numerous publications on cryptocaresrand fiscal policy, no effort has been made to
demonstrate how private money could impact the lméif)ies of a government to implement its fiscal
policies. Hence, we differ from the large swathestfdies above that have been conducted in bathl fis
policy and private money by examining the consegesrof cryptocurrency’s unregulated existence en th
government’s fiscal policy. Our framework focuses low an increase in the adoption of private money
could trigger drastic consequences for a counfiigsal policy if no measures are instituted to ailrthe
growth in the dominance of cryptocurrencies.

3. Research Methodology and Models

3.1 General Framework:

We analyse an infinitely lived economy of a singleuntry operating under perfect market conditions,
featuring one state currency together with one guieged cryptocurrency in the absence of uncerégint
The economy comprises many identical firms thatpaiee takers and several identical householdsatet
also price takers. The inputs required for produrctio take place include capital (K), labour (Lhda
technology (A). Output is divided among investme(ii3, private good@Cf), and public goodftg).
Labour and capital are paid their nominal pricéaeng seek to maximize profits and Households mazeémi
their utility function from the consumption of aftion of the output of the economy. Payments ¢tofa of
production are implemented in the national currembijle returns can be earned in investments in buogh
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state money and the unregulated cryptocurrencylidPgdods result from government’s expenditure,alihi
the government finances by imposing lump-sum taxekissuing bonds.

3.2 Assumptions:
Assumption 1 — Behaviour of Firms

We assume that the market for private goods isachenzed by perfect competition. Therefore, firane
identical, make zero economic profits, and areeptakers. The representative firm hires labour capital

to produce a goody, the price of which i#.. Labour and capital are paid nominal wag#’s, and nominal
interest rateR,, respectively. The representative firm maximizedifs, T, , in each period bounded by the
constraints specified by the production functiohefiefore, the following equation holds.

m: = BY; — WL — PR(K;

The representative firm produces a godd,, using the Cobb-Douglas production function, his
specified as follows:

Y, =AK*L™® o< a <1

Furthermore, we assume that technology or totalofaproductivity, A, is constant and the production
function is increasing and concave.

Assumption 2 — Behaviour of Households

We make the following assumptions about the pomratousehold, and labour supply. Households are
homogenous. Households own the factors of produdabour and capital and rent it out to firms on a
period-by-period basis and receive compensationsnainal wageW,, on unit labour supply,: = 1, and a
nominal rentR;.

Households own firms and manage the firm's capitatonsistency with the law of motion for capithd.
other words, the household investlg, to replenish the capitdd;K; that is lost through depreciation.
Therefore, the following equation holds.

Kipr = (1 = 89K, + I'lc(

The Households’ capital respects the “time to Builwhstraint. Therefore, Households’ real returrcapital
can be expressed as follows: t;= 1 +R; - &;

Households also invest in the bonds issued bydkiergment and in any given period t, the amouiittoofds
held is denoted byB;.

Households maximize their utility and the repreatwt household maximizes the value of U
=XiZo B'u(CY, C7)

Where,sz Demand for private goods, aﬁﬁ = Demand for public goods

u(*) is the specific or instantaneous utility fuonotof the representative household

The population and the number of households ammalared to 1 and assumed to grow exogenously at the
rate of 0. The labour supply is normalized to 1 #vete is no disutility from working. Labour is pectly
divisible

The specific utility function, u(e), features twogaments, which are the demand for private goodsthe
demand for public goods. We assume an increasidgancave instantaneous utility function with dans
relative risk aversion.

For simplicity, u(e) is a power utility function itne arguments:
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. .~1-b
u(Cl) = Z?:oﬁ (C{)1 ,where B> 0 and b# 1. Also i = (p,g)

Where,C%z consumption or demand for private or public godtls Prices in period t

Assumption 3 — Fiscal Policy of the Government

Here, we make assumptions about the fiscal poliofethe government. The government implements its
fiscal policy through taxation, borrowing, makingmp-sum transfers to the households, and making

provisions for public goods. The public gooﬂg, and lump-sum transferX, , are financed by lump-sum

taxes,tW,L; , on wages earned by the household and by borgothimugh the issuance of bondg, For

the sake of simplicity, we assumed that taxes eveed only on wages. Public goods result from the
government’s purchases and are freely availabf®tseholds.

The government is only able to levy taxes on tloenme earned in the national currency and can @slyel
bonds in the national currency. We make this astomm@bout taxes given available evidence about the
growing challenges to the government’s ability d& income generated in cryptocurrencies. For exampl
the US treasury department reported that Crypteogy has indeed posed a major detection challepge b
enabling unlawful transactions including tax evasi@nd also reported that around 80% of the Uriitates
tax deficit is a result of underreported revenuatipularly amongst the very rich ones who hideirthe
revenues in opaque structures (Lacurci, 2021). efbex, we can specify the following equation foisth
economyCf + X.=tW,L.+ B,

Assumption 4 — Private Money and Public Money

We make the following assumptions about private pndlic monies. In this economy, both the national
currency and the cryptocurrency are applied in egoa transactions and are also used for transtgrrin
wealth (assets and incomes) across periods. Allew/age paid in the national currency and firmsdssu
securities for raising capital in the national emagy only.

The sum of households’ nominal consumption, nevetalssldings, and nominal money balances (of both
private and public money) must be equal to the siitheir nominal incomes (in both private and pabli
money), their initial asset holdings, and initi@inmnal money balances. We assume that the repatisent
household must enter the period with enough nonmmaley balances of both private and public money to
pay for consumption consistent with the cash-inaamde model. Given these assumptions, the following
equation holds to be vali®CP+ M, ; + Mgp1+ By + PIK =(1-)W, L + R{P K+ (1+0)B; + My + (1 +
rtm)mt + Xt

We assume that private money can be convertedpudtic money at a variable conversion ratig, such
that: niM;= m;

Finally, we assume that the supply of private mooegryptocurrency, m, and public money, M, is give

The motivation for this assumption is to give rofon abstracting from monetary policy issues andufoc
primarily on fiscal policy issues.

4. Results and Discussions
4.1 MAIN RESULTS
Proposition T Government purchases are decreasing with theasirg adoption of cryptocurrency

Assuming no uncertainties, perfectly competitiverkats, household utility maximization, and
usage of public money and cryptocurrency then teséhold optimal demand for public goods and by
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extension government purchases is decreasing inimagtments in cryptocurrencies but increasinthan
income earned from cryptocurrencies.

So, while a growing usage of cryptocurrency negdyiimpacts the government’s fiscal policy
capabilities, this effect can be potentially neligesl by the tendency of income earned in investsén
cryptocurrency to have a favourable impact on ffectiveness of the fiscal policy. This is demoattd in
equation (C) below and the proof of which is aJaian the appendix. This is reasonable becausgctidn
of the income earned in cryptocurrencies findsviy back into the real economy and supports consamp
and production and ultimately enhancing the govemta revenue derivation from taxation. This kirfd o
feedback loop ensures that the state’s currendyemwiain the dominant currency. However, this caly be
the case as long as firms pay wages and issueitsescum the public currency. A development thah ca
substantially hurt the stabilization capabilitiektbe government through fiscal policies is the ainef
private firms’ usage of cryptocurrencies to pay asgnd raise capital to a significantly high degree

c- {(1 — )P AKILI™® + (@AK& L% §)PK¢ + rBe+ r®m; — (mep;—my) —
K P.K -
oty (V&tLE};' (1+1)PiKi+ (2410)By + (14+n)M¢ + r{"me — My q— My~ By — PKiyq )
(P)® = (A)
((Pt )b+ 1)

Proposition 2: Government revenue generated through taxation kemobwing is decreasing with the
increasing adoption of cryptocurrency

Assuming no uncertainties, perfectly competitiverkets, household utility maximization, and usage of
public and private money, then the revenue gergtayea government through taxation and borrowing is
increasing in income earned in the private mondydeareases in new investments in cryptocurrencies.

This is true because government purchases arecéiddny revenue raised through taxation and theigsu

of bonds. Thus, taxation and borrowing are poditieerrelated with government purchases. This idat
in equation (C) below and the proof of which is d&strated in the appendix as previously stated.

Ctg - {(1 = OPAKFLT" + (@AKE 'L % 8yPK, + reBe+ rf"m — (Mg —mg) — PKeyq + PK}

(P )% (WiL¢ + (1+1r9)PKe+ (2+41¢)By + (14+n)M¢ + 1{"m¢ — My q— Mg — Bryq— PeKegq ) )
t ( b-1 )

(Py) b +1

Also, from equation (1) in the appendix, we ha\m:tﬁtg + X =tW.L; + B;
Thus,
tW,L¢ + By = {(1 — @) AKFLE™ + (@AK{ ' Lt™% 8,)P K + riBe+ rf®my — (myy—my) — PKeyq + PK(}

b_
L (WeLe + A+r)PeKe+ (2+19)Be + (1+n)OM¢ + rf"me — Meyq— Meyq— Brya— PKess )

[ (P) v =
((Pt )b +1 )

+X; (Q)

4.2 DISCUSSIONS
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The acuteness of the potential problem posed bptacyrrencies to the fiscal policies of nations
cannot be overemphasized. The threat of cryptoccies to the integrity of a country’s fiscal policy
sustainable because of the high usefulness of anypiencies for tax evasion. Cryptocurrencies [Essse
some of the most crucial nature of the archetypgaahaven. Firstly, they do not operate within thafines
of any specific jurisdiction, and they are taxedhat source (Marian, 2013). In the second instageeiring
nature of cryptocurrency accounts is anonymity. Possibility of users maintaining an innumerable
number of online “wallets” to mine or execute trade Bitcoins devoid of ever furnishing any recazmg
information remains solidly intact (Marian, 2013hirdly, the growing predominance of cryptocurresscis
for the most part not reliant on the presence madricial institutions including banks. Cryptocurriescthus
appear to be invulnerable to the emerging intesnatitax anti-evasion programs. Overall, givennhture
of cryptocurrencies, they possess the capabitiiégrn out to be fantastic tax havens (Freemahl1P0

One of the factors that account for a cryptocuryenability to facilitate tax evasion is lax repod
requirements, according to tax experts. It has lme¢ed in the US that to the extent that the IR f&hort
of tracing crypto-related transactions or incomeswisuch are not reported by organizations, busisess
exchanges, and other counterparties or third partleere will be lost or unrecoverable taxationome
(Lacurci, 2021). The need to remedy lax reportimgdmes more crucial given that despite it being a
relatively tiny proportion of business revenue hé tmoment, cryptocurrency dealings are bound to
significantly rise in the next few years, partialjaunder the current broad-based financial accogpbrting
regime (US Treasury report as cited by Marian, 20A8 additional factor that facilitates a crypto@ncy’s
capacity to weaken the state’s tax collection aédiis that currently, existing anti-tax-evasioaaimanisms
do not possess the capabilities to successfullglwescryptocurrency-based tax circumvention. As an
instance, exchange-of-information treaties are net#vant, given that a cryptocurrency’s operati@s h
nothing to do with the presence of an autonomousdiction. As with currently prevailing instance$
offshore tax dodging, public authorities might gpjpitricate statistical scrutiny in an attempt tetett users
of a cryptocurrency account. Nevertheless, Mar018) noted that such techniques are only suitable
specific cases and cannot represent a systemaiioagh to addressing the problem.

The second factor that accounts for the fact thatthreat of cryptocurrencies to the integrity of a
country’s fiscal policy remains unwavering is thayptocurrencies are endowed with the potential to
motivate financial innovation, improve efficiencibg way of faster and cheaper payments and suppteme
financial inclusion (Chinoy, 2021). Other considemas that tend to sustain the tendency for crygt@ncy
to be influential on fiscal policy encompasses pihemotion of cryptocurrencies as a remedy to emgduri
challenges in financial ecosystems, ranging framaricial inclusion to inter-bank settlements in theney
market — even though minimal meticulous assessmkits fithess for purpose and feasibility has been
implemented, Digital currency governance consorticompendium report (2021). Fortunately, the
capabilities of any cryptocurrency appear to betédh in addition to the fact that there are wédyssthreat of
cryptocurrencies to fiscal policy can be mitigatédrst and foremost, cryptocurrencies have inherent
weaknesses. They are associated with infamous aHsésud, operational catastrophes, and security
fissures, together with allegations of its usage ilicit activities, He (2018). The result of my adel
demonstrates that there are positive feedbackteffeam increasing use of cryptocurrencies becatse
investors earn returns from cryptocurrencies, timgvitably have to channel a fraction back to the
mainstream economy or the public currency. Thisl kihfeedback loop ensures that the state’s cuyrefit
remain the dominant currency.

Secondly, cryptocurrencies tend to be responsivattempts by the government to curb its excesses.
Auer and Claessens (2018) evaluated the actualvioeimaof cryptocurrency markets in reaction to
regulation and observed that notwithstanding theunbary-less and peer-to-peer characteristic of
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cryptocurrencies, regulatory measures and newstefhpal regulatory measures have a robust impathe
markets for cryptocurrency. Consistent with theaid®f mitigating the threats of private money, the
innovation inherent in the very nature of Bitcomaviable tool for tax evasion will necessitatengiering
policymaking. Marian (2013) elaborated on why remedsuch as targeting business intermediaries that
clear the way for transactions undertaken usingoBis may be apposite, even though there is unegrta
about the degree to which they can be implememéttiough there is an absence of involvement of
traditional financial institutions in the exchangé cryptocurrencies, it appears that as cryptoasies
continue to gain ground, some sort of web-basedrnmdiaries will certainly arise across the market
landscape. Likely, web sites that enable the exgharf cryptocurrencies to national legal tender levou
carry useful information about its account ownersmake possible the exchange. The regulation df suc
intermediaries by the tax authorities applying g@me approach by which they traditionally regulate
financial intermediaries might be practicable. Hoere regulation is solely beneficial when cryptaoemcies
can be exchanged for national currencies. Thereftwnsactions that are completely executed in
cryptocurrencies avoid such regulation. Theordgical is believed that in the event of cryptocuncees
gaining wide acceptance in a way that makes itiplestor taxpayers to conduct the entirety of thaaily
transactions in a cryptocurrency, taxpayers cootdlly avoid national currencies and evade repgrtin
income (Kashmir Hill, 2013). A Telegraph staff (3)hinted that the German government had put fatwar
the idea of taxing Bitcoins as capital assets. vevipusly mentioned, implementing such a strategula/
solely be important for point-of-exchange transawdj for which cryptocurrency users willingly digel
their income from beneath their blanket of cyberrgey (Marian, 2013). More radical approaches takee

the rise in the pre-eminence of cryptocurrenciegoisoperate against cryptocurrency users and/or to
implement an outright ban on its usage. If such ethod were to be implemented, legislators could
potentially strive to dampen the enthusiasm sumowgncryptocurrencies by precluding the implemeatat

of transactions in cryptocurrencies. While suchagproach falls short of accosting the matter of tax
circumvention explicitly, inhibiting payments inygtocurrencies could undermine the liquidity antleeof
cryptocurrencies, and as a result, undermine #fgctiveness for tax-evasion objectives. Suchroatting
approaches could likely metamorphose into the emo%f social privileges that come along with
cryptocurrencies (Plassaras, 2013). One country itn@lemented an outright ban on the usage of
cryptocurrencies within its jurisdiction in Nigeri®n the other hand, Venezuela attempted to aggedss
support the usage of cryptocurrency within itsgdiction in the wake of the precipitous collapseitsf
national currency. There could be plausible factbed support the necessity to allow cryptocurrendo
freely circulate, even though they are equally igpin facilitating illegal transactions. In the&l analysis,
We believe that consideration for one or more efgblutions proposed above could be an interestaygto
initiate deliberations for the most appropriate rapphes to implement fiscal policy in the face df/gte
money reality.

5. Conclusions

Starting from a general framework and based oraiceassumptions, we analyse a one-country economy
featuring a cryptocurrency and a national currerégr the standard situation in which there are no
uncertainties, perfectly competitive markets, atiityimaximization by households from the consuiopt
of both private and public goods and usage of bla¢hcrypto and national currencies in an economy fo
certain purposes, we demonstrated that governmechases are decreasing with increasing households’
adoption of cryptocurrency but increasing with tarirns in private money. we discussed the poggiliilat
the fiscal policy of a government stands a char@noountering a substantial reduction in its d@ff@eness
if private money is allowed to coexist with publiconey devoid of any restrictions and we chronicled
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potential ways the over exuberance of cryptocuresncan be clamped down. In the appendix, we
demonstrated our results by specifying the houséhaptimal behaviour, the firm’s profit-maximizing
behaviour, and the general equilibrium. We,, themesfconclude that the incorporation of unrestdaisage

of a cryptocurrency in an economy may substantiadlyact the landscape of a nation’s fiscal pollmyt, this
unfavourable impact can also be potentially neizedl by positive feedback effects that can emafrate
returns earned on a cryptocurrency.
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8. APPENDIX

8.1 Proof of Main Results

8.1.1 Optimal Household’s Behavior

Households derive utility from the consumption of both private and public goods.

The households’ optimization problem is to maximize their utility subject to income constraints.
« t P 8

Max U =),¢=o Bru( C¢, CY)

Subject to:

CP + X¢= tWiL¢+ By &)
PtCF # Mgy + Mepq+ Beyg + PAE = WL + RePKer 419Be + Mer(1 + rf)me + X @)
Kip1=(1 — 8)K¢ + I¥ 3)
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n¢Me=my @)

Rearranging equation (3), we have the following equation:

I¥ =K1 — Ke + 8K, (5a)

— tWL; = B, — C¥ — X, (5b)

Substituting equations (4), (5a) and (5b) in equation (2), we have:

PeCp+Meyq + Megg+ Beyy + P(Kepr — Ki + 8Ky ) = Wik + R(PK+@+rpBe + (1 + ng M + rfmy —Cc¢
PtC;t)’f M1+ Mepr+ Beyq + PKegq = Welp + RePKe + P Ky — 8PK + @+rpBe + (1 + n) My + r"my
_Ctg

P.CP+C§ + Mgy + Meyq+ Bryg + PKeyq = WiLe +PKe(1 + Ry — 8) + @+rpBi + (1 + n) M +r"m,
(6)

Substituting the household’s real return on capital equation: 1 + I'y =1 + Rt - 8t in equation (6), we have the following.

Ptcg + Ctg + Meg1 + Megq+ Bepg + PKgq = WL + @+rpP K+ @+rpBe + (1 + ng) Mg + 1" my
(7

Now, we can re-write a simplified version of the household’s utility maximization problem as follows.

Max U =Y5 o Btu(CP, C¥)

Subject to:

PtCF + Cg + Megq + My g+ Beyg + PKiyq = Wil + @419 PiK e+ 2419Bg + (1 4+ n) M + 1" my

We set up the Lagrangean equation as follows:

L= 2o Btu(Cl, C8) + A{WiL + 1+r9P K+ @+r0Bg + (1 + n)M¢ + rm, —P,CP — C8 — M4
— Meyq — Beyr — PiKra} (®)

The first order conditions are as follows:

JL -b
E: Bt(Cf) — PAc =0 9)

OL _nt(8)7P
a_cgﬁ(ct) — A =0 10)
From equation (9), we have
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Bt(cg)_b = P

1
p_ Bt )5
Ce = ( P At (a1

Also, from equation (10), we have

BH(CE) "~ A

1
t b
ot ()

Substituting for CE and Cg in the budget constraint, the following results

t l t l

b b

Pt ( P B}\ ) + ( i ) + Ivlt+1 + IIlt+1+ Bt+1 + Pth+1 = thLt + (1+I't)Pth+ (2+I‘t)Bt + (1 I’lt)Mt +
tMt t

rifmg (13)

1
£ \b 1
= (Pt ( 3 ) + (Bt)b >+ M1 + Meyq+ Beyq + PKeyq = Wik + @+rpP K+ @+r9Be + (1 + ne )M +

1
t A 1
i<Pt ( 3 )b + (Bt)g> =(WeLe + (1 +1)PKe+ 2+ 1B + (1+n)M¢ + ri"m —

Mt+1— mt+1— Bt+1— PtKt+1

1 )

t 1 =

<Pt ( PB )b + (Bt)5>=7\‘§(WtLt + (1+r)PK+ 2+1)B; + (1 +n)M; + r’'m; —
t

Mt+1— mt+1— Bt+1— PtKt+1

(ro ()

"~ (WiLe + (1+10)PeKe+ (2410)Be + (14+n)M¢ + r®'m¢ — Meyq— Mey1— Bryq— PeKegr )

1
b
t
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t & 1 ¥
(ot

l(WtLt + (1+r)PKe+ (2+10)Bt + (1+n)M¢ + rf®m¢ — Myq— Megq— Bepq— PeKeyq )

—

A = (14)

e —

Substituting }\t for the expression in equation (14) in equations (11) and (12), the following results:

o'l

cP. ( Bt ) (WeLe + (1+70)PeKe+ (2+476)Be + (L+n)Me + 1" M — Mpy1— Mey1— Beya— PeKesa )
t - P 1
t

Pt( Pﬁ: )B+ # t)%

(WeLi + (147)PeKe+ (2410)By + (14n)My + 1{"my — Mey1— Miy1— Bry1— PeKigq ) (15)
-1
((Pt )b +1 )

()
(i)

1
~
el

- =
N——
o'l R

Also,

[ ]

t)% | (WiLe + (1470)PeKe+ (24710) By + (14+n)My + 1{"my — Myyq— Migpq— Bry1— PeKiqq )

(P J

=8

(WeLi + (147)PeKe+ (2410)By + (14n)Mg + 1r{"my — Myyq— Miy1— Bry1— PeKiyq ) (16)
-1
((Pt )b +1 )

Equations (15) and (16) are the optimal consumption of private and public goods that maximizes the utility for the representative

Ce=

household.
8.1.2 Optimal Behavior of the Firm

Firms seek to maximize their profits in this economy. Given the assumption of perfectly competitive markets, firms make zero economic

profits. Effectively firms seek to attain the maximum economic profits of zero.

Max T[t = Pth - WtLt - PthKt 17)
Subject to
Y, =AKLI™® o< a <1 (18)

When we substitute Yy for AKE LI~
_ arl—a
Max T[t = PtAKt Lt - WtLt - PthKt
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The first order conditions are:

I _ P AKE LI — PR, =0
9K,

‘;—::: (1 — Q)PAKEL® — W, =0

iy - -
Given a_Kt =P AKILI™® — PR; =0, we have:
t

O(PtAKg_lL%_a = Pth

a—1__ PtRe
t T aPALIT

a-1__Re
t ToaaLit®
_ a—1y71-«a
Ri= aAKY "Lt (19)

Substituting Rt for (XAKgc_lL%_a in the equation for the household’s real return on capital: 1 + I't = 1 + Rt - 8t , we have the

following expression.

1+Te=1+AKE LI« 8, (20)
Given that % = (1 — @) PAK{L* — W, =0, we have:

t
W; = (1 — a) LAKZLT® (1)

8.1.3 General Equilibrium

At the general equilibrium, we can postulate that the following statements hold.

The labor supply, L = 1
The profits, Tty , of the representative firm given competitive market conditions = 0

Given our assumption that public money is introduced through lump-sum transfers to consumers, then in equilibrium, Mt+1 =
M, + X;

The sum of the aggregate households’ optimal demand or consumption and aggregate households’ investment is equal to the

aggregate optimal output. Therefore, we have the following expression:

CE‘}' Ctg+ It:Yt
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Where, It is equal to the aggregate of the households’ investment in firms’ capital, government bonds and crypto currencies.

Thus, we have the following expression:
PtCF + Cg + mt+1 - mt + Pth+1 - Pth = WtLt + I'tPth-l- I'tBt + I‘{nmt (22)

We understand from the equation for the household’s real return on capital invested in firms that: 1 + I't = 1 + Rt - 8t , thus we have:
re=Re- 8
Therefore, substituting for the real return on capital in equation (22), we have the following expression:

PtCF +Ctg +Meyp—Me +PKeyq — PKy = WL+ Re-8pP K +rBe+r{"my (23)

Given equations (19) and (21) if we substitute Ry for tAK®™TLI™% ang W for (1-0) LAKZL; % in equation (23), we have the

following expression:

P.CP + CP + myy—mg + PKiyy — PK; = (1 — )PAKFLI® + @AKF LI §)P K, +

rBi+ ri"m; (24)
PCP +CE+= (1 — )PAKII® +  (@AKE L% §yPK; + B¢+ r"m, — (Myy—my) —
PiKiy1 + PKi (25)

Ctg ={(1- O‘)PtAK'(cXL%_a + (O(AKg_lL}c_a' 80P K¢ + B+ ri"my — (mey;—my) — PKeyq + PKi}

-PCP (26)

If we substitute CE for the expression below:

1

( 1 )5 (WLt + (14+19)PiKe+ (2411)Be + (14n)M¢ + r{®my — Mgy q— Megq— Brag— PeKeqq )
P b-1

((Pt) b + 1)

,the following results:
t

Cg ={(1- a)PtAKgL%_a + (O‘AKg_lL%_a' 80P K¢ + rBe+ r{"my — (myy;—my) — PKeyq + PK 3

1
P ( 1 )5 (WLt + (1+19)PKe+ 2+1r9)By + (14n)M¢ + rf'm¢ — Mgy — Meyq— Beys— PeKeys )
-1t b-1
Pe ((pt Y b +1 )

CE={(1 — YPAKILI™® + (@AKE A~ % §)PK, + 1B+ rPm; — (myp—my) — PKipq + PK}-

b_
(P )Tl (WL + (1+1r)PeKe+ 2+1)Be + (1+n)Mg + r{"mg — Meyq— My q— Bryg— PeKiyq )
t

b-—1
<(Pt )b +1 )

27
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Equation (27) is the demand for public goods at the general equilibrium.
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