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Abstract

This study tried to examine econometric analysis of local community’s
perception towards protected area management in the case of Borena Sayint
National park. Specifically, the study aims to estimate the direct economic
value of natural forest, response on the indirect and option values and,
econometric analysis of local community’s perception and/or attitude
measured based on use value index. The research was conducted in Borena
and Mehal Saynt Woredas with severe deforestation and biodiversity loss.
Cross sectional research design and stratified-random sampling method were
used, followingagroclimatic zonation technique. Primary and secondary data
were collected fromvarious sources. Data were gathered froma gross total of
396 respondents. Household survey with 360 interviewees using
questionnaire, key informants interview with 21 using checklist and, focus
group discussion with 15 target individuals using guiding questions.
Secondary data obtained from published and unpublished materials, i.e.
books, journals and reports, were used. Analysis was performed using
analytical tools, descriptive and order logistic regression econometric model
in particular. Descriptive analyses tell us to understand the rank of
community priorities of the direct, indirect and option benefits. From the
direct benefits, honey, livestock, job opportunity, wood, farm tools, housing
poles, tourism, timber, hunted meat, medicine, biodiversity, fruit, coffee
orderly have been listed from the highest to lowest local community benefits.
Similarly, common pole, biodiversity, water source, community heritage,
medicine, robbery, wood fuel, carbon sequestration, tourism, livestock feed
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are orderly selected as their highest to lowest benefits among direct and
option benefits. Hence, Local community prefers indirect benefit of park than
direct benefits. The econometric analysis of local community‘s perceptions
towards protected area management of the natural forest, ‘Denkoro-Chaga’
in English means “Deaf-Forest”. Information obtained from order logistic
regression (Ologit) based onresponse rate of households to infer the intrinsic
value showed consistency between perception, selective socioeconomic and
location variables. This implies that education, married, old-aged and
location-2 as most important factors that respondents agreed with significant
degree, and hence the most constructive idea to enhance local community's
perception in view of major conservation plans. Reputedly, family base
awareness creation with formal and informal education, and other media
should be done in core area, buffer zone, transitional zone areas of
conservation of natural forest along with take full advantage of local
community benefits.

Keywords: econometric analysis, local community perception, protected forest,
Borena-Saynt National Park

1. Introduction
1.1. Background of the Study

The government of Ethiopia has given courtesy for enhancing environmental value in
wide-ranging by launching the campaign of green finger print. The environmental
issue has been noticeably described in the country’s constitution as government shall
struggle to ensure that all citizens in the country live in healthy environment, people
have full right to participate on the design of environmental activities, government
and citizens shall have the obligation to protect environmental damages (Ethiopian
Wildlife Conservation Authority, 2014). However, Borena Sayint National Park has
been a prolonging devastated by degradation and deforestation area for decades even
though the park was legally protected (established). Some researches were
conducted related research to identify the problem of the parks. Among them, lack of
community participation had been one of the bottlenecks that protected areas have
been faced (Amogne, 2014). Borena Sayint National park is the hub of water spring
and one of the greatest sources of Abay River and the lively hood of millions of local
people but nobody gives attention as such. Furthermore, there have not been
consistent approaches of conservation practices all over the country’s national parks
e.g. the Semien Mountain has design strategy such as the establishment of a zoning
scheme, with different levels of restricted access for community grazing in core zone,
limited use zone, and multiple use zones (Lakew et al., 2007) but such strategy has
not been designed in Borena-Saynt National Park of Ethiopia. Nevertheless, the
economic dimension of the park has not been addressed by previous researchers.
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There are many critiques that Ethiopia has lost natural forests (and inhabited
biodiversity) which cannotbe determined by the amount of forestin market value but
it has rather non market values. The effect of deforestation is not easily reversible
because many species would be lost. Different measures have been taken for different
problematic areas (Nyongesa et al, 2016; PaDPA, 2006). Scrutiny of the social,
economic, and environmental aspects of local community will be the prominent
findings for the sustainable development of the natural resources on national parks.
Hence, understanding the local community‘s attitude and perception will have
significant impact on preserving Borena Sayint National Park. Likert scale is the
paramount measurement to analyze the perception and attitude test of the local
community’s household in particular. Certainly, it can measure the level of household
agreement responses to understand their perception and attitude on natural resource
conservation (Guthiga, 2008).

In turn, studies in some other areas have now been attested that community’s

perception and attitude (voluntariness) for conservation of natural forests with
significant contribution. To this end, no studies have been conducted on perception

and attitude of local community with econometric model. This together with the lack
to a-full-fledge scale analysis on the determinants of Local community’s perception
and attitude towards protecting national parkof Borena-Saynt National Park, Amhara

Region, Ethiopia for conservation works in protected areas; as yet, there have notbeen

a-steppingstone research attempt, and hence, difficult to ensure sustainable park
developmentand effective conservation activities in core, buffer and transitional areas.

This study was, consequently, contributed to fill information gaps in terms of local
community’s perception and attitude level in the Borena-Saynt National Park of
Ethiopia.

1.2. Objectives of the Study

The general objective of the study was to examine econometric analysis of local
community’s perception towards protected area management in the case of Borena
Sayint National park. Specifically, the study aims to estimate the direct economicvalue
of natural forest, response on the indirect and option values and, econometric analysis
of local community’s perception and/or attitude measured based on use value index.

2.Research Methodology
2.1.Research Design

In this study, cross-sectional research design was used, because it attempts to
investigate the relationship between variables at a point in time. The survey work
held depending on the characteristics of the population, sample, the type of question,
the response rate, the cost and time. The research applied a-stratified proportional
sampling method by random technique. This was made after identifying the target
Woredas. Based on the criterion of adjacent to the natural forest and conservation
practice, 11 kebeles in the study area were stratified in to three. According to Borena-
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Saynt National park (2017) reported that Jelesa, Anferfra, Dega hawi, Dega-Dibi, and
Janiberu as one stratum. The assumption was that people who areliving in these areas
have better conservational practices and they have still lived friendly with remnant
natural forest. The second stratum was kebeles PAs who have medium conservational
practices. These are Kotet, Abu and Miskabe. The third stratum was Wozedi, Samagn,
Libanos, and Chirkose. These kebeles were chosen with the prior consent that
previous researchers had already mentioned as critical sites where deforestation and
land degradation been more severe compared to other strata in the park. Likewise, by
using second stage sampling selection techniques, all kebeles found adjacent to the
natural forest were included from two Woredas. Because, Kebeles found adjacent to
the natural forest (Denkoro Chaka), have direct and significant effects on long term
natural forest protection. Therefore, nearby kebeles Chirkose, Anferfra, Jelesa, Dega
hawi, Dega dibi, Abu, janaberu and Mskabea are found in Borena Woreda, whereas
Kotet, Samagn and Wozedifound in Mehal Saynt Woreda.

2.2.Sampling Method and Technique

The study takes one representative Kebele from each stratum with simple random
lottery system. Janiberu, Kotet and Wozedi kebeles were selected among three strata.
Thus, sampling frame can be easily established. The sample frame represents all the
household head in three randomized selected kebeles. Households head were listed
from three Kebeles before with drawl the respondents’ lottery to satisfy
randomization. After the registration of household head as the sample frame, the
study uses formula to minimize sampling errors. Thus, it takes the standardize
formula of Yemane (1967) to satisfy the sample size determination.

n= TN Where n=number of households to be studied N=Total household

in Woreda, e=Margin of error (5%). Sample selection of the particular respondent also

was equal chance by randomization techniques.n = — B8 _ 360, Hence, the
1+3518(.05)2

study collected data from 360 respondents and three schemes of Wozedi, Kotet, and

Janiberu Kebeles based on the above formula and each scheme’s population

proportionality.
2.3.Data Sources

Primary data: The face to face data collection was executed by these enumerators.
Interviewer bias and resource expensiveness were expected and it was minimized
(Carson, 2000). Subsequently, three data enumerators were recruited from the
Woreda to each of the kebeles. The selected enumerators were initially trained on the
necessary skill and approach. Mode of data collection was held in Amharic language
that was appropriating for the local people and enumerators. Besides, focus group
discussion was another qualitative method of data collection which was used in this
study. One focus group discussion was held from three kebeles with selected
participants.
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Secondary Data Sources: The major secondary sources of data were utilized during
the study. These are books and periodicals, articles which are related to challenges of
park managements, seminar papers, conference proceedings, previous research
works of Master’s thesis and PhD dissertations as well as socioeconomic and park
related studies, including relevant documents and project reports from different
institutions.

2.4.Data Collection

Procedures: Probability sampling procedures provide survey with straight forward
way to generalize from the responses of alternative small number of to much larger
population (Mitchel and Carson, 1988). Initially, based on the nature of this study, two
stage sampling was applied to determine the study area. Hence, as natural forest
Denkoro Chaka is found in Borena and Mehal Saynt. Therefore, the Woredas were
grouped in two subgroups. Borena and Mehal Saynt Wordas were grouped in first sub
group and Saynt Woreda only in another second sub group because availability and
non-availability of the natural forest is the criteria of grouping the first stage
sampling. Hence, the study selected the first sub group Borena and Mehal Saynt
Woreda with first stage sampling among three Woredas.

The data were also collected from focus group discussion. Questioners in the form of
structured and semi structured in group discussion. Focus group discussion was held
on some purposively selected groups including Kebele, Woredas, and Park
administrators.

2.5.Data Analysais

Dataanalysis was conducted in the following various methods and techniques. On top,
descriptive statistical methods, SPSS Ver. 16, were used to analyses frequency
distribution pattern of respondents in the study area. Random choice method was
also applied to analyses the determinants of households in view of local community’s
perception and attitude, conservation practices and willingness to pay for natural
forest.

The study used econometric models to explain the contribution and willingness to
pay for local community for natural forest conservation. Study was applying ordered
logistic regression, multinomial logistic regression, and bivariate probit model. The
study correspondingly categorizes the dependent variable (attitude and perception
score) in to five Likert scale in order to explain the attitude of the community regard
to willingness to pay money and labour vehicles for meaning full policy implication
with respect to independent variables such as sex, education, age, marital status and
location of the study. Since the response of respondents is arranged in order (strongly
disagree, disagree, neutral, agree, and strongly agree). Therefore, Ologit explained the
preferences and attitudes of local community towards forest restoration or
conservation while the Mlogit model is expected to examine forest conservation
practices of household heads. Since the main goal of the study is explaining the
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willingness to pay money and labour vehicles so that bivariate probit mode is
analyzed and by command of Stata 14 that can explain the result of double bounded
dichotomous model.

3.Resultand Discussion
3.1. Demographic Characteristics of Respondents

Demographic characteristics of the variables were analyzed based on their socio
economic impacts. Out of proposed respondents randomly selected respondents 98%
(352) were collected and the rest of 2% (8) were included from contingency
questionnaires. Of the total respondents 299 (83%) and 61 (17%) were male and
female household heads respectively. Of the total sample size 30% is found in location
2 of Borena Woreda and some of the basic variables evaluated as follow.

The working age consists of the population group between 15-64 years old. The total
working age is 2.93 (58.6%) of the total household. Of the total working age group
1.453 (49.6%) is male whereas 1.48 (50.5%) is female. The productive age group is
highly helpful for the country’s economic development such a conservation practices.
This data is estimated to be approached the national survey estimation. Inter-censual
Population Survey (ICPS) revealed that the population belonging to the working age
category has reached 55.4% of the total national population of the country (CSA,
2012). Therefore, the total respondents of the working age groups are found
proportional to the national statistics. Since the age has its own significant impact on
the most part of this natural forest conservation.

Similarly, CSA (2013) population projection indicates 88.3% illiterate rural
population is found to the age of 65+. But, the total illiterate population size is
reported in Ethiopia (41%) and Amhara (45%). However, the study indicates of 360
(37%, 35% 18%, 9%, 0.5%) in that order of not read and write, grade 1-4, 5-8, 9-10
and 11-12. However, the sample size of the study indicates that the illiteracy rate is
lower than both the nation (Ethiopia) and the Amhara Region but it has a proximate
result to the national data. However, the illiterate percentage of above 64 ages in the
study is 93.5%. Itis greater than the country’saverage (88%). Educationis one factor
unless we use properly.

The followingbox plot graph shows the status of educationin the study area with age,
sex and gender compositions.
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Figure 1: Box plot graph for age and education with male and female

This data is nearly to the national survey estimate. Inter-censual Population Survey
(ICPS) revealed that the population belonging to the working age category has
reached 55.4% of the total national population of the country (CSA, 2012). This may
leads to be as curse unless positive perception and attitude will be imposed. On
contrary, this demographic data will leads to the opportunity of protecting natural
forest. It is a matter of the management of the golden opportunity of the human
resources to achieve the goal of sustainable national park development.

3.2 Descriptive analyses of Economic Value of the Natural ForestResources

Indirect use, direct use and option values are the major economic value of the natural
resources. In the study area local community identified medicine, wood for fuel,
livestock feed, tourism revenue are direct economical values and theft and robbery,
common pole and community heritage are indirect and option value by adjusting
Likert scale responses. Similarly, Carbon sequestration, biodiversity, water and rain,
reducing ecological degradation are the indirect economic benefits. However,
understanding the economic value and benefits of the local community’s increases,
the probability to protect national forest conservation also increases in general.

3.2.1 DirectEconomic Value of Natural Forest

Local communities explain the direct, indirect and option values in different
perspective. Respondents responded that forest honey, livestock feed, Job
opportunity, wood for fuel, farm tools, housing poles ,tourism, wood for timber,
hunting meat, medicine, forest fruit and forest coffee are sources of income from the
highest to the lowest rank. This leads to increase the probability of develop positive
perception and attitude towards protecting the national park.
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This graph shows the average direct economic values of natural forest ranking by
local community,
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Figure 2: The direct benefits of natural forest with the highest graph to lowest rank

The above data indicate that among the direct benefits, honey, livestock, job
opportunity, wood, farmtools, housing poles, tourism, timber, hunted meat, medicine,
biodiversity, fruit, and coffee have been orderly listed from the highest to lowestlocal
community benefits.

3.2.2. Response on theindirectand option values

As we so it is said analyzing the understanding enhancement economic value of local
community, the probability to develop positive perception and attitude towards
protecting natural forest. Based on descriptive analyses respondent’s opinion
indicates that indirect use and option uses have better economical values than direct
uses of the economic benefits.

The followingbar graph shows the contrasted economic value of respondents among
the indirect and option values.

oo ©
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Figure 3: indirect and option economic benefits’ response graph from the lowest to
highest

The above graph describes as common pole, biodiversity, water source, community
heritage, medicine, robbery, wood fuel, carbon sequestration, tourism, livestock feed
are orderly selected as their highest to lowest benefits among direct and option
benefits. Hence, Local community prefers indirect benefit of park than direct benefits.

3.3 Econometricanalysis oflocal community’s Perception and Attitude

Brant Test of Parallel Regression Assumption was tested in the study. A significant
test statistic provides evidence that the parallel regression assumption has been
violated on it. But, we can deal with violation of parallel line assumption as one of the
best way. Therefore, do nothing and use ordered logistic regression because the
practical implications of violating this assumption are minimal (Afees, 2016).
Furthermore, analyzing attitude and perception of household head, Likert scale is the
best measurement. Certainly, it can measure the level of household agreement
responses to understand their perception and attitude on natural resource
conservation (Guthiga, 2008). Hence, the study categorizes the dependent variable
(attitude and perception score) in to five Likert scale in order to explain willingness
to pay money and labor vehicles for meaning full policy implication with respect to
independent variables such as sex, education, age, marital status and location of the
study. Since the response of respondents is arranged in order (strongly disagree,
disagree, neutral, agree, and strongly agree), the study uses order logistic regression.
Since it is ordinal, it doesn’t need base category among dependent variables so that
the study explains the agreement level of household head and estimates perception
and attitude of the local community at large towards Borena Sayint National Park
natural forest conservation.

o e
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Table 9: Shows the marginal effect of perception and attitude after ordered logistic
regression

Variables | Strongly Disagree Neutral Agree Strongly agree
disagree
dy/d | P>|z| | dy/d | P>|z| dy/d | P>|z| dy/d | P>|z| [ dy/d | P>|z|
X X X X X
Sex 0.002 | 0.72 0.016 | 0.73 0.006 | 0.74 - 0.73 - 0.74
0.015 0.009
Educatio | - 0.0%* | - 0.0+ | - 0.01** | 0.043 | 0.0*** [ 0.026 | 0.0***
n 0.005 0.047 0.018 | *
Age - 0.0%** | - 0.0%** | - 0.0%*** 0.012 | 0.0** | 0.007 | 0.0%**
0.001 0.013 0.005
Married - 0.08* | - 0.02* | - 0.01* [ 0.119 | 0.02* | 0.058 | 0.0***
0.016 0.134 | * 0.028 | * *
Location- | - 0.05*% | - 0.03* | - 0.08* 0.048 | 0.03* | 0.029 | 0.04*
2 0.005 | * 0.052 | * 0.020 * *
TLU 0.000 | 0.73 0.003 | 0.72 0.001 | 0.72 - 0.72 - 0.72
0.003 0.001
Y= 0.01733476 022794277 027416063 037615819 0.10440364

Note: *** ** and *significant at 1% and 5%, 10 % level, respectively.

Lcation2 indicates household heads lived in Borena Woreda of the study site
otherwise Mehal Sayint Woreda. As the above table indicates among those who
strongly disagree, disagree, neutral, agree and strongly agree cover the predicted
powerof 1.7% 22.8%, 27%, and 37.6% and 10.4% respectively. It is approaching with
the results of satisfied (44%), neutral (23%) dissatisfied (12%) and other no
respondent (25%) in the last study (Hua Yang et al, 2015). Explanatory variable age,
education, married status, location-2 are significant at 1%, 1%, 10% and 5%,
respectively but have expected negative sign when we go to strongly disagree. Except
married variable, other significant variables are the same result on its significant and
sign with the study of (Hua Yang et al.,, 2015). An increasing one class in education has
on average, the probability to decreased strongly disagreement by 0.5% for natural
forest conservation and protection. Like ways, as age increases by one year the
attitude and perception of household on average has the probability to reduce
strongly disagreement on conservation practices by 0.1%. Being married household
head has the probability to reduce strongly disagreement on average decreased by
1.6% for natural forest conservationand protection. Household that lived in location-
2 also has on average the probability to decrease strongly disagreement by 0.5%. This
indicates that educated, old aged, married and location-2 household have the
probability to become committed for natural forest conservation ‘Denkoro-Chaqa’
and protection in the study area than their counter parts.

On the disagreement option, household age, education, married status, location 2 are
also statistically significant at 1%, 1%, 5% and 5% and have expected negative sign
respectively. An increasing one class in education has the probability to decrease
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disagreement by 4.7% on natural forest conservationand protection. Similarly, as age
increases by one year the attitude and perception of household on average has the
probability to reduce disagreement on conservation practicesby 1.3%. Being married
household head has the probability to reduce disagreement on natural forest
conservation by 13.4%. Household that lived in location-2 also has the probability to
reduce disagree by 5.2%. This indicates that household head becomes educated, aged
married and household lived in (location-2) have the probability to become
committed for natural forest conservation and protection in Borena Saint National
Park..

On the no option or neutral responses, household age, education, married status, and
location-2 are significant at 1%, 1%, 1% and 10% have also negative expected sign
respectively. An increasing one class in education on average has the probability to
decrease neutral response on natural forest conservation by 1.8%. Meaning, as age
increases by one year the attitude and perception of household on average has the
probability to reduce neutral responses on conservation practices by 0.5%. Being
married household head has the probability to reduce neutral respondents from
natural forest conservation and protection decreased by 2.8%. Household that lived
in location-2 also has the probability to reduce neutral attitudes on average by 2%.

Household ages, education, marital status, location-2 were significant at 1%, 1%, 5%
and 5% with positive sign respectively when we go to agree responses. An increasing
one class in education on average has the probability to increase agree on natural
forest conservation and protection by 4.3 %. On similar way, as age increases by one
year the attitude and perception of household on conservation and protection of
natural forest on average has the probability to increase agreement by 1.2%. Being
married household head has on average the probability to increase agreement on
natural forest conservation is increased by 11.9%. Other things being constant,
household that lived in location-2 also on average has the probability to increase
agreement on natural forest conservationand protection by 4.8%. This indicates that
educated, aged, married and location-2 household heads have the probability to
become committed for natural forest conservationand protection in the study area.

The attitude and perception test, household age, education, married, household lives
in location-2 are statistically significant at 1%, 1%, 1% and 5% and positive expected
sigh when we go to strongly agree. An increasing one class in education has on
average the probability more likely to increase strongly agreed by 2.6% on natural
forest conservation and protection. The implication is that as age increases by one
year the attitude and perception of household on average has the probability to
increase strongly agree on natural forest conservation and protection by 0.7%. Being
married household head has on average the probability to increase strongly
agreement on natural forest conservation is 5.8%. Household that lived in location-2
also has the probability to increase strongly agreed by 2.9% on natural forest
conservation and protection. This also indicates educated, aged, married households

11



ISSN 2601-8659 (Print) European Journal of January June 2021
ISSN 2601-8667 (Online) Marketing and Economics Volume 4, Issue 1

and location-2 have on average the probability to more likely to become committed
for natural forest conservation and protection meant to Borena-Saynt National Park.

This finding is similar to Ratsimbazaf (2012) that the old respondents and the more
educated people were generally more aware about the ecosystem function of the
forest and were concerned about the consequences of completely clearing the forest
and they have strong positive perception and attitude towards natural forest
conservation. This study is also consistent with other studies where male household
head, aged and educated household head has the probability more likely to increase
agree and strong agree for natural forest conservation at 7%, 303 % 0.5%,
respectively (Lepetu, and Oladele, 2009). Therefore, the policy implication is very
clear on education, sex and age treatment. Other study also shared the result and the
significant of formal education and its role to change the attitude and perception was
central tools for highlighting central policy focus areas for natural resource
conservation (Snyman, 2014).

4. Conclusion and Recommendation
4.1.Conclusion

Descriptive analyses tell us to understand the basic relationship of the direct, indirect
and option benefits. Similarly, the study focused on the environmental enhancement
based on basic explanatory variables. Specifically, the study needs to examine local
community‘s perceptions and attitudes towards the protected area of the natural
forest as cornerstone. Hence, households ordered responses were analyzed by
ordered logistic regression to understand the local community perception and
attitude. Perception and attitude scores has derived from ordered responses of
strongly disagree, disagree, neutral, agree, and strongly agree.

The model of order logistic regression (Ologit) basically communicates us the
intrinsic value and consistency between perception and attitude of head of household
with selective socio economic explanatory variables in the study area. These analyses
make ship-shape to respondents to pay attention for the maximum conservation
practices in the study area. The result of ordered logistic regression tells us,
education, married, and location-2 have building the constructive attitude and
perception for major conservation policies such as establishing park, buffer zone,
Transitional zone , and conservation of natural forest along with take full advantage
oflocal community benefits. Therefore, local community’s perception and attitude are
basically determined by socio economic and locations. Hence, the blueprint of natural
forest conservation and protection is also determined by the constructive perception
and attitude of local community.

Despite the fact that BSP has millions of lively hood impact on the local people but
nobody still gives attention as compared to its tremendous advantages. The park is
also one of the largest sources of Abay. Geographically, it has sources of water, and
the hub of water spring. In addition, it is a source of many tributaries of Abay (Blue
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Nile) nevertheless nobody still do give attention. Geographically, the low land up to
high land weather conditions is found to be agglomerated in one area as identical as
the nature of industries. Hence, the unique- tourism characteristics are found and
available in this ecology. Similarly, historical and natural, it is the land of the hub of
the freedom (either spiritually or physical) is also found to be the eastern and western
Abay (Gion). Obviously Abay River is also the means of the lively hood of the people
of Ethiopia, Sudan and Egypt at large. Hence, it is a time of demanding for
communication, promotion among stake holders’ cooperation to bring regional,
nationally or internationally integration to protect this unique but unprovoked
national park at the source of the water as well.

5.Recommendation

Formal education has great policy implication to bring positive perception and
attitude on local communities towards the long term conservation practices in BSNP.
Environmental issues should be mainstreamed from the beginning of education cycle.
Mainstreaming shall be purposefully done and focused on the rank of highest to the
lowest direct, indirect, and option values (benefits) to persuade the local community.

Set up radio programs that can serve a number of communication functions including:
experience sharing among stake holders, enabling activelistening to find out farmers’
preferences, needs, opinions; raising awareness of services, events, or programs;
disseminating information and facilitating discussion about the information; hosting
campaigns on behavioural change to long term conservation. It should be installed
focused on the programed area.

Conservation needs long term and it is a process of changing human attitude and a
transferring of legacies from one generation to another generation. Hence, it should
be applied on the basis of local community socio economic interest.

Increasing economic opportunities to increase public awareness for natural forest
protection and conservation. This has the probability to develop a through time
inheritance value for generations by mainstreaming and capacitating on centre of
family institution in order to apply sustainable natural forest conservation as a best
strategy.

Natural forest protecting and restoring demands could be consultative and
participatory approach because of protection approach may have up raised a
potential conflictand pressure on natural forest.

The park development in general should be considered in all core areas, buffer zone
and transitional areas. Therefore, founding strong institutions on grass root level to
enhance the sustainable protection of the park as they save as a nucleolus of the main
park and it should be continuously forming the inter relation among core-buffer-and
transitional areas (around park areas to the historical and natural area of East Gojam;
East and West Gion) to resolve the problems.
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Building trust among local communities; establish equitable utilization of the natural
resources among local communities. Fascinated policies should be executed such as
compensation, expropriation, carbon trade, tourism, and park economic friendly
projects in general forlocal communities.

Other omitted perception and attitude determinant variables will be further studied.
Religion is one of the socio economic factors to determine the perception and attitude
of local community. It was not included in this study. Similarly, buffer zone and
transitional area of the local community’s perception and attitude is very important
for sustainable park development. Hence, should be for further studied.
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Abstract

The paper studies organizational support with respect to Human Resource
Management during the COVID-19 pandemic. It examines HRM initiatives
regarding changing injobs, working routine, workplaces, and remote working
conditions. The paper analyses how HR managers supported employees
during the pandemic and how top-management encouraged employee
wellbeing. It also explores whether HRM practice and employee emotions are
a strategic focus for companies. Quantitative data for this research was
collected with survey from forty-eight organizations located in Georgia. The
findings suggest that HRM supported staff with helping them to update their
skills for remote working, established flexible working hours, and adopted
less strict policies regarding performance management. Additionally, HR
managers have been encouraged by the top-management in implementing
initiatives concerning employee physical and emotional wellbeing.
Furthermore, HRM should be a strategic focus for any organization to lay
foundation of employee relationship and organizational culture in order to
overcome difficulties and adapt to the changes. The novelty of the research
highlights the importance of HRM practice when economies are facing the
threat of recession. It contributes to HRM in terms of supporting employees
during the pandemic as well as from the top-management perspective to
promote HR initiatives, and paves the way for further studies in this field.

Keywords: coronavirus, employee wellbeing, emotional experience, flexible work,
remote working, Georgia

Introduction

The Covid-19 pandemic and accompanying regulations aiming at avoiding the spread
of the virus influenced organizations of any size and type, along with employees and
managers. The crisis caused alterations in working routines, working places, and
employee wellbeing in general. Therefore, support from the human resource
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managers has played an essential role to help the staff to adapt to the new normal and
to contribute in the transition process.

Large companies meet the lockdown policies with more preparation as they had the
stocks in place. Issues with transportation and logistics due to the strict regulations
have led to the reduction in trade. Besides, demand failure, cancelation of contracts
and orders, postponing or cancelation of business trips, and increased prices of inputs
as aresult, have caused company income reduction. However, in some cases demand
increased after the lockdown for technics, food delivery services, and online shops.

Although the issue of HRM practice and employee experience should be a strategic
focus, as employee wellbeing can contribute to a company's success, there is a small
amount of research in this regard, especially in the context of Georgia (the country).

Therefore, this research aimed at studying organizational support to HRM with their
initiatives during the Covid-19 crisis taking into account alterations in jobs, working
routine, and workplaces in Georgia.

The research questions are as follows:
(a) How have HR managers supported employees during the pandemic?

(b) Which communication systems including online meetings and online tools were
managers used to keep in touch with workers?

(c) Did top-management support HR managers' initiatives regarding employee
wellbeing during the pandemic?

(d) In which extent HRM practice and employee emotions have been a strategic issue
for Georgian organizations?

The rest of the paper is divided into the following parts: First, the overview of the
existing literature regarding HRM support activities during the crisis is presented.
Second, the secondary data concerning the impact of lockdown on Georgian business
is highlighted followed by the description of empirical research method for the
primary study. Next, the results of the data analysis are summarized and discussed.
Finally, conclusions are made and further research topics are emphasized.

Theoretical Background

The new coronavirus pandemic has caused many challenges to organizations
regardless of their form of ownership - for-profits, nonprofits, or governmental. In
general, a crisis increases the anxiety, stress, uncertainty among employees and
managers, but these effects are intensified by continuous pressure of dismissal or
salary cuts (Chatrakul Na Ayudhya, Prouska, & Beauregard, 2019). Crisis can have
negative impact on employees' health; demanding work schedule or addressing a
crisis can cause burnout (Maslach & Leiter, 2008).
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Moreover, the economic crisis implies reduction in working hours, changes in
workplace and working conditions, increase in workload, less job choices for workers
and cut of wages, feeling insecure and worsen wellbeing (Eurofound, 2013). For this
reason, a wide range of changes occurred in human resource management as
companies adjusted HRM practices to respond to the global economic crisis in 2008
with the aim to improve organizational efficiency (Naudé, Dickie, & Butler, 2012;
Johnstone, 2019). Consequently, HRM needs to understand employee feelings and
take actions proactively. Employees working from home are lacking informal contacts
and consequently reported decreased mental health (Smith, 2020). Managers should
show empathy and compassion to the workers, while supporting them with flexibility
(Howlett, 2020). Besides, they need to understand each employee’s unique situation
and respond taking into consideration those unique circumstances (Howlett, 2020).

Although mental health is always important, employee emotions needs to be taken
into consideration especially during the crisis. In general, HRM can improve quality
of life of the employees, and perceived organizational support can reduce the health
harm of work to the employees (Mariappanadar, 2020).

In order to give employees trust, stability and hope during the crisis, continuous
interaction is recommended (Fallon, 2020; Adams, 2020). Leaders should provide
updates to inform employees about new developments, statistics, or changes in
guidelines (Fallon, 2020). The study by Smith (2020) shows that people were willing
to communicate with their company at least weekly, whereas about 29 percent of
them wanted daily communication (Smith, 2020). The communication system can
help employers to ensure that workers are safe on the one hand, and on the other
hand, the employees can instantly notify their managers if they need any help (Parsi,
2016).

According to the Crisis Resilient Workforce Model elaborated by Deloitte (2015),
communication should be based not only on employees needs, but it is also critical
what is communicated and by whom.

Evenbefore the pandemic, many countries were facing to decent work problems, and
gaps in working hours, wage, and workplace conditions (Connell, Burgess, & Hannif,
2007). This impacts on the job quality that is an important part of HRM program as it
influences both the organization and the economy (Connell, Burgess & Hannif, 2007).

[tis also noteworthy that flexibly designed workplaces proved to have positive effect
especially to women (Subramaniam et al., 2013).

The research by Coenen and Kok (2014) confirmed that though flexibility in terms of
remote working enhances productivity and performance aside from cooperation
within different divisions of a company, face-to-face relations still could not be
replaced by online contact.
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Though flexible workplace design can lead to less conflict between work and life, it
requires individual employees’ autonomous motivation, which may cause an
employee to be engaged in the work additional hours in lieu of enjoying free time
activities (Peters & Blomme, 2019). Therefore, HRM should plan the flexible workin
such manner that employees have enough time for nonworking activities in order to
maintain their physical and mental health.

Furthermore, trainings and personnel development programs are essential also
during the crisis. Capability development of employees is considered as a strategic
option even during turbulence, and its benefits include the potential to adapt to
changes and to contribute in an organization's ability to achieve its goals (Maley,
2019).

HRM contributes hugely during crises and uncertainties because of the several roles
it playsin relations with people and work management in tandem with organizational
strategic decisions (Zagelmeyer & Gollan, 2012; Gulua, 2020).

Thus, with the intention of improving situation in a company during the pandemic,
HRM should constantly communicate with employees. At the same time, HR managers
also should be encouraged and supported by top-management in their efforts during
the crisis.

Impact of Covid-19 Pandemic on Georgia

Population of the Republic of Georgia totals 3,7 million people, GDP per capita
amounts 4763 USD, unemployment rate equals to 11.6%, and inflation is 5.7%
(Geostat, 2020). Although economic growth remains relatively low, Georgia has still
achieved notable success and international recognition thanks to the effective
reforms over the past years (Mushkudiani & Gechbaia, 2019).

Since the beginning of the pandemic, the Georgian government has carried out strict
lockdown policy, and hence, total confirmed cases have been only 1568 of which 1279
are recovered, and fatal outcomes constitute 19 people (StopCov.ge, 2020). As a result
of lockdown policies and tough regulations, the pandemic impact on Georgian
business is serious. Decrease in demand, issues in the supply chain and
transportation, a shortage of stocks, and increased costs exerted a negative impact on
organizations in Georgia. Consequently, many companies especially in tourism and
hospitality sector went bankrupt. Fewer employment opportunities and broad scale
layoffs force a large portion of both self-employed and salaried workers into difficult
circumstances (Babych, Keshelava, & Mzhavanadze, 2020).

Moreover, decline in domestic consumption causing from policy changes to prevent
novel coronavirus from spreading, has been resulting in significant reduction in
household consumption, for instance, spending on transportation, electronics,
clothing, and services (Babych, et al., 2020). Consequently, some companies have to
dismiss employees or grant them unpaid leaves, and others are breaking up. In
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particular, 59% of micro self-employed enterprises suspended business activities
(PwC Georgia, 2020). Furthermore, tourism arrivals and receipts have declined as a
result of precautionary behavior and the travel bans whereas Georgian economy has
been heavily relied on the tourism sector (Babych, et al., 2020).

66% of Georgian companies experienced financial loss, and business turnover has
decreased for the last months in many enterprises (GCCI, 2020). Consequently, the
half of the surveyed companies reduced staff, and 40% of firms in the tourism
business fired all their employees (PwC Georgia, 2020). Additionally, 53% of the
companies intend to maintain their employees for the next 6 months, but 43% of the
employers have reduced the salaries (GCCI, 2020).

On the other hand, 56% of the medium (50-249 employees) and 61% of the large
(more than 250 employees) enterprises shifted to remote working (PwC Georgia,
2020).

Accordingto the Georgian Chamber of Commerce and Industry, a small number of the
Georgian companies (17%) intend to switch their business online and work remotely,
but they do not have relevant skills and experience (GCCI, 2020). In addition, 7% of
the companies aim at transition to online business in the future (GCCI, 2020).

Thus, under the circumstances of the pandemic, the organizational support to human
resource management in their effortsto manage people appropriately is vital, notably
when remote workingand digitalization offer new business opportunities.

Research and Data Analysis Methods

The quantitative research approach was adopted in order to find answers to the
research questions. Data was collected in June 2020 by self-administered
questionnaires distributed through the Internet in the form of Google survey and
through the Email.

The questionnaire for the survey was based on qualitative research results, which
involved Expert interview with Georgian HRM experts (Gigauri, 2020).

The questionnaire included various types of questions, namely dichotomous
questions, multiple choice questions and multiple response questions, and 5-point
Likert type scale format ranging from 1=strongly disagree to 5=strongly agree
questions. The majority of the questions were closed-ended, and one question was
open-ended.

Overall, Human Resource Managers from 150 organizations were invited to
participate in the survey, and sample size constitutes 48 managers from companies
operating in wide range of sectors suchas: (1) Healthcare, Al, IT, telecommunication,
insurance, consulting, media, tourism, food and hotel business; (2) Manufacturing,
production, construction, Alcoholic and nonalcoholic beverages; (3) Bank and
financial sector; (4) Transportation, Logistics, distribution, E-commerce; and (4)
public sector i.e. governmental agencies.
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The gathered quantitative data was analyzed through SPSS (2020) and MS Excel with
descriptive statistics, frequency analysis, and cross-tabulations. Cronbach's Alpha for
the corresponding items is between 0.8 and 0.9 confirming the reliability of the
questionnaire.

Research Findings

According to the classification of National Statistics Office of Georgia (Geostat, 2020),
the average annual number of employed exceeds 250 persons in a large enterprise,
the number of employed persons in medium-sized companies ranges from 50 to 250,
and small enterprises have less than 50 employees.

46% of the managers participated in the survey represented large organizations, and
54% are from SMEs (Fig.1).

Figure 1. Organizations by Size

SME
54%

11

Large Medium Small

The Covid-19 pandemic and follow-up regulations have caused changeover to online
working at all organizations. As a result, companies changed their policy to allow
employees to work remotely. The respondents confirm that they worked completely
remotely or in shifts during the pandemic (Fig.2).
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Figure 2. Working routine during the new coronavirus crisis

Everyone is working a standard shift as before

Spread out the density of employees throughout  workday 6%

Completely Remately 42%

!

M Large company M Medium-sized company o Small company

In order to support employees to perform their jobs during the pandemic, the
organizations in most cases established flexible working hours and allowed work
fromhome. Moreover, the managers were in constant communication (79%) with the
employees and treated them with compassion (56%). Besides, 52 percent of the
respondents claimed that they helped the employees to upgrade their skills needed
for remote working. 21 percent of managers stated that they have implemented less
strict policies as well as adapting guidelines in compliance with the remote working
schedule. Only 19 percent of the respondents reported temporal salary reduction to
retain jobs (Fig. 3).

Figure 3. HR managers supporting initiatives during the Covid-19 crisis

flexible warking hours | work from home 4%
constant communication with them 79%

flexible management and compassion towards employees 56%

upgrade their protessional skills [teaching them the needed skills for remote
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working
implementing less strict policies and adapting guidlines accordingly 1%
salary reduction temporarily to retain jobs 19%

Note: Multiple-response item
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The managers participated in the survey answered the open-ended question
regarding HRM issues they have been focusing on during the pandemic. The content
analysis revealed that the most significant activities have concerned employee health
and safety. In addition, HR managers have addressed organizational values and
culture, held consultations to inform the staff about the pandemic situation including
governmental restrictions and regulations. Besides, recruitment and selection,
performance appraisal, change management, and quality management have been
questions of great importance to Georgian organizations. Moreover, HR management
has concentrated on employee motivation, communication, stress management, time
management, and crisis management. According to the respondents, one of the most
critical issues during the Covid-19 crisis has been employee retention and payroll
coupled with personnel development and trainings counting online coaching.

With respect to formal trainings, the majority of the managers (31%) taken part in
the survey responded that there was no training provided during the pandemic.
Nevertheless, 10 percent of the respondents confirm to have held formal trainings in
conjunction with online trainings more than 6 hours per week. In most cases,
organizations conducted formal trainings 1 to 2 hours per week during the pandemic,
and roughly 16 percent arranged trainings more than 5 hours. On average 15 percent
of the respondents conformed that their employees receive 3 to 4 hours formal
trainings (comprising online trainings) per week during the Covid-19 crisis (Fig. 4).

Figure 4. Training hours per week during the pandemic

3%
29%

15%

10%
6

Less than 1 hour 1-2 hours 3-4 hours 56 hours More than & hours Na training provided
during the pandemic

In addition to trainings, formal meetings were also held mostly online through the
Internet communication tools. The surveyed managers claimed that regular meetings
took place with the attendance more than 50 percent of the employees. 19 percent of
the respondents stated that formal meetings were not conducted to inform employees
about the organizational situation, strategy, changes, and results (Fig.5). However, at
some extent the irregular meetings including online meetings were used to provide
information on organizational situation to the staff.
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Figure 5. Formal Meetings during the pandemic

‘ ’ B irregular meetings with less than 50% of employees participating
¥ rregular meetings with more than 50% of employees participating

H Regular meetings with less than 50% of employees participating

B Regular meetings with more 50% of employees participating

' B No use of formal meeting systems in times of the pandemic

Furthermore, communication with employees, managers, and other stakeholders
plays a significant role during the crisis. Therefore, in order to maintain regular
communication with the employees, the respondents mentioned online
communication tools such as Zoom, Skype, Google Meet, Microsoft Teams,
organizations have used simultaneously with Phone and Email (Table 1).

Table 1. Communication tools during the pandemic

How did you maintain regular communication with your employees?

Via Phone and Email 19%
Via Online communication tools (Zoom, Skype, Meet, etc.) 4%
Via Phone, Email and online communication tools 77%

The support from the top-management was vital to the human resource managers in
their activities to ensure employees' wellbeing during the lockdown. Concerning the
attitude of top-management towards employee wellbeing and HRM practice in the
course of the pandemic crisis, the respondents needed to indicate their level of
agreement or disagreement with the following statements.

Top-management completely supports employees/ HRM.

Top-management has stressed the importance of employees' emotional experience
and HRM practice.

Top-management has encouraged HRM practice to improve employees' wellbeing.

[tems were responded to on a Likert scale of 1-5, where 5= Strongly agree, 4= Agree,
3= Neither disagree nor agree, 2= Disagree, and 1 = Strongly disagree.
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According to the responses, the majority of the managers agreed that the top-
management of their organizations completely supports employees, understands the
importance of employee emotional experience, and encourages HRM practice to
improve employees’ wellbeing (Fig. 6).

Figure 6. Level of Agreement and Disagreement about the Attitude of Top-
management towards Employee Wellbeing during the Pandemic

W Strangly Agree Agree Meither disagree nor agree ™ Disagree ™ Strongly Disagree
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l MNeither disagree nor agree- 13% - 213% - 21%
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A reliability analysis was carried out on this 5-point Likert scale item. Cronbach's
alpha showed acceptable reliability with high internal consistency, a = 0.93 (Table 2).

Table 2. Reliability Statistics: Perception of top-management support towards
employee wellbeing

Cronbach's Alpha Cronbach's Alpha Based on Standardized Items N of [tems
0.930 0932 3

Inrespect of Strategic human resource management, the majority of the organizations
have considered HRM practice being a strategic focusarea during the pandemic as it
was before the crisis (Fig. 7). 35 percent of the respondents strongly agree and 40
percent agree to the statements that employee experience and /or HRM practice have
been a strategic focus for their organization during the pandemic. Whereas, 35
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percent agree and 31 percent strongly agree that employee experience and /or HRM
practice were strategic orientations for their organizations even before the pandemic.

Figure 7. Strategic Focus on HRM

WStrongly Agree Agree W Neither disagree nor agree MDisagree M 5trongly Disagree

Employee experience and/or HAM practice were a strategic focus area for my organization
before this pandamic crisis

Employee experience and/or HRM practice have been a strategic focus area for my
organization during this pandemic crisis

Employee experience and/or HRM practice have been a strategic focus ares for | Employee experience and/for HRM practice were 2 strategic focus area for my

. | my organization during this pandemic crisis | organization before this pandemic crisis
.Strnngly Agreg | 35% | 3%
Agree A% 35%
.Neither disagree nor agree [ 17% [ 21%
:Disagree A% 10%

Strongly Disagree | A% | %

The 5-point Likert scale questionnaire is reliable with high internal consistency as
Cronbach's alpha coefficientamounts to a = 0.84 (Table 3).

Table 3. Reliability Statistics: Strategic Focus on HRM

Cronbach's Alpha Cronbach's Alpha Based on Standardized Items N of Items

0.844 0.844 2

To summarize, the research findings demonstrate the importance of organizational
support during crisis in different ways. The organizations attempt to encourage HRM
practice emphasizing employee wellbeing.

Discussion and Conclusion

The presented research found out that the working routine changed due to the new
coronavirus as organizations enforced the appropriate regulations from the country
government to prevent the spread of the virus. Consequently, the majority of Georgian
organizations introduced remote working system. However, distance working is
completely new to the Georgian environment. On the one side companies need to gain
knowledge and experience in this regard to manage remote working effectively. On
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the other hand, employees need to acquire technological skills to keep productivity
during remote workingroutine.

Accordingto the research results, HR managers took initiatives to support employees
escorted by establishing flexible working hours. The majority of Georgian worked
from home, which required constant communication from the management and less
strict policies regarding performance management. Besides, HRM supported the staff
with helping them to update their skills necessary for remote working.

The research demonstrated that salary reduction temporarily to retain jobs took
place only on a small scale in contrast with the tendency emphasized in the literature.
This can be explained by the small sample participated in this study as well as by the
fact that during the survey salaries were not reduced but in the longer-term such
decisions might be taken. The whole implication of the lockdown was not fully
acknowledged by the managers to report during the survey. Hence, further research
can reveal this issue more accurate.

The most significant supporting activities by HR managers were related to employee
health and safety, which was determined by the pandemic. If a worker became
infected the whole enterprise might paralyze or even get closed. In addition, HRM
focused on implementation of formal restrictions and regulations imposed by the
government, and manage stress among employees caused by both the pandemic and
the unexpected changes. Moreover, HR managers highlighted organizational values
and cultures, motivated employees during the pandemic, and took into account
workers viewpoints.

The majority of the organizations either cancelled formal trainings or reduced to 1-2
hours per week. This confirms the less experience in digitalization in Georgia.
Companies preferred to postpone planned formal trainings until pandemic is over to
conductthem face-to-faceinstead of online. On the contrary, formal regular meetings
have been arranged to inform the staff about current developments. Thus, the most
organizations chose to carry out urgent tasks online while postpone others. Yet it
should be pointed out that personnel development and training programs must be
held during the crisis in order to retain spirit, motivation, and productivity at the high
level.

Under the circumstances, communication tools are important part to support
employees. As online technologies facilitate the better communications, HR managers
need to choose them in accordance with the employee preferences. Next research can
determine the preferred online communication tools at the organizations.

[tis also noteworthy that the support by the top-management is of utmost importance
for both human resource management and employees, especially during the crisis.
The research confirmed that HRM have been encouraged by the organization in their
initiatives concerning employee physical and emotional wellbeing. Furthermore,
HRM should be a strategic focus for any organization to lay foundation of employee
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relationship and organizational culture in order to overcome difficulties and adapt to
the changes.

Thus, HRM is of primary importance to support employees, management and an
entire company in a critical time, and hence, contribute to the success of the
organization.

Study Limitations and Future Research

The main limitation of this study presents the small size of the sample, which did not
allow generalizing the findings. Nevertheless, the research offers values as it can be
used as a foundation for further studies.

Future research will show the exact measurements how HRM supports workers in
the process of remote working, how employees perceive the support, and which
themes are covered by training sessions. In this vein, communication efforts and
employee wellbeing should be closely examined with a larger-scale research of both
employees and HR manager.
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Abstract

With the emergence of Big Data and the increasing market penetration of ad
retargeting advertising, the advertising industry’s interest in using this new
online marketing method is rising. Retargeting is an innovative technology
based on Big Data. People who have gone to a merchant site and window-
shopped but not purchased can be re-pitched with the product they showed
an interest in. Therefore, click rates and conversion rates are dramatically
enhancing by retargeting. However, in spite of the increasing number of
companies investing in retargeting, there is little academic research on this
topic. In this paper we explore the links between retargeting, perceived
intrusiveness and brand image. As results show the importance of perceived
intrusiveness, ad repetition and ad relevance, we introduce new analytical
perspectives on online strategies with the goal of facilitating collaboration
between consumers and marketers.

Keywords: big data, retargeting, perceived intrusiveness, ad relevance

Introduction

Behavioral targeting is a technical analysis of people behavior, and as a consequence
a technical analysis of target. It is based on the latter's past consumers behaviors and
provides tailored proposals for individual needs and expectations. Behavioral
targeting includes a multitude of techniques and types of ads.In this highly
competitive market, a technique called retargeting seems to be the Promised Land for
advertisers. Indeed, while the estimate clickthrough rates do not exceed 0.1%!1,
retargeting (also known as remarketing) improves conversion rates [21 by 5 and
10%. Retargeting keeps the brands in front of bounced traffic after consumers leave
the website without purchasing. These "visitors" so-called bounced visitors are, then
retargeted via dynamic creative (also known as personalized retargeting), which
allows an advertiser to display a banner created on-the-fly for a particular consumer
based on specific pages and requests. Advertisers customized and optimized real-
time messages that follow consumers from site to site until the bounced visitors
return to the e-commerce site to complete their order or sales funnel. Companies like
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Criteo ensure to retarget and re-engage 90% of these bounced visitorsin the 24 hours
that followed their visit and display these ads on more than 4,000 partners sites
(editors). Retargeting is based on intensive use of Big Data that extend retargeting to
e-mailing and predictive analysis. This extreme customization of the offers is a great
help to decision making for businesses because it allows to "push” the offersthat are
most likely to generate sales. Retargeting reshapes in a very efficient way advertising
creation, product claims, promotional campaigns and the detection of key
segments. However, these techniques are regarded as intrusive by users and forced
people to adopt ad avoidance strategies (clear cookies after a visit, sites
avoidance...). The objective of this research is to assess the consumers acceptance of
this form of communication and, beyond the strict efficiency on sales, the impact of
the retargeting on brands image. In a first part, we will detail what bring Big Data to
retargeting and, more generally, what decision support Big Data represent. We will
describe, also, the eco-system that addresses infrastructure and investments focused
on these advertising field. In a second part, we present the results of research
conducted on 200 consumers on their perception of retargeting. In the third part, we
will discuss the results of the study and the possible impact of the use of Big Data on
brands image and the efficiency of retargeting.

The contributions of Big Data in e-commerce: from business intelligence to
retargeting

A "data intelligence" become impossible?

Big Data are difficultto define. They derive their origins from academic unpublished
works of John Mashey and others belonging to Silicon GraphicsBlin the mid
1990s. The first academic reference published on Big Data comes from Francis X.
Diebold (2000), today considered as the founder of the academic reflection on Big
Data. He said that he had been strucked as many of these colleagues by the new
statistical potentials offered by these recent extensive data. These capabilities were
even criticized by some academics including Sala-I-Martin (1997) making fun of the
two millions of regression that it was possible to do with Big Data. The current
dynamic factor models (orDynamic factor modelsfor DNF) dispense with many
statistical tests, including the classic approach based on probabilities (Reichlin,
2003). Moreover, as pointed out by Dieblod (2000), Big Data are built on an academic
vision rather than a business vision. Big Data are special data (Huggett, 2020). This is
evidenced by the importance of IBM supercalculators or the influence of major IT
consultancies as the Gartner in the definition and further reflection on Big
Data. Therefore, Diebold (2012) is considering Big Data from two perspectives :

Big Data as a phenomenon affecting the entire scientific assets and business of the
company. Thus, the Big Data size evolves according to the sectors and is growing
exponentially. What was considered satisfactory in terms of size and provision of
information is regarded as insufficient the next month. Several reflections are carried
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out to define the concept of data life cycle in the field of management (Kim and al,,
2020 ; Simonet, 2012).

Big Data as an emerging discipline. Diebold (2012) underlines the large areas taken
over from other branches as computer science, information systems, econometrics
and statistics. He concludes that Big Data are a perfect illustration of an
"interdisciplinary” discipline. More recently, Stitzlein and al. (2020) provide an
overview of the influence of big data in a multidisciplinary perspective.

For digital marketing, Big Data are coming to revolutionize the knowledge and
management of customer relationship, through Business Intelligence and data
analysis. Indeed, they bring an immediate monetization to e-commerce
sites. However, their implementation in the heart of marketing strategies has not
been immediate (Ghasemaghaei et al., 2020). Chen, Chiang and Storey (2012) or
Ziliani (2019) detail the steps that led businesses to reconsider their approach to
markets and customers in light of Big Data. Business Intelligence-1.0 was the first step
in discovery the Data as a market. These customer data have been structured and
collected by companies and then stored and analyzed in RDBMS for relational
Database management systems. Datawarehouses relied on tools of extraction,
transformation and loading of data collected in compliance withall legislations based
on relevant existing laws. These tools provide consumers rankings and data viz (from
the inactive customer through the hot prospect). These scores were based on multiple
statistical and technical datamining methods: classification, regression,
segmentation, predictive models... The so-called Business Intelligence 2.0 was
brought by the Web. A mass of data could be gathered on the Internet through search
engines and the pioneers of e-commerce. These data have a number of characteristics
often summarized in terms of the 3 V namely volume, variety of sources and velocity
(extreme and continuous growth). They have to grow exponentially with users
generated content (UGC).Indeed, in the first instance, the user gave involuntarily
considerable information to the actors of e-commerce. The IP addresses associated
with cookies that each site may file on the consumer's computer allow to trace a route
of navigation in a very precise way: sites, page depth, conversion funnel, bounce
rate. Web Analytics tools began including the most well-known Google Analytics and
Xiti providing daily reports on the number of connected users (unique visitors),
average time consultation of the site, keywords and requests... Secondly, the
emergence of social networks has fed Big Data with information gathering,
information given by consumers. This social content covers a variety of topics:
unveiling of private life, viral sharing content, microblogging, conversations around
brands... Thus, the volume of data and the complexity of their treatment become a real
obstacle to an intelligent use of Big Data. Recently, the co-founder of Google, Eric
Schmidt said that the volume of information generated by today's men reached in two
days what had been observed over several centuries. Each day, Facebook produced
over 500 terabytes of data while Google handled more than two million searches per
minute. Simon (2011) returns to the impressive numbers of Big Data: 500 exabytes
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for the number of data available on the Web, consumption only for the United States
of 3.6 zettabytes, a trillion of videos uploaded on You Tube. Consumers have become
the 'always - we consumers’', constantly, connected consumers who provide
themselves a considerable number of data. These data can be processed through a
technological ecosystem that starts, gradually in place: fall of costs of storage of Data,
technology maturity type NFC or RFID that finally make them accessible, appearance
of such dedicated trades that Data scientists, generation of the cloud etc. The data
become important intangible resources. They have to grow again with step 3 of
Business Intelligence: one of the connected objects and mobile applications
(smartphones, tablets). The interaction man-machine, analysis of sensory data, taking
into accountthe contexts of navigation, or even sentimental attitudinal data that are
captured by so-called NLP tools (for natural language processing ) foreshadow this 3
step which will allow the emergence of young technology companies. For example,
type Hadoop software developed by Open Source as Apache communities give birth
to a multitude of start-ups. Big Data can be analyzed in terms of conversations
between consumers picked up on social media like Twitter (Matos and al., 2019 ;
McKelvey and al., 2012; Tinati and al., 2012).

Companies like Quantcast Analytics improve conversion rates, hotels bookings or
purchases of new cars. They detect the unnecessary clicks, establish Predictive
analyses that predict early summer travel, consolidate the behavioural data observed
on the applications. Nevertheless, a significant number of data makes it difficult to
use. Many publications are pointing the finger trouble using scientifically Big Data
because they are unstructured data. However, as Jackson (2013), it is a mistake to
qualify such data as "big" as they are, in fact, deeply different from what we had
previously. McKinsey, due to their Gigantism Big Data go beyond the capabilities of
information systems analysis. The consulting firm Protiviti Inc. notes that Big Data
cannot be analyzed with the traditional tools of databases management. Moreover,
the monetization of data led companies to search for new techniques and methods
(Lohr, 2012). In advertising, the personalization of the message becomes an essential
axis of market development.

Personalization: aremedy to the confusion

Customizing advertising content is accepted by the companies. It is seen as a solution
to the problem of the hieratic growth of data. 52% of digital managers consider the
ability to customize the content is fundamental in on-line strategies. Risks associated
with a low customization of their offer on the Web are pointed to by marketing
managers. They cite, including, a disappointing experience, an ineffective site built on
intuition rather than on data, products and "unintelligent" services based on a
truncated view of the consumer. The lack of customization can lead to a deterioration
in trading results and a weariness of consumers annoyed by the irrelevance of offers
from performed queries. Where a real investment in the two axes of the digital
personalization:
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Website customization
Personalized communications

The site customization is usually triggered the home page. Indeed, the home page is
often the first point of contact for the brand with the consumer. It can offer adapted
to the different segments identified as part of its customer relationship
management. The goal is to reduce the bounce rate (people who leave the site on the
first page) and reduce the conversion funnel (number of pages to download in order
to buy the product). This appearance of simplicity of the mechanics hides a real
technological performance. The CRM (customer relationship management) must be
able to identify the consumer, the segment to which it belongs and the content
planned for this segment in a few milliseconds. This refined data management is the
specialty of companies such as Neolane or Selligent.

The personalization of communication is used to bring potential buyers on the
site. This customization can be done via the e-mail (e-mail adapted presenting an offer
designed for the segment to which belongs the consumer) or digital advertising
through three levers: the purchase of keywords on the search engines like Google and
their partner sites, the display which corresponds to the purchase of advertising
space in different formats (banners, pop - up etc.), affiliation that allows brands via
platforms of affiliation to relay communication. Today, all of these levers is
customizable. This customization is based on:

The purchase of client files through dealers (brokers or mega data) files which can
combine thousands of data and so dozens of possible segmentation criteria

Data acquisition thanks to the navigation of users. The deposit of cookies on their
computers and their IP addresses allow you to have information about their location,
their preferences, their courtship of sites and their products (through key words
typed) research but also their exposure to such or such advertising and their attitude
(simple display or click-through rate). The generalization of the Facebook Open
Graphi5I mix customer data and social recommendations. An unique Web identifier
(User ID or user identification) is poised to win leading to a better "tracking" of the
consumer.

The analysis of navigation within the sites. With the Web Analytics tools, it is
possible to analyze the average shopping basket, the navigation within the site but
also what site the user came from (referral) and exact performance of carried out
advertising campaigns (number Internet users arriving through advertising, number
of clicks generated, average basket etc.).

Furthermore, all on-line data are supplemented by offline data and mobile data:
stores loyalty cards, geotagged, interaction with a network application (card
electronic, interactive kiosk, mobile, chips) RFID,...).
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Retargeting, effective advertising customization

Mouncey (2012) described the various researches conducted in the field of
customization. He insists on the need to provide consumers with the relevant
information made possible by a better knowledge of these. Within these new models,
the launch of TouchPoints 416 (model of media exposure) represents a real revolution
made possible by Big Data. It foreshadows the new models of advertising exposure
that integrates the multi-channel data. Thus, it is possible to model the exposure of
consumers to the different media digitall”l and do it in a context of purchase. If the
implementation of these new models is considered to be bearer of radical change,
retargeting appears as customizing the most effective advertising in recent
years. This customization is made possible by the use of Big Data and worried about
the profession. Indeed, retargeting is seen as emblematic of a new more technological
marketing that will take away a significant number of trades including some creative
professions (since creation is automated) and some dedicated trades in the reflection
on the brand (including strategic planners). As noted inil Cavazza (2013), "
retargeting is to optimize the purchase of banners targeting individual users based on
their shopping journey." Some already prophesying the death of strategic planning
for the benefit of surgical targeting algorithms. Specifically "If a user leaves the
merchant site of an advertiser, it can send a more personalized message on another
site so that the user return on his%".This customization is designed by a
recommendation algorithm. This last analysis queries, the user profile, the path to
purchase in a few thousandths of seconds and uses a skeleton of banner which has
customizable dynamic spaces. The most used banners are those who follow the user
throughout his navigation and include the product for which he hesitated but he has
not bought. Saute a surfer on the merchant site that he just left and do buy is one of
the great imperatives of commercial sites. Companies like Criteo made retargeting an
extremely effective way to improve the profitability of advertising
digitali10l. However, if the profitability of this technique is not contested, the
perception of this type of communication with the consumer is very little
studied. Recent research (Mogaji, 2020 ; Perraud, 2011) analyzed the effect of digital
advertising formats on intrusiveness that is perceived by the consumer. It appears
that 'some formats using causes a strong perception of intrusiveness at the
user. Furthermore the perceived intrusiveness negatively attitude toward advertising
format, the ad and the brand. "(Perraud, 2011, p.1). However, retargeting effectshave
not been studied. However, retargeting is a specific format which requires dedicated
studies. Retargeting is:

Increasingly used by businesses, this now on social networks like Facebook or
commercial e-mail

Customizable to the extreme which canincrease the impression of violation of privacy
and intrusiveness but also the feeling of relevance of advertising
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A format whose persuasion is based on repetition as a banner of retargeting will be
seen on a period shorter or longerii1 on all the websites on which the user navigates

Designand main results of the research

Therefore, this study attempts to answer the question. Retargeting has an influence
on the perceived advertising intrusiveness and more generally on the brand image
and intend to return to the site? The theoretical framework mobilized concerns:

The effects of the communications personalization on consumers and more
specifically ad relevance

The concept and measurement of perceived intrusiveness
Conceptual framework
Customization and ad relevance

Ad customization is increasingly studied in two directions: the customization
according to the profile of the consumer (Kim and al., 2020 ; Bauer, Reichardt, Barnes
and Neumann, 2005) or location (Pura, 2005). According to Tsai and al. (2020) or
Chellappa and Sin (2005), individuals are willing to share personal information in
exchange for perceived benefits. An assessment is done between the perceived risk to
disclose his private life and the benefits. Moreover, as show Khelladi and al. (2013),
the contextualization plays a key role. Customize the advertising message based on
the customer profile is not enough. We must also convey this message to the most
appropriate time. Finally, custom advertising (also known as behavioral targeting)
increases the effectiveness of campaigns and understanding of consumers. Yan and
al. (2009) show that users who click on the same type of advertising exhibit similar
behavior on the Web (1). The clickrate can be increased by an average of more than
670 percent thanks to the segmentation and the design of well-targeted ads
(2). Advertisements designed from recent queries consumers are more effective than
those based on oldest requests (3) which tends to prove that customizing triggers the
impulse purchases. With respect to the relevance of the announcement, Derbaix and
Pécheux (1995) show that there is a link between commercial involvement and
personal relevance. This involvement influence the motivation to deal with the
announcement and the attention.

Conceptand measurement of perceived intrusiveness

Intrusiveness “pertains to the extent to which commercials disrupts the flow of an
editorial unit. Findings show that consumers' attitudes toward advertising are high
when the quantity and the intrusiveness of clutter are low. Competitiveness of clutter
has no significant impact on attitudes toward advertising. the "degree to which
conveyed by media advertising interrupts the fluidity of the editorial unit" (Ha, 1996).
Advertising exposure is even more important that there is a link between the ad
frequency and perceived intrusiveness (Gauzente, 2004). Thus, more ad repetition is
strong, the more the feeling of intrusiveness on advertising. Hérault (2010) shows
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that the intrusive nature of a communication may affect, in a digital context, the
adoption of technology process and intend to use (continuity of use). The perceived
intrusiveness can be measured using various protocols. We supported this research
on the work of Li, Edwards and Lee (2002) adapted from Gauzente (2008). The scale
of perceived intrusiveness contains the followinglabels: it's intrusive, it's intrusive,
that bother me, itis a breach of my privacy. This scale used in muchresearch (Hérault,
2010; Gauzente, 2008) present good psychometric qualities.

A research model is proposed in the following figure (figure 1). It takes into account
as a central variable perceived intrusiveness. Itincludes two antecedent variables: ad
repetition and ad relevance compared to the queries that are one of the two features
of the retargeting and, more generally, the use of Big Data in digital advertising. Brand
image is considered to be a variable mediator of intend to return to the site and
perceived intrusiveness. We will therefore make the following hypotheses:

H1: perceived intrusiveness can influence negatively the intention to return
direct way (H1a) and indirect (H1b) via brand. Briggs and Hollis (1997) cites by
Perraud (2011) show that the format of an advertisement has an effect on the
perception of brand and on attitudes and behaviors.

H2: ad repetition has a positive influence on perceived intrusiveness.

H 3: ad relevance has a negative effect on perceived intrusiveness. Perceived
intrusiveness is considered, for the consumer, has a gene for his cognitive process, the
fact that the advertising is relevant with this process can diminish the feeling of
intrusiveness.

~
Ad repetition Ad relevance < Big Data

H2

Perceived Brand Image @ = Intention to
Intrusiveness return to website
|

Hla

Figure 1: conceptual model
Research design and mainresults

We conducted two exploratory researches, a qualitative and the other
quantitative. The first qualitative research was about 20 individuals (average age 36
years, 70 percent of women, 30% of men in June 2020). After exposition to a
retargeted ad, we collected their impressions. This first study was preparatory to the
quantitative study and had no generalized character. Nevertheless, we were able to
identify some areas of reflection on the perception of digital advertising and beyond
Big Data by the consumer (table 1). We also wish to clarify that the whole sample was
made up of students of continuing training in marketing.
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Emerging themes of the Key observations

qualitative interviews
The magic of technology

The technology that enables retargeting is misunderstood and
unknown to consumers surveyed. Their knowledge of Big Data is
very rough. The basics of cookies, behavioral targeting or tracking
are poorly understood. The technology to the extreme
customization is considered "to magic." " How do know? How can
they be so precise? »

An important concern is the use of personal data. This concern
focuses on social networks considered more intrusive than queries
on search engines.

The brand seems to suffer from retargeting. Repetition seems the
most promising of a deterioration of the image of the

brand. Comments such as' the brand can't convince, then it's
harassing us ' are frequent.

The urge to buy the product is ironically increased vision of
personalized advertising. Whatis appreciated is the cross-
selling(ability of advertising to propose a complementary offer in
addition to the product)

The concern about the use of
the data

The image of the brand

The desire to purchase the
product

Table 1:key findings of the exploratory study

Regarding the quantitative survey, we did an experiment on 200 Internet users. They
were asked to follow on their computer, a specific navigation scenario. For men (60%
of the sample), the specific query type wear on equipment of garden on the Google
search engine. At the time of the survey, a commercial link from a major specialized
distributor displayed. He asked users to click onthe link to access the offer and follow
the funnel of purchase until the time of the choice of the means of payment. The
second step was to leave the merchant site and then to browse several sites who had
been selected beforehand as sites practicing retargeting. Half of the sample had to
navigate three site consecutively, the other half on 6 in order to get a certain variance
in rehearsal. All the sites relayed the promotional ad which included a price offer for
garden furniture. The same scenario was followed for the female sample with as
query a fashion item.The merchant site selected was a mail that practice of
systematically retargeting. At the end of this experiment, a questionnaire was
submitted to all of the sample. Beforehand had been tested on another sample the
scale of intrusiveness that is perceived and the scale on the extent of branding (Keller,
1993). For reasons of synthesis, we will only present the meaningful connections
between variables in the model.

Significant Repetition of Ad - perceived | Perceived Perceived Image of
relationships ad - perceived | intrusiveness intrusiveness - | intrusiveness - | the
between intrusiveness relevance Image of the Intention to brand-
variables brand return Intention
to return
[12] Student'sT | 17.4 -12,01 -4.13 NS -4.7
Validation of H2 validated: H3 validated: H1b validated: | H1 hasnot H1lb
the hypothesis | the repetition the ad the perceived validated: validated:
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of the ad relevance intrusiveness thereisnolink | thereisa
increases the diminishes the | degrades between link
perceived sense of brand image. perceived between
intrusiveness. perceived intrusiveness brand and
intrusiveness. and intend to the
return. intention
to return
to the
website.

Table 2: keyrelationships between variables in the model and validation of the
hypotheses

Perceived intrusiveness affects the brand image. Brand appears as pursuing
consumers in its offers without respecting their navigation. Loss of image has a direct
and negative influence on the intention to return to the site. However, when brand
imagel13] is not taken into account by consumers, perceived intrusiveness has no
influence on the intention to return. The latter does not account issuing brand in its
judgment of the ad but only the promotional offer. Finally, ad repetition increases
perceived intrusiveness which implies that brands media strategies must take into
accountvery carefully the average level of repetition. As for the relevance of the ad, it
plays a positive role in the perception of retargeting by the consumerfi4l. Customizing
an ad has a positive influence on the persuasion of the user and confirms the findings
of the literature. However, it must be used within the brand positioning and with an
acceptable repetition level to the consumer.

Conclusion

This research highlights the importance to the consumer of the acceptance of new
targeting techniques made possible by Big Data. This acceptance can be facilitated by
perceived relevance received ads (they correspond to a real service and facilitate
research) and the implementation of intelligent capping systems which limit
repetition.

The attitude of the consumer over the use of its private data in a commercial context
raises many questions in marketing today. The European CNIL and private consumer
initiatives demand better supervision of the use of such data 5. Big Data used for
advertising purposes are already over the field of competitive intelligence.
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Notes

[1] CTR Average display advertising clickthrough rates (CTRs) - 2020
compilation, https://www.smartinsights.com/internet-advertising/internet-
advertising-analytics/display-advertising-clickthrough-rates/

[2] The conversion rate is defined as the percentage of visitors making a
purchase on a site during a visit.

[3] Silicon Graphics was a company specializing in computer graphics, 3D, video
processing and computing performance. It went bankrupt in 2009.

[4] source: Quarterly Digital Intelligence Briefing: Personalization, Trust and
Return on Investment in association with Adobe.

[5] some examples of tools called social Plugin built into most e-commerce sites:
buttons 'like','comments' space, via his Facebook connect button...

[6] for further information see: www.ipatouchpoints.co.uk

[7] the various digital media are grouped under the acronym "Poem" for P (paid
media - purchase of keywords, paid digital media), O (owned media -
website of the mark), E (earned media - presence on) social networks), M
(media).

[8] Cavazza (2013), big data are the best and the worst enemy of your brand,
fredCavazza.net.

[9] the Godinec A. (2009), what is the advertising retargeting?, JDN,
29/04/2000.

[10] Criteo is the average click of a custom banner rate of 0.6%, but it can go up to
2,5% in some campaigns. Using retargeting, Amazon has 35% of its sales
with this technique.

[11] the so-called retargeting cookies have a life of 30 days.

[12] the Student's t test assesses the significance of the relationship between
indicators and build it. [t is significant from 1.96.

[13] in this case, it is ignores the mediating character of brand image.

[14] the relevance of the announcement has a positive influence on the image of
the brand (T of Student: 6.7). This link has been observed during the analysis
of the results but had not been the subject of preliminary assumption.
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[15] Facebook was sentenced in July 2013 to pay 20 million dollars in damages
and interest to members for an advertising model hybrid using the
preferences of the users to the brand promotion.

44



ISSN 2601-8659 (Print) European Journal of January June 2021
ISSN 2601-8667 (Online) Marketing and Economics Volume 4, Issue 1

Economic Growth Model and Foreign Direct Investment:
Evidence from Albania

Llesh Lleshaj

PhD in Statistics, Lect.in Dept. of Finance,
Faculty of Economy, University of Tirana

Lorena Bezo (Balili)

PhD in Finance, Lect. in Dept. of Finance,
Faculty of Economy, University of Tirana

Abstract

Background: A number of reasons are expressed about the importance of
foreign direct investment (FDI) in developing countries. FDI increases the
investment capital in the host country and transferring of new technologies,
conducts the distribution and enlarges the economic productivity, improves
the level of competitiveness and exports, develops new markets, etc.
Objectives: In this research, the main objective is the economic growth (GDP)
analysis in Albania affected by FDI flows and the other fundamental
macroeconomic factors of growth/productivity. Methods/Approach: The data
in this analysis are time series with quarterly frequencies from 1997 to 2018.
The econometric model estimation is multifactor regression of the expanded
Solow's model. Statistical approach base on logarithm and first-order
stationarity. Results: Economic growth is a simultaneous phenomenon of FDI,
domestic investment, the scale of economic openness (focusing on exports),
the aggregate average salary, and the efficient use of public debt, especially
external debt. Conclusions: FDI flows are the main factor in total economic
productivity, and have a larger contribution to the gross domestic product
than domestic investment, per unit invested capital, in Albania.

Keywords: FDI flows, Solow’s model, economic growth

Introduction

Many economic theories have noticed different ways of how FDI inflows might give
benefits to the host country. Even though these parts of economic theories and
economic thoughts were real and proved by economical practice in different
countries, the other part of the theories are not estimated due to the point of economic
views and concepts related to states, regions, or the international economy. In the
research field worldwide, academics and institutions during the last two or three
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decades, the focus of their findings was about FDI and portfolios of these investments.
If we wander to express the chronology of investment analysis and development, we
notice three phases: (1) the linkage of economic theories and FDI; (2) the concept of
doing business abroad except the origin country; and (3) the analysis of factors and
effects with regard to FDI inflows. The first two phases involve the time horizon from
the 60s to the 80s, while the third phase started in the 90s and continuous until
nowadays.

These last years in Albania's economy, FDIsweightan account for nearly 10% of gross
domestic products. According to Albanian's economic institutions are noticed many
good effects such as increasing of the investment capital in the host country;
transferring of new and novel technologies also and skills and knowledges about them
like labor specializing; the distribution and growth of the economic productivity;
improvement of the competitiveness level and exports; development of the new
domestic markets; etc. On the other hand, the most important and crucial economic
issue is the fact that FDI does not affect the level of public debt or does not create
accrual debt in the economy. FDI inflows are like a tool with high efficacity for
financing the trade deficit and national current accounts of the host country,
especially when exists a large gap of trade deficitand many times with big problems.

These last years is developed a new theoretical approach to the negative effect of FDIs
in the weak economy (host country with a smaller economy and trade positions). This
phenomenon has caused many problems in developing economy with tight
transactions in the international trades, because of big foreign investors have abused
with dominant trade positions in the host country. Inthis case, it is worth mentioning
the acquisition of concessions by these investors and that the government of the host
country uses these investors as a major achievement in its policy agenda.
Furthermore, these foreign investors blessed by the host country government,
sometimes in an aggressive way use price transferring for the only reason to minimize
fiscal payments.

The aim of this study is to analyze the FDI inflows in Albania as a very important
investment in this economy, but these flowsduring last years have had up and down
with high volatility. In order to identify the existence of sustainability of FDI or not,
Figure 1 shows the intensity of FDI inflows by economic sectors (time series data
2016-2019 with average quarterly frequency).
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Figure 1. Intensity of FDI by Sectors (average 2016 - 2019)
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Source: Authors’ chart in Excel. Data from Bank of Albania.

Figure 1 showsthe volatility of FDI inflows and the marginal effect with high volatility,
meanwhile, the intensity of inflows is declining or is taking a negative level in both
economic sectors. In recent years, the analysis revealed that Albania as a host country
is getting worse and worse especially in some sectors for attracting foreign investors.

Base on all over as mentioned above, this research will develop the effect of FDI
inflows in the Albanian economic growth. The proceeding data are time series of
macroeconomic indicators from 1997 to 2018 (with quarterly frequency). It will be
used the autoregressive model to get the best findings. In this study will be analyzed
the elasticity of GDP related to FDI and other macroeconomic factors as the average
salary, the economic openness, external public debt, domestic investment,
remittances, and interest rate of the loan, etc. We highlight the fact that not
considering the effect of covid-19 pandemic and FDIsinto Albanian economic growth.

Literature Review: FDI and its effect on economic growth (GDP)

A number of economic model and theories were approached by the economic
researchers and the economic theorists, for explaining the main factors which achieve
to increase economic growth and to identify the big differences of economic growth
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rates between different country incomes. To be more meaningful, it is needed to
analyze these theories in two time-phases:

First phase: Neoclassical growth theory (1960-1990). This theory explains economic
growth like e mathematical function of "labor", "capital”, and "technology". The first
model for this kind of evaluation was invented by Robert Solow (1957), who was a
Nobel Prize winner. This macroeconomic model is valuable for discrete and
continuous data, but the most using model is the discrete data version model. Lately,
Solow'smodel is mentioned with the name "exogenous growth" due to not analyzing
internal correlations between production factors. According to exogenous growth
theory, the model must consider the other factors as economies of scale, income

growth, technological changes in the production process, etc.

Second phase: Modern economic growth theory (after the 90s). The variable "labor"
in Solow's model shows the "labor force" related to only the basic capabilities of
employees. The simplest way for takinginto consideration the effect of human capital
in economic growthin Solow's model is the involvement of this factoras a production
factor. Many years later from the invention of Solow's model, the researchers Romer
(1990), Mankiw, Romer, and Weil (1992), enhanced and enlarged the concept of
growth theory by giving a modern usage with a new variable "foreign direct
investment”. Furthermore, these researchers declared that technological progress is
the main force that affects economic growth in a country. According to their studies,
FDIs are an account of capital invested in the host country, as well as major
contributors to the import of new and advanced technologies in these countries. Also,
exist many studies in favor of FDI and correlation with economic growth for host
countries by estimating other extra factors which are derivated: the rise of human
capital skills, the improvement of market competitiveness, etc. (Dunning, 1993;
Borensztein et al, 1998; and De Mello, 1999; Blomstrom, Globerman, and Kokko,
2000).

Keller and Yeaple (2003) found out that existed a positive correlation with statistical
significance between FDI and GDP of host countries. As a matter of fact, the main
conclusion is a strong and positive correlation with statistical significance between
FDI and economic sectors with more new technology in use. Taking this fact into
account, as a consequence, FDI has a positive impact on growth productivities. In the
same conclusion are and researchers Griffith, Redding, and Simpson (2003) who
analyzed the growth dynamics of productivity in the United Kingdom for years 1980
- 1992 (analyzing the growth dynamics of productivity for international corporates).
In addition to this, they concentrated on two mechanisms about how FDI inflows
could affect the host country: (1) the level of economic growth; (2) the scale of
domestic productivity.

The positive correlation with statistical significance between FDI and GDP of host
countries exist in many studies, but with more impact in the government policies are:
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according to the study of Nair-Reichert and Weinhold (2001), the average value of FDI
has a positive correlation with GDP with data from 24 developed countries;

also, Choe (2003) in his study found out that FDIs have causality effect (with statistical
significance) in the economic growth for 80 host countries (developed and developing
economies);

the same conclusion is Solomon (2011) who analyzed 111 host countries (developed
and developing economies);

when the host country is a small economy, like Albania, or Western Balkan states, FDI
inflows are the major potential of economic growth (Lleshaj and Korbi, 2019).
However, according to Jurci¢, Franc, and Barisi¢ (2020) the institutional quality
factorshave not been important in determining FDI inflow per capita in Croatia

Onthe other hand, we can mention case studies that conclude the negative correlation
between FDI with economic growth. For instance, researchers Aitken and Harrison
(1999) found out this conclusion for the economy of Venezuela state. However,
Hanson (2001), developed a research based on three case studies in different
countries, and his conclusion was in favor of the weak or not statistical significance
between FDI and GDP.

Methodology: The extended Solow's model and FDIs

The simplest function of macroeconomic growth by Solow's model is the output
functionY =f(K, L), with Kis denoted the capital in the economy, and L is denoted the
labor force. This model assumes that the output function represents constant scale
income. The basic Solow's model shows that capital accumulation cannot explain the
increase in economic sustainability, because high savings rates in the economy lead
to temporarily high economic growth, as well as, the economy is being approached
the case in which capital and output are constant. This model after 1990 was
expanded by including into the production functionan endogenous variable whichis
technological progress that over time expands the productive capacities of the
economy. In the modern concept, Solow's extended model includes endogenous
effects, because of endogenous” economic growth models have been applied to see
the effect of FDI on a host country’seconomic growth. Accordingto the Cobb-Douglas
function, it followsthe extended Solow's model which has the followingequation:

log(GDP,) = (o + Bilog(FDI,) + (:log(DI,) + Bslog(AS.) + B«dog(IRL,) + Bslog(EO.) +
Bslog(RPDy) + B7log(R:) + &:

Where (1, B2, .., B7 are respectively the elasticity of the dependent variable with
respect to the independent variables and ¢ is the time dimension of the series t = 1, 2,
.. I and & is the term ofthe model error . The description of the variable is in Table
1. Also, to evaluate the parameters (i of the model will be used the ordinary least
squares method (Gujarat and Porter 2009). In order to these estimations to offer
conclusions with high statistical reliability (the best statistical confidence), the model
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will be tested for all the main assumptions of the Gauss-Markov Theorem: (1) the
linearity must be according to the parameters f3;; (2) the mathematical expectation of
the residuals is E(&;) = 0; (3) the residual variance & is constant, V(&) = E(&@) =
constant; and (4) the covariance Cov(g; €) = 0 and Cov(x;; X)) = 0 for each i # j, for

every independent variables x;.

Table 1. Description of Macroeconomic Variables, Time Series and Data Source.

Variables Description Data source
Dependent variable:

GDP Gross Domestic Product (unit of INSTAT (statistical
measurement in ALL, at current prices). database)
Independent variables:

Foreign Direct .Investment inflows (un.it of Bank of Albania

FDI measurement in dollars, at current prices, bankofalbani

converted into ALL). (www.bankofalbania.org)
AS Average salary in the economy, or labor cost INSTAT (statistical
(unit of measurement in ALL). database)
Economic openness, or the size of foreign INSTAT (statistical
EO trade in relation to GDP. Economic openness database)
= (import + export)/GDP, (unit of Ministry of Finance
measurement in %). (www.financa.gov.al)
EPD External public debt (unit of measurement in Ministry of Finance
ALL). (www.financa.gov.al)
DI Domestic investment (unit of measurement INSTAT (statistical
in ALL). database)
R Remittance flows in the economy (unit of Bank of Albania

measurement in ALL).

(www.bankofalbania.org)

Interest rate on loans of businesses in the
IRL economy (with a term of 12 months, unit
of measure in %).

Source: Variables selected by the authors.

Bank of Albania
(www.bankofalbania.org)

In all regression models with time series data, they must take into account their
stationarity. Estimating the stationarity of time series (i.e. the time series of values
that has stochastic behavior) the two most commonly used tests are: the Augmented
Dickey-Fuller (ADF) test (Dickey, et al, 1979) and the Phillips-Perron test (PP)
(Phillips and Perron, 1988). A time series variable is stationary (i.e. stable) if its mean
and variance are constant over time and the covariance between the two values
depends only on the length of the time period that separates them and not on the time
moments when they occur. Only after a time series is stationary is it accepted as a
dependent or independent variable in a regression model (Hill, Griffiths, & Lim.,,
2010). According to ADF test, we test whether a time series of data is influenced by
its initial value, by the trend of time or by both simultaneously. The conversion of a
time series to stationary the method is realized with differences that are also tested.
The basic equation of the ADF test with respect to constant and trend is:
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k-1

AXt :AO +Alt +12Xt—1+ ﬂiAXt—l +€t

i=1
Where the time series X: (the variable taken in the study) in the form of the first
difference (integral of the first order) is AX:= X:- X1 in the period ¢; Ao is the constant
of the terms; t is the time trend; and k is the number of parameters being evaluated.
Based on the above equation, is tested the null hypothesis: Ho: A2 = 0 (the series has a
unitary root i.e. it is not stationary). Accepting or not of null hypothesis will be
measured with the probability of statistical significance p < 0.05, according to the
maximization of the greatest probability of occurrence (AIC). Also with the same
statistical importance will be tested the return of a series by means of differences in
stationary.

Empirical analysis and findings: Estimation of the Growth Model

According to the empirical analysis for the extended Solow's model in Albania, we
identify the relationship of the dependent variable gross domestic product (GDP) with
the independent variables shown in the table 2.

Table 2. Parametric Estimations of the Economic Growth Model in Albania.

Dependent variable: Coefficient or model Probability of statistical
Alog(GDPt) parameters significance
Constant +0.0202 0.0001
Independent variables:
Alog(FDIt) +0.0506 0.0004*
Alog(ASt) +0.4354 0.0109*
A2log(DIt) +0.0855 0.0000*
Alog(IRLt) +0.3469 0.0674**
Alog(EPDt) -0.2291 0.0003*
Alog(Rt) +0.0334 0.1354
Alog(EOt) -0.2472 0.0000*
AR(1) -0.2653 0.0059*
Adjusted R2 0.6042
F-statistic 16.2631 0.0000*
Wald F-statistic 11.5193 0.0000*
Durbin-Watson stat 2.1390

Note: AR(1) is the first lag of the residual (error term of the model) for eliminating
autocorrelation. Also, is noted: *) for statistical significancelevel of p < 5% and **) for
statistical significance level of 5% < p < 10%.

Source: Data proceeding in Eviews 11 by authors.

At first, through the ADF-test, time series were transformed into stationary (all series
are first-order stationary except variable ID which is second-order stationary,
appendix), and then these stationary series were used for parametric estimating of
the economic growth model in Albania as following:
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Alog(GDP): =0.0202 + 0.0506*Alog(FDI).+ 0.4354*Alog(AS).+ 0.0855%*Azlog(DI).
+ 0.3469*Alog(IRL). - 0.2291*Alog(EPD). + 0.0334*Alog(R). - 0.2472*Alog(EO). -
0.2653%er1+ &

According to the Fisher test, the model is statistically significant with significance
level p < 1%. The model also has a satisfying determinant coefficient referring to real
economies, with an adjusted value Rz = 60.4%.

Table 3. Analysis of the Residual (Economic Growth Model).

The test

Description

Test result

Model function:
Ramsey RESET-test

Multicollinearity: VIF-
test (Variance
Inflation Factors)

Autocorrelation: LM-
test (Breusch-
Godfrey)

Heteroskedasticity:
Breusch-Pagan-
Godfrey and Wald F-
statistic

Normality of the
residual distribution
&t Jarque-Bera-test

This test estimates if the model
function is appropriate or not.

Null hypothesis: ‘the function of the
model is logarithmic”

This test estimates ifthe
independent variables are
correlated with residual or error of
model, &t.

Null hypothesis: model does not
have multicollinearity

This test estimates ifthe residual of
the model, &, has or not serial
correlation.

Null hypothesis: model does not
have autocorrelation

This test estimates if the residual of
the model, &, has or not constant
variance.

Null hypothesis: model does not
have heteroskedasticity

This test estimates if the residual of
the model, &, has or not normality
distribution.

Null hypothesis: the residual of the
model has normality distribution.

According tothe Ramsey RESET test, the form
of the mode! function is logarithmic (with
statistical significance level p < 1%).

According tothe VIF test all independent
variables are less than 10 d.m.th our model
does not have multicollinearity. (this is
explained by the use of time series differences
to convert them to stationary).

Doing the autocorrelation test with two-time
delays (suggested by the test itself), it figures
out that our model has waste autocorrelation.
Ky autokorrelacion mund té rregullohet duke
identifikuar korrelacionin e mbetjes witht me &
1, d.m.th. me AR(1).

According tothe test null hypothesis is
rejected, so the model has heteroskedasticity.
Eliminating this phenomenon is done by
adjusting the standard deviation of the residual.

According tothe test null hypothesis is
rejected. Albanian's economy analyzing by the
variables mentioned in the model, has a
problem with normality distribution of residual,
this means that model is usable and valuable
to forecast data up to mid-term.

Source: The table summarizes the tests once they were proceeded EViews 11 by the
authors. Note: AR(1) is the first lag of the residual (error term of the model) for
eliminating autocorrelation.

This economic growth model has successfully passed all the criteria of creating
efficient models according to the main assumptions of the Gauss-Markov theorem
(table 3), so the model is statistically useful to explain the direction and strength
correlation of the variables. Also, it has parameters and direction of correlation in
relation to macroeconomic theories, as written in the empirical literature. This
situation expresses that in general Albania's economy and its macroeconomic
indicators have a trend like economies around the world, which shows the positive
effect of FDI in the host country.
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Further analyzing the model and its parameters, we have used t-test which estimates
statistically significant positive correlations (with significance p < 5%) between gross
domestic product and variables: foreign direct investment; the value of the average
salary; and domestic investment in the economy; as well as a weak positive
correlation with statistical significance (with significance p < 10%) with the aggregate
interest rate on loans of businesses in the economy. Whereas, gross domestic product
in Albania has a negative correlation with statistical significance (with significance p
< 5%) with the value of external public debt and the scale of economic openness. In
addition to the findings of the econometric testing, the model does not have a
statistically significant correlation between gross domestic product and the level of
remittances. Also, the constant of the model is a statistic significant parameter (with
significance p < 5%) which expresses the contribution of the technological progress
level in Albania's economy. As we see the technological progress is a component of
the production functionthat has always been affected by a very little positive impact
on GDP growth, only average 2% of economic growth is caused by technological
progress. In the following, we will analyze the contribution of each variable to GDP
growth in Albania according to the extended Solow's model.

Capital Investment. The model estimates the fact that if foreign direct investment
(FDI) will increase with 1% (under constant conditions of other variables) then GDP
growth will increase by 0.05%. While, if domestic investment (DI) will increase with
1% then GDP growth will increase by 0.09%. There are two main economic reasons
for this change: Firstly, the domestic investment (private and public) from 1993 to
2007 had had an average weight of capital or multiplicator about 11 times higher than
FDIwhereas from 2008-2018 it had an average weight of capital about 5 times higher
than the FDI. In recent years, exist a decrease in the multiplicator of domestic
investment and negative marginal investment higher than increasing FDI. As a result,
for the same unit of capital invested, FDI has been more profitable for the Albanian
economy than domestic investment. This conclusion proves one of the main
hypotheses of this study: "Foreign direct investments are a major factor in total
productivity in the economy, and has a greater contribution to the gross domestic
product than domestic investment, per unit of invested capital." Secondly, FDIs in
Albania have a positive impact on the level of employment, i.e. the number of
employees (especially in the tailoring enterprises), having an "endogenous” impact
on employment growth. As a result of the high informality of the Albanian
employment market, measuring the "endogenous" effect of FDI on the number of
employees and the unemployment rate has a high error (this is the reason why this
effectwas not measured by the model).

Average salary (AS). According to the model, if the aggregate average salary will
increase by 1% (under constant conditions of other variables) then GDP growth will
increase by 0.44%. The average salary tends to increase in the economy the level of
disposable income and causing an increase of population well-being as well as
increasing thelevel of total productivity in the economy. In the Albanian economy, the
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variable average salary has an important impact (i.e. GDP growth has a higher
elasticity with the average salary level than any other variable in the model). So, one
of the government policies with a focus on economic growth should use the average
salary as an effective mechanism.

Interest rate on loans (IRL). According to the model, if the interest rate on loans of
businesses in the economy will increase by 1% (under constant conditions of other
variables) then GDP growth will increase by 0.35%, although the correlation is weak.
Lending has two destinations, consumption and investment. These also constitute
some of the components of GDP calculation. But with a glance seems contradictory
the positive link between the aggregate interest rate on loans and GDP. In this case,
the deregulation of the credit market in the Albanian economy and the relationship
with the cost of credit, basically should be seen through the monetary policies of the
Bank of Albania. Bank of Albania from 1991/2 to 2000 has used direct monetary
policy instruments by setting credit (rate) ceilings, then from 2001 to 2018 it has used
indirect monetary policy instruments using the basic interest rates by decision of the
Supervisory Council of Bank of Albania. Throughout the history of the Albanian
banking system, privatization starting from 2003 to 2005, and the birth of many other
commercial banks (with foreign capital), lending was directly influenced by
commercial banks themselves. One of the main goals of the money supply and related
to monetary policies has been the price stability or the inflation stability on the scale
of 2-4% and especially in recent years 2-3%. This also shows the positive and
statistically significant correlation of the lending interest rate with GDP.

External public debt (EPD). According to the model, if the external public debt will
increase by 1% (under constant conditions of other variables) then GDP growth will
decrease by 0.23%. Accordingto publications of the Ministry of Finance, this external
debt has been taken for the most part by the IMF and the World Bank. Funds provided
by the World Bank have often been socially aimed at reducing poverty in the country.
Another reason for the negative correlation of public external debt with GDP is the
impact of the exchange rate, the devaluation of the ALL against the Euro and the USD
has cost the public budget by increasing the cost of these debts.

Economicopenness (EQ). The model estimates the fact that if economic openness will
increase with 1% (under constant conditions of other variables) then GDP growth will
increase by 0.25%. External trade relations are not contributing positively to
economic growth. This is explained by the dominance of imports compared to
exports, forall the time taken in the study.

Remittance (R). The economic growth model for Albania expresses a positive
correlation of remittances flows in the economy with GDP but not statistically
significant. The value of remittances has a breaking point in the third quarter of 2007.
From 1993 to the third quarter of 2007 there is a positive impact of remittances on
GDP, with weak statistical significance (with p < 10%). While, after the third quarter
of 2007, remittances are statistically insignificant to affect GDP growth. Calculating
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the value of remittances for many years has had high economic informality (in
transition years). A significant proportion of remittances are made in cash from the
physical movements of the migrants themselves. Last years, the importance of
remittances in Albania's GDP has decreased, especially this is reflected in the
devaluation of the ALL currency against the Euro and USD, coming as a continuous
phenomenon of the effect of the global financial crisis 2008 and the real economic
crisis that followed in the European Union (Greece and Italy are the most part of the
Albanian emigrants), as well as by the increase in the emigration rate of Albanian
families in different countries of the world.

Conclusion

In the first half of the last decade, the rate of change of foreign direct investments in
Albania is high, while the intensity is decreasing or becoming negative in some
economic sectors, making the host country aless attractive place for foreign investors
from many origin countries. According to extended Solow's model, this study
identified statistically significant findings as following:

FDIs are an important factor of economic growth for Albania and for the same value
of invested capital, economic growth has a higher scale of elasticity related to FDIs
than domestic investments.

According to extended Solow's growth model, during the period 1997-2018, the rate
of technological progress (the constant of the model) has given a contribution of 2%
of GDP growth. This is another reason for attracting FDI and to increase the rate of
technological progress in the Albanian economy.

Economic growth in Albania is a simultaneous phenomenon of FDI, domestic
investment, the scale of economic openness (focusing on exports), the aggregate
average salary, and the efficient use of public debt, especially external debt. In
addition to this argument FDIshave a direct impact on GDP, also have an endogenous
positive impact on domestic investment, employment, etc.

Taking all statistical analysis, findings, and conclusions into account is very essential
that central and local government institutions, funds and financial advisory
institutions, and all stakeholders, may consider these findings of this scientific paper
for different decision-making such as attracting foreign investors, salary level
analysis, increasing the formalization of the economy, etc.

The main limitation of this study derives from the shortcomings of national
institutional measurements and individual economic data by sectors. This limitation
narrows the concept of the composition of the macroeconomic factor in economic
growth. Also, the study did not use the method of finding endogenous and exogenous
factorsbecause the identification of instrumental sets is not very clear for the case of
Albania, due to no clear economic evidence and policies with a time series effect. Such
an analysis is also a challenge of ongoing studies in this field.
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