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ABSTRACT 

 Male and female working professional consumers significantly differ in their responses as far 

as information influence is considered in their susceptibility to reference groups. But they were 

of similar opinion on that they seek information from an association of professional or 

independent group of experts. Male and female working professionalsô consumers were not 

significantly different in their responses as far as utilitarian influence was considered in their 

susceptibility to reference groups. Only   significant difference of opinion found in whether 

brand purchase influenced by fellow work associate preferences. Male and female working 

professionalsô consumers were significantly different in their responses as far as Value 

Expressive Influence was considered. 

Keywords: Consumer Susceptibility, Reference Group, Information Influence, Utility Influence 

and Value Expressive Influence 

 

1. INTRODUCTION  

The reference group effects will be stronger for individuals with different characteristics by 

their susceptibility to interpersonal influence (McGuire, 1968). Merton and Rossi (1949) 

described about reference groups and its definitions are also found in review (Park andLessig, 

1977; Escalas and Bettman, 2005; Zamborainet al, 2007). Though reference groups influence 

upon product purchase and brand decisions for different stages and classes available abundantly 

(Bearden and Etzel, 1982; Childers and Rao, 1992; Elliott and Leonard, 2004). Park and Lessig 

(1977) defined reference group as ñan actual or imaginary individual or group conceived of 

having significant relevance upon an individualôs evaluations, aspirations, or behaviorò. Hyman 

(1942) was the first author to write about the concept of reference groups 

Bearden et al (1989) pointed about the need for enhancing image in othersô opinion by acquiring 

and using products and brands in conformance to the othersô expectations regarding purchase 

decisions, and by learning tendency about products and services by observation and information 

seeking. Roccas and Brewer (2002) pertained susceptibility to information to individual values 

like conservatism, universalism, openness and power. Some researchers also discussed 

consumer susceptibility to normative influence (Batra, 2001) and individual values (Kahle, 

1996). In society many people are influenced by others (e.g. Merton & Rossi; 1949). In a 

consumer behavior point of view, the influence up on an individualôs consumer decision making 

mailto:ajit_upadhyaya@pimrindore.ac.in
mailto:rajeevshuklaujn@gmail.com
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behavior by groups that consist of friends, relatives, family, colleagues and seniors is known as 

reference group (Bearden & Etzel, 1982; Childers & Rao, 1992; Yang & Allenby, 2003). 

Students financial conditions are relatively weak in society (Kidwell &Turrisi, 2004), and they 

are strongly susceptible to reference group influence (Park &Lessig, 1977). 

In literature different subtypes also figured like positive and negative reference groups (White 

& Dahl, 2006). A positive reference group i.e. also known as associative reference group is 

further classified as member groups and aspiration groups. Member group is that group, to 

which an individual belonged presently and aspiration groups, where an individual aspires to 

belong to (Turner, 1991; White & Dahl, 2006). A negative reference group is also known as 

dissociative reference group (Turner, 1991; Englis & Solomon, 1995 and White & Dahl, 2006).  

Childers & Rao(1992)  suggested the existence of other sub types of reference groups -

comparative groups and normative groups. Comparative reference groups relate to standards 

for self-assessment, and normative groups relate to personal values, norms and attitudes 

(Bearden & Etzel, 1982). Informational influence first conceptualized by Deutsch and Gerard 

(1955) and Park and Lessig (1977). Deutsch and Gerard (1955) discussed utilitarian influence 

as compliance with the expectations and preferences of another individual or group. Persons 

also found the utility relevance to meet the expectations of other important groups (Park & 

Lessig, 1977; Bearden & Etzel, 1982). Individuals have a motive to support and enhance their 

self-concept by associating with positive referents and dissociating with negative referents 

(Kelman, 1961, Park &Lessig, 1977). Consistency between self-expression and the 

psychological image to be obtained and related to reference groups should exist (Park &Lessig, 

1977; Bearden &Etzel, 1982). So conformance to the expectations of others for a desired image 

is important and do not conflict with self-expression (Bearden, Netemeyer & Teel, 1989; Clark 

& Goldsmith, 2006). Students developed a strong self-identity versus brand relationship 

(Escalas & Bettman, 2003). Age, inexperience and social contacts make students more 

susceptible and responsive to reference group (Deutsch & Gerard, 1955; Hochbaum, 1954; Park 

&Lessig, 1977). 

 

2. OBJECTIVE OF THE STUDY  

1) To study consumers susceptibility to reference group influence with special reference 

to working professionals. 

 

3. RESEARCH METHODOLOGY  

The Study : The study is descriptive in nature and based on primary data. 

Sample : The sample size  targeted was 250. After data collection 42 questionnaires were found 

not adequately filled out by respondents therefore 208 respondents considered for study. The 

sample was collected using non probabilistic convenience sampling method. The male and 

female working professionals of Indore city was taken as sample unit. 

Tools for data collection: Structured and Tested Marketing Scale of Park and Lessing (1977) 

used for Data Collection. The scale was on Consumer Susceptibility to reference Group 

Influence.  Questionnaire was used to collect data on four points scale (1= Not relevant, 2= Low 

relevant, 3= Medium relevant and 4= high relevant).    

Tools for data analysis: The collected data was analyzed using Independents Sample t-test, 

means and standard deviation. 
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4. HYPOTHESES 

H0(1) :- There is no significant difference in male and female working professionals Consumers 

susceptibility for Information Influence of reference group. 

H0(1.1)  There is no significant difference in male and female working professionals Consumers   

susceptibility towards Information influence of group of experts 

H0(1.2)  There is no significant difference in male and female working professionals Consumers 

susceptibility towards Information influence of brand professional executives. 

H0(1.3)  There is no significant difference in male and female working professionals Consumers   

susceptibility towards Information influence of neighbors, friends and relatives 

H0(1.4)  There is no significant difference in male and female working professionals Consumers   

susceptibility towards Information and approval influence of independent testing agencies 

H0(1.5)  There is no significant difference in male and female working professionals Consumers   

susceptibility towards Personal observational influence 

H0(2) :- There is no significant difference in male and female working professionals Consumers 

susceptibility for Utilitarian Influence of reference group. 

H0(2.1)  There is no significant difference in male and female working professionals Consumers   

susceptibility towards Influence of fellow associates expectations 

H0(2.2)  There is no significant difference in male and female working professionals Consumers   

susceptibility towards  Influence of social interaction 

H0(2.3)   There is no significant difference in male and female working professionals Consumers   

susceptibility for Family influence 

H0(2.4)  There is no significant difference in male and female working professionals Consumers   

susceptibility towards Influence of desire to satisfy others expectations 

H0(3) :- There is no significant difference in male and female working professionals Consumers 

susceptibility for Value expressive Influence of reference group. 

H0(3.1)  There is no significant difference in male and female working professionals Consumers   

susceptibility towards Image enhancement influence 

H0(3.2)  There is no significant difference in male and female working professionals Consumers    

susceptibility towards Influence of desired characteristics 

H0(3.3)  There is no significant difference in male and female working professionals Consumers   

susceptibility towards Influence of feeling with a character shown in the advertisements 

H0(3.4)  There is no significant difference in male and female working professionals Consumers 

susceptibility towards Social approval influence 

H0(3.5)  There is no significant difference in male and female working professionals Consumers    

susceptibility towards self projection influence 

 

5. RESULTS AND DISCUSSION 

Reliability of scale was tested. Alpha value was found 0.86. 

It is exhibited in Table 2 that male and female working professionalsô consumers susceptibility 

did not differ significantly towards Information influence of group of experts. Hypothesis H0(1.1)  

not rejected. However, female working professionals were more susceptible towards 

information influence of group of experts. 
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The study further revealed significant difference in male and female working professionalsô 

consumers susceptibility towards information influence of brand professional executives, 

information influence of neighbors, friends and relatives and approval influence of independent 

testing agencies. Hypotheses H0(1.2)  , H0(1.3)   and H0(1.4)   were rejected. It is shown in Table 1 

that male working professionals consumers were more susceptible towards information 

influence of brand professional executives. Whereas, female working professionals consumers 

were more susceptible towards  information influence of neighbors, friends and relatives and 

approval influence of independent testing agencies. It was also observed that male and female 

working professionals consumers susceptibility had no  significant influence of personal 

observation and Hypothesis H0(1.5)  not rejected. Deutsch and Gerard (1955) and Park and Lessig 

(1977) were also observed similar consumer susceptibility towards information influence of 

reference groups. 

Male and female working professionals consumersô susceptibility differ significantly towards 

influence of fellow associates expectations in brand purchase. Hypothesis H0(2.1)  rejected  

(Table 4). male working professionals consumers were more susceptible than female working 

professionals consumers towards influence of fellow associates expectations in brand purchase 

(Table 3). Moreover, there was no significant difference found in male and female working 

professionals consumers susceptibility towards  influence of social interaction, family and 

desire to satisfy others expectations. Hypotheses H0(2.2)  , H0(2.3)   and H0(2.4)   were not 

rejected.Findings of the present study in relation to consumer susceptibility towards utilitarian 

influence were medium relevant. Whereas, Deutsch and Gerard (1955) found utilitarian 

influence as compliance with the expectations and preferences of another individual or group. 

Park & Lessig, (1977), Bearden & Etzel (1982) also found the utility relevance to meet the 

expectations of other important groups. 

Significant difference found in male and female working professionals consumersô 

susceptibility towards influence of Image enhancement, Social approval and Self projection. 

Hypotheses H0(3.1),  H0(3.4)   and H0(3.5)   were rejected (Table 6). Whereas, no significant 

difference found in male and female working professionals consumersô susceptibility towards 

influence of desired characteristics and feeling with a character shown in the advertisements. 

Hypotheses H0(3.2),  and H0(3.3)   were not rejected. Female working professionalsô students were 

more susceptible to image value they related to their brand purchase. However, male working 

professionals consumers were more susceptible to influence of social approval and self 

projection (Table5). 

Escalas and Bettman (2003) also found that students developed a strong self-identity versus 

brand relationship. This is also confirmed by the present study. Bearden et al. (1989) and Clark 

& Goldsmith, (2006) observed conformance to the expectations of others for a desired image 

is important and do not conflict with self-expression. But in present study female working 

professionals were more susceptible to image value and under-graduate consumers towards self 

projection. 

 

6. CONCLUSION 

Male and female working professionals consumers significantly differ in their responses as far 

as information influence is considered in their susceptibility to reference groups. But they were 

of similar opinion on that they seek information from an association of professional or 

independent group of experts. This findings also confirmed Informational influence as a major 

reference group dimension as also figured in the previous study of Deutsch and Gerard (1955) 

and Park and Lessig (1977). Female working professionalsô consumers were more 

susceptibility to reference groups as far as information influence is considered. 

Male and female working professionals consumers were not significantly different in their 

responses as far as utilitarian influence was considered in their susceptibility to reference 
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groups. Only   significant difference of opinion found in whether brand purchase influenced by 

fellow work associate preferences. This findings also confirmed the previous findings that 

colleagues and seniors have a strong reference group influence (Bearden & Etzel, 1982; 

Childers & Rao, 1992; Yang & Allenby, 2003) and here male working professionals were more 

susceptible than female working professionals.  

Male and female working professionals consumers were significantly different in their 

responses as far as Value Expressive Influence was considered.  The result were contrary to the 

previous impact of aspirational group belonging (Escalas & Bettman, 2003; White & Dahl, 

2006).  
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APPENDIX 

 

Table : 01 Mean and Standard Deviation for information influence 

 

 

 

 

 

 VARIABLE

S N Mean 

Std. 

Deviation 

VAR000

01 

Male 140 2.90 .843 

Female 168 3.04 .748 

VAR000

02 

Male 140 3.41 .671 

Female 168 2.69 .902 

VAR000

03 

Male 140 2.69 .738 

Female 168 3.09 .858 

VAR000

04 

Male 140 2.45 .887 

Female 168 2.79 .842 

VAR000

05 

Male 

Female 

140 

168 

2.78 

2.97 

.740 

.916 



19th International Scientific Conference on Economic and Social Development 
Melbourne, Australia, 9-10 February 2017 

   

7 
 

Table:02 Independent Samples T Test for Information Influence 

 t df Sig. (2-tailed) 

VAR00001 -1.471 304 .142 

VAR00002 6.997 304 .000 

VAR00003 -3.900 304 .000 

VAR00004 -3.236 304 .001 

VAR00005 -1.848 304 .056 

 

Table : 3 Mean and Standard for Utilitarian Influence  

 VARIBLE

S N Mean 

Std. 

Deviation 

VAR00006 Male 
140 

3.180

0 
.65721 

Female 
168 

2.922

3 
.67988 

VAR00007 Male 
140 

2.660

0 
.97670 

Female 
168 

2.786

4 
.92289 

VAR00008 Male 
140 

2.400

0 
.80403 

Female 
168 

2.475

7 
1.03448 

VAR00009 Male 
140 

2.500

0 
1.19342 

Female 
168 

2.582

5 
.86700 

Table:04 Independent Samples T Test for Utilitarian Influence  

 t df Sig. (2-tailed) 

VAR00006 3.143 304 .002 

VAR00007 -

1.102 
304 .271 

VAR00008 -.644 304 .520 

VAR00009 -.687 304 .492 
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Table : 5 Mean and Standard for Value Expressive Influence 

 VARIABLE

S N Mean 

Std. 

Deviation 

VAR0001

0 

Male 
140 

2.880

0 
.81995 

Female 
168 

3.105

8 
.88921 

VAR0001

1 

Male 
140 

2.740

0 
.74698 

Female 
168 

2.721

2 
.97759 

VAR0001

2 

Male 
140 

2.460

0 
1.12295 

Female 
168 

2.480

8 
.90068 

VAR0001

3 

Male 
140 

3.100

0 
.75879 

Female 
168 

2.692

3 
.92289 

VAR0001

4 

Male 
140 

3.040

0 
.92025 

Female 
168 

2.548

1 
1.09350 

 

Table: 06 Independent Samples T Test for Value Expressive Influence 

 t df Sig. (2-tailed) 

VAR00010 -

2.139 
306 .033 

VAR00011 .170 306 .865 

VAR00012 -.174 306 .862 

VAR00013 3.837 306 .000 

VAR00014 3.885 306 .000 
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Abstract 
The purpose of this exploratory research is to survey senior executives to explore the strategic 

issues and leadership challenges facing international organizations. This topic has rarely been 

addressed by the academicians and researchers in Pakistan. Detailed open ended interview 

were conducted with several business leaders and multinational companiesô senior managers 

in Karachi, Pakistan. The aim of this research was to present challenges faced by leaders and 

also to share advice they would give to other regional leaders in the world. The result suggested 

that successful leadership qualities are vision, change and recognition identified by leaders in 

Pakistan.  

Keywords: Vision, Mindset, Global Leadership, Change Management 

 

1. INTRODUCTION  

By far, the global leadership studies are primarily carried in developed countries, with a focus 

on how leaders of multinational companies from developed countries run their business 

successfully globally. As the world economic growth shifts towards the emerging markets, it is 

important to understand how leaders from these markets take their business globally and what 

global leadership means for them.  Such understanding would not only benefit the growth of 

business from emerging markets, but also developed markets, and hence the recovery and 

prosperity of the world economy. This study will provide a detailed discussion on the topic of 

Global leadership, its impact on the organizations and governments in the emerging markets 

and also insights from leaders in the emerging markets (Osland, et al., 2014). 

 

2. LITERATURE REVIEW  

Global Leadership is a key issue and has been identified more than any other option as a key 

factor for global success. It is important to see that growing number of people and organizations 

value they need more understanding about this area. Despite encouraging growth, the field of 

global leadership still suffers from a degree of confusion and lack of clarity (Osland, et al., 

2014). As early as 2001, Adler tackled this issue by distinguishing global leadership from both 

domestic leadership and comparative leadership: Global leaders, unlike domestic leaders, 

address people worldwide. Global leadership theory, unlike its domestic counterpart is 

concerned with the interaction of people and ideas among cultures rather than with either the 

efficacy of particular leadership styles within the leaderôs home country or with the comparison 

of leadership approaches among leaders from various countries. A fundamental distinction is 

that global leadership is neither domestic nor multi domestic (Adler, 2001). 

Global leaders are effective if they and their followers both interact and adapt, according to the 

dictates of the context and the organizational culture (Osland, et al., 2014). In order to be an 

effective global leader, expatriate experience is still viewed as one of the best ways to develop 

global leadership competencies (Black, Morrison, & Gregersen, 1999; Caligiuri & Tarique, 

2012; McCall & Hollenbeck, 2002). This definition is applicable to those people who are 

involved in bringing change by interacting with people from several cultures and also involved 
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in a very complex job. It is important to develop a theoretical model for performance and 

outcome measure for effective global leader. Also, develop key concepts and devise an 

assessment instrument for selection and recruitment of global leader.  

Global leadersô integrity and how they should treat people is important as part of ethics. A 

proven methodology for developing socially responsible global leaders is explained in Maak, 

Pless, and BoreckaË (2014). There is an ongoing, critical need to distinguish between the roles 

and behaviors of global managers and global leaders and to distinguish between domestic 

leaders and global leaders. This would allow the field to generate a cumulative and focused 

body of knowledge across different studies and avoid possible fragmentation in a rapidly 

growing literature (Reiche, Bird, Mendenhall, & Osland, 2014). To date, however, there have 

been few behavioral studies in global leadership research and no observational studies of global 

leaders in action. Research on the global leadership effectiveness is extremely limited and 

requires more foundational research to identify background, performance measures, and events 

that impact performance (Osland, et al., 2014). 

Common characteristics taught in traditional educational environments are insufficient for 

global leader, but more importantly, it is important for a global leader to be of sound character 

(Brownell, & Goldsmith, (2006). Creating opportunities and solving them requires intelligence 

and a global mindset in order for companies to be successful and organizations are run by 

leaders, so they need to be prepared to have a global mindset (Gupta, & Govindarajan, 2002). 

In a cross cultural environment leader must face and overcome challenges by developing a 

verbal and non-verbal effective communication in a cross cultural environment (Lobel, 1990). 

Besides the knowledge and skills that global leaders need they can learn to be effective as part 

of a global team by developing the process of mapping, bridging and integrating (Maznevski, 

& Distefano, 2000). An effective global leadership competency model includes that a leader 

must be stable, knowledgeable, relevantly named and must fit with the local conditions in terms 

of culture and affiliation because they will have an impact and affect global leader (Morrison, 

2000). It has also been proposed that for the development of global leadership skills, executives 

must take international business travel for the development of global mindset (Oddou, 

Mendenhall, & Ritchie, 2000). Another interesting development that has taken place involved 

sending selected participants in developing countries to increase their international learning 

experience while abroad and it was found that participants learning were increased in six areas 

comprising: responsible mindset, global mindset, cultural intelligence, self-development and 

community building (Pless, Maak, & Stahl, 2011).   

 

Themes of Leadership  

1. Openness and Networking 

2. Developing relationships with clients 

3. Flexible communication skills and Listening 

4. Patience 

 

3. METHODOLOGY AND ANALYSIS  

Methods: Interviews were conducted with selective business leaders of trading, export and 

corporate business leaders in Karachi, Pakistan. There were 25 male and 5 female leaders in 

total. 83% were male leaders and almost all associated leadership with male leader. Interviews 

were semi structured to allow open ended responses. 60% of interviews were conducted face-

to-face while the remaining conducted on the phone. All the interviews were conducted in 

English which is the official business language in Pakistan. Questions included currents trends 

in leadership, challenges and mindset required by leaders in emerging economies. The result 

provides informative data for further improvement in the field of global leadership.  
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Question 1: What are the three most essential aspects of successful leadership? 

The business leaders who participated in this survey pointed that setting direction for the team 

in the organization is the most essential aspect for successful leadership followed by setting 

focus for people, meaning guiding them to individual and organizational success. The other 

important aspect mentioned by the executives was to be flexible in decisions and not being 

selfish.  

 

Question 2: What are the most significant leadership challenges in your industry, in 

Pakistan, today? 
The biggest challenge is finding the talent with leadership qualities, followed by Human 

Resource development and leadership grooming challenges faced by the industry in Pakistan. 

Future is Pakistan is not bright and this creates a gloomy prospect for finding the right leaders 

to make a meaningful difference in industrial setup in Pakistan.  

 

Question 3: What are the biggest leadership limitations in your part of the organization? 
A lot of blocking factors have been identified as limitations. First, it takes a lot of time to 

develop as a leader in a bureaucratic setup system in Pakistan. Second, is the mindset of people 

with a less risky approach in implementing things, which could be attributed to culture of 

Pakistan. People are not groomed properly, leaving a black hole in the field of leadership at the 

top level.  

 

Question 4: To what extent are you personally involved in leadership development in 

your part of the organization? 

Almost 90% responded that they are involved in leadership development in their organization. 

The biggest challenge is to understand the individual capability and direction for future.  

 

Question 5: Most essential aspects of successful leadership 

The most essential aspect for successful leadership is to lead in times of difficulty and 

complexity and Pakistani market is the perfect place to train and develop leadership talent, 

which was surprising to hear.  

 

Question 6: What will be of most importance for good leadership in your part of the 

world in the next 3ï5 years? 

According to respondents, it is important for the leader to be strategic in his or her leadership 

skills by taking into account global trends and strengths. Second, he must be capable in building 

quality team culture and be innovative.  

 

Question 7: What are the most impactful development activities in your country? 

The leaders identified challenging projects and assignments as the most impactful development 

activity in Pakistan.  

 

Question 8: What leadership development in your part of the world has been the least 

satisfactory? 
The result from the market leaders identified that lecture based training is the least satisfactory 

form of development recognized by professionals in Pakistan. The second was classroom based 

teaching as it might be too intimidating or embarrassing for the professionals to attend.  

 

Question 9: What is the level of demand for global leaders in your organization? 

Without any reservation from the leaders, all have agreed that there is a great demand for global 

leaders in their respective organizations.  
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Question 10: What are the most difficult challenges for leaders with global assignments? 

Pay has been the biggest challenge for leaders with global assignment because they are highly 

skilled and valued and expect extraordinary remuneration related to their position and role.  

 

4. CONCLUSION 

The combination of the feedback given by business executives, heads of Human Resources, 

Educational Institutes and experienced practitioners of multinational organisations operating in 

Pakistan, the respondentsô contribution in this study will form a significant contribution in 

understanding current problems in global leadership and also some of the challenges facing 

global organisations and most importantly the mind-set required by leaders in emerging 

economies. In the end the present research is intended to make contribution on global leadership 

in emerging economies.  
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ABSTRACT 

Pollution and environmental neglect have become fundamental problems and threats in today's 

society and sustainable development is very important in all aspects of life. Nature has left a 

lot of useful resources in heritage to previous and current generations, but people exploit these 

resources, because of their greed and desire for the highest possible profit ignoring and not 

thinking of the future generations. But as it always happens in life, the reckless desire to 

maximize profits has backfired, and it was and numerous social and economic problems have 

occured. More than ever before there are climate changes, and there has never been so much 

disparity between rich and poor. Throughout history there were always three classes: lower, 

middle and higher and today the middle class is getting smaller and smaller because the 

unequal distribution of natural resources has led to the situation where today we distinguish 

only between rich and poor, and the difference between them is enormous. 

Keywords: Sustainable development, Tourism, Business 

1. INTRODUCTION  

Sustainable development denotes a proper distribution of natural resources and respect for the 

environment. It allows us to exploit all natural resources that are available to us, but to a limited 

extent, because since the generations before us left enough resources to meet our needs, it is 

our duty to think of the future generations and provide them at least as much resources to meet 

their needs, as we inherited. Sustainable development should represent a healthy relationship 

society, ecology and economy which will tend to preserve the natural resources of the planet 

for future generations. This relates to long-term maintenance and renewal of the stock of 

biological resources and productivity agricultural systems and their diversity (European 

Commission, 2010, p. 17). We can say that this term includes social responsibility and 

economic success, while at the same time protecting the natural and human resources.  

This paper will discuss the sustainable development as a new resource for entrepreneurship in 

the global market. First, we will define the very concept of sustainable development and to what 

and to whom it actually applies. Then the role of entrepreneurship in the application of the 

concept of sustainable development will be shown, and what it means to manage the company 

in accordance with the requirements of sustainable development. 
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2. THEORETICAL AND CONCEPTUAL ASPECTS OF THE TERM 

DETERMINATION OF SUSTAINABLE DEVELOPME NT 

 

2.1 Definition of sustainable development 

The concept of sustainable development originates from forestry and implies a measure of 

afforestation area and cutting of woods whose ratio was interdependent and should not have 

disturbed biological restoration of forests. During the process of understanding the term 

"sustainability" and "sustainable development ", except the environmental dimension, people 

increasingly began to talk about the economic security and social justice as the elements of 

sustainable development. The concept of sustainable development was introduced in the 70-ies 

of the last century. In this period, emphasis was placed to renewable resources such as fossil 

fuels, ores, cleaner air and water, and were pointed out as free goods. In the 80s of the 20th 

century, after the UN presented the world strategy of preserving natural resources coherent with 

the general aim of achieving sustainable development, sustainability becomes important part of 

the international community (Ļrnjar, Ļrnjar, 2009, p. 79). This happened at the World 

Conference on Environment and Development in Rio de Janeiro. The conference adopted the 

concept of sustainable development as the only known solution to the problem of development 

and the environment. Since then, the concept of sustainable development was involved in 

political and legal framework of some countries with varying degrees of success (Perko, 

Radenkovic, 2008, p. 37). The first serious and more scientific understanding of sustainable 

development was presented in the so-called Bruntland report by the World Chamber for the 

environment UN published under the title "Our Common Future" in 1987. According to this 

study, sustainable development is defined as "development that meets the needs of the present 

generation without compromising the ability of future generations to meet their own needs". 

From that moment on, sustainable development, environmental quality and economic 

development, have become incompatible activities. Ļrnjar points out, with which we can all 

agree, how environmental protection can not be achieved at the expense of restricting economic 

development, and that the whole debate about environmental problems should focus on 

achieving sustainable development (Ļrnjar, Ļrnjar, 2009, p. 79). The scientific and political 

consensus on the meaning of the term "sustainable development" still doesn't exist and the 

concept of sustainability is used in a different context. Thus, in the literature we can find the 

formulation: sustainable success, sustainable tourism, sustainable growth, sustainable 

production, sustainable excellence, and others. All of these terms describe the phenomena to 

which the philosophy of sustainable development is applied (Drljaļa, 2012, p. 6). 

A concern for the environment is expressed since the beginning of the 60s of the 20th century, 

when the world started concerning for the environment, and which culminated in a new national 

awareness of environmental quality (Drljaļa, 2012, p. 1). 

 

 

 

Figure following on the next page 
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Figure 1. concept of sustainability as a possible solution of the conflict 

(Drljaļa, 2012, p. 5) 

 

Miroslav Drljaļa presented The concept of sustainability (Figure 1), as a possible solution to 

this global conflict. Mesarovic and Pestel (1978) point out that it is "a widening gap between 

man and nature, as well as his physical isolation and mental separation from nature, which is 

only a logical consequence of the traditional concept of progress: for progress in global 

development has led to a process of undifferentiated growth, which is based on the man's wrong 

belief that the system of the maintenance of nature is inexhaustible  ... it is obvious that we can 

not purify the air by terminating the entire industry (because this would cause other types of 

crisis), but it is also a fact that modern man has abilities and knows how to apply them" 

(Mesarovic, Pestel, 1978, according to Drljaļa, 2012, p. 5). At the already mentioned World 

Conference of Environment and Development, held under the patronage of of the UN in Rio de 

Janeiro, in 1992, a number of important documents were adopted. The concept of sustainable 

development was definitely supported then as a development concept and as a strategy of 

designing development policy and environmental policy. Thus, the concept of sustainable 

development is based on economic and environmental standpoints and principles whereby some 

authors put more emphasis on the principle of sustainable development, and the second 

principle of environmental sustainability (Ļrnjar, Ļrnjar, 2009, p. 79). While the sustainability 

implies the principle which indicates permanent existence of natural resources, the development 

denotes the concept within social sciences related to the order of the human resources. If the 

two terms are observed together, sustainable development can be defined as the ratio between 

the dynamic economic system that develops man, and large dynamic ecological systems that 

change slowly and which have to be in ecological balance (Ļrnjar, Ļrnjar, 2009, p. 81). The 

requirement of sustainability of renewable energy sources (eg, forests, water, soil) is that their 

use does not exceed their degree of recovery. This is an extremely important process which 

must cover aspects of the environment, politics, economy, but also the local community and 

heritage. The concept of a sustainable society implies a society which maintains the quality of 

ecosystems with a high degree of local autonomy. Kim believes that a sustainable society is 

possible only in the planetary scope and assumes a level of living standards that is possible for 

all mankind, not just for its minor part (Kim, 2000, p. 243). Drljaļa claims that regardless of 

the adoption of numerous documents of the global character of the goals and measures for 

environmental protection, a problem arises in the implementation phase. Due to different 

interests (mainly the interests of big business), the implementation of measures in these 

documents meets resistance. This is because their implementation would mean the beginning 

of the growth balancing, ie. would undermine one of the fundamental postulates of the 

neoliberal concept of capitalism - maximization of profit (Drljaļa, 2012, p. 9). 

Needs of a current development Needs of future generations 

Sustainability 
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Figure 2. Display of inconsistent implementation of measures for sustainable development 

(Drljaļa, 2012, p. 9) 

 

2.2 Characteristics of sustainable development 

What characterizes sustainable development is that it includes all these mentioned dimensions, 

assuming the creation of conditions for economic well-being balanced with the capacity of the 

natural environment, the technological use of non-renewable natural resources, which do not 

degrade or reduce their usefulness for future generations. In doing so, said Dragicevic, 

sustainable development implies "the political system which ensures human rights, freedom, 

the effective participation of citizens in decision-making, social welfare, the possibility of 

developing cultural self-identity and diversity and ethical system which respects shared social 

responsibility for achieving sustainable responsibility" (Dragicevic , 1997, p. 377). It is also 

important to point out that sustainable development encompasses three dimensions of 

sustainability, and those are (Ļrnjar, Ļrnjar, 2009, p. 89): 

Social sustainability which allows self-control and its own policy of natural resource 

management. Natural resources should be used to increase equality and social justice and 

reducing social disorders. Economic sustainability refers to the maintenance of a stock (capital). 

In the economic system the value of natural capital must be included in order to ensure 

sustainable development of the economy. Environmental sustainability (sustainability of 

quality of the environment) improves the well-being of people by protecting sources of raw 

materials used for human needs. It ensures that the natural capacity are not exceeded as a waste 

container. The above mentioned can be reduced to maintaining the level of emission of waste 

materials within the assimilation capacity of the environment, without violating the state in 

nature and maintaining the level of exploitation of renewable resources within the limits of 

renewal. Characteristics of sustainable development according to Kirnu make excellent 

psychological and value substitute for the traditional economic exponential growth. The idea 

of sustainable development, considers Kirn, is acceptable in politics, as well as for the business, 

the economic sphere and for all people who want to have development without pollution and 

danger of exhausting or degrading natural resources. Although frequently taken as synonyms, 

sustainable development is not a permanent solution if it involves sustainable growth. Many 

think that the unlimited possibilities of ecological modernization technologies ensure 

sustainable growth. However, sustainable growth is not possible on a finite planet with 

exhaustion and non-renewable and limited capacity of the ecosystem to receive and neutralize 

the pollution. These limits can be moved by means of science and technology, but they can not 

be removed (Kim, 2000, p. 244). 
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Sustainable development requires (Ļrnjar, 2002, p. 189): 

¶ conservation of natural resources; 

¶ greater equity in the distribution of resources and wealth; 

¶ introduction and application of new technologies; 

¶ distinguishing the concept of growth and development concept; 

¶ giving up activities that could jeopardize the interests of future generations; 

¶ acceptance of sustainable development as a philosophical approach and pragmatic 

action. 

Social and economic development up to today unfortunately does not show that it has an innate 

sustainability. It follows that the sustainable development is a normative category, something 

that man has yet to launch and support. The aim of this launching is not a state to be achieved 

in the future, but sustainability of the development process. Ļrnjar and Ļrnjar point out that the 

problem is not that it is a an isolated ecological, economic or social category, but the category 

that integrates all three together, and which has not yet been formulated theoretically. Without 

integrative theoretical embodiment there is no scientific basis, and without it there is no method 

nor planning nor action. Therefore, sustainable development remains a political phrase that 

guarantees fickleness and short term value (Ļrnjar, Ļrnjar, 2009, p. 82). 

2.3 Application of the concept of sustainable development at the global level 

Cifriĺ believes that environmental issues have become part of the decision-making process of 

all state institutions, all enterprises and all people in general. Sustainable development requires 

much more than prevention of pollution and changing environmental regulations. With regard 

to the environment ordinary people make decions every day  - consumers, business people, 

farmers - political and economic systems must be based on the effective participation of all 

members of society in making decisions. To ensure a high level of international cooperation, 

particularly in making and implementation of agreements on the protection of common goods 

as the atmosphere and oceans (Cifriĺ, 1989, p. 345). Sustainable development requires resetting 

of the rules in order to replace wasteful consumption and pollution with the savings and 

conservation. The foundation stone sustainable development is a system of open, competitive 

markets where prices include the environmental costs, not only the costs of other resources. 

Ļrnjar and Ļrnjar point out that the management of sustainable development presumes different 

knowledge and skills acquired by studying social sciences (economics, environmental 

economics, strategic management) and various fields of natural science (ecology, biology, 

technology, etc.) (Ļrnjar., Ļrnjar, 2009 p. 81). Critics of sustainable development believe that 

it was just a cover for exponential economic growth, which is the aim of all economic policies. 

According to these critics, sustainable development marks the beginning of a new round of 

growth, but now with the changed rules of the game which is allowed by the revolution of 

effective use of materials and energy and the associated reduction in pollution. T hey also claim 

that the sustainable development is made primarily for the conservation of development, rather 

than on the conservation of nature. However, defenders of sustainable development say that 

sustainability is not possible without development nor development without sustainability. The 

increasingly powerful network of social, economic and technological interdependences shows 

us that a sustainable society is possible only at the global level (Kim, 2000, p. 245). 
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UN Conference on Environment which we have already mentioned, resulted in a the beginning 

of the global standardization in the field of environmental management. It appeared in the first 

series of ISO 14000ff, which represents a significant global contribution to the development of 

consciousness at the micro level, about the need tof he incorporation of environmental concerns 

in the organization's management system (Drljaļa, 2012, p. 9). 

Table 1. Number of ISO 14001 certificates in the world from 1999 to 2010 

(Drljaļa, 2012, p. 9) 
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From the given data it is clear that in the period from 1999 to 2010. the number of ISO 14001 

certificates grew. The above mentioned actually shows how the environmental management 

system is accepted as business philosophy and pragmatic approach and that organizations 

around the world have integrated it into its management system. 

Table 2. The top 10 countries by number of ISO 14001 certificates in 2010 

(Drljaļa, 2012, p. 9) 

No. Country  No. of  certificates 

1. China 69784 

2. Japan 35016 

3. Spain 18347 

4. Italy 17064 

5. Great Britain 14346 

6. Republic of Korea 9681 

7. Romania 7418 

8. Czech republic 6629 

9. Germany 6001 

10. Sweden 4622 
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As can be seen from Table 2, the most implemented environmental management system in 

management system have China, Japan and Spain. China is currently the fastest growing 

economy in the world with major environmental problems, but still with a developed trade with 

all regions of the world, and it is understandable that in this way China is trying to send signals 

to its partners to contribute to solving this problem. In 2010, China also had the largest increase 

in the number of certificates in the world compared to the previous year, 14,468 (Drljaļa, 2012, 

p. 10). 

3. SUSTAINABLE DEVELOPMENT AND ENTREPRENEURSHIP  

3.1 The management of the company in accordance with the requirements of sustainable 

development 

The first global movement for the implementation of responsible practices towards the 

environment in the world of business and industry, was inaugurated in April 1991. Then, Du 

Pont, Kodak, BASF, Ciba-Geigy and others at the conference WICEM II (World Industry 

Conference on Environmental Management) made a decision about the development of 

strategies for the protection of the human environment and resources of land, signing a 

memorandum "Business Charter for Sustainable Development" . The charter emphasizes that 

"environmental protection must be among the highest priorities of every business." That was a 

new idea of "sustainable development" and sustainable growth, which has ever since been 

common in international business terminology (Perko, Radenkovic, 2008, p. 38). 

Global level provides the economic and political framework and creates the institutional 

prerequisites for the realization of sustainable development. The implementation in terms of 

materialization of institutional conditions, ie, practical action, starts at the micro level, ie in 

organizations, particularly the production. In this context, the role of business is of particular 

importance (Drljaļa, 2012, p. 112). For the purposes of micro-level concept, sustainable 

development can be defined "... as a process in which less and less resources are being spent in 

order to meet the needs of consumers and in which the environment is less polluted." One of 

the significant contribution to the concept of sustainable development at the micro level is the 

implementation of an environmental management system in accordance with the requirements 

of international standard ISO 14001: 2004 in management system. Organizations that make 

such a decision, usually reached a decision on the construction of an integrated management 

system. As part of the engagement in environmental protection company is directed to the 

following (Drljaļa, 2012, p. 113): 

¶ Production and product planning; 

¶ Application of new technological procedures in production; 

¶ Investment in environmental protection; 

¶ Forming a special service or the appointment of the person responsible for 

environmental protection; 

¶ Evaluation of the attitude of the administration towards the environment. 

Renko (2010) believes that entrepreneurship is the "process of creating benefits by uniting 

unique combination of resources in order to exploit opportunities. It includes all activities aimed 

at investments and mix of inputs expansion into new markets, creating new products, new 

customers and new technologies, and it is regarding the crucial time, the conditions of 
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uncertainty, crisis and changes in the environment "(Renko, 2010, according to Bakovic, Lediĺ-

Puric, 2010, 33). Entrepreneurship is considered a pillar of the overall economy of a country, 

ie. The economy. In fact, a key element for increasing the competitiveness of companies is 

through generating growth and creation of new jobs. The importance and complexity of the 

enterprise is reflected in the numerous factors that affect it,  economic, technological up to the 

sociological and social. Entrepreneurship should be incorporated in the overall economic and 

social system to ensure its effective functionality and development, as well as assumptions of 

economic development and social welfare. The permanent challenge of entrepreneurship is to 

remain competitive, and how to deal with the new technology and the pace of growth in 

competing countries. However, successful overcoming of this challenge is necessary to create 

new jobs, greater prosperity, and ultimately for sustainable development (Kutnjak, 2010, p. 81). 

Sustainable development for businesses involves the adjustment of business strategies and 

activities in ways that meet the needs of businesses today, and protection of, human and natural 

resources that will be needed for future generations. In the language of entrepreneurs 

sustainable development means life from Earth income rather than its capital. The introduction 

of business changes is necessary to ensure success in the uncertain future. It is quite clear that 

human activity is the main reasons of harmful natural disturbances and climate change, such as 

global warming, the ozone hole, the algae on the seabed and the phenomenon of the mucilage. 

Considerate and sustainable growth is the growth that generally determines the growth and 

changes in the structure of production and consumption are acceptable, if they are not reducing 

the overall quality and usability of natural resources (Perko, Radenkovic, 2008, p. 33).  

Entrepreneurs who care about the implementation of sustainable development are the people 

who care more about helping others than to making a profit. The main paradigm of socially 

responsible businesses is a voluntary social engagement. They launch various initiatives for the 

benefit of society, such as sports, personal development, job creation, voluntary groups, raising 

funds to help others, helping the socially disadvantaged and various other initiatives and 

activities. Such social enterprises speak up for solving social and environmental problems, 

making a profit is not their primary goal, but the satisfaction of social needs (Osmanagic-

Bedenik, Labas, 2011, p. 146). Behavior and management organization is largely determined 

by the conditions and manner of management in the region. In particular, this applies to 

organizations which are majority-owned by the state. However, the micro level is the optimal 

framework for the materialization of the principle of sustainable development, process 

management, communication with the public, developing a new system of values, in which the 

relationship with the environment has a significant place (Drljaļa, 2012, p. 13). Entrepreneurs 

need to be seekers for problems, and to solve them with the holistic approach. Extension of the 

current situation and its design in the future by itself, is no longer enough, but the company 

must redirect those predictions that imply real identification of what happened and spotting 

tomorrow's market needs (Perko, Radenkovic, 2008, p. 31). 

3.2 The role of entrepreneurship in the implementation of sustainable development 

Drljaļa highlights how important is the role of entrepreneurship in the implementation of 

sustainable development. An assessmentof attitude of the company to the concept of sustainable 

development is possible through the answers to the following questions (Drljaļa, 2012, p. 13): 

 

¶ What makes the company act in accordance with environmental standards? 

¶ Does the company apply environmental standards when operating? 

¶ Do the economic goals have absolute priority in relation to environmental? 

¶ How to invest in environmental protection and how to monitor the environmental costs? 

¶ How to monitor and analyze the impact of environmental policies on the business? 
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Companies that do not recognize the importance of environmental protection and productivity 

of using resources as one of the main routes in building competitive advantages, do not have 

long-term vision for the survival of the enterprise market (Golja, 2009, p. 9). Every company 

should be sensitive to the needs of its stakeholders in business activities. According to 

Matesic, responsibility of a company is closely related with the principles of sustainable 

development in that it suggests that the company commit to make decisions, not just on the 

basis of financial / economic factors, but also on the basis of social and environmental 

consequences of their activities. 

1) Responsibilities of the company are: 

1. To increase the productivity and production of useful goods and services 

2. To ensure a fair distribution of goods 

3. Securing employment, new investments and distribution of goods 

4. Ensuring innovation and development of new technologies 

5. By raising awareness of the gaps in the consumption of resources, accountability has 

grown into securing useful goods without excessive damage to the environment. 2  

Socially responsible entrepreneurship means commitment to the business world to sustainable 

economic development which will contribute by working with employees, their families, local 

communities and society as a whole, to improve their quality of life. For more information visit: 

http://web.efzg.hr/dok/OIM/momazic/dop%20-%202012/20121206%20-

%20Odrzivi%20razvoj%20 

 

2) In order to fulfill its role in achieving sustainable development concept, company would have 

to be oriented towards the future and do the following (Drljaļa, 2012, p. 13): 

Consider the possibility of sustainable development in all areas; 

Restore public confidence; 

Develop a detailed environmental program (emphasis on education); 

Analyze their own production processes; 

Be actively involved in the public environmental protection. 

 

 

 

2 Ibid 
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Figure 3 shows the classical model of company facing the society and the environment as 

subordinate to their economic interests. Development of business principles puts an emphasis 

on environmental protection together with social needs. These companies believe that the use 

of the economic aspects is of vital importance for the implementation of sustainable 

development and the environment (Senge, 2008, according to Osmanagic-Bedenik, Labas, 

2011, p. 147). 

 

 

 

 

 

 

 

 

 

Figure 3. Display of business priorities 

(Senge, 2008, according to Osmanagic-Bedenik, Labas, 2011, p. 147). 

 

Holcim3 study on "the impact of responsible business behavior of customers"researched, among 

other things, consumer familiarity with the concepts of sustainable development and corporate 

social responsibility and the importance of perception of relations of the company to the natural 

environment. The obtained data were surprising, and we can say disturbing, because according 

to them, only 4% of people had heard of the term "sustainable development", while the term 

"socially responsible corporate behavior" was better known to consumers and 67% of 

respondents had heard of it (Perkov, Radenkovic, 2008, p. 40). In another study on sustainable 

development and the obstacles to such operations by Perko and Radenkovic conducted on 

Croatian managers, who were supposed to express their own degree of agreement with the 

possibility that their company can continue to grow and still comply with the principles of 

sustainable development. 

 

 

3  Reputable industry Holcim from the Puls agency ordered a study entitled "The impact of responsible 

business behavior of customers." The survey was conducted by telephone between 27 6 and 30. 6. 2007, on a 

random, nationally representative, two phases-stratified sample of 1,000 Croatian citizens, aged 25-55 years 

(Perko, Radenkovic, 2008, p. 40) . 
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Figure 4. The attitude of managers to the possibility that the company is growing while 

respecting the principles of sustainable development (Perkov, Radenkovic, 2008, p. 42) 

Results are desribed below the Figure 

 

 

 

 

 

 

 

The obtained data indicated that most Croatian managers agreed with the statement they are 

already doing business that way (69%), a total of 24% of them agreed that the continuous 

growth of the company in the which they work is possible, although they are still not operating 

that way, and only two managers are of the opinion that the growth of the company impossible 

if they have to respect the principles of sustainable development. According to these data, the 

question is whether sustainable development implies necessarily increase the cost of a company 

or has a business achievements that can be quantified (Perko, Radenkovic, 2008, p. 42). 

The concept of corporate social responsibility was implemented in the 1950s. socially 

responsible business imply "all activities of a certain company that serve to better the 

community, and above the interests of company, shareholders and legal requirements" 

(McWilliams., Siegel, 2001, according to Golja, 2009, p. 4). It is generally accepted that the 

application of the concept of sustainable development in business practice operates starting 

from the ecological and socio-cultural dimensions of sustainability, while achieving economic 

growth because "production can and should grow, but should not endanger human health, plant 

and animal species, natural flows, etc. . "(Ļrnjar, 1997, according to Golja, 2009, p. 4). 

A joint initiative of the Croatian Chamber of Economy (HGK) and of HR PSOR is the reward 

index CSR (corporate social responsibility Entrepreneurship), which aims to highlight Croatian 

companies that understand and to practice socially responsible entrepreneurship ie. the 

business. While researching these enterprises, orientation of companies on the economic 

viability is being judged, as well as  the integration of corporate social responsibility and 

sustainable development in the business strategy, responsible policies and practices in the work 

environment and responsible policies and practices of environmental management. 4 

The first social sustainability report in Croatia was prepared by Coca-Cola Beverages Croatia 

ltd, in 2003 and in 2005 they also prepared a report on sustainability as a public document on 

the environmental, social and economic effects in the previous year. After Coca-Cola, INA, 

PLIVA Croatia and Podravka presented their first Social Report in 2004. These are all large 

companies, which are aware of the importance of reporting on CSR in the overall presentation 

of their business and at the same time control the resources necessary to prepare such elaborate 

reports (Bagiĺ, Ġkrabalo, Naranļiĺ, 2006, p. 53).  

4Hrvatski poslovni savjet za odrģivi razvoj -HR PSOR, available at : http://hrpsor.hr/indeks-dop-a-2-452.html [15.12.2014.] 
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Research of Osmanagiĺ-Bedenik and Labaġ from 2010, indicates the state and the level of 

implementation of corporate social responsibility in Croatia. According to respondents of the 

study, corporate social responsibility is reflected in the continuous investment in development, 

motivation, training and employee satisfaction (59%). About 30% of companies surveyed 

estimated the impact of their business decisions on the environment and society, and fully-

fledged program of corporate social responsibility have 21% of companies. It is worrying that 

70% of companies do not assess social and environmental consequences of their business 

decisions (of Osmanagiĺ-Badenik, Labaġ, 2012, p. 157). 

Inevitable and indisputable fact is that corporate social responsibility, business which is focused 

on sustainable development, has a positive effect on the efficiency of enterprises, but it is 

harder  to quantify it scientifically. T here are studies that have confirmed the impact of social 

responsibility to the reputation and image of the company, and it is very likely that this is 

reflected in the financial result and the overall efficiency of enterprises. The company, a key 

factor in the economy, is social entity which should seek to meet the demands of the 

environment. But that of course requires a change in management and business policy of the 

company. This approach is necessary for the development of the concept of social 

responsibility, which is a moral obligation of the company management with the harmonization 

of economic growth with the needs of the environment (Viteziĺ, 2011, p. 427). 

4. CONCLUSION 

The purpose and goal of sustainable development are environmental concerns, and 

consequently the concern for humanity as a whole. Sustainable development requires long-term 

maintenance of a stock of biological resources and productivity. The emphasis is on promoting 

greener economy and efficient use of resources. We have investigated the sustainable 

development of the enterprise and we have seen how it is regarded as something that has only 

now emerged. The evidence for this data arises from the study according to which many 

respondents did not even hear of the term "sustainable development", and if they are not familiar 

with the term, then how can we expect from them to meet its norms. But, on the other hand, in 

the work we have also presented data that some leading companies are slowly beginning to 

realize the importance of implementation of the concept of sustainable development and 

management of their company in a socially responsible manner. 

The survey was conducted on 900 members of the Croatian Employers' Association (HUP) 
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ABSTRACT 
The results of data analysis for 25 years from 1991 to 2015 using regression models) showed 

that the value added of each economic sector in the State of East Indonesia was determined to 

be individually or by changes in per capita income. Thus according to the title Effect income, 

population, government spending, exports of goods and services to the primary sector of 

regional economic in East Nusa Tenggara Indonesia, a study was done to see the impact of 

per capita income, population, production empire and exports of goods and services to a core 

sector growth in East Nusa Tenggara Indonesia for development planning in the region? The 

objective of this study was to review and analyze the growth sectors of economy East Nusa 

Tenggara Indonesia to national economic growth, and  effect of income per capita GDP, the 

total population of the government spending, exports of goods and services to growth in the 

primary sector, East Nusa Tenggara Indonesia. Analysis of growth and elasticity the display 

size of a correlation value added output of economic sectors due to changes in population and 

per capita income in region. The results of this analysis can be used to develop projections of 

economic growth rates and changes or shifts in economic structure in East Nusa Tenggara 

Indonesia. Emphasizes that GDP grew in the 1950s and 1960s Rostow (1960) and Karlan et 

al, (2013) theory of economic growth can be achieved through capital investment or 

investment in large quantities in the industrial sector. 

Keywords: Growth,Regional Economic,Elasticity, Planning, Economic Base 
 

1. INTRODUCTION  

Size growth elasticity analysis is one Form of analysis to show a relationship between gross 

added value due to changes in the economic sector of the population and income (Gross 

Domestic Product / GDP) per capita in the region. This analysis can then be used to develop 

projections of economic growth and structural change or shift in the economy of a region. 

Regression analysis was used to determine the effect of per capita income, government 

spending and exports to value added sector economic. The results of the regression analysis, 

either individually (t> t table) or together                 ( F> Table F), per capita income and 

government spending has a significant impact on gross added value of agriculture and the 

service sector.  
 

Thus, it can be concluded that the export activity is not much to encourage the growth of the 

primary sector in   East Nusa Tenggara Indonesia. This is because there are still many problems, 

such as overlapping regulations due to high transaction costs, thus reducing the competitiveness 

of businesses that have been running or even reduce the attractiveness of investments. 
 

2. LITERATURE REVIEW  

GDP showed only the economy of a region. It should not be used to assess the level of prosperity 

of the population in an area. Thus, income per capita, which is the average income divided by 

the total population of the region East Nusa Tenggara Indonesia is deemed appropriate 

indicators to assess the level of prosperity  the population. 
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Networking between regions is becoming increasingly important in economic development, as 

it is able to control complex transactions as well as cooperation among firms in different region. 

Different studies show positive effects of networks between regions in the fields of activity, 

performance, and innovation (Powell, 2002; Chellappa and Neuroscience, 2010). Empirical 

study on trade facilitation is driven by the importance of economic relations (Krugman, 1981; 

Ayres, Raseman, Shih, 2013). According to Anderson and Wever (2003) described the lack of 

economic and trade relations in  region, especially low-income countries as a hidden transaction 

costs, which can be associated with the exchange between nations. Transaction costs that are 

hidden in low income countries due to corruption, lax enforcement and crime. 
 

Stimson, Stough and Roberts (2006) and the theory of economic integration such as Romer 

(1986, 1990), Barro (1990), Rebelo (1991), Grossman and Helpman (1991) and Arthur (1994) 

describe the technical progress as the effect of endogenous instead receiver neoclassical view. 

Thomas (1975), and  Erickson (1994), describes technological changes related to 

competitiveness of the territory. Norton and Rees (1979); Erickson and Leinbach (1979) and 

Stango and Zinman (2014) describes the product cycle, which can give a different effect on 

region through three stages, namely: level of innovation, growth and the level of 

standardization. Stillwell (1992) described the region as the economy macroeconomic model, 

Y = C + I + G + (X - M); The gross national product is equal to the expenditure for consumption, 

investment, government and net exports. 
 

3. THE METHODOLOGY AND MODEL  

Descriptive research methods used to get the facts about the study. Regional studies   East Nusa 

Tenggara Indonesia's economic growth is measured by the increase in GDP    in the first three 

months of 2014 experienced a contraction of -5.64 % compared with the fourth quarter of 2013     

(q-to-q) and when compared with the three months the same in 2013 grew by 5.02 % (y-on-y). 

Household consumption expenditure hands on the first three months of 2014 compared with 

the fourth quarter of 2013 (qon q) decreased by -1.92 % correct; government consumption 

expenditure declined by -25.88 % fixed capital formation declined by -17.99 %; exports of 

goods and services declined by -15.13 %; and the import of goods and services declined by -

26.17 %. 
 

The data used in this study includes qualitative data and quantitative data. The qualitative data 

is obtained in the form of data is not a number, such as data on economic sectors and non-basic, 

condition and location of communities to climate studies. Meanwhile, quantitative data 

obtained in the form of numbers, such as GDP data, the result of government spending and 

other data in connection with the implementation of the study. Both types of data derived from 

primary data and secondary data.The primary data used to assess the views and information 

from stakeholders that have to do with policy planning and program implementation border 

area development program. Sources of primary data obtained through the respondents involved 

in this study. Primary data are descriptive, in the form of a table, documents and court records. 
 

Meanwhile, secondary data include certain documents relevant to policy planning and 

implementation of program development program frontier region. Secondary data were used as 

a source in this study consisted of data resident, estimates and state income, GDP data, the 

Gross National Product (GNP) data on GDP per capita, GDP data central government spending 

data the government with its utilization and data exports of goods and services in use. East Nusa 

Tenggara Indonesia for a series of time is 25 years, then the data collected for period 1991 -

2015.  
 

Model analysis of this study covers macro-economic problems East Nusa Tenggara Indonesia 

including: 
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3.1. Model Analysis of Structure and Regional Economic Growth in GDP 

Regional economic structure is analyzed based on the contribution of each sector relative to 

total GDP in East Nusa Tenggara Indonesia. While economic growth in the GDP for  25 years         

(1991-2015) is calculated based on the equation of an exponential trend. Form the equation is 

as follows: 

Yt = aeb(t-1) or  Yt = aebx 

...............................................................................................................(1),  

e  = 2,71828  

t   = variable Time  

x  = Variable Time  - in the middle of the period under review  

b  = rate of change of the variables Yt per year  
 

a and b are the values of the coefficient is sought from time series data with data pairs      (X, 

Y). The a and b are obtained by using the properties of logarithms to help explain the 

preparation of an exponential trend equation.  

To see GDP in the future with an important sector in the GDP estimate for  next five or ten 

years into the future is to use multiple regression analysis with the following equation: 
 

Yt = a + biXi + b2X2+ 

b3X3............................................................................................................(2),  

Xi = the value of the projected sector i in year t  

a  = constant coefficient in t  

b  = regression coefficient of variable X  

X1 = GNP  

X2 = variable dummy 0 = before the crisis, and 1 for a period of economic crisis 

X3 = labor 
 

3.2. Regression Analysis Model 

This analysis is an analysis of the relationship of gross value added of an economic sector as a 

result of changes in population and income per capita. 

Form equation is: 

Ln Xi = Ŭ + ɓLn Y / cap + ɚ Ln Pop ..................................... ......................................................... 

(3), 

Ŭ = constant 

ɓ = elasticity of growth i, means a coefficient expressing the percentage of Gross Value Added  

i  

Sector due to the per capita income of 1 % ; 

ɚ = Elasticity magnification sector i, means a coefficient expressing the percentage of Gross 

Value Added East Nusa Tenggra Indonesia sector i as a result of population increase by 

1%; 

Xi = sector i; 

Y / cap = Income per capita; 

Pop = Total population; 

From the regression equation sharing displacement shift share and growth can be concluded 

that:    (1). Elasticity growth is the percentage change in GDP per capita leads to a certain sector 

or a change in the value added per capita GDP increase of 1 percent, which resulted in certain 

changes in the value added sector of X.;  (2). Elasticity enlargement is the percentage change 

in the number of people who cause change certain sector or 1 percent population increase which 

resulted in certain changes in the value added sector of X. 
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Understanding growth and scale: (1). When the elasticity is equal to 1 (one), it is known as 

unitary elasticity, ie when the total population or 1 % of per capita income that result in changes 

in the value added of a particular sector also 1 percent. ; (2). When the elasticity is less than 1 

(one), it is known as inflexibility (inelasticity), ie when the change of population or per capita 

income by 1 per cent change in the value added which resulted in certain sectors also less than 

1 %. 

1 % change in the value added which resulted in certain sectors more than 1 %. 

3.3. Regression Analysis Model sector Base 

Regression analysis was used to look at the basic sectors of per capita income, government 

spending and exports of goods and services on the growth of the primary sector in   East Nusa 

Tenggara Indonesia. The equation for the regression of the primary sector can be summarized 

as follows: 

LnYi = ɓ0 + ɓ1LnX1 + ɓ2LnX2 + ɓ3LnX3 

....................................................................................(4), 

LnYi = Value Added Gross Basis sector i; 

X1 = Income per capita; 

X2 = Government Spending; 

X3 = Exports of Goods and Services; 

ɓo = Constant (Intercept); 

ɓ1 = elasticity of growth i due to changes in the primary sector budget allocation of 1 % 

ɓ2 = Elasticity growth due to changes in primary sector i per capita income growth of 1 % 

ɓ3 = Elasticity growth due to changes in the primary sector i Nefai export growth by 1 % 

When the elasticity of more than 1 (one), it is known as elasticity (Elasticity), ie when changes 

in population or per capita income by 1 %. 

3.4. Regional Economic Growth Model 

Model Based Export 

In this model, the GDP income can be expressed as follows: 

Y = C + MI-MO 

...............................................................................................................................(5), 

Y = income regions (GDP), 

C = Consumption, 

MI = Flow of money coming in because their exports 

MO = Flow of money out because of their imports. 

For convenience, use is considered linear function, so it can be written as: 

C = A + b Y 

......................................................................................................................................(6), 

A =  minimum usage 

b = MPC (Marginal Propensity to Consumer). 

Given the lack of entrepreneurs in developed countries that invest abroad and the results brought 

to the region, the export is the only source of foreign currency income, which can be formulated 

as follows: 

MI = Eo 

............................................................................................................................................(7), 
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EO is export fluctuations are determined by external factors (exogenous), as the prices in the 

international market. As most foreign investment is limited, then the only source of money out 

of imports, which could be formulated as follows: 

MO = i Y 

..........................................................................................................................................(8), 

By combining equations (5) - (8), we get the following equation: 

Y = A + bY + EOï iY  

Or  Y = [ 1/(1- b + i) ] (A + EO) 

......................................................................................................(9),  

Because the debate is related to growth, then the equation (9) can be formulated in the form of 

change (ȹ) as follows:  

ȹY = [1/(1 ï (b ï i)] ȹEo  

Or  ȹY= k ȹ 

Eo.............................................................................................................................(10),  
 

Here k = [1(1- (b - i )] is the multiplier that reflect the multiplier effect of the change in exports 

to the regional economy. 
 

3.5. Economic Base Model  
 

Export base model can also be formulated as Economic Base Model. In this case, the economy 

of a region (Y) can be divided into two main sectors, namely Sector Basic (B) and Non Basic 

Sector (S), and can be summarized as: 

Y = B + S 

.......................................................................................................................................(11), 
 

Activities supporting the sector would largely depend on development of primary sector, which 

allows it formulated as: 

S = ao + a1Y 

..................................................................................................................................(12), 

Here, ao and a1 are constants. When the equation (12) is inserted into the equation     (11), 

obtained the relationship between the sector and supporting basic sectors as follows: 

Y = [ao / (1-a1)] + [1 / (1-a1)] B 

...................................................................................................(13), 

and Y = [a0 / (1-a1)] + [B / (1-a1)] 

...............................................................................................(14), 

Because equation (14) is linear, the coefficient multiplier must be calculated in the form of 

regional economic growth equation as follows: 

ȹY = [a0 (1 -a1)] + [1 / (1 -a1)] ȹB 

..............................................................................................(15), 
 

Here, ȹY is the increase in GDP and ȹB is the increase in the basic sectors. This equation gives 

the conclusion that the economic growth of a region is determined by the development of sector 

and the large base of small effect are determined by the coefficient multiplier [1 / (1 + ao)]. 

Thus, based on this model, it can be hypothesized that the economic growth of a region is 

positively associated with increased exports.  
 

4. ANALYSIS OF THE PLANNING AND GROWTH ELASTICITY  

In economic field, this concept can be used to understand the impact of such a policy. In 

addition, it can also be used to analyze the impact of revenue increase of production areas. 

Analytical tool to assist policy makers in deciding priorities and alternative development plans 

that provide the greatest benefits for regional development. This analysis can then be used to 
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develop projections of economic growth and structural change or shift in the economy of a 

region. Table 4 below shows the results of regression analysis the effect of per capita GDP and 

population to value added economic sectors   East Nusa Tenggara Indonesia during 1991-2015. 
 

Table 4: Regression Analysis of the Effect of GDP Per Capita and Population the 

Economic     Value Added Sector East Nusa Tenggara Indonesia in the period 

1991-2015 

 

Sector 

Regression Analysis  

Table t  = 1.72 

Count  t   
Table F  = 

3.44 

Count F   

R2 
GDP 

Per Capita 
Population 

Agriculture 5.89 1.65 273.56 0.9613 

Mining and Quarrying 4.38 -0.24 84.58 0.8849 

Manufacturing 4.35 0.22 102.08 0.9027 

Electricity, Gas and Water Supply 2.97 0.86 70.51 0.8650 

Building / Construction 4.57 -0.26 91.75 0.8929 

Trade, Hotel and Restaurant 5.96 2.90 375.14 0.9715 

Transport and Communications 3.84 1.68 146.17 0.9300 

Finance, Leasing and Services Company  3.39 1.47 113.49 0.9116 

Services 5.05 2.40 265.67 0.9602 
 

Based on Table 4 above, analysis found that the value added sector of  economy of East Nusa 

Tenggara Indonesia is influenced by variables GDP per capita. This situation is reflected in the 

value of the count variable t GDP per capita greater than the value t table (1.72) for every sector 

of the economy. The results of data analysis for 25 years from 1991 to 2015 by using economic 

regression model (Appendix 1) showed that the value added of each economic sector in East 

Nusa Tenggara Indonesia was determined to be individually or by changes in per capita income. 

It is stamped on t test results, the table t, a 95 percent and 22 independent degrees smaller than 

the count value t, the variable income per capita. The variables for the total population only 

have an effect on value added trade, hotels and restaurants and service sector. 
 

Generally, it was found that variables GDP per capita and the number of individual influence 

on value-added trade, hotels and restaurants, as well the services sector. T count value for each 

variable is GDP per capita and population in the two sectors is greater than the value t table. 

For the trade, hotels and restaurants, the count value t variables GDP per capita is 5.96 and 

variables total population is 2.90. For services sector, the count value t variables GDP per capita 

is 5.05 and variables total population is 2.40. 
 

The analysis results of  study showed that  variables of population individually have no effect 

on the value-added agriculture, mining and quarrying, manufacturing, electricity, gas and water 

supplay, construction, transport and communications sector and the financial sector, leasing and 

service company. T count the variables total population of the seven sectors showed a smaller 

value than the value t table (1.72). 
 

According to Table 4, variables GDP per capita and population variables jointly affect the value 

added of all economic sectors. F count value for all sectors of the economy exceeds the schedule 
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F (3:44). Thus, it can be concluded that the contribution of variables GDP per capita and a 

variable number of the value added of all economic sectors showed considerable and variable. 

This is evident based on the value of  R2 = 0.9613 agricultural sector, which means that the 

contribution of variables GDP per capita and a variable number of the value added agricultural 

sector is 96.13 %. 
 

On the other hand, the balance of 3.87 % is another variable contribution to value added of the 

agricultural sector. R2 = 0.8849 for the mining and quarrying sector means that  contribution 

of the variables GDP per capita and a variable number the value added of this sector amounted 

to 88.49%. Rather, balance of 11:51 % is another variable contribution to value added mining 

and quarrying sector. The high value of R2 for every sector of the economy showed that in 

variables GDP per capita and a variable number of the population has a very large contribution 

to value added economic sectors of East Nusa Tenggara Indonesia. 
 

5. REGRESSION ANALYSIS SECTOR PLANNING BASICS 

Characteristics of region refer to the problems and potentials of region. Development plans 

aimed at managing human resources so as to support the economic development of the region 

East Nusa Tenggara Indonesia, based on regression analysis of the basic sectors like below. 

 

Table 5: Regression Analysis Effect Per Capita GDP, Government Spending and Exports of 

Goods and Services for Value Added Sector  of Region East Nusa Tenggara 

Indonesia  Basic Economic the Period 19991-2015 

Sector 

Regression Analysis  

Table t  Ŭ 0.05 = 1.72 

Count  t  Table F   Ŭ 0.05  = 

3.47 

Count F   

R2 
GDP 

Per Capita 

Spending 

Government 

Export 

Goods and 

Services 

Agriculture 12.01801    -2.037500 1.239599 116.2941 0.943 

Services 8.80934 -1.169107 1.704240 72.17347 0.911 
 

According to Table 5 show that GDP per capita variables have an influence on the value-added 

agriculture and services sectors. This is evident based on the count value t variables GDP per 

capita for each sector (2.12 and 8.81) greater than the value t table (1.72). While government 

expenditure variables individually have no effect on the       value-added agriculture and services 

sector, the value of the count variable t government spending for each sector (-2.04 and -1.17) 

is smaller than the value t table (1.72). Similarly, the variable expenditure of government, the 

variable export of goods and services, which has no effect on the value added of the agricultural 

sector and the services sector, which the count value t variable export of goods and services for 

each sector (1.24 and 1.70) is smaller than the value t table (1.72). However, the variables 

affecting the export of goods and services to value added services sector as the count variable t 

exports of goods and services (1.70) approaches the table t (1.72). 
 

The regression analysis of the principles as set out in Table 4 above shows that all variables 

GDP per capita, the variable expenditure of government and the variable export of goods and 

services have a significant impact on the value added agriculture and    value added services 

sector, as shown on the count value F (116.2941 and 72.17347) is greater than the F table (3.47). 

Please note that the results show the variables GDP per capita government expenditure variables 

and variables exports of goods and services have contributed substantially to the value added 

agriculture and services sectors. R2 = 0.9432 means that the variable contribution per capita 
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GDP, government spending variables and variable export goods and services to the agricultural 

sector is 94.32 per cent. While the value of R2 = 0.9116 means that the variable contribution 

per capita GDP, government spending variables and variable export goods and services to the 

services sector was 91.16 per cent. 
 

Regression analysis showed that the economy, individual (t count> t table) or together    (F> F 

table), per capita income and government spending has a significant impact on gross added 

value of agriculture and the service sector. However, individually, variable export items have 

no effect on gross added value of the agricultural sector and the services sector (t <t table). On 

the other hand, when jointly, variable per capita income and government spending has a 

significant effect on  gross value added of the agricultural sector and the services sector (F> 

Table F). The study also found that the contribution of these three variables on the base of the 

gross value added is R2, the gross value added of agricultural sector which is 96.67 %, and the 

gross value added of the services sector was 96.96 %  (Appendix 1 ). 
 

Thus, it can be concluded that the export activity is not much to encourage the growth of the 

primary sector in   East Nusa Tenggara Indonesia. This is because there are still many problems, 

such as overlapping regulations due to high transaction costs, thus reducing the competitiveness 

of businesses that have been running or even reduce the attractiveness of investments. 
 

5.  DISCUSSION  

Also found that individual changes in a population of less influence on the gross value added 

sectors of the economy, on the other hand, effects of changes in population and per capita 

income is very significant to the gross value added economic sectors East Nusa Tenggara 

Indonesia. This can be seen by the F value for each sector of the economy is greater than the F 

table.  

 

This is reinforced by the contribution (R2) of income per capita and total population of the gross 

value added of the economic sector, which is worth 80 %. Based on the analysis concluded 

elasticity of growth, income per capita or population has the potential to be developed in 

connection with economic growth of  East Nusa Tenggara Indonesia. 
 

Therefore, the results of focus group discussions and in-depth interviews found that the basic 

management of regional economic development plan created by the discussion of all the 

samples. In addition, specific policies are also sourced to the government office of the regional 

development planning. These policies include: 

 

1. The investment policy associated with superior products, incentives, and promotions; 

2. Basis of regional development, through the identification of determinants and strategies  

    appropriate support; 

3. Trade Policy, which trade between regions and sectors, as well as reduce its   resistance; 

4. Policy development and physical infrastructure, namely human resources; 

5. Basic institutional development, including in government decision making mechanism, the 

creation of regulation, and social and cultural community. 
 

6. CONCLUSION 

One of the indicators of economic development of a region is the GDP. Economic growth in 

the aggregate may be calculated based on GDP per sector. When a sector has a major 

contribution and growth is very slow, then it can economic growth in the aggregate. Conversely, 

when a sector has a relatively large contribution to the economy as a whole, the sector has a 

high growth rate and thus will be able to benefit economic growth. Regression analysis was 

used to determine the basic sectors of economy as one the indicators human resources generated 
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by the region. The successful implementation of economic development plans in region East 

Nusa Tenggara Indonesia is closely related to the quality of regional development planning. It 

is implemented based on the identification and characteristics of the area. 
 

It was found also that the economy of East Nusa Tenggara Indonesia theoretically elasticity 

nature of the changes in per capita income. When there is a change in per capita income by 1%, 

the change in the gross value added per economic sector is more than 1%. Meanwhile, from the 

angle of the total population, it was found that the economic sector is elasticity is the agricultural 

sector, trade, hotels and restaurants, transport and communications, finance, service companies, 

as well as the services sector.  
 

While four other economic sectors is not elasticity, which means when there is a change of 1 % 

of the population will lead to changes in gross value added in the four sectors that less than 1 

%. These sectors are mining and quarrying, manufacturing industry, the electricity, gas and 

water supply, and construction sector. 
 

LITERATURE:  

1. Aba, F.X.L., Yussof, O.M., Saidatulakmal, B.M. (2015). Analysis of Economic Structure 

in Poverty Eradication in the Province Of East Nusa Tenggara Indonesiaô, Journal Procedia 

ï Social and Behavioral Sciences Volume 211, 25 November 2015, Pages 81ï88 

2. Anderson A, Wever E. (2003). Borders, Border Regions and Economic Integration: One 

World, Ready or Notô. Journal of Borderlands Studies 18(1): 27ï38. 

3. Arthur, W.B. (1994). Increasing Returns and Path Dependency in the Economyô, Ann 

Arbor: University of Michigan Press. 

4. Ayres, I., Raseman, S., Shih, A. (2013). óEvidence fromTwo Large Field Experiments that 

Peer Comparison Feedback Can Reduce Residential Energy Usageô. J. Law Econ. Org. 29 

(5), 992ï1022. 

5. Center Board of Government Statistic. (2006  until 2015). East Nusa Tenggara Indonesia 

in Figuresô 

6. Barro, R.J. (1990). Government Spending in a Simple Model of Endogenous Growthô, 
Journal of Political Economy, 98, S103ïS125. 

7. Chellappa, R., and N. Saraf. (2010). A Study of Alliances and Firm Performance in 

Enterprise Systems Software Markets: A Social Network Approachô, Information Systems 

Research, 21:4. 

8. Erickson, R.A. (1994). Technology, Industrial Restructuring and Regional Development, 

Growth and Changeô, 25, 353ï379 

9. Erickson, R.A., Leinbach, T. (1979). Characteristics of Branch Plants Attracted to Non 

metropolitan Areasô In: Lonsdale, R., Seyter, H.L. (Eds.): Non metropolitan 

Industrialisation, Winston, Washington, DC. 

10. Grossman, G.M., Helpman, E. (1991). Innovation and Growth in the Global Economyô, 

MIT Press, Cambridge, MA. 

11. Karlan, D., Morten, M., Zinman, J. (2013). A personal touch: Text messaging for loan 

repaymentô. Working paper. 

12. Krugman, P. 1981, óTrade, accumulation, and uneven growthô, Journal of International 

Economics 8, 149ï 161. 

13. Norton, R.D., Rees, J. (1979). The Product Cycle and the Decentralization of North 

American Manufacturingô, Regional Studies. 

14. Powell, Walter W., K. W. Koput, J. I. Bowie, and L. Smith-Doerr. (2002). The Spatial 

Clustering of Science and Capital: Accounting for Biotech Firm-Venture Capital 

Relationshipsô, Regional Studies 36 (3): 291ï306. 

http://www.sciencedirect.com/science/journal/18770428/211/supp/C


19th International Scientific Conference on Economic and Social Development 
Melbourne, Australia, 9-10 February 2017 

   

36 
 

15. Rebelo, S. (1991). Long Run Policy Analysis and Long Run Growthô, Journal of Political 

Economy, 98, S71ïS102 

16. Romer, P.M. (1986). Increasing returns and long-run growthô, Journal of PoliticalEconomy, 

94(5) pp.1002-1037. 

17. Rostow, W.W. (1960). The Stages of Economic Growth: A Non-Communist Manifestoô, 

Cambridge. 

18. Stango, V., Zinman, J. (2014). Limited and Varying Consumer Attention Evidence from 

Shocks to the Salience of Bank Overdraft Feesô, Rev. Finance. Stud. 27 (4),          990ï1030. 

19. Stillwell, F. (1992). Understanding Cities and Regionsô, NSW, Pluto Press. 

20. Stimson, R. J., R. R. Stough, B. H. Roberts. (2006). Regional Economic Development: 

Analysis and Planning Strategyô, Revised Edition., Berlin, Springer. 

21. Thomas, M.D. (1975). Growth Pole Theory, Technological Change and Regional Economic 

Growthô, Papers of the Regional Science Association, 34, 3ï25. 

 

Appendix : 1 Regression Analysis Of Growth And Size Elasticity 

Size growth elasticity analysis is to show a relationship between gross value added due to 

changes in the economic sector of population and income (GDP) per capita in region. This 

analysis can then be used to develop projections of economic growth and change or shift in the 

economic structure of a region. The analysis of data for 25 years  (1991 until 2015) using the 

regression model shows that the value added of each sector the economy in East Nusa Tenggara 

Indonesia  is very much determined or altered individually by changes in income per capita. 

This is demonstrated by the results of the t test, where the value t table with a 95% confidence 

level and degrees of freedom 22 is smaller than the value of  variable t per capita income. While 

variable population of only affect the value added trade, hotels and restaurants and the services 

sector. 

 

Sector-Sector 

Regression Analysis  

Coefficient t table = 1.72 

t Count 

F table = 

3.44 

F Cont 

R2 

Constants 
GDP 

Per Capita 
Population 

GDP 

Per 

Capita 

Population 

  

Agriculture 5.848375 0.777859 1.536080 5.89 1.65 273.56 0.9613 

Mining and 

Quarrying 

14.20394 1.318433 -0.507349 4.38 -0.24 84.58 0.8849 

Manufacturing 8.573674 0.859644 0.309209 4.35 0.22 102.08 0.9027 

Electricity, Gas and 

Water Supply 
 

4.014999 0.622962 1.275340 2.97 0.86 70.51 0.8650 

Building and 

Construction 
 

16.44823 1.274414 -0.507220 4.57 -0.26 91.75 0.8929 

Trade, Hotel and 

Restaurant 
 

25.75564 0.801353 2.757583 5.96 2.90 375.14 0.9715 

Transport and 

Communications 
 

12.90887 0.650754 2.011752 3.84 1.68 146.17 0.9300 

Finance, Leasing and 

Services Company  

18.94901 0.740063 2.273835 3.39 1.47 113.49 0.9116 

Services 24.08356 0.798226 2.676961 5.05 2.40 265.67 0.9602 
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Appendix: 2 Gross Value Added And GNP Indonesia At Constant Prices 1997ï2013, In The Years 1992ï

2015 (Billions of Indonesia Rupiah / IDR) Information :  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sector 1 : Agriculture; Sector 2 : Mining and Quarrying; Sector 3 : Manufacturing ; Sector 4 : Electricity, Gas 

and Water Supply;  Sector 5 : Building and Construction; Sector 6 : Trade, Hotel and Restaurant; Sector 7 : 

Transport and Communications; Sector 8 : Finance, Leasing and Services ; Sector 9 : Services 
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ABSTRACT 

One of the main features of the modern world is the Ăunprecedented transnational mobility ñof 

people and businesses. Besides its obvious advantages from the point of view of economic 

growth, clash of cultures, legal and societal, it often leads to conflicts. 

Generally speaking, there are two different groups of conflicts. First is dominated by state 

interests and the state itself has an interest in the outcome of such cases. Traditionally, they 

were whithin the exclusive domain of courts. However, it is beyond doubt that some of them are 

arbitral today. 

The other group is dominated by private interests so, consequently, private parties are allowed 

to decide who is going to resolve their conflict and how. With regard to Ăwhoñ, arbitration has 

undoubtedly become the preferred dispute settlement method. 

There are some indications that almost 90% of international commercial contracts include an 

arbitration clause. With regard to Ăhowñ, party autonomy represents a cornerstone in cross-

border commercial transactions. Thus, parties are also allowed to designate the applicable law 

in the case of a dispute. Sometimes, the parties will even opt for a tandem (combination of 

choice of law and choice of (arbitral) forum). 

Since the incentive for opting for arbitration may be, and sometimes is, the parties' interest to 

avoid the application of certain mandatory rules, question is to whom should the arbitrator 

give priority, to the state and its interests or the parties and their expectations? Is it an 

arbitrator's duty to apply mandatory rules? What are the consequences of their ignorance? 

The intention of this paper is to present the complexity of arguments and offer some conclusions. 

Keywords: arbitration, party autonomy, mandatory rules, internationally (overriding) 

mandatory rules 

1. INTRODUCTION  

One of the main features of the modern world us the Ăunprecedented transnational mobilityñ of 

people and businesses (Muir Watt, 2003, p. 1). Besides its obvious advantages from the point 

of view of economic growth, clash of cultures, legal and societal, it often leads to conflicts.  

Generally speaking, there are two groups of conflicts. First is dominated by state interests and 

the state itself has an interest in the outcome of such cases. Traditionally they are within the 

exclusive domain of the state courts. For a long time state courts were holding the primacy in 

conflict resolution but slow, rigid and expensive adjudication process seems to be less and less 

attractive (Triva/Uzelac, 2007, p. XXIII). Still, despite their preferences, parties of this type of 

disputes cannot deviate from state judiciary. The other group is dominated by private interests 

so, consequently, private parties are allowed to decide who is going to resolve their conflict and 

how. With regard to Ăwhoñ, arbitration has undoubtedly become the prefered alternative dispute 

settlement method. There are some indications that almost 90% of international comercial 

contracts include an arbitration clause (Guzman, 2000, p. 1281). There are multiple reasons in 

favour of arbitration, like discretion, speedy proceedings, arbitrators' expertise, lower costs, 

final and binding character of the award, facilitated international enforcement, etc. (Giunio, 

2006, p. 772).  
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Its attractiveness in international cases was additionally enhanced by the appearance of 

universally accepted rules which subsequently formed a common core of contemporary 

arbitration laws in many countries. First such regime was introduced in 1958, by the New York 

Convention on the recognition and enforcement of foreign arbitral awards, which harmonised 

the procedure for recognition and enforcement of foreign arbitral awards. There are also 

UNCITRAL Arbitration Rules from 1966 (last revised in 2010) and UNCITRAL Model Law 

on Interational Commercial Arbitration form 1986 last revised in 2006), which provided the 

standards for management of arbitration proceedings, which are generaly accepted in majority 

of arbitration laws in the world (Melis, 2010, p. 39). Although very helpfull, unfortunatelly it 

did not eliminate all the differences in national legal systems. Namely, besides these comon 

rules there are still many country specific features of arbitration proceedings in different 

countries and even the rules which are substantially identical do not necessarily lead to the same 

response in different countries (Triva/Uzelac, 2007, p. XXV).  

With regard to ñhowò, party autonomy represents a cornerstone in cross-border commmercial 

transactions. Thus, parties are also allowed to designate the applicable law in the case of dispute. 

Sometimes, the parties will even opt for a tandem (combination of choice of law and choice of 

forum (Berends, 2014, p. 77)). Since the incentive for opting for arbitration may be, and 

sometimes is, the partiesô interest to avoid the application of certain mandatory rules, question 

is to whom should the arbitrator give priority, to the state and its interests or the parties and 

their expectations? Is an arbitratorôs duty to apply mandatory rules? If the answer is yes, what 

are the relevant mandatory rules? What are the consequences of their ignorance?  

The answer to these questions depends on several factors. In this article, which is primarily 

focused on the relationship of arbitration and internationally (overriding) mandatory rules, the 

Author will briefly present the most important questions like: the underlaying nature of 

arbitration (Part 2), the nature of the rules itself (internally and/or overriding mandatory rules) 

(Part 3), whether there is (or should be) a duty of an arbitrator to apply mandatory rules (Part 

4) and possible consequences of their ignorance (Part 5). Finally, in Part 6 the Author shall 

atempt to outline her views.  

2. LEGAL NATURE OF ARBITRATION  

There are significant theoretical differences in understanding the legal nature of arbitration 

(Lew/Mistelis/Krºll, 2003, pp. 72, 81). Unfortunatelly, these differences may influence the 

arbitratorsô attitude with regard to their rights and responsibilities towards the application of 

mandatory rules. There are alltogether four theories ï jurisdictional, contractual, hybrid and 

autonomous (Samuel, 1989, p. 33; Yu, 2008), but only the first three are considered relevant. 

Advocates of the older jurisdictional theory take that arbitration has public (judicial) nature and 

that ñevery activity occuring within the territory of a state is necessarily subject to its 

jurisdictionò (Mann, 1967, pp. 157, 162.). Within this theory there are three branches: the 

judgment theory, the delegation theory and the municipal law theory (Samuel, 1989, pp. 51-

60). According to the judgment theory, partiesô arbitration agreement is only a tool to invoke 

arbitratorsô adjudicative function.  In this regard, arbitrators are given a status of quasi-judges 

and their award is given a status comparable with the state court judgement (Yu/Sauzier, 2000). 

According to the delegation theory, arbitrators perform their function not under the partiesô 

agreement but as delegates of the legal systems of different states. Thus, arbitration is dependent 

on the level of flexibility provided by the relevant local (state) authority and the award may be 

subject to certain local restrictions (Motulski, 1974, p. 14). According to the municipal law 

theory, all aspects of arbitration are regulated by the law of the seat of arbitration (ñlex facit 

arbitriò). 
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This law is a basis for the arbitratorsô authority and also dictates the arbitratorôs competeneces. 

In that regard, arbitratorôs duty to respect the parties will does not emerge from the arbitration 

agreement but from the lex arbitri. In any case, due to their special status granted by the state, 

which resembles to the one of the state judge, an arbitrator is also required to follow the law 

and observe the mandatory rules and the public policy of the lex fori to settle the disputes 

between the parties (Yu, 2008, pp. 261-262). With regard to possible application of foreign 

mandatory rules decision should be reached through the conflict of law rules of the lex fori. 

Non compliance with these norms is to be considered as an infringement of that stateôs 

sovereignity (Mann, 1967, pp. 164-166). 

On the other hand, advocates of the contractual theory refer exclusively to the consensual 

character of arbitration. They argue that arbitration is based on the agreement of the parties, so 

the parties have the freedom to decide all the relevant issues with regard to arbitration 

proceedings and their freedom should not be interfered with the powers of the state 

(Lew/Mistelis/Krºll, 2003, p. 57; Yu, 2008, p. 265). In this case, the key to determining the 

validity of the arbitration process lies in partiesô agreement and does not depend on the lex loci 

arbitri. Thus, everything from setting up the tribunal, to the arbitratorôs powers and the binding 

effect of the award depends on the partiesô agreement (Grigera Na·n, 1992, p. 15). Advocates 

of this theory believe that the arbitration should not be influenced by the power of any states 

and that ñthe concept of pacta sunt servanda should prevail, binding the parties to perform the 

arbitration agreement without the pressure of the stateò (Yu, 2008, pp. 265-266).  

In line with this theory, arbitrators do not perform any public function, but there is no consensus 

on their role. In that regard, this theory can also be divided into two branches. First is usually 

referred to as the classical contractual theory (represented by Merlin, Foelix and Lain®) and 

ñunderlines the linkages between the arbitration agreement and the contractual character of 

arbitral awards, as well as the authority of arbitratorsò (Warwas, 2017, p. 121). Thus, the power 

of arbitrators arises exclusively from an arbitration agreement and their subsequent acts are 

considered as the continuation of such agreement. Arbitrators are agents of the parties and their 

authority does not require any kind of public support. Acting as agents of the parties they can 

only decide on the matters authorised by their principals (Yu, 2008, p. 269). Second branch is 

referred to as modern contractual theory (represented by Bernard and Klein) and entirely rejects 

the agency theory with respect to arbitrators. It claims that the process of making an arbitral 

award represents ña network of contractual acts and not an exclusive authority of a single, initial 

contract that determines the outcome of the arbitration processò (Warwas, 2017, p. 122). In 

additon to it, arbitrators are appointed to resolve the dispute in an impartial manner which 

conflicts with the role of an agent and they have the power to perform functions which are not 

available to the parties (Yu, 2008, p. 270). In any case, this theory is focused primarily on the 

party autonomy and rather hostile towards the application of mandatory rules 

(Barraclough/Waincymer, 2005, p. 208). The exception refers only to the mandatory rules of 

lex contractus or mandatory rules that prove the invalidity or illegality of the agreement. The 

biggest flaw of this theory lies in its lack of adequate response to the situations where the parties 

have not made an express choice of the applicable substantive and procedural law or where 

there is a general choice of law clause without any reference on the potentially applicable 

mandatory rules.  

Also, even under the contractual theory, arbitration is not totally exempt from the influence of 

the state. Namely, if one party reneges on their obligation under the arbitration agreement the 

state may be called to intervene in order to enforce the partiesô agreement (Lew, 1978, p. 59; 

Barraclough/Waincymer, 2005, p. 209). Thus, despite its efforts, arbitration can never be ñtruly 

independentò of the lex loci arbitri. 
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Unlike the previous theories, the third one is not exclusive. It is a hybrid theory and incorporates 

different aspects of both jurisdictional and contractual theory, and is nowadays most accepted 

(Grigera Na·n, 1992, p. 17; van Houtte, 1995, p. 384). As represented, inter alia by Surville 

and Sauser-Hall, it emphasises the dual character of international commmercial arbitration. 

While contractual character of arbitration is represented in its origin in a private contract which 

gives the parties power of choice, its jurisdictional element is represented in its link with the 

legal regime of lex fori, since the number of issue related to arbitral proceedings needs to be 

subject to the mandatory rules and public policy of lex fori or, in case of recognition and 

enforcement, of the country in which the recognition and enforcement is sought (Yu, 2008, pp. 

274-275).  

Under this theory, the relationship between the arbitrators and the parties is contractual in nature 

but the extent of the arbitratorôs power is subject to the scrutiny of the mandatory rules and 

public policy of lex fori or of the country in which the recognition and enforcement is sought. 

It places the arbitral award on a half way between a judgment and a contract (Surville, 1990, p. 

148). With regard to the applicable law, arbitrators are obliged to apply the law expressly 

chosen by the parties but in cases where there is no express choice of law they must resort to 

the conflict of law rules of the place of arbitration (Lew, 1978, p. 58). 

Despite its obvious advantages in comparison with the other two, there are some flaws in this 

model also. Namely, there is a long line between these two extremes, and the model itself does 

not provide an answer to the question whether the primacy should be given to the contractual 

or to the jurisdictional aspect. 

3. THE NATURE OF THE RULES  

Besides being approved by national laws, principle of party autonomy is also approved by 

international arbitral institutions and organizations (Redfern/Hunter, 2004, p. 315). At the same 

time, the application of party autonomy has its limitations since most states require a respect 

for, at least, some minimum standards imposed by mandatory rules and public policy (Born, 

2001, p. 436; Baniassadi, 1992, p. 63).  

When speaking of mandatory rules in an international (commercial) context, it is necessary to 

distinguish between internally (Ărules which cannot be derogated from by agreementñ) and 

internationally mandatory rules (Ăoverriding mandatory rulesñ). Internally mandatory rules are 

those rules that cannot be excluded by the partiesô choice in the domestic context, but are subject 

to conflict of law rules. They apply a priori and restrict the application of a chosen law (Mediĺ, 

2015, p. 45). They do not prevail in international matters.  

On the contrary, overriding mandatory rules can be applied regardles of a choice of law made 

by the parties or even the objectively applicable law. Art. 9(1) of the Rome I Regulation 

provides the elements for clear identification of overriding mandatory rules, reffering to 

Ăprovisions the respect for which is regarded as a crucial by a country for safeguarding its public 

interests, such as political, social or economic organisation, to such an extent that they are 

applicable to any situation falling within their scope, irrespective of the law otherwise 

applicable to the contract under this Regulationñ. Their ñpurelly effects-oriented characterò 

requires protecting them against any contractual construction that could undermine the 

legislatorôs intended result (Kleinheisterkamp, 2009, p. 9).With regard to their application, 

there are no restrictions in the application of the overriding mandatory rules of the forum (Art. 

9(2)) but there are restrictions with regard to application of foreign overriding mandatory rules. 

They may be applied only if it is Ăthe law of the country were the obligations arising out of 

contract have to be or have been performedñ (Art. 9(3)).  
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4. IS THERE A DUTY OF AN ARBITRATOR TO APPLY MANDATORY RULES?  

The role of mandatory rules in arbitration is, without a doubt, one of the most controversial 

topics in international arbitration (Mayer, 1986; Posner, 1999; Guzman, 2000). At the heart of 

this controversy lies an endless struggle between respecting the partiesô original intentions to 

arbitrate and their legislatorôs intention to protect public interests (Kleinheisterkamp, 2009, p. 

1). Before the U.S. Supreme Court Mitsubishi decision (Mistubishi Motors Corp. v. Soler 

Chrysler-Plymouth, Inc., 437 U.S. 416 (1985)) and the CJEU Eco Swiss decision (C-126/97 

Eco Swiss China Time Ltd v. Beneton International NV [1999] ECR I-2055) arbitral tribunals 

were not considered as an appropriate forum to give effect to mandatory rules, since many of 

these rules are part of public law. In the meantime, the concept of arbitrability has expanded 

and many claims arising under mandatory rules are nowadays arbitrable (Pitta e Cunha, 2016, 

p. 34). The Ăpublic law tabooñ is gradually being defeated (Baumbax, 2007, p. 25; Muir Watt, 

2003, p. 2). 

Since arbitrators do not have a forum, they are not bound by the conflict of law rules binding 

judges (Hochstrasser, 1994, p. 58; Kleinheisterkamp, 2009, p. 13). Thus, it is of no surprise that 

most modern arbitration laws recognise as the arbitratorôs primary duty an obligation ñto respect 

the intention of the parties as regards the determination of the applicable rules of law and that, 

where the parties have remained silent, they enjoy great freedom in such determinationò 

(Gaillard, 2010, p. 111).  

Whether an arbitrator should take into consideration mandatory rules that are relevant but not 

chosen by the parties? If there is no express exclusion of mandatory laws from the arbitratorsô 

mandate, they may apply mandatory rules of a law other than that chosen by the parties to 

govern their agreement (Pitta e Cunha, 2016, p. 31). Moreover, application of certain mandatory 

rules is generally considered uncontroversial ï force majeure, transnational public policy, 

mandatory rules of the lex contractus and rules of the seat (Barraclough/Waincymer, 2005, p. 

217-224). Despite their formal detachment from the state and the fact that the choice of the seat 

of arbitration is most often inspired only by the idea of neutrality and convenience (Born, 2012, 

p. 2705), arbitrators should take account of the mandatory rules of that state. Namely, according 

to Art. 35 of the ICC Rules of Arbitration, tribunal ñshall make every effort to make sure that 

the award is enforcableò. Since the law of the state of the seat of arbitration often exercises a 

supervisory role over the arbitral proceedings, respecting the mandatory rules of that state 

prevents the risk of having the award set asside in the ñcountry of originò and, consequently, 

refusal of enforcement in a foreign country (based on Art. V(1) of  the New York Convention) 

(Pitta e Cunha, 2016, p. 31). Further to it, the same Convention also provides that a foreign 

court may refuse to recognise and enforce an award if it would be contrary to its public policy 

which leads to conclusion that, in order to make sure that the award is enforcable, arbitrator 

should also take into an account mandatory rules of all countries in which the parties may seek 

an enforcement (Paulsson, 2013, p. 133; Born, 2012, p. 2705). Application of these, as well as 

other possible categories of mandatory rules, is more contentious (Barraclough/Waincymer, 

2005, pp. 224-227).   

Is there a duty of an arbitrator to apply mandatory rules? There is no straigtforward answer. 

Although some suggest that there is a ñdutyò of an arbitrator to apply overriding mandatory 

rules (Radicati di Brozolo, 2011, p. 3), others claim that the incentive for an arbitrator to apply 

mandatory rules may only be based on the interest of the parties (Voser, 1996, p. 347). For 

arbitrators, all mandatory rules are foreign. Since they are not organs of the state, they are not 

bound by any rules but those chosen by the parties. Thus, their incentive to apply certain 

mandatory rules may be the interests of the parties or their willingness to ensure the enforcablity 
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of the award or, but not likely, ñlegitimising arbitration as an effective dispute resolution 

mechanismò (Pitta e Cunha, 2016, p. 31-32). Question is, is there anything else that may justify 

ñthe dutyò of an arbitrator to apply mandatory rules? Although some court decisions, at least in 

Europe, show that European courts imply that the arbitrators are under legal obligation to apply 

mandatory rules (Eco Swiss and C-168/05 Elisa Mar²a Mostaza Claro v Centro M·vil Milenium 

SL [2006] ECR I-7879), such implication may seem exaggerated. Namely, due to Art. 9 of the 

Rome I Regulation and Art. 25 of the Brussels I bis Regulation, there is a big risk of 

circumventing mandatory provisions of a certain state in cross-border litigation also. 

Comparing the status of the two, it seems that the expectations towards the arbitration are 

sometimes higher than towards the national courts (Wautelet, 2012, p. 217, 228). 

5. POSSIBLE CONSEQUENCES OF THEIR IGNORANCE 

As has already been mentioned, despite the existence of some widely accepted international 

instruments, this area of interest is still under the great influence of national states. Thus, the 

possible consequences of ignorance of mandatory rules may differ from state to state.  

Generally speaking, there are two types of situations in which national court has to take into 

consideration an application of mandatory rules in international commercial arbitration. First 

includes situations in which the forum state decides on the impact of its mandatory rules on the 

effectiveness of arbitration agreement, while second includes situations in which the state of 

enforcement decides on the impact of its mandatory rules on the effectiveness of the award 

(Kleinheisterkamp, 2009). 

With regard to giving an effect to the arbitration agreement national practice may vary 

significantly, e.g. refusing the effectiveness of arbitration clause due to the fact that ñit seemed 

clear from the negotiations that the foreign party had inserted arbitration clause in order to avoid 

the application of lex foriò or ñbecause it cannot be reasonably expected that the overriding 

mandatory rules of the lex fori will be appliedò or ñwhere there is a òlikely dangerò that the 

foreign tribunal will not apply the mandatory provisions of lex foriò (Kleinheisterkamp, 2009, 

p. 6-10; Girsberger, 2011, p. 358-360). Also, the courts may also be prone to deprive a tandem 

of its effectiveness if there is a danger that the foreign tribunal would not apply mandatory rules 

of the lex fori (Kleinheisterkamp, 2009, p. 10). Such an approach, in a European context, may 

be in contradiction with the principle of proportionality, especially if the assesment of the 

protection given by the foreign law is lacking. 

Some of these approaches are often seen as too restrictive (R¿hl, 2007, p. 902; Quinke, 2007, 

p. 252). Or, in words of some authors, ñparochial or discriminatory national laws cannot be the 

measure of how the validity of international arbitration agreements is determined.ò 

(Born/Koepp, 2007, p. 73). Question is, whether the different approach ï e.g. giving more 

respect to the partiesô free choice to submit to arbitration and the postponment of judicial control 

(with regard to overriding mandatory rules) to the stage of recognition and enforcement, as 

deployed in U.S. Supreme Court Mitsubishi Judgment (Mistubishi Motors Corp. v. Soler 

Chrysler-Plymouth, Inc., 437 U.S. 416 (1985)) (so called ñsecond lookò doctrine), would be a 

better solution? Some would answer ñnoò, since it runs counter the procedural economy and 

advances ñorderlines and predictabilityò, at the expense of the protection of fundmental 

interests (Kleinheisterkamp, 2009, p. 14-18). In our view, answer may differ depending on the 

interpretation of the nature of arbitration or, in a European context, on the test of proportionality 

(R¿hl, 2007, p. 903). 

With regard to recognition and enforcement of the award, if he does not apply an overriding 

mandatory rule an arbitrator risks his award being pronounced void. Namely, the limit to 
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recognition and enforcement of an award is the same as the one of a foreign judgment, i. e. 

public policy (Girsberger, 2011, p. 355). As an exception, it shuld be invoked restrictively 

(Suarez Anzorena, 2008, p. 615). However, different national practices show that states case 

law differs on that question and that it is sometimes used to invoke review of the merrits of the 

award (Hanotiau/Caprasse, 2008, p. 815). Hence, the success of contemporary international 

commercial arbitration directly relates to the stateôs willingnes to cede control over the 

substantive outcomes of such disputes in favour of enforcement of arbitral agreement or award 

(Rogers, 2003, p. 1). An argument in favour of such approach may be found in Arts. V(1)(d) 

and V(1)(e) of the New York Convention. While former allows setting aside an award for public 

policy reasons (thus, overriding mandatory rules included (Becker, 1996, p. 705 et seq.) the 

later allows an enforcement of an award, already set aside in the state in which it was made, in 

the court of another state provided that it is in line with its public policy. 

6. CONCLUSION 

As an alternative dispute resolution method, arbitration will always be attractive to the parties. 

In most cases, not in order to avoid application of certain mandatory rules. It is flexibility, 

speed, discretion and easy enforcement abroad that is attractive to the parties. Thus, in most 

cases arbitrators will have enough room for exercising their discretion with regard to mandatory 

rules. Which is good. Despite different theories on the nature of arbitration, it is doubtless that 

arbitration cannot exist in vacuum. It is always dependent (in one way or another) on certain 

legal system(s). 

It does not mean a departure from the contractual bases of arbitration. First and foremost 

arbitratorôs duty is to respect the intention of the parties as regards the determination of the 

applicable rules of law. If there is no express exclusion of mandatory laws from the arbitratorsô 

mandate, they may apply mandatory rules of a law other than that chosen by the parties to 

govern their agreement. Whether they will is up to their discretion. The purely effects-oriented 

character of overriding mandatory rules would require protecting them against any contractual 

construction that could undermine the legislatorôs intended resultò (Kleinheisterkamp, 2009, p. 

9). Arbitral refusal to apply mandatory rules is as inadequate as arbitral overreaching, i.e. 

applying laws not authorised by the partiesô agreement. Both can have an impact on the prospect 

for enforcement of an award. Although, it will greatly differ from country to country. The 

degree of hesitation on behalf of a state to recognize and enforce an award is, inter alia, related 

to its interpretation of relevant articles of respective legal instrument (e.g. New York 

Convention). 

Thus, is there a duty of an arbitrator to apply mandatory rules? We think ñnoò. But it would be 

advisable to consider the appropriateness of their application. In words of Pomier, ñan award 

without an enforcement is a mere scrap of paper.ò (Pomier, 1992, p. 341). 
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ABSTRACT 
The massification of education has led to the perception in some disciplines that an 

undergraduate degree no longer provides sufficient competitive advantage in employment. 

While undergraduate degrees deliver sufficient professional and expertise substance for entry 

level positions, ultimately it is the postgraduate qualification which sets students apart and in 

turn assists with rapid career advancement. In ensuring that graduate students exceed the 

desired entry level of professional skills, the education institution needs to provide a linking 

passage between undergraduate and postgraduates studies. This blending passage offers a 

significant opportunity for students to further develop their overall expertise and skill set. 

Moreover, this blending passage needs to closely align with the specific professional 

requirements together with the potential for the graduate to seek possible career progression 

and advancements. Accordingly, postgraduate studies need to align with these specific 

professional requirements. The blending passage is an innovative approach which maximizes 

non-traditional learning and provides incentives to further augment the studentôs career. This 

rapprochement will be aligned with the relevant professional bodies that will also carefully 

consider the studentsô professional competencies. This paper will investigate three prominent 

Australian universities and their Engineering undergraduatesô belief in the importance of 

further education and their desire to further develop their specialist expertise through 

postgraduate study.  Minitab will be utilized as a statistical tool to analyze survey data and the 

findings and their implications for the provision of a blended passage to postgraduate study 

will be discussed. 

Keywords: Career Advancements, Engineering degrees, Postgraduate studies, Professional 

and Expertise substance 

 

1. INTRODUCTION  

In Australia, the higher education participation and enrolment has increased significantly over 

the past couple of decades and particularly since 1980's. This ongoing growth of higher 

education creates plentiful challenges and confrontations. One of these challenges includes the 

perception in some disciplines that an undergraduate degree no longer provides sufficient 

competitive advantage in employment (Ribeiro and Lubbers, 2015). It is also correct to consider 

the Undergraduate programs as more general in nature. Generally, the Undergraduate programs 

provide general education courses in a wide variety of subjects and content which are not parts 

of postgraduate education (Bonaccorsi, 2014). Accordingly, there are many differences 

between undergraduate and postgraduate education including:- 

 



19th International Scientific Conference on Economic and Social Development 
Melbourne, Australia, 9-10 February 2017 

   

48 
 

1. Although Undergraduate programs are exceptionally similar for the same field of study 

(regardless where they are taught), postgraduate courses allow more flexibility based on 

each institution's own strategic plan.  

2. Where Undergraduate is mostly taught at the substance level, postgraduate courses 

require individuals to conduct detailed research and accordingly use their own initiatives 

and ingenuity.  

3. While Undergraduate programs are generally less individualized, postgraduate courses 

are substantially Technical, Specific and much more highly developed. 

 

More importantly, while the undergraduate degrees deliver sufficient and necessary 

professional and expertise substance for the entry level positions; ultimately it is the 

postgraduate qualification which sets students apart and in turn assists with rapid career 

advancement (Gharehbaghi, 2015). Furthermore, it is also the postgraduate qualification which 

conveys more innovative and specialized knowledge and in doing so, position students apart 

and in turn assists with rapid career advancement. Moreover, in the advanced economies, 

postgraduate qualification is highly desirable if not compulsory for further career advancement 

(Welpe et al, 2014).  

 

2. EDUCATIONAL ASPIRAT IONS AND CAREER ADVA NCEMENT  

Educational aspiration is defined as an individualôs educational goals which are shaped by two 

classes of factors: student-related background and educational institution characteristics 

(Hanson, Paulsen and Pascarella, 2016). Internal student influences like personal motivation 

and career ambition interact with external environmental factors like parental education, race, 

socio-economic status and income, family and peer group attitudes, past school experience, and 

scholastic achievement (Buchmann and Dalton, 2002) to influence aspirations to attend 

graduate school.  While studies have extensively explored the individual student characteristics 

which motivate graduate studies (Buchmann and Dalton, 2002; Hanson et al., 2016), less is 

known about the second class of factors: the impact of institutional characteristics. 

 

Furthermore, students from highly selective, elite universities are more likely to pursue 

graduate studies than those from less selective and lesser ranked universities (Mattern and 

Radunzel, 2015). Aspiration for graduate education is also influenced by field of study: 

disciplines with a pure theoretical focus like the biological, social, and physical sciences have 

higher graduate enrolment rates than disciplines with a more practical application focus, like 

engineering (Nevill and Chen, 2007). Careers like engineering are highly paid, and so 

continuing on to graduate education carries an opportunity cost (Mattern and Radunzel, 2015).  

 

Length of the undergraduate degree also impacts graduate aspirations: those who complete a 

four-year undergraduate degree in a timely fashion are more likely to pursue Masterôs degree 

studies (Mattern and Radunzel, 2015). Studentsô satisfaction with their undergraduate 

experience is another important factor which fosters a positive perception of graduate school 

(Vance, 2015).   

 

Positive and engaging relationships with faculty and effective pedagogical practices also 

increase the likelihood of students pursuing graduate studies (Hanson et al., 2016). Moreover, 

research shows that institutional prestige impacts the future career opportunities, economic 

prospects and earning capacity of graduates (Brennan and Naidoo, 2008). On the other hand, 

Graduate employability and career advancements are some of the most important concerns in 

Higher education (Hoffman and Vªlimaa, 2015). 
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Responding to these concerns requires the optimization of the graduates skill sets. Generally, 

structural unemployment issues are concerning because the graduates skill sets possessed do 

not comprehensively match the skills required (Stewart, 2012). The Graduate employability 

and career advancements association need to encompass fundamental issues including the 

Graduateôs skills set, and employability as the key focus of the higher education  

implementation (Hunter, 2012). As Wankel and Blessinger (2013) correctly discussed, "a 

proven way to advance in Graduate's career is to be continually acquiring new knowledge. 

Doing so ensures that the Graduates stay on top of trends or developments in their fields".  In 

addition Turner (2011)  pointed out that when graduate seek to advance their career, they should 

never be afraid to think outside the box and put their professional shrewdness to work. Thus it 

is clear a prominent way for career advancement is to keep learning.  

 

In addition, as Bonaccorsi (2014) correctly argued "since career advancements are not a simple 

improvement, employers now want to barter performance for training, learning and further 

development that keep their employees viable". As it can be noticed this further validates the 

importance of learning and training to develop the individuals aptitude and their skills set. This 

development of the skills set would in-turn further improve the career advancements of the 

individuals.  

 

Graduate education is increasingly perceived as an aspirational pathway to enhance 

comparative advantage in employment opportunities and stimulate rapid career advancement 

in the competitive globalized labor market (Lin, 2011; Mattern and Radunzel, 2015). An 

undergraduate degree is no longer considered the pinnacle of educational aspiration. Given the 

increasing importance of developing a highly qualified and knowledgeable workforce to 

improve business productivity (Kim and Otts, 2010), and the impact of graduate study upon an 

individualôs employability and career progress (Gerber and Shaefer, 2004), self-esteem and 

long-term earning capacity (Mattern and Radunzel, 2015), it is important to explore the factors 

which prompt engineering students to pursue advanced study in graduate engineering programs. 

 

3. RESULTS AND DISCUSSION   

This section consists of the data examination and analysis of the conducted survey. This survey 

(total of 150 Undergraduate student responses) was conducted in early 2012 and was based on 

"satisfaction of Undergraduate generic skills" synopsis. This survey commenced with age 

group, study load (full-time/part-time), local or international based students, and the institution 

(selected from three prominent Australian universities) questions. In addition to these multiple 

choice queries, there were also twelve short and long answer questions. The general data 

analysis techniques consisted of Statistical analysis (using Cross Tabulation and Frequency 

testing development via Minitab), together with the Factor Analysis and measurements.  

 

For the purpose of data analysis, the responses for the twelve questions were entered either as 

1 (for yes), or 0 (for no) values. The important questions which required significant 

measurement (Factor Analysis) were: 

¶ Question 5. Are you satisfied with the Professional and Expertise substance of your 
degree [General Knowledge Satisfaction]. 

¶ Question 6. Are you satisfied with the development of your overall expertise skills 

[Specialize Skills Satisfaction]. 

¶ Question 9. How important do you see Postgraduate studies to further develop your 
expertise skills [Grad Studies to Further Skills]. 

¶ Question 10. How important do you see Postgraduate studies to further augment your 
career [Grad Studies for career Progress]. 
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These four questions were specifically targeted to provide the correlation between the actual 

survey and the scope of the research (Inventive Higher Education: A Blending Passage). Table 

1 below provides the overall data demographic. 

 

Table1: Data demographic 

 
 

As it can be noticed, Computer Engineering has the highest response followed by Civil 

Engineering. In addition, while most respondents were below the age of 25, they were also local 

students who were majority full-time Undergraduates. Table 2 (below) also provides a basic 

statistical analysis of the survey. 

 

Table2: Statistical Analysis 

 

 

As it can be noticed, the ʙ is at 0.648 while the 99% confidence level was also at 6.455. 

Although both of these values represent low assertion of the data, further analyses were required 

to determine any correlations. Further analyses not only examined the association within the 

data set, but also determined any dynamics found. Accordingly, to further scrutinize specific 

correlation within the data set, Factor Analysis examination was carried out.  
 

3.1 Factor analysis 

As already discussed, four questions (Questions 5, 6, 9, and 10) were selected to form the basis 

for the Factor Analysis examination. In addition, these four questions were then grouped into 

two relevant categories. While questions 5 (X1) and 6 (X2) were grouped as Undergraduate 

Degree Satisfaction (Factor 1); questions 9 (X3) and 10 (X4) were grouped as Career 

Advancement (Factor 2). The overall results are provided in Table 3 below.  
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Table3: Comparison of the three universities  

 

 

As it can be noticed Table 3 includes the four questions (Xn) together with the three (A, B, C) 

Universities surveyed. While Universities A and B were from Group of Eight (Go8), University 

C was an Australian Technological academe.  Using the Minitab software, the questions were 

then tested based on Yes and No inputs. Furthermore, for each University, independent Yes and 

No (Yn) value were observed. To further investigate these results, comparison of X-axis (Xn) 

and Y-axis (Yn) were carried out (Figure 1).      

 

Figure 1: Response comparison. 

 

 

Figure 1, represents Yes and No responses of the  Questions 5 (X1), 6 (X2), 9 (X3) and 10 (X4). 

As it can be noticed, in general the Yes values are much higher than No responses, with Y1 

(University A - yes) and Y5 (University C - Yes) have the most positive values (indicating 

factors). Generally stating, while University C is producing an even flatter association, while 

University A has the highest General Knowledge Satisfaction. On the other hand, University C 

has the lowest but linear correlation between all factors.  To further examine the correlations 

between the two factors, specific analysis of all the three Universities is carried out and 
produced below. 

 

Table 4: Factor Analysis and Testing. Figure 2:Factor 1 and 2 comparison. 

 

 

X1

X2

X3

X4

Fac1

Fac2
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Noting that all the three Universities have excellent Engineering schools, their overall 

comparison produces interesting findings. As it can be noticed, across all three Universities 

(overall) Factor 1 (Undergraduate Degree Satisfaction) is much more influenced value than 

Factor 2 (Career Advancement). This could possibly indicate that all Universities (in-particular 

A and C) overall were fulfilled with their course substance including specialized content. 

Although University B possesses lower correlation across the board, it is more static.   

 

In addition the positive values Y1, Y3 and Y5 are the strongest sub-factor indicators. These sub-

factor indicators are key pointers in determining the overall need to pursue postgraduate studies. 

Once again, although across all three Universities Factor 2 (Career Advancement), seem to be 

within expected range; University B, has higher rate. Comparing Factors 1 and 2, it can be 

determined that University B not only has smallest Undergraduate Degree Satisfaction rate but 

also lowest need for the Career Advancement. Therefore, the final summary from this factor 

analysis denotes that the students which were surveyed from University B, overall were more 

positive in considering postgraduate studies as a way to advance their careers. This could also 

be linked back to their lower Factor 1 Results. This produces an interesting summary that the 

lower rate of Undergraduate Degree Satisfaction (Factor 1), the higher need to undertake 

postgraduate studies for career advancement (Factor 2).  

 

4. CONCLUSION  

The blending passage is an innovative approach which maximizes non-traditional learning and 

provides incentives to further augment the studentôs career. This rapprochement will be aligned 

with the relevant professional bodies that will also carefully consider the studentsô professional 

competencies. This paper has investigated three prominent Australian universities and their 

Engineering undergraduatesô belief in the importance of further education and their desire to 

further develop their specialist expertise through postgraduate study.  Minitab was utilized as a 

statistical tool to analyze survey data and the findings and their implications for the provision 

of a blended passage to postgraduate study will be discussed. 

 

The result indicated that there was a strong correlation between how surveyed students 

perceived their postgraduate studies as a way to advance their careers. This produced an 

interesting summary that the lower rate of Undergraduate Degree Satisfaction, the higher need 

to undertake postgraduate studies for career advancement. Finally, as this paper demonstrated 

institutional prestige influences the future career advancements, prospects and capacity of 

graduates. 
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ABSTRACT 

Australia is a country comprising the mainland of the Australian continent and the island 

of Tasmania. The country also includes numerous smaller islands in the Pacific and Indian 

Ocean. Australia is the sixth-largest country in the world by total area. It also has the 

worldôs 12th-largest economy and fifth-highest per capita income. On 1 January 1901, a 

federation of six separate British self-governing states was formed after a decade of planning, 

consultation and voting. This established the Commonwealth of Australia as a dominion of the 

British Empire. In 1931 the status of the dominions was made equal to that of Great Britain, 

which is considered the symbolic date of Australia gaining full independence. Before World 

War II and in the course of it, the Commonwealth of Australia was closely tied to the 

government in London. However, the fall of the British Empire in the Asia Pacific made 

Australian authorities rethink their existence in the new reality. In the late 80s, Australiaôs 

formal ties with London were further loosened, as planned. Since that time the role and 

significance of the continent has been growing. A vibrant economy and favourable location 

drive the countryôs growing importance, which the government in Canberra strongly focuses 

on. Economic success and effective policies have made Australia become one of the crucial 

elements of sustainable balance in the South Pacific region. However, the countryôs political 

and economic influence goes far beyond its borders. Australiaôs importance to and influence 

on neighbouring countries is clearly visible across East and Southeast Asia, the Indian Ocean 

basin, and the Antarctic. Therefore it is worth to take a closer look at the drivers of the huge 

success of this unique country and its inhabitants.  

Keywords: Asia, Australia, Pacific, region, success  

 

1. INTRODUCTION  

Looking at a world map from a certain perspective, we immediately notice Asia, i.e. the largest 

continent in terms of total area. The continent covers 44,580,000 km2, which accounts for 

29.8% of all land on Earth. By comparison, Europe, with its 10,180,000 km2 accounting for 

merely 7.1% of all land on Earth, resembles a large peninsula on the western borders of Asia. 

Australia, on the other hand, covers only 7,741,220 km2 (not including Oceania). This accounts 

for nearly 5.2% of all land on Earth. The smallest continent looks like a huge island, closing 

the southern gateway to New Zealand and the Antarctic for the entire East and Southeast Asia. 

However, Australia is, to some extent, linked with the latter region through thousands of smaller 

and bigger islands and islets, serving as a ñbridgeò. They stretch on the seas which, in 

geographical terms, belong to the western part of the Pacific Ocean basin. A peripheral country 

for many centuries, since relatively recently Australia has clearly had more luck. Thanks to fast 

growing countries such as Japan, South Korea (Wehrfritz, 2002), Taiwan and Singapore, but, 

most of all, due to the recently robust economic growth of the Peopleôs Republic of China, there 

has been a shift in political and economic powerhouse in favour of East Asia (Cukiernik, 2015). 

For Australia, a country located ñat the end of the worldò, this has created an excellent 

opportunity to take part in the new world order, which has been more favourable to Australiaôs 

interests than the previous one. 
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Now the smallest of all continents has become a bridge between Asia and the Americas, 

including on its way New Zealand and other smaller islands of Oceania. With that new 

perspective, we can see that Australia has started to play a new and significant role in the entire 

South Pacific region.           

 

2. EARLY SETTLEMENT  
Before Europeans came to Australia, it had already been inhabited by the Aborigines. Even 

today the origins of Australiaôs oldest inhabitants have not been fully explained. The official 

version says that the people came from Southeast Asia. The settlement process was supposedly 

enabled by a land connection, which had existed for some time between Asia and Australia. 

The Aboriginal people came to the continent in three independent waves around 40-60 thousand 

years ago. This resulted in quite a diverse population in anthropological terms. Before white 

settlers arrived, the indigenous people had inhabited various parts of the continent. They 

pursued a nomadic way of life, on a very low civilization level, by hunting and gathering, and 

on the coast also by fishing.  The first Europeans who arrived in Australia were likely 

Portuguese in the 16th century. During that time they were setting up their trading posts in India, 

China and Southeast Asia. Since they perceived Australia as uninhabited and with unfavourable 

natural and weather conditions, they decided not to settle it. After the Portuguese, Asia Pacific 

started to be explored by the Dutch. The first Dutchman to reach the coast of Australia in 1606 

was Willem Janszoon (1579-1630) on the Duyfken ship. This is where the continentôs first 

name, i.e. New Holland, came from. The very same year Australia was also discovered by a 

Spanish sailor Luis Vaez de Torres (1560 - 1613). A bit later, in the years 1642-1644, a 

Dutchman Abel Tasman (1603 ï 1659) sailed along the coast of Australia and discovered an 

island subsequently named after him. He was the first European who reached 

Tasmania and New Zealand during a trip organised by the Dutch East India Company in the 

years 1642 - 1643. In 1770 the south coast of Australia was reached by James Cook, the famous 

British explorer. He made detailed maps and described the flora of the region. As an explorer, 

he gave the area the name New South Wales while proclaiming it a dominion of the British 

Empire. The Brits began colonising the continent from the south coast (New South Wales) only 

after losing some of their dominions in North America. In 1788 a fleet with the first group of 

British convicts arrived in the area of todayôs Sydney. For nearly 80 years thereafter prisoners 

and criminals would be sent there. The last transport of them came by sea in 1868 to Western 

Australia. Gradually, though, also voluntary settlers began to flow into the area, driven by the 

possibility to obtain arable land. Also, more and more people came to breed sheep and cattle, 

which was seen as a way to get rich fast. Taking up new land for pastures in the interior 

accelerated the settling of the continent and an influx of colonists also from other European 

countries. Increased food production allowed for becoming independent from food supplies 

from the metropolis. The newcomers took over the Aboriginesô land and exterminated them 

ruthlessly. As the settlement advanced, new colonies emerged: Western Australia in 1829, 

South Australia in 1834 and, isolated from New South Wales: Tasmania in 1825, Victoria in 

1851, and Queensland in 1859. Their autonomy was also gradually extended. The wave of 

immigrants increased dramatically as a result of ñgold rushò, when in 1851 gold deposits were 

discovered first in Victoria and New South Wales and then in Queensland and Western 

Australia. All sorts of explorers and wranglers came in masses, and the settlements they 

established gradually turned into cities which continue to exist today. Fast growth of 

agricultural production allowed for becoming independent from food supplies the metropolis. 

However, the development of agriculture and demand for new land gradually eliminated the 

Aborigines and pushed them into areas least fit for living. The discovery of iron ore and non-

ferrous metals in the late 20th century triggered the dynamic growth of the industry, mainly 

mining and processing. This resulted in the emergence of rail transport, public roads, and 
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telegraphy. The development of industrial infrastructure generated the demand for workforce. 

This caused the influx of immigrants from Great Britain, other European countries, the USA, 

and Asia. Each of the existing colonies functioned as a separate entity with different laws and 

regulations. Such situation made everyday life and cooperation very hard. For example, in every 

colony the railway tracks had different spacing. In many cases, also different legal regulations 

existed. This really hampered the countryôs economic growth. In the 90s of the 19th century, the 

strive for establishing a federation of colonies increased. In large part, this was due to the 

emergence of the feeling of national identity among the continentôs inhabitants. On 1 January 

1901, after Great Britain had adopted the Australian Commonwealth Act, a dominion of the 

Commonwealth of Australia was established, with its own constitution, government, and 

parliament. The former colonies have gained the status of states. Also, a decision was taken to 

establish the capital of the Federation. With joint efforts, Canberra was built. 

 

3. AUSTRALIA IN THE 20 TH CENTURY   
In the very beginning of the 20th century, Australia constituted a single, unified country, 

forming part of the British Empire. For the whole time until the outbreak of World War I,               

it maintained close ties with the metropolis. By taking advantage of the legal regulations in 

place, which favoured British products in foreign trade, Australia profited from existing 

privileges. This ensured continuous demand for products of sheep and cattle breeding and for 

the sale of excess agricultural produce at preferential rates. This policy contributed to the 

countryôs further dynamic growth, visibly improving the standards of living for the white 

population. Under the legal system taken over from the British, progressive political and social 

ideas were quickly adopted. Very soon women were granted voting rights. Nationwide it took 

place in 1902, but in South Australia eight years earlier. A modern tax system was introduced, 

along with pensions, social insurance, and other social benefits. Australia became a poster child 

of a welfare state, a situation which to a large extent has continued until today. During the 

Second Boer War (1899-1902), Australia took the British side. During the conflict, it sent its 

troops to support Londonôs intervention in South Africa. During World War I, Australian 

soldiers fought on many fronts hand in hand with other nations of the Empire.              A great 

deal of Australians lost their lives during the Turkish campaign on Gallipoli Peninsula, heavily 

defended by the Ottoman army. In total, more than 28,000 Australian soldiers died or were 

injured during the campaign (Chwalba A., 2014). Anzac Day, 25 April, is today one of 

Australiaôs most important national remembrance days. It marks the anniversary of the first 

major military action fought by Australian and New Zealand forces during the First World War 

on Gallipoli Peninsula. ANZAC stands for Australian and New Zealand Army Corps. The 

soldiers in those forces became known as Anzacs, and the pride they took in that name endures 

to this day. 

As a political consequence of World War I, the autonomy of British dominions was extended. 

Australia attended the Paris Peace Conference in 1919, which ended the global armed conflict, 

as independent subject of international law. This was enabled by Australiaôs joining, as one of 

the founding states, the League of Nations in 1920. At the Imperial Conference in 1926, 

transforming the British Empire into a Commonwealth of Nations was proclaimed. This was 

confirmed by the British parliament in 1931 in the so called Statute of Westminster. Under the 

document, the dominions were made equal in their status with Great Britain. The 

international community acknowledged the independence of the individual states belonging to 

the Commonwealth. What still binds them together is the recognition of the British monarch as 

the head of state. Today Australia continues to be bound in a personal union with Great Britain, 

which means that every new king or queen on the British throne is simultaneously the head of 

Australia. The monarch is the formal head of state and commander-in-chief, and also heads the 

executive branch (Bozyk S., 2001). Since most of the time the British monarch resides outside 
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Australia, all the tasks at the federal level are performed by the governor general. The period of 

economic growth which began after World War I triggered the dynamic development of the 

country and made its white citizens increasingly wealthy. However, repercussions of the Great 

Depression of the 30s did not spare the continent. Price drops on international markets and a 

lack of demand for meat, wool, crops and industrial products badly hit Australiaôs economy. 

There was a collapse, mainly in exports. High unemployment followed and poverty emerged. 

In many areas the effects of the Great Depression were visible even towards the end of the 

decade.  The then existing conditions in the world did not help in fighting them either. The 

growing military threat from the Empire of Japan and the diminishing influence of London in 

the region only made the situation worse. After the outbreak of World War II, Australians 

traditionally sided with Great Britain to fight common enemies. They defended the ideals of the 

Commonwealth of Nations and showed their bravery at the front as well as attachment to the 

king. However, in the conflict, Canberraôs land forces did not play such a significant role as in 

World War I. It was mainly the Royal Australian Navy (RAN) and Royal Australian Air Force 

(RAAF) which marked their participation in the conflict. As early as in 1940 the joint staff of 

Japanôs Army and Navy reached a consensus on the direction of the expansion. This was to 

include Southeast Asia, with countries such as French Indochina, the Philippines, Dutch East 

Indies, as well as Thailand and Myanmar, situated in the same area. Seizing these areas would 

enable the Empire of Japan to gain access to very abundant natural resources needed to run the 

war. In this context, Australia became the strategic goal of the conquest. For the allies, the 

country was a key place in the South Pacific region. If it had been captured, Japanôs domination 

over the entire area would have lasted much longer than two years. The conflict would have 

claimed a lot more lives, introduced fundamental changes in the theatre of war, and surely 

prolonged the war for a few years. The fall of the Malays and Singapore in 1942 made 

Australians realise the scale of danger from Tokyo (Jackson R., 2008). The British, Australian, 

Indian and Malayan troops failed to withstand the attack of the Imperial Japanese Army. No 

help from London was also noticeable. This made John Curtin (1885-1945), the Prime Minister 

leading two consecutive cabinets, revise his policy and enter into close cooperation with the 

USA (Crowley F. K., 1973). As a result, Australia became one of the most important permanent 

American bases in southwest part of the Pacific Ocean and Americaôs close ally in the region. 

The war directly affected Australiaôs territory. In the years 1942-1943 Japanôs air forces 

launched more than 100 airstrikes in the north of the country. The two largest ones, i.e. on 

Darwin, the capital of Northern Territory, were conducted on 19 February 1942. The port and 

the city were more heavily bombed than the Oôahu island in the Hawaii on 7 December 1941. 

For this reason, in historiography, the Darwin attack started to be referred to as the ñAustralian 

Pearl Harborò, despite a lot fewer losses suffered by Americans (Kaczmarek R. M., 2004). 

During World War II, the Japanese correctly assessed Australiaôs location and resources, which 

were key for their strategy and success of the entire Asian campaign. Therefore, almost until 

the end of military actions in the region, the Japanese undertook efforts to prepare conditions 

for their invasion. This can be found in accounts of contacts between Imperial Armyôs scouts 

and the Aborigines in the northern part of the continent and the existence of secret Japanese 

bush airfields in Australia during WW2. However, these accounts have never been confirmed. 

Also, the issue of special Occupation Money, i.e. a version of currency to be used in Australia, 

was being prepared. After the war, Australia enjoyed an economic boom. This resulted from 

the huge global demand for food, wool, and industrial goods, brought about in part by further 

strengthening of political, economic and military cooperation between Australia and United 

States. In 1951, the ANZUS security treaty was signed. The Australia, New Zealand, United 

States Security Treaty (ANZUS or ANZUS Treaty) is the 1951 collective security agreement 

which binds Australia and New Zealand and, separately, Australia and the United States, to                   

co-operate on military matters in the Pacific Ocean region, although today the treaty is taken to 
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relate to conflicts worldwide. It provides that an armed attack on any of the three parties would 

be dangerous to the others, and that each should act to meet the common threat (ANZUS, 2016). 

As part of the United Nations deployment, Australia had earlier fought alongside the United 

States in the Korean War (1951-1953). A decade later, based on the ANZUS treaty, Australian 

troops took part in the Vietnam War in the years 1964-1973. In 1987 the United States 

announced that the treaty ceased to apply in relations with Wellington. The reason was that the 

government of New Zealand declared that its country had become a nuclear-weapons-free-

zone. However, Australia, which has strong historical, cultural and emotional ties with New 

Zealand, continues to regard the country as a full-fledged member of the treaty. Despite 

considerable pressure from the US, the Australian government relentlessly continues its own 

policy in this respect. 

As far as the economy is concerned, in 1989, at Australiaôs initiative, it was decided to establish 

APEC (Asia-Pacific Economic Co-operation). Initially, its members included: Australia, 

Brunei, Canada, Indonesia, Japan, South Korea, Malaysia, New Zealand the Philippines, 

Singapore, Thailand, and the United States. In later years they were joined by China, Hong 

Kong, Taiwan, Mexico, Papua New Guinea, Chile, Peru, Russia, and Vietnam, followed by 

India, Bangladesh, Guam, Fiji,  Pakistan, Sri Lanka, Macau, Mongolia, Laos, Cambodia, Costa 

Rica, Colombia, Panama, and Ecuador, which were among a dozen other economies that have 

applied for membership in this organisation. The Asia-Pacific Economic Cooperation is a 

regional economic forum established to leverage the growing interdependence of the Asia-

Pacific and Australasia. APEC's 21 members aim to create greater prosperity for the people of 

the region. Their intension is to achieve spectacular results by promoting balanced, inclusive, 

sustainable, innovative and secure growth and by accelerating regional economic integration. 

APEC ensures that goods, services, investment and people move easily across borders. 

Members facilitate this trade through faster customs procedures at borders, more favourable 

business climates and aligning regulations and standards across the region (APEC, 2016). 

Today APEC forms the worldôs most robust and fastest growing economic area.  

 

4. MODERN AUSTRALIA  
In the second decade of the 21st century Australia is a modern and developed country, whose 

economic potential by nominal GDP makes it the 12th largest economy in the world. Australia 

has the fifth -highest per capita income in the world. The Australian economy is dominated by 

its service sector, comprising 68% of GDP. The mining sector represents 7% (Value, 2012) of 

GDP; including services to mining, the total value of the mining industry in 2009-10 was 8.4% 

of GDP (Mining Industry, 2012). Economic growth is largely dependent on the mining sector 

and agricultural sector (12% of GDP) with the products to be exported mainly to the East Asian 

market (Farm Facts, 2012). Table 1 features Australiaôs economic situation in the years 2011-

2015. 
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Table 1: Australia Economy Data (2011 - 2015) 

(http://www.focus-economics.com/countries/australia) 
 

No. 
 

 

Subject 
 

2011 
 

2012 
 

2013 

 

2014 
 

2015 

  1. Population   (million) 22.5 22.9 23.3 23.6 23.9 

  2. GDP per capita   (USD) 66,807 68,020 64,615 61,203 51,320 

  3. GDP   (USD bn) 1,504 1,559 1,506 1,444 1,225 

   

  4. 

Economic Growth  

(GDP, annual variation in %) 

 

  2.7 
 

3.6 
 

 2.0 
 

 2.7 
 

 2.4 

   

  5. 

Consumption  
(annual variation in %) 

 

  3.2 
 

2.3 
 

 1.7 
 

 2.8 
 

 2.8 

  6. Investment (annual variation in %)   7.0 9.2 -1.8 -1.9 -3.9 

  7. Exports      (Goods  and  Services, 

annual variation in %)  

 

  0.1 
 

5.8 
  

5.9 
  

 6.7 
 

 6.0 

  8. Imports   

(G&S, annual variation in %)  

 

11.1 
 

6.1 
 

-1.8 
 

-1.7 
 

 1.7 

  9. Industrial Production  

(annual variation in %) 

    

  1.2 
 

3.3 
 

 2.1 
  

4.5 
  

1.6 

10. Unemployment Rate   5.1 5.2 5.7 6.1 6.1 

11. Public Debt   (% of GDP) 24.2 27.8 30.8 34.1 36.8 

12. Exchange Rate     (vs. USD)         1.02     1.04     0.89     0.82     0.73 

13. Infation Rate (CPI-consumer price 

index, annual variation in %) 

 

   3.3 
 

  1.8 
 

  2.5 
 

  2.5 
 

  1.5 

14. Stock Market 

(annual variation in %) 

 

-15.2 
 

13.5 
 

14.8 
   

0.7 
 

 - 0.8 

15. Trade Balance (USD billion) 35.9 6.2 20.5 12.2 -11.9 

 

The Australian economy has been plunging since 2013 and did not overcome the downward 

trend in 2014 or 2015. Conservative forecasts suggest poor economic figures for 2016, too. The 

international situation, in particular the slowdown in the Peopleôs Republic of China, i.e. 

Australiaôs largest trade partner, is mostly to blame for the biggest recession in 50 years 

(Australian economy, 2015). Expanding credit and dependence on China make Australia 

vulnerable to global shocks. Poor economic performance of Canberraôs other important 

partners, namely the USA, Japan, and the European Union, have also had a negative impact on 

the results. The drop in prices of products traditionally exported by Australia, such as coal, iron 

ore, aluminium, bauxites, meat, wool, wheat and barley, has further worsened the already bad 

situation. It seems that the country in the Antipodes is experiencing the biggest economic 

downturn in its contemporary history. A few years ago nothing indicated this, as luckily none 

of the three waves of the global financial crisis of 2008 reached Australia. One can only hope 

that the current government, led by Malcolm Turnbull, an experienced politician aware of the 

countryôs difficult situation, will be able to address these problems.  

 

5. AUSTRALIAôS POLITICAL AND ECONOMIC IMPORTANCE IN THE REGION         
Australia is a developed country. The countryôs economy is characterised by technologically 

advanced, highly-concentrated production and centralisation of capital. The worldôs smallest 

continent has enormous natural resources. Australia is a leader in mining bauxites, iron ore, 

lead, and gold. It also has silver, uranium, zinc, copper, and nickel. Mining and processing of 

oil and natural gas are conducted on a large industrial scale. There are also abundant deposits 

of precious stones, including sapphire and opals. After discovering abundant diamond deposits 
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in 1979, Australia caught up with South Africa in their production. There is a diversified 

industrial sector, in which 25% of the working population works. The sector accounts for 

around 27% of gross domestic product. Mostly food and tobacco products are produced, but 

the machine and high-tech industries are also highly developed. Recently Australiaôs showcases 

in this respect include computers, chemicals, and car manufacturing. There are even local car 

manufacturers, for example Holden (part of General Motors) or Ford Australia. However, in 

this field it is not easy to match strong foreign competition. Japanese carmakers, such as 

Mitsubishi, Nissan and Toyota, also have their factories on the continent. Production of huge 

trucks, which form the so called ñroad trainsò passing through the Australian interior, has been 

dominated by Americaôs Mack Trucks, Inc. from North Carolina (Mack Trucks, 2016).  

Agriculture is one of the main sectors of Australiaôs economy. Farming land covers in total ca. 

385 mln ha (3,850,000 km). This accounts for nearly half of the countryôs total area. 

Agricultural production is concentrated primarily in the eastern part of the country, mostly in 

Queensland, New South Wales, and Victoria. Arable land accounts for only around 5% of the 

total area, whereas meadows and pastures constitute ca. 57% of the countryôs farming land 

(Moldawa T., 1992). The country is the worldôs top producer and exporter of wool. It also 

exports meat, primarily lamb and beef, dairy products, and crops. Even sugarcane, bananas and 

pineapples are grown in the subequatorial and tropical climate. In the subtropical climate, wheat 

(53% of all crops), barley, oat, cotton, citruses, and grapes of which excellent Australian wines 

are made, are grown. However, Australiaôs economy in large part depends on the worldôs 

economic situation and prices on the global market. Around 70% of its export accounts for 

natural resources and agricultural produce. 

The Australian dollar is the currency of the Commonwealth of Australia and its territories, 

including Christmas Island, Cocos (Keeling) Islands, and Norfolk Island. It is also the official 

currency of the independent Pacific Island nations of Kiribati, Nauru and Tuvalu. Australia is a 

member of the APEC, G20, OECD, Pacific Islands Forum and WTO. The country has also 

entered into free trade agreements with ASEAN, Canada, Chile, China, Korea, Malaysia, New 

Zealand, Japan, Singapore, Thailand and the United States (Free Trade, 2016). 

The ANZCERTA agreement with New Zealand has greatly increased integration with 

the economy of New Zealand and in 2011 there was a plan to form an Australasian Single 

Economic Market (ANZCERTA, 2016).  

Also very important is the Australia ï United States Free Trade Agreement (AUSFTA). It is   a 

preferential trade agreement between Australia and the United States modelled on the North 

American Free Trade Agreement (NAFTA). The AUSFTA was signed on 18 May 2004 and 

came into effect on 1 January 2005. Special tariff rate quotas are part of the agriculture section 

of the agreement. These quotas allow Australian producers to export increasing amounts of 

these products free of duty to the United States during the tariff elimination period. The 

following agricultural products are designated: beef, dairy, tobacco, cotton, peanuts, avocados 

(Armstrong S., 2015). Nonetheless, the regional economic cooperation with Beijing is most 

important for Australiaôs economy. The relations between Australia and China are characterised 

by strong trade bonds. China is Australiaôs largest trading partner, while Australia is a leading 

source of resources for China. More recent trends show that Australian exports are now 

expanding well beyond the resource sector. In recent years, new life has been breathed into 

negotiations for a free trade agreement between the two countries. During the then Prime 

Minister Tony Abbottôs April 2014 visit to Beijing, there were encouraging signs that an 

agreement could be reached before the end of 2014, and in the wake of the Brisbane G20 

Summit in November 2014 the dealôs draft details were released. 
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The deal (known as ChAFTA) was formally signed in June 2015, and in October 2015 

Opposition Leader Bill Shorten announced that Labour would back the deal after reaching a 

compromise with the Government on elements of the agreement, giving the deal bipartisan 

support (Relations, 2016). The two-way trade between Australia and the world is presented in 

Table 2. 

 

Table 2: Australiaôs top two-way trading partners in 2014 

(goods & servces trade in $ billion)  

(http://dfat.gov.au/trade/resources/trade-at-a-glance/pages/default.aspx) 

Rank Country  Exports Imports  Total trade 
  1.   China 98.210 54.258 152.468 
  2.   Japan 50.247 19.971   70.218 
  3.   United States 18.510 41.932    60.442 
  4.   Republic of Korea 22.017 12.609    34.626 
  5.   Singapore 12.085 18.102    30.187 
  6.   New Zealand 12.125 11.343    23.468 
  7.   Malaysia   7.923 12.873    20.796 
  8.   United Kingdom   8.319 12.469    20.788 
  9.   Thailand   6.105 12.873    18.978 
10.   Germany   2.867 13.859    16.725 

 

When analysing Table 2, one can notice that Australia has a trade surplus with China, Japan, 

Republic of Korea, and New Zealand, whereas it imported more goods and services from other 

countries from the top ten list, namely the United States, Singapore, Malaysia, United Kingdom, 

Thailand, and Germany. Also, it can be clearly seen that the majority of Australiaôs trade is 

with East and Southeast Asia. One exception here is the United States.  For United Kingdom 

and New Zealand, the relatively high level of two-way trade is due to historical conditions.       

In 2015 there was a fundamental change in the second and third place among the top two-way 

trading partners. China was still Australiaôs largest individual two-way goods and services 

trading partner, accounting for 23.2% (USD 155.5 billion) of total trade. But the United States 

was the second largest trading partner accounting for 10.5% (USD 70.2 billion) followed by 

Japan, accounting for 9.7% (USD 65.1 billion). China was Australiaôs largest export market, 

accounting for 28.8% (USD 91.3 billion) of total exports in 2015, a drop of 7.0%. Japan was 

Australiaôs second largest export market (USD 42.4 billion), a drop of 15.7%. The United States 

of America was Australiaôs third largest export market (USD 22.1 billion), up by 19.3%. China 

was Australiaôs largest import source, accounting for 18.2% (USD 64.2 billion) of total imports 

in 2015, up by 18.3%. The United States was Australiaôs second largest import source (USD 

48.1 billion), up by 14.3%, and Japan was Australiaôs third largest import source (USD 22.7 

billion), up by 14.4% (Composition of trade, 2016). The considerable economic slowdown in 

China, Japan and the United States badly hit Australiaôs trade figures in 2015. According to 

initial estimates, 2016 did not bring any significant improvement either. Nonetheless, Australia 

is one of the most important trade player in East Asia and, in a broader sense, in the entire 

Pacific Ocean basin. The countryôs political activity and membership in many international 

organisations of local and global importance improve stability of the whole region. 

 

6. CONCLUSION  
Australiaôs economy relies heavily on exports. Considering Australiaôs small internal market, 

the potential limitation of the ability to sell goods and services to foreign countries would 

threaten the countryôs economic existence. Among the top trading partners there are basically 

only three that matter, i.e. China, the United States, and Japan. The other ones would not be 

http://dfat.gov.au/trade/resources/trade-at-a-glance/pages/default.aspx
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able to absorb the continentôs exports. However, all the three economic powers, i.e. China, the 

USA, and Japan, are not dependent on trade with Australia and do not have to rely on resources 

from that country. China is strengthening its resources cooperation with Russia. Recently 

Tokyo has been taking steps to break the deadlock in contacts with Moscow (Putin in Japan, 

2016). The United States have their own resources and, as part of NAFTA, also access to the 

resources of its northern neighbour Canada. Therefore, the direction of Canberraôs foreign trade 

policy seems adequate in todayôs situation. Seeking a fine balance with the three main partners 

while diversifying trade contacts with smaller market players to the largest extent possible is a 

reasonable and currently probably the only solution. However, a question should be asked:  

Could Australia become an economic power and single-handedly drive the economic situation 

in the region? 

Unfortunately, the answer to this question is no. Currently Australia does not have the right 

amount of human capital to achieve such position. The continentôs population was and 

continues to be a few times too small to handle the challenge of dominating the South Pacific 

and East Asia. It is obvious that in todayôs world it is mainly the countries with a population of 

more than 100 million that matter. Table 3 shows a few examples confirming the trend. 

 

Table 3: List of countries by population 

(https://en.wikipedia.org/wiki/List_of_countries_and_dependencies_by_population) 
 

Rank 
 

 Country  
 

Population 
 

Date 
% of world 

population 
  1.  China 1,380,530,000 21 December 2016 18.5% 
  2.  India 1,309,510,000 21 December 2016 17.5% 
  3.  United States    325,192,000 21 December 2016     4.35% 
  4.  Indonesia    260,581,000 1 July 2016      3.49% 
  5.  Brazil   206,856,000 21 December 2016      2.77% 
  9.   Russia   146,727,405 1 September 2016      1.96% 
10.  Japan   126,920,000 21 December 2016    1.7% 
11.  Mexico   122,273,000 1 July 2016      1.69% 
12.  Philippines   101,953,000 21 December 2016      1.39% 
53.  Australia      24,468,057 23 December 2016       0.33% 

 

With its population of slightly more than 24 million, Australia is far down the list, in the 53rd 

place. Although Australiaôs population is continuously growing, in recent years this has been 

due to hundreds of thousands of immigrants rather than the birth rate of its own citizens. 

Todayôs immigrants are essentially people coming from all over the world. This complicates 

and diversifies ethnic relations in the continent. However, already in the 60s of the last century, 

the government in Canberra abandoned the idea of a ñwhite Australiaò. Today, in addition to 

immigrants from English-speaking countries, such as Great Britain, New Zealand, the United 

States, South Africa, Ireland, and Canada, more and more people come from East Asia and 

Central Asia, from countries such as China, India, the Philippines, Vietnam, Malaysia, Sri 

Lanka, South Korea, Hong Kong, Indonesia, Iraq, Thailand, Nepal, Bangladesh, Afghanistan, 

Uzbekistan, Taiwan, or Pakistan. In 2014-15, net overseas migration reflected an annual gain 

of 168,200 persons, down by 9.8% from 2013-14. An estimated 339,000 people moved 

interstate in 2014-15, down by 2.9% from the previous year. As at 30 June 2015, 28.2% of 

Australiaôs estimated resident population (6.7 million people) was born overseas (Migration, 

2016). The current population of Australia is 24,468,057 as of Wednesday,                21 

December 2016, based on the latest United Nationsô estimates.  Australiaôs population accounts 

for 0.33% of the total world population. Australia ranks number 53 in the list of countries (and 

dependencies) by population. The population density in Australia is 3 per km2 (8 people per 

http://www.worldometers.info/world-population/
http://www.worldometers.info/world-population/population-by-country/
http://www.worldometers.info/world-population/population-by-country/











































































































































































































































































































































































































































































































































































































































































































































































