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Preface

Globalization and sustainability issues have been gaining momentum in the last few
years, thus shedding unprecedented light on the interrelatedness of the underlying
concepts as well as on their cross-cultural dimensions. They range from the trade-off
between global and local aspects to the urban-rural divide, from global health security
to international migration flows, and from climate change to the so-called glocalization
of technocultures, to mention just a few topics. Turning to sustainability, it is natural to
evoke the 2030 Agenda adopted by the United Nations in 2015 as a strategic to-do list,
which sounds like an invitation to focus on its Sustainable Development Goals (SDGs)
and associated targets; areas of growing interest encompass, but are not limited to,
sustainable growth, tourism, and food systems.

Within this scenario, special attention needs to be devoted to financial implications,
due to their pervasiveness. Nobody would question the key role that finance plays

to complement the real sphere of the economy and that has increasingly attracted
both academics and practitioners. The global side of the coin features, among others,
financially connected markets, international financial exchanges, and financial
conglomerates that provide valuable opportunities in terms of international corporate
finance. In addition, recent advances have involved a wider recourse to environmental,
social, and governance (collectively known as ESG) factors, allowing forward steps
towards a more inclusive financial system and making digital finance a must, rather
than an option, even though much remains to be accomplished, for instance, to
facilitate access to formal financial channels in many underdeveloped regions.

This book includes nine chapters that discuss recent advances, new perspectives, and
emerging issues involving globalization and sustainability, providing readers with a
comprehensive overview of related multi-faceted dimensions. Examples and scientific
details support the presented information; all the chapters have been written to provide
enough technical information for both general and professional readers.

Chapter 1 is about “our globalization era among success, obstacles and doubts.” The
authors Arnaldo Canziani, Annalisa Baldissera, and Ahmad Kahwaji point out that

“in the last decades, the never-ending and unlimited expanding of both international
economies and operations became globalization.” They conduct an in-depth analysis,
which leads to emphasize the problematic alternative for globalized companies between
“the world as our next door” and their social responsibilities and to recall the similar
problem for host countries, between socioeconomic advantages and protection of local
workers, resources, and environment.

Chapter 2 revolves around the intrinsic meaning of sustainability and excellence, which
are conceived as “pillars for business survival” by authors Irina Severin, Maria Cristina
Dijmarescu, and Mihai Caramihai. They review management models, starting with
self-assessment (ISO 9004) and continuing with the European Foundation for Quality



Management (EFQM) Excellence Model, and conclude that “embedding excellence and
sustainability into business strategic objectives allows the management to define the
framework for competitive continuous improvement.”

Chapter 3 is aimed at “rethinking an approach for sustainable globalization.” It is
authored by Parakram Pyakurel, who “explores the complex interaction between glo-
balization and sustainability and proposes an approach for sustainable globalization.”
Conclusions draw upon an approach to sustainable globalization based on holistic
interactions among the environment, economy, and society.

Chapter 4 introduces a scientific research project designed to build an observatory of
sustainable development in postgraduate study plans in Baja, California. According
to authors Rodolfo Martinez-Gutierrez, Maria Marcela Solis-Quinteros, Maria Esther
Ibarra-Estrada, and Angel Ernesto Jimenez-Bernardino, this initiative “will allow a
systemic analysis to be carried out in higher education institutions that incorporate
the dimension of sustainability in their study plans, through teaching, research, and
university management.”

Chapter 5 discusses Italy’s small exporting companies and their globalization and
sustainability issues. Authors Roberta Pace and Francesca Mandanici analyze the
characteristics of a subset of these companies between 2011 and 2020, as well as their
performance over the same period, based on reliable data, and conclude that they are
better off than non-internationalized companies in terms of economic and financial
sustainability.

Chapter 6 discusses the relationship between sustainability and social investment

by examining community microhydropower systems in the Dominican Republic.
According to authors Michela Izzo, Alberto Sanchez, and Rafael Fonseca, these
systems, managed by local groups, have proven to be successful and demonstrate

“the meaning of sustainability and the positive nonmonetary impacts of social invest-
ing, opening future opportunities to expand the present 5% of private investment.

Chapter 7 examines the evolution of the financial contribution provided by the
European Union (EU) to climate change. Cecilia Camporeale, Roberto Del Ciello, and
Mario Jorizzo explore the public climate finance implemented by the EU as a whole
and its Member States. The analysis shows that “it is possible not only to highlight the
amount allocated to the challenge against climate change but also to break it down
into its two meanings: mitigation and adaptation, as well as to identify the type of
channel through which this support has been implemented.”

Chapter 8 deals with the role of mobile money and, in more general terms,
digital payments to promote financial inclusion and ultimately fulfill the SDGs
in Africa. According to authors Bruno Lule Yawe, John Ddumba-Ssentamu, John
Bosco Nnyanzi, and Ibrahim Mukisa, economically challenged people to need a
combination of knowledge, skills, attitude, and habits for the poverty trap to be
alleviated and hopefully eliminated. To this end, financial inclusion programs
should build appropriate intellectual competencies, such as those that stem from
financial literacy, problem-solving skills, and emotional intelligence, as well as
from financial capability.

XVI



Finally, in Chapter 9 Ashraf Mansour revisits the pooling risk framework in Universal
Health Coverage. The objective is to transform the existing three-dimensional pooling
risk framework of the health insurance Bismarck Model to accelerate the pursuit of
health-related SDGs and ultimately create healthy lives and wellbeing for the popula-
tion, particularly in low-income and less developed countries.

Overall, this book gives readers a cross-cultural vision of globalization and sustain-
ability issues. It is a useful and valuable resource for individuals and companies
interested in the evolving trends pervading the areas under investigation, as well as
researchers in academia, policymakers, and practitioners in several industries.

The editor greatly appreciates all the contributors to this editorial initiative and is
confident that it will spur further discussion on the topics covered by each of them.
Special thanks go to Author Service Manager Ms. Jelena Vrdoljak at IntechOpen for
her kind support.

Margherita Mori

Department of Industrial and Information Engineering
and of Economics — Economy Area,

University of L’Aquila,

Italy
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Chapter1

Our Globalization Era among
Success, Obstacles and Doubts

Arnaldo Cangiani, Annalisa Baldissera and Ahmad Kahwaji

Abstract

In the last decades, the never-ending and unlimited expanding of both international
economies and operations became globalization. Among its main features, one could
recall the enormous increase of world macro-economic quantities (Gross World Product,
Inter-continental Trade, FDI), as well as financial values (public debts and currency
printing). The chapter tries to quantify them, by a statistical analysis of historical data
(Section 1). Section 2 is dedicated to the strategic problems of firms, in particular the
threats and opportunities for (inter) national firms willing to become global, and obsta-
cles are included in Section 3. This given, it deals with the behavior of countries from
the political and juridical points of view, and those ones passed form initial perplexities,
distaste, or even hostility to a favorable behavior. Conclusions (Section 4) recall both the
problematic alternative for globalized companies between “the world as our next door”
and their social responsibilities and the similar problem for host countries, between
socioeconomic advantages and protection of local workers, resources, and environment.

Keywords: globalization drivers, competitive equilibria, FDI, business strategies,
country policies

1. Introduction
1.1 The processes of globalization once historically defined

Contrary to the grammar definition of globalization according to the Oxford
Dictionary (“the process by which business or other organizations develop interna-
tional influence or start operating on an international scale”), to treat this topic we
will take the first move from the well-known source Wikipedia, which more properly
describes globalization as follows: “the process of interaction and integration among
people, companies, and governments worldwide.”

Once this working start could be accepted, we could rely on the following basic
points, anyway to be analytically discussed:

1. political interaction,
2. stable economic relationships,

3. cultural exchanges, included linguistic ones.

1 IntechOpen
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These processes are antique ones from the origins of the civilized word or so,
dating back (just to synthetically exemplify) to Etruscan and Romans relationships,
to Phoenician maritime trade, to inter-African economic exchanges, and—skipping
some 1000 years due to common knowledge—to Marco Polo and Euro-Asian com-
mercial traditions along the silk way, as well as to Euro-American ones after Colombo
discovering the New Lands.

In every such cases, i) new political interactions immediately started, driving in
rare cases to relationships on equality base but, more frequently, to the domination
of a nation over other entities, this being the origin of colonial empires from Portugal
onward; ii) stable and (rapidly) growing economic relationships on the basis either of
mutual agreement or of widespread embezzlement, plunder, and sack, for example,
Spain started a huge gold import from South America so as to give life to her cultural
siglo de oro but, at the same time, to a dramatic inflation that started her decline; iii)
cultural exchanges, in some cases consisting in the wrecking and crossing out of
local cultures (this was the case of Australian natives after Captain Cook conquest in
1770), in other ones giving life to a confused, heteroclite merger of pre-existing and
imported, of local and foreign, the so-called enculturation, and originating the reverse
process, when, for example, the Greek culture deeply influenced the Roman one
(“Graecia capta ferum victorem cepit”).

In any case, not to say always, these processes brought about i) a dominant politi-
cal authority, ii) its government, bureaucracies, laws, iii) its language, and iv) its
money.

Every political domination, in fact, was of close lands or far ones, in every case
accompanied by the following unifying processes, some of which are highly relevant
both in those times and today, as still surviving ones:

1. the unity of political and bureaucratic direction, the new official language
included;

2.the subdual to the same civil, penal, and fiscal laws (anyway with current local
adjustments case by case);

3.the direct connections between new motherlands and colonies from the point
of view of transport routes, trade, and financial agreements or even imposi-
tions and monetary regimes (in some cases special ones, as the African French
Franc).

This way, reflecting back to the political equilibria of the last five centuries broadly
speaking, we propose to distinguish here, within the geographical processes of equal-
ization of laws, money, and bureaucracy, the three following periods:

a.the (sub)continental equalizations of a)1) the Roman Empire, especially at
its climax, a)2) the Sacred Roman Empire of Charlemagne, a)3) the Persian
empire of prince Babur from Saudi Arabia to Iran to India, and a)4) the <Great
China> of the Quing dynasty, especially under Kangxi, Yong-zen, Quian-long
Emperors;

b.the three early colonial empires of Holland, Portugal, and especially Spain;
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c.the intercontinental empires deriving from the second colonization conquests,
giving life to French Empire and moreover to the British one, as at the end of the
nineteenth-century Great Britain dominated 1/3 of world lands.

The above distinction offers us, as a matter of fact, the chance to quote a
relevant, well-known interpretative category, the Gerschenkron model referred
to the sequence of sovereign powers, showing step by step the decline of Spanish,
Portuguese, and Dutch influence facing the larger strengths and world-wide ambi-
tions of both England and France. Once the latter was confused by the troubles
of the Revolution and its ups-and-downs follow-ups (as, after the loose of its
American colonies, in addition it had to face three overturns of political regimes in
just 26 years and one more some 50 years later), the room was left for the aggres-
sive, goal-minded temper of Great Britain, while i) the Imperial Russia was isolated
in her social and climate problems, ii) the Empire of Austria-Hungary secluded in
Mid-Europe with no costal access but Trieste and too many different ethnic groups
to be governed, and iii) to conclude with Germany and Italy still to be unified
under, respectively, prince Bismarck and earl Cavour. These international dynamics
can be summarized in Table 1.

At the same time, the abovementioned distinction, once generally interpreted,
allows us to recall to memory one more well-known distinction, that is, the difference
between i) land powers and ii) see powers. As a matter of fact as, Babur (and China)
apart, in every remaining case the intercontinental domination was the fruit of naval
strength and the military fleet to conquer, to preserve, and to secure commercial
routes.

Moving first to the industrial revolution, thanks to its technical advances as well
as the capitals accumulated by privateer war, England succeeded both in establishing
a world domination and in impeding the existence in Europe of any leading country
(or even alliance) able to jeopardize its supremacy, from Napoleon onward. Later,
this natural behavior was theorized by relevant Anglo-Saxon admirals and scholars,

Relevant phases

Geopolitical orders

Mediterranean economy

Venetian domain and Maritime Republics

Northern and Western Europe

Northern European and Franco-German economies

Age of ocean navigation and
discovery

Spain and Portugal

Dominance of Imperial China

Golden years of the Qing dynasty under Kangxi (1654-1722)

Replacement of maritime
powers

Dominance of England until 1914

Scramble for Africa

European claims on African territories

US dominance

United States of America as dominant superpowers after 1944

Rise of Imperial Japan

Following the Meiji revolution (1852-1941) and then 1948-1990 (or 2000
according to others)

World expansion of China

The “Four Modernizations” after 1982

Source: authors’ elaboration.

Table 1.
Rise and decline of states.
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Alfred T. Mahan, Halford J. Mackinder, Nicholas J. Spykman, among others. The
supremacy we remember here declined anyway in favor of the USA, after the World
War IT (1941), Bretton Woods (1944), the atomic bombs on Hiroshima and Nagasaki
(1945), the Marshall Plan (1948). This way, the supremacy of the pound sterling
disappeared in favor of the US dollar, and similarly for the rest, beginning by the
India independency (1949).

Not so curiously anyway—that’s why we recall this theory here as globalization
is regarded—in both cases these maritime superpowers realized (or tried, and the
USA still try) the following realities: i) a unique country dominating the world,

ii) a country isolated by the sea (or Oceans) but ready to intervene by the army in
other countries or even continents, iii) under such political principles as free market,
monetary (and financial) supremacy, maritime strength.

This rough overview of well-known century-old dynamics teaches us anyway
some peculiar hints, judged relevant here with reference to the topic under dis-
cussion as in so many cases still surviving today. These suggestions respectively
regarding the role of legal systems and its special regulations, the role of the
(imposed) monetary regime, are still to create new currency (and financial) areas,
the not-so-peaceful rotation of sovereign powers, a political struggle, which can
be interpreted as the oligopoly competition, frequently leading to wars in their
different forms.

1.2 The process of globalization and its technological drivers

The historical dynamics are so poorly recalled here in memory because of common
knowledge, brought about, along centuries and decades, a dramatic increase of inter-
national exchanges of economic goods, financial and monetary resources, capital and
investments, knowledge, cultures, and ideas. At the same time, they generated the
parallel increase of international trade, this happening with the Industrial Revolution
of England and the further ones (Table 2), from the United States of America to
Belgium, and to France (once she overcame the troubles of the revolution) and to the
following ones of Germany, Italy, and other countries.

In particular, the Congress of Wien marked the beginning of a long period of
peace for Europe—a century—till the World War I, with the French-German war of
1870-71 being there an entre-act of nearly no relevance.

Features The first The second The third
Year 1750 and 1870 and following 1970 and following

following
Energy Coal Electricity, petroleum Alternative energies
Production Iron Steel, chemistry Informatics
outcomes
Innovation Steam engine Internal combustion Finance services and

engine communications

Basic sectors Textile industry Mechanical industry Financial and High-tech sectors

Source: authors’ elaboration.

Table 2.
The three “industrial revolutions.”
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Invention Year Invention Year
Battery 1800 Tyre 1887
Typewriter 1829 Diesel engine 1892
Dynamo 1831 Radioactivity 1901
Refrigerator 1834 Airplane 1903
Telegraph 1837 Cellophane 1908
Phone 1864-76 Penicillin 1928
Dynamite 1867 Television 1929
Phonograph 1877 Helicopter 1930
Internal combustion car 1885 Jet plane 1939

Source: authors’ elaboration.

Table 3.
The main inventions 1827-1939.

A century of peace meant, in addition, a century of technological progress
(Table 3), this fuelling production, exchanges, communications, in such a way and
in hurry we find it difficult to understand, and only comparable to the present Web
revolution.

The technical progress obviously influenced also public and private bureaucracies,
work organization, labor relationships, these elements being constituting a relevant
(and under-esteemed) factor in accompanying or even guiding the globalization
process. On one side, new investments and the search for working (labor) resources
oriented in fact internal and international immigrations; moreover, they contrib-
uted—in colonial Empires—to international investments, which, on their turn, fur-
ther contributed to the globalization itself. On the other side, the new organizational
techniques (e.g., Frederick W. Taylor) allowed to increase productivity, productions,
salaries, profits, this fuelling once more offer, demand, and investments. Taylor’s sug-
gestions had been practically anticipated and largely applied in Krupp factories before
1910, and were later utilized for large-scale consumer goods by Henry Ford from 1923
onward.

Technological advances of those days fuelled since then inter-continental integra-
tion, giving life to larger international communications, higher import-export, more
trade agreements, and widespread international investments (Gualino, a tycoon
ruler of Italian finance end-nineteenth-early twentieth centuries largely invested in
St. Petersburg, unfortunately before 1917, Pirelli & Co. vertically integrated acquiring
rubber plantations in Malaysia). All the same, on a larger scale, is happening in today
world, especially after 1948 (Marshall Plan), 1976 (China’s Four Modernizations),
1991 (crumbling away of Soviet Russia), WTO, and WEB revolution.

With regard to the Four Modernizations, their purpose was to make China one
great economic power, and the results are evident if we consider the evolution of the
national shares of world production from 2000 to 2018 (Table 4).

1.3 Trade liberalization as a driver for globalization after the World War II

A further driver that oriented the globalization process after the World War II was
trade openness [1], to which a set of factors contributed, such as [2]:

5
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* the 1947 General Agreement on Tariffs and Trade (GATT) and the liberalization
of international trade;

* the end of the Bretton Woods agreements (1971) and the resumption of interna-
tional capital mobility;

* the development of new information and communications technologies (ICT)
and the reduction or cancelation of distances, almost at no cost;

* the growing role of foreign direct investment (FDI) [3], which in the 1990s
mobilized large amounts of capital, mainly from Europe and North America.

The above factors, together with others specifically referable to the individual
geographical areas, led to a significant reduction in post-war trade barriers among
the major industrialized countries, as well as a notable increase in capital move-
ments [4].

In this regard, in addition to the GATT (1947), it is important to recall the creation
of the European Common Market (1958 Treaty of Rome and 1968 customs union);
the Canada US Free Trade Agreement (CUSFTA) of 1987; the North American Free
Trade Agreement (NAFTA) of 1992; the ASEAN Free Trade Area (AFTA) Agreement
of 1992; the establishment of the World Trade Organization (WTO) of 1995; and the
General Agreement on Trade in Services (GATS) of 1995.

We mentioned above only a few among a number of trade agreements signed
between the 40s and ‘90s of the last century. Also considering the 2000s, the
increase in the number of regional trade agreements (RTAs) has been continuous
and rapid (Figure1).

As pointed out by Urata [5], regional trade agreements (RTAs) remove trade
barriers and significantly contribute to the quantitative and geographical expansion
of international trade.

This expansion is clearly visible if we consider the evolution of the worldwide
trade in the decade immediately following the signing of GATT (Table 5).

Nation 2000 2007 2009 2014 2018
China 8.2 154 21.5 32.8 28.4
USA 24.8 174 151 141 16.6
Japan 15.8 8.9 8.5 6.2 72
Germany 6.6 75 6.5 53 5.8
Italy 41 4.5 39 2.5 23
France 4 39 36 25 19
South Korea 31 39 36 37 33
India 18 2.7 29 n.d. 3
Brazil 2 26 2.7 nd. n.d.
Great Britain 35 3 23 nd. 1.8

Source: authors’ elaboration.

Table 4.
National percentage share of world production 2000~2018.
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Figure 1.

RTAs curvently in force (by year of entry into force), 1948—2022. Source: WTO OMC, regional trade agreements
database.

1948 1953 1963 1973 1983 1993 1999
Exports 58 83 157 578 1835 3639 5473
Imports 66 84 163 589 1880 3752 5729

Source: World Trade Organization, International trade statistics 2000.

Tables.
Worldwide trade 1948-1990 (billion dollars).

In terms of percentage change, the growth of the world merchandise trade by
selected region, which took place between 1990 and 1999, is presented in Table 6.

The positive effects of the trade agreements continued throughout the following
decade, in which global trade growth remained sustained (Table 7). If we disregard
the distributional consequences [6] and limit the analysis to the values exchanged,
world exports continued to increase (Table 7).

The above data show the bivalence of globalization: On one hand, they reveal its
positive effects on international trade; on the other hand, they show that the negative
influences of crises of local origin (US), such as the 2008 financial One, spread with
equal speed and magnitude, especially at the expense of weaker economies.

As a matter of fact, within economic integration—be it commercial or financial—
the less-developed countries are generally dependent on the industrialized ones,
with the consequent increase of their net indebtedness toward stronger economies.

7
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World North Latin European Asia Japan Six East Asian
America America Union traders
Exports 6.5 7.0 8.5 6.0 75 25 10.0
Imports 6.5 8.5 10.5 5.5 7.0 4.5 7.0

Source: World Trade Organization, International trade statistics 2000.

Table 6.
Percentage change in the volume of world merchandise trade 1990-1999.

2000 2005 2006 2007 2008

Exports 6452 10,503 12,128 14,021 16,149

Source: https://www.statista.com/statistics/264682/worldwide-export-volume-in-the-trade-since-1950/ (accessed
6 May 2022).

Table 7.
Global export value of trade in goods 2000~2008 (billion dollars).

The subprime crisis caused profound effects and imbalances, to cast doubts on the
real benefits of world integration in the absence of domestic growths [7].

In this latter respect, it is nevertheless relevant to consider that globalization,
while not sufficient to reduce poverty on a large scale, anyway favors internal growth.
According to Dreher [8], China was the country with the highest increase in the level
of globalization from 1975 to 2000. Thanks to its increased integration with the rest of
the world, the growth rate of its economy in 2000 was 2.33 percentage points higher
than in 1975.

2. The road to globalization and the new competitive (dis)equilibria
for firms

2.1 Introduction

To treat the strategic problems of firms, it is maybe opportune to start by point-
ing out some basic differences between internationalization and globalization. The
former was dominant from early twentieth century until the end of its ‘70ies, but the
changes that occurred in the early ‘80ies produced a completely new type of phenom-
ena, later on called—and not by a chance—globalization.

Undoubtedly, globalization changed the nature of competition as it was known
before, when the number of international players was limited to firms possessing
since decades, capital, knowledge, and the international culture to behave that way.
Today, this number has gradually become larger and larger, a widespread one in every
market and many (most?) industries of the world.

The main factors making globalization dominate since the ‘80s on are well-known
ones: i) deregulation on one side and ii) the impact of new information and commu-
nication technology, the latter one maybe stronger than the former. Their interaction
deeply changed the nature of markets and competition as well as the strategic behav-
ior of companies, but also deeply influenced countries concerning international trade
agreements, FDI, company law, that is, economic policies in one world [9-12].
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Deregulation enabled on one side companies to work more freely, especially as
regards capital movements, international investments, mergers, and acquisitions,
while information and communication technology on the other played a key role
in accelerating global business transactions and deals, as they still do every day ina
deeper way [13, 14].

Once transformed from international to global, competition showed largely new
patterns of behavior, not to say completely renewed ones. Today, international players
are in fact (and in particular they feel) more free than ever at every level (trade in
goods and services, transfer of knowledge and technology, and FDI—Foreign direct
investments and divestments), the latter ones representing one of the central nerves
of restructuring global competition.

2.2 The strategic problems of firms within the new globalized era. Their strategic
options and choices

This way, passing to firms’ behavior within this largely new context, we could
remember that, since its appearing, the enlarging of economic competition across
continents was generally recognized by firms as a fruitful opportunity to grow.
Anyway, this immediate feeling maybe undervalued at first sight its problems, chal-
lenges, and in some cases threats.

Globalization imposes in fact to big firms (but gradually also to mid-sized ones and
to firms in general) a continuously growing confrontation with new competitors, a fierce
one in some cases, which makes them suffer from the hardest competitive challenges.

As a result, companies must achieve a set of entirely new competences, among
them i) to learn to make use of global resources (capitals, raw materials, finance, tech-
nology, labor, and others), ii) to make global their own products, and iii) to expand
their own “local” competitiveness connecting it to new economic spaces, at the same
time defending it from the challenges of other globalized firms.

In substance, companies must implement a global competitive strategy, expand-
ing their markets but protecting at the same time their previous ones in case they can
be now offended, as competitors too can individuate some competitive weakness to
attack them, in spite of the fact they are (were?) locally dominated.

So, as all international firms are trying to put into action overlapping strategies,
marketing techniques, products, services to customers, and tactics, this exacerbates
the problem as such and drives to the need of implementing a differentiation strategy,
in to contrast others firms’ competitive actions, with the hopeful goal to enlarge
market shares first, and profits as a consequence.

Does this mean that it is difficult for a company to become global in this era, and in
case to remain such? This question brings with itself a former, fundamental one: How
does a company compete in an unstable, difficult environment, establishing itself in
this globalized world?

As a matter of fact, the term differentiation strategy covers a set of different stra-
tegic options to realize it, which could be synthesized as follows: i) cost competitive-
ness, ii) economies of scale, and iii) technological and marketing primacy [15-23].

2.2.1 Cost competitiveness

The pure cost competition, once intended as pure labor or raw material cost-
reduction, is generally speaking a dated choice, a no-longer adopted one, due to the
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higher complexity of products, markets, and consumer needs at present. This prob-
lem is anyway a twofold one.

From the point of view of old industrialized countries, firms tend to transplant,
that is, to relocate in other countries (and continents in case) paying today attention
to geo-politics, closeness to final demand, transportation costs. Cost reduction keeps
its own role for sure, but either related to the newest technologies together with highly
skilled personnel (e.g., at present, Pirelli Tyres largely producing in Rumania) or
connected only to segments of the whole production-cycle (e.g., Brooks Brothers in
Tunisia, China, or even Indonesia).

From the point of view of the so-called third world countries, on their turn, also
cost competitiveness entered into a wholly new dimension with globalization. Asa
matter of fact, thanks to the same globalization, those countries are not compelled to
duplicate step by step for every technological stage from the beginning to present (as
Rostov presumed) [24], as they can land on (very) recent technological stages—and
in some cases on the more recent ones—this way being able to join modern technolo-
gies together with relatively lower salaries. The very example of this strategy is China,
which rapidly joined this way the most advanced countries of the world and then over-
came them in most cases, and the same China in recent years invested (and relocating)
in South-East Asia, Africa, and elsewhere to be permitted to go on the same way.

2.2.2 Economies of scale

During the ‘60ies of the twentieth century, the microeconomic literature (and
technical one as well) firmly suggested for firms the pursuing of “economies of scale,”
these ones mainly intended as large-scale plants and very large in case. The under-
pinnings of the proposal were rooted in the less proportional growth of some costs
(energy, warehouse, internal connections, and surveillance) at the growing of the
plant. With respect to pure theory as well as contrary to reality in its general terms,
those merely technical suggestions ignored the true firms’ dynamics: ups and downs
of sales, plant and equipment rigidity, transportation costs, large or even impressive
depreciation, and last but not the least, the local gathering of thousands of workers in
a unique plant as a socioeconomic (and urbanistic) problem.

On this point, it is relevant to leave once for all the optimizing principles of early
marginalists of the Walras-type, today unfortunately still widespread in most micro-
economics text and since then constraining empirical phenomena into anti-realistic
mechanical models.

Some of the most important scholars in the same field of economics are in fact
teaching us since the last century how to cancel the very bases of those models:

1. firms maximize /minimize/optimize in subjective a way, nor utilizing second-
order Equations [25-30];

2.big firms are more interested in sales than profits, as in oligopolistic markets, it is
more relevant to maintain and increase market shares, planning in case to make
larger profits in future [31, 32];

3.the whole firm-system is a complex organizational world, where special techni-

calities from the mathematical or statistical field must be applied uniquely to solve
special technical problems of financial, productive, or commercial in nature.
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After some decades of understandable oblivion due to the abovementioned
imperfections and risks, also economies of scale took a quite different meaning with
globalization. They are now no longer intended from the merely plant-scale and/or
manufacturing point of view, but from the standpoint of general firms’ costs. The
new goals of firms pursuing “economies of scale” regard now, better than ever, the
general optimization of i) purchasing, ii) R&D, iii) advertising costs, and iv) trans-
portation ones as well.

The relevance today of such optimizations needs not to be underlined here, due
to the increase of raw materials costs in the last decades on one side and the larger
and larger amount of expenses implied by technological advances (high R&D within
electronics, informatics, aerospace, military appliances), modern marketing tech-
niques (especially for luxury goods, fashion, jewels, food, and drink), and farer and
farer world deliveries in addition to energy and labor costs.

The convenience of large-scale plants tends to remain for industries—or branches
of them—where firms actuate the fully integrated cycle (oil refining, basic chemicals,
basic iron, and steel), where the same output in large amounts favors the scale of
operations, this way taking profit from the efficiency of processes together with the
reduction of logistic costs'.

This whole system, anyway, provided market demand is growing or constant, or
taking the minimum possible variance at least [33], not to accumulate unsold stocks
or even being compelled to slow or stop the production; those risks concur in explain-
ing the large success in the last 50 years of the so-called mini-mills as iron and steel is
regarded.

In other industrial sectors producing industrial goods, the most important
problem is given on the contrary by the ratio cost per ton, giving plants a limited
space of action: In the cement industry, for example, this space is limited to 150-200
kilometers per plant—special cements apart—which explains the obliged multi-plant
structure of its firms (e.g., Cement Lafarge (F) climbing some decades ago to more
than 500 industrial plants).

This basic difference was underlined by the same Alfred Marshall, to be true only
at the end of his life, clearly describing it as far as in 1919 [34]:

“The central task of the heavy steel industries is the handling of great volumes of
homogeneous fluid steel, ready to be worked up into an infinite variety of products
large and small. There is no other group of industries, in which the forces making for
the increase of the business unit are promoted in like degree by the magnitude of the
aggregate volume of the homogeneous fluid material which has to be produced.

The textile industries on the other hand offer the best instances of the coexistence
of numerous establishments repeating one another; because the full technical econo-
mies of large scale production (...) can be obtained by an establishment of moderate
size” (p. 218)°.

In every case, as a conclusion, the problems for firms in general, and for plant in
particular, are to individuate their critical dimension in relation to i) industry, ii)
served markets and market segments, and iii) competitors.

! Within the business the world of business, in the chemical basic industry the increase of costs is reported
to be 1/6 of the increase of plant dimensions.
* The quote in the text refers to the 1927 edition.
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2.2.3 Technological or marketing primacy, segmental dominance included

The abovementioned cross-world competition brought with itself large changes
also as regards both technological and marketing primacies.

The need to be able today to sell all over the world emphasized the role i) of
brands-innovation-advertising-distribution for high segments from electronics to
information, to fashion and jewels, to cars to food-liqueurs-champagnes, and to
armaments and weapons, ii) of brand and distribution for mid-level ones, and iii) of
cost control and distribution for lower ones.

Innovation, performances, and in some cases uniqueness became relevant for
luxury goods, price-quality relation for mid-quality ones, and price for lower ones.

In every case anyway, and much more frequently than before due to world communi-
cations and the WEB, brand recognizing became relevant for every market (the so-called
world brands), but nevertheless also for specialized or “minor” segments, as these too
got transformed from local-national to continental to world ones in some cases.

In addition, the larger economic resources expanded all over the world due to
economic advances, to public and private debts, and to printing of money by States
and privates (crypto-currencies), and increased both the quantity of demanded
goods and the quest for quality by every group of consumers. Within industrialized
countries, we face in fact today a large tendency to high tastes in every market and
field, not to speak of such presences as advertising addicts /glamor influences/till the
reckless passions by the so-called fashion victims. These factors concur to explain the
transition of many global firms to superior-upper segments of demand, and conse-
quently to new product-portfolio strategies.

In addition, we must keep in mind that a further result is the fierce competition
now in action, which implies a relevant increase of costs for every type of firm in
particular as far as R&D, advertising, and distribution are concerned, the very local
ones being the only ones excluded from these commitments.

A further problem is also represented by the insufficiency of i) mass production,
ii) new design of products, and iii) price/quality levels conform to the new interna-
tional standards, to guarantee the success of companies in the new era of globaliza-
tion, or to make per se a company global. As a matter of fact, for most companies
in the consumer goods industries, it is now necessary to be aware of getting new
approaches regarding the following:

* online trade, home consignments included,

* higher volume and more efficient distributing networks,
* express transportation logistics,

* and, in particular for top segments,

* exclusive advertising,

* top class testimonials,

* loyalty (“club members” and more).

Testimonials (and moreover influencers) are equally important in mid-level
segments, together with media advertising and, especially in the fashion industry,
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the opening of the so-called sentinel point of sales in cities where, right or wrong,
be they San Francisco, Palm Beach, London, Paris, or others, and the individua-
tion of styles /colors/fashion in general is forerunning the just subsequent mass

tendencies.

Quite a different story, on their side, for producers of industrial goods, technical
appliances and machinery in general, it is well known that in these fields the criti-
cal factors of success are quite different ones, mentioning here four of them just to
remember the most important ones:

* technological advances,

* (experimented) special technical innovations together with their reliability,
* technical performance and performances /price ratio,

« fast technical assistance, at inter-continental level in case.

All the abovementioned factors contribute to explain the gigantic growth of
M&A, mergers, and acquisition as a rapid tool to achieve, case by case, some special
goals, or a multiple set of them as well [35]. According to the renewed company goals
of today multi-polar world, divestment, acquisitions, and mergers in case can rapidly
help in the following:

* growing to reach the so-called critical dimension with regard to productive capa-
bility, distributive structures, local presence in different countries/continents;

* focusing on a different productive and segmental equilibrium, which means
completing the company strategic map, and selling low-growth activities, at the
same time acquiring relevant capabilities and advantages from the point of view
of brands, R&D, specialties, competences (as far as the former are concerned,
the French case of LVMH is a seminal one in the field).

2.3 Globalization advantages and problems
Generally speaking, from the internal point of view we cannot forget that every
competitive strategy by firms is closely related to system factors and the global

organization as well, in particular concerning the following:

1.the tension to goals by top managers (key actors) and their ability to communi-
cate, motivate, and control;

2.the nature and efficacy and efficiency of the internal structure,
3.its organizational culture and behavior,

4.the quality of coordination among strategic business units, together with the abil-
ity of the departments/units to join strategies choices and the global market [36].

Strategy is connected in fact to the quality and objectives of persons within
every family, firm, institution, and country, but for firms in particular their
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growth is connected with the attempts of a particular group of human beings to do
something [37]°.

As a matter of fact, some companies in the globalized world faced globalization
in a courageous way with smart results later on, being able at the same time to take
advantage of external opportunities and to adapt themselves to changes, and the dis-
semination of products and brands jointly being a goal and a result. They were able to
anticipate competitors to nip at their heels taking into account i) the larger propensity
of consumers to spend (not only in proportion to income but also recurring to debt),
ii) the epochal changes in consumers’ culture and values, and iii) the fast dynamics of
consumers’ tastes and needs, today from voluble to volatile ones.

As aresult, these firms repositioned themselves, individuating innovative strategic
directions to seize a competitive position among their (new) important competitors.
They applied creative strategies in addition to previous ones—cooperation agree-
ments, strategic alliances, M&A included—in line with their new strategic location
map within the globalized world.

Some other firms, on their turn, followed the previous ones, which succeeded
in engaging in global competition, anyway being at first generally undecided, topi-
cally dubious about the right road to be taken, organizationally conflicting about the
timing and the dimension of new investments. This sum of problems caused in a large
number of cases delays on one side and/or insufficient investments on the other hand,
and both these problems being anyway partly repaired in some others cases by the
wiser directions taken by looking at the experience of forerunners and eventually to
their errors.

The remaining set of firms was reluctantly forced to renew themselves. Their
delays were implied by a set of different, cooperating reasons, and among them, the
following ones:

1. their cultural approach to novelties, linked to locally minded markets, competi-
tors, and strategies;

2.their tendency to prioritize existing markets and product;
3.the incertitude related to the amount of new commitments;

4.their fear not to able to transition to globalization from the resource point of
view as well as to orchestrate the new complexities implied by the horizon of
activities [38—41].

To these obstacles, it is easy to add the internal frictions among top managers,
prominent shareholders, and also stakeholders in some cases, each of them reasoning
maybe in terms of personal advantage rather than firm perspectives.

As a consequence, a set of companies suffered from serious problems represented
by their inability to coordinate and harmonize on a large scale, and their previous
practices are related to specialized segments, finance, technology, and their cultural
and administrative skills as well.

All these problems negatively affected the strategic directions and current choices
of these companies, which, still thinking in an improper way, tried somehow to
imitate the most powerful and concentrated companies in the planet (USA, Europe,

3 Introduction.
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Japan) to get revitalized, anyhow with late, uncertain, or even unstable results, not to
speak of cases when they took downward turns.

The main difference among them all lies in the fact that dominant companies, or
prominent oligopolists, no longer really belong to one country only, while, in the per-
spective of globalization, other companies belonging to different countries still work
on similar but partial strategies, which makes difficult even not impossible to obtain
the same competitive advantages or defenses at least. The same difference between the
two groups, which creates further dis-equilibria, acts on the ability of getting conve-
nient means of production (capital, technology, human resources, raw materials, and
others), where the first ones are largely favored by their timely entrance into global-
ization and globalized visions of the world. The only problem can be represented by
conflicts and wars among countries: Globalization made easier the availability of those
means for companies, making them more independent and profitable, but at the same
time, it tends to make conflicts more intense or widespread ones.

3. Obstacles to globalization, from drop in the growth to political ones
3.1 Drops in the growth due to financial crises or emerging conflicts

After the protracted upward development of globalization described in Section 1,
world trade fell sharply in 2009 (Table 8).

Figures represented in Table 8 clearly show the drop in both growth and hopes
caused by the bankrupt of both Fannie Mae and Freddie Mac.

The global financial crisis of 2008 was followed by an extremely fluctuating and
sometimes stagnant trend in international trade (Figure 2).

In these sudden (or gradually postponed) storms, both businessmen and politi-
cians ask themselves what’s around the corner, while the latter ones—in short or
mid-terms, also due to different visions of the world (Veltanschauung), competences,
and vested interests—succeed in finding some solutions in near every case, normally
damaging State budget by the increase of expenses to be “solved” by increasing debt
or printing currency (or both).

The problem referred here is a well-known one, whose most important conse-
quences are connected to i) the spatial extension and ii) the time span of the crisis.

While the latter can be traced back to the abovementioned political “solution,” the
former one is strictly connected to such factors as follows:

1.the monetary dimensions of the crisis,
2.its (in)direct influences on further either financial or banking crises,
3. the psychological shocks it can produce,

4.the degree of integration between the interested country and the world financial
system.

Factors 1-3 are self-explaining ones, and in a sense the fourth too, about which we
limit here to recall i) the dramatic effects of Black Friday on the world economy, ii) the
large but not-so-dramatic effects of Freddie Mac & Co. in 2009, and iii) the effects of
crises in some Latin America countries, repeated ones but regularly absorbed up to now.
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2009
12,556

2008

Exports 16,149

Source: https://www.statista.com/statistics/264682/worldwide-export-volume-in-the-trade-since-1950/ (accessed

6 May 2022).

Table 8.
Global export value of trade in goods 2008—2009 (billion dollars).
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Figure 2.

Global export value of trade in goods 2010-2020 (billion dollars). Source: Authors’ elaboration based on data
from https://www.statista.com/statistics/264682/worldwide-export-volume-in-the-trade-since-1950/ (accessed

6 may 2022).
Two more notations seem anyway of some interest here:

a.the timing of diffusion of the crisis, as in today running economy its widespread
is a nearly immediate on, while the Wall Street crisis of 1929 took on the contrary
one year at least to propagate itself in Europe, due to the same time reason, the
lesser speed of international trade (the financial one included) in those old days

of near one century ago;

b.the same globalization which we are treating here since pages, as the world
integration of trade, finance, investments, and so on can widespread more than
ever the effects of crises, of large ones in particular (not to mention here the high
presence in the world portfolios of US$ bonds and shares together with debts of

other countries they too denominated in US$).

Financial crises are anyway not alone in causing (heavy) disturbances to world
economy, and globalization in particular. One more category storms includes all the
more or less important mismatches occurring along years in different continents,
sudden overturning of regimes, revolutions, famines, vars.
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To recall here only the most dramatic of them, we could rapidly mention the
French Revolution (1789), the crumbling down of the Chinese Empire (1911), the
Soviet Revolution in Russia (1917), the pulling out of the Shah in Imperial Persia
(1979), not to mentions the so many local military rebellions in Africa, South
America, and elsewhere.

Mention apart is deserved, to better clear our topic, by the World War I, originated
by apparently silly causes (the assassination of an Austrian Archiduke), but as a mat-
ter of fact signing the dramatic end of the unbelievable more than 40 years of expan-
sion and growth of the Western World which on due course since the Franco-German
War of 1871.

Treating these two kinds of problems, scholars turn by turn qualify these dis-
turbances as unexpected/ unimaginable/unpredictable and so on. In parallel, they
resume the old double couple of environmental “challenges and threats” for firms
must strategically answer coping with their own “strengths and weaknesses.” Be it of
this kind, or even a more sophisticated one by the help of econometric models, this
interpretation can be radically criticized on the bases of the systematic approach to
the problem, suggested by a seminal contribution of 1933 by Ragnar Frisch (Nobel
Prize in Economics 1969) [42].

This approach, which gave origin to a set a studies in particular in non-Anglo-
Saxon world [43, 44]*, distinguishes two basic kinds of forces operating within
economic dynamics, moving it currently or by exception, in regular v. erratica a way.

So, squeezing some thousands of pages in a few lines, we could describe Frisch
interpretation as such the following:

1. economic systems are composed by inner variables and choices as well as by
external permanent ones, the former due to the actions of economic agents,
and the latter represented by demography, politics, technology, competition,
money&banking, and so on, which favor/ obstacle/orientate economic choices
(propagation variables);

2.this fusion of individual choices and permanent external influences might be all
of a sudden changed /ruined/or even destroyed by external unforeseen shocks,
which deeply changes the equilibria of the system (impulse variables).

Obvious to mention among most important impulse variables as the last 100 years
are concerned, the World War I and II, the Sino-Japanese war of 1931 ff., the Italian
war against Ethiopia 1934-1935 and—after some 20 years of peace 1944 (Bretton
Woods) to Vietnam war (1964 ff.)—the set on international wars and disturbances, in
addition to abovementioned ones, also the two oil crisis (1973 and 1980), the crum-
bling away of the Berlin Wall, and the disintegration of U.R.S.S. (1991) to give space at
the end to the series of further wars in Iraki, Serbia, Lybia, and elsewhere.

Generally speaking, the political, sociocultural, economic, and industrial conse-
quences of those impulse variables are well known ones to the reader, with general
overturning—in worst cases—of boundaries, population distribution, public finance,
industrial equilibria, but, at the same time, a fast development of technology, and so
many advantages for the winner, if any. One more feature anyway to be mentioned—
physical and financial destructions apart—is the common and general increase of

4 Seein particular Demaria, cit., I propagatori, 51-751, Entelechiani e antientelechiani (Impulse variables),
755-1279.
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prices, industrial, and consumer ones, which change the equlibria of families, firms,
and in case the State in some cases in a dramatic way.

Propagation variables, each of them normally working with better or worse
an equilibrium, are on their turn differently shocked by the aforementioned
impulses, anyway under an immediate disorder under the pressure of the impulse
ones. We conclude this flash leaving on one side the analysis of the consequences
once more to the reader, and on the other listing the most important propagation
variables:

A. natural propagation forces:
* demography,
* psychologies,
* technology;
B. political propagation forces:
e institutions,
e international relations,
* money, banking, and finance;
C. half-endogenous propagation forces:
* type and size of firms,
* competition structures,
* distribution of income and wealth (according to Pareto theories) [43].

3.2 The political side: Ideological oppositions, contrasting goals, government
constraints

Cross-border acquisitions and all the more foreign direct investments are normally
hailed by growing firms to sustain their expansion either within their own continent
or in further ones as well. And we cannot deny that, decades ago, these activities were
often conducted in the search of low-cost raw materials and labor in Latin America,
South-East Asia, and mainly Africa. As we all know, this implied in not so few cases
also workers’ and environment exploitation, that convenient branching out being
accepted by 3rd World countries with mixed sentiments just to favour their own
economic development. The situation concurred this way to increase the differences
between big industrial countries on one side, mid-sized half-industrialized ones on
the other hand, and developing countries to conclude.

Along years, the so-to-say mismatching implied by these attitudes of foreign
companies (ranking top down from US, Great Britain, France, and others shouting
“profits profits!”) drew public attention to the political, social, and cultural realms
affected by their actions and behavior. This way, in hosting nations, some backlashes
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against globalization were registered within the civil society and by governments as
well inducing in some cases a growing unwillingness to progress in multinational
cooperation, better in multilateral co-operations of such a way. In worst cases, not
only NGO-Non Governmental Organizations reacted to reputed exploitments, but
a whole theory was developed—Race to bottom—lamenting, be that entirely true or
not that globalization vas disrupting local economies, destroying previous national
cultures, diminishing basic human rights in general workers’ in particular, and threat-
ening the preservation of the natural environment till degradation in case.

The last critics overvalued real cases of that kind as they had their roots in the
anarchist-green mentality, and generally spoke against the so-called capitalism as
the dirty imagine of free-market economy; in addition, they more properly referred,
in case, to situations belonging to the twentieth century. After the Uruguay Round
within GATT (1986-1993) and Doha development agenda (ended 2005), and as well,
concerns had reduced and—the literature says—largely, even not totally dissipated.
As a result, companies are now looking not for exploitation if any, but paying atten-
tion to the following characteristics of the host’s country:

* stability of institutions,
* efficiency of infrastructures,
* respect of property rights, especially the foreign investors’ ones.

Anyway, the calculus of costs and benefits has to be attentively weighted for both
companies and host countries.

Companies gained only putative advantages, or even benefits shorter than
expectations, putting into action egoistic behaviors, (un)voluntarily tending either
to exploit or to make “easy money,” taking advantage from their bargaining power
irrespective of fairness, workers’ /population/environment rights, in addition to the
host-country interest in general. They must not only obey to these comprehensive
ethical principles, but in addition to pay attention to the following technical factors:

1. to navigate the different legal systems of every foreign country (in particular as
commercial and tax laws are regarded, tax payment included);

2.identically, to respect different labor laws granting protection to workers’ rights;

3.to get adequately accustomed to different new cultures, which have to be also
considered full of language/behavior/marketing/advertising teachings.

On the side of host countries, on their turn, they too must pay attention to a num-
ber of factors, including or even mixing advantages and risks. General and special
advantages can be resumed as follows:

1. expansion of foreign trade, increase of occupation, developing of sub-contrac-
tors and sub-suppliers new firms, and growth of internal demand also due to the
multiplier effect,

2.gains from cultural and technological transfers, including modern management
practices and advanced labor skills.
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Some critical questions stay anyway in the background, as they need a (preferably
a previous or a step-by-step) solution:

1.the general attitude toward foreign participation to their economic system, to-
gether with the conditions to welcome it, tariffs cutting included;

2.the degree, timing, and extent of liberalization of their own economy,

3.the putting into action of measures apt to expand their degree of participation in
the world economy, through conditions at the same time consistent with i) coun-
try political independency defense, ii) human and workers’ rights enforcement,
and iii) environment protection safeguard.

4. Conclusions, or global integration vs. local responsiveness

Since first steps, globalization produced some contradictions between companies
on the one hand and the governments of host countries on the other hand as regards
the difference between wished and effective results. Many countries and companies
fronted in fact difficulties in facing globalization at first, especially as objectives,
trade, competition, and employment were concerned, and this lack of understanding
increased in the first period; the gap between State regulation and company strate-
gies, they both maybe undervaluing the burdens of the same globalization.

In terms of objectives, while State policies aimed to raise the standard of living,
companies were looking to increase their market shares in order to grow, also due
to a critical feature they understood, which could be summarized saying for most
industries “grow to survive,” not to be secluded in small or even local markets nor,
at worst, to fail. This way companies were compelled to think in two ways, adopting
a twofold competitive strategy, a two-dimensional one: i) the local dimension to be
able to compete locally, with both traditional competitors and new ones from other
countries, and ii) the transnational dimension to compete all over the continent or
world with global(ized) firms.

This way expanding companies joined a new strategy to their previous ones,
entering in local markets both to sell and to make FDI in the field of production, so
gaining footholds in the global market. In relation to the deepness of those invest-
ments, strategies between local responsiveness and global integration began to take
shape (Export strategy, Standardization strategy, Multi-domestic strategy, and
Transnational strategy).

With globalization, also competition gradually became a global one, changing in
nature as well as in ways and means. States soon or later adopted the goal of raising
new standards of economic efficiency for the country as whole, and companies on
their turn had to raise their own efficacy and efficiency up to the level of the represen-
tative multinational firm. This positively changed them, while modernizing indirect
effects were widespread on countries’ reputation as well as citizens’ income, savings
and demand, and culture. In general, it can be said that, as the two main characters—
States and companies—focused on the new world standards, and the original gap
between them was gradually reduced.

Originally, local governments concentrated themselves slowly, and in some cases
so-to-say insensitively on globalization, to realize later on, especially in the last
20 years or so that it was relevant to enter into bilateral/multilateral trade negotiations
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in order to be active a part in the world development agenda, or at least to be able to
protect i) local environment, ii) citizens’ and workers’ rights, and iii) the equality of
conditions. Local regulations increased their span and deepness, as host’ countries
tended to set regulatory standards and restrictive policies for the implementation of
international agreements and strategic cooperation, to reduce as much as possible the
negative impact of globalization. In addition, also global regulations greatly increased
their impact, especially in favor of States (or national governments) having limited
contractual powers.

Once most countries found that there is no escape from globalization while it
lasts, this new awareness led them to work to balance global integration and local
responsiveness by hosted firms, making large adjustments at the macroeconomic
and juridical level and, generally, favoring every kind of activity today “strategic” to
promote companies but at the same time their own national interests.
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Chapter 2

Sustainability and Excellence:
Pillars for Business Survival

Irina Severin, Mavia Cristina Dijmavescu and Mihai Caramihai

Abstract

The chapter presents an overview of management models starting with
self-assessment (ISO 9004) and continuing with the European Foundation for Quality
Management (EFQM) Excellence Model. Stakeholders’ analysis and their needs and
expectations diagnostic are the baseline for building sustainable businesses. Sustain-
ability and excellence are connected, and particular details of these approaches’
implementation are presented. Partnership development appears a key principle in the
EFQM model. Based on companies’ strategies analysis, a simplified model may be
proposed in order to support business survival in changing environments. Some
guidelines to allow assessment of excellence fundamentals implementation are given.
Based on experience and without seeing as exhaustive, a summary sheet of possible
approaches and deployments is given. This may be used as a practical tool to connect
actions implemented in organizations with the excellence model enablers, so as to
facilitate assessment to explore the performance maturity level. The same sequence of
Plan-Do-Check-Act relates approaches stated by ISO 26000 and sustainability initia-
tives. Embedding excellence and sustainability into business strategic objectives allows
the management to define the framework for competitive continuous improvement.

Keywords: business models, excellence, sustainability, assessment, improvement,
RADAR

1. Introduction

Nowadays, the quality of products, including services, appears the mandatory
criterion that must be taken into account by companies all over the world. In order to
better organize their activities, the companies design, implement, and then review
business management systems.

ISO standards offer a framework that covers different areas and give companies
support regarding the design and implementation of the management systems.

To ensure a certain degree of quality in all the levels and areas, the company
designs and sets in place the quality management system (QMS), in accordance
with the fundamentals presented in ISO 9000 [1] and the requirements given by ISO
9001 [2].

In the last decade, to have a quality system implemented in the company appears
not enough to identify all the problems and solve them or to face in a reliable way the
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changing environment. After some time, the systems need to be evaluated in order to
identify their performance. For realizing the self-assessment of the QMS, the standard
ISO 9004 [3] comes in handy.

To offer a broader alternative to ISO 9004, the excellence models have been
developed and reviewed to facilitate benchmarking and maturity level assessment in
terms of performance [4-8]. One of the most developed and used Excellence Model is
the European Foundation for Quality Management (EFQM) Excellence Model [4-6].

As the industry evolved taking into account the quality of products, processes,
machines, and systems, another problem appeared that it is not covered in total by the
tools used in order to analyze the performance (ISO 9004 [3] and Excellence Models
[4-6]). The excellence models were the starting point of finding solutions for a
sustainable development of companies.

In order to achieve sustainable development for a company, the three pillars,
namely society (social responsibility), economic growth, and the environment pro-
tection, must be taken into account [9].

In 2010, ISO drafted and published the standard ISO 26000 [10] that offer com-
panies’ guidelines considering two of the three pillars (society and environment). Its
purpose is to harmonize the social behavior of enterprises worldwide [10-12].

An important item in sustainability is the establishing of key performance indica-
tors and the manner in which they have to report them. To have guidelines for
reporting, the Stitching Global Reporting Initiative (GRI) and ISO have developed a
framework for companies presented in GRI1 Foundation [13]. The next three stan-
dards cover the part of general disclosures [14], materials [15], and economic perfor-
mances [16]. The first four GRI standards are applied in all fields.

Nowadays, searching companies’ websites, more and more companies exhibit their
strategy in terms of customer focus and sustainability. Moreover, sustainability strat-
egies are promoted to increase customer loyalty showing the approaches for sustain-
able development so as to harmonize stakeholders into more sensitive balance
between environment — human — development - policies.

2. Fundamental concepts for sustained organizational survival

One may analyze the structure of ISO standards concerning quality management,
i.e., the fundamentals (ISO 9000 [1]), the requirements (ISO 9001 [2]), and the
guidance for sustained success that may be considered an assessment framework and
tool for the QMS maturity (ISO 9004 [3]). The QMS principles are accompanied by
possible actions, these actions being translated into requirements in ISO 9001 [2]. This
means that one may not focus unbalanced on one or another component of the
system, the whole, as a system, appears relevant, and all aspects should be considered
irrespective of the priority order selected by the organization to address the funda-
mental through approaches.

Once implemented, the organization may step into the next level of performance,
applying the self-assessment regularly in order to define improvement plans and act
accordingly. In this context, ISO 9004 offers a maturity assessment tool [3] finalized
with a radar diagram for better evidence of the areas with more potential or emer-
gency need for improvement. Such a radar, together with the detailed maturity
assessment, may be used by the management team (top and middle) as a prioritizing
tool for the decision-making process.
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If organizations maintain into the improvement cycle according to ISO 9001
requirements, certainly certain benefits may be reported on long term, but, in order
to proactive reply to the global changes, ISO standards appear too basic to release
organizational adaptability and people real engagement. The management team has
the option to support improvement projects, even beyond the ISO requirements, such
as motivating people through different mechanisms to balance professional to private
life or involvement in community responsibility projects. On short term, the tangible
effect may be more satisfaction and engagement of people.

Based on the experience of different contexts, in function of the organizational
capability, a significant step ahead may be embracing extended fundamentals of an
excellence model, such as EFQM [3, 4] or other similar business models. Table 1
presents in comparison the fundamentals showing the consistency in progression of
these principles.

Once a sound management system set in place and a deep commitment of the
management team for these fundamentals, the use of the excellence model framework
is naturally adopted. Even more complex, more evidence-based, more refined, and in-
depth interconnected, the excellence model offers to the management team the
framework for assessment on a broader and more discrete perspective in order to
define action plans for improvement. Similarly, but more complex, all fundamentals
should be considered, each of them having corresponding criteria and subcriteria,
and the same maturing assessment is proceeded, revealing finally the areas for
improvement.

The difference, but the added value of the excellence model, lies into the more
refined evidence research for more organizational cells and layers, seen in the
progression of PDCA (Approach — Deployment — Assessment & Refinement) of the
assessment so as to identify, prioritize, and implement sustainable approaches.

Even if the model changed the role from an assessment tool [4, 5] to a
framework for defining the direction so as to cocreate together with others a

Quality management
principles [2]

Fundamental concepts EFQM
model [4]

Fundamental concepts
updated EFQM model [5]

Achieving Balanced Results

Sustaining Outstanding Results

Customer focus

Adding Value for Customers

Adding Value for Customers

Leadership Leading with Vision, Inspiration &  Leading with Vision, Inspiration
Integrity & Integrity
Engagement of people Succeeding through People Succeeding through the Talent

of People

Process approach

Managing by Processes

Managing with Agility

Improvement

Nurturing Creativity & Innovation

Harnessing Creativity &
Innovation

Evidence-based decision making

Relationship management

Building Partnerships

Developing Organizational
Capability

Taking Responsibility for a
Sustainable Future

Creating a Sustainable Future

Table 1.
Comparison of fundamentals.
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Type of evidences Attributes Rating %
Lack of indicators No evidence or 0%
Lack of procedures anecdotal/Unable to

Interfaces undefined demonstrate

Indicators set in place, but no monitoring and connection with the Partial Conformity/ 25%
approaches Some evidence/

Improvement plan drafted Limited ability to

Procedures for critical issues demonstrate

Interfaces coordination in an unformal way

Improvement plan documented and monitored Effective/Evidence/ 50%
Procedures/processes set in place, documented and functional Able to demonstrate
Functional interfaces

Rare or minor disruptive processes/few or minor non-conformities

Monitored indicators as decision-making process threshold/

framework

Regular improvement of the documented processes Efficient/Clear 75%
Regular update of procedures for better and more fluent functioning  evidence/Fully able to
Interfaces regular monitoring together with process stakeholders demonstrate

Innovative approaches set in place Excellent/ 100%
Practices reference for benchmarking at global level Comprehensive
Anticipation of needs and their evolution evidence/Recognized
Committed and motivated actors as global role model

Continuous learning from the implemented approaches to explore
perceived opportunities

Table 2.
Assessment grid for enablers.

sustainable ecosystem [6], in order to understand the capabilities and to address
the necessary changes, the assessment grid (Table 2) is given for connecting to
evidences while analyzing the reality, in order to define priorities for present and
future.

3. Framework for diagnostic of maturity level of organizational
performance

Disruptive processes appear nevertheless in any environments and nowadays
change, balance, technology, transformation may not be avoided; moreover, after a
long period of stop-and-start, with direction research in the pandemic time, which
revealed clearly that previous solutions should be reviewed and soundly transformed,
a diagnostic of the entity’s reality is needed.

The RADAR tool has been developed on the basis of the Deming cycle (Plan-
Do-Check-Act) but adding the organization’s reason of existence in the ecosystem,
measured through the results composed by perceptions and outcomes/outputs/indi-
cators, all of these benchmarked versus targets.

The assessment/diagnostic tool allows the management team to analyze in
depth the working style in order to manage more effective and efficient, but to
enable the strategy and plans definition in clear priority and consistent follow-up.
The starting point is the results aimed to achieve, once determined, approaches are
set in place to deliver these results, approaches become operational through
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Element Detail Rating % Organization
reality

R Results What are the results aimed to achieve as Search Strengths and
follows the Strategy evidence and  Areas for

assess improvement

A Plan and develop Sound—considering relevant Search Strengths and
sound and integrated  stakeholders needs build Approaches evidence and  Areas for

Approaches to with real rationale and define processes ~ assess improvement

deliver the Results in  to support them
a sustainable way

Integrated—considering the Strategy to
achieve the Results, build and connect
the Approaches in a sustainable and
synergetic structure

D Deploy the Implemented—approaches are Search Strengths and
Approaches in a implemented in relevant areas with time evidence and Areas for
structured way to refinement based on the stakeholders assess improvement
support sustainable present and future needs
achievements

Systematic—approaches are operational
and enable resilience and agility;
Approaches are planned and executed

soundly
A Assess the deployed ~ Measurement—regular measurements of Search Strengths and
Approaches analyzing approaches effectiveness & efficiency,  evidence and Areas for
the achieved Results  regular measurements of effectiveness & assess improvement
and the ongoing efficiency of carried out deployments,

learning experiences  appropriate measurements selected and
regularly monitored

R Refine the deployed  Learning and creativity—internal and
Approaches analyzing external good practices/practices to
the achieved Results  avoid and improvement opportunities

and the ongoing are internalized and valorized,
learning experiences  approaches and deployments are
considering the updated with creativity
changing . .
environment Improvement and mnovatlon.—outputs
from measurements and learning and
creativity are feeding evaluation,
prioritization, planning and
implementation of improvements and
innovations
Summary per Enabler subcriterion Consolidated = Strengths and
rating Areas for
improvement
Table 3.

Radar assessment framework for enablers.

deployments, and their effectiveness, efficiency, and sustainability are assessed and
refined. The assessment framework is detailed in Table 3 for enablers and Table 4
for results.

For a better understanding of how the day-to-day activity of the organization
should be framed into the excellence assessment, some guidance is presented in
Table 5. Current tools, developments, and ways of working may be associated to
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Element Detail Rating % Organization reality
Relevance and Scope and relevance— Search evidence in Strengths and Areas
usability performance seen as relevant areas and for improvement
Results should be strategy to fulfill relevant assess

comprehensive, stakeholders needs and

reliable, accurate and  expectations is demonstrated

consistent with the by coherent and sustained

strategy key results (KPI)

Integrity—results are
accurate and reliable and
ensure confidence

Segmentation—to reveal
meaningful insights

Performance Trends—sustained positive Search evidence in Strengths and Areas
positive trends and performance at least 3 years relevant areas and for improvement
sustained good assess

Targets—are set and are
performance,

consistently achieved, in

comparisons are
P line with the strategic

favorable against best

in segment or class, objectives

cause-effect Comparisons—external
relationships allow comparisons are made and
confidence into these are favorable, in
sustainable line with the strategic
performance objectives

Confidence—the
performance level will

be sustained as enablers—
results relationship is
conditioned

Summary per Result subcriterion Consolidated rating Strengths and Areas
for improvement

Table 4.
Assessment framework for results.

enablers, but the management thinking design should always be mirrored by the
results (perceptions and outcomes) assessment and their evolution understanding,
compared with targets and adequately/dynamically benchmarked. The cause-effect
relation helps in understanding the “why” behind the organization’s approach, the
“how” to deploy the approaches, and the achievements as a result, in practice the
consequence of all these actions.

4. Sustainability framework for companies

Considering the evolution of the industrial fields nowadays and the requirements
stated by the standards and laws, companies have adopted more often the concept of
sustainability. The sustainability development of a company is given by the three
pillars of sustainability (see Figure 1): society (social responsibility), economic
growth, and the environment protection. The three pillars are embedded within the
company’s management systems.
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Enabler

Subcriterion

Possible approach

Possible deployment

Leadership

Leaders develop the
Mission, Vision,
Values, Ethics and act
as models

Define the core business purpose

for a sustainable future and
consequently the Values and
Ethics

Vision, Mission, Values are
developed and integrated
into the Strategy and
communicated regularly to
all stakeholders

Define and review leaders code
of conduct/agreed behaviors to
explicit the leaders role model

Enable assessment, review,
improvement of individual
performance, mainly those
of leaders

360° Appraisal - evaluate leaders
performance based on feedback
from all levels of interaction top,

down and lateral

Deploy a sound process of
assessment of the individual
performance so as to build a
culture of trust and ethics

Leaders define,
monitor, review and
improve the
management system
and the performance

Set strategic measures to monitor

performance in line with the
stakeholders needs and
expectations, such as Balanced
Scorecard

Management team assess
progression against
targets set so as to achieve
the strategic goals;
composite indicators

are regularly analyzed

as part of the decision
process

Management board meetings for
regular review and refinement in

line with the business

Strategic objectives are
cascaded into the reporting
processes (financial,
operational a.s.0)

Leaders engage with
external stakeholders

Regular contact of senior
management with key
customers, partners

and community representatives

Define business to business
strategic level and review it
regularly in line with the
strategic goals

Reporting and public
communication, such as

Sustainability report (UN Global

Compact)

The reports content, format
and circulation concern
business key financial,
environmental and societal
progression, in line with
international initiatives
committed for, if the case

Leaders reinforce the
culture of excellence
with organization’s

people

Define the culture of excellence
by adopting a business model in

line with an excellence model,
such as EFQM

Consider excellence as a
reference in the planning
processes; leaders actively
involve people in
improvements

Leaders ensure that
the organization is
flexible and manage
changes effectively

Annual Board Meeting—
the Board communicate
the plans and gain support/
commitment for their
implementation

The management team
agrees the strategic plans
and gain support, if the case,
from shareholders

Annual kick-off event—leaders

communicate the overall strategy

and the annual objectives

Leaders adopt organization’s
objectives and cascade them
to individual ones in their
teams
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Enabler Subcriterion Possible approach Possible deployment
Strategy Strategy is based on ~ Understanding developments, Relate market analysis with
understanding both ~ opportunities, threats on the strategic partners,
stakeholders’ needs  desired and current market knowledge management
and expectations and and research and
external environment development, connect with
academics a.s.o.
Understand any updates Legal and operational teams
concerning legal and regulatory  should cooperate to identify
compliance and implement the
regulatory and compliance
framework and
correspondent actions to set
in place
Strategy is based on  Perform an in-depth self- Perform an in-depth self-
deeply understanding assessment conducted internally ~ assessment to identify
internal performance or externally; Cross check with  priorities for the action
and capabilities control systems results plans; Consider objectively
the organization’s
capabilities
Strategy and policies ~SWOT analysis may reveal Balance internal and external
are developed and internal and external perspectives in strategy,
updated to ensure perspectives (Strengths, policies and strategic plans
sustainability Weaknesses, Opportunities and
Threats)
Strategy and policies ~ Strategy mapping—strategy is Strategy maps may be
are communicated geographically segmented and communication tools and
and deployed/ aligned with stakeholders’ review tools for the
documented expectations management team to
check performance and
update the objectives, plans,
processes
Cascade objectives—align Start from top level and
personal and teams’ objectives progressively break down
although the organization with  through functional
the strategic ones streamlines and individuals;
Connect individual
objectives with internal
communication and the
appraisal process
People People plans are People engagement rather than ~ Enable people’s contribution

aligned with the
organization strategy

people satisfaction

to their full capacity to the
organization goals; Link
people engagement to
customer loyalty and key
results

Recruiting process—attract,
evaluate and select new and
potential talented people

Promote mobility, link to
remuneration and benefits
policies, adapt to the level of
people to be recruited, third
part/external service may be
used
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Enabler

Subcriterion

Possible approach

Possible deployment

Succession planning—identify
potential successors for the key
roles and prepare them
adequately

Prepare business continuity
planning on immediate

and long-term perspective
and review regularly the
planning

People’s knowledge
and skills are
developed

Appraisal process—assess
individual performance and
behaviors against a set of agreed
objectives, competences,
attitudes

Align organization’s overall
objectives to people
individual performance and
objectives; Link to people
survey and to performance
related incentives (salary,
bonus, promotion ... penalty)

Personal development and
training—align individual needs
to competences needed for the
role as derived by the strategic
objectives

HR strategy is aligned to
people capabilities,
organizational needs to
fulfill the strategic goals and
the appraisal process;
Training plans are drafted
and implemented, results of
training are assessed and
valorized

Management development
programs and/or people
certification

Talent management plans
set in place; Staff
certification for roles
needing it or for
professionals in industry/
sector setting the
requirement, eventually on
regular basis

People are aligned,
engaged and
empowered

Process improvement teams—
improvement as culture in a
structural process

Privilege cross-functional
teams; Involve (experts)
facilitators or include
training to guide the process

5S—workplace and flows
organization methodology

Empowering people to
improve the workplace and
the processes they are
involved in; Facilitate
processes’ standardization

Objectives’ cascade—align
individuals to strategic objectives

Connect to strategic
planning process (ex-ante)
and the appraisal process
and people motivation
policies objectively
supported by people
performance (ex-post)

People communicate
effectively
throughout the
organization

Internal communication—clear
communication channels top,
down, horizontal, inter-
departments/units

Ensure a bilateral way of
communication to support
dialog and information
transfer, based on needs of
people and teams; Use
surveys to assess the
effectiveness
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Enabler

Subcriterion

Possible approach

Possible deployment

Electronic communication media

Encourage communication
and networking through e-
means (intranet, blogs,
social networking a.s.o.), but
maintain and valorize
physical interaction, too

Workers council

Develop a sustainable
partnership with the
workers’ structures, if any

People are
recognized, rewarded
and cared for

Rewards and benefits

Develop a flexible benefit
package aligned to overall
HR strategy

Salary benchmarking

Screen the connection
between people’s motivation
incentives and benefit
package in the region,
industry, sector etc.
(external service may be

used)

Health and safety

Implement legal and
regulatory compliance in
term of occupational safety
and health; Bonus as medical
insurance, welfare, facilities
for family

Partnership
and resources

Partners and suppliers
are managed for
sustainable benefit

Suppliers’ selection criteria

Suppliers’ audits, assessment

Establish, develop and manage
relationship with partners

Partnership-related
processes clearly defined,
monitored and assessed;
Partners’ performance
reported (impact on KPI)
and related to Strategy

Finances are managed
to secure sustained
success

Budgeting process, with data in
compliance to legal regulation,
stock exchange a.s.o.

Ensure budget are aligned to
strategic objectives;

Budget allocations are
cascaded and aligned

with processes and
reviewed, correlated with
the Results

Procurement processes, lengths
of supply chains

Responsible purchasing is a
key for CSR strategy

Buildings, equipment,
materials and natural
resources are
managed in a
sustainable way

Buildings’ policy and facilities
management to ensure a safe
working environment with all
necessary facilities for achieving
the Strategy

Effective management of
sites, locations, outsourced
facilities

Assess people satisfaction
Report sustainability
Review the policies

Environmental management
system

Information security
management system

Consider ISO certifications
(ISO 14001, 27001 a.0.)
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Enabler Subcriterion Possible approach Possible deployment
Technology is Possible IT outsourcing IT maintenance, support,
managed to support  Internal digital transformation other services
strategy processes IT policies aligned to

strategic goal

People training and support
Information and Knowledge management system Build a knowledge
knowledge are Ensure data security, availability, management system
managed to build integrity Capitalize the organizations’
operational capability knowledge

Processes, Processes are Process approach and risk-based  ISO 9001 implementation/

Products and

designed and

thinking

certification

Services managed to optimize Lean Six Sigma DMAIC to understand
the value for .
performance dynamics and
stakeholders . s
identify improvement
options
Monitor customer
experience
Products and services Research and development Sustainability issues,
are developed to production techniques, end
create value for life cycle monitored,
customers recycling, buy-back,
research on as-used
components
Focus groups to collect and Involve customer in testing
generate new ideas, direct new products
feedback Collect regularly the Voice of
Customer (VOC)
Products and services Strategy of marketing / product  Clear definition of target
are effectively launching, including target audience; Use effective
promoted and audience, value proposition, channels for reaching
marketed pricing, promotion audience
Assess the marketing
campaign through the
effective results
Products and services Supply chain management to Connect CSR into the supply
are produced, ensure effective delivery of chain management
delivered and products and services to
managed customer
Customer Customer relationship Connect to product
relationships are management—a system set in development, marketing-
managed and place tracking contacts, sales and performance
enhanced accompanied details of indicators
expectations
Customer centers Sometimes outsourced
Dependent on customer
strategy adopted
Customer surveys, the most Frequency, segmentation,
common tool to collect customer use of results to drive
experience improvements and review of
strategy
Table 5.

Guidance for enablers.

35



Globalization and Sustainability - Recent Advances, New Perspectives and Emerging Issues

=8

Figure 1.
Sustainability pillars.

Since the first pillar of sustainability—economic growth—has been defined, this
has appeared important for companies to remain in competition in their field of
activity. In order to maintain a constant economic growth, companies define strategic
objectives and continuously implement these objectives in all areas of improvement
identified using several types of performance models. This pillar may relate to the first
two enablers presented in Table 5: Leadership and Strategy.

Second and third pillars of sustainability development cover the other three
enablers presented in Table 5: people, partnership and resources, and some parts of
processes, products, and services.

The three pillars are, also, reflected in the Business Continuity Plan of companies,
plan required by the legal norms in each country. Every company must consider and
establish possible actions to keep under control the impact on the society and
environment in any given situation.

In order to support companies and harmonize their social behavior, the Interna-
tional Organization for Standardization (ISO) has created the standard “ISO 26000:
2010, Guidance on Social Responsibility” [10].

The standard contains voluntary guidance, but it does not need a certification.
Table 6 presents an example of steps that can be followed in order to implement

Steps Possible actions

Plan  Identify the need benefits Establish the SR characteristics
of implementing SR
standard in the company

Identify the relationship between SR and sustainability

Define the policy and the Identify stakeholders
strategy

Identify and create a common ground between the values of the
company and the SR values

Analyze the SR principles

Analyze and identify the needed areas for the company considering
the seven core subjects of SR
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Steps Possible actions

DO Integrate in the existing ~ Adopt the SR principles

management system the

. Establish the SR objectives
SR requirements

Establish the KPI (key performance indicators) for SR

State the action plan

Implement the possible  Establish the way of reporting the KPI

actions . .
Raise awareness in the company

Integrate the action plan in the company systems

Communicate and set the Identify the most effective way of communication

reporting means for all

the stakeholders Engage the stakeholders taking into account their impact on the

company decisions regarding SR

Analyze the SR influence

Report the KPI established

Check Evaluate Monitor the SR performance

Analyze the data obtained

Act  Improve Identify possible action in order to improve the SR performance
Track the improvements impact

Table 6.
Implementation of the ISO 26000 standard.

the standard. Before implementing the ISO 26000, the most important step is to
identify the stakeholders of the company and the impact they have on the social
responsibility decisions that will be taken and implemented (see Figure 2).

Employees

Local
governament

Sector
organisation

Figure 2.
Stakeholders.
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The NEN Handbook “The implementation of SR — Best practices and tools for
ISO 26000 offers a set of detailed free tools that can be used to implement the Social
Responsibility (SR) in companies (see Table 6).

Core subject Relevant areas of interest Stakeholders

Organizational ~ The application of the SR principles ensures an elevated level of The organization
Governance organizational governance leaders
Employers

A joint effort is needed, considering the size of the
Organization, to achieve the desired results associated with SR.

The most effective mechanism to implement is to maintain the
motivation of the stakeholders and to proper develop of the
principles of Social Responsibility

Human Rights Establish transparent and effective complaint and redress The organization
mechanisms leaders
. Employers
“Equal rights for all employees and workers (such as gender POy
lity) Customers
equali .
St e diversity in the empl » Suppliers
rive for diversity in the employee grou :
Y ployee group Society
Freedom of opinion and expression Local government
Contribution to economic, social and cultural
rights
“No child labor and no forced labor
Freedom of association or collective bargaining “
Labor Practices ~ Contracts for employees with clear and correct The organization
mentions leaders
. . Employers
Equal and equitable opportunities for all employees oy
Contracts with clear and fair mentions to subcontractors,
suppliers and partners
Protection of personal and private data of employees
Social protection for employees
Collaboration and openness to dialog with independent
representatives representing the interests of employees
Continuous communication with local communities or other
local stakeholders
Implementation of occupational medicine systems
Emergency assistance
Handling/Handling of Dangerous Equipment
Preventive Medical Investigations
Staff development and training plan
Training program for new employees
Environment Respecting and promoting the following principles: The organization
* environmental responsibility leaders
* cautious approach Employers
* environmental risk management Customers
* the polluter pays Suppliers
Society

Local government
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Core subject Relevant areas of interest Stakeholders

Pollution prevention through management:

* emissions to air

* discharges into the water

* waste management

* use and disposal of toxic and dangerous chemicals
* other identifiable forms of pollution

Sustainable use of resources through the effective use of the The organization
following: leaders

* basic raw materials Employers

e electricity Society

* gas

* water

Climate change mitigation through effective management The organization
of greenhouse gas emissions, Reducing vulnerability leaders

to floods Society

Valorization and protection of biodiversity

Valorization and Sustainable use of land and natural resources
Restoration of ecosystems

Progress on ecological urban and rural development

Fair Operating  Clear rules regarding the accepted level of giving and receiving The organization
Practices business gifts Respecting the local culture leaders
Employers
Costumers
Establishing rules and boundaries regarding political lobbying  Suppliers

Verification of certificates and declarations of origin

Similar level of information available to all providers and
contractors

Contracts including clear terms and fair prices in relation to
suppliers and

Honest pricing policy with suppliers

Implement appropriate vigilance mechanisms

Payment of fair compensation for intellectual and physical

property rights
Consumer Issues Clear, honest and complete information about the products or  The organization
services delivered and their impact. leaders
Customers

Mechanisms for returning and withdrawing the product from

the market. Employers

Reliable, accurate, and verifiable information about the impact
of products/services on the environment, society or economy

Adequate and relevant information on: product health and
safety, possible negative impacts, maintenance, assembly or
recycling.

Products that can be recycled or repaired and reused

Accessible and efficient customer complaint mechanism

Mechanisms for proper installation, use, repair, maintenance,
return and recycling

Clear and fair guarantee and implementation mechanism
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Core subject

Relevant areas of interest Stakeholders

Mechanism for resolving disputes, resolving disputes, and
mediating at a minimum cost to consumers

Transparent mechanism for obtaining, using, securing, and
deleting personal data

The right of the customer/consumer to verify personal data

Protection policy for the provision of essential services to all
consumers

Education and awareness program for customers/consumers
regarding the purchase conditions, comparison of key
functions, impact of use, etc.

Community
involvement and
development

Analysis of communities affected by core activities The organization
leaders
Society

Review of supporting the Millennium Development Goals or
local development goals

Education and learning program for communities

Plan for respecting cultural traditions and protecting cultural
heritage

Participation in local and national skills development
programs, including apprenticeships

Plan for the direct creation of local jobs

Collaboration with universities or institutions in stimulating
and providing technology at accessible local conditions

Providing fair opportunities for local suppliers and SMEs

Fair fiscal policy

Program to support communities with essential health care
services, access to clean water, good sanitation

Activities to stimulate the improvement of the infrastructure
for transport, water, electricity, communications, etc.

Table 7.

The cove subjects from 1SO 26000 [10].

In order to implement the SR principles and objectives in the organization man-
agement, first of all, the relevant areas of interest correlated with the core subjects of
ISO 26000 should be identified. In Table 7 are presented some relevant areas that can

be important for different companies.

Companies that have implemented ISO 26000 and monitor sustainability should
annually report the key performance indicators they set. In order to do that, they can

use the reporting framework given by the GRI.

5. Conclusions and perspectives

Analyzing the common ground of the excellence models (EFQM) or sustainability,

one may notice that for both approaches the companies must:

* Set objectives considering the fundamental concepts that the company has
adopted and internalized in the company’s culture
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Identify KPI for both and then ways and tools to monitor them
* Evaluate the performance on a regular basis
* Report the results

* Relaunch the cycle considering the performance and results versus the targets
and comparing to the competitors when resetting the objectives.

Considering a company that adopted both excellence and sustainability concepts
and codefined the company’s values starting from these fundamentals, one may
propose the structure of the company’s management system looking similar to the
Greek temple, as presented in Figure 3.

The foundation to build a surviving business may embed the fundamental concepts
of excellence and sustainability, the pillars for maintaining the business in the global
competition should arise from the two models, merging the enablers and the results of
excellence with the criteria to assess sustainability, and finally, the company assesses
and reports regularly the KPI and the other metrics in order to better comply with the
values, to differentiate among competitors, and to better serve the stakeholders.

MATRIX

COMPANY VALUES

EXCELLENCE & SUSTAINABILITY
EXCELLENCE & SUSTAINABILITY

EXCELLENCE & SUSTAINABILITY
EXCELLENCE & SUSTAINABILITY

FUNDAMENTAL CONCEPTS

Figure 3.
Company structure.
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Chapter 3

Rethinking an Approach for
Sustainable Globalization

Parakvam Pyakurel

Abstract

This chapter explores the complex interaction between globalization and
sustainability and proposes an approach for sustainable globalization. Three dimen-
sions of sustainability, namely environment, economy, and society, are taken into
account. Firstly, interaction among globalization and environment is discussed. This
interaction is characterized by analyzing the effects of globalization on energy and
resources consumption, greenhouse gases emission, and local pollution. Then, the
relationship between the existing green growth economic model and sustainability
is examined in the context of globalization. Alternatives to the green growth model
are also explored. Furthermore, implication of globalization on social sustainability
is investigated by considering quality of life, urbanization, and equality. Existing
knowledge gaps are discussed, and finally, an approach to sustainable globalization is
presented based on holistic interactions among environment, economy, and society.

Keywords: sustainable globalization, green growth, degrowth, greenhouse gases
emission, pollution

1. Introduction

This chapter explores the relationship between globalization and sustainability
and proposes an approach for sustainable globalization. There is an ongoing debate
about the impacts of globalization on sustainability [1, 2] with arguments for both
positive [3] and negative [4] impacts. An attempt is made in this chapter to advance
this debate by proposing a framework for sustainable globalization. Interactions
between globalization and sustainability are analyzed to tackle a complex question of
whether globalization can be made sustainable.

The term sustainability is used here to refer to sustainable ecological systems that
can be affected by factors such as resources consumption and pollution that impact
biosphere functions [5]. The traditional three pillars [6] of sustainability, namely
environmental, economic, and social pillars, are considered while also acknowledg-
ing that a primary core of sustainability is its concern for the well-being of the future
generations [7]. Likewise, this chapter adopts the broad definition of globalization as
a process that encompasses the causes, modalities, and consequences of transnational
and transcultural integration of human and nonhuman activities [8]. Focus is given
to economic and social components of globalization while also touching upon its
political component.
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Firstly, interaction between globalization and environment is examined by
considering energy and resources consumption, greenhouse gases emission, and
pollution (Section 2). Then, relationships of sustainability with the current green
growth paradigm and alternative economic approaches are explored in the context of
globalization (Section 3). Implication of globalization on social sustainability is then
examined by taking into account the quality of life, urbanization, and social equality
(Section 4). Based on the analyses of different interactions, existing knowledge gaps
are discussed (Section 5). Then, an approach for sustainable globalization is proposed
(Section 6), and finally, the conclusions are presented.

2. Globalization and the environment

There are several approaches to evaluate environmental sustainability.
Environmental Performance Index has been used as a composite indicator to evalu-
ate the state of sustainability of 180 countries by considering 11 issue categories [9].
These categories are air quality, sanitation and drinking water, heavy metals, waste
management, biodiversity and habitat, ecosystem services, fisheries, climate change,
pollution emission, water resources, and agriculture. Similarly, Environmental
Performance Assessment Composite Index has been developed in [10] by combin-
ing three indices associated with natural resources, sustainable and efficient use of
resources, and use of alternative resources. Likewise, six broad thematic categories—
energy performance; waste management; air quality and pollution; water quality and
pollution; land use, agriculture, and fisheries; and biodiversity, forests, and soils—
have been proposed by [11] as indicators of environmental sustainability.

Ecological footprint is another common quantitative metric for measuring
environmental sustainability. Basically, it is the amount of land, measured in global
hectares, required to support a particular lifestyle [12]. Although the ecological
footprint gives a valuable quantitative measure of environmental sustainability and
enables comparisons of biocapacities of different nations, it does not take technologi-
cal change and underground resources into account [13]. Furthermore, it does not
take land degradation into account [14].

Based on the adaptations from abovementioned studies, this chapter character-
izes environmental sustainability in three broad categories of energy and resources
consumption, greenhouse gases emission, and pollution to evaluate the interactions
between globalization and environmental sustainability.

2.1 Energy and resources consumption

Globalization has a potential to cause both increase and decrease in energy and
resources consumption. Globalization can increase the applications of improved
technologies in low- and middle-income nations that lead to higher process and
energy efficiencies, eventually reducing the energy and resources consumption.
Contrastingly, globalization could also support economic growth that requires higher
energy and resources consumption [15].

A popular measure of globalization is the KOF Globalization Index (KOFGI),
which measures globalization along the economic, social, and political dimensions
for different countries [16]. The 10 most globalized nations based on KOFGI [17] are
all high-income nations in Europe that also have very high energy consumption per
capita [18]. However, the material footprints of these nations are decreasing over
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time with the exception of Sweden and Denmark [19]. Material footprint is one of
indicators of the United Nations Sustainable Development Goals and refers to the
total amount of raw materials extracted to meet final consumption demands [20]. It
may be noted here that the 10 most globalized nations have material footprints higher
than the global average, and the majority of them have footprints higher than the
European Union average [19]. It is also noteworthy that 50 most globalized nations
[17] are primarily high-income nations with a few upper middle-income nations such
as Malaysia and Thailand [21].

Energy consumption of top Asian economies has been found to increase with
globalization [22]. It has been reported that the physical quantities of goods traded
internationally only represent one-third of the actual natural resources that were used
to produce these traded goods [23]. Therefore, it can be argued that globalization is
currently increasing energy and resources consumption.

2.2 Greenhouse gases emission

Globalization, evaluated in terms of KOFGI, has been shown to increase green-
house gases (GHG) emission in European Union [24] and Japan [25]. On the other
hand, globalization has been found to reduce GHG emission in emerging economies
such as Brazil, Russia, India, China, Mexico, Indonesia, and Turkey [26, 27] showing
some evidence for Environmental Kuznets Curve (EKC) hypothesis. This hypothesis
states that an inverted-U-shaped relationship exists between different pollutants
and per capita income, i.e., environmental pressure increases up to a certain level as
income goes up and then decreases. The KEC hypothesis is based on a notion that
environmental quality deteriorates at the early stages of economic development
and subsequently improves at the later stages [28]. The hypothesis is that as the
economic development occurs at the expense of the environment, average income
of the population increases. Once the average income is sufficiently high, a turning
point is reached where people start to value and take care of their local environment.
Technological solutions and energy efficiency enabled by the economic growth then
allow for improvement of the local environment, since people can afford to take care
of the environment.

2.3 Pollution

Impacts of globalization on local pollution other than GHG emission are pre-
sented here. International trade has been found to contribute to significant portion
of total air pollution, which is negatively impacting human health [29-31]. It has
recently been estimated that almost everyone on Earth is affected by air pollution
[32]. Likewise, globalization may also be contributing toward land degradation. For
instance, clearance of native vegetation and land degradation across much of Latin
America and Asia has been linked to agricultural expansion and intensification at a
commercial scale for export markets [23]. Likewise, there is also an indication that
international trades facilitated by globalization are causing higher water pollution in
emerging economies such as China [33].

In the context of emerging economies, there are studies showing support for, as
well as against, the EKC hypothesis. For instance, support for EKC hypothesis where
environmental quality first degraded due to globalization and then improved after
the average income became sufficiently high was reported in several Chinese cities by
[34]. Contrarily, continued environmental degradation in China was found by [35]
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despite the average income being sufficiently high, thereby showing evidence against
the EKC hypothesis.

Plastic pollution may also be affected by globalization. For instance, China
banned the import of plastic waste in 2017 to tackle its plastic pollution problem [36].
Although many high-income nations have agreed to place a strict limit on export of
plastic waste to poorer nations, American exporters are still exporting plastic wastes
to poor nations [37]. This can cause significant plastic pollution in poor nations that
import plastic wastes.

3. Globalization and economy

This section analyzes the interaction between the existing green growth economic
model and sustainability in the context of globalization. Alternatives to green growth
economic models are also explored.

3.1 Green growth paradigm

The Organization for Economic Co-operation and Development (OECD) has a
green growth strategy set in place since 2011 [38]. The OECD views green growth as
an approach to foster economic growth and development while ensuring that natural
assets continue to provide the resources and environmental services on which our
well-being relies [38]. The United Nations has a similar concept of green economy,
which is a low-carbon, resource-efficient, and socially inclusive economy. Growth in
the green economy is driven by public and private investments based on the under-
standing that natural assets are critical economic assets [39]. An umbrella term “green
growth” is adopted in this chapter to refer to any growth-based economic models.

Green growth assumes that economic growth can be decoupled from environmen-
tal pressures. In order to evaluate green growth, an approach to measure it has been
proposed by comparing gross domestic product (GDP) with resources productivity
[40]. Green growth is said to occur when percentage increase in resources productiv-
ity is higher than the percentage increase in GDP. For instance, if a country experi-
ences a GDP growth of 2%, and its carbon productivity improves by 4%, the country
displays green growth in the climate dimension [40]. Carbon productivity here is
an example of resource productivity and is a measure of GHG emission reduction.
Overall, green growth should reduce environmental pressure.

Economic components of globalization such as foreign direct investment and trade
openness are promoted in OECD countries to accelerate green growth, and it has been
found that these components help reduce GHG emission [41]. However, although
the implementation of green growth has the tendency to reduce GHG emission [42],
global GHG emission is expected to be record high as the world economy recovers
from coronavirus [43]. For instance, both China and India surpassed their 2019
emission peaks in 2021. Chinese emission grew by 5.5% between 2019 and 2021, while
Indian emission grew by 4.4% [43].

3.2 Alternative economic models

Critics of the green growth paradigm argue that empirical evidence on resource
use and carbon emission does not support green growth theory [44]. It has been
argued that there is no empirical evidence to suggest that absolute decoupling from
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resource use can be achieved on a global scale while continuing economic growth
[44]. Consequently, alternatives to green growth have been explored. Degrowth and
policies for social equity are examples of alternative to green growth [45].

Degrowth paradigm relies on a construct that continuous economic growth and
ecological sustainability are incompatible. Therefore, it argues for reduced produc-
tion and consumption. Likewise, policies for social equity (PSE) are based on a
concept that inequality leads to environmental degradation. The PSE is actually a
type of green growth with two added radical social policies, namely a job guarantee
program and working time reduction [45]. Degrowth, on the other hand, contains the
PSE but also argues for downscaling economy. While all the three economic models
have their own advantages and disadvantages, simulations of green growth, PSE, and
degrowth have shown degrowth model to be most effective in tackling environmental
pressures [45].

4. Globalization and society

This section explores the interaction between globalization and society in the
context of social sustainability. Three aspects of society, namely quality of life,
urbanization, and equality, are considered.

4.1 Quality of life

In low-income nations, life expectancy has been positively correlated with glo-
balization [46]. Likewise, quality of life measured in terms of human development
index has been found to increase with globalization in several Asian countries [47].
At global scale, aggregate positive effect from globalization-related trade has been
reported while also acknowledging disproportionate distributional concerns. The
disproportionate concern is that globalization-related trade can lead to unemploy-
ment, reduced wages, and slower decline in poverty in some geographical regions and
commercial sectors [48].

The overall effect of globalization on high-income, as well as low-income, nations
is reported to be improved quality of life. Positive impacts include harmonization of
the labor market, development of digital society [49], and reduced macroeconomic
volatility due to diversification of risks.

4.2 Urbanization

Urbanization is primarily happening in low- and middle-income countries due
to economic growth and globalization [50]. Benefits of urbanization are increase
in employment opportunities, abundance of unskilled labor, and expansion of
industrial, residential, entertainment, and commercial areas. Urbanization and trade
openness can also reduce income inequality [51, 52], particularly when coupled with
high institutional quality and democracy. However, a study in Africa has found that
urbanization alone may not significantly impact equality in the absence of democratic
reforms and institutional quality [52]. Institutional quality here refers to corrup-
tion control, law and order, and sound bureaucracy. On the flip side, disadvantages
of urbanization include increased crime and land use change [50]. Farmland loss,
ecological degradation, and decrease in biodiversity are some of the negative conse-
quences of urbanization [53].
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4.3 Equality

The relationship between equality and globalization is very complex. Generally,
globalization increases inequality within a nation but decreases inequality between
nations [54]. It can therefore be argued that the benefits of globalization have not
reached everyone equally. There are also mixed relationships between income
inequality and globalization with some countries seeing the benefit of globalization
while others have not [55]. Statistical analyses have shown that social spending may
not necessarily cushion the impact of inequality brought about by globalization [55].
Overall, better approach to globalization is needed to ensure that inequality does not
rise due to globalization and outweigh its positive effects.

5. Knowledge gaps in sustainable globalization

Extensive and rigorous research is needed to understand the interactions between
globalization and sustainability. The foremost question is whether globalization can
be made sustainable. This chapter assumes that globalization can be made sustainable
based on the synthesis of existing literature as mentioned in preceding sections and
the author’ reflection. However, if future studies and empirical evidence categori-
cally confirm that sustainable globalization is not possible, alternative models to
globalization need to be investigated.

In order to tackle a complex question of whether globalization can be made
sustainable or not, the following three unanswered questions need to be addressed:

5.1 How do big tech companies impact sustainability in the
context of globalization?

Globalization allows multinational corporations, especially the big tech companies
such as Google, Amazon, Facebook, Apple, and Microsoft (GAFAM) to have global
influence and strongly affect environmental, economic, and social dimensions of
global sustainability. From environmental standpoint, the big tech companies provide
assistance to mining of fossil fuels through artificial intelligence and cloud technolo-
gies as previously reported by the author [56]. Cloud technology can reduce complex-
ity of information collection and control time in the petroleum production processes.
Likewise, artificial intelligence can improve the accuracy of identifying oil fields for
effective mining. The assistance of big tech companies to fossil fuel industry raises
questions about their commitment to renewable energy transition. On the other hand,
GAFAM also have a potential to greatly facilitate renewable energy transition by the
application of artificial intelligence and cloud computing. For instance, machine
learning could improve the predictability of intermittent renewable energy resources.
How should the GAFAM support environmental sustainability in a globalized world
needs to be investigated thoroughly.

From economic sustainability viewpoint, the GAFAM could monopolize global
markets of intangible assets and digital services [57] threatening economic sustain-
ability. Intangible assets such as intellectual properties and services play major role
in today’s global economy [58]. Another very important intangible asset is personal
data of global population that GAFAM possess [59]. The GAFAM have been referred
to as data-driven intellectual monopolies [57] as they have huge control over digital
services and personal data of the global market. Their monopolization and opaque
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practices could severely harm small and local businesses [60]. On the other hand, the
GAFAM have helped the booming of mobile software industry, created avenues for
advertisers and ushered in a new generation of entrepreneurs including influencers,
podcasters, and marketing experts [61]. Increased globalization will allow GAFAM
to penetrate global market more strongly, and the impacts this will have on economic
sustainability need to be examined.

Big tech companies also have massive impacts on social dimension of sustain-
ability, particularly on quality of life, freedom, privacy, and equality. Lawsuits
have been filed against several big tech companies [59] for possibly maintaining
monopoly illegally. There are also testimonials from small and local businesses
about how they fear Google more than the Government [60]. For instance, the
Government could place limited amount of fine on a small business with minimal
impact, but delisting from advertising by Google could mean that the business
could go bankrupt, particularly given Google’s dominant market share on Internet
searches. The arbitrary control of GAFAM over small businesses [60] could there-
fore lead to unemployment and freedom to independently run business. This could
also greatly increase inequality where few people running the GAFAM have control
on large population, and globalization could exacerbate this problem by allowing
GAFAM to control more people than they already do. On the other hand, the big
tech companies can also allow voices of common people to reach global audience and
thereby empower people.

Privacy is another major threat to social sustainability posed by the GAFAM. They
have contributed to global surveillance for US National Security Agency [57], and loss
of privacy is a major concern with GAFAM. Globalization could enable the GAFAM to
surveille more people around the world.

5.2 What is the role of globalization in the context of green growth versus
degrowth debate?

Another important theme that needs detailed investigation is the role of globaliza-
tion in advancing the green growth versus degrowth debate. For instance, can global-
ization support green growth model? Renewable energy and technology play central
role in enabling green growth. Globalization could enhance the diffusion of technolo-
gies that reduce environmental pressures, but it is yet to be proven that growth can
be universally sustained indefinitely. Therefore, a case for degrowth in high-income
nations can be made, and it is necessary to understand how globalization could enable
degrowth. Overall, it is necessary to investigate how globalization could enable the
conflicting economic models of growth and degrowth in order to advance the green
growth versus degrowth debate.

5.3 How can globalization maximize its benefits uniformly to environmental,
social, and economic dimensions of sustainability?

While globalization may have helped the economic growth of many low- and
middle-income nations, globalization may also have contributed to increasing
inequality within countries. Likewise, there is a perception that globalization is a
threat to national sovereignty [62]. It has also been argued that globalization increases
the propensity of obesity, particularly among women, in low- and middle-income
nations [63]. From an environmental viewpoint, a study of 130 countries [64] found
no significant relationship between globalization and environmental footprint.
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Allin all, there are positive as well as negative impacts of globalization, and
further research is needed to investigate models of globalization that enhance envi-
ronmental, economic, and social pillars of sustainability holistically.

6. Approach for sustainable globalization

It may not be possible to generalize the degree of globalization that is sustainable,
and it is very likely that different countries need different degrees of globalization for
sustainability. However, few basic principles could be adopted to decide on the degree
of globalization as guidelines. This section proposes such guidelines as below for
social, environmental, and economic dimensions of sustainability. A need for holistic

approach is also highlighted.
6.1 Social sustainability guidelines

There are several crucial aspects [65] of social sustainability such as human rights,
equity, justice, democracy, and health and safety that cannot be compromised. Adoption
of any element of globalization should not negatively impact these crucial aspects even
if the globalization has other benefits. Since globalization has complex interactions with
society, it may not be possible to only have positive impacts from any element of global-
ization. However, an element of globalization should only be adopted if it has positive or
neutral effects on human rights, equity, justice, democracy, and health and safety even if
other aspects of social sustainability are compromised for trade-offs.

6.2 Environmental sustainability guidelines

Decision-making on the adoption of globalization from environmental sustain-
ability perspective is not straightforward due to the nature of environmental impacts
of globalization. Both positive and negative impacts of globalization on environ-
ment can be temporary and reversible. For instance, globalization can initially cause
environmental degradation due to economic growth propelled by trade openness and
foreign investments, but later lead to improved environment after the population has
sufficiently increased average income and technical capabilities, thereby validating
EKC hypothesis [66]. However, global study on EKC hypothesis is inconclusive [67]
indicating the complex nature of interaction between economics, environment, and
globalization. It has also been argued that while political and overall globalization
improves the environment, economic globalization harms the environment [66].

In order to decide on the adoption of any element of globalization, it is first
necessary to evaluate the immediate short-term and long-term positive and negative
environmental effects. If short-term negative environmental impacts are identified,
it is necessary to evaluate other benefits of creating the short-term negative impacts.
In a situation where it is found that the short-term negative impacts are outweighed
by benefits, for example, economic growth, it is necessary to identify future measures
to reverse the short-term negative environmental impacts with a concrete timeframe.
Therefore, careful planning is required by first evaluating whether the negative
environmental impact can be reversed or not. If the negative environmental impact is
reversible, the cost of reversing it needs to be weighed against the benefit of allowing
it. The element of globalization may be adopted if the benefit outweighs the cost of
reversing negative short-term environmental impact.
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On the other hand, if the environmental impact is irreversible, it is necessary to
analyze if this irreversibility compromises the livelihood, needs, and prosperity of
future generations permanently. In a case where future generations need are severely
compromised permanently, that element of globalization should not be adopted.

Availability and depletion rates (both in quality and quantity) of critical natural
resources are other important environmental sustainability considerations. Although
the current focus is primarily centered on reducing greenhouse gases emission by
implementing renewable energy systems, the use of critical natural resources by these
systems cannot be neglected. Renewable energy systems require huge amounts of rare
earths and other minerals such as lithium, nickel, copper, manganese, cobalt, etc.,
and these minerals exist only in fixed quantities on Earth. A typical electric car needs
six times the mineral inputs of a conventional fossil fuel car, and an onshore wind
plant needs nine times more mineral resources than a gas-fired plant [68]. From a
globalization perspective, it is noteworthy that minerals required by renewable energy
systems are concentrated in small geographic areas unlike fossil fuels. For example, the
Democratic Republic of the Congo was responsible for 70% of cobalt production, and
China was responsible for 60% of rare earth minerals production in 2019 [68]. China
alone has nearly 90% share in refining of rare earth minerals [68] such as neodymium,
terbium, indium, dysprosium, and praseodymium that are required for solar pho-
tovoltaics and wind energy systems. Since critical natural resources for renewable
energy are concentrated in small geographical areas, monopolization of the supply
chain of these resources by few multinational corporations and nations is a real threat
that needs to be addressed with urgency. This is particularly important as major fossil
fuel monopolies—BP, Shell, Chevron, Total, Eni, and Exxon—are heavily investing in
renewable energy [69]. Fossil fuel industry has held tremendous political power in the
United States and globally [70], and if this same industry is again allowed to monopo-
lize the new fuel, i.e., critical natural resources required for renewable energy, what
are the implications for sustainability? There is an urgent need to critically tackle this
question. All in all, globalization needs to tackle any potential monopolization issues
associated with renewable energy systems in order to be sustainable.

Impacts of globalization on plastic pollution and e-waste are another major
environmental consideration. Adoption of any element of globalization that increases
plastic pollution and e-waste needs very careful cost-benefit analysis.

6.3 Economic sustainability guidelines

Green growth versus degrowth debate is still unsolved, and therefore, every coun-
try might first need to rethink whether it wants to follow green growth, degrowth, or
another economic paradigm before planning its degree of globalization.

In a scenario where a country chooses green growth, a clear time-bound pathway
to decoupling economic growth from environmental pressures needs to be formu-
lated. Environmental pressure should not be measured only in terms of GHG emis-
sion but also in terms of air pollution, loss of biodiversity, plastic pollution, stress on
freshwater resources, depletion of critical natural resources, land degradation, and
other pertinent local pollution. In the context of globalization, a country also needs
to decide if it will import products and fuels produced unsustainably from other
countries to sustain its economic growth. Economic sustainability cannot be achieved
if a country does not produce environmentally detrimental products and fuels on its
own country but imports them from other countries, especially from low- or middle-
income nations where the products and fuels were produced unsustainably.
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For low-income nations with high poverty where rudimentary amenities such as
food, water, shelter, and access to basic healthcare are lacking for significant number
of people, economic growth propelled by globalization may be adopted even if it
causes short-term environmental degradation. This is because if the preservation of
present generation is being threatened by poverty and lack of basic survival needs,
there cannot be any sustainability or perhaps even future generation. By the same
reasoning, poor nations could also adopt infrastructural development enabled by
globalization even if there is a short-term environmental damage although it may
not be possible to compromise potential long-term and irreversible environmental
degradation. It may be noted here that the author is not advocating for short-term
reversible environmental degradation for poverty alleviation but only opining that
this may be permitted as a last resort if poverty alleviation through economic growth
cannot be achieved with zero environmental consequences.

On the other hand, high- and middle-income nations need to strongly embed
environmental and natural resources protections in their green growth models.
Circular economy may allow green growth to sustain indefinitely although this is
debatable. Ideally, circular economy is a regenerative system with no waste and
pollution. In a linear economy, a product finally becomes a waste, and manufacturing
processes also produce wastes that need disposal. Contrastingly, circular economy
uses wastes as resources by creating a cyclical regenerative system that can theoreti-
cally be sustained indefinitely. It is highly debatable whether circular economy can
be sustained indefinitely with zero negative environmental consequence and yet
allow growth because a stable system typically remains unchanged and does not grow
indefinitely. However, many believe that circular economy can sustain economic
growth indefinitely, and the European Union has a circular economy action plan [71].
Even if the circular economy may not sustain green growth indefinitely, it certainly
reduces environmental pressures, and therefore, every economic globalization
program should embed circular economy wherever applicable.

It could very well be possible that green growth cannot be sustained indefinitely
in high-income nations without importing products and fuels that were produced
unsustainably elsewhere. Consequently, high-income nations may need to rethink
degrowth or other novel economic paradigms in the context of globalization. Social
elements of globalization such as tourism, cultural and technological exchanges, and
digital services may allow people in high-income nations to maintain existing qual-
ity of life without economic growth or even degrowth. For instance, high-income
nations could reduce infrastructural development but rather focus on trading digital
services with middle- and low-income nations to maintain its living standards. This
is an underinvestigated topic, and further research on how globalization could allow
the maintenance of quality of life without economic growth in high-income nation is
needed.

6.4 Holistic approach

Holistic approach that takes into social, environmental, and economic dimensions
of sustainability collectively is needed in order to devise a sustainable globalization
approach. Basic human rights and equality are prerequisites for sustainability and
globalization should either have positive or neutral impacts on these prerequisites
for sustainability. Likewise, globalization should not enable irreversible long-term
environmental impacts that reduce opportunities of future generations to prosper or
maintain the quality of life that the present generation has.
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Globalization cannot be sustainable if one country prospers at the expense of
other countries. Therefore, sustainable globalization should enhance water, energy,
and food security globally. Additionally, sustainable globalization should empower
people and reduce inequality. Although, globalization requires agreements and laws
that countries follow, sustainable globalization should not impinge on autonomy of
any country. More specifically, sustainable globalization should not allow giant multi-
national companies and big tech corporations to be more powerful than any sovereign
nation as this is a real risk (see Section 5).

It may not be possible for sustainable globalization to only have benefits with
no negative implications at a practical level. Hence, trade-offs need to be evaluated
by every country to decide on the degree of globalization it can sustainably adopt.

To this end, it is necessary to realize that certain aspects of sustainability cannot be
compromised. These include social aspects such as human rights, reduced inequality,
livelihood, democracy, health, and safety. These also include environmental aspects
such as irreversible environmental degradations that imminently threaten livelihood
of present generation or reduce the ability of future generation to thrive and prosper.
Once it is ascertained that globalization does not negatively impact the uncompro-
misable environmental and social aspects of sustainability, other trade-offs need to
be evaluated. Since the priorities of every country can be different, these trade-offs
evaluations cannot be generalized.

7. Conclusions

This chapter examines the impacts of globalization on sustainability by consider-
ing the environmental, economic, and social pillars of sustainability. Globalization
can have positive as well as negative effects on different aspects of sustainability,
underscoring the complex nature of interactions between globalization and sustain-
ability. There are several knowledge gaps that need to be addressed to make globaliza-
tion sustainable. These include questions regarding roles of big tech and multinational
companies to enhance sustainability, globalization in the context of green growth
versus degrowth debate, and better understanding of how disproportionate impacts
(both positive and negative) of globalization can be minimized. Finally, an approach
for sustainable globalization is proposed by identifying several environmental and
social aspects of sustainability that cannot be compromised by globalization even if it
offers huge economic and other benefits.
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Abstract

The scientific research project to build an observatory of sustainable development in
postgraduate study plans in Baja California, as an initial phase. It will allow a systemic
analysis to be carried out in higher education institutions that incorporate the dimen-
sion of sustainability in their study plans, through teaching, research, and university
management. To establish the variables for the development of an electronic survey
that yields information as a tool for the analysis of the culture of sustainability
and inclusion in the current university model. The project has three objectives: (1)
determine the level of culture of sustainable development, (2) evaluate the imple-
mentation of sustainable development goals (SDG) in postgraduate study plans, and
(3) design the prospective variables for an observatory of sustainable development.
The United Nations 2030 Agenda promotes sustainable development; the social,
economic, and environmental dimensions. To promote in society culture and aware-
ness of learning about sustainable development and the benefits for quality of life
and comprehensive development in society. Research-based on the Systemic Fifth
Helix Methodology [QHS in Spanish], involving sectors of Government, Academia,
Companies, Organizations—Associations, and specialized consultants.

Keywords: sustainable development, 2030 goals, QHS methodology,
sustainable education, social economy, circular economy

1. Introduction

The research work documented in this chapter represents the systematized efforts
of researchers with multidisciplinary approaches and inter-institutional cooperation
efforts. The National Technological Institute of Mexico (TecNM Campus Tijuana)
through the efforts of the Department of Economic and Administrative Sciences, the
Division of Postgraduate Studies and Research, and the Coordination of the Doctorate
Project in Administration have strategically defined a line of research on sustain-
able development of according to the guidelines of the National Strategic Programs
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(PRONACES) of the National Council of Science and Technology (CONACYT)

as a requirement for the opening of new postgraduate programs at the national
level in Institutions of Higher Education, to obtain the Recognition of the National
Postgraduate Program of Quality (PNPC).

The strategic articulation generated with the Autonomous University of Baja
California Tijuana Campus and its Faculty of Accounting and Administration was
developed through a cooperation agreement and coordinated work with a research
project oriented to the circular economy and the study of sustainable development for
the analysis in Small and Mid-size Enterprises (SMEs) in the City of Tijuana.

The postgraduate program of Master in Administration of the National
Technological Institute of Mexico Campus Tijuana, with a history of more than
25 years, has become the space and benchmark for applied research in Economic
and Administrative Sciences, being the benchmark for intervention models, Unit of
Verification of Municipal Development according to the Global Agendas such as the
sustainable development goals (SDG), for their respective evaluation and feedback
to the representatives of the Municipalities of the State of the Government of Baja
California.

The University of Guadalajara through the International Center for Social
Innovation for Development has generated collaborative actions of experiences
developed in the Municipalities of the State of Jalisco.

The academic link and applied research of the TecNM Campus Tijuana has
been characterized by leadership and the convocation of Professors, Researchers,
Specialists, Researchers, and Representatives of the Social Sector. The objectives
of collaborative work have generated academic and outreach productivity, as well
as social economy forums, and sustainable development seminars with interven-
tions by specialists at the local, national and international levels. In order to lay the
foundations and cultivate the research line of the future postgraduate program of
Doctorate in Administration, a National Research Project is being developed, entitled:
Observatory of sustainable development in postgraduate study programs in Baja
California. The scientific research project is registered in the call of the Technological
National of Mexico. And the purpose is to eventually generate a model that can be
replicated at the regional and even national and international levels according to
the Global Agendas for raising awareness of sustainable development in the higher
education sector.

The circular economy as a term of reference and practice-oriented towards a
virtuous cycle of raw materials through recycling to reuse waste has its reference
point chronologically since the 1980s. Associating the circular economy with creative
initiatives. Likewise, as a point of reflection on the impact of the growing demand for
non-renewable raw materials and an impact on the environment and the economy of
society. Circular economy (CE), is a new concept characterized by processes associ-
ated with research, development, and innovation that challenges the linear economy
model that several developing countries, towards paradigm changes in the production
processes of waste management. Raw materials, and actions to prolong the virtuous
cycle of recycling, reuse, and reduction of raw materials in production processes.
Seeking with it, models of culture and adaptation of good sustainable development
practices in organizations, and properly in all stages of the supply chain; suppliers,
producers, and customers [1].

The development of the research note starts from the prospective of the objec-
tive of the scientific research project to lay the methodological bases that respond
to the research question: What are the variables to determine the level of culture on

64



Observatory of Sustainable Development in Postgraduate Study Programs in Baja California
DOI: http://dx.doi.org/10.5772/intechopen.104641

the sustainable development goals (SDG)? To build an observatory for the evolution
of the SDGs [2] and circular economy under the local territorial approach in the
municipalities, from an academic perspective. The documentary analysis of studies at
the international level as a reference framework to identify best practices in business
awareness and education in the new generations for the development of programs
and initiatives to promote sustainable development is connected with the structure of
the NODESS [3] model (Development Nodes of Social and Solidarity Economy) that
represents the articulation of Institutions of Higher Education, Local Government
(Municipalities) [4] and the Organism of the Social Economy (Cooperatives and
Cooperative Associations), generating experiences of coexistence and education for
life, through the identification of needs, projects and innovation in the city of Tijuana
and its metropolitan area; carrying out action strategies that comply with four strate-
gies aimed at 1. Research, 2. Dissemination, 3. Dissemination and 4. Publication.

The work team made up of academics, researchers, municipal officials and
members of cooperatives develop responsibility and strategic leadership in matters of
research, dissemination, entrepreneurship and capacity development, linkage, fol-
low-up, and monitoring. Through a training and orientation program in the commu-
nities on the 17 SDGs and circular economy. This includes a program of meaningful
learning practices to promote a culture of awareness of the sustainable development
approach that involves three main spheres in perfect balance: 1. Economy, 2. Social
aspect, and 3. Environment. And under the methodological practices of systemic
focus groups, an inventory of good practices and a catalog of projects that affect the
circular economy are developed, as well as sustainable development under the analy-
sis of the contents of study plans aligned to sustainable culture. With the results of
the prospective research on the needs of culture and education on circular economy,
dictionaries of sectoral competences Dictionary of Sectoral Competences (DSC),
in Spanish Diccionario de Competencias Sectoriales (DCS) [5] will be designed that
include labor, professional, and research competences, as an empowerment strategy
in the different levels of education from basic education up to postgraduate level.
Having an emphasis on the importance of transmitting to future generations of
citizens in the different sectors of society, from a family father, an entrepreneur,

a professional, a government official, or the population in general.

2. Design and method
2.1 FHS systemic intervention model for SDGs and circular economy

The Fifth Systemic Helix (FHS) Methodology [6] for the analysis of sustainable
development and circular economy has been developed on the approach of systemic
competitiveness, emphasizing research, development, and innovation; as a sectoral
articulation factor. The QHS methodology generates a series of strategic actions and
initiatives to achieve public policy [7, 8] initiatives and communication mechanisms
that can give continuity to projects, with the aim of having a more developed society
with a developing culture and education. Sustainability and the impact of the SDGs,
as well as sensitivity to the principles of the circular economy.

The project of a “Social Economy Observatory in Latin America” creates a pro-
spective reflection on the structural conditions necessary for indicators that are the
formula to determine the gaps of reality vs. the ideal phase, which generate as a result
of the areas of opportunity for each sector of society through the QHS approach [9].
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The systemic methodological proposal considers in-depth interviews of the opinion
context on local projects and their impact on the sustainable development goals
(SDG) and the circular economy [10].

Table 1 presents a series of questions developed as a reflection strategy to create
specific actions in the different sectors of society to generate culture and awareness of
the importance of the objectives for sustainable development (SDG) and the circular
economy [11].

The conceptual definition of sustainable development is argued from three
perspectives on the relationship between the environment and economic and social
development. The conceptual genesis of sustainable development is based on the
principles of allowing the needs of present generations to be met without compromis-
ing the possibilities of those of the future, of meeting their own needs and meeting an
environmental protection agenda in countries with lower levels of developing. They
need development of environmental policies and development strategies in their
economic and social and environmental sectors.

The institutional framework for sustainable development and the green economy
and the eradication of poverty, as an idea of a paradigm shift necessary to protect the
environment, can also generate new opportunities for economic growth, an impor-
tant issue at a time of international crisis [10].

Economic Commission for Latin America and the Caribbean (ECLAC) has
focused this message from the equality trilogy, in particular on “Structural change
for equality: an integrated vision of development” and “Pacts for equality: towards a
sustainable future”. Table 2 presents the opinion methodological approach to the role
of interviewees under focus groups in five phases.

A circular economy, he added, extends the life of the product, with maintenance,
repair, reuse, and remanufacturing, and when it is no longer possible to do any of
these things, recover parts that can be reused or, at least, rescue the materials or raw
materials. The border dynamics of the region between the cities of Tijuana, Baja
California, and San Diego, California, generate a business dynamic called CALIBAJA,
in which activities of recovery of parts and materials are developed, with initiatives
of a circular economy law in the business activities of the metropolitan region and the
international link will provide a regulation that facilitates second-hand trade, initia-
tives of technological circles, and not leave the responsibility of processing our waste,
generated by society, to mother nature alone.

The international reference framework according in Chile there are innovative
circular economy practices; such as the case virtuous recycling of cigarette butts,
recycling of glass bottles into glasses, development of glasses, using the plastic col-
lected from fishing nets. Likewise, a review and construction of a theoretical reference
framework on applied research in SDGs and circular economy as shown in Table 3, is
the advancement of good practices documented in academic studies [17].

International studies of advances in implementing a circular economy at a global
level is a complicated task, many rich countries do not want to give up their level
and way of life. Poor countries seek to obtain a level similar to developed countries
but do not have the resources. Some developed countries promote the circular
economy through more artisanal jobs; activities of reuse, repair, remanufacturing,
etc., including the substitution of non-renewable raw materials for recycled materi-
als. But the concern is that the energy sources are running out and are very scarce.
International statistics suggest that rich countries consume 10 times more resources
than poor countries, which implies a culture and sensitivity to spread the principles of
circularity.
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Focus FHS

Bank of questions by systemic sector

H1.
Companies

What are the problems or challenges of the business sector to develop projects and initia-
tives for SDGs and circular economy?

What do companies need to develop programs aimed at SDGs and the circular economy?
What are the barriers that companies face to implement circular economy projects?

Are companies aware of the best circular economy practices?

Have the consultants contributed to implementing circular economy initiatives?

What do companies need to open up to educational linkages for the circular economy

How can companies be linked with the different sectors of society, to improve the condi-
tions of the circular economy?

Do companies consider some type of occupational profile for job skills, professionals, and
research on circular economy?

How can service providers contribute to circular economy practices in companies?

What kind of help do companies need to develop local technology with support from the
government and schools to implement circular economy projects?

What is the profile of a successful company, with circular economy practices?

H2.
Universities

What are the knowledge and skills (competencies) provided in the Schools for SDGs and
circular economy?

How do Universities update their study plans and programs in accordance with the
advances and development of the SDGs and the circular economy?

How are teachers updated to teach the current issues of SDGs and circular economy?

How do you measure the effectiveness of your study programs, according to the SDG and
circular economy development indicators?

How is the link between the education sector and companies promoted to develop SDG
and circular economy projects?

H3.

Government

What are the government programs to promote the development of SDGs and circular
economy?

How does the government facilitate the development of suppliers with an SDG and
circular economy approach?

What does the government need to develop public policies that encourage SDGs and
circular economy?

What initiatives has the government developed to promote each SDG and circular
economy?

What strategic actions is the government developing in the short, medium, and long term
for SDGs and the circular economy?

What failures does the government recognize that it has had to achieve the progress of the
SDGs and the circular economy?

Is there a local or national agenda for the development of SDGs and circular economy?

H4.
Associations

What are the strategies of business associations to help companies and suppliers develop
and implement actions aimed at SDGs and the circular economy?

What programs have business associations generated and encouraged to promote SDGs
and the circular economy?

How is research on SDGs and circular economy promoted?

How is communication between companies promoted to promote SDGs and the circular
economy?

How is the certification of labor, professional, and research skills promoted on awareness
and culture on SDGs and circular economy?
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Focus FHS

Bank of questions by systemic sector

HS.

Consultants

* What is missing in educational institutions so that their graduates are more focused on
the culture and principles of SDGs and circular economy?

* What actions are recommended to the government sector to strengthen the business
sector and its supply chain, and develop circular economy programs?

* What initiatives are considered necessary for business organizations and chambers to be a
key actor or agent of change in the development of SDGs and circular economy?

* What are the professional services that specialized consultants should provide to promote
awareness and culture about the importance and benefit of developing projects on SDGs
and circular economy?

Table 1.
Bank of questions to determine the SDG and circular economy project.

Phases Systemic analysis approach

1 Public policymakers; development of instruments to identify and develop models: incentives,
cooperation structures, financing of research projects, aid to promote sustainable development and
good circular economy practices, through the virtuous circle of waste recycling

2 Experts; people with extensive knowledge and experience to achieve an impact on the objectives of
sustainable development and circular economy

3 Business leaders; university-company linkage programs that have professional practical goals, social
service, thesis on SDG projects and initiatives, and circular economy

4 Universities; they play a fundamental role in the transfer of technology and knowledge, through
research, development, and innovation, articulated with all the needs of the sectors of society

5 Representatives of civil society: Worktables with citizens, they are already the key piece of any city
project, or of a country, through their needs, business vocations, and the capacities of the talent
trained in the various educational institutions

Table 2.

Methodological approach of the QHS for SDGs and circular economy.

Country Best methodological practices Ref.
Mexico Systemic model QHS-DCS, QHS-NODESS, for the interaction of creators of [12]
government policies, business leaders, representatives of universities, associations, and
specialized experts from civil society, to determine the level of culture and sensitivity
of actions to contribute to the scope of the SDGs and circular economy, identifying
needs for labor, professional and research skills in the sectors of society
Colombia Initiatives aimed at promoting extended responsibility between producers, [13]
manufacturers, and importers of goods and services, in the comprehensive
management of product waste when the final consumer discards them
Chile Extended responsibility of the producer, until the end of the useful life of the product; [14]
conditioning the management of all the waste generated by its processes
Japan Exchange program between industries, promoting continuous improvement practices [15]
European Regulatory framework that allows the effective use of natural, human and economic [16]
Union resources for its transition to the circular economy model; waste can be recycled to
transform waste from one industry into raw materials for another
Table 3.

Actions aimed at achieving the SDGs and circular economy.
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Adaptation, reuse of used products, encourage recycling. Environmental man-
agement systems such as ISO 14001 have the task of demanding this type of change
to ensure the sustainability of the resources we consume. Agreements, alliances,
and cooperation mechanisms are required to make possible the answer to the great
unknown of how the less developed countries will face the implementation of these
new infrastructures. Some developed countries have shown interest in supporting
fewer wealthy nations; however, it is not enough if the aim is to implement a global
circular economy [18].

3. Field work and data analysis

According to the UN, the sustainable development goals (SDGs) can only be
achieved with strong global partnerships and cooperation. Inclusive partnerships
need to be established at global, regional, national, and local levels on sustainable
principles, as well as on a shared vision and goals that put people and ecosystems
first. Due to the global contingency of the COVID-19 pandemic [19], it is estimated
that the world economy will contract by 3% in the coming years, representing the
worst recession since the Great Depression. Cooperation actions are necessary
to guarantee local recovery, under awareness and culture toward the sustainable
development goals (SDG). Highlighting its approach and way of addressing them
from the different sectors of society: Goal 1: End poverty in all its forms throughout
the world, Goal 2: End hunger, Goal 3: Guarantee a healthy life and promote well-
being for all at all ages, Goal 4: Ensure inclusive and equitable quality education
and promote lifelong learning opportunities for all, Goal 5: Achieve gender equal-
ity and empower all women and girls, Goal 6: Ensure availability and sustainable
management of water and sanitation for all, Goal 7: Ensure access to affordable,
secure, sustainable and modern energy, Goal 8: Promote inclusive and sustainable
economic growth, employment and decent work for all, Goal 9: Build resilient
infrastructure, promote sustainable industrialization and foster innovation,

Goal 10: Reduce inequality within and among countries, Goal 11: Make cities more
inclusive, safe, resilient and sustainable, Goal 12: Ensure sustainable consumption
and production patterns, Goal 13: Take urgent action to combat climate change
and its effects, Goal 14: Conserve and sustainably use the oceans, seas and marine
resources, Goal 15: Sustainably manage forests, combat desertification, halt and
reverse land degradation, halt biodiversity loss, Goal 16: Promote just, peaceful
and inclusive societies, Goal 17: Revitalize the global partnership for sustainable
development.

The sustainable development goals (SDGs) are the heart of the 2030 Agenda; they
represent the vision of the future we want. And the need for local and international
collaboration through awareness and sustainable culture. The 17 SDGs with their
169 goals and 231 indicators, the Member States of the United Nations have firmly
expressed that this agenda is universal and with a transformative approach. The
agenda has the principle of common responsibilities and generates mechanisms to
build alliances for all participating countries.

The SDGs are universal: they constitute a universal reference framework and will
apply to all countries. All countries have pended tasks and all face both common and
individual challenges.
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The SDGs are transformative: the 2030 Agenda proposes a paradigm shift from
the traditional development model towards sustainable development: The new
approach integrates the economic, social, and environmental dimensions, sustainable
development centered on people and the planet, based on human rights and human
dignity.

The SDGs are civilizing: The 2030 Agenda is about leaving no one behind. It
contemplates universal respect for equality and non-discrimination among countries,
without distinction of any kind as to race, color, sex, language, religion, political
or other opinion, national or social origin, property, birth, disability, or any other
condition. The SDGs are also a local and national planning tool, as a monitoring
instrument in the countries. Contributing to sustainable development, inclusive
of the environment, with public policies for planning, budgeting, monitoring, and
evaluation.

4, Results

The visible inequalities around the world have been a cause for great concern,
since today there are around 828 million people living in poverty in the world, a figure
that, like the levels of energy consumption and pollution, continues to increase,
because although cities occupy only 3% of the earth’s surface, they represent between
60% and 80% of energy consumption and 75% of carbon emissions, according to
data from the United Nations Organization. From this perspective, the concept of
sustainable development emerges as a complex conceptual proposal that articulates
the economic, environmental, social, political, and cultural dimensions, within which
issues such as equity, employment opportunities, access to goods of production, envi-
ronmental impacts, social spending, gender equality, good governance, an active civil
society in terms of social participation, among others, considering both quantitative
and qualitative aspects of development [20].

Preliminary findings on studies of circular economy and awareness of SDGs reflect
arise in actions and good practices of programs for environmental management
at the documentary research level, as well as local initiatives such as the NODESS
Tijuana project of the city of Tijuana with strategic links with researchers from the
University of Guadalajara, Autonomous University of Baja California and the National
Technological Institute of Mexico Campus Tijuana, determining in Table 4, the results
of the percentage of involvement and commitment of the different sectors of society.

SDGs Variables—Indicators QHS-NODESS-CIRIEC %
10,11, 12, Fund for education on sustainable development Companies, associations 10
16

10,11, 12, Comprehensive supply chain recycling programs Companies, universities 40
16

8,10, 11, Circular economy awareness programs Companies, consultants 30
12,16

17 Strategic sector coordination programs for SDGs of the Government with other 20

UN 2030 goals sectors
Table 4.

Analysis of SDGs actions, circular economy vs. QHS-NODESS.
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5. Discussion and conclusions

According to the findings of the documentary and field research, the greatest
efforts intangible facts embodied in agreements, and documented programs are found
between the Universities and Companies relationship. Generating the reflection that
higher education institutions represent the agent of change in societies beyond politi-
cal discourse and good business intentions. Education is the engine of the training of
new generations and the impact on the culture of sustainable development.

The opinion of international organizations such as the International Cooperative
Alliance (ICA) [21] is that there is a relationship between the plan for a decade, the
social balance, and the sustainable development goals. Preliminary findings of reflec-
tion, there are several aspects in the inkwell of necessary agreements in the different
sectors of society to achieve the culture of practices to develop in a manner in tune
with the sustainable development goals and thereby generate well-being and mitigate
inequality in society and contribute to the improvement of the environmental condi-
tions of our ecosystems that we cohabit.

In Latin America, 50% of solid waste is organic matter, of which 90% is not used
or goes to waste. According to the Economic Commission for Latin America and the
Caribbean, improving the efficiency and useful life of materials in our region would
lead to the creation of 5 million jobs. The circular economy has been raised on the
local, national, and global agendas of public policy and private activity. Countries of
Latin America and the Caribbean, and other regions in the world. The link between
the circular economy and international trade has been little explored. According to
the literature review, trade flows of waste, analysis of the circular economy as trade
policy. Necessary knowledge and technology transfer design and development of
training models, and practical awareness models of the circular economy and the
SDGs, in all sectors of society [22]. The business sector, business associations, and
the education sector represent a fertile setting for the development of projects that
promote practices for the sustainable development goals (SDGs) and initiatives to
implement programs aimed at the culture of circular economy. Likewise, a key aspect
is the role of the sector of consultants specialized in projects and applied research,
and the government sector through policies and awareness programs from the local
government, through the combination of forms of articulation of efforts of the
different sectors of the society. Generating and consolidating the sustainability of
organizations and society. Positively impacting the economy, social aspects, and the
environment. The initiatives and projects on circular economy require international
cooperation, alliances between public and private sectors to create knowledge and
technology transfer, as a great project of interest not only of speech but of harmo-
nization of definitions and norms and leaderships of unity for the benefit of future
generations and the legacy of caring for the environment.
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Chapter 5

Italy’s Small Exporting Companies:
Globalization and Sustainability
Issues

Roberta Pace and Francesca Mandanici

Abstract

Internationalization has gained momentum in the last few years as a strategy
that may allow small enterprises to grow. Frequently, import and export activities
represent the first step of the internationalized process and an important challenge for
small business. Quite a number of studies have investigated and tried to solve the
implied problems. Starting from the theoretical and empirical literature, this research
focuses on the most relevant economic and financial constraints faced by small Italian
import-export companies and is specifically aimed at analyzing the characteristics of
their financial structure between 2011 and 2020, as well as their performance over the
same period. We selected small Italian enterprises and identified the subset of import-
export companies. We applied a set of performance indicators to reclassify financial
statements to highlight the dynamics of investments, profitability, financial indepen-
dence, and liquidity over the 10 years under analysis. The economic and financial
characteristics of the small import-export companies are determined by comparing
their performance with that of all Italian small enterprises. The findings show that
small Italian exporting companies are not characterized by significant growth in
turnover but present a situation that is certainly better in terms of economic and
financial sustainability compared with non-internationalized companies.

Keywords: small companies, import-export companies, financial constraints, cultural
barriers, internationalization, economic and financial sustainability

1. Introduction

Small and medium-sized enterprises (SMEs) have always been the backbone of the
Italian economic and entrepreneurial system: they play a decisive role in terms of
contribution to GDP formation, employment, and value added [1, 2].

The globalization process that has been underway for some decades, together with
the digital revolution of recent years, has pushed many small businesses to accept the
challenge of internationalization driven by the search of opportunities for affirmation
and growth. The analysis of this phenomenon must start from a definition of the
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concept of internationalization. In order to underline the complexity of the theme and
its evolution over time, it is possible to refer to the following quotes: Johanson and
Vahlne define internationalization “as a process in wich a firms steps up in incremen-
tal stages its involvement in international operations” [3], while Calof and Beamish
consider internationalization “as the process of adapting a firm’s operations (strategy,
structure, resource, etc.) to international environments” [4].

Data on the European economic system show that, although small enterprises
represent on average more than 95% of the total number of enterprises, their contri-
bution to import-export activities is significantly lower than the one offered by large
enterprises and varies between 20% and 40%. There is, undoubtedly, a greater pro-
pensity for large companies to internationalize, considering that, on average, 90% of
large companies export their products, while only a small share of SMEs (between
10% and 25%) sell across borders [5]. The Italian situation appears more favorable
than that of other European countries: it is characterized by a significant contribution
of small enterprises to international trade (exceeding in a few years the value of
import-export achieved by large enterprises) and by a steady growth in the number of
companies choosing to internationalize [6].

The European Union (EU) also recognizes the strategic importance of the interna-
tionalization process for the development of SMEs and tends to promote this process
through various economic policy instruments, such as the Communications “Small
Business, Big Word” [7], or “Trade, Growth and World Affaires. Trade policy as a
core component of the EU’s 2020 strategy” [8].

Despite the obvious advantages of import-export activities in terms of turnover
growth and consolidation of international competitive position, the choice to operate
outside the national borders involves some difficulties. The high costs of managing
orders, the complexity of bureaucratic procedures, and the need for qualified person-
nel are some of the problems that small businesses have to face in order to undertake
an internationalization process. It is also important to underline the presence of
financial constraints to which SMEs are traditionally subject, such as equity gap,
information opacity, excessive debt weight in the financial structure [9]: about finan-
cial aspect, internationalized companies must also deal with the lack of working
capital to support the necessary investments in global markets and to finance exports.
These issues can discourage small business and slow down their internationalization
process.

In this perspective, the present research work aims to analyze the financial and
economic situation of small Italian exporting companies in the period between 2011
and 2020 selected from the AIDA database. The results obtained by applying some
indicators to the reclassified financial statements of small exporting companies were
then compared with the values obtained by applying the same indicators to all small
Italian companies, selected from the same database. The objective is to verify the
health of small exporting enterprises, analyzing their strengths and weaknesses, as
well as to compare it with the situation of non-exporting ones, assessing the nature
and extent of any differences in performance levels.

The research work is organized as follows. Paragraph 2 offers a review of the
literature on the opportunities and limitations associated with a choice of internation-
alization of SMEs. The third paragraph defines the research methodology and exposes
the results obtained, while the subsequent section proposes a reasoned discussion on
the causes and dynamics that led to the formation of the same results. The last section
contains the conclusions and outlines issues for further discussion.
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2. Literature review

As stated above, previous research suggests that SMEs in Italy drive most of the
export value but represent a very small number of the total amount of exporting firms
[10, 11]. The Italian productive structure is in fact characterized by numerous small
enterprises, which, individually, do not influence export performance, but which, in
aggregate, have a significant growth potential. For this reason, our attention is focused
in this paragraph on the challenges and barriers that hinder the internationalization,
first in general of SMEs and then in particular of small Italian enterprises.

As compared with the large enterprises, SMEs are potentially elastic and flexible and
benefit from a fast decision-making process, but they often suffer from a top manage-
ment characterized by poor skills, little dynamism and motivation, limited ability to
interpret economic and social changes, and low propensity to accept risk and to update
and innovate their business. These characteristics play an important role in the growth
path of a company and are crucial in the process of internationalization. On the other
hand, larger firms, being well skilled and motivated, respond better than SMEs to the
challenges of internationalization and can gain a competitive advantage in foreign
markets thanks to the economies of scale and scope inherent in their size and to the
financial and technological resources at their disposal. The experience and global mindset
of their managers often lead to the establishment of export departments or to foreign
direct investment, such as foreign-located structures, to conduct export activities on a
more solid basis. These are more difficult to realize for small companies, because they
lack both financial and human resources involved in these projects.

Given limited resources, the internationalization process of SMEs differs signifi-
cantly from that of large enterprises and already-established multinationals. Paul,
Parthasarathy and Gupta [12] and Vernon [13] report that some firms introduce new
products in their home market to gather information and learn from their perfor-
mance, then expand their offering by starting with export and later venturing into
foreign direct investments. This is usually done in multinational companies. SMEs, on
the other hand, generally adopt a process that pays more attention to psychic distance,
choosing foreign markets whose language, culture, and political system do not differ
substantially from their own.

Among the factors that help the internationalization process of SMEs, Mitgwe [14]
emphasizes the importance of network relationships as a source of information and
knowledge about foreign markets. Hessel and Parker [15] point out that affordability,
independence, and flexibility are the key factors motivating SMEs to follow the
network approach theory, especially when they do not already have a presence
abroad. Moreover, SMEs constrained by limited resources are likely to value informal
collaborations, which are cheaper than formal ones and, most importantly, do not
entail the loss of control by ownership and managers.

Cavusgil and Knight [16] describe the path followed by some companies that
internationalize soon after their inception, highlighting their ability to innovate and
create new knowledge and capabilities. These companies are called International New
Ventures (INVs) or Born Global. Their managers are leaders and have an effective
market orientation. This is typical of high-tech companies that are able to convert new
technology into commercial success. It is clear that the factors influencing the inter-
nationalization of small enterprises are manifold and may be specific to the individual
firm, the industry it belongs, or the country it is in, or may result from existing trade
rules and domestic regulations of foreign countries.

77



Globalization and Sustainability - Recent Advances, New Perspectives and Emerging Issues

2.1 Economic and cultural barriers to internationalization

The literature classifies export barriers as internal or external factors depending on
the control the firm has over them. Internal factors are intrinsic to the firm and are
associated to the lack of qualified and competent personnel needed to administer
export activities [17] as well as creative owners and managers able to design and
sustain the export strategy. Exporting requires managers and senior executives to
have an entrepreneurial dynamism and an international orientation. Many
researchers, such as Felicio, Caldeirinha and Rodrigues [18], Gupta and Govindarajan
[19], Kyvik [20], call this attitude global mindset. It is the ability to understand global
scenarios and trends, foreign markets and institutions in order to identify opportuni-
ties and threats, reshape perceptions about psychic distance and barriers, learn from
experience, and improve organization and operations to better support international-
ization. Small companies lack experience in export activities and therefore perceive a
higher incidence of impediments in going international than companies having more
experience [21]. Cadogan, Diamantopoulos and Siguaw [22], and Reuber and Fischer
[23] found that experience in international business is an essential factor in overcom-
ing and addressing export barriers. Furthermore, according to Ganotakis and Love
[24], a distinction must be made between the human capital skills required to enter
foreign markets—the managerial motivation and orientation toward international
markets—and those required operationally to achieve and sustain export success.
They note that small firms may find it difficult to attract the full range of such diverse
skills because they are not available in their domestic market, or because small firms
cannot afford to sufficiently compensate workers. Gomez-Mejia [25] showed that
exporting companies, on the other hand, may be able to offer more favorable condi-
tions to their employees than non-exporters in terms of monetary (higher salary) and
non-monetary (status, travel, and work environment) rewards. Sudrez-Ortega and
Alamo-Vera [26] added knowledge of foreign language, exposure to foreign culture,
and missing training among the factors that negatively influence internationalization.
Training and learning practices are important aspects of managing export operations,
but many researchers [27-29] have found that, in general, small firms are very skep-
tical about the benefit of such initiatives and their managers hardly comply with
qualifications and requirements, the use of performance appraisal and competitive
compensation, and unlikely promote a learning culture and learning capabilities.

The literature shows that even regular exporters face problems in export trans-
actions, having to cope with the so-called disadvantage of foreignness [30-32]. This is
due to their being less familiar than domestic competitors with conditions and con-
ventions prevailing in foreign markets. Wu, Sinkovics, Cavusgil and Roath [33]
focused on the benefits from foreign distributors and found that trust, knowledge
sharing, and contract-based relationships are useful mechanisms to overcome lack of
foreign market expertise, manage relationships, and mitigate distributor opportunism.
The importance of external support is clearly seen in a multiple case study made by
Haag, Sallnds and Sandberg [34]. All case companies have hired external lawyers and
staff or used external promotion organizations and logistics providers for supplying
the foreign markets. All case companies have integrated external support into their
organization by obtaining market-specific knowledge (customer behavior, competi-
tors’ choices, dominant culture) and guidance on export procedures and routine
definition. Moreover, all case companies have used a trial-and-error approach and
learned from external support and experience to improve organization and opera-
tions. Experiential learning is found, in particular, in the logistics organization. For
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example, companies have learnt from experience that logistic operations should be
centralized in order to increase the in-house control and supply foreign markets more
efficiently. Also, the warehouse operations should be standardized to achieve better
control on the product flow to foreign markets.

2.2 Financial constraints to internationalization

Developing external support and rapidly improving organizations can be expensive
and perhaps beyond the financial reach of small enterprises. Much research points out
that the financing of export-related expenses is one of the main internal obstacles for
small enterprises [29, 35, 36]. In particular, the literature on international trade signals
the presence of sunk entry costs, i.e., fixed costs to be paid upfront, such as legal advisory
services, foreign market analysis, adaptation of products and services to meet the
regulations and demand of the new market, channels selection and setting up, transla-
tion of documents, travel expenses. These are often intangible or firm-specific assets,
with no salvage value because they cannot simply be traded on other markets. The
existence of sunk entry costs raises the question of financing such expenses, which, by
their nature, are not matched by contemporaneous revenues. Only companies that
manage to overcome this financial problem can become exporters.

Several empirical studies [29, 37-41] show that small firms have to rely more on
self-financing, using retained earnings, and that constrained firms need to cut costs
according to the availability of internal financing.

It is widely acknowledged that SMEs suffer from information asymmetry and
higher agency costs than large firms. Serious imperfections exist in both equity and
debt markets. In equity markets, initial public offerings of small companies are subject
to higher underpricing, and listing is relatively more expensive to organize for small
issues [42, 43]. Furthermore, SMEs’ owners and managers are reluctant to sell equity
to third parties and give up independence and control [30, 44]. The same applies for
business angel and venture capital finance. In addition, monitoring of SMEs is more
difficult and expensive as they have a lower credit history as well as reputation and are
subject to less rigorous reporting requirements than large firms. Therefore, SMEs are
also not very attractive for business angels and venture capitalists.

As a consequence of this equity gap, small firms are more dependent on bank debt,
trade credit, and owner loans [37, 38]. Bank financing is the most common source of
funding, although for small firms banks may ration credit rather than raise interest
rates to overcome information asymmetry. In perfect markets, all valuable projects
should be financed, but export projects and foreign direct investments are character-
ized by highly variable returns and the assessment of their future incomes and cash
flows is often unfeasible for banks. Collateralization may help mitigate credit ration-
ing, but these projects frequently involve, as stated above, intangible assets with little
or no collateral value. Therefore, even for companies with promising growth oppor-
tunities, it is extremely difficult to raise external capital on reasonably favorable
terms. Binks and Ennew [45] observe that SMEs are dissatisfied with the quality of
service provided by their banks and generally perceive their banking relationship as
poor. From interviews with small businesses, De Maeseneire and Claeys [38] found
that banks only lend for acquiring fixed assets and not for any market studies or
advisory services and that obtaining financing is a time-consuming process. It is
therefore not surprising, as Bellone, Musso, Nesta and Schiavo [35] argue, that firms
starting to export exhibit a significant ex-ante financial advantage over their non-
exporting counterparts. Thus, financial constraints prevent firms from selling abroad:
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firms that are unable to secure sufficient internal funds or access external funds may
not be able to serve foreign markets.

2.3 Exogenous problems to internationalization

External barriers to internationalization are in addition to internal ones. They are
caused by factors beyond the control of the company and are often categorized as
macro or exogenous problems. Many studies [12, 15, 46—-49] have found that the
domestic business environment has a significant effect on export projects, compared
with the firm’s competencies and industry factors. The main barriers are related to
domestic regulations, the diversity of the economic and operating environment at the
subnational or regional level, the lack of adequate trade institutions and government
support, the absence of a stimulating national export policy, bureaucratic rigidity, and
administrative practices. Additionally, firms may be forced to accept institutional and
cultural conditions in foreign markets as contextual data, without any negotiating
power. These include tariffs, quotas, currency restrictions, import and export formal-
ities and controls, custom procedures, and sometimes even the political instability of
foreign countries. Another major obstacle of small firms is compliance with certain
foreign technical standards and certifications (i.e., non-tariff measures): meeting
technical requirements is often time-consuming for SMEs, which also cannot spread
fixed compliance costs over large export values. Furthermore, labeling requirements
that vary from country to country, and the protection of intellectual property right,
geographical indications, and protected destination of origin, although essential in
food industry, can have a negative impact on exports [50, 51].

However, the world economy is gradually becoming more integrated as regulatory
barriers continue to decrease and technology continues to advance. The admission of
new Member States from Eastern Europe into the EU has provided growth opportu-
nities for EU SMEs: the consumer market is now larger and barriers to doing business
across borders have decreased. Several EU policy initiatives are already helping Euro-
pean SME:s to reach international markets also outside the EU [52, 53]. These include,
for instance, Free Trade Agreements, which facilitate access outside the EU by elimi-
nating protective tariffs abroad or reducing the cost of non-tariff measures.

3. The methodology

The empirical analysis has been conducted on Italian small enterprises. Recom-
mendation No. 2003/361/EC states that, within the SME category, a small enterprise
employs fewer than 50 persons and its annual turnover or annual balance sheet total
does not exceed € 10 million. Micro-enterprises (with less than 10 employees) have
been excluded from the analysis because they adopt simplified accounting that does
not allow in-depth investigations.

The financial statements of the small enterprises were extracted from the AIDA
(Bureau van Dijk) database and were divided into two samples: companies engaged in
import-export activities, consisting of 1,982 companies'; companies trading only
within national borders, consisting of 42,277 companies.

! The AIDA database identifies with the flag “foreign operator” the companies that, based on the findings
of the Chamber of Commerce, carry out import and/or export activities.
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Many changes have taken place during this period. The first years of the period
analyzed (2011-2014) were the closing years of the severe financial crisis that began in
20009. In the following years, until 2020, there was an economic recovery, while in 2020
the pandemic began, which continues still in 2022. As mentioned above, the research aims
to compare the financial and economic situation of small exporting companies with that of
small non-exporting companies, highlighting the nature and extent of any discrepancies.

The research covers a period of 10 years, from 2011 to 2020. Many changes took
place during this period. The first years of the analyzed period (2011-2014) are the
closing years of the severe financial crisis that began in 2009. In the following years,
until 2020, there is an economic recovery, while in 2020 the pandemic begins,
which still continues in 2022. As already stated, the research aims to compare the
financial and economic situation between small exporting companies and non-exporting
companies of small exporting companies with the financial and economic situation of
small non-exporting companies, highlighting the nature and size of any discrepancies.

In particular, the analysis is aimed at deepening four dimensions:

1.investments and growth;
2. profitability;

3.financial structure;
4.liquidity.

Table 1 shows the set of indicators selected for each dimension investigated.

Investments and growth Profitability

* Revenues on a fixed 2011 base (1) ¢ ROE % (7)

¢ Fixed assets on total assets (2) ¢ ROI % (8)

* Annual rate of change in investment (A%Inv) (3) ¢ ROS % (9)

* Asset coverage ratio (4) ¢ EBITDA/Revenues % (10)

* Annual rate of change in total asset (5) ¢ Capital turnover (11)

* Annual rate of change in equity (6) * Value added/Revenues % (12)

* Value added per capita (13)
¢ Labor cost/revenues % (14)
* Labor cost/ per capita (15)

* Employee performance (16)

Financial structure Liquidity
* Debt/Equity ratio (17) ¢ Net working capital/Revenues (23)
¢ Debt/total asset ratio (18) ¢ Average stock (days) (24)
¢ Debt/EBITDA ratio (19) ¢ Average credit duration (days) (25)
¢ ROD % (20) ¢ Average debt duration (days) (26)
¢ ROI-ROD % (21) ¢ Quick ratio (27)
 Structure margin (22) ¢ Current ratio (28)

Table 1.

The set of indicators.

The main results that emerged from the survey are listed below.

3.1 Results on investments and growth

The first aspect to focus on when dealing with internationalization is the
company’s investment and growth expectations.
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It is evident that the choice of expanding the commercial activity beyond national
borders requires efforts in terms of new investments, especially with reference to the
working capital. On the other hand, however, the empirical evidence confirms that
small internationalized enterprises have significantly higher growth rates than enter-
prises that deal exclusively with the domestic market [54].

The results of the indicators applied to small exporting firms and to all small firms
selected to understand the dynamics of investments and growth are shown in Table 2.

The first indicator, revenues on a fixed 2011 base, is calculated as the ratio between
revenues from sales and services of each year under investigation compared with the
revenues achieved in 2011. However, a sharp slowdown in turnover growth emerges
in the last year, 2020, probably due to the effects caused by the global pandemic crisis.

The indicator fixed asset on total asset (number 2), constructed by comparing
fixed assets respect to the total invested capital, represents the weight that the fixed
assets have on the total investments. Generally, small firms are characterized by a low
intensity of invested fixed capital: the data that emerged from the empirical study
show a reduced weight of fixed assets for both exporting and non-exporting compa-
nies. Although the values for the two types of firms are quite similar, small exporting
firms record slightly lower values than non-exporting firms (the weight fluctuates
between 21% and 22% for the entire period, with the exception of 2020): this result
can be explained by higher investments required in working capital (inventories and
credits) associated with import-export activities.

The percentage change in investments between 1 year and the previous one (indi-
cator number 3) always shows negative values for all the companies analyzed (with the
exception of 2020), signaling a progressive contraction of the fixed capital invested.

The asset coverage ratio (number 4), constructed by comparing the sum of equity
and long-term debt with respect to the total fixed capital, measures the ability of the
company to finance the acquisition of fixed assets through consolidated sources of

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Exporting companies

1 100 97.11 97.89 100.59 104.2 106.55 112.87 115.14 114.17 101.97

2 0.22 0.22 0.22 0.22 0.22 0.21 0.21 0.22 0.23 0.26
3 — —2.49 -2.7 -2.33 -1.77 -1.57 —0.43 -0.4 —1.61 4.66
4 174 1.74 1.74 1.8 1.89 1.94 1.96 1.99 2.02 2.07
5 — —0.35 1.41 2.61 3.29 3.20 4.97 2.40 0.61 6.65
6 — 3.71 2.88 3.29 5.06 5.15 6.68 6.21 4.62 10.58

Non-exporting companies

1 100 98.63 99.13 101.03 104.53 106.88 111.33 115.2 116.2 102.15

2 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.23 0.24 0.26

3 —_ —2.69 -3.13 —-2.39 -2 -1.41 -0.99 -0.87 —-1.54 0.72

4 1.28 1.31 1.34 1.39 1.46 1.51 1.55 1.57 1.59 1.7

5 — 0.23 1.22 2.03 2.81 3.08 3.84 212 111 5.01

6 — 3.85 2.85 3.61 5.43 5.34 6.17 5.73 4.99 8.29
Table 2.

Investments and growth, median values.
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financing (equity and long-term debt), also offering information on financial solidity.
Both exporting and non-exporting companies show values higher than unity and
therefore positive from the patrimonial point of view, but companies that also carry
out activities abroad tend to have higher values.

Business growth can also be measured by observing the annual variation of the
entire invested capital. Indicator 5 shows constantly growing values (with the excep-
tion of 2019) for exporting companies and on average higher than for other compa-
nies. This information indicates the presence of a development trend of
internationalized enterprises.

The latest indicator of the growth dimension, the annual rate of change in equity
(indicator number 6), presents positive and slightly increasing values for both types of
companies: the joint reading of these values with those that emerged for the previous
indicator allows us to affirm that the expansion of the total invested capital was
accompanied by an increase in equity and therefore from a strengthening of the level
of capitalization of companies.

3.2 Results on profitability

Table 3 shows the results of the net and operating profitability indicators.

The first indicator we look at is the ROE (number 7) to interpret the ability to turn
equity into profits. We see a decline in ROE until 2013 with respect to both the sample
of small companies and the sample of small exporting companies. In 2013, the former
stands at the worst value of 4.55%, while the latter drops to 4.42%. Since 2014, ROE
increases and both samples reach their best value in 2017: 8.6% for the sample of small
companies and 9.69% for exporting companies. Surprisingly, ROE of exporting com-
panies is higher than that of small companies only in 2017 and 2018.

ROI (number 8) and ROS (number 9) have a very similar trend to ROE: they are
characterized by a decreasing pattern until 2014, but both samples reach their worst
value in 2020. Furthermore, we note that the ROI and ROS of exporting companies
are always higher than those of small companies. The same can be seen for EBITDA,
here calculated as a percentage of revenues (number 10): exporting companies
outperform the median values of small companies by exceeding the 7% threshold
from 2015 to 2018.

The analysis continues with capital turnover (number 11) to assess the efficiency
with which companies use assets to generate sales. A decreasing trend can be seen for
both samples. Their lowest value, below unity, is reached in 2020.

A different trend emerges in relation to value added, expressed as a percentage of
revenues (number 12). As the difference between production value and external costs,
it identifies the value that capital and labor have added to achieve a given output. This
value is increasing, denoting the ability of small Italian companies to make savings in
the acquisition of external factors over time. We note that the median values of small
companies are still higher than those of exporting companies (by about 6%). This
proves that exporting companies bear higher external costs than non-exporting com-
panies, i.e., higher costs for the purchase of both materials and services.

Consequently, our attention focuses on a very important factor for exporting
companies: labor. We calculate value added per capita (number 13), labor cost as a
percentage of revenues (number 14), labor cost per capita (number 15), and employee
performance (number 16). We observe that exporting companies always have a lower
incidence of labor costs on revenues. The difference between the median values never
falls below 5.5 percentage points in favor of small exporters and grows over time
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2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Exporting companies

7 5.3 51 4.42 5.48 7.27 7.94 9.69 8.57 7.34 5.34

8 4.19 3.56 3.88 4.17 4.28 4.37 4.68 6.64 4.02 3.12

9 3.67 3.09 3.41 3.84 3.89 4.09 4.46 4.13 3.75 3.44

10 114 112 111 111 1.08 1.06 1.05 1.04 1.04 0.84

11 6.51 6.08 6.30 6.77 7.05 7.22 7.39 7.34 6.87 6.72

12 25.11 25.29 25.99 26.47 26.51 27.25 27.42 27.04 27.63 27.58

13 58160 57520 58.655  60.620 62.100 63.585 65370 66.400 66.395 60.444

14 16.70 17.41 17.75 17.91 17.86 18.01 17.47 17.67 18.18 18.84

15 39.630 40.240 41125 41.830 42135 42515 42515 43.005 46.150 41.730

16 6.05 5.84 5.71 5.66 5.72 5.65 5.65 5.77 5.62 5.44

Non-exporting companies

7 5.54 5.84 4.55 5.59 7.43 8.02 8.6 8.33 7.72 6.09

8 4.17 3.61 3.82 4.01 4.1 4.09 4.06 3.98 3.73 2.84
9 35 3.05 3.26 3.45 3.58 3.63 3.65 3.59 3.37 31
10 1.21 1.18 1.16 115 115 113 112 111 1.10 0.89

11 6.49 6.01 6.22 6.41 6.55 6.67 6.68 6.64 6.44 6.11

12 31.37 32.06 32.82 3291 33.22 33.9 33.83 33.83 34.25 33.54

13 46710 45870 47.000 48.000 49.050 50.210 51.140 52150 52.660  47.210

14 223 23.53 23.98 23.98 23.78 24.13 23.92 23.95 24.5 25.23

15 34570 35010 35660 36.180 36.520 37250 37.795 38.700 39.460  35.850

16 4.53 4.32 4.25 4.25 4.28 4.25 4.3 4.29 4.2 4.15

Table 3.
Profitability, median values.

reaching a spread of 6.39% in 2020. While labor costs are lower as a percentage of
revenues, the cost per labor unit is significantly higher for exporters, proving that they
offer more favorable conditions to their employees than non-exporters in terms of
monetary rewards. The difference between the median values grows over time and
reaches its highest peak in 2019 with a per capita cost difference of € 6,690. The
results of indicators 11 and 14 show that the employees of small exporting companies
perform better than those of non-exporters: both the revenues and the value added
provided by the individual employee of exporters are consistently higher and grow
faster over time than those of non-exporters.

3.3 Results on financial structure

The analysis of the financial structure allows to investigate the conditions of
balance between sources and investments, focusing in particular on the level of debt
of the company. Table 4 shows the results of some important financial structure
indicators.
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2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Exporting companies
17 0.49 0.49 0.44 0.44 0.44 0.41 0.39 0.38 0.34 0.34
18 0.59 0.57 0.55 0.55 0.54 0.53 0.53 0.51 0.49 0.47
19 1.64 176 1.71 1.68 1.65 1.58 1.38 1.38 131 1.19
20 413 4.57 4.52 43 3.6 2.98 2.52 2.24 2.35 1.83
21 0.06 -1.01 —0.64 -0.13 0.68 139 2.16 2.4 1.67 129
22 212 277 301 319 412 452 528 534 612 711
Non-exporting companies
17 0.54 0.57 0.55 0.53 0.52 0.48 0.46 0.43 0.39 0.38
18 0.65 0.63 0.62 0.61 0.6 0.59 0.58 0.57 0.55 0.53
19 7.04 7.12 7.01 6.88 6.77 6.71 6.6 6.37 6.21 5.16
20 4.63 5.27 5.4 5.32 4.69 4.01 3.52 331 3.28 2.58
21 —0.46 —1.66 —1.58 -1.31 —0.59 0.08 0.54 0.67 0.45 0.26
22 -14 -5 4 14 30 41 61 76 95 126
Table 4.

Financial structure, median values.

From this point of view, the first aspect to assess is the degree of leverage obtained
from the ratio between total debt (short and medium to long-term) and equity (indi-
cator number 17). Small exporting companies show steadily decreasing results over
the decade, highlighting the ability to reduce debt in favor of an increase in equity. In
addition, these companies, in each year, have lower debt ratios than those of non-
exporting companies, thus showing less dependence on debt and greater financial
solidity.

The next indicator (number 18), obtained from the comparison between total
debts and total asset, defines the weight that the debt has in the financial structure and
its contribution to covering the investments. The results appear in line with what was
stated for the previous indicator: a decrease in the debt burden emerges over the years
and, for exporting companies, lower values than for other companies. This confirms
the presence of a greater level of capitalization and capital strength for companies
operating abroad.

The Debt/EBITDA ratio (indicator number 19) indicates how many times EBITDA
must be generated to allow debt to be repaid. The values shown in the table express
the ability of small exporting companies to repay the debt contracted in much shorter
times than other small companies.

When studying the financial structure, the cost of debt plays a decisive role as it
measures the economic effort involved in the use of debt and is connected with the
creditworthiness associated with the financed companies. The return on debt (ROD,
indicator number 20) is calculated as the ratio between financial charges and total
debts and appears higher for companies that operate only in the domestic market:
the financial market therefore perceives small exporting companies as less risky
than others. In addition, a gradual reduction in the ROD should be noted. This can be
attributed to the general decline in interest rates that took place during the years
under investigation.
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The cost of debt is linked to the ROI, analyzed in the previous section: the compar-
ison between the two indicators defines the “leverage effect” (indicator number 21)
that makes it possible to verify whether the investments made by the company guar-
antee a higher or lower return than the cost incurred for finance them and suggests
whether there is room for debt extension. The results obtained by small exporting
enterprises are better than those recorded by other enterprises, even in the years in
which negative values have emerged.

The structural margin (indicator number 22), obtained from the difference
between equity and total fixed assets, expresses the contribution of equity to the
financing of fixed assets and also offers information on the level of capitalization of
the company. This indicator also shows more favorable values for internationalized
companies, with positive and ever-growing values.

3.4 Results on liquidity

Table 5 shows the results of the liquidity indicators.

Given the nature of exporting companies, it is interesting to study the net working
capital (NWC), which represents a much more significant asset class than structural
assets [55, 56]. It is calculated as a percentage of revenues (number 23) and, as
expected, the median values of exporting companies are always higher than those of
non-exporters. The median has an increasing trend for both exporting and non-
exporting companies and reaches its highest value in 2020 (with 22.72% for non-
exporting companies and 29.84% for exporters). The difference between their
medians also increases over time, and in 2020, the NWC of exporters is 7.12 percent-
age points higher than that of non-exporters.

The analysis is deepened by calculating the average duration of inventories
(number 24), credits (number 25), and debts (number 26) of the operating cycle. In

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Exporting companies

23 25.65 27.33 26.41 27.42 27.74 26.3 26.33 26.71 27.57 29.84

24 59.01 57.94 58.89 61.78 62.22 61.34 60.66 63.88 64.63  69.36

25 106.3 104.71 103.5 102.06  100.43 98.24 98.28 94.78 92.83 98.43

26 99.29 96.63 97.57 95.36 95.09 96.39 98.41 9257  90.59 95.63

27 1.04 1.09 11 112 116 1.2 1.22 1.21 1.23 1.49

28 1.46 1.54 1.55 1.60 1.67 170 171 1.75 1.80 211

Non-exporting companies

23 19.97 21.43 22.05 22.02 21.83 21.4 21.05 21.3 21.55 22.72

24 7.65 72 7.52 22.55 22.55 18.05 20.77 21.48 22.39 23.32

25 10498 107.47 109.86  108.11 106.19 104.85 104.66 10114 9826  103.72

26 10316 100.73 10255  100.89 99.43 10136  102.91 96.38 92.74 99.55

27 1.02 1.05 1.07 1.1 1.14 1.17 1.19 1.21 1.22 1.43
28 1.29 1.32 1.35 1.39 1.44 1.48 1.51 1.53 1.57 1.81
Table 5.

Liquidity, median values.
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relation to warehousing, the results prove that inventories of exporters cannot be
compressed beyond a certain level. The median of exporting companies remains
almost constant over the years, while that of non-exporting companies increases over
time, with a surge in 2014 from 7.52 days to 22.55 days. In relation to the average
duration of credits, the results show a decreasing trend for both samples, but
exporting companies always collect faster than non-exporters, even if the delay is only
a few days. The trend in the average duration of debts is also slightly decreasing, and
generally exporting companies pay their suppliers earlier than non-exporting ones.
However, the time gap between their medians is so low that one cannot assume
substantial differences between the payment terms granted by suppliers to exporters
and non-exporters.

Finally, it is interesting to look at the quick ratio (number 27) and the current ratio
(number 28). The latter considers the weight of total current assets over total current
liabilities, indicating how the company can maximize the liquidity of its current assets
to settle its debts and payables. The current ratio of exporting companies is always
higher, by about 0.20, than that of non-exporting companies. This means that
exporters can easily pay back 0.20 times more than non-exporting firms for each euro
borrowed. The difference between the median values decreases over time, from 0.30
in 2011 to 0.17 in 2020. This means that during the last years of the crisis, exporting
companies enjoyed more liquidity than non-exporting ones. However, given the high
inventories of the former, it is also useful to monitor the quick ratio.

The quick ratio (number 27) measures the ability to meet short-term obligations
with the most liquid assets. It is more conservative than the current ratio because it
only considers assets that can be converted into cash in a short period of time, thus
excluding inventory and other current assets, which are generally more difficult to
convert into cash. A result of 1 indicates that the company is fully equipped with
exactly enough assets to be instantly liquidated to pay off its current liabilities. The
results show that all small Italian companies always have a quick ratio of more than 1,
so they can always get rid of their current liabilities instantly. The medians of
exporting and non-exporting companies become very similar, but the value of the
former is never lower than that of the latter.

4. Discussion

As suggested by the literature [12, 46, 57-60], the results reported in the previous
paragraphs should be read in light of the Italian economic and financial context. This is
because country-specific characteristics either challenge or facilitate the propensity and
possibilities of internationalization. In particular, the number of companies, their methods
of internationalization, and the performance achieved by small Italian exporting compa-
nies depend, above all, on the peculiarities of the Italian economic and cultural context.

Regarding the economic and cultural barriers to internationalization, previous
research [15, 61-64] has suggested that ownership and governance structures can
influence SMEs’ growth and internationalization as they affect the firm’s objectives
and willingness to take risks. In particular, Fernandez and Nieto [61] demonstrate the
existence of a negative relationship between family ownership and export activity.
Graves and Thomas [63] find that the managerial capabilities of family firms are
inferior to those of their non-family counterparts when expanding internationally.

In Italy, the entrepreneurial system consists of many small enterprises character-
ized by family ownership and governance. They usually assume elementary structures
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and organizations and adopt a strategy of market permanence rather than growth and
development [65]. These factors inevitably exacerbate cultural barriers to interna-
tionalization, also explaining the much smaller sample size of exporting companies
compared with non-exporting ones.

Fernandez and Nieto [61] observe that stable relationships of family SMEs with
other firms through shareholding or formal agreements aim to promote their interna-
tional expansion and provide them with the necessary resources (knowledge, infor-
mation, commitment, experience) proven to be key factors for a successful
internationalization process. In Italy, however, family management is usually associ-
ated with the absence of cooperation or association with other enterprises and of
adherence to organized trade circuits. Therefore, the internationalization process of
small family Italian firms is hardly facilitated by a set of formal network relationships
that many scholars invoke to encourage and sustain exports [66-69].

However, Becchetti and Rossi [70] and Mariotti and Piscitello [71] observe that the
presence of qualified localized capabilities strengthens and complements the compet-
itive advantage of SMEs, thus favoring their internationalization. They refer to indus-
trial districts as socio-territorial entity characterized by the active presence of both a
community of people and a population of firms in a naturally and historically
delimitated area [72-74]. In the district, community and business tend to merge. Each
of the many firms that constitute the population tends to specialize in just one or a few
phases of the production processes typical of the district. In this case, the term
localization indicates something other than an accidental concentration of production
processes in one place: community and firms are attracted by preexisting localization
factors, i.e., the advanced specialized services available to firms, the existence of a
marshallian atmosphere, and an environment conducive to innovation and learning.
Final products cannot be sold only in the district and require the development of a
permanent network of links, based on mutual trust and commitment between sup-
pliers, distributors, clients, regulatory and public agencies, as well as national and
international institutions. Generally, the target market of the districts is the external,
essentially global market. As confirmed by Becchetti and Rossi [70], economies of
scale in the provision of export services and informal face-to-face exchanges on
foreign markets may improve the export performance of small firms located in Italian
Marshall districts.

Therefore, in Italy, the prevailing method of internationalization of small firms is
related to the network approach [12, 14], in contrast to other countries where the so-
called International New Ventures or Born Global firms are more present [16]. The
network approach emphasizes the importance of informal collaborations between
firms. Such collaborations have a broader scope than one single task or one single
purchase. They are usually based on complementary abilities and reciprocity, as the
joint development of product or the co-provision of services. Collaborations may
transfer skills, knowledge, and expertise between firms, but not control and power
over partners and their resources. Collaborations are not based on a comprehensive
written agreement, but rather on trust and commitment. This rarely provides com-
plete protection against opportunistic behavior. On the other hand, informal collabo-
rations allow partners to maintain considerable independence, which is an important
aspect for many family Italian businesses. In addition, informal collaborations may
not entail high transaction, monitoring, and enforcement costs, preventing firms from
exporting.

As regards financial constraints to internationalization, it is useful to point out that
Italy’s financial environment is the same as continental Europe’s: a bank-based system,
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with relatively underdeveloped capital markets and a rather immature business angel
and venture capital industry compared with those of Anglo-Saxon countries [38].

In Italy, bank financing remains the most widespread source of funding. There-
fore, small Italian companies have a high financial dependency on the banking system
[75]. According to Del Giudice, Della Peruta and Carayannis [76], this is due to several
factors, such as the abundance of loans granted in the past and the traditional ability of
Italian banks to meet the financial needs of firms.

Nevertheless, the last two decades have been characterized by a gradual disen-
gagement of banks in the provision of funds, due to the financial crisis. This aspect,
combined to a limited financial culture within small firms in terms of alternative
financial instruments to banking ones, puts their internationalization projects at a
disadvantage, preventing them from realizing their full growth potential. In fact, the
volatility of returns, the additional risks, the intangibility of assets, and the informa-
tional problems that foreign projects involve result in the inability of the financial
market to finance the internationalization process.

Specifically, for a typical Italian family-owned SME, raising equity from existing
shareholders is not always feasible, while entering equity from new external share-
holders is often undesirable. New financial instruments such as commercial papers,
mini-bond, debt funds, crowdfunding, hybrid debt securities are not well known.
Although they represent a mean to cover financial needs, they are not yet considered
in the corporate financial strategy. As a result, small Italian enterprises facing financial
constraint prefer to internationalize in less capital-intensive ways, i.e., they prefer to
export rather than opt for foreign direct investments, relying more on self-financing,
short-term bank loans, trade credit, and owner loans [39, 77]. Essentially they cut
costs to generate the resources they cannot raise on financial markets [78] and use
cash flows from the initial stages to finance subsequent export transactions.

In this context, public intervention can be called upon to help efficient but
constrained small firms expand their activity abroad [48, 49]. UE policy aims either at
lowering sunk costs of entering foreign markets or at reducing financial market
imperfections by means of local, regional, or national authorities, or financial inter-
mediaries such as banks and venture capital funds. Italy has spent a lot of public
money to moderate equity and debt gaps through loans, interest subsidies, or equity
investments. The State does not require collateral or guarantees but can help small
firms by guaranteeing their bank loans. An important indirect effect of obtaining state
subsidies is that it facilitates access to private finance, by improving the solvency
position and providing a positive signal to banks. However, this type of institutional
support has received little academic attention, and in Italy, there are no empirical
verifications proving the mitigation of the financing gap.

Regarding performance, we find that small Italian exporters tend to be more
productive, pay higher wages, and earn higher returns from their employees than
non-exporters. Their financial situation also seems to be better: exporting firms are
less indebted, more creditworthy, benefit from a lower cost of borrowed capital, and
can repay their debt much faster than non-exporting firms. Above all, exporting firms
seem to have coped better than non-exporters with the crisis that started in 2009 and
ended in the early years of the period under our analysis. This is consistently with the
aforementioned empirical literature on the relationship between exporting and SMEs’
performance. Greenaway, Guariglia and Kneller [79] observe that exporting can help
companies improve their financial health, making them more liquid and less lever-
aged. Thus, it seems that exporting is a sign of efficiency and a free way for creditors
to assess the potential profitability of foreign investments.
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Not in line, however, are the results on growth. To capture the different dimen-
sions of the growth process, we measured the growth of revenues, investments, total
assets, and equity. We would have expected a better performance of exporting firms
compared with non-exporting ones, especially with regard to revenue growth; on the
contrary, the median value of revenues expressed on a 2011 basis is always higher for
non-exporting firms (apart from the year 2017). ROE is also higher for non-exporting
firms (except for the years 2017 and 2018). These results deserve some clarification
and reflection.

Many SME:s in almost all counties and industries face growing competition due to
globalization and internationalization. Even primarily domestically oriented SMEs
must operate internationally to guarantee their competitiveness and viability. Buying
from foreign suppliers is an alternative strategy for developing competitive advantage
and enhancing performance [80]. The advantages of this strategy can be manifold.
Hessels and Parker [15] mention the cheapness and high quality of inputs purchased
abroad or their absence in the domestic market. Thus, foreign suppliers can enable
buyer companies either to improve their own products and services or access
resources cheaply. This is essential for constraint SMEs. Above all, this is important
for small Italian companies.

Italy has a persistent fragility in high-tech sectors and a comparative advantage in
low and medium-low-tech sectors [10]. Competitive pressure from emerging coun-
tries erodes Italy’s positions in the production of final goods, so importing cheaper
inputs can help companies save costs and survive. Therefore, in our subsample, there
are many companies that only import. Their goal is to reduce purchasing costs and
increase profitability, rather than to grow through exports. This reduces the results in
terms of turnover growth but improves profitability.

5. Conclusions

The analysis conducted in this research work aims to offer a snapshot of the
economic and financial situation of small Italian exporting enterprises and compare it
with that of small enterprises that carry out their activity exclusively within the
national territory. The results suggest: the absence of significant differences in terms
of turnover growth and investments; the tendency to obtain better economic perfor-
mance, with higher returns from operations and better performance of workers; the
presence of more favorable financial conditions for internationalized companies,
especially in terms of debt sustainability; a slightly more favorable situation from a
liquidity point of view.

It is interesting to note that many of the indicators examined show anomalous
values, i.e., not in line with the previous trend, in the last year considered: 2020. This
figure probably depends on the coronavirus pandemic that began in 2020 and which
generated an unprecedented global economic crisis. Due to the lack of more recent
economic and financial data, this paper is unable to investigate the impact generated
by this calamity on the state of health of companies and on the dynamics of interna-
tionalization processes. However, the way is opening up for a future line of research,
aimed at studying and interpreting the effects produced on small businesses not only
by the pandemic, but also by the war in progress since the beginning of 2022 and the
consequent political and economic crisis.

The conflict between Russia and Ukraine has brought out all the problems related
to the presence of global production chains, causing an uncontrolled rise in the prices
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of raw materials and generating problems in the supply of energy sources. These
dynamics are destined to affect the balance sheets of companies, especially
internationalized ones, which risk compromising the advantages obtained by operat-
ing abroad.

A further starting point for an in-depth study of the research concerns the possi-
bility of dividing the samples of the selected companies, exporting or not, according to
the sector they belong to. It is quite clear that the current crisis is destined to affect
differently depending on the type of activity carried out: this distinction would allow
us to understand which economic sectors have been most influenced by the crisis and
which aspects of their activities have been involved.
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Chapter 6

Sustainability and Social
Investment: Community
Microhydropower Systems in the
Dominican Republic

Michela Izzo, Alberto Sdnchez and Rafael Fonseca

Abstract

Sustainability remains an underestimated concept when assessing the impact of
philanthropic and social investments in communities due to the difficult task of con-
ciliating human development, economy, and environmental protection. Currently,
financial cost-effectiveness is one of the main criteria for decision-making. However,
under a social investing and climate justice framework, monetary valuation of
impacts is never enough to assess the complexity of livelihoods. A multi-stakeholder
approach, based on common objectives and synergy among entities, is key for
sustainability and social investments. Public institutions, private sector, international
cooperation, and local civil society organizations work together in the development
of initiatives that promote integral development. In the Dominican Republic and
Haiti, community microhydropower systems have proved to be an effective model
of social investment, climate justice, and sustainability. The response to a social
need, such as access to electricity, has turned into a means for promoting a different
approach, based on community empowerment. This article contains the experience of
the successes and challenges of more than 50 community microhydropower systems,
managed by local groups, which are working and demonstrating the meaning of sus-
tainability and the positive nonmonetary impacts of social investing, opening future
opportunities to expand the present 5% of private investment.

Keywords: community renewables, microhydropower projects, social investing,
sustainability, multi-stakeholder approach

1. Introduction

The origins of sustainable development as a concept go back to the birth of
environmental movements in the second half of the XIX century, which began with a
romantic emphasis on nature and the importance for human beings to understand it.
Its genesis dates back to the Industrial Revolution in England, as an attempt to awaken
awareness about air pollution produced by the industries that had had rapid and
sudden growth, in the context of a weak legal framework [1-3].
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The discussion about the need of preserving the quality of natural resources
joined previous debates on the durability of several raw materials, as well as on the
degradation of the environment because of its use. That was the case when there was
shortage of certain products and materials or the occurrence of local environmental
problems associated with uncontrolled exploitation [4]. Some examples date back as
far as Egyptian, Mesopotamian, Greek, and Roman civilizations, several thousand
years before Christ, when evidence was collected of deforestation, salinization as
well as soil loss linked to overexploitation of land resources in specific areas [4]. In
more recent times, we can cite the shortage of wood caused by its excessive use in boat
building, which severely threatened Europe in the XVIII century [4].

As a consequence of these episodes, the term “sustainable use” began to appear
in forestry, as a way to guarantee the durability of wood exploitation, balancing the
cutting of old trees with seedling planting [5].

Additionally, concerns over the excessive use of certain natural resources acquired
other nuances in XVII and XVIII centuries, when different authors warned about the
consequences of the overconsumption of natural resources, being The Tragedy of the
Commons by Lloyd [6] and the Essay on the Principle of Population by Malthus [7]
two of the most iconic.

In fact, this new perspective introduced a global vision into the debate, pointing
out the existing contrast between a model based on unlimited growth of natural
resources consumption and their inherent natural limitation in terms of volumes and
times of recovery, not only at a local but also at a planetary scale. In this context, the
XX century took place, with an exponential growth of studies that revealed the global
climate crisis [8-13].

Currently, despite the progress made defining a world framework around sustain-
able development and the assessment of environmental and social impacts, which
includes the introduction of new goals [14] and standards (e.g. International Finance
Corporation (IFC), performance standards), its implementation remains something
difficult to achieve, simply because it is not compatible with the current economic
model based on infinite growth and nature’s exploitation. The discussion remains
focused on profit and return of investment.

To propose an alternate vision, we must reshape the current economic decisions
through a wider lens of social, economic, environmental, and political sustainabil-
ity. This includes a multi-stakeholder approach, where cooperation and synergy at
different levels are two cornerstones. Private sector is a key stakeholder, since smart
and forward-thinking entrepreneurs are an essential component for the change.
They have a key role in identifying feasible ways to reduce environmental impacts
and improve life conditions for local people, while working to generate economic and
financial benefits [15]. This is possible when companies introduce the environment
and local communities into the decision-making process [15].

The Dominican Republic hosts a series of characteristics that have fostered the
development of alternatives and new narratives in local climate action, sustain-
able development, and social investment. The weakness of the Dominican national
electric system, which does not guarantee neither universal access to electricity nor
continuity of the service, promotes the emergence of alternative solutions which turn
into innovative models for local sustainable development financed through social
investment and sustained through a multi-stakeholder approach [16].

One of these solutions are community microhydropower systems, which,
under the coordination of Guakia Ambiente and the Small Grants Programme
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(SGP/GEF/UNDP), transform local opportunities and social investment into integral
development, based on the empowerment of women and men and the synergy among
diverse stakeholders.

This essay discusses the increasing presence of social investment practices by the
private sector in these initiatives [16]. By examining the main experiences and lessons
learned obtained in more than 20 years of implementation, the document is intended
to introduce the case study of microhydropower systems installed in the Dominican
Republic and border region of Haiti, specifically focusing on the central role of social
investment inside a multi-stakeholder scheme of intervention, as a catalyst of a
sustainable model.

The results and conclusions are based on the analysis of technical documents
and previous essays, which was complemented with the interview of members from
Guakia Ambiente and the Small Grants Programme.

2. Discussion
2.1 Social investment and its link to sustainability

The concept of social investment has changed over the years and has been paired
with many other concepts such as responsible investment, Environmental, Social, and
Governance (ESG) investments, among others. Multilateral organizations and invest-
ment groups have developed their own definitions for social and responsible invest-
ment practices. However, most of them are aimed at reducing social conflicts, gaining
reputation and maximizing profits in the long term. For example, the International
Finance Corporation (IFC) developed the concept of community investing to “help
companies gain a social license to operate, access land, reduce project and reputa-
tional risks, boost productivity, meet government requirements or global standards,
and/or successfully compete for the next venture.” [17].

The same approach is used when speaking of ESG funds, where asset managers
seek to keep the returns similar to traditional investments and do not necessarily aim
at community development and sustainability at a local level [18]. Recovering the
arguments from the previous chapter, this article seeks to understand social invest-
ment as something that directly impacts positively and empowers local populations,
addresses climate challenges, and contributes to a long-term sustainability vision of a
country.

The focus of the current document is not to discuss the concept of social invest-
ment, and it will use the definition launched by the United Nations Global Compact,
which is broad enough to encompass different nuances regarding this complex and
widely discussed concept [19].

Social investment was defined in 2010 by the United Nations (UN) as “the practice
of making voluntary financial and nonfinancial contributions that demonstrably help
local communities and broader societies to address their development priorities.” In
order for an investment to be considered responsible and social, it must be purpose-
ful, accountable, respectful, and ethical [20].

Additionally, this article focuses on the nonmonetary and nonprofit side of social
investing. Private companies, foundations, and international cooperation make
these investments for a wide variety of objectives. One of them is sustainability and
climate action.
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The urgency of actions to address the climate crisis needs creative solutions that do
not necessarily give a monetary return to investors. However, there are several proxy
indicators that can help to quantify the nonmonetary impact of social investments.
For example, the number of hectares reforested and under community watershed
management brings general benefits to air and water quality that are hard to express
in monetary terms but largely contribute to the climate objectives of foundations and
some private investors.

2.2 Community microhydropower systems as social investment for sustainability

In this context, social investors have looked for initiatives that align with their
sustainability objectives. In the Dominican Republic, a wide network of community
microhydropower systems has developed thanks to these investments. In this section,
the article will dissect this model of decentralized community power generation and
its links with sustainability and social investment.

Located in the Caribbean, the Dominican Republic is a Small Island Developing
State (SIDS) [21], which is highly vulnerable to the impacts of climate change [22],
with high inequality and significant levels of poverty [23]. It is also one of the Latin
American countries with the highest economic growth considering only the Gross
Domestic Product (GDP) indicator [24].

In this context, in 1998, a pilot project of a microhydropower system was imple-
mented seeking to address the lack of access to electricity of 70 families of the rural
community of El Limdn, located in the Southeastern portion of the Cordillera
Central, the main massif of the country. From then on, the number of community
microhydropower systems have grown exponentially in the country: 60 systems of
this kind were built in the Dominican Republic and another one in the border region
of Haiti, with a total combined installed capacity of 1.5 MW [25]. This ample net-
work of micro-grids gives electricity and empowers more than 5000 households and
20,000 people in climate vulnerable mountainous areas with marginalized popula-
tions (Figure 1). In the process, over 70 square kilometers of land were restored and/
or are being conserved in the direct and indirect area of influence of the microhydro-
power systems, while it is estimated that more than 25,000 tons of CO, are absorbed
and/or their emission avoided annually.

Far beyond being a mere localized project, these systems promote an alternative
to the energy transition in the Dominican Republic, where local stakeholders are
active subjects in the fight against climate change. Decentralizing the power grid and
giving the control of electricity flows to local populations promote empowerment and
organization skills among men and women.

Moreover, the process of project implementation together with local communi-
ties is an example of how a just energy and people centered transition can be carried
out. In fact, the starting point of the project is a specific and expressed need of a
local group to solve their access to electricity. The solution to this need comes from
a participatory process, where the community and its interests are at the center
of the implementation, interacting synergically with other numerous external
stakeholders.

Through a learning-by-doing process, community members and organizations
train their abilities and acquire new skills. This way, the project turns into a capac-
ity building experience, where people are free to learn and test their knowledge in a
protected environment.
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Figure 1.
Basins where community microhydropower systems are working [16].

2.3 Nonmonetary benefits of social investments in community hydro

Nonmonetary benefits arising from these microhydropower systems are multiple.
Most of them are hard to express in terms of monetary value, such as empowerment
or capacity building. This difficulty is present even in costs internationally linked to
policy, such as the social carbon price, which can range from lows as 25 to highs as 800
dollars per ton [26, 27].

Due to the complexity of interlinked environmental, political, and social systems,
quantifying community and environmental benefits is probably not the best strategy
to assess the positive impacts and assign a value of return to the social investments
in these initiatives. For instance, community microhydropower systems are based on
community capitals and the promotion of sustainable livelihoods [28-33], instead of
the promotion of mere financial capital gains or profit.

Following this idea, we can analyze the benefits through quantitative data of
environmental and social improvements, as well as qualitative indicators. The scope
of this article is not to generate a system of qualitative and quantitative assessment
of the impact of community hydropower systems. However, this section will disclose
several of the social and environmental benefits that can be used to further build a
robust assessment system.

One of the most general benefits from the social investment in community micro-
hydropower is the advancing toward the accomplishment of climate goals and more
specifically of working toward a just energy transition. It is also implemented under a
perspective of Nature-based Solutions (NbS) that brings together efforts of numerous
stakeholders, who make synergy to reach a common objective (Figure 2).

Community microhydro systems contribute to carry out interventions that “pro-
tect, sustainably manage, and restore natural and modified ecosystems that address
societal challenges effectively and adaptively, simultaneously providing human
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Figure 2.

Sustainable model from the community microhydropower systems.

well-being and biodiversity benefits,” aligned to the definition that the International
Union for Conservation of Nature (IUCN) provides for NbS [34].

The following Table 1 summarizes the categories and proposes basic initial
indicators where community microhydropower systems impact, which can be used as
nonmonetary success indicators in terms of social investment:

Using merely traditional financial indicators, community microhydropower sys-
tems might not be the best financial option. However, if we use the previous indica-
tors and, at the same time, we are able to quantify the climate and social benefits, they
might as well be profitable. For example, the costs associated with a typical 20-kW
system are $300,000, of which around 75% is not refundable if you consider only
economic indicators. This means that, if we want to apply a social investment frame-
work, we must build new nonmonetary ways of quantifying returns of investment,
which includes the previous indicators.

2.4 A multi-stakeholder approach of sustainability and social investment

In this process, the role of the private sector and its social investments in the com-
munity microhydropower systems has been progressively growing in the country and
becoming a significant component of the implementation of the projects. Likewise,
this interaction among civil society organizations, community members, government
officials, and private entities has strengthened the Corporate Social Responsibility
policy of several national companies and is becoming central to their social and
business agenda.
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Category

Indicators

Decentralized generation from a
renewable energy source

Number of isolated mini-grids implemented.
Number of hydropower turbines installed.

Number of community-based management systems established.

Energy efficiency

Number of people trained on energy efficiency that implement
virtuous behaviors in their communities.

Percentage of households with breakers limiting consumption.

Productive use of energy

Number of enterprises developed in communities after the instal-
lation of a microhydropower system.

Increase in revenue from sustainable tourism.

Decrease in unemployment rate in communities.

Forest conservation and watershed
management

Increase of forested land.

Improvement of water flow.

Improvement of water quality.

Sediment control.

Number of community-based environmental control systems.
Area of ecosystems restored.

Increase in biodiversity.

Capacity building

Number of Community-Based Organizations (CBOs) that imple-
ment effective administration and local finance management.

Number of local technicians, especially young people, trained and
working.

Number of people and households that implement environmen-
tally friendly practices.

Local empowerment, gender equality,
and social inclusion

Change in time women spend doing chores.

Increase in the number of women dedicating to productive
activities.

Increase in the number of women and young people having
institutional roles in their communities.

Reduction of migration rate from rural communities.
Number of conflicts solved through participatory mechanisms.

Number of intercommunity networks established and operating.

Socio environmental and economic
benefits

Reduction of household energy expenditure.
Increase in entrepreneurship.

Improvement of productivity.

Development of sustainable livelihoods.

Number of initiatives replicated and/or scaled up.

Statal savings for electricity generation.

Climate change mitigation and

CO2 emissions avoided.

adaptation ¢ CO2 absorbed.
¢ Number of practices established to protect against extreme events.
* Reduction of the impact of extreme events.
Table 1.

Basic indicators to measure the nonmonetary success of social investment.
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Among them, the action of the Popular Group (Grupo Popular) stands out. It
is one of the main financial groups of the Dominican Republic, which has been
increasing its action in these initiatives through the Popular Foundation (Fundacién
Popular), the entity responsible for its social investment agenda, coming across an
effective scheme to contribute to integral interventions, overcoming the limitations of
specific projects outside of a strategic framework.

Each community microhydro project is financed through concessional invest-
ments, basically different types of nonrefundable investments such as seed capital,
grants, and donations. Nevertheless, this has not stopped private investors, such as
Grupo Popular, to step in and assign a social investment budget to fuel the energy
transition and community development. The framework private firms are using to
assess the impact of their investments that are not monetary and rely on the idea of
community development and sustainability.

To this day, we can estimate that the total investment made in the implementa-
tion of microhydro projects under this scheme exceeds 17 million dollars. The social
investment from the private sector is around 5% of it, with a significant increase in
its participation during the last 10 years. There is still plenty of opportunity for social
investors to increase their participation in these projects.

The participation of the private sector in these projects is an alternative to
reduce the risks associated with their implementation. Moreover, multi-stakeholder
approaches can fuel a virtuous circle of local development based on social investment
and sustainability.

Access to basic services, like electricity, is an essential assumption for develop-
ment. Nevertheless, sustainability is rather strictly linked to social and environmental
processes and dynamics that can be promoted among human groups and their
territories. According to this perspective, each project can lighten a path to implement
coordinated multi-stakeholder processes, aimed to reach wider sustainability goals.

From this point of view, empowerment of people and local organized groups
should become a guiding principle for each of the stakeholders who take part in the
process, from private entities to government officials. There should be a common
effort to strengthen personal and community self-esteem: during the process, people,
individually and as a part of a human group, should internalize that they can reach
previously planned goals.

These interventions contribute to educating people to freedom, providing them
the opportunity to acquire knowledge and instruments that allow them to make
decisions and contribute to the development of the social group they belong to.
Confidence, especially inside the community, is a key issue: the intervention should
help to overcome the common situation where people show more confidence toward
outsiders than toward their peers.

Another important triggering factor is the promotion of solidarity among and
within stakeholders. The principle according to which maximizing individual benefit
would maximize the collective one has revealed all its limitations, especially when it
is applied without a vision of social well-being and sustainability, transcending the
idea of only seeking economic benefit. The most successful and sustainable societies
are those who adopt synergic strategies and invest in their own development. This
includes mechanisms of mutual support, which allow people and communities to
overcome individual and collective challenges, generating a sense of belonging to
the social group and the environment where they live. Solidarity is a key element
to increase the positive impacts of social investments, since it promotes a spiral of
continuous improvement.

106



Sustainability and Social Investment: Community Microhydropower Systems in the Dominican...
DOI: http://dx.doi.org/10.5772/intechopen.105995

From this point of view, this model of intervention contributes to improving
cost-effectiveness, promoting appropriate distribution of the tasks and available
resources, avoiding duplicity, and facilitating the elaboration and implementation of
middle- and long-term plans.

2.5 Next steps in social investment in the Dominican Republic

According to the experience gained in multiple projects, the development and
social investment models must reintroduce the concept of sustainability along with
ethics and nonmonetary objectives and indicators. Community development is a
complex and slow process, where empowerment is a key to achieving goals.

Social investment in the country has fulfilled a role of filling in the gap of financ-
ing projects on a nonrefundable basis. Most of the projects need nonrefundable
investments, since the return of investment, measured only in financial terms, would
render most of the projects unfeasible for a traditional financial model. However, if
there was a way to incorporate social and environmental positive impacts and sustain-
able development in the framework of financing decisions of other institutions, it
would be possible to expand the impact of social investments.

There is also a need to go further in the models of community microhydropower
systems in order to create mechanisms to provide monetary returns in order to
diversify the source of social investments. It is also possible to take advantage of the
existing network of community microhydropower systems and their current savings
networks.

There is the example of the community of Angostura, where the first project was
implemented through a combination of social investment, donations by international
cooperation, and seed capital. Afterward, the local economy was reshaped, and an
ecotourism project was developed, as well as a simple but complete self-managed
system of monthly payments to a community fund. With these resources, Angostura
was able to participate in covering the costs of an expansion of the microhydropower
generation, providing more than 10,000 dollars from its community fund.

3. Conclusions

The use and abuse of natural resources has become an increasingly critical issue
to the human and nonhuman population, impairing the human group’s capacity to
satisfy its own needs. The multidimensional climate crisis is being fueled not only by
the burning of fossil fuels but also by the depletion of ecosystems. This has caused
an exponentially growing pressure over the environment through unsustainable
investments and projects based on a development model that is incompatible with the
natural limits of the resources.

In this context, the expected solution should go through a paradigm shift based on
empowerment of people and communities, strengthening of solidarity across sectors
and stakeholders and finding creative solutions to social investment opportunities.
Communities should acquire means and skills to participate freely, actively, and
significatively in decision-making processes of development, at any level.

The evidence coming from the experience of community microhydropower
systems points out that the reintroduction of ethics in decision-making is funda-
mental to reach sustainability. In fact, even though the first step is the development
of strategies and policies based on a model that is compatible with the recovery and
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reposition of natural resources, the effectiveness and durability of its implementa-
tion are strictly linked to the commitment of the local population in doing so and the
cooperation with other stakeholders, far beyond the regime of consequences that has
been established.

Based on well-known technology, these initiatives have become a reference of just
energy transition experiences, climate action, and integral watershed management,
where local communities, interacting with numerous stakeholders in fair conditions,
assume the role of guiding their own development, which includes the monitoring
and caring of the natural resources in their territories.

Up until now the social investment by the private sector in these projects has
increased, but in absolute terms it is still limited. By increasing the participation of
the private sector in these climate solutions, based on synergies among stakeholders,
such as government agencies, communities, and international cooperation, there is
an opportunity for replicating and upscaling these initiatives. As well, risks associ-
ated with funding, timings, governance, government changes, among others, can be
significantly reduced.

Nonmonetary assessments such as the ones proposed in this paper are necessary to
improve the analysis of the return of the social investments, overcoming the present
limits and biases of financial assessments. It is also essential to build a framework
around social and environmental indicators in order to build a paradigm shift in
climate investment. In this sense, Guakia Ambiente, the Small Grants Programme,
and other stakeholders are working to face this challenge.
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Chapter 7

Kept Promises? The Evolution of
the EU Financial Contribution to
Climate Change

Cecilia Camporeale, Roberto Del Ciello and Mario Jorizzo

Abstract

The chapter provides an overview of the public climate finance implemented
under the UNFCCC by the EU as a whole and its Member States—in the chapter called
EUplus—Ilater taken over by SDG 13.a, for the period 2011-2018 (the latest year
available). Through the analysis of the UNFCCC Biennial Reports, it is possible not
only to highlight the amount allocated to the challenge against climate change, but also
to break it down into its two meanings: mitigation and adaptation, as well as to
identify the type of channel through which this support has been implemented. In this
context, particular attention will be given to the two contribution channels: bilateral
and multilateral, highlighting the type of support in different cases. The chapter
shows an increase in contributions, especially since 2015, and how support has been
increasingly shifted toward adaptation. This could mean that there is an awareness in
a delay in achieving the stabilization of GHG emissions in the atmosphere.

Keywords: public climate finance, climate change, EU, UNFCCC

1. Introduction

The UNFCCC signed a crucial milestone in the international cooperation with the
objective, called “the ultimate objective,” of achieving “stabilization of greenhouse gas
concentrations in the atmosphere at a level that would prevent dangerous anthropo-
genic interference with climate system” (art. 2 of the Convention') [1] due to the
consideration that the climate change calls for the widest possible cooperation by all
countries.

The Convention recognizes the need to cooperate and promote a supportive eco-
nomic system in order to address a path of sustainable economic growth and devel-
opment of all Parties, particularly developing country Parties. The Convention is
based on the fundamental acknowledgment that the climate is a common resource
whose stability is threatened by GHG emissions (precautionary principle) and, at the
same time, that all countries have all common but differentiated responsibilities and

! The United Nation Framework Convention on Climate Change was signed in New York on May 9, 1992,
and entered into force on March 21, 1994.
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respective capabilities, social and economic conditions in order to protect the climate
system for the benefit of present and future generations.

The differentiated commitment between developed and developing countries is
the basis for negotiation between the Parties: how, with what means and with what
resources. According to the Convention, developed country Parties shall provide
financial resources to assist developing country Parties in the implementation of the
Convention (art. 11).

It will take until COP15 in 2009 for developed countries to make a collective
economic commitment of USD 30 billion for the period 2010-2012 geared toward
both mitigation and adaptation, an amount that could rise to USD 100 billion dollars a
year by 2020 to address the needs of developing countries. This funding will come
from a wide variety of sources, public and private, bilateral and multilateral, including
alternative sources of finance (Copenhagen Accord, para. 8) [2].

The Copenhagen Accord is a non-legally binding agreement, but it marks an
important turning point. The following year, in fact, during the COP16 in Cancun, the
parties confirmed their commitment to the creation of the USD 30 billion fast truck
fund by 2012 and then to reach USD 100 billion by 2020, as reported in paragraphs 95
and 98 of the Cancun Agreements, inviting developed country Parties to submit an
information document on how the resources would be provided to fulfill the finance
commitment [3].

In 2015, the global attention was oriented toward the sustainability and the need to
stress the fight against climate change. The role of finance to support climate change
has been stressed first with the 2030 Agenda on Sustainable Development Goals
(SDGs) [4] and then with the Paris Agreement signed at COP21 [5].

The 2030 Agenda, with its 17 goals and 169 targets, represents a comprehensive
and extensive road map for aligning not only developing countries but also developed
ones on the path of sustainable development [4], ensuring, simultaneously, human
well-being, economic prosperity, and environmental protection. This integrated
strategy called “5P” is aimed to promote well-being of the People (p.1); to preserve
our natural resources in this Planet (p.2); to eliminate the extreme poverty and to
assure Prosperity (p.3) for all, through promotion of Peace (p.4) based on human
rights, justice, and rule of law, and through the Partnership (p.5) across nations,
sectors, and communities [6, 7]. The 2030 Agenda, in its holistic nature, also
focuses on climate change through the SDG 13—Tuake urgent action to combat climate
change and its impacts. In particular, its SDG 13.a—“Implement the commitment
undertaken by developed country parties to the UNFCCC to a goal of mobilizing jointly
USD 100 billion annually by 2020 from all sources to address the needs of developing
countries in the context of meaningful mitigation actions and transparency on implementa-
tion and fully operationalize the Green Climate Fund through its capitalization as soon as
possible” reinforces the international commitment remarked also by the Paris
Agreement.

In fact, the Paris Agreement provides an ambitious opportunity to consolidate the
relationship between climate and development [8, 9], but also to stress the global
commitment to mobilize climate finance to support countries, especially LDCs (least
developed countries) and developing countries, a worldwide step in strengthening
SDG 13.a [8, 10].

To ensure information, transparency, and tracking of the climate finance, the
developed country Parties shall use the “UNFCCC biennial reporting guidelines for
developed country Parties” for the preparation of the finance reporting [11]. The
Biennial Reports (BR) show the progress in meeting their 2020 targets and their
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Figure 1.

Total climate finance contributions, in 2011—2019 as reported in biennial reports. Source: [13].

provision of financial, technology, and capacity building in supporting to developing
country Parties.

According to [12], the total public financial support reported by Annex II Parties
amounted to USD 45.4 billion in 2017 and USD 51.8 billion in 2018. In this context, as
reported by the Secretariat [13], total climate support reached an annual average of
USD 48,7 billion in 2017-2018 (fourth Biennial Report—BR4), which represents a
9.9% increase over the previous biennium 2015-2016 on a comparable basis.

Although the data for 2019-2020 are not yet available, it is known that the target
was not reached first because it was too ambitious and second because of the pan-
demic emergency linked to COVID-19, which distracted and restricted available
finance [14, 15].

Climate-specific financial support increased by 13% on a comparable basis, to an
annual average of USD 36.3 billion, mainly reported through bilateral, regional, and
other channels (USD 28.1 billion in 2017 and USD 31.8 billion in 2018, respectively) [12].

The data shown in Figure 1 are realized by the Secretariat on the base of Biennial
Report (BR) that collects the public finance data, even if the climate finance should be
referred to public, private, and alternative sources of financing. In particular, as
required by the Paris Agreement mobilizing climate finance should involve a wide
variety of sources.

The chapter aims to illustrate the evolution of the financial commitment of the
EUplus, considered as the entire EU with its 28 Member States, including the United
Kingdom, through the analysis of the fourth Biennial Report, which covers the period
2011-2018.

2. The role of European climate finance

Like the other Parties to the Convention, the EU Member States have committed
themselves to contribute to the fight against climate change not only by reducing their
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own emissions, but also by supporting developing countries with financial contribu-
tions. However, in addition to the commitment of the individual Member States, there
is also the contribution directly from the European budget.

The contributions to climate finance, communicated as referred to the Biennial
Report (Common Tabular Formats TRF), are classified into:

* core general: this refers to amounts intended to support multilateral institutions,
where, however, it is not possible to identify the specific climate allocation,
including contributions to the functioning of the institutions;

* climate-specific: refers to amounts earmarked for climate support, which may be
linked to adaptation, mitigation, or cross-cutting projects.

According to the relevant international organizations (OECD [16], IPCC [17]), the
definitions are:

* climate change mitigation is defined as an activity that contributes to the
objective of stabilization of greenhouse gas (GHG) concentrations in the
atmosphere at a level that would prevent dangerous anthropogenic interference
with the climate system by promoting efforts to reduce or limit GHG emissions
or to enhance GHG sequestration;

* climate change adaptation is defined as an activity that intends to reduce the
vulnerability of human or natural systems to the impacts of climate change and
climate-related risks, by maintaining or increasing adaptive capacity and
resilience.

As shown in Figure 2, the EUplus, as defined above, contribution to the function-
ing of the institutions (core general) has progressively decreased from just over 47%

30,00

25,00 24,08
21,89 ‘

USD, Billien

20,00

15,00 13,44

10,00 7.70 $-52

BR1(2011-2012) BR2(2013-2014) BR3 (2015-2016) BR4 (2017-2018)

= Core general ®m Climate specific

Figure 2.
EUplus total public contribution: core general vs. climate-specific. Source: elaboration on [18].
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in 2011-2012 (BR1) to 22% in 2017-2018 (BR4), in favor of a progressive growth of
the climate-specific contribution. In truth, if only the EU contribution was considered,
almost entirely was for climate, with the only exception is in the 2-year period 2015-
2016 (BR3), where, however, the core general was only 0.01%.

Looking at the types of climate action (Figure 3), investments are mainly oriented
toward mitigation, whose amount decreased from 58% in the first 2-year period to
41% in 2017-2018, followed by adaptation, whose amount has remained almost con-
stant over time (around 17-21%), while the relevance of investments classified as
cross-cutting increased from 16% in 2011-2012 to 24%.

Even if the contribution to climate finance could be realized by both multilateral
channel and bilateral channel, the amount of the bilateral channel is significantly more
relevant, as shown in Figure 4.

2.1 Contributions through bilateral channel

With an overall increase in climate-specific contributions of 179% between the 2-
year period 2011-2012 and 2017-2018, the percentage becomes more comparable in
the 2-year comparison 2015-2016 and 2017-2018 where the increase is 10%.

This is consistent with the allocation of contributions to climate-specific precisely
because since 2015 there has been a new and strong drive in the commitment to
combat climate change.

The BR analysis shows that EUplus appears to operate predominantly through
bilateral channels, which, after peaking at 91% in the 2015-2016, lost ground in the
following biennium, dropping to 76%.

In terms of support, bilateral contributions have gradually become more oriented
toward mitigation and adaptation. In fact, a comparison of the data reported in the
four biennial reports (Figure 5) shows a gradual increase in contributions with a clear
attribution of support (mitigation, adaptation, and cross-cutting) while the item
“other” becomes residual. At the same time, there is a reorientation of contributions
with a greater focus on adaptation than on mitigation.
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Climate-specific finance of EUplus: bilateral contribution by type of support. Source: Elaboration on [18].

Besides the observation that the focus on adaptation is growing, a detailed analysis
per Member States shows that there is a certain homogeneity of orientation, with
some exception among most Member States. For example, Denmark, Luxembourg,
the Netherlands, Sweden, and the United Kingdom have oriented their contribution
toward activities supporting both mitigation and adaptation. In contrast, countries
such as Belgium, Estonia, Finland, Ireland, and Spain have favored cross-cutting
actions (Table 1).
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Mitigation Adaptation Cross-cutting Other

EU l 23% t 41% 36% —

Austria l 72% t 13% t 14% —

Belgium 15% 56% t 29% —
) J

Czech Republic l 24% t 65% l 11%

Denmark 41% 22% 36% —
1 1 }

Estonia 13% 28% t 59% —
J }

Finland 28% 14% t 57% —
J l

France l 66% t 20% l 13% —

Germany 62% t 19% t 19% 1 0%

Greece 0% 0% 100% —

1 1 1

Hungary I 1% l 23% t 76% —

Ireland 1% 28% t 71% —
) }

Italy l 13% t 24% l 63% —

Latvia 0% 0% t 100% —

Luxemburg t 27% t 43% l 29% —

Malta 0% 100% l 0% —

Netherland t 17% t 52% l 31% —

Poland 1% t 98% 1% —
J L

Portugal l 46% t 54% l 0% —

Slovakia t 44% 53% 3% —

L 1 L 1

Spain 81% 8% 11% —
! } 1

Sweden 22% 45% 32% —
1 1 }

UK t 51% t 49% l 0% l 0%

Note: The breakdown for type of support is based on BR4 data, while the arrows show the trend respect to the BR3.
Source: elaboration on [18].

Table 1.
Climate-specific finance of EU and Member States: bilateral contribution by type of support.
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Figure 6.
Climate finance of EUplus: the evolution of type support from 2014 to 2018 in bilateral contribution (USD,
billion). Source: elaboration on [18].

The overall amount of bilateral public climate contribution in 2014 was around 12
BIL USD, mitigation aid accounted for 62%, while adaptation was around 16%. In
2018, the total amount increased at 19 BIL USD with mitigation at 48% and adaptation
and cross-cutting at 27% each (Figure 6).

2.2 Contributions through multilateral channel
The contribution through multilateral channel is composed of three items:

* contribution to multilateral climate change funds: the Global Environment
Facility; the Least Developed Countries Fund; the Special Climate Change Fund,;
Adaptation Fund, Green Climate Fund; UNFCCC Trust Fund for Supplementary
Activity, and Other multilateral climate change funds;

* contribution to multilateral financial institutions, including regional
development banks: mainly related to the six major Multilateral Development
Banks (MDBs)—World Bank, International Finance Corporation, African
Development Bank, Asian Development Bank, European Bank for
Reconstruction and Development, and Inter-American Development Bank;

* contribution to specialized United Nations bodies.

As shown in Figure 7, EUplus contribution to the multilateral channel grew almost
three times in the last 2 years compared with the previous 2-year period: 63% are
committed contributions and only 37% disbursed contributions. The most relevant
part is linked to the multilateral financial institutions, followed by the funds.

A detailed analysis by multilateral channel is given below.

2.2.1 Contribution to multilateral climate change funds

The contribution to multilateral climate change funds constitutes 23% of the con-
tributions under the multilateral channel, mainly provided in cross-cutting activities.
As reported in Figure 8, a comparison between 2015-2016 and 2017-2018 shows an
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Figure 8.
Climate finance of EUplus: climate change funds by type of support. Source: elaboration on [18].

increase in “cross-cutting” support, which has essentially replaced the “other” cate-
gory, followed by an increase in both “mitigation” and “adaptation” support.

Looking at the evolution of contributions to climate change funds in the last two
BR, Figure 9, there is a progressive growth of the Green Climate Fund, which
absorbed 68% of resources in 2017-2018, mainly used in cross-cutting activities (77%)
and mitigation (23%) (Table 2).

2.2.2 Contribution to multilateral financial institutions

The contribution to multilateral financial institutions, including regional develop-
ment banks, constitutes over 74% of the contributions under the multilateral channel,
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Figure 9.
Climate finance of EUplus: multilateral climate change funds (BR3 vs. BR4). Source: elaboration on [18].

Mitigation Adaptation Cross-cutting Other

Multilateral Climate Change Fund l 8% 1 18% t 74% 1 0%
Global Environment Facility l 29% — 1 71% —
Least Development Countries Fund — l 95% t 5% —
Special Climate Change Fund — l 0% — —
Adaptation Fund — 100% — —
Green Climate Fund — — 100% —

UNFCC Trust Fund for Supplementary Activity t 3% 1 0% t 97% —

Other multilateral climate change fund l 53% t 19% l 28% 1 0%

Note: The breakdown for type of support is based on BR4 data, while the arrows show the trend respect to the BR3.
Source: elaboration on [18].

Table 2.
Multilateral climate change fund: weight and contribution by type of support.

even for the multilateral financial institutions the support is earmarked to
“cross-cutting” activities (Figure 10).

Looking at the evolution of contributions to financial institutions in the last two
BR, there is a progressive decrease of World Bank allocation whose amount passed
from 43% to 11%, while the item “other” has increased by both the member fees paid
for participation in certain institutions and the participation in projects promoted by
regional development banks (e.g., EIB, Latin America Development Bank) or research
institutions (e.g., IRENA, IEA, OECD) (Table 3).
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Climate finance of EUplus: multilateral financial institution (BR3 vs. BR4). Source: elaboration on [18].

Mitigation Adaptation Cross- Other
cutting

Multilateral financial institutions l 2% t 4% l 94% t 0%
World Bank — l 0% t 100% —
International Finance Corporation l 4% — t 96% —
African Development Bank — — 100% —
Asian Development Bank — — 100% —
European Bank for Reconstruction and Development l 0% — t 100% —
Inter-American Development Bank l 0% — t 100% —

Other l 2% l 5% l 93% t 0%

Note: The breakdown for type of support is based on BR4 data, while the arrows show the trend respect to the BR3.
Source: elaboration on [18].

Table 3.
Multilateral financial institutions: weight and contribution by type of support.

2.2.3 Contribution to specialized United Nations bodies

Finally, in the third multilateral channel relates to the specialized United Nations
bodies, the prevailing type of support is “cross-cutting,” both because the contribu-
tions to the United Nations are collected on sustainability issues (e.g., UNICEF, FAO,
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Mitigation Adaptation Cross-cutting Other

Specialized United Nations bodies l 7% 1 26% t 67% —

UNDP—United Nations Development Programme l 1% t 15% t 84% —

UNEP—United Nations Environment Programme l 19% t 35% l 46% —

Other l 7% 1 26% t 67% —

Note: The breakdown for type of support is based on BR4 data, while the arrows show the trend respect to the BR3.
Source: elaboration on [18].

Table 4.
Multilateral financial institutions: weight and contribution by type of support.

IPCC, WMO), and because of the broad structure of the activities in which these
bodies operate (Table 4).

3. Conclusion

The analysis of Biennial Report data gives the possibility to get a picture of public
climate finance mobilized for climate actions from EUplus. Measuring and accounting
the financial flows allocated to the action against the climate change. This picture is
undoubtedly partial but, however, allows making the point on changing attention of
Member States and the EU to climate change.

The analysis of the Biennial Reports showed that since 2015, the push to tackle
climate change through financial support in developing countries has gained momen-
tum. The analysis also shows an increasing focus on adaptation-oriented actions,
which has thus surpassed contributions to mitigation, a sign of a shift in awareness of
the delay we are operating in.

While overall in EUplus mitigation used to absorb 57% of public climate finance, this
percentage has dropped to 41% in the last BR in favor of a lower increase in adaptation.

In overall terms, the boost from major international commitments in 2015 led to an
increase in EUplus contributions of +63% in 3BR compared with the previous pre-
Paris BR (BR2) and + 10% in BR4.

Looking at the type of contribution, the bilateral part constitutes the main item,
although in a detailed analysis by individual Member States, the breakdown may not
be confirmed.

However, these considerations on the allocation of contributions could be chal-
lenged by the BRS data covering the 2-year period 2019-2020. The new BR will not
only give an account of whether or not the global target has been reached, but will also
illustrate the impact that the COVID-19 pandemic and the subsequent health emer-
gency have caused both in terms of the volume of investments themselves and in
terms of the type of support.

The updated data will be available no later than December 31, 2022 [19],
together with the annual greenhouse gas inventory for year 2020 as the first biennial
transparency report (BTR1), or at the latest by December 31, 2024, if submitted as a
stand-alone report.

At that time we will know whether the promises have been kept or not.
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Role of Mobile Money and Digital
Payments in Financial Inclusion for
Sustainable Development Goals in

Africa
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Abstract

Financial inclusion has been presented in some global policy documents, for
instance, the Universal Financial Access 2020, to be a tool that can potentially reduce
socioeconomic deprivation around the world. Financial inclusion of economically
challenged households will enable them to accumulate human capital through,
for instance, education, consumption of healthcare services, medical insurance,
and other social determinants of health. This chapter describes the role of mobile
money and digital payments in financial inclusion for the realization of Sustainable
Development Goals in Africa. During the COVID-19 pandemic era, mobile money
and digital payments kept people connected by delivering vital financial support and
providing safe, socially distanced or no-contact ways to pay for food, electricity, and
other essentials of life. Financial inclusion is not a panacea to the problems of the eco-
nomically challenged families, despite the merits of both mobile money and digital
payments for financial inclusion. The economically challenged need a combination
of knowledge, skills, attitude, and habits to be able to break out of the poverty trap.
Besides other objectives, financial inclusion programs should seek to build appropri-
ate intellectual competencies, for example, financial literacy, problem-solving skills,
emotional intelligence as well as financial capability.

Keywords: mobile money, digital payments, financial inclusion, sustainable
development goals

1. Introduction

Alleviation of poverty and enhancing opportunities for inclusive economic growth
in part demands that the population is financially included to be able to participate in
the internet-based new economy. Financial inclusion enables households to undertake
transactions required for daily living as well as social protection [1]. Through financial
inclusion, economic agents, for example, households, enterprises, and the government,
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access financial products that improve their well-being and resilience to unforeseen
disruptions such as climate change and pandemics (e.g. COVID-19 and Ebola).

It is paradoxical that in a globalized world, more than one-third of its population
is excluded from the formal financial system. Nevertheless, evidence suggests that
appropriate financial services can help improve household welfare and promote small
enterprises. The traditional financial ecosystem is characterized by weaknesses that
financially exclude majority of the population. Although mobile money coupled
with digital payments can enable the financial inclusion of the financially excluded,
empirical evidence demonstrates that small-sized transactions in the conventional
setting are associated with high costs, which makes them unfeasible. Mobile money
technology in combination with digital payments can permit small-sized transac-
tions at a cost that is affordable by agents. Well-thought-out combinations of digital
payments and mobile money technology can potentially reduce the turn-around time
for bulky financial transactions [2]. Due to the aforementioned benefits, leaders in
low-income countries have embraced mobile money technology and digital payments
to overcome financial exclusion to facilitate inclusive economic growth.

Although none of the Sustainable Development Goals (SDGs) of the United
Nations Agenda 2030 is dedicated to finance and financial inclusion, this chapter
sought to answer the following questions. To what extent can mobile money technol-
ogy integrated with digital payments enable financial inclusion, which in turn can
lead to sustainable development goals? To what extent financial products on mobile
money technology and digital payments enhance social inclusion and thereby inclu-
sive-poverty reducing economic growth? What inhibitors stand in the way of mobile
money technology and digital payments in realizing financial inclusion to facilitate
inclusive economic growth?

This chapter describes how mobile money and digital payments enable financial
inclusion. The paper is organized into five sections and unfolds as follows. The next
section presents the conceptualization of financial inclusion while the third section
describes the relationship between mobile money and digital payments for financial
inclusion. Mobile money and digital payments as enablers for the realization of
Sustainable Development Goals (SDGs) is the subject matter of the forth section,
while the final section concludes.

2. Social inclusion and financial inclusion

Social inclusion has been examined by various scholars, including sociologists,
historians, economists, psychologists, and natural scientists. Sociology provides a
valuable orientation from which to consider social inclusion, because it illuminates
how social integration maintains and manages the ways in which people move about
and through their socially stratified worlds [3].

On the other hand, financial exclusion is a small but significant component of
social exclusion. The latter has been explained as having two broad components,
namely economic or structural exclusion (distributional dimension) and social-cul-
tural (relational dimension) [3]. Economic or structural exclusion (distributional
dimension) consists of material deprivation and inadequate access to government as
well as semi-government provisions (“social rights”). Here the term “Material depriva-
tion” is used to refer to deficiencies in relation to basic needs and material goods, “life-
style deprivation,” problematic debts, and payment arrears. The lack of access to public
services demonstrates itself in longer waiting times coupled with financial obstacles
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to socioeconomic services. The socioeconomic services include but are not limited to
banking services, credit, health services, household finance especially helping with
household debt acquisition and management; investment advisory services, business
development services, business incubation services as well as business mentoring.

Relatedly, the lack of social-cultural inclusion refers to inadequate integration both
socially and culturally. Inadequate integration socially connotes failure to participate
in the social functioning of a community (including the absence of social support
systems). On the other hand, the lack of integration from a cultural perspective
means failure to comply with a community’s institutions. These institutions represent
the rules that govern expected work ethics, social conduct, adherence to the social
security system, behaving in socially acceptable ways as well as full participation in
the functioning of one’s community.

By and large, social inclusion is the process through which all members of society
have equitable access to opportunities. Social inclusion policies and institutions seek
to promote meaningful participation in society’s development by all members by
eliminating the barriers that prevent them from full participation. Inhibitors that
affect the rate of social inclusion include but are not limited to: diverse interpretation
of social inclusion, lack of funds to finance social enterprises development, lack of
community enterprises, and a weak social inclusion model [4].

Similarly, financial inclusion is the ability of hitherto excluded individuals as well as
firms to access financial products that are appropriate for their needs at an affordable
cost. Individuals and firms who are financially excluded cannot smooth their incomes
and expenditures, cannot grow their businesses because they cannot access finance
that is outside of the firm, and are financially insecure due to failure to accumulate sav-
ings. Specifically, improved financial inclusion facilitates the integration of unbanked
individuals and firms into the financial ecosystem through the provision of diverse
financial services, investment advisory services as well as investment vehicles [5].

Well-functioning financial systems serve a vital purpose by offering savings,
payment, credit, and risk management services and thereby contribute to inclusive
economic development. Inclusive financial systems are those with a high share of
individuals, households as well as enterprises, which have an access to and use services
of a financial nature [6]. Financial systems that are well functioning enable firms
and individuals to access resources that in turn enable them to meet their needs of a
financial nature. These financial needs include but are not limited to the accumulation
of retirement savings, human capital accumulation through investment in education,
re-tooling and mentoring, insurance against catastrophic expenditures associated with
the consumption of medical services, taking advantage of available investment oppor-
tunities, and being able to cope with unexpected disruptions. The failure to use the
highlighted financial services, in part, leads to rising income inequality coupled with
economic growth, which is not inclusive and which leads to rising unemployment.

Social inclusion and financial inclusion are two major development policy agenda
in many countries. Financial inclusion is a crucial driver of economic development,
and many countries are implementing ambitious strategies to increase their popula-
tions’ use of financial services, especially digital financial services [7].

3. Mobile money and digital payments versus financial inclusion

Payments refer to the various ways to transfer money. Advances in payment
technology influence household choice of payment methods [8]. Consequently, it is
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instructive to review how switching between payment types affects financial inclu-
sion of households and ultimately, their welfare. On the one hand, mobile money
enables users of mobile phones to deposit, withdraw, and transfer money without
having a bank account. Mobile money services are provided by telecommunication
companies in conjunction with commercial banks through a network of licenses
agents. Mobile money services provide various services including but not limited

to making deposits into a virtual wallet, which can be used to make payments for
purchases, receipt of remittances, person-to-person payments, person-to-govern-
ment payments, making saving as well as borrowing. Mobile money is available to
individuals with bank accounts as well as those without bank accounts. The provision
of financial services to those without bank accounts has helped to financially include
individuals who previously lacked access to bank services in Africa. Conversely,
digital payments allow households to pay digitally instead of via traditional means
such as cash or cheque. They include the use of credit cards, credit cards, e-wallets,
and mobile phones.

The Digital Revolution, which started in the 1980s and is ongoing, refers to the
advancement of technology from analog electronic and mechanical devices to the
digital technology available today. The digital revolution has enabled more persons
and firms to access the internet, mobile phones as well as other digital services,
which are automated and are controlled by the customer of the service, for example,
as an "app" on a mobile phone or tablet PC. The interesting question from the
perspective of the global agenda is how the digital revolution can enable to attain-
ment of the sustainable development goals? One potential answer is digital financial
inclusion. Digital financial inclusion involves the deployment of the cost-saving
digital means to reach currently financially excluded and underserved populations
with a range of formal financial services suited to their needs that are responsibly
delivered at a cost affordable to customers and sustainable for providers. Inclusive
digital financial services include online accounts, mobile money services, electronic
payments, combinations of insurance and credit as well as FinTech applications
that reach individuals and firms, which were hitherto excluded. If digital financial
inclusion is provided through a well-regulated ecosystem, it has the potential to
enable economic growth and launch countries on to a trajectory to the realization of
sustainable development goals [9].

Digital finance and financial inclusion have several benefits to financial services
users, digital finance providers, governments, and the economy. The digital finance
issues presented by Ozili [10] are relevant for the ongoing debate and country-level
projects directed at greater financial inclusion via digital finance in developing and
emerging economies. Digital finance and financial inclusion have the potential to
work better for individuals, businesses as well as governments.

Although financial inclusion has a central role in efforts toward global economic
empowerment, financial inclusion has been deemed the soft side of financial services.
This is because it has received limited or no attention from regulatory, policy as well
as financial perspective. A major segment of world’s population that is economically
disadvantaged is either financially excluded or financially underserved [11]. Financial
inclusion helps low-income households to get access to basic financial services such
as savings, credit, and insurance, improving their financial self-control, thereby
promoting economic growth, which is crucial for the realization of development.
Therefore, financial services not only foster economic development but also reduce
poverty and income inequality. The lack of financial inclusion is a root cause of other
social ills in low-income regions of the world, for instance, intergenerational poverty,
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lack of food security as well as civil unrest. Financial exclusion is an integral part of
social exclusion. Therefore, the financially excluded individuals and firms are socially
dependent upon their social networks.

4. Status of mobile money and digital payments in Africa
4.1 Basic facts and the African experience

By allowing people to transact in small amounts, digital payments create new
opportunities based on micropayments that characterize the majority of the markets
where consumers in Africa operate. In these markets, it is common to find cash trans-
actions dominating the market system. The emergence of digital payments appears
to have simplified the transaction process under such markets especially given the
insecurity of carrying cash in one’s wallet that previously attracted the thieving
industry to blossom. One comes to the market simply with his/her mobile phone
and finds the mobile money agent right in the market for any money withdrawal for
market transactions. Financial inclusion in this case goes beyond mere ease of pay-
ments to improving financial lives of the populace in Africa. Well-off relatives in town
use the same process to send their poor relatives money to afford the basics of life and
to make such transactions possible from near their doorsteps. In fact, one can safely
argue that the mobile money establishment has a big role in poverty reduction in
Africa and hence would act as a gateway to achieving sustainable development goals.
Otherwise stated, the effect of mobile money technology extends beyond financial
inclusion to poverty reduction as well as risk management, but also consequently to
increased productivity.

Mbidde [12] investigated the connection between financial inclusion and the
extent of using mobile money services in Uganda. The findings reveal that apart from
making use of mobile money services for buying airtime, these electronic wallet ser-
vices improved financial inclusion whereby 70% of households used mobile money
services for cash withdrawals while 60% of households use mobile money services to
pay their bills. A positive change is apparent in terms of improved living standards.
Notwithstanding the existing challenges, for example, to a layperson who could
neither save money earned out of selling a bag of coffee nor communicate easily to a
relative in town to help financially in case of an emergency, the mobile money service
is a blessing. It should not be forgotten that many local farmers here and in many
parts of Africa, after the sale of a big harvest, could keep their money under the bed
or somewhere in the banana plantation in a polythene bag. The risks involved in such
a practice were enormous, leading to losses and deeper poverty. Financial inclusion,
risk management, and poverty reduction are therefore critical consequential out-
comes of mobile money services for an African previously ignored by the expensive
inaccessible banking services majorly situated in urban centers.

Therefore, it may not be farfetched to argue that for the case of Sub-Saharan
Africa, the potential of financial inclusion in aiding the attainment of the Sustainable
Development Goals is much alive. A similar view is reiterated by Kuada [13], who,
in reference to SDGs 1, 2, 5, and 8, notes in particular that financial inclusion has
the potential to accelerate the pace of enterprise development and job creation in
African countries and thereby contribute to economic growth and poverty allevia-
tion. Specifically suggested in maximizing the latter benefits are multifaceted policy
interventions and strategies, rather than an attempt to extend the outreach of existing
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financial institutions. The rationale behind these pragmatic solutions is that the cur-
rent services are fundamentally flawed in terms of appropriateness to the needs and
financial capabilities of the unbanked segments of the population especially in the
rural areas of Africa where the majority of the populace can be traced. It is therefore
recommended that a multipronged approach should include interventions that
strengthen the poorest individuals’ control over their experienced situations as well as
beliefs in their personal efficacy to take initiatives that will take them out of poverty.
Such endeavors would most likely produce long-lasting benefits of financial inclusion
to those that have for long been financially excluded involuntarily in Africa. Yet the
contribution of the latter to the region’s food basket is notably significant.

4.2 Effect of mobile money and digital payments in Africa

The potential of financial inclusion in aiding the attainment of the Sustainable
Development Goals in Sub-Saharan African countries has been discussed by vari-
ous scholars. For instance, Kuada [6] highlights the direct contributions of financial
inclusion to the attainment of SDGs 1, 2, 5, and 8. He notes that financial inclu-
sion will accelerate the pace of enterprise development and job creation in African
countries and thereby contribute to economic growth and poverty alleviation.
Additionally, some of the challenges that need to be rectified have been highlighted.
A multipronged approach relating to interventions and strategies is preferred rather
than one that seeks to scale up the outreach of existing players in the financial ecosys-
tem. This is because existing services are inappropriate with regard to financial ability
as well as needs of the segments of the population that lack access to banking services.
Therefore, the multipronged approach should include interventions that strengthen
the poorest individuals’ control over their experienced situations as well as beliefs in
their personal efficacy to take initiatives that will take them out of poverty.

There is also a growing body of empirical literature that documents the potential
development benefits of financial inclusion, especially from the use of digital finan-
cial services, including mobile money services, payment cards, and other financial
technology applications [14]. Mobile money services have been found to permit
individuals and firms to store value and transfer value or money by means of a mobile
phone. This has in turn aided improvements in people’s ability to earn income and
thereby reduce poverty. Access to mobile money services among women-headed
households in Kenya has been found to access increased savings by at least 20% and
reduced extreme poverty by 22%.

Fourth industrial revolution advances in technology have greatly changed the
digital payments’ ecosystem through among other things: the internet of things,
application programming interfaces, biometric technologies, digital identification,
cloud computing, and quick response codes. These technologies facilitate new access
modes and products [15]. The new products include but are not limited to central
bank digital currencies (CBDCs) and stablecoins. Central bank digital currency
(CBDC) is money that a central bank can produce. It is called digital (or electronic)
because it is not physical money like notes and coins. It is in the form of an amount
on a computer or similar device. On the hand, a stablecoin is a digital currency that is
pegged to a “stable” reserve asset like the US dollar or gold. Stablecoins are designed
to reduce volatility relative to unpegged cryptocurrencies like Bitcoin.

Smallholders with farms under two hectares produce between 70 and 80% of the
world's food. Agricultural digital financial services (agri DFS) powered by mobile
money can connect smallholder farmers to both local and international markets.
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Through digitized payments, agricultural digital financial services enable smallholder
farmers to receive payments from agribusinesses [16]. Vital transactional data as

well as digital footprints enable financial institutions to assess the creditworthiness

of smallholder farmers. Nevertheless, the extent to which agricultural value chains
are digitized is dependent on the effectiveness of the partnerships and collaboration
between cooperatives and agribusinesses on the one hand and mobile money provid-
ers as well as other agricultural digital financial services, on the other.

Several studies have been undertaken to estimate the effects of financial inclusion
on welfare in Sub-Saharan Africa. These include but are not limited to Ofori-Abebrese
et al. [15], who reveal that financial inclusion is low with approximately 88% of
sampled countries having a low financial inclusion index. Financial inclusion was
found to improve welfare by working through education and income. The positive
effect of financial inclusion on welfare has important implications for policy.

Mobile money and digital payments have proved vital during disruptions. When
the COVID-19 pandemic emerged, mobile money kept people connected through
the delivery of vital financial support as well as providing safe, contactless payment
methods for food, electricity, and other essentials of life. Mobile money is a crucial
component of daily routine for many people around the world. As at the end of 2021,
more US$ billion was transacted each day [17].

In Africa, independent bodies have recently established digital platforms to
facilitate the aforementioned transaction processes. For example, AfricaNenda, an
independent Africa-led coalition of dedicated payment experts, governments, and
the private sector launched a digital platform aimed at supporting poor households
and creating prosperity opportunities for the underserved population. The coalition
aims at accelerating the growth of inclusive payment systems geared toward benefit-
ing all Africans, including those who are economically challenged and are financially
excluded.

Digital payments systems have been found to enable the upscaling of government-
to-persons social assistance programs. This is because of their affordable cost
with regard to reaching persons in hard-to-reach remote locations. Ideally, a social
protection program operated through a digitized ecosystem seeking to promote the
economic empowerment of women should possess the following desirable attributes:
accountable, flexible, accessible, reliable, and secure. Although myriad merits are
associated with digitized government-to-persons systems, especially during disrup-
tions such as earthquakes and pandemics, the potential reach is dependent on the
available infrastructure to provide digital payments, digital financial services being
offered as well as their regulatory framework [15]. Digitized payments ecosystems
have reduced the exclusion of women through the provision of access to money in
close proximity to where they live and work besides enabling them to receive money
in various accounts. Morocco provides an example of a country where advanced
government-to-persons fast digital payments have enabled payments to reach those in
remote areas by relying on retail agent networks.

Whilst the year 2020 was a year of unexpected and sweeping change, the chal-
lenges and strategies were different, but the focus remains the same: an inclusive
digital future for all. At the global level, the live services stood at 310 decomposed as
follows: Sub-Saharan Africa (157); East Asia and Pacific (49); Europe and Central Asia
(9); Latin America and the Caribbean (30); Middle East and North Africa (29); and
South Asia (36). The number of registered accounts stood at 1.2 billion decomposed as
follows: Sub-Saharan Africa (548 million); East Asia and Pacific (243 million); Europe
and Central Asia (21 million); Latin America and the Caribbean (39 million); Middle

135



Globalization and Sustainability - Recent Advances, New Perspectives and Emerging Issues

East and North Africa (56 million); and South Asia (305 million). The number of
active accounts stood at 300 million decomposed as follows: Sub-Saharan Africa (159);
East Asia and Pacific (52 million); Europe and Central Asia (4 million); Latin America
and the Caribbean (16 million); Middle East and North Africa (3 million); and South
Asia (66 million). The transaction volume at the global level stood at 41.4 billion
decomposed as follows: Sub-Saharan Africa (274 billion); East Asia and Pacific (5.4
billion); Europe and Central Asia (234 million); Latin America and the Caribbean (701
million); Middle East and North Africa (146 million); and South Asia (7.5 billion). The
transaction value in US$ at the global level stood at 767 billion decomposed as follows:
Sub-Saharan Africa (490 billion); East Asia and Pacific (111 billion); Europe and
Central Asia (4.0 billion); Latin America and the Caribbean (19.8 billion); Middle East
and North Africa (10.5 billion); and South Asia (131 billion) [15].

The number of live services stood at 171 decomposed as follows: West Africa
(70); Southern Africa (14); North Africa (14); Central Africa (16); and East Africa
(57). Sub-Saharan Africa compared with other regions accounts for much of the
growth with respect to mobile money technology. The number of registered mobile
money users is more than half a billion. Forty-three percent of all new mobile money
accounts are in the region. The registered accounts stood at 562 million (representing
12% point increase) decomposed as follows: West Africa (198 million); Southern
Africa (11 million); North Africa (14 million); Central Africa (46 million); and East
Africa (293 million). The number of active accounts stood at 161 million (represent-
ing an 18% rise) decomposed as follows: West Africa (47 million); Southern Africa
(3 million); North Africa (1 million); Central Africa (16 million); and East Africa
(94 million). The transaction volume stood at 27.5 billion (representing a 15% rise)
decomposed as follows: West Africa (6.4 billion); Southern Africa (284 million);
North Africa (77 million); Central Africa (2.2 billion); and East Africa (18.6 billion).
Transaction value (US$) stood at 495 billion (representing a 23% rise) decomposed
as follows: West Africa (178 billion); Southern Africa (3.0 billion); North Africa (5.4
billion); Central Africa (35.7 billion); and East Africa (273 billion). Although absolute
growth was highest in West and East Africa, Southern Africa grew the fastest at 24%
year-on-year [18].

Coulibaly [15] attempted to understand the factors driving the adoption and the
use of mobile financial services in the West African Economic and Monetary Union
(WAEMU compared with East Africa. Probit and multinomial logit estimations are
undertaken using data drawn from the 2017 Global Financial Inclusion database.

The same set of determinants drive the adoption and use of mobile money in both
groups of countries. Compared with East Africa, the slow uptake of mobile money in
WAEMU countries is due to insufficient policies toward raising awareness to the ben-
efits of using mobile financial services. Government officials in WAEMU countries
are advised to boost the use of mobile money services by enhancing income levels,
introducing incentives to reward higher levels of education attainment.

In some cases, mobile money providers offer bulk payments besides providing
agricultural value chain payments to farmers. Overall, as at the end of 2020, 39% of
mobile money providers that offered bulk payments also provided agricultural value
chain payments to farmers. As at the end of 2021, 120 agricultural organizations
around the world used mobile money to digitize value chain payments [14]. Seventy-
five percent of these organizations are in Sub-Saharan Africa. Due to the ongoing
COVID-19 pandemic, there is growing urgency of financing needs of smallholder
farmers. Therefore, agribusinesses are using digital technology to improve their
operations to scale up the access of smallholder farmers to financial services. Besides
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the need for collaboration with specialized technology providers, for instance,
agritech and insurtech companies, there are opportunities for synergy between mobile
money providers and agribusinesses to grow their partnerships to serve farmers bet-
ter. In turn, this will enable them to develop specialized services for the agricultural
sector over and above digital payments. This will enable new uses ranging from digital
farm as well as farmer records to agricultural insurance, credit, and loan products.

5. Conclusion

Financial inclusion has been presented in some global policy documents, for
instance, the Universal Financial Access 2020, to be a tool that can potentially reduce
socioeconomic deprivation around the world. Financial inclusion of economically
challenged households will enable them to accumulate human capital through, for
instance, education, consumption of healthcare services, medical insurance, and
other social determinants of health.

Mobile money services in conjunction with digital payments have the potential
to improve the financial inclusion index across many countries in Sub-Saharan
Africa especially those in hard-to-reach remote locations. By improving the financial
inclusion of individuals and firms, mobile money services, and digital payments will
improve upon their social inclusion, thereby aiding the realization of the sustainable
development goals.

Financial technology’s benefits for financial inclusion need to address the associ-
ated risks [15]. Some of these risks include: (i) development of financial technology
requires increased coordination across borders and currencies. Effective coordination
among policymakers, regulators, central banks, and supervisors can avert regulatory
arbitrage as well as enhance effective supervision and oversight; (ii) there is need to
constantly keep abreast of innovations by authorities to mitigate potential regulatory
failure and challenges in the application of new business models; and (iii) develop-
ments in financial technology have indicated the challenges as well as opportunities
associated with extending the access of payment service providers to payments
infrastructures as well as the need to guard against cyber-attacks.

The mobile money industry has embraced disruption and built resilience over
the COVID-19 pandemic era. The solutions that emerged as well as the growth that
occurred despite the pandemic demonstrate evidence of the industry’s strong partner-
ships. These relationships enabled mobile money providers to move quickly, sustain
their operations, and contribute to more robust local economies and communities.

The ongoing COVID-19 pandemic catalyzed the realization of changes to the regu-
latory environment. For instance, the pandemic prompted the simplification as well
as streamlining of processes required to sign up for a mobile money account. There is
need for regulators as well as governments to constantly consult with industry players
in order to create a conducive environment that benefits the long-term sustainability
of the industry and benefits consumers [15]. It remains to be seen if the COVID-19
pandemic will affect the use of cash, consumer behavior as well as digitization. As
the global economy recovers, the mobile money ecosystem will change the modern
economics of mobile money.

While this chapter has focused on the mobile money and digital payments
dimension of financial inclusion, fintech firms have enabled the saving as well as the
borrowing dimension of financial inclusion. The latter could be an area for future
research.
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Chapter 9

The Innovation of Six-Dimensional
Pooling Risk Framework in
Universal Health Insurance
Coverage

Ashraf Mansour

Abstract

This study aims to transform the existing three-dimensional pooling risk frame-
work of the health insurance Bismarck model to finance health promotion, disease
prevention, treatment, and palliative health care services, and equity in low-density
population districts. A case study design was used to synthesize the health insurance
Bismarck model with sustainable development goals (SDGs) 1, 2, 3, 6, and 10, the
four types of preventions, universal health coverage (UHC) frameworks, the District
Division Administrative Disaggregation Data framework, and others theoretical
frameworks. The Precede-Proceed Planning Model was implemented to formulate
the six-dimensional pooling risk framework. The innovative cross-subsidization of
the framework was developed based on the rich subsidizing the poor, healthy people
subsidizing sick people, the young subsidizing the elderly, the healthy people subsi-
dizing for their health promotion, and disease prevention, and high-density popula-
tion districts subsidizing for equity in low-density population districts. In conclusion,
the innovative six-dimensional pooling risk framework of health insurance Bismarck
model functions to remobilize health care resources toward the four types of health
care services of UHC and equity in low-density population districts. The premium of
the model is demanded to transform based on probability of health and illness, and
equity in low-density population districts.

Keywords: glocalization, low-density-population districts, pooled funds,
sustainable development goals, universal health services coverage

1. Introduction

United Nations formulated transformational Sustainable Development Goals
(SDGs) vision to transform our world to be free of poverty and disease by 2030
[1], and WHO invented the UHC framework to be a glocalization model to achieve
health-related SDGs [2]. The existing outcomes of health-related SDGs in World
Health Statistics showed that life expectancy at birth improved 5.5 years globally
from 66.5 to 72.0 years between 2000 and 2016 [3]. Life expectancy was 62.7 years in
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low-income countries and 80.8 years in high-income countries, so it was 18.1 years low
in low-income countries in 2016 [3]. Life expectancy progress in low-income countries
between 2000 and 2016 was 21%, compared with 8% globally and 4% in high- income
countries [3]. Premature deaths in low-income countries were caused by lower respira-
tory infections, diarrhea diseases, acquired immunodeficiency syndrome (AIDS),
malaria, and preterm birth complications [3]. The top three causes of premature death
in other countries occurred due to ischemic heart disease, lung cancer, and suicides [3].

Globally in 2015 [4], the figure of maternal deaths was 216 per 100,000 live births.
This means the complications of pregnancy and childbirth killed almost 830 women
every single day [4]. Poor women in remote areas suffer lack of adequate health
care [4]. However, these deaths happened in low-resource settings [4] and could be
prevented. The two-thirds of global maternal deaths happened generally in the WHO
African Region [4]. The possibility of a 15-year-old girl in the region ultimately dying
from a maternal reason remained as high as 1 in 37 compared with 1 in 3400 in the
WHO European Region [4]. The maternal deaths occur mainly due to hemorrhage,
hypertension during pregnancy, infections, and indirect causes and interaction
between preexisting medical conditions and pregnancy [4].

The reduction of the global under-five mortality rate has been reduced from 93 per
1000 live births in 1990 to 41 per 1000 live births in 2016 [5]. Nevertheless in 2016,
15,000 children died before reaching their fifth birthday [5]. In 2016, the majority of
2.6 million newborn deaths occurred in the first week of life [5]. Three-quarters of all
neonatal deaths occurred due to prematurity, intrapartum-associated events such as
birth asphyxia and birth trauma, and neonatal sepsis [5]. In 2016, the leading causes
of death in children aged 1-59 months were acute respiratory infections, diarrhea,
and malaria. Older children (aged 5-14 years) died from preventable causes [5].

The causes of death in children under-5 years of age in 2016 were “prematurity, acute
respiratory infections, birth asphyxia and birth trauma, tetanus, HIV/AIDS, measles,
meningitis/encephalitis, other noncommunicable diseases, malaria, injuries, neonatal
sepsis, diarrhea, congenital anomalies, other communicable, perinatal and nutritional
conditions” [5]. In 2017, three-quarters (22%) of 151 million stunted (too short for
their age) children under the age of 5 live in the WHO South-East Asia Region or WHO
African Region [5]. High levels of stunting associated with childhood morbidity and
mortality risks, learning capacity, and NCDs later in life have a negative impact on
the development of countries [5]. In 2017, the overweight (too heavy for their height)
children under the age of 5 were 38 million (5.6%), and the wasted (too light for their
height) were 51 million (7.5%) [5].

In 2016, noncommunicable diseases caused 41 million deaths, which were 71% of
all deaths worldwide [3]. Most of those deaths occurred from cardiovascular diseases,
cancer, chronic respiratory diseases, and diabetes mellitus [3]. The risk factors of
noncommunicable diseases include unhealthy diets, insufficient physical activity,
raised blood pressure, tobacco use, harmful use of alcohol, obesity, overweight
among children, and air pollution [3].

The desired outcomes of health-related SDGs were identified for designing the
functions of the universal health insurance coverage. United Nations formulated
SDGs 1, 2, 3, 6, and 10 to transform our world to be free of poverty and diseases by
2030 [1]. The SDGs 1, 2, 3, 6, and 10 consist of ending poverty in all its forms every-
where, generating healthy lives and promoting well-being for all at all ages, ending
hunger, achieving food security, improving nutrition, and promoting sustainable
agriculture, ensuring availability and sustainable management of water and sanita-
tion for all, and reducing inequality within and among countries [1, 6].
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SDG’s targets are to reduce global maternal mortality, end preventable deaths of
newborns and children under-5 years of age, to end the epidemics of communicable
diseases through the three levels of prevention, to reduce premature mortality from
communicable and noncommunicable diseases through health promotion and three
levels of prevention promote mental health and well-being, strengthen health promo-
tion and treatment of substance abuse (including narcotic drug abuse and harmful
use of alcohol), reduce global deaths and injuries from road traffic accidents, ensure
universal access to sexual and reproductive healthcare services (including family
planning, information and education, and the integration of reproductive health into
national strategies and programs), achieve universal health coverage (UHC), includ-
ing financial risk protection, access to quality essential healthcare services and access
to safe, effective, affordable and quality essential medicines and vaccines for all,
reduce the number of deaths and illnesses from hazardous chemicals and air, water,
and soil pollution and contamination, strengthen the implementation of the World
Health Organization Framework Convention on Tobacco Control in all countries (as
appropriate), ensure equal opportunity and reduce inequalities of outcome, achieve
substantial coverage of the poor and vulnerable by implementing national appropri-
ate social protection systems [1, 6].

The strategic health goals are to reduce inequality within and among countries
through equal opportunity by reducing outcome inequalities [1, 6], to achieve healthy
lives and promote well-being for all at all ages through health promotion and the
higher levels of disease prevention, and to end poverty in all its forms everywhere
through universal health insurance coverage [1, 6].

The UHC framework was introduced to ensure everyone has equity in accessibility
to promotion, prevention, treatment, and rehabilitation healthcare services, without
suffering financial hardship by paying for them [2, 7, 8]. The UHC framework is
built around three-dimension components [8]. The components contain universal
healthcare services coverage, universal financial risk protection and population
coverage with a proportion of the costs covered (Figure1) [2, 7, 8]. The elements are
considered in UHC such as the population covered, the services package, cost sharing
for pooling, cost payment for services, and the cost pay by pooling [2, 7, 8].

The six functions of the universal health insurance coverage-Bismarck Model
were formulated based on SDG 1,2,3,6 and 10 targets. The overarching goal of these
functions transforms the determinants of health-related SDGs to produce healthier
populations by 2030. Firstly, they protect an insured population from financial risk
to reduce out of pocket eradication of poverty in all its forms everywhere. Secondly,
they promote health to ensure healthy lives and promote well-being for all at all
ages. Thirdly, they prevent diseases to end the epidemics of communicable diseases
through the three levels of disease prevention. Fourthly, they finance leaving no
district behind universal healthcare services coverage. Fifthly, they finance health
promotion, disease prevention, treatment, and palliative services, to transform
ecological social determinants of health, to decrease morbidity and mortality rate
of communicable diseases and noncommunicable diseases. Finally, they function to
ensure equity in access to four types of healthcare services, for leaving no one behind.
The Bismarckian model is a sickness fund approach and a state social insurance based
on prepayment by employees and their employers [9].

The functional problems of the universal health insurance coverage-Bismarck
Model program originated from the lack of health promotion, disease prevention, and
reduction of health inequity funds. Those problems make the program ineffective in
reducing the morbidity and mortality rate of communicable and noncommunicable
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Three dimensions to consider when moving toward universal coverage. Source: the world health report: health
systems financing: the path to universal coverage. 2010.

diseases and inequity in healthcare service accessibility. This study aims to trans-
form the three-dimension pooling risk framework of the universal health insurance
coverage-Bismarck Model to finance healthy lives and equity in healthcare services
accessibility.

2. Methods

A case study design was used to synthesize health insurance-Bismarck model
with Sustainable Development Goals (SDGs) 1,2,3,6 and 10, UHC frameworks, the
four types of preventions, the district division administrative disaggregation data
framework, the district health system, and social determinants of health, to innovate
the six-dimension pooling risk framework. In addition, the Precede-Proceed Planning
Model was applied to formulate the six-dimension pooling risk framework.

2.1 The precede-proceed planning model

The Precede-Proceed Planning Model embodies assessment, planning, imple-
mentation, and evaluation interventions [10]. The Precede part includes phases that
are the social assessment, epidemiological assessment, educational and ecological
assessment, administrative and policy assessment, and intervention alignment [10].
The Proceed part consists of implementation, process evaluation, impact evaluation,
and outcome evaluation [10]. The social assessment aims to identify the quality-of-life
issues and to formulate the quality-of-life goals of a community [10]. Then, epide-
miological assessment comprises epidemiological, behavioral, and environmental
assessment [10]. Epidemiological assessment seeks to create measurable objectives
related to the health quality of life outcomes. Behavioral assessment plans to trans-
form behaviors that influence the health outcomes to sub-objectives. Environmental
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assessment plans to transform physical, social, culture, political, and family environ-
ments that influence the health outcomes to sub-objectives [10]. Next, educational
and ecological assessments plan to figure out hypothesized mediators of the behaviors
identified [10]. They are classified to predisposing factors, reinforcing factors, and
enabling factors, and they seek to develop sub-objectives [10]. After that, administra-
tive and policy assessment and intervention alignment seek to evaluate the capacity
and resources available to implement programs and transform policies based on the
assessed needs [10].

2.2 The types of prevention

The types of prevention are categorized to health promotion, primary, secondary,
and tertiary prevention [11]. Health promotion “enables people to increase control
over their own health. It covers a wide range of social and environmental interven-
tions that are designed to benefit and protect individual people’s health and quality
of life by addressing and preventing the root causes of ill health, not just focusing on
treatment and cure [12]” Primary prevention is to prevent disease and injury from
occurring in the individual and the community [11]. Secondary prevention is to make
early diagnosis and promote treatment of a disease or injury stopping the progress or
shortening the duration and preventing the complications from the present disease
process [11]. Tertiary prevention aims to prevent the severity and the complications of
the disease [11].

2.3 The district health system

The UHC framework of Thailand depends on the district health system to accom-
plish equity to access healthcare services [13]. It has been developed throughout
the nation. A district hospital services a population of about 50,000 people, and
it consists of 30-120 beds and 100-300 staff. Its staff comprises general doctors,
nurses, dentists, pharmacists, and other professionals [13]. The district health system
is covered by 1015 subdistrict health centers [13]. The UHC framework of Thailand
reforms strengthened primary care throughout, providing local primary care net-
works greater management of financial resources, and being “close to the home, close
to the heart” community facilities [14]. The Thai framework integrates medical and
public healthcare services, so the system provides health promotion, disease preven-
tion, and treatment healthcare services [14]. The UHC framework in 2001, “the
district health networks received capitation-based funding for their population that
covered services provided within the network and also the costs of referral to second-
ary care” [14]. Therefore, the local managers are empowered [14]. Health and social
services are integrated in Thai district health system to encourage participation of all
sectors to cooperate to enhance their local people’s quality of life [15].

2.4 The district division administrative disaggregation data framework

The District Division Administrative Disaggregation of Data (DDADD) framework
figured out the effect of the density of the insured population in the catchment area
distribution of healthcare centers to detect districts left behind [16] (Figure2). It
determined the effect the density of the insured population had on the catchment areas
cost of healthcare services (Figure 2) [16]. It found out the effect of the catchment

145



Globalization and Sustainability - Recent Advances, New Perspectives and Emerging Issues

gt (District without a health care center)
N . Density of insured population
BPisirick RERCTBoc TRt el CaneEn e *— aﬂ':ct? the dtsmbmmf o}z‘ health
care centers
Subdistrict ) h cubdistrict has 2 health care ceater)
Neighborhoods Catchment area of a health care
e —— center affects its accessibility to the
(Each group of neighborhoods insured population
has a health care center)
b A ARE AL

Access of the insured population
a—p  affects the utilization of health care
services

A Health Care Center

Figure 2.
The district division administrative catchment area disaggregation of data framework. Source: district division
administrative disaggregation data framework.

areas distribution of healthcare centers on income-insured accessibility, to identify who
is left behind (Figure 2) [16]. It discovered the effect of income-insured catchment

area accessibility on the income-insured utilization of healthcare services to identify
who was left behind [16]. The DDADD framework identified the insured poor were
protected by the equitable distribution of healthcare services in high-density insured
population districts [16]. However, the insured poor were left behind by the inequitable
distribution in low-density insured population districts [16]. It found out the majority
of the population living in low-density population districts were insured poor, and these
districts lacked healthcare facilities with high cost of healthcare services [16]. It con-
cluded that low-density-population districts determine health equity outcomes.

The DDADD suggests a premium equation of health insurance scheme that
requires transformation based on equity and the probability of illness [16]. This trans-
formation functions to mobilize healthcare resources toward low-density-population
districts. Thus, subsidization is needed from the insured population living in high-
density-population districts, to those who live in low-density-population districts.

2.5 The existing three-dimension pooling risk framework

The Bismarckian model is a sickness fund approach, and it is state social insurance
based on prepayment by workers and their employers [9]. The insured worker utilizes
the healthcare services and the state social insurance provides payment to healthcare
providers such as physicians, hospitals, or other providers [9]. The framework is orga-
nized by prepayment that means participants pay before they are ill, then they depend
on the pooled funds from the health insurance scheme when they fall sick [17]. In many
health financing systems, prepayment is combined with cost sharing from participants
to service providers, and cost sharing is the direct payment [17]. The cost sharing means
that the health insurance scheme does not cover all healthcare services costs and the
insured person still has to pay a percentage of his or her costs out of pocket [17].

The three-dimension pooling risk framework of the health insurance-Bismarck
model aims to accumulate and to manage the financial resources, ensuring that the
financial payment risk for health care is carried by all participants of the pool and
not by the individuals who become sick [17]. The prepayment is formulated by a large
number of people, with pooling of funds to cover everyone’s healthcare costs [17].
The framework spreads the financial risk related with the need to use health services
[17, 18]. The existing cross-subsidization of the framework composes of the rich
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subsidizing the poor [19, 20], the healthy subsidizing the sick [19, 20], and the young
subsidizing the elderly [17, 20]. Evidence shows the good-quality design and imple-
mentation of a subsidization framework have contributed to financial protection,
decreasing inequities in access to healthcare services among different income groups,
and utilization improvement for the subsidized [21].

The equitable financial mechanism collects the contributions of the health
insurance-Bismarck model based on progression, which means higher-income people
pay progressively higher proportions of their revenue [22]. In low- and middle-income
countries, health insurance is a sustainable healthcare financing model for offering
financial risk protection for the majority of the population [23]. In Germany, Statutory
Health Insurance has been compulsory for all citizens and the premium for permanent
residents is a uniform contribution of 15.5% of their revenue with 118 sickness funds
in 2009 and 85 percentage of the population are covered by Statutory Health Insurance
[9]. In Nigeria, the contributions to the health insurance are calculated from 15% of the
employee’s basic salary, and they are divided between the employee contributing 5% and
employers contributing 10% [24]. As the result, the three-dimension pooling risk frame-
work operates to provide all of the insured population with access to needed healthcare
treatment services and to protect them from out-of-pocket spending on health.

3. The formulation of the six-dimension pooling risk framework

In this study, the existing three-dimension pooling risk framework was trans-
formed to the six-dimension pooling risk framework, through the synthesis of
three-dimension pooling risk framework of the health insurance scheme-Bismarck
Model, with the functions of universal health insurance coverage program based on
SDG 1,2,3,6, and10, the four levels of prevention, the district health system, and the
district division administrative disaggregation data framework.

The innovative cross-subsidization of the six-dimension pooling risk framework is
composed of the rich subsidizing the poor, healthy people subsidizing sick people, the
young subsidizing the elderly, the healthy people subsidizing for their health promo-
tion, and disease prevention, and high-density-population district residence subsidiz-
ing for health equity in low-density-population districts residence (Figure 3). The
innovative cross-subsidization functions to subsidize for an insured person, to finance
the four types of healthcare services, and to finance healthcare services in low-density-
population districts (Figure 3). Those functions address the determinant factors of
health-related SDG targets, which are out of pocket, communicable diseases, noncom-
municable diseases, and health inequity in low-density-population districts (Figure 3).
Those functions interact with the determinant factors of health-related SDG targets
financial risk protection (Figure 3).

The subsidization interacts with out of pocket schemes to offer financial risk
protection for eradicating poverty in all its forms everywhere (Figure 3). Health
promotion and disease prevention services transform behavioral factors, environ-
mental factors, and epidemiological factors to reduce the morbidity and mortality
rate of noncommunicable and communicable diseases (Figure 3). The reduction of
morbidity and mortality rate creates healthy lives and promotes well-being for all at
all ages (Figure 3). The six-dimension pooling risk framework finances healthcare
services in low-density-population districts that aims to achieve health equity in low-
density-population districts and to decrease inequality within and among districts of
a country (Figure 3).
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Figure 3.
The six-dimension pooling risk framework.

This study implies the guideline structure on how to implement the six-dimension
pooling risk framework on a health insurance scheme. It recommends the premium
equation of health insurance-Bismarck model is essential to restructure based on
equity and probability of health and illness, for applying the six-dimension pooling
risk framework in a health insurance scheme, to generate funds for financing the four
types of healthcare services and leaving no low-density-populations districts behind.
Furthermore, the guideline structure forms the premium of the framework to be
between a government, employers, and employees. The framework has significant
impact on economic growth, so the guidelines recommend the government to allocate
resources from taxes to finance leaving no low-density-populations districts behind
SDG1,2,3,6 and 10. The guidelines imply the employers need to contribute to the
premium for financing community-related health promotion and disease prevention
programs because the framework influences productivity. Furthermore, the framework
functions to improve the quality of life of the insured population, so it is proposed the
employees to contribute to the premium for financing personal-related health promo-
tion and disease prevention programs. The package of benefits will be designated based
on community and individual needs and the health-related SDGs targets. The package
of benefits will address the social and microbiological determinants of health and
inequity in low-density-population districts. The health insurance scheme pays provid-
ers of health promotion and disease prevention services at the community, healthcare
facilities, educational institutions, and others. In contract, the providers provide health
promotion and disease prevention services to the community and the individual. Future
studies are needed to transform the guideline structure formula for the premium of
the framework and to formulate health promotion and disease prevention services at
all levels based on the WHO, the existing theoretical frameworks, and national frame-
works for accelerating the progress on the health-related SDGs targets.

4, Discussion

This research compared the capability of the innovative six-dimension pool-
ing risk framework of the health insurance-Bismarck model with the existing
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three-dimension pooling risk framework, in financing the theoretical frameworks for
transforming the determinant factors of health-related SDGs.

The world’s leading causes of death are premature deaths from noncommunicable
diseases, which continue to decline [25]. The progress has slowed in current years, so
urgent and targeted programs will be required for key risk factors of noncommuni-
cable diseases, which include tobacco use and alcohol consumption, hypertension,
obesity, and physical inactivity [25]. Millions of people die from communicable
diseases each year even though the number of deaths has declined [25]. The deaths
from communicable diseases occur in lower-resource settings where many individuals
cannot access quality healthcare services [25]. We must continue to concentrate on the
equitable distribution of healthcare services and provide access to quality, affordable,
and effective programs in all countries and for all populations, for closing these gaps
and meeting SDGs [25].

Global action plans for the prevention and control of noncommunicable diseases
2013-2020 proposed a vision, goals, voluntary global targets, and objectives [26]. The
vision of Global action plan is “A world free of the avoidable burden of noncommunica-
ble diseases” and its goal is “To reduce the preventable and avoidable burden of morbid-
ity, mortality and disability due to noncommunicable diseases by means of multisectoral
collaboration and cooperation at national, regional and global levels, so that populations
reach the highest attainable standards of health and productivity at every age and those
diseases are no longer a barrier to well-being or socio-economic development™ [26].

The WHO and partners approached the strategic framework for ending prevent-
able maternal mortality (EPMM) [27]. The EPMM framework composed of SDG tar-
get 3.1: reduced global MMR to less than 70 per 100,000 live births by 2030 and five
strategic objectives [27]. The five strategic objectives for EPMM include 1: To address
inequities in access to quality of sexual, reproductive, maternal, and newborn health
care, 2: To ensure universal health coverage for comprehensive sexual, reproductive,
maternal, and newborn health care, 3: To address all causes of maternal mortality,
reproductive, and maternal morbidities and related disabilities, 4: To strengthen
health systems to respond to the needs and priorities of women and girls, 5: To ensure
accountability to improve quality of care and equity [27].

The WHO African Region articulated the framework for provision of essential
health services through strengthened district/local health systems to support UHC in
the context of the SDGs [28]. The framework demonstrated the situation of univer-
sal healthcare services in the region, and the findings showed universal healthcare
service coverage was 48%, universal essential healthcare service coverage was 36%,
the accessibility of the population was 32%, and universal financial risk protection
coverage was 34% [28]. The framework predicts that by 2030, 80% of the population
will have access to essential healthcare services in 80% of Member States, and 80%
of districts will have universal healthcare facility-community coverage in 80% of
Member States [28].

The six-dimension pooling risk framework addresses communicable and noncom-
municable diseases and inequity in low-density-population districts as determining
factors of health-related SDGs for accelerating the progress. Therefore, the frame-
work reallocates healthcare resources for communicable and noncommunicable
disease healthcare services, equity in low-density-population districts, the strategic
framework for ending preventable maternal mortality, global action plan for the
prevention and control of noncommunicable diseases, the framework for provi-
sion of essential health services through strengthened district/local health systems
of the WHO African Region. In contrast, the existing three-dimension pooling

149



Globalization and Sustainability - Recent Advances, New Perspectives and Emerging Issues

risk framework is sickness fund approach, so it is not able to remobilize healthcare
resources for those frameworks.

5. Limitations

This research did not explore the impact of financing health promotion and
disease prevention healthcare services on control and reduction of treatment health-
care services expenditure. In addition, this research did not figure out the impact of
mobilization of healthcare resources toward low-density-populations districts on
finance risk protection of poor. Future studies are needed to formulate the premium
of the health insurance-Bismarck model according to probability of health and illness
and equity in low-density-populations districts for implementing the framework.
Finally, how to finance personal health and population health programs requires more
cooperation studies between multidisciplinary public health organizations.

6. Conclusion

The functions of the universal health insurance coverage-Bismarck Model were
formulated according to SDG 1, 2,3,6 and 10 targets after the desired outcomes of
health-related SDGs and the UHC framework were synthesized. Those functions
were designed to protect insured populations from financial risk, and to finance
health promotion, disease prevention, treatment, and palliative health care services,
and equity in low-density-population districts. The existing three-dimension pooling
risk framework of the health insurance scheme-Bismarck Model was transformed to
the six-dimension pooling risk framework, based on the functions of the universal
health insurance coverage-Bismarck Model. The existing cross-subsidization of the
three-dimension pooling risk framework is built on the rich subsidizing the poor,
healthy people subsidizing sick people, and the young subsidizing the elderly. In
contrast, the innovative cross-subsidization of the six-dimension pooling risk frame-
work was created based on the rich subsidizing the poor, healthy people subsidizing
sick people, the young subsidizing the elderly, the healthy people subsidizing for their
own health promotion, and disease prevention, and high-density-population district
subsidizing for equity in low-density-population districts. The innovative cross-
subsidization of the six-dimension pooling risk framework shifts the health insurance
from disease funding to human capital investment, to remobilize healthcare resources
toward WHO frameworks, theoretical UHC frameworks, and national frameworks
for accelerating the progress on the health-related SDGs, particularly in low-income
countries, the world’s least developed countries, and the Member States in the WHO
African Region. The premium equation of health insurance-Bismarck model is
required to restructure based on probability of health and illness, and equity in low-
density-population districts, for implementing the framework in health insurance
schemes.
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