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1.  CENTRALIZED, DECENTRALIZED AND  

 COLLABORATIVE PARTICIPATORY PUBLIC 

  PROCUREMENT: QUO VADIS 
 

David Fourie 

School of Public Management and Administration 

University of Pretoria 

 

 
ABSTRACT 

 
 The Auditor-General South Africa, in the consolidated general report on national and 

provincial audit outcomes 2014/15, identified supply chain management as a key risk requir-

ing attention and the largest contributor to irregular expenditure amounting to R25.7 billion 
from a national budget of R1.15 trillion. Procurement is a critical component of the govern-

ment machinery to deliver public services. Government is under pressure to do more with less. 

Good procurement, that is properly planned and effectively executed, can achieve savings, 

reduce costs and improve value for money thereby maximizing the benefits of limited public 

funds and contributing to the management of the revenue shortfalls and budget cuts. The sta-

tus quo of public procurement in South Africa is currently under pressure and it evident that 

current legislative and regulatory environment must be revised to enable different approaches 

of procurement either centralized or decentralized with associated advantages and disad-

vantages. 

 
Key words: public procurement, government spending, inefficiency, non-compliance, legal 

framework, procurement performance 

 

JEL Classification: H57 

 
1. INTRODUCTION 

 

 “Supply chain management (SCM) is one of the key mechanisms enabling 

government to implement policy. Traditionally, SCM has been misunderstood 

and undervalued. Its strategic importance has not been recognized, and it has 

been under-capacitated” (National Treasury 2005). The World Bank (2009) 

stated that the “lack of procurement managerial and technical capacity have 

deprived countries of the benefits of good procurement”. Typically, a govern-

ment is the biggest spender of goods and services in a country. Thus, pro-

curement is a critical component of the government machinery to deliver pub-

lic services. Part of this service delivery includes creating value by using pub-

lic procurement as a vehicle for achieving wider policy objectives such as so-

cial, economic and environmental goals aimed at reducing the triple challenge 

of inequality, poverty and unemployment (Scottish Government 2013; World 

Bank 2016). Public procurement must be designed to achieve value in return 

for the expenditure of public funds economically and efficiently, fostering par-
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ticipation, promoting competition and integrity, and achieving transparency 

(UNCITRAL 2014). 

 

 Government’s current approach to procurement is rule-driven and bureau-

cratic, thus creating a culture of following a system of over-compliance. The 

aftermath of the global financial crisis and political instability in South Africa 

are weighing heavily on the economic growth trajectory and the South African 

Auditor-General South in a consolidated general report on national and pro-

vincial audit outcomes 2014/15 identified supply chain management as a key 

risk requiring attention and the largest contributor to irregular expenditure 

amounting to R25.7 billion (AGSA 2015).  

 

 The above therefore provides an impetus for change as government is un-

der incredible pressure to do more with less. Therefore, good procurement, 

that is properly planned and effectively executed, can achieve savings, reduce 

costs and improve value for money thereby maximizing the benefits of limited 

public funds and contributing to the management of the revenue shortfalls and 

budget cuts.  

 

 To achieve efficiency and effectiveness within procuring entities consid-

eration should be given to the design of a procurement system and the models 

of engagement. Delivering of services to the citizens within a system that en-

sures value for money, fairness, transparency and equity should be the goal. 

The following question arises: Is government taking advantage of its buying 

power and opportunities for collaboration amongst divisions, departments, 

provinces, sectors and spheres of government? How is government managing 

its supply risks? How is government leveraging its spending to impact on its 

policy objectives and goals in an informed and coordinated way? Past pro-

curement reforms were motivated as an attempt to merge the two sides of 

South Africa’s ‘dual economy’, procurement being utilized as a lever to help 

include previously disadvantaged business-owners in the mainstream econo-

my. 

 

 The purpose of this paper is to argue whether public procurement should 

be centralized or decentralized to achieve the stated policy objectives. The 

method of investigation for this paper is a qualitative analysis of investigating 

the current legislative environment which procuring entities operate within, 

the current status quo of public procurement, and issues and international 

trends to be considered. Three procurement models and their respective ad-

vantages and disadvantages with respect to decentralized or centralized pro-

curement will be evaluated. Key enablers are described that impact on pro-

curement performance and that characterize high performing procurement or-

ganizations (best-in-class). Finally, recommendations pertaining to the future 

of public procurement in South Africa will be proposed. 
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2. CONTEXTUALISATION OF THE LEGISLATIVE ENVIRONMENT 

 

 Public procurement in South Africa, like other countries, is experiencing 

on-going legislative and regulatory reforms as government continues to rede-

fine the position, model, approach and rules governing public procurement 

activity. This can be construed as necessary for government to leverage the 

greatest possible benefits from procurement for its citizens. Prior to 1994 

South Africa operated in a highly-centralized procurement system with vari-

ous state tender boards responsible to procure goods, services and works on 

behalf of departments, municipalities and state-owned enterprises (PARI 

2014). The Constitution (RSA, 1996) provides the supreme law of the Repub-

lic to heal the divisions of the past and to establish a society based on demo-

cratic values, social justice and human rights. The Constitution devolves fiscal 

responsibility and assigns expenditure responsibility and related functions to 

the sub-national governments (World Bank 2016). The Constitution enables 

procurement to be utilized as an instrument to address past discriminatory pol-

icies and practices. The acquisition of goods and services has broader social, 

economic, environmental, technological and political implications. Govern-

ments should utilize procurement to advance these secondary policy objectives 

(Bolton 2006) and therefore public procurement should be recognized as a 

powerful tool to support the achievement of the constitutional principles and 

goals, and government’s policy objectives. 

 

 Section 217(1) of the Constitution deals with the constitutional require-

ments of public procurement and states that, “When an organ of state in the 

national, provincial or local sphere of government, or any other institution 

identified in national legislation, contracts for goods or services, it must do so 

in accordance with a system which is fair, equitable, transparent, competitive 

and cost-effective.” This implies that every “organ of state” has the responsi-

bility to “contract for goods and services”. Section 217(2) enables organs of 

state to implement procurement policies that provide for: categories of prefer-

ence in the allocation of contracts and the protection or advancement of per-

sons, or categories of persons, disadvantaged by unfair discrimination. Section 

217(3) requires that national legislation must prescribe a framework within 

which the policy referred to in subsection (2) must be implemented. The intro-

duction of the Preferential Procurement Policy Framework Act (PPPFA) of 

2000 was issued to give effect to section 217(3) of the Constitution by provid-

ing a framework for the implementation of the procurement policy contem-

plated in section 217(2) of the Constitution; and to provide for matters con-

nected therewith. The PPPFA was followed by the Preferential Procurement 

Regulations (2001) which defined a preference points system for the evalua-

tion of tenders that enabled the allocation of limited points to specific goals as 

defined in the preferential policy of the respective organ of state. 

 



   Fourie 

 

 

4 

 

 The introduction of the Broad Based Black Economic Empowerment Act 

(BBBEE) in 2003 dramatically changed the powers of organs of state to de-

termine their own specific goals. The points previously allocated to specific 

goals were now allocated to the BBBEE certificate rating of the respective 

service provider. It could be regarded as a national standard for evaluating 

service providers that withdrew the powers of individual organs of state to de-

fine their own specific goals for evaluating tenders. 

 

 The Public Finance Management Act (PFMA) (1999) was issued to regu-

late financial management in the national government and provincial govern-

ments; to ensure that all revenue, expenditure, assets and liabilities of those 

governments are managed efficiently and effectively; to provide for the re-

sponsibilities of persons entrusted with financial management in those gov-

ernments; and to provide for matters connected therewith. The object of the 

PFMA (Section 2) is “to secure transparency, accountability, and sound man-

agement of the revenue, expenditure, assets and liabilities”. The PFMA ap-

plies to all organs of state at national and provincial levels of government, in-

cluding State Owned Corporations, except for Parliament. Section 6 of the 

PFMA defines the functions and powers of the National Treasury and Section 

18 those of Provincial Treasuries. It is worthy to note that these functions and 

powers are primarily to promote, coordinate, facilitate, monitor, support, pro-

vide oversight and prescribe norms and standards. No functions or powers are 

defined that provide National Treasury and/or Provincial Treasuries with any 

authority and/or responsibility to act on behalf of other organs of state in re-

spect of financial management and procurement. Section 36 of the PFMA re-

quires the appointment of an accounting officer to be the head of department. 

Section 38(a)(iii) defines the responsibilities of the accounting officer, stating 

that the accounting officer “must ensure that that department, trading entity or 

constitutional institution has and maintains an appropriate procurement and 

provisioning system which is fair, equitable, transparent, competitive and cost-

effective.” Section 38(b) continues to add that the accounting officer “is re-

sponsible for the effective, efficient, economical and transparent use of the 

resources of the department.” The PFMA therefore moved responsibility from 

the center to managers in spending departments and agencies. 

 

 Section 44 of the PFMA provides the accounting officer with authority to 

delegate powers and duties to officials within the respective department. The 

authority does not extend beyond the respective organ of state. The accounting 

officer is therefore responsible and accountable for all spending within their 

department subject to the financial delegations in place. The introduction of 

the PFMA therefore decentralized financial management structures and ac-

countability to accounting officers and delegated officials within each organ of 

state. Furthermore, the PFMA places the responsibility upon accounting offic-

ers to develop, implement and manage an appropriate procurement and provi-

sioning system. The power and responsibility to create the system and to uti-
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lize the system therefore rests with each accounting officer. Inherently, this 

delegate the activity of procuring goods and services to each organ of state. 

 

 Section 76(4)(c) of the PFMA empowers the National Treasury to make 

regulations or issue instructions applicable to all institutions to which this Act 

applies concerning, “the determination of a framework for an appropriate pro-

curement and provisioning system which is fair, equitable, transparent, com-

petitive and cost-effective”. In December 2003, National Treasury issued the 

Framework for Supply Chain Management (Framework). The Framework 

provides a baseline for the design of appropriate procurement and provisioning 

systems within the respective organs of state. The Framework defines, 

amongst others, the essential functions that must be performed, the bid com-

mittee system and bidding process, and the requirement to establish a separate 

Supply Chain Management (SCM) unit within the Office of the Chief Finan-

cial Officer (CFO). The conceptualization and positioning of the SCM unit 

within the office of the CFO renders the function largely as a procedural fi-

nancial control function that is disconnected from strategic planning and deci-

sion-making processes thereby compromising the potential value add to organ-

izational performance and service delivery (PARI 2014). 

 

 The legislation therefore empowers the respective organs of state to de-

sign their own procurement and provisioning system, policies and processes in 

compliance with the PFMA, PPPFA and Framework for Supply Chain Man-

agement. This is further supported by the National Treasury Regulations 

(2005) which require that “the accounting officer or accounting authority of an 

institution to which these regulations apply must develop and implement an 

effective and efficient supply chain management system in his or her institu-

tion for the acquisition of goods and services”. The establishment of the Office 

of the Chief Procurement Officer (OCPO) at the National Treasury was a next 

step to address current challenges surrounding public procurement in South 

Africa from a coordinated perspective. 

 

3. PUBLIC SECTOR PROCUREMENT STATUS QUO 

 

 The status of public procurement in South Africa is characterised by inef-

ficiency, non-compliance, wastage and increasing levels of public scrutiny and 

concern. Government systems are disparate with little strategic procurement, 

audit findings reflect high levels of non-compliance, poor performance and 

inadequate contract management contribute to excessive prices, and citizens 

are concerned about the escalating instances of fraud and corruption. 

 

 The Auditor-General (2015) has reported high levels of non-compliance 

with public procurement policy and regulations citing the following: 

Significant extensions of contracts/ variations. 



   Fourie 

 

 

6 

 

A failure to produce documents evidencing compliance with procurement reg-

ulations. 

Awarding of contracts to state employees or their close family members. 

Lack of capacity to bring the regulatory prescripts to bear on procurement ac-

tivities. 

Poor information on expenditure. 

Lack of appropriate procurement knowledge and skills. 

Poor procurement infrastructure. 

Ineffective contract management. 

No or inadequate systems of supplier performance. 

No verification of suppliers registered on the Central Suppliers Data base. 

 

 Public procurement is currently characterised by a traditional process-

based, risk averse, compliance culture rather than a skills-driven, outcomes 

focused, strategic and performance oriented culture (PARI 2014). Public pro-

curement is conducted within a decentralized legal framework in South Africa 

which is fragmented across government with thousands of independent pro-

curement sites resulting in very little coordination, integration or interrelated-

ness in the planning, implementation, monitoring and evaluation of procure-

ment activity (PARI 2014). Procurement of goods and services is conducted 

by SCM units across government, each governed by their own SCM policy 

and procedures. This results in varied implementation with little uniformity 

across government. The decentralized form of public procurement also results 

in very high volumes of low value transactions being effected. One only needs 

to consider the total operational cost of administering these millions of trans-

actions compromising procurement efficiency. 

 

 The PFMA is intended to empower managers to manage through the de-

centralisation of powers and responsibilities. The financial delegations within 

government institutions enable the distribution of the responsibility and ac-

countability of the budget to managers across government. These financial 

delegations empower managers to determine how the budgets will be allocated 

and how the required goods and services will be procured subject to their re-

spective organisational policies.  

 

 An essential element of effective procurement is the alignment of pro-

curement plans with the needs and objectives of the institution. Where strate-

gic and annual performance plans are of poor quality, effective procurement 

planning will be compromised. In government, the integrity, completeness and 

accuracy of these plans are often of poor quality and not evidence-based re-

sulting in procurement plans that are disconnected from actual business needs 

(PARI 2014). The procurement plans do not therefore provide a reliable basis 

for strategic procurement planning. Benefits of consolidating procurement re-

quirements are compromised and potential benefits lost. 
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 Effective procurement is also dependent on having clearly defined speci-

fications with detailed and accurate costing estimates. Inadequate specifica-

tions and inaccurate costing contributes to inappropriate goods and services 

being delivered, inflated prices incurred and increased opportunities for abuse 

(PARI 2014). In this case, the current system of quotations for procurement 

below R200 000 allows for excessive abuse. Budget managers and SCM units 

can invite select service providers, of their choosing, to participate in a closed 

bidding process to compete for bids. This process allows for competing ser-

vice providers to be excluded from the process. Only invited service providers 

to bid thereby limiting open market competition resulting in inflated prices 

and compromising the principle of competitiveness. 

 

 The practice of vetting service providers through site inspections to verify 

their capacity, infrastructure and resources is also limited. This results in un-

qualified service providers being appointed for contracts that they are not ca-

pable of delivering impacting on the quality of the deliverables, agreed 

timeframes and costs. The risk of non-delivery is increased sometimes result-

ing in service delivery failures. The capacity and capability of procurement 

centres is often weak, this is evidenced by inappropriate organisational struc-

tures and unqualified procurement officials. The organisational structures and 

procurement officials are organised to perform transactional procurement not 

strategic procurement. The procurement functions have therefore not truly 

transformed from the traditional form of provisioning to more progressive 

forms of strategic procurement. 

 

 The above factors all contribute to a dysfunctional procurement environ-

ment that allows for opportunities of exploitation, political interference and 

non-compliance. Furthermore, the lack of effective governance systems and 

processes limit accountability and discipline.  

 

 In effect, the absence of a regulated central national system of item codi-

fication makes it near impossible to adequately analyse government spend 

from an item cost perspective. Therefore, government’s ability to fully under-

stand the actual item costs of goods and services procured is virtually nullified 

making it extremely difficult to capitalize on product intelligence, spending 

trends, aggregation, standardization and collaboration, to achieve savings and 

efficiencies. The absence of a common shared central procurement software 

solution results in multiple government institutions individually investing in 

the design, development, upgrade, maintenance and licensing of enterprise re-

source planning (ERP) solutions, compounding the investments and associated 

costs. There is limited public procurement data available to enable the effec-

tive monitoring and evaluation of public procurement, this results in a lack of 

evidence required to measure the achievement of the government’s objectives, 

targets and outcomes. The lack of data furthermore impairs decision-making 

during planning and the determination of the allocation of limited resources.  
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4. KEY ISSUES FOR CONSIDERATION 

 

 Accountability where the current legislative and regulatory environment 

has decentralized all responsibility and accountability for procurement to ac-

counting officers in procuring entities. The accounting officer in each procur-

ing entity is therefore responsible to implement a SCM system as prescribed in 

the PFMA and National Treasury Regulations (2005). Regulation 16A 3.1 can 

be interpreted to mean that the SCM system must remain within the institution 

of the respective accounting officer and that the accounting officer must man-

age the entire bids process to ensure accountability. Centralized procurement 

therefore conflicts with the current legislative and regulatory environment. 

Centralization requires accounting officers to utilize SCM systems outside of 

their institutions, whose processes and outcomes they have no direct influence 

over. Accounting officers are thereby required to rely on tendering and con-

tracting processes that have occurred outside of their control (Bolton 2006). 

 

 The challenge herein lies in the accountability for following due process. 

The contracting authority is primarily responsible for the bidding process but 

will only be held to account for the actual expenditure incurred by the con-

tracting authority itself. If due process was not followed in the bidding pro-

cess, managed by the contracting authority, all participating procuring entities 

will be held accountable for their transactions against that transversal contract, 

with the expenditure being deemed ‘irregular’. The risks associated with ir-

regularities in the bidding process are therefore transferred from the contract-

ing authority to each participating procuring entity. The procuring entities 

therefore run the risk of having extensive irregular expenditure for SCM pro-

cesses that took place outside of their institutions (Bolton 2006). In the ab-

sence of independent and objective probity officers, procuring entities need to 

place their faith in the goodwill of the contracting authority. Accounting offic-

ers however remain accountable for procurement spending under their control 

and authority. 

 

 National Treasury Regulations (2005) empowers accounting officers to 

participate in any contract arranged by other organs of state subject to certain 

limitations. However, this participation includes the transfer of risk, in respect 

of the legitimacy of the bidding process, to the participating entity. Procure-

ment entities are therefore justified in their reluctance to participate in con-

tracts arranged outside of their own SCM system.  

 

 Rules and regulations. In addition, the absence of rules and regulations 

governing transversal contracts create room for governance to be compro-

mised with no clear delegation of responsibility and accountability for the 

planning, bidding process, contract management and contract performance. 

Furthermore, the National Treasury and the established OCPO have no specif-

ic mandate, duties, powers, functions or authority assigned to them in respect 
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of central procurement on behalf of the state. The notion that the OCPO would 

be responsible to initiate “new centrally negotiated contracts” was announced 

by Minister of Finance in the budget speech of 2016 (National Treasury 

2016b). The National Treasury and the OCPO however do not possess any 

legitimate legal mandate to perform centralized procurement on behalf of oth-

er organs of state except by their own volition. 

 

 Measuring the financial effect of central procurement. Every procurement 

model has inherent costs associated with its establishment and operations. The 

cost benefit analysis needs to be considered when selecting and evaluating the 

effectiveness, efficiency and performance of procurement models. Standardi-

zation of procurement processes and expenses for setting up and maintaining a 

central procurement authority influence the administrative expenses related to 

the procurement processes. The financial effect of centralized procurement is 

impacted by the pricing of goods and services (savings due to price differ-

ences), contract utilization and administrative expenses, ultimately resulting in 

savings or losses for the state (Ericson 2008). When assessing the savings or 

losses arising from centralization one must therefore consider three factors: the 

difference between prices in centralized and decentralized procurement modal-

ities, the changes in administrative expenses, and the centralized/decentralized 

procurement ratio (Šerpytis et al. 2011).  

 

 Monitoring and evaluation. The effectiveness of the procurement model 

must be measured by how well it performs in satisfying the needs of the key 

stakeholders including but not limited to the needs of internal stakeholders 

(Ericson 2008; OECD 2011). The lack of a comprehensive, sustainable and 

transparent monitoring and evaluation system makes it extremely difficult to 

monitor progress and evaluate the impact of public procurement in achieving 

savings, meeting stakeholder needs and in contributing to specific government 

policy objectives. Public procurement success is often measured against a “tri-

ple bottom line” of financial, social and environmental performance. Without 

robust monitoring and evaluation mechanisms it is impossible to demonstrate 

reliable procurement performance information that make evident the status 

quo, progress and improvements. Evaluating the effects of centralization is 

important to demonstrate whether centralized procurement is beneficial to the 

state. There are currently no transparent mechanisms or adequate management 

information systems for measuring and reporting on the performance of cen-

trally managed transversal contracts by the state. The risk is therefore that un-

reliable and inadequate information will be reported that does not consider all 

the factors impacting on the financial effect. The ability to report accurately on 

the contribution to policy objectives is therefore also compromised. 

 

 Procurement is evolving rapidly around the world with global enterprises 

and governments recognizing the strategic importance of procurement to sup-

port the achievement of their respective business strategies, as well as politi-
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cal, socio-economic and environmental objectives. Organizations are trans-

forming their procurement functions from administrative and tactical into stra-

tegic value-driven functions (Ericson 2008). In both public and private sectors, 

organizations are striving to achieve greater levels of efficiency and effective-

ness which has driven organizations to transform their procurement models 

from decentralized, to partially centralized, to fully centralized, and finally 

partner-aligned category management requiring close engagement between 

business and suppliers (AT Kearney 2013).  

 

5. PROCUREMENT MODELS 

 

 A common first step in government procurement reform entails a detailed 

analysis of public sector spending. The spend analysis provides significant in-

sight into the potential scope of savings through the adoption of improved 

supply side management, namely, the management of aggregate public sector 

demand strategically. Public procurement reforms are achieving significant 

savings through expenditure reviews, supplier negotiations, aggregating de-

mand through central contracts, and improved contract management, amongst 

others (Gershon, 2004). Public procurement has evolved from an administra-

tive buying function to that of tactical and strategic commercial function that 

directly impacts on business strategy, performance and sustainability. This 

naturally implies that the organizational structures and capabilities need to be 

revised accordingly. The global context and public procurement reforms re-

quire a new breed of professional with new skills sets to remain relevant in a 

complex changing environment. Higher levels of capability are required to 

provide real value to the organization. These new skills set require, amongst 

others: commercial acumen, information technology, economics, supply 

chains, costing, negotiation, relationship management, research and advanced 

discipline specific knowledge & skills with an emphasis on commodity and 

category management (Robinson 2014). Organizations are therefore support-

ing the development and professionalization of procurement officials and are 

requiring higher levels of competence and qualification. 

 

 The introduction of highly intuitive e-procurement information technolo-

gy (IT) solutions such as enterprise resource planning (ERP) systems is a 

noteworthy trend to be taken notice of. These solutions have the power to sig-

nificantly improve business intelligence (markets, suppliers and products), en-

able clearer and more accurate communication, increase accessibility, and en-

courage social interaction and collaborative planning and implementation 

(Robinson 2014). IT innovation is having a direct impact on procurement 

models by providing platforms for innovative procurement practices that can 

be centrally coordinated whilst enabling the control of purchasing activities to 

be decentralized to the respective SCM units (CIPS 2006). This new form of 

‘networked centralization’ provides government with a solution that also ena-

bles much greater stakeholder engagement (CIPS 2006). E-procurement solu-
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tions have contributed to increasing the adoption of centralizing mechanisms 

including: the utilization of transversal term contracts; standardized operating 

procedures; and the support of government strategic procurement objectives. 

 

 Centralized procurement is characterized where one organization, depart-

ment or entity represents the collective needs of other organizations, depart-

ments or entities and carries out the procurement function on their behalf 

(CIPS 2006). The central procurement body (CPB) makes the key decisions on 

what, how and when goods and services are purchased with the aim of servic-

ing the needs of its client organizations, departments or entities. The CPB is 

delegated the powers to manage and execute the procurement processes and 

becomes the central contracting authority (Dimitri et. al. 2006). The concen-

tration of political and administrative power at the CPB as the procurement 

authority is a key feature of centralized procurement where decision-making 

authority is placed within the vertical locus of that organizational structure. 

CPB’s are thus typically responsible for procuring common goods and ser-

vices utilized in large quantities by multiple organizations, departments or en-

tities through framework agreements, transversal term contracts and rate con-

tracts (CUTS International 2012; CIPS 2006). The CPB as the contracting au-

thority will acquire goods and services and conclude procurement agreements 

on behalf of client contracting authorities. The CPB is usually responsible for 

the entire procurement process from initiation to award, including contract and 

performance management. 

 

 Decentralized procurement simply means that procurement activity is de-

centralized to each organization, department or entity. Decentralized procure-

ment can also include the decentralization of procurement activity to divisions 

and/or business units across the organization. The extent of decentralization is 

subject to the delegation of financial responsibility and accountability. Pro-

curement is therefore decentralized when the power to decide what, how and 

when to procure is vested with the organization, division or business unit as 

the contracting authority itself (Dimitri et al. 2006). All the procurement pro-

cesses are performed within the procuring entity. 

 

 Where the distance between the decentralized contracting authorities and 

the central contracting authority is great, centralization of public procurement 

is implemented through framework agreements (Dimitri et al. 2006). In OECD 

countries, the CPB’s base their operations on the award and management of 

framework agreements for goods and services of common interest within the 

public administration (OECD 2011). Centralized procurement can be imple-

mented through different forms of organization, including: national, regional 

or local procurement groups, joint ventures, partnerships, and centralized pur-

chasing agencies (CIPS 2006). Centralized procurement can be implemented 

under compulsory or voluntary conditions depending on the legislative and 

regulatory environment. 
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 A collaborative participatory procurement model provides an approach for 

organizations, departments and/or entities to collectively research and plan 

their procurement activities to share information, knowledge and skills, result-

ing in the definition and adoption of the best possible sourcing strategy to 

meet the needs of the individual and/or collective. This implies that the out-

come of each collaborative initiative will result in a procurement strategy that 

is unique to the demand for goods and/or services as per the user requirements. 

Where national and sector specific strategic sourcing strategies are adopted, 

non-participating organizations, departments and/or entities can be invited to 

participate. The collaborative participatory model allows for collective deci-

sion-making whilst maintaining decentralized ownership. 

 

 Within a collaborative participatory model, the CPB or any other procur-

ing entity can lead the engagement. The participating procurement entities col-

laborate during specific stages of the procurement process and not the whole 

process. Parts of the procurement process are therefore centralized depending 

on the outcomes of each phase of the procurement process. Embedded in the 

collaborative participatory model is strategic procurement, namely, a struc-

tured approach to integrative procurement strategy and planning processes, 

understanding the need, the product/service, and the market in order to devel-

op appropriate strategic sourcing strategies that are efficient, effective, eco-

nomical and sustainable, providing value for money, contributing to policy 

objectives, having significant market influence, and are business critical (Ac-

centure 2012; PanAvest 2016). The strategic procurement methodology entails 

objective, scientific and evidence-based decision-making. 

 

 The following two figures display the level of effort applied in each stage 

of the procurement process for the traditional and strategic approaches to pro-

curement. The traditional approach, illustrated in Figure 1, typifies the current 

approach and practice applied in decentralized forms of procurement. Little 

time and effort is spent on planning resulting in greater demands and effort 

during contract and relationship management and limited value add. 

 
 This is in stark contrast to the strategic approach, illustrated in Figure 2, 

which displays much greater levels of effort applied to the planning stages de-

livering greater value through solutions that are much more likely to meet the 

needs of the organization. Strategic procurement, like centralized procure-

ment, commits extensive resources to the preparatory phases of the procure-

ment process, including: the feasibility studies, demand needs, market analy-

sis, and selection of appropriate procurement methods (OECD 2011). 
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Figure 1. Traditional approach to procurement1 

 

 
 

Figure 2. Strategic approach to procurement2 

 
 

 The Kraljic model provides a useful four-stage approach to devise pro-

curement strategies (Kraljic 1983). The first stage requires the classification of 

procurement spend into four categories, namely, strategic (high value, high 

risk), bottleneck (low value, high risk), leverage (high value, low risk) and 

non-critical (low value, low risk). The second stage requires a comprehensive 

market analysis that includes a review of the supply market and the organiza-

tions own needs. The third stage encompasses strategic positioning where the 

organization identifies areas of opportunity or vulnerability, assesses supply 

risks, identifies the organizations buying strengths and the strengths of the 

supply market, and maps the results for the respective commodities and/or cat-

egories. The final stage entails the development of the procurement strategy 

and action plan. Various supply scenarios should be explored for securing 

                                                
1. New Zealand Ministry of Business, Innovation and Employment 2011, Mastering Pro-

curement: A Structured Approach to Strategic Procurement, pg. 9, available at 

http://www.business.govt.nz/procurement/for-agencies/strategic-procurement 

2. New Zealand Ministry of Business, Innovation and Employment 2011, Mastering Pro-

curement: A Structured Approach to Strategic Procurement, pg. 9, available at 

http://www.business.govt.nz/procurement/for-agencies/strategic-procurement 

 

http://www.business.govt.nz/procurement/for-agencies/strategic-procurement
http://www.business.govt.nz/procurement/for-agencies/strategic-procurement
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long-term supply and exploiting short-term opportunities, the risks, costs and 

strategic implications defined, and the preferred options with contingency 

measures detailed for approval. Caniels & Gelderman (2005) recognize differ-

ences in relative power and dependence between buyers and sellers and con-

clude that the levels of dependence play an important role in determining the 

procurement strategy within the Kraljic matrix. The result is a detailed pro-

curement strategy for critical items. 

 

 The collaborative participatory model provides for this differentiated ap-

proach where different forms of centralization can be implemented depending 

on the proposed strategic procurement approach. Once the preparatory phase 

has been completed, the selection of an appropriate procurement method could 

require the procurement to be initiated at a national, sectorial, provincial, or-

ganizational or departmental level. The key is to follow a collaborative struc-

tured process that considers the spend, strategic importance and supply market 

complexity, amongst others, to inform wise procurement decisions that reduce 

costs and create value (AT Kearney 2012; National Treasury 2005). 

 

6. ADVANTAGES AND DISADVANTAGES OF THE RELEVANT 

PROCUREMENT MODELS 

 
 Every procurement model inherently has advantages and disadvantages 

that must be considered and will be reflected upon. 

 

 Advantages of Central Procurement. Central procurement provides nu-

merous advantages to global enterprises and governments. The most evident 

and measurable contribution pertains to savings, a financial impact, achieved 

through aggregating demand and exploiting economies of scale (Šerpytis et al. 

2011). These savings are reflected in higher quantity-based discounts and bet-

ter services at lower costs. The savings on large procurement volumes can be 

attributed to the increased purchasing power and increased negotiating power 

of the buyer to leverage significant reductions in prices and to secure better 

goods and services (CIPS 2006). Central systems have the capability of effect-

ing good transparency provisions including: proper recording and reporting of 

transactions and procurement contracts, improved contract management, ef-

fective internal controls, and a clear audit trail open to public scrutiny (CIPS 

2006; OECD 2000). Furthermore, central procurement provides an effective 

platform to standardize uniform item specifications for common goods and 

services thereby enabling longer production lines, reducing waste and ineffi-

ciency, mitigating risk for customers, and reducing the cost of goods and ser-

vices (McCue & Pitzer 2000; OECD 2011). Standardization can be further ex-

tended beyond the technical dimension to include socio-economic require-

ments and environmental standards (OECD 2000). Another dimension of 

standardization applies to business processes and the consistent application of 

procurement policy. This has relevance when government wants to implement 
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specific policy objectives and achieve important policy goals in a uniform 

manner through the adoption of procurement strategies and specifications that 

for example support social and environmental requirements (OECD 2011). 

Consideration should also be given to the administrative, resource and infra-

structure costs attributable to procurement transactions. The centralization of 

procurement enables the aggregation of procurement transactions resulting in 

a reduction in the total number of procurement transactions thereby contrib-

uting significantly to savings due to reduced general administrative expenses. 

A central contracting authority can conclude transversal contracts on behalf of 

many contracting authorities thereby avoiding the duplication of effort, re-

source commitments and associated costs. The implementation of transversal 

contracts significantly reduces the costs associated with the bidding processes 

and the resultant audits (McCue & Pitzer 2000). 

 

 Disadvantages of Central Procurement. Central procurement is however 

not without its challenges and the resultant impact can have both positive and 

negative financial effects (Šerpytis et al. 2011). For example, the high costs 

for establishing and maintaining the central procurement agency, the potential 

of corruption in high-value contracts involving large-scale protectionism or 

favoritism (OECD 2000). The processes associated with central procurement 

are time-consuming and any material risk that materializes can have a cata-

strophic impact on service delivery, not only in one institution or community 

but country-wide. Similarly, the aggregation of supply from a single source, if 

a large contract is awarded to one service provider, can have a devastating im-

pact on service delivery.  

 

 Central procurement creates multiple points of inevitable conflict between 

the central procurement agency and the line/user departments (McCue & 

Pitzer 2000). These points of conflict can also be regarded as disadvantages of 

central procurement. The first is related to decision-making and accountabil-

ity. The central procurement agency is responsible and accountable for the 

procurement process and therefore ‘controls’ the procurement process. Should 

there be any instances of non-compliance; the central contracts will be deemed 

irregular by the Auditor-General. Any line/user department who has procured 

goods/services off that central contract will have that associated expenditure 

deemed to be irregular. The financial performance of line/user departments 

will therefore be tainted by processes out of their control. The second is relat-

ed to standardization. Line/user departments are unique and have diverse re-

quirements. The standardization of the specifications of common goods and 

services is sometimes complicated and central procuring agencies can have a 

tendency to disregard reasonable specific needs. The ability to take account of 

the specific detailed requirements of all line/user departments is sometimes 

impossible (OECD 2000). The result however is the provision of unsuitable 

goods and services that do not meet user requirements. Line/user departments 

are therefore reluctant to entrust procurement to a central procurement agency 
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that does not necessarily understand their needs or have any concern for the 

impact of their decisions on the department’s users and/or clients as the ac-

countability for service delivery rests with that line/user department (OECD 

2000). The third is related to policy objectives. The Government of the Repub-

lic of South Africa has adopted various national policy objectives. Due to the 

diversity of each Province, line/user departments often place varying emphasis 

on each policy objective based on the unique profile and challenges within 

their respective contexts. The prioritization of policy objectives by the central 

procuring agency may therefore be misaligned to that of the Province or de-

partment. This leads to the fourth point of conflict, namely, local economic 

development (LED) and small, medium and micro enterprises (SMME) devel-

opment. Central procurement is generally biased towards the award of large 

central contracts which inevitably prevent the advancement of LED and 

emerging SMME’s and result in the rationalization of the supply base (Bolton 

2006). The fifth point of conflict relates the distance between the buyer and 

the supplier. When a line/user department contracts for goods or services there 

exist a direct contractual relationship between department and the service pro-

vider. Any delivery performance or contractual disputes can easily be man-

aged. The powers and authority to address issues rests between the two parties. 

Central procurement agencies constitute an additional layer in the supply chain 

that makes the distance between the buyer and the supplier longer, reducing 

the power and authority of the department, and making the relationship much 

harder to maintain (Šerpytis et al. 2011). 

 

 Finally, central procurement can result in increased complexity in the 

supply chain that if not effectively managed can have detrimental consequenc-

es on service delivery. Effective central procurement is dependent on accurate 

demand forecasts, central warehouse management capability, and appropriate 

information technology platforms, amongst others (CUTS International 2012). 

The implementation of central procurement in an environment where the sup-

porting structures and systems are weak will result in delivery failures. 

 

 Advantages of Decentralized Procurement. In respect of responsiveness 

and relevance, decentralized procurement places the procurement function 

closer to the needs of the end users and eliminates the bureaucracy associated 

with central procurement processes allowing organizations to react quickly to 

needs of end users with shorter time-frames (OECD 2000; CIPS 2006). Re-

sponsiveness and relevance can also be attributed to the sensitivity of the or-

ganization to the specific needs and requirements of the end users. Decentral-

ized procurement enables the procuring entity to: empower service delivery 

managers to make appropriate procurement decisions that are informed by 

context specific knowledge and responsive to the specific circumstances and 

needs of the organization; prescribe the specifications that match the specific 

and unique requirements of the end user; provide prompt support to end users 

and stakeholders; and respond quickly to changing conditions (OECD 2000; 
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CIPS 2006; McCue & Pitzer 2000; PARI 2014). It can therefore be argued that 

decentralized procurement is more responsive and relevant to the organiza-

tional needs and context and therefore more likely to enable the achievement 

of organizational objectives and outcomes. 

 

 Regarding locality, decentralized procurement is closer to the local mar-

kets and procuring entities will have better insight and understanding of the 

dynamics and characteristics of the local economy. Decentralized procurement 

is therefore better able to promote the development of the local economy 

through the application of their local knowledge and expertise. Decentralized 

procurement increases opportunities for local SMME’s to compete for con-

tracts (OECD 2000; CIPS 2006). For SMME’s, the limited size and scope of 

procurement opportunities allows them to qualify in respect of capacity and 

resource requirements. In addition, a much greater number of service provid-

ers are provided the opportunity to participate in economy. The proximity of 

local service providers to procuring entities provides increased opportunities 

for lower prices to be obtained, benefiting both the development of the local 

economy, including SMME’s and the achievement of economic efficiencies 

by the procuring entity (OECD 2000; CIPS 2006). 

 

 Decentralization reduces complexity in the supply chain, simplifies bid-

ding processes, and localizes supplier relationship and contract management 

thereby facilitating smoother functioning of public procurement (PARI 2014). 

Thereby decentralized procurement provides clearly defined responsibility and 

accountability to the participants in the procurement process, empowering 

managers and placing accountability on delegated officials. The proximity of 

procurement officials to the end users also increases the level of accountability 

and supports the adoption of a client-centric approach (CIPS 2006). Decentral-

ization also reduces the opportunities and scope for corruption and/or mistakes 

affecting large-scale purchases (OECD 2000; CIPS 2006). 

 

 Disadvantages of Decentralized Procurement. Many local supply markets 

in South Africa are small with limited to no competition. This can result in 

government institutions competing against one another for the same resources, 

effectively competing against ourselves. The aggregate demand can result in 

increased prices of goods and services. The disaggregation of demand across 

government potentially results in sub-optimum volume leveraging resulting in 

increased costs to the whole of government for that commodity. 

 

 The lack of standardization across government for common goods and 

services reduces rationalization and product leveraging, forfeiting the oppor-

tunities achievable through exploiting economies of scale. Decentralization 

contributes to increasing the number of points at which transactions occur. The 

increased numbers of transactions, suppliers, contracts and payments, amongst 

others, therefore increases the administrative cost of doing procurement. These 
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inefficiencies are passed onto the market resulting in less competitive local 

markets. 

 

 The massification of procurement sites across the country provides for 

increased opportunities and instances of fraud and corruption. Most procure-

ment transactions fall below the threshold value that requires open tender pro-

cesses to be implemented, thereby compromising competition and transparen-

cy. The ability to coordinate activities between procuring entities and spheres 

of government and to exercise oversight over the system is extremely difficult 

in a decentralized system were procurement transactions and the awarding of 

contracts if fragmented across thousands of procurement sites (PARI 2014). 

Decentralized procurement limits the development of highly specialized cate-

gory management teams resulting in limited capacity and capability of procur-

ing entities to handle complex procurement. 

 

 Advantages of a Collaborative Participatory Model. A collaborative par-

ticipative model has the potential of leveraging the benefits of centralized pro-

curement whilst maintaining decentralized ownership and decision-making. 

The model provides an alternative that fits the current legislative environment 

and leverages the benefits of centralized procurement within a decentralized 

procurement system. 

 

 Strategic procurement provides a consistent methodology and enables: the 

strategic sourcing of commodities and services, a consolidated view of spend, 

the management of strategic spend categories, increased visibility and catego-

rization of spend, increased opportunities for aggregating spend, increased 

spend under management, category and commodity specific solutions, im-

proved alignment of procurement strategies to organizational objectives, the 

pooling of demand management, category and commodity expertise, and the 

collective engagement with the market (Aberdeen Group 2011; Accenture 

2012). 

 

 Disadvantages of a Collaborative Participatory Model. The collaborative 

participatory model requires and depends on the commitment, goodwill and 

active support from relevant stakeholders. Stakeholders may dismiss the po-

tential benefits of collaboration and cite unique requirements and contexts as 

reasons for not participating. The urgency and timing of procurement needs 

may not be consistent across procuring entities. Procuring entities may have 

different procurement objectives and targets that are unique to their respective 

local contexts. Shared responsibility, multi-disciplinary teams, and diversity 

among team members may result in delays in the planning processes due to 

conflicting priorities, non-performing team members, inadequate accountabil-

ity arrangements and human dynamics. The ability of the lead procuring entity 

to leverage economies of scale through the aggregation of the procurement 
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demand from other procuring entities is restricted by their limited influence 

and reliance on stakeholder goodwill (House of Commons 2011). 

 

 It should be noted, that 59% of organizations considered ‘best-in-class’ 

have adopted a center-led model, whilst 33% have a centralized model (Aber-

deen Group 2011). It is important to note in the research findings that no ‘best-

in-class’ organizations have a decentralized or outsourced model. 

 

7. ENABLERS TOWARDS PROCUREMENT PERFORMANCE 

 

 Enabling legislative environment. Government has diverse policy objec-

tives which need to be considered when engaging in procurement transactions. 

Public procurement legislation must be founded on the principles and values 

enshrined in the Constitution and provide clearly defined frameworks to gov-

ern the way in which public procurement is implemented the responsibility 

and accountability arrangements for Accounting Officers and other delegated 

officials who are entrusted with spending public funds. An enabling legislative 

environment must be created that supports national priorities whilst simulta-

neously making provision for provincial and local specific contextual factors. 

The legislative environment must also create opportunities for SMME’s, sup-

port local economic development and improve industrialization.  

 

 Organizational capacity. The evolution of public procurement from a tac-

tical to a strategic function requires significant transformation of procuring 

entities with appropriate organizational capacity. For organizations to remain 

fit-for-purpose, the institutional governance and accountability arrangements, 

organizational design, roles and responsibilities, structures, functions, culture, 

operational performance management and capability needs to be clearly de-

fined and aligned to the business goals and objectives (Accenture 2012; House 

of Commons 2011). The size and capability of procurement functions is a crit-

ical enabler of performance and if appropriate organizational capacity exists it 

will quickly lead to savings and improved service delivery (AT Kearney 

2012). 

 

 Much research has been documented on the importance and value of de-

veloping talent to ensure sustainable benefits (Accenture 2012). Talented pas-

sionate individuals contribute to the creation of high performance teams and 

are the secret behind successful value-driven procurement organizations (AT 

Kearney 2012). High performance organizations are not shy to invest in peo-

ple, developing procurement skills and achieving cross-functional coordina-

tion between procurement and other teams (Aberdeen Group 2011; Ericson 

2008). The evolution of procurement requires professionals with a complex set 

of competencies that include amongst others: strategic and operational man-

agement, category management expertise, relationship management, cost 

management, data analytics, project management, performance management, 
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risk management, entrepreneurial thinking, customer service, and knowledge 

and information management (AT Kearney 2011; Gershon 2004; Kraljic 1983; 

Robinson 2014). Staff recruitment, performance evaluation, promotion, suc-

cession and development must be aligned to the specific competency require-

ments of each job (House of Commons 2011). 

 

 The development of procurement capability must however extend beyond 

the procurement function to include the executive, program managers, suppli-

ers and cross-sector communities of practice (Accenture 2012; Aberdeen 

Group 2011). The development of highly competent people is therefore a criti-

cal enabler for procurement success. 

 

 Innovative information technology (IT). IT solutions provide powerful 

platforms for organizations to achieve step change or even to leap frog normal 

developmental stages of incremental change. The vast array of IT solutions 

available today provides organizations with endless options to purchase and 

implement, insource, and/or outsource the provision of innovative IT solu-

tions. IT solutions could provide significant efficiencies and savings in pro-

curement. They enable and support procurement processes, provide valuable 

information, record an audit trail, ensure compliance, provide monitoring 

tools, and accelerate reporting. Central supplier databases (CSD), for example, 

provide a single source of all supplier information to the participating organi-

zations. CSD reduce duplication of effort and cost for both suppliers and or-

ganizations whilst also enabling electronic procurement processes. Infor-

mation can easily be verified with external data sources providing increased 

assurance of the integrity of the information. CSD enable organizations to eas-

ily engage relevant suppliers, as per the industry, category and commodity 

classification, location and distribution capability, amongst others.  

 

 Tender portals provide a single point of communication between organi-

zations and service providers to engage in business opportunities digitally. 

Tender portals simplify, standardize and automate procurement processes. 

This reduces costs and administrative effort, makes it easier to do business 

with multiple clients, improves access to businesses opportunities, increases 

competition, increases transparency and accountability, and provides for inte-

gration to analytics and operational and financial management systems (Ac-

centure 2012). Furthermore, information related to the award of tenders can be 

centrally published to reflect the successful bidder, price awarded and the 

names of other bidders that participated in the process. Other enabling benefits 

of innovative IT solutions include: 

 The ability to analyze organizational spend data, providing increased visi-

bility of the total spend that is accurate and timely, and to provide standardized 

spend management performance targets and metrics that measure various as-

pects of procurement performance: spend under management, savings, innova-
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tion, quality and supply assurance (Aberdeen Group 2011; Accenture 2012; 

Ericson 2008). 

Improving data analysis, management information, reporting and business in-

telligence which advertently also contribute to improved supply risk mitiga-

tion (Aberdeen Group 2011). 

The ability to monitor supplier performance consistently and to manage sup-

plier contracts more effectively with central visibility of contract data and in-

tegration of contract information into ordering and delivery processes, invoic-

es, payments, contractual terms, variations, special conditions and other con-

tractual matters (Aberdeen Group 2011; Accenture 2012). 

The standardization and enablement of consistent workflows throughout the 

procurement process (Aberdeen Group 2011). 

The ability to provide efficient and effective solutions to manage framework 

agreements and call-off systems capability for customers and suppliers 

(OECD 2011). 

 

Collaboration. High performing organizations are characterized by organiza-

tional cultures that place significant value on internal, cross-functional and 

stakeholder collaboration (Aberdeen Group 2011; AT Kearney 2012). Pro-

curement requires an iterative process of engagement between business, the 

market and suppliers. Internal integration through stronger cross-functional 

relations and executive management involvement are necessary (Kraljic 

1983). The internal engagement requires cross-functional collaboration be-

tween various functions and procurement officials within the organization. Ef-

fective coordination and stakeholder relationship management are therefore 

essential. This can also be exemplified by the required integration of corporate 

and financial functions, namely, procurement, project management and con-

tract management (House of Commons, 2011). For centralized and collabora-

tive procurement models, the development of strong sustainable partnerships 

with procuring entities, particularly the larger spenders, is essential to 

strengthen and achieve continuous development and improvement procure-

ment strategy implementation (OECD 2011). 

 

8. CONCLUSION 

 

 Government as the biggest spender in South Africa wields significant 

power and influence over how the money is spent. The global and national 

contexts of constrained growth and limited resources demand a responsible, 

informed (intelligent) and coordinated response from government. The effi-

ciency and effectiveness of public spending must be improved to deliver eco-

nomic services to the citizens. The status quo of public procurement in South 

Africa paints a bleak picture of a dysfunctional procurement system that is not 

performing well. In addition, the current bureaucratic and transactional forms 
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of public procurement are not suited to exploiting the benefits of government 

spending. 

 

 All procurement models are characterized by advantages and disad-

vantages and display important differences and distinguishing features. Organ-

izations must be aware of the benefits and drawbacks of each model. The goal 

is to maximize government spend to achieve service delivery whilst contrib-

uting to governments policy objectives. It is therefore advised that procure-

ment strategies are adopted that are best able to contribute to these goals. 

Within this framework, governments must consider a blended model that in-

cludes centralized, decentralized and collaborative participatory models of 

procurement. The blended model must enable differentiated approaches and 

forms of procurement that are responsive to the needs of the client and the 

market. 

 

 Public procurement occurs within some distinct legislative and regulatory 

environments which specify the models, systems, frameworks, governance 

arrangements, policies and practices. The contemporary legislative and regula-

tory environment must be modified to allow for the adoption of differentiated 

procurement models to enable decentralized, centralized and collaborative par-

ticipatory forms of procurement. The adoption of a blended procurement mod-

el will require very careful and skillful articulation into legislative and regula-

tory reforms to enable diversified procurement practices that may impact on 

the institutional architecture of the state.  

 

 Within the current legislative environment, transversal term contracts es-

tablished through the OCPO can be voluntarily utilized by participating enti-

ties and be used as a benchmark for entities engaging in their own procure-

ment processes. Procuring entities can maintain their control (monitoring and 

evaluation) over the placement of orders, receipt of goods and services, and 

payment of service providers, thereby having full control over the decision to 

procure, the receipt and payment for goods/services.  

 

 Significant trends that must be considered in South Africa include: the 

transformation of the SCM function into a strategic value-driven function; a 

center-led national procurement strategy that provides for differentiated mod-

els and forms of procurement; increased investments into the capacity and ca-

pabilities of officials; and the adoption of appropriate IT solutions. 

 

 The elevation of SCM to that of an executive strategic function is para-

mount to enabling the function to contribute meaningfully to business strate-

gies and plans so that organizational performance and sustainability can be 

achieved. It is proposed that the NTR’s are amended to allow for the SCM 

function to be created at an executive level reporting directly to the accounting 

officer. 
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ABSTRACT 

 
Objectives: We analyzed the level of economic integration in Europe by analyzing the de-

gree of growth cycle synchronization between 36 countries and its evolution over the past 17 
years. Information whether the business cycles in a currency union are synchronized or not is 

of key importance for policymakers, because lack of synchronization will lead to suboptimal 

common monetary policy. The article has three objectives: extend the literature on the busi-

ness cycles synchronization by using dataset that includes countries that have never been ana-

lyzed before, test the robustness of the results to extraction and synchronization measures 

used and propose new method for assessing evolution of the synchronization over time.  

 

Data/methods: Quarterly GDP series from Eurostat database covering period 2000q1-

2016q3 were used with two exceptions (industrial productions indexes for Bosnia and Herze-

govina and Montenegro). Series were prepared by removing seasonal component using X13-

ARIMA procedure. To assess robustness of synchronization tests results to alternative meth-
ods of detrending, business cycles were extracted using two filters: Corbae-Ouliaris ideal 

band filter and double Hodrick-Prescott filter. For assessing synchronization of the business 

cycles two methods were used: concordance index and cross-correlation function. Rolling 

cross-correlations at three lags were used to assess evolution of synchronization over time.  

 

Conclusions: Both concordance index and cross-correlations indicated that business cy-

cles of most old EU members are synchronized with EU cycle. However, rolling cross-

correlations suggested that this synchronization decreased after 2012. Majority of new EU 

members cycles were weakly or not at all synchronized with EU cycle until 2004/5. After 2004 

most of them were synchronized in the same quarter but with greater variations between 

countries. For most of them after 2010/12 the degree of synchronization dropped significantly. 

These results are quite robust across the cycles extraction and synchronization measures 
used.  

 
Keywords: Business cycles, European Union, synchronization, HP filter, FD filter, concord-

ance index, cross-correlations, rolling cross-correlations 

 

1. INTRODUCTION 

 

According to the optimum currency area theory business cycle synchroni-

zation is a necessary condition for conducting an optimal monetary policy in a 

monetary union. If the union member states economies are not synchronized, 

i.e. being in different phases (expansion or recession), then the different poli-

cies would be required to bring the major economic indicators in these econo-
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mies on the optimal path. If the monetary union authorities is setting monetary 

policy taking into account an average level of economic activity that might 

disadvantage both economies performing better or worse than an average level 

of economic activity suggest. Identifying the degree of synchronization is an 

important issue because of the possible costs involved if there is no synchroni-

zation. For instance, if two economies in a monetary union are in opposite 

phases then for an economy in recession lower interest rate would be appro-

priate monetary measure, while for an economy in expansion higher interest 

rate would be more appropriate measure because that would curb down infla-

tion. In such case two different monetary policies would be required and that 

would lead toward increasing costs and the sub-optimal policy in the monetary 

union.  

 

Therefore, the detection of degree of synchronization is important when 

making decision about joining a monetary union because of the costs and ad-

vantages that the common currency adoption imply. The main objective of this 

study is to explore to what extent the European business cycles are synchroni-

zation. More specifically the time series from the Eurostat database were used 

to achieve the following objectives:  

 extend the literature on the business cycles synchronization by as-

sessing data from 36 European countries including countries never 

been analyzed before,  

 test robustness of the results to extraction methods and synchronization 

measures used, 

 propose a novel approach for assessing evolution of the degree of syn-

chronization between business cycles.  

 

This paper contributes to the existing literature by bringing further evidence 

on the European business cycle stylized facts using the latest data and by in-

cluding in the analysis data for countries rarely included in previous work on 

European countries business cycle analysis (such as Bosnia & Herzegovina, 

FRY Macedonia, Montenegro and Serbia). Robustness of the findings are 

checked using different cycle extraction methods, synchronization measures 

and different parameters used in the rolling cross-correlations approach. The 

rolling cross-correlations have been used in business cycles analysis for a long 

time. However, to the best of our knowledge, suggested approach with maxi-

mal cross-correlation coefficient and the corresponding lag together with the 

cross-correlations on the lags, one on each side of the selected lag time was 

not used before.  

 

The paper is organized as follows: first, a brief review of the latest empiri-

cal studies on business cycle synchronization is presented. A description of 

methodology and data is presented next describing the data preparation, cycle 
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extraction methods and briefly outlining the synchronization measures and 

their computation. Empirical results are presented and discussed in the section 

that follows. The conclusion section summarizes the main results.  

 

2. LITERATURE REVIEW 

 

The main findings of individual empirical studies published after 2010 are 

summarized in Table 1. Majority of these studies used quarterly GDP and/or 

industrial production index seasonally adjusted. The most commonly used cy-

cle extraction method was Hodrick-Prescott filter, though in a few studies ro-

bustness of the results was assessed using different cycle extraction methods.  

 

The most common synchronization measures used were correlations in dif-

ferent sub-periods (before and after economic crisis, or before and after join-

ing European Union, EU hereafter) and concordance index. The latest studies 

(Benčík, 2011; Dimitru & Dimitru, 2010; Gouveia, 2014; Kolasa, 2013; Obra-

dović & Mihajlović, 2013) are investigating degree of synchronization for 

those European countries who recently joined EU, i.e. those who joined in 

2004 and after (Bulgaria, Romania and Croatia), or are in the process of join-

ing (e.g. Serbia). A few studies focused on an individual country (e.g. Turkey 

(Akar, 2016), Bulgaria (Filis et al, 2010) and Croatia (Šergo, Poropat & 

Gržinić, 2012)) analyzing different segments of the economy and how well the 

country is synchronized with EU cycle.  

 

The main results suggests that the founding and old EU members with 

Greece as an exception, are all well synchronized with the Euro Area (EA 

hereafter) and EU. France and Germany are the most synchronized countries 

with the rest of Europe, while Portugal, Greece, Ireland and Finland do not 

show statistically relevant degrees of synchronization. While the degree of 

synchronization was very high in period around economic crisis in 2008, in 

the latest period, after 2012, some countries experienced drop in the degree of 

synchronization with the EU cycle.  

 

Among new EU members, Slovenia and Czech Republic cycles were the 

most synchronized with EU cycle while Hungary, Romania and Serbia were 

least synchronized. However, when analyzing level of synchronization in dif-

ferent sub-periods, even for these countries there were tendencies to increase 

degree of synchronization after they joined EU, but still below the level of 

synchronization that was recorded for old EU members. These results imply 

that the cost of adopting common currency would be quite high for these 

countries (such as Romania and Bulgaria) if that would occur at this time. 

However, the adoption of euro by these countries will occur only when they 

meet all the euro convergence criteria, which is still not the case. 
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Table 1. Summary of literature after 2010 and main findings 

Authors Data used Measure 

of cycle 

Synchroniza-

tion measure 

Conclusions 

Aguiar-Conraria 

& Soares (2011) 

Period: 1975m7-

2010m5 

Countries: EU15 

& EA12 

Series: Industrial 

production  

Wavelet 

power spectra 

between 1.5 

and 8 years 

frequencies 

Metric based on 

wavelet spectra 

France and Germany most syn-

chronized countries with the rest 

of Europe. Portugal, Greece, 

Ireland and Finland do not show 

statistically relevant degrees of 

synchronization.  

Akar (2016) Period: 1998q1-

2014q4 

Country: Turkey 

Series: financial 

and economic 

time series 

Hodrick-

Prescott filter 

Concordance index, 

cross-correlations 

and dynamic condi-

tional correlation 

(DCC) 

Financial and business cycles 

are highly synchronized. During 

the 2008 global crisis DCC 

dropped to statistically non-

significant values. 

Artis, et al 

(2011). 

Period: 1880-2006 

Countries: 25 

advanced and 

emerging econo-

mies 

Series: Annual 

GDP 

Hodrick-

Prescott filter 

Correlations in 

different sub-periods 

Synchronization increased dur-

ing 1950–1973 and accelerated 

since 1973 within a group of 

European countries. In other 

regions country-specific shocks 

were the dominant forces of 

business cycle dynamics 

Benčík (2011) Period: 1995q1-

2010q3 

Countries: Czech 

Republic, Hunga-

ry, Poland, Slo-

vakia and EA15 

Series: GDP 

Hodrick-

Prescott filter 

Cross-correlations in 

different sub-periods 

Before 2000, at least one signif-

icant negative correlation for 

each country.  

Between 2001 and 2007 for the 

Czech Republic and Hungary, 

the contemporaneous correla-

tions are significant. For Poland, 

there are no significant correla-

tions. For Slovakia, the first and 

third lag and third lead are sig-

nificant.  

Bergman & 

Jonung (2011) 

Period: 1834-2008 

Countries: Swe-

den, Norway, 

Denmark & se-

lected OECD 

countries 

Series: annual 

GDP 

Christiano-

Fitzgerald 

filter 

Rolling average 

cross-correlations 

Business cycles in the three 

Scandinavian countries were 

more synchronized during the 

SCU compared to the post-

World War II period but not 

more than during the period 

prior to the establishment of the 

union. For the European coun-

tries an increase in average 

cross-correlations was recorded. 

Dimitru & Dimi-

tru (2010) 

Period: 1997q1-

2009q2 

Countries: EA and 

11 countries that 

joined the EU in 

2004 and 2007, 

and for Eurozone. 

Series: quarterly 

GDP 

Quadratic 

trend, Ho-

drick-

Prescott, 

Band-Pass 

filter, Beve-

ridge-Nelson 

decomposi-

tion and 

Wavelet 

transfor-

mation 

Cross-correlations in 

different sub-periods 

and concordance 

index 

The correlation of Romania 

with Eurozone was the lowest, 

after Hungary. The correlation 

increased in time, the most in 

the case of Slovakia and Roma-

nia. Slovenia was the most 

synchronized country.  

Filis et al (2010) Period: 1999q1-

2007q2 

Countries: Bulgar-

ia and EA15 

Series: GDP 

Hodrick-

Prescott filter 

and spectral 

analysis 

Squared coherency Cycles are correlated at 17 and 

34 quarters. But a negative 

phase shift, implies that their 

phases are not coordinated. 

Gouveia (2014) Period: 2000q1-

2011q4 

Countries: 8 coun-

tries in Southeast-

ern Europe 

Series: GDP 

Hodrick-

Prescott and 

Baxter-King 

filters 

Concordance index, 

rolling concordance 

index, Spearman’s 

rank-order correla-

tion coefficients, 

rolling correlation 

Degree of synchronization of 

Balkan countries (except 

Greece) tends to increase with 

slight degrease at the end of the 

period.  
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Authors Data used Measure 

of cycle 

Synchroniza-

tion measure 

Conclusions 

coefficients and  

Grigoraş & Stan-

ciu (2016) 

Period: 

1960/95q1-

2014q3 

Countries: 30 

European and US 

Series: GDP 

Classical 

definition of 

business 

cycles 

Concordance index 

and correlations 

A high level concordance with 

both US and Germany charac-

terizes old EU members, while 

the most recent countries to join 

the EU demonstrate the lowest 

level of concordance. 

Kolasa (2013) Period: 1996q1-

2011q4 

Countries: Czech 

Republic, Hunga-

ry, Poland, Slove-

nia, Slovakia 

Series: major 

economic series 

Hodrick-

Prescott filter 

Correlations in 

different sub-periods  

 

Degree of synchronization 

increased for all countries after 

joining EU.  

Konstantakopou-

lou & Tsionas 

(2014) 

Period: 1960q1-

2010q4 

Countries: main 

OECD countries 

Series: GDP 

Hodrick-

Prescott, 

Christiano-

Fitzgerald 

and Baxter-

King filters 

Cross-correlations Synchronization is stronger 

between the Euro-area’s coun-

tries. Cycles of Germany, 

France, Italy, Netherlands, 

Austria and Belgium are high 

synchronized.  

Mink, Jacobs & 

de Haan (2011) 

Period: 1970q1-

2006q4 

Countries: 11 

European coun-

tries 

Series: GDP 

 

Christiano-

Fitzgerald, 

Hodrick-

Prescott and 

Baxter-King 

filters 

Synchronicity and 

similarity  

The EA output gaps are not 

more synchronous or similar at 

the end of our sample period 

than in the 1970s. Synchronicity 

and similarity between output 

gaps of individual countries and 

the EA fluctuate over time, and 

often are not higher than would 

be expected under output gap 

independence. 

Obradović & 

Mihajlović 

(2013) 

Period: 2001q1-

2009q4 

Countries: Bulgar-

ia, Croatia, Hun-

gary, Romania, 

Serbia and Slove-

nia 

Series: GDP 

 

Hodrick-

Prescott and 

Baxter-King 

filters 

Correlations in 

different sub-periods 

and rolling cross-

correlations 

With Hungary as the only ex-

ception Serbian cycle is not 

synchronized with cycles in 

other countries. However, there 

is a tendency of increasing a 

degree of synchronization.  

Papageorgiou, 

Michaelides & 

Milios (2010) 

Period: 1960-2009 

Countries: major 

European coun-

tries, US & Japan 

Series: Major 

annual macroeco-

nomics series 

Hodrick-

Prescott filter 

Correlations in 

different sub-periods 

and mean rolling 

correlations 

There is a different degree of 

synchronization between core 

and peripheral European coun-

tries. European countries in-

creased their synchronization in 

1992–1999, but decreased in 

2000–2009.  

Šergo, Poropat & 

Gržinić (2012) 

Period: 1991m1 

and 2010m3 

Countries: Croatia 

Series: 15 macro-

economic series 

 

Hodrick-

Prescott filter 

Concordance index Co-movement exists between 

unemployment and industrial 

production cycles. The new job 

position on openings coincides 

with the growth of exports, 

construction and tourist arrivals. 

There is almost perfect syn-

chronization between the con-

struction industry and imports 

cycles, and slightly less with 

export cycles.  
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3. METHODOLOGY 

 

3.1 DATA PREPARATION 

 

There are four methodological problems that have to be addresses when 

conducting research on business cycle synchronization. They are related to 

preparation of time series, selection of cycle extraction methods, dating busi-

ness cycles and selection of synchronization measures. These four issues are 

addressed in this and the following subsections. 

 

The quarterly time series of GDP at market prices (chain linked volumes, 

index 2010 = 100) seasonally unadjusted are extracted from the Eurostat Da-

tabase. The sample period for most of the GDP series used in this study runs 

from 2000q1 to 2016q3. For Bosnia & Herzegovina and Montenegro quarterly 

GDP time series were not available, so the quarterly index of industrial pro-

duction was used instead. Since the focus in this study is on economic fluctua-

tion at business cycle frequencies rather than short-term, seasonal fluctuations 

and long-term growth it was necessary to remove all seasonal fluctuations and 

trend. Series were prepared by removing seasonal component using X13-

ARIMA procedure. The logarithm of seasonally adjusted real GDP was used, 

so that the deviations around trend are expressed as percentages. 

 

Non-parametric approach is one of the business cycles extraction methods 

discussed with other methods in Massmann, Mitchell & Weale (2003). The 

most commonly used non-parametric approach is a filtering method. It is well 

known that business cycle analysis results depend on the cycles extraction 

methods (e.g. Massmann & Mitchell, 2004). In order to assess how robust are 

the synchronization measures results on using different extraction methods 

two filters were applied: Hodrick-Prescott (hereafter HP) and Corbae-Ouliaris 

(hereafter FD) filters.  

 

The starting point of the HP filter (Hodrick & Prescott, 1980) is the follow-

ing representation of time series  

    (1) 
 

where  is a trend component, and  cyclical component we want to extract 

using HP filter. HP filter minimizes variance of the cyclical component penal-

izing the variability in the trend, relative to the cyclical component:  
 

  (2) 

 

where parameter  controls smoothness of the trend. When applying HP filter 

the two-step procedure was used. The most common value used for smoothing 

parameter for quarterly series in the first step is . Since the extracted 

cycles still contain random component HP filter was applied for the second 
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time on the extracted cycle from the first step. This time smoothing parameter 

 was used. With this two-step procedure all the random variations were 

smoothed out. There is no recommendation in the literature for the value of 

parameter  in the second step. After conducting experiment with different 

values for this parameter  was chosen. HP filter has been subject of 

many critics (e.g. Kaiser & Maravall, 2001). In one of the latest critics Phillips 

& Hin (2015) demonstrated that against common expectation HP filter does no 

eliminate unit root in time series and what is even more critical, it could gen-

erate cycles that do not exist in the original series.  

 

The other cycle extraction method used is FD filter (Corbae & Ouliaris, 

2006), which is an approximation of so-called ideal band pass filter. This filter 

isolate components of time series within a given range. In business cycle anal-

ysis that would be cycles from 1.25 years (5 quarters) to 8 years (32 quarters). 

The advantage of FD filter over other filters is that it can handle series with 

nonstationarity (e.g. unit root and heteroscedasticity) without prior testing for 

type of nonstationarity as it was requested by Christiano-Fitzgerald and Bax-

ter-King filters. 

 

The nonparametric dating rule to isolate turning points in the cycles pro-

posed by Harding & Pagan (2002) was used. Though this rule does not depend 

on the detrending method used it requires specifying the minimum duration of 

the cycle. Harding & Pagan recommendation was followed and we set the 

phases to last at least two quarters and completed cycles to last at least five 

quarters.  

 

3.2 SYNCHRONIZATION MEASURES 

 

There are a few methods for measuring business cycles synchronizations. 

The most popular are based on Harding-Pagan concordance index (Harding & 

Pagan, 2006) and cross-correlation. To assess the changing nature of business 

cycles synchronization the rolling cross-correlation method on one lag on each 

side of the lag with the maximal absolute value of the cross-correlation coeffi-

cient was used.  

 

3.2.1 CONCORDANCE INDEX 

 

The concordance index measures the proportion of time when two cycles 

are in the same phase (both in expansion or both in recession). There is a per-

fect synchronization, i.e. perfect concordance, when the concordance index 

takes value 1, and when it takes value 0 then there is a perfect discordance, i.e. 

cycles are always in opposite phases. Index values between 0.5 and 1 indicate 

weak to perfect synchronization. Index values from 0 and 0.5 indicate perfect 

to weak discordance.  
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First, we determine the business cycles turning points and then define the 

variable   

   (3) 

 

Similarly we define . Then the concordance index between  and , 

, is defined with: 

  (4) 

 

For instance, index value of 0.8 shows that the cycles  and  in the same 

phase (at the same time in expansion or recession), i.e. they are synchronized 

80% of time. For series  we say it is procyclical with  for concordance in-

dex values between 0.5 and 1, and countercyclical for values between 0 and 

0.5.  

 

To test the hypothesis that two cycles are synchronized the linear model in 

(5) is estimated.  

    (5) 

 

Null hypothesis states that the two cycles are not synchronized, which is 

equivalent to hypothesis that . Because of the possible problems with 

the error in model (5) the Newey-West heteroscedasticity and autocorrelation 

consistent (HAC) adjusted standard error was used when conducting t-test to 

test the null hypothesis.  

 

3.2.2 CROSS-CORRELATIONS 

 

Cross-correlations analysis is one of the methods used to determine the re-

lationship between the referent country cycle (usually cycle in GDP series of 

the European Union) and the cycle in GDP series of an individual country. 

Cross-correlations measure linear dependency between two series at different 

time lags. The maximum of absolute value of cross correlation is used to indi-

cate whether the individual country cycle is leading, coincident or lagging the 

referent country cycle. 

 

Figure 1 illustrates use of the cross-correlation coefficients in assessments 

of business cycle synchronization. The cross-correlation coefficient on zero 

lag is a measure of cyclicality. Its value of 0.49 indicates positive, but weak 

relationship between EU28 and Romanian cycles. The largest cross-

correlation coefficient is on the negative lag, i.e. lead, of one quarter and its 

value is 0.52. This coefficient indicates that the Romanian cycle in the current 

quarter is lagging one quarter behind the European Union cycle.  
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Figure 1. Cross-correlation coefficients between European Union and 

Romanian business cycles 

 

In general, two types of co-movements can be analyzed with the cross-

correlation coefficients. First, contemporaneous co-movement which could be: 

a) procyclical (zero lag correlation is positive), b) countercyclical (zero lag 

correlation is negative), c) acyclical (if the zero lag correlation is not statisti-

cally different from zero). Second, non-contemporaneous co-movements or 

phase shift which suggest that the series is leading if the largest absolute value 

of cross-correlation is on negative lag; series is coincidental if the largest abso-

lute value of cross-correlation is on zero lag and lagging if the largest absolute 

value of cross-correlation is on positive lag.  

 

3.2.3 ROLLING CROSS-CORRELATIONS 

 

To assess whether the business cycles synchronization is changing over 

time the rolling cross-correlation coefficients have been used. The cross-

correlations are calculated in a sub-period (called window). Then the window 

is shifted ahead for one observation and the coefficients are calculated again. 

This has been repeated until we reach the last observation in the series. We 

picked out the lag time corresponding to the maximum correlation between 

two cycles. For most European countries this is 0 quarters. Then the correla-

tions on one lead and one lag around the selected lag time are calculated. 

When the cross-correlation coefficient drops down towards zero, there is little 

synchronization between two cycles. If the lag 1 value jumps above the lag 0 

value, this indicates that the delay time has changed, i.e. one cycle started lag-

ging behind the other cycle. When applying this method we can see whether 

the synchronization has been maintained over time or changed in some periods 

resulting in a different lead/lag relationship between two cycles.  
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When conducting rolling cross-correlations analysis the width of the roll-

ing window, i.e. number of observations in the sub-period used to calculate 

cross-correlations should be set. The rolling window too “wide open” would 

result in shorter series of rolling cross-correlations because too many observa-

tions would be “lost” at the beginning and end of the cycle. In our analysis two 

different widths of the rolling window have been used: 16 and 20 quarters. 

This would allow us to assess how robust are the results to using different roll-

ing window widths.  

 

4. RESULTS 

 

4.1 SUMMARY STATISTICS 

 

Summary statistics of European business cycles are presented in Table 2 

(FD filter) and Table 3 (HP filter). We will briefly comments on the volatility 

of business cycles measured with standard deviation, asymmetry of the busi-

ness cycles measured with skewness coefficient and flatness of the business 

cycles distribution measured with kurtosis coefficient using the summary sta-

tistics from Table 2. The most volatile business cycles in the last 17 years are 

in Baltic countries (Estonia, Latvia and Lithuania) with average standard devi-

ation of 6.08 which is more than 5 times larger than volatility in three coun-

tries with the least volatile cycles (Belgium, France and Norway). Business 

cycles of the new EU members, those who joined EU after 2004, are twice as 

volatile as the cycles of the EU founding members. These results are con-

sistent with findings obtained for developing countries (Agénor, McDermott & 

Prasad, 2000; Rand & Tarp, 2002).  

 

When it comes to asymmetry of business cycles the EU founding members 

and old EU members (joined EU before 2004) are less asymmetric with skew-

ness coefficient 0.26 and 0.23 respectively, than the cycles of new EU mem-

bers with skewness coefficient 0.57. Only five countries (Montenegro, Turkey, 

Sweden, Germany and Cyprus) had negative skewness coefficient (only 14% 

of all countries in this study), but not all of these coefficients were statistically 

significant. Negative skewness coefficient implies asymmetry deepness.  

 

Excess kurtosis was identified in business cycles of Slovakia, Croatia, 

Luxembourg and Slovenia (kurtosis coefficient ranging from 3.90 to 5.26). 

This means that big positive and negative values in deviation around trend in 

these countries are more likely than the normal distribution would suggest.  

 

Distributions with light tails were identified in Cyprus, Poland, Portugal 

and Hungary cycles with kurtosis coefficients ranging from 1.51 to 1.80. Dis-

tributions with absence of kurtosis were identified in Latvia, Belgium, Iceland 

and Sweden cycles with kurtosis coefficients ranging from 2.94 to 3.14. 
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Table 2. Summary statistics of European business cycles;  

Period 2000q1-2016q3 (FD filter) 

Country Mean Median Max Min StdDev Skewness Kurtosis JB p-val 

Austria 0.03 0.11 3.53 -3.06 1.51 0.25 2.65 1.06 0.59 

Belgium 0.00 -0.13 2.89 -2.39 1.22 0.37 2.94 1.54 0.46 

Bosnia & Herz 0.00 -0.55 6.71 -5.73 3.05 0.31 2.49 1.17 0.56 

Bulgaria -0.21 -1.04 6.02 -3.91 2.97 0.74 2.27 7.54 0.02 

Croatia 0.00 -0.14 5.02 -3.16 1.70 0.88 4.38 13.99 0.00 

Cyprus 0.03 0.40 3.57 -3.62 2.36 -0.05 1.51 6.19 0.05 

Czech Republic -0.10 -1.01 6.01 -4.40 2.91 0.63 2.18 6.28 0.04 

Denmark -0.04 -0.17 3.85 -3.71 1.79 0.17 2.65 0.66 0.72 

Estonia -0.24 -0.49 12.46 -14.24 5.91 0.09 3.44 0.61 0.74 

Finland -0.05 -0.28 5.96 -5.00 2.44 0.35 2.69 1.67 0.43 

France 0.04 -0.09 2.45 -2.41 1.13 0.01 2.60 0.44 0.80 

Germany 0.06 -0.14 4.35 -4.52 1.79 -0.10 3.24 0.27 0.87 

Greece -0.25 -0.33 5.71 -6.40 3.33 0.02 2.01 2.73 0.26 

Hungary -0.10 -1.02 4.62 -4.64 2.65 0.24 1.80 4.67 0.10 

Iceland -0.22 -0.74 10.24 -6.10 4.09 0.70 3.09 5.50 0.06 

Ireland -0.29 -0.77 10.64 -8.24 4.85 0.35 2.35 2.57 0.28 

Italy 0.04 -0.09 3.24 -3.16 1.47 0.08 2.42 1.01 0.60 

Latvia -0.44 -2.09 15.37 -13.47 7.00 0.46 2.98 2.39 0.30 

Lithuania -0.44 -0.71 13.07 -11.11 5.33 0.49 3.31 2.99 0.22 

Luxembourg 0.00 -0.16 7.90 -5.05 2.61 0.96 4.31 15.17 0.00 

Macedonia  0.00 -0.26 6.71 -4.40 2.74 0.61 2.82 4.24 0.12 

Malta 0.00 -0.47 4.09 -3.35 2.01 0.27 2.04 3.41 0.18 

Montenegro 0.00 1.74 6.70 -9.63 4.74 -0.53 2.16 2.04 0.36 

Netherlands 0.00 -0.39 4.32 -3.42 2.02 0.23 2.40 1.58 0.45 

Norway -0.09 -0.18 2.77 -2.44 1.25 0.21 2.71 0.74 0.69 

Poland 0.00 -1.10 4.50 -3.08 2.42 0.39 1.61 6.23 0.04 

Portugal -0.01 -0.11 3.56 -3.23 2.04 0.11 1.75 4.49 0.11 

Romania -0.18 -1.01 10.25 -6.74 4.60 0.49 2.34 3.94 0.14 

Serbia -0.25 -0.86 6.29 -5.80 2.80 0.52 2.78 3.14 0.21 

Slovakia -0.37 -1.56 8.96 -3.10 2.92 1.74 5.26 47.93 0.00 

Slovenia -0.15 -0.44 8.22 -4.45 2.90 1.05 3.90 14.68 0.00 

Spain -0.06 -0.07 4.18 -3.30 1.94 0.30 2.28 2.46 0.29 

Sweden -0.02 -0.51 4.36 -5.58 2.12 -0.18 3.14 0.43 0.81 

Switzerland 0.04 -0.13 3.53 -2.64 1.53 0.35 2.60 1.81 0.40 

Turkey -0.35 0.30 7.92 -9.72 4.83 -0.22 2.19 2.37 0.31 

UK -0.06 -0.39 4.24 -3.54 1.68 0.49 3.15 2.78 0.25 

EU28 -0.01 0.02 3.96 -2.87 1.46 0.63 3.35 4.79 0.09 

EA19 0.01 -0.06 3.88 -2.71 1.51 0.48 2.81 2.64 0.27 

 

Note: All series are filtered using the Corbae-Ouliaris (FD) filter. In case of Bosnia and Her-
zegovina and Montenegro industrial cycles were used. Period covered in case of Bosnia and 

Herzegovina 2006q1-2016q3, Montenegro 2010q1-2016q3 and Poland 2002q1-2016q3. 

StdDev denotes standard deviation of the cycle; Skewness is a skewness coefficient; Kurtosis 

is a kurtosis coefficient; JB-test is the Jarque-Bera test statistic for testing normality of the 

cycle distribution and p-val is the Jarque-Bera test statistics p-value.  
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Table 3. Summary statistics of European business cycles;  

Period 2000q1-2016q3 (HP filter) 

Country Mean Median Max Min StdDev Skewness Kurtosis JB p-val 

Austria 0.03 -0.08 2.57 -2.21 1.08 0.32 3.04 1.17 0.56 

Belgium 0.03 -0.11 1.90 -1.56 0.83 0.34 2.61 1.72 0.42 

Bosnia & Herz 0.00 -0.36 4.00 -6.71 2.03 -0.53 4.78 7.64 0.02 

Bulgaria -0.10 -0.46 4.19 -2.62 1.55 1.27 4.06 21.25 0.00 

Croatia 0.00 -0.59 4.48 -2.12 1.64 1.35 3.91 22.73 0.00 

Cyprus 0.07 0.16 3.77 -3.44 1.59 -0.33 2.75 1.39 0.50 

Czech Republic 0.03 -0.09 3.92 -2.18 1.63 0.69 2.74 5.47 0.06 

Denmark 0.03 -0.02 2.59 -2.56 1.27 0.13 2.62 0.60 0.74 

Estonia -0.04 -0.40 9.59 -9.73 4.13 0.14 3.88 2.39 0.30 

Finland 0.02 -0.29 4.26 -3.69 1.67 0.39 3.53 2.44 0.30 

France 0.06 -0.04 1.80 -1.81 0.83 0.01 2.87 0.05 0.98 

Germany 0.06 0.02 2.96 -3.11 1.35 -0.09 2.93 0.10 0.95 

Greece -0.02 -0.30 3.46 -4.74 2.27 -0.23 2.41 1.56 0.46 

Hungary 0.03 -0.22 2.75 -2.65 1.40 0.26 2.40 1.75 0.42 

Iceland -0.03 -0.33 6.76 -3.96 2.64 0.84 3.40 8.28 0.02 

Ireland 0.11 -0.08 6.13 -6.79 3.18 -0.17 2.68 0.60 0.74 

Italy 0.07 -0.01 2.37 -2.26 1.12 0.12 2.31 1.51 0.47 

Latvia -0.13 -0.83 11.17 -9.50 4.57 0.54 3.79 5.05 0.08 

Lithuania -0.21 -0.41 8.95 -7.47 3.49 0.60 4.04 7.01 0.03 

Luxembourg 0.00 -0.23 5.26 -3.28 1.76 1.23 4.95 27.48 0.00 

Macedonia  0.00 0.16 5.96 -3.07 1.76 0.73 4.36 11.07 0.00 

Malta 0.00 -0.03 2.20 -1.99 1.08 0.23 2.60 1.03 0.60 

Montenegro 0.00 0.67 5.56 -4.83 2.70 -0.11 2.46 0.38 0.83 

Netherlands 0.05 -0.03 2.71 -1.73 1.26 0.40 2.09 4.10 0.13 

Norway -0.03 0.02 1.79 -1.46 0.80 0.26 2.77 0.92 0.63 

Poland 0.00 -0.06 1.74 -1.43 0.81 0.26 2.34 1.72 0.42 

Portugal 0.04 0.12 1.74 -2.39 1.19 -0.27 1.87 4.38 0.11 

Romania -0.02 -0.41 6.15 -2.39 2.03 1.46 4.78 32.54 0.00 

Serbia -0.15 -0.17 3.40 -4.33 1.53 -0.14 3.90 2.48 0.29 

Slovakia -0.22 -0.85 5.47 -2.04 1.84 1.80 5.56 54.44 0.00 

Slovenia -0.01 -0.33 5.33 -2.75 1.90 1.13 3.96 16.86 0.00 

Spain 0.06 0.02 3.05 -2.56 1.37 0.18 2.63 0.73 0.69 

Sweden 0.04 -0.05 3.16 -3.67 1.52 -0.10 2.92 0.13 0.94 

Switzerland 0.04 -0.09 2.30 -1.72 1.05 0.36 2.46 2.31 0.32 

Turkey -0.15 0.84 4.89 -6.53 3.00 -0.35 2.35 2.58 0.28 

UK 0.02 -0.22 2.68 -2.34 1.06 0.42 3.72 3.42 0.18 

EU28 0.04 -0.07 2.65 -2.01 1.06 0.54 3.04 3.22 0.20 

EA19 0.05 -0.03 2.62 -1.96 1.10 0.45 2.58 2.73 0.25 

 

Note: All series are filtered using the Hodrick-Prescott (HP) filter. In case of Bosnia and Her-
zegovina and Montenegro industrial cycles were used. Period covered in case of Bosnia and 

Herzegovina 2006q1-2016q3, Montenegro 2010q1-2016q3 and Poland 2002q1-2016q3. 

StdDev denotes standard deviation of the cycle; Skewness is a skewness coefficient; Kurtosis 

is a kurtosis coefficient; JB-test is the Jarque-Bera test statistic for testing normality of the 

cycle distribution and p-val is the Jarque-Bera test statistics p-value.  
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To assess robustness of these results to extraction methods used the 

Spearman’s rank-order correlations were calculated between standard devia-

tions, skewness coefficients and kurtosis coefficients in Tables 2 (FD filter) 

and 3 (HP filter). There is a high degree of agreement between two rank lists 

in case of standard deviations and skewness coefficients (0.95 and 0.91 re-

spectively). The Spearman’s rank-order correlation value 0.68 in case of kur-

tosis indicates not so strong monotonic relationship between two kurtosis coef-

ficients series. These results would suggest that the business cycle volatility 

and asymmetry results are quite robust across the cycle extraction methods 

used.  

 

4.2 CONCORDANCE INDEX 

 

A quick look at the values of the concordance indexes in Tables 4 and 5, 

shows that generally concordance indexes are very high indicating that most 

countries (54% of them in Table 4) spent more than three quarters of the time 

in the same phase with EU28 aggregate in period from 2000q1 to 2016q3. 

These are mostly old EU members and some non-EU countries (Switzerland 

and Iceland).  

 

Results slightly vary with the cycle extraction methods used (FD and HP 

filters) and whether we are computing concordance index with EU28 or EA19 

aggregates. The following countries have degree of concordance about 90% in 

at least one of these four lists: Belgium, Slovenia, Czech Republic, Italy, Swe-

den and Cyprus. The highest degree of concordance (above 90%) seems to be 

between the EU28 and Belgium with 98% (HP filter and EU28), along with 

Czech Republic with 97% (HP filter and EA19). 

 

At the other end of concordance scale are the countries who are identified 

to be not synchronized with EU28 or EA19 aggregates in period from 2000q1 

to 2016q3. They are Montenegro, Serbia, Romania, Latvia, Lithuania, Turkey 

and UK with concordance indexes ranging from 0.37 to 0.67 (Table 4). As ex-

plained before concordance index values below 0.5 indicate that the two cy-

cles are in opposite phases in some sub-periods. However, any concordance 

index value below 0.7 could be treated as statistically not significant at the 5% 

significance level. Border cases are Bosnia and Herzegovina, Croatia, Norway 

and Poland who could be described as only weakly synchronized with either 

EU28 or EA19 aggregates. This means that Poland, some Western Balkan and 

Baltic countries would not have net benefits from euro adoption.  
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Table 4. Concordance index, 2000q1-2016q3 (FD filter) 
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Austria 1 .85 .67 .62 .68 .83 .68 .71 .83 .59 .79 .91 .85 

Belgium .00 1 .63 .71 .65 .83 .77 .80 .89 .65 .88 .88 .79 

B&H .03 .12 1 .77 .72 .65 .79 .63 .70 .49 .70 .77 .65 

Bulgaria .02 .00 .00 1 .61 .73 .85 .70 .79 .58 .83 .71 .62 

Croatia .02 .10 .03 .17 1 .73 .64 .61 .73 .58 .68 .68 .71 

Cyprus .00 .00 .23 .00 .00 1 .79 .73 .91 .58 .86 .77 .77 

Czech Republic .02 .00 .00 .00 .14 .00 1 .76 .85 .67 .89 .77 .68 

Denmark .02 .00 .20 .00 .29 .01 .00 1 .82 .67 .86 .77 .80 

EA19 .00 .00 .01 .00 .01 .00 .00 .00 1 .64 .95 .86 .80 

Estonia .28 .04 .88 .45 .46 .36 .10 .11 .15 1 .68 .65 .59 

EU28 .00 .00 .01 .00 .05 .00 .00 .00 .00 .03 1 .85 .79 

Finland .00 .00 .00 .00 .06 .00 .00 .00 .00 .10 .00 1 .85 

France .00 .00 .06 .09 .01 .01 .04 .00 .01 .28 .00 .00 1 

Germany .00 .00 .02 .01 .00 .00 .00 .06 .00 .59 .00 .00 .00 

Greece .57 .11 .18 .15 .12 .11 .10 .24 .03 .83 .08 .34 .56 

Hungary .16 .03 .62 .08 .22 .10 .08 .00 .01 .08 .00 .05 .01 

Iceland .04 .05 .51 .00 .04 .00 .00 .01 .00 .42 .00 .06 .00 

Ireland .00 .00 .11 .00 .69 .00 .00 .01 .00 .10 .00 .00 .00 

Italy .00 .00 .08 .00 .00 .00 .00 .00 .00 .23 .00 .00 .00 

Latvia .39 .11 .73 .57 .03 .81 .51 .05 .25 .00 .13 .16 .13 

Lithuania .11 .14 .04 .44 .07 .33 .40 .06 .20 .00 .10 .05 .25 

Luxembourg .26 .01 .24 .08 .23 .07 .04 .00 .01 .41 .02 .08 .00 

Macedonia, FRY .63 .16 .14 .00 .10 .12 .00 .03 .01 .60 .00 .27 .12 

Malta .39 .02 .00 .02 .14 .07 .00 .00 .01 .03 .00 .06 .06 

Montenegro .92 .58 .00 .86 .49 .84 .49 .85 .92 .29 .92 .88 .68 

Netherlands .00 .00 .26 .00 .18 .00 .00 .00 .00 .00 .00 .01 .00 

Norway .02 .01 .19 .05 .78 .24 .06 .06 .02 .11 .00 .00 .12 

Poland .01 .02 .24 .00 .16 .01 .29 .10 .03 .60 .09 .02 .00 

Portugal .01 .00 .01 .00 .13 .00 .00 .00 .00 .48 .00 .00 .01 

Romania .35 .97 .27 .39 .35 .95 .87 .78 .60 .21 .88 .60 .96 

Serbia .10 .51 .03 .03 .08 .21 .43 .64 .17 .24 .12 .10 .03 

Slovakia .04 .00 .02 .00 .01 .00 .00 .01 .00 .03 .00 .00 .16 

Slovenia .00 .00 .00 .00 .01 .00 .00 .00 .00 .07 .00 .00 .00 

Spain .04 .00 .02 .00 .02 .00 .00 .00 .00 .02 .00 .01 .13 

Sweden .00 .00 .01 .00 .21 .00 .00 .00 .00 .03 .00 .00 .01 

Switzerland .02 .01 .03 .03 .71 .22 .01 .00 .03 .04 .01 .00 .00 

Turkey .01 .07 .31 .21 .05 .50 .35 .00 .19 .46 .08 .00 .00 

UK .16 .03 .50 .67 .38 .37 .17 .00 .09 .00 .05 .07 .05 

 

Note: Numbers above the main diagonal are concordance indices and numbers below main 

diagonal are their p-values. 
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Table 4 (cont’d). Concordance index, 2000q1-2016q3 (FD filter) 
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Austria .85 .56 .58 .67 .76 .71 .53 .62 .59 .53 .59 .52 .77 

Belgium .79 .65 .67 .70 .76 .83 .62 .65 .68 .62 .68 .41 .80 

B&H .72 .67 .56 .58 .65 .65 .56 .72 .65 .65 .74 .78 .63 

Bulgaria .65 .64 .68 .74 .71 .76 .61 .61 .64 .73 .67 .52 .76 

Croatia .80 .67 .62 .68 .53 .70 .67 .73 .61 .67 .61 .56 .64 

Cyprus .83 .67 .62 .74 .74 .82 .52 .58 .64 .61 .67 .52 .85 

Czech Republic .74 .67 .65 .77 .80 .88 .58 .61 .67 .73 .76 .59 .85 

Denmark .68 .61 .80 .74 .71 .73 .64 .67 .73 .70 .73 .48 .79 

EA19 .86 .73 .71 .77 .74 .88 .61 .64 .70 .70 .70 .48 .85 

Estonia .56 .48 .62 .59 .65 .61 .79 .76 .58 .45 .67 .37 .67 

EU28 .82 .68 .76 .82 .79 .86 .65 .68 .68 .74 .74 .48 .89 

Finland .88 .59 .64 .70 .76 .80 .59 .68 .62 .59 .65 .52 .74 

France .82 .56 .70 .76 .73 .77 .59 .59 .71 .62 .65 .56 .74 

Germany 1 .62 .64 .70 .64 .83 .56 .62 .65 .62 .59 .44 .74 

Greece .25 1 .62 .65 .62 .67 .58 .64 .70 .73 .67 .59 .64 

Hungary .07 .20 1 .67 .61 .68 .74 .65 .71 .71 .68 .37 .68 

Iceland .05 .04 .00 1 .70 .77 .68 .62 .65 .71 .59 .48 .74 

Ireland .08 .04 .05 .04 1 .71 .59 .56 .68 .65 .71 .70 .77 

Italy .00 .06 .03 .00 .00 1 .58 .55 .70 .70 .67 .44 .82 

Latvia .43 .49 .02 .03 .19 .58 1 .82 .67 .58 .64 .44 .58 

Lithuania .23 .24 .18 .32 .38 .87 .00 1 .61 .61 .67 .56 .61 

Luxembourg .05 .03 .00 .05 .01 .00 .04 .25 1 .70 .67 .56 .67 

Macedonia, FRY .13 .01 .01 .01 .04 .00 .58 .42 .01 1 .67 .59 .70 

Malta .35 .07 .00 .21 .01 .01 .02 .00 .05 .05 1 .63 .73 

Montenegro .66 .43 .06 .94 .05 .63 .30 .29 .61 .21 .34 1 .44 

Netherlands .01 .17 .02 .00 .00 .00 .26 .34 .03 .00 .00 .59 1 

Norway .05 .10 .09 .11 .13 .31 .00 .01 .37 .27 .10 .60 .18 

Poland .21 .28 .11 .17 .06 .32 .79 .34 .13 .88 .93 .52 .12 

Portugal .00 .00 .07 .10 .00 .00 .59 .50 .00 .00 .01 .37 .00 

Romania .85 .01 .00 .33 .42 .81 .44 .89 .52 .01 .84 .90 .73 

Serbia .02 .82 .46 .01 .71 .24 .68 .97 .90 .36 .91 .90 .39 

Slovakia .01 .06 .18 .15 .00 .01 .13 .01 .28 .00 .00 .89 .00 

Slovenia .00 .02 .01 .01 .00 .00 .20 .26 .01 .00 .00 .66 .00 

Spain .01 .12 .01 .03 .00 .00 .04 .09 .04 .00 .00 .72 .00 

Sweden .00 .01 .00 .00 .00 .00 .05 .10 .00 .00 .00 .66 .00 

Switzerland .02 .30 .00 .05 .03 .00 .04 .11 .00 .00 .01 .67 .00 

Turkey .03 .95 .00 .07 .02 .08 .33 .09 .05 .03 .76 .61 .63 

UK .57 .04 .05 .29 .02 .63 .00 .00 .01 .12 .00 .52 .08 

 

A reason for this finding for Poland, some Western Balkan and Baltic 

countries may be related to the fact that some of these countries became EU 

members in 2004, when their synchronization with EU28 aggregate increased 

significantly. However, before becoming EU members their business cycles 

were almost all the time in the opposite phase with the EU cycle. Therefore in 

the whole period for these countries luck of or very weak synchronization was 
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detected. It would be interesting to calculate synchronization measures in sub-

periods (before and after they came EU members). Instead of calculating the 

concordance index or average correlations in such sub-periods we have opted 

to use rolling cross-correlation coefficients to assess changes in a degree of 

synchronization.  

 

Table 4 (cont’d). Concordance index, 2000q1-2016q3 (FD filter) 
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Austria .70 .75 .76 .39 .62 .65 .76 .70 .73 .71 .65 .59 

Belgium .70 .68 .88 .52 .56 .74 .85 .79 .82 .71 .65 .68 

B&H .65 .60 .74 .60 .70 .67 .74 .74 .72 .72 .58 .58 

Bulgaria .68 .68 .74 .62 .67 .76 .80 .77 .83 .70 .61 .58 

Croatia .53 .64 .62 .59 .64 .73 .71 .68 .62 .55 .67 .61 

Cyprus .59 .73 .80 .50 .61 .73 .86 .80 .80 .64 .55 .58 

Czech Republic .68 .59 .83 .53 .58 .82 .89 .89 .89 .79 .58 .64 

Denmark .65 .63 .74 .53 .55 .70 .77 .74 .80 .79 .73 .76 

EA19 .68 .69 .89 .56 .61 .79 .92 .83 .89 .73 .61 .67 

Estonia .62 .54 .56 .41 .42 .67 .62 .65 .68 .67 .58 .79 

EU28 .73 .64 .85 .55 .62 .83 .91 .88 .94 .77 .65 .71 

Finland .76 .69 .79 .45 .62 .71 .82 .73 .79 .77 .71 .65 

France .64 .75 .73 .48 .65 .62 .76 .67 .73 .80 .74 .65 

Germany .67 .64 .76 .48 .68 .71 .82 .73 .76 .71 .65 .56 

Greece .62 .61 .77 .68 .48 .70 .74 .68 .71 .61 .52 .70 

Hungary .64 .59 .61 .70 .56 .65 .70 .67 .73 .71 .71 .71 

Iceland .67 .63 .67 .64 .74 .65 .73 .70 .76 .71 .65 .62 

Ireland .67 .66 .79 .42 .47 .71 .76 .79 .85 .77 .65 .68 

Italy .59 .59 .83 .56 .61 .73 .89 .80 .83 .76 .64 .58 

Latvia .71 .51 .53 .62 .55 .64 .59 .62 .65 .61 .61 .79 

Lithuania .71 .58 .56 .56 .52 .73 .62 .65 .65 .64 .64 .82 

Luxembourg .59 .63 .74 .56 .52 .61 .71 .68 .74 .79 .67 .73 

Macedonia, FRY .59 .47 .71 .68 .58 .79 .74 .74 .74 .70 .70 .67 

Malta .62 .51 .74 .50 .48 .76 .77 .83 .74 .73 .52 .73 

Montenegro .44 .44 .67 .48 .48 .52 .56 .56 .56 .44 .56 .56 

Netherlands .65 .64 .77 .47 .58 .79 .89 .89 .86 .76 .55 .67 

Norway 1 .63 .67 .58 .62 .71 .67 .67 .70 .68 .56 .71 

Poland .17 1 .61 .58 .58 .54 .63 .56 .61 .58 .61 .58 

Portugal .04 .24 1 .55 .53 .77 .88 .82 .85 .74 .56 .65 

Romania .42 .25 .46 1 .68 .56 .55 .48 .52 .47 .53 .59 

Serbia .11 .41 .72 .01 1 .52 .59 .53 .56 .58 .58 .42 

Slovakia .00 .57 .00 .59 .92 1 .83 .86 .80 .67 .61 .76 

Slovenia .10 .14 .00 .56 .27 .00 1 .91 .91 .74 .56 .65 

Spain .10 .61 .00 .96 .69 .00 .00 1 .88 .74 .53 .65 

Sweden .06 .11 .00 .92 .35 .00 .00 .00 1 .80 .65 .71 

Switzerland .12 .41 .01 .65 .23 .12 .03 .06 .00 1 .70 .70 

Turkey .41 .08 .36 .92 .30 .23 .37 .63 .09 .01 1 .67 

UK .00 .29 .04 .29 .35 .01 .14 .11 .08 .02 .07 1 
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Table 5. Concordance index, 2000q1-2016q3 (HP filter) 
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Austria 1 .88 .74 .79 .74 .89 .86 .74 .86 .74 .86 .97 .89 

Belgium .00 1 .72 .79 .68 .86 .92 .86 .95 .62 .98 .88 .92 

B&H .00 .04 1 .70 .70 .77 .77 .60 .74 .47 .72 .74 .67 

Bulgaria .00 .00 .11 1 .74 .80 .83 .65 .80 .59 .80 .76 .77 

Croatia .01 .08 .05 .03 1 .76 .67 .55 .67 .58 .67 .71 .70 

Cyprus .00 .00 .01 .00 .01 1 .85 .73 .85 .64 .85 .86 .88 

Czech Republic .00 .00 .01 .00 .07 .00 1 .79 .97 .67 .94 .83 .85 

Denmark .04 .00 .33 .07 .65 .02 .00 1 .82 .70 .85 .74 .82 

EA19 .00 .00 .01 .00 .04 .00 .00 .00 1 .64 .97 .83 .88 

Estonia .01 .20 .96 .15 .49 .10 .18 .07 .20 1 .64 .71 .67 

EU28 .00 .00 .01 .00 .08 .00 .00 .00 .00 .09 1 .86 .91 

Finland .00 .00 .01 .00 .09 .00 .00 .05 .00 .01 .00 1 .92 

France .00 .00 .01 .00 .11 .00 .00 .01 .00 .05 .00 .00 1 

Germany .00 .00 .04 .00 .00 .00 .00 .02 .00 .05 .00 .00 .00 

Greece .98 .24 .16 1.00 .26 .49 .37 .68 .23 .27 .20 .81 .41 

Hungary .03 .00 .09 .17 .39 .01 .00 .00 .00 .22 .00 .03 .00 

Iceland .00 .01 .23 .18 .17 .00 .02 .02 .02 .03 .01 .00 .00 

Ireland .00 .00 .17 .01 .42 .00 .00 .00 .00 .15 .00 .00 .00 

Italy .00 .00 .01 .00 .21 .00 .00 .00 .00 .18 .00 .00 .00 

Latvia .25 .73 .73 .89 .26 .86 .84 .07 .84 .00 .81 .38 .71 

Lithuania .70 .56 .71 .95 .70 .26 .66 .73 .50 .01 .59 .78 .43 

Luxembourg .12 .00 .05 .47 .36 .04 .00 .00 .00 .66 .00 .07 .01 

Macedonia, FRY .60 .02 .03 .89 .46 .34 .14 .05 .06 .05 .03 .28 .04 

Malta .20 .00 .03 .06 .28 .03 .00 .00 .00 .46 .00 .30 .08 

Montenegro .28 .12 .24 .25 .39 .33 .34 .28 .34 .03 .12 .28 .33 

Netherlands .00 .00 .01 .00 .01 .00 .00 .00 .00 .18 .00 .00 .00 

Norway .20 .02 .93 .53 .63 .16 .06 .00 .06 .09 .03 .18 .15 

Poland .05 .00 .13 .04 .02 .00 .01 .00 .01 .14 .00 .01 .00 

Portugal .00 .00 .02 .00 .53 .00 .00 .00 .00 .73 .00 .01 .00 

Romania .47 .32 .34 .17 .75 .13 .23 .62 .39 .99 .26 .40 .52 

Serbia .07 .57 .01 .04 .64 .19 .28 .94 .44 .53 .47 .13 .50 

Slovakia .03 .08 .18 .00 .00 .05 .05 .55 .11 .26 .16 .17 .13 

Slovenia .00 .00 .00 .01 .00 .00 .00 .02 .00 .49 .00 .01 .00 

Spain .00 .00 .01 .00 .00 .00 .00 .00 .00 .16 .00 .00 .00 

Sweden .00 .00 .04 .00 .13 .00 .00 .00 .00 .27 .00 .00 .00 

Switzerland .30 .00 .29 .20 .99 .12 .01 .00 .00 .07 .00 .25 .06 

Turkey .25 .56 .20 .86 .52 .91 .97 .02 .80 .05 .65 .14 .34 

UK .51 .20 .92 .68 .32 .74 .48 .00 .35 .01 .25 .39 .32 

 

Note: Numbers above the main diagonal are concordance indices and numbers below main 

diagonal are their p-values. 
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Only a few countries had concordance index value above 90%. This is 

simply the fact that in the whole period there were significant changes in the 

level of synchronization with some drop in the level of concordance around 

2004 and at the end of the period, i.e. after 2012. These changes caused the 

concordance index drop to or below 90%.  

 

Table 5 (cont’d). Concordance index, 2000q1-2016q3 (HP filter) 
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Austria .80 .50 .74 .80 .77 .82 .62 .44 .64 .53 .65 .33 .86 

Belgium .86 .62 .83 .80 .86 .94 .53 .44 .76 .65 .71 .33 .92 

B&H .70 .70 .67 .70 .63 .72 .53 .56 .72 .70 .72 .56 .79 

Bulgaria .77 .53 .65 .71 .68 .79 .50 .53 .55 .53 .65 .37 .80 

Croatia .76 .61 .61 .67 .58 .62 .64 .58 .59 .58 .61 .37 .73 

Cyprus .82 .58 .73 .79 .76 .80 .52 .33 .65 .58 .67 .37 .88 

Czech Republic .88 .61 .79 .76 .82 .95 .52 .45 .71 .61 .73 .37 .94 

Denmark .73 .55 .91 .73 .85 .83 .67 .55 .83 .64 .79 .41 .79 

EA19 .88 .64 .79 .76 .85 .95 .52 .42 .74 .64 .73 .37 .94 

Estonia .70 .33 .64 .64 .64 .65 .82 .67 .56 .33 .61 .30 .64 

EU28 .88 .64 .82 .79 .85 .95 .52 .45 .74 .64 .70 .33 .91 

Finland .77 .53 .77 .80 .80 .82 .59 .47 .67 .56 .62 .33 .83 

France .82 .58 .79 .79 .88 .89 .55 .39 .74 .61 .64 .37 .85 

Germany 1 .64 .70 .67 .76 .86 .52 .48 .71 .52 .67 .30 .85 

Greece .12 1 .55 .61 .58 .62 .39 .45 .65 .67 .61 .70 .61 

Hungary .03 .70 1 .73 .82 .77 .67 .61 .83 .70 .79 .44 .79 

Iceland .12 .43 .01 1 .67 .74 .67 .52 .65 .55 .67 .59 .79 

Ireland .01 .34 .00 .13 1 .86 .52 .42 .80 .67 .73 .48 .82 

Italy .00 .23 .00 .04 .00 1 .50 .44 .76 .62 .68 .37 .89 

Latvia .90 .34 .09 .03 .91 .93 1 .79 .62 .45 .64 .48 .55 

Lithuania .88 .52 .37 .90 .48 .50 .00 1 .56 .45 .55 .41 .42 

Luxembourg .01 .05 .00 .01 .00 .00 .23 .47 1 .68 .71 .52 .71 

Macedonia, FRY .91 .08 .00 .72 .01 .09 .70 .41 .03 1 .67 .63 .64 

Malta .01 .36 .00 .06 .00 .00 .16 .64 .01 .06 1 .63 .79 

Montenegro .01 .01 .63 .01 .93 .34 .88 .49 .65 .19 .02 1 .37 

Netherlands .00 .43 .00 .01 .00 .00 .70 .58 .00 .09 .00 .33 1 

Norway .26 .77 .00 .00 .03 .09 .01 .18 .00 .33 .06 .94 .04 

Poland .00 .32 .00 .17 .00 .00 .86 .50 .00 .41 .03 .67 .00 

Portugal .00 .00 .01 .13 .00 .00 .42 .27 .00 .07 .01 1.00 .00 

Romania .12 .33 .44 .04 .83 .32 .86 .62 .36 .65 .61 .18 .36 

Serbia .79 .83 .95 .09 .40 .51 .41 .75 .38 .89 .76 .49 .46 

Slovakia .00 .86 .33 .45 .34 .11 .42 .49 .33 .83 .21 .13 .02 

Slovenia .00 .13 .00 .01 .00 .00 .44 .98 .00 .29 .00 .45 .00 

Spain .00 .15 .01 .02 .00 .00 .70 .83 .00 .30 .00 .50 .00 

Sweden .00 .25 .00 .04 .00 .00 .89 .51 .00 .00 .01 .06 .00 

Switzerland .09 .62 .00 .04 .00 .00 .03 .38 .00 .13 .00 .44 .01 

Turkey .76 .53 .02 .28 .37 .75 .00 .00 .08 .50 .22 .75 .95 

UK .41 .66 .00 .09 .06 .40 .00 .01 .02 .20 .01 .77 .26 
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This will be investigated in more details in the rolling cross-correlations 

section. The degree of concordance between 80% and 90% characterize coun-

tries, which almost entirely belong to the group of old EU members (Spain, 

Portugal, Germany, Finland, France, Denmark, Austria and Ireland,), with 

Bulgaria being the only exception.  

 

Table 5 (cont’d). Concordance index, 2000q1-2016q3 (HP filter) 
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Austria .67 .71 .73 .56 .67 .73 .76 .82 .83 .70 .62 .59 

Belgium .73 .78 .85 .62 .58 .70 .82 .88 .92 .79 .59 .68 

B&H .51 .65 .74 .70 .72 .70 .81 .79 .70 .65 .56 .56 

Bulgaria .58 .69 .70 .71 .76 .85 .70 .76 .74 .64 .50 .50 

Croatia .56 .69 .56 .55 .56 .86 .80 .71 .67 .50 .58 .61 

Cyprus .62 .76 .77 .64 .62 .71 .80 .80 .82 .68 .52 .55 

Czech Republic .68 .76 .86 .64 .62 .71 .83 .92 .88 .80 .52 .61 

Denmark .83 .73 .74 .55 .50 .56 .71 .74 .82 .89 .73 .79 

EA19 .68 .75 .86 .61 .59 .68 .83 .92 .91 .80 .55 .64 

Estonia .65 .66 .53 .45 .53 .59 .59 .68 .61 .71 .67 .67 

EU28 .71 .78 .86 .64 .59 .68 .80 .89 .91 .80 .58 .67 

Finland .70 .75 .73 .59 .64 .70 .73 .79 .86 .70 .65 .62 

France .68 .76 .77 .58 .56 .68 .74 .80 .94 .71 .64 .64 

Germany .59 .86 .80 .61 .53 .77 .86 .89 .82 .68 .45 .61 

Greece .53 .61 .74 .64 .50 .50 .65 .65 .61 .56 .45 .58 

Hungary .89 .80 .71 .58 .50 .62 .77 .74 .82 .86 .70 .79 

Iceland .77 .59 .68 .76 .71 .62 .71 .71 .73 .71 .61 .70 

Ireland .71 .80 .77 .52 .44 .59 .71 .80 .91 .77 .64 .67 

Italy .67 .75 .88 .62 .58 .67 .79 .88 .92 .79 .56 .62 

Latvia .71 .53 .41 .45 .56 .59 .59 .56 .52 .68 .79 .76 

Lithuania .65 .58 .38 .61 .56 .62 .50 .47 .42 .62 .73 .76 

Luxembourg .76 .75 .73 .56 .42 .58 .79 .73 .80 .79 .65 .71 

Macedonia, FRY .59 .56 .65 .48 .50 .53 .62 .59 .67 .59 .58 .64 

Malta .68 .66 .68 .55 .53 .62 .74 .77 .67 .80 .61 .70 

Montenegro .48 .41 .48 .56 .56 .30 .41 .41 .33 .41 .44 .44 

Netherlands .68 .76 .80 .61 .59 .74 .89 .92 .88 .77 .52 .64 

Norway 1 .68 .61 .65 .48 .55 .67 .64 .71 .79 .65 .80 

Poland .02 1 .75 .64 .49 .75 .81 .80 .78 .69 .47 .64 

Portugal .34 .00 1 .65 .58 .58 .76 .82 .80 .73 .47 .56 

Romania .15 .02 .19 1 .74 .62 .59 .56 .58 .56 .45 .55 

Serbia .86 .97 .44 .00 1 .64 .52 .55 .50 .55 .56 .44 

Slovakia .66 .00 .52 .34 .24 1 .79 .73 .68 .52 .50 .56 

Slovenia .09 .00 .00 .12 .85 .00 1 .88 .80 .70 .47 .62 

Spain .18 .00 .00 .50 .64 .04 .00 1 .83 .76 .47 .62 

Sweden .04 .00 .00 .46 .88 .13 .00 .00 1 .74 .61 .67 

Switzerland .00 .06 .01 .42 .64 .93 .07 .02 .02 1 .71 .74 

Turkey .07 .91 .69 .31 .64 .92 .82 .81 .56 .01 1 .79 

UK .00 .05 .72 .77 .40 .80 .18 .28 .21 .01 .00 1 
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The lowest level of concordance (between 70% and 80%) with both EU28 

and EA19 aggregates seems to be recorded mostly for new EU members such 

as Hungary, Slovakia, Malta and Poland, with exception of Luxembourg, and 

two non-EU countries: Bosnia & Herzegovina and Norway.  

 

Old EU members are all European countries who joined EU before 2004, 

while new EU members joined EU after 2004 (the last was Croatia who joined 

EU in 2013). Non-EU members group consists of quite different countries, 

including on one hand Iceland, Norway and Switzerland all three synchro-

nized with EU cycle to some extent and on the other hand a few Western Bal-

kan countries which are mostly not synchronized with EU cycle.  

 

Table 6. Average concordance index; Period 2000q1-2016q3 

 Old EU members New EU members Non–EU members 

 FD HP FD HP FD HP 

EA19 0.82 0.85 0.73 0.71 0.66 0.64 

EU28 0.82 0.85 0.75 0.72 0.69 0.65 

 

Concordance indexes of 0.82 (FD filter) and 0.85 (HP filter) for old EU 

members in Table 6 suggest that their cycles were more than 80% of time in 

the same phase with Euro Area and European Union cycles. New EU mem-

bers were also synchronized with EA19 and EU28 cycles but with lower de-

gree of synchronization. Non-EU members were least synchronized confirm-

ing the same results from the other studies of business cycles synchronization. 

All these results are quire robust across the cycle extraction methods used.  

 

Another way to assess robustness of these results across the cycle extrac-

tion methods used is to calculate rank correlation between rank list of con-

cordance indexes calculated from cycles obtained after FD and HP filters were 

used. There is a high degree of agreement between rank lists of concordance 

indexes based on FD and HP filters. The Spearman’s rank-order correlation 

coefficients for EU28 and EA19 rank lists between two filters results are 0.9 

and 0.91 respectively.  

 

Figures 2 and 3 show the relationships between business cycle volatility 

and concordance index for results based on FD and HP filters respectively. 

Negative slope of the scatterplot on both Figures 2 and 3 indicates that there is 

a tendency among European countries with more volatile business cycles to be 

less synchronized with the Euro Area cycle. Most of the old EU members are 

located in the right bottom corner of the scatterplot characterized by low vola-

tility and high concordance index, i.e. high synchronization with EA19 cycle. 

Visual inspection of these two scatterplots suggests that the negative relation-

ship between volatility and synchronization and position of individual coun-

tries on these scatterplots are not significantly influenced by the cycle extrac-

tion methods used.  
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Figure 2. Volatility vs. Concordance index (FD filter) 

 
 

 

Figure 3. Volatility vs. Concordance index (HP filter) 
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4.3 CROSS-CORRELATIONS  

 

From Table 7 we can see that most European countries, i.e. 60% of them, 

have the maximum value of the cross-correlation at zero lag indicating that 

their cycles are synchronized with the EU28 cycle (50% in Table 8).  

 

Table 7. Cross-correlations of EU28 and European countries cycles;  

Period: 2000q1 – 2016q3 (FD filter) 

Lag j:  -6 -5 -4 -3 -2 -1 0 1 2 3 4 5 6 

Austria -.08 .10 .32 .54 .74 .86 .88 .77 .58 .34 .10 -.12 -.28 

Belgium -.19 -.05 .14 .38 .61 .80 .90 .86 .71 .49 .25 .02 -.16 

B&H .14 .23 .36 .47 .50 .43 .25 .02 -.23 -.45 -.60 -.67 -.66 

Bulgaria .03 .19 .35 .50 .60 .64 .60 .51 .39 .27 .17 .09 .05 

Croatia .14 .33 .53 .71 .85 .90 .85 .69 .46 .19 -.05 -.25 -.38 

Cyprus .26 .35 .43 .51 .55 .54 .46 .31 .12 -.08 -.26 -.39 -.49 

Czech Repub. -.07 .11 .31 .52 .69 .79 .82 .77 .65 .50 .35 .21 .09 

Denmark -.23 -.05 .17 .42 .66 .84 .92 .90 .78 .62 .45 .29 .15 

Estonia -.31 -.11 .11 .32 .51 .65 .71 .71 .65 .56 .44 .31 .19 

Finland -.11 .07 .29 .52 .72 .84 .86 .76 .56 .32 .08 -.13 -.29 

France -.20 -.03 .18 .42 .64 .80 .86 .80 .64 .42 .18 -.03 -.20 

Germany -.16 .02 .25 .50 .73 .88 .91 .81 .61 .35 .09 -.14 -.31 

Greece .35 .34 .34 .35 .38 .41 .44 .43 .38 .30 .20 .10 .01 

Hungary -.31 -.16 .03 .23 .42 .57 .65 .64 .59 .51 .43 .37 .32 

Iceland .21 .39 .56 .68 .77 .80 .78 .69 .56 .41 .25 .11 .00 

Ireland -.06 .05 .19 .34 .49 .61 .69 .71 .67 .58 .45 .31 .16 

Italy -.26 -.09 .14 .41 .66 .85 .94 .89 .73 .49 .24 .00 -.20 

Latvia -.10 .09 .28 .45 .58 .67 .70 .67 .61 .51 .40 .29 .19 

Lithuania -.14 .04 .23 .42 .56 .65 .66 .61 .50 .37 .24 .13 .06 

Luxembourg -.13 -.01 .15 .37 .60 .80 .93 .93 .81 .59 .33 .06 -.17 

Macedonia .06 .14 .24 .37 .49 .59 .63 .57 .46 .33 .20 .11 .05 

Malta .19 .27 .39 .52 .65 .72 .72 .64 .52 .37 .21 .05 -.09 

Montenegro -.05 -.21 -.28 -.28 -.21 -.09 .04 .15 .22 .24 .22 .16 .08 

Netherlands .20 .33 .48 .63 .74 .80 .78 .66 .46 .24 .01 -.19 -.35 

Norway .13 .27 .39 .51 .61 .68 .71 .68 .58 .45 .31 .19 .09 

Poland .22 .29 .37 .43 .47 .49 .48 .42 .31 .18 .03 -.11 -.22 

Portugal .19 .21 .28 .36 .46 .52 .54 .47 .33 .15 -.05 -.23 -.38 

Romania .09 .20 .31 .41 .49 .52 .49 .41 .30 .19 .12 .09 .09 

Serbia .03 .12 .21 .30 .38 .42 .40 .33 .23 .15 .10 .10 .12 

Slovakia .12 .26 .43 .60 .74 .83 .82 .73 .57 .36 .15 -.02 -.14 

Slovenia .10 .27 .46 .66 .82 .91 .90 .78 .59 .35 .13 -.07 -.21 

Spain .19 .32 .46 .61 .73 .80 .80 .71 .55 .36 .16 -.02 -.17 

Sweden -.45 -.28 -.03 .26 .56 .79 .92 .92 .81 .64 .43 .23 .06 

Switzerland .11 .25 .42 .60 .75 .86 .87 .79 .62 .41 .19 -.01 -.18 

Turkey -.50 -.37 -.20 .01 .23 .44 .60 .68 .69 .64 .56 .48 .41 

UK -.31 -.18 .00 .21 .43 .62 .75 .79 .73 .61 .46 .30 .18 

EA19 -.08 .10 .32 .56 .78 .94 .98 .90 .71 .46 .20 -.04 -.23 

Note: Cross-correlations are between current value of the EU28 business cycle and j-th lag of 

the selected countries cycles. Negative lag denotes leading. Bold font denotes maximum abso-

lute values of the cross-correlation.  

 

However, the degree of synchronization varies between -0.74 (Bosnia & 

Herzegovina) and 0.96 (Italy) with average value of 0.64. Old EU members’ 
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cycles are without phase shift with EU28 cycle with two exceptions (Ireland 

and UK are lagging one quarter). Greece shows the lowest degree of synchro-

nization measured by correlation of 0.44, Italy is the most synchronized coun-

try with correlation 0.94. Average correlation for the old EU members is 0.8, 

while for new EU members this correlation is slightly lower, i.e. 0.7, with least 

synchronized being Poland (0.49) while Slovenia is the most synchronized 

new EU member (0.9).  

 

Table 8. Cross-correlations of EU28 and European countries cycles;  

Period: 2000q1 – 2016q3 (HP filter) 

Lag j:  -6 -5 -4 -3 -2 -1 0 1 2 3 4 5 6 

Austria -.11 .13 .38 .62 .81 .92 .94 .86 .69 .46 .21 -.03 -.24 

Belgium -.31 -.09 .16 .43 .67 .85 .94 .93 .81 .62 .38 .14 -.09 

B&H .31 .42 .53 .61 .64 .59 .46 .24 -.03 -.29 -.51 -.67 -.74 

Bulgaria .23 .41 .57 .68 .73 .71 .62 .48 .30 .11 -.05 -.19 -.27 

Croatia .20 .39 .57 .72 .82 .85 .81 .68 .50 .30 .09 -.10 -.24 

Cyprus .12 .26 .39 .50 .57 .58 .53 .40 .24 .06 -.12 -.27 -.39 

Czech Repub. -.04 .18 .41 .63 .80 .91 .93 .86 .72 .54 .33 .12 -.07 

Denmark -.24 -.03 .21 .46 .67 .83 .92 .92 .84 .70 .52 .32 .12 

Estonia -.21 .01 .24 .45 .62 .73 .77 .74 .66 .52 .36 .19 .03 

Finland -.16 .09 .36 .61 .81 .93 .95 .86 .68 .45 .20 -.04 -.24 

France -.25 -.01 .25 .51 .73 .88 .94 .90 .76 .57 .33 .09 -.12 

Germany -.18 .06 .32 .56 .77 .90 .93 .85 .68 .45 .18 -.08 -.32 

Greece .35 .33 .31 .30 .30 .30 .30 .27 .23 .17 .11 .03 -.04 

Hungary -.27 -.08 .14 .37 .56 .71 .79 .79 .73 .63 .49 .35 .22 

Iceland .28 .48 .64 .77 .83 .84 .78 .65 .49 .31 .14 .00 -.11 

Ireland -.17 -.03 .13 .31 .48 .62 .71 .74 .70 .61 .48 .31 .14 

Italy -.32 -.10 .17 .44 .68 .87 .96 .93 .81 .62 .37 .12 -.13 

Latvia .00 .21 .41 .58 .69 .75 .75 .69 .58 .43 .27 .12 -.01 

Lithuania .01 .21 .39 .55 .65 .69 .66 .56 .42 .26 .09 -.05 -.15 

Luxembourg -.18 -.01 .21 .44 .66 .83 .93 .93 .82 .63 .38 .12 -.13 

Macedonia .03 .10 .18 .27 .35 .42 .47 .44 .38 .30 .22 .14 .08 

Malta .10 .20 .31 .43 .53 .60 .62 .59 .51 .39 .24 .09 -.04 

Montenegro .12 -.12 -.30 -.39 -.39 -.30 -.15 .01 .16 .26 .32 .32 .28 

Netherlands .08 .28 .49 .68 .83 .91 .91 .80 .63 .41 .16 -.07 -.28 

Norway .10 .29 .47 .61 .70 .75 .74 .68 .57 .45 .31 .18 .07 

Poland .08 .26 .45 .62 .74 .78 .74 .60 .38 .10 -.19 -.46 -.68 

Portugal .01 .09 .22 .36 .49 .60 .65 .61 .51 .35 .16 -.04 -.23 

Romania .40 .54 .65 .71 .71 .65 .53 .37 .19 .01 -.13 -.23 -.27 

Serbia .22 .32 .39 .42 .41 .36 .25 .13 .01 -.10 -.16 -.19 -.16 

Slovakia .15 .33 .51 .66 .76 .79 .75 .63 .45 .24 .02 -.18 -.33 

Slovenia .10 .30 .51 .69 .83 .90 .89 .77 .59 .36 .11 -.12 -.31 

Spain .13 .28 .44 .58 .70 .76 .77 .69 .55 .37 .18 -.02 -.19 

Sweden -.47 -.25 .02 .30 .57 .79 .93 .95 .87 .71 .50 .26 .03 

Switzerland .06 .24 .43 .61 .76 .85 .86 .79 .66 .47 .26 .04 -.15 

Turkey -.55 -.39 -.20 .02 .23 .42 .56 .65 .67 .63 .55 .45 .34 

UK -.26 -.07 .15 .38 .58 .74 .83 .84 .77 .63 .46 .27 .09 

EA19 -.16 .07 .33 .58 .80 .94 1.00 .94 .80 .58 .33 .07 -.16 

Note: Cross-correlations are between current value of the EU28 business cycle and j-th lag of 

the selected countries cycles. Negative lag denotes leading. Bold font denotes maximum abso-

lute values of the cross-correlation.  
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As expected, non-EU countries are with the lowest average maximal corre-

lation of 0.4. Most contributions to such a lower correlation were made by the 

Western Balkan countries, while Switzerland and Norway are well synchro-

nized with EU28 cycle. Most of new EU countries cycles are lagging one or 

two quarters behind the EU28 cycle, while the Western Balkan countries are 

leading or lagging for three or more quarters. These findings are quite robust 

across the filters used.  

 

4.4 ROLLING CROSS-CORRELATIONS 

 

To estimate the delay time between two cycles, we look at the cross-

correlation function.  
 

Figure 4. Rolling cross-correlations for EU28 and Germany (a) FD filter 

and b) HP filter) and France (c) FD filter and d) HP filter) 

 
a) 

 
b) 

 
c) 

 
d) 
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We picked out the lag time corresponding to the maximal correlation be-

tween two cycles. For most European countries this is 0 quarters. Then the 

correlations on one lead and one lag around the selected lag time are calculat-

ed. The rolling cross-correlation coefficients for two largest economies and 

EU founding members, Germany and France are shown in Figure 4. In Figure 

5 rolling cross-correlations are shown for Bulgaria (joined EU in 2007) and 

Serbia (started the process of joining EU) as representatives of new EU mem-

bers and Western Balkan countries who are in the process of joining EU.  

 

Figure 5. Rolling cross-correlations for EU28 and Bulgaria (a) FD filter 

and b) HP filter) and Serbia (c) FD filter and d) HP filter) 

 
a) 

 
b) 

 
c) 

 
d) 

 

Visual inspection of the rolling cross-correlations in Figure 4 suggests that 

Germany and France are highly synchronized with EU28 cycle in period from 

1997 until 2011 with small drop in the value of correlation on lag 0 to 0.5 
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around 2004. After 2011 a sharp drop in the correlation to almost zero (Ger-

many) and even to negative correlation in case of France suggests lack of syn-

chronization in the recent period. These results are quite robust across the cy-

cle extraction methods used with an exception in the most recent period where 

the results from HP filter do not match the results from FD filter. This could 

be partly contributed to the fact that the HP filter performs poorly are the end 

of the series.  

 

Negative correlations on the first two graphs in Figure 5 tell us that the 

Bulgarian business cycle was initially, before 2004, most of the time in oppo-

site phases to EU28 cycle. In addition, the largest correlation was on lag 1 

which means that the Bulgarian cycle was following changes in EU28 cycle 

after one quarter. However, after 2004, when Bulgaria was in preparation to 

join EU in 2007, synchronization rapidly increased to reach almost the maxi-

mum value until 2010, when two cycles were synchronized in the same quar-

ter. Similarly to Germany and France sudden sharp drop in the level of syn-

chronization occurred in 2011 with Bulgarian cycle. Luckily this drop didn’t 

last long and the synchronization returned to its previous level.  

 

Serbian business cycle and its level of synchronization is a specific case, 

nothing similar to other countries. The highest correlation value was identified 

at lag 10 suggesting that the Serbian cycles are lagging for about two and a 

half years behind EU28 cycle. The maximum level of synchronization was 

varying between 0 and 0.6 in period before 2004. Even at this maximal value 

the correlation was not statistically significant leading us into conclusion that 

the Serbian cycle was not synchronized with EU28 cycle. The situation didn’t 

change significantly after 2004. Moreover, the Serbian cycle after 2004 was 

most of the time in opposite phases to the EU28 cycle and lagging even more 

that before 2004.  

 

All above results for both old EU members (Germany and France), new 

EU member (Bulgaria) and non-EU member (Serbia) are quite robust to 

changes both in the cycle extraction methods used (FD and HP filters) and se-

lected width of rolling windows (16 and 20 quarters).  

 

5. CONCLUSIONS 

 

This paper analyzes the prospects for a monetary union among European 

countries by assessing synchronization of business cycles. Analysis was un-

dertaken using two different cycle extraction methods (Corbae-Ouliaris and 

Hodrick-Prescott filters) and three different synchronization measures (con-

cordance index, cross-correlations and rolling cross-correlations). The overall 

finding provide the following conclusion: both concordance index and cross-

correlations indicated that business cycles of most old EU members are syn-

chronized with EU cycle in period 2000q1-2016q3. Degree of synchronization 
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within the new EU members is not in general as large as that between the old 

EU countries. Non-EU countries are even less synchronized with European 

Union and Euro Area aggregates than new EU members.  

 

However, analysis based on the rolling cross-correlations indicted that the 

degree of synchronization has been varying in the observed period. Majority 

of new EU members’ cycles were weakly or not at all synchronized with EU 

cycle until 2004/5. After 2004 most of them were synchronized in the same 

quarter but with greater variations between countries. For most of these coun-

tries the degree of synchronization dropped significantly after 2010/12. These 

results are quite robust across the cycle’s extraction methods and synchroniza-

tion measures used.  
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ABSTRACT 

This paper identified the role that structured personal reflection plays in enabling and 

supporting planned organizational change and, by doing so, establishing a support framework 

for interfacing organizational boundaries, thereby enhancing change outcomes in a sector 

facing substantial change in the face of economic threats and challenges. Reflection, in a myr-

iad of formats, supports the management of positive change outcomes by focusing simultane-

ously at the organization-wide and personal levels. A longitudinal single case study in a non-

profit hospital implementing an electronic patient management system was the research site. 

Methodologically, data from 56 semi-structured interviews involving clinical, administrative, 

and managerial staff, as well as those tasked with designing and implementing the system, 

was analyzed based on the theoretical sampling strategy of grounded theory. This wide source 
of interviews ensured that data was obtained from an array of those who were impacted by the 

changes, directly and indirectly. One of the key findings of the study was the positive role that 

reflection played in a nonprofit organization, as a direct result of management prescribing 

formal time-availability for reflection, for both the internal change agent, as well as the 

change recipients. In this manner, the study identified an integrated reflection framework that 

may aid organizational and individual attributes in the support for change. Other findings 

from related research identified a range of characteristics that require a more substantial 

focus in planned change models when applied to nonprofits. These included the development 

of trust and confidence in the organization prior to the actual change, focusing on the individ-

ual experience of change, and the sequencing of events from a planning perspective.  
 
Keywords: reflection, personal reflection, planned organizational change, qualitative research, 

grounded theory, nonprofit sector, identity, organizational boundaries 

 

JEL Classification: L30  

 

1. INTRODUCTION 

 

This paper refocuses research attention on the role of personal or self-

reflection in the organizational change process and, by so doing, provides pos-
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sible guidelines for the inclusion of personal reflection options at every phase 

of planned change programs, and in a manner that includes both change agent 

as well as change recipients, in the nonprofit sector. In doing so, it further em-

phasizes the positioning of the role of reflection in management applications 

(Dehler, Welsh, & Lewis, 2001; Kayes, 2002; Reynolds & Vince, 2004) as a 

specific application of the process, distinctive from its origins in the field of 

broader social learning applications (Boonstra, 2004; Taylor, 1981), concerned 

with the activity of reflection per se. The paper further considers how organi-

zational boundary interfacing, especially in the area of individual identity, may 

be enhanced by supporting change recipients through organizational change 

processes, with the application of personal reflection. 

 

This paper emphasizes the importance of personal reflection, as supported 

by a range of formal and informal reflective practices. However, it also argues 

that, whilst group reflection in the context of planned organizational change 

provides opportunities for participants in such programs to understand and 

evaluate their experiences, recognition of the importance of individual reflec-

tion for change recipients as well as the change agent, goes further. It provides 

the physical and emotional space to consider events in the context of personal 

experiences, personal expectations, self-awareness, emotional well-being, as 

well as considered responses to the change process itself. In this manner, per-

sonal reflection follows the path of experience (which includes personal be-

havior, feelings and ideas), reflective processes (which includes returning to 

the experience, attending to the feelings first identified, and re-evaluating the 

experience in that context), and then considering the outcomes which will in-

corporate reactions and responses moving forward (Boud, Keogh, & Walker, 

1985a). The paper further suggests that reflection, in order to be effective in 

planned organization change, should be an ongoing process throughout the 

change, including the lead-up to the change, during the change, and for a peri-

od after the change. Finally, the paper also suggests that whilst the concept of 

organizational boundaries have, in the research context, focused on the exter-

nal relationships between the organization and the environment within which 

it operates (Santos & Eisenhardt, 2005), and the work unit level within the or-

ganization (Yan & Louis, 1999), a further aspect, namely that between the in-

dividual and the organization (Kreiner, Hollensbe, & Sheep, 2006), may be 

supported by a structured reflection framework.  

 

This approach supports a range of earlier research as to the role and rele-

vance of individual responsiveness to organizational change (Lewis, 2011), its 

relationship to people’s willingness to change (Miller, Johnson, & Grau, 

1994), the characteristics of individual coping mechanisms together with their 

general well-being (Noblet, Rodwell, & McWilliams, 2006; Rafferty & 

Griffin, 2006; Robinson & Griffiths, 2005), and the extent to which change is 

individually well supported (Lewis & Seibold, 1996). 
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2. THEORETICAL FRAMEWORK  

 

Reflection can best be understood as a process of thinking and conceiving 

about future alternative actions based on the analysis of past actions and reac-

tions to these. This approach to considering what defines reflection has been 

identified in the literature as a personal internal mapping exercise which sup-

ports the linking of uncertainty to learning (Bolton, 2010). In this manner, it is 

a process that drives individuals and/or groups of individuals towards a pro-

cess of critical evaluation on how best to respond and move forward within a 

context of interpreting past activities and past reactions, including lessons 

learned. At this level of description, there are many elements that define re-

flection across a range of dynamics - personal, group and organizational, 

learning and application, formal and informal, structured and unstructured, 

social and psychological, underpinning a broader understanding of its applica-

bility to change management outcomes, as part of a management application. 

 

Researchers in this field have conceptualized widely on defining and cate-

gorizing the reflection activity, covering a broad range of foci. These have in-

cluded its human evaluative focus (Boud et al., 1985a); as a stage in the learn-

ing process that is not time delineated (Taylor, 1981); as a dialogue process 

(Breidensjö & Huzzard, 2005) or a dialectical process (Boud et al., 1985a); as 

a discursive activity that limits premature reactions (Cameron & Green, 2009); 

as a method of separating thought from action (Malinen, 2000); as an assess-

ment process that links perception and reactions in the act of problem-solving 

(Mezirow, 1990); a method of critical thinking that can provide clarity (Moon, 

1999); and a process that links directly with an experiential learning activity 

(Kolb, 1984). 

 

A key aspect of reflection has seen a shift from personal or individual re-

flection, sometimes referred to as self-reflection, to that of group or collective 

reflection. This has been identified by many researchers and includes an em-

phasis on workplace discourse (Boud et al., 1985a); shifting the focus from 

individual to organizational learning and its integration as a workplace learn-

ing activity to strengthen its effectiveness (Boud, Keogh, & Walker, 1985b); 

identifying the social context of reflection which underpins it as a collective 

activity (Hoyrup & Elkjær, 2006); its role in collaborations of people sharing 

common situations (Cressey, Boud, & Docherty, 2005); promoting a combina-

tion of collective and individual reflection (Moon, 1999); identifying various 

organizational attributes that are beneficial to successful reflection outcomes 

(Reynolds & Vince, 2004); an inquiry into social power relations within or-

ganizations (Vince, 2002) and as a key component in the organizational politi-

cal framework linking to learning and change (Kemmis, 1985). Such a focus 

on the collective, as originally characterized in the learning organization de-

scriptor (Senge, 1990), steers a slightly different path from other researchers 
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who have primarily focused on individual reflection (Antonacopoulou, 1999; 

Dewey, 1997; Schuttloffel, 2013; Senge, Roberts, Ross, Roth, & Smith, 1999).  

 

Organizational change has ramifications for individual change recipients 

as they consider what personal impacts may result from the change processes, 

as well as how their place in a new organizational order unfolds. In essence 

this sense making of the change, what it means, how it will impact, how it may 

conflict with their values, and where they may fit from a personal perspective, 

responds to the reflective considerations of who they are in the context of who 

the organization is (Kreiner et al., 2006), both during, and, specifically after 

the change. 

 

Personal reflection may provide the underpinnings for a number of result-

ing activities that support the management of planned organizational change. 

A number of these have been identified in this case study, pointing to such re-

flection-related activities as the impact on self-perception; the process of ap-

plied learning; an understanding of the roles of both formal and informal 

communication; an overall improvement in confidence levels; storytelling as a 

mechanism; and the possible mitigation of emotional responses to change. 

Viewed in the context of developing connections that enable change recipients 

to negotiate organizational boundaries during periods of change, reflection and 

reflective practices may provide an opportunity to enhance individual identity 

and thereby enable change recipients to effectively address the personal chal-

lenges of change. Such an approach informs the nature of individual and or-

ganizational identify which has historically been divided between the two rec-

ognized camps of structured-orientated at one end of the spectrum, and action-

orientated at the other end of the spectrum (Gioia & Thomas, 1996; Markus & 

Kunda, 1986; Turner & Onorato, 1999). 

 

Self-perception and reflection 

Personal perception of change can be strongly influenced by experiential 

involvement associated with earlier change (Isett, Glied, Sparer, & Brown, 

2013) to the extent of such experiences cementing attitudes toward change, 

both positive and negative (Kelman, 2005). This has been further exemplified 

by linking such experiences with change recipients maintaining ongoing moni-

toring of the organizational environment as a precursor to forming opinions 

about the extent of trust in the management of the organization (Lines, Selart, 

Espedal, & Johansen, 2005). Perceptions of those experiencing change, to-

gether with the reality of the change as organizationally managed, are equal 

protagonists in successful change outcomes (Swanson & Creed, 2014). 

 

Applied Learning and reflection 

Whilst much has been researched and written with regards learning organ-

izations, as a response to growing organizational challenges linked directly to 
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varied internal and external change factors (Altman & Iles, 1998; Antheil, 

2011; Ford & Ford, 1994; Senge, 1990), the focus on applied learning in exe-

cuting successful change requires further consideration. In focusing on applied 

learning, the emphasis becomes one of drawing insights from experience and 

applying these to the organizational challenges at hand, based on integrating 

formal reflection into the process. The iterative nature of the interactions be-

tween the internal change agent and the change recipients, which, in this case, 

was integrated into the formal reflection processes of the change agent and her 

staff, reinforced learnings of the change. Whilst a single change agent was ev-

idenced in this study, findings of this research do not preclude the use of mul-

tiple change agents in a single organizational change initiative.  

 

The linkages between learning and its application as an ongoing social 

process (Armitage, Marschke, & Plummer, 2008) was considered in the con-

text of three learning theories. Firstly, as an experiential process (Keen & 

Mahanty, 2006), secondly, as a transformative process (Mezirow, 1996), and, 

finally, as an iterative social activity heavily reliant on reflective processes 

(Keen, Brown, & Dyball, 2005). The processes of acting, reflecting, interpret-

ing and sense making have also been identified when considering learning in 

the context of change in routines (Boonstra, 2004). Such an emphasis on re-

flection has a long history in extant literature where recognition of the role of 

reflective activities and the learning experiences combine to enhance overall 

learning, where allocation for reflection time is provided through such formal 

activities as debriefing sessions and time availability for maintaining some 

form of a reflective diary (Boud et al., 1985b; Rosenbaum, More, & Steane, 

2013). 

 

Communication and reflection 

The issue of communication is one that has been raised frequently with 

regards to the management of change. It has been presented in terms of its 

consistency (Armenakis & Harris, 2002); as a foundational element in organi-

zational change readiness (Armenakis, Harris, & Mossholder, 1993); as a pro-

cess in supporting the rationale for change and to articulate a vision (Baker, 

2007; Freeze, 2013; Lewis, 2011); from the perspective of the appropriateness 

and clarity of language types and style (Barrett, 2002; Bommer, Rich, & 

Rubin, 2005); as an aid in reducing change recipient uncertainty (Bordia, 

Hunt, Paulsen, Tourish, & DiFonzo, 2004); as a necessary core organizational 

capability (Hughes, 2010); as both positive and negative feedback mechanisms 

within organizations (Kelman, 2005); and as both a fundamental element in 

successful change as well as a primary reason for change failure (McClellan, 

2011). However, such foci tend to be broader than the intrapersonal communi-

cation that is the essence of reflection. 

 



 Rosenbaum, Taksa & More 

 

 

60 

As identified, organizational communication processes support change at 

various levels, suggesting a nexus between change success and a wide range 

of communication attributes and processes. Whilst organizations view com-

munication as an activity whose principal focus is to maintain connections be-

tween the desired change outcome and the often emotional journey by change 

recipients through overt and often complex messaging routines, the act of ena-

bling and supporting reflection within these communication routines may fur-

ther enhance the sought after outcomes. Whilst reference to the interrelation-

ships of two cognitive processes, reflection and communication, have been 

researched in other disciplines, namely mathematics education (Hiebert, 

1992), change management may be a rewarding frontier for such research.  

 

Storytelling, sense making and reflection 

Storytelling as an organizational process aiding the management of 

change has been widely discussed in recent literature (Brown, Gabriel, & 

Gherardi, 2009; Brown, Humphreys, & Gurney, 2005; Dailey & Browning, 

2013), focusing attention on the advantages associated with narrative repeti-

tion and the effectiveness of the speed with which the circulation of stories 

through the organization impacts its social fabric and hence its culture. As 

change-related stories are spread through the organization and referenced and 

reinforced through formal reflection processes, levels of cognitive dissonance 

(Bartunek, Balogun, & Do, 2011) amongst change recipients potentially de-

crease, providing the opportunity for change leaders to effect a positive sense 

giving framework regarding the change, and for change recipients to absorb a 

positive sense making framework within which change is generally better sup-

ported (Mantere, Schildt, & Sillince, 2012).  

 

A substantial body of knowledge has evolved which focuses on the role of 

storytelling to support organizational change. Recognizing varying storytelling 

techniques and utilizing them under different circumstances has been recog-

nized as a positive leadership trait in communicating and implementing suc-

cessful change (Kouzes & Posner, 2006). Applying unique approaches of sto-

rytelling through creative and visual means, and in so doing considering the 

approach of collective voicing as a reflective practice, has also been the sub-

ject of research in the public health system (Pässilä, Oikarinen, & 

Harmaakorpi, 2015). Moreover, it has also been suggested that stories of 

change may provide the creative base for employee empowerment which links 

the organization with work and self, and hence supporting the change process 

(Driver, 2009). This has been further extended to the view that organizational 

change produces stories that in turn can either result in further change or, in 

some cases, hinder change through a sense making lens which defines what 

change means to individual change recipients (Brown et al., 2009). Such sense 

making processes have also been linked to member perceptions of identity and 

image under a range of change conditions in academia (Gioia & Thomas, 
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1996). This has also been extended beyond management levels to frontline 

employees, given that the responsibility for change implementation often 

makes its way to this level in the majority of organizations (Maitlis & 

Sonenshein, 2010). At the conceptual level, storytelling integrates with the 

two key questions that sense making processes sequences, namely what is the 

current story and what are we now going to do with that story? (Weick, 

Sutcliffe, & Obstfeld, 2005). Reflection enables these questions to be dis-

cerned by those involved in this process. 

 

Confidence levels and reflection 

The role that confidence levels of change recipients play in the overall 

change management process has been described in varied ways in extant re-

search. Whilst evidence of the roles of individuals in change programs has 

been evident (Becker, 2007), there has also been identification of the linkages 

between personal ownership and change outcomes (Hambrick, Nadler, & 

Tushman, 1998), perhaps suggesting that such ownership can only take place 

as a direct result of rising confidence levels within the change recipient group. 

Such confidence is also assumed as an ingredient in the behavior adjustments 

that are required in this group resulting, in part, in growing familiarity with the 

technological challenges, in order to effect change at the organizational level 

(Hesselbein & Johnston, 2002). Ensuring change recipients have the full range 

of resources leading into a change program, in order to underpin successful 

change (Shin, Taylor, & Seo, 2012), may also be extended beyond the physi-

cal resources and into a range of cognitive resources and capabilities gained 

through wide-ranging personal confidence levels in both themselves and in the 

change program, whilst supported through reflection.  

 

Emotions and reflection 

A wide array of emotional responses to those experiencing change, be 

they as change recipients or the change agent, has been addressed to varying 

degrees in recent research, with an increasing emphasis applied since the early 

1990s (Bartunek et al., 2011). This, however, has focused most attention at the 

organizational level with less emphasis on the individual, appreciating that 

individual reactions to change vary (Becker, 2007; Cook, Macaulay, & 

Coldicott, 2004) and emotional and spiritual buy-in must be recognized 

(Dunphy, Griffiths, & Benn, 2007). More recent recognition has been afforded 

to the linkage between individual staff perceptions of the change and organiza-

tional supports (Baker, 2007), whilst also observing the limited research with 

regards the evolving nature of emotions during the change process (Klarner, 

By, & Diefenbach, 2011; Liu & Perrewe, 2005). This has been extended to an 

evolving understanding of the intense feelings that individuals may experience 

as they are exposed to change, in line with the earlier studies in grieving 

(Kübler-Ross, 1969). Linked to this are the interactions between change recip-
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ient and the change agent, with the latter helping the former to work through 

the changes and accept them (Cawsey, Deszca, & Ingols, 2011).  

 

As emotions focus on the sometimes intense personal reactions to change, 

the process of enabling change recipients to reflect on their emotions in real-

time provides an intrapersonal, interpersonal and organizational engagement 

opportunity that may reinforce positive emotions whist dealing effectively 

with negative emotions. The former can be immediately harnessed to support 

change, whilst successfully dealing with the latter can, over time, be the basis 

for converting ‘fence-sitters’ to support change. 

 

Individual identity and organizational boundary interfaces 

Individual identity plays an important role in organizational change, espe-

cially when considering values congruence between the individual and the 

changes being proposed by the organization (Caldwell, 2011). Questioning our 

own values during times of change can impact our perceived identity and in 

this context, self-analysis processes may add value to clarifying such internal 

conflict (Giallanza, 2006). Whilst change is the outcome of organizational ini-

tiatives, individual motivations with regards the changes are improved as a 

direct result of reducing uncertainty and increasing real and perceived fairness 

(Caldwell, 2003). This provides a clear link between personal ethics and val-

ues with those of the organization as it seeks to introduce, justify and imple-

ment changes which may challenge change recipient values, thereby affecting 

change resistance levels (Almaraz, 1994). In this manner, value alignment be-

comes integral to successful change (Burnes & Jackson, 2011). The link be-

tween strong organizational values and individual recipient tolerance for 

change has therefore been identified in the prevailing literature (Senge et al., 

1999; Verdin, Cabocel, Celens, & Faelli, 2011). 

 

The importance of values congruence in organizational change is further 

exemplified by introducing reflection as the process of evaluating our own 

knowledge and behaviors given our personal and professional values, and con-

sidering these in the context of espoused organizational values (Bolton, 2010) 

both during, and subsequent to the change. Whilst reflection may create the 

environment for supporting change, the focus on personal identity enables 

change recipients to effectively negotiate across organizational boundaries to 

consider their place in the change. As was evidenced in the case study, hospi-

tal wards, allied health departments and information technology teams repre-

sented key identifiable boundaries whose interconnection were considered vi-

tal in the planning phase as well as during and after the change. Such bounda-

ries focused the attention of the change agent, from planned activities as well 

as iterative feedback loops during the course of the change, on reflection 

mechanisms and processes that could effectively link change recipients from 

within each organizational section, whilst addressing the complexities of the 
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change program overall (Boud, 2005). These included open discussion forums, 

the use of social media, planned group meetings, mentoring and numerous in-

formal communication pathways, all undertaken within specific time periods. 

 

3. METHODOLOGY 

 

Our longitudinal research study sought to understand the components of 

successful change management in the nonprofit sector, based on interpreting 

relevant processes in the context of everyday activities of those who experi-

enced it, and within the settings of their daily routines and work programs. 

Accordingly, genuine grounded theory was identified as the appropriate meth-

od for pursuing these aims (Rosenbaum, More, & Steane, 2016a). 

 

The central attribute of this method is the user's ability to provide an en-

hanced qualitative framework with visibility, comprehensibility and replicabil-

ity (Bryant & Charmaz, 2007). One of its key elements, namely, theoretical 

sampling, focuses on the derivation by the researcher of concepts, properties, 

and dimensions sourced directly from the data, whilst extracting the relation-

ships that exist between those concepts. This underpins the interplay between 

induction and deduction (Aminian, Kirkham, & Fenn, 2013), supporting the 

uniqueness of the method and its appropriateness for this research.  

 

As a single case study and longitudinally based, it evaluates the views of 

staff, at many levels of the organization, during each phase of the implementa-

tion. In doing so, it seeks to cast a wide net over their views and responses, 

providing a rich picture of a lived change process experience. A longitudinal 

approach to researching change in the context of a single case study, and 

sourcing qualitative data from interviews and participant accounts, thereby 

understanding change through the lived experiences of those involved in the 

process, has been accepted amongst researchers (Burgess, 2003; Dawson, 

1994, 1997). 

 

The case study setting 

In facilitating the single case study, where a longitudinal approach 

could be undertaken encompassing three stages of before/during/after-the-

change, at a time that was conducive to effective ‘real-time’ analysis, the Sev-

enth Day Adventist Hospital (SAH), a Sydney based nonprofit organization 

was identified as appropriate to these requirements. SAH has been in existence 

since 1903, and, at the date of this research, employed in excess of 2,200 staff 

in varying capacities, accounted for 700 accredited medical specialists, catered 

to an average of 50,000 in-patients and 160,000 out-patients per annum, in ad-

dition to some 20,000 Emergency Care admissions. The change related to the 

development and implementation of a hospital-wide electronic pathways man-

agement system that supported the patient throughout their hospital stay, ne-
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cessitating a move from manual records and the associated cultural shift by 

nursing and allied health staff in their regular patient interactions.  

 

Importantly, the sponsor of the change was the CEO, whilst the appointed 

internal change agent possessed clinical and systems expertise gained, in part, 

from within the hospital. The planned reflection processes were incorporated, 

in part, in the change plans and augmented by reflection initiatives undertaken 

by the internal change agent in direct response to change recipient reactions 

during, and post the change.  

 

Data collection 

Data collection was largely derived from interviews which were conduct-

ed at three distinct stages, namely, before the change was implemented in their 

areas, during the rollout, and on a post implementation basis, to assess the suc-

cess factors as well as the failure points from an organizational change man-

agement perspective. All interviews were audio recorded as a basis for devel-

oping detailed transcripts. 

 

During the course of the research, with data collection undertaken over a 

3-year period, 56 interviews were conducted. These included 12 before-the-

change (BC), 19 during-the-change (DC), 18 after-the-change (AC), and 7 

member-checking interviews (MC), with the latter being used for validity pur-

poses. Staff movements in and out of the hospital during this period resulted in 

varying combinations of interviews being undertaken. Of the total number of 

interviews, 11 staff members involved themselves in only 1 change phase 

each. A further 9 staff members were involved in 2 change phases each, and 8 

staff members were each involved in all three phases of the change. Whilst 

this reflected on one of the challenges of conducting longitudinal research 

within an organization, continuity of critique was evident in the common 

threads of comments made and observations identified throughout the research 

period at the hospital. These were augmented by numerous group meetings 

that were attended by the principle researcher, acting as a non-participant ob-

server. Evaluation of a broad range of hospital-based documentation enabled 

effective triangulation of the data, which underpinned constructs and hypothe-

ses drawn from the data (Eisenhardt, 1989). 

 

Interviewees included representatives from all ward nursing staff, ward 

nursing managers, allied health professionals, managerial staff involved in de-

signing the E-Pathways system, as well as those tasked with implementing the 

system, including the internally designated change agent and the change agent 

team. All interviews were recorded, with prior approval of the interviewees, 

and transcripts of these recordings were prepared for subsequent analysis. 

Members of the hospital’s executive team, including the chief executive of-

ficer, were also interviewed. This wide source of interviews ensured that in-
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terview data was obtained from an array of those who led the change strategy 

and those who were impacted by the changes, directly and indirectly.  

 

Data analysis 

In line with the grounded theory approach used in this case study, and us-

ing the Nvivo software application, dimensions from the data were extracted 

as an inductive process, followed by the identification of relationships be-

tween the dimensions as a deductive process, which, in turn, guided the re-

searchers in an ongoing and iterative data collection and analysis process. In 

keeping with theoretical sampling principles, these interviews developed an 

iterative framework as data analysis informed ongoing interviews. 

 

The findings of the research identified the impact of four key characteris-

tics that required a more substantial focus in planned organizational change 

when applied to nonprofits (Rosenbaum, More, & Steane, 2016b). These in-

cluded formal reflection for the change agent and change recipients, develop-

ment of trust and confidence in the organization prior to the actual change, fo-

cusing on the individual as distinct from largely on the organization, and the 

sequencing of events from a planning perspective. In the context of formal re-

flection, the inclusion of the change agent as well as change recipients in a 

wide range of reflective practices recognized the broad role that reflection 

plays, whilst its application throughout the change process recognized the im-

portance of maintaining reflection as an assimilated component of planned or-

ganizational change. 

 

As shall be identified in this paper, attention paid to the individual may 

positively impact organizational change outcomes through a process of utiliz-

ing personal reflection processes that involve the change agent as well as 

change recipients. In this manner, organizational initiatives are designed and 

developed as part of the planned change program to provide and support 

mechanisms and opportunities for these players to partake of, and maximize, 

the use and application of reflective practices that can improve change out-

comes. 

 

4. APPLICATION OF REFLECTION IN CHANGE MANAGEMENT 

IN A NONPROFIT ORGANIZATION 

 

 Evidence from the research identified a number of attributes of reflec-

tion that lead to outcomes associated with the change process experienced at 

SAH. These mechanisms that enabled the reflection processes evolved both 

during the planning that preceded the change, as well as during the ongoing 

interactions between the change agent and the change recipients as the change 

unfolded, largely as a response to what was actually happening on the ground. 

A combination of both scheduled and planned reflection, together with re-
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sponsive and reactive reflection, underpinned the general positivity that fed 

into the change, overcoming the prospect of negativity, as reflection led to re-

inforcement amongst the change recipients. 

 

 This has resulted in the development of an integrated reflection frame-

work that highlights the relationship between the sources of reflection and re-

flective practices, organizational and individual attributes that result from 

these in the support of change, and the individual reflection mechanisms that 

can be applied in the process. These are presented in Diagram 1. 

 

 The process of integrating the learning experiences of change recipients, 

as supported through individual reflective practices, into ongoing refinements 

to both the change processes and content in an iterative fashion, impacted both 

the planning and the execution of change, where there was formal reflection on 

feedback during the ongoing change process, and this was utilized to inform 

future activities in the change process. The structure, content and frequency of 

communication, before, during and after the change, supported this process. 

This was evident in such comments as: 

“Each time you rollout you’ve learned things from it … sometimes you assume 

people think how you think or know you think or know what you know, and I 
think I’ve learned to make sure that I communicate more clearly.” [Inter-

view1with Interviewee #13] 

“… it’s been slowly introduced and enough information given at the time to 
just get your head around and then give you the next bit …” [Interview 1 with 

Interviewee #14 when commenting on the impact of a reflection process] 

 

Formal and informal communication, some of which evolved following 

the ongoing reflection processes amongst the change agent group, identified a 

range of initiatives that supported the change processes. These included poli-

cies developed by the internal change agent, and supported by the hospital ex-

ecutive, that enabled nursing staff to actively reflect on the clinical repercus-

sions of the changes, as well as the informal communication undertaken be-

tween nursing staff across wards to encourage supportive reflection before the 

change in pre-implementation wards with feedback stemming from nurses’ 

experiences in post-implementation wards, for those nurses who worked 

across multiple wards. This was evident in the following comments: 

 

“We’ve tried to initiate certain things to help with it, so we change a lot 

of policy and procedure … evidence based.” [Interview 1 with Interviewee 

#1 when commenting on the application of an evidence-based approach which 
underpinned policy changes] 

“So they’re already able to go back to their areas and say ‘Okay I’ve used the 

new system, so when we get it I’ll already know it.” [Interview 3 with Inter-

viewee #5 when commenting on the movement of nurses between wards 
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that have experienced the change and those that are yet to experience it 

and reflect on their experiences in those affected wards] 

The reflection process supported an ongoing improvement in levels of 

confidence amongst those experiencing the changes, both during and after, 

thereby strengthening the likelihood and sustainability of successful change. 

This was evident in such comments as: 

“I think some of the benefits that we accrued at that time – because we 

all then went back to our roles at the end of the project – so we took 

with us I guess quite a lot of skills in doing those sorts of things that we 

were able to implement in our day-to-day roles.” [Interview 1 with in-

terviewee #1] 

“Hang on, I'm empowered here" and I think it's really beneficial be-

cause I think it's helping to build people's skills and what I feared about 

it was we're going to be like a rudderless ship. It's not actually true at 

all; people have risen to that occasion.” [Interview 1 with Interviewee 

#1] 

Storytelling and its impact was also identified as a valuable process in 

supporting the change, and grew out of personal reflections stemming directly 

from an individual assessment of how best to ‘sell’ the transition to certain 

parts of the organization. This was highlighted in the following comment: 

“I find storytelling very powerful and so I try - and you always get the 

people who are like – but you see the other people who go ‘Oh yeah’ 

who can really relate to it. Well I think storytelling generally is very 

important and I’m not too sure if enough organizations are able to ef-

fectively tell the story. Sometimes facts and figures on their own don’t 

compute.” [Interview 1 with Interviewee #1] 

The emotional impact of planned organizational change was also affected 

by the degree of reflection that was both a formal and informal part of the pro-

cess at the research site. Assisting the change recipients and the change agent 

in this process involved recognizing barriers and enablers of change and sup-

porting these with articulated responses to support the process. This was evi-

dent in such comments as: 

“You have to make the head change and then find ways to implement 

the change at a clinical level. I am forcing myself to not be a mature 

person, woman, who can’t adopt to change. So that is my challenge and 

so when changes come I personally … reflect … on how I can deal with 

it the best possible way.” [Interview 1 with Interviewee #6] 

“I think I learned a really valuable lesson there to actually look when 

people are oppositional to change, try and look at that hidden, underly-

ing thing, because if you can actually get to that you can then work with 
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Diagram 1. Integrated reflection framework 

 

 

 

 

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

the person to try and I guess, reassure them … It was that point when I 

recognized that I hadn’t understood what her issue was, but once I un-

derstood it I was able to shore that up for her” [Interview 2 with Inter-

viewee #1 when considering how the process of reflection had been un-

dertaken and the impact that personal reflection had on the overall 

change process] 
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The role that self-perception played with regards those experiencing 

change and the impact this may have on change outcomes became evident dur-

ing the course of the interviews. Evidence from the interviews suggested that 

the application of a reflection framework as identified earlier in Diagram 1, 

supported participants in considering their own interpretation of the change 

and hence their reaction to it. Such personal reflection enabled change partici-

pants to actively make personal behavioral adjustments that led to better levels 

of ‘buy-in’ to the change, which resulted in outcomes that were consistent with 

expectations set by both the hospital executive and the internal change agent. 

This was evident in comments such as: 

“Well you’ve got to work out what’s going to suit you the best to be 

able to do it in your allocated time” (Interview 3 with Interviewee #5) 

“I think these sentinel events or issues that pop up from time-to-time in 

the process of transition … are important for us to dwell on and try and 

really understand them … reflecting on difficult, critical situations” (In-

terview 1 with Interviewee #20) 

The opportunities for reflective practice that supported the change pro-

gram were introduced through a number of different mechanisms, recognizing 

that, as with communication, change recipients, as well as the change agent, 

may engage to differing degrees with each. Limiting such reflective opportuni-

ties may reduce the desired impact on the change process and thereby the 

change outcomes. Approaches that were adopted in the case study which, in 

some cases, were included in the planning process prior to the change and 

therefore considered by the change sponsor, whilst others were created in re-

sponse to change responses during the course of the change and therefore con-

sidered by the change agent, are identified in detail below. 

 

Open-invite face-to-face discussion forums held throughout the hospital at 

all stages of the change. These were initiated by the internal change agent and 

advised in advance of the event, and normally coincided with a completed 

ward implementation. These provided an opportunity for formal group reflec-

tion and informal personal reflection following these forums, as was evidenced 

by comments such as: 

“They just went okay, there has not been a lot of barriers and I think 

any insecurity or whatever was quashed” (Interview 3 with Interviewee 

#1),  

“…sort of walk with them a bit on the road to give them confidence to 

get to the point of believing. [Interview 2 with Interviewee 6] 

Additionally, recognition of the importance of these forums was evi-

denced by such comments as: 
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“People all need to be on the same page and I think sometimes people 

are not on the same page because they are too busy and have not gone 

to these sessions that have promoted the change and sort of missed 

out.” [Interview 1 with Interviewee #13] 

Whilst there was no organization-wide technology-based discussion plat-

form in use at the time of the change, individual change recipients utilized 

their own social media platforms to comment on the developments within the 

organization with regards the changes. This provided opportunities for interac-

tive discourse which developed into a wide platform for airing views following 

ongoing ward implementations, enabling group reflection to be undertaken at 

these group discussions. It soon became apparent, following comments such 

as: 

“That's a real test, it's in the social environment and people are going 

‘It's fantastic’... Afterwards there was just oodles and oodles of com-

ments of her friends.” [Interview 1 with Interviewee #4], that purpose 

structured technology-based platforms can be introduced to support 

change management programs in a manner that encourages open dis-

course as an outcome of personal reflection. 

 Individual ward-based meetings were conducted throughout all stages of 

the change program, before/during/and after and were ancillary to the regular 

hand-over meetings. These were driven by the Nursing Unit Manager rather 

than being an integral component of the organizational change strategy and, 

accordingly, were not a common activity across all wards. In those wards 

where this was applied, it acted as a means of support and encouraged an open 

dialogue opportunity enabling participating nurses to reflect on their experi-

ences with the new technology and the related operational changes that en-

sued. This represented an opportunity for both group and personal reflection 

which resulted in a wide range of issues being canvassed by participants dur-

ing this activity, as evidenced by the following questions being asked during 

one such session: 

“Is it a big change? How are you coping? Is it going to make more 

work?” [Interview 3 with Interviewee #5].  

 

 Following one such session in a different ward, a participant commented 

about her experiences in the meeting and how she reflected on the outcome, to 

which her comment was: 

“I don’t know, I think everyone up here just has a positive attitude to-

wards it, and if it doesn’t work, whatever the change might be, the 

management and everyone else, educator, all them, are quite happy to 

sit down and discuss different ways to approach it, if it isn’t working, 

whatever it may be.” [Interview 2 with Interviewee #24] 
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 The aim of focusing refection on experiences with the change was rein-

forced by one Unit Nursing Manager when she indicated from a process per-

spective, following the formalities of the shift handover, which she opened the 

session with the following question to the group: 

"Okay, now we've finished that, let's go round the room and you can tell 

me all about the change and how you feel about it". [Interview 2 with 

Interviewee #21]  

 Targeted mentoring was applied to those change recipients who were 

identified as being in need of the process. Anticipated and actual benefits were 

identified in lower resistance levels and better change outcomes. From a men-

toring perspective, the focus on the individual and the personal return from 

learning through formal reflection, combined with the coaching focus on per-

formance and task, accelerated the degree of change acceptance for those who 

were less inclined to grasp the change from a cultural perspective or, as was 

more often the case, less confident in applying the new technology and hence 

preferring to shy away from its adoption. Immediately following one such 

mentoring session, one interviewee discussed the advantages she found in hav-

ing time to reflect outside the ward and within the parameters of one-on-one 

coaching, and commented that:  

“So it’s been an ongoing learning process for me and a frustrating one, 

but I can see the benefits of it.” [Interview 1 with Interviewee #11] 

 The informal communication pathways were actively encouraged and, to 

some extent, relied on by the internal change agent as a means of verbalising 

personal reflection amongst those nurses who traversed wards in the normal 

course of their fortnightly shifts. In essence, the process relied upon utilising 

those nurses who had experienced the implementation in one ward, taking 

their feedback on their experiences to another, yet to be implemented ward, 

and absorbing their messaging into the casual discussions amongst the nurses 

in that ward. These discussions evoked reflection amongst the nursing staff 

which challenged them to critically evaluate their concerns regarding the im-

plementation which tended to directly impact their levels of resistance. This 

strategy became overt during the ongoing changes throughout the hospital in 

those wards where the opportunity for such ‘cross-fertilisation’ presented it-

self, supporting the notion that it was ‘fine-to-reflect’. This strategy, and its 

impact, was highlighted in the following comments: 

“Yes, the grapevine is alive and well, but you can use it to your ad-

vantage and I think the particular implementers of our system...used 

that to her advantage...she actually now takes clinical champions from 

one ward and works them on the next ward as supporters because they 

are people who will speak positively about the whole program.” [Inter-

view 1 with Interviewee #1] 
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“It does influence a lot of people. People saying, oh it’s really hard, or 

it’s not working well, or something. But I did one shift, upstairs on lev-

el, I think it was 11, and they were already live, and I got a quick crash 

course in it. It was quite good, so I’m looking forward to it.” [Interview 

1 with Interviewee #24] 

5. DISCUSSION  

  

Evidence from this research suggests that individual reflection, for both 

change recipients as well as the change agent, further embedded a range of 

self-perception attributes that supported the positive change processes and out-

comes. Individual perceptions of change can be readily influenced by the pro-

cesses that are implemented and the sequencing of the events that follow 

(Armenakis & Bedeian, 1999). The focus on individual dimensions, as distinct 

from purely organizational dimensions (Bamford & Forrester, 2003; Oreg, 

Michel, & By, 2013), has laid the research foundations for better understand-

ing the individual as both the focus and the locus of attention in addressing 

planned organizational change, linking directly with their perceptions, inter-

pretations and responses (Brewer, 1995).  

 

Whilst reflection has been closely linked with effective learning, learning 

has been closely aligned to effective change. A range of researchers have dis-

cussed the linkage between effective change and organizational and personal 

learning (Argyris, 1992; Fiol & Lyles, 1985; Huber, 1991; Srivastva, 

Bilimoria, Cooperrider, & Fry, 1995), working on the premise that the out-

come of learning is new knowledge that can be applied to dealing with the or-

ganizational and personal challenges that change brings (Beckhard & 

Pritchard, 1992). A number of researchers have historically spoken of an in-

separable linkage between learning and change, suggesting that the concepts 

are, to some extent, synonymous (Beckhard & Pritchard, 1992; Friedlander, 

1983; Handy, 1995).  

   

The application of this learning into the ongoing change program support-

ed process and application refinements that reinforced numerous aspects of the 

change execution throughout the various change recipients and their teams. In 

this manner, learning was identified and further developed as ongoing refine-

ments, supporting both learning and change (Mets, 1997; Tam, 1999). Person-

al reflection on the part of change recipients and the internal change agent, 

supported by group reflection by the change agent and her team, enabled learn-

ing to be applied in a manner that supported the individual requirements of 

targeted change recipients and thereby better integrating learning and change. 

 

Our study further reinforced the role of communication in a change man-

agement context that, in addition to intrapersonal communication, focuses on 

communication at three levels: namely, between the organization and the 
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change agent, the organization and the change recipients, and the change agent 

and the change recipients, all of which need to be on a two-way basis. Once 

we consider the interaction of reflection, both formal and informal, communi-

cation must also be accounted for within the change agent group as well as 

within the change recipient group. Such inward communication provides op-

portunities, as depicted in the case study, for levels of interaction on both an 

inter-group and intra-group level. These interactions as identified in the case 

study and supported by management in the organization, resulted in higher 

levels of identified inclusion amongst change recipients, as well as higher lev-

els of satisfaction amongst members of the change agent support team. 

 

Storytelling as a communication and sense making process is also seen to 

underpin many change management strategies. A key attribute of storytelling 

in the context of change management is the nature and extent of reactions to 

them and how such reactions potentially embed themselves in the minds of 

those who interact through the activity (Beech, MacPhail, & Coupland, 2009). 

These interactions, as identified in the present case study, involved both formal 

and informal elements, both of which were, to a great extent, facilitated 

through a reflection process that was supported and encouraged throughout all 

levels of the organization. Linkages between such discursive approaches and 

innovative organizational outcomes related to change have been previously 

identified (Peirano-Vejo & Stablein, 2009) and well placed within the spec-

trum of sense making possibilities (Brown et al., 2009). 

 

Our study also identified the interrelationship and interdependencies be-

tween change recipient confidence levels and change outcomes at the organi-

zational level, being supported by levels and types of formal and informal re-

flection processes created and strategically offered by the organization 

throughout a change process. Evidence from the case study suggested that re-

flection enabled mature-age change recipients to better come to grips with the 

‘destruction’ of well-versed processes (Biggart, 1977) and accepting and 

working with wide-ranging uncertainties and anxieties (Bolton, 2010). Reflec-

tion and reflective practices as utilized in the case study supported notions of 

change recipients’ ability to consider how best to address issues of personal 

ignorance regarding the changes (Antonacopoulou & Gabriel, 2001), and how 

to potentially address this, not only amongst their own peer group members, 

but also with the internal change agent and related staff members. 

 

An additional element to the change process is the emotional one. The 

emotional reactions and processes are integrated into the way change recipi-

ents feel about proposed changes and the ability of the change agent to tap into 

these feelings ahead of the change, as well as during and even after the change, 

providing opportunities for deep and meaningful engagement between these 

individuals. To some extent this became an iterative process with project plan-

ning incorporating reflection opportunities, whilst ongoing feedback from the 
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change recipients guiding further reflection initiatives by the change agent. 

Feelings of change appropriateness, real and sensitive interaction with man-

agement, ownership and inclusion, and personal connection with change out-

comes, enable valuable interactions between change recipients and the change 

agent, underpinning levels of responsiveness to change at relevant points 

throughout the process. The case study identified the mind shifts that were 

necessary in this change program in order to deliver success as supported by a 

reflective practice regime that recognized the importance of integrating it into 

the mainstream day-to-day activities of the change recipients as well as the 

change agent (Bolton, 2010), and considering its systemic inclusion in the 

workplace (Dixon, Lee, & Ghaye, 2016). 

 

The essence of personal identity, as it relates to the challenges of those ex-

periencing change, raises opportunities for change agents to participate in the 

enhancement of organizational change outcomes by leveraging an enhanced 

sense of personal belongingness by change recipients to change. In this man-

ner, an increased sense of personal identity which can inspire an emotional at-

tachment to the change and its outcomes, and, therefore, a deep commitment to 

a sense of self, may strengthen the foundations of successful organizational 

change. The integrated reflection framework, identified in Diagram 1, may 

support the individual sense of commitment to who we are and hence the emo-

tional attachment that links personal identity with that sense of belongingness 

and place (Kogut, 2000; Santos & Eisenhardt, 2005), and supporting an envi-

ronment of acceptance of organizational change. In this manner, interfaces be-

tween organizational boundaries are enhanced through effective communica-

tion processes that result from, and are included in, both formal and informal 

change communication activities. 

 

6. CONCLUSION 

 

This article presents findings from a recent single case study research into 

change management that identified the role that reflection, in various forms 

and across various actors in a change scenario, played in delivering a success-

ful change outcome in an Australian nonprofit organization. An integrated re-

flection framework, presented in the earlier Diagram 1, highlighted a range of 

group and personal reflection sources that enabled a number of varying reflec-

tion mechanisms. These in turn resulted in a range of organizational attributes 

that were able to support and align organizational and personal change. 

 

As a longitudinal qualitative study, applying grounded theory as the meth-

odology, the case study sought to understand what success factors played an 

integral role in achieving the outcomes sought by the organization. As a quali-

tative study, the focus was placed on interpreting change from the perspective 

of both the change recipients and the change agent, and relied on both inter-

view data and observational analysis. Amongst findings in earlier research 
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(Rosenbaum et al., 2016b), which included the role that development of trust 

and confidence in the organization prior to the actual change, the role that fo-

cusing on the individual experience of change, and attention to certain se-

quencing activities from a planning perspective played in the case study out-

comes, the role that reflection may play as a precondition to successful change 

was a key finding flowing from the research data. In this context, elements of 

formal and informal reflection, as well as personal and group reflection, was 

evident throughout all stages of the change program. Such reflection activities 

and practices resulted from a combination of structured and unstructured activ-

ities that created the opportunities for reflection, fully supported by manage-

ment as well as the change agent and her team. 

 

 Whilst reflection can be described as “…in-depth focused attention…” 

and reflective practice as “…the development of insight and practice through 

critical attention to practical values, theories, principles, assumptions, and the 

relationship between theory and practice which inform everyday actions….” 

(Bolton, 2010: xxiii), the activities in the case study were very much centered 

on individual change recipients and the change agent (and her team) focusing 

their attention on using reflection and reflective practice as a means of clarify-

ing the change, clarifying the impact of the change, addressing the emotional 

challenges that some had with the change, as well as addressing errors within 

and around the change. This process was strengthened by individual change 

recipients and the change agent focusing their own minds and efforts on the 

various tasks that were put before them and for them to better understand the 

roles that they needed to play leading up to, during, and after the change. 
 

The reflective practices undertaken were facilitated by face-to-face discus-

sion forums, technology assisted discussion platforms, in-ward meetings, tar-

geted mentoring sessions, as well as informal intra and inter ward communica-

tion, supported and encouraged via an active approach by the change agent. 

These reflection opportunities and pathways were developed within the time 

context of the organization’s management who viewed the change program as 

a continuum which required adequate time to unfold rather than to be rushed, 

which would have resulted in potential detrimental outcomes for the change 

recipients, the change agent, and the organization. 

 

 The change approach as outlined in the paper identified a range of activi-

ties that influenced the change processes in the case study and best supported 

the latest research findings in sporting associations applying positive psychol-

ogy, where in those settings reflection was seen as central and supportive in 

achieving effective change management (Dixon et al., 2016). In the case study, 

numerous activities and approaches were applied to create and support reflec-

tive practice, whilst a range of outcomes were identified as a direct result of 

the organization-wide focus on reflection. Self-perception as a necessary in-
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gredient in individuals managing change was supported by the attention given 

through the reflection process.  
 

 Learning as an applied process embedded in the change program was a 

key ingredient, and the integration of reflection involving the change agent, 

her staff and the change recipients, reinforced this process. Communication as 

an intra-group exercise, amongst both the change agent and the change recipi-

ent groups, encouraged and supported through a range of reflective practices 

and opportunities, heightened the sense of inclusion and further supported the 

successful outcome of change processes. Storytelling linked the change pro-

gram to the culture and history of the organization as well as the experiences 

of different individuals through the changes. It was supported through the re-

flective practices, and focused the attention of change recipients in a discursive 

process that enabled a positive sense-giving framework to be established, in-

creasing levels of support for the change by recipients. Confidence of change 

recipients, a necessary ingredient in successful change, was reinforced by the 

individual and group reflection that enabled those potentially less able to cope 

with the change to, over time, address their concerns, learn, and involve them-

selves more proactively with the change. Finally, recognizing the importance 

the role that emotions of change recipients’ play through a process of mind 

shifting, reflective practices were integrated into normal organizational activi-

ties for all involved including change recipients as well as the change agent, 

evidenced in both formal project plan narrative, and change agent responses to 

iterative activities during change execution.  

  

The findings of this case study may substantiate the need for organization-

al leaders and managers to consider the inclusion of individual and group re-

flection as a fundamental process element in the management of organizational 

change, in an environment where such reflection supports the development of 

connections across organizational boundaries. Key elements for consideration 

include the following: 

- building opportunities for formal personal and group reflective practices 

into the overall time-frame of the change 

- formalising reflection for change recipients as well as the change agent/s 

as unique groups 

- formalising reflection for change recipients and the change agent/s on an 

intra-group level 

- structuring reflective practices so that they reinforce key underpinnings of 

successful change outcomes through strengthening self-perception, com-

munication and confidence amongst change recipients 

- developing reflective practices that support the emotional reactions to 

change, which can develop from change recipients viewing change as de-

stroying existing well-versed processes 
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- maintaining a reflection regime throughout the change process, including 

before, during and after the change, and 

- introducing productive storytelling within a reflection framework to sup-

port the sense making possibilities associated with the change. 

 

Research limitations and implications for future research 

Given this research has been undertaken as a single exploratory case study 

in the nonprofit sector, a number of limitations have been identified that could 

be addressed in future research. One such limitation relates to the possibility of 

unique characteristics relevant to the industry within which this research has 

been conducted, namely the nonprofit hospital sector, and the impact that these 

may have had on the findings. To respond to this limitation, further research 

should be undertaken, either as a single case study or multiple case studies, in 

other organizational settings.  

 

A further limitation relates to the lack of comparison between the inclusion 

and non-inclusion of reflection and reflective practices on organizational 

change management outcomes. To respond to this limitation, further research 

within a single case study or multiple case studies, in similar organizations to 

this research, would strengthen current findings.  
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ABSTRACT 

 
This paper investigates the causal relationship between categories of defense expendi-

tures and gross domestic product. Based on a review of scientific papers in this field it is easy 

to conclude that the researches were performed only at the level of aggregate expenditures for 

defense in interaction with gross domestic product. Categories of defense expenditures are 

divided on personnel expenditures, equipment expenditures, infrastructure expenditures and 

other expenditures. Countries included in research are Belgium, Canada, Denmark, Greece, 

Italy, Luxemburg, Netherlands, Norway, Portugal, Turkey, UK and USA. Time interval of re-

search is the period from 1986 till 2015. Main data sources are The World Bank, Stockholm 
International Peace Research Institute and official reports of the North Atlantic Treaty Or-

ganization. Granger causality test which includes procedures proposed by Toda and Yama-

moto (1995) was used in analysis to test the hypothesis by using VAR models. For long run 

analysis Johansen’s co-integration test is used. Results showed that on the long run there is 

no co-integration between variables in all countries but, on the other hand, on the short run 

the results are not uniform.  

 
Keywords: defense expenditure, categories of defense expenditures, GDP, Granger causality 

 

JEL Classifications: C22, H56, O11 

 

1. INTRODUCTION 

 

Defense expenditures (DEFEXP) was a significant part of government’s 

expenditures throughout the history. After the ending of the Cold war many 

European countries decreased the number of armed forces personnel followed 

with the decreasing defense expenditures. At the end of the 20th century and 

the beginning of the 21st century the world has decreased DEFEXP from 3.421 

billion USD in 1988 to 2.269 billion USD in 2015, with a decreasing trend 

(SIPRI, 2016). On the other hand, worlds GDP in the same period raises from 

19.065 trillion USD to 74.152 trillion USD (World Bank, 2016). 

 

Last political decisions announce that the decreasing trend of DEFEXP 

will be reversed. On the Summit in Wales, in 2014, NATO member countries 

agreed to stop decreasing the defense expenditures and to rise them on a min-

imal level of 2 % GDP, whereby the defense expenditures for main equipment, 
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including related research and development (R & D), would be at least 20 % 

of that sum.  

 

The main objective of this paper is to identify DEFEXP categories that are 

driving causality on the aggregate level of DEFEXP. Second research goal is 

to investigate direction of causality between categories of DEFEXP and GDP. 

Third research goal is to identify possible long-run causal relationship between 

afore mentioned variables. Fourth research goal is to include, for the first time 

in empirical research, the source of data that has unified data for DEFEXP cat-

egories and with that to show new opportunities in this field. 

 

The rest of the paper is structured as follows. Section 2 reviews the previ-

ous literature with theoretical framework (2.1) and empirical studies (2.2). 

Section 3 presents the data (3.1) and methodology (3.2). Section 4 presents the 

empirical results. Section 5 presents discussion and section 6 presents conclu-

sion. 

 

2. PREVIOUS STUDIES 

 

2.1 THEORETICAL FRAMEWORK 

 

Most of empirical researches were investigating the relationship between 

DEFEXP and GDP rather than between the DEFEXP and economic develop-

ment because it is harder to define and measure economic development. 

DEFEXP is just one part of militarism in country, and in this view they are 

considered only as consumers and not as creators (Smith, 1983). J. P. Dunne 

made a notable contribution to the systematization of theoretical approaches in 

this area. As said by Dunne (2000) economic theory didn’t gave special place 

for DEFEXP, but still it has enough theoretic analysis for defining main theory 

approaches: neoclassical approach, Keynesian approach, institutionalist and 

Marxist approach. All this approaches has positive and negative sides.  

 

Neoclassical approach looks on the state as a rational actor and has ad-

vantage in easier development of consistent formal models, but is criticized as 

a historic theory that looks on state as extreme knowledge actor while concen-

trating only on supply side. Keynesian approach looks on state as an actor that 

uses DEFEXP for increasing aggregate demand without considering supply 

side issues. Institutional approach considers that the higher DEFEXP leads to 

industrial inefficiency, creates powerful industrial military complexes (MIC) 

which put pressure on the state to unnecessarily increase DEFEXP. Marxist 

approach looks on DEFEXP trough a view of MIC’s that are used in the class 

struggle (Dunne, 2000).  

 

Many empirical researches were made on the field of finding all possible 

effects which are introduced in the relationship between DEFEXP and GDP. 
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Although none of them separately analyzed the relationship between catego-

ries of DEFEXP and GDP, it is necessary to explore previous findings for bet-

ter understanding of further findings in this paper.  

 

In case of possible effects that appear through relating GDP and DEFEXP 

they can be divided in three directions. The first one marks positive effects, 

the second one negative effects and the third combines positive and negative 

effects. 

 

As seen by the Lee and Chen (2007a) positive effect of DEFEXP on GDP 

is seen as a force that stimulates demand which leads to higher employment, 

investments and, in the end, causes higher GDP (Karagol and Palaz, 2004) 

(Kollias et al., 2004a). Negative effect of DEFEXP on GDP is seen as a 

growth retarding effect of unproductive spending which is using resources 

from private sector and makes pressure on inflation (Deger, 1986) (Deger and 

Sen, 1995). Third view looks on DEFEXP as a tool that gives possibilities 

which don’t need to lead only to wars, but also to peace and security that gives 

positive environment for economy. DEFEXP is taking resources, workers, but 

on the other hand it also invests in knowledge and skills that produce products 

that has use in the private sector, as well. These workers later spread their 

knowledge and experience in the private sector. All this leads to disunited 

view of what is the final contribution depending on, because it is important 

how the resources are spent and for what purpose (Reitschuler and Loening, 

2005). 

 

2.2. EMPIRICAL RESULTS 

 

The previous empirical studies have yielded a lot of different results ex-

ploring expenditures for defense and employment. Empirical research in this 

field is arranged in chronological order below. 

 

Benoit (1973, 1978) made first steps in researching relations between de-

fense expenditures and GDP by using data collected from 44 countries in time 

period from 1950 to 1965. He concluded that the defense expenditures have a 

positive influence on GDP. 

 

Deger (1986), using three-stage least squares method for the 1965-1973 

period, based on data for 50 countries, found a bi-directional causal relation. 

Joerding (1986) applied Granger causality test on 57 countries for the time pe-

riod from 1962 to 1977 and found causal relation between GDP and defense 

expenditures. Chowdhury (1991), based on data for 55 developing countries 

for the time period from 1961 to 1987, used Granger causality test and con-

cluded that causal relationship cannot be generalized. Kusi (1994), using 

Granger causality test for 77 developing countries within the time interval 
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from 1971 to 1989, concluded that the causal relationship cannot be general-

ized.  

 

Dakurah et al. (2001) using Granger causality test on data for 48 develop-

ing countries within the time period from 1975 to 1995, found that a bi-

directional causal relationship exists in 7 countries, a causal relation from de-

fense expenditures to GDP exists in 13 countries, and causal relation from 

GDP to defense expenditures appears in 10 countries, while in 18 countries no 

causal relationship exists. Gerace (2002) used spectral method on the case of 

USA in the time period from 1965 till 1973 and concluded that there is no 

causal relationship between defense expenditures and GDP. Galvin (2003) 

used a method of ordinary least squares and two-stage lest squares for 1999 

with cross-section data for 64 developing countries and found evidence that 

causal relationship goes from defense expenditures to GDP.  

 

Gadea et al. (2004) concluded that GDP causes defense expenditures based 

on data for 15 member countries of NATO (Belgium, Canada, Denmark, France, 

Germany, Greece, Italy, Luxemburg, Netherlands, Norway, Portugal, Spain, Turkey, 

UK, USA ) for the time period from 1960 to 1999, using the co-integration test. 

Klein (2004) concluded that there is one way causal relationship from defense 

expenditures to GDP using Deger-type simultaneous equation model for the 

time period from 1970 to 1996 in case of Peru. Kollias et al. (2004b) conclud-

ed that the causal relationship cannot be generalized using a vector error cor-

rection model on data for 15 EU countries during the period from 1961 to 

2000. In the second research on this field, Kollias et al. (2004a) found bi-

directional causality between defense expenditures and GDP on data for Cy-

prus during the time period from 1964 to 1999.  

 

Lai et al (2005) used multivariate threshold autoregression model on data 

from Taiwan and China for the time period from 1953 to 2000 and concluded 

that in case of Taiwan a bi-directional causality between GDP and defense ex-

penditures exists while, in case of China, causal relationship from defense ex-

penditures to GDP occurs. Yildirim et al. (2005) applied GMM method on 

panel data of Middle Eastern countries and Turkey for the time period from 

1989 to 1999. They concluded that defense expenditures enhances GDP as 

well as Karagol (2006) who, on case of Turkey, for the time interval from 

1960 to 2002 based on impulse response function and co-integration, came to 

the same conclusion. Kollias et al. (2007), focusing on EU for the time period 

from 1961 to 2000 used FE, dynamic FE and panel co-integration test and 

found causal relationship from defense expenditures to GDP. Lee and Chen 

conducted two researches on this field. In the first research (Lee and Chen, 

2007a), on data for 27 OECD countries and 62 countries that are not OECD 

members, using panel co-integration test and panel Granger causality test, 

found causal relationship from defense expenditures to GDP. In the second 

research (Lee and Chen, 2007b) using threshold vector auto-regression model 
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for time period from 1960 to 2002, using data for Taiwan concluded that the 

causal relationship cannot be generalized.  

 

Based on data from 28 countries for the time period from 1965 to 2000 

and using FE, RE I GMM method Yakovlev (2007) concluded that causal re-

lationship goes from defense ex\penditures to GDP while Karagianni and 

Pempetzoglu (2009), on case of Turkey for the time period from 1949 to 2004, 

used linear and nonlinear Granger causality test. Based on linear Granger test 

he discovered causal relation from GDP to defense expenditures, and based on 

nonlinear Granger test he discovered casual relation from defense expendi-

tures to GDP. Safdari et al. (2011) applied ARDL and Granger causality test 

on Iran, Malesia, Saudi Arabia and South Korea for the time period from 1988 

to 2006 and concluded that causal relationship cannot be generalized.  

 

Kollias i Paleologou (2013) conducted a study focusing on USA using lin-

ear and nonlinear Granger causality test for the time period from 1956 to 2004. 

The conclusion based on linear Granger test was that in the short term defense 

expenditures causes GDP, and that in the long term there is a bi-directional 

causality. On the other hand, the result based on nonlinear Granger causality 

test showed causal relation from GDP to defense expenditures. Aye et al. 

(2014) in the research of the relations between defense expenditures and GDP 

in South African Republic, for the period from 1950 to 2010, using full sample 

bootstrap Granger non-causality test, found no Granger causal relationship. 

Korkmaz (2015) used data for 10 Mediterranean countries to investigate caus-

al relationship between defense expenditures and GDP for the period from 

2005 to 2012, using panel co-integration and panel causality test, and conclud-

ed that the growth of defense expenditures has a negative impact on GDP.  

 

All papers are concentrated on exploring the interdependence of expendi-

ture to GDP after the World War II. The time interval is mostly between 40 

and 60 years. Object of the analysis are mostly developed countries and less 

often developing countries. The most used source for the study is SIPRI for 

DEFEXP. The methodology for collecting data used by this Institute is similar 

to the methodology used by NATO.  

 

3. DATA AND METHODOLOGY 
 

3.1. DATA 

 

Data used in this study are annual with the time interval from 1986 until 

2015 for countries: Belgium, Canada, Denmark, Greece, Italy, Luxemburg, 

Netherlands, Norway, Portugal, Turkey, UK and USA.  

 

Data sources and descriptions of variables are shown in Table A1. 
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3.2. METHODOLOGY 

 

"Granger causality" forms an important part of the vector autoregression 

program. Edward Leamer (1984) suggests that this concept should be called 

“precedence." Actually, what is tested under the heading of Granger causality 

is whether one variable regularly precedes another. In practice, we can consid-

er contexts in which precedence is suggestive of causation and also contexts in 

which it is not. The importance of order of variables i.e. whether one variable 

precedes other, is crucial for determining what is being tested. Edward Leamer 

(1984) colorfully illustrated relations of causality and order explaining that 

"Christmas cards precede Christmas but they don't cause Christmas". Clive 

Granger provided a very clear definition of causation, given that the use of one 

variable can predict other variables, and therefore in this context the use of its 

methods is useable (Ouliaris et al., 2016). 

 

In this paper Granger causality test is used to test the hypothesis by using 

Vector Autoregression (VAR) model: 
 

  

(1) 

, 
 

where i represents country,  i  = 1,…, N; t is time interval, t = 1,…, T; l is lag 

order. 

 

In case that variables are non-stationary (regardless of co-integration) usu-

al Wald test for this kind of testing would have an asymptotic  distribution. 

Because of that the procedure will be carried out as by Toda & Yamamoto 

(1995).  

 

Null hypothesis are  =  =  = 0 which means that there is no 

Granger causality between x and y. In testing the VAR model there are four 

possible results: 

a)  = 0,   0  →  Granger causality in one direction from x 

to y 

b)   0, = 0  → Granger causality in one direction from y 

to x 

c)  = 0,   0 →  No Granger causality between x and y 

d)   0,   0  →  Granger causality in both directions be-

tween the x and y 

 

Stationarity is determined using the Augmented Dickey-Fuller (ADF) test 

which is based on two functions (Dickey and Fuller, 1979): 
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(4) 

                               (2) 

,                                      (3) 

where  is error term with the arithmetic mean equal to zero and constant var-

iance. The null hypothesis is that there is no unit root. If the variable still has a 

unit root after testing, then the variable is differentiated. Analysis is carried out 

with taking into account trend and breakdummy if they showed to be signifi-

cant. 

 

In order to determine optimal lag order in VAR model there are several 

criterions such as: Akaike Information Criterion (Akaike, 1978), Schwarz In-

formation Criterion (Schwarz, 1978) and Hannan and Quin Criterion (Hannan 

and Quinn 1979). In this paper VAR model is tested on all of the three criteria: 
 

AIC: , 

SIC: , 

HQ: , 

 

where L is the logarithm of the likelihood, K is the number of parameters and 

T is the sample size. 

 

4. EMPIRICAL RESEARCH 

 

Unit root and breakpoint unit root test were made to determine level of sta-

tionary. According to ADF test and based on Schwarz Information Criterion 

(SIC) the results are shown in Table B1. The tests revealed that most of varia-

bles are I(0) or I(1) except GDP for Norway and Portugal where it is I(2). 

Having find the level of stationarity it is easily to determine m (Table B2). In 

most of relations between GDP and other variables m is 1, except in the case 

of Canada (GDP-OEXP) where m is 0, and in the case of Norway and Portugal 

where all relations between GDP and the rest of variables is 2. 

 

In the next step in relations, where GDP has the same rank of integration 

with the rest of variables (categories of GDP), Johansen’s co-integration test is 

made (Table B4 and Table B5). Trace and max statistic is less than the critical 

value which means that there is no co-integration among variables. 

 

Breusch–Godfrey serial correlation LM (Lagrange Multiplier) test is used 

in order to check whether the errors are serially correlated in simple VAR 

models. Results didn’t show problems with autocorrelation. 

 

In order to find optimal lag length the VAR lag order selection criteria was 

used. Testing was preformed based on Akaike Information Criterion (AIK), 
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Schwarz Information Criterion (SIC) and Hannan and Quin Criterion (HQ). In 

smaller number of cases where the results of AIC differed, the priority was 

given to SIC and HQ because the AIC is sensitive to number of observations 

(Table B3). 

 

Finally, when the VAR models with extra lags were established, the VAR 

Granger Causality/Block Exogenity Wald Test is performed. Values of proba-

bilities for dependent variables of VAR models are shown Table 1 and Table 

2. A causal relationship is discerned at 5 % significance level or better. As we 

can see from the results, there is no uniform conclusion. 
 

Table 1. VAR Granger Causality/Block Exogeneity 

Wald Tests – GDP with DEFEXP and PEXP 

Country 

GDP 

↑ ↓ ↑ ↓ 

DEFEXP PEXP 

BEL  0.7280  0.2542  0.2563  0.4287 

CAN  0.0824  0.0868  0.0598  0.2115 

DNK  0.0333*  0.8892  0.7811  0.6394 

GRC  0.8509  0.0000*  0.4660  0.0000* 

ITA  0.7314  0.3751  0.0652  0.8091 

LUX  0.0229*  0.6395  0.0158*  0.3607 

NLD  0.1465  0.2051  0.0071*  0.7860 

NOR  0.0602  0.2667  0.6341  0.1210 

PRT  0.3542  0.0228*  0.8092  0.0018* 

TUR  0.6450  0.2919  0.6319  0.8527 

UK  0.0153*  0.0328*  0.9762  0.6794 

USA  0.1994  0.1043  0.4652  0.0085* 

 

5. DISCUSSION 

 

Categories with included R & D that showed causality with GDP did not 

show causality on the aggregate level. Data source have R & D that is split 

between two categories. R & D related to major equipment are included in 

equipment expenditures and R & D related with others expenditures is includ-

ed in other expenditures. Complex results come from countries with higher 

military burden and higher level of R & D. One of the further directions for 

research is finding the answers in categories of classification of DEFEXP 

where R & D could have their own category. In further empirical researches 

for this countries the answers could be also found in analyzing of interaction 

between categories.  
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Table 2. VAR Granger Causality/Block Exogeneity Wald  

Tests – GDP with EEXP, IEXP and OEXP 

Country 

GDP 

↑ ↓ ↑ ↓ ↑ ↓ 

EEXP IEXP OEXP 

BEL  0,4830  0,4586  0.7001  0.4834  0.1565  0.2294 

CAN  0.3349  0.2184  0.6660  0.7178  0.4443  0.2152 

DNK  0.0018*  0.8119  0.1629  0.7533  0.4971  0.7936 

GRC  0.2751  0.3823  0.8235  0.6818  0.6194  0.3722 

ITA  0.4626  0.6913  0.0427*  0.8306  0.0882  0.0165* 

LUX  0.3610  0.6006  0.4941  0.9487  0.3048  0.9369 

NLD  0.4953  0.1355  0.6876  0.8373  0.0088  0.5843 

NOR  0.0293*  0.6371  0.3305  0.2767  0.1205  0.6470 

PRT  0.2981  0.9327  0.1041  0.4744  0.4658  0.0013 

TUR  0.4569  0.0437*  0.4229  0.8087  0.0951  0.8421 

UK  0.9987  0.2555  0.6693  0.4442  0.0193*  0.2539 

USA  0.1503  0.3837  0.1345  0.0000*  0.0484*  0.7282 

 

6. CONCLUSION 

 

For the first time this paper gives insight in Granger causality between cat-

egories of defense expenditures and GDP with the aim to find an answer on 

the question: which category is responsible for the causal relation of aggregate 

defense expenditures and GDP?  

 

Using Johansen’s co-integration test between GDP and DEFEXP, GDP 

and categories of DEFEXP results did not show a long-run relation. In order to 

find a short-run relation a Granger causality test was performed using the 

Todda and Yamamoto procedure. In two countries one directional causal rela-

tionship from DEFEXP to GDP was found. In Denmark is the responsible cat-

egory EEXP and in Luxemburg it is PEXP. In Greece and Portugal one-way 

causal relationships from GDP to DEFEXP can be found; in both cases the 

responsible category is PEXP. 

 

On the other hand, in the UK a two-way causal relationship between 

DEFEXP and GDP is found, but only a one directional causal relationship 

from OEXP to GDP. Furthermore, in Italy, the Netherlands, Norway, Turkey 

and the USA a causal relationship is found on categories level, but not on the 

aggregate level. In case of Italy IEXP causes GDP, and GDP causes OEXP. In 

the case of the Netherlands PEXP causes GDP, and OEXP causes GDP. In the 

case of Norway EEXP causes GDP. In the case of Turkey GDP causes EEXP 

and in the case of the USA GDP causes PEXP and IEXP, but on the other 

hand OEXP causes GDP.  
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APPENDIX A: DATA SOURCE AND DESCRIPTION 
 

Table A. Data source and description 

Variable Description Data source 

Defense expenditures  

(DEFEXP) 

SIPRI military expenditure includes all cur-

rent and capital expenditure on: the armed 

forces, including peace keeping forces de-

fence ministries and other government 

agencies engaged in defence projects, par-

amilitary forces when judged to be trained, 
equipped and available for military opera-

tions military space activities (SIPRI, 

2016). Data are in billions USD in constant 

2014 prices. 

SIPRI (2016) 

Personnel expenditures 

(PEXEP) 

Personnel expenditures include military and 

civilian expenditures and pensions (NATO, 

2016). Data are shown in billions USD in 

constant 2014 prices. 

NATO (1986 - 2016) 

Equipment expendi-

tures  

(EEXP) 

Equipment expenditures include major 

equipment expenditures and R&D devoted 

to major equipment (NATO, 2016). Data 

are in billions USD in constant 2014 prices. 

NATO (1986 - 2015) 

Infrastructure expendi-

tures 
(IEXP) 

Infrastructure expenditures include NATO 

common infrastructure and national military 
construction (NATO, 2016). Data are in 

billions USD in constant 2014 prices. 

NATO (1986 - 2015) 

Other expenditures 

(OEXP) 

Other expenditures include operations and 

maintenance expenditures, other R&D ex-

penditures and expenditures not allocated 

among above-mentioned categories 

(NATO, 2016). Data are in billions USD in 

constant 2014 prices. 

NATO (1986 - 2015) 

Gross domestic product  
(GDP) 

GDP at purchaser's prices is the sum of 

gross value added by all resident producers 

in the economy plus any product taxes and 

minus any subsidies not included in the 

value of the products. It is calculated with-
out making deductions for depreciation of 

fabricated assets or for depletion and degra-

dation of natural resources (World Bank, 

2016). Data are in billions USD in constant 

2014 prices. 

World Bank (2016) 
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APPENDIX B: ADDITIONAL ANALYSIS 

 

Table B1. ADF test 

Country GDP EMP DEFEXP PEXP EEXP IEXP OEXP 

BEL 1* 1* 0'* 1'* 1 0' 1* 

CAN 0'* 1'* 1'* 1'* 1 1 0' 

DNK 1* 1'* 1 1 0' 0'* 0'* 

GRC 1'* 0'* 0'* 0'* 0* 0' 1 

ITA 1* 1 1 1' 0'* 1* 1* 

LUX 1'* 1* 0' 0'* 1* 1 0' 

NLD 1'* 1' 1* 1 1 1'* 1 

NOR 2* 1 1 1 0 1 1 

PRT 2 1* 1* 1' 1 0' 1 

TUR 1* 1 1* 0'* 1 1 0* 

UK 1'* 0' 0* 0'* 0 0* 1 

USA 1 0'* 0* 0'* 1 0'* 1 

Notes: ‘ – trend included, * – breakdummy included. 

 

 

Table B2. Maximum rank 

Country 
GDP 

DEFEXP PEXP EEXP IEXP OEXP 

BEL 1 1 1 1 1 

CAN 1 1 1 1 0 

DNK 1 1 1 1 1 

GRC 1 1 1 1 1 

ITA 1 1 1 1 1 

LUX 1 1 1 1 1 

NLD 1 1 1 1 1 

NOR 2 2 2 2 2 

PRT 2 2 2 2 2 

TUR 1 1 1 1 1 

UK 1 1 1 1 1 

USA 1 1 1 1 1 
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Table B3. Optimal lag length 

Country 

GDP 

DEFEXP PEXP EEXP IEXP OEXP 

BEL 1 1 1 1 1 

CAN 1 1 1 1 1 

DNK 1 1 1 1 1 

GRC 2 2 3 2 2 

ITA 1 1 1 1 1 

LUX 1 2 1 1 1 

NLD 1 1 1 1 2 

NOR 2 1 2 1 1 

PRT 2 2 3 2 2 

TUR 1 1 1 1 1 

UK 3 1 1 1 1 

USA 2 2 1 3 1 
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Table B4. Johansen's co-integration test results (BEL – LUX) 

Country Relationship 

Lag inter-

val (in first 

differences) 

Hypothesized 

no. of CE(s) 

Unrestricted Cointegration Rank Test 

Trace Maximum Eigenvalue 

Trace 

statistic 
Probability 

Max-Eigen 

Statistic 
Probability 

BEL 

GDP - PEXP 0 
None  6,316123  0,6582  4,120601  0,8464 

At most 1   2,195522  0,1384  2,195522  0,1384 

GDP - EEXP 0 
None  9,567449  0,3155  7,333032  0,4505 

At most 1   2,234417  0,1350  2,234417  0,1350 

GDP - OEXP 0 
None  13,71117  0,0912  10,83283  0,1628 

At most 1   2,878347  0,0898  2,878347  0,0898 

CAN GDP - OEXP 1 
None  2,835823  0,9738  2,786598  0,9599 

At most 1   0,049225  0,8244  0,049225  0,8244 

DNK 

GDP - DEFEXP 1 
None  4,513211  0,8581  4,501497  0,8030 

At most 1   0,011714  0,9136  0,011714  0,9136 

GDP - PEXP 1 
None 10,797040 0,2243 8,106952 0,3679 

At most 1  2,690087 0,1010 2,690087 0,1010 

GRC GDP - OEXP 2 
None  12,16413  0,1492  8,674394 0,3143 

At most 1   3,489741  0,0617  3,489741 0,0617 

ITA 

GDP - DEFEXP 1 
None  6,920599  0,5869  6,802116 0,5128 

At most 1   0,118483  0,7307  0,118483 0,7307 

GDP - PEXP 1 
None  13,59619  0,0947  12,54872  0,0917 

At most 1   1,047470  0,3061  1,047470  0,3061 

GDP - IEXP 1 
None  11,88607  0,1625  9,107470  0,2773 

At most 1   2,778595  0,0955  2,778595  0,0955 

GDP - OEXP 1 
None  7,376286  0,5343  5,813294  0,6373 

At most 1   1,562992  0,2112  1,562992  0,2112 

LUX 

GDP - EEXP 1 
None  11,86234  0,1637  11,76216  0,1199 

At most 1   0,100173  0,7516  0,100173  0,7516 

GDP - IEXP 1 
None  3,029864  0,9655  2,876484  0,9546 

At most 1   0,153380  0,6953  0,153380  0,6953 

Notes: Allow for linear deterministic trend in data, intercept (no trend) in CE 

and test VAR. 
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Table B4. Johansen’s co-integration test results (NLD – USA) 

Country Relationship 

Lag inter-

val (in first 

differences) 

Hypothesized 

no. of CE(s) 

Unrestricted Cointegration Rank Test 

Trace Maximum Eigenvalue 

Trace 

statistic 
Probability 

Max-Eigen 

Statistic 
Probability 

NLD 

GDP - DEFEXP 1 
None  12,40825  0,1384  9,430363  0,2521 

At most 1   2,977886  0,0844  2,977886  0,0844 

GDP - PEXP 1 
None  9,751485  0,3003  7,899757  0,3890 

At most 1   1,851728  0,1736  1,851728  0,1736 

GDP - EEXP 1 
None  10,43578  0,2487  6,330393  0,5712 

At most 1   4,105386  0,0427  4,105386  0,0427 

GDP - IEXP 1 
None  13,20370  0,1075  11,37411  0,1364 

At most 1   1,829597  0,1762  1,829597  0,1762 

GDP - OEXP 2 
None  8,495948  0,4140  4,724581  0,7761 

At most 1   3,771367  0,0521  3,771367  0,0521 

TUR 

GDP - DEFEXP 0 
None  4,463069  0,8629  3,053439  0,9431 

At most 1   1,409630  0,2351  1,409630  0,2351 

GDP - EEXP 0 
None  5,867123  0,7112  5,475285  0,6810 

At most 1   0,391838  0,5313  0,391838  0,5313 

GDP - IEXP 0 
None  6,426873  0,6451  5,549365  0,6715 

At most 1   0,877509  0,3489  0,877509  0,3489 

UK GDP - OEXP 0 
None  13,82148  0,0880  12,78125  0,0846 

At most 1   1,040228  0,3078  1,040228  0,3078 

USA 

GDP - EEXP 0 
None  9,773496  0,2986  8,728134  0,3095 

At most 1   1,045362  0,3066  1,045362  0,3066 

GDP - OEXP 0 
None  9,621784  0,3110  8,342302  0,3450 

At most 1   1,279483  0,2580  1,279483  0,2580 

Notes: Allow for linear deterministic trend in data, intercept (no trend) in CE 

and test VAR. 
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5. KIZHAKKAMBALAM TWENTY20: BLENDING  

LOCAL SELF-GOVERNANCE WITH CORPORATE  

SOCIAL RESPONSIBLITY - A UNIQUE  

SUCCESS STORY FROM KERELA 
 

Prof. Prema Ramachandran, Indus Business Academy 

Dr. Rachna Sharma, IBS Business School 

 

 

ABSTRACT 

 
It was M. K. Gandhi’s’ dream for India – A ‘Panchayati Raj’ where “every village will be 

a republic or Panchayat having full powers……to be self-sustained”. His idea of a village 

swaraj was that of “a complete republic, independent of its neighbors for its own vital wants 

and yet interdependent for many others in which dependence is necessary”. 
  

Till Oct 2015, few people, even in India, let  

alone the world would have heard of Kizhakkambalam, a Gram Panchayat in the eastern 

suburb of Cochin, located in the Ernakulam district of Kerala. Perhaps for the first time in the 

history of elections in India, a local party, Twenty20, established in 2013, swept the local civic 

polls and upset the well-entrenched Congress and Marxist Party.  

 

The two-year old Twenty20 party, was sponsored by the Rs. 1,2000 crores in turnover 

Anna group, the promoters of BSE (Bombay Stock Exchange) listed Kitex Garments Limited. 

The Kitex group, a corporate major and one of the largest private sector employers in the 

State of Kerala has interests in sectors spanning across apparels to spices. They employ about 
15,000 workers and have an annual turnover of approximately Rs.1000 crore. In 2013, the 

group initiated a unique experiment to create sustainable development in their home village – 

Kizhakkambalam. A charitable institution named Twenty20 was formed and about Rs. 28 

crores spent to bring about significant development and improve civic amenities in the Pan-

chayat. Finding the support of the Panchayat necessary to implement many of their progres-

sive schemes, they were forced to field candidates for the Panchayat election in 2015. In a 

remarkable feat, 17 out of the 19 fielded, swept the local Panchayat elections.  

 

Keywords: Public Policy, India, CSR, Local Self-Government 

 

1. INTRODUCTION 

 

The World Business Council for Sustainable Development in its publica-

tion Making Good Business Sense (Holme & Watts, 2000) used the following 

definition for Corporate Social Responsibility ‘Corporate Social Responsibil-

ity is the continuing commitment by business to behave ethically and contrib-

ute to economic development while improving the quality of life of the work-

force and their families as well as of the local community and society at large’ 

(italics by the authors). The term encompasses the voluntary activities under-

taken by a company to operate in an economic, social and environmentally 
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sustainable manner. Along with delivering long term value to all stakeholders, 

firms also need to recognize that they owe the society, whose resources like 

land, water, fuel, etc. which they utilize in making their business profitable, 

support and investment in making sustainable development. A voluntary or 

mandatory initiative for the welfare of the society which also helps the people 

to assume responsibility for their own welfare without depending on the gov-

ernment for all developmental initiatives is the most important contribution 

that any business firm can give to the said society. 

 

The Kitex group is a corporate major and has interests in areas spanning 

across apparel to spices. They are currently the second largest producer of 

children's apparel in the world, and are now in the process of setting up opera-

tions in the United States of America. They employ about 15,000 people from 

all over India and have an annual turnover of approximately INR 12 billion 

(approx. $186 million).  

 

They are headquartered at Kizhakkambalam, in Ernakulum district of Ker-

ala (India). A part of the renowned Anna-Kitex group of companies, founded 

by the legendary Mr. M. C. Jacob, Kitex Garments Ltd is the largest employer 

in private sector in the state of Kerala. The company was established in 1992 

and caters to prominent and renowned conglomerates in USA and Europe. 

They are also a business provider to many satellite businesses in the state of 

Kerala. From INR 18 million turnover in the year 1995-96, the firm grew to a 

turnover of over INR 5.65 billion in 2015-16 (Table 1). 

 

The present Chairman & Managing Director of Kitex, Mr. Sabu M. Jacob 

is of the firm belief that sustainable development of the society can be 

achieved through voluntary action by the people. It was this faith in the people 

and their capacity to contribute to the sustainable development that prompted 

Mr. Sabu and his Kitex team to create a charitable institution ‘Twenty20’ to 

drive this voluntary initiative for sustainable development in his home village 

- Kizhakkambalam Panchayat - in Ernakulam District of the Indian state of 

Kerala. Spread over 32 square kilometers, Kizhakkambalam, with around 

8,000 households and a population of over 23,000, is the village with the high-

est literacy rate in the country, at 94.74%, compared to the national average of 

74.04% and state average of 94%.  

 

As the saying goes, “every journey starts with a single step”. At a medical 

camp organized by the group for the local population of over 7,000 people, the 

participants bemoaned the lack of toilets, potable water and enough food to eat 

as their major concerns rather than the medical facilities. 
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Table 1. Financial highlights kitex garments limited 

Particulars 2011-12 2012-13 2013-14 2014-15 2015-16 

Income           

Sales  31,199.88 31,698.33 44,221.00 51,109.59 54,581.67 

Other Income 634.82 402.51 1,334.36 1,342.34 1,981.66 

Stock difference  265.83 -389.11 -118.23 21.54 -29.72 

Total  32,100.53 31,711.74 45,437.14 52,473.48 56,533.61 

Expenditure            

Cost of Raw Materials 

Consumed  
17,491.24 16,126.71 23,477.44 20,978.53 20,976.48 

Employees Benefits 

Expense  
3,780.74 4,376.44 5,697.16 7,450.07 8,361.72 

Finance Costs  1,760.69 1,147.20 1,061.59 1,916.41 1,375.67 

Depreciation & amorti-

zation expense  
686.64 862.13 968 2,132.94 2,127.31 

Other Expenses  4,370.40 4,795.17 5,414.40 5,828.78 6,586.93 

Total   28,089.71 27,307.66 36,618.60 38,306.73 39,428.11 

PBT   4,010.82 4,404.08 8,818.53 14,166.75 17,105.50 

Current Tax  1,235.00 1,485.00 2,536.00 4,217.00 6,094.00 

Deferred Tax  64.26 -18.6 545.65 98 -198 

PAT   2,711.56 2,937.68 5,736.88 9,851.75 11,209.50 

Capital 475 475 475 475 475 

Earnings per equity 

share   
5.71 6.18 12.08 20.74 23.6 

EBITDA 6,458 6,413 10,848 18,216 20,608 

  2011-12 2012-13 2013-14 2014-15 2015-16 

Bank & Cash 3652 4118 10361 20326 24991 

Trade Receivable 3183 5063 5306 6266 9601 

Long Term Borrowing 686 252 2891 2684 829 

Short Term Borrowing 8151 8927 9051 11391 8352 

+8% Revenue (Y-o-Y ) 

+13% EBITDA (Y-o-Y) 

+21% PBT (Y-o-Y) 

+14% PAT (Y-o-Y) 

+14% EPS (Y-o-Y) 

Source: Kitex Garments Limited Annual Report 2015 – 2016. 
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This feedback from the local people, helped in conceiving a much broader 

initiative to create sustainable development in Kizhakkambalam. Sabu’s vision 

was to convert Kizhakkambalam into India’s first model village for develop-

ment through voluntary action “complete with self-sufficiency in food produc-

tion, total sanitation, houses, and drinking water for all” by 2020. Twenty20 

believed that while corporates like Kitex could contribute a share of their prof-

it for this initiative as part of their CSR initiatives like other philanthropists, 

sustainable development of the area depended on the involvement and active 

participation of the population of the village. Kitex was among the first corpo-

rates in Kerala to have voluntarily contributed for the sustainable development 

of the society around them much before the Government of India made it 

mandatory for companies with a net worth of INR 5 billion, or turnover of 

INR 1 billion or net profit of INR 50 million to spend a minimum of 2% of 

their net profit on CSR activities (Companies Act 2013). Kitex has contributed 

nearly INR 280 million (about $4 million) to bring about development of civic 

amenities like all-weather roads, clean drinking water, street lighting, afforda-

ble medical facilities, housing, food, toilet, electricity, financial help to pursue 

higher studies for deserving students, employment etc. till now. 

 

The vision of the firm is, "to effectively contribute to the social and eco-

nomic development of the communities in which we operate. In doing so we 

intend to build a better, sustainable way of life for the weaker sections of soci-

ety and raise the country's human development index". Twenty20 believe in 

the trusteeship concept of Corporate Social responsibility and consider that 

improving the quality of life of the marginalized and under privileged sections 

of society is the combined responsibility with active involvement of the peo-

ple. The concept of total responsibility, propounded by Mr. Sabu. M. Jacob, is 

to have a collaborative, sustainable development plan that brings about re-

sponsible development of the community which is in the immediate vicinity of 

the company’s operations with active support of the CSR team. This paper is a 

study of this unique project and the innovative way in which they tried to 

prove that if community, corporate and polity collaborate, immense and mean-

ingful difference can be made in the common man’s life. It also highlights the 

highly innovative methods through which the roadblocks that were placed in 

its path by political apathy and red tape were overcome. 

 

2. TWENTY20 – THE GROWTH STORY 

 

2.1 THE CSR PHASE 

 

In accordance to their vision of making Kizhakkambalam totally self-

sustaining and the best Panchayat in the state, The Twenty20 started with need 

identification of the local community for project intervention using the partici-

patory rural appraisal mapping process followed by a discussion with the vil-

lage Panchayat (the local self-government), other decision makers of society 
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and the community at large. A base line study of the villages in the Panchayat 

was undertaken. Each ward was graded on parameters such as health indica-

tors, literacy levels, availability of sustainable livelihood opportunities, extent 

of poverty, state of infrastructure etc. Based on the data collected and its anal-

ysis I year and 5 year plans for integrated and holistic development were 

drawn up. It was also decided to monitor the implementation of the projects on 

a quarterly basis and evaluated against clear targets and budgets in a transpar-

ent manner. After detailed discussions and analysis, providing affordable edu-

cation facilities, health care, creation of sustainable livelihood opportunities, 

infrastructure development, and espousing social causes were chosen as areas 

to focus upon. The Twenty20 team surveyed the Panchayat and based on the 

data, the houses were color-coded into red – poor and unsupported, yellow – 

below the poverty line, green – above the poverty line and blue – prosperous. 

Cards were issued according to the classification and benefits are offered as 

per the classification. The survey found that the ‘Laksham Veedu’ colonies, 

(the initiative of the State Government to provide houses to one lakh poor 

households) had a single pipeline supplying water for one hour every day to 

40 families through a single tap. Even the mandated one hour supplies were 

very frequently disrupted due to inept handing. Twenty20 therefore decided to 

dig bore wells, constructed a few water storage tanks and provided pipe con-

nections to all the households in the locality and thus ensuring potable drink-

ing water to all the households.  

 

The next two years saw a phenomenal growth in the focus areas. Since 

projects were carefully selected in consultation with the community to address 

their most pressing needs, the participation from people were also unparal-

leled. Simultaneously, collaboration with District Authorities, the village Pan-

chayat, NGOs and other stakeholders were also ensued for efficient execution 

of planned development. Under the personal mentorship of Mr. Sabu Jacob, 

Unit Heads and CSR teams were given the responsibility for implementing the 

various projects. The impact of the initiatives is measured by a social satisfac-

tion survey / audit conducted by an external agency and widely published 

among the population. The highlights of the achievements the Twenty20 pro-

ject brought about in just two years’ time are discussed below. 

 

2.2 INFRASTRUCTURE DEVELOPMENT 

 

Kizhakkambalam Panchayat has a population of around 24,000. Basic in-

frastructure likes housing, safe drinking water, sanitation & hygiene etc. had to 

be addressed on a war footing. Households with an average of 7 or 8 members 

were earlier put up in dilapidated old houses, with a moth eaten tarpaulin sheet 

for roofs. The condition of the cattle and poultry those provided their liveli-

hood lived were much worse. The village Panchayat (the local self-

government machinery) had provision for providing loans of INR 0.2 Million 

($ 3102) to the needy households to build their own houses which would not 
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cover even the cost of more than the foundation of the house. It was found that 

even to build a modest house of 600sq.ft; the minimum cost would be INR 

0.75 Million ($11633). Twenty20 project began building houses for the needy 

under its own aegis as well as with the support of generous philanthropists.  

 

It was quite common for many houses to share a common toilet or use 

open land for defecation because many could not afford to build toilets. Hence 

building toilets for each house was an equally important step to preserve hy-

giene, and prevent breakout of illnesses. Twenty20 ensured that providing a 

toilet to each house was made mandatory while constructing new houses. 

 

Potable water was a luxury not available to many and contaminated drink-

ing water was the cause of many illnesses like Typhoid, Jaundice etc. In a state 

like Kerala, which has 44 rivers running through it, people still have to walk 

for miles or wait at the common tap for hours to get potable drinking water. 

Twenty20 initiatives on this front were two-fold. While borewells were dug 

where ground water table was rich enough, old traditional water harvesting 

methods like community ponds and wells were desilted and deepened to im-

prove water storage capacity. Clean drinking water was collected from these 

tanks, (one water storage structure for every 4 or 5 houses) and was made 

available to the households at their doorsteps at a nominal fee. The water was 

tested every week for quality and the results were displayed on the tanks. 

Through 19 drinking water projects, 1290 households have now access to po-

table drinking water. 

 

Lack of all-weather roads to the village was another important infrastruc-

ture constraint faced by the people. The roads that connected different parts of 

the panchayat were made of packed earth and were full of potholes which 

would fill with water during Kerala’s long rainy season. Adoption of technol-

ogy to build rubberized roads which are self-repaired and are long lasting 

changed the face of the village. The roads have been widened to 3 feet and the 

necessary land for this has been voluntarily surrendered by the local people 

(Table 2) 

 

2.3 EDUCATION AND CHILD CARE 

 

Twenty20 plans to ensure that every single child in the village has the op-

portunity to complete basic education, i.e. up to 10th grade. The government 

schools in the panchayat have been provided with state of the art computer 

labs, laboratory, etc. A high tech school with qualified and dedicated teachers 

is being planned where education for the members of the local community will 

be completely free. Along with formal schools, elementary education is made 

available in Anganwadis (pre-schools) and primary schools. Nutritious and 

balanced food is provided to children, totally free of cost through the primary 
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educational institutions. Each child gets 150 ml milk and an egg per day. 498 

children studying in 28 Anganwadis are reaping the benefits of this scheme.  

 

Table 2. Investment on roads 

Main / Arte-

rial Roads 

30 km X INR.15 mil-

lion 

(Cost per Km) 

INR. 450 mil-

lion 

Rural / Inte-

rior Road 

40 X INR.10 million INR. 400 mil-

lion 

Total In-

vestment 

 INR. 850 mil-

lion 

Source: https://www.youtube.com/watch?v=xwaoTiiVdvg 

 

2.4 HEALTH CARE 

 

The rising cost of health care is a great concern for the common man. 

While the Government run hospitals lack the necessary infrastructure and 

qualified health professionals, private hospitals with good infrastructure and 

expert health care staff, are unaffordable to the poor. Twenty20 took up the 

modernization of the government hospital in the area, by equipping them with 

state of the art machinery and ensuring the service of qualified doctors and 

other para health workers. The next step was to make medicines available at 

an affordable rate. Medical stores providing cheaper generic medicines were 

established locally to bring down the cost of medicines by as much as 70%. 

Health awareness programs, mother and child care projects, health care visits 

for the physically challenged etc. are also being provided. All the patients who 

visit the primary health center are provided with free breakfast. Renal patients 

are being given the facility of free dialysis. Other healthcare facilities provided 

also include ambulances, old age centers and palliative care centers. Eye 

camps and dental camps are organized regularly. 

 

2.5 FOOD 

 

Perhaps, the most successful initiative taken up Twenty20 is the food secu-

rity shop (subsidized under the project), which provides groceries and vegeta-

bles for nearly half the market price. The initiative has 7,000, out of 8,000 

households, registered with the shop and the most popular item is a bagful of 

mixed vegetables, costing about INR 300 ($4.63) available for INR 100 ($ 

1.54). Differential pricing has been adopted with the prices varying, depending 

on the color-code cards issued to the households. Kizhakkambalam has its 

own daily market which sells rice, lentils, pulses, vegetables, oils etc. at subsi-

https://www.youtube.com/watch?v=xwaoTiiVdvg
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dized prices. The aim is to help contain the living expenses of a small family 

within their means.  

 

2.6 SUSTAINABLE LIVELIHOOD 

 

Kerala has always depended on an agrarian economy with paddy being the 

main crop. Over the years, the expenses involved in farming, the falling price 

of rice and the unavailability of labor continued to make farming more and 

more non profitable. Kerala is also the most densely state of the country and 

there is competing demand for conversion of cultivable land for housing and 

allied purposes. There is thus increasing trend in reducing the land under food 

production and many indigenous crops have vanished from the market making 

the population highly dependent on importing food items from other states. As 

a part of sustainable development the twenty20 project encouraged collective 

farming and multi crop-paddy (rice), banana, nutmeg, coconut, guava, mango 

tamarind and vegetables harvesting. Since paddy cultivation is largely depend-

ent of rains for irrigation, extensive efforts have been initiated for rainwater 

harvesting and conservation. Realizing that farm sector alone cannot sustain 

livelihood in the area, skill building in non-farm sector activities have also be-

ing undertaken. Technology Park has been established in the project area for 

providing skill training to the local youth and to provide them with alternate 

livelihoods.  

 

3. THE NEW PHASE OF DEVELOPMENT – PARTICIPATION IN 

THE DEMOCRATIC POLITY 

 

While the pace of development of the locality had been phenomenal under 

the aegis of the Twenty20 initiative during the period up to 2015, the aspira-

tional levels of the population also grew sharply making more demands on 

time and money which a local initiative like twenty20 is incapable of provid-

ing. On the other hand, the Government machinery which have enough re-

sources and well-conceived project ideas have been found lacking in project 

planning and implementation. Political interferences and corruption in public 

life compounded the inefficiency of development programs of the Govern-

ment. The experience of the Twenty20 team pointed to the need for an integra-

tion of the power and resources of the democratic polity of the area and the 

voluntary action initiated by them to make visible and sustainable develop-

ment of the area. Many of their projects were delayed or discouraged by the 

elected Panchayat dominated by political parties. Finding the support of the 

Panchayat necessary to implement many of their progressive schemes, the 

Twenty20 team decided to address this issue by directly entering the demo-

cratic polity and gain control of the local self-government machinery through 

direct participation in the local body elections in 2015. This was a historical 

decision. One should understand the political eco system in the state to under-

stand the boldness of this decision. 
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Kerala is undoubtedly the most politically literate state in the country and 

holds the record of the first ever State in the world where Communists were 

voted to power through democratic process way back in 1957. Ever since the 

politics in the State has been dominated by two political fronts each consisting 

of a number of political outfits – the Left Democratic front headed by the 

Communist Party of India (Marxist) and the United Democratic Front headed 

by the Indian National Congress. In such a highly polarized political set up, no 

other party or groups have been able to make their presence felt even at the 

local body elections. You have to belong to either of these political groups to 

win any elections in the state. The decision of Twenty20 to enter the local 

body (Panchayat elections) elections directly without belonging to either of 

these formidable political formations was therefore a very bold decision built 

firmly on the goodwill and support of the local population gained through the 

unparalleled development initiatives taken by them in the last few years. 

While the local bodies like Village Panchayats have limited access to financial 

and executive powers, they nevertheless represent the basic unit of democratic 

set up in the country and can wield considerable persuasive power on the gov-

ernment machinery.  

 

A diagrammatic representation (Figure 1) of the local self-government set 

up in the country is shown below:  

Figure 1. The three tier of governance 

 

Source:http://allindiadalitmahilaadhikarmanch.blogspot.in/p/what-is-

panchayati-raj.html 
 

In the structure of the Panchayat Raj, the Village Panchayat is the lowest 

unit. To encourage the States to devolve power and empower the Panchayats, 

the performance of States is measured through a Panchayat Devolution Index. 

For the Year 2014 – 2015, Kerala ranked 1st on the cumulate devolution index 

(Government of India, Ministry of Panchayati Raj, Annual Report 2015-2016).  

http://allindiadalitmahilaadhikarmanch.blogspot.in/p/what-is-panchayati-raj.html
http://allindiadalitmahilaadhikarmanch.blogspot.in/p/what-is-panchayati-raj.html
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When the election results were announced, to the surprise of even the most 

optimistic political pundits, Kizhakkambalam Panchayat voted Twenty20 to 

power with an absolute majority in the local body winning 17 out of 19 seats 

in the Panchayat including 11 lady members. The two major parties, the LDF 

and UDF who dismissed Twenty20 entry into electoral polity as a “bubble that 

will not live long enough to make a lasting impression” (The Hindu, Oct 12th, 

2015), were shocked too. The winning candidates were carefully screened for 

their commitment to development, education and age. The election results 

proved that people want development and party affiliations are no match for 

honesty and commitment to development. This was the first instance of its 

kind anywhere in the country, where a corporate CSR group, while remaining 

apolitical, contests and wins elections to run a local Panchayat institution. This 

also strengthened the voluntary movement by complementing the power and 

resources of the Village Panchayat with their resolve to make Kizhakkamba-

lam the Model Panchayat by 2020. With increased vigor, the Twenty20 team 

and the Panchayat are implementing the development plans of the Panchayat 

(Table 3).  

 

One of the first steps the new Panchayat took was to declare the Panchayat 

liquor-free, which was also one of the priority items in their election manifes-

to. Despite being one of the most literate states of India, Kerala has always 

been plagued by the tendency of her lower middle class and manual labourers 

to spend their entire earnings on liquor. The existing liquor outlets were forced 

to shut down. With massive public support for their activities, Twenty20 em-

barked on a more ambitious phase of development of the Panchayat with flaw-

less planning and now with the backing of the elected lawmakers on their side. 

The word development has different meaning in different societies. For a poor, 

cash strapped people development means more livelihood opportunities and 

better living conditions. Included in their agenda for the immediate future is 

the integrated development of Kizhakkambalam by widening roads from exist-

ing 9 meters to 14 meters, installing streetlights, installing CCTV cameras to 

improve safety and security of citizens especially of women, etc. The Pancha-

yat had been a pioneer in water conservation projects with 34 check dams al-

ready come up, plans to triple this figure by 2018 to 100 check dams. Simulta-

neously desilting of the village water bodies (chira in local language) have 

been taken up thereby improving recharge of these water bodies and resulting 

in augmenting ground water availability in dug wells and bore wells. With se-

vere water shortage grappling the entire state due to severe hot spell, the Ki-

zhakkambalam stands out unscathed thanks to commitments shown by twenty 

team with full involvement of the local population. Iindustries, such as crush-

ers and brick kilns, which are polluting the environment, are being identified 

and enforced to comply with regulations. They also aim to turn Kizhakkamba-

lam into an “internet Panchayat” with Wi-Fi services provided throughout the 

village. The estimated cost for all these ambitious plans is INR 3000 – 3500 

million, while the Panchayat budget for 5 years is a meager INR 600 million. 
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Twenty20 team is, however, quite confident that additional resources can be 

raised for development of the area with the active support and involvement of 

the people in the area.   

 

Table 3. CSR expenditure in 2015-2016 

 

Source: Kitex Annual Report 2015-2016 

 

4. CHALLENGES AHEAD 

 

The role of corporate in the governance of a society is changing with 

times. While corporate strategy is mainly focused on creating and maintaining 

competitive advantage, Twenty20 is a novel idea corporate involvement in 

governance by an elected body unprecedented in the development history and 

polity of India. Twenty20, governed by corporate best practices aim to provide 

benefits spread across 16 development thematic including housing for all, 

drinking water, road and access, Food security, etc. to everyone in the Kizhak-

kambalam Panchayat by the year 2020. 
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The entry of Twenty20 into electoral polity has also come under the scan-

ner for conflict of interests, and alleged threat to democracy, with a few of the 

elected representatives of the village being employees of the company. It is 

also alleged that contesting in the election is a move to serve long-term eco-

nomic interests for the corporate and get free reign in the Panchayat for future 

projects, such as setting up a bleaching plant, which will pollute the environ-

ment. Or the widening of the access road to Kizhakkambalam is to facilitate 

the easy passage of large containers from Kitex to the seaport and airport at 

Kochi. The company dismisses these allegations as totally baseless and moti-

vated by political parties who are afraid of the rise of a more committed politi-

cal entity. The success of this experiment will provide a replicable model that 

can be used elsewhere to gain similar results. Continued success of this unique 

and path breaking experiment will depend to a great extent on the continued 

commitment to the development agenda Twenty20 had set for itself and its 

ability to ensure that no undue benefit is bestowed on any corporate. 
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