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Abstract 

The ability to compete between companies at the time of intercompany production efficiency is 

no longer a differentiator, the determinant of competitiveness includes the aspect of funding to be 

one of the determinants of competitiveness. One of the company's competitiveness capabilities is 

determined by the capital cost or the discount rate used in evaluating a project. The higher the 

cost of capital will be the lower the competitiveness of the company. There are many factors that 

determine the cost of a company's capital, but this research focuses only on the aspects of 

Corporate Governance (CG). Investors will assume that the risk in companies that have good CG 

quality will be smaller than companies that do not have good CG quality. On the other hand, 

IFRS implementation has a variety of purposes including improving the implementation of CG in 

a company, so it is theoretically suspected that IFRS implementation will increase CG's influence 

on CoE. The approach used is to study the capability of the linear regression model formed and 

to conduct a comparative analysis among regression models established by data from 

manufacturing companies listed on the Indonesia Stock Exchange during 2007-2011 as data prior 

to IFRS implementation and 2012-2015 for data after IFRS implementation. Based on the results 

of data processing obtained evidence that Corporate Governance negatively affect the Cost of 

Equity (CoE). This contradicts the theory because the better the CG value of a firm the CoE will 

be to decrease. When compared to the period before and after IFRS implementation, there is no 

evidence of a relationship between CG and CoE. 

Keywords: Corporate Governance; Cost of Equity; IFRS 

JEL Codes: D53, E44, F34, H63. 

1. INTRODUCTION 

The level of inter-company competition that occurs today is higher without being 

restricted by state borders. This condition requires companies to improve competitiveness 

to survive and thrive in a global business environment. As it becomes easier to duplicate 

products, competitiveness is determined not only by product characteristics, but also by 

internal efficiency in the production process. In this perspective, the company will strive 

to achieve relatively low production costs, so that the company can implement various 

strategies based on price advantage. Efficiency is not only determined by the technical 

process of production, but also determined by the ability to obtain an optimal cost of 

funds. Theoretically, all funds used by the company bear the cost of both capitals derived 
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from the owner and the debt obtained from the creditor. The cost of capital deposited by 

the owner / investor is referred to as the Cost of Equity (CoE) and the cost component of 

the debt obtained from the creditor hereinafter referred to as the Cost of Debt (CoD). The 

focus of this article is the CoE measured by estimation that has a variety of approaches 

(Ross, Westerfield & Jordan, 2010) 

CoE is the risk premium set by the investor for the investments invested in the 

company. The risk premium is determined based on various considerations including 

determined by the quality of information obtained by investors in decision making. Such 

information can be obtained from various sources where the financial statements become 

one of the main sources. If reviewed from the basic purpose of the financial statements is 

to provide information pertaining to the financial position, financial performance, cash 

flow, which is useful for users of the report in economic decision making (Financial 

Statement Presentation and Framing Framework Paragraph 7, PSAK 2010). If the 

financial reporting process runs ideally, financial statements can be an adequate source 

of information for investors to make investment decisions. 

But practically, investors are aware that the financial statements are not fully informed 

of the real conditions that can be used for forecasting future cash flows. This happens 

because investors believe there is a difference in the quality of information they have than 

those of management. As  compensation for such low informative risk, investors 

demanded a higher rate of return because they assume relatively large uncertainties 

(Bhattacharya, Ecker, Olsson, & Schipper, 2012; Song, 2007)  

One of the factors suspected to play a role in increasing the information asymmetry is 

the difference in standards used in various countries. To anticipate this, there is an attempt 

to reduce information asymmetry by designing and encouraging the implementation of 

the same standards worldwide. Preparation of financial statements will give a good 

impact from both sides of the substance of information contained in the financial 

statements will become more standardized around the world and encourage investor 

interpretation with smaller variations because it has a relatively similar reference. Based 

on that, Indonesia began to adopt in 2008 and implemented International Financial 

Reporting Standard (IFRS) in 2012. Turki, Wali, & Boujelbene (2016) research who 

sampled companies in Europe concluded that IFRS implementation has been able reduce 

asymmetry information and improve the reliability of financial statements in predicting 

future circumstances. 

One important aspect in reducing information asymmetry is Corporate Governance 

(CG). In addition to the main things that are the objectives of CG such as internal control, 

supervision of strategic policy, etc., one of the things to be achieved is the presentation 

of financial statements that provide complete information so that between management 

and others have the same relative information quality. As a consequence that the financial 

statements which area summary of management performance prepared by management 

then in the process of preparation is vulnerable to arise conflict of interest. In an effort to 

minimize the negative impact of the conflict of interest, a CG mechanism is developed 

that will theoretically reduce the opportunity to take advantage of itself. 

In terms of CG's influence on CoE, several studies with relatively similar results have 

been performed: good enterprise management will reduce CoE (Ashbaugh-Skaife, 

Collins, & LaFond, 2006; Bhojraj & Sengupta, 2003; Patro & Kanagaraj, 2016; Piot & 

Missonier-Piera, 2010; Strobl, 2013). In contrast, some other studies like Mc Innis (2010) 

and Juniarti & Natalia (2012) study conducted in Indonesia do not support the conclusion 

that a good corporate CG increase will decrease CoC. However, the research results of 
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Juniarti & Natalia (2012) have weaknesses because they only review from companies that 

volunteer to participate in Good Corporate Governance survey. 

The above description ranging from real phenomena in business practices and the 

results of various previous studies both in accordance with the theory and various research 

results that are not in accordance with the theory to make researchers interested in 

analyzing the relationship between the implementation of corporate governance with cost 

of equity. In addition to elaborating on these results, this study also aims to analyze 

whether there are differences in CG relationships to CoE after IFRS implementation. 

 

2. LITERATURE REVIEW 

A. Cost of Equity (CoE) 
In simple terms, it can be said that Cost of Equity (CoE) is the return expected by 

shareholders by investing funds in the company. Return can be obtained from dividends 
or from the increase in the value of shares owned. Return for investors to be cost for the 
company. Although conceptually it is quite simple, it is very difficult to calculate it 
mathematically. CoE estimation calculations have been studied by many researchers by 
offering several measurements to coefficient CoE. 

As pointed out in the previous section, COE measurements are the measurements that 
many researchers discuss with varying measurement approaches. This is because the 
variable is not fully observable, so the calculation is an estimate that also depends on the 
estimation of other data. Here are some measurements that have been formulated to 
measure CoE; Discounted Dividend Model developed by Gordon & Shapiro, (1956), 
Capital Asset Pricing Model (CAPM) by Sharpe, (1964), Fama and French Three-Factor 
Model developed by Fama & French (1993) as a refinement of CAPM, residual Income 
Valuation Model Developed by Gebhardt, Lee, & Swaminathan (2001), Claus & Thomas 
Method (CT) built by Claus & Thomas (2001), Value Line Model developed by Brav, 
Lehavy, & Michaely (2005), Price Earning Growth (PEG) Model developed by Easton & 
Monahan (2005), Gode & Mohanram Method (GM) developed by Gode & Mohanram 
(2003) and Modified Ohlson & Juettner-Nauroth Method (OJ) developed by Ohlson & 
Juettner-Nauroth (2005)  

B. Corporate Governance (CG) 

Corporate Governance (CG) has attracted many academic and practitioners' interest in 
management and accounting sciences. In the academic area, interest in CG involves a 
multidisciplinary of science that generates a lot of research within this area of study. The 
CG study was initially triggered by the publication of Cadbury's reports in 1992 under 
the terms "good behavior" which contained various indicators to assess the quality of 
corporate CG. Zitouni (2016) states that CG is an effort to establish standards to direct 
the board of directors and related committees to protect the interests of investors and 
provide information needed by all stakeholders. The definition focuses on the process of 
drafting the standards that will be the basis of a good CG implementation. 

Another definition focuses on activities that have been implemented. Rezaee (2008) 
states that CG is a process influenced by regulatory tools, laws, market mechanisms, 
record standards, referral practices and efforts of all parties within the company. Boards 
of directors, auditors, consultants law, financial advisors, and other parties will 
safeguarding interests and increasing shareholder wealth while protecting the interests of 
other stakeholders. 
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The protection of the owner's interests is the problem discussed in agency theory. 
Conflicts of interest that occur between managers and shareholders allegedly have created 
many problems within the company. Various studies have concluded that many crises are 
not only triggered by economic or financial problems but also management issues 
(Segrestin & Hatchuel, 2011; Zollo & Freeman, 2010). As explained in agency theory, 
the problem is triggered because managers often make decisions that do not fully lead to 
an increase in owner wealth. One way to minimize the negative impact is by 
implementing good corporate governance. 

Academics believe that good CG increases the likelihood of executing control 
mechanisms over management so that managers are expected to make decisions to 
achieve the same goals as those of the company owner. Correct CG activities will create 
accountability, improve the reliability of financial information, and strengthen the 
effectiveness of the capital market, thereby increasing investor confidence in making 
decisions (Gompers, Ishii, & Metrick, 2003). CG can be seen as a very important 
instrument not only in the viewpoint of protecting existing owners but also to encourage 
the creation of reliable information for the use of various other parties including 
prospective owners to make decisions on their funds. 

As a result of a large number of internal and external factors affecting good Corporate 
Governance (CG) practices, the CG size varies widely between countries, so it is not 
possible to produce a common definition and measurement tool (Zuckweiler, Rosacker, 
& Hayes, 2016). In the framework of research objectives in the field of CG study, 
measurement of the quality of CG implementation becomes a very important thing. In 
general, measurements can be divided into two types: measurements using a single 
indicator or a combination of several CG indicators as described above and using a 
checklist of a series of indicators derived from those aspect aspects. 

In addition to using the above approach, there is also an approach using multiple single 
measures that are integrated into a measurement index of corporate governance practices.  
Mazzotta & Veltri (2012) uses the number of boards of directors, the number of 
committees under the board of commissioners, the number of independent directors, and 
the number of independent committee members to form the CG corporate quality 
measurement variables. 

C. Implementation of International Financial Reporting Standard (IFRS) 

The development of a business that leads to globalization has pushed the need for 
reporting standards so that the financial statements generated by the company can be 
understood globally. The issue of standardization is a major concern that encourages 
accounting stakeholders to seek a breakthrough to achieve that goal. After attempting 
various mechanisms, adoption and harmonization of International Financial Reporting 
Standards (IFRS) became the way forward to encourage the standardization of financial 
statements. 

Gatsios (Confetti Gatsios, Marcos Da Silva, Jose Ambrozini, Assaf Neto, & Guasti 
Lima, 2016) states that IFRS is a set of accounting standards issued by the International 
Accounting Standards Board (IASB). IFRS aims to produce a high quality typical model 
for international accounting standards to provide information to users of financial 
statements. Ball (Ball, 2006) states clearly that the presentation of financial statements 
based on IFRS will make the financial statements more reliable by investors because it is 
easy to understand so as to reduce information asymmetry. Lee (Lee, Walker, 
Christensen, & Zhao, 2010) expressed a similar opinion that international standards will 
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increase disclosure of information that reduces information asymmetry and thus reduces 
risk.  

In addition to standardization issues, IFRS leads to the improvement of the quality of 
the company's financial statements. Epstein (Epstein & Mirza, 1999) say that IFRS 
requires a high standard, transparency, and capability compared with other financial 
statements to help investors in global markets and other financial statement users. Turkey 
(Turki et al., 2016) emphasizes one of the benefits of IFRS's focus on the fair value 
concept by saying that the concept of fair value facilitates investors who need the most 
up-to-date information in their decision-making as they understand the company's last 
condition for cash forecasting. The two opinions above conclude that IFRS 
implementation will improve the quality of financial statement information. 

Based on the above, theoretically can be said that the implementation of IFRS can 
encourage the reliability of financial statements because the information presented more 
informative and updated. Conceptually this will reduce information asymmetry sourced 
from information differences that are known by management than information that can 
be obtained by investors including one of the financial statement information. This 
theoretical concept has encouraged various studies to test these allegations. 

Several studies focused on examining the impact of IFRS implementation on the 
company. Li's research (Li, 2010) and (Daske, Hail, Leuz, & Verdi, 2008) show that the 
implementation of IFRS encourages a decrease in the cost of equity borne by the firm. 
Different results are shown by Gao (Gao, 2010) that disclosure of new information 
presented as a result of IFRS implementation can not improve investors' predictive 
capabilities. 

Turkish Research (Turki et al., 2016) states that IFRS implementation contains key 
factor factors that can reduce information asymmetry, thus lowering the cost of equity. 
Mohammadrezaei (Mohammadrezaei, Mohd-Saleh, & Banimahd, 2015) conducted a 
literature study and concluded that the majority of research concludes that IFRS 
implementation reduces information asymmetry which reduces the cost of equity but still 
recognizes that some research has led to different conclusions. 

2.1. CONCEPTUAL FRAMEWORK 

D. Effect of Corporate Governance on Cost of Equity 

Based on agency theory there is a conflict of interest between manager and external 
stakeholder either shareholder or bondholder. Corporate Governance (CG) is one solution 
to minimize the agency problem. Governance mechanisms can reduce conflicts of interest 
so that agency costs can be suppressed. Good CG practice will encourage better 
managerial decisions for the benefit of various internal and external parties. In line with 
research conducted by some research (Hodges, Lin, & Lin, 2014; Lima & Sanvicente, 
2013; Mazzotta & Veltri, 2012; Ramly, 2012; Wu & Lee, 2014) in general result that 
good CG practice will decrease the company's CoE. Research Huang, Dao, & Fornaro 
(2016) also explains that disclosures conducted as one of the proofs of good governance 
implementation can decrease CoE while Zhu (2014) study explains that good governance 
will decrease CoE. 

The CG aspect that is the focus of attention in this research is the internal mechanism. 
This is done because all the variables contained in the model are theoretically influenced 
by the internal mechanism. In line with the explanation in research conducted by 
Mazzotta & Veltri (2012) aspects of CG attributes that affect the cost of capital is; the 
size of the board of directors, the independence of the board of directors, the existence of 
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committees under the board of commissioners, and the independence of those 
committees. In addition to these indicators in line with various other studies, this study 
adds attributes of the board of commissioners and the independence of the board of 
commissioners. The board of commissioners will theoretically influence internal 
mechanisms within the company. Based on the above explanation, this study suggests 
that the better CG implementation of a company will decrease CoE. 

E. Influence Implementation International Financial Reporting Standards (IFRS) 

Implementation of International Financial Reporting Standard (IFRS) will be used as 
a subset variable forming sample. This means that the researchers suspect there will be 
differences in influence between variables studied before and after the implementation of 
IFRS. This is driven by the IFRS development concept that seeks to reduce information 
asymmetry [(Ball, 2006), ((Epstein & Mirza, 1999; Lee et al., 2010)]. The decrease in 
information asymmetry is derived from improving the quality of information and more 
complete disclosure. Not only have an effect on information asymmetry, but IFRS 
implementation based on various empirical studies is also able to decrease the cost of 
equity (Daske et al., 2008; Li, 2010)  

The separation of this sub-sample is also very much in line with the results of 
(Mohammadrezaei et al., 2015; Nurzaimah et al., (2016) and  (Turki et al., 2016) that 
there are significant differences in accounting practice in the areas studied in each of these 
studies. Due to the compatibility between these various empirical studies with the 
objective of IFRS implementation to reduce information asymmetry then this research 
will conduct the multigroup procedure to obtain empirical evidence that implementation 
IFRS gives a difference for the influence between the variables studied. This procedure 
will be performed for all pathways to and from the information asymmetry variable. 

3. RESEARCH METHODS 

 Quantitative research is the research that is intended to express the symptoms in a 
holistic-contextual manner through the collection of data from the natural setting by using 
the researcher self as a key instrument. Quantitative research is descriptive and tends to 
use inductive approach analysis. Process and meaning are more highlighted in qualitative 
research. Quantitative research is more prominent in the form of a narrative that is creative 
and deep and shows the characteristics of naturalistic full of authentic values (Lutfi et al., 
2016; Sihombing et al., 2017; Muda et al.,&  2017 2018). This study was conducted on 
manufacturing companies listed on the Indonesia Stock Exchange during the period of 
observation 2007 to 2016. The sample companies were selected as many as 65 companies 
with the number of observed financial statements of 650 10-year financial statements. 
The CoE measurements in this study will follow the approach that can be used is the 
Capital Asset Pricing Model (CAPM) (Sharpe, 1964) with the following formula: 

𝐶𝑜𝐸 = 𝑅𝑓 + 𝛽(𝑅𝑚 − 𝑅𝑓) 

Rf: risk free rate 
Rm: market return 
β: beta saham 
 
The measurement of corporate governance in this study followed the research of 

Mazzotta & Veltri (2012) by making some modifications based on the input of several 
other studies. The focus of measurement is the internal mechanism of the company. Based 
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on these studies, it was stated that in the examination study of governance effectiveness 
of CoE empirically better by using CG attribute related to internal mechanism. Based on 
this, then compiled the following calculation steps: 

1. The first dummy variable is the number of boards of commissioners. It is rated "1" if 
the total number of boards is greater than the median sample of the company during 
the study period and the value of "0" otherwise. 

2. The second dummy variable is the number of boards of directors. It is rated "1" if the 
number of boards of directors is greater than the median sample of the company during 
the study period and rated "0" otherwise. 

3. The third dummy variable is the number of independent board of commissioners. It is 
rated "1" if the number of independent board of commissioners is greater than the 
median sample of the company during the study period and rated "0" otherwise. 

4. The fourth dummy variable is the proportion of independent board of commissioners. 
It is rated "1" if the proportion of independent commissioners is greater than the 
median sample of the company during the study period and is rated "0" otherwise. 

5. The fifth dummy variable is the number of independent board of directors. Rated "1" 
if the number of independent board of directors is greater than the median sample of 
the company during the study period and assigned a value of "0" otherwise. 

6. The sixth dummy variable is the proportion of the independent board of directors. It is 
rated "1" if the proportion of the independent board of directors is greater than the 
median sample of the company during the study period and rated "0" otherwise. 

7. The seventh dummy variable is the number of committees brought by the board of 
commissioners. In general, the company has the following committees: audit 
committee, remuneration committee, and nomination committee. The value "1" is 
given if the number of committees held is greater than the median value, and is 
assigned a value of "0" otherwise. 

8. The eighth dummy variable is the proportion of the number of committee members 
under the board of commissioners declared independent. The value "1" will be 
assigned if the number of committees held by one company is above the median value, 
and is rated zero otherwise. 

 The entire dummy value is then summed so that the minimum value is "0" and the 
maximum value is "8" 

 Hypothesis testing will be used with regression analysis whereas to see the effect of 
IFRS implementation will use regression analysis with dummy variable.  

CoE = α1 + α2CG + α3IFRS + α4CGxIFRS 

CoE: Cost of Equity  

CG: Corporate Governance 

IFRS: Internasional Finansial Reporting Standar Implementation 
 

 Period between 2012 to 2016 when IFRS has been implemented will be rated “1” while 
the period 2006 to 2011 when IFRS has not been implemented will be rated “0” 

4. RESULTS AND DISCUSION 
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The first descriptive analysis of the accumulated data supports the allegation that there 
are very varied funding characteristics between one company and another. This condition 
certainly makes the competitiveness between companies tend to be very varied. Based on 
Figure 3, we get some other features. CoE movement does not fully describe or conform 
to the risk-free interest rate seen from the BI rate chart pattern. Other results also show 
that the value of Premium Risk which is the difference between CoE and risk free interest 
rate is not always the same between years. If further analyzed, the data indicate that in the 
CoE determination, the risk of a riskable country's economy with a risk-free rate is not a 
single measure that affects but is also influenced by market risks attached to specific risky 
investments such as stocks. Furthermore, descriptive analysis of the data has been 
obtained. The descriptive statistics contained in figure 1 and figure 2 show a trend 
indicating that there has been an increase in CG implementation. It is quite logical because 
the various CG attributes that were originally voluntary changed into mandatory so that 
the company must fulfill that aspect. On the other hand, the coefficient of CG variation is 
quite large which means that the quality of CG implementations between firms tends to 
vary. However, the trend of the variation coefficient value as shown in graph 5.5 has 
decreased so there is a suspicion that the implementation process of IFRS encourages the 
standardization of governance. This will then be elaborated in path analysis testing and 
multigroup analysis.826/5000 

Source: Data Analysis Results 

FIGURE 1. AVERAGE CORPORATE GOVERNANCE (CG) 
 

 

Source: Data Analysis Results 
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FIGURE 2. COEFFICIENT OF VARIATION OF QUALITY OF CG 

 

 
Source: Data Analysis Results 

FIGURE 3. COE AVERAGE YEAR VERSUS RISK-FREE INTEREST RATE (BI RATE) 

 

Other analysis result obtained from descriptive analysis is even though trend line 

formed still looks like movement of cycle down and up, but in research period seen down 

trend. This is in line with national economic policies that seek to reduce the cost of funds 

used by the company. The decline in the cost of funds is one of the efforts to improve the 

competitiveness of national companies especially in the era of globalization where 

companies compete openly with companies from abroad. Another thing to note from the 

above descriptive analysis is to compare between the risk free data of each year contained 

in figure 3 with the average return market. The difference between risk free and market 

return ranges from 6% to 17%. This difference is a description of the excess return desired 

by investors as compensation for the risk borne by investing in risky securities. After 

testing the data based on the methodology described earlier, results are obtained as shown 

in table 1.  

TABLE 1 RESULTS SUMMARY 

Description Item Value Sig 

Model Summary R2 0.034  

Anova F 8,724 0.000 

Coeficient 

(Unstandardized Coefficients) 

Contant 0,147 0.000 

CG 0,009 0,001 

IFRS 0.024 0,035 

CG*IFRS -0.004 0,223 

5. DISCUSSION 

In general, the regression model tested in this study has a very low coefficient of 
determination of 3.4%. The coefficient of determination of that indicates that the 
independent variable of Corporate Governance (CG) does not contribute significantly in 
the formation of Cost of Equity (CoE). Nevertheless, the results of the ANOVA test 
indicate that the proposed model is significant enough to explain the formation of CoE. 
In general, the value of determination coefficient in capital market research, especially 
using only one free variable is relatively low. This is because the factors that influence 
the formation of a variable in the capital market involve many other variables. 

The focus of this study is not to obtain a large coefficient of determination but to test 
whether CG influences the CoE. In addition, the focus of the study is to review whether 
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there is a change in the relationship between CG and COE before and after IFRS 
implementation. Both of these are the goals and focus of the study. Based on the above 
results can be seen pahwa CG effect on CoE because p value of CG coefficient of 0.001. 
However, the effect is contrary to the theory because it should be when the value of CG 
has increased the value of CoE will decrease. Indeed, if analyzed from the increase of 
0.9%, this value is relatively small when compared to increase and decrease the value of 
one unit of CG by using the mechanism used in this study. Compared with descriptive 
analysis, it is true that the upward trend in CG increments throughout the study period 
does not have the same trend with fluctuating COE values over time. In testing whether 
the IFRS implementation of changing the relationship between CG and CoE can be 
analyzed by looking at the significance values of IFRS and CGxIFRS variables. If the 
coefficients of these two variables are significant, it can be concluded that the IFRS 
implementation has changed the CG relationship to CoE. But in this study based on the 
results of data processing shown in table 1 shows that only IFRS variable coefficients that 
proved significant while the CGxIFRS variable coefficient not proved significant. Then 
the conclusion that can be drawn is that the implementation of IFRS has no effect on CG 
relationship to CoE. This result needs further elaboration to find whether there are other 
variables that moderate the relationship between the two variables. This is the focus of 
further research in this study. 

Nevertheless, these results have indicated that improving the implementation of CG 
especially in the period after IFRS implementation does not directly impact the CoE 
decline. This is probably due to the increase in the value of CG due to the fulfillment of 
the normative aspects of the CG gauge but basically the substantive aspect of the CG 
implementation is not actually achieved. This has prompted the need for the various 
stakeholders who formulate CG implementation policies to pay more attention. 

Related to that, there are some recommendations that can be given. First, professional 
associations need to encourage an audit process that is capable of reviewing whether CG 
is effectively implemented. Assessment should not be focused on the normative aspect 
only. Auditors can provide a complete review of CG implementation on a company. 
Another thing that can be done is a joint effort in order to have an independent agency 
that routinely evaluates the entire CG enterprise implementation completely. This 
Corporate Governance Perception Index (CGPI) which has already started to be known 
in Indonesia needs to be improved in its analytical coverage because it has only been 
evaluating some companies in a limited way so that the results are less reliable by the 
community. 

 
 
 
 

6. CONCLUSION 

Based on the results of data processing and discussion conducted in the previous section 
can be concluded that Corporate Governance (CG) effect on the Cost of Equity (CoE). 
However, the allegation that the implementation of International Financial Reporting 
Standard (IFRS) will increase CG's influence on CoE cannot be proven so that it can be 
concluded that IFRS implementation cannot reduce the CoE of manufacturing companies 
in Indonesia. 
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Abstract 

The purpose of this research is to examine and analyze Good Corporate Governance in 

moderating the relationship between Corporate Social Responsibility (as measured by economic, 

environmental and social), Default Risk (as measured by debt to equity ratio and debt to assets 

ratio) and Conservatism (as measured by earning / stock return relation, accruals and net assets) 

Earnings Management. The sample used is a manufacturing company during the period 2011-

2015. The total sample used is 170 samples. Sampling technique used is saturated sample method. 

The analytical model used in this research with Structural Equation Modeling.  

The results showed that Corporate Social Responsibility, as measured by the economy and 

environment, has a positive and significant effect on earning management, while Corporate 

Social Responsibility measured by social have negative and significant effect to earning 

management. Default risk, as measured by debt to equity ratio and debt to asset ratio, has positive 

and significant effect on Earnings Management. Also, conservatism measured by earning / stock 

return relation and accrual has adverse and insignificant effect on earning management. 

 Good Corporate Governance moderates weakening the effect of Corporate Social 

Responsibility as measured by economic, environmental to Earnings Management. Meanwhile, 

the interaction of Corporate Social Responsibility proxy by social with good corporate 

governance has a positive and significant effect. Good Corporate Governance moderates 

weakening the effect of default risk measured by debt to equity ratio on Earnings Management, 

while the interaction between default risk measured by debt to asset ratio with good corporate 

governance has positive and insignificant effect, so GCG does not moderate the effect of default 

risk as measured by debt to asset ratio to Earnings Management. Another result was that good 

Corporate governance does not moderate Conservatism effect measured by Earning Stock Return 

and accrual to Earnings Management on manufacturing companies registered in ISSI on the 

Indonesia Stock Exchange 

Keywords: Corporate Social Responsibility, Default Risk, Conservatism, Earning Management, 

Moderation, Good Corporate Governance. 

JEL Code; G30, O16, M14. 

1. INTRODUCTION 
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The financial statements are the primary communication media of the management 

in conveying information to external parties of the company - i.e. investors, creditors, 

government and others. The purpose of the financial statements is to provide the 

information on the company's financial position, performance and beneficial cash flows 

to most users of the report in order to make economic decisions as well as demonstrate 

management accountability for the use of resources entrusted to the management (PSAK 

No.1).   

The companies and interested parties desperately need information reported by the 

company. The information strongly supports whether the company develops or not is the 

financial statements. In the financial statements, it will be seen how the company 

experienced growth or even decreased. One of the most important criteria in submitting 

a financial report is relevant and reliable. Accounting information is said to be relevant if 

it can influence the decision by reinforcing or altering the expectations of the decision 

maker and the information and is said to be reliable if it can be trusted and cause the user 

depend on the information.  

Many problems arise from the non-transparency of the company financial statement 

information, such as the agency problem that so attracted the attention of researchers in 

the field of financial accounting (Fuad, 2005; Muda and Dharsuky, 2015; Lubis et al., 

2016; Nurzaimah et al., 2016; Sadalia et al., 2017; Syahyunan et al., 2017 & Erlina et al., 

2017). The agency problem arises because of a conflict of interest between the 

shareholder and the manager who do not find the common point of maximal utility among 

them. The agency relationship as a contract between manager as agent and owner as 

principal company (Jensen and Meckling, 1976). Principal gives authority to agent to run 

the company in the interest of principal. Meanwhile, managers as agents morally 

responsible to optimize the benefits of the owners. But, managers also have an interest to 

maximize their welfare. Therefore, the information submitted by them sometimes does 

not match to the actual company conditions, because managers tend to report something 

that maximizes their utility. Such a situation is known as asymmetry information that can 

give the managers an opportunity to practice earning management (Richardson, 1998).   

Information asymmetry opens opportunities for managers to act opportunistically for 

their gain (Ujiyanto, 2007). Asymmetry information can be minimized by means of 

transparency in the delivery of financial statements to the principal. The financial 

statements will be used by various parties, including internal management of the company 

itself. In fact, the most concerned party with the financial statements is the external users 

or parties outside management. The financial statements are essential  to external users, 

because these users are in the greatest highest state of uncertainty (Ali, 2004). Internal 

users have direct contact with their company entities and are aware of any significant 

events that occur, so their dependency on accounting information is not as great as 

external users.  

Parawijati and Baridwan (1998) mentioned that the earning that has been mentioned 

in the Statement of Accounting Concepts (SFAC) no. 1 that in addition to assess the 

management performance also to help to estimate the ability of a representative earning 

and to measure the risk in investment or credit. The investor's attention is often centered 

on the earnings information regardless the procedures used to generate the earnings 

information, thus encouraging managers to perform earnings management or earnings 

manipulation (Beattie et.al 1994).    

Fan and Wong, (2002) stated that earnings quality in Indonesia is lower than other 

Asian countries and developed countries (Landsman, et al., 2012). Indonesia is 
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categorized as one of the countries that low law enforcement and companies in Indonesia 

tend to have high concentrations of ownership (Claessens, Djankov and Lang, 2002). The 

low information content of earning at companies in Indonesia raises the need for 

information aside from financial statements that is information outside the financial 

statements. In the research information about corporate social responsibility is used. It is 

also driven by the number of environmental cases; the existence of regulations that require 

limited liability companies to carry out the corporate social responsibility activities, the 

issuance of ISO 26000 which makes corporate social responsibility as one of the 

important things that is considered by all parties and has been widely applied as part of 

the company's activities.  

Based on this background, this research will discuss the influence of Corporate Social 

Responsibility, Default Risk and Conservatism to Earning Management with Good 

Corporate Governance as Moderating Variables in Manufacturing Companies whose 

Shares are incorporated in ISSI for the period of 2011-2015.  

2. LITERATURE REVIEW  

2.1. Agency Theory  

Agency theory is basically a model used to formulate a conflict between the 

shareholder as the principal owner and the manager as the party appointed or authorized 

by the shareholders (agent) to run the company in accordance with its interests. According 

to Lambert (2001), the principal-agent model can be described as in Figure 1 below.  

 

 

Contract s(x,y) Agen Selecs     Performance Measures  Agent is paid Agen upon 

Action (a)   (x,y, etc) observed (x,y) principalKeep x-s(x,y) 
Source: Lambert (2001) 

Figure 1. Principal-Agent Model 
 

Figure 1 above shows that s is a compensation function that will serve as the 

basis and form of a function that connects performance measurement with agent 

compensation. While y is a performance measurement vector by contract, and a is an 

action performed by the agent (manager). Such action or activity shall be conducted under 

the contract that has been made and selected. The actions taken are in the form of policies, 

which include funding policies, investment policies, and operational policies. As a further 

notation, x is an outcome of the implementation of those policies which are used as 

performance measurement and agent compensation. As the form of manager’s 

responsibility that have been authorized by the owner (principal), then the manager will 

inform the performance that has been achieved through the financial statements. In this 

context, the manager (agent) has superior information compared to the principal (Lutfi et 

al., 2107; Muda, 2017 & Lubis et al., 2017). When a principal cannot monitor the 

managerial activity perfectly, the manager has the potential and opportunity to determine 

a policy that benefits him, and this is where conflict with the owner arises because the 

owner does not like the action.   

2.2. Legitimacy Theory  

Legitimacy is a condition in which the value system is an entity equal to the value 

system of society social system in which an entity becomes part of society (Lang and 
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Lundholm, 1993). The birth of legitimacy theory is based on social contract between 

society and company in using economic source. The realization of legitimacy in the 

business world can be the report of social activities in the form of company social 

responsibility. One of the company's expectations in the implementation of company 

social responsibility is to gain social legitimacy and maximize its financial strength in the 

long term.  

The organization legitimacy can be seen as something that society gives to the 

company and is something the company desires from society. So, legitimacy is a potential 

benefit or source for the company to survive. If there is a difference in the value held by 

the company with the prevailing value in the society, then the legitimacy of the company 

is in a threatened position. In the perspective of legitimacy theory, the company and the 

surrounding community have close social relations because they are bound in social 

contract.  

2.3. Earning Management 

Earnings management is interference in the external financial reporting process with 

the aim to benefit oneself so as to reduce the credibility of financial statements and 

earnings management adds bias in the financial statements. It can disrupt the users of 

financial statements in trusting the profit rate of engineering result as the number of profit 

rate without engineering (Setiawati and Na'im, 2000). There are various motivations that 

encourage the earnings management. Positive accounting theory proposes three earnings 

management motivation hypotheses: 1) bonus plan hypothesis, 2) debt covenant 

hypothesis and 3) the political cost hypothesis (Watts and Zimmerman, 1986).  

2.4. Conversatism 

Penman and Zhang (2002) in his research stated that conservatism actually causes 

the quality of earnings to be low. This is because conservative accounting will directly 

charge the discretionary cost in the current period which causes lower earnings and create 

hidden reserve. If in the next year the company lowers its investment costs, the liquidation 

of hidden reserves will happen and earning will be higher. Ahmed et al., (2002) proves 

that conservatism can play a role in reducing conflicts between management and 

shareholders due to the company's dividend policy. To avoid conflict, the management 

tends to use more conservative accounting. Furthermore, Achmad, Sari et.al., (2007) in 

his research stated that conservatism plays a role in companies facing a conflict between 

shareholders and bondholders. Mayang Sari and Wilopo (2002) prove that conservatism 

has value relevance, so that the financial statements of companies that apply the principle 

of conservatism can reflect the market value of the company.  

 

 

 

 

 

 
 

2.5. Research Model 
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Figure 1. Conceptual Framework 
 

3. RESEARCH METHOD 

3.1. Research Type  

The type of this research is a quantitative one, based on the characteristics of the 

problems studied. It can be classified into comparative causal research. However, to 

complete the analysis of qualitative data, it will be displayed and reinforced also with data 

that is quantitative, with the understanding that this study using qualitative paradigms 

equipped and reinforced with quantitative data (Gusnardi et al., 2017; Achmad et al., 

2017; Badaruddin et al., 2017; Tarmizi et al., 2017 and Muda et al., 2018).   

3.2. Data Type and Source  

The type of data used in this research is secondary data and has been published by 

the Indonesia Stock Exchange through ICMD from 2011-2015. As for the necessary data 

are financial statements in accordance with research variables, namely Corporate Social 

Responsibility, Default Risk, Conservatism, Earning Management, good corporate 

governance.  

3.3. Population and Sample 

Cooper and Emory (1999) and Badaruddin et al., (2017) states that the population is 

a collection of individuals or research objects that have the quality and characteristics that 

have been set. Based on the qualities and characteristics that at least have one 

Earnings Management 

(Y1) 

 

ACFO  (Y1.1) 

APC  (Y1.2) 

ADE  (Y1.3) 

Default Risk  (X2) 
 

DER (X2.1) 

DAR (X2.2) 

Conservatism  (X3) 

Earnings/Stock return relation 

(X3.1.) 

Accrual (X3.2.) 

Net Assets (X3.3) Good Corporate Governance  

(Z) 

Managerial Ownership   

Institutional Ownership  

Independent Commissioner  
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characteristic equation, the population used in this study is all manufacturing companies 

that go publicly that has sharia-compliant in ISSI registered on Indonesia Stock Exchange 

from 2011 to 2015 which has complete financial statements and published in Indonesia 

Capital Market Directory (ICMD).  

3.4. Operational Definition and Variable Measurement  

Table 1. Measurement of Research Variables 

Variable Definition  Parameter  Scale 

Independent  Variable (X)  

Corporate Social Responsibility 

(X1) 

CSR in this research is in terms of environment, social and 

governance.  

 

Economic  (X1.1) Company CSR activities 

related to the 

environment  

𝐶𝑆𝑅𝐸= 
Ƹ𝑋𝑖𝑗

𝑛𝑗
 Ratio 

Environmental (X1.2) CSR activities covering 

social elements 
𝐶𝑆𝑅𝐿= 

Ƹ𝑋𝑖𝑗

𝑛𝑗
 Ratio   

Social (X1.3) Company CSR activities 

related to governance.  
𝐶𝑆𝑅𝑆= 

Ƹ𝑋𝑖𝑗

𝑛𝑗
 Ratio   

Default Risk (X2) Default risk is the risk faced by investors or bondholders 

because the bonds fail to be paid. (Cashmere 2010; Sofyan 

Syafri Harahap, 2010; Lukman, 2009)  

 

Debt to Equity Ratio (X2.1) Debt to Equity is the 

ratio used to assess debt 

and equity.  

DER  = Total amount of debt / 

            Total equity 
Ratio 

Debt to Assets Ratio (X2.2.) Debt to Asset Ratio is a 

ratio to measure the ratio 

of total debt to total 

assets  

DAR =   Total amount of debt/ 

            Total Assets 
Ratio 

Accounting Conservatism   (X3) Conservatism is measured by earnings/stock return relation 

measure, earning/accrual measures, net asset measures  

 

Earning/Stock return relation 

(X3.1) 

Changes in the value of 

an asset at the time of the 

change, whether changes 

in loss or earning are 

reported in due course.  

 

ΔNI = α0 + α1 ΔNIt-1 + α2  

ΔNIt-1 + α3 DΔNIt-1 x  ΔNIt-

1 + εt 

 

 

Ratio 

Accrual (X3.2) Measure the 

conservatism by 

subtracting income 

before extraordinary 

items 

with operating cash flow 

and added to 

depreciation expense  

CONACCit = NIit - CFOit 

 

Ratio 

Net Assets (X3.3) The level of 

conservatism in the 

financial statements is 

the value of the asset 

whose understatement 

and liability are an 

overstatement.  

Book to market ratio, 

companies that implement 

conservatism report net assets 

and book to market ratio is 

lower  

Ratio 

Dependent Variable 
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3.5.  Data Analysis Technique  

Analytical technique in this research is conducted with Structural Equation Model 

(SEM). The model used is path analysis whose purpose is to describe the relationship 

pattern among variables to know the influence of direct or indirect a set of free variable 

to the dependent variable (Riduan and Kuncoro, 2007; Yahya et al., 2017; Marhayanie et 

al., 2017& Muda, 2018). Furthermore, data processing technique by using SEM method 

based on Partial Least Square (PLS) with SmartPLS. 

4. RESULT AND DISCUSSION 

4.1.  Result 

4.1.1. Variable Measurement Model of Corporate Social Responsibility  

Corporate Social Responsibility variable consists of 3 indicators and the weight 

of each indicator in reflecting variable is as follows: 

Earning Management Earning management is the actions of managers to 

increase/reduce current reported earnings where managers 

are responsible without  increasing / decreasing in long-term 

economic profitability  

Ratio 

Abnormal cash flow operations Earning manipulation 

through a cash flow 

operation that will have a  

lower cash flow than its 

normal level  

CFOt/At-1 = α0 + α1(1/log At-1)       

      +  β1(St/At-1) + β2 (∆St/At-1)  

      + ɛt 

Ratio 

Abnormal production cost Earnings management 

through the manipulation 

of production costs, 

where the company has 

higher production costs 

than average.  

Prodt/At-1 = α0 + α1(1/log At-1)   

       + β1(St/At-1) + β2 (∆St/At-1)     

       + β3(∆St-1/At-1) + ɛt 

Ratio 

Abnormal discretionary expenses Earning manipulation 

through research and 

development costs, 

advertising costs, sales 

costs, administration and 

general  

Disct/At-1= α0 + α1(1/log At-1) +  

       β(St-1/At-1) + ɛt 

Ratio 

Moderation Variable 

Good Corporate Governance The mechanism used by management that the owner of a 

company's capital makes an earning from the activities 

undertaken by the manager, or the owner of the capital 

conduct control over the manager of the company  

 

Managerial Ownership  Total percentage of 

shares owned by the 

company management 

𝑚𝑎𝑛𝑎𝑔𝑒𝑚𝑒𝑛𝑡 𝑠ℎ𝑎𝑟𝑒

𝑡𝑜𝑡𝑎𝑙 𝑜𝑢𝑡𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔 𝑠ℎ𝑎𝑟𝑒 
x 100 % Ratio 

Kepemilikan Institutional Percentage of shares 

owned by the institution  

 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛𝑎𝑙 𝑠ℎ𝑎𝑟𝑒

𝑡𝑜𝑡𝑎𝑙 𝑜𝑢𝑡𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔 𝑠ℎ𝑎𝑟𝑒
x 100 % Ratio 

Independent Commissioner  Percentage of the  

commissioners board 

from outside the 

company 

 𝑖𝑛𝑑𝑒𝑝𝑒𝑛𝑑𝑒𝑛𝑡 𝑐𝑜𝑚𝑚𝑖𝑠𝑠𝑖𝑜𝑛𝑒𝑟

𝑡𝑜𝑡𝑎𝑙 𝑜𝑓 𝑐𝑜𝑚𝑚𝑖𝑠𝑠𝑖𝑜𝑛𝑒𝑟 𝑏𝑜𝑎𝑟𝑑
x 100 

% 

Ratio 
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Table 1. Weight of Indicator Factor of CSR Variable 

Indicator Loading Factor R2 T Statistics 

Economic  0.756 0,738 2,255 

Environmental  0.839 0,468 2,303 

Social 0.734 0,365 1,978 

Composite reliability(CR)= 0,821 

Average Variance Extracted(AVE) = 0,605 

       Source: Output Result of SmartPLS (2017). 

The value of Composite Reliability (CR) for Corporate Social Responsibility 

variable is 0.821. It shows that the level of indicators conformity in reflecting Corporate 

Social Responsibility variable is greater than the recommended that is 0.70. While the 

Average Variance Extracted (AVE) value of 0.605. This value indicates that on average, 

60.5% of the information contained in the three indicators can be reflected through the 

variables of Corporate Social Responsibility.  

4.1.2. Measurement Model of Default Risk Variables 

Table 2. Weight of Indicator Factor of Default Risk Variable 

Indicator Loading Factor R2 T Statistics 

Debt to equity ratio 0.985 0,646 3,540 

Debt to assets ratio 0,972 0,514 2,075 

Composite reliability(CR)= 0,978 

Average Variance Extracted(AVE) = 0.957 

          Source: Output Result of SmartPLS (2017). 

The value of Composite Reliability (CR) for Default Risk variable is 0.978. This 

indicates that the level of conformance indicator in reflecting Default Risk variable higher 

than the recommended that is 0.70 (Erlina et al., 2017; Lubis at al., 2017; Marhayanie et 

al., 2017; Muda & Hasibuan, 2018 and Muda, 2018). While the Average Variance 

Extracted (AVE) value was 0.957, this value indicates that on average 95.7% of the 

information contained in both indicators can be reflected through the Default Risk 

variable.  

4.1.3. Measurement Model of Conservatism Variable 

Table 3. Weight of Indicator Factor of Conservatism Variable 

Indicator Loading Factor R2 T Statistics 

Earnings Stock Return Relation 1,000 0,505 127,964 

Accrual 1,000 0,596 132,091 

Composite reliability(CR)= 1,000 

Average Variance Extracted(AVE) = 0,999 

         Source: Output Result of SmartPLS (2017). 

The value of Composite Reliability (CR) for Conservatism variable is 1,000; this 

indicates that the level of conformity of indicator in reflecting conservatism variable is 

greater than the recommended is 0.70. While the Average Variance Extracted (AVE) 

value of 0.999. This value indicates that on average 99.9% of the information contained 

in both indicators can be reflected through Conservatism variables.  
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4.1.4. Measurement Model of Earning Management Variable 

Table 4. Weight of Indicator Factor of Earning Management Variable 

Indicator Loading Factor R2 T Statistics 

Abnormal Cash Flow Operation 0.954 0,510 11,404 

Abnormal Production Cost 0,957 0,537 11,350 

Composite reliability (CR)= 0,954 

Average Variance Extracted(AVE) = 0,912 

        Source: Output Result of SmartPLS (2017). 

Based on table 4 above, it can be seen that all the value of factor weight for each 

indicator is higher than 0.5. It is tested by looking at the value of tcount compared to the 

critical value of 1.96, where the value of tcount is more significant  than the critical value 

(Muda, 2017; Ferine et al., 2017; Nasir et al., 2017; Azlina et al., 2017; Pohan et al., 

2018; Muda, 2018 and Nurlina and Muda, 2018). These data indicate that both indicators 

are significant in reflecting the Earning Management variables.  

4.1.5. Measurement Model of Good Corporate Governance Variable 

.Table 5.Weight of Indicator Factor of Good Corporate Governance Variable 

Indicator Loading Factor R2 T Statistics 

Ownership of Managers 0,836 0,338 2,926 

Institutional Ownership  0,805 0,502 2,198 

Independent Commissioner 0,552 0,687 3,513 

Composite reliability(CR)= 0,781 

Average Variance Extracted(AVE) = 0.551 

            Source: Output Result of SmartPLS (2017). 

 

Based on table 5 above, it can be seen that all values of factor weight for each 

indicator is greater than 0.5. It is tested by looking at the value of tcount compared to the 

critical value of 1.96, where the value of tcount is higher than the critical value (Nurzaimah 

et al., 2016; Handoko et al., 2017; Muda, 2017; Muda and Hutapea, 2018; Muda et al., 

2018). This data indicates that all three indicators are significant in reflecting Good 

Corporate Governance variables.  

4.1.6. Hypothesis Test 

 Here are the results of data processing with SmartPLS model PLS Algorithm and t-

value model (Bootstrapping): 
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Figure 2. Line Chart of SmartPLS Algorithm Run Results 
   

Source: Output Result of SmartPLS (2017) 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

Figure 3. Path Diagram Model 

Source: Output Result of SmartPLS (2017) 

4.1.6. Influence of Corporate Social Responsibility as measured by economic, 

environmental and social to Earnings Management  

Based on the results of data processing using SmartPLS program, the results are 

as follows: 

Table 6. Test Result of Corporate Social Responsibility Influence as measured by 

economic, environmental and social to Earning Management 
Channel Coefficient  tcount p-value H1 

Eko (X11) -> EM (Y1) 0.281 4.367 0.010 Accepted 

Lingk (X12) -> EM (Y1) 0.361 2.019 0.025 Accepted 
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Sosial (X13) -> EM (Y1) -0.279 3.022 0.028 Accepted 

          Source: Output Result of SmartPLS (2017). 

 

In table 6 above can be seen that the tcaount of Corporate Social Responsibility lane 

that measured with the economic effect on Earning Managements by 4.367 with a 

probability value of 0.010. The value of tcount (4.367) is greater than that tcritical (1,96) at 

5% error rate, coefficient value of 0.281 and positive sign, so it can be concluded that 

Corporate Social Responsibility measured by economy has a positive effect on Earning 

Management. It means that the higher the Corporate Social Responsibility as measured 

by the economy will improve Earning Management.  

4.1.7. The effect of Default Risk as measured by debt to equity ratio and debt to asset 

ratio to Earnings Management.  

Table 7. Test Results of Default Risk Effect as measured by Debt to Equity Ratio 

and Debt to Asset Ratio to Element Management 
Channel Coefficient  tcount p-value H1 

DER (X21) -> EM (Y1) 0.612 4.636 0.010 Accepted 

DAR (X22) -> EM (Y1) 0.510 2.198 0.023 Accepted 

          Source: Output Result of SmartPLS (2017). 

In Table 7 above, it  can be seen that  tcount of Default Risk value lane that measured 

by DER effect on Earning Management of 4,636 with probability value of 0,010. Because 

the value of tcount (4.636) is bigger than tcritical (1,96) at 5% error level with coefficient of 

0.612 and has positive sign, so it can be concluded that Default Risk as measured by DER 

has positive and significant influence to Earning Management. It means that the higher 

the Default Risk as measured by DER will increase Earning Management.  

4.1.8. Conservatism Influence as measured by earning /stock return relation and 

accrual to Earnings Management. 

Table 8. Test Results of Conservatism Influence as measured by ESRR and 

Accrual on Earning Management 
Lane Coefficient  tcount p-value H0 

ESRR (X31) -> EM (Y1) -0.172 1.319 0.191 Accepted 

Accrual (X32) -> EM (Y1) -0.167 1.901 0.205 Accepted 

              Source: Output Result of SmartPLS (2017). 

In Table 8 above can be seen the value of tcount of Conservatism lane measured by 

ESRR has an effect on Earning Management of 1,319 with a probability value of 0,191. 

Because the value of tcount (1,319) is smaller than that of tcritical (1,96) at 5% error level  

with coefficient of -0.172 and has negative sign. It can be concluded that Conservatism 

measured with ESRR has a negative effect with Earning Management. It means that the 

higher the conservatism measured by the ESRR will decrease Earning Management.  

 

4.1.9. Test of Moderating Variable 

The tests on moderating variables in this research are Good Corporate Governance 

has a role to moderate the relationship of Corporate Social Responsibility (as measured 

by economic, environmental and social), Default Risk (as measured by DER and DAR), 
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Conservatism (as measured by Earning Stock Return Relation and Accrual) to Earning 

Management:  

4.1.10. Good Corporate Governance acts to moderate the Corporate Social 

Responsibility relationship measured by Economic, Environmental and 

Social to Earnings Management 

Table 9. Test Result of Good Corporate Governance in moderating the Corporate 

Social Responsibility relationship measured by Economic, Environmental and 

Social to Earnings Management 
Lane Coefficient  tcount p-value H1 

GCG & Eko -> EM (Y1) -0.240 4.685 0.025 Accepted 

GCG & Lingk -> EM (Y1) -0.330 3.065 0.015 Accepted 

GCG & Sosial -> EM (Y1) 0.458 3.073 0.024 Accepted 

              Source: Output Result of SmartPLS (2017) 

In Table 9 above, it can be seen that the tcount value of Good Corporate Governance 

lane moderate the Corporate Social Responsibility relationship measured with the 

economy to Earnings Managements of 4,685 with a probability value of 0.025. Because 

the value of tcount (4,685) is greater than the tcritical (1,96) at 5% error rate, so it can be 

decided to accept H1.1 that is Good Corporate Governance moderate the Corporate Social 

Responsibility relationship measured with economy to Earnings Management in 

manufacturing company registered in ISSI at Indonesia Stock Exchange.  

4.1.11. Good Corporate Governance play a role in moderating the relationship of 

Default Risk as measured by Debt to Equity Ratio and Debt to Asset Ratio 

to Earnings Management 

Table 10. Test Result of Good Corporate Governance in moderating the Default 

Risk relationship as measured by DER and DAR towards Earnings Management 
Channel Coefficient  tcount p-value H0 H1 

GCG & DER -> EM (Y1) -0.359 4.746 0.045  Accepted 

GCG & DAR -> EM (Y1) 0.400 1.778 0.437 Accepted  

     Source: Output Result of SmartPLS (2017). 

tcount value of the Good Corporate Governance lane moderates the Default Risk 

relationship measured by DAR towards Earnings Management of 1.778 with a probability 

value of 0.437. Because the value of tcount (1.778) is smaller than that of tcritical (1.96) at 

5% error rate, so it can be decided to reject H2.2 i.e (Dalimunthe et al., 2016 and Hasan et 

al., 2017). Good Corporate Governance cannot moderate the relationship of Default Risk 

measured by DAR to Earnings Management in manufacturing company registered in ISSI 

at Indonesia Stock Exchange.  

4.1.12. Good Corporate Governance play a role in moderating Conservatism 

relationship as measured by Earning Stock Return Relation and Accrual to 

Earnings Management 

Table 11. Test Result of Good Corporate Governance in moderating Conservatism 

relationship to Earnings Management 

Channel Coefficient  tcount p-value H0 

GCG & ESRR -> EM (Y1) -0.482 1.017 0.989 Accepted 

GCG & Accrual->EM (Y1) 0.424 1.013 0.489 Accepted 
              Source: Output Result of SmartPLS (2017) 
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In Table 11 above, it can be seen that tcount value of Good Corporate Governance 

lane moderate the Conservatism relationship measured with ESRR to Earnings 

Management of 1.017 with probability value of 0.989. Because the value of tcount (1.017) 

is smaller than that of tcritical (1.96) at 5% error rate, it can be decided to reject H3.1 i.e 

(Tarmizi et al., 2016; Muda et al., 2016; Lubis et al., 2016; Dalimunthe et al., 2017; 

Sirojuzilam et al., 2017 & Azlina et al., 2017). Good Corporate Governance does not 

moderate conservatism relationship as measured by ESRR to Earnings Management at 

registered manufacturing company in ISSI at the Indonesia Stock Exchange. The value 

of tcount of Good Corporate Governance lane moderates the Conservatism relationship 

measured by accrual to Earnings Management of 1,013 with probability value of 0.489. 

Because the value of tcount (1.013) is smaller than that tcritical (1.96) at a 5% error rate, it 

can be decided to reject H3.2 i.e. Good Corporate Governance does not moderate 

conservatism relationship as measured by Accrual to Earnings Management at a 

manufacturing company registered in ISSI at Indonesia Stock Exchange.   

4.2. Discussion 

4.2.1. Good Corporate Governance play a role in moderating the Corporate Social 

Responsibility relationship measured by Economic, Environmental and 

Social to Earnings Management 

Based on the results of the research, it was found that Good corporate governance 

played a role in moderating the relationship between Corporate Social Responsibility as 

measured with economy to Earnings Management, Good corporate governance played a 

role in moderating the Corporate Social Responsibility relationship as measured by the 

environment to Earnings Management and Good Corporate Governance played a role in 

moderating the relationships of Corporate Social Responsibility as measured by social to 

Earnings Management.  

According to Pradnyani et al., (2013) the companies in Indonesia have not fully 

realized the implementation of Good Corporate Governance as a liability in the company. 

The guidelines for the implementation of Good Corporate Governance are only limited 

to the recommendations that have not been set into binding legislation causing many 

companies have not run the principles of Good Corporate Governance perfectly. 

Good Corporate Governance closely related to Corporate Social Responsibility in 

accordance with the statement of Princes of Wales Foundation which state that there are 

five important things that  affect Corporate Social Responsibility; one of them is Good 

Corporate Governance. This statement indicates that a company with good corporate 

governance has been assured that the company has implemented Corporate Social 

Responsibility and disclosed it in its annual report, and vice versa. This is in line with the 

research results of Prior et.al., (2008) which shows that companies that disclose Corporate 

Social Responsibility with the motivation to cover earnings management. Therefore, it 

can be concluded that the better the implementation of Good Corporate Governance in 

the company will result in the lower relationship of Corporate Social Responsibility with 

Earnings Management.  

4.2.2. Good Corporate Governance play a role in moderating the relationship of 

Default Risk as measured by Debt to Equity Ratio and Debt to Asset Ratio to 

Earnings Management 
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Hakim et al., (2005) stated that the high level of corporate debt then the more 

managers will make earnings management to avoid breach of debt contract. The company 

will try to avoid it by creating policies that can increase revenue and profit. Thus, it will 

provide a relatively good bargaining position in the negotiation or rescheduling the 

corporate debt (Jiambalvo, 1996). The amount of corporate debt can affect earnings 

management action. The high default risk is due to management mistake in managing 

corporate finances or the implementation of inappropriate strategies from the 

management. Due to the lack of supervision leading to high risk defaults, it will also 

increase the opportunistic action such as earnings management to maintain its 

performance in front of shareholders and the public. Then the higher the default risk, it 

will be able to result in the management to conduct earning management. This indicates 

that the higher the implementation of Good corporate governance will weaken the 

relationship between default risk with earning management.  

4.2.3. Good Corporate Governance play a role in moderating Conservatism 

relationship as measured by Earning Stock Return Relation and Accrual to 

Earnings Management 

The selection of conservatism methods in the financial statements tends to make 

the managerial to be more cautious and choose to manage earnings with income 

decreasing patterns. With the high degree of conservative accounting in making financial 

statements will hinder the management in raising the retained earnings. However, in this 

research, conservatism has a negative and insignificant effect on earning management 

and Good Corporate Governance cannot moderate the relationship between them.  

5. Conclusion 

1. Directly, the Corporate Social Responsibility as measured by economy and 

environment have positive and significant effect to earning management. Meanwhile, 

Corporate Social Responsibility which measured by social have negative and 

significant effect to earning management.  

2. Directly, Default risk as measured by debt to equity ratio and debt to asset ratio has a 

positive and significant effect on Earnings Management.   

3. Directly, conservatism measured by earning / stock return relation and accrual have 

negative and insignificant effect to earning management.  

4. Good Corporate Governance moderates weakening the influence of Corporate Social 

Responsibility as measured by economic, environmental to Earnings Management. 

Meanwhile, the interaction of Corporate Social Responsibility measured by social with 

good corporate governance has positive and significant effect.   

5. Good Corporate Governance moderates weakening the effect of default risk as 

measured by debt to equity ratio to Earnings Management. Meanwhile, the interaction 

between default risk as measured by debt to asset ratio with good corporate governance 

has positive and insignificant effect, so GCG does not moderate the effect of default 

risk as measured by debt to asset ratio to Earnings Management.  

6. Good corporate governance does not moderate the effect of Conservatism as measured 

by Earning Stock Return and accrual to Earnings Management on manufacturing 

companies registered in ISSI at the Indonesia Stock Exchange.  
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Abstract    

The domination of economy and trading by a Chinese group in Indonesia could not be separated 

from the ”open door policy” since colonial age. Politically, Chinese had been granted special 

privilege through vreemde oosterlingen system, which was the separation of foreign eastern 

people and native inhabitants. Besides the officer system, residential system, construction of the 

social order were the construction of power hegemony in order to achieve development 

objectives. Tjong Yong Hian was one of the prominent businessman in a colonial age that arose 

from the production of that colonial policy system. Position and status that were given to Tjong 

Yong Hian, as well as political policy that were given by the government to the Chines,e enabled 

Tjong Yong Hian to strengthen his existence in the economy field. His success in developing his 

business empire had given contribution in the development of the City of Medan since the 

beginning of the 20th century. 

Keyword:  Domination of economy, residential system, Tjong Yong Hian 

JEL Codes: N01, N85, N95, O17, Q27 
 

1. INTRODUCTION 

Speaking about the existence of Chinese in Indonesia is not only about 

discrimination issues, both political and social, but also stigmatization that was born as 

the accumulation of long historical process of open door policy that ended up putting in 

their position as the controller of the economy field since the colonial age. It cannot be 

denied that the policies designed and executed placed Chinese elites at middle class 

structure. Of the data obtained currently, according to several studies, it is found that elite 

Chinese group in Indonesia consisted of 3 percent (around 6 million people) from the 

total of Indonesian residents. This elite Chinese group is often called as cukong. They 

developed collaboration with native local elites. The domination of economic sector by 

Chinese elites included establishment and development of family corporation. In 

Indonesia, 96% companies existed are family owned, and according to Statistical Central 

Bureau (Biro Pusat Statistilk – BPS), family corporations in Indonesia are non-

governmental corporation that contribute significantly to Gross Domestic Product which 

make 82.44% (Halim, 2013). It is estimated that family will control around 85% of 

business in European Union and 90 percent of businesses in United States. Family 

business around the world accounts for 75 percent from 100 leading corporations. The 

development of economic sector that was initiated by the Chinese is affecting the 
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development and construction of cities in Indonesia. The involvement of Chinese in the 

development of economy in Indonesia experienced ups and downs in accordance with 

policies applied in both Indonesia and their homeland country. This was because Chinese 

people had a strong emotional bond with their homeland country. Politically, they were 

often faced with situation that turned them oscillated due to government policies either in 

China and the places where they wander. For example, in the year 1991, when the 

Republic of China was erected, this new governments announced that all Chinese, both 

inland or in a foreign country, is a Republic of China citizen. However, Dutch East Indies 

government, before such policy was applied, in the year 1909, had announced an edict 

that all Chinese, wherever their birthplace and domicile was, they were not Dutch East 

Indies, but China resident. In line with the policy, Dutch East Indies implemented 

vreemde oosterlingen politic, which was the separation between Eastern foreigner from 

Dutch citizen and native Indonesian. Due to the special position in this system, Chinese 

received particular treatment (Hamdani, 2013). 

2. LITERATURE REVIEW 

2.1. Chinese Business Leaders 

Since the beginning of 20th century, there were around 50 (fifty) Chinese business 

leaders in Java and Sumatra, most of them were officers or their descendants. Most of this 

elites were entrepreneurs that dived in export-import business, owner of tax-collecting 

properties, western company agent, supplier for governments, big shipping companies, 

plantation owners, and consumer product manufacturer. A lot of them developed their 

business into MNCs, and the most famous one was Oei family from Semarang (Java) and 

Tjong family from Medan (Sumatra) (Suryadinata, 2002). 

In the growth of Chinese family business, we will get to know some pioneers who started 

to create their business. With the political situation being unstable at a Colonial age in 

Java and taking the opportunity from regulation system that decreases government 

supervision in product manufacturing system (especially sugar manufacturing) at that 

time, Oei Tji Sien was a pioneer in establishing Limited Company (Ltd – Perseoran 

Terbatas, PT) with Kongsi system. This system was a family-based PT rearranged into 

Kian Gwan or All Prosperity Source (Sumber Segala Kesejahteraan) (Panglaykim and 

Palmer, 1981). If there Oei Tjie Sien company at Java, at East Sumatra (currently North 

Sumatra), we would find a figure or pioneer in the development of family company that 

was Tjong brothers, who were Tjong Yong Hian and Tjong A Fie.mentioned this above. 

The older brother, Tjong Yong Hian was first to start his business when he was in 

the beginning of wandering into Batavia until he stabilized and developed his business at 

East Sumatra. Oei and Jong family are Chinese elites who were successful in managing 

and raising family business in fluctuating politic dynamics at that time. Until the rise of 

the New Order, wealthy Chinese group continued to arise and establish collaboration with 

native local elites. Moreover, the growth of business developed by Chinese risen into 

Multinational Corporations. The success of development of the City of Medan undeniably 

was an effect of the growth in plantation that can also be said as a place where Chinese 

people carve out success as trader and entrepreneur. 

 

3. METHOD 
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The methodology used is the more precise analysis of semiotics. As well as the descriptive 

method was selected as the way in solving the problem (Muda et al., 2017 and Muda et 

al., 2018). Then the data in the analysis of this descriptive method using Descriptive 

Research, with a qualitative approach.  

4. RESULTS AND DISCUSSIONS 

4.1. Result  

4.1.1. Tjong Yong Hian and Power Network 

Medan arose as the centre of economic activity, government administration, 

politic, and culturebecame a tremendous charm for the immigrants to venture there. As a 

result, so many ethnical groups like Karo, Toba, Minangkabau, Aceh, Chinese, Javanese, 

Indian, and others became Medan residents together with the inhabitants Malay 

(Suprayitno, 2005). Investment at plantation field that had been done by plantation 

entrepreneurs had pushed economic growth rate magnificently from tobacco trading 

(Sirojuzilam et al., 2016, 2017 & Sihombing et al., 2017). In less than 25 years, Deli, 

which was the pioneer of the City of Medan, had been livening up by the new city, 

complete with common European means of transportation and communication (Hamdani, 

2013). The growth of Medan as a new city could not be separated from the long history 

of Deli tobacco plantation which was famous for having the best quality in the world. 

Before the arrival of foreign plantation entrepreneur, Medan was only a small village area 

and thought to be worthless. However, in the mid-19th century, Medan became the 

magnet for foreign plantation investor to develop and expand plantation in Deli. Medan 

was thought to have significant economic potential and had grown this area to become 

“Dollar Country” due to its produced tobacco popularity. The arrival of plantation 

entrepreneur at Deli plantation era (1863) turned Medan area to grow rapidly in terms of 

economy, social, and culture. 

The development of the plantation was not only marked with facilities and 

supporting infrastructure for the existence of a city (Muda et al., 2016 and Muda et al., 

2017). It was also for the flow of immigrants. Chinese was one of the immigrant’s group 

that occupied East Sumatra and can be classified into two groups, which were voluntary 

immigrants and immigrants due to plantation contract. In the history of city development 

in East Sumatera, immigrants were an essential part of the city. 

Medan, the city which grew in the 20th century, with the principles of Colonial 

mixed with a capitalistic economy, had caused the formation of different social order 

from other colonial cities. In this city, social status in the form of wealth or position in 

plantation company had a very important role to show “who was more powerful than 

whom” (Hamdani, 2013). This social order was also implemented in colonial 

administration governance by dividing residence system based on the ethnical cluster. 

Chinese class received privilege by occupying unique cluster in the middle of the City to 

ease the overseeing and to let them develop products and groups distribution network, 

skill, and capital. So that the Chinese could freely run their monopoly, syndication, supply 

control, and basic needs price (Hamdani, 2013). Also, colonial government policy put 

Chinese people in go between or middleman class through the system of work relationship 

with the plantation owner at the era of Nienhuys. In this working relationship, Chinese 

was lifted into foreman position in Kongsi system as a contractor. This kongsi system 

gave authority to foreman to cultivate a plot of land and seeds that at the end of planting 
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season must be sold again as finished plants to the contractor. Social order system that 

was constructed by the colonial government had given privilege to Chinese and was a 

form of social engineering which goal was to maintain the hegemony of colonial power. 

Economy and trading were the field that was controlled due to privilege given to the 

government to the Chinese. 

Tjong Yong Hian was a Chinese free immigrant or was not bonded by plantation 

contract system like most of the Chinese group. Tjong Yong Hian was involved in 

colonial administration system as a Chinese officer. The existence of Chinese officer was 

considered necessary as a mediator for conflict that happened in their inter-group 

plantation. Officer system was set by Deutch to Chinese in Batavia since 1619. Officer 

was given the power to control their races in civil matters and others issues related to 

religion and customs (Suryadinata, 2002). Position and status given to Tjong Yong Hian, 

as well as a political policy that was given by the colonial government to Chinese group 

enable Tjong Yong Hian to strengthen his position in the economy. Through his position 

as officer, Tjong Yong Hian could use his special position to fix and enhance his own 

business. 

4.2. Discussions 

4.2.1. Network between Development Actor 

The rise of Medan as a new city since the opening of Deli tobacco port grew at 

the end of 19th century. The importance of government administration centre and 

plantation administration had pushed the establishment of East Sumatra district and 

Medan was chosen as the capital city. The movement of plantation administrators 

followed that establishment. Besides, the colonial government also conducted the 

movement of Deli Emperor palace which was at Labuhan area to the center of the City of 

Medan. With this movement, it was the start of administration building, plantation 

administration building. With that change, administration warehouses, plantation 

administration centre, facilities and infrastructure, as well as trading company and other 

supporting building. 

The trail of plantation development was seen from the existence of building with 

historical consisted of offices, stores, hospitals, schools, banks, bridges, roads, hotels, 

places of worships, official residences, warehouses, gymnasiums, water towers, etc. 

These buildings had typical architectural style, layout and areal growth characteristic 

which were very European, or, it can also be said that, they have similar prototype trail 

of European cities. The existence of this building as support for governance and 

administration centre that was first located at Labuhan, then moved to the City of Medan. 

Since the movement of administration centre and the movement of plantation office Deli 

Maatschappij to Medan in 1889, the City of Medan transformed into the elite area. 

The development of the City of Medan area could not be separated from 

construction policy that was applied by colonial government. Luckman Sinar (2011) said 

that the City of Medan had turned into a city who has been developed in infrastructure 

area. For the first time outside Java, Deutch built city civilization which certainly cannot 

be separated from the interest of construction development owner. Aside from creating 

administration and government centre, colonial government also organized residential 

area system based on Ethnical Culture. Residential area based on ethnics are as follows: 

Maksum City area which was Malay village, then to the north there would be a village 
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lived by the Minangkabaus. To the west part of the city center especially Polonia was 

European village consisted of government office, plantation centre office, and residences. 

And at the outskirt of European village (Polonia) there was Kampung Keling that was 

inhabited by Tamil Indian. There was also Arabic village that was located between Deli 

river and Old market. On the east part to the west Chinese residences grew. There was 

also village outside Malay village foot circle which was River Kid. There was also a 

village grew outside the circumference of the area, which was Kampung Sungai that was 

inhabited by immigrants from South Tapanuli. 

The policy given by colonial government could be seen through officer system or 

residential system and social order construction had shown how this system was being 

produced as an effort to maintain power hegemony. Power hegemony in a government 

was needed in achieving development objectives. In this case, power drove where was 

the direction of the development. In political interest perspective, the actors played an 

important role in defining how construction politic was formulated and executed it so that 

it gave importance to them or their group, for the near future or forthcoming in economy 

or politic in a relationship with power. The development actor with their owned power 

could gently or by force produced construction projection, intervened, or influenced 

construction process and also construction implementation. Legalization of power 

identity and the sustainability of power became an important characteristic of the 

involvement of development actors (Warjio, 2016). 

In the context of development actor, it can be seen in officer system policy that 

was implemented by Chinese, and residential cluster system, also occupancy limitation 

system that was applied by Chinese group. Through these systems, colonial government 

gave power to selected Chinese people and gave flexibility in accessing economy and 

development direction of the City of Medan. The Chinese that was trusted and granted 

power and involvement in colonial administration governance were Tjong brothers, 

Tjong Yong Hian and Tjong A Fie. Tjong Yong Hian was the first Chinese person that 

was appointed officer and later given the title Capitant or Captain, but this title was not 

related to military. According to Chandra (2011), colonial government gave the title to 

Tjong brothers with the rank “Lieutenant” and “Captain”. This title or ranking award was 

a form of legitimation of the leadership in Chinese society and involvement in solving 

problems related to social and culture of Chinese society. Later, gradually Tjong Yong 

Hian had his rank upgraded into “Foreman”. Social proficiency and access granted affect 

relationship among actors that had power in development like native leaders (in this case 

empires) and colonial government. 

Status and position of Tjong Yong Hian was a form of legalization of power 

identity that was given by colonial government and turned him as one of the actors that 

are involved in development politic of the City of Medan. His status brought him to policy 

issues that issued were by provincial government, one of them was about the plan to 

develop the City of Medan. Tjong Yong Hian was given the power to withdraw and set 

taxes, was given special privilege to control opium trade. In the governance structure, 

Tjong Yong Hian was in group class who had power and worked together or collaborated 

with the ruling elites both indigenous and colonial. Interests of ruling class and ruling 

elite were capable of influencing and controlling ongoing development. This was shown from the 

development of facility and infrastructure in the city that was done by Tjong Yong Hian. 

His closeness to the government gave access to development projection that was done in 

Medan. Tjong Yong Hian bought lands and constructed Chinese shops. Constructing 
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meat market and fish in the year 1886-1887, followed by constructed vegetable market in 

the year 1906 (Buiskool, 2007). 

The freedom constructed by colonial government and was given only to Chinese 

had arrived its peak until the year 1940 until reached the highest in city area (Pelly, 1998). 

The success of economic achievement and development contribution in a foreign country 

didn’t make them forget traditional culture value, respecting ancestors, showing faith and 

devotion. Even in a political plan that was developed by successful Chinese was by 

binding one’s self with ancestor land aside of grave. To donate or investing shares in 

infrastructure programs in homeland was a form of devotion to the empire that will 

definitely be rewarded (Hamdani, 2013). This had been done by Tjong Yong Hian who 

was the son of leading shareholder of Kereta Api Shatow Corporation (China) and Siang 

Hwee (Chinese chamber of commerce) Deli. 

5. Conclusion 

The involvement of Chinese in development policies in the City of Medan was an 

effort in applying and implementing development projection that had been planned. This 

could be separated from the effort to maintain the sustainability of power hegemony. 

Colonial government, in this case, could be seen as institution that played a role as 

development actors. To realize development politic, the institution needed support from 

other actors that were given authorities to help realizing development. Policies applied 

through an officer, residential, and economic system had successfully restricted and 

obstructed space or mobility of indigenous people to compete with Chinese group that 

were intentionally formed by colonial government as rulers in trading field. The colonial 

administration governance had turned Chinese like Tjong Yong Hian to rule not only 

trading but also development actor that played part in the development of the City of 

Medan chamber of commerce, banks, as well as facilities and infrastructures that support 

a city’s existention. 
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Abstract  

Indonesia has an abundant fisheries resource. The potential has not been well this is marked by the small 

contribution of marine and fishery sector to the national income of only 14.7% of the total gross domestic 

product (GDP), compared to other countries. The dramatic phenomenon between the potential and 

utilization of marine resources implies to the predominant level of coastal communities who mostly work 

as fishermen at sea. In order to go to sea with a simple technology also with low human resources make 

the living standard of traditional fishermen may be categorized as poor. When compared to other farming 

groups in the agricultural sector, traditional fishermen are among the poorest. With an already many 

government empowerment programs, yet it has not managed to raise the standard of living for the 

traditional fishermen. The research is aimed to describe the implementation and weakness of Coastal 

Community Economy Empowerment Program (PEMP) and National Program of Community 

Empowerment of Independent Marine and Fisheries (PNPM-MKP) on the traditional fishermen of Percut 

Village, Percut Sei Tuan in North Sumatra, Indonesia. Type of research is descriptive  with 10 traditional 

fishermen, the fishermen group committee and the marine and fisheries department’s officials. Data were 

collected by observation, in-depth interview and focus group discussion (FGD). The result of the study of 

socio-economic condition of traditional fishermen of Percut Village is badly seen from the indicators of 

housing and sanitation that are not suitable for healthy living, limited fishing equipment and over fishing 

catching areas. 

 

Keywords: Empowerment, Fishermen, Poverty, socio-economic condition. 

JEL Code: H53, H55, I31, I38, P36. 

 

1. INTRODUCTION 

 As an archipelagic country, 70% of Indonesia's territories are ocean with 99.093 km coastline 

length with marine economic resources, especially abundant fisheries resource. Retnowati (2011) said that 

in Indonesia's sea territory there are at least 13 sectors which can be developed and contribute to the national 

income and the welfare of the people, especially for the fishermen which include: capture fishery, 

aquaculture, cultivation processing industry, marine biotechnology industry, mining and energy, marine 

tourism, marine transportation, maritime industry and services, small islands, nonconventional resources, 

marine buildings, valuable objects and cultural heritage, environmental services conversion and 

biodiversity. 

 In fact, the potential is not well managed. It is marked still with small contribution of marine and 

fishery sector to national income, only reach 14.7% of the total gross domestic product (GDP), compared 

to other countries, such as Japan which only has 31,000 km coastline but contributed to 55% of their GDP. 
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In addition, according to Nugroho (2013), the value of Indonesian exports from the marine and fisheries is 

still relatively small, only reached US$ 3.5 billion, compared to Vietnam and Thailand.These two countries 

have reached US$ 6.2 billion and US$ 8.6 billion respectively, even though their respective coastlines are 

much smaller when compared to Indonesia. This dramatic phenomenon between the potential and 

utilization of marine resources is directly proportional to the life of coastal communities who mostly work 

as fishermen. Some literature (Mubyarto 1990, Masyhuri 2003; Sudarso 2011, Tahawila 2014) mentioned 

that fishermen are among the poorest, compared to other farming groups. The dense, slum, polluted, low-

income, and highly vulnerable neighbourhoods are the stereotypes that are commonly attached to traditional 

fishermen communities in Indonesia. 

 According to Kusnadi in Sudarso (2011), the poverty of fishermen could be influenced by two 

main factors. First, the internal factors, including limited human resources quality, limited capital and 

technology of fishery, unfavourable working relationship, the difficulty of diversifying fishing efforts, high 

dependence on occupation to sea and a lifestyle that is considered wasteful and thought to be less oriented 

for the future. Second, the external factors, including fisheries development policies which mostly are more 

productivity-oriented to support national and partial economic growth, product marketing system that is 

more profitable for intermediary traders, damage to coastal and marine ecosystems, and mangrove forest 

conversion in coastal areas. Poverty is increasingly complex due to the use of unsuitable fishing gear, weak 

law enforcement against environmental destruction, limited post-harvest processing technology, limited 

employment opportunities in nonfishery sectors in the villages, natural conditions and seasonal fluctuations, 

and geographical isolation on the mobility. 

 According to Sudarso (2011), the ‘blue revolution’ or modernization of the fishery sector 

undertaken by the government in the 1970s contributed to the process of marginalization of traditional 

fishermen. Studies conducted by Siahaan (1990), showed that the ‘blue revolution’ has significantly 

affected the condition of marine resources. Export-oriented policies that only emphasized on aspects of 

productivity improvement, have encouraged coastal waters to be in a more overfishing situation. In 

addition, the use of large and uncontrolled modern fishing gears has led to an increasing competition 

between the commercial-industrial fishermen and the traditional fishermen. In fact, it often leads to open 

conflicts such as burning trawl (tiger trawling, trawler trawl, teri trawler) and so forth. The ‘blue revolution’ 

on one side provides great advantages for the commercial-industrial fishermen, but on the other hand, 

contributes greatly to the increasingly socio-economic disparity and widespread poverty in the coastal 

region. 

 The description of the life of these communities (poor, without access) according to Siahaan (1990) 

almost occurred in all coastal communities in Indonesia, including coastal communities in the East Coast 

of North Sumatra, including coastal communities in the Percut Village, Percut Sei Tuan Subdistrict in Deli 

Serdang of North Sumatra Province. Ginting (1996) revealed that there are at least three factors that 

influenced the poverty of the perched family of Percut Village. The first is the lack of human and capital 

resources that lead to the lack of initiative and creativity of the fishermen families. Location of the village 

adjacent to the city of Medan City, should have positioned the community of Percut Sei Tuan as part of an 

inseparable economic condition of Medan. The presence of workshops building, tourism centres, and 

shrimp-packing factories located around the village should make new job opportunities for fishermen 

families outside of fishing activities. But due to the lack of resources and capital, this opportunity is more 

utilized by outsiders. Second, consumptive lifestyles are the fewer results obtained from the activities of 

the sea, exacerbated by consumptive behaviour of the fishermen families. The third is the limit of access. 

This caused traditional fishermen could not achieve benefits from various programs and policies conducted 

by the government, especially the PEMP and the PNPM-MKP. The reason for PEMP and PNPM-MKP 

became less successful in tackling the poverty of traditional fishermen in Percut Village will be described 

in the results of this study. At least, the initial description of the results of the field research shows that 

PEMP and PNPM-MKP did not take a comprehensive approach (covering all aspects, measurable, 

participatory, sustainable, and local resources). 
 

2. LITERATURE REVIEW 

2.1.   Economy Empowerment Program 

Improve socio-economic and prosperity strengthening institutions and also community participation, 

optimization and utilization of marine resources and coastal sustainability. While the goal particularly 

including the reduction of the impact of the increase of Energy cost, making work and alternative business 
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opportunities for coastal communities, increasing participation communities in the planning, 

implementation, control and develop economic activities coastal communities (Sirojuzilam et al., 2017; 

Ferine et al., 2017; Nurlina et al., 2017 & Tarmizi et al., 2017). Strengthening economic institutions, 

support development management mechanism community with participation and transparency as well 

improve the ability of officers and residents coastal areas in the framework of managing development.  

The concept of empowerment in the discourse of community development always connected with 

independent concepts, participation, networking and justice. On basically, empowerment is put on 

individual and social level of power. Empowerment implies the meaning of existence a strong mental 

attitude (Sirojuzilam et al., 2016; Badaruddin et al., 2017 & Achmad et al., 2017). From the concept of 

empowerment, it can be said that empowerment coastal communities and oceans coastal community 

empowerment for utilize and manage resources fisheries and marine resources optimally and sustainable 

efforts to improve welfare. The program policies of economic empowerment program of coastal 

communities are as follows: (1) applying the concept of co-management in fishery resource management, 

where there are clear boundaries and division of authority between government and society (Muda et al., 

2017; Sirojuzilam et al., 2017; Sihombing et al., 2017; Sadalia et al., 2017 and Muda et al., 2018). This 

concept also minimizes the existing weaknesses in community-based fisheries resource management and 

fishery resource management by the government. This concept is carried out by applying various strategies 

and approaches; (2) any concept that develops in economic theory and development models in accordance 

with Indonesia is formulated into a new concept, and can be packaged into the Concept of Indonesian 

Development that Performs; (3) policies and programs of economic empowerment of coastal communities 

still pay attention to and take into account the value of resource bundling and the value of externalities 

generated so that there is equal distribution of welfare in the current generation and (4) the implementation 

of policy alternatives and programs in each region is based on priority analysis taking into account local 

potentials and needs. The policy or program priorities of each region may differ as a form of 

decentralization to address the forces that impede development (Yahya et al., 2017; Badaruddin et al., 2017; 

Achmad et al., 2017 & Lubis et al., 2017). Policies and empowerment programs must also maintain the 

sustainability of resources so as to create sustainable development and ensuring the welfare of future 

generations; 
 

2.2. Coastal Community Empowerment 

Coastal Community Empowerment program is a community empowerment program. The program is 

focused on coastal activities, as most of the population is livelihoods as fishermen/farmers (Muda et al., 

2017). This program facilitates the enhancement of knowledge and skills for assisting groups through 

technical training, such as: 

1. composting training; 

2. Seaweed nursery; 

3. processing of coconut husk waste; 

4. mangrove cultivation; 

5. marketing and networking. 

Program objectives is to increase people's income by empowering human resources in managing 

natural resources (Lubis et al., 2016; Gusnardi et al., 2017; Nurzaimah et al., 2016; Muda et al., 2017 & 

Dalimunthe et al., 2017). The Approach used refers to the principles of openness, participation, local 

characteristics and sustainability and activity results is community group assistance includes; organization, 

administration, capital, and productive enterprise and development of new groups. 
 

2.3. Implementation of PEMP and PNPM-MKP Programs 

 The Coastal Community Economy Empowerment Program (PEMP), according to Kurniasari and 

Reswati (2011), was launched in 2001 and ended in 2009. PEMP objectives in general are to improve socio-

economic welfare of fishermen communities, strengthening institutions and community participation, and 

also aimed to optimize  the utilization of marine resources and coastal sustainability.  

 The first target of the PEMP is the reduction effort of the rising fuel prices impact through 

increased revenues from business improvement and creating employment opportunities. Second, the 

establishment of sustainable marine resource-based productive economic activities at the lower level of 

society. Third, the processes of learning and participation are formed as an effort to empower local 

communities. Fourth, the establishment of microeconomic institutions in coastal communities (LEPP-M3). 
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Based on the poverty theory of Chambers, it can be said that the targets of the PEMP program above are an 

effort to get the poor out of the deprivation trap that would enable the potential of the poor to access the 

potentials around their environment and eliminate dependence. 

 For Deli Serdang District during 2001-2007, the PEMP fund disbursed was about IDR 

1.582.600.000 (one billion five hundred and eighty two million six hundred thousand rupiahs). The fund 

was rolled out in two stages, the first stage of IDR 632.6 million in 2001, and the second phase of IDR 950 

million in 2007. The fund was allocated in two villages, namely the Percut Village and Tanjung Rejo 

Village in the Percut Sei Tuan subdistrict. The allocation of the fund was channelled to motorboat 

assistances, bakulan, BBM, salted fish management, and revolving fisheries interest. Before the fund was 

given, the fishermen of Percut Village formed a group of fishermen whose members numbered about 4-5 

people. For PEMP's 2001 budget allocation in Percut, 15 groups of fishermen or so-called Community 

Beneficiaries (KMP) were formed, these groups then formed a parent cooperative to oversee all the groups 

that was later named as the Institution of Partnership of Rural Micro Coastal Economy Development 

(LEPP-M3). In 2001, the allocation was done by looking at the conditions of coastal communities that are 

in great need and the allocation of fund from the PEMP program was given to 55 families of fishermen. 

 About the management of productive economic funds (DEP), originally undertaken by the LEPP-

M3, was formed as a company owned by the coastal communities. Based on the data found in the field, the 

PEMP in Percut went well initially. This was marked by the increasing number of fishermen beneficiaries: 

from 15 groups (55 households) in 2001 to 24 groups (100 households) in 2005. This condition occurred 

because of the growing role of LEPP-M3 from the initial role to simply facilitate the marketing of seafood. 

The origin program was for LEPP-M3 to become a marketing container of fishery and marine commodity 

processing, such as mangrove seed juice, seaweed jellies, and salted fish marketing, all of which are the 

result of industry-based households and members of the beneficiaries, and increased budget allocations 

disbursed by the government to the LEPP-M3 cooperative (IDR 632,600,000 in 2001 increased to IDR 

950,000,000 in 2007). But at the end of the year 2008, the program (PEMP) has decreased, until then in 

2010 the program stopped along with termination of Bank Bokupin's contract with the fishermen's 

cooperative, due to the large number of unpaid credit arrears by members of the cooperative. For Percut 

Village, the PNPM-MKP fund is used for Direct Community Assistance for Rural Business Development 

(BLM-PUMP) Capture Fisheries and BLM PUMP Processing and Marketing. Based on data from 

informants, in 2012 there were four groups of fishermen who received assistance, consisted from 2 groups 

of capture fishermen and 2 groups of processing and marketing fishermen. In 2013, there should be 6 groups 

of fishermen entitled to get aid, 3 groups of capture fishermen and 3 groups of processing and marketing 

fishermen, but because of disputes that occurred within the 3 groups of processing and marketing fishermen, 

only the group of capture fishermen who had gotten assistance. 

2.4.  Program Impact and Cause of Failure 

The results of research, at the beginning of the implementation of both of the PEMP PNPM KP 

programs ran well. For PEMP programs starts from 2001 to 2010 for example, business units developed by 

Mitra Mina Sejahtera Cooperation includes (1) fishing business unit (2)  Mina Swamitra savings and loan 

unit (3) coastal shop business unit. The effort is very beneficial for group members. These benefits are 

among other things; the change of fishing gear from canoes to motorboats, causing the fishermen fishing 

roaming range to increase by 2-3 miles from the beach. In turn, increasing the total number of fish caught. 

What is found on the field is not different than what Suryawati and friends found (2013), there is an increase 

in the number of fish caught by group members of the program before and after the program was 

implemented. For the PUMP BLM program for example, from the fourteen provinces studied, they 

mentioned that there has been an increase in the number of fish caught from program beneficiaries from 

only 3,400 tons to 4,000 tons. This growth also occurred in the number of production groups of beneficiaries 

of PUMP BLM program of aquaculture fishery. From the production side there is an increase of 4000 kg - 

9000 kg. Changes in fishing gear induce an increase in fishermen's income, let alone the selling price of 

fisherman catches at Mitra Mina Sejahtera cooperative is higher compared to the selling price of traders 

and other merchants. The findings are similar to those found by Nuraini (2008) in other villages, namely 

from 21 types of catches, there are 4 types of fisherman catches priced with the highest price in the PEMP 

institutions, namely medium shrimp, kelong shrimp, tongue fish, and octopus. For the other 17 catches, the 

selling price of fishermen catch varies, however, the prices offered by PEMP institutions are higher when 

compared to bargain prices and other merchants. The assistance of the fishing gear program also reduces 

the expenditure because the fishermen no longer spend boat rent to merchants. 
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3. METHODS  

The type of this research is qualitative descriptive one. Qualitative descriptive research attempts 

to describe a social phenomenon. In other words, this study aims to describe the nature of something that 

is going on at the time of study (Nasir et al., 2017, Muda, 2017; Azlina et al., 2017). This qualitative method 

provides complete information, so that it is useful for the development of science and more applicable to 

various problems. Descriptive method of investigation is focused on solving existing issues in the present. 

This method tells, analyzes, and classifies; investigate by survey technique, interview, questionnaire, 

observation, or by test technique; case studies, comparative studies, time and motion studies, quantitative 

analysis, cooperative or operational studies (Tarmizi et al., 2016; Sirojuzilam et al., 2016; Marhayanie, 

2017; Handoko et al., 2017; Erlina et al., 2017; Hasan et al., 2017 and Muda et al., 2018). Descriptive 

method is interprets existing data, for example about the situation experienced, a relationship, activity, 

outlook, attitudes that appear, or about an ongoing process, the influence that is being worked, the disorder 

that is emerging, inclining tendencies, tapered contradictions and so on. 

The main purpose of qualitative research is to understand the phenomenon or social phenomena 

by emphasizing more on the complete picture of the studied to detail it into interrelated variables (Muda 

and Dharsuky, 2015 & Lutfi et al., 2016 and Muda, 2018). The hope is obtained a deep understanding of 

the subject for subsequent generated a theory. Because the objectives are different from quantitative 

research, the data acquisition procedure and the type of qualitative research are also different (Muda, 2018). 

The research that has been conducted is aimed to describe the implementation and weakness of Coastal 

Community Economy Empowerment Program (PEMP) and National Program of Community 

Empowerment of Independent Marine and Fisheries (PNPM-MKP) on the traditional fishermen of Percut 

Village, Percut Sei Tuan in North Sumatra, Indonesia. Type of research is descriptive through qualitative 

approach with informant which has been determined by 10 traditional fishermen, the fishermen group 

committee and the marine and fisheries department’s officials. Data were collected by observation, in-depth 

interview and focus group discussion (FGD). 

4. RESULTS AND DISCUSSIONS 

4.1.  Results 

Despite the positive impacts of the program at Suharto's (2009) beginning, in assessing the impact 

of the program, it is not only seen how large the program contributes to the increase in income, but also can 

be seen how large the program can reduce the amount of expenditure. In the context of PEMP and BLM 

PUMP, the reduction of fishermen's expenditure can be seen in several ways. First, the cost of rent and of 

profit sharing with the merchant. According to the informant of the pattern of profit sharing that has been 

done, the amount of all the profits cut by expenditure (fuel operations and other sailing needs). Two parts 

to merchant, one and a half part for captain (captain of the ship). The rest is distributed evenly to all crew 

members who went to the sea. For example the earnings of sailing of Rp.500.000 with the number of 

personnel who went to sea, three members (one ship captain and two crew members) then the profits 

respectively are each is Rp. 200.000 for the merchant, Rp. 150,000 for ship captain, two crew members 

each get Rp.75.000. This pattern is actually very detrimental to fishers, because in addition merchant getting 

more profit (two parts of the profit), they are also obligated to sell the catch to the merchant, which usually 

has a cheaper price if sold to another merchant. Second, it is about yhe ship repair costs. In addition, to 

unbalanced returns, in the context of rent and profit sharing, fishermen are also charged other expenses, ie 

the cost of repairing the ship in case of damage. The costs of fishermen are much reduced after the fishermen 

get PEMP and or PUMP assistance, they no longer need to pay for profit sharing, because the vessels are 

their own, and the cost of repairing the vessels is cheaper because the need for sparepart is provided by the 

cooperative with cheaper price than that provided by the merchant. 

Another impact was the increase in the number of vessels given to fishermen beneficiaries of the 

PEMP and PUMP programs between 2001 to 2013, from 14 units in 2001. Then, it increased to 21 units in 

2005 (ships unit assistance from the PEMP program), and grew to 26 units in 2012 and 2013 (ship assistance 

units from PUPM 2 units in 2012 and 3 units in 2013). The addition of this number of vessels automatically 

adds job opportunities for fishers. This additional labour does not include additional labour as a cooperative 

employee, as well as processing of the catch (salted fish processing), and other household-based businesses 

(making mangrove seed juice, seaweed jellies) and so forth. 

Why are these programs unsustainable? One form of assistance provided by the government either 

PEMP program or PNPM MKP to Percut Village fishermen is a ship with a capacity of 3-5 GT, as well as 
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other fishing gear such as nets, fishing rods and buoys. The aid of fishing gear is ideally able to contribute 

to the improvement of the fishermen's economy, since this assistance is in addition to being equipped with 

operational assistance (fuel subsidies and other operational needs through coastal shops). It can also deduct 

rent or profit sharing that fishermen have to pay to the merchant. But in reality it is not so, from the research 

conducted, it is found the fact that the aid of ships and a set of fishing gear and other operational assistance, 

especially fuel can not be utilized properly by fishermen. There are several reasons why fishers utters why 

the fishing gear can not be utilized: First the fishing gear is not in accordance with the needs, according to 

the recognition of the ship's fishing aid needed is actually a vessel with a capacity of over 20 GT even with 

a capacity of over 30 GT but the program is a ship with 3-5 GT capacity. The words of this fisherman if we 

search using existing studies is not exaggerated; Bailey (1998), Betke (1998), Imron (2003), M Rifa'i (2013) 

and Kinseng (2014) states that with outboard motors or motor boats smaller than 20 GT, fishermen can 

only catch the furthest four miles from the coastline, while the waters above 4-12 miles can only be reached 

by vessels with a capacity of over 30 GT which amounts to no more than 19% of the total fishermen overall. 

This condition causes the fishing area about 4 miles from the coast to become a means for small fishermen 

to scramble about, while the fishing area of 4-12 miles to the Exclusive Economic Zone is only controlled 

by a handful of large fishermen and fishery companies. The fishing area is very wide and has a much more 

abundant fish resources. Even sadder, in reality, it turns out the area or the four miles area from the beach 

that should be the fishing area of small-traditional fishermen also encroached by modern fishermen with 

sophisticated fishing equipment. Unconsciously the program has encouraged competition among fishermen 

to compete for the catch of the "maximum" fishing areas (fishing grounds) whose stock of fishery resources 

is running out (overfishing). 

Secondly, subsidized fuel provided does not meet the needs of ship engines. According to the 

fishermen, the fuel provided by the Solar Pocked Dealer for Fishermen (SPDN) is actually more suitable 

for the needs of industrial machinery, so if used on the ship engine, the engine will experience excessive 

heat, and can trigger ship engine damage. This condition then encourages fishermen and or beneficiary 

groups to take shortcuts, by selling aid in the form of vessels and fishing gear and diesel (BBM) to other 

parties, and the proceeds are distributed to all members of the group. 

  It seems that what is found in the research location is not much different from Suharto's research 

(2008, 2009) that in the implementation of community empowerment the government tends to be trapped 

in the context of locality, partial, and uniformity so that the term warungisasi, cubeisasi, kambingisasi and 

shipisasi appears. There is a tendency that as if poverty can only be eradicated by community 

"empowerment" programs in a narrow sense. Empowerment seems to include only the provision of capital: 

opening small stalls in the village corner, giving cattle or goats for breeders and others. The simple 

assumption is that if poor people are given capital and trained, then they will have jobs and income. Then 

their life will be better and not poor anymore. Riatmosurato (2003) said that the government's poverty 

reduction programs tend to be stuck on a charity program in a broad sense, in the farmer empowerment 

program, for example, the government provides various assistance from seeds, fertilizers, pesticides and 

others without trying to understand more problem of farmer poverty, namely the absence of agricultural 

land. This opinion gives the message that how could PEMP and PUMP program be able to solve the 

problem of poverty of fishermen, because he did not touch the root of the helplessness of the fishermen, 

helpless because competing with modern ships, bribing with nature, powerless to increase opinions and 

aggravated because capture areas have experienced overfishing. 

4.2.  Discussion 

4.2.1. Business Capital Assistance Failure 

  Another type of assistance provided by the PEMP program in Percut Village is business capital 

assistance through the Productive Economic Fund (DEP). The purpose of DEP is actually to break the chain 

of the dependence of fishermen on loan sharks and merchants. So that productive economic efforts can 

develop and provide maximum benefits to fishermen. However, this DEP program did not run optimally. 

From studies conducted and studies conducted by other parties (Nuraini.2008, Lestari 2005, Hamdan, 2005, 

Nugroho, 2015, Sutomo 2003, Zamzami) against the effectiveness of DEP, they found several obstacles. 

First,  the obligation to provide collateral in the form of land certificates to a Management Bank has an 

account with the Bank as a prerequisite for obtaining capital assistance (Muda et al., 2016; Syahyunan et 

al., 2017). This obligation in addition caused the absorption of DEP funds become very small because most 

fishermen do not have a letter of land either in the form of land certificate from the village head, sub-district 

head, or certificate from the national land agency, also resulted in the distribution of DEP funds not on 

target, is not a member of the most vulnerable groups (poor), but fishermen whose economic side is good 
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enough. In about 2003 there was a change to these conditions indeed. The obligation to provide collateral 

in the form of land certification was removed, and for the granting of credit, the implementer only sees the 

location of the residence that the fisherman is a native of the village without having to complete the land 

guarantee requirements. 

Secondly, aid funds are not used for productive economic activities, but are used for household 

"consumer" purposes: purchasing electronic goods, motor vehicles, tuition fees, home improvements, etc.. 

This problem ultimately leads to a very small rate of return and rolling, especially at some level fishermen 

also developed an understanding that the funds distributed are grant funds and have no obligation to be 

returned. The third model of return is considered burdensome. The revenue share that must be incurred by 

fishermen in LEPP-M3 is 2-touch or 50% of the total yield with the following calculation; LEPP-M3 

requires profit sharing from fishermen of 50% of income, then from 50% is divided 75% for installments, 

5% for maintenance, 7.5 percent for capital development, and 12.5% for LEPP-M3 institutions. The 

revenue share for LEPP-M3 is 12.55 and then divided into 25% for administrators, 50% for managers, 5% 

for administration, 10% for Village Partners, 25% for village or village, 2.5% social funds, and 5% for 

coaching fund. This 2-touch load is considered to be very burdensome for fisherman, so to avoid the burden 

the fishermen then do not sell the catch or other productive economic yields to LEPP-M3 but sold it to other 

sides such as selling to an agent /merchant, even many of them who sell their catch at sea. Another reason 

why fishermen are not paying the installment is that of the lack of catch and / or failure to harvest in the 

fishpond. Extreme weather is the cliched reason put forward by fishermen when asking why the small 

catches and ponds are failing to harvest. 
 

4.2.2. Failure of Cooperatives and Coastal Stores 

In addition to functioning as a provider of venture capital and other necessities for fishermen in 

fishing operations, co-operatives and coastal councils also serve to accommodate sea products and or 

another productive business outcome. Besides, the Cooperative and Coastal Store is also mandatory to 

shorten the lane/business of trading and marketing of marine products. As we know, the fish trade route is 

very long and every lane/chain there is a price margin that if trimmed will prospering the fishermen. 

As already mentioned earlier that based on the results of a Study conducted by Adjuh (2006) and Manulang 

(2007) in Percut Village, showed that there is a considerable margin between the catch of fishermen to toke 

with toke sales to retailers and consumers, catch of local commodities, especially export commodities. For 

the catch of the catch of local commodities such as margin can reach 7-15 thousand rupiah / kg, where fish 

sold by toke from fishermen only worth Rp 18.000 but at the consumer level the price can reach Rp 27.000 

- Rp.35.000. For export commodities more considerate, Krapu fish, for example, is only priced at Rp 

120.000/kg, but the price changed to Rp. 400,000 when sold by toke to the exporter, and will reach 

Rp.800.000/kg (62 $ USA) at the aboard level consumer. The difference/ margin between the sales price to 

cooperatives, toke, and other collectors only in the range of Rp 500 - Rp 3000 rupiah. With installment load 

factor that will be cut off, the difference is not too big, coupled with the sale system in the cooperative 

indirect cash (payments made by cooperative 2-3 days after the transaction), then the group assemblies 

prefer to sell their catch and or their cultivation to other parties (other than cooperatives): toke, middlemen, 

and other collecto Despite the existing PEMP, as well as PNPM-MKP, the fact of these programs does lack 

the understanding of the traditional fishermen objective conditions in the fishermen community structure 

in general let alone the program initiated by top down planning. Although in the implementation of the 

program according to technical guidelines had combined both top-down planning and bottom-up planning 

models, in reality the bottom-up application is more concerned with the needs of the program. As a result, 

the program introduced by the government did not succeed in raising the standard of living of sustainably 

living of traditional fishermen. 

In general, PEMP and PNPM-MKP have not provided significant changes to the economic 

condition of the fishermen communities of Percut Village. This is characterized by low income, low level 

of education, cramped housing conditions, and minimal job diversification. The program has not been able 

to break the dependence of the fishermen on capitals either on the production side or the finance. 

Supposedly, the program should have been based on the felt-needs of the target group and in its 

implementation there should be an assigned assistant from the government to reside with the target group. 

Thus, the government could not be separated from the implementation but instead be present within the 

community, both physically and emotionally, so that the program can be sustainable.rs 
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5. Conclusion 

From the facts found in the field can be said that community empowerment programs, especially 

coastal communities (traditional fishermen) Percut Village, Percut Sei Tuan district, Deli Serdang regency 

failed. Regarding benefits, only the beginning of this program has enough benefits for fishermen: open 

opportunities/employment opportunities, increase the amount of income, and reduce the amount of 

"expenditure". It is just that the sustainability aspect, such as the PEMP program and PNPM MKP,for 

example, only runs for approximately eight years, while PNPM MKP (PUMP) only runs for approximately 

two years. Although there have been empowerment programs undertaken by ministries and local 

governments, the facts on the ground, these programs, lack of understanding of traditional fisherman 

objective conditions in the structure of fishermen community in general let alone programs that were top 

down planning. Indeed, in the implementation of the program according to technical guidelines combined 

with bottom up planning in effort to  to empower the fishermen community, but in reality the bottom up 

application field is more concerned with the needs of the program. As a result, the introduced program is 

not able to raise the standard of living of sustainably living of traditional fishermen. Supposedly, the program 

plan based on the felt needs of the target group and in its implementation is assigned an assistant from the 

government by residing with the target group. Thus, the government can not be separated from the 

implementation but present emotionally so that the program can be sustainable. 
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Abstract  

The paper aims is to investigate the mediation effect of regional development on the relationship 

between community participation to sustainable transportation in the city of Medan, North 

Sumatra Indonesia. This research was conducted by an explanatory approach using primary data 

with purposive sampling technique method based on criteria of 300 respondents. Data analysis 

techniques used was SEM (Structural Equation Modeling). The results of this study indicate that 

community participation has positive influence on regional development in the city of Medan, 

regional development has positive direct effect on sustainable transportation in the city of Medan, 

community participation has positive direct effect on sustainable transportation in the city of 

Medan, and community participation has positive indirect effect on sustainable transportation in 

the city of Medan. Regional development has positive mediation effect between community 

participation to sustainable transportation in the city of Medan, North Sumatra Indonesia.  

Keywords: SEM, Regional Development, Community Participation, Sustainable Transportation.  

JEL Codes:  H63, L91, R48, R58,  

1. INTRODUCTION 

Transportation system (sustainable transportation) is one aspect of sustainability 

(global sustainability), which has three interrelated components, namely: environment, 

society and economy. Big cities cannot be separated from the transportation system if 

they want to grow and develop well in the future, in this occasion, we will analyze the 

city of Medan, North Sumatra Indonesia. Urban areas, home to more than half of the 

world’s population, face unprecedented transportation and mobility challenges. With 

rapid population and economic growth, the demands for urban mobility are steadily 

rising. Globally, some 8 billion trips are made every day in cities of which nearly half 

(47%) are by private motorized modes. Almost all of which are propelled by fossil fuels 

(Pourbaix, 2011). In 2050, there may be 3 to 4 times as many passenger-kilometers 

travelled as half a century earlier (International Transportation Forum, Robert Cervero, 

2011). Therefore, the need for of infrastructure and energy is needed. The regional 

development is basically aimed to improve the welfare of the people of a region in a 

sustainable manner. The city of Medan is the gate of west area of Indonesia, as well as 
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the gate for the tourist to go to Brastagi in Karo highland, orangutan tourism object in 

Bukit Lawang and water tourism in Lake Toba. Medan is rapidly growing as the third 

largest city in Indonesia with high population growth, increasing activities and high 

mobility. However, without area enlargement, problems are occurred, especially in the 

regional development. Several issues that can be recognized are the flood management, 

transportation, traffic jam, cleanliness and garbage handling, street vendors’ arrangement, 

lack of open areas, slums and other issues. The handling of those issues should be 

conducted in well planned and coordinated actions, something that has not happened yet. 

A comprehensive and integrated action that involve public is something that must be done 

immediately. Public planning and participatory planning are applicable approaches that 

can be used so that the public feels the ownership of the city. 

Table 1. GRDP, The Population Growth and Total Area of Medan 2003 -2013 

Year 
GRDP 

(billion) 

Economic 

Growth 

(%) 

Population 
Area 

(Km2) 

Population 

Density/Km 

Long Road 

State Province City Total 

2003 22.017,78 5.75 1.993.602 265,10 7,520 79,250 45,10 2.951.380 3.035,41 
2004 23.623,14 7,29 2.006.142 265,10 7,567 79,250 45,10 2.951.380 3.035,41 

2005 25.271,63 6,97 2.036.185 265,10 7,681 79,250 45,10 2.951.380 3.035,41 

2006 27.210,12 7,67 2.067.288 265,10 7,798 70,920 45,10 2.951.380 3.035,41 

2007 29.352,92 7,87 2.083.156 265,10 7,858 79,520 45,10 2.951.380 3.035,41 
2008 31.334,34 6,75 2.102.105 265,10 7,929 79,520 45,10 2.951.380 3.035,41 

2009 33.430,69 6,69 2.121.053 265,10 8,001 79,520 45,10 2.951.380 3.035,41 

2010 35.822,22 7,15 2.097.610 265,10 7,913 140,70 11,94 3.017.400 3.170,04 
2011 38.576,23 7,68 2.117.224 265,10 7,987 121,40 24,48 3.032.560 3.102,32 

2012 41.519,32 7,62 2.122.804 265,10 8,008 111,80 33,20 2.951.380 3.096,38 

2013 44.696,27 7,65 2.123.210 265,10 8,009 73,030 40,20 2.951.380 3.064,61 

Source: North Sumatera Statistical Board (2017). 

Tabel 1 shows the population growth of Medan in the last 12 years, from 1,993,602 

in 2003 became 2,497,187 in 2014. That means the population had increased by about 

half million people. On the other hand, the total area is still the same (265,100 m2). This 

is the fact that stirs various issue as described by Prof. Sirojuzilam in his book 

“Problematics of urban and regional areas” 2011. This population growth is of course 

followed by the increase of activities, mobilities, and various life requirements as 

clothing, food and home. 

Various aspect of area development will surely cause transportation issue, as 

happened in many big cities in Indonesia; issues that including network operational 

aspects, financial, economy, environment and health (Marhayanie et al., 2017 and Muda 

et al., 2018). The indications of those problems can be seen in traffic jam, the increase of 

the proportion of personal usage, high level of accidents, inefficient consumption of fuel, 

etc. The regional development issues remind us that transportation problem requires 

participation from community, comprehensive thoughts and handling with an emphasis 

on increasing the efficiency and effectiveness of the existing infrastructures and optimize 

the limited resources in order of transportation system development to anticipate the area 

increasing (Sjafruddin, 2011). 

Table 2. Personal and Public Transportation in the city of Medan 2004 – 2013 

Year 

Passenger Car 

(amount and  

growth) 

Car Cart 

(amount and 

growth) 

Bus 

(amount and 

growth) 

Motorcycle 

(amount and 

growth) 

Total 

2004 140.302 

(8,04 %) 

104.776 

(5,34%) 

12.108 

(5,34%) 

756.560 

(5,34%) 

1.022.755 

(5,34%) 

2005 164,134 

(14,02 %) 

112.001 

(6,89%) 

12.406 

(2,46%) 

883.406 

(16,76%) 

1.172.127 

(14,6%) 
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2006 175.198 

(6,62%) 

116.184 

(3,73%) 

12.619 

(2,46%) 

985.745 

(16,76%) 

1.289.746 

(10%) 

2007 189.157 

(7,96%) 

120.328 

(3,56%) 

12.751 

(2,46%) 

1.103.707 

(11,96%) 

1.425.943 

(10.55%) 

2008 209.527 

(11,80%) 

140.986 

(17,20%) 

22.130 

(73,60%) 

2.104.026 

(90,60%) 

2.476.669 

(73,68%) 

2009 222.891 

(6,40%) 

144.865 

(2,80%) 

22.123 

(-7%) 

2.318.632 

(10.20%) 

2.708.511 

(9,36%) 

2010 241.012 

(8,13%) 

149.182 

(2,98%) 

21.680 

(-2%) 

2.914.520 

(25,7%) 

3.326.394 

(22,81%) 

2011 268.198 

(11,28%) 

154.657 

(3,67%) 

22.013 

(-1,54%) 

3.464.198 

(18,86%) 

3.909.066 

(17,52%) 

2012 293.945 

(9,6%) 

158.987 

(2,80%) 

22.277 

(-1,20%) 

4.188.215 

(20,9%) 

4.663.424 

(14,76%) 

2013 315.461 

(7,32%) 

161.689 

(1,70%) 

22.633 

(-1,60) 

4.881.783 

(16,56%) 

5.381.566 

(15,4%) 

   Source: Medan Statistic Biro (BPS), Department of Transportation of Medan 2015   

The number of personal and public transportation in Medan has increased in the last 

10 years from 1,022,755 units in 2004 to become 5,381,566 units in 2013 or 4,358,811 

units increasing (426%) as described in Tabel 2. On the other hand, the road length in 

Medan had only increased 29,2 km (0,096%). In 2003, the road length in Medan (state, 

province and city properties) was 3.035,41 km and became 3.064,61 km in 2013, which 

was barely grown. This condition will become even harder in the future without proper 

handling. Not to mention, the centre of economy, social, cultural and politics is the city 

area that causes a high increase of transportation’s sector. 

ANTARA News (2013) published the wasted social cost that caused by traffic jam in 

Jakarta Indonesia and the surroundings which were approximately 68 trillion rupiahs 

annually. How about Medan? Is there any calculation about the wasted cost? Analisa 

News (2014) published the lost social cost alone caused by traffic jam in the city of 

Medan, North Sumatra Indonesia was 5,2 trillion annually. These 68 trillion and 5,2 

trillion are huge amount which will bring significant benefits should they are allocated to 

improve the welfare of the society, education health system and or to develop 

infrastructures and public facilities. Therefore, for a better future development of areas in 

Medan, there must be knowledgeable about the effect of community’s participation role, 

development of transportation’s infrastructures, and well integrated sustainable 

transportation to be able to create a successful regional development of Medan with more 

benefits for all parties in the long term. Referring to the description of problems and 

possibility of problems that may be faced by Medan city in the future, the researchers 

present the title of research “The mediation effect of regional development in relationship 

between community participation to sustainable transportation in the city Medan, North 

Sumatra Indonesia”. 

Conceptual Frame of Research 

Based on the purpose of the research and literature study that had explained in 

previous chapter, the conceptual frame of research as follows: 
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Figure 1. Conceptual Framework 

Description of Symbols 

→:   Direct Impact 

      : Indirect Impact 

Community Participation 

CP1:  Decision Making 

CP2:  Implementation 

CP3:  Evaluation 

Regional Development 

RD1:  Enhancement of Local Revenues 

RD2:  Economical Growth 

RD3:  Labor 

Sustainable Transportation 

ST1:  Social 

ST2:  Economy 

ST3:  Environment 

 

2. METHOD 

Quantitative research is the research that is intended to express the symptoms in a 

holistic-contextual manner through the collection of data from the natural setting by using 

the researcher self as a key instrument. Quantitative research is descriptive and tends to 

use inductive approach analysis (Muda, 2017). Process and meaning are more highlighted 

in qualitative research. Quantitative research is more prominent in the form of a narrative 

that is creative and deep and shows the characteristics of naturalistic full of authentic 

values (Erlina et al., 2017; Sihombing et al., 2017; Muda et al. & 2017 2018). Community 

participation is an active involvement of the society in the process of decision making, 

application, result’s utilization and evaluation. Regarding that, the Community 

Participation can be described as the involvement of the community in ideas, mentally 

and emotionally during the process of decision making, implementation, result’s 

utilization and evaluation of the development of Medan city. The indicators of community 

participation in this research were measured by (1) decision making; (2) implementation 

and (3) evaluation. 

2.1 Research Design 

This is an explanatory research, conducted by explaining generated symptoms of the 

research object, and aim to explain the causality relation (Hutagalung et al., 2017; 

Situmorang et al., 2017; Pohan et al., 2018; Muda and Nurlina, 2018; Muda and 

Hasibuan, 2018 & Kesuma et al., 2018) . This is to find whether there is a connection 

between community participation and sustainable transportation via regional 

development in the city of Medan, North Sumatra Indonesia. 

2.2 Time and Location of Research 
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The location of this research was in centre area, middle area, and suburban area of Medan 

city. It was specifically conducted in main stations in Medan and also several offices for 

principals and staffs of related institutions; Regional Planning Agency (Badan 

Perencanaan Daerah), Land Transportation Employers’ Organization (Organisasi 

Angkutan Darat), Department of Transportation (Dinas Perhubungan), Public 

Transportation Organization of Indonesia (Masyarakat Transportasi Indonesia), 

Cooperative Public Transportation of Medan (Koperasi Pengangkutan Umum Medan). 

The time of research was started in June 2016 until September 2016. 

2.3 Population and Samples 

The population of this research was citizen of Medan North Sumatra Indonesia. The 

number of citizens in 2015 was 2,468,429; consisted of 1,241,826 males and 1,226,603 

females. The objects of this research were stakeholders of public transportation (public, 

users, owners, and other related stakeholders) that related to the research. The sampling 

collection method was non-probability sampling technique (purposive sampling), which 

was one of the sample collection techniques that was purposively conducted based on 

certain criteria from the researchers. The researchers decided the taken samples based on 

certain criteria or consideration that was related to the research, community of 

transportation in the city of Medan. The criteria were as follows: 

1.  Drivers of public transportation in the city of Medan. 

2.  Users of public transportation in the city of Medan. 

3. Drivers of becak motor (pedicab) in the city of Medan. 

4. The owners of public transportation in the city of Medan. 

5. Committees and or members of ORGANDA of Medan (Organisasi Angkutan Darat). 

6. Committees and or members of MTI of Medan (Masyarakat Transportasi Indonesia) 

7. Committees and or members of KPUM of Medan (Koperasi Pengangkutan Umum 

Medan) 

8. Officials and staffs of department of transportation of Medan (Dinas Perhubungan) 

9. Officials and staffs of urban planning of Medan (Perencanaan Kota)  

10. Officials and staffs of bina marga of Medan (Dinas Pekerjaan Umum) 

11. Officials and staffs of BAPPEDA of Medan (Badan Perencanaan Daerah) 

The number of respondents was decided according to Roscoe opinion (Sugiono, 

2003), that mentioned that regardless the population number in social research, the 

appropriate number of samples should be between 30 to 500 persons. The determination 

of sample numbers used Slovin formula because the number population in this research 

was known (Sangadji et.al.,2010). The Slovin formula is  

)1/( 2NeNn +=  

Note 

n = samples number 

N = population size 

e = Percentage of allowance because of mistakes in sample collection that can be 

tolerated (10%). 

The number of population (N) in the research is 2,468,429 of citizens of Medan in 

2015, with the mistake assumption (e) of 10%, the minimum sample numbers to be used 

in this research is:  
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=n 













+ 2)10.0(2,468,4291

2,468,429
 

    n = 100.0 

The minimum number of samples chosen was 100 persons to anticipate the outlier 

sample data (not suitable with the need of data measurement) and also because there will 

be the application of maximum likelihood estimation technique, it will require 300 

samples. Based on that opinion, the sample numbers will be 300 respondents related to 

the research. 

2.4 Data Analysis Technique 

The analysis technique used to answer the hypothesis test is Structural Equation 

Model (SEM) with programme AMOS 21.0 and SPSS 15.0. Structural Equation Model 

(SEM) is a series of statistical techniques that enable test of a sequence of relatively 

complicated relations simultaneously (Ferdinand, 2000; Muda et al., 2018). Steps of SEM 

development are as follows: 

1. Theory-based model development. 

2. Development of line chart to show a casualty relation. 

3. Conversion of line chart into series of structural equation and measurement model 

specification. 

4. Choosing of input matrix and estimation technique regarding developed model. 

5. Evaluating identification issue. 

6. Model evaluation with goodness-of-fit criteria. 

7. Interpretation and model modification. 

2.5 Hypothesis 

The hypothesis is temporary assumptions using prior to the research (Sugiyono, 

2010, Sirojuzilam et al., 2017; Lubis et al., 2017; Tarmizi et al., 2017; Erlina et al., 2017 

and Muda et al., 2018). A research hypothesis is the statement created by researchers 

when they speculate upon the outcome of a research or experiment (Martyn 

Shuttleworth). Based on the above conceptual frame figure, the hypothesis can be 

formulated as follows: 

H1:  The Community Participation is positively affecting the regional development in the 

city of Medan. 

H2:  The Community Participation is positively affecting the sustainable transportation in 

the city of Medan. 

H3: The Community Participation is indirectly affecting the sustainable transportation   

through regional development in the city of Medan. 

H4: The regional development is positive mediation effect between community 

participation to sustainable transportation in the city of Medan. 

3. RESULTS 

3.1 Confirmatory Factor Analysis 

The CFA test was intended to know whether the indicators are representative enough to 

shape each inherent variable including Community Participation (X), Regional 
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Development (Z), and Sustainable Transportation (Y); all with the help of AMOS 21.0 

3.1.1 CFA of Community Participation Variable (X) 

The data processing result of confirmatory analysis of Community Participation can be 

seen in figure 2 as follows: 

 
Figure 2. Confirmatory analysis of Community Participation 

Based on the confirmatory analysis in figure 2, the variable indicators of Community 

Participation consist of decision making (CP1), implementation (CP2), and evaluation 

(CP3) have convergent validity score (loading factor) above 0,5. That means all three 

indicators are eligible to shape the Community Participation variable. 

3.1.2  CFA of Regional Development Variable (Z) 

 The data processing result of confirmatory analysis of regional development can be 

seen in figure 3, as follows: 

 
Figure 3. Confirmatory Analysis of Regional Development 

Based on confirmatory analysis in figure 3, the variable indicators of regional 

development consist of increasing of district own revenue (RD1), economic growth 

(RD2), and labours (RD3) are in convergent validity value (loading factor) above 0,5. 

That means those three indicators are eligible to shape the variable of regional 

development. 

3.1.2.1  CFA Variable of Sustainable Transportation (Y) 

 Data processing result of confirmatory analysis of sustainable transportation can 

be seen in figure 4 as follows: 

 



[JUNIOR SCIENTIFIC RESEARCHER     JOURNAL] JSR 

 

61 Vol. IV │  No. 1  │  May 2018|  

 

 
Figure 4. Confirmatory Analysis of Sustainable Transportation 

Based on the confirmatory analysis in figure 4, the variable indicators of sustainable 

transportation that consists of social (ST3), economy (ST2), and environment (ST1) are 

in convergent validity value (loading factor) above 0,5. That means those three indicators 

are eligible to shape the variable of sustainable transportation. 

3.2 Construct Reliability and Variance Extract Test  

The test result of construct reliability can be seen in table 3 that explained the 

construct reliability of latent variables in this research as follows; 

Table 3. Test Result of Construct Reliability 

Construct Indicators 

Standardize 

Factor 

Loading 

SFL 

Kuadrat 

Error 

[ɛj] 

Construct     

Variance 

Reliability    

Extracted 

Construct 

Community 

Participation (X) 

CP1 0.900 0.810 0.190 

0.916 0.78 CP2 0.874 0.764 0.236 

CP3 0.881 0.776 0.224 

Regional 

Development (Z) 

RD1 0.908 0.824 0.176 

0.926 0.81 RD2 0.886 0.785 0.215 

RD3 0.900 0.810 0.190 

Sustainable 

Transportation (Y) 

ST1 0.995 0.990 0.010 

0.901 0.76 ST2 0.690 0.476 0.524 

ST3 0.897 0.805 0.195 

Limit Acceptable         ≥ 0,7 ≥ 0,5 

   Source: data processing result using AMOS 21.00, 2017 

Table 3 shows that the result of internal consistency reliability test for every 

construct indicated good result, that is the coefficient of construct reliability achieved is 

suitable was the appropriate limitation > 0.7 (Ferdinand, 2002 and Muda, 2018). 

3.3 Result of AMOS 

AMOS or measurement model testing. Model measurement is part of SEM model 

that consists of the latent variable (construct) and several manifest variables (indicators). 

The purpose of test is to see how exactly those manifest variables are able to explain the 
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existing latent variable. The test result can be seen in Figure 6 and Table 4. 

 

Figure 6. Measurement Model before Modification 

 

Table 4. Evaluation of criteria Goodness of Fit Indices before Modification Model 
Criteria Results Critical Values Model Evaluation 

Chi-Square 68.578 ≤ χ2 tabel (51.18) Not Fit 

Probability 0.000 ≥ 0,05 Not Fit 

CMIN/DF 2.857 ≤ 2,00 Not Fit 

RMSEA 0.079 ≤ 0,08 Fit 

GFI 0.954 ≥ 0,90 Not Fit 

AGFI 0.914 ≥ 0,90 Not Fit 

TLI 0.969 ≥ 0,95 Marginal Fit 

CFI 0.979 ≥ 0,94 Marginal Fit 

                 Source: data processing result using AMOS 21.00, 2017. 

The calculation result of SEM model had yielded index goodness of fit as shown in 

table 4. The chi-squares value and probability is showing a slightly bad result. But then 

the chi-squares value are highly sensitive to the amount of samples, and the RMSEA value 

is quite not fit. Therefore, it is recommended to apply SEM model modification. The result 

of SEM modification can be seen in Figure 7 and Tabel 5 
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Figure 7. Model Measurement after Modification 

 

Table 5. Criteria Evaluation Goodness of Fit Indices after Model Modification 
Criteria Results Critical Values Model 

Evaluation 

Chi-Square 28.878 ≤ χ2 tabel (48.27)  Fit 

Probability 0.148 ≥ 0,05 Fit 

CMIN/DF 1.313 ≤ 2,00 Fit 

RMSEA 0.032 ≤ 0,08 Fit 

GFI 0.980 ≥ 0,90 Fit 

AGFI 0.960 ≥ 0,90 Fit 

TLI 0.995 ≥ 0,95 Fit 

CFI 0.997 ≥ 0,94 Fit 

                      Source: data processing result using AMOS 21.00, 2017 

3.4. Hypothesis Testing 

3.4.1.  Direct Effect Analysis  

The test result of direct effect hypothesis that submitted for this research is briefly shown 

in table 6. 

Table 6. Direct Effect Hypothesis Testing Result 
Hypothesis Direct 

Effect 
Estimate S.E. C.R. P Information 

Z <--- X 0.515 .061 8.433 *** Significant 

Y <--- Z 0.154 .063 2.454 .014 Significant 

Y <--- X 0.174 .065 2.687 .007 Significant 

Source: data processing result using AMOS 21.00, 2017. 

Table 6 shows the result of direct effect hypothesis testing, explained as follows: 

1. Community participation (X) is positively affecting regional development (Z). It can 

be seen from positive marked path coefficient of 0,515 with C.R. value of 8,433. 

There is also positive probability of 0,000 that is bigger than the determined positive 

level () of 0,05 (Muda et al., 2017). It is concluded that community participation is 
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positively affecting regional development. The first hypothesis that mentioned 

“Community participation is positively affecting the regional development in the city 

of Medan” is proven. 

2. Community participation (X) is positively affecting sustainable transportation (Y). It 

can be seen from positive marked path coefficient of 0,174 with C.R. value of 2,687. 

There is also positive probability of 0,007 that is bigger than the determined positive 

level of 0,05 (Muda et al., 2018). It is concluded that community participation is 

positively affecting sustainable transportation. The second hypothesis that mentioned 

“Community participation is positively affecting the sustainable transportation in the 

city of Medan” is proven. 

3. Regional development (Z) is positively affecting sustainable transportation (Y). It can 

be seen from positive marked path coefficient of 0,154 with C.R. value of 2,454. And 

there is also positive probability of 0,014 that is bigger than the determined positive 

level () of 0,05. It is concluded that regional development is positively affecting 

sustainable transportation. The third hypothesis that mentioned “Regional 

development is positively affecting sustainable transportation in the city of Medan” 

is proven. 

3.4.2.  Indirect Effect Analysis 

The test result of indirect effect hypothesis proposed in this research is briefly 

shown in Table 7. 

Table 7. Indirect Effect Hypothesis Testing Result 
 X Z Y 

Z .000 .000 .000 

Y .079 .000 .000 

Source: data processing result using AMOS 21.00, 2017 

Table 7 shows the testing result of indirect effect hypothesis that explained as follows: 

1. Community participation (X) is indirectly affecting sustainable transportation (Y) 

through regional development (Z) or Z was as a mediation effect. It can be seen from 

the positive marked path coefficient of indirect effect of 0,079. The fourth hypothesis 

that mentioned “Regional development is positive was a mediation effect between 

community participation to sustainable transportation in the city of Medan. 

4. Discussions 

4.1. The Effect of Community Participation to Regional Development 

The data analysis result and findings from this research shows that community 

participation is positively and significantly affecting the regional development, so that the 

first hypothesis “Community participation positively affecting the regional development 

in the city of Medan” is proven. This finding means the Community participation will 

give positive effect to the regional development. The community participation that 

supports various decisions regarding to the regional development will support the process 

of achieving the regional development’s target. The result of this research supports the 

statement of Arnstein (1969) that mentioned that participation as power redistribution 

would enable those whose economically and politically marginalized to be deliberately 

getting involved in the planning of the future development. The strategy of participation 
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application is reached by involving the community in information sharing, goal 

formulation, policies setting, funding resources allocation, operational of program and 

distribute the gained benefits. In other words, it should involve community since the 

planning until implementation and the equity spreading of the results and including the 

controlling phase. 

According to Sukawi (2010), the involvement of community in public consultation 

is a role manifestation of community regarding spatial planning, that in term of 

suggestion, advice or objection to the government. It is also stated in the opinion of 

Ericson (in Slamet, 1994) that participation in the stage of implementation is an 

involvement of a person in the work stages of a project. Sutami (2009) mentioned that the 

activities of the community to participate in development is quite strong in PPMK.  

 

4.2. The Effect of Community Participation to Sustainable Transportation 

Based on data analysis result and findings in research, there is the conclusion that 

community participation is positively and significantly affecting the sustainable 

transportation, so it can be said that second hypothesis “Community participation is 

positively affecting sustainable transportation in the city of Medan” is proven. 

Community participation is positively affecting sustainable transportation, according to 

opinion of A.R. Barter Tamin Raad (2000) who mentions sustainable transportation 

system must possess principles that ensures enough access to all part of society including 

the disables, children and elderly to at least acquire their basic needs as healthcare, 

education and job opportunity. The transportation system was provided for public. 

Therefore, public must have enough portion to participate in deciding the transportation 

mode and also to involve in the procurement process. Every level of society must be 

included, regardless their capability to possess certain transportation facilities such as car 

or motorcycle. This participation must be nurtured so that their opinion is calculated in 

the process of planning, implementation and management of transportation system of the 

city. Transparency is one important thing to keep. Availability and transparency of 

information during the process is a warrant for the conduct of good and public oriented 

system. 

4.3. The Effect of Regional Development to Sustainable Transportation 

Data analysis result and research’ findings showed that the regional development 

significantly and positively affects the sustainable transportation, so the third hypothesis 

“Regional development is positively affecting the Sustainable transportation in the city 

of Medan” is proven. This research’s findings mean that the regional development will 

positively affect the sustainable transportation. According to Lawrence W. LAN research, 

in the transportation sector, some important undertakings for sustainability are also 

examined. To be sustainable, overall transportation systems including infrastructures, 

vehicles, operation and maintenance must not endanger the public health or ecosystems 

while meeting the mobility needs. They must at least comply with two basic principles: 

use of renewable resources at below their rates of regeneration and use of non-renewable 

resources at below the rates of development of renewable substitutes. The research of 

Sunardi (1999) in Magelang region has proved that accessibility factor is the potential 

area factor that closest related with the service facilities availability compared with other 

area’s potential factor. The accessibility factor was determined by comparing areas wide-
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ranging with road’s length. In other word, the more crowded the transportation line is the 

bigger possibility is the avaiability of service facilities.  

4.4. The Effect of Community Participation to Sustainable Transportation through 

Regional Development 

The result and finding of the research declared that the community participation is 

indirectly affecting sustainable transportation through regional development in the city of 

Medan. That means the community participation had of course through several ways, that 

is participation in decision making, the participation in proposing ideas in strategy and 

policy decision in the management of public transportation in the city of Medan. The next 

is community participation in investment, that means community must be actively 

involved in the operations such as involved in the procurement process, and to decide the 

route of the transportation to avoid any route’s overlapping that leads to conflict 

(Sirojuzilam et al., 2017 and Achmad et al., 2017). Some crowded routes are packed with 

numbers of transportation owners, and the less crowded routes are less interesting for the 

business owners. Another problem arise is the number of unregistered public 

transportation that increased and caused conflict with the registered transportation 

owners. Also, the increasing number of illegal station in Medan. Regarding those issues, 

there is an urgent need for supervision and strict law enforcement to those who break the 

regulation. The third is through the community participation in the evaluation of public 

transportation’s performance. That means the community participation in term of 

providing inputs should have their best opportunity by creating regular meeting forum 

and forum for the owners of public transportation.  

5. Conclusion 

The results of this study indicate that: 

1. Community participation has positive influence on regional development in the city of 

Medan,  

2. Regional development has positive direct effect on sustainable transportation in the 

city of Medan,  

3. Community participation has positive direct effect on sustainable transportation in the 

city of Medan,  

4. Community participation has positive indirect effect on sustainable transportation in 

the city of Medan.  

5. Regional development has positive mediation effect between community participation 

to sustainable transportation in the city of Medan, North Sumatra Indonesia. 
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Abstract 

 Qualification of personnel is a complex transformation of the workforce, which could be 

employed personnel, unemployed people or young graduates of EQF3 or EQF4 education system. 

Qualification is followed by certification, which is tool that is able to redraw the position of the 

workforce on the labour market, in full respect to the technical developments: mechanization, 

automation and robot. The paper presents the main elements related to the accessing of the 

qualification processes, taking as case study the situation of the welders who are replaced by 

mechanized devices. The welder becomes an operator and he is forced to access new qualification 

system, in order to receive the knowledge, the abilities and the competences which are necessary 

for the operating of the device. The structure of such qualification system is considered to be: 

definition of the qualification, access conditions, the curriculum for the training, examination 

conditions of the trained personnel and the type of the diploma to be offered to the trainee who 

passed the exams. 

 

Keywords: qualification of personnel (J2), competences (J2), conversion welder – welding 

operator (J2), reduce unemployment (J6), qualification system structure, structural 

unemployment (J6). 

JEL Classification: J2, J6. 

 

Introduction 

 

Nowadays, it is recorded a continuous and intense struggle in the battlefield of 

“productivity vs. employer”. Companies’ interest is in the way of quality and productivity 

increasing. The global social interest is strictly related to an assured existence, to safety 

and to the wage for the developed work. On this battlefield the victory seems to go to the 

companies which replace the hand work with the mechanized or automated or robot work. 

New concepts are topics of the discussions on these measures (Estelle Lagorce, Director, 

Global Partner Marketing at SAP Innovations introduced the two concepts during the 

second episode of the seria of 3, presented to Radio SAP together with experts of 

Deloitte,  Coffee Break with Game Changers Radio): “muncreation” – increasing of the 

social component who brings creation in their work and “templosion” – accelerate 
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increasing of the bi-directional relation between the processing machine and the IT 

systems. 

The alerts raised by the changes of the labour market trends, regarding the 

conditions of employee functioning (safety, wage, level of qualification, involvement, 

loyalty to the company, …) are very often today. Year 2017 recorded important alerts 

mainly being related to the development of the artificial intelligence (AI). The peak of 

worry was marked by global responses to Canada's granting of a Canadian citizenship to 

a robot. Among the last moment alerts, two alerts are considered to be very important due 

to their consistency of the analytical support. The alerts are accompanied by potential 

solutions offered by the analysis houses who raised the alerts. 

Global Management Consulting McKinsey Company raised in November 2017 

alert on the future effects of the IA involvement in the labour market. It is concluded that 

about 375 million people should change their work, until 2030, due to the automation of 

the processes which are implemented in different fields (Manyika et al., 2017). A solution 

to that breakage of the labour market would be the modification of the thinking on the 

future of the workforce: lifelong learning and professional dynamics (changes of own 

qualifications and often changes of the jobs). The worst prognosis of McKinsey addresses 

about 800 million of employees that will be affected by the increasing of the level of 

mechanization / automation and robot in a future that means the next 2-3 generations. 

And that will be recorded not in the developed countries only, but in the developing 

countries, as well (Manyika et al., 2017). The analysis of McKinsey covers the American 

and the European and the Asian and the Australian continents and it considers more than 

50 countries. Figure 1 shows the evolution of the share of total employment by sectors 

for the last 170 years. 

 

Figure No. 1 Evolution of the changes recorded by the distribution of the 

employment in USA, for period 1850-2015 

 
Source: https://www.mckinsey.com/global-themes/future-of-organizations-and-

work/what-the-future-of-work-will-mean-for-jobs-skills-and-wages#part3 

https://www.mckinsey.com/global-themes/future-of-organizations-and-work/what-the-future-of-work-will-mean-for-jobs-skills-and-wages#part3
https://www.mckinsey.com/global-themes/future-of-organizations-and-work/what-the-future-of-work-will-mean-for-jobs-skills-and-wages#part3
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The second study we intend to discuss here is a study performed by the 

independent European research company Pierre Audoin Consultants (PAC) for Fujitsu 

Company (FUJITSU EMEAI, 2017). The study was published in November 2017, as the 

previous presented. The study concluded that the new requirements of the workforce and 

the variable business environment bring negative influence to the productivity of the 

fabrication systems. The authors of the study consider that the actual condition for the 

safety of the work in a specific job, and the actual conditions for the safe keeping of the 

digital information, and the regional culture and habits specificities and the persistence of 

old technologies, together with the lack of capacity of the companies to introduce new 

technologies, lead to a conservation of the productivity level. And the limits of 

conservation are lower than the potential of the day. The study presents the issues met by 

the managers, there measures recording lower than expected impacts, due to the fact that 

the actual installed technologies play as obstacle for the development of the fabrication. 

The solution offered by the PAC consists of the initiation of a serious effort of the 

companies in the direction of the replacing the old technologies with new advanced and 

improved technologies, by mechanization and/or automation and/or robot applied on new 

fabrication technologies. The social effect which is related to the relation between the job 

and the employee, brought by such measures, is not commented in the study but left for 

the moment when will be recorded. 

So, it could be launched a discussion on the increasing of the structural 

unemployment for the developed and the developing countries. The structural 

unemployment is one of the recognized components of the losing jobs phenomenon, 

which has among its main factors the restructuration of the fabrication system (Amadeo, 

2017) by the introduction of specific devices dedicated to the replacement of the human 

factor of the workforce. The analysis performed to the level of the producers, as 

economical entities, the main jobs which suffered and it will suffer in short period 

replacement of the human factor with machines and/or devices are related to the welding, 

soldering, cutting, mechanical processing, plastic deformation or casting processes, 

together with the logistics operators who serve the numbered jobs. 

The replacement of a welder can be total and in such situation all the welders in 

discussion will be replaced by one or several process surveillance operators (Savu, 2010), 

because the welders will be replaced by specific machines which are able to apply the 

technological process. In this case new category of personnel appears, the personnel who 

regulate the equipment.  

Watching such process of replacement by far, it gives the idea of a dramatically 

increasing of the unemployment among the welders who are subjected to replacement. 

The idea seems to be false because the requests for welding specialists in Romania, from 

welder to welding engineer, is for the 8th year (Autoritatea Națională Pentru Ocuparea 

Forței De Muncă, 2017), consecutively, over the level of the fresh unemployment in the 

same field. The unemployment among the welders is predominantly a cyclic one, and it 

is mainly due to the bankruptcy of the companies. 

Taking account of all these aspects, it keeps in the society a necessity of 

professional conversion of the people involved in the manual welding. They will remain 

on their jobs but having new duties and responsibilities. In the new system of fabrication 

they will act as operators who adjust the parameters on a machine and apply surveillancec 

of the mechanized / automated process. 
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South and south-west regions of Romania met, starting with 2012, important 

transformations from this point of view. Examples of such transformation are many 

among the big producers from the region between Mehedinți – Argeș. 

Ford Company introduced in Craiova about 200 of automated and robot 

fabrication positions, between 2008-2015. They were dedicated to the plastic deformation 

processes, to the painting processes and to the mastic deposition. In 2017 other 190 robots 

were implemented for the fabrication of the bodyworks and chassis for the new model 

EcoSport (Ford România, 2016). The company did not fired any welder, but applied 

reconversion of the welders, locksmiths and dyeing personnel into the 

controllers/adjusters of newly introduced equipment. More, the new facilities created for 

the named model, lead to the creation of 1700 new jobs, most of them for personnel to 

adjust the parameters of the equipment. 

Dacia Renault Company recorded single robot in 2004 in the factory that produced 

the first generation of Logan model. The robot was dedicated to the deposition of mastic 

to the front and back windows. In the end of 2015, for the 464 welding shops dedicated 

to the car bodywork only, were used 47 robots and 167 devices dedicated to the 

mechanization and automation of the processes involved in fabrication (Alecu, 2012). So, 

about 10% of the welders should be involved in professional reconversion process, from 

welder to welding operator. In 2016, robots replaced 20% of the employee, so, it was 

necessary a cut of personnel from 14,000 to 13,200 (Gavril, 2015). In total, for the 

welding and plastic deformation processes, which are involved in the fabrication of the 

car bodywork, the automation level increased from 10% to 30% during the period 2014-

2016 (Business Magazin, 2015). That meant 42 welders to lose their jobs, but they were 

converted to operators of the welding machine and surveyors of the automated welding 

processes. 

A producer of heavy machines and devices from Craiova, started to update the 

technologies involved in its fabrication even from the crisis period, an during the period 

2010-2012 involved in the fabrication new automated processing machines and 

equipment, expecting an increasing to double of the production (Alecu, 2015). The 

decision required the qualification of 30 existent or new employees to operate the welding 

equipment. 

The shipyards from the S-V region of Romania approached lower volume of 

technology update. They mechanized several welding processes which are dedicated to 

the panels assembling and to the joining of two volume sections. In a study we organized, 

it has been observed that about 10 welders become welding operator in a year. For that 

conversion they require a training session before accessing qualification and certification. 

So, the technological decisions and measures dedicated to the economic 

development of the companies subsequently involve a necessity of professional 

conversion of personnel from manual to operating personnel. Such conversion process is 

available if applied together with a harmonized qualification system, specific to the new 

position as operator. 

A missing of the reconversion process, when involve new technologies in 

fabrication, will make the personnel and the population vulnerable to the change. The 

effect is similar to the changes brought by the crisis in 2009-2011 (Cristea și Dănciulescu, 

2016). Specific to that period was an increasing of the unemployment due to the crisis 

and due to the lack of solutions to the crisis effects, in the conditions of fabrication which 

had predominantly manufacturing character. Only late, towards the end of 2011, the 

employers considered that a better qualification of their own personnel and an 
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improvement of the fabrication system could be solution to step forward from crisis 

(Mergeani și Dănciulescu și Dănciulescu, 2017). Year 2012 recorded new important 

programs of professional reconversion for the employed personnel or for the unemployed 

people. 
 

Qualification system for the operating personnel 

Regarding the reconversion of personnel a problem has been identified: lack of 

harmonization regarding the qualification conditions for large number of professions as 

welding, mechanical processing or plastic deformation. 

The paper presents potential structure of a qualification procedure, methodology 

to lead to the certification, certification which could recognized at least at national level. 

Such procedure should start with the definition of the qualification. It should, also, 

to define the competences, the abilities and the knowledge which the person who access 

the qualification system should receive at the end of the process (figure 2). 

Figure No. 2  Proposed structure for the qualification procedure  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Developed by authors based on the research performed in 2017 
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The definition of the competences, of the abilities and of the knowledge, that the 

operator of mechanized system should have, can be done after the classification of the 

qualification within the EQF system, only.  

Because in a high school the competences have a general character and the 

knowledge is above the competences and skills, EQF 3 is not the appropriate choice for 

the proposed qualification. It is certain that EQF 4 is the most recommended, because it 

is related to the vocational training. So, everything starts with EQF 3 qualification, which 

is offered by high school education, and it goes to EQF 4, which is offered by specific 

training organized according to special curricula. 

The competences that should be demonstrated by the personnel who was involved 

in the transformation from manual fabricator to operator of mechanized system are: 

- Identification of a mechanized system by recognizing its components or by 

reading specific principle drawings 

- Identification of a mechanized process by reading specific principle drawings 

- Identification of the recommended application of the mechanized process 

- Identification of a mechanized process result 

- Selecting from a group of mechanized process of the process which offers the 

best result for specific application 

The person who participated to a training cycle should be able to demonstrate 

series of abilities (practical capacities), as follows: 

- Application of theoretical and practical knowledge in specific situations, 

having as result the capacity of adjust the parameters of the involved 

equipment / process and the capacity to apply surveillance on the involved 

processes 

- Ability to intervene in the regime of operation, when the process becomes 

unstable 

- Ability to intervene in a mechanized process when the result of the process are 

not according to the product specification. 

Before prove the named competences and abilities, the person who fulfilled the 

EQF 4 training cycle, should demonstrate by examination: 

- Knowledge of basic theoretical information which are related to the involved 

process 

- Knowledge of basic theoretical information which are related to the devices 

and equipment involved in the mechanization of the process 

- Knowledge of basic theoretical information which are related to the result of 

the process and its quality 

Based on this construction of the qualification process structure, it will be defined 

a topic to be taught and a minimum number of hours, so the curriculum which will give 

the specific knowledge and competences and abilities required by the qualification. The 

curriculum depends on the nature of the process (welding, cutting, plastic deformation, 

mechanical processing, etc.). Basically, the worker who already has specific knowledge 

and competences due to the previous involvement in the manual processing, will require 

maximum 40 hours of training to shift from manual to mechanized processing and to 

become operator. The topic of the training should cover the main basic information of the 

process, even if the worker had that knowledge since applied the process in manual 
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regime. Over that information, extra information specific to the mechanization regime 

should be taught. 

The examination of the trainee could be done by using the traditional methods 

related to EQF 4. It is obvious that changing from manual processing to mechanized 

processing, the examination will be focused on the revealing of the trainee’s knowledge 

on the structure and the functionality of the machine to operate in the future, as certified 

personnel. Usually, the cause-effect relations are: manual regime – competences and 

abilities and mechanized regime – knowledge and competences. 

If the new qualification is a continuous thing, with endless validity, the 

certification of the qualification should have specific period of validity, validity that 

depend on the dynamic of the technological improvements in the respective field. A 

period of 2-5 years is considered as opportune and realistic. When the validity is 

consumed, the certification can be prolonged with or without new training, with or 

without new examination. If the evolution of the technology is considered to be very 

important, then the methodology for the prolonging of validity should contain new 

training session and new examination of the trainee. 

 

Results and discussions 

 

The proposed structure for the qualification process is a general frame for such 

methodology, which is applicable to any process that shifts from manual regime to 

mechanized regime. In that manner, all the workers subjected to such shifting could be 

trained and examined according to this frame procedure that can be customized according 

to the approached fabrication process. 

By using simple training of maximum 40 hours, it will be possible the conversion 

of the personnel involved in fabrication from a manual regime, which is difficult and very 

complex to be applied and which depends very much of specific abilities, to a 

qualification that relates to the setting of a machine involved in a mechanized / automated 

/ robot process. 

The new certified qualification will be recognized without restrictions on all 

national and regional labour markets, due to the common agreed methodology used to 

qualify the personnel who is subjected to shifting from manual regime to mechanized 

regime. It will offer to that personnel the chance to perform repositioning on the labour 

market, by bringing higher qualification than had before, sometimes without leaving the 

company. The company will be able to set new improvements of its own fabrication 

system, without restrictions from the social legislation related to the unemployment. 

The repositioning of the workforce according to this principle will improve the 

status of the employee on the next basis: 

1. The labour that will develop in the new conditions (having the new 

qualification) will be more facile from the physical effort point of view, from 

the complexity of the operations to perform point of view and from the safety 

and health point of view. 

2. The employer will increase the production and the quality of the products; in 

parallel the employer can maintain or even increase the salary of the 

repositioned personnel due to the higher chances to sell the products. 

3. When the re-qualified personnel is not able to access a job for the same 

employer, that person can access other jobs on the labour market, because it 

has higher qualification than before, qualification which is required by the 
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labour market. That will increase the chances to relatively fast obtain a new 

job better payed than the manual regime job that is considered now old and 

not-necessary.  

Conclusions  

 

Labour market is in continuous transformation, the main influencing factor being 

the shifting from manual regime of work to mechanized / automated / robot regime of 

work. Such transformation will produce an important volume of new unemployed people. 

That prognosis forced the expert of the labour market to raise alerts regarding the 

evolution of the employability on different sectors of the economy. 

Personnel who perform manual regime work, which is not required by the labour 

market anymore, meets high chances to lose the job due to the replacement of the manual 

work with mechanized work, but it has the chance to access new qualification which will 

fix it on the old job for new conditions. The re-qualified person will become operator of 

the machine which replaced him during the improvement of the fabrication system by 

mechanization.    

The re-qualification means to follow specific steps which are now considered as 

divergent from a national labour market to another. But, the steps can be elements of a 

common agreed methodology. Such methodology should contain specific components 

that refers to the definition of the qualification, the definition of the competences / skills 

/ knowledge, the setting of the examination and the terms of the certification. 

Persons who shifted from manual regime work to mechanized regime work has 

the chances of lower mistakes during work due to the introduction in cascade of new 

intelligent equipment for fabrication (industry 4.0, based on the digital processes and on 

the processes that contain artificial intelligence which gives the ability to produce random 

changes of the fabrication parameters). Such persons will have the possibility to access 

new jobs that can be better payed than the jobs characterized by manual regime work, 

with low productivity and quality due to the human errors in decision and manufacturing. 
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Abstract     

Elderly becomes one of the crucial issues faced by many countries in the world today. The 

composition of the elderly population is growing rapidly in both developed and developing 

countries. The increase in the number of elderly requires attention so that they not only live long 

but can enjoy their old age happily and improve the quality of their life. In some areas, large 

numbers of elderly people become burdensome if they have health problems resulting in increased 

health care costs, decreased income, increased disability, lack of social support and independence. 

This statement is not entirely true, because there are elderly who are still able to be independent 

to achieve life satisfaction. This study employed a qualitative approach to get a picture of life and 

concepts related to elderly life. Emik view of the power was used to analyze the life of elderly 

from Karo ethnicity. The data were collected by using participant observation and depth interview 

which was performed on five elderly families and questionnaires for 100 respondents of elderly 

Karo family in Lingga Village. The strength of informants in establishing rapport became the key 

of success in this Karo elderly research. The result of the research showed that Karo elderly felt 

shame if they have to live with their children or be dependent because it is the nature of a Karo 

person to be independent. It is reinforced by a very strong culture of shame. In addition, Karo 

people have a standard of life satisfaction which has been a part of their culture. It is the 

satisfaction of life when all of their children have married and have enough income. In Karo 

society, it is called Cawir Metua. Someone who has reached the Cawir Mertua is supposed to 

hold a party to tell people that he or she has achieved satisfaction in life. 

Keywords: Elderly, Shame Culture, Cawir Metua 

JEL Code: A13, H55, J28, P25 

1.  INTRODUCTION 

Indonesia is the fourth most populous country in the world, after China, India and the 

United States. Indonesia is the most populous country in Southeast Asia. Population 

projection 2010-2035 indicates that Indonesia will enter the period of ageing, in which 

10% of the population will be over 60 years old by 2020. This number is predicted to 

increase by 11.8 percent in 2025, 13.8 percent in 2030 and 15.8 percent in 2035. 

(Infodatin: 2015). A large number of elderly population in Indonesia in the future will 

bring positive and negative impacts. It will be a positive impact if the elderly are healthy, 
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active and productive. On the other hand, the large number of elderly people becomes a 

burden if they have health problems that result in increased health care costs, decreased 

income, increased disability, lack of social and environmental support that is not friendly 

to the elderly. 

Increasing number of elderly population requires particular attention and treatment. 

There are two categories of elderly population, the elderly who are potential and elderly 

who are not potential. Government Regulation (PP) No. 43 of 2004 states that the elderly 

who are potential are those who still have the ability to meet their own needs and usually 

do not depend on others. Meanwhile, the elderly who are not potential are those who have 

no ability to meet their own needs and usually depend on others. The elderly population 

who are not potential can hinder the development of the country. Therefore, the various 

conditions of the elderly need to be studied so that the development program implemented 

can protect and empower the elderly. In the Indonesian government's policy, the 

development of the elderly is set through a family-based approach. This argument is 

presented in accordance with the paradigm of elderly empowerment which implies that 

the elderly is a family affair which is also in accordance with the culture of society and 

economically cheaper. 

The role of the family as the main support system in caring for the elderly is to care 

for this category of age, to maintain and improve its mental status, to anticipate economic 

change, and to motivate and facilitate the spiritual needs of the elderly (Maryam et al., 

2008). Of course, treatment of the old age in the family cannot be separated by the values 

“and habits or the so-called culture adopted by a family. According to Prof. 

Koentjaraningrat, culture is the “whole system of ideas, actions and the work of human 

beings in the framework of the life of society that made human self by learning”. This 

explains that what humans do is a set of ideas and actions that are recognized by society 

as a guide for human life in society. On this basis then, what is done family members in 

family life has been lined up in the culture that has occurred for generations 

(Koentjaraningrat, 1986). 

It will guide the family in treating the elderly as one of the family members. Society 

and its culture will determine the pattern of their activities, attitudes, restrictions, and 

obligations. The position and role of elderly people in family and society is determined 

by the culture owned by family and society (Fitriani, 2009). The elderly who live in the 

home can be calm and peaceful (the function of protection), more free, more satisfied, 

more comfortable (the function of the physical and mental welfare), can arrange and 

control the house because the place belongs to the elderly, feel happier because they do 

not bother other people and/or children and feel comfortable (Barnaba, 2013). 

Selection of elderly home is influenced by the satisfaction of life that became the 

purpose of their life. Sometimes, families who are expected to help to find or meet the 

satisfaction of the elderly turn out to be too demanding by always imposing their own 

will, without finding out what the elderly wanted at the end of their life. Life satisfaction 

is a measure of individual happiness. Happiness is a general term that indicates pleasure 

or satisfaction in the well-being, enjoyment, or fulfilment of desires. Diener (in Sirgy, 

2002: 7) states that life satisfaction is a cognitive assessment process that depends on the 

ratio of one's state to what is generally accepted. 

2. LITERATURE REVIEW 

2.1. Elderly  
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The Ministry of Health (1991) defines the elderly as an advanced phase or the final 

phase of the journey of a living being. Some other terms are often used and have the same 

meaning:  
a. Elderly (Law on Principal Health No. 9 year 1960) 

b. Senior Citizen (Law No 4 year 1965) 

c. MANULA (Elder People) 

d. Wredawan 

e. Adi Yuswo. 

 There are some definitions of this category of age according to experts who can be 

used as a reference. For example, according to Smith (1999) the elderly can be divided 

into three categories, namely young old (65-74 years) middle old (75-84 years old) and 

old old (over 85 years old). There is also a definition of elderly according to Setyonegoro 

who argues that they are people aged over 65 years. It is further divided into 70-75 years 

(young old); 75-80 years old (old); and more than 80 years (very old). Understanding the 

terms "elderly" according to Law no. 13 Year 1998 About Elderly Welfare states the 

elderly is someone who reaches the age of 60 years and above. This limit is similar to the 

old age limit according to WHO covering, middle age that is between 45 until 59 years 

old, elderly between 60 to 74 years old, old age 76 to 90 years old, and very old age i.e. 

age above 90 years (The Ministry of Health, 2002). 

The Ministry of Health of the Republic of Indonesia makes a classification as 

follows: 1) Mid-Age Group: age group in the period of vertility or the age of elderly 

preparation that demonstrates physical strength and mental maturity (45-54 years). 2) 

Elderly Age Group: the group in the prasenium period is the group that started to enter 

the elderly (55-64 years). 3) Elderly groups: groups in the senium period (65-74)  4) High-

Risk Elderly Groups: groups older than 75 years or more, isolated, having acute disease 

or defect. 

In addition to the chronological age limit, the elderly sense is also associated with 

changes in physical aspects, psychological aspects and socio-cultural aspects. Atchley 

(1977) states old age is a broad concept, not only covering the physical changes of the 

body after passing through adult life, but also including psychological changes in spirit 

or memory and in mental abilities and social changes in life. Biologically, the elderly are 

the people who undergo the ageing process continuously, characterized by decreased 

physical endurance and more susceptible condition to a disease that can cause death. This 

is due to changes in the structure and function of cells, tissues and organ systems. 

Economically, the elderly population is commonly seen as a burden rather than a resource. 

A social aspect review suggests that the elderly are a social group of their own who 

experiences a shift the social position to be grandfather and grandmother. The definition 

of the concept of the elderly does not merely concern the chronological age, but also the 

circle of life that has reached the old stage. In addition, the concept of elderly is different 

from the concept of the decreipt. The definition of the elderly is more related to the 

chronological age, while the concept of decreipt refers more to physical disability 

although they may be relatively young. 

2.2. Life Satisfaction on Elderly 

Life satisfaction is a satisfying living condition. The self-esteem makes one more effective 

and more attractive to the world. Life satisfaction is characterized by the ability to achieve 

something and respect others (Roizen and Mehmet, 2005: 30). Life satisfaction (life satisfaction) 
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is a comfortable feeling that is free from loneliness and avoid depression (Gunarsa, 2004: 419). 

Life satisfaction from each individual is varied. Itis the result of the right actions and steps taken 

by the individual and is related to how individuals keep their promise according to their 

conscience (Yudantara, 2008). It is defined as a reflection of the individual's feelings about the 

past, present and future. Purnama (2009) states that explicitly satisfaction describes a condition 

that is typical of individuals who have the spirit of life and have the ability to adjust in a variety 

of changes occurring in both oneself and environmental conditions. Life satisfaction is a measure 

of individual happiness. Happiness is a general term that indicates pleasure or satisfaction in the 

well-being, enjoyment, or fulfillment of desires. Diener (in Sirgy, 2002) states that life satisfaction 

is a cognitive assessment process that depends on the ratio of one's state to what is generally 

accepted. Based on the description is known that the satisfaction of life is one measure of one's 

happiness arising from the fulfillment of needs or expectations so as to accept themselves and the 

environment positively and free from loneliness and avoid depression. According Purnama (2009) 

life satisfaction in the elderly is a condition that includes several aspects namely: 

a. Feeling happy with the activities that are done every day. Being happy with daily activities can 

be regarded as a human reaction to the situation in everyday life. In society, often individuals 

perform daily activities because of obligations, not because they feel happy to do so, which 

thus individuals may feel forced to do activities that they actually do not like at all. 

b. Considering life as meaningful and feeling sincere to accept the life conditions. Individuals will 

always be happy if that person sees life as meaningful. In contrary, individuals who feel that 

his/her life is meaningless tend to be unhappy with all aspects of his life. Individuals are very 

vulnerable to feel anxious, often find it more difficult to concentrate, feel guilty of fear for no 

apparent reason, often cry, and feel desperate. Great self-acceptance will have a positive 

impact by considering life meaningful and can sincerely accept life. 

c. Feeling that he/she has achieved his goals or most of his life goals. Happiness is the 

achievement of ideals and success in what it wants. In Javanese culture, especially in more 

than a century ago, only marriages were ideals for what girls could wish. Women should not 

go to school, may not work outside the house, may not hold positions in the community. 

d. Sticking to a positive self-image. If the individual or the elderly has a strong and positive 

lifestyle and principle, then the elderly will have a strong and positive self-esteem. Elderly life 

satisfaction is shown in a positive self-concept that reflects the appropriateness between past 

ideals and the present condition of life experienced. It also shows the spirit of life and a positive 

mood. 

e. Have an optimistic attitude and different mood. Individuals who are optimistic in themselves 

in looking at something, always think positively, enthusiasm towards all changes, oriented to 

the outside world (future), being open, spirited, honest and frank. An optimistic individual is 

an individual who never gives up hope. 

Not much different from what Neugarten (in Hikmawati and Akhmad, 2008: 85) states that 

the measure of life satisfaction in the elderly at least includes five aspects, namely:  

a. Feel happy with the activities that are done every day.  

b. Consider life meaningful and sincerely accept the conditions of his life.  

c. Feel that she/he has achieved his/her goals or most of his/her life goals.  

d. Stick to the positive picture of yourself.  

e. Have an optimistic attitude and a happy mood.  
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Based on the description, it is known that the aspects of life satisfaction are to feel happy 

with the activities undertaken daily, consider his/her life meaningful and sincerely accept the 

conditions of life, felt to have succeeded in achieving the ideals or most of the purpose of life, 

cling to the image of self which is positive, and has an optimistic attitude and a different mood. 

3. METHOD OF RESEARCH 

This research is a qualitative research using qualitative ethnography approach. 

Qualitative research seeks to explain facts or social realities in-depth, to understand the 

social realities as they are based on the native's point of view structure. It captures the 

meanings encountered in the subjects or subjects being studied, learning from the people, 

not just learning about the people (Sirojuzilam et al., 2016 & Azlina et al., 2017). An 

important aspect of the excavation of the ”meaning of the structure of the subject 

experience” is what characterizes the qualitative research closely to the subject under 

study, studying in its natural context that seeks to understand or interpret phenomena in 

terms of the meanings that human beings attach to them (Muda et al., 2018). Qualitative 

research includes the use of the subject studied and the collection of empirical data-case 

studies, personal experiences, introspection, life journeys, interviews, observation, 

history, interactional and visual texts describing the meaning and problematic moments 

in daily life of someone. Correspondingly qualitative researchers apply various 

interrelated methods. This method encourages to observe, to engage in subjects' 

(participatory) events to yield proper interpretation until it comes to the meanings until 

the proposition. (Creswell. 2009). 

The subject of this study is an elderly family in Lingga Village, whether it is family 

whose the elderly live with family, or the elderly who do not live with family or that is 

said to live alone. In determining informants who will be interviewed in depth, the 

researcher uses purposive sampling, by trying to get a variant of the elderly. In addition 

to the informants interviewed, to get the elderly depiction in Lingga Village, researchers 

also distributed questionnaires to 100 respondents. The distribution of questionnaires was 

done from house to house that there were elderly.  

To collect data in this research, the method as follows:  

1. Questionaire: by making a closed and semi-open question which is guided by the 

researcher or enomurator. The purpose of using this questionnaire is to obtain the 

percentage of descriptions from the elderly in the site of the study. Distribution of 

questionnaires as the first step in primary data collection (Badaruddin et al., 2017; 

Lubis et al., 2017; Sirojuzilam et al., 2017 & Muda et al., 2018). Questionnaires are 

distributed based on the number of samples that have been set as many as 100 

respondents.   

2. Observation: namely data collection by observing directly to the activities occurred in 

the village of Lingga so that in this study obtained a description of the condition of the 

object of research. 

 The expected data from this observation is to strengthen the results of the data 

obtained, by observation, researchers can see firsthand the elderly family's activities 

and the elderly.  

3. In-depth interviews, is an effort to dig up information by conducting a question and 

answer verbally and to individuals who will be answered with oral answers as well. 

This interview was conducted for elderly and elderly families in order to better 

understand the meaning of the visible activity. 
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4. RESULT AND DISCUSSION 

4.1.  Result 

4.1.1. Karo Tradition 

 One of the things that drew the attention of thinkers about the identity of the Karo 

people was that the rapid economic changes of the last few decades had not been followed 

by the rapid social changes that one of the theories of social change had predicted. This 

explanation may be sought from the unique kinship system and the philosophy of life 

adopted. One of the things is the handle of Karo's life derived by the ancestors is a letter 

ukat 2) whose contents NDI-NTA which means to give first then requesting which is the 

opposite of "take and give". Ndi-Nta pointed out that for Karo community, the social 

aspect is prior to the economic aspect. This is also reinforced by one of the philosophy of 

life that is the dream of Karo, "Tuah sangap mejuah-juah". Tuah is the expression of 

completeness of family life, have anak beru, senina and kalimbubu. Tuah which is 

followed by the sangap which is an economic success and is equipped with mejuah-juah 

which means healthy physically and mentally so that it can be cawir metua or to live long. 

 Many Karo customs show communality and unity and there are scholars who have 

said that one of the differences of Karo society with other Batak people he sees is the 

projection of Merga Silima, which is not glorifying undividual clan. In Karo culture, a 

high value in karo society if parents die in the family of boys. Boys are considered the 

most responsible for the circumstances of his parents. All needs must be prepared by the 

boys. There are also parents who choose to live with girls, but it is still the responsibility 

of the boys.  

1. Merga Silima, which means clan of five. In Karo Society only has 5 big clans, namely Karo-

Karo, Ginting, Tarigan, Sembiring and Perangin-Angin. Each of these clans then has its 

branches.  

Table 1. Merga Silima and its Branches 

Karo-Karo  Ginting Tarigan Sembiring Perangin-Angin 

1. Karo 

Sekali 

1. Ajartambun 1. Tua 1. Kembaren 1. Bangun 

2. Barus 2. Babo 2. Gana-

Gana 

2. Sinulaki 2. Banjerang 

3. Surbakti 3. Capah 3. Gerneng 3. Keloko 3. Kacinabun 

4. Guru 

Singa 

4. Garamata 4. Sibero 4. Sinupayung 4. Keliat 

5. Kaban 5. Gurupatih 5. Jampang 5. Tekang 5. Sukatendel 

6. Sinukaban 6. Jadibata 6. Pekan 6. Colia 6. Laksa 

Bangun 

7. Bukit 7. Jawak 7. Silangit 7. Berahmana 7. Mano 

8. Kacaribu 8. Manik 8. Tambak 8. Bunuhaji 8. Pinem 

9. Kemit 9. Pase 9. Tegor 9. Busok 9. Singarimbun 

10. Purba 10. Seragih 10. Bondong 10. Depari 10. Uwir 

11. Samura 11. Sugihen 11. Gersang 11. Gurukinayan 11. Tanjung 

12. Ketaren 12. Sinusinga 12. Tambun 12. Keling 12. Ulun Jandi 

13. Sinuhaji 13. Suka 13. Tendang 13. Pandia 13. Sinurat 

14. Sinulingga 14. Munthe  14. Pandebayang 14. Namohaji 
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15. Sinuraya   15. Pelawi 15. Pencawan 

16. Sitepu   16. Kapour 16. Teger 

17. Sinubulan   17. Muham 17. Sebayang 

18. Jung   18. Meliala  

 

Karo-Karo clan has 18 branches of clan, Ginting clan has 14 clan branches, Tarigan clan 

has 13 branches of clan, Sembiring clan has 18 branches of clan and Parangin-Angin clan 

has 17 clan branch. In the Karo people, the son is the father's clan, called the clan. While 

in women called by beru. So, everyone Karo will have a clan.  

2. Tutur Siwaluh 

Tutur Siwaluh is the concept of kinship Karo tribe people associated with kinship or 

family relationships between one with another such as whether the relationship of 

kinship because siblings, brother semerga, nephew and so forth. 
1. Sembuyak (Same Family) 

It is a sibling because it shares the same father and mother, thus called Sembuyak (one 

buyak / intestine). In a kinship relationship also called Sembuyak because of their 

father's siblings. 
2. Kalimbubu 

It is the most respected or so-called Dibata ni idah (or visible God) and therefore should not 

be denied. Kalimbubu is a group of the virgin givers to the Anak Beru (the recipient of the 

virgin), whether we are a brother, father, brother our mother, grandfather then this Kalimbubu 

group is also automatically be our Kalimbubu. 

3. Puang Kalimbubu 

It is the most respected or so-called Dibata ni idah (or visible God) and therefore should not 

be denied. This group is the highest level in the traditional structure of the Karo tribe. 

4. Kalimbubu singalo perbibin 

5. Kalimbubu singalo perninin 

6. Senina (Se klan) 

 

Is a brother because one grandfather called Senina (one grandfather), can also because his 

grandfather brothers then all the offspring in a kinship called Senina. 

3. Rakut Si Telu 

Another important point in Karo's society is rakut si telu atau daliken si telu (means 

metaphorically is a furnace of three), which means a knot of three. The meaning of rakut sitelu is 

sangkep nggeluh (completeness of life) for the Karo people. Completeness in question is a social 

institution contained within the Karo community consisting of three groups 

1. Kalimbubu 

2. Simbuyak 

3. Anak beru 

3.1.2. Essential Life Satisfactory of Karo Elderly 

 Life satisfaction is a satisfying living condition. The self-esteem makes one more effective 

and more attractive to the world. Life satisfaction is characterized by the ability to achieve 
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something and respect others (Roizen and Mehmet, 2005: 30). Life satisfaction is a comfortable 

feeling which is free from loneliness and avoids depression (Gunarsa, 2004: 419). 

 Seligman in his book entitled Authentic Happiness, expresses a concept of happiness. In 

happiness there are positive emotions as well as positive activities and is divided into three that 

is aimed at the past, the future and the present. Past happiness includes satisfaction, fulfillment 

and peace. Two important concepts for achieving past happiness are gratitude and forgiveness. 

Both concepts can change the understanding and the appreciation of bad pasts to be better. 

(Seligman. 2002). 

 The happiness of the present, especially in the elderly is characterized by the activity of 

leisure time. True real happiness can be achieved by doing as much as possible more gratifying 

activities than pleasure. Gratification is an activity that someone likes to do and the activity which 

can attract someone to keep doing it as if the time stop, while pleasure is a temporary pleasure. 

The happiness of the future is characterized by positive emotions such as trust, confidence, hope, 

and optimism. Seligman emphasizes the importance of the value of optimism and one's hope for 

achieving happiness in the future. (Seligman. 2002). 

 Elderly life satisfaction is quite simple, that all of the children get married and live 

on easy street. Therefore, in custom rites, a phrase which is always told is “nggalari utang 

adat man kalimbubu”. People who have accomplish the custom standard are assumed to 

have: 

Selesai tugas-tugasnya (all of the tasks finished) 

Sangap ertuak bayak (many children who live on easy street) 

Sangkep nggeluh (great family) 

 By conducting such custom rites, an elder can be entitled as cawir metua. Cawir 

metua custom in Karo is an obligation if a person has reached the age of 60 years old, 

which can be accomplished by having all of the children get married and have successful 

job and family.  

4.2. Discussions 

 Cawir metua custom will be better if it is conducted while the elderly is still alive. 

Nevertheless, this custom may still be carried even after the elderly has already passed 

away, if all of the children get married and have successful job and family. If a parent is 

still alive, sometimes the custom is his/her request due to their old age and that the time 

to carry out this party. However sometimes the children make the initiative for the parents 

and most of this event is indeed at the initiative of the children's parents. 

 Cawir metua is a basic satisfaction of Karo society. Becoming cawir metua is a 

long series. Elderly will never be happy if they have not educated their children and their 

children do not become great people. For elderly Karo, the satisfaction is at the end of a 

long effort. This is very different from what Seligman said with the stages or the division 

of satisfaction by time, which is the time when a child was being forged in the past, the 

current time and the time that will come. For elderly Karo, while not yet reached Cawir 

Metua, have not felt satisfaction. So, there is no satisfaction of the past, present and future. 

In this case there is a final satisfaction when the elderly have come to cawir metua and 

celebrate it. If so, then, complete is the satisfaction. After reaching the cawir metua, 

everything has been finished, including all the activities which are the responsibilities in 

the family. 
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5. Conclusion 

Culture as the guideline of life explains that what humans do is a series of ideas and 

actions recognized by the community as a guideline of human life in society. Therefore, 

what is done by individuals in family life has been lined up in the culture that has occurred 

from generation to generation. (Koentjaraningrat, 1986). It is also the family's handling 

of the act of treating the elderly as one of the family members. Society and its culture will 

determine the pattern of their activities, attitudes, restrictions, and obligations. The 

position and role of the elderly in achieving life satisfaction is determined by the culture 

owned by family and society.  
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Abstract 

Increasing the rate of structural unemployment and increasing the duration of maintaining the 

status of the unemployed is becoming more and more serious for the new generations. That is due 

to the natural difference between young people's new way of thinking and the rigidity of a system 

of work built many years ago. At the same time, young people, under the urge to grow socially 

and economically faster than the current society allows, give up education and training to access 

the labour market sooner. The low number of competences accumulated in the limited time of 

education reduces the potential of new employees, making them the real victims of the labour 

market. Following a survey conducted in Dr. Tr. Severin, lacks of competences were identified. 

They should be solved through a correct and coherent education in the national educational 

system, until the end of the gymnasium cycle. The most important of these are the lack of 

technological skills of young people under the age of 25 and the lack of digital skills among adults 

aged over 55. 

Keywords: qualification of personnel, competences, decreasing unemployment, digital 

competences, technological competences, structural unemployment. 

JEL Classification: J2, J6. 

Introduction 

Actual society is far from perfection. It has multiple specific „failures” which 

generate negative effects on social, economic and political aspects of the individuals’ or 

groups’ lives. 

Getting out from the labour market, as jobless, and being kept in such status for 

long time is one of the most important „failure” met within our society. Following the 

results of that situation, it is obvious the necessity to apply two ways analysis: from the 

individual to the phenomenon and from the phenomenon to the individual. Anyhow, 

however, the sensation is similar, as neither of the two sides makes efforts to influence 

the other side correctively. 

The tendency of the current individual, an active actor in the labour market, is to 

pursue opportunistic situations that call for personal minimum efforts to gain access to a 

position in a system that activates in the labour market. The interest in personal 

development, the attribute of which will be part of the negotiation with the employer, is 

alarmingly decreasing to the Y (Millennials, born in 1977-1995 and already mature in 

1998-2006) and Z (born in the period 1995-2012 and which are maturing, the specific 

period being 2013-2025) generations, when the educational reference is made up of 

current education and training systems. The only sources of information accepted as 

educational are the electronic ones, without a minimal effort to separate the correct 

information from the false information. 
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Both the Y generation and the Z generation aim to change the education system 

and the active system, which we have been accustomed to label it as the "labour market". 

2020 will be the year when the Y generation will approach their share of their parents, 

the X generation, in this labour market. The balance will be somewhere around the 20% 

Y / 28% Y / 31% X ratio. This share is very visible today in developing countries where 

young people under 16 attack seasonal jobs, paid with the minimum wage, being driven 

by their parents. The latter have had many disappointments in their professional and 

family life as a result of the ongoing misunderstandings they have had with older 

generations. Guiding their own children to the labour market means leaving the education 

systems too early. Young people are inoculated with the idea of wage prevalence in 

relation to the elements of knowledge. Thus, part of the Z generation suffers from a lack 

of culture and acute professional training, making its representatives victims of the active 

system - the labour market. As far as the Y generation is concerned, the international 

political changes of the years 1989-2001 have had a similar effect to that presented above. 

The idea of enriching the family by increasing the number of active people on the 

labour market, against of a coherent training in terms of both general and professional 

culture, makes many of the labour market actors unable to read and interpret adequately 

today an employment contract, either collectively or individually (Mergeani, Danciulescu 

& Danciulescu, 2017, pp.10-12; Cristea& Danciulescu, 2016, pp.186-190). 

Even less, they are expected to maintain direct contact with technological 

developments and, implicitly, with the "Industry 4.0" concept, which is built on digital 

components (McKinsey, 2015, p: 8). 

So, from the individual side, the potential for change in the phenomenon of 

unemployment is extremely low. 

Looking at the unemployment phenomenon, corroborated with the actions of the 

authorities (national or regional / EU) that have the power to influence the evolution of 

the individual, the situation may be somewhat better, in the sense of the existence of a 

legislation that imposes and promotes both a remanence of the individual in the 

educational system on a period as close as necessary to good training, as well as a 

continuation of education and professional training, together with the labour market 

activity. Moreover, there is a system of individual employee rights to protect it from 

possible abuses that may arise due to the lack of education (Mergeani et. al., 2017, pp.10-

12; Savu & Savu, 2011; Savu & Domuta, 2011). 

However, the authorities cannot influence the labour market in the sense of 

imposing measures to stop and reduce unemployment, otherwise than by promoting 

policies that support new job creation and better workforce training. 

The previous analysis applies predominantly to those who do not go through high 

school or vocational education. With small adjustments, this can also be applied to those 

who have completed all stages of training, including tertiary education level, because the 

unemployment, as effect phenomenon has different forms, depending on the causes of it: 

structural unemployment, cyclical unemployment and frictional unemployment. In the 

case of Romania, structural and cyclical components predominate, although the crisis 

triggered in 2009 was exceeded three years later. The effects, at the level of Romania, are 

still felt, which gives importance to the cyclical component.  

As far as the structural component is concerned, it is the one that is manifestly 

present as a result of the partly controlled transformations of the economy. If, in some 

sectors, demand for products has contracted significantly over the past 10 years and has 

led to job restructuring, product type shifts and even the total closure of some producers, 



[JUNIOR SCIENTIFIC RESEARCHER     JOURNAL] JSR 

 

94 Vol. IV │  Nr. 1 │  May 2018|  

 

in some sectors technological development has led to job restructuring, and the 

automation and robot of some technological operations. Important examples of this latter 

state were presented in a previous analysis (Mergeani et. al., 2017, pp.10-12). 

In the case of structural unemployment, the equilibrium point is given by the 

relation between the supply of skills and the salary offer (Cristea & Danciulescu, 2016, 

pp.186-190). Both are, however, inert. Neither the workforce has the power to improve 

its skills package in a reasonable time, nor does the employer have the potential to change 

the wage package in the direction of growth. These lack of potentiality is due to lack of 

desire in the labour force, due to low education, while in the case of the employer it is 

caused by the interest for profit. In all this, interesting is the gender delineation that is 

highlighted in EUROSTAT's multiannual report (Figure 1). If in most of the analysed 

countries the female workforce has higher unemployment than the male labour force, the 

situation in Romania is reversed, revealing a more accentuated appreciation of the native 

qualities of women in relation to the occupation: surplus attention to detail, greater 

tenacity, obedience and listening in calm conditions and often a greater responsibility of 

well done work. Another possible reason may be a better positioning of the female 

workforce relative to the level of education and training. It is well known that at the level 

of a student class, pupils are more conscientious and more ambitious than their male 

colleagues. 

 

Figure No. 1 Unemployment rate by sex of active population (UE) 

 
Source: Eurostat - Unemployment statistics, 2018 

 

Another determinant factor in the labour offer is, also, the age. Vulnerable 

segments are the same, regardless of geographical location: young people aged 15-24 and 

adults over 55 years. The two segments show distinct reasons for vulnerability. In the 

case of young people, lack of interest, lack of responsibility and lack of education are the 

main reasons for limited access to the labour market; for adults over 55, the basic reasons 

invoked by employers are: resilience and tenacity towards a job characterized through 

high activity intensity and inconsistent incompatibility with digital systems, brutally 

entered into manufacturing systems. This state of affairs resulted from a survey conducted 

by the authors together with the Drobeta Turnu Severin and Craiova subsidiaries of the 

Total:4.9% B/M:5.6%F/F:4.0%
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Romanian Welding Society among its own members and among the partners (Figure 2). 

In this survey, specialists from 87 employers were interviewed, the evaluation criteria 

being imposed by the survey, as follows: 

• Lack of tenacity; 

• Lack of physical resistance; 

• Lack of psychological resistance; 

• Lack of attention; 

• Lack of responsibility; 

• Lack of technological education; 

• Lack of social education; 

• Lack of ITC education; 

• Lack of practical skills; 

• Lack of loyalty; 

• Lack of interest in own development; 

• Lack of hierarchical organization acceptance. 

 

Figure No. 2 Reasons invoked by employers regarding the vulnerability of 

the 15-24 and 55-65 year-old workforce segments  
Sursă: Eurostat - Unemployment statistics, 2018 

 

And in these two segments of active labour force, the female component is 

positioned around 60% of the male component (Figure 3, a and b). 

Figure No. 3 Unemployment rate by age of active population (segregated 

segments: 15-24 and 55-65)  
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a. 
Source: Eurostat - Unemployment statistics, 2018 

b  

 

In the case of some questions in the study, the need for a detailed analysis of the 

phenomenon was followed. The lack of loyalty, the desire for personal development and 

the lack of responsibility are components of the lack of social education. These have been 

introduced to reflect more accurately the employers' problems and needs with regard to 

the workforce. These gaps should be resolved through a correct and coherent education 

Med:28.0% B/M:33.9%F/F:21.8%
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in the national education system, up to the end of the gymnasium cycle. Two peaks in the 

answers are related to lack of skills (Savu & Savu, 2011, Savu & Domuta, 2011): in the 

case of young people is the lack of technological skills, and in the case of adults over 55 

years the highest is the lack of digital competences. Parts of these two classes of 

competences are obtained in the national education system, at different levels of 

education, the rest being obtained through continuous training processes. 

By definition, a competence reflects the knowledge, abilities and behavioural 

attributes required for an acceptable level of performance in terms of job performance on 

a particular topic (Savu & Savu, 2011, Savu & Domuta, 2011). Knowledge is acquired 

through direct learning in one of the agreed education systems. Practical skills are also 

acquired through specific training in one of the agreed education systems (Savu & Savu, 

2011, Savu & Domuta, 2011). Behavioural attributes reflect the level of social education, 

in which, we mentioned earlier, fall within those loopholes related to loyalty, interest in 

personal development, responsibility or acceptance of the hierarchical organization. 

If this aspect were also taken up by lifelong learning programs, adults over the age 

of 55 would have the possibility of a "digital literacy" that would increase their chances 

of remaining in the workforce until retirement age. As far as young people under 24 are 

concerned, it is civic competence that would bring them closer to the current forms of 

employers' organization and their staff requirements. 

 

Discussions and conclusions  

 

Consequently, the recommendations that should target the two segments of the 

labour force would be: 

• For those who will be in the near future or are already included in the 15-24 year 

segment, an in-depth information taught in schools would contribute significantly to 

accessing a job. Accumulating through an individual study or by continuing training 

programs specific to the field in which you want to access the workplace will significantly 

increase the success rate of the employment action. 

• For those in the near future or already aged 55-65, an approach with a strong 

interest in the digital component of everyday life, especially to professional ICT systems, 

would reduce the risk of job loss. 

Such approaches would validate, at least at the level of an acceptable minimum, 

key competences defined by the European Commission, as well as employers' 

requirements, the two resulting from each other. An improvement in the level of skills 

will at any time be an increase in the quality of the workforce and the latter is what each 

employer seeks. 

On the other hand, government decisions and existing legislation should support 

an increase in labour demand by creating new jobs or by supporting education to create 

new jobs. 

Better interconnection between labour supply and labour demand can also reduce 

the current unemployment situation. This would contribute to a better functioning of the 

labour market, better support for labour market mobility, but also to a higher potential for 

the implementation of specific policies for optimizing employment, reducing the gaps 

between male and female components and between organizational segments by age. 
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Abstract 
Purpose: Despite the high incidence of hamstring strain injuries in several popular sports, definitive 

research on their causation and prevention is limited. Studies show fatigue and also hamstring eccentric 

weakness as causes for hamstring injuries. It begs the question “which way may be the best to train 

hamstrings to prevent injury. Methods: Eccentric hamstring peak torque and angle of peak torque toque 

were measured using the Kin Com dynamometer at 60˚s-1/s (type, 125 AP, Chattanooga, TN, USA) 

before and after a modified L.I.S.T fatigue protocol. Participants were divided into two groups and 

underwent four weeks of eccentric hamstring training, then retested. The strength group used Nordic 

Hamstring Curls and the endurance group used Assisted Nordic Hamstring Curls. Results: The results 

showed a significant difference in peak torque in both groups (strength- .00, Endurance- .01). Both 

groups did not show a significant difference in angle of peak torque, however the results showed an 

increase to longer muscle lengths of 18.28% and 26.95% for endurance and strength groups 

respectively Conclusions: The strength training intervention shows the greatest improvement on both 

peak torque and angle of peak torque. 

Keywords: Eccentric, Hamstring, Nordic Hamstring Curl, Angle Peak Torque, Strength, 

Endurance 
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Introduction 

Hamstring strain injuries (HSI) are one of the most common musculoskeletal 

injuries sustained during sporting activities at every level from high school to professional 

(Shankar, Fields, Collins, Dick, & Comstock, 2007; Price, 2004). Woods et al. (2002) 

stated that 12% of all professional football injuries are HSI with a financial burden of 

around £74.7 million per year. HSI usually means a player missing a significant amount 

of playing time (Woods, 2004a). Normal recurrence rates are between 12% and 31% 

within one year of returning to sport (Petersen, 2005), though that can rise as high as 

54.5% (Sherry and Best 2004a). Furthermore, player performance has been found to be 

greatly reduced following return from HSI in elite Australian footballers (Verrall GM, et 

al. 2006). 

It has been suggested that muscle fatigue can lead to HSI (Lieber and Friden, 

1988; Davis and Bailey, 1997). A study by Woods (2004b) reported 47% of match-play 

hamstrings strains happened during the final 15 minutes of each half in English 

professional footballers.  Poor eccentric (ECC) muscular strength has also been suggested 

as a risk factor regularly associated with HSI (Mjolsnes, Arnason, osthagen, Raastad, & 

Bahr, 2004; Croisier, Forthomme, Namurois, Vanderthommen, 2002).  Furthermore, a 

decrease in the optimum knee angle – the knee angle at which hamstring peak torque (PT) 

occurs – is proposed as a potential risk factor for HSI (Proske, Morgan, Brockett and 

Percival, 2004a). EMG analyses during sprinting show that muscle activity is highest 

during the late swing phase. This is when the hamstring muscles work eccentrically to 

slow the forward motion of the leg, as well as during foot-strike, in the transition from 

ECC to concentric muscle action (Mann, 1981; Jönhagen, Ericson, Németh, & Eriksson, 

1996). Therefore, it has been suggested that ECC overload can cause tearing in the 

muscle-tendon unit (Garrett, 1990). 

Despite the high incidence of HSI in several popular sports, definitive research on 

their causation and prevention is limited (Bahr, 2003). With studies showing fatigue 

induced ECC weakness, lack of ECC strength and a decrease in optimal angle of peak 

torque (APT) to be a cause for HSI, It begs the question “which way may be the best to 

train hamstrings to prevent HSI?”  

With this in mind we will use two training protocols, one to improve ECC PT and 

APT with a strengthening protocol and the other to improve ECC PT and APT with an 

endurance protocol. We will then report our findings for the best way train hamstrings to 

prevent HSI. 

 

Literature Review 

Hamstring Anatomy 

The hamstrings are a group of four muscles (Carlson, 2008). Three originate at 

the ischial tuberosity and then diverge to attach distally to the knee (The Biceps Femoris 

long head, Semimembranosus and Semitendinosus). The forth muscle, the short Head of 

Bicep Femoris arises from the lateral intermuscular septum and attaches distal to the knee 

(Carlson, 2008). The function of the long head of biceps is the movements of flexion and 
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lateral rotation of the leg at the knee and to extend, adduct, and laterally rotate the thigh 

at the hip. The short head is primarily a leg flexor with the thigh extended (Mann, Shabat, 

Friedman, 2007).  The semitendinosus functions as a flexor and internal rotator of the calf 

at the knee. The function of the semimembranosus is to adduct, extend and medially rotate 

the thigh at the hip (Mann, et al. 2007).  

 

The relationship between injury and hamstring strength 

The hamstrings effectively have to multitask as they must change from 

functioning eccentrically, to decelerate knee extension in the late swing phase, to 

concentrically, becoming an extensor of the hip joint (Agre, 1985). It has been proposed 

that this rapid changeover from ECC to concentric function of the hamstring is when the 

muscle is most vulnerable to injury (Verral, 2001). 

Hamstring strength training is generally used in the prevention and rehabilitation 

of HSI (Sherry and Best, 2004b). Early authors concluded that HSI could be predicted. 

They said that an above 10% bilateral deficit in hamstring isometric strength would lead 

to HSI (Burkett, 1970; Christensen & Wiseman, 1972).  Similar work concluded that 

isometric strength with a lower quad to hamstring ratio was also a precursor to injury 

(Yamamoto, 1993). However there have been some contradicting studies also. Liemohn 

(1978) prospectively found no divergences in isometric hamstring/quadriceps ratios 

between hamstring injured and non-injured groups of track and field athletes. These 

contradicting results may have come from too small a group size, the level of athlete or 

the way they tested the subjects for strength.  

Another muscle imbalance thought to be a cause of HSI is the hamstring to 

quadriceps strength ratio.  A study by Heiser, Weber, Sullivan, Clare, & Jacobs (1984) 

stated that HSI could be predicted by a muscle imbalance of Hamstring 

concentric/Quadriceps concentric. This way of predicting HSI isn’t an ideal way to 

measure as it is not functionally comparable to sport. During running the hamstring works 

eccentrically to slow down the limb being moved by concentric quadriceps action, this 

also applies vice versa, showing no functional relationship between hamstring concentric 

action and quadriceps action (Osternig, Hamill, Lander, & Robertson, 1986). In a later 

study, muscle strength performance disorders were isokinetically detected in about 70% 

of cases after HSI. This underlined an ECC PT deficit and a significant reduction of a 

mixed ECC hamstring/ concentric quadriceps ratio (Croisier and Crielaard, 2000). 

When sprinting, the deceleration phase shortens, requiring a higher ECC 

activation of the hamstrings to compensate the forward momentum of the leg (Garrett, 

1990). If the hamstrings have insufficient ECC strength to decelerate the limb during the 

latter part of the swing phase, ECC overload could cause tearing in the musculo-tendinous 

unit (Garrett, 1990). Therefore it makes sense to train the hamstrings for ECC strength. 

 

The relationship between Fatigue and Injury 

Reduced muscle strength, brought on by fatigue, has been argued to increase the 

chance of injury (Greig, 2008), in particular HSI (Sutton, 1984; Worrell, 1994). Research 
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has demonstrated fatigue induced alterations to the biomechanics of running (Lloyd, 

2006), including decreased hip flexion and thigh angular velocity and increased knee 

extension during swing phase of the stride (Sprague and Mann, 1983). This basically 

means a reduced range of movement. The muscles loss of force limits its ability to absorb 

repeated loading while running, this loss of force increases the risk of injury due to fatigue 

(Sallay, Friedman, Coogan, & Garrett, 1996). The multiple ECC contractions combined 

with the continuing decrease in PT due to fatigue will damage the muscle progressively 

and can lead to a major soft tissue injury (Brockett, Morgan, & Proske, 2004). 

A study on English professional footballers reported that HSI occurred during 

competition represented 62% of all reported hamstring injuries (Woods, 2004c), 

especially in the final quarter of matches (Hawkins, 2001).  This study notes the time 

when most injuries occur but offers no information on prevention of HSI. A recent study 

stated that fatigue occurred progressively in soccer players muscles and therefore 

maximum force decreased progressively from the beginning to the end a simulated game 

(Rahnama, Reilly, Lees, & Graham-Smith, 2003). The findings indicate that a simulated 

soccer-specific exercise protocol reduced the capacity of hamstring working ECC to 

generate force. This was shown in the reduction of PT. This study reliably showed the 

progressive effect of fatigue on ECC hamstrings by taking measurements pre, middle and 

post-game. There is limited research in the area of improving muscle endurance to combat 

fatigue induced injury. Most tests are done to show fatigue but no training prevention to 

combat fatigue.  

 

Strength and Endurance Training  

Traditional resistance training involves high load, low repetition, whereas 

endurance training involves low load, high repetition, these differences produce distinct 

physiological changes in the trained musculature that is needed for each sporting 

environment (McCafferty and Horvath, 1977).  

There is a constant debate ongoing about how to train for strength. A study by 

Kraemer, Adams, Cafarelli (2002) in the ‘Progression Models in Resistance Training for 

Healthy Adults’ concluded that the best way to train for strength was to use multiple sets 

and reps of 6-12 and load of 85% one rep max. Further studies backed up the idea of using 

high load with low reps with a rest period of two-three minutes (Bird, Tarpenning, & 

Marino, 2005; Berger, 1962; Kraemer & Ratamess, 2004; Ostrowski, Wilson, Weatherby, 

Murphy, & Lyttle, 1997; (Huczel & Clarke, 1992). The same studies recommended the 

best way to train for endurance was to perform one-three sets of 12-15 reps with a brief 

resting period of 30 seconds. Research has also stated that lighter loads and higher reps 

(12-15 RM) were effective for building muscle endurance (Campos et al 2002; Stone and 

Coulter, 1994; Tanaka, Costill, Thomas, Fink, & Widrick, 1993). 

 

Nordic Hamstring Curls 

A simple ECC hamstring strength training exercise that has been further 

developed by Mjølsnes et al. (2004) is known as the ‘‘Nordic hamstring Curl’’ (NHC) 
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(Figure 1). This exercise can be done in the field without the use of any equipment except 

a partner to secure legs. It has been shown to increase the ECC strength in the hamstring 

muscles and creates a rightward shift in the length-tension relationship (Brockett, Morgan 

and Proske, 2001a). Studies across a range of sports have reported beneficial outcomes 

from the use of NHC. A study by Brooks (2006) on elite rugby players and a study by 

Arnason et al. (2008) on professional footballers showed a decrease in the frequency and 

severity of HSI after NHC training. There is limited research looking at whether or not 

the dominant leg is doing more than its fair share during a NHC.A study by Iga, Fruer, 

Deighan, Croix, & James (2012) used EMG to observe the activity of each leg muscle 

group and report back. They found no significant difference in the activity. However they 

did not print any kinetic data which would have been useful. The Assisted Nordic 

Hamstring Curl (ANHC) (Figure 2) is designed allow a greater range of motion for the 

participant to work in. The ANHC involves the use of an elastic band secures under the 

arms and around the chest. This provides a delay in to the break point and in turn allows 

the participant to train at longer muscle lengths (Matthews, Jones, Cohen, & Matthews, 

2015a). 

Figure 1 Nordic Hamstring Curl 

 
Figure 2 Assisted Nordic Hamstring Curl 
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Peak Torque and Angle of Peak Torque 

Peak torque is the single maximum amount of torque produced by muscular action 

as the limb passes through a range of motion (Kannus, 1994). The APT is simply the 

angle at which the PT occurs (Brockett, Morgan and Proske, 2001b).  

It has been suggested that ECC exercise may reduce hamstring injury rates as the 

muscles are trained to shift the PT–angle curve toward longer muscle lengths (Brockett, 

Morgan, & Proske, 2001c). This shift in optimum length has been argued to be a 

protective adaptation for future muscle strain injuries in sport (Proske, Morgan, Brockett, 

& Percival, 2004). This means the muscle will be able to generate more force to decelerate 

and control the limb while it is at an extreme lengthened position, thus reducing injury 

risk. 

A limited number of studies have used an extended training intervention to test 

these theories. They are usually one session of high repetitions with no follow up. To my 

knowledge, there have not been any studies on endurance training and PT relationship 

with an extended intervention been done before. In terms of measurement testing, it’s 

useful to know what the maximum PT is and also at what angle it occurs. This way the 

results of any training intervention implemented can be clearly seen upon retesting. 

 

Methodology 

Overview 

Aim: To assess the effect of a high load/ low repetition and a low load / high 

repetition training intervention on ECC hamstring PT and APT before and after fatigue, 

before and after the intervention. 

ECC hamstring PT and APT were measured using the KinCom dynamometer at 

60˚s-1/s (type, 125 AP, Chattanooga, TN, USA) before and after a ball sport specific 

fatigue protocol, (The Loughborough Intermittent Shuttle Test) (Nicholas, Nuttall and 

Williams, 2000). The L.I.S.T was modified to suit the amateur status of the participants 

and time constrictions of the testing lab. The participants underwent a 45 minute version 

of the protocol. Participants were then divided into two groups and underwent four weeks 

of targeted hamstring training. 

 

Participants 

Participants were recruited as volunteers from the University of Salford Football 

Teams. The study required a minimum of 20 physically active males randomly assigned 

into two groups, (Strength (n11) 22.9+3.7yrs, 183.9+7.2m, 84.7+8.9kg) (Endurance (n9) 

22+2.9yrs, 178.4+6.8m, 84.7+8.9kg). A recruitment poster (appendix 1) was displayed at 

the University. 

Exclusion criteria included: present injuries, major operations and muscle or 

tendon injuries within the past year. A Participant Information Sheet was handed out 

before any of the study was carried out (appendix 2). Participants selected then filled out 

a physical activity readiness questionnaire (appendix 3). Applicants selected also signed 

a consent form prior to data collection (appendix 4). Furthermore, approval for the study 
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was acquired in agreement with the University’s Ethics Committee procedures 

(University Ethics Panel, Salford University, UK). 

 

Warm Up  

Before using the Kin Com Dynamometer, a five minute warm up was performed 

in the human performance lab consisting of general stretching, running and jogging. 

 

Procedure   

Having familiarised the participants with the methods of testing, each participant 

attended the performance lab for isokinetic assessment. Participants were asked to avoid 

caffeine or eating two hours prior to testing and also not to undergo any strenuous activity 

48 hours prior to assessment.  

Each participant was seated on the Kin Com Dynamometer (type, 125 AP, 

Chattanooga, TN, USA) in order to measure ECC hamstring PT (Force x Moment Arm 

(Nm)) and APT. Testing was conducted on the participant’s dominant leg. The 

participants were then placed in approximately 90˚ hip flexion and 90˚ knee flexion; 

moving through a range of 90˚ to 0˚ of knee extension. This position is commonly used 

by researchers (Askling C et al 2003; Brockett CL et al 2004). The lever arm was aligned 

with the knee joint line (parallel to lateral epicondyle) and the shin pad attached above 

the malleoli. The Kin-Com was then adapted in accordance to the participants’ limb 

length. We ensured the participants’ knee was overhanging by two inches over the seat 

and that shorts were being wore. The lever arm length (metres) for each participant was 

taken. Each participant’s thigh, waist and torso were strapped to eliminate extraneous 

movement. The participant was then instructed to fully extend their leg manually and hold 

in place. The leg weight shown was noted in order to be eliminated later on when 

evaluating gravitational correction, in order to correctly give the ECC hamstring PT 

value. The forward and backward speed was 60˚/s. The participant was then instructed to 

give three maximal repetitions with a rest of 30 seconds in between. The best score from 

the three repetitions was taken. These values were measured pre and post fatigue and pre 

and post intervention. The results were scientifically analysed and compared at the end 

of the four week study.  

 

Fatigue Protocol 

Following the Isokinetic testing on the Kin Com Dynamometer, each individual 

participant underwent a modified (Loughborough Intermittent Shuttle Test (Nicholas, 

Nuttall and Williams, 2000) fatigue protocol. To ensure total fatigue, after completing the 

L.I.S.T each participant underwent a jog then sprint exercise until they could not complete 

on 20 meter sprint fully. The participants were then retested on the Kin Com 

Dynamometer. This was performed on the first and last day of the study. 

 

Strength Intervention 
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The strength group performed a total of three sets of four NHC with a two-minute 

rest between each set at a load that allows only performance of four reps. The sets and 

reps are in line with research (‘Progression Models in Resistance Training for Healthy 

Adults’, 2002; Bird, Tarpenning, & Marino, 2005; Berger, 1962; Kraemer & Ratamess, 

2004; Ostrowski, Wilson, Weatherby, Murphy, & Lyttle, 1997).This protocol was 

performed two times a week for four weeks. Participants were progressed by increasing 

load (weighted vest). 

 

Endurance Intervention  

The endurance group performed four sets of 15 ANHC using a large rubber band 

secured around the participant’s chest below the arms. They had a 30 second rest between 

sets. The sets and reps are in line with ‘Progression Models in Resistance Training for 

Healthy Adults’, (2002) and other noted research (Campos et al 2002; Stone & Coulter, 

1994; Tanaka, Costill, Thomas, Fink, & Widrick, 1993; Bird, Tarpenning, & Marino, 

2005; Huczel & Clarke, 1992). This protocol was performed two times a week for four 

weeks.  Participants were progressed by increasing sets and reps. 

 

Measurements, data and data analysis  

This pilot study looks at a participants design with two specific protocols to 

follow. The data set was analysed using SPSS v 16.0 for windows (Chicago, Ill). A paired 

sample T-Test was carried out as this is the appropriate approach to analyse data 

accurately. The normality of data collected was ratified using the Shapiro Wilks test. The 

alpha level was set at p≤ 0.05 as this is commonly recognised in all scientific research 

papers. Significance was shown when p equals or is less than the alpha level (.05). 

For this pilot study, six participants were randomly selected to attend two testing 

sessions approximately 72 hours apart in order to confirm test-retest reliability. This was 

achieved by calculating the Intra-class Correlation Coefficient, Standard Error of 

Measurement and Smallest Detectable Difference. The Performance Lab was booked for 

the training intervention twice a week. The Kin Com machine and performance track was 

used on the first day and the last day of testing. A large elastic band was booked to 

perform ANHC. 

 

Results 

 

There is no significant difference found in PT pre fatigue for both pre and post 

intervention in both groups, See Table 1 (Endurance: pre intervention- 115.33+12.80 

Nm, post intervention- 129.33+22.27 Nm, sig- .10) (Strength: pre intervention_ 

151.55+13.72 Nm, post intervention_ 165+27.58Nm, sig-value .07). There is no 

significant difference found in APT pre fatigue for both pre and post intervention in both 

groups, See Table 2 (Endurance: pre int, pre fat 27.92+18.40°, post int, pre fat 

18.08+8.13°, sig-value .13) (Strength: = pre fat, pre int 22.36+11.80°, pre fa, post int 

20.02+11.67°,sig-value .64). 
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The results of the study show both groups record a significant difference regarding 

PT post fatigue, pre and post intervention in both groups. See Tables 3 & 4 (Endurance: 

pre intervention, post fatigue- 117.67+21.56 Nm, post intervention, post fatigue- 

135.67+22.204 Nm, sig-value .01) (Strength: pre intervention, post fatigue- 

117.67+21.56 Nm, post intervention, post fatigue- 135.67+22.20 Nm, sig-value .00). 

When the means are broken down into percentages difference we observed a 13.26% and 

17.17% increase in the endurance and strength groups respectfully.  

There was no significant difference observed in the APT in either group post 

fatigue, pre and post intervention See Table 5 & 6 (Strength group: post fatigue, pre 

intention 23.52+10.97 °, post fatigue, post intervention 17.18+9.04°, sig-value .19, 

Endurance Group: pre intervention, post fatigue 22.81+16.5°, post intervention, post 

fatigue 18.64+11.6°, sig-value .50). However, when the means were broken down into 

percentages to view changes, an increase of knee extension to where APT occurred of 

26.95% and 18.28% was noted for the strength and endurance group respectfully.  

Graph 1 Eccentric Peak Torque Pre Fatigue, Pre & Post Intervention for Both Groups 
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Graph 2 Eccentric Angle Peak Torque Pre Fatigue, Pre & Post Intervention for Both Groups 

 

Graph 3 Eccentric Peak Torque Post Fatigue, Pre & Post Intervention for Endurance Group 
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Graph 4 Eccentric Peak Torque Post Fatigue, Pre & Post Intervention for Strength Group 

 

Graph 5 Eccentric Angle Peak Torque Post Fatigue, Pre- & Post Intervention  

for Strength Group 
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Graph 6 Eccentric Angle Peak Torque Post Fatigue, Pre & Post Intervention for 

Endurance Group 

Discussion 

The purpose of this study was to use two ECC types of hamstring training 

interventions (Strength group using NHC and Endurance group using ANHC) and report 

on which one may be the best to prevent HSI. There were no significant differences found 

for PT or APT for the pre fatigue, pre and post intervention with either group (Table 1 & 

2). This may demonstrate that there were no changes in the hamstrings PT or APT during 

everyday activity. There were large standard deviations noticed in the PT and especially 

the APT sections for pre fatigue pre and post intervention. This may be attributed to the 

familiarizing effect of the participants on retesting. 

Numerous studies have used NHC to improve ECC PT and APT (Arnason, 

Andersen, Holme, Engebretsen, & Bahr, 2007c; Askling, Karlsson, & Thorstensson, 

2003b: Gabbe, Branson, & Bennell, 2006b). This is one of the first studies to use an 

ANHC exercise. By using the ANHC, in theory, we would be able to get more reps and 

sets. This would allow us to achieve the parameters of endurance style interventions via 

reps, sets and recovery times (Matthews, Jones, Cohen, & Matthews, 2015b). In both 

groups there was a significant difference found in PT post fatigue, pre and post 

intervention (Table 3 & 4). There were no significant differences found in the APT at 

any stage of the intervention in both groups. However, there were changes to a more 

extended knee angle where the APT occurred. They are most noticeable in post fatigue, 

pre vs post intervention results (Table 5 & 6). This study is in line with current studies 

that show an improvement in PT and APT using the NHC (Arnason, Andersen, Holme, 

Engebretsen, & Bahr, 2007d; Clark, Bryant, Culgan, & Hartley, 2005b).  
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Although there was no significant difference observed, both groups showed a 

positive shift in APT to more extended lengths. This was demonstrated by an increase of 

18.28% and 26.95% for endurance and strength groups respectively. Brughelli et al 

(2010) stated that ECC training interventions can have a positive effect on the length-

tension relationship of the hamstrings. This will not only increase the amount of PT 

produced, but shift the APT to longer muscle lengths where it may be susceptible to injury 

(Malliaropoulos et al., 2012; Schmitt, Tim, McHugh, 2012), in turn reducing HSI 

(Petersen, Thorborg, Nielsen, Budtz-Jorgensen, & Holmich, 2011; Arnason, Andersen, 

Holme, Engebretsen, & Bahr, 2007b). As both interventions are successful in doing so in 

a four week period we should then look at which has the greater improvement in PT and 

APT. In this study the strength group (Table 5) showed a shift to longer lengths of 6.34 

degrees while the endurance group (Table 6) showed a 4.1 degree shift. These findings 

are in line with (Clark, Bryant, Culgan, & Hartley, 2005) who found a 6.5 degree shift in 

hamstrings after a four week intervention using NHC. Brockett, Morgan, & Proske, 

(2004b) proposed that if the optimal length can be improved through ECC training then 

the limb can be more controlled through a full range of movement, hence reduce HSI risk.  

A significant amount of studies have looked at trying to identify a way to predict HSI. 

The most common area looked at is muscle strength (Croisier, Ganteaume, Binet, Genty, 

& Ferret, 2008a; Orchard, Marsden, Lord, & Garlick, 1997). Research has shown that 

ECC hamstring strengthening is the best way to decrease the chances of a HSI (Arnason, 

Andersen, Holme, Engebretsen, & Bahr, 2007a; Askling, Karlsson and Thorstensson, 

2003; Gabbe, Branson and Bennell, 2006), our study seems to back that up. However, our 

study has shown that ANHC have a similar increase in PT and APT in a short space of 

time. It may be worth looking at this type of exercise in future to reduce the risk of HSI 

in endurance sports like football, rugby and basketball. Research may be fixating on 

improving ECC PT and APT via strength. Other studies have reported other ways to 

decrease HSI risk. A study by Croisier, Ganteaume, Binet, Genty, & Ferret (2008b) using 

concentric and ECC training have shown a decrease in HSI. Furthermore, research by 

Arnason, Andersen, Holme, Engebretsen, & Bahr (2007b) noted that by incorporating a 

warm up and stretching alongside an eccentric training programme would greatly reduce 

the risk of HSI. These studies highlight the fact that there are many factors involved in 

reducing HSI risk so a more open minded approach is needed. 

Limitations  

A longer training intervention would have been preferable. This would have allowed us 

to see some further changes and how PT and APT progress in both groups. The study did 

not take into consideration that some participants may have been familiar with NHC 

beforehand and this would have affected their results. The study did not allow for the fact 

that the endurance group were doing about 60 reps per session and therefore doing more 

volume of work than the strength group.  
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Conclusion  

In conclusion, both training interventions increase PT and improve APT. The 

strength group showed a higher percentage increase in both means of PT and APT after 

the intervention. The strength training intervention shows the greatest improvement on 

both PT and APT, making it the best way to train hamstrings. 

Further Research 

Our study shows that by using an ANHC we can also improve PT and APT in a 

period of only four weeks. A season long intervention may greatly highlight the effects 

of the endurance group results. The ANHC achieved full range through every rep and in 

theory strengthened the outer ranges that the strength group could not have reached. This 

may mean, although the strength group had a better increase in PT and APT, the 

endurance group may have improved the hamstrings through the whole range while the 

strength group only improved the range they achieved until failure. Further research into 

the benefits of ANHC is needed. 
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Appendices  

Appendices 1: Poster 

Volunteers Wanted For Dissertation Research 

Investigation into two types of hamstring training protocols on peak torque and fatigue resistance. 

Do you play sport or like to keep fit… 

Do you want to minimise the chance of injury while you train/workout…. 

Don’t miss this chance!! 
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Our study will investigate two types of hamstring training protocols, one being strength training and the 

other endurance training by way of Nordic hamstring curls. 

Why not become a part of a study that will scientifically prove which way is best to train hamstrings 

     

               

If you would like to be a part of this study 

please contact me: 

d.roche@edu.salford.ac.uk 

k.heron@edu.salford.ac.uk 

s.todd@edu.salford.ac.uk 

 

Appendix 2: Participant Information Sheet 

 

Study Title: An Investigation into Two Modes 

of Hamstring Training on Parameters of Strength 

and Fatigue Resistance 

 

You are being invited to take part in a research study that we are undertaking as part of our BSc (Hons) 

Sport Rehabilitation Dissertation. Taking part is completely voluntary and you are free to drop out at any 

point during the study without stating a reason. You will be given at least 24 hours after reading this 

information sheet to decide whether you wish to participate in the study. If you do wish to take part you 

will be asked to sign a health questionnaire and consent form stating you have agreed to take part in the 

study.  

Before you decide you should first understand why the study is being carried out and what it will involve 

you doing. If you have any questions or need a further explanation of the study feel free to ask at any point. 

What is the purpose of the study? 

The purpose of the study is to investigate which training protocol is better to train the hamstrings to prevent 

fatigue hamstring injuries.  

Why have I been invited? 

You have been selected as you are physically active and part of the University of Salford.  

What will happen to me if I take part/what will I have to do? 

 

The study is designed to run over four weeks. Firstly there will be a session of testing on the KinCom 

Dynamometer to see how much force you can create within your hamstrings. You will also have to undergo 

a fatigue protocol on the first and last day of the study. This will show us if fatigue has an effect on 

hamstring force production and its break point angle. A four week intervention phase where, two times a 

week you will be asked to carry out your assigned exercise under supervision. Each session will take place 

in the performance lab r at your training and should last no longer than ten minutes. The fatiguing protocol 

on the first and the last day will take place in the performance lab. Finally we will finish by once again 

retesting on the KinCom Dynamometer to see how much force your hamstrings produced and at which the 

angle of peak torque occurred, then comparing with the preliminary data to see if protocols had an effect 

on break point angle and peak torque pre and post fatigue.  

Expenses and Payments? 

No expenses will be provided nor payment.  

What are the possible disadvantages and risks of taking part?  

 

Whilst taking part in this study you may feel some minor discomfort and tenderness in your hamstring 

muscles as a side effect of the training intervention.  However both testing days will require maximal effort 

and run the risk or injury. As the training protocol is implemented you may feel some soreness in your 

hamstrings that will pass quite soon. 

mailto:k.heron@edu.salford.ac.uk
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What are the possible benefits of taking part? 

This study may benefit you personally nevertheless the results will stand to increase your understanding of 

hamstring injuries and strategies on how to prevent hamstring strains in the future. 

What if there is a problem? 

 

If you have any concerns regarding the study please speak to us and we will do our best to answer any of 

your questions. If you are unhappy with any aspect of the study and wish to make a formal complaint, 

please contact the office for Health, Sport and Rehabilitation Sciences which can be found in the Allerton 

building on the first floor.  

Will my taking part in the study be kept confidential? 

 

All data collected will be kept confidential and only accessible to us the researchers. Data will be taken 

straight from the testing kit and put onto a password protected file. Your personal information will be stored 

in the same file only accessible by us. You will be assigned a number to your name so that your personal 

information is kept confidential. The data collected will be seen by our supervisor however he will not have 

access to your personal information. Your data will only be kept for the duration of the study and all copies 

will be deleted after it has been completed. 

What will happen if I don’t carry on with the study? 

If at any point you decide that you no longer wish to take part in the study then any data collected from you 

will be deleted and not included in the final results. Once the data has been collected and analysed it will 

be used in our dissertation and therefore could possibly be published. No personal information will be used 

in the analysing of this data and you may request your results in which we can email them to you.  

What will happen to the results of the research study? 

The results will be put in our dissertation. These results may be published. Personal information will not be 

included in our results however participant my request there results via email, in which we would be obliged 

to do so.  

Who is organising or sponsoring the research? 

This research is organised by us and our supervisor. This study will be sponsored by the University of 

Salford. 

Further information and contact details: 

Additional information that participants may require: 

1. General information about the research study:  

David Roche   <d.roche@edu.salford.ac.uk> 

Kate Heron   <k.heron@edu.salford.ac.uk> 

Stefanie Todd  <s.todd@edu.salford.ac.uk> 

2. Advice as to whether you should participate:  

David Roche   <d.roche@edu.salford.ac.uk> 

Kate Heron   <k.heron@edu.salford.ac.uk> 

Stefanie Todd   <s.todd@edu.salford.ac.uk> 

OR 

 

Martyn Matthews  <m.matthews@salford.ac.uk> 

3. Who they should approach if unhappy with the study: <m.matthews@salford.ac.uk> 

 

 

 

Appendix 3: Health Questionnaire                          

Isokinetic Testing       Training Exercises       Other…………………. 

                                                                                                                           (Please specify) 

 

mailto:d.roche@edu.salford.ac.uk
mailto:k.heron@edu.salford.ac.uk
mailto:s.todd@edu.salford.ac.uk
mailto:d.roche@edu.salford.ac.uk
mailto:k.heron@edu.salford.ac.uk
mailto:s.todd@edu.salford.ac.uk
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1. Personal information 

 

Surname: ……………………………          Forename(s): …………………………... 

Date of birth: …………....................          Age: …………………….……………….. 

Height (cm):          Weight (kg): …………….………………. 

 

2. Additional information 

 

a. Please state when you last had something to eat / drink……………………... 

b. Tick the box that relates to your present level of activity: 

Inactive   moderately active   highly active  

c. Give an example of a typical weeks exercise: 

…………………………………………………………………………………………... 

d. If you smoke, approximately how many cigarettes do you smoke a day…….. 

 

 

3. 

 

Are you currently taking any medication that might affect your ability to 

participate in the test as outlined? 

 

 

YES 

 

NO 

 

4. 

 

Do you suffer, or have you ever suffered from, cardiovascular disorders? E.g. 

Chest pain, heart trouble, cholesterol etc. 

 

 

YES 

 

NO 

 

5. 

 

Do you suffer, or have you ever suffered from, high/low blood pressure? 

 

 

YES 

 

NO 

 

6. 

 

Has your doctor said that you have a condition and that you should only do 

physical activity recommended by a doctor? 

 

YES 

 

NO 

 

7. 

 

Have you had a cold or feverish illness in the last 2 weeks? 

 

 

YES 

 

NO 

 

8. 

 

Do you ever lose balance because of dizziness, or do you ever lose 

consciousness? 

 

 

YES 

 

NO 

 

 

9. 

 

 

Do you suffer, or have you ever suffered from, respiratory disorders? E.g. 

Asthma, bronchitis etc. 

 

 

YES 

 

NO 

 

10. 

 

Are you currently receiving advice from a medical advisor i.e. GP or 

Physiotherapist not to participate in physical activity because of back pain or 

any musculoskeletal (muscle, joint or bone) problems? 

 

 

YES 

 

NO 
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11. 

 

Do you suffer, or have you ever suffered from diabetes? 

 

 

YES 

 

NO 

 

12. 

 

Do you suffer, or have you ever suffered from epilepsy/seizures? 

 

 

YES 

 

NO 

 

13. 

 

Do you know of any reason, not mentioned above, why you should not 

exercise? E.g. Head injury (within 12 months), pregnant or new mother, 

hangover, eye injury or anything else. 

 

 

YES 

 

NO 

 

 

 

Appendix 4: Consent Form       

 

 

 

INFORMED CONSENT 

 

The full details of the test have been explained to me. I am clear about what will be involved and I am aware of the 

purpose of the test, the potential benefits and the potential risks. 

 

I know that I am not obliged to complete the test. I am free to stop the test at any point and for any reason. 

 

The test results are confidential and will only be communicated to others once the data is fully analysed, with no 

identifiable individual data. 
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Abstract 

In the context of various changes in the players' composition on the insurance market, 

along with the changes that take place in the legislative area of the insurance system, we ask 

ourselves whether insurance is a guaranteed risk or a risk assumed by secure? At national level, 

due to the fact that within the insurance companies the internal control is not well implemented, 

there is no staff to pursue this goal and no mitigating measures are taken so that the risks 

triggered by the human decision-making factor be decreased. Because of this fact, the insurance 

can become a lottery for the insuree at one point because either the insuree cannot cover the 

damage s/he has secured, or s/he can lose as a result of some decisions taken by a representative 

of the insurance company. Therefore, a well-implemented and managed internal control can save 

both the activity of an insurance company as well as its image. That will generate a profitability, 

a good reputation for the insurance company, as well as policy-holders’ satisfaction. In this paper 

we aim to highlight the importance of internal control within insurance companies, as well as the 

consequences arising from a lack of internal control or its existence at a declarative level only. 

 

Keywords: insurance, risk, assumption, warranty, control 

JEL Classification: G22, M40, M41 

 

1. Introduction  

 This article was designed to highlight fundamental elements that are generally not 

known in the true sense of the word by insurance recipients. These elements are decisive 

for the conclusion of an insurance policy, because on their basis, any natural or legal 

person should make the decision whether or not to secure a good, event or particular 

situation. 

 Failing to recognize basic elements of the concept of insurance leads to a series of 

decisions made under ignorance, indifference or emotion, and the repercussions of these 

decisions often lead directly to risks, risks that generally transform the insurance policy 

from a risk guaranteed by insurance companies into a risk assumed by the insured. 

 In addition to risks directly or indirectly concealed inside the insurance contracts, 

the risks may also arise from the lack of well-structured and implemented internal control. 

Thus, we believe that there should be no unchecked structures or decision makers, as this 

generates forgeries, financial losses for both the insurer and the insured, as well as loss of 

image that ultimately leads to material losses. 

 The article is structured in four points, highlighting both the theoretical and 

explanatory part and the analysis of various situations encountered in insurance in 2017, 

mailto:ersilia76@yahoo.com
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as well as situations in 2017, comparable to the previous years. The article ending with 

the conclusions resulting from the exposure of the material which forms the content of 

the work.  

 

2. The concept of insurance  

 Insurance is a form of protection for a variety of situations, based on a contract by 

which a natural or legal person called insuree seeks to minimize various losses by 

transferring certain risks to a legal person called the insurer, as a result of a money 

payment called insurance premium. 

 The Insurer undertakes under this contract to pay the insuree compensation if the 

events stipulated in the contract are to take place. Under Law 32/2000, insurance is the 

operation by which an insurer constitutes, on the principle of mutuality, an insurance fund 

by the contribution of a number of insured persons exposed to certain risks, and 

indemnifies those who suffer damage on the basis of the fund made of all the paid 

premiums, as well as from other revenues resulting from the activity that is carried out. 

 

Terminology in the field of insurance. 

 

 The insurer is a Romanian legal person authorized under the terms of Law 32/2000 

that carries out insurance activities within the branch or subsidiary of an insurer in a 

country, as well as within a branch of an insurance company or a mutual company in a 

Member Country which has received an authorization from the competent authority of 

the home Member Country. The insuree is the person who has an insurance contract with 

the insurer. 

Actuary is the natural person registered in the Actuaries Register in accordance 

with the provisions of Law 32/2000 specialized in risk assessment by statistical methods, 

which are used for the calculation of premiums, technical reserves and annuities in the 

insurance field. 

The beneficiary of the insurance is a natural person indicated by the insuree to 

receive the benefit of the insurance, in case of the insured risk.  

The insurance broker is a Romanian legal person authorized under Law 32/2000 

that negotiates for his clients, the clients being physical or legal persons, insured or 

potential insured persons. The insurance broker negotiates for his clients, concludes of 

insurance or reinsurance contracts and provides assistance before and during the 

execution of the contracts or in connection with the settlement of claims on the situation. 
The insurance broker represents an intermediary from a Member State carrying out 

brokering activities on the territory of Romania, in accordance with both the right of 

establishment in Romania and the freedom to provide services. 
 The insured event is the event which has actually occurred, and for its consequence-

removal the insurance has been made in the first place. 

 The insurance contract is the legal act governing the legal relations between the 

Contracting Parties. It consists of a set of documents comprising the insurance claim, the 

insurance policy, the basic insurance contract conditions and the additional clauses 

attached. By the provisions of the insurance contract, the insurance contractor or the 

insuree undertakes to pay a premium to the insurer, and he undertakes to pay the insuree, 

the beneficiary of the insurance or the injured third party the compensation or the insured 

amount, called indemnity, as the insurance contract provided, within the agreed limits and 

terms. 
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 Insurance policyholder is the person who concludes the insurance contract to insure 

a risk to another person, and he undertakes to pay the insurance premium to the insurer. 

 Damage is the loss suffered by the insuree after the assured case has occured. 

The period of insurance is the period of time during which the insurance relations between 

the insurer and the insuree remain valid as set out in the insurance contract. 

 Franchise represents the part of the damage suffered by the injured person, 

stipulated as a fixed amount or percentage of the total compensation stipulated in the 

insurance contract. 

 The insured amount is the maximum amount within which the insurer is required 

to pay the insurance indemnity to the insured event. 

 The insurance indemnity is the amount of money the insurer pays when the insured 

event occurs. 

 The subject of the insurance is composed of: certain goods, the indemnities owed 

by the insured due to his civil liability to a third person or person-attribute (life, work 

capacity, etc.), that is to say, the patrimonial or non-patrimonial values exposed to the 

danger. 

 The grace period is the period for which coverage continues beyond the expiry date 

of an insurance contract to allow payment of the insurance premium. 

 Insurance premium is the amount of money that the insurer or the insurer's insurer 

pays for assuming the risk, i.e. the insurance price. 

 Reinsurance is the operation consisting in taking over the risks transferred by an 

insurer or reinsurer. 

 

3.Principales of insurance activity 

 

3.1 Community of the Insurance Market: Operators, Regulatory and Supervisory 

Institutions, Dimensional and Structural Elements 

 

 As for any other market, the definition of the insurance market is the place where 

demand is met with the offer of specific products and insurance. 

 

Figure no. 1 - Structure of the insurance activity. 

 

 
Source: Made by the author according to the data from the Insurance Supervisory Commission, 

Course support, Continuous professional training of insurance intermediaries”  

 

 Its main features can be highlighted by the three common features of any market, 

whatever its nature, namely: 

Natural persons Non profit organizations Public institutions Economic entity 

Insurance and Reinsurance 
Company 

- Insurance Company Mutual Assurance Company 

INSUREE  – INSURANCE DEMAND 

INSURERS  – INSURANCE    SUPPLY  

Intermediaries 
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• the organizational framework; 

• Market size; 

• Structure and competition structure. 

  

The organizational framework is represented by: 

• The demand for insurance products can come from individuals as well as from 

organizational entities such as: economic agents, public institutions, non-profit 

organizations. Future insuree can come from all of these potential customer categories. 

• The offer is generated by insurers, which can be organized as insurance companies, 

insurance-reinsurance companies or mutual insurance associations. 

 From the point of view of the organizational form, an insurer can be: 
- a Romanian legal person authorized under the law to carry out insurance; 

- the branch of an insurer from a third country; 

- the branch of an insurance or a mutual company in a Member State which has received 

authorization from the competent authority of the home Member State. 

 Insurers can also be classified by the nature of the products and services offered: 
- life insurers; 

- non-life insurers; 

- insurers with composite activity. 

 Other market operators are insurance intermediaries such as insurance brokers, 

brokerage assistants, insurance brokers, insurance agents, subagents, subordinate 

insurance agents. 

 Insurance intermediaries may be (Pellino and Sorgi,2006): 
- natural or legal persons performing insurance mediation in exchange for remuneration, 

authorized or registered under the law; 

- an intermediary from Member States that carries on the territory of Romania insurance 

intermediation activity, according to the right of establishment and the freedom to provide 

services in our country. 

 Other categories of personnel involved in the distribution of insurance products are: 

- employees of insurance companies involved in the distribution of insurance products, 

- the staff of the insurance or reinsurance broker who has as its main service task the 

intermediation of insurance or reinsurance contracts. 

 It is worth mentioning that both insurers and insurance intermediaries have formed 

professional associations such as: National Association of Insurance and Reinsurance 

Companies in Romania and Insurance Consulting Companies in Romania, plus the 

associations of actuaries and lawyers in the field: Romanian Association of Actuaries, 

Association of Romanian Insurers Law. 

 

Guarantee Fund, component of the organizational framework of the insurance 

market 

 

 The Guarantee Fund was set up to protect policyholders by Law No.136 / 1995 on 

Insurance and Reinsurance in Romania. The Fund is constituted by the contribution of 
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the insurance companies and is intended for the payments of indemnities and insured 

amounts to the insurance creditors of the insured insurance companies. 

 The Insurance Supervisory Commission has adopted rules setting out how to set up, 

manage, structure the revenue and expenditure budget, the procedure and conditions for 

making payments from and to the Guarantee Fund, as well as the recovery procedure for 

advanced payments from Guarantee Fund. Law No. 503/2004 on financial recovery and 

bankruptcy of insurance companies contains a number of provisions regarding the 

attributions of the Guarantee Fund. 

  

Street Victim Protection Fund 

 It is a legal entity of private law without patrimonial purpose, organized as a 

professional association of all insurers entitled to practice Civil Auto Liability insurance 

on Romanian territory. It fulfills the three functions provided by the European directives: 

- body for payment of compensation to injured persons for uninsured vehicles for 

civil liability risks or unidentified authors; 

- information center; 

- a compensation body providing compensation to injured parties as a result of an 

accident occurring on the territory of a Member State, other than the residence of the 

injured person, caused by a registered and insured car on the territory of Romania. 

 

Insurance Supervisory Commission) - the insurance regulatory and supervisory 

authority 

 It is a specialized autonomous administrative authority with legal personality, 

which carries out its activity in order to protect the rights of the insured persons and to 

promote the stability of the insurance activity in Romania. The legal basis for its 

organization and operation is Law No. 32/2000 on insurance and insurance supervision. 

 The management of the Commission is ensured by a seven-member council 

consisting of: a chairman, two vice-presidents and four members, appointed by 

Parliament on a proposal from the specialized committees. The main tasks of the 

Commission are: 

- elaborates and approves the drafts of normative acts that concern the insurance field 

or have implications in this field; 

- authorizes insurers and insurance brokers; 

- approves the direct or indirect shareholders of insurers and brokers; 

- authorizes the compulsory insurance established by law; 

- approves or withdraws approval for significant insurers and insurance brokers; 

- approves the division or merger of an insurance insurer / broker; 

- approves the portfolio transfer; 

- approves the limitation, suspension or cessation of the activity of insurers and 

insurance brokers; 

- supervises the financial situation of insurers and intermediaries; 

- approves the curriculum and the theme of the graduation exams for entities 

organizing vocational education courses, as well as the requirements for lecturers for 

these courses; 
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- applies the measures provided by the law on the financial recovery, reorganization 

or bankruptcy of insurers; 

- fulfills the capacity of administrator of the Guarantee Fund; 

- applies the sanctioning measures provided by law; 

- receives and responds to complaints and complaints regarding the activity of 

insurers and insurance intermediaries; 

- Participates in the bodies from insurance sector attached to the European 

Commission and in international associations. 

 

4. Risk and protection against risk through the insurers  

 The risk to which people are exposed is defined as a potential hazard or possible 

loss.  Dangers materialize themselves in undesirable events with serious material, 

spiritual, and financial consequences, with bodily injury or health damage. The concept 

of risk is characterized by two dimensions: 

- the degree of uncertainty; 

- the material and financial consequences of a particular unwanted event. 

 Particular attention is paid to events with a high frequency, while those less-

frequent being often neglected. There are, however, very frequent events that have 

catastrophic consequences such as those in the aviation and maritime transport sectors. 

The two major dimensions of the risks are also added to a third dimension, namely, 

perception of risk. 

 Risk perception is a psycho-social component, which has a particular importance in 

analyzing and interpreting the risks we are all subject to, as well as in creating the means 

of protection against risks. Synthesizing, we can say that we are dealing with three 

interpretations of the notion of risk: 

- a distress, a danger, a possible event, an unpleasant event; 

- a possible, future and likely to happen event endangering property, patrimony, life, 

health or physical integrity of people concerned. The event may be predictable when 

certain factors that bring losses can be predicted, or unpredictable when the event is 

determined by certain forced situations; 

- a phenomenon of general and permanent nature, since any activity (economic, 

social, cultural, political, etc.) may be threatened by the occurrence of loss-causing 

events. 

 Everyone's life and property can be affected by accidents, unpredictable 

phenomena, or catastrophes. To eliminate the risks, people have several choices and 

forms of protection: 

 

- avoiding or preventing risks - are simple, primary measures that are taken to avoid 

any risk. These measures are forward-looking. Risk prevention can be done through 

active actions, thus reducing the possibility of risk, or passively through actions that 

limit the degree of destruction: 
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- limiting damage, involves taking action to reduce the effects of destruction 

immediately after the catastrophe, but before the disaster comes to an end; 

- the creation of reserves to cover possible damage means the creation of a reserve 

fund to be used for this purpose; 

- switching risk to another person which undertakes to bear the damages of the risk 

for which it is paid.  

 

4.1. The main factors generating risk 

 Risk management is a frontier discipline that aims to develop theories and practical 

methods of risk protection.  
 In Figure no. 2 we highlighted the risk structure with the main risk generating 

factors from which they go, in order to expand later to form a spider . 

 

Figure No. 2 Risk structure 

 
 
Source: Made by the author according to the data from the, Insurance Supervisory Commission ,,Course 

support, Continuous professional training of insurance intermediaries” 

  

 The most effective risk management methods are: 

- Avoiding the risks, which is a passive method of renouncing those activities that 

involve a certain risk, by avoiding certain actions and by giving up the advantages 

that they would offer; 

- Reducing the likelihood of a certain risk consists of adopting a preventive attitude 

and behavior, recourse to some practical means that could limit the causes that lead 

to the occurrence of events by: installing alarm and anti-burglary systems, smoke 

detectors; 

- Limiting the consequences associated with a risk requires that after the event has 

occurred but before it is over, the people concerned should take measures to minimize 

its disastrous effects, such as: preventing the spread of fire, applying curative 

treatments to persons who have suffered accidents; 

- Assuming the risk involves the individual bearing the material and financial 

consequences of producing an unwanted phenomenon; 
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Transfer of risk involves taking risks from professionals such as insurance companies. 

It is an effective method especially when the financial consequences of the unwanted 

event are high, exceeding the person's ability to fully bear them. Transfer can only be 

done for those risks that can be dimensioned in value, and for those possible undesirable 

events whose material and financial consequences can be determined and measured 

(Koch, 2017)  

 

4.2. Protection against risk through insurance 

 Insurance is the concept of uniting a community of risk through which community 

members agree to contribute financially to the formation of an insurance fund and 

subsequently to jointly supporting the damages caused to the members of the community. 

 The essence of insurance is the dispersal of risk on a specially organized community 

for this purpose (Huang, Snow and Tzeng, 2017). 

 The insurance transfers the risk from one person to a group of people who, through 

this procedure, can more easily compensate for the financial damage suffered. The 

concrete form of protection is represented by insurance companies operating on the basis 

of legislation, rules, economic principles and protection of persons who consent to 

participate in these financial funds under various forms of insurance for the prevention 

and compensation of damage caused by risks. 

 There are various meanings of insurance risk: 

- the possibility of partial or total destruction of goods as a result of unpredictable 

phenomena; 

- probability of occurrence of the phenomenon against which insurance is contracted; 

- the protection that the insurance company assumes against a danger. 

Risks that are accepted by insurance companies are called insurable risks. In order to 

be transferable to an insurance company, the insured risk must fulfill certain 

characteristics: 

- the occurrence of the event is possible, but not inevitable; 

- the event may be real, that is to say, a certain degree of danger to the insured; 

- occurrence of the event can be in the future, but it is uncertain though; 

- making the event possible in the widest possible range, including a large number of 

insurers generating the financial balance of the insurer; 

- the nature of the event is accidental, unpredictable, both in terms of the event, 

moment and intensity of the event; 

- the producing of the event has a certain frequency; 

- the event has a statistical character so that it is subject to statistical evidence and the 

probability of emergence can be calculated; 

- be evaluable, be expressed and determined in value; the production of the event does 

not depend on the will of the insured or the beneficiary.   

 In order to provide a mirror of the population's perception of the risk protection 

phenomenon through insurance, in figure no. 3 we highlighted the situation of the 

voluntary housing insurance policies at the end of 2016. 
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Figure no. 3 - The Statement of Optional Insurance Policies at the End of 2016; 

1 = 99 % uninsured dwellings; 2 = 1% of insured accommodation. 

 

 

      
 

 

 

 

 

 

 

 

 

 
Source: Made by the author according to the data from the report published by  

the Financial Supervisory Authority. 

 

 The diversity of risks permits the configuration of a typology based on various 

categories of classification, as follows: 

- Insurable risks and excluded risks that are uninsurable; 

- Pure risks and speculative risks; 

- Fundamental risks and secondary, complementary risks 

- Particular risks and general risks; 

- Predictable risks and unpredictable risks; 

- Internal risks and external risks; 

- Economic risks, social risks and political risks; 

- Common risks and special risks. 

 The existence of insurance is indissolubly linked to the necessity to set up a fund of 

money resources meant to compensate for the damages caused by certain phenomena. 

Like other components of the financial system, insurance fulfills certain functions: 

- the function of compensating damages caused by natural calamities and accidents 

and payment of insured amounts; 

- risk and damage prevention function; 

- the financial distribution function, which occurs in the process of formation of the 

insurance fund, at the disposal of the insurance company, on the account of the 

insurance premium, incurred by the natural and legal persons included in the 

insurance, such as those in the contract or the legislative ones. 

  This function is also manifested in the process of directing the fund to its legal 

destinations such as: the payment of the insurance indemnity, the financing of preventive 

actions, the coverage of the administrative expenses of the company, the taxes owed by 

the insurance company to the state or local budget. The control function looks at how the 

insurance premiums and other income of the organization are collected, how the payments 

are made as insurance indemnity, the correct determination of the rights to the insured. 

 

5. Time and mode of negotiation of clauses in a risk assurance policy 
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 At the conclusion of an optional goods policy, our attention is directed to the 

amount of the insurance premium, which can be reduced after a negotiation, which we 

consider to be favorable to us at the conclusion of the contract (Angheni, Volonciu, Stoica 

and Lostun, 2000). In fact, the reduction is set by the insurer and left to the insurance 

agent, the broker, or the sales counselor to be granted if requested. Most insurers' 

representatives reduce the premium so as not to lose the customer. 

 Satisfaction with obtaining a low premium distracts policyholders from other 

suspicious or unfavorable terms stipulated in the contract. Usually these clauses are about 

how to calculate and pay indemnities, where insurers impose a whole series of 

prohibitions, exclusions, excessive obligations on policyholders to pay a minimum 

insurance premium and maximize their profit. 

 After an analysis of the general and special insurance conditions, we found that, in 

the category of exclusions for optional motor insurance, the majority of insurers include 

clauses, according to which no compensation is paid for situations such as: the damages 

produced to the motor vehicle of its running on closed public roads, which at the entrance 

are marked accordingly with visible inscriptions, thus also with other inscriptions, against 

the traffic signs prohibiting the access of the vehicles on the respective roads. Our opinion 

is that the insured person could not have foreseen the production of an insured risk by 

entering a closed road and therefore, the prohibition of non-payment imposed by the 

insurer is an excessive measure to the insured. 

 Other exclusions concern damage caused intentionally by insured persons, or by 

their predecessors, users or persons whom the policyholder entrusted to the motor vehicle. 

The rule is that the policyholder concerned carries out his car with the diligence of the 

good owner, which is why we ask ourselves how to intentionally damage the vehicle that 

drives us? However, there are cases where insurers impose exclusions and non-payment 

of compensation for the part of the damage that has been increased by deliberately not 

taking measures to conserve or limit it, during the occurrence of the risks insured or after 

their production. The insurers also introduce some franchises in the contract, by risk 

categories, so that when the damage occurs, they reduce the amount of compensation by 

the total amount of the franchises, which are not negotiated at the conclusion of the 

contract (Boroi and Stănciulescu, 2006). 

 

Abuse by using car wreckage 

 Through the wreck method, policyholders are affected by the right to compensation 

and by the way the amount and extent of the damage is calculated. An important role in 

determining it is the assessment of the wreck of an insured vehicle in the event of total 

damage. Insurers are in the presence of an abusive clause when insurers determine that 

the insured amount is diminished with the value of the wreck and, as the case may be, 

with the cost of wreck assessment. In the rest of the cases, the insurer determines the value 

of the wreck by evaluating the web as a result of a real offer, and in the absence of the 

actual offer for the damaged vehicle, an evaluation done on the web will determine the 

amount of the wreck at 25% of the insured amount. Without going into pure technical 

details, we express our opinion that the real value of the wreck can only be determined 

by specialists, possibly based on extrajudicial expertise and not by web evaluation. 

 Most insured or car insurance companies are dissatisfied with the value of the wreck 

and implicitly damages, which is why insurers have taken shelter by including in the 

contract other clauses, according to which the amount of compensation will not exceed 

75% of the insured amount, breaching the provisions of art. 2217 of the New Civil Code, 
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which states that "the compensation cannot exceed the value of the asset at the moment 

of the insured risk, the amount of the damage or the insured amount". 

 Therefore, when considering the possibility of concluding an insurance contract and 

we are in the presence of an offer, we must ask the representatives of the insurer to provide 

us with other clauses of the contract that can be negotiated. It is important to require the 

beneficiaries at the time of conclusion of the contract, to be informed of the general and 

special insurance conditions, the conditions that accompany the policy, because the rights 

and obligations of the policyholder are not provided in the policy, but derive from these 

general and special conditions, in its annex. The insurer has a clause stipulating that by 

signing the policy you have received the general and special insurance conditions.  

 

Market share of Civil Auto Liability in 2017 

 Andreea RADU published on 11.05.2017 as Misu NEGRITOIU, the President of 

the Financial Supervisory Authority declared that in the first quarter of 2017 there was a 

significant concentration on the top first insurers, reaching the situation where the first 

two insurers to cumulate approximately 59% of the RCA portfolio in Romania. 

 Of the total premiums written by City Insurance in the first quarter of 2017 

(336,106,868 lei), a total of 8,738,319 lei (3%) was subscribed on the territory of Greece. 

  In Romania, the situation of the insurance market on the RCA domain is claimed 

by 9 insurance companies, and the weight per each company is presented in detail in table 

no.1. 

 

Table No. 1 Market share in the first quarter of 2017 

 

No. Society Market share 

1 CITY INSURANCE 31.63 

2 EUROINS 27.68% 

Total(1+2) 59,31%  

3 ASIROM VIG 10.23% 

4 ALLIANZ - TIRIAC 8.53% 

5 OMNIASIG VIG 7.22% 

6 GENERALI 6.14% 

7 GROUPAMA 5.05% 

8 UNIQA 3.47% 

9 GRAWE 0.05% 

TOTAL  100% 
Source: Made by the author according to the data from the report published by  

the ASF - Financial Supervisory Authority. 

 

 With regard to the history of competition on Civil Auto Liability market and the 

struggle to gain a higher market share, a statistic for the years 2012-2017 indicates that 

traditionally the Romanian Civil Auto Liability market was dominated by 3-4 large 

insurers, while the weight of the other players was much lower, or even insignificant. 

  

Conclusions  

 As a result of the material contained in this article, we tried to highlight the essential 

elements that are necessary for the final consumer, namely the insuree. The article was 



[JUNIOR SCIENTIFIC RESEARCHER     JOURNAL] JSR 

 

132 Vol. IV │  No. 1  │  May 2018|  

 

structured on four main points, and at the level of each point we explicitly exposed to the 

insurance beneficiaries or insurers the following: 

- how they are defined; 

- how to regulate and promote insurance in the various insurance fields; 

- the risks arising from the conclusion of an insurance policy without being well 

informed and without studying the contract underlying the insurance policy; 

- the risks arising from the choice of a company that does not organize, does not 

structure and does not properly supervise the entire chain from the insurer to the 

insured and vice versa; 

- the importance of studying insurance contracts in their entirety and negotiating 

clauses where applicable;  

- the situation of the insurance market in the first quarter of 2017 on a very impressive 

segment, namely the Civil Auto Liability. 

 From the paper, we can conclude that the insurance market got on an ascending 

trend in 2017, being dominated by 2-3 insurance companies and the rest of the companies 

comparing the difference of the participants on the insurance market, which leads to the 

formation of the whole. 

 Also, as we have presented, there are various categories of risks, risks that can 

generate losses for both the insurer and the insured. Risks can be generated by: legislative, 

exceptional or human-factor risks, and human-factor risks can be for both the insurer and 

the insure. 

 Our conclusion is that where there is a possibility for a human factor to influence a 

result, there must be a structure that can verify it, because uncontrolled situations create 

risks. 
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Abstract 

Public services are the basic elements in the evolution of a local administration. They can 

be developed with the help of IT sector and received by the decision makers in due time, so that 

citizens can continue their life and evolution in relation to the new standard of living using 

computer technology. The technological level of a territorial administrative unit, as well as the 

opening to urban and computer technology, of the urban representatives, are directly 

proportional to the degree of the area development, either local or national. 

Thus, an adequate technological equipping of all public institutions can generate both 

information and a pool of information that will lead to a quicker, better justified and grounded 

decision that satisfies the needs of the citizen when requesting. Through this paper, the author 

aims to highlight the need to adapt new information technologies in public services, as well as 

the benefits of implementing and using them. 

 Keywords: service, technology, development, information, decision, ghiseul.ro.  

JEL Classification: M20, M40, M41, H5 

Introduction  

The implementation and use of information systems make public services at all 

levels accessible and usable for all users, mainly citizens, who are generally the end-users. 

The computerization of public services generates easier access to all information for the 

entire population concerned, regardless the location, but with due respect to the legal 

provisions. 

Through this article the author aims try to highlight how public on-line services 

are structured, the recipients of online public services and the importance of securing the 

IT services that are a basic element in the use of information services. 

The aim of the author is to try to highlight and analyze the dynamics of the use of 

public services by the population of the computer systems. This analysis will give an 

overview of the current situation, as well as the trend that will follow in the coming years 

in accessing, using and solving different situations in public services. Through this 
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analysis, we will be able to answer the question that generated the title of this article, 

namely: Is the adaptation of public services to the requirements of the citizen a trendy 

fashion or a necessity? 

The article is structured on three main points as follows: 

- the way public services are divided and whom they are addressed to; 

- the presentation of information systems in the public institutions, especially at the 

level of city halls, securing information systems in order to secure the data of public 

institutions as well as the users and beneficiaries of public services;  

- the situation of online payments to various public institutions, analyzed to 

determine the trend of these services.  

The article ends with the conclusions drawn from the analysis presented in the 

paper, as well as with proposals to improve this system in order to determine the evolution 

and satisfaction of both the public service provider and the beneficiary of these services.  

1. Classification of on-line public services  

In the literature, there are multiple classifications of online public services, the most used 

being by content or by the final recipient. Next, the main classifications will be briefly 

presented to give an overview of the themes addressed in the paper. 

1.1 On-line public services can be classified according to the recipients of the 

information as follows: 

a) on-line public services for citizens; 

b) on-line public services for organizations, legal entities governed by public or private law; 

c) on-line public services both for citizens and organizations. (Alexandru and Matei, 2002) 

 According to Parlagi and Iftimoaie (2001), on-line public services for citizens can 

be classified as follows: 

- electronic payments such as e-taxes, e-taxes or e-fines, debts to the state, such as taxes, 

declarations and taxes, contraventions fines, auto or construction licenses etc.; 

- job search services through bidding centers; 

- social services: unemployment benefits, social assistance, reimbursements or payments for 

medical purposes, scholarships; 

- personal document issuing services (identity papers, passports, driving licenses, birth and 

marriage certificates, application for citizenship acquisition and recovery); 

- vehicle registration / scrapping services; 

- services for electronic notification of change of address; 

- access to public libraries (on-line catalogs and search tools) and multimedia centers; 

- enrollment in upper and secondary education, as well as the up-to-date school situation; 

- health services; 

- electronic services for the issuance of permits, authorizations; 

- electronic information services for citizens, info-kiosk type; 

- portals for administrative forms, requests, petitions, complaints; 
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- public interest information services as well as statistical office data. 

On-line public services for organizations 

Among the online public services for organizations are the following: 

- registering or deleting a company; 

- electronic payments, such as e-taxes, e-taxes or e-fines, of state debts, such as taxes, 

declarations and taxes, contravention fines, auto or construction permits, environmental 

permits, social security contributions, payment of VAT; 

- vehicle registration / scrapping services; 

- electronic services for the procurement of goods and services, including public 

procurement; 

- portals for administrative forms, requests, petitions, complaints; 

- public interest information services as well as statistical office data; 

- services related to customs declarations; 

- electronic services for the issuance of permits, environmental permits; 

- access to public libraries (on-line catalogs and search tools) and multimedia centers. 

Online public services for both citizens and organizations (Order no. 2632/2016). 

 From the category of on-line public services for both the citizen and the 

organizations are included the public services listed above as well as the following: 

• Classification of public services, related to the degree of online public 

administration interaction with citizens and organizations. 

* Public services, depending on the degree of online interaction of public administration 

with citizens or organizations, legal entities governed by public or private law, are 

classified as follows: 

a) public services exclusively for on-line information of citizens and organizations; 

b) public services for the on-line information of citizens and organizations, based on 

their direct interaction with the public administration; 

c) public services aimed at informing citizens and organizations, as well as 

interacting exclusively on-line with the public administration. 

* Public services intended solely for on-line information of citizens and organizations. 

 These services can be accessed through information provided on the websites of 

public administration institutions. Among the categories of this information are (but not 

limited to): the activity of public administration institutions; one-stop information desk; 

checking taxes and fees; statistical data; the necessary documents for the issue of official 

documents; acts of corruption; persons in general pursuit; search folders; the court 

sessions; jurisprudence; information on: transnational problems caused by the 

misapplication of Community law by public authorities in EU Member States. 

* Public services for on-line information of citizens and organizations, based on their 

direct interaction with the public administration. 

 These public services are those on-line services which, in addition to informing 

citizens and organizations, are designed to facilitate activities such as electronically 
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downloading data, information, and typified documents to help them convey their 

answers to state authorities. The following categories of services include, but are not 

limited to: 

a) electronic payment systems (taxes, fines) by making electronic forms, 

questionnaires, addresses, programs and work points or any other data, 

information, useful documents in the relationship between the public-

administration and citizens or organizations; 

b) the portals relating to the Data Collection Mechanism at the National Agency of 

Civil Servants (HRMIS) or of any other nature, with the possibility of downloading 

the documents in electronic format. 

* Public services aimed at informing citizens and organizations, as well as interacting 

exclusively on-line with the public administration. 

 From the category of public services, aimed at informing citizens and organizations, 

as well as the exclusively on-line interaction with the public administration, are the 

following: 

- forum, blog, webmail; 

- electronic payment systems (taxes, fines), through which online debits to the state, taxes, 

fines, automobile or construction licenses can be paid; 

- appointments; 

- multidisciplinary portals with corruption-related complaints, e-petition, e-application, e-

learning, e-government, e-accreditation, e-administration, e-counter, e-complaints, on-line, 

cultural; 

- checking the quality of the insured at the National Health Insurance House; 

- collecting and validating on-line statistical data (e-SOAP); 

- general search; 

- interactive one-stop shop; 

- traffic notifications; 

- soliciting and obtaining Internet domains; 

- "track-and-track" electronic tracking option for postal services; 

- services for completing and transmitting on-line electronic declarations / registers; 

- online enrollment in databases of European Fund access projects, ESF (European Social 

Fund); 

- medical services; 

- on-line reporting of periodical operations of family doctors. 

1.2. Operational objectives and impact categories related to online public services. 

 The information security objectives in on-line public services are confidentiality, 

availability, integrity, authenticity and non-repudiation (Matei, 2006). The confidentiality 

of managed information in on-line public services is accomplished by implementing 

security measures designed to ensure control of authorized access to cyber information 

and infrastructures and authorized dissemination of information. 

 The availability of managed information in on-line public services is achieved by 

implementing security measures designed to ensure timely access to on-line public 

services. Also, integrity of managed information in on-line public services is achieved by 
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implementing security measures designed to protect information and cyber infrastructures 

against unauthorized alteration or destruction. 

 The authenticity of managed information in on-line public services is accomplished 

by implementing security measures designed to ensure that the information issuer is the 

one that claims to be. Non-repudiation of managed information in on-line public services 

is accomplished by implementing security measures that cannot be denied transmission / 

receipt of information by the parties involved. 

High, moderate or low impact categories of online public services are: 

- Depending on the impact on citizens, organizations or public administration institutions, 

if one or more cyber security objectives are compromised, each public administration 

institution providing such public services establishes its own security. 

These standards establish three categories of impact, as follows: high; moderate; low. 

- The actual impact value is represented by the highest estimated impact on each of the 

security objectives of online public-service information provided by public 

administration institutions. 

2. Presentation of information systems in the local public institutions 

 The Social Assistance software is intended for mayors and social welfare 

departments within them, being adapted to OG. 93/2016 and HG 559/2017. This program 

helps to electronically record the VMG files (minimum guaranteed income) drawn up in 

accordance with Law 416/2001 as amended by Laws 276/2010 and HG. 778/2013 and 

the files for ASF (Family Support Allowance) according to Law 277/2010 and HG. 

778/2013. The program also includes an AIL (heating aid) registration module according 

to GO. 70/2011 and HG. 778/2013. In addition to the above aids, other forms of social 

assistance such as: insertion stimulus, state allowance for children and child-raising 

allowance. 

2.1. Functions and reports included in the program 

 According to Preda (2006), the most important functions of the program are:  

- salvage in the database of social assistance applications, support allowance, heating aid; 

- adding social investigations to the file, with the option of creating a social investigation 

based on the data saved in the previous investigation; 

- automatic filling in of the payment card for social aid files; 

- issuance of mayor's provisions regarding granting / not granting / modification / 

suspension / termination of the right to social support or support allowance; 

- the mentioned documents (request, inquiry) in doc. format ready for printing; 

- the possibility to add data about documents attached to the file (certificates, certificates) 

and to set alerts on their expiration date; 

- the electronic records and management of the working days that the beneficiaries of social 

assistance have to carry out according to Law 416 and of their performance or non-

performance as well as of the persons designated to carry them out. 
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- the existence of a history of the file, which allows it to be tracked over time (the periods 

in which it was paid, the period during which it was suspended); 

 The Social Assistance software is intended for mayors and their social welfare 

departments, the program also includes reports that are included in its operating system, 

and the reports contain important information in managing local government such as: 

- the centralizing situations and the provisions issued by the mayoralty (both for setting 

new payments and for modifying / suspending existing ones). 

a) the status of approved applications for social assistance; 

b) social-benefits paid; 

c) emergency aid; 

d) funeral grant. 

- centralizers of people (holders or other persons enrolled in the file) grouped by different 

categories (lists of pupils learning at a certain school unit, lists of people able to work and 

looking for a job). 

2.2. Transparency in the management of public information and services by 

electronic means 

 The use of the electronic procedure for accessing public information and services 

and their provision by electronic means is an integral part of public administration reform. 

Transparency of the public information and services is very important, and it should be 

taken into account that the provider of information and public services transmitted by 

electronic means at the same time as the traditional procedures is represented by the 

Public Administration Authorities (Law no. 161 of 19/04/2003).  

2.2.1. The objectives of the IT system implementation and use are as follows: 

- reducing public spending, fighting bureaucracy and corruption at the level of public 

institutions; 

- increasing the transparency of the use and administration of public funds; 

- improving access to public information and services in accordance with legislation on 

personal data protection and free access to public information; 

- elimination of direct contact between the office worker and the citizen or the economic 

agent; 

- the provision of quality public information and services through electronic means; 

- strengthening the administrative capacity of public institutions to fulfill their role and 

objectives and to ensure the provision of public information and services in a transparent 

manner. 

- promoting collaboration between public institutions for the provision of public services 

by electronic means; 

- redefining the relationship between the citizen and the public administration, respectively 

between the business environment and the public administration, in order to facilitate 

their access to public services and information through information technology; 

- promoting the use of the internet and cutting-edge technologies in public institutions. 



[JUNIOR SCIENTIFIC RESEARCHER     JOURNAL] JSR 

 

140 Vol. IV │  No. 1  │  May 2018|  

 

2.2.2. The principles underlying the provision of information and public services by 

electronic means are: 

- transparency in the provision of information and public services; 

- equal, non-discriminatory access to information and public services, including for people 

with disabilities; 

- the efficiency of the use of public funds; 

- confidentiality, or guaranteeing protection of the privacy of personal data; 

- ensuring the availability of public information and services. 

 Public administration authorities are required to ensure compliance with previous 

principles in relation to natural or legal persons interested in using the electronic 

procedure for access to public information and services as well as for exchange of 

information. 

 The National Electronic System was established as a public utility information 

system in order to ensure access to public information and the provision of public services 

to individuals and businesses. 

2.3. The National Electronic System Operators  

 The most important operators of the National Electronic System, which are 

highlighted in detail in the next paragraph, can be filled in with other operators that 

comply with the law and which are of interest to certain categories of the population, so 

that the number of the operators of the national electronic system to expand, expanding 

IT and expanding transparency in public institutions at all levels.  

a) The General Inspectorate for Communications and Information Technology, 

subordinated to the Ministry of Communications and Information Technology, for the "e-

Government System" 

b) Ministry of Public Administration, for the "e-administration system"; 

c) the authority established by the Supreme Defense Council for the National Defense 

and Security System. 

Within the National Electronic System, other natural or legal persons, such as 

banks, notaries, experts, under the law, may participate. 

3.  The evolution of on-line tax and tax payments in the Ghiseul.ro 

 Online card payments of taxes and fees through Ghiseul.ro saw record increases in 

the first three months of 2017 - over 144,000 transactions, up 215% over the same period 

last year, the value of transactions being almost 47 million lei, up 258%, according to data 

from the Electronic Payment Association of Romania (APERO). If the current growth 

rates persist, there are chances that at the end of 2018 Ghiseul.ro will reach 500,000 users, 

compared to the 224,000 currently counting. 

Figure no. 1 - The state of on-line payments of taxes and duties in the first quarter of 2016 as 

compared to 2017. 
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Source: created by the author based on data published by  

Ghişeul.ro; http://economie.hotnews.ro/stiri-2017 

 In the first quarter of 2017 (1) have been made 211,000 payments of taxes and fees 

made online, respectively a 215% increase over the first quarter of 2016. In the first 

quarter of 2016 have been made 67,000 payments (2) of taxes and fees made online, 

represents the total weight of payments in the first quarter of 2016 respectively 100%. 

2017 was the best year for Ghiseul.ro in terms of number of users, transactions 

and value of payments. In the six years of existence, there were 297 public institutions 

included in the system, 224,000 accounts and 448,000 transactions worth 137 million lei. 

Figure No. 2 The situation of credentials for activating the accounts for making payments 

through Ghişeul.ro during 2011-2012 until the end of 2017. 

        

        

        

        

        

        
 

 

 

Source: created by the author based on data published by Ghişeul.ro, https://apero.ro/ghiseul-ro/ 

 Analyzing Figure no. 2, we can see that starting 2011-2012, when the on-line 

access to various public services was launched via Ghişeul.ro and until 2017, there was a 

continuous increase of users of these services through the on-line system, which make us 

conclude that it will generate the same evolution in the years to come, and public 

institutions that offer these services to the population need to adapt both their working 

techniques and staffing to the requirements of the citizens. 

 By Ghiseul.ro not only taxes and fees are paid, but also automobile fines and 

internet.ro domains. The data presented by www.hotnews.ro show that: 57% of all online 

payments were local tax and tax payments, 8% payments to the National Agency for Tax 

Administration, 9% fines and 18% payments to RoTLD, who manages .ro domains. 

Figure No. 3 Structure of payments made on-line in the first quarter of 2017 to public 

institutions. 

 

  

 

      
        

 

14249 11589
23261 29502

65449

113238

0

20000

40000

60000

80000

100000

120000

2012 2013 2014 2015 2016 2017

57%18%

9%
8%

1 2

3 4



[JUNIOR SCIENTIFIC RESEARCHER     JOURNAL] JSR 

 

142 Vol. IV │  No. 1  │  May 2018|  

 

 

Source: created by the author based on data published by Ghişeul.ro. 

 The representative of Ghiseul.ro, George Anghel, warned that for the payment of 

taxes and taxes to National Agency for Tax Administration, although all the debits valid 

throughout the year are displayed in the system, National Agency for Tax Administration 

cannot currently process payments ahead of time, due to regulations in force. 

 The entry of legal persons into the Ghiseul.ro platform will lead to a significant 

increase in transaction volumes. It is expected that the share of payments to National 

Agency for Tax Administration will increase as a result of the fact that the Tax has just 

entered the system. 

 The National Agency for Tax Administration section contains information about 

the taxes and fees that are paid and should not be paid ahead of schedule. For now, 

National Agency for Tax Administration cannot operate made payments if they are made 

before the deadline. 

 At local tax offices, what debts are to be paid at the beginning of the year and the 

information is updated in real time as you pay, but in the case of National Agency for Tax 

Administration, we are talking about a different logic, which comes from legal provisions 

and minister orders. 

 If we pay earlier the tax, that payment cannot be taken into account by National 

Agency for Tax Administration as a prepayment or before the due date, but if we pay it 

later, it generates penalties. 

Figure No. 4 Structure of payments made online in 2017 to public institutions. 

 

  

 

      

        

        

        

        
 

Source: created by the author based on data published by Ghişeul.ro. 

 The situation of online payments in December 2017, is thus presented: 47% 

represents on-line payments of local taxes and fees;19% on-line payments to the National 

Agency for Fiscal Administration; represents online payments to the service that manages 

.ro (RoTLD) domains; 11% represents payments of payments on-line for fines; 15% 

represents on-line payments to the service that manages Roads .ro (RoTLD). 

 Figure no. 3 and figure no. 4, present the situation of online payments in 2017, a 

situation that has a different dynamic in March 2017 as against December 2017, and by 

analyzing this situation we present in figure no. 5, we will understand the future evolution 

of the use of this platform, the trend of payments in the future. 

Figure No. 5 Situation of payments made online in 2017 to public institutions, their dynamics 

in March 2017 compared to December 2017 
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Source: created by the author based on data published by Ghişeul.ro.  https://apero.ro/ghiseul-ro/ 

 What happens if someone paid a tax to the National Agency for Fiscal 

Administration ahead of schedule? 

 The money reaches the collecting accounts of the National Agency for Fiscal 

Administration, this money remains in the ANAF system until the payment is allocated 

to the declared and recorded debits. There is the possibility that the money will go on 

time, but if it is not extinguished in time and is misplaced, uncharted debts appear and 

they generate penalties. 

  

When can companies make payments through Ghiseul.ro? 

 Opening up to legal entities is technically feasible, the platform is ready at any time, 

but only a change of legislation is needed. The platform www.Ghiseul.ro is a project 

developed by the Agency for Digital Agenda of Romania (AADR) and the Association 

of Electronic Payment in Romania (APERO), which was extended for an indefinite 

period. 

  

In 2016, Romania was on the last place in the EU as far as digital public services are 

concerned 

 Romania has made significant progress in the availability of open data, but the 

supply and use of e-government services remain low, our country being at the bottom of 

the European Union DESI list of digital competences, made public by the European 

Commission. 

 At European level, important steps are being taken to facilitate online services 

provided by citizens' public administrations. In October 2016, the European Parliament 

adopted new European rules according to which websites and applications of public 

administrations, hospitals, courts and other public sector organizations should become 

more accessible to everyone. 

 Under the new rules, websites and mobile applications for public sector 

organizations: administrations, courts, police, hospitals, universities and libraries will 

have common accessibility standards. The lawmaker has ensured that applications used 

on mobile phones will follow the same rules. 
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 Any successful organization knows that information and processing support, IT 

systems and networks are very important business resources. They are today more and 

more threatened by a lot of attacks, which can include computer-assisted frauds, computer 

viruses, hacking, DoS, espionage, sabotage, vandalism, fire or floods. Also, customer's 

demands and expectations are now moving towards the security of information processed 

by suppliers, and major businesses will take this into account. 

For any organization that intends to enter into various partnerships and maintain 

and expand its business, it is necessary to implement and certify an information security 

management system as part of an entire management system based on the security risk 

assessment approach establishing, implementing, managing, monitoring, maintaining and 

improving information security. 

 Certification ensures that the best practices of planning, installation, configuration, 

use and maintenance of information systems have been applied (Order no. 2632/2016). 

It has been established that the Ministry of Public Finance will extend the use of the 

PatrimVen information system by providing public authorities and institutions in the 

central and local public administration with a view to providing services for the measures 

included in the integrated plan to simplify the administrative procedures applicable to 

citizens, Romania's Strategy for Strengthening Public Administration 2014-2020. 

4.  Conclusions  

 The implementation and use of the information system within the public institutions 

is a fundamental element of evolution, even if, according to the analysis carried out at the 

level of the states that make up the European Union, Romania is on the last place with the 

digital public services in 2016, but according to the data published by the authorised 

institutions, it turns out that Romania has applied new strategies for implementation, 

information and use of information systems every year. 

 The use of computer systems for accessing public domains as online registration 

for obtaining documents, services, information or other important elements for the 

individual or legal entity beneficiary, makes everyone equal, discrimination, favoritism 

or corruption to diminish. Also, the use of the information system in public services can 

generate a considerable financial economy and efficiency for both parties, i.e. both for 

the public service provider and for the public service beneficiaries. 

 In view of the analysis of the data and information presented in this article, we can 

conclude that the level of the evolution of the information system within the public 

institutions in Romania has increased annually since 2011 and so far, both at central and 

local level, a situation that can be clearly seen in figure 2 of the article, where the 

statements of account activation credentials are made regarding payments through 

Ghişeul.ro during 2011-2012 until the end of 2017. 

 Another decisive analysis of the increase in the use of online public services in 

public institutions is given by figure 1, in which we highlighted a comparative situation 
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of payments made through the Ghişelul.ro platform in March 2016 compared to March 

2017, an analysis that we consider to be emblematic and reference for the future trend. 

 The fact that figure 5 shows an increase in on-line payments to the National Agency 

for Fiscal Administration, we consider that this increase will lead to a very high growth 

of the use of on-line services in the next years, which will oblige public institutions to 

take rapid and serious measures to support, streamline and secure the IT system. 

 Our view is that the use of information systems at all levels in public institutions is 

essential, but if the information systems used as well as their security are not updated, 

adapted and used with utmost responsibility and confidentiality, serious problems can 

arise within these systems with repercussions on the poulticei. 

 Through this article, the author tried to highlight the benefits of the IT system for 

all social categories and for all the population who need to use or benefit from any kind 

of public services, and for people with serious health problems but without going to the 

other extreme namely the total dismantling of the offices to which those interested in a 

particular public service can directly address. So, we can conclude that the most 

prominent use of information systems in public services is not a trend but a necessity. 

 Our proposal is to make a very pragmatic analysis of the evolution of the use of 

information systems, taking into account the trends in the use of computer systems by as 

many people as possible, but also taking into account the legislation and the decisions 

taken at the level of the public institutions to accept as few jobs as possible, directly with 

the population. 

 Another suggestion is that, as a pragmatic analysis of the state of use of information 

systems in public services, consideration should also be given to the technology of 

institutes with computer systems appropriate to new trafficking patterns, as well as the 

provision of IT systems with adequate security systems to protect both institutions as well 

as consumers of public services, respectively the population. 
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Abstract 

The specialized economic literature contains numerous reference works in the field of taxation, 

but those dedicated exclusively to tax evasion are not very numerous. Due to the increasing 

necessity of the decryption of this phenomenon, given the ingenuity of its manifestations, , I 

consider it a good opportunity to comment it in the light of the distortions it induces upon the 

functioning of the competitive market economy circuit.  

From this perspective, efficient combating of the phenomenon must be a priority both at the level 

of the national governmental authorities and at the level of the international bodies charged with 

the detection and sanctioning of financial-tax frauds.  

As an economic and social phenomenon with the most ingenious manifestations, tax evasion has 

particularly damaging consequences both at the macroeconomic level and at the level of the 

individual. 

Keywords: tax evasion, creative accounting, fiscal fraud, corruption, economic, financial crime 

JEL Classification: M1, M4  

1. Introduction 

In the modern age, state taxation has grown in complexity. The current tax codes 

appeared, laws regulating tax and tax issues, which soon became extremely rigid, rivaling 

in size with other legislative, civil and criminal elements. The purpose of the Fiscal Code 

was from the beginning to regulate everything it could do and cover any situation it could 

have predicted. Obviously, he also deals with circumventing taxes and duties. This 

practice, as old as taxing, has been given a general name: tax evasion. Hence the war of 

words and concepts began. 

Thus, in the literature, tax evasion is a complex phenomenon which is manifested as 

a response of the taxpayer to the coercive action imposed on it by the state and has 

economic, social, political and moral, general or specific causes well rooted in the 

characteristics of the analyzed period  

Given that tax fraud is circumscribed to the phenomenon of criminality in the 

economic and business sphere, determinants in its genesis are circumscribed to causality 

specific to the indicated segment (Voicu et al., 2005, p. 40) 

From this semantic point of departure, to tax evasion, the territory of the specialists 

in the field of tax matters starts. They take into account the situation in which you want 
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to pay as little taxes and taxes as possible, so that you do not go through any existing law. 

This has been called legal tax evasion and can be achieved in several ways: 

• to make money in a way that was not regulated and taxed in the Fiscal Code, 

because it did not exist when the Code was written; 

•  pay less taxes, even zero, using "loopholes" existing in the Tax Code, whether 

voiced or not; 

• pay less taxes, even zero, using "creative" methods that use the existing Tax 

Code. 

I have to point out: all the above methods are done inside the law, so they are not 

illegal, even if some of them are at the edge of the law (although they do not cross the 

border of illegality). 

Tax evasion is a very difficult concept to express, and there is no clear definition of 

tax fraud. If fraud is spoken, it is also about legal or legitimate fraud, illegal fraud, 

international evasion, legal and illegal evasion, tax havens or refugees, abuse of the right 

to flee to the tax, freedom to choose the least taxed way, or fiscal underestimation, law 

fraud or underground economy. 

2. Fiscal evasion/ tax evasion interdependence - excessive fiscal pressure  

The state, a legally abstract entity, but a real economic and financial reality, has the 

constitutional obligation to reasonably satisfy the social needs of the existing population. 

Over time, the literature specialized in this field (Ayuso, de Castro and Gomez, 2004), 

along with the politicians discussed the state's involvement in the economy. In this respect, 

for example, economic theory has migrated from the principle of laisser faire, 

laisserpasser to interventionist theory developed and nuanced by Keynes. 

Romania's integration into the European Union (Bajuk, 2008) necessarily implies the 

correlation of the Romanian tax system with the principles of the European Union. The 

Community tax system, compared to other areas, is an important feature, in that the 

principle of subsidiarity is fully applicable here. Thus, the Treaty establishing the 

European Community does not contain any specific provisions on direct taxes, which are 

left entirely at the discretion of the Member States. The situation is different when direct 

taxes have implications for the four freedoms laid down by the Treaty (freedom of 

movement for goods, persons, services and capital) and the right to freedom of 

establishment of persons and businesses. 

Taxation, in particular corporate taxation, is one of the few policy areas (Bouthevillain 

et al., 2001), where the European Council can only adopt legislative measures 

unanimously, which makes it difficult in practice to adopt such measures. In the field of 

indirect taxation, the legal basis is provided by art. 90 and art. 93 of the Treaty establishing 

the European Community and aims to harmonize national systems of indirect taxation 

rather than to standardize them so that national systems are not only mutually compatible 

but also comply with the objectives set by the Treaty. At the informal meeting of the 

Ministers of Finance of the member countries, Verona, 12-13 April 1996, the European 

Commission presented for the first time ideas for an all-embracing taxation strategy 

(please see the experience of Estonia regarding the flat tax).  

In Romania, the modern tax system was upgraded by the Fiscal Code, which entered 

into force on 1 January 2004. Since its entry into force until today, the Fiscal Code has 

been amended several times, which is in contradiction with the principle of fiscal stability 

provided by art. 4 of the Fiscal Code. From a procedural point of view, the Romanian 
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modern tax system was supplemented by the Fiscal Procedure Code, which was unique in 

the Romanian legal system and was accompanied by methodological norms of 

application. 

The State Authority has seen, not least in the fiscal amplification, the easiest way to 

obtain public financial resources without taking into account their adverse effect. An 

increase in taxation generates an increase in the fiscal pressure, and, as it becomes 

suffocating, there appears the phenomenon of "avoiding taxes" and tax evasion, 

respectively. 

Most of the time, the underground economy is a response of adapting to excessive 

taxation and is developing from the instinct of preserving the economic environment. 

When the legal, transparent, market economy blocks, there is a spontaneous and 

more advantageous redistribution of financial resources, even on occult ways. In 

other words, the poor economic environment and the hostile business environment push 

the taxpayer into adopting a survival behavior that also involves illegal activities. 

Taxes and taxes psychologically harm that part of the human structure that protects 

the property right. Citizens need a huge boost to comply voluntarily with the tax system. 

This impetus, beyond tax and general interest, can also be attributed to the way in which 

the revenues generated by these taxes are used. The inefficient and arbitrary use of these 

revenues leads directly to a decrease in voluntary compliance of the taxpayer. 

As a consequence, the State has to deal mainly with the measures necessary for the 

efficient management of the budget revenues (Hodrick and Prescott, 1997), the elimination 

of the fiscal bureaucracy, the reduction of the time required for compliance with the tax 

system, and last but not least the strengthening of the taxpayers' enforcement procedures. 

Unfortunately, this order of measures has been transposed in reverse, including in 

Romania, where the authorities with attributions in the field have been mainly concerned 

with the exacerbation of forced execution measures at the expense of measures to prevent 

forced execution. 

A high degree of voluntary compliance is also determined by psychological aspects 

of education, which, from a certain perspective, explains the attitude of the Romanian 

authorities, who have tried to fill the lack of tax education through a high degree of state/ 

fiscal coercion (Mitchell, 2003). If at one point this attitude can be understood, once the 

economy of our country has reached a degree of maturity, that is, fiscal consciousness has 

acquired substance, this attitude becomes incomprehensible in the absence of an exchange 

of proportions between the measures tax coercion and measures to increase voluntary 

compliance. 

The fall in fiscal pressure has been approached over time by a number of finance 

specialists: physicist J.B. Say has proposed "the minimum tax" while economist, David 

Ricardo believes that "any tax eviction reduces by itself the power of capital 

accumulation". On the opposite side, supporters of Keynesian theory believe that limiting 

tax cuts is not welcome due to the fact that it does not take into account the taxpayer's 

benefits from publicly-funded public expenditure.    

In 1974, a famous economist of the offer, the American Arthur Laffer, is said to have 

drawn on a napkin at a restaurant dinner with Donald Rumsfeld and Dick Cheney, a chart 

expressing an idea of Adam Smith in 1776, according to which too high tax rates reduce 

the receipts to the state budget. In fact, A. Laffer, then councilor president of Ronald 

Reagan and G. Bush, in an interview given to the Capital newspaper in 2005 on the 

country's single tax rate, also supported the idea that "what's simple and small, it’s nice 
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and beneficial "(hence, the fact that a small tax is beneficial to any economy by 

invigorating work, savings and investment). 

A. Laffer remains famous for the idea he demonstrated with a curve that bears his 

name according to which any increase in tax pressure causes a decrease in the amount of 

mandatory levies collected by public power. 

According to this curve, the sum of the mandatory levies is an increasing function of 

the fiscal pressure, but only up to a certain maximum threshold, denoted by M, 

corresponding to the maximum level of the curve, after which it becomes a decreasing 

function of this rate. This curve goes right up on cancellation if the rate reaches the 

theoretical level of 100% (any taxable activity would then disappear in this case limit). 

This is explained by Laffer by the fact that the very large mandatory levies cause 

resistance and reduction of the productive effort (disintegration of labor, economies and 

investments) that reach such an extent that they decrease their total amount.     

                   
Source: author’s view  

Figure no.1 The evolution of the level of public financial resources depending on the 

level of taxation 

More specifically, Laffer's curve divides into two areas:  

➢ in the left area, called normal or admissible, the reduction in the sampling base 

is less than the increase in the tax pressure rate.; 

➢ on the contrary, in the right area, called the inadmissible area, any increase in 

the fiscal pressure is not sufficient to compensate for the decrease in the base of 

the obligations levied by it: so it results in a decrease in the amount of public 

revenue.  

In addition to the M2 maximum T2, the same amount of tax deductions can be 

provided by two tax rates that are located one in the admissible area, the other in the 

inadmissible zone (so the sum N can result either in T1 or T3).  

Laffer, like other well-known "offer" economists, estimates that when the maximum 

threshold is exceeded and a reduction in tax pressure results, it would be likely to lead to 

an increase in the yields of mandatory levies by re-generating the economy, ie favoring 

labor, savings and investments. 

I say that: tax evasion occurred with the state and will disappear with the state. 

Is the State, as an abstract entity, the root cause of evasion? In a broader sense, I 

could answer that, yes, through the obligations imposed on its citizens. If they were 

not "forced" to "divide" their wealth or income with the state, I would certainly not 

talk about tax evasion, and thus the essence of evasion: the evasion of payment would 

disappear. So taxing taxpayers themselves is a cause of tax evasion, and why not, 

essential. If this "cause" disappears, we certainly would not have to talk about the other, 

nor about the effects of evasion because there was no evasion. The state exists, although 

in somes theory as a necessary evil or as a beneficial factor - essential for others. As the 
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state can not exist without income, there will be taxes and, also, tax avoidance from 

taxpayers. 

3. Tax inequality - a manifestation of the impact of tax evasion on tax equity 

The issue of tax equity has emerged in tax practice in connection with the elimination 

or reduction of privileges for some social classes or for some money obligations to the 

state. The bourgeois idea of fiscal equality required, as early as 1789, that every citizen 

be given a tax burden directly proportional to his wealth or income. It is likely that, 

starting from this statement, fiscal equity is understood in different ways, being indicated 

in the literature with terms such as: fiscal equality, tax justice or fiscal justice. To answer 

the natural question, if all these terms express the same phenomenon and have the same 

meaning?, I have analyzed the conceptual dimensions of fiscal equity and have analyzed 

this concept in relation to the "positions" of the authors who have expressed this view. 

There is a differentiation between the socio-professional categories regarding the 

possibilities of circumventing their tax obligations, depending on the way of acquiring 

and appropriating the income or wealth subject to taxation, as well as the way of setting 

and dimensioning the taxable matter. 

Thus, we can talk, about the sociological manifestations of tax evasion. This theory 

is based on the human condition and the egoistic character of its nature: most of the time, 

the idea of accepting the tax is being a priori rejected by the taxpayer, from the desire to 

put its particular interest beyond of the collective to which it belongs.  

Although the taxpayer's tax tolerance differs according to a number of factors, this 

requirement is often perceived as a confiscation of income, and not as a legitimate and 

moral obligation of everyone to participate in the formation of financial resources at State 

disposition. 

The concept of fiscal equity is highlighted by the contributory capacity to be taken 

into account when taxes are imposed on citizens. The above terms, from the presentation 

I have made in this chapter, do not respond to a sufficient degree of fairness requirement. 

Tax equity, as privileges for specific categories of taxpayers, reflects "injustice" in 

tax matters, meaning, the application of justice in tax relations is based on the "position" 

of taxpayers. As a mathematical equality, equity means equal taxes on equal incomes, but 

personal equality implies that mathematical equality is applied taking into account the 

personal situation of taxpayers. Tax equity is a concept, a certain thought and action, 

above justice or mathematical equality, which requires that right and equality in the 

taxation process be "duplicated" by consideration of contributory capacity. When stating 

the concept of fiscal equity, it should be noted that: taxes must be so established that they 

take into account the contributory capacity of the citizens of a state. How can this be 

done? At least in the following three ways: 

a. the use of progressive and progressive multi-tax rates on revenue installments, the 

number of which is the highest (we have stated that a minimum of ten would be 

necessary to ensure a gradual progressive tax); 

b. in the budget construction, the share of direct taxes should be higher than indirect 

taxes; 

c.  establishing the non-taxable minimum for certain categories of taxpayers and 

incomes, 

Tax inequality, for taxpayers, is a perception of feelings of injustice beyond the 

obligation to pay tribulations to the state. Tax inequality is generated by the tax settlement 
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and levy process, the way in which tax is valued and how taxes are being cleared. I have 

noticed a different perception of fiscal inequality in indirect taxes than direct taxes. 

Indirect taxes are "perfidious" in terms of tax equity, by their very way of setting and 

perceiving. These do not take into account in any way the contributing capacity of those 

who support them being consumer-dependent. And for taxes on income or wealth, I have 

recorded a series of inequities in the process of settling and perceiving them. 

In my research I have encountered expressions that refer to fiscal equity, such 

as: fiscal justice, fiscal justice or tax equality. These terms have been used in the 

conceptual approach, perhaps from the desire to "push" more on the importance and role 

of this principle in tax imposition. 

I say justice has arisen from the need to separate equity from inequity and act on the 

basis of laws. So, justice has the role of observing equity, by applying the rule of law. As 

the rule of law is particularly extensive and refers to all spheres of economic, social or 

political life, I notice the extension that can be given to the notion of equity: economic, 

legal, social, political, and why not ... fiscal. 

Equity sets out the rules by which justice is to be applied. The right to levy taxes is 

one that belongs exclusively to the state, but how does that right apply in tax relations 

meets the requirements of fairness? The major task of tax equity is to "correct" the law 

where it is insufficient. 

Some authors claim that fiscal equity would be equal to tax, that is to say, that each 

taxpayer should be treated in a non-discriminatory manner and a neutral tax. This kind of 

equality would be possible if all taxpayers had the same income, the same wealth, and 

would have the same needs to cover, which is not possible. 

It is precisely for this reason that, I say, a certain "equalization" of personal situations 

is required before taxation, and not the taxation system. This balancing of personal 

situations is possible by applying precisely the requirement of fiscal equity: the 

contributory capacity in which both the level of income and the size of the needs to be 

covered are found. 

Regarding tax equality, my view is that it is rather a taxing technique, a means by 

which the tax law rule, a "dry" and "cold" rule by which the tax is calculated, is 

implemented. But, fiscal equity is a principle of ethics and refers to the tax humanism that 

should be present in the taxation process. 

Equity, however it may be pronounced in the current language, when referring 

to taxation, is to be understood as a moral conduct aimed at the so-called 

equalization of personal situations by establishing contributory capacity, that is, to 

take into account in the taxation process, the individual needs, at the same income 

level.  

4. Tax evasion vs. tax optimization - two legal ways to avoid paying state taxes 

In a general sense, any taxpayer, in representing the interest in protecting his property, 

resorts, within the limits of the fiscal and criminal law to a variety of actions or inactions, 

to diminish the volume of his tax obligations. 

The taxpayer's intention of acting in the sense of avoiding or reducing taxation is a 

reaction specific to all tax systems. Avoidance of tax defines the "behavior by which a 

taxpayer escapes from mandatory tax deductions"(Detraz, 2004),in an illicit sense - tax 

evasion, but also in a legal sense - tax optimization. 
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Fiscal planning is a legal practice and is most often used in the context of allocating 

profits to a group of companies between jurisdictions or holding structures that allow an 

efficient transfer of cash flows / financial resources (such as dividends, loan finance, Of 

capital gains from sale / liquidation companies) among the various companies in the 

group. 

"Of course, in order to remain in the allowed area of tax planning, it is important 

that the operations undertaken have economic substance, not to be purely formal, and 

that each company actually fulfills the role it assumes contractually. If the economic 

substance is missing or not enough, we move away from the allowed area of tax 

planning and get into the area of abusive tax practices like "tax avoidance" or even 

the type of tax evasion." 

Regarding the definitions of the two phenomena, the definition of tax evasion does 

not explicitly use the term "illegal methods", while in the definition of tax optimization it 

is said that it "tends to the limit of legality". 

I believe that this ambiguity in the above definitions is wanted, precisely to 

discourage tax optimization procedures. The ambiguous tone is not addressed to 

specialists, who know precisely that tax optimization is legal and can be demonstrated 

because it uses exclusively legal methods. 

Thus, it appeared necessary to introduce tax optimization methods, one of these being 

the establishment of a company in offshore or onshore jurisdiction with a favorable fiscal 

climate. 

Offshore companies are those companies that are incorporated into jurisdictions that 

are subject to different taxation depending on the place where business is carried out, 

reaching the majority of classical offshore jurisdictions such as corporation tax and 

dividends to be 0%. 

Another form of tax optimization companies are those onshore jurisdictions with a 

favorable tax regime, for example companies in Malta, Cyprus or other European, intra-

community companies. They operate as trading companies, they have a tax residence 

number (in order to be able to apply the provisions of the double tax avoidance treaties), 

they have VAT number, accounting is kept, annual declarations and balances are filled. 

In the case of these European companies, the accounting is kept in a simple game, 

there is no concept of deductible or non deductible expenses, any proceeds represent 

profit, and any expense is recorded as a loss. In this situation, any contracts, invoices or 

any other economic operation to help reduce the profits of these companies to 0, 

depending on the need and willingness of each economic operator, is accepted in 

company accounts. 

The presentation of these characteristics of tax havens leads us to subscribe to the idea 

that "the benefit of the tax havens is not only the result of the absence of tax or of a poor 

tax, the non-fiscal advantages they have earned are just as significant"(Nicolae Craiu, 

2004). 

Fundamentally, tax havens are used by money retailers to generate "justifiable" 

documents to make the control bodies' efforts to determine undeclared income, to analyze 

money flows, etc. However, there are some situations where the investments in tax havens 

have no fiscal reasons, but they are based either on the minimum requirements imposed 

by the respective central banks on the reserve fund or on the economic prestige of the 

financial and banking center of the respective region (for multinational companies that 

Seeks to minimize the military and political risks of a particular country in which they 

operate). 
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Fiscal motivations that determine the use of tax havens range from those perfectly 

legal to fraudulent, true financial engineers designed specifically to wash huge amounts 

of money from criminal activities and tax evasion, among them: 

• "tax planning" transactions, performed in compliance with the provisions legal 

and tax-specific shipbuilding and sales by means of subsidiaries in tax havens that 

do not affect related parties; 

• "tax avoidance" transactions, which are at the limit of the law exploits with skill, 

with maximum efficiency, some legislative and administrative inconsistencies. 

They are in the form of the use of investment companies in the field of 

construction and service provision. Most of the time, an aggressive price transfer 

mechanism is being implemented; 

"double trusts" transactions that involve tax fraud and are found in outside the law, 

without any doubt. This includes embedding tax evasion strategies and masking 

suspicious commercial transactions to hide the fact that the allegedly loss-making 

transactions have not actually taken place. The fraudulent use of tax havens through this 

type of transaction is most often done by setting up sales companies that are structured so 

they seem to have relationships only as separate parts, although in reality it is exactly the 

opposite, being managed and led by the same interest group. 

 

 
Figure no.2 Scheme of tax optimization by using a holding company registered 

in a tax haven 

Source: author’s view according to economic literature 

 

Following the above, I submit to the definition of tax havens, namely: "Tax paradises 

mean countries that prefer low taxes and accept fictitious group implants that use them 

as simple post boxes. Thus, a group using tax havens can pay for high transfer rates to 

its subsidiary, located in a country with normal taxation, increasing its profits in the tax 

haven and shrinking it into normal tax countries”(Dictionnaire economique et social,1993) 

The transition to a competitive market economy and the increase of cross-border 

circulation of people, goods and capital have led to the internationalization of economic 

crime. 

In this context, the need to "recycle" the clandestine gains generated by activities by 

the generic method of money laundering - a major component of the underground 

economy and inextricably correlated with the notion of fiscal paradox, emerged. 

As a rule, the option to invest in a tax heaven is based on an economic return 

calculation referred to in the Option Pricing literature, which refers to the total material 
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benefit resulting from tax evasion avoidance operations. Fiscal fraudsters in all cases 

pursue the transfer of revenue from their company to the final beneficiary with possible 

lower transfer costs.  

In the current period, the rapid growth of offshore industry is favored by international 

labor market trends and the lifting of trade barriers, coupled with the internationalization 

of the outlets. The efforts of the ultranational firms that prefer to enter a new market 

through offshore companies (and not by the mother company), were characterized as 

follows (Kiss Laszlo Gyorgy, 2005): 

"The offshore company is an element that minimizes risk. Rather than responding to 

all of the mother company's patrimony, it better responds with nothing. "  

5. Phenomenon related to tax evasion: corruption and non-legal work 

The phenomenon of tax evasion is of real interest to the international crediting financial 

institutions of our state and to the Romanian authorities.  

Currently, tax evasion and related forms of crime inextricably linked to it raises 

problems with the state's inability to design and execute the public budget.  

This concerns particularly, the financial areas that need resources for public activities 

consuming financial resources such as defense, domestic affairs, health and social security, 

etc. 

5.1 Corruption as a destabilizing factor for the manifestation of free market 

principles 

The phenomenon of corruption has always been considered one of the most serious 

behavioral deviations that distorts public affairs to private purposes.  

The corruption phenomenon cannot be given a universally valid definition for 

all societies, the experts of the criminal law agree that this concept is, in most cases, 

elusive, ambiguous and reductive. Thus, for most criminal systems, corruption is a 

priority normative concept, designating the illegal and immoral violation or transgression 

of the rules relating to the duties of the civil servant, economic agents or persons 

performing financial or banking operations (Baciu and Radulescu, 1994). 

In essence, corruption is a misuse of power in order to obtain material advantages or 

other benefits (honors, titles, advertising, liability, etc.). Most of the time, it is just a 

"banal contract" (illicit one) that acts according to the principle of the Romanian law 

“do ut des” (I give you in order to give me) and which is negotiated and unfolds under 

conditions of clandestinity and confidentiality. 

Thus, most scholars - jurists, sociologists, criminologists, practitioners from different 

countries of the world, unanimously identify as acts of corruption those acts that are 

committed in connection with the exercise of certain functions or duties of service, which 

consist of violations of attributions, following in all cases a profit. The evolution of 

the phenomenon, reflected in the oldest laws, allows us to conclude that bribing, in 

essence, is a misuse in function in order to obtain material advantages, goods or other 

benefits. 

Inflationary backs, legislative ambiguity, normative asymmetry and volatility, lack of 

institutional and behavioral transparency in a certain economic area, incoherence of tax 

administration represent only a few of the reasons undermining the attempt to reform the 

Romanian society, lead to overvaluation of the system of values and potentiate acts and 

Corruption acts.  
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In Romania, the process of political, social and economic changes that took place in 

the last 28 years, was accompanied by the ineffectiveness of legitimate control over 

institutions and favored the criminality, especially in the field of economics, profit-

oriented, with the tendency to acquire an organized and global character, attacking public 

wealth.,  

Regardless of whether there are illegalities in the public domain, fraud, tax evasion, 

smuggling, all these crimes are also under the corruption phenomenon: 

 "Economic and financial criminality distorts the business environment and is 

intimately associated with corruption (...) One of the enemies of those who want to 

combat this phenomenon is the mentality of the taxpayers who pay and the tricks 

manage to find the gates escape ", 

said the former president of the Chamber of Commerce and Industry of Bucharest 

(CCIB), Ştefan D. Popa, at the opening of the symposium on combating economic 

illegalities. 

The impact of corruption on the economic and social development of society is 

particularly negative. First of all, the funds targeting the most disadvantaged beds of the 

population, namely hospitals, schools, other social investments, are often channeled to 

other destinations. This orientation makes the free market no longer benefit from the 

principles that lie at its disposal. Honest patrons either go bankrupt or are forced to bribe 

to enter the sphere of interest. 

Through the extremely damaging effects it propagates, corruption can have 

unfavorable consequences on the external image of our country, both politically and 

economically (by stopping and even withdrawing foreign capital from the Romanian 

market). 

The way in which corruption affects how to enter a foreign direct investment market 

can be replayed: 

• extremely high level of corruption lead to delocalization of foreign investments in 

that country  ; 

• if the investment is made, the foreign investor will opt for a subsidiary, when the 

level of its technology and corruption is“reasonable”; 

• as corruption increases, its option will move to a joint-venture, while maintaining 

a constant level of technology (Vass, 2001). 
 

Figure no.3 Scheme of tax optimization by legal means  

Source:http://mypanamalawyer.blogspot.ro/2012/05/ 

http://mypanamalawyer.blogspot.ro/2012/05/
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In other words, the foreign investor will opt for the establishment of a subsidiary when 

the ratio between the estimated revenues is obtained and the costs related to the 

penetration of the market are higher than the degree of corruption of the host country.  

With the rise in corruption, the cost of implantation increases more quickly for an 

investor who has opened a subsidiary than one who has a local partner.  

When growing with a unit of corruption in the host country, the marginal cost of setting 

up a joint venture is lower than the marginal cost of setting up a subsidiary. 

5.2 Work without legal forms 

Some of the financial resources resulting from illegal lending can be transferred to 

"support" the "black" work, without legal forms, also an integral part of the underground 

economy. Work without legal forms, as a generic name, refers to both the provisions 

performed under clandestine conditions and those undeclared to true value (so-called 

undeclared illegal work). Because of this, it leads to the alteration of the balance on the 

labor market, because there is a deregulation between labor demand and supply and, 

implicitly, the creation of a parallel labor market and a pronounced informational 

character (which is also negotiated with a parallel price of work: the "unofficial" salary, 

squeezed from the payment of the related tax obligations and, therefore, more attractive 

in the net amount and in the immediate future than the one existing on the official labor 

market). 

Irrespective of the form of manifestation, work without legal forms escapes the 

incidence of tax laws (either in whole or in part), but also to social protection (on the 

level of pension or unemployment insurance, sick leave etc.). The most widespread 

manifestation of work refers to undeclared work, which is exerted at the limit of the legal 

provisions in the field with negative repercussions both on the state budget and the health 

insurance budget, and in a global form, on the budget Generally consolidated. In the short 

term, work done under legal conditions confers pecuniary advantages on both the 

employer (who reduces, in mode, the tax expenses and the contributions related to a 

higher salary), and to the employee (as it causes an increase in its net money resources), 

although, with the introduction of the 16% flat tax rate, the cumulative revenue on higher 

tier taxation and its drastic taxation was avoided). In the long run, however, the 

employee's interests are severely impacted from the point of view of his social security. 

There are economic analysts and voices that support the beneficial effect of this 

segment of the informal economy; By occupying a certain number of people in this sector, 

the state is relieved (at least in part) from the payment of the amount of money that would 

be owed to them. Although the hypothesis cannot be totally denied, we do not share it, 

because, regardless of the forms under which it manifests itself, work without legal forms, 

escapes taxpayers by failing to declare (partially or totally) the income achieved and, as 

such, constitutes a form of tax fraud and an essential component of the underground 

economy. 

6. Conclusions 

In the face of persistent factors of legislative instability and normative volatility, the 

implementation of effective policies for the management of tax evasion practices is an 

objective necessity, possible by assimilation of some performing procedures and 
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instruments of fighting against evasionist techniques, but also by improving and adapting 

current legal regulations to the "requirements" in the field of organized crime.  

A poor organization of fiscal policy against tax evasion can be assimilated to a 

malfunctioning at governmental level, in other words, the performance of governance is 

also reflected in the size of the non-constrained economy, by discouraging financial-tax 

frauds, in order to manage, effectively fiscal policy measures targeted by the public 

authority. 

The lack of a firm action by the public authority to sanction and deter off evasionist 

practices will implicitly lead to the decreasing of the state institutions and the loss of the 

trust of the population in the efficiency and determination of the battle against this 

scourge. 
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