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THE ROLE OF COMPLIANCE IN AN ORGANIZATION. WAYS OF
IMPLEMENTATION

Andreescu Nicoleta Alina
Faculty of Economic Sciences, University of Oradea, Oradea, Romania
nandreescu@uoradea.ro

Abstract: In this paper we analyzed the importance of ethical and conduct codes in
implementing the compliance programs in an organization. We presented the
assumptions that were the basis for the forming of ethic and compliance programs, as
well as their evolution in the last decades.

In the first part of this paper we highlighted the legislation that outlined principles required
for organizations to implement their compliance programs and business ethics. This
legislation came as a response to corporate scandals relating to bribery, fraud and
corruption in the 70s, and governments of the affected countries were forced to react in
order to prevent, detect inappropriate behaviour, as well as improve corporate behaviour.
After coming into force of the Federal Law "The Foreign Corrupt Practices Act of 1977"
(FCPA, 1977), there was an increase in the number of codes of conduct and corporate
involvement in adopting a conduct supported by consumers and stakeholders and to
redefine the standards and values, to create a new image corresponding to the new
market requirements. In the Guidelines 2002 basic principles are set out in order to
efficiently implement a compliance and ethics program in business.

The case study was materialized in the analysis of ethics and compliance codes, and the
method used for implementing them in three Romanian companies. Analyzing the three
ethics and conduct codes, we can conclude that the most important factor to successfully
implement ethics and compliance within an organization is "tone from the top". CEO
conduct is one that has a direct effect on members of the organization. Furthermore, we
followed capturing developments in the rules governing the international business ethics
and evaluated the legal framework regulating these issues. The primary aim was to
assess how rules are implemented throughout business ethics compliance programs
developed at company level and to identify ways to promote - at an organizational level
— the culture of ethical business and compliance.

Keywords: business ethics; compliance; rules; codes of ethics; codes of conduct.
JEL classification: F23; K33.

1. Introduction

In recent years due to the media, which presented serious cases of corruption, the law
was amended to meet the new demands of the market. What was acceptable 10-20 years
ago in a company’s conduct, is now severely condemned by public opinion and the laws
on corruption have undergone many changes. These changes were implemented in
organizations by developing and implementing corporate codes of ethics.

The companies are motivated to implement programs of business ethics and compliance,
and through these programs they can control their behaviour and are able to predict and
prevent behaviour drifts before they will occur. But the implementation of an ethical
behaviour is not straightforward. In the case of multinational companies, behaviour must
be adapted to each country in which it operates, because what is accepted in some parts
of the world, in others it is forbidden; but a company must always respect international
regulations. Both the companies and employees need guidance in business ethics.
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2. The Ethics and Compliance programs

2.1. The premises for ethics and compliance programs development

Due to the corporate scandals relating to bribery, fraud and corruption in the 70s, the
governments of the affected countries were challenged to react, prevent, detect
inappropriate conduct and improve corporate conduct.

In response to these challenges, the Federal Law "The Foreign Corrupt Practices Act of
1977" (FCPA) appears in the United States, which marked the beginning of compliance
programs in the U.S. (Wulf, Katharina 2011:11). The law has two important provisions
relating to anti-bribery regulations. The first one prohibits bribery by a U.S. company of a
foreign official in order to obtain benefits, and the second important provision refers to the
regulation saying that companies which are registered U.S. must keeping books and
records that accurately reflect all transactions made and maintain a transparent system
of internal audit accounting.

(http://www.justice.gov/criminal/fraud/fcpa/)

The provision relating to the bribery of foreign officials is resumed in 1998 by the
Organization for Economic Co-operation and Development (OECD) and enlarged to refer
to foreign companies or individuals operating in the U.S. that also have business relations
in other countries.

After the entry into force of the FCPA, there has been an increase in the number of codes
of conduct and corporate involvement in adopting a stance supported by consumers and
interest groups (Wulf, Katharina 2011:12) and to redefine their standards and values, to
create a new image that would correspond to the new market requirements.

In 1991 the U.S. Sentencing Commission published the Federal Sentencing Guidelines
of 1991.

Chapter eight includes all aspects that a company must follow to have an effective ethics
and compliance program. By adopting the principles of the 1991 Guidelines, the
Commission requires organizations to establish standards applicable to guide employees
to take a proactive approach in preventing and detecting violations of the law.

The 1991 Guidelines are applied to all companies operating in the United States and
reflect government regulations and industry standards. Adoption of the 1991 Guidelines
aimed to encourage ethical behaviour and compliance in organizations and for them to
behave as a "good corporate citizen" (Wulf, Katharina 2011:14) and allow companies to
avoid fines by implementing ethical conduct.

After the Enron and WorldCom scandals that occurred in the U.S. and other lawsuits
based on inappropriate conduct of companies, in 2002, the U.S. Sentencing Commission
forms a group to review the 1991 Guidelines, a group made up by practitioners from the
public and private sectors, to adopt a new set of guidelines to guide the conduct of
companies.

2.2. The regulations contained in the 2002 Guidelines
In the Guidelines of 2002 are set out basic principles to implement an effective compliance
and ethical program. (http://www.ucdmc.ucdavis.edu/compliance/pdf/ussg.pdf)
According to the principles established in the 2002 Guidelines, the company must
exercise due diligence to prevent and detect misconduct and promote an organizational
culture that encourages ethical conduct and compliance with the law.
For this program to be effective, it needs to be adapted and implemented for each
company, to prevent and detect violations. The compliance program must meet some
minimum requirements:

e The organization shall establish standards and procedures to prevent

misconduct.
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e The organization’s management must ensure that the organization has an
effective compliance program.

e The persons designated by the management to handle this program should report
regularly to a higher level, and the company must provide them with adequate
resources. Only people with high authority and also a recognition of their moral
responsibility can hold management positions in the company’s compliance
program.

e The organization must take the appropriate steps to implement a compliance and
ethics program through regular communication in a practical manner of the
standards and procedures and other matters relating to the program, to all its
members by conducting trainings to  disseminate  information.
(http://www.ucdmc.ucdavis.edu/compliance/pdf/ussg.pdf).

e The next step in implementing the Ethics and Compliance program is to follow if
the program is implemented by the members of the organization and the need to
monitor it.

e The program should be reviewed periodically, and the company must have a
system where employees can find guidance and report any misconduct through
confidential reporting channels or by help-line, and this system should offer them
confidentiality.

e Where misconduct is discovered, the company shall take necessary measures
against those who are responsible and strive for this type of conduct not to be
repeated, and, if necessary, to make changes in the ethics and compliance
program. (http://www.ucdmc.ucdavis.edu/compliance/pdf/ussg.pdf).

These provisions were designed to prevent and detect misconduct of members of an
organization. Because of these provisions, the company has a direct interest in preventing
misconducts of its employees because it is accountable to the law for its members.
Many companies, after the adoption of these new provisions, have created guides in the
form of codes of conduct and organized training for their employees in order to prevent
misconduct.

Although the amendments from 2002 were originally applicable only to listed companies
in the U.S.A and multinational companies that have equity or debt securities with the SEC,
many foreign companies operating in the U.S. have aligned their business practices to
the new regulations, adopting codes of conduct and the Ethics and Compliance programs.

3. Codes of ethics and the codes of conduct

The codes of conduct are tools, recommendations aimed at influencing the conduct of
companies in society. (Kolk et al., 1999:151)

A code of conduct is a public commitment of the company; through this, an organization
is committed to provide a framework of values, beliefs and ethical rules under which they
operate. (Wulf, Katharina 2011:18). A code of ethics should promote an ethical culture
and to open channels of communication for preventing and protecting the organization
against misconduct.

The purpose of a conduct code is to clearly delineate the conduct of its employees; the
code is a set of principles that, if implemented, members of the organization know what is
allowed and what is considered misconduct.

We consider it necessary to make some remarks on the use of the two terms: code of
ethics and code of conduct.

In the specialized literature, the two terms, code of ethics and code of conduct are used
without any major difference. “Code of conduct” is a broader term. It mainly refers to the
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conduct of the organization’s members, the attitude that they have to have relating to the
company and third parties. It is a set of principles which, if they are violated, attract
disciplinary measures.

The Code of Ethics, in our opinion, has a more restricted meaning. Beginning with ethics,
which is defined in the Explanatory Dictionary of the Romanian Language as "a
philosophical discipline, the study of theoretical and practical aspects of morality; a
philosophical theory of morale” and " an assembly of rules of good conduct and ideology
of a certain class or society". (www.dex.ro), we believe that a code of ethics is based on
company values.

3.1 Case Study: OMV Petrom
For this example, we have chosen the ethics and conduit codes of the OMV Petrom
company, because of the fact that this company has implemented an efficient conformity
and ethics program.
The Code of Business Ethics of OMV Petrom defines clear rules regarding:

e Conflicts of interest;
Corruption and facilitating payments;
Intermediaries and lobbyists;
Gifts and hospitality;
Gratuities;
Competition and antitrust legislation;

e Trade controls and embargoes. (www.petrom.com).
Top management of the company declares zero tolerance for all forms of corruption.
Company employees are trained to recognize, prevent and report any corruption problem.
In order to make an efficient report and to benefit from confidentiality; through the
conformity program, the employees have various methods of communicating and taking
the correct decision at their disposal.
Through The Code of Conduct, OMV recognizes social and environmental responsibility.
By signing the initiative of the United Nations Global Compact (UNGC), Petrom is
committed to implementing ten principles on human rights, labour, environment and fight
against corruption. OMV's Code of Conduct sets clear rules of conduct according to the
UNGC.
The principles guide OMV's conduct in relation to its internal and external stakeholders
and serves as the basis for many of the policies and guidelines of the company.
UNGC's principles are:
Principle 1: supporting and compliance with the protection of the international human
rights in the company’s influence area;
Principle 2: Ensuring that OMV is not engaged in activities that violate human rights;
Principle 3: The freedom of assembly and association and the effective recognition of the
right to collective bargaining;
Principle 4: The abolition of forced labour;
Principle 5: The effective elimination of child labour;
Principle 6: Fighting discrimination in hiring and in employment policies;
Principle 7: Support a precautionary approach to environmental management;
Principle 8: Adopting measures to promote higher responsibilities in relation to the
environment;
Principle 9: Encouraging the development and promotion of "environmentally friendly"
technologies and products;
Principle 10: Acting against all forms of corruption, including extortion and bribery.
(www.petrom.com).
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3.2. Case Study: Raiffeisen Bank

The Code of Conduct of the RZB Group is supporting the employees of RZB in formulating
answers to possible questions about the company's core values, policy compliance of
their actions of RZB's Group.

According to the Code of Conduct of the RZB Group, it applies to all employees on a
global level, those from foreign branches of subsidiaries controlled directly and indirectly,
and any third party acting on behalf of the company. The code is completed by a
Compliance Manual, in which the basic principles contained in the Code of Conduct are
embodied.

Every employee has the obligation to respect the Code of Conduct and to immediately
report any violation of it to the immediate supervisor, the Compliance Department or local
Compliance Officer. (www.raiffeseinbank.ro).

The second chapter of the code contains provisions relating to employees on personal
responsibility, mutual respect, conflict of interest and data protection.

The third chapter refers to bribery and corruption, the Code of Conduct having clear
provisions on bribery, facilitating payments (money offered to public officials in order to
obtain or expedite obtaining benefits in connection with the services provided by these
individuals (www.raiffeseinbank.ro, cap.3/3.2), direct and indirect bribery through third
parties, gifts and invitations.

In the chapter on relationships with customers and business partners, there are several
stipulations included regarding client confidentiality, money laundering, and abuse of
payment, direct competitive, accounting and finance.

The Code of Conduct includes provisions on human rights, declaring that the company
will not be involved in relationships with other companies that violate human rights and
damage the surrounding environment. (www.raiffeseinbank.ro)

3.3. Case Study: Orange

Through this code of ethics, Orange adopts a set of guiding principles designed to
strengthen the trust of employees, customers, suppliers, shareholders and partners as
well as to the whole society.(www.orange.ro)

The company’s principles are declared to the:

Customers;

Employees;

Shareholders;

Suppliers;

Competition;

Stakeholders in the countries where the Group operates.

The code includes how the company's principles are put into practice by every employee
in dealing with customers, for the protection of corporate assets, how to report an act of
fraud or conflict of interest and stock market deontology.

In the company there is a Group Ethics Committee that is responsible for managing issues
related to ethical standards of the Group.

In the duties of the Committee falls the periodical check of the extent of which the code is
known and applied, and group practices in business ethics. The Committee also ensures
homogeneity of these practices within the group.

The Ethics Committee follows all legal and regulatory changes in this field. On its own
initiative or on referral, the Group provides recommendations regarding compliance with
the Group values and the implementation of the principles established in the Code,
(www.orange.ro ), and on request, on training local ethics committee to subsidiaries.
The Committee reports annually on its activities to the Orange Group President and
Chairman of the Governance Committee of the Board of the Group. To facilitate this
process at Group level, ethics counsellors and ethics coordinators were established in
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each country or subsidiary. They offer counselling to employees, show local requests and
concerns to the Committee of Ethics and ensure that all appropriate local specific practical
applications and lines of business are communicated. (www.orange.ro).

4. Conclusions

In our paper we analysed the cases of three companies in Romania that have
implemented ethics and compliance programs.

We have chosen a company that has both a code of conduct and code of ethics, (OMV
Petrom), a company that has code of conduct (Raiffeissen Bank) and a company that has
code of ethics (Orange).

In the case of OMV Petrom, the two codes are different, each with clear provisions.
Analysing the three codes of ethics and conduct, we conclude that the most important
factor to successfully implement ethics and compliance in an organization is the "tone
from the top".

CEO behaviour has a direct impact on the members of the organization.

We believe it is useful for the effective implementation of ethics and compliance programs,
for company managements to periodically organize training and information programs
involving all employees, so that everybody properly understands the provisions of the
Code, thereby promoting an appropriate culture at an organizational level. The
globalization of aspects of business ethics determines a growing dependency on rules
and regulations on the matter, and that is why we consider that it is a necessity to update
these ethics codes, taking into consideration the evolutions recorded worldwide.
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Abstract: In recent years, due in part to the sovereign debt crisis, the public (and scientific)
interest towards indebtedness increased significantly. Regardless of the level at which we
analyze it — micro or macro — it is clear from the outset that this is often unavoidable, for
various reasons, and that the indebtedness state is often one of normality (necessary to
cover current needs or to ensure growth targets). Of course, when the debtor is the state
itself, things seem, at least apparently, more simple. States have borrowed since their
beginnings, and continue to do so today. Nothing more natural ...

For a long time, being a creditor of a state, especially of a developed country, meant,
above all, a very safe situation — not being exposed to any risk. Recent years have shown,
however, that such an approach is flawed, and that sovereign risk is omnipresent in the
contemporary globalized world. For about seven years, the word ,crisis” seems to have
become one that is commonly used in the economic analysis. Undoubtedly, in this period
there was not only a ,common” financial crisis that occured, but a series of crises: finance
— economic crisis — sovereign debt issues. In mid-2008, the global financial system crisis
(especially in Western countries) asked for a sustained intervention from the state. It came
sooner or later, with more or less pro-cyclical effects. Among the taken measures, we can
evoke a massive support to banks and economic activity in general, in the context of the
drastic reduction in global demand. Recovery policies required their toll, however, and in
this case we can talk about a significant increase in budget deficits. If the evolution of
private borrowing has taken the path of stagnation, public debt, already growing, became
more and more significant. In this context, we intend to highlight some new facets of
sovereign risk, and to provide some remarks about how this risk should be viewed and
approached.

Keywords: sovereign debt; sovereign risk; public debt; over-indebtedness threshold,;
public deficit; economic growth.

JEL classification: F34; F5; G1.

1. Indebtedness — some new aspects

Regardless of the level at which we analyze indebtedness — micro or macro — it is clear
from the outset that this is often unavoidable, for various reasons, and that the
indebtedness state is often one of normality (necessary to cover current needs or to
ensure growth targets). Of course, when the debtor is the state itself, things seem, at least
apparently, more simple. States have borrowed since their beginnings, and continue to
do so today. Nothing more natural ...

For a long time, being a creditor of a state, especially of a developed country, meant,
above all, a very safe situation — not being exposed to any risk. Recent years have shown,
however, that such an approach is flawed, and that sovereign risk is omnipresent in the
contemporary globalized world.

For about seven years, the word ,crisis” seems to have become one that is commonly
used in the economic analysis. Undoubtedly, in this period there was not only a ,common”
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financial crisis that occured, but a series of crises: finance — economic crisis — sovereign
debt issues.
In mid-2008, the global financial system crisis (especially in Western countries) asked for
a sustained intervention from the state. It came sooner or later, with more or less pro-
cyclical effects. Among the taken measures, we can evoke a massive support to banks
and economic activity in general, in the context of the drastic reduction in global demand.
Recovery policies required their toll, however, and in this case we can talk about a
significant increase in budget deficits. If the evolution of private borrowing has taken the
path of stagnation, public debt, already growing, became more and more significant. From
this point of view, we can say that the 2008 moment primed the sovereign debt crisis,
hastened it, but certainly the issue was much older. Moreover, sovereign risk has always
been present in the economy, and it is considered as being one of the oldest parts of
country risk (an interesting example is the loss suffered by the bankers of Florence, which
have financed England in the reign of Edward Ill — in the context of the war with France,
which exceeded 100 years).
The global financial and economic crisis has forced governments to take action, to adopt
economic policies that would stimulate growth recovery. Also, states have even resorted
to taking some risks from the private sphere (we can evoke, in this context, the transfer
of risk from the banking sector towards national states). Public finances have suffered in
this context, and question marks about the sustainability of public debt became more
numerous.
How investors began to see the state as a debtor has changed dramatically in recent
years. To this mutation contributed significantly the attitude — sometimes pro-cyclical — of
rating agencies, which operated several degradation of sovereign ratings, with an
important effect: the explosion of interest rates required by investors.
But we do not want to argue here that the current sovereign debt crisis originated in the
financial and economic crisis from 2008. Increasing public debt has made its presence
felt since 4-5 decades, so the issue is not new at all.
The increase in public debt for various countries before the 2008 episode, during the
second half of the twentieth century, is linked to several specific developments. Among
these, we mention here:

= the continuous development of the public sector;

= the increasing costs of social policies;

= the maintenance of a high state involvement in the economy — a trend which

seems to be however partly well inspired, etc..

Several experts noted that such developments and trends had no effect for quite a while
(Banque de France, 2012: 5), due to the still low share of the deficit / debt ratio (and not
only). In other words, the indicators have deteriorated gradually, almost imperceptibly at
first view.
On the other hand, it is possible to highlight another very important issue, in the context
of the historical analysis of public debt. In the past, inflationary episodes could act as a
counterweight to the increase in the size of the debt, and real interest rates close to 0 or
even negative limited its development. But, the last two decades have brought a more
rigorous control of inflation, and in the context of an increasingly fragile economic growth,
imbalances emerged (When it is well anticipated, inflation is reflected in nominal interest
rates and lose its role of erosion of the the real value of public debt - Banque de France,
2012: 5).
An important element in this picture is the fact that, in general, state budget revenues did
not increased significantly; meanwhile, real interest rates were located mostly above the
economic growth rates. A series of decisions and philosophies dating from the 1950s, as
the elements of social protection, began to be difficult to follow in the last two decades,
while the growth rates of gross domestic product dropped dramatically. In the years before
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the global financial and economic crisis, countries such as Finland, Canada (a special role
was played by the reform of 1993, which resulted in the removal of a significant number
of inefficient expenditures — The Fiscal Spending Control Act (1992)) or Spain (an
important role was played by the strong economic growth, above the EU average, and the
implemented reforms; the global financial and economic crisis, however, have deeply
affected that indicator, which in 2012 approached 90% in Spain), managed to reduce the
public debt to GDP, but many other countries continued to register high values of this
indicator, over 60%.

The clear conclusion that can be drawn is that the vast majority of states had, on the eve
of the global financial crisis, already high debt levels. This situation was underestimated
by authorities, governors using often the recourse to credit; in the same time, the
commitments made (eg the Stability and Growth Pact EU) had only limited effects.

In 2007, when the crisis was triggered, developed countries were already facing high
public debt; the Euro area average was somewhere around 70% of GDP, while Japan
exceeded 170% and the USA, 60%. It is therefore an old issue of a structural nature, that
the crisis has brought to the attention of the public and professionals.
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Figure 1: The evolution of public debt before the financial and economic crisis (percentage
of GDP)
Source: own work, using IMF, World Economic Outlook, 2012.

Certainly, it is difficult to establish clearly whether the pre-2008 situation can be
characterized by "high debt", or "over-indebtedness". It is clear that, in mid-2008,
countries have been put in an extremely delicate situation. Limitation of private debt, the
collapse of demand are just some elements that favored the continuous degradation of
budget balances (With an already high level of indebtedness, modest long-term growth
prospects and social budgets affected by aging population, many countries are unable to
maintain a significant budget deficit without seriously jeopardize the solvency — Brender,
Pisani, Gagna, 2013: 3).

The collapse of the appetite for indebtedness in the case of private agents was
proportional to the propension towards it, before the crisis; in the EU, for example, it was
significant in Ireland and least evident in Germany.

Lending was quasi-stopped, private savings exploded and the deflationary effects
became imminent.
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To give up indebtedness in such a context would have been a big problem, in the context
of the of economic activity stimulation. So, the governments borrowed generally even
more, starting from an already concerning level of indebtedness, especially in developed
countries. In this context, it has become increasingly necessary to discuss about debt
sustainability and the need to rebalance public finances.

However, not all states shared the same vision. European Union returned relatively
quickly to a balanced budget target, while the United States have put into focus the need
of economic growth. Japan also had a similar approach, and continues to have a huge
public debt. However, as private savings partially absorb this excess debt, and the
Japanese economy remains an extremely strong one, the asian state continues to benefit
from loans with relatively low interest rates.

For Europeans, the situation is delicate, primarily due to the atypical architecture of the
European Union — we are not dealing with a state or a federation, the Member States are
sovereign and independent, but nevertheless important competences are transfered from
national to the supranational level. So, the problem of one member state (in this case,
Greece) seriously put in discussion the idea of solidarity (especially financial) between EU
member states. In the same time, spillover effects have made their presence felt, and the
sovereign debt crisis was a European one, above all. It is worth mentioning here the PIIGS
episode. It has been rumored repeatedly the idea of a Euro currency crisis; however we
believe that it is not a currency crisis, but one generated by the behavior of national
governments. The European currency has proven — during its existence — its viability,
being also well received by the markets, stable, etc..

After 2008, the support of global demand required extensive budgetary measures, in most
countries of the world, as we outlined above. Even so, the recession could not be avoided,
the level of activity of 2007 being achieved only in 2012.

These measures, however, significantly affected the budget deficits; we can talk here
about side effects of the economic recovery plans, increased public spending (of social
nature, for example), significant fiscal revenue decrease, gross domestic product
decrease, etc..

Undoubtedly, the economic recovery measures taken had significant effects, and
succeeded in part to eliminate at least some short-term negative effects of the crisis. In
the medium and long term, however, the consequences are hard to predict. Some
analysts talk about contradictory effects, for example in the households case (Banque de
France, 2012: 12). If during a crisis households face a heaviness lending, and therefore
are unable to modulate consumption over time, they will tend to consume the additional
revenue brought by the budgetary recovery, thereby enhancing its efficiency; in the same
time, if it is expected a future tax increase in order to finance deficits, households will save
a substantial part of the additional revenue generated by budgetary recovery, reducing
the magnitude of the expected effects.

Recent years have brought a multitude of state interventions, in addition to the recovery
policies mentioned above. Of these, its is relevant, in the context of the deficits and
sovereign debt, the banking assistance (state guarantees, direct capital infusions, etc..).
All these developments have marked significant indicators changes, that are summarized
in the table below.

For OECD countries, the public debt problem turns out to be an extremely serious one;
during the last three years, its corresponding indicator has evolved unfavorably.

For some countries, this phenomenon will be extremely difficult to manage, both politically
and socially, as decisions about the reallocation of national income are required, a subject
already delicate due to the crisis.
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Table 1: Government debt evolution (percentage of GDP)
2008 | 2010 | 2012 | 2013
Spain | 40 66 83 86
Greece | 105 | 129 | 170 | 156
Portugal | 67 84 109 | 124
Italy | 104 | 117 | 122 | 127

Ireland | 26 64 104 | 118
UK | 44 67 84 89
France | 64 80 86 91
Germany | 66 77 80 81
Belgium | 85 96 98 100

Japan | 166 | 194 | 211 | 219
US| 64 87 99 101

Canada 66 71 85 84
Switzerland 41 37 35 36
Source: BNP Paribas, 2013.

2. Sovereign risk in the developed economies ?

Sovereign risk is not a new concept, but its systematic analysis started relatively late, in
the late '70s of the last century.

Since the early '80s, John Calverley devotes a large part of its country risk research
issues. The author proposes several definitions guided by the agent referred (Calverley,
1990); from this perspective, for a banking institution primarily concerned with repayment
issues of its credits abroad, he retains a more restrictive definition of country risk, focused
on sovereign risk and transfer risk. Sovereign risk is a particular risk targeting bank loans
contracted or guaranteed by the State (sovereign loan). Risk implies that at some point,
that government becomes unable to meet its obligations, or it no longer wants to do it. An
important aspect is related to an additional risk in this context, the impossibility of obtaining
repair by using the justice channel, because the borrower access to the invocation of legal
immunity.

In 1986, shortly after the sovereign debt crisis in Latin America, Shelagh A. Heffernan
aims to provide a clear image of sovereign risk, in the famous book Sovereign Risk
Analysis (Heffernan, 1986). For the author, the analysis of sovereign risk means primarily
to identify those cases where states can not fulfill their commitments on foreign debt
(Heffernan, 1986: 4). From the beginning, she distinguishes between sovereign and
private external debt, noting that sovereign risk concerns the first of these, and aims to
estimate the probability of default.

John Calverley splits in country risk into two: sovereign risk and transfer risk, and he
mentions a much broader concept, generalized country risk. Sovereign risk is considered
the risk that the government at some stage will be either unable or unwilling to meet its
obligations (Calverley, 1990: 3), while transfer risk represents the possibility that even
though the project is generating a cash flow in local currency which is sufficient to meet
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obligations, the government does not have the foreign exchange available to make the
foreign currency remittance for servicing the debt. Calverley stresses that sovereign risk
concerns loans granted by banks to a foreign government or a foreign trader, but in the
second case, the loan is accompanied by a government guarantee.
Sovereign risk has been analyzed more extensively during the 1990s of the last century,
but there was no mention of its existence for the developed economies.
At present, however, the public debt crisis, and especially the recent situation in the
eurozone, have questioned the status of "assets with risk 0" of the sovereign debt of
developed countries. This development significantly changes the global landscape of
sovereign risk.
In this context, a number of observations can be made:
= the final resolution of the financial crisis delays to occur, as shown in the latest
BIS studies (Bank for International Settlements);
= the global bond market continues to progress, from about 70 trillion USD seven
years ago to more than 100 trillion USD in 2013.

Global bonds market (USD trillions)
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Figure 2: The evolution of global bonds market
Source: own work, using BIS data, 2014.

= as it is pointed out by more and more analysts (Rechea, 2014; Longueville et
Faure, 2010), states are choosing the borrowing way in order to get rid of debt,
and developed ones seem to do it first; overall debt ratio in the global GDP is
approaching 150% today, and, although there is not a major change in the cost
of funding, this situation is likely to change in the near future;

» not just the state of indebtedness of developed countries is worrying, but also the
prospects of reaching a level of growth that can facilitate repayment;

= the decoupling consumption-production is increasing, especially in developed
countries, although this fragility can be observed in the case of emerging markets
that have not favored production, too.

As companies, states issue bonds when they need funds. They shall bear interest rates
that reflect the risk perceived by investors. From this point of view, the main impact of the
debt crisis on the states was the increased funding cost, translated by raising interest
rates on government securities.
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Basically, since the onset of the Greek crisis, at the end of 2009, euro area sovereign
bonds have acquired different behaviors, investor perception ranging from state to state,
as certified by the figure below:
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Figure 3: Euro zone government bonds (spreads)
Source: Thomson Reuters / Scott Barber, 2013 (http://www.acting-man.com/?p=17513).

An interesting development was recorded by CDS (Credit Default Swap) — contracts that
are essentially an insurance mechanism against default, debt repudiation or forced debt
restructuring. They have appeared over two decades ago, in the context of developing
states sovereign debt, and subsequently were also used for private debtors.
In recent years, the CDS use in the case of developed countries, represents further
evidence that sovereign risk is not at all foreign to them.
The CDS premia have evolved surprisingly in the case of developed countries after 2008,
as follows:
* in a first phase, due to the rapid upward evolution of public debt, but also due to
the massive support of the banking sector by governments, risk premia in the
CDS market have increased significantly:
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Figure 4: Sovereign CDS evolution (pre-2010)
Source: Bloomberg, 2011.
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= the risk transfer from private entities towards national states generated a
significant increase in premiums; a time of maximum value was reached in early

2009;

= after a slight decrease, the onset of the Greek crisis, by the end of 2009, resulted
in a new burst of CDS risk premia, reaching 1,000 basis points if the case of the

Greek state;

= after 2010, CDS risk premia continue to evolve separately, depending on the

perceived probability of default:
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Figure 5: Sovereign CDS evolution (2010-2013)
Source: Bloomberg, 2014.
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Five-Year Spreads on Credit Default Swaps
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Figure 5: 5-year spreads on sovereign CDS

Source: Bloomberg / Noeth, Bryan, Sengupta, Rajdeep, A Look at Credit Default Swaps
and Their Impact on the European Debt Crisis, The Regional Economist, april 2012
(https://www.stlouisfed.org/publications/re/articles/?id=2231).

Of course, relevant conclusions are still difficult to draw, because until 2008 sovereign
CDS market was almost absent in the case of developed countries. We also believe that
the levels achieved in recent years do not accurately reflect the default risk, exacerbating
it in a context in which sovereign countries actually only rarely fall into such a state.
Sovereign risk measure is also given by rating agencies (three are well-known, Standard
& Poor's, Moody's and Fitch Ratings); they are present in the market for quite a while,
evaluating also sovereign debtors. Undoubtedly, rating has many advantages, one of
which is in our opinion the synthesis capacity.
After 2010, the rating agencies have downgraded countries ratings constantly, developed
states being no exception:

= November 10, 2011: Standard & Poor's changes France sovereign rating;

=  January 13, 2012: downgrade for nine eurozone countries by S & P, etc..
So here is a new argument which entitles us to conclude that sovereign risk is present in
developed countries. However, we must stress that rating agencies activity is at least
controversial, and they present a whole series of shortcomings: lack of transparency
concerning the methods and techniques used, subjectivity, a big share of political factor
in ratings, frequent errors, procyclical effects of evaluations, lack of decision justification.

3. Perspectives and remarks
Public debt is, undoubtedly, ,old as the world”. To what extent indebtedness is beneficial
or not, should be analyzed in-depth, which we intend to achieve in another paper.
One thing is however clear: sovereign debt has a completely different regime compared
with private debt. An indebted state can not be compared to an indebted economic agent;
we can do it only for the pleasure of a discussion. In this context, some remarks can be
made:
= sovereign debt always existed throughout human history, but no state went
"bankrupt" in the general sense of the term (a state is sovereign, so its assets can
not be taken over by lenders);
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* many times, states have repudiated their debt (even England did so, centuries
ago, partially), or the debt has been restructured,;

= astate "life" is not limited, so that it can continue to borrow in order to pay previous
debts;

= if the economic growth rate exceeds the indebtedness growth rate, debt can even
be increased without exacerbating the implications of this evolution;

* in contrast to firms and households, the state can more easily predict its future
income (we refer here specifically to taxes, which may be even increased, by the
policy makers); However, the predictions have some limits;

* in addition to other economic actors, the state can issue currency; for countries
with sovereign debt expressed in their own currency (those not affected by the
"original sin"), there is the privilege to pay with money printed by the state itself;
Of course, the risk of (hyper)inflation is very strong in this context.

All this does not mean that indebtedness is not extremely dangerous; on the contrary, the
problem of solvency must preoccupy governments more and more, so that debts can be
at least controlled, if not reduced.

What interests us when addressing the issue of public debt sustainability is its current
level, the relationship between the interest rate (and debt service in general) and growth
prospects (growth rate of real GDP), and also the tax revenue level, compared to that of
public spending. At the same time, we believe that the sustainability of sovereign debt is
a concept that must be viewed dynamically; an element of great importance is the ability
of governments to ensure their future debt service. Quantifying this capacity represents a
real challenge because future revenues and expenditures of a state can not be predicted
accurately. Of course, in comparison with a private agent, a sovereign debtor has some
levers that allow more reliable predictions, as we outlined above.

When we intend to identify the "red zone", the level at which borrowing becomes toxic,
harmful, we can be extremely creative, setting alert thresholds or introducing indicators,
more or less complex (from the classic public debt/GDP ratio or public debt/exports, up to
complex variants, targeting concepts such as institutional quality). As highlighted in some
recent studies and papers (Reinhart and Rogoff, 2010), the level of debt from which the
danger of default becomes imminent is difficult to identify and, on the other hand,
impossible to generalize. Most viable is the setting of thresholds above which sovereign
debt involves adverse consequences for the economic life; from this point of view, the
majority of the papers identify an alert threshold around 95% of the GDP. Over this value,
growth becomes almost impossible. An alternative approximation method for the over-
indebtedness threshold is to focus on relevant events in economic history — the Mexican
episode from the 1980s, for example. This time we must be reserved, too, as sovereign
debt often had very different effects in the context of similar indicators for different
countries (for instance, indebtedness followed by hyperinflation which ultimately lead to
calming the situation). A simple analysis that allows us in turn to draw conclusions about
the limits of indebtedness is related to economic common sense. The difference between
the revenues of a country and its expenditures (less interest payments) are representing
the primary budget surplus. If the latter is exceeded by interests, the state is forced to go
further into debt, which can eventually lead to the reduction of the number of its creditors,
especially in the context in which the interest rate on loans exceeds the rate of evolution
of sovereign income. Some authors offer interesting approaches on sustainable debt limit,
placing it at the maximum level of resources that future taxpayers will accept to transfer,
year after year, to the state creditors (Brender, Pisani, Gagna, 2013: 15).

Of course, a rising public debt may be compensated through various elements of
economic policy, such as increasing the fiscal pressure (increasing taxes represents an
extreme practice, and is rarely used — for electoral reasons, for example), reducing costs
(a decision dangerous because it can lead to an economic activity downturn) and better
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budgetary discipline, etc.. In some cases, where possible, debt restructuring may be an
appropriate solution.

Finally, it is necessary to have good quality financial information; situations such as that
of Greece, which provided for a long period of inaccurate and unreliable economic
information should be avoided in the future.
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Abstract: In face of the challenges of global competition, business firms are concentrating
more on the needs of customers and seeking ways to reduce costs, improve quality and
meet the ever-rising expectation of their customers. To these ends, many of them have
identified logistics as an area to build cost and service advantages. Logistical activities
have always been vital to organizations, and therefore business logistics and supply chain
management represents a synthesis of many concepts, principles, and methods from the
more traditional areas of production, purchasing, transportation, economics, as well as
from the disciplines of applied mathematics, and organizational behaviour. It concentrates
on important activities of management such as planning, organizing, and controlling, and
also on a three-way relationship of related transportation, inventory, and location
strategies, which are at the heart of good logistics planning and decision making.
Selecting a good logistics strategy may yield a competitive advantage. Transportation
provides the flow of materials, products and persons between production facilities,
warehouses, distribution centers, terminals and customer locations. The progress in
techniques and management principles improves the moving load, delivery speed, service
quality, operation costs, the usage of facilities and energy saving. A strong system needs
a clear frame of logistics and a proper transport implements and techniques to link the
producing procedures. The transportation takes a crucial part in the management of
logistic. Without well-developed transportation systems, logistics could not bring its
advantages into full play. A good transport system in logistics activities could provide
better logistics efficiency, reduce operation cost, and promote service quality. The process
determines the efficiency of moving products and energy saving. Improvements in
transportation and logistics make valuable contribution to production and consumption
activities. That’'s why the objective of this paper is to define and clarify the role of
transportation in logistics and of logistics in development, for the reference of further
improvement.The present study was undertaken to define and understand the elementary
views of logistics and its various applications and the relationships between logistics and
transportation.

Keywords: logistics, transports, inter-relationships, costs reduction, development

JEL classification: F10, R40
Defining the Elementary Views of Logistics

For many years, logistics were always an issue in war matters. During the time, those
who won the wars were the armies or generals with strategic planning on logistics. This
was a good inspiration for today’s business environment.

Starting from the early ‘60s, many factors such as competitive pressures, information
technology, globalization, or profit leverage, contributed to the growth of logistics science
in the form we know it today.

Logistics refers to all the move-store activities from the point of raw materials acquisition
to the point of final consumption. Its core elements include customer service, order
processing, inventory management and transportation (Ballou 2004):
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= transportation is concerned with the ways in which physical items are
transferred between different parties in a supply chain

= inventory management is about managing appropriate inventory levels to
serve the demand in a supply chain

= customer services relates to the quality with which the flow of goods and
services is managed

= order processing involves all the activities in the order cycle including
collecting, checking, entering and transmitting order information.

The Scope of Logistics in Business

The expanding global competition, emerging new technologies and improved
communications have increased customers’ expectation of full satisfaction with the
products and services that they purchase. These changes have, in recent years, brought
to many manufacturing and service firms the challenges of improving the satisfaction of
their customers and the quality of their products and services. Faced with these needlings,
business firms worldwide are prompted to look for ways to reduce costs, improve quality
and meet the ever-escalating demands of their customers.

In face of the challenges of global competition, business firms are concentrating more on
the needs of customers and seeking ways to reduce costs, improve quality and meet the
ever-rising expectation of their customers. To these ends, many of them have identified
logistics as an area to build cost and service advantages. Therefore logistics in business
aim to reach maximum customer service level, to achieve minimum possible costs, to
ensure high quality, and o be flexible in the constant market changes.

Logistics is a diverse and dynamic function that has to be flexible and has to change
according to the various constraints and demands imposed upon it and with respect to
the environment in which it works.

One quite widely accepted view upon logistics shows the following relationship (Rushton,
Oxley & Croucher 2000) :

Logistics = Supply + Materials Management + Distribution
Thus supply and materials management represents those flows into and through the

production process, while distribution represents those flows from the final production
point through to the customer or enduser, as per the Figure 1

SOURCES
SOURCES, - ‘

SOUEEES WARE ¢ WARE
OF SUPPLY Hes > transport> el
inbound logistics outbound logistics
Figure 1
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inbound logistics: the processes
concentrating on purchasing and
arranging the inbound movement of
materials  from  suppliers  to
manufacturing or assembly plants or

outbound logistics: the process
related to the storage and movement
of the final product and the related
information flows from the end of the
production line to the end use

warehouses

The logistics strategy should have as main objectives:

= services improvement by recognizing that revenues depend on the level of
logistics services provided

= cost reduction by minimizing the variable costs associated with transports
and storage

= capital reduction by minimizing the level of investment in the logistics system
and maximizing the return on logistics assets

Logistics management must balance three basic targets: quality of service, right time, low

cost. Thus, selecting a good logistics strategy may produce a competitive advantage.

The value chain concept of Porter (1985) provides further insights on how logistics can

contribute to the cost and service advantage of firms and Figure 2 illustrates it:

| inbound logistics

93—

\ manufacturing

| outbound logistics

. A
-

[ marketing & sales

| profit

Figure 2

Transporting is required in the whole production procedures, from manufacturing to
delivery to the final consumers and returns. Only a good coordination between each
component would bring the benefits to a maximum.

Transportation system is the key element in a logistics chain. In fact, the backbone of the
entire supply chain is the transportation management that makes it possible to achieve
the 7 Rs: the right product in the right quantity and the right condition, at the right place,
at the right time, for the right customer, at the right cost.

Logistics and its various Applications

It is of vital importance for many companies to speed up the internal logistical process,
due to the persistent cost pressures and the demand for continuous increases in
productivity.

Optimisation of the handling process, transport and the storage of material flows are
necessary, therefore the integration of various applications brings the convenience
through promoting the system of information flow and business operations. They reffer
to:

= receiving and profiling goods

= transport management by different softwares like vWorkApp, My Yard, etc.
= stocks control by softwares like 3PL Warehouse Manager, Sellsy Stocks, etc.
= orders aggregation from multiple sales channels
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= sorting and tracking
= shipping and manifesting
= Joading vehicles

Lately, the IT techniques and products bring more and more efficiency and fluency to the
logistics systems.

Relationships between Logistics and Transportation

Transportation plays an important role in logistics system and its activities appear in
various sections of logistics processes. Without the linking of transportation, a powerful
logistics strategy cannot bring its capacity into full play.

Transportation and logistics systems have interdependent relationships because logistics
management needs transportation to perform its activities and meanwhile, a successful
logistics system could help to improve traffic environment and transportation
development.

Without well-developed transportation systems, logistics cannot bring its advantages into
full play. A good transport system in logistics activities could provide better logistics
efficiency, reduce operation cost, and promote service quality. A well-operated logistics
system increases a lot the competitiveness of the enterprise.

Transportation plays a connective role among the several steps that result in the
conversion of resources into useful goods in the name of the ultimate consumer. It is the
planning of all these functions and sub-functions into a system of goods movement in
order to minimize cost maximize service to the customers that constitutes the concept of
business logistics.

Transport affects the results of logistics activities and, of course, it influences production
and sale. Value of transportation varies with different industries. For those products with
small volume, low weight and high value, transportation cost simply occupies a very small
part of sale and is less regarded; for those big, heavy and low-valued products,
transportation occupies a very big part of sale and affects profits more, and therefore it is
more regarded.

Interface between Logistics and Development

A business is only as successful as its supply chain is.

For any company that is in the business of providing a variety of products and services to
costumers, itis of crucial importance to the health of that business to implement a logistics
strategy that will help keep service levels at their highest at all times, no matter what
changes might be happening in other areas of the business organization. This is an even
bigger imperative for companies that are more complex in structure, or that may have a
very fluid or fluctuating supply chain, or that have specific product lines, specific countries
or specific customers to cater to.

In the traditional context, many practitioners considered logistics as a source costs. They
accepted these costs because the logistical activities were absolutely necessary for
customer satisfaction and fulfilment of organizational objectives. The prospect focused
on the costs generated implicit concern of reducing logistics costs. In essence
practitioners have focused on increasing the efficiency of logistics activities by minimizing
the resources involved. Priority given to efficiency resulted in better utilization of vehicles,
reducing shelf life of products in stock, new procedures for handling materials, etc.. Cost
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reduction to increase the efficiency is necessary to enhance the profitability of the
organization.(Balan 2006)

But, for creating an effective logistics strategy first should be defined the

goals which must be achieved. The logistics strategy supports the goals of

the business, so its strategy must align with and help achieve the

organization’s goals. The second step is to articulate how the supply chain

strategy works to achieve the higher level goals. So, the logistics plan is

that it should be subordinate to corporate strategy:

= jf the company’s strategy is to always be the low price leader, then the prime
goal of the logistics approach is to move stuff at the lowest possible cost.

= ifthe company’s strategy is based on agility and the movement of goods faster
than competitors, then logistics approach is based on speed rather than cost.

= jf the company sets the standard for quality, then the logistics goal is to have
perfect orders and to do whatever it takes to correct any error.

= if the company is growing by merger, one logistics strategy is to integrate the
operations of the new acquisition into the existing logistics program.

= if the company is judged by its return on invested capital, then the logistics
strategy is to remain as free of assets as possible by finding short term leases
for warehouse real estate and transport equipment

Logistics is interposed somewhat extent between all functions of an enterprise, being
particularly important in the normal productive development of a company.

Conclusions

The role that transportation plays in logistics system is more complex than carrying the
goods. The integration and promotion of business activities have to involve transportation
systems at different stages. The integration of various applications brings the convenience
through promoting the system of information flow and business operations.
Transportation complexity can take effect only through highly quality management. By
means of well-handled transport system, goods could be sent to the right place at right
time in order to satisfy customers’ demands.

Transportation brings efficacy, and also it builds a bridge between producers and
consumers. Therefore, transportation is the base of efficiency and economy in business
logistics and expands other functions of logistics system.

It is virtually inconceivable in today’s economy for a firm to function without the aid of
transportation. Transportation is the most important sub-function of logistics that creates
time and place utility in goods. Reviewing the current condition, a strong system needs a
clear frame of logistics and a proper transport implements and techniques to link the
producing procedures.

Transportation systems and techniques are needed in almost every logistics activity. If
even customers and firms could make business easier through

e-commerce and Internet, physical delivery still relies on the transportation system to
finish the operations.

That's why logistics systems have a more and more important position in the society
activities.
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Abstract: Many international investors have realized that they cannot obtain profits as
large, investing in mature markets as well as investing in emerging and developing
countries. They want to obtain higher yields, of course assuming the extra risk, as the
risk of liquidity or volatility of exchange rates, which are significantly higher than in
developed markets. Studies on the BRICS economies are countless, researchers
pointing that the development of these economies and their transition towards developed
economies category is virtually inevitable (Nistor, 2011). In this article we propose a
smooth approach on the state of the economies of the BRICS emerging countries and
the stock exchanges markets. It is interesting to observe how, according to a forecast of
the International Monetary Fund, in the year 2025 world supremacy from the economic
point of view will belong still to the United States, but the discrepancies between the
United States economy and China's economy subside until then. The same source,
however, predict that by the year 2050, China's economy will bring forward the United
States of America. However, should not be lost of sight the fact that China is part of the
BRICS countries, with enormous development potential. As proof of those exposed
earlier, sits the performance obtained from China's economy especially in times of crisis,
when the vast majority of the world's economies recorded negative economic growth.
Somewhat improperly said so, we were witnessing a world economic depression. The
performance of China's economy is so, noteworthy, it received even in the toughest years
of global financial and economic crisis, a positive value of economic growth. This also
happened, within other BRICS emerging countries economies, having many similar
economic meanings. With such a potential for economic growth, the economies of BRICS
countries have brought into the spot light the operational stock exchanges. The interest
of investors for investments in BRICS countries financial markets has increased
considerably, mostly because they offer higher yields than the mature financial markets,
of course with a slightly higher risk assumed.

Keywords: emerging markets, stock market, market capitalization, BRICS economies.
JEL classification: G15, G01, G10.

1. Introduction
Emerging countries are the countries whose economies are in a fast increase process,
respective in transition phase to a market economy (Simon, 1997, p. 913). These
countries have a higher capacity than the developed countries to provide investors with
opportunities to achieve higher profits. According to Simon, the most important features
of the emerging countries refer to:

e the small size of the economy,

e GNP/Capita much lower than in developed countries,
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e areduced opening for accepting foreign investors,
e a high volatility of the exchange rate which implies greater risk in
trading.

It is considered that the biggest emerging economies are China and India.
When we refer to the phenomenon of transition economy, suppose that the transition is
made from an emerging economy to a developed economy. There must, however, not
lose sight of the reciprocal of this phenomenon, namely the transition can be made also
vice versa, from developed economies to developing one. Of course, the transition to a
developed economy is a wanted phenomenon, however it is the most widely-used usage
of this notion, but it does not offer any guarantee that the converse is not true.
In Financial Markets Encyclopedia, Simon distinguishes between three distinct categories
of emerging countries, considering a similar classification for stock exchange that operate
within these countries. Thus, he talks about:

e the most advanced markets,

e narrow emerging markets,

e emerging markets (latent).
In the case of advanced emerging markets, Simon brings into question countries such as
Malaysia, Mexico, South Korea, Taiwan, or Thailand whose inflation rates are quite low
and in which there is some stability in the exchange rates. Financial and banking system
are developed and have an opening to the international financial markets as shares and
bonds, and trading system and financial securities settlement traded have a relatively
sophisticated mechanism. These countries were not treated as developed countries
category because it is considered that they are vulnerable to a possible volatility of the
exchange rate and the stock market, a lot of local companies do not meet the conditions
for listing, only companies that have exposure on the international market have passed
listing of shares to the stock exchange.
Emerging markets generally narrow (as they called by Simon) does not provide an easy
access of the investors on or of the international financial market, but this aspect belongs
to the opening of each country belonging to this group. In the countries belonging to this
group, the rate of inflation is high, the monetary and financial market is not developed
enough to provide prospective investors optimal conditions for the conclusion of
transactions. In these countries, the trading system of settlement of transactions requires
major stabilization. It is not lost in sight of the fact that the spread between the poor and
the rich is pretty emphasized. In this category we find emerging countries as: Argentina,
India, Nigeria and the Philippines.
The third category proposed by Simon is that of emerging markets or latent markets. Their
economic performances are quite poor and their access to international financial markets
is very limited, and therefore the volumes of trading on these markets are greatly reduced.
Of course, the performance of trading systems that dealt in securities settlement, is also
reduced. Basically the economies of emerging countries are at the begining of the road,
they need capital to both support the entry on increasing trajectory and the financial
institutions of market surveillance covering the investment on the stock exchange.

2. Overview of the economies of emerging countries

Regarding investments in emerging markets from the perspective of stock markets, we
consider that these requires higher risks than in the case of investments made on a
mature market. Thus, the most important risk associated with the financial investment on
such markets is their price volatility, which can be observed in a given period of time.
Volatility as risk associated with investments in the stock market is a result of the
manifestations of risks of the most diverse: political risk, change of the exchange rate,
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inflation rate, respectively, of all measures adopted by the authorities of the local currency,
but also the information in the market likely to disturb (both in negative and in positive
sense) in the normal course of securities listed. However, according to the principle of
high risk-high profit, investors who assume the risks of investing on such markets, have
the opportunity to earn more than on mature markets, the volatility supplement
commitments being offset by a supplement to the profitability of investments made. For
international investors, investing in such savings is basically an opportunity to diversify
their portfolios, especially because most emerging markets are rather weak correlated
with developed markets. According to a report from the International Monetary Fund (IMF,
2012), considered countries with an economy in transition in July 2012 are: Argentina,
Brazil, Bulgaria, Chile, China, Colombia, Estonia, Hungary, India, Indonesia, Latvia,
Lithuania, Malaysia, Mexico, Pakistan, Peru, Philippines, Poland, Romania, Russia, South
Africa, Thailand, Turkey, Ukraine and Venezuela.

Many economists believe that the economies of emerging countries will be those that will
boost the world economy and that they will be the new force in the world, in a specified
time-frame. The same IMF report makes an analysis of the evolution of the global
economy as a whole and separating performance of developed economies,from those of
emerging economies and in the developing world.

It can be seen from the following figure that the performances achieved by the developing
countries are higher than those of developed markets, both for the period of crisis and for
the year 2012. These are the practical element that maintains the world economy on
positive economic growth rates.
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Figure 1. The evolution of economic growth in emerging countries in the developing world
and for developed countries

Source: World Economic Outlook. April 2014, the International Monetary Fund (IMF,
1986, p. 114)

The previous figure shows trends in the rates of increase in real gross domestic product
for the emerging countries in the developing world and in developed countries.

The major advantage of the emerging countries in the developing world is that including
the period of the crisis, they have recorded positive economic growth. Of course, the year
2009 was marked by a severe decline in the pace of economic growth in these countries,
however, economic growth in 2009 is maintained at approximately + 3%. You may also
have noticed the steep decline of the indicator for developed countries, in the most
affected year of the crisis. At that time, the vast majority of developed economies have
seen a regression of the real GDP, unable to speak of a positive economic growth. The
year 2010 has brought a greenbelt area in both the developed economies that have been
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able to re-enter on the territory of positive economic growth, as well as for emerging
economies in the developing world.

In mid-2012, the IMF made a forecast for world economic growth to the end of 2012. This
prognosis was + 3.5%, this being achieved by developed countries for which contribution
it was estimated an increase of 1.4% but especially emerging countries for which
estimated an increase of 5.6% at the end of 2012. Statistics show that by the end of 2012,
the average economic growth of developed countries was about 1.5%, while the average
economic growth of emerging countries in the developing world was approximately 5%.
Also in mid-2012, the IMF has expanded its forecast for the end of 2013, according to
which the world economy was supposed to achieve a 3.9 percent advance developed
countries generated with 1.9% and economic growth in emerging countries of 5.9%, as in
the following figure.
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Figure 2. The IMF forecast of economic growth for the end of 2013
Source: World Economic Outlook. International Monetary Fund (IMF, 2012)

We conclude therefore that the emerging markets have brought an extra touch of interest
from investors in the financial market, and the IMF forecasts encourages trading on these
markets as long as the forecast is for growth of these economies.

The four BRIC countries, as they've been named by Jim O'Neill: Brazil, Russia, India and
China are the ones that will dominate the world economy. Their importance is underlined
in many analyses of Goldman Sachs, who believes that by the year 2050, China will bring
forward the economy of the United States of America. Research carried out by Goldman
Sachs (Goldman Sachs, Dreaming with BRICs. The Path to 2050, 2003) forecasts a
growth of the most important economies of the world by 2050, as follows:

GDP-billions of dollars
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Figure 3. Forecast rankings of the most important economies in 2050
Source: (Goldman Sachs, Dreaming with BRICs. The Path to 2050, 2003)

According to forecasts made by Goldman Sachs, the U.S. economy will be in second
place in the world, followed by that of India. Brazil's and Russia's economies will seriously
compete with Japan's economy in the year 2050. In a subsequent analysis of Goldman
Sachs (Goldman Sachs, 2005), it shall revise forecasts trends in BRIC countries thanks
to the strongest increases registered by them in relation to initial forecasts, from the
moment of the first analysis. Thus, acording to Goldman Sachs, top countries in terms of
gross domestic product in 2025 will look like the following figure:
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Figure 4. The largest economies in 2025
Source: (Goldman Sachs, How solid are the BRICs?, 2005)

According to the same analysis, after 2025, respectively, by 2050, this will bring: first
China, Germany will be brought forward from Russia, Mexico, Brazil and India. The
standings will look like:

GDP-billions of dollars
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Figure 5. The largest economies in 2025
Source: (Goldman Sachs, How solid are the BRICs?, 2005)

In 2010 South Africa joined the BRIC countries and so was taking birth the BRICS
Association. South Africa has the same coordinates as well as major economic countries
from BRIC. The location on the globe of the five emerging countries as members of the
BRICS are as follows:

Figure 6. The location on the globe of the BRICS countries
Source: (www.wikipedia.org, 2014)

The following figure shows the evolution of the average economic growth for BRICS

countries without China's economy (pink line), compared with the average economic
growth for the 16 emerging economies (blue line) and China's economic growth (red line).
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Figure 7. Evolution of the average economic growth for BRICS countries in comparison
with the average of developed economies.

Source: World Economic Outlook. April 2014, the International Monetary Fund (IMF,
2014, p. 137)

In the previous figure, China's economy was dealt with somewhat distinct from the other
BRICS countries economies because it is the most dynamic of these, it is basically the
engine of the global economy, during the crisis. BRICS countries average in terms of
economic growth, not taking into account China's economic performance, gets even in
the negative territory most affected crisis year- 2009.

3. Characteristics of the stock exchange in emerging BRICS countries.
We propose a comparison of market shares in the five member states of the BRICS. The
following figure shows that the market size operations are comparable between
themselves, like many indicators of macro-economic nature of these states.
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Shares market capitalization in BRICS economies (2011 -
2013)
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Figure 8. The market capitalization of the shares market of the BRICS countries within
2011-2013

Source: after processing statistical data provided by the WFE (www.world-exchanges.org,
2014)

o

For 2013, is somewhat noted the Shanghai Stock Exchange (China) with a market
capitalization of two times higher than the average of BRICS, the conditions under which,
the capitalization of the stock exchange has increased by over 1000% in the last 10 years.
After 1990, when stock market capitalization has totaled just over 11 billion dollars, Brazil
stock exchange, BM & FBOVESPA had a spectacular rise due to the successful
implementation of a new trading system that offered new perspectives for investors on
this market, but also because of a policy to promote financing opportunities through stock
exchange which has attracted numerous IPOs on the exchange market. The two
representative stock exchanges of India, National Stock Exchange of India and Bombay
Stock Exchange seem to be in a close competition, at least at the national level, in 2011
their stock market capitalisation were about 1,000 billion dollars each. The reason we did
not take into account the market capitalisation of the market shares for the stock exchange
in Bombay in the year 2012 and 2013, lies in the fact that the World Federation of
Exchanges no longer provides statistical data about this stock exchange in 2012.

The BRICS countries, Russia and South Africa's stock exchange have the lowest market
capitalization of just over $ 780 billion, at the end of 2011. For Russia's stock exchange,
World Federation of Exchanges no longer provides statistical data starting the year 2012.
The market capitalisation of the stock market by the end of 2013 for the Johannesburg
Stock Exchange can be compared to that of the Brazil Stock Exchange (BM &
FBOVESPA), both being around 1,000 billion dollars.

In an interesting study about who influences more the development of stock exchanges
in BRICS member countries, the United States or Japan (Jeyanthi, 2010), based on
calculations, Jeyanthi came to the conclusion that, at least in the short term, the
development of stock exchanges in India is influenced to a large extent of developments
in the United States of America stock exchange, those in Russia are influenced more by
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the evolution of stock exchanges in Japan, member states and the other BRICS are not
influenced either by the U.S. or Japan stock exchanges.

With regard to the importance of market capitalization in the GDP of each country, by the
end of 2011,in the BRICS countries, the situation looks like the following:
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Figure 9. The importance of market capitalisation in the GDP of the BRICS countries
Source: after processing statistical data provided by the WFE (www.world-exchanges.org,
2014)

By far the highest percentage of market capitalization in the country's GDP, by the end of
2011, belong to the stock exchange in Johannesburg (South Africa), 187%, therefore
market capitalization exceeds the GDP of the country. Of note is that this stock exchange
is the only one on the African continent that counts on the world map, the stock exchanges
of other countries have very small stock capitalization. For the other BRICS countries,
market capitalization accounts for approximately half of the gross domestic product of
each state in which they operate.

In the last decade, many companies that have their headquarters in the BRICS countries
have chosen to list their shares on the stock exchange in America or Europe (Wéjcik &
Burger, 2010). The best ' host ' for international listings was the United Kingdom (London
Stock Exchange) and the United States of America, for which international listings in 2006
accounted for approximately 60% of the total.

4. Conclusions

The most powerful emerging economies, as the authors call them in a work under the
aegis of the Romanian Academy (Oehler-Sincai, Ghibutiu, Laghari, Miru, Bah, 2010 &) is
like through a series of characteristics such as: massive natural reserves as both volume
and diversity, competitiveness is more visible in the industrial sector and the agriculture
and consumer markets are robust. The distinctions that they bring into question on the
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same spot refer to the endowment with factors of production or the predominance of
different sectors in the national economy.

We find interesting the analysis done on the evolution of stock exchanges capitalization
in the BRICS countries, even if it is done in a short period of time, in 2011 to 2013. We
are of the opinion that one important aspect linked to the development of stock exchanges
in emerging BRICS countries is that of innovation and of financial engineers in this area.
Of course, the starting points of financial innovation are developed economies and its
stock markets. Access to financial innovations within these economies is essential, but
the opening of the emerging BRICS countries stock exchange have is a proper aspect of
each of these. Tied to the opening of markets in emerging countries, financial innovation
has created for the investors, new instruments so that the investment process can achieve
transfer of risk between various market participants.
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Abstract: Today, the intellectual property protection is no longer an absolute social and
legal that justifies adoption of any measures necessary to protect it. Initially seen as the
prerequisite for sustainable development, implementation of new technologies, and
encouragement of international trade, the intellectual property, especially prior to ACTA
(Anti-Counterfeiting Trade Agreement) international trial implementation, and also thereafter,
was increasingly identified as a source of violation of fundamental rights and civil liberties,
i.e. the right to protection of personal data, the right to privacy, freedom to send and
receive information freedom of information, freedom to contract, and freedom to carry out
economic activities (freedom of commerce). As far as international trade transactions
have often a component of intellectual property that requires to be protected, it is
necessary to identify the landmarks, the rules establishing de facto limits in order to
protect the intellectual property without risk of infringement of fundamental rights and civil
liberties of other persons, in particular users or potential users of goods and services
incorporating intellectual property. The best guidelines in this regard may be provided by
the CJEU (Court of Justice of the European Union) case-law both due to its reasoning
underlying the decision of the Parliament to reject ACTA ratification and the fact that the
case-law of this Court, especially the most recent one, is highly complex and nuanced,
not denying in any way the importance of intellectual property, and identifying certain
cases where their primacy persist and whose analysis leads to laying down some general
rules in the field.

Keywords: international business, intellectual property, human rights, civil liberties,
ACTA, propter rem obligation

JEL classification: 031, 034, 035, 038

Even if the acknowledgement of the rights on tangible properties, particularly the lands,
leads to a winning for the entire community through a better exploitation thereof, the
protection of intellectual works has the potential to affect and even to encourage the
inventive activity. More precisely, the acknowledgement of several rights in the field of
intellectual works, even if it apparently seems to represent an inducement for the authors,
does not necessarily lead to the increase of the quality and quantity of the production of
intellectual works, comes with an adverse effect too. This may happen because of the
fact that the rights in the field of intellectual property can somehow hinder not only the
inventive activities through the drawbacks set in the subsequent research works (Boyle,
2008), but also the free access to information and knowledge, including here the
excessive limitation of the free circulation of intellectual works. The problem of balance
between the rights acknowledged in the field of intellectual property and the third parties’
rights to access the protected creation is highly stringent and approached not only from
its theoretical perspective, but also at the level of international regulations. Therefore, the
amendments brought to the Convention of Berne and the Universal Convention on the
copyright as a consequence of the problems raised by the developing nations, are
relevant in terms that these nations need to obtain materials legally protected under the
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intellectual property rights to support their educational programs and other initiatives

designed to facilitate the implementation of the cultural development programs (Sterling,

2003). Therefore, the protection of copyright meant to serve creativity and promote

access to information turned into a real obstacle for both, particularly due to a higher

protection term that can easily exceed a century (Boyle, 2008). A proper example in this

case is the judgment ruled by US Supreme Court in the case of Sony Corp. of America

vs. Universal City Studios, Inc., also known as the Betamax case which gives an example

of setting relevant landmarks in terms of limiting the control of the holders of intellectual

property rights over the new technologies which can contribute to the illegal reproduction

and communication of intellectual works; these landmarks can also be enforced to the

latest technologies applicable to internet. In this case the judges of the US Supreme

Court, criticizing the ruling of the court of first instance, in this case, the US Ninth Circuit

Federal Court of Appeal, underlined that "it is extraordinary to argue that the legislation

in the copyright field confers to all holders of these rights, including here the two plaintiffs,

the exclusive right to distribute video recording devices VTR (Video Tape Recorders) by

the simple fact that these could be used to infringe their rights” (Boyle, 2008). Starting

from this case, we can make an analogy with the ACTA’s regulation, which is intended

to be the answer of the regulatory system in the field of intellectual property to the danger

posed by the internet and the new piracy technologies, considering the fact that, although

the new technologies pose new risks regarding the breach of the rights applicable to the

field of intellectual property, they also came with tremendous benefits. For example, even

if the greatest movie producers in the United States of America feared the new technology
of video tape recorders can seriously affect the cinematographic industry, it was almost

in no time proven that, until the implementation of the DVD technology, almost half of the

cinematographic industry market was covered through distribution of video tapes; so, the

disadvantages were clearly inferior to the benefits brought by this new technology that

has significantly contributed to the dissemination of the cinematographic creations

(Boyle, 2008). Even in the subsequent case-laws, i.e. A&M Records, Inc. v. Napster, Inc.

and MGM Studios, Inc. v. Grokster, Ltd., the same law courts, more precisely, the Ninth

Circuit Federal Court of Appeal and the US Supreme Court of Justice, even if they

seemed to go back to and amend the judgments previously delivered, they didn't;

moreover, the courts insisted that the intellectual property rights should be protected in

relation to the technologies that appear to be explicitly promoted among the users, in

terms of copyright infringement (Boyle, 2008).

The purpose of the protection of intellectual creations must be properly understood. The
first goal was to encourage the authors of intellectual works by stimulating their creativity,
helping thus implicitly to the development of the entire society. To encourage creativity
and develop the society, the lawmakers decided to allow the authors to have access to
the civil circuit; in other words, the authors gained rights and took upon themselves a
series of obligations in relation to their own intellectual works. This entire legal protection
must be outlined in relation with the targeted objective: the development of the society
using the very means that have been identified for this purpose: the inclusion of the
intellectual works in the civil circuit whose direct consequence is the protection of the
author’s interests. Presently, there is the tendency to support the idea that the essential
purpose would be solely focused on the protection of the author’s interests, disregarding
somehow the general context that talked about the development of the society. This
tendency poses a serious risk in terms of deviating the legal protection from its initial
purpose and turning it into a blockage of the development of society, obstructing the
access to information and hindering the development of the previously agreed contractual
relations as a consequence of acknowledging some super- prerogatives of the author to
block thereof by invoking the moral rights, for example. Given these aspects, | consider
that it is of paramount important to establish a balance in the relation between the holders
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of intellectual property rights and the other legal subjects because the legal protection
shall never deviate from its purpose when the interests of all participants in the legal
relations applicable to this field are properly and vehemently defended. The current
imbalance is particularly due to the fact that the legislation in the intellectual property field
was created at the initiative of the holders of intellectual property rights, who totally ignored
or at least, they disregarded the rights of the other legal subjects. For example, the Berne
Convention of 1886 on the protection of literary and artistic works has been prepared and
signed under the powerful influence of the International Literary and Artistic Association
presided by Victor Hugo. The effect of this legislative politics that inevitably led to the
hindering of the progress is now analyzed in the American doctrine by an author who
made an analogy. Professor James Boyle (2008) wondered what would have happened
with the ordinary consumers, if the gas lamp sellers had the chance to set the rules
designed to govern the activities carried out by the companies working in the electricity
field "intellectual property legislation had always been a cozy world in which the content,
publishing, and distribution industries were literally asked to draft the rules by which they
would live. The law was treated as a kind of contract between the affected industries.
Rationally enough, those industries would wish to use the law not merely to protect their
legitimate existing property rights, but to make challenges to their basic business plans
illegal”.

A person cannot appropriate the intellectual creation, by its very nature, if such person
cannot totally identify it with the material support of the creation. Again, we are talking
about the natural property right over the material support and not over the work itself as
the latter cannot exist without its material support. Moreover, this impossibility to
appropriate an intellectual work is not just a consequence of its immaterial nature; it
derives from the relation between the intellectual creations and the society, the universal
patrimony and the knowledge, in general. More precisely, the very nature of the
intellectual creation requires no legal protection, as opposed to the tangible properties.
Furthermore, by its nature, an intellectual creation, irrespective of the fact that it is a work
subject to copyright protection, a utilitarian creation or a distinct trademark, circulates
freely from one individual to another, enriching thus the stage of knowledge and
contributing to the social progress and the human development. This characteristic is not
met in the case of other tangible properties. These properties, by their nature, have no
vocation to contribute to the development of the society. On the other hand, the intangible
properties contribute to the development of society to the same extent as the tangible
properties, encouraging the private property and the relations between natural persons,
contributing thus to the social welfare. In a letter sent by Thomas Jefferson to Isaac
McPherson, as an answer to one of his requests to advise about his opinion on a patent
released to Oliver Evans, he uses this opportunity to firstly review the rights acknowledged
to the inventors by means of different patents, and then to express his reserves regarding
the extent to which Evans’ device, which consisted of several containers able to move
cereals, represented a real invention. In the same letter, Thomas Jefferson gives several
pertinent arguments on the different between the tangible properties and the intellectual
property, summing up that every intellectual creation is intrinsically meant to enter the
public domain, since it is protected under certain conditions set out by the law solely to
encourage the creative activity required to develop the society by remunerating the author
thereof. Thomas Jefferson underlines that the rights over an invention do not
automatically highlight a natural right because, the permanent property upon the tangible
goods that goes beyond the simple possession is a characteristic of the laws set up by an
organized society; therefore, the inventions, by their nature, cannot be subject to the
ownership title as long as, by their nature, they circulate freely unlimitedly from one
individual to another, provided that they have been disclosed by their author (Boyle, 2008).
Starting from this point, Jefferson launches a real warning where he underlines that the
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holders’ rights in the field of intellectual property are not revealed from the natural right.
Therefore, he demonstrates that everything that is protected under the intellectual
property rights is totally different from everything that is protected under the property rights
over the tangible properties. Partly due to these differences, Jefferson does not perceive
the intellectual property as a natural right based on work of the intellectual creation’s
author, but as a temporary monopoly created by the state to encourage creativity.
Secondly, he argues that no person is directly entitled to the acknowledgement of his/her
intellectual property right as these rights may be or not granted depending on both the will
of the law-maker and the social standards ("will and convenience”) without any claims or
complaints from a person ("claim or complaint from anybody”). Thirdly, the intellectual
property rights are not and must not be permanent; in fact, they should be quite limited
and should not last longer than it is necessary to encourage creativity. Fourthly, a
connection point, the intellectual property rights pose certain risks from the perspective of
the nature of the monopoly. So, due to the fact that the intellectual property confines the
natural tendency of the ideas and creations of the mind to be freely disseminated from
one person to another for educational purposes - "ideas (....) freely spread from one to
another over the globe, for the moral and mutual instruction of man” - in certain cases it
can discourage creativity instead of encouraging it. Fifthly, the decision to have an
intellectual property system is just a first choice in a long row of choices. Even if it is
considered that the protection of intellectual property is a good idea, there should be
determined the categories of intellectual creations which to justify, in terms of community
("worth to the public the embarrassment”), the disadvantages of an exclusive right; hence,
itis very difficult to determine such limits (Boyle, 2008). In light of these reasons, | consider
that the rights in the field of intellectual property represent the exception as the general
rule stipulates that all intellectual creations are meant to enter the public domain. For the
same purpose the dissident opinion of Judge Stands concerning the decision pronounced
by the Supreme Court of Justice of the United States of America in the cause of
International News Service v. Associated Press "the general rule of law is, that the noblest
of human production-knowledge, truths ascertained, conceptions, and ideas-become,
after voluntary communication to others, free as the air to common use (...) the creation
or recognition by courts of a new private right may work serious injury to the general
public, unless the boundaries of the right are definitely established and wisely guarded.
In order to reconcile the new private right with the public interest, it may be necessary to
prescribe limitations and rules for its enjoyment; and also to provide administrative
machinery for enforcing the rules” (Boyle, 2008). The title of legal protection of an
intellectual creation is conferred the moment it satisfies certain conditions referring to
novelty, utility and the existence of an author. Indeed, talking about property in the field of
intellectual creations is quite improper. In spite of how strange it might seem that the
intellectual property does not involve a property right, it must be considered that the name
of the intellectual property has its origin in a wrong translation of a word from English into
French, due to the fact that in the first revolutionary decrees from France which
acknowledged the exclusive rights of the authors and inventors, we may find the
influences of English and American law that uses the word property; this word has been
translated into French as propriété, although the French conception about property
corresponds to the English word ownership, in the context in which in the Anglo-Saxon
law, the concept of property is broader and includes even personal rights - jus in personam
(Ros et al., 2005). There is a characteristic that differentiates the exclusive use in the field
of intellectual property from the use itself (usus) as an attribute of the property right, and
from the prerogative of the inherent use of the property right. In the case of the creations
of the mind, the use thereof is "non-rival" (as stated by James Boyle), and non-exclusive
respectively. In other words, the use does not exclude the simultaneous use of the same
object. There cannot be multiple and simultaneous uses of the same land, but we can
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definitely talk about the multiple uses of a MP3 file or an image by more than one person,
as the use of such items by one person does not interfere with the use of the same
intellectual creation by another person (Boyle, 2008). The argument according to which
this rule might be applicable to all intangible assets is not valid, and the example for such
invalidity is given by the goodwill that simply excludes “multiple” uses thereof. In reality
the patrimonial rights in the field of the intellectual property represent the jus in personam
correlative to a propter rem obligation of the owner of the material (electronic) support of
the intellectual creation. As a matter of fact, Remo Franceschelli, in an article addressing
the legal nature of the rights pertaining to authors and inventors rights, published in a
deferential volume dedicated to Roubier, makes a similar observation, stating that the
characteristic that defines the intellectual property right is the fact that the owner of the
material support of the intellectual work cannot reproduce the work, and the classification
of the patrimonial rights in the field of intellectual property as a jus in rem does not explain
the reason based on which the author of the intellectual creation can, even if after having
sold the material support of such creation, prevent the buyer from reproducing the work
and to act as the owner of a tangible asset. Remo Franceschelli underlines this aspect by
giving a series of simple and easy-to-remember examples: the wheat we buy can be
sowed, the potatoes can also be planted, the eggs we buy can be either consumed or put
into an incubator; then, he draws the conclusion that the core, the essence of the
intellectual property which however does not exist in default of the implementation of the
special legislation in this field, lays in this negative, non facere obligation-, and not in the
possibility of the author to use the intellectual creation.

The entire international regulatory system is built based on several considerations
focused on the protection or lack of protection of intellectual property. For example, the
first argument set out by ACTA stipulates that the efficient implementation of intellectual
property rights is essential to support economic growth in all industrial sectors, as well as
worldwide. When talking about setting up the relation between the interests protected
under the intellectual property and the interests of the other persons, it is difficult to draw
a line between the rationales that justify the restrictions of an exclusivity given by a legal
protection status, at the community level, and the reasons that give no justifications for
this aspect (Boyle, 2008). Taking into consideration the international regulations, one of
the questions ACTA tries to give a relevant answer is how far can we go to protect the
intellectual property and to what extent can the individual freedoms of the users or the
potential users be limited to protect the intellectual property rights. The answer was that
we can go quite far and that the interest of both the authors of intellectual works and the
holders of intellectual property rights is of paramount interest compared to the individual
rights, interests and freedoms of the other legal subjects. The question for which ACTA
seemed to give a favorable answer for the holders of such rights has been launched again
after the rejection of ratification at European Union level. The answer which seems to be
offered in the European Parliament provides for a certain balance between holders’ rights
and the rights of users / potential users. This line is also followed by the case-law of
European Court of Justice in the NETLOG cause: the European Court of Justice in the
decision pronounced in cause C-360/10 BELGISCHE VERENIGING VAN AUTEURS,
COMPONISTEN EN UITGEVERS CVBA (SABAM) ¢/ NETLOG NV of February 16™, 2012
restates the necessity of a balance between the interests of the holders of the intellectual
property rights and the interests of all other legal subjects, invoking thus the fundamental
human rights. For precision the answer to the preliminary question was ” In the light of the
foregoing, the answer to the question referred is that Directives 2000/31, 2001/29 and
2004/48, read together and construed in the light of the requirements stemming from the
protection of the applicable fundamental rights, must be interpreted as precluding an
injunction made against a hosting service provider which requires it to install the contested
filtering system”.
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The Anti-Counterfeiting Trade Agreement entered into by and between the European
Union and its member states, Australia, Canada, Japan, Korea, United Mexican States,
Morocco, New Zeeland, Republic of Singapore, Swiss Confederacy and the United States
of America was based on the desire of the United States of America, the European Union,
Switzerland and Japan to establish a new standard of protection in the field of intellectual
property, paying a special attention to the works subject to and protected by copyright.
Subsequently, other states, such as Australia, South Korea, New Zeeland, Mexico,
Jordan, Morocco, Singapore, United Arab Emirates and Canada joined negotiations: and
the agreement was signed on January 27th 2012. The fact that the negotiations have
been confidential and the procedures governing the negotiation and signing of this
agreement have not been concluded under the patronage of an international organization
gave rise to powerful controversies - this fear is not fully justified because the conclusion
of some of the most efficient international instruments in the field of intellectual property
was not led by any international organization; on the contrary, these instruments laid the
foundations of certain international organizations (as the Berne Union), the most powerful
counter-example being the Universal Convention regarding the copyright, the negotiations
for its conclusion being led by UNESCO, and the TRIPS Treaty designed to regulate the
incidence of intellectual copyright on the trade, signed under the aegis of the World
Business Organization; this fear can be justified to the extent in which the contracting
parties of this international agreement would have particularly intended to block the
participation of some international organization, especially of World Intellectual Property
Organization and it is worth to mention the fact that the agreement lays the basis of a new
international entity, more precisely under the grounds of Chapter V of Anti-Counterfeiting
Trade Agreement being settled the Anti-Counterfeiting Trade Agreement Committee -
regarding the rules set forth by this international treaty, which finally culminated with the
rejection of the treaty by the European Parliament on July 4th 2012. In other words, the
treaty could no longer be considered a de facto and de jure part of the legal regulations
implemented by both the European Union and the member states. In favor of the ACTA,
its supporters invoked the fact that it provided efficient and proper means, which
complement the TRIPS Agreement, to apply the intellectual property rights, considering
the differences between their legal systems and their procedures; they also argued that it
gave relevant alternatives to other international regulations on intellectual property, which,
at that moment of societal development, provided "the raw material for the economy”.
Against ACTA there has been invoked the fact that the agreement was too ambiguous
and that could lead to potential misinterpretations, particularly in terms of the excessive
limitation of citizen’s rights and freedom. The opponents underlined the fact that ACTA
would bring about an imbalance between the intellectual property rights and the holders
thereof, between the service providers from the digital media and the users of such media,
resulting thus in a breach of the citizens’ freedoms.

The NETLOG case-law ACTA was rejected on in the European Parliament is not singular,
but rather follows a decision given in the Case C-70/10 SCARLET EXTENDED SA c/
SOCIETE BELGE DES AUTEURS, COMPOSITEURS ET EDITEURS SCRL (SABAM)
by which the European Court has laid down that EU law (Directives 2000/31/EC,
2001/29/EC, 2004/48/EC, 95/46/EC, 2002/58/EC corroborated and interpreted in relation
to the requirements stemming from protection of applicable fundamental rights) precludes
a court order issued by a national court which requires an Internet access provider to
establish a system for filtering all electronic communications traveling through its services,
in particular through the use of “peer-to-peer” software, which applies indiscriminately to
all its clients to prevent illegal file transfer. On this occasion, CJEU sets a landmark in the
control of the balance between intellectual property rights and other fundamental rights,
when recognizing that protection of intellectual property right is enshrined in the EU
Charter of Fundamental Rights, but does not follow in any way either its table of contents
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or the Court case-law, and that such a right should be intangible and, therefore, its
protection should be assured. In this decision, the European Court outweighs the
importance and the need of intellectual property protection with the right to personal data
protection, freedom to send and receive information, and freedom to information.

This view of the European Court was later strongly nuanced, when identifying certain
cases in which primacy of intellectual property to the legitimate rights and interests of
other people, users or potential users of goods and services incorporating intellectual
property subsists. More specifically, it is about the CJEU decision of April 19, 2012 in the
Cause C-461/2010 BONNIER AUDIO AB et al. ¢/ PERFECT COMMUNICATION
SWEDEN AB where it has been essentially established that Internet service providers
can provide a copyright holder with the personal data of users to identify the illegal
distribution of protected works, and also the CJEU decision of March 27, 2014 in the
Cause C-314/2012 UPC TELEKABEL WIEN GMBH ¢/ CONSTANTIN FILM VERLEIH
GMBH where it has been essentially established that an Internet access provider may be
required to block its customers’ access to a website that is detrimental to copyrights. Is
this a change in the case law of CJEU based on which ACTA was rejected? A response
to such a powerful question is extremely important since giving up the arguments for the
decision of the European Parliament to reject ACTA would call into focus the need for
such protection standards. The answer can only be negative and not change the case-
law of CJEU, as proven by the fact that the 2014 judgment insists on the need of a fair
balance between the fundamental rights in question, which in fact reaffirms that the
holders of intellectual property rights are, at least legally, on a par position toward other
participants in the economic circuit. However, a less informed reader might consider that
we are facing a change in case-law since, at least formally, in its recent decisions, CJEU
ignores the case-law of NETLOG and the one underlying it, not doing formally any
reference to it.

After closer inspection, we can see that CJEU nuances its old legal considerations based
on factual particularity of the new cases. A common point is that the European Court
makes a distinction between the need to protect in abstracto the intellectual property, on
the one hand, and the need to preventively protect in concreto the intellectual property,
on the other hand, following infringement of intellectual property. By its recent case-law,
CJEU does nothing but reaffirm that in the second case the rights and freedoms of other
participants in the economic circuit, especially beneficiaries of goods and services
incorporating intellectual property, even if the first hypothesis cannot be limited, may be
limited to protect the legitimate rights and interests of holders of intellectual property.

In the Bonnier Audio case law, the preliminary question addressed to CJEU by a Swedish
Court, concerns the situation in which the applicant of the summons (the copyright holder)
proved the existence of solid evidence to the copyright prejudice caused by the intended
user. This decision comes after a series of preliminary rulings where European Union law
rules have been interpreted in favor of protecting the identity of Internet users and their
online privacy; unlike Bonnier Audio, they concerned situations where the Internet
provider was required the large scale monitoring of users’ online activities and filtering of
all materials posted on social networking sites to avoid copyright infringement. This is the
difference made by CJEU between an actual and a potential injury, the latter not justifying
a large-scale monitoring and filtering. In the case-law of UPC Telekabel Wien, the
European Court goes further by showcasing the situation justifying the implementation of
preventive measures against third persons who have not committed any illegal act, and
showing that a concrete infringement of intellectual property must lie behind these
preventive measures. Specifically, by this decision, CJEU responds to the Supreme Court
of Austria that a person who publicly posts protected objects without the consent of the
copyright holder, on an Internet website, he uses the services of Internet access provider
of persons accessing these objects, and that a provider such as UPC Telekabel enabling
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clients to gain access to protected objects publicly made available on Internet websites
by a third party, is nothing more than an intermediary whose services are used for
copyright infringement. Starting from this factual premise, the European Court stresses
that the directive aiming to ensure the rights’ holders with a high level of protection, does
not require a special relationship between the person prejudicing the copyright and the
intermediary against whom a summons may be brought, and also that it’s not necessary
to prove that the clients of the Internet access provider effectively access the protected
objects publicly made available on websites by a third party, as the Directive requires for
the measures taken by Member States in compliance thereof to aim not only at the
cessation of infringements of copyrights and related rights, but also at their prevention.
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Abstract: The present paper intends to present the perceptions of 90 students, studying
at the University of Oradea, Faculty of Electrical Engineering and Information Technology
and Faculty of Civil Engineering and Architecture, about two evaluation methods used at
the English course, namely the classical, end-of-semester testing method and the so-
called “progressive evaluation”, which is carried out during the course and results from
weekly in-class grading. At the end of the two years of studying English as part of their
curricula, students were asked to complete an anonymous questionnaire of 11 items, in
which they reported either their contentment or discontentment with the two evaluation
methods used, and expressed opinions about the efficiency and usefulness of the English
course they have attended. A copy of the questionnaire is included as an appendix to this
paper. This paper begins with a brief discussion and definition of English for Specific
Purposes (ESP), after which it focuses on the description of the evaluation methods
applied, on students’ response to these methods and some personal consideration of the
advantages and disadvantages of the two evaluation methods. ESP is a very broad
domain, referring mainly to teaching English to students or people who need it for specific
purposes, i.e. at work, or in their future career. In these faculties ESP is the main
instrument for teaching a foreign language. In contrast to general English, ESP starts from
the assessment of those functions and purposes for which English is required, as well as
of the skills the learner might need most. In order to give students the possibility to
compare two evaluation methods, they were evaluated at the end of their first semester,
by using a method that is often used at the University of Oradea, namely that of testing
learners’ achievement at the end of the semester. Starting with the second semester, we
have presented students with the other evaluation method, which we called “permanent
evaluation”, based on weekly in-class grading.

Keywords: English for Specific Purposes (ESP), the progressive evaluation method

JEL classification: Y9
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1. Introduction

At the University of Oradea, Faculty of Electrical Engineering and Information Technology
and Faculty of Civil Engineering and Architecture all students are required to attend a
foreign language course (during the first two years of study, 2 hours per week, 14 weeks
per semester). As students are preparing for a career in the engineering domain, the
course is structured so that it might meet the specific needs of learners, namely to
approach topics and themes that would be related to the field in which they will probably
activate in the future. It includes reading and vocabulary sections, which focus on the
language appropriate to the field of engineering, starting with a reading section and
continuing with multiple-choice exercises, matching words with their definitions,
translations, gap-filling, matching headings with paragraphs or sections of text, sentence
completion, true/false/not given text information, and other content-embedded exercises.
There are sections dedicated to the grammatical structures encountered in the text, which
might help students become better communicators when using English; writing sections,
giving learners hints and practice in selecting and summarizing information, presenting
information based on tables, graphs, images, and writing information sheets, letters,
reviews, reports; speaking sections, encouraging and helping students to demonstrate
their ability to exchange personal and factual information, to explain or summarize, to
compare and contrast images, charts, graphs [1]. Extra-materials are brought so as to
give student practice in listening and understanding a spoken text in the foreign language.
As illustrated by the presentation of the course above, it gives attention primarily to English
for Specific Purposes, but also to General English. This situation is determined by the fact
that groups are heterogeneous, with sometimes important variations in their language
level. This is a result of the fact that students are grouped according to their alphabetical
order rather than according to ability. Therefore, when the differences were too obvious
to allow the teaching and learning of English in a homogeneous group, the class was split
into groups according to students’ English ability level, based on a pre-test.

Given the situation presented above, this paper starts with a brief discussion and definition
of English for Specific Purposes (ESP), and then focuses on the description of the
evaluation methods applied, on students’ response to these methods and some personal
consideration of the advantages and disadvantages of the two evaluation methods.

2. The origins of ESP. Characteristics of ESP courses

Especially after World War 1l, ESP has become important due to the process of
globalization, the adoption of English as a means of international communication, and the
increase in vocational training and education throughout the world. This situation has
triggered a change of perspective in the field of linguistics, where the accent started to be
placed on communication, rather than on the general features of a language.

ESP is a very broad domain, referring mainly to teaching English to students or people
who need it for specific purposes, i.e. at work, or in their future career. Therefore it is
associated with learner’s specific needs [2]. In contrast to general English, ESP starts
from the assessment of those functions and purposes for which English is required, as
well as of the skills the learner might need most (for example speaking skills are given
more attention when students are preparing to become tourist agents, air traffic
controllers, etc, while reading might be emphasized for students of business
administration; some universities offer specialized courses on legal writing; listening and
speaking skills for legal students; communicating in the business world, etc.). However, it
includes English language teaching, which makes it very appealing to students.

Many researchers have attempted different definitions of ESP: for example, Hutchinson
and Waters (1987) argue that “the purpose of the ESP course is to enable learners to
function adequately in a target situation” [3], while Dudley Evens, at a conference held in

62



Japan, tried to make the term clear, by emphasizing its absolute and variable
characteristics, which are as follows:

“Absolute Characteristics

1. ESP is defined to meet the specific needs of learners;

2. ESP makes use of underlying methodology and activities of the discipline it serves;

3. ESP is centered on the language appropriate to these activities in terms of grammar,
lexis, register, study skills, discourse and genre.

Variable Characteristics

1. ESP may be related to or designed for specific disciplines;

2. ESP may use, in specific teaching situations, a different methodology from that of
General English;

3. ESP is likely to be designed for adult learners, either at a tertiary level institution or in
a professional work situation. It could, however, be for learners at secondary school level;
4. ESP is generally designed for intermediate or advanced students;

5. Most ESP courses assume some basic knowledge of the language systems.” [4]
David Carter (1983) has tried a description of different types of ESP, namely:

1. English as a restricted language (usually found in tourist phrase books, or used by
some professionals, such as air-hostesses, air-traffic controllers), which gives its learners
practice only in restricted contexts.

2. English for Academic and Occupational purposes (e.g. English for Science and
Technology, English for Business and Economics, English for Nurses, etc).

3. English with specific topics (which anticipates people’s future English needs, such as
working in a foreign institution, speaking on behalf of their company, etc) [5].

In conclusion to the opinions presented above, one may argue that ESP refers to the
teaching of English in accordance to learner’s specific interests and needs, which would
imply some previous knowledge of general English on the part of the learner, though lately
courses are designed for beginners as well.

3. Analysis of the “progressive” evaluation method

As indicated in the introductory part of this paper, though intended as an ESP course, the
English course taught at the University of Oradea, Faculty of Electrical Engineering and
Information Technology and Faculty of Civil Engineering and Architecture, during the two
years we have considered for the purpose of this study, to mix some general English
teaching with ESP teaching, given the differences between the students presented in
terms of their ability to use English.

In order to give students the possibility to compare two evaluation methods, we have
chosen to evaluate them, at the end of their first semester, by using a method that is often
used at the University of Oradea, namely that of testing learners’ achievement at the end
of the semester. Starting with the second semester, the students were presented with the
other evaluation method, which we called “permanent evaluation”, based on weekly in-
class grading. The classes were organized as follows: 70-75 minutes were dedicated to
teaching and exercises, and the last 30-25 minutes were dedicated to students’
completion of different tasks (80% of each student’s grade was based on the completion
and marking of these tasks, while 20% of the final grade took into consideration students’
attendance and contribution to class activities). At least 80% of the classes became
compulsory in order to get the final mark.
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As indicated by their responses to the questionnaire completed at the end of the four
semesters of English learning, students’ impressions on the benefits of permanent
evaluation were consistently positive, with few exceptions on most items. This is very
significant, especially since the permanent evaluation method requires students to work
a lot during the classes. Some of their comments, relating to items 1-3 of the
guestionnaire, may be classified as follows:

Category Positive | Negative | Total

1. Which evaluation method | 87 3 90
contributes to a more objective
evaluation of the English-
language knowledge?

a. the classical method

b. the progressive method

2. Which of the 2 evaluation | 87 3 90
methods presented more
advantages for you?

a. the classical method

b. the progressive method

3. Which evaluation method | 89 1 90
made you more attentive during
the English-language classes?

a. the classical method

b. the progressive method

Students were asked to bring arguments for their answers at each of the 3 first items of
the questionnaire. Most answers came from those who chose alternative b (the
progressive evaluation method) and generally emphasized students’ possibility to monitor
their progress and improve their marks on the way; the possibility for evaluating both oral
and written abilities; the step-by-step evaluation of fresh knowledge; avoiding the
necessity to learn a lot before an exam; better marks; less busy final session of exams;
students’ determination to be more active and attentive during the classes; reduced
amount of stress; increased motivation to attend and focus on teaching and activities
during the English class. Those who have chosen the first alternative (the classical
evaluation method) argued that the necessity to attend at least 80% of the classes was a
chief disadvantage for them, as for different reasons they could not be present at all the
required classes.
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Item 4, asking the students about the extent to which their participation to the English
classes was determined by their awareness that their mark depended on their presence,
received the following answers:

Category Number of answers
1. to a very high | 25

extent

2. to a certain extent | 27

3. to a little extent 15

4, not at all, as | am | 23

motivated to take

part at the English

class for other

reasons than that of
receiving a mark

At item 5, requiring students to point out some of the disadvantages of each method in
particular, the answers were as follows:

- the classical method: is boring, not appealing to students; students are not encouraged
and motivated to attend and be attentive during classes; too much subject matter to be
assimilated at the end of the semester; the tendency to learn only before the final
examination; the final mark does not reflect student’s participation and contribution to the
English course during the semester; a single mark might not reflect students’ knowledge;
- the progressive method: demands students’ presence at courses; sometimes students’
only motivation is to be present at classes just to make sure they will get enough marks;
students might encounter problems when they have to express themselves freely in a
foreign language, especially in front of the class; the tendency not to repeat the topics or
issues presented, and study thoroughly; little time for preparation before the test, some
information might not have been assimilated properly during the course; more time
dedicated to evaluation.

It is worth mentioning here that many students said they could see no disadvantage in the
progressive method.

As the progressive evaluation method demands much more work and time on the part of
the teacher, first for the organization of classes and second for the out-of-class reading
and response to students’ papers, item 6 asked students to say to what degree has the
teacher contributed to the efficiency of the progressive evaluation method. Their answers
may be classified as follows:

To a great extent 83
To some extent 5
To a little extent 1
The effort was insufficient 1
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At item 7, students were encouraged to enumerate arguments, other than the need to get
a mark (as they were informed they were going to be evaluated through the progressive
method), that motivated them to attend the English classes, some accepted that initially
they were encouraged to be present mainly to get a mark, but that they gradually came
to enjoy classes and appreciate the new things they could learn and the practice they
could get; others said they were motivated by their desire to learn English, learn new
things; the possibility offered to express themselves freely in a foreign language. Ten
students said they had no other reason, besides the need to get a mark, to participate at
the English classes.

As far as their suggestions for the improvement in the application of the progressive
method were concerned (Item 8), some students said that the evaluation should take
place once in a fortnight rather than weekly, ensure more time for debates and dialogue,
the presentation of some subjects proposed by students. Most students said they had no
suggestion for improvement, while 3 answered “I don’t know”.

Item 9 asked students to evaluate how much new knowledge they have acquired during
the 4 semesters of ESP. Their answers may be classified as follows:

Iltem 10 evaluated students’ contentment or discontentment with the fact that the 4-
semester English course was compulsory so as to obtain the 2 transferable credits. Their
answers may be classified as follows:

I have acquired new knowledge 88

| have acquired little new knowledge, but | 2
I managed not to forget the knowledge
acquired previously

I have acquired no new knowledge 0
Very content 60
Content 30
Indifferent 0
Discontent 0

66



The last item, 11, asked students to express their opinions about the number of classes of ESP
they had per week. They were asked o say if they would:

Increase the number of foreign | 22
languages at their faculty

To let the current situation | 68
unchanged

To make the foreign language | O
course optional

To eliminate the English course form | 0
the curriculum

4. Conclusions

Teaching ESP may be a very demanding task for teachers, though it might give them
opportunities to constantly improve their teaching and evaluation methods.

This study has focused on students’ perception of two evaluation methods for their ESP
course at the University of Oradea, Faculty of Electrical Engineering and Information
Technology and Faculty of Civil Engineering and Architecture: the classical and the
progressive method. As indicated by their answers to the questionnaire referred to above
and included in Appendix 1, the weekly, in-class evaluation method is perceived as more
efficient a motivating by the largest percentage of students. Among its most important
benefits, the increased motivation to make constant effort, involvement of students to
classroom practice, the possibility to improve marks as the course progresses, the
encouragement to attend classes and the constant feedback received from the teacher
may be worth mentioning.

Though the teacher is faced with the necessity to spend much more time in evaluating
students’ activity, the satisfaction that comes with realizing that students are more
involved in learning English may compensate for the out-of class activities of the
evaluator.
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Appendix |

Questionnaire for ESP Students
During the 4 semesters in which you studied English, you were evaluated in 2 different
ways, namely through:
a. the classical method, obtaining a final mark at the end of the semester, based on a test
aimed at evaluating the knowledge acquired during the semester;
b. the progressive method, based on in-class weekly evaluation of the topics presented
during that particular class.
The following questionnaire aims at gathering information about the way in which you
perceived the two evaluation methods referred to above.
1. Which of the two methods contributes to a more objective evaluation of your English
language knowledge?

a. the classical method

b. the progressive method

Bring arguments in order to support your choice.
2. Which of the two methods presents more advantages to you?
a. the classical method
b the progressive method
Bring arguments in support of your answer.
3. Which of the two methods determined you to be more attentive during the English
language course?
a. the classical method
b. the progressive method
4. After you were informed that you were going to be evaluated through the progressive
method, to what extent did you participate at the English language course just to get the
mark?
a. to a large extent;
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b. to a certain extent;

c. to a little extent;

d. not at all, | am motivated to take part at the English course for other reasons than the
intention to get a mark.

5. Enumerate possible disadvantages of each method in particular.

6. In order to be efficient, the progressive evaluation method requires a very good
organization of classes and increased effort on the part of the teacher. To what extent do
you believe that the teacher has contributed to the efficient application of the progressive
method?

a. to a large extent;

b. to a certain extent;

c. to a little extent;

d. the teacher’s effort was insufficient.

7. If you were informed that you were going to be evaluated through the progressive
method, were there any other reasons for coming to classes, besides the required
presence? Enumerate.

8. What suggestions would you have for the improvement of the progressive method in
the evaluation of your English language knowledge?

9. After four semesters in which you studied English, which of the alternatives below would
best reflect your current situation (more alternatives may be chosen):

a. | have accumulated new knowledge;

b. I have acquired little new knowledge, but I managed not to forget the knowledge
acquired previously;

c. | have accumulated no new knowledge.

10. The fact that it was compulsory to take part at 4 semesters of English courses and
obtain 4 marks, the equivalent of 2 credits each, made me declare myself:

a. Very content. | believe that the knowledge of English for a specialist in my field is a
must.

b. Content. | consider that it is good to know English.

c. Indifferent. As it was compulsory, | have participated at the English language course.
d. Discontent. The English language course should not be compulsory.

11.If I could:

a. | would increase the number of English language classes at our faculty;

b. I wouldn’t change the current situation. 2 hours of practical English course per week,
during four semesters, are sufficient;

c. | would make the English course optional;

d. I would eliminate the English course form the curricula.
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Abstract: The cartel is considered the most harmful anti-competitive practice; therefore
the competition authorities were concerned about the continuous improvement of the
legislation governing this practice. In order to stimulate companies to withdraw from
participating to a cartel in the European Union, the leniency policy has implemented. The
present paper aims at achieving the hindsight of the years 2009-2013 regarding the
evolution of cartel cases detected both at EU level and in Romania. The research
methodology used is the study of literature, followed by the analysis of the legislation
governing the European cartel and the analysis of all decisions issued between 2009-
2013, both by the European Commission and by the Competition Council of Romania.
The paper is structured in four parts. The first part presents the cartel from the theoretical
and legislative point of view. The second and third parts of the paper include the analysis
of cartel cases detected both at European and national level. The following aspects were
taken into account when analysing the cartel cases: the date when the decision was
issued by the competition authorities, the number of companies involved in the cartel, the
opening date of the investigation, the method of opening the investigation, the field in
which the cartel operated, the duration of the cartel as well as the amount of the fine. The
final part of the paper highlights a number of conclusions. In the reviewed period 22 cartel
cases were detected in the European Union and 23 cartel cases in Romania. The amount
of the fines imposed at a European level is 251 times higher than the fines imposed by
the Competition Council of Romania. In the European Union there were 11 long-term
cartel cases, 10 medium-term cases and only one case lasted less than a year. In
Romania there have been detected 4 long term cartel cases, 7 medium-term cases and
12 cases of short-term cases.

Keywords: cartel; fine; duration; competition policy; European legislation

JEL classification: K21; L40
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1. The Cartel - theoretical and legislative approach

The cartel is an anti-competitive practice regulated at European level. Germany is to be
found among the first European countries to adopt legislative measures against cartels.
The literature defines the cartel as a tacit understanding between two or more enterprises
which activate in the same field or similar fields of activity, in order to eliminate direct
competition. Three main characteristics of cartels can be detected: market sharing and
price fixing by cartel members in order to maximize profit; setting of production quotas
among cartel members, so as the most effective companies to be discouraged to
increase production; and preventing the entry on the market of new companies that could
be attracted to the high prices imposed by the cartel (McGowan, 2010: 31).

In order to maintain fair competition in the market, and especially to protect consumers,
in the EU there functions the competition policy that is constantly improving. The
beginnings of the competition policy can be found in the Treaty establishing the European
Coal and Steel Community and in the Treaty of Rome._As far as the cartel is concerned,
it is currently regulated by Article 101 of the Treaty on the Functioning of the European
Union. The main objectives of Article 101 are single market integration and competition
protection. The European Commission sees competition as a vital element in achieving
the goal of integration of the single market, because it is only through the existence of a
single market that the objective of economic welfare of consumers can be achieved
(Bennett and Padilla, 2009: 57).

According to Article 101 of the Treaty on the Functioning of the European Union, any
agreement between enterprises is prohibited covering the following issues: fixing, directly
or indirectly, both the purchase price and those for sale; limiting or controlling production;
sharing markets and sources of supply; discriminate between trading partners and
acceptance of trading partners only if they offer certain additional services not covered
by the contract (Consolidated version of the Treaty on European Union and the Treaty
on The Functioning of the European Union, 2010: 90).

The devastating effect cartels have on competition, and especially on consumers in
conjunction with the difficulty of detection and demonstration of such anti-competitive
practices have caused the European Commission to establish the leniency policy in 2006.
The circumstances that allow a company which was part of a cartel to benefit from
immunity from fines are clearly highlighted by the Commission notice on immunity from
fines and reduction of fines in cartel cases from 8.12.2006. The procedure applied
throughout the investigation of a possible cartel case is strictly regulated by Regulation
no. 773/2004 of the Commission for the conduct of proceedings by the Commission
pursuant to Articles 81 and 82 EC.

The cartels functioning in Romanian fall under the jurisdiction of the Romanian
Competition Council of Romania. In Romania cartels are regulated by Article 5 of the
Competition Law no. 21/1996, republished in 2014. Romania being a EU member country
has harmonized competition law with the European Union.

2. The cartels detected in the European Union in the period 2009 - 2013

The analysis of cartels detected in the European Union took into account six aspects: the
date when the decision was issued by the European Commission, the opening date of
the investigation, the method of opening the investigation, the field in which the cartel
operated, the duration of the cartel as well as the amount of the fine imposed. Regarding
the duration of the cartel the following statement has to be made: we refer to a short term
when the cartel was on the market less than a year; to a medium term when the cartel
operated between 1 and 5 years; and to long term, when the cartel was on the market
for more than five years.
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During the analyzed period 2009-2013 there have been detected a number of 22 cartel
cases at EU level.

Table 1 examines the cartel cases that were detected by the Commission in 2009. It can
be seen that the average period of investigations in 2009 was of 4 year. The largest fine
was imposed to the cartel operating in the field of gas supply, worth about 1,100 million
euro, the total amount of the fines imposed in 2009 reaching EUR 1.346.972.000. Of the
5 cases of cartel it was only one cartel investigation that was opened by ex officio, the
rest being based on immunity request filed by one of the companies involved in the cartel.

Table 1: Cartel cases detected in the European Union in 2009.

Date of Number of Method / Date of .
. . ) . Cartel Fine amount
decision companies opening of the Field d ]
h ) . o~ uration euro
issuance involved investigation
28.01.2009 6 immunity request/ marine long 101,960,000
2007 pipelines
08.07.2009 2 ex-officio / 2006 gas supply long 1,106,000,000
immunity request / chemicals /
22.07.2009 9 y red steel and gas medium 61,120,000
01.2007 :
industry
07.10.2009 7 mmunity reauest! | yansformers | medium | 64,674,000
immunity request / o
11.11.2009 11 02.2003 heat stabilizers long 13,218,000

Source: carried out by the authors on the basis of the decisions of the European
Commission, available on-line: http://ec.europa.eu/competition/elojade/isef/index.cfm

2010 was the year of the analyzed period with most cartel cases detected in the European
Union, 6 in number. As it can be seen in Table 2, cartels lasted for medium and large
term, the fines totaled 2,674,480,919 euro. The average duration of ongoing
investigations in 2010 was of 6 years. The fields in which cartels operated were diverse,
the largest cartel fine having been applied to the aeronautical domain nearly 800 million.
All cases analyzed were based on the inquiry request for immunity lodged by one of the
companies involved in the cartel.

Table 2: Cartel cases detected in the European Union in 2010

Date of Number of Method / Date Cartel Fine
decision companies of opening of Field d . amount
h : . LY uration
issuance involved the investigation euro
immunity request/ computer :
19.05.2010 11 / 29.08.2002 components medium 331,273,800
immunity request prestressing
30.06.2010 17 / 18.06.2002 steel long 269,870,750
immunity request alimentary
20.07.2010 2 /28.11. 2003 phosphates long 59,850,000
immunity request bathroom
23.07.2010 17 1 15.07.2004 accessories long 565,116,369
09.11.2010 11 |mmu/n%(;gquest aeronautics long 799,445,000
immunity request electronics .
08.12.2010 6 /2006 (LCD) medium 648,925,000

Source: carried out by the authors on the basis of the decisions of the European
Commission, available on-line: http://ec.europa.eu/competition/elojade/isef/index.cfm
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In Table 3 it can be seen that in 2011 the European Union have detected four small and
medium term cases of cartel. In the analyzed year the Commission imposed fines
amounting to 603,025,900 euro, the average time of investigation was of 3 years. All
investigations were based on the immunity request, and in all cases the companies that
requested for immunity were exempted from paying fines.

Table 3: Cartel cases detected in the European Union in 2011

Date of Number of Method / Date of Fine
g . A . Cartel
decision companies opening of the Field d ] amount
. . . R uration
issuance involved investigation euro
13.04.2011 3 mmUnYy 1UeSt | washing powder | medium | 312,200,000
immunity request fruit
12.10.2011 2 / 08.04.2005 (bananas) short 8,919,000
immunity request glass for cathode .
19.10.2011 4 1 03.2009 ray tubes medium 128,736,000
electronic
07.12.2011 5 Immunity request components medium | 161,198,000
/2009 (refrigeration
Compressors)

Source: carried out by the authors on the basis of decisions of the European Commission,
available on-line: http://ec.europa.eu/competition/elojade/isef/index.cfm

Comparing 2012 with 2011 we can see that the number of cartel cases detected at EU
level was maintained. By analyzing Table 4 it is obvious that the largest cartel fine was
paid to the electronic components cartel that lasted for 10 years. The fines for the year
2012 totaled EUR 1,739,052,000, and the average time of investigation went on for 5
years.

Table 4. Cartel cases detected in the European Union in 2012

Date of Number of Method / Date of .

g . . . Cartel Fine amount
decision companies opening of the Field duration euro
issuance involved investigation

immunity request mechanical
28.03.2012 9 112.06.2007 components long 85,876,000
28.02.2012 14 mmuny Jeduest aeronautics medium | 169,000,000
immunity request products for .
27.06.2012 3 water medium 13,661,000
| December 2008
management
immunity request electronic
05.12.2012 7 ty req components long 1,470,515,000
/ 2007 .
(monitor tubes)

Source: carried out by the authors on the basis of decisions of the European Commission,
available on-line: http://ec.europa.eu/competition/elojade/isef/index.cfm

The last year examined is the year with the fewest cartel cases detected by the
Commission, three in number. In the analyzed period the highest fine was paid in 2013,
the fine amount reaching 1,712,468.000 euro, which represents over 90% of all fines
levied in the year in question (1,882,975,000 euro).

73


http://ec.europa.eu/competition/elojade/isef/index.cfm
http://ec.europa.eu/competition/elojade/isef/index.cfm

Table 5: Cartel cases detected in the European Union in 2013

Date of Number of Method / Date .

g . . . Cartel Fine amount
decision companies of opening of Field duration euro
issuance involved the investigation

immunity request / vehicles

10.06.2013 5 9 (electric long 141,791,000

February. 2010
parts )
27.11.2013 4 immunity request / food long 28,716,000
A 2007 (shrimp) B

04.12.2013 8 immunity request/ | financial medium | 1,712,468,000

2008 services

Source: carried out by the authors on the basis of decisions of the European Commission,
available on-line: http://ec.europa.eu/competition/elojade/isef/index.cfm

3. The cartels detected in Romania in the period 2009 - 2013

The analysis of cartels detected in Romania, in the period 2009-2013 used the same
criteria as the ones used in identifying the cartels in Europe, and during the analyzed
period the Competition Council detected 23 cartel cases.

Looking at 2009 we can see that 4 cartels were detected in Romania, all of a short
duration, is less than one year. All investigations were opened ex officio by the
Competition Council and the fines granted amounted to a total of 1.84633 million euro.
The average duration of development of investigation in 2009 was about 2 years.

Table 6: Cartel cases detected in Romania in 2009

Date of Number of Method / Date Fine
e . A . Cartel
decision companies of opening of the Field duration amount
issuance involved investigation lei/euro*
ex officio / auto 1,524,555
23.06.2009 32 20.04.2008 enroliment short lei
r services 359,794 €
ex officio / agriculture 8,185 lei
07.12.2009 17 23.05.2007 (cereals) short 1,030€
5,666,627
ex officio / bread lei
07.12.2009 31 23.05.2007 manufacture short 9337 320
€
- 624,086
ex officio / bread -
07.12.2009 17 short lei
23.05.2007 manufacture 147,284 €

Source: carried out by the authors on the basis of the decisions issued by the Competition
Council decisions available online: http://www.consiliulconcurentei.ro/ro/documente-
oficiale/concurenta/decizii.html

*according to the annual rate of the National Bank of Romania in 2009 (1 € = 4.2373 lei)

Table 7: Cartel cases detected in Romania in 2010

Date of Number of Method / Date Fine
e . of opening of ) Cartel
decision companies Field . amount
issuance involved . the . duration lei/euro*
investigation
ex officio / 1,094,366
17.06.2010 5 18.02.2009 auto services short lei
T 259,951 €
ex officio / financial 5,214,491
07.09.2010 14 03.12.2007 services short lei
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1,238,626
€
ex officio / accounting 4,056,264
02.11.2010 42 . long lei
25.02.2009 services 963,506 €
ex officio / 4,202,303
18.11.2010 7 tourism short lei
15.06.2009 998,195 €
ex officio / transport . 348,710 lei
29.12.2010 1 27.08.2008 services (taxi) medium 82,831 €
- 302,235 lei
29.12.2010 10 ex officio / transport short
15.04.2008 services (taxi) 71.791 €

Source: carried out by the authors on the basis of the decisions issued by the Competition
Council decisions available online: http://www.consiliulconcurentei.ro/ro/documente-
oficiale/concurenta/decizii.html

*according to the average annual rate of the National Bank of Romania in 2010 (1 € =
4.2099 lei)

In 2010, six cartel cases were detected. The largest fine was received by the cartel
operating in the financial services 1,238,626 euro. The amount of the fines imposed by
the Competition Council in 2010 was of 3.6149 million euro. All investigations were
opened ex officio and the average period of ongoing investigations was about 1 year and
6 months. In Table 7 it can be observed that the duration of cartels differ from case to
case, i.e. small, medium and long.

Looking at Table 8 it can be noticed that in 2011 there were the most cases of cartel
detected of the whole period under review, 8 in number. All cases had a medium and
long term of anti-competitive infringement. In 2011 the fines imposed were worth
18,017,743 euro, the highest amount, seen in the whole analyzed period. It is to be noted
that the highest fine was imposed on the cartel operating in the pharmaceutical domain,
a cartel made of 11 members. The average duration of the investigation in 2011 was of
2 years.

Table 8: Cartel cases detected in Romania in 2011

Date of Number of Method / Date of .

. . . . Cartel Fine amount
decision companies opening of the Field duration lei/euro*
issuance involved investigation

ex officio / . . 16,698,530 lei
31.05.2011 3 29.09.2009 fruit medium 3,940,284 €
ex officio / . 1,273,501 lei
30.09.2011 3 15.10.2009 clothing long 300503 €
fficio / 4,374,834.111
28.10.2011 4 (;37)(89 '206%9 pharmaceutics long lei
T 445,502 €
ex officio / 1,877,992.405
28.10.2011 2 pharmaceutics medium lei
07.09.2009 443,142 €
ex officio / transport . 21,525 lei
18.11.2011 5 10.03.2010 services (taxi) medium 5,079 €
ex officio / . . 51,522,130 lei
27.12.2011 11 07.09.2009 pharmaceutics medium 12157467 €
ex officio / . 2,112,588 lei
27.12.2011 21 02.12.2009 cosmetics long 498,499 €
ex officio / transport . 963,134 lei
27.12.2011 8 27.08.2008 services (taxi) | medium 227,267 €
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Source: carried out by the authors on the basis of the decisions issued by the Competition
Council decisions available online: http://www.consiliulconcurentei.ro/ro/documente-
oficiale/concurenta/decizii.html

*according to the average annual rate of the National Bank of Romania in 2011 (1€=
4.2379 lei)

In 2012 the Competition Council detected three cartel cases. All three investigations were
opened ex officio and the average time of ongoing investigation was of 1 year. Also, the
cartel duration was less than one year and the fines reached a total of 6,399,365 euro.

Table 9: Cartel cases detected in Romania in 2012

Date of Number of Method / Date .

g . ) . Cartel Fine amount
decision companies of opening of the Field duration lei/euro*
issuance involved investigation

fhicio/ | 13,620,003

ex officio natural gas lei
14.11.2012 2 29.09.2011 transport short 3.056.554 €
fficio / | 11,844,862

ex officio natural gas lei
14.11.2012 2 01.11.2011 transport short 667 159 €
ex officio / road 3,010,705.61

- lei
13.12.2012 5 06.03.2011 marking short 675 géz €

Source: carried out by the authors on the basis of the decisions issued by the Competition
Council decisions available online:
http://www.consiliulconcurentei.ro/ro/documente-oficiale/concurenta/decizii.html

*according to the annual rate of the National Bank of Romania in 2012 (1€= 4.4560 lei)

The last analyzed year reflects the fact that in Romania there were detected 2 cases of
cartel a short term one and a medium term one. In Table 10 it can be seen that in one
case the investigation was initiated following a complaint lodged by a company operating
in the same field. The total amount of fines imposed in 2013 was of 2.929 million euro.

Table 10: Cartel cases detected in Romania in 2013

Date of Number of Method / Date of Fine
g . . . Cartel
decision companies opening of the Field duration amount
issuance involved investigation lei/euro*
12,487,017
ex officio / lei
29.11.2013 4 27.10.2009 armament short 2.825.756
€
complaint / dental . 456,237 lei
23.12.2013 5 23.10.2010 products medium 103,244 €

Source: carried out by the authors on the basis of the decisions issued by the Competition
Council decisions available online: http://www.consiliulconcurentei.ro/ro/documente-
oficiale/concurenta/decizii.html

*according to the annual rate of the National Bank of Romania in 2013 (1€= 4.4190 lei)
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4. Conclusions

Taking into account the analysis performed in the second and third part of the
paper, we can draw a series of conclusions. There were 22 cartel cases detected
in the EU respectively, in Romania, there were 23 cases, during the period 2009-2013.
In the cartels cases analyzed by the European Commission, of the 22 investigations
opened only one was ex officio, the rest being open on the request for immunity lodged
by the companies involved in these cartels.

In Romania the situation is reversed, one investigation was initiated following a complaint,
the rest being automatically opened by the Competition Council. It can be seen that the
leniency policy is fully used in the EU, while in Romania in the period under review no
company received immunity from fines.

Regarding the average time of ongoing investigations for the years under review, in the
European Union we speak about an average of 4.6 years, while in Romania the average
is 1.5 years.

In the European Union there have been detected 11 cases of long term cartels, 10
medium term cases and only one case that lasted less than a year. In Romania there
have been detected 4 long term cartel cases, 7 cases of medium term cartels and 12 short
term cases.

The fields of activity both in cartel cases detected in Romania and in the EU are diverse,
the largest fines being applied in the pharmaceutical field in Romania, respectively in
financial services in the European Union. With regard to the fines imposed in the period
2009 - 2013, in the European Union there been have imposed fines in the amount of
8,246,505,819 euro, while in Romania the fines totalled 32,807,338 euro that is 251 times
less than in the European Union. This proportion is logical bearing in mind that fines are
calculated based on the turnover of the companies involved in the cartel, and the duration
of the cartel.

The importance of competition policy and the role of the competition authorities that watch
over the maintenance of fair competition, and also on the consumer welfare have to be
emphasized. In this case it is to be noticed that there is concern and activities of
competition authorities, both at European and national level regarding the cartel, one of
the most harmful anti-competitive practices.
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Abstract: Many interpretations of the services concept and the concerns related to other
configurations in the field have determined the occurrence of vast and various literatures,
provided by studies, analysis and research of some of the coryphaeus of the economic
world, carried out during almost three centuries. Each of them has had its own significance
and individuality, always deriving from the uppermost economic doctrine, but from the
crystallization of new points of view and study directions. The variety of definitions issued
by the representatives of the services theories consists in the result of heterogeneous
activities that are included within the services class, as well as those many notions of the
service term used in the current discourse. Basing upon the invoked issues, as regards
the structure of services, one can see that the difficulty of evaluating services can be found
within the presence of the following characteristics: the intangibility, the inseparability,
variety of services, the outage or the lack of property. The situation can be corrected by
means of some dominant attributes attached to services: sending some proofs credible
to consumers; tangibility of services; using palpable indications and using the personal
sources of information; carrying out the standardization of services, customization and
automation of services.The conventional formula of promoting the services has
recommended the investments in human capital and within the business infrastructure,
as factors of stimulating the economic growth. The challenges of modern times have
confirmed the risk taking carried out by the undertakers when implement the
“Schumpeterian type“ innovation within the services sector, as well as the need of new
investments in their fields of activity, development and customization. One supports the
idea according to which the unprecedented growth and diversification of services, the
shape of useful effects resulted within the services production processes and the use of
high level technologies will lead towards the growth f production level and the living
standards of people. For the time being, one can characterize the economies of the
developed countries and of many countries in progress of development, as being services
oriented economies; the development and diversification of services was determined by
the need of satisfying social needs, more and more diversified. In this way, the part of
services aimed to become proportionally to their contribution, as regards the economic
growth.

Keywords: services, doctrines, efficient work, non-efficient work, economy of services,
economic thoughtfulness

JEL classification: A10, BOO

1. Classical thought about services
Unassertive theoretical concernments related to services could be noticed to some
representatives of the mercantilist current (XIV-XVIII centuries), which saw them as being
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part of the assembly of the activities that create economic wealth, without making a
distinguish as regards other activities of this type.

The services and their part within creating the economic wealth have represented one of
the topic themes of the mercantilism, since the very beginning stage; the mercantilist
doctrine has identified the wealth exclusively with the money, more exactly with the
precious metals from where the money was created within the XVII-XVIII centuries. The
most important part in developing the nations and modern states richness came
prevailingly from the external trade. The mercantilist doctrine, seen as expression of the
trade bourgeoisie interests in full ascension made out a case for stimulating the external
trade, of the maritime transports, to protect the inventions, for making easy the naval
constructions, for training and employment, for protecting the national economy, and so
on. The main concern for both the individuals, and state, as well, was directed towards
the increase of wealth under the form of money, and precious metals, as well, especially
by means of the external trade. In this way, one can see theories aiming towards the
stimulation of external trade to Jean Baptiste Colbert (1619-1683), Thomas Mun
(otherwise seen by Adam Smith as a major creator of the mercantilist system) and so on.
One can see that a high number of classical thinkers that “marked” significantly the issue
of services in generating the social wealth were inspired and completed each other by the
progress in time by the concept on this topic; one can identify a methodical process, of
true intellectual “effort, in order to draw up, shape and localize step by step the current
part that services have within a modern economy.

Filling out the theories of this stage, Adam Smith (1723-1790) made a more obvious
distinction between the productive work (meaning the ability of an activity on achieving
the profit or value; regarding from this point of view, the main activity seen as creating
value and national wealth consisted in the material goods production, in accordance to
the well known thinker) and the non-productive work (which by antithesis, will no longer
add value over the topic to which it carries out). He discussed about the existence of two
sectors, and he made a distinction between the productive work — embedded in material
products (workers in factories, farmers etc.), and the non-productive work, meaning the
financiers, lawyers, physicians, actors and other social-professional categories (Smith,
1962, regarding the efficient work and the non-efficient work: “there is a work class, which
adds value to the object over which the labor is carried out, but there is also another labor
class, which has not the same effect. The first, by producing a value, can be seen as
productive work; the last one can be seen as non-productive work. In this way, the labor
performed by the workers in manufacturing will add in generally the value of subsistence
and the value of the employer’s benefit to the final value of the material over which the
workers perform activities. The work of an attendant, as contrariwise, will not add value”.).
In this way, starting from the famous dichotomy between the productive work and the non-
productive work, Adam Smith described these activities in the following way: “The work
of an attendant will not increase the value of any object... In generally, his services will
disappear in the moment of their fulfillment and will not leave behind any shape or value,
able to serve back to the procurement of an equal quantity of services. The work of some
of the most respected social categories, or the work of the attendants, will not produce
any value and will not be fixed, will not materialize in any object or merchandise to be
sold, able to last even after the work was carried out... their work, no matter how
honorable or useful might be, or no mater its necessity, will not produce anything by which
an equal quantity of services can be procured afterwards... In the same class, according
to Smith, the following job positions can be framed: the churchmen, the attorneys, the
physicians, the actors, the buffoons, the musicians, the opera singers, the dancers etc*
(Smith, 1962). In his famous paper, entitled The wealth of nations, The Research over
nature and its causes (named rightfully the bible of the classical liberalism), this well-
known thinker wrote down that “services will be lost starting with the moment of their
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carrying out* (Smith, 1962), so no value will be taken into account (with the exception of
trade). According to the theory of A. Smith, one can deduct that work is seen efficacious
when, by means of its carrying out, one can achieve vale and profit; in a similar way, one
can also deduct that services do not embed the efficient work, so therefore, they do not
create value o profit. Although, Smith admitted that, at least implicitly, the idea of a
minimum of usefulness of services, in achieving what one might call nowadays “social
comfort”; surrounding this deductible idea related to Adam Smith thinking, new research
directions were developed, especially in the post-war time, as regards the consumer and
his wishes, the concepts of social efficiency and usefulness within the human activity etc.
A relevant point of view, related to services and their part in the society, was given by
David Ricardo (1772-1823) affirmed in his paper On the Principles of Political Economy
and Taxation, 1817; the optics of such thinker, as regards the nature and the services
type, has significantly exceeded the vision of economists that forewent him (Ricardo,
1939). In this paper, being inspired by the thesis of Smith, the author Ricardo included in
the non-productive class, the persons that were too young or too old for work, the women,
the teenagers and the children, and then the ideological covers — as the government, the
churchmen, the lawyers, the servicemen etc., to which are added all those whose
exclusive occupation consists in gaining the benefits from others’ work, such as the
ground rent, the debt etc.

There are also many groundswells, either various or critical, as regards the Adam Smith
point of view, opinions that contributed all over in time to generation of some different
points of view, as regards the part of services in economy; one can mention here Jean
Baptiste Say, John Stuart Mill and J. B. Quinn, which developed other concepts over the
efficient features of the work.

The explanations of J.B. Say exceeded the frame shaped by Adam Smith, as regards the
services; he considered productive all the work classes that compete on achieving a
useful result of the society and its members. In the same time, Say filled out this chapter,
by means of re-including the trade within the services class, by adding the banking activity,
regarded also as a shape of trade in gold and silver, aiming on reporting the trade to the
transport (the increase of prices in trade is put under the responsibility of transport, the
banking debt being seen as depending on transport, as well). It is also obvious that Say
treated in a different way certain classes of services, such as the army, seen as necessary
institution, but non-productive (destroying other’s work, even during the war).

Services providing has been also interesting, since it did not assume in generally, the use
of complex devices, but the achievement and making appeal to acquaintances (for
instance, the physicians, the lawyers, the musicians etc.), by their gathered training, and
the gained capital, as well. This issue situates Say amongst the predecessors of the
human capital theory, and the certainty that services have a result, meaning the non-
material products (fact that differentiates him from Smith, according to which services
don’t leave anything behind), consecrated him within the economic thought, as an engine
of the immateriality notion.

An important step within the progress of economic thought in the general way, but related
to services was carried out by John Stuart Mill (1806-1873) in his paper published in 1844;
paper entitled The Principles of Political Economy. J.S. Mill definitely removed from the
economic thought the expression of non-productive activities, and saw useful the results
of the work embedded within objects (services of industrial feature, the transport and the
trade), the work over people (education, activity of physicians, government, activity of
churchmen etc.), the work embedded in nothing, meaning those volatile services (services
provided by musicians, actors, rhetoricians etc.), which bring towards the quality
improvement of individuals or things. As regards Mill, the services are indirectly
productive, since their results are not material objects aimed towards on exchange
(including here those activities and services of high intellectual consignment, which

81



generate long time effects, difficult to be quantified, but unquestionably and even
essential); they can be represented by utilities embedded in objects that create real
products and of material richness (Mill, 1970).

Continuing the concepts of productive and non-productive, Karl Marx (1818-1883) signed
within Smith tradition frame, of excluding from the sphere of services, those activities that
he considers to be productive. Analyzing the interpretations of Marx (1954,1959, 1960,
2009), one can see a delimitation of more classes of services, respectively: stricto sensu
services and lato sensu services. According to such differentiations, the services carried
out by own designation or the collective way (artists, professors, physicians, churchmen,
officials, attendants, hair dressers etc.) are seen as non-productive, while the services of
transport, maintenance and repairing were included within the class of those productive.
As any other representatives of the non-Marx theory of the XIX century, Clément Colson
(1853-1929) supported the need of appreciating an activity as producing or non-producing
value, by reporting towards the existence or behavior of a need and adequate
requirement. As regards Colson, satisfying the human needs is no longer carried out by
means of the already existing wealth, but by means of carrying out useful activities.

2. Traditional approaching on services

In the first half of the XX century, the growth of free enterprise and increasing the living
standards of people from the capitalist countries have determined the development of
services frame, as well. More and more, these have played an important part on the
functionality and health of an economy. During all this time, the debates were drawn up
as regards the concept of efficiency or non-efficiency; the dichotomy productive-non-
productive has yet lost from its signification, as result of a new way of understanding the
economic phenomenon. In this way, the modern understanding of the productive term is
related to efficiency, seen as performance of the delivery, and not as a classification,
perceived as normative as regards the economic activities. An important part in this way
is given by Alfred Marshall, according to which “all distinctions that underline on the
productive term have an obsolete air...it would be better if these will be out of usage...any
activity, with the exception of that not reaching its aim, should be declared productive”
(Marshall, 1929), resulting therefore that the efficiency concept is no longer seen as being
concluding.

Simultaneously, as regards the economic theory, the sectorial point of view was more and
more imposed, as regards the economy, and especially promoted by Allan Fisher, Colin
Clark, Jean Fourastié etc.; they approached the services as a different sector of the
economic system.

Allan Fisher, seen as one of the parents of the sectorial approach of economy, according
to his paper entitled The Clash of Progress and security (1935), made a differentiation
between the production and services offer, including the services of the tertiary sector of
the national economy. In the other two sectors, the agriculture and extractive culture were
included (the primary sector), as well as the specific activities of the processing industries
(the secondary sector).

Colin Clark, being inspired by the speech of William Petty (1690), filled out this structure
of economy, by giving details about each activity, emphasizing the existence of a high
productiveness and the increasing capacities in the secondary activities, as well as a
lower efficiency in the tertiary activities (Petty, 1952, Term of ”services” is used only in
the edition of 1952, related to the paper The conditions of economic progress.). Here
proposed in the paper The conditions of economic progress (London, 1941) an analysis
that brought towards the grouping of the sectorial economy in the following (Colin, 1960):
primary activities, characterized by decreasing efficiencies and the direct use of natural
resources (agriculture, extractive industry, fishing and forestry industry); industrial

82



activities (named secondary activities in the edition of 1941 of the paper, and industry, in
the edition of 1957), based upon transformation of raw materials, of fuels and energy in
final products, with efficiency and increased productiveness (the processing industry, the
civil engineering and public utilities); tertiary activities (named in this way in 1941, and
renamed in residual activities in the edition of 1942, and services in the edition of 1957),
which are based upon operations of low efficiency, that include the handmade activities,
the engineering, the trade, the banks and the individual services (Colin, 1960). Regarding
the point of view of Colin Clark, this classification let behind some interpretations, but one
might see the residual character of the tertiary sector, as comparing to the primary and
secondary sectors, as well.

The ideas of Fisher and Clark inspired Jean Fourastié in the classification of activities fro
economy, in accordance to the object of activity and the rates of increasing the work
efficiency, underlying on the technical progress (Fourastie, 1963, The primary sector
includes activities of mean progress, the secondary sector includes the activities of higher
technical progress and the tertiary sector will include the weak or null progress levels.).
Continuing the series of such approaches, the sociologist Jean Fourastié (1963)
emphasized the progress elements that characterize the three sectors of activity as
related to the dynamics of the work efficiency and the level of the technical progress, as
well as the idea of the tertiary sector, according to which this is formed of heterogeneous
components, but it is not a freestanding economic sector, as regards the economy
process. In this way, J. Fourastié considered that the work efficiency and the technical
progress within the tertiary sector have registered a level under the average value; his
ascertainments were especially based on the personal services (hairdressing etc.),
services that have had as effects their free passing through the other two sectors,
meaning the primary and the secondary, upon basis of increasing the technical progress
(Fourastié, 1965, one might see that the author analyses not only the services that are
simple, primary, of inferior efficiencies, and not only to industry, but to agriculture, as well).
Later on, he analyzed again these points of view (taking into account the informatics,
consultancy and management services, as well), emphasizing the massive entrance of
the technical progress within the services field; comparing to the level of intelligence,
information, modern services, he underlined that some well established information
services (belonging to the tertiary) and the production of cereals, as the wheat, are
situated at a high technical level, while many branches of the industrial sector reveal a
weaker technical progress (Fourastie, 1989). From those already mentioned, it results the
necessity of classifying the products only in accordance to the their efficiency, no matter
the sector of activity (Fourastie, 1989), as well as the fact that the civilization of the
technical progress will be a tertiary civilization.

The interpretations above mentioned and the reporting to the level of the technical
progress reached Fourastié towards concepts as the productiveness of invisible, the
productiveness of neurons, and to the ascertainment, according to which “the neurons
are those who lead the enterprise and, within the world competition, the muscles matter,
but the essential is related to what happens in our heads” (Fourastie, 1989).

3. Services within the economic activity

One can actually characterize the economies of the developed countries, but of those in
progress of development, as well, as being services oriented economies; the development
and diversification of services have been determined by the need of satisfying some social
needs, more and more diversified. In this way, the part of services aimed to become
proportionally depending upon their contribution within the process of the economic
growth.
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One can definitely say that between services and the economic growth, a double
conditioning takes place, meaning: on one hand, the development of services occurs as
a consequence of the economic growth, and it will increase the economic growth, thus
contributing on diversification of production, and on improving the level of training or
gualification of work, on the other hand.

The experience of the modern economy countries has proven that, after a certain
development level reached, the shape of services represents one of the few sectors of
activity, where supported rhythms of growth are continued to be maintained, with
significant incidences over the level of employment. This establishment is supported by
the statistical proofs regarding the progress of the weight on people employed in the
services field, in the main industrialized countries, for a long time.

As result, as regards the economies of the developed countries, the services have
become the most important sector of economy and the main dynamic factor of the
economic competitiveness. In such economies, the sector of services has absorbed the
labor force coming from the other sectors, and this overcome of labor force was, in the
same time, the cause of its expansion. The services have had a double part: they
contribute on both the material maintenance of the labor force, and on taking care of the
people’s health state, on the physical and intellectual recreation, on individuals
development, as regards the cultural and scientific points of view, and implicitly, on
increasing the living standards.

On should also see that services have not occurred as a mean of connection between the
needs of manufacturing and the needs of the target public, but they have carried out over
both the proper production process and over the individuals, as well, together with his
needs, and applying not just over the active people, but also to the third age persons, as
well.

In order to cut the already existing differences between states, some modern theories
have prefigured a potential solution, taking into account the close interdependency
between the economic growth and the development of services, meaning the carrying out
of massive and long lasting investments in the tertiary sector (services of applying
informatics to communication, management or marketing etc.)

4. Conclusions

In this paper, the idea of extending and diversifying the services sector, as this has never
been done before, is emphasized, where useful results can be achieved by means of the
services performance, as well as using the high level technologies, all these adding value
and creating higher levels of efficiency and of the living standards, for the time being, as
comparing to the previous centuries. Such issues have identified the collocations of post-
industrial economy or economy of services.

Simultaneously, the diversification of services has imposed the continuous improvement
of the classifications, in the view of ensuring a correspondence between two or more
assortments, carried out on different criteria, on both the national and international levels.
Such harmonization between the national and international classifications were able to
allow the comparison between the level of development of the tertiary sector of various
countries, and achieving of information, in order to establish the measurements of
economic politics.

The services have become an essential “segment”, in continuous expanding and related
to the world economy; regarding the OCDE countries, the empirical proofs have confirmed
a more and more emphasized dynamics of this sector, as comparing to that of the
economic growth of the last decades. This progress was possible by means of focusing
over the intensive factors of the economic growth (knowledge, research and innovation),
by stimulating the internal economy, by promoting the economic sectors that create value
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and by stimulating the knowledge based sectors, by means of the infrastructure
development, by means of making specialty on various classes of products and services,
which offer competitive advantages, and not lastly, by conceiving and implementing some
coherent and sustainable politics.
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Abstract: The large number of regional trade agreements notified to the World Trade
Organization (WTO) significantly influenced the flow of world trade. By April 2014 there
had been notified 583 regional trade agreements to the WTO, of which only 379 are in
force. The objective of this paper is to highlight the importance of regional trade
agreements in world trade, especially the importance of establishing a regional
competition policy in these agreements. The research methodology used is the analysis
of legislation governing preferential trade agreements at the level of WTO, the collection
and interpretation of statistical data provided by the WTO Secretariat, the case study,
namely the study of literature. The paper is structured in three parts. The first part of the
paper examines the basic laws based on which regional trade agreements are notified to
the WTO and the evolution of these agreements in the period 1958-2013. The second
part of the paper is devoted to the analysis of competition policy in regional trade
agreements. In this part of the paper, to highlight the patterns of competition policy
adopted under these agreements was analyzed by three case studies of competition
policy in the EU, ASEAN and NAFTA. The three case studies have revealed that the
three preferential trade agreements present regional competition policies with varying
degrees of integration. The most complex form of competition policy is found in the
European Union, because we are talking about a centralized model of competition policy.
ASEAN presents a partially decentralized model, while NAFTA scrolls with a
decentralized model of competition policy. The last part of the paper presents the
characteristics of the four models of competition policy identified in the preferential trade
agreements in force. It should be emphasized that if the initial preferential trade
agreements have not put a great emphasis on the rules of competition policy, practice
has shown the importance of competition policy at the regional level and there is now
considerable progress in this regard.

Keywords: regional trade agreements; competition policy; case study

JEL classification: F15; K20

1. Regional trade agreements

World Trade Organization (WTO) defines regional trade agreements as "reciprocal trade
agreements between two or more partners, which include free trade areas and customs
unions." (http://www.wto.org/english/tratop e/reqgion_e/rta pta e.htm)

Regional trade agreements take the form: free trade areas, customs unions, common
markets, economic integration agreements and partial scope agreements.

The free trade area can be defined as an agreement between two or more states through
which tariff and non-tariff barriers between Member States are eliminated and against
third parties, each state sets its own import tariff policy.
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The customs union can be defined as the area in which there are no tariff and non-tariff
barriers between members and against third parties the state members shall apply a
common customs tariff. We can speak of complete or incomplete customs union
according to the sectors covered by the reduction of customs duties between members.
The Organisation for Economic Co-operation and Development defines the common
market as a customs union, which also provides free movement of factors of production,
namely the free movement of people and capital
(http://stats.oecd.org/glossary/detail.asp?ID=3129)

The economic integration agreements take the form of economic and / or monetary
unions. Economic unions stipulate the Member States' harmonization of the national
economic legislation and the monetary union requires in addition to the economic union
the adoption of a single currency. An example of this is the euro.

Partial scope agreements are agreements that cover only some of the products.

The five forms of regional integration referred to above are ideal types, but in practice we
find combinations of these types.

We must look at regional trade agreements through the benefits created worldwide.
Currently over half of world trade is covered by regional trade agreements. The members
of these agreements should not be necessarily in the same region and the Member States
may have different degrees of development. In the literature, the most common idea is
that regionalism complements multilateralism.

1.1. Legislative issues

Analyzing only the WTO principles, we would be tempted to believe that regional trade
agreements are contrary to these principles, mainly to the Most Favoured Nation Clause.
Yet, regional trade agreements are allowed under certain conditions clearly specified by
WTO rules. Regional trade agreements are notified under the WTO: Article XXIV of the
General Agreement on Tariffs and Trade (GATT), Article V of the General Agreement on
Trade in Services (GATS) and Paragraph 2 (c) called Enabling Clause of the Decision
issued on November 28, 1979, entitled Differential and more favourable treatment
reciprocity and fuller participation of developing countries.

Article XXIV of GATT was completed in 1994 and covers trade with goods. According to
this article regional trade agreements are permitted in the WTO only if two conditions are
met simultaneously: between the Member States Agreement tariff and non-tariff barriers
for all major sectors will be reduced or eliminated and concomitantly with the elimination
of trade barriers between the Member States the increase of tariff and non-tariff barriers
to third parties is not allowed.

Article V of the General Agreement on Trade in Services (GATS) is called Economic
Integration and it regulates regional trade agreements governing services for both
developed countries and the developing ones. Of course, these agreements are permitted
only if we speak of substantial sector coverage and discriminatory measures are removed.
(General Agreement on Trade in Services, 1994)

Partial scope agreements are governed by the Enabling Clause of Decision Differential
and more treatment reciprocity and fuller participation of developing countries issued in
1979, specifically in Paragraph 4 (a).

For a preferential trade agreement to operate legally several steps are required. When
some states wish to conclude a preferential trade agreement, before starting the
negotiations the states shall notify the WTO Secretariat of their intention. The next very
important step is notification. Notification of preferential trade agreements is based on the
legislation mentioned previously. It should be noted that when a preferential trade
agreement covers both trade with goods and the trade with services two notifications are
required to carry out. Subsequently, under the Transparency Mechanism the preferential
trade agreements notified are carefully monitored at the WTO level.
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1.2. Evolution

Over time, the preferential trade agreements have had an interesting evolution. Until April
2014 583 regional trade agreements were notified to the WTO, but now there are in force
only 379 such agreements.
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Figure 1: The evolution of regional trade agreements notified to the WTO during the period
1958-2013

Source: made by the author based on the WTO data, available on-line:
http://rtais.wto.org/Ul/PublicPreDefRepBYEIF.aspx

Looking at Figure 1 it can be seen that during 1958-1993 the number of trade agreements
notified to the WTO was low, yet after 1993 these agreements have enjoyed a real
proliferation. In the analyzed period, the peak year was 2009 when 22 preferential trade
agreements were notified to the WTO.
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Figure 2: Number of regional trade agreements in force until April 2014 depending on the
type of agreement and notification

Source: made by the author based on WTO data, available on-line:
http://rtais.wto.org/Ul/publicsummarytable.aspx

88


http://rtais.wto.org/UI/PublicPreDefRepByEIF.aspx
http://rtais.wto.org/UI/publicsummarytable.aspx

Figure 2 outlines the types of preferential trade agreements notified to the WTO and
which are in force until April 2014. Free trade zones are predominant, counting 206
agreements, followed by economic integration agreements, counting 113 agreements.

2. Competition policy at the level of regional trade agreements

The benefits of regional trade agreements can be fully realized only if fair competition is
instituted in the relevant market. The need of introducing regional competition rules at the
regional level was notified, even if, initially it was thought that national competition laws
of the Member States are sufficient. In this sense it can be seen that more and more
regional trade agreements have introduced regional competition policy. One of the
arguments that are in favor of introducing a regional competition policy in regional trade
agreements concerns the possibility to sanction the anti-competitive behavior of certain
companies which could adversely affect the intra-regional trade. Also, in the case of
regional trade agreements concluded between states with different degrees of
development a regional competition policy comes mostly in support of less developed
countries. (Botta, 2011:3)

At the WTO level the possibility of introducing specific global competition rules targeting
the competition had been raised, but the matter was still delayed and ultimately it has
never materialized.

In the following we discuss how to manage the implementation of competition rules in
some regional trade agreements, namely: EU, ASEAN and NAFTA.

2.1. Case study: EU

Currently the European Union a preferential trade agreement, concluded between 28
countries, namely to the WTO this agreement is notified as customs union and an
economic integration agreement.

In the literature, the European Union is recognized for the competition policy, which is
characterized by complex legislation and clear procedures. El-Agra (2007) identifies
three fundamental pillars on which the competition policy at the European level is based:
the cartel prohibition, prohibition of abuse of dominant position and mergers
authorization.

The European Commission deals with the establishment of competition rules at the
European level through Directorate General for Competition. The national laws of the
Member States are harmonized in the field of competition and the national competition
authorities cooperate with the European Commission.

The competition issues affecting only the national territory of the Member States are
covered by the National Competition Authorities, while those that could threaten the
domestic market are covered by the European Commission.

A preoccupation regarding the competition policy at the European level is noted in the
early stage of signing the preferential trade agreement, namely the Treaty of Rome of
1957. Currently, the competition policy at the European level is regulated by Articles 101
-109 of the Treaty on European Union (Treaty on the Functioning of the European Union).
The cartel is governed by Article 101, abuse of dominant position under Article 102 and
Articles 107-109 regulate the state aids.

At the level of European Union, the competition policy occupied and occupies an
important place, which is why the procedures applied to anti-competitive practices have
been improved constantly and the effectiveness of this policy is reflected in particular by
the results of the competition authorities.
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2.2. Case study: ASEAN

The Association of Southeast Asian Nations (ASEAN) is a preferential trade agreement
notified to the WTO in 1992, as a free trade zone. ASEAN consists of ten members:
Brunei Darussalam, Cambodia, Indonesia, Lao PDR, Malaysia, Myanmar, Philippines,
Singapore, Thailand and Vietnam.

At the ASEAN only in 2007 it was decided to create the ASEAN Experts Group on
Competition (AEGC). AEGC is regarded as a regional forum for discussion and
cooperation in the field of competition. This forum aims that by 2015 competition policy
is regulated in all 10 Member States. The main objective of AEGC was to promote a
competitive market. In order to maintain fair competition in the ASEAN market, the
following measures have been proposed
(http://www.aseancompetition.org/aeqc/about-asean-experts-group-competition-
aegc): introduction of competition policy in all Member States by 2015; creation of
a network of institutions to serve as a forum for the coordination of competition
policies; and creation of a guide on directory lines of competition policy
implementation at the regional level.

Given the desire to implement a competition policy in the ASEAN the following were
adopted: the ASEAN Regional Guidelines on Competition Policy and the Handbook on
Competition Policy and Law in ASEAN, both launched in 2010.

The regulations on competition policy in ASEAN address three issues: anti-competitive
practices, abuse of dominance and monopoly and anti-competitive mergers. (ASEAN
Secretariat, 2013:8)

Even if the need for a regional policy in the field of competition was realized later in the
ASEAN, the progress in this field is obvious. Indonesia, Singapore, Thailand and Vietham
have now a well-established competition policy, with comprehensive laws and vigilant
competition authorities. In Malaysia, the competition policy has been operating since
2012 and currently the competitive policies of the following states are in the process of
construction: Brunei Darussalam, Cambodia, Lao PDR, Myanmar and Philippines.

2.3. Case study: NAFTA

NAFTA, North American Free Trade Agreement has been notified to the WTO as a free
trade area and an economic integration agreement. NAFTA members are the U.S.A,
Canada and Mexico.

NAFTA included in the agreement provisions regarding competition. Chapter 15 of the
agreement entitled Competition Policy, Monopolies and State Enterprises is dedicated to
this area. Articles 1501-1505 delineate the aspects of competition. At the NAFTA level,
competition is considered in two aspects: anti-competitive practices and state
enterprises. It should be noted that the agreement provides also the operation of a
Working Group on Trade and Competition, governed by Article 1504 of the Agreement.
By agreement, NAFTA Member States committed to introduce or maintain measures
against anti-competitive practices and cooperation in this field between Member States
should be permanently. In other words, NAFTA reinforces, yet it does not replace national
competition policies in the Member States.

Regarding the coordination of competition at the level of NAFTA, the USA has developed
bilateral cooperation relationships with both Mexico and Canada. This cooperation aims
to promote the cooperation and coordination of national competition authorities to avoid
conflicts that may arise between the parties, and when they appear different interests
between the Member States they can be harmonized.
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Regarding the cooperation and coordination of competition policies at the level of NAFTA
two limitations can be noticed. The first is that the state is not obliged to provide
information if this is considered confidential and the second limitation consists in the fact
that a Member State is not obliged to act contrary to the national legislation in force and
it is not required to amend that particular legislation. (Directorate for Financial and
Enterprise Affairs Competition Committee, 2013: 5)

So we can see that at the level of NAFTA there is no supranational institution to deal with
competition policy, and the maintenance in the market of a healthy competitive
environment is achieved through the cooperation of competition authorities of the three
Member States.

3. Conclusions

With the proliferation of regional trade agreements in the WTO it has been noted that to
fully reap the benefits created by such an agreement it is necessary to include in these
agreements rules aimed at regional competition policy.

Depending on the depth of regional trade agreement Dawar and Holmes (2011) identify
four types of regional competition policy models: centralized, partially centralized,
partially decentralized and decentralized. The characteristics of these models can be
analyzed in Table 1.

Table 1: Models of competition policy applied in regional trade agreements

Model Characteristics Examples*
Regional authority EU
Centralized Reginal law COMESA
Regional enforcement Andean Pact
Partially centralized Eig:ggﬂaéxthorlty CARICOM
y giha’ ANZECERTA
Domestic enforcement
Partially gg r;?]'glnlivf“tho”ty ASEAN
decentralized gloha MERCOSUR
Domestic enforcement
Decentralized mg :29:8::: ;L\J:/horlty NAFTA
9 SACU

Domestic law subject to harmonization criteria
Source: adapted from: Dawar and Holmes (2011: 357)

*EU=European Union, COMESA=Common Market for Eastern and Southern Africa,
CARICOM=Caribbean Community, ANZECERTA=Australia—New Zealand Closer
Economic Relations Trade Agreement, ASEAN=Association of Southeast Asian Nations,
MERCOSUR=Southern Cone Common Market, NAFTA= North American Free Trade
Agreement, SACU=Southern African Customs Union

The most complex pattern of regional competition policy is the centralized pattern, at the
opposite pole being the decentralized model. Given the three case studies presented in
the paper, we can include EU in the centralized model, ASEAN in the partially
decentralized model, and NAFTA in the decentralized model.

Even if there is no multilateral consensus regarding competition policy, we can notice that
at the regional level there is considerable progress.
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Abstract

The mountain regions in Romania and European Union represent a special territory of
interest, with a huge economic, social, environmental and cultural potential. More,
mountain area is considerate a natural-economic region and constitutes an important
objective for regional development policy.

The main sectors of mountain area are presented in agriculture and tourism fields that
lead the key role in safeguarding the sensitive eco-system and thereby maintaining the
general living and working space.

Mountain areas should have a specific policy defined by the sustainable development
principle, which meets the needs of the present without compromising the opportunities
of future generations.

The specific mountain policy aims to reduce the imbalance between favored and
disadvantaged mountain regions, permanently marked by natural, economic, social,
cultural and environmental constraints. In previous programming period, mountain regions
among have profited from the intensive regional support, in specially, for constructing of
and connecting them to fresh water and waste water networks, in particular for increasing
of life quality.

In context of 2020 Strategy, the Member States will concentrate investments on a small
number of thematic objectives. In advanced regions, 60 % of funds will used for only two
of these objectives (competitiveness of SME and research/innovation). The all less
developed regions will received about 50% of Structural Funds

In Romania, mountain representing 29.93% out of the total national surface and 20.14%
from UAA (Utilised Agricultural Area) of total national. The mountain territory has around
20% of the national population and is overlapping almost 100% with the Carpathian
Mountains.

Due to these conditions, Romania's regional development policy must take into account
the specificities of mountain area, the problems they faced, and the requirements of 2020
Strategy.

This paper presents the main aspects to be taken into account for sustainable
development of mountain areas in Romania, in context of 2020 Strategy.

Keywords: regional development, territorial policy, mountain regions, 2020 Strategy,
economic and social cohesion

JEL Classification: Q01, Q23, R10, R11, R14
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1. Generally Introduction

In European Union, regional policy has the objective to reduce economic and social
disparities between the regions and increase territorial cohesion.

Regional policy strongly covers the mountain regions and another type of region with
similar problems.

The main issues for regional policy are correlated with the disparities presented in
development of mountain regions and lowland areas. Also, there exist disparities between
mountain regions in the "old" and the "new" EU (for example, Alpine area and the
Carpathians).

From regional policy perspectives, exist a distinction between advanced regions, less
developed regions and transition regions, a category between less developed and
advanced regions. Depending on its economic and social development level, a mountain
region belongs to one of these three categories.

The financial instrument of regional UE policy is: Regional European Development Funds,
Cohesion Fund and Social Fund. These funds are allocated for the less developed
regions, and smaller parts for the advanced and the transition regions.

2. Mountain regions and 2020 Strategy

At European level, mountain regions are the one of the territories with geographic
specificities. The main characteristic of this regions are sparsely, deficient accessibility
and connectivity as well as a weaker economic base (Table 1).

Table 1: Definition of mountain regions in different documents
Definition Source

Areas characterized by limited possibilities of using the land and high | European
costs of works due to: (a) the existence of different climate conditions, | Council, 1999
i.e, at elevations over 600-800 m; (b) presence of steep slopes, i.e,
with a gradient of 1-5 per km2;

or (c) any combination of (a) and (b).

Physical, environmental, socioeconomic and cultural region where | Euromontana,
disadvantages derived from elevation and other natural factors must | 2004

be accounted for in conjunction with socioeconomic constraints, and
spatial and environmental imbalance. Climate analysis should
consider the latitude and geographical position in addition to
elevation. Physical aspects must include the landform, soil type, and
other factors in addition to the slope. Socio-economic disadvantages
include the low density of population, isolation due to large distances
from cities and other economic and political centers, and the
dependence on agriculture.

Elevation, slope and the environmental gradients generated are key | Blyth et al.,
components of mountain regions, but their combination is | 2002
problematic; elevation alone excludes old and low mountains, and
includes high elevation areas with little landform and environmental
variation.
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landscape; and areas of high biodiversity and many important
habitats.

Mountains are very rich in biodiversity and a crucial reservoir of
species for Europe. The EEA (2010) identifies 42 mountain habitats
and 256 species endemic to mountain ranges. The forests, the
landscapes, the purity of air and water, the rich biodiversity of these
areas benefit not only mountain people, but Europe as a whole.

In the European Union, mountain areas represent over one third of | Community
the territory, an area that will expand considerably as alpine and | policies for
mountainous regions become part of the EU with enlargement. The | mountain
mountains are a source of strength in Europe providing great | areas
biodiversity, strategic goods such as water, and services such as

leisure and tourism. At the same time, land use is limited, climatic

conditions are generally harder, while access to markets and services

is more difficult.

The mountains are “underestimated ecological treasure”, highlighting | European

the many environmental functions they fulfill: water towers, which | Environment
service lowland areas; recreational uses and aesthetics of the | Agency (EEA)

According to a recent European Commission study, mountains contribution to European

economy, thus:
1. Produce up to 11.4% of European agricultural output;

2. Mountains occupy 15% of Europe’s utilised agricultural area;

3. Represent a significant production potential which will be needed as demand
for — quality - food increases.

4. New forms of food industries are being redeveloped. A new chestnut
processing factory opened in Isola in France. Ancient cereals are being planted
again in the Austrian mountains to produce local bread.

5. Mountains are an ideal place to experiment with the ‘relocalisation’ of the
economy. Large mountain forests provide resources for excellent wood supply
chains.

6. Mountains are also renowned for tourism, an economic sector which is

considered by European Commission on its webpage to account for 10% of EU
GDP and employ 12% of the labour force?.

Mountain regions are placed mainly in the Alps and Central-Eastern Europe, face smaller
barriers to social and economic development if they are located within commuting
distance from urban centers providing services and employment opportunities?.

Most mountain regions have a large ageing population compared to the national average
(as an exception, young population predominates in large parts of the northern and north-
western Alps) (Figure 1). These regions are considerate from regional policy point of view
less favored/developed regions.

! Toward Mountains 2020, Step 1 — Capitalising on Euromontana work to inspire programming,
Version 1.0 - February 2013.
http://www.espon.eu/export/sites/default/Documents/Publications/EvidenceBriefs/EEB3-

GeographicSpecificities/196728 ESPON EVIDENCE BRIEF NO 3.pdf
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Figure 1: Proportion of geographically specific areas in terms of area and population
Source: author' compilation

From 2020 Strategy, regional policy establish that less developed region should have a
GDP per capita which is below 75% of the EU average. An advanced region is
characterised by a GDP per capita above 90% and transition regions that are the regions
which have grown out of the class of "less developed regions” thanks also to EU support
measures, these transition regions show a GDP per capita between 75% and 90 % of the
EU average.

The Carpathians Mountain is included into the category of less developed regions and
thus can allocate much larger funds than advanced regions.

In Europe, the mountain regions belong to the next categories:

1. The category of advanced regions: the Alps, the Pyrenees, the Vosges, the Black
Forest, the Cantabrian Mountains and the Apennines;

2. The category of less developed regions: the mountain areas between Spain and
Portugal, the Sierra Nevada in southern Spain, the Abruzzi in southern ltaly, the
western parts of Wales, the uttermost north of Scotland and all mountain areas in
the new EU member states like the Carpathians, the Tatra, the Beskids, the
Rhodopes.

Regional policy is projected in close interaction between the European
Commission and each Member State/regions. Also, the principle of partnership
establishes a Partnership Contract for fixed the thematic funding objectives.

Partnership Contract transposes the goals of 2020 Strategy (smatrt, inclusive and
sustainable growth) into Regional Policy objectives. "Operational Programmes" will be
elaborated for each region of European Union on basis of the "Partnership Contracts".

Another principle of regional policy is additionality, means that financial support
must not substitute national cofinancing of projects. More, the 2020 Strategy for regional
policy is characterised by a shift from "output” to "impact" and "effect".

In 2007-2013 programming period, mountain regions among have profited from
the intensive regional support, in specially, for constructing of and connecting them to
fresh water and waste water networks, in particular for increasing of life quality. Almost
20 million people have been connected to modern water supply systems, 23 million more
people have gotten waste water treatment — both important contributions to regions to
comply with EU environmental standards?.

3 EU Regional Policy — a Policy also for the Youth in Europe's Mountain Areas, Directorate
General "Regional Policy", European Commission, Brussels.
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In context of 2020 Strategy, the Member States will concentrate investments on
a small number of thematic objectives - 11 objectives. In advanced regions, 60 % of funds
will used for only two of these objectives (Objective 1. Competitiveness of SME, and
Objective 2. Research and innovation). About 20% of support will go to a third objective
(Objective 3. Sustainable energy). The all less developed regions will received about 50%
of Structural Funds.

The 2020 Strategy is considerate an important opportunity for mountain regions because
it offer an important potential for hydroelectric power production, for wind and solar energy
as well. Investments in sustainable development are economically strengthening
mountain regions as important sources of energy an economic growth. More, the
mountain regions represent an attractive base for tourism activities.

Regional Policy offers the big opportunities for mountain regions through Territorial
Cooperation Programme (funding projects jointly developed and submitted by several
regions together).

For 2014-2020 programming period, territorial cooperation programme for mountain
regions is organised thus:

a. "Cross border cooperation” Programme — 6.4 billion Euro (covers 38% of the total EU
population);

b. "Interregional cooperation” Programme;

c. "Transnational cooperation” Programme improving integration within a specific larger
space (13 transnational cooperation areas)

Mountain regions play many roles in reaching the overall objectives set out in 2020
Strategy.

e For smart growth: the mountain regions are characterized by a low ICT
system comparatively with the rest of European regions, so is the great need
to provide access to services, markets and economic opportunities in general,

e For innovation: in the mountain regions exist a great potential for innovation
in the green-economy and bio-technology, but is not well exploited because the
conditions are not properly;

o Efficient resource: the mountain regions represent an important source of
renewable energies (water, wind, sun, biomass etc.), for themselves and for
another regions. At the same time, communities have a lack access to clean
energy mix, while having important energy needs due to harsh climate and
remote location;

e Industrial investment: investment in mountain regions contributes to EU 2020
objectives due the support to entrepreneurship, SME and businesses field.
They also need a lot of support to improve competitiveness of supply chains
(especially for wood and food industry);

e Anagendafor new skills and jobs —human capital development is a strategic
issue for sustainable development, a pre-condition for mountains regions to
involve in green innovation and green growth.

e Regional cohesion — mountain regions represent a priority for investment
localization (Article 174 of the EU Treaty on Territorial Cohesion). In this area
live many rural poor people and marginalised communities especially in the
Eastern and Southern part of Europe), with improper access to vital services
(health, education etc.) and economic opportunities. In the same time,
mountain regions can help people to face crisis (returning from urban declined
areas or just looking for a better, healthy life).
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3. Example of good practices
The following measures are already implemented in mountain regions and deliver
example of good practices for other regions:
a. Good practices in local support diversification of SME activities:

First example of good practices is Ardelaine cooperative (« coopérative de territoire »)
in Ardéche, Massif Central, France. Traditional sector of wool processing was in decline,
but a group of workers reorganize the factory. In parallel, it decided to promote the
heritage value of the buildings with new techniques of product creation and selling. In
region was created three local museums ("Ardelaine”, in St Pierreville, "The Wind School",
in St Clément and - Renewable energies House, in Masméjan) and developed tourist
activities (Figure 2).

Figure 2: Ardéche, Massif Central, France
Source: http://www.ardelaine.fr/

b. Good practice in education

In Hedmark* (Norvegy) the initiative SANN (School, employment, local
environment, innovation) developed by the county and the Koppang High School,
focuses on giving students in the first year of high school the opportunity to reflect
and to create products in work related situation. Students can do short internships
with a specific innovation related objective. The programme is running since 2002
and has had a big success both in terms of involvement of young pupils (+200%
growth) and teachers, but also by increasing pupils’ self-confidence and capacities®
(Figure 3).

4 Hedmark (help-info) is a county in Norway, bordering Sgr-Trgndelag to the north, Oppland to
the west and Akershus to the south. The county administration is in Hamar.
5 http://www.padima.org/
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Figure 3: Hedmark
Source: www.hedmark.com

c. Good practice in environment

The project AlpFFIRS — “Alpine Forests Fire Warning System”, created a network aiming
at reducing the impacts caused by fires in the Alps. Another project is The Flood Early
Warning System for the Rhine (FEWS-Rhine) has been developed by a Swiss-Dutch-
German Consortium, enabling flood forecasts and warnings. Project Clim-ATIC project is
am warning system for extreme weather events (e.g., avalanches, floods), was developed
in Sogn og Fjordane, Norway, as part of the. The project CLIMAIpTOUR has an impact
on tourism in the Alpine Space (provides sound knowledge of the different aspects of the
climate change on alpine tourism).

4. Some characteristics of Carpathians Countries

Carpathians Mountains spread wider eight countries in Central and Eastern Europe
(Austria, Czech Republic, Slovakia, Poland, Hungary, Ukraine, Romania and Serbia) and
cover an area about 209.000 square kilometers.

Agricultural land proportions differ from 59% of land area in Hungary to only 21% in
Ukraine. The mean country value is almost 40%. A relatively high proportion of this land
is permanent grassland, mostly in the range 35-65% - up to 77% in Romania, and with
lower figures in the Czech Republic and Hungary.

The remaining area is arable, though in Czech Republic, Hungary and Republic of
Serbia orchards and vineyards form around 7%. Forests cover around 35-50% of the
region in most countries, but 66% in Ukraine and only 14% in Poland® (Figure 4).

5 Ruffini, F. V., C. Hoffmann, et al. (2008). SARD-M Report for the Carpathian Convention
Member States. Assessment of Policies, Institutions and Processes, Regional Synthesis for Czech
Republic, Hungary, Poland, Romania, Republic of Serbia, Slovak Republic and Ukraine,
European Academy of Bolzano/Bozen.
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Figure 4: Land cover in Carpathian regions in countries (%)
Source: author' compilation

Agricultural employment (% in total employment) varies widely: from 25% in Ukraine
and Romania 50%, whereas in the other countries it is always below about 5%. The total
number of employees in the Ukraine and Romanian Carpathians greatly exceeds the
combined total for the other countries, so total agricultural employment is also much
greater there.

European Union has developed in all Carpathian countries (except Ukraine) policies
and programmes for agriculture and environment.

Sustainable development in Carpathian is directly correlated with institutional and
legislative aspects, but and the coordination between them.

The main problem of implementation of this programme is lack of funds that result in a
failure to mountain areas supporting.

Romania is the only country with a specific legal instrument to promote the sustainable
development of mountain regions. Also, only Ukraine is following a different national policy
from European Union and Serbia is at an early stage of convergence with EU countries
and has not yet followed the EU model.

The main objectives of the EU regulation are to finance the investment in the agriculture
competitiveness, agri-environment, non-farm diversification, and community participation
(LEADER).

The rural development programmes (Policy for Common Agriculture — PAC) provide
great opportunities to support sustainable development in mountain regions. Another type
of policy is Forestry policies that exist in all the states. Also, in this case, there are very
limited resources.

Carpathian Convention protects the mountain regions and represents a new mode of
governance taking to account the next principles: participation, policy integration and
partnership (formal start of Convention was in Bucharest, Romania, April, 2001)7.
Romania signed the Convention in May, 2003, and March, 2007, entry to force.

7 http://www.efi.int/files/attachments/publications/efi tr 28 2009.pdf
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5. The main characteristics of mountain regions in Romania

In Romania, mountain regions® have around 71,340 km2, representing 29.93% out of
the total national surface and 20.14% from UAA (Utilised Agricultural Area) of total
national. The mountain territory has around 3.2 million Inhabitants (20% of the national
population).

Mountain Areas is overlapping almost 100% with the Carpathian Mountains. The
average elevation value of the Carpathian Mountains is 1,136 m, and the highest values
of altitude are over 2,500 meters®.

Agricultural area present in Mountain region is around 2,802,000 ha. Out of this area,
in 2007, only 1,290,000 ha (46%) was under commitment, but is estimated that in 2013
will be under commitment around 2,520,000 ha (90%) and this threshold is unlikely to be
higher because of eligibility criteria that are referring to plots and farm sizes.

Due to natural restrictive condition (slope and altitude), Carpathian Mountains
encounter obstacles in farming, with a negative consequence (a shorter period of
vegetation period and supplementary costs). Also, the mountain regions are characterized
by a low productivity and depopulation.

Mountain regions in Romania differ from other regions due to natural disadvantages
(i.e., elevation,
clime, slope, low soil fertility, reduced access to the communication routes and markets),
and structural disadvantages (i.e., ageing active population, migration trends, restricted
jobs, distances from decisional centers, and insufficiently developed infrastructure).

(& The quality and development of roads infrastructure are insufficient. The
mountain regions do not have direct road access and/or cannot utilize them
during the rainy seasons. This situation affects negatively the economic system
and exchanges of people and products.

(b)  Most households utilize well for water supplies, wood, oil, or coal stoves for
heating and have limited Internet access.

(c) Low quality of education due to the infrastructure and lack of qualified personnel.
This situation also affects the quality of the work force. Most young people from
these areas abandon education due to poverty, lack of transportation and poor
motivation originating from the income that education could bring.

(d)  Access to medical services represents a serious issue, with particular focus on
the ageing population, requiring special care.

Other economic and social issues of mountain areas in Romania are:

1. There are natural, economic and social disadvantages. Natural disadvantages
including altitude, sloping terrain, cold and moisture, and poor soils are behind low
agricultural yields and high costs of agricultural products. This puts mountain areas at a
disadvantage in agriculture. The economic and social disadvantages are historical.
Infrastructure is either underdeveloped or lacking altogether. As a result, mountain rural
areas are isolated and have to cope with a lack of communications, low access to
information, shortage of transportation of people and goods, all of which takes its toll on
economic and social development.

2. The economic crisis slashed jobs in the nonagricultural sector, which resulted in
growing unemployment, lower incomes, and the pauperization of the rural population.

3. Mountain agriculture is no substitute for the loss of nonagricultural income, which
explains the ever higher pace of out-migration under way; however, with urban jobs in

8 Regulation (EC) 1257/1999
° National Rural Development Programme 2007-2013, consolidated version, June 2010, Number
CClI: 2007RO06RP0O001
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short supply, migration may only lead to higher unemployment as mountain areas become
deserted.

4. Poverty increases aggression on natural resources, particularly forests and pastures
which are overused, as other resources (such as landscape) are underused, unused or
misused. With financial resources severely constrained, the scope of afforestation and
land improvement has also been curtailed to prevent and control damage by different
factors. Occasionally, farmers may heavily use pesticides and other chemicals, leading to
soil and water pollution.

Conclusions

In Europe, mountain regions are developing dynamically in some parte, while another
parts it remained partially developed.
There is a living space for millions of people, but it is an object of pressure result from
migration, fragmentation, exclusion, climate change impact, environmental degradation.
There is an important source of services and product for economic field: tourism,
recreation, agriculture.
European mountain area actions are needed to support by regional policy. Also, European
mountain policy must be much more than just a policy for subsidising agriculture.
One of the main conditions is increased regional implications of the stakeholders and
exchanges of European experiences (good practices). This can be realized by regional
agreements, arrangements and centers of excellence for sustainable mountain
development.
In context of 2020 Strategy, is expected a more integrated approach to territorial issues.
This new approach is translated in transversal regulations and a Common Strategic
Framework explaining how the five main territorial EU funds (ERDF, ESF, CF, EAFRD
and EMFF) should contribute to the Strategy. On this basis, Member States will elaborate
partnership agreements, indicating how territorial policies will be implemented on the
ground. Programme will be setup at national or regional level (depending on the country),
with the possibility to conceive them as multi-fund programmes and to integrate territorial
policy tools: multi-fund tools.
For mountain regions will be possible to set up thematic sub-programmes financed from
Structural Funds. Macro-regional strategies for specific territories such as mountain
ranges will play a greater role than ever have before.
For Romanian, the principal aims of regional policy in context of 2020 Strategy is to
develop territorial development projects that contribute to cohesion, increased
competitiveness, and the conservation of natural and cultural diversity. In order to
implement these objectives, specific instruments aim to sustainable development of
mountain regions based on in-depth knowledge of the ecosystems and environmental
carrying capacity and identify areas with a complex and high-valued natural potential.
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Abstract: While the importance of investments in economic assets for ensuring economic
and social progress was acknowledged for a long time, sustainable development draws
attention on the environmental and human dimension which constitute to equal extent
key-dimensions for ensuring economic growth and social development. Up to date, the
human capital part represented by women was under-used and their work less valorised,
their potential contribution to economic and social progress being practically marginalised.
Women'’s constraints in prioritising family life have influenced their career development
inducing a certain lack of professional mobility, the resort to “part-time” work and even
career disruptions. Career disruption limits access to on the job qualification and leads to
human capital depreciation generating precarious results in wage, and career-
advancement terms and in facilitating the return to job. Resorting to “part-time” work, in
general, plays a positive role in the life of individuals from the perspective of rendering
compatible professional commitments assumed with family life, the great shortcoming
being that such jobs providing also for a high standard are less frequent. As a
consequence, employees will suffer an adverse impact in terms of remuneration,
occupational segregation (due to the concentration of these jobs in certain fields of
employment such as services, trade, and office work), career advancement and even job
insecurity. This reality frequently fed the stereotypes regarding gender which generated
the “gender gap” currently existing between genders on the labour market with multiple
dimensions: differences between genders regarding quantitative employment and
unemployment indicators; occupational segregation with impact on the quality of
employment, and as cumulative dimension of the effects of several factors the “gender
pay gap” or the “‘wage differential’. All these have constituted a topic arising much interest
in the European area generating thus a statistical, analytical and policy approach. The
motivation of this approach is that failing in making full use of the women’s human
potential most countries fail in ensuring the required level of investment in the human
capital as driver of development sustainability.

Keywords: gender gap; employment/unemployment rate; occupational segregation; wage
differential.

JEL classification: J16; J24; J71.
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1. Introduction

The trend of promoting increasing integration of women into the labour force and of the
equality between genders was imposed at European level in the context of the same trend
promoted at world level under the aegis of the United Nations (UN) and with the
contribution of some important bodies and organisations such as the International Labour
Office (ILO) and of the Organisation of Economic Cooperation and Development (OECD).
The benefits generated at individual level, but also at social scale at the economic, social
and policy level by optimum valorisation of this important segment of the human capital
have imposed at European level a statistical, analytical and policy approach
circumscribed to this direction.

The European statistics reflects the following dimensions of the gender gap: differences
between genders regarding the quantitative indicators of employment and
unemployment; occupational segregation with impact on the quality of employment, and
as cumulative dimension of the effects of several factors the gender pay gap or wage
differential.

The analytical approach at EU level focuses predominantly on the following dimensions
of the gender gap or prerequisites of combating the aforementioned: women’s
occupational segregation, gender pay gap and the need of reconsidering the work-life
balance.

Aiming in the same direction of promoting the equality between men and women on
labour market and in all spheres of social life are several Communications of the
European Commission, Directives of the European Council and Resolutions of the
European Parliament which together represent an actual and decisive policy approach
with this focus.

2. Realities of the Social Life in the European Area and the Objectives of the
European Policy Imposing the Reconsidering of the Life-Work Balance

The complexity of the woman'’s status within the contemporary society and on the labour
market resulting from the multiple responsibilities pertaining to her by virtue of her
particular parental status, but also due to the recent trend of increasing integration into
the labour force have led to imposing within the society of a true “culture of the woman’s
time”.

In the past, the prevalent trend was the one of a less demanding professional employment
of the women, by virtue of assuming some increased family responsibilities, but also due
to the lower skills’ level acquired.

The future desirable trends result from the realities of the social life within the European
area and from some major objectives of the European policy directly related to the
women’s status on the labour market.

A first such objective, of major importance is the one substantiated within the European
employment policy of increasing the employment rate up to the level of 75% for the age
segment 20-65 years to which must contribute both the extension of active life, but also
the increased integration of women within the labour force.

The second objective is the priority objective of “demographic renewal” as result of the
existence of some low fertility models in all EU Member-States.

Next to these two major policy objectives, the realities of the social life within the European
area with incidence on the occupational status of women are: the changes in the size and
structure of family, mainly the shift from the extended family to the core family (which
separates the generations that traditionally provided for mutual support); the
individualisation of life styles (several mono-parental families, singles, and divorced
individuals), in parallel with demographic ageing, which by the dynamics of the “fourth
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age” triggers an important challenge for fulfilling the function of assistance within the
family.

These incontestable social realities have imposed as concept, implementation, and
monitoring issue the reconsidering of the work-life balance so that the two above-
mentioned policy objectives do not remain only in the sphere of intention.

The evidence of active concern of promoting this balance is the organisation of a
European Forum in Dublin already in 2004 having this purpose as focus. The main
conclusions of the debates on the occasion of this event make reference both to benefits,
but also to the challenges triggered in the social life by the increased integration of women
into the labour force.

On one hand, the benefits at individual level consist in ensuring the economic
independence of women and the transition from the “male breadwinner model” to the “dual
earner model”. On the other hand, the challenges cannot be underestimated: a lower
predisposition of women regarding the birth phenomenon and about fulfilling the
assistance function within the family motivated, both, by the “time poverty” issue. These
indisputable challenges induce major requirements in the field of employment and in the
social one as well.

In the field of employment, the imperative is the one of rendering flexibility to the labour
market and of imposing some flexible employment alternatives, such as: parental leave
of absence, and paternal leave of absence, flexible working time, access to the “part-time”
programme, etc. Within the social sphere, the necessity of ensuring a family-friendly social
environment imposes itself: a corresponding number of créches and kindergartens with
extended programme, an after-school programme and a support policy for the costs of
child nurturing (with focus on the children of poor families).

3. Main Dimensions of Gender Gap on the Labour Market in the EU

The roles traditionally held by partners in the family life and in the EU area have marked
the career evolution of women by a certain lack of professional mobility, the resort to part-
time work, even disruptions of the career which all fed the stereotypes about gender,
inducing a certain view of the employers against this segment of the human capital and
thus generating the gender gap on the labour market. The main dimensions of the latter
are reflected also in the European statistics and these are presently approached: the
differences between the employment and unemployment rates, the occupational
segregation of women and the gender pay gap.

3.1. Employment/unemployment rate and gap

Employment/unemployment rate and gap were analysed for the time-interval 2002-2007,
before the outbreak of the economic crisis and subsequently up to the year 2012,
respectively under the impact of the crisis. In the pre-crisis interval, the evolution of the
employment rates was marked rather by significant increases in the case of women, while
in the case of men the increases have been, in general, more modest with some
exceptions (Table no.1). The values of the employment gap in 2007 can be characterised
as follows: EU-27 had a value of 14.3 percentage points and a slightly inferior level to it
in Romania; four extreme values in Malta, Greece, Italy and Spain and rather many inferior
values to the inferior values.

108



Under the influence of the economic crisis in the interval 2007-2013 women’s
employment diminished (but not significantly) in a rather high number of countries, and
unemployment rates not affected by undergoing the crisis period were recorded only in
Germany, Austria, Luxemburg and Poland.

Men’s employment rates were to a large extent influenced by the crisis with the reduction
of the indicator rates in Spain, Ireland and Greece.

The resulting unemployment gap in 2012 can be characterised as follows: extreme
values, but on decrease for Malta, Italy and Greece, and a erosion to less than half from
the value recorded in 2007 in Spain. The general rule was of the gap erosion in all
Member-States, save for Romania and Poland.

Table 1: Employment rates on genders for persons aged 15-64 years of age (%)

2002 2007 2012
Men Women Men Women Men Women

EU-28 70,3 54,4 72,4 58,1 69,6 58,5
Euro Area (17 71,6 53,0 73,3 57,7 69,5 58,2
countries)

Belgium 68,1 51,1 68,7 55,3 66,9 56,8
Bulgaria 54,1 48,2 66,0 57,6 61,3 56,3
Czech Republic 73,9 57,1 74,8 57,3 74,6 58,2
Denmark 80,2 72,6 80,8 73,2 75,2 70,0
Germany 71,8 58,8 74,7 63,2 77,6 68,0
Estonia 66,2 57,6 73,2 65,9 69,7 64,7
Ireland 75,0 55,2 77,5 60,6 62,7 55,1
Greece 72,5 43,1 74,9 47,9 60,6 41,9
Spain 72,7 44,3 76,2 54,7 60,2 50,6
France 69,6 56,4 69,1 59,6 68,0 60,0
Croatia 60,2 46,0 64,4 50,0 55,1 46,2
Italy 68,9 41,9 70,7 46,6 66,5 47,1
Cyprus 78,8 59,0 80,0 62,4 70,4 59,4
Latvia 63,6 57,6 72,5 64,4 64,4 61,7
Lithuania 64,3 57,2 67,9 62,2 62,2 61,8
Luxemburg 75,5 51,5 72,3 56,1 72,5 59,0
Hungary 62,9 49,8 64,0 50,9 62,5 52,1
Malta 75,6 34,3 72,9 35,7 73,3 44,2
The Netherlands 82,9 65,9 82,2 69,6 79,7 70,4
Austria 75,3 61,0 78,4 64,4 77,8 67,3
Poland 57,0 46,7 63,6 50,6 66,3 53,1
Portugal 76,8 61,7 73,8 61,9 64,9 58,7
Romania 64,5(b) | 52,8(b) 64,8 52,8 66,5 52,6
Slovenia 68,7 59,8 72,7 62,6 67,4 60,5
Slovakia 61,9 51,2 68,4 53,0 66,7 52,7
Finland 70,9 67,3 72,1 68,5 70,5 68,2
Sweden 75,5 72,5 76,5 71,8 75,6 71,8
United Kingdom 77,3 65,2 77,5 65,5 75,2 65,1

Source: Eurostat Code: [Ifsa_urgan] Update: 30-10-2013
The development of the analysed employment rates for the same period of time,

respectively 2002-2012 highlight the impact of the economic cycles on the values of the
indicator.
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In the pre-crisis interval, the trend which imposed itself was of decreasing the
unemployment rates registered for both men and women. In the case of both genders, an
exception to this trend was registered in the following countries: Portugal, Luxemburg,
Hungary, Cyprus, Sweden, the Netherlands, Belgium and Ireland. In the case of women,
an additional deviation from the evolution trend of the indicator’s value was found in
Germany and Austria.

Table 2: Unemployment rates on genders for persons aged 15-64 years of age (%)

2002 2007 2012
Men Women Men Women Men Women

EU-28 8,4 10,0 6,7 8,0 10,6 10,6
Euro Area a7 7,5 10,1 6,7 8,6 11,3 11,6
countries)

Belgium 6,3 7,8 6,7 8,5 7,7 7,4
Bulgaria 19,0 17,5 6,6 7,3 13,7 10,9
Czech Republic 5,8 8,6 4,3 6,8 6,1 8,3
Denmark 4,3 4.4 3,5 4,2 7,7 7,7
Germany 8,8 8,3 8,7 8,9 5,8 5,3
Estonia 10,4 8,9 5,5 4,0 11,2 9,5
Ireland 4,7 3,8 5,0 4,2 18,1 11,1
Greece 6,6 15,4 5,3 12,9 21,6 28,3
Spain 7,9 16,4 6,4 10,9 24,9 25,5
France 7,8 9,8 7,5 8,6 9,8 10,1
Croatia 13,5 17,8 8,5 11,4 16,5 16,0
Italy 7,1 12,7 5,0 7,9 10,0 12,0
Cyprus 2,7 4,2 3,5 4,6 12,8 11,2
Latvia 15,1 11,7 6,6 5,7 16,5 14,2
Lithuania 13,4 13,0 4.4 4.4 15,5 11,8
Luxemburg 1,9 3,6 3,6 4.7 4,6 5,9
Hungary 6,1 51 7,2 7,7 11,3 10,7
Malta 6,3 8,3 6,0 7,6 5,9 7,4
The Netherlands 2,3 2,9 2,8 3,7 5,3 5,2
Austria 5,2 4.6 4,0 51 4.4 4.4
Poland 19,6 21,0 9,1 10,4 9,5 11,0
Portugal 4,1 5,6 7,0 10,1 16,6 16,2
Romania 9,1(b) 8,3(b) 7,6 5,7 7,8 6,7
Slovenia 5,7 6,4 4,1 6,0 8,5 9,5
Slovakia 18,7 18,8 9,9 12,7 13,6 14,6
Finland 10,7 10,2 6,6 7,3 8,5 7,1
Sweden 5,4 4,7 6,0 6,5 8,5 7,8
United Kingdom 5,7 4.4 5,7 5,0 8,5 7,5
Norway 4,0 4,2 2,6 2,5 3,7 2,7
Switzerland 2,9 3,2 3,0 4,6 4,1 4,6

Source: Eurostat Code: [Ifsa_ergan] Update: 30-10-2013

In the time interval 2007-2012, under the impact of the economic crisis, the obvious trend
was of increasing unemployment rates registered for both men and women.

An exception was noted only in the following countries: in particular Germany, with only
marginal variations, Malta, and less significant diminishments of the indicator’s values
only for women was registered in Belgium, Austria and Finland.
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For the majority of cases, increases of the unemployment rates were higher among men.
As result of these evolutions, the gap between the unemployment rates recorded on
genders has differing characteristics in the period foregoing the crisis and after
undergoing it.

In the year 2007, the unemployment gap registered in general positive values, which
signify higher values of the indicator among women, and standing out by the level of this
dimension was the gap in Greece (+7.6 percentage points), Spain (+4.5 pp) and Portugal
(+3.1 pp). However, some countries — Romania, Estonia, Latvia, Ireland and the United
Kingdom — have still registered a negative unemployment gap, which signifies higher rates
of unemployment among men.

The subsequent developments of the unemployment gap, in the time interval 2007-2012
were the following: the positive gap registered in 2007 either diminishes, or is cancelled
under the form of some unemployment rates equal between genders (Austria, Denmark),
or converts to a negative one; the negative gap previously registered deepens, with an
extreme value in Ireland (-7.0 pp), save for Romania where it attenuates; a significant
positive gap (+6.7 pp) is maintained only in Greece.

3.2. Occupational (Horizontal) Segregation of Women on the Labour Market

The negative fingerprint of women’s employment interpreted from the viewpoint of
average EU-28 shares, associated with the distribution on occupations of employed
working-age women (15 to 64 years of age) consists in the following: a diminished share
of women managers (4.3% for women against 7.2% for men); an excessive concentration
in certain occupations that have turned typically feminine (about one quarter are workers
in services and trade, and in a share of 14.7% office workers); a sensibly higher share
than men are unskilled workers (Figure 1).

We consider that it is necessary to underpin some positive valences of women’s
employment: to a share of one fifth they are experts in various fields and to a share of
17% they are technicians and experts in the technical field, that is superior shares than
the corresponding ones for men.

The distribution of employed women, on categories of occupations in Romania indicate
the following distinctive features against the European average shares: women are no
longer excessively concentrated in the category of office clerks (a share of only 6.4%
against the European average of 14.7%); the category of workers in services and trade
they don’t hold the highest shares being only second as size (19.1%), after the category
of skilled workers in agriculture (22.3%); the share of expert women (18.3%) is close to
the European average.

With respect to men, the average EU-28 shares indicate a more uniform distribution, these
being balanced for the following occupations: experts, technicians, industrial operative
workers, and workers in services, and trade.

The excessive concentration of women in certain occupations brings to attention the issue
of “self-selection”. This presupposes that at the time when women opt for a certain
occupation and economic sector, as consequence, they opt also for a certain wage
statistic, which constitutes a linking bridge between occupational segregation and gender
pay gap or wage differential.
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Employed population (15-64 years of age) on genders and
occupations,in the year 2012, average shares EU-28
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Figure 1

Source: Eurostat Code: [Ifsa_egais] Update: 15.11.2013

3.3. Gender Pay Gap (Wage Differential)

The gender pay gap or wage differential between men and women in Europe is one of the
major concerns of the European Commission and one of the structural indicators used to
monitor the European Strategy for Growth and Jobs, under the heading of ,employment”.
The gender pay gap represents perhaps the most important dimension of the gender gap

induced by a multitude of factors.

Table 3: Gender pay gap in unadjusted form (%) (CAEN Rev. 2)

Country 2007 2008 2009 2010 2011
EU-27 : 17,3 17,2 16,2 16,2
Belgium 10,1 10,2 10,1 10,2 10,2
Bulgaria 12,1 12,3 13,3 13,0 13,0
Czech Republic 23,6 26,2 25,9 21,6 21,0
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Denmark 17,7 17,1 16,8 16,0 16,4
Germany 22,8 22,8 22,6 22,3 22,2
Estonia 30,9 27,6 26,6 27,7 27,3
Ireland 17,3 12,6 12,6 13,9 :

Greece : 22,0 : : :

Spain 18,1 16,1 16,7 16,2 16,2
France 17,3 16,9 15,2 15,6 14,8
Croatia : : : 15,5 17,6
Italy 51 4,9 5,5 5,3 5,8
Cyprus 22,0 19,5 17,8 16,8 16,4
Latvia 13,6 11,8 13,1 15,5 13,6
Lithuania 22,6 21,6 15,3 14,6 11,9
Luxemburg 10,2 9,7 9,2 8,7 8,7
Hungary 16,3 17,5 17,1 17,6 18,0
Malta 7,8 9,2 13,8 13,4 12,9
The Netherlands 19,3 18,9 18,5 17,8 17,9
Austria 25,5 25,1 24,3 24,0 23,7
Poland 14,9 11,4 8,0 45 45
Portugal 8,5 9,2 10,0 12,8 12,5
Romania 12,5 8,5 7,4 8,8 12,1
Slovenia 5,0 4,1 -0,9 0,9 2,3
Slovakia 23,6 20,9 21,9 19,6 20,5
Finland 20,2 20,5 20,8 20,3 18,2
Sweden 17,8 16,9 15,7 15,4 15,8
United Kingdom 20,8 21,4 20,6 19,5 20,1

Note: : = unavailable data
Source: Eurostat Code: [earn_gr_gpgr2] Update:26-08-2013

Occupational and sectoral (horizontal) segregation of women — both within the labour
market and within the company is regarded as a main factor affecting the difference in
wages.

To an equal extent, vertical segregation (differences regarding promotion and career
dynamics) and stereotypes, fed by the burden of family responsibilities pertaining to
women constitute an essential factor of the gender pay gap. There are situations (for
instance Malta) when the stereotypes are very strong: in this country according to a
widespread assumption women are not “breadwinners” and should not earn as much as
men, and placing them on equal footing could be a threat to the traditional roles held within
the family life.

Incontestable is also the influence exerted by some objective factors, such as: education
and skills, work experience and length of service, contractual characteristics, their
preponderance varying on countries.

The statistical data reflect the existence of a substantial gender pay gap within the EU
Member-States, save for Slovenia, Italy and Luxemburg.

In the time interval 2008-2011, the diminishment of the indicator’s level from the viewpoint
of the European average was insignificant, of only one percentage point.

The same trend was registered in most Member States, or an insignificant diminishment
(Denmark, France, Luxemburg, the Netherlands, Austria, Slovenia, Finland, Sweden, and
the United Kingdom), or even a stabilisation of the indicator’s level (Belgium, Germany,
Estonia, Spain, Italy and Slovakia).
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Significant variations of the gender pay gap occurred in a very small number of countries:
a considerable diminishment in Lithuania, Poland, the Czech Republic and a significant
increase in Romania, Malta and Portugal.

4. Conclusions

The optimum value of this segment of the human capital which is represented by women
and whose contribution to the economic and social progress was up to now marginalised
is acknowledged in the specialised literature and at the level of the political decision as
an important factor of increasing the potentiality of economic growth and of generating
some strong economies, of a better financing of the social security systems and thus of
supporting development sustainability.

The constraints of women in prioritising the family life have fed the stereotypes regarding
gender and have induced a certain view of the employers that left its fingerprint on the
career promotion and dynamics of women.

Some European policy objectives, such as the ambitious employment target (75% for the
age segment 20 to 65 years of age), and the objective of demographic renewal, but also
the realities of social life (changes in the dimension and structure of the family,
individualisation of lifestyles, in parallel with demographic ageing) continue to induce
particular demands for women both in family life, but also on the labour market.
Acknowledging this state of affairs led to the initiative of reconsidering the life-work
balance at European level as a determining prerequisite of combating the gender gap on
the labour market.

The main dimensions of the existing gender gap on labour market within the EU,
respectively the employment/unemployment gap, women’s occupational segregation and
the gender pay gap made the object of a statistical, analytical and policy approach at
European level, and also the object of the present discussion.

The analysis of the employment and unemployment rates highlight the impact of the
economic cycles in the case of both genders, but the values of both indicators were to a
larger extent affected by the crisis in the case of men.

With respect to occupational segregation, the negative fingerprint of women’s
employment consists in: their concentration in certain occupations that turned typically
feminine (services and trade, office clerk activities); registering a lower share for the
category “managers” and of a sensibly higher share for the category “unskilled workers”
than the corresponding share registered among men.

Gender pay gap registers within the EU area a substantial level in the majority of countries
and the trend was not of significant diminishment but for a very restricted number of the
countries.
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Abstract: Even if sustainable development is a concept that gained quite recently its
scientific prestige, through contribution of researchers its content has upgraded to a high
degree of conceptual luggage and, through contribution from governance
representatives, has gained an impressive good-practice background. Allowing the use
of different methodological premises and conceptual tools, sustainable development
paradigm is equipped with all the elements that would allow the opening of new horizons
of knowledge. Based on the facility which can operate the concept of sustainable
development, the European Union aims to develop both a more competitive economy
based on environmental protection as well as a new governance of economic policy. This
on one hand demonstrates the sustainable development ability to irradiate creativity
towards the establishment of interdisciplinary bridges and on the other hand explains the
growing interest of researchers interested in the problem of analyzing in detail this fruitful
concept. Launched first as a theoretical framework to serve justify actions responsible for
weighting economic growth, the concept of Sustainable Development has quickly
become a topic of ethical debate circumscribed to the area of perfectibility of human
nature to the necessity registry. In this regard, the philosophical content of this paradigm
could not remain outside researchers concerns, who want to provide both policy makers
and the general public a wide range of evidence to demonstrate the viability of this
paradigm. Academia waits until maximization of the contribution of governance to
achieve sustainable economic development, which consists in conjunction of this upward
path with the momentum given by public policy sync, perfectly adapted for globalization
era and all crises to come. However, because this concept based its structure and
composition on three pillars, equally important — economy, society and environment —
any attempt to strengthen and expand its epistemological foundation by highlighting not
only its practical value but also the conceptual view, it is not strictly philosophy but rather
an interdisciplinary vision, called to best respond to challenges of current issues. From
this perspective, we argue here that assuming sustainable development principles in
society leads to establishment of a comprehensive global peace regarding planet's
resources. Therefore, in this paper we addressed both conceptual path of development
and theoretical and practical implications of the paradigm of sustainable development
and its implications for the controversy created around areas of application and that of
actual interference with other key concepts involved in the study of development and
competitiveness.

Keywords: economy, education, management and sustainable development_philosophy
JEL Classification: Q01, Q56

Introduction

In an emblematic style, the European diverse continent is promoter of unitary sustainable
development, in belief that precisely diversity can guarantee preservation of its priceless
potential. Transferring to the concept of Sustainable Development heritage values of
humanity, European Union takes further the example of great nations regarding historical
reconciliation upon resources and transformation of its regions into vectors of solidarity
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and international cooperation. Therefore, we intend here to bring arguments to support
the idea that, far from being a sentence of stagnation rendered against those who take
entrepreneurial advantage from progress, essentially, sustainable development is a
humanist plea against states battle for the planet's resources and for the establishment of
a global peace.

Reviewing the issue of sustainable development paradigm, we argue the premise stated
using both historical-critical method of analysis as well as that of synthesis of valued
content, operating an original selection of research corpus dedicated to multifaceted
nature of the topic. By combining these methods we hope, on one hand, to reduce to
common ground issues involved in sustainable development and, on the other hand, to
highlight the major impact of an emerging field from multidisciplinary approach.

Based on contextualization of mutations occurred in the Sustainable Development
definition, we analyze the main aspects of its philosophical content from the perspective
of relevant responses. Also due to strong interest in Sustainable Development
operationalization, we analyze its principles under pressure of alarming scenarios. We
believe that the premise on which we started is supported by the fact that currently, based
on Sustainable Development paradigm, new answers are being looked for, to the crisis of
resources, as well as operating and consumption of resources. It is a signal that the
conceptual building of Sustainable Development has done its full duty to scientific
community, still being far to have consumed its relevance, both on instrumental and
axiological level.

Without questioning the fact that the central element of Sustainable Development concept
is interaction between demographic landmark, economic progress and reporting to natural
resources and to the need for optimization of relationship between needs and aspirations,
also we emphasize its cultural and educational dimension. Also, the trend towards
sustainability of socio-economic development process compels researchers to
periodically review the limits and opportunities of Sustainable Development globalization
and the politicians to develop new programming documents to be endorsed by major
European and international actors engaged in specific actions.

1. Operational definition of Sustainable Development concept

The origins of Sustainable Development concept should be looked in the occurrence of
humanity awareness on the need to preserve the environment, transposed into
environmental laws. Even though they are relatively new and were usually reserved for
the protection of species of plants and animals, as early as 1930-1940, the international
community has begun to recognize the need for cooperation of nations to preserve
resources across borders (Djoghlaf, 2006). Although first report of the Club of Rome, of
1972 was giving Sustainable Development power to stop abuses against the environment
(Meadows et al., 2004), this raises a number of issues that initially could not be taken into
account, such as those related to vulnerability, poverty, threats of climate change, etc.
Therefore, researchers include today in this concept a plurality of elements that offers
Sustainable Development paradigm a greater operational capacity (Turner, 2008). In The
plundering of the planet continues - final report of the Club of Rome from 2013, it is
highlighted that we are at the limits of economic growth based on extraction of minerals,
including metals and fossil fuels (Bardi, 2013).

However, the iconic definition of Sustainable Development is due to the commission led
by Gro Harlem Brundtland from Norwegia, because of inclusion in the UN World
Commission on Environment and Development Report, - Our Common Future from 1987,
of two key concepts related to the capacity of the environment to meet the needs of
present and future "needs" (in particular, those essential of poor countries) and "limitation"
(imposed on states that have advanced technology and social organization). On the other
hand, concerns of the sustainability report entitled Is it possible? (Worldwach, 2013) fall
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in an attempt to restore the meaning of Sustainable Development at the expense of its
use as a marketing tool, investigating the ways in which we can prepare for drastic
changes of environment and resource depletion, seen as outbreaks of migration and
conflict.

Growth Standard of living Growth Standard of living

Resource
Consumplion

Wasle
Resource
Consumption

Wasle

$ Time Time

Tradiienal Industrial development Sustainable Industrial Development

Figure 1: Traditional development models and Sustainable Development models
Source: Soaita, 2010.

In Figure 1 is shown comparatively the Sustainable Development model under
Johannesburg Declaration, adopted at the Rio +20 Conference, suggesting courses of
action on the possibility of increasing production and consumption without creating a
negative impact on the environment. This issue of breaking the direct relationship
between economic growth and environmental impact as a result of consumption, resource
use and waste generation arises for all countries but, unlike traditional patterns of
economic and industrial development, which consumes increasingly more natural
resources generating pollution, only the implementation of the sustainable production and
consumption patterns favors optimal use of resources (Soaita, 2010)

Whether for the Brundtland Commission, which had in mind that the environment does
not have unlimited resources and it cannot absorb the amount of waste we produce and
the pollutants we issue, Sustainable Development should aim combining optimization
measures, transparent evaluation processes and long-term measures, for the Rio de
Janeiro Conference, in 1992, called the Earth Summit, these things were included in a
concrete action plan (Agenda 21) imposed by the need to tackle climate change,
conservation biodiversity and stop deforestation heavy (Deslandes, 2011).

The fact that Sustainable Development takes into account human resource development,
could lead to termination of disagreements on planet's resources, thus, bringing this
theory down from utopias among unitary approach of present threats (Bonciu, 2013). So,
epistemological evidence brought to its support, can provide a natural transition of
communities to sustainability (Ciumasu, Stephen, 2008).

2. Sustainable Development Concept Coordinates

Roots of Sustainable Development theory are in welfare economics and the social market
economy, the concept being mostly a product of experience of early environmental action
programs (Bourdages, 1997). Although generous and floor covering through topics and
problematic, theory of Sustainable Development has forged early on a self
epistemological base and a notional and categories system that is used whenever desired
an exposure or analysis of its conceptual content (Pohoata, 2006). Currently, it is
considered that introducing the term Sustainable Development in the usual vocabulary of
economics was an objective necessity, and surveys show that people perceive strong
moral weight of that concept (Cajes, 2011).

The humanists’ desiderata contained in sustainable development paradigm supports the
idea that it was built to bring humanity a comprehensive peace on global resources. In
order to steer the economic thinking towards a new approach, a new paradigm in which
respect for the environment become constitutive element, it must be highlighted Nicolas
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Georgescu-Roegen Bioeconomics contribution (Constantin, 2005), leading to creation of
a timeless perspective on consumption and preserving natural capital intact.

Among the authors warning on imbalances caused by current civilization development
due to growing pressure on base resources, is Lester R. Brown, which suggests, as
solutions to save civilization, building an energy efficient global economy, harnessing
renewable energy, restoration of natural systems, poverty eradication, rescuing "failing
states" and, finally, providing food for eight billion people (Brown, 2006). However, these
practical solutions arising from understanding Sustainable Development paradigm in the
sense of an argument for world peace on planet's resources represent a new way to turn
Sustainable Development into a policy objective, suitable to respond to the great problems
of mankind (Nordhaus, 1998).

Economy
Create wealth and

Meet the needs of health,

:&?ﬂ;‘;’;’n {I’OUSII'IQ, improve the material

prevent exclusion conditions of life

inhe!'-generationai DURABLE
2quity AVORAB
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Environment

Maintain species diversity,
natural resources and energy

Figure 2: Confluence of main sustainable development fields
Source: Petrisor, 2006.

In Figure 2 is established that convergence of the three major spheres ensures elements
of Sustainable Development tracing in all policies mixes - environment, economy and
society. First, it establishes that any environment development should be analyzed
guantitatively, at least in theory, by magnifying the likely impact on preserving the ability
of future generations to meet their own needs. Secondly, the company receives a fair
perspective on the economy that can rebuild intra-generational solidarity and, thirdly, the
economy get rid of considering economic growth as an imperative of development itself,
thus meeting through environmental responsibility, conditions consistent with
environmental sustainability (UN, 2012).

3. Verifying the sustainable development paradigm through holistic theories

As the sustainable development paradigm becomes accessible to the general public and
common sense, there is a tendency of abandoning the usual scientific slang. However,
according to the falsification theory developed by Karl Popper, no scientific system can
claim to be complete and valid for all times. Probabilities must be formulated, waiting for
invalidation, since a theory which is not invalidated by any possible scientific event, is not
scientific (Popper, 1981). This view of scientific progress in stages consisting of
guantitative accumulation followed by revolutions in which paradigm of science is
changing fundamentally, was made by Thomas Khun in his theory under which scientific
revolution means replacing a paradigm by another (Khun, 1999). Together with this, the
ideas of Ludwig von Mises of human reporting to his condition in a general human action,
called praxiology, according to which man constantly makes choices at every step finding
options and solutions (Mises, 1998), close the scientific verification of Sustainable
Development paradigm consistency. Successfully overcoming the three types of checks
above, it can be considered that Sustainable Development can become a scientific field
by itself and not just a chapter in the theory of economic development (Pohoata, 2006).
An important direction explaining adherence of Sustainable Development paradigm to the
scientific community is the fact that it has become a strategic goal of humanity due to the
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supreme threat posed by ecosystems disappearance (Nicholas et al., 2005). Considering
that, ultimately, Sustainable Development is development of people for people, attempts
are made to replace the concept of sustainable economic growth with sustainable human
development, given that the first concept focuses exclusively on obtaining income, while
the second one requires consolidation of all opportunities, economic, social, cultural and
political (Soaita, 2010).

On the other hand, using the valences of unsustainable concept in shaping human
development possible scenarios to verify the conditions of Sustainable Development
falsifiability theory, we are reducing the risk induced by a series of crises at the level of
our entire socio-economic and environmental system (Anand, Sen, 1994). Appealing to
the full range of global issues and taking into account that they are interlinked, the concept
of sustainability is also a challenge for organizations, individuals and governments, from
which is required integration in new frames of thinking and acting. In this regard, the
concept of integrated Sustainable Development appeared which is intended to be a
response to all scattered calls initiated by researchers, to put an end to fragmentation in
this area (Brown, 2006). Passing the test of holistic theories, an attempt to unify the area
of Sustainable Development and of frameworks and methodologies for its implementation,
corresponds to termination of disputes on resources.

4. Milestones of sustainable development paradigm

A first axiomatic component of definitions for Sustainable Development is the attempt to
integrate ethical judgments in economics, bringing closer the sustainable development
paradigm to the cultural level. Corresponding to the moral progress desideratum, ethics
that lies at the core of sustainable development issue requires fair sharing of resources
within population of a state, between states and between generations (Cajes, 2011).
Therefore, the concept of sustainable development is today not only a solution to combat
global warming, but also the engine of socio-political development. Directions of action of
policies for sustainability means achieving cooperation based on the principles that give
consistency to Sustainable Development paradigm (UN, 2012). Its general principles
requires five basic conditions that must be met in order to achieve the transformation of
the current development into Sustainable Development: integrating environment and
economy, preservation of biological diversity and natural resource conservation, care,
prevention and assessment of environmental measures and long-term focus partnership
and participation in the transformation of Sustainable Development into joined
responsibility through actions at all levels of activity (Bourdages, 1997). It can be said that
sustainable development is the supreme political problem of the XXI century.

In Figure 3 we have a representation of the main spheres of influence of Sustainable
Development paradigm corresponding both to its dedicated definitions as well as its
current application trends. Unquestionably appreciated as a dynamic process of change
in the institutional and human level, Sustainable Development enables people to achieve
their potential in terms of protecting the environment and thereby aspire to a sustainable
future economic prosperity and social justice for a time frame as large as possible (Ghica,
Bulearca, 2009).
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Figure 3: Main influence areas of sustainable development paradigm
Source: Ghica, Bulearca, 2009.

Some research activities use sustainability areas to argue that the environment is a
combination of nature and culture left at the disposal of the political factor. Therefore
researchers try expanding multidisciplinary capabilities of Sustainable Development
paradigm by including some human development strategies (Comsa, Bogdan, 2011).
Furthermore, while trying to prove that Sustainable Development should not jeopardize
maximization of economic welfare, economic sustainability recognizes the subjectivity of
the concept of welfare and economic incentives need in order to adjust market
imperfections in optimal environmental management (Beckerman, 1994). Aiming to
become a science not only of measurable quantities but also of human quality, it is
believed that economy will need to rely on contemporary research of organizations
behavior (Dinga, lonescu, 2010). Thus, economic sustainability concept is based on
scientific fact that all life and human activity takes place within the planet limits and,
consequently, the economy - as basic function of society - has the role of promoting
sustainability principles (Alvila-Pires et al., 2000).

5. Support instruments and concepts for sustainability paradigm

An important role in achieving Sustainable Development objectives is given to institutions,
organizations and business, called to reorient strategies and technologies towards clean
technologies and low material and energy consumption (Rusu, 2008).

A concept adapted to Sustainable Development paradigm is the Corporate Social
Responsibility which facilitates operationality of Sustainable Development notion, CSR
enabling enterprises to achieve economic ambitions reconciliation with social and
environmental requirements (Kemp et al., 2005).

Given that the current development path chosen by humanity is not sustainable, it is clear
that Sustainable Development makes more sense regarding peace over global resources
of the planet. In this respect, the outcome document of Rio +20 Conference in 2012,
entitled "The future we desire" didn't met the expectations, because it does not pay
enough attention to the urgency of the crisis affecting us. Thus, through the expected
launch in 2015 of Sustainable Development objectives, decided in Rio +20, it is expected
to be set much stronger targets for environmental protection (Moldovan, 2011).

As both instruments and beneficiaries but also victims of all development activities, people
are those who will decide the success of Sustainable Development, depending on the
degree of involvement in its implementation and monitoring (Pragati, Prerna, 2013). In the
better scenario case, the effect of economic and social development will put less pressure
on the environment and natural resources (measured by the ecological footprint).
Ecological footprint of a country, region, city or village includes the area of cropland,
pasture, forest and fishery necessary for production, but also necessary to neutralize
generated waste (Harris, 2003). While the Ecological Footprint meet sustainability criteria
applied to human activities, The Ecological Footprint Biocapacity Index correspond better
to the need to preserve natural capital. From its measurement follows the ecological
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deficit, namely the extent to which a country, a region or a city exceeds through its
ecological footprint the local ecological capacity of the territory considered, for example,
urban areas, or the ecological surplus, which is the difference between a country, region
or city ecological deficit, against available ecological capacity.

Because the tools and concepts dedicated to Sustainable Development continuously
expanded its thematic area, the globalization trend of sustainability concept has become
obvious. Those who were taken somehow by surprise by the end of the Cold War, now
believe that the problem of Sustainable Development globalization is rather one related
to consciousness than to globalized market economy system (Pisano, 2012). Reality
shows that, while the global consumption will grow at the current rate, not far from now,
in 2030, humanity may need not one, but two planets (Worldwach, 2013).

6. New conceptual horizons of sustainable development

Sustainable Development requires a set of quantitative, structural and qualitative
transformations, both in economy and in scientific research, production technologies,
operational mechanisms and organizational components of the economy, thinking and
behavior of people and social relations (Nordhaus 1998). Also, Sustainable Development
aims to integrate social and environmental concerns into economic decisions, which is
why operating with the paradigm of Sustainable Development requires international
cooperation and technology transfer based on participation and responsibility (Bourdages,
1997).

Unfortunately, Sustainable Development is at the intersection of functional blockages
identified, particularly, in the implementation of environmental policies. Figure 4 offers a
summary of the main concerns arising from the beginning of research on Sustainable
Development, which allowed the opening of this paradigm to the current horizon analysis
resuming from an interdisciplinary perspective, old themes that receive clarifications and
additions as much as solid justification, both easy to use in order to justify action.

. Human .| Economlc .| Equity between N
*|  Resources Growth | generations N
Sustainable
Davalopment

™

Became an infernational strategic
objective adapted fo the specific of
each counfry

It is an evolution of seciefy concept that allows the long-ferm environment use fhus
socio-economic development remains possible while maintaining an accepfable level
of environmental qualify

Figure 4: Sustainable development opening to new concepts
Source: Comsa, Bogdan, 2011.

Another phrase recently appeared in Sustainable Development paradigm, as an
expression of the possibility of practical application of new environmental philosophy, is
Smart Sustainable Development. This addresses a comprehensive approach of
Sustainable Development, through the use of concepts related to eco-bio-economy,
innovation and quality. Moreover, was released the term of Integrated Smart Sustainable
Development, in order to stimulate networking of some concepts from economy, eco-
economy, bio-economy, biology, ecology, biodiversity, integrating new approach areas
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such as eco-bio-economy, green agro-food, international diplomacy and eco-bio-
diplomacy (Chichilnisky, 1996).

However, among all emerging concepts within Sustainable Development paradigm, the
most pervasive is resilience, due to its regulatory content. Although initially resilience had
a purely technical signification, by extrapolation to the environment and living structure, it
acquires meaning of regeneration capacity (Buchs, Blanchard, 2011). Therefore, although
resilience involves complex computational models, hybrid multifaceted, many experts feel
that this conceptual perspective on the changing socio-ecological system could open the
door for a more sustainable world (Pisano, 2012).

Conclusions

During this scientific exposure, we could notice both the prolific foundation of the
Sustainable Development concept, which lies in ability to integrate policies and economic
goals with social and environmental protection requirements, as well as philosophical
issues raised in its operationalization. By subjecting sustainable development paradigm
to analysis from several research perspectives, including the holistic one, we can
conclude that sustainable development is a civilizing idea, with continuous improvement
possibilities (Pisano, 2012).

Analyzing the operational mutations of this concept, we believe that the mainstreaming
practical premise, from which we’ve started, namely that sustainable development aims
towards a global agreement on planet’s resource exploitation, also may fall between the
various concepts which represent the base of Sustainable Development paradigm. This,
in turn, is supported through scientific work that gives society an innovative framework of
multiple developments.

Since the beginning of this argumentation, it could be seize the Sustainable Development
paradigm capability to provide a natural transition from the conceptual rigidity to
operational flexibility that allowed us to structure the presentation so that we can highlight
its interweaving capacity. Also, given the importance of contextualizing how the
importance of sustainability is conceived and perceived, we found that there is a need to
extend the current paradigm for the structures and policies that do not provide a basis for
sustainable development (Anand, Sen, 1994).

As highlighted in the material hereby presented, research work and favorable local
conditions to the principles and patterns of Sustainable Development action, are not
sufficient to enhance the sustainability process so that it can withstand social pressures
threats. Therefore, together with proper Sustainable Development management, the
entire educational system is called to perform the change of mind needed to create a new
sensitivity to what should concern in the most serious way all mankind (Bourdages, 1997).
Staying in essence an expression of empowering people to make sustainable choices,
sustainable development paradigm sets the coordinates of these choices, for the
purposes shaping a desirable future.
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Abstract: The aim of the paper is to evaluate the accountability and transparency of
Italian non profits organizations. The main goal is to understand if a general accountability
or transparency problem, or a systematic publicity deficit, exist in the third sector in Italy.
Non profit organizations have an ethical obligation to their stakeholder and to the public
to conduct their activities with accountability and transparency. Non profit organizations
should regularly and openly convey information to the stakeholder about their vision,
mission, objectives, activities, accomplishments, decision-making processes and
organizational structure. Information from a non profit organization should be easily
accessible to the stakeholder and should create external visibility, public understanding
and trust in the organization, conditions necessary to find donors. Non profit organizations
work with communities and community donors need to know how their money is used. In
the first part the analysis of the definition of transparency and accountability is made and
the sustainability report like an important instrument of communication is considered. In
the second part an empirical research is presented. The Italian law allows taxpayers to
devote 5 per thousand of their income tax to non profit organizations, choosing between
charities, social promotion associations, recognized associations, entities dedicated to
scientific research and health care, universities, municipal social services and other non
profit organizations. The present study present a quantitative research and it’s based on
an empirical analysis of non-profit organizations that receive this donation in Italy in the
year 2010 and 2011. In the paper we analyze the transparency and the accountability of
the top 100 non profit organizations that have received the contribution of 5 per thousand,
checking whether they prepare their Sustainability Report or any other kind of report for
communicate the use of funds received. The new research was based on one previous
research (Gazzola and Ratti, 2013) but we compared the data of the year 2010 with the
date of 2011. Statistical method is applied for the purpose of this study. The analysis on
the transparency and accountability in non profit organizations clearly requires further
study, yet the results obtained in this study allow us to offer various reflections and
encourages us to continue in this research because non profit organizations must
increase their transparency.

Key words: Transparency; Accountability; Non Profit Organization; Sustainability Report

JEL Classification: M14; M41; L31

1. Introduction

Non profit organizations provide important opportunities for people to combine their
energy, talents and values for community improvement and enrichment (Minnesota
Council of Nonprofits, 2010). They have the role of entities that engage and inspire
individuals and communities for public benefit. Non profit organizations have also an
ethical obligation to conduct their activities in a way that is accountable and transparent
because normally they work for the community (Carroll, 1991). In the non profit sector we
consider transparency (Behn, DeVries and Lin, 2010) and accountability as the great
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availability of relevant, reliable information about the performance, the financial situation,
and the governance of the organization. They are the amount of information that an
organization provides to the stakeholders about itself and how honestly and quickly it
reveals this information. Public availability to the economic, social and financial
information of non profit organizations is important because the non-accessibility may
result in the loss of public confidence. A non profit organization has an obligation to
responsibly use the resources toward its mission and to benefit the community. It has also
a responsibility to establish and regularly determine clear performance measurements
and to share the results with the stakeholder (Ebrahim, 2010).

In the research we highlight the importance for a non profit organization to give to the
community the correct information on the activity and on the management. The particular
socio-economic function can not be highlighted effectively using information tools
designed to meet the needs of business. The management for the increase of the
collective well-being can not be valued in economic terms. It is necessary to carry out a
process of social information that can be both a public relations tool, communication,
dialogue and coordination of the different social areas (Browne and Nuttall, 2013).

The opportunity for the stakeholder to access the financial and operational information of
the non profit organizations who receive the 5 per thousand of the income tax of the
donors is fundamental. Open access is important for efficient capital flow and for well-
informed donation decisions.The non profit sector is a vital component of the world
economy and of many national economies. Social systems complement the activity of the
governmental and business sectors in supplying the public services and improving quality
of life . We can understand the importance of this information if we consider that Italian
non profit organizations represent un estimate of 4,3% of PIL and 2,5% of Italian jobs
(Unicredit Foundation, 2012).

2. Literature review

According to Salamon and Anheier (1997), the term "non profit organization", utilized in
the research, expresses that the organization does not aim primarily to make a profit, in
reality, profits are often achieved. However, these profits are not distributed to the
shareholders, but are usually used to realize the organization's purpose or are retained.
The definition is integrated by Badelt (1999) that considers, among the number of
different viewpoints, there is only one common denominator namely to try to consciously
distance oneself from the for-profit world of the private sector.

The acceptance of stakeholder theory (Freeman, 1984) has meant that organizations
have had to redefine their competitive strategies and the way they manage social issues,
since these are evaluated by stakeholder and determine how new groups of subjects
judge the non profit legitimization. As a result outside communication represents an
important opportunity for the organization to increase its social acceptance and offer its
own point of view, supported by information that, as much as possible, is
understandeable, objective and verifiable.

The idea of transparency is the idea adopted internationally, it is clear that it meant that
organizations were open to public scrutiny whether though formal structures such as
freedom of information acts or document availability and open meetings (Piotrowski and
Van Ryzin, 2007 and Roberts, 2006). Transparency began to be used side by side with
good governance and accountability to the stakeholder and openness to public scrutiny.
With the help of the web, it has been possible to make more and more aspects of an
organization's management available to the stakeholder. Taylor (1996) mentioned the
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need for transparency in voluntary organizations, but the idea hasn’'t had wide circulation
in the United States.

Nonprofits "need to be trustworthy and need to be trusted to succeed [in their missions]
(Ortmann and Schlesinger, 2003). “ One way to create trust is to be transparent in the
administration of the organization by use of a website.

Understanding trust in nonprofits is even more important as government reduces the
direct provision of services in favor of contracting with nonprofits to provide those services.
Further, given a number of highly visible scandals and corruption, some see a "crisis of
confidence" occurring for nonprofits, although, for example, O'Neill (2009) disputes this.
Following recent crises in the for-profit, nonprofit, and government sectors, the public has
called for increased openness and transparency from organizations. Kelleher (2006)
encouraged practitioners to use the Internet and social networking sites to advocate for
their organizations and causes; however, the practitioners should be transparent in their
online communication activities. For full disclosure, organizations must make sure to
provide a detailed description of the organization and its history, use hyperlinks to connect
to the organization’s Web site, provide logos and visual cues to establish the connection,
and list the individuals who are responsible for maintaining the social networking site
profile (Berman, Abraham, Battino, Shipnuck, and Neus, 2007).

Waters, Burnett, Lamm and Lucas (2009) argue that non profit organizations could use
Facebook for the communication. The research indicate that the nonprofits on Facebook
wanted to be open and transparent by disclosing who maintained the site and what they
sought to accomplish. However, they failed to take advantage of the interactive nature of
social networking. They rarely provide information in forms other than external links to
news stories, photographs, and discussion board posts, and they only attempted to get
interested parties involved by providing them with a contact e-mail address to obtain more
information

3. Methodology
This study is focused on accountability and transparency in non profit organizations. The
research design in the first part is theoretical. In the second part predominantly employs
the quantitative methods; authors present an empirical analysis based on observed and
measured phenomena and derives knowledge from actual experience rather than from
theory or belief. It describes and synthesizes, with the use of statistical data, the dynamics
and the evolution of the transparency in non profit organizations.
The research questions are:

= Are Italian non profit organizations transparent?

= Transparency is useful for fundraising?
The empirical analysis in about Italian non profit organizations that receive 5 per thousand
of the income tax of taxpayers. In the paper the authors analyze the transparency and the
accountability of the top 100 non profit organizations that have received the contribution
of 5 per thousand, checking what kind of information they public on the web site and
whether they prepare their Sustainability Report, the information document for excellence,
or any other kind of report.
This article reviews the meaning of trust and transparency in the nonprofit literature and
examines the websites for date of transparency and accountability.

The main contribution of this line of research is the analysis of the transparency about use
of donated funds, and sources of funding in the Italian non profit organization who
received the contribution of 5 per thousand from the public. The research demonstrate
that transparency helps to inspire confidence with donors as well as board and staff. It is
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in every non profit's best interest to engage in practices that raise the level of
accountability and inspire donors’ trust and confidence.

4. Transparency and accountability

It's possible to define the transparency as the widespread availability of relevant, reliable
information about the performance, financial position, and governance of a non profit
organization. Transparency allows stakeholders to gather information that may be critical
in detecting and defending their interests (Burch Adiloglu, 2012). It differs from disclosure
in going beyond following the standards of reporting to provide users with all the
information needed to help them taking rational decisions.

The transparency depends on the amount of information that an organization tells to the
stakeholder about itself and it is related to the honest and quick revelation of this
information. Donors today want to understand the need and how the non profit
organization meets that need. Being able to quantify the impact of an individual donation
helps secure donors, shows transparency, and supports the organization’s overall mission
(BSR, 2011).

The need thus arises for the organization to communicate, to make its actions visible to
the outside, and as a result to obtain social legitimization for these actions (Gazzola and
Meo Colombo, 2011). One common way to make public the organization is to put the
information on the web. Facebook, YouTube, Twitter and LinkedIn are the four social
media technologies that are highest in use. The Web has changed our world dramatically,
and nonprofits are experiencing this change as well. For example, recent studies on the
non profit organizations in Australia indicate that well over 97% of non profits have some
type of Web presence (Wirth, 2012). This survey indicates that just over 26% of
respondents do not have the financial records available on their Web site or readily
available for donors. More and more donors are requesting this type of information early
in their decision process to support an organization.

For non profit organizations is fundamental explain the mission, but it is not enough. They
have to communicate the outcomes of their actions to the outside world. Donors today
want to understand the need and how the organization meets that need and explain the
guantitative impact of donations. Being able to quantify the impact of an individual
donation helps secure donors, shows transparency, and supports the organization’s
overall mission.

Nowadays public and donors look to measure a non profit organization's trustworthiness.
The current trend for funders and donors is to examine carefully overhead expenses; the
ratio of spending on programs and services versus spending on administration and
management; the costs of fundraising. There are wide discrepancies in how this
information is reported; some non profit even reporting no fundraising costs. Being
accountable means ensuring these figures are reported accurately. When overhead
percentages are low or high it doesn't necessarily mean that anything is wrong but it
means that it should be reviewed closely.

All non profits provide some type of community benefit (Colombo and Gazzola, 2012);
that is why the organization gets the advantage of being a nonprofit entity. Accountability
includes ensuring that you are effectively providing this benefit service (be it feeding the
homeless, protecting the environment, offering a cultural endeavor, etc). Organizations
need to evaluate their services impartially and perform a needs assessment of their
stakeholder, making changes if needed. This often happens as part of a strategic planning
process and it is a critical part of being an accountable organization (Anheier et al, 2011).
Until several decades ago it was thought sufficient to declare to be non profit; today,
instead, there is a general interest that is revealed not only as the sum of the expectations
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of the individuals with whom the organization has direct relations but also as a collective
interest.

A comprehensive way to be transparent is to produce an annual report (Meyer, Ferrari
and Zoebeli, 2012; Zainon et als, 2013). The organization can lay out in a more compelling
document the highlights of achievements, services and financial records with photos and
graphics and make these readily available to the stakeholder by posting it on the website.
This, however, can be a costly administrative expense for a smaller non profit.

The more the organization can assure that is accountable and transparent the more
trustworthy the organization will be viewed by the public, donors, constituents and
regulators.

5. Transparency in Italian non profit organizations

The first dates of the research are the funds collected from the top 100 non profit
organization with the 5 per thousand of the income tax. The total amount collected in the
tax year 2010 is € 97.250.812,20 (Table 1). The dates refer to the lists of admitted and
excluded to the 5 per thousand in 2010 published on 28/12/2012 (Agenzia delle Entrate,
2012).

Table 1: Funds collected 2010
Funds collected from the top 100 non-profit organizations thanks to 5 per thousand €97.250.812,20

Funds collected from the top 10 non-profit organizations ranging from a maximum to €10.699.131,30

a minimum of €2.237.380,75
The organization is located at number 22, has collected more funds equal to a value of € 1.036.597,69
From position 23 up to 39 descend up to a value of €501.656,19

Only the last 4 organizations that are in the top 100 positions in the collection of 5 per

thousand, receive donations of less than € 200.000,00

Source: Authors' elaboration
In the year 2011 the amount of founds is increased, in fact it is € 100.048.590,40 (table

2). The dates refer to the lists of admitted and excluded to the 5 per thousand in 2011
published on 09/05/2013 (Agenzia delle Entrate, 2013) and updated on 14/03/2014.
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Table 2: Funds collected 2011

Funds collected from the top 100 non-profit organizations thanks to 5 per thousand € 100.048.590,40

Funds collected from the top 10 non-profit organizations ranging from a maximum to €11.023.415,46

a minimum of € 2.486.828,35

The organization is located at number 22, has collected more funds equal to a value of €£1.017.434,38
From position 23 up to 39 descend up to a value of € 515.409,09
No organization in the top 100 positions in the collection of 5 per thousand, receives € 200.000,00

donations under

Source: Authors' elaboration

In 2011 the total of funds collected is increased. If we compare the different non profit
organizations and their position in the top 100 lists we can see that 33% improve the
position, but 51% worsened the position (Figure 1)

60%

50%

40%

30%

20%

16%
10%

0%

Improved Worse Stable

Figure 1: What non profit organizations have improved or worsened the position
Source: Authors' elaboration

In the research, for the evaluation of the transparency of non profit organizations, we have

analyzed for the year 2010 e 2011 if organizations have published one kind of report on
the web (Figure 2 and 3).
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Presence or absence of a report

Presence
64%

Figure 2: Presence of reports 2010
Source: authors' elaboration

Presence or absence of a report

Absence
33%

Presence
67%

Figure 3: Presence of reports 2011
Source: authors' elaboration

From 2010 to 2011 the number of Italian non profit organization, of the sample, that has
a kind of report is increased: in 2010 they are 64% and in 2011 they are 67% .

Then we have divided the non profit organizations in 3 groups: non profit organizations
that improve the position, that worsened the position and that have the same position. We
analyze in these 3 groups the percentage of the non profit organizations that has one kind
of report (Figure 4, 5 and 6).
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Presence / absence of report in non profit
organizations that has worsened the position

Worse Present B Worse Absent

Figure 4: Presence of reports 2011
Source: Authors' elaboration

Presence / absence of report in non profit
organizations that has maintained the same position

[ Stable Present W Stable Absent

Figure 5: Presence of reports 2011
Source: Authors' elaboration
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Presence / absence of report in non profit
organizations that have improved the position

69.70%

Improved Present  ® Improved Absent

Figure 6: Presence of reports 2011
Source: Authors' elaboration

From the date it's possible to see that the non profit organizations of the second group
(Figure 4), who have worsened the position, have the lowest percentage of reports.

6. Conclusion

Increased transparency on behalf of non profits and better information available on the
Internet would achieve more confidence in the sector. Transparency works as a trust-
building tool; the more accountable and transparent the organization becomes, the more
trustworthy the organization will be viewed by the stakeholder.

Transparency involves how much the organization tells the public about itself. Increased
transparency on behalf of non profits and better information available on the Internet
would achieve more confidence in the sector.

The sustainability report is a perfect instrument for the transparency (GRI, 2011). Non
profit sustainability reporting will attract the right talent and donors (Bolton and Guest-
Jelley, 2012) save money; reduce the collective footprint and give the non profit
organization greater leverage when working with big business.

Though issuing a sustainability report requires a lot of work, there is strong evidence that
transparency offers a number of financial and social advantages that make it more than
worth its costs. Respondents from organizations who issue a sustainability report most
often identified data-related issues as among their challenges in the reporting process
(Boston College Center for Corporate Citizenship and Ernst & Young 2013 survey).

The research show how it’s important for a non profit organization to be accountable and
transparent using sustainability report and the internet as a search tool. This study
examines website material to determine levels of accountability and transparency and in
the top 10 organizations, 9 have one report on the website. With the 5 per thousand non
profit organizations have a responsibility to "give confidence" to donors and demonstrate
that the figures have been donated a good investment of solidarity. The donors have the
right to know and understand, before, during and after, the destination and the traceability

133



of donations; the organizational and functional reliability of the non profit organization; the
value of projects to be financed and the ratio between investment donation and expected
results. Sustainability report meets this needs.

7. Acknowledgements

The paper is the result of joint research activities of the authors. Abstract, section 5 and
conclusion are co-written by the authors, the sections 1, 2, 3, 4 are written by Patrizia
Gazzola.

References

Agenzia delle Entrate (2012) www.agenziaentrate.gov.it

Agenzia delle Entrate (2013) www.agenziaentrate.gov.it

Alasdair, R. (2006) Blacked Out: Government Secrecy in the Information Age. New York:
Columbia University Press.

Anheier, H., Ha3, R., Then V., Beller, A. and Wehrsig, S. (2011) Accountability &
Transparency: A Comparative Study of German Nonprofit Organizations, Public Agencies
and Forprofit Corporations. Hertie School of Governance (HSoG) and the Centre for
Social Investment (CSI) of Heidelberg University.

Badelt, Ch. (Hrsg.) and Bachstein, W. (1999) Handbuch der Nonprofit Organisation,
Strukturen und Management. Stuttgart, Schaffer-Poeschel.

Behn, B. K., DeVries, D. D. and Lin, J. (2010) The determinants of transparency in
nonprofit organizations: An exploratory study. Advances in Accounting, incorporating
Advances in International Accounting, Vol. 26. pp. 6-12.

Berman, S. J., Abraham, S., Battino, B., Shipnuck, L., and Neus, A. (2007) New business
models for the new media world. Strategy & Leadership, Vol. 35, No. 4, pp. 23-30.
Bolton, E. B. and Guest-Jelley, A. (2012) Working with Nonprofit Organizations in
Community Settings: Governance, Accountability and Transparency. University of Florida
IFAS Extension.

Boston College Center for Corporate Citizenship and Ernst&Young (2013) Value of
sustainability reporting. A study by Ernst&Young LLP and the Boston College Center for
Corporate Citizenship, Ernst&Young.

Browne, J. and Nuttall, R. (2013) Beyond corporate social responsibility: Integrated external
engagement, The McKinsey Quarterly, published by McKinsey & Company.

BSR (2011) GlobeScan State of Sustainable Business. Poll 2011, BSR.

Burch Adiloglu, B. V. (2012), “The Relationship between the Financial Ratios and
Transparency Levels of Financial Information Disclosures Within The Scope of Corporate
Governance: Evidence from Turkey”, The Journal of Applied Business Research ,Vol. 28,
No. 4, pp.543-554.

Carroll, A. B. (1991) The Pyramid of Corporate Social Responsibility: Toward the Moral
Management of Organizational Stakeholders, Business Horizons, July—August.
Colombo, G and Gazzola, P. (2012) Ethics and CSR: the strategy debate, 2° Congresso
Ibero — Americano de Responsabilidade Social, CRIARS, ISEG Lisbona 25, 26 e 27
ottobre.

Ebrahim, A. (2010) The Many Faces of Nonprofit Accountability. Harvard Business
School, Working Paper No. 10-069.

Freeman, R.E. (1984) Strategic management: a stakeholder approach. Pitman Publishing
Inc., Marshfield, Massachusetts.

Gazzola P. and Ratti, M. (2013) Non profit organizations: a culture of opacity. Theoretical

134


http://www.agenziaentrate.gov.it/
http://www.agenziaentrate.gov.it/

and Practical Issues of Public economics and Administration, editor Petr Tomacek, lvana
Vankova VSB — Technical University of Ostrava, Faculty of Economics

Gazzola, P. and Meo Colombo C. (2011) The role of the sustainability report in capitalistic
firm, The Annals of the University of Oradea — Economic Sciences Tom XX, 2nd
issue/december 2011, pp. 243-250.

GRI (2011) Sustainability Reporting: How valuable is the journey? Starting Points, Global
Reporting Initiative.

Kelleher, T. (2006). Public relations online: Lasting concepts for changing media.
Thousand Oaks, CA: Sage.

Meyer, B. Ferrari, D. Zoebeli, D. (2012) Transparency of NPOs’ financial reporting: A
guantitative study of annual reports (Switzerland). ISTR-Conference in Siena, July.
Minnesota Council of Nonprofits (MCN) (2010) Principles & Practices for Nonprofit
Excellence. A guide for nonprofit board members, managers and staff. MCN.

O'Neill, M. (2009) Public Confidence in Charitable Nonprofits. Nonprofit and Voluntary
Sector Quarterly, Vol. 38, No. 2, pp 237-269.

Ortmann A. and Schlesinger M. (2003) Trust, repute, and the role of nonprofit enterprise,
The study of the nonprofit enterprise, Springer US, pp 77-114.

Piotrowski, S. and Van Ryzin, G.. (2007) Transparency in Local Government. American
Review of Public Administration, Vol. 37, No. 3, pp. 306-323.

Salamon, L., M. and Anheier, H, K. (1997) Defining the nonprofit sector: a crossnational
analysis. Manchester, Manchester University Press.

Taylor, M. (1996) Between Public and Private: Accountability in Voluntary Organisations.
Policy and Politics VVol. 24, No. 1, pp. 57-72.

Unicredit Foundation (2012) Ricerca sul valore economico del Terzo Settore in Italia,
Unicredit Foundation.

Waters, R. D., Burnett, E., Lamm, A. and Lucas, J. (2009) Engaging Stakeholders through
Social Networking: How Nonprofit Organizations are Using Facebook.” Public Relations
Review, Vol. 35, pp. 102-106.

Wirth, B. (2012) The state of social media use in non profits in Australia HIV. Australia,
Vol. 10, No. 1, June 2012.

Zainon, S. Hashim, M. Yahaya, N. and Atan R. (2013) Annual Reports of Non-profit
Organizations (NPOs): An Analysis. Journal of Modern Accounting and Auditing, Vol. 9,
No. 2, February, pp. 183-192.

135


http://scholar.google.com/citations?view_op=view_citation&hl=it&user=LQpL-jYAAAAJ&citation_for_view=LQpL-jYAAAAJ:ML0RJ9NH7IQC

EURO AREA FISCAL STRUCTURES. A MULTIVARIATE ANALYSIS

Hurduzeu Gheorghe, Lazar Isadora

Academy of Economic Studies, Bucharest, Romania
geohurduzeu@gmail.com
lazar.isadora@yahoo.com

Abstract: The European framework for fiscal policies is constructed mainly on the
objective of monitoring budget balances and public debt, allowing national governments
to decide on the specific fiscal policy that is more suitable to their internal context and
public needs. However, for Euro Area member states this autonomy is restricted by the
conditions imposed through the Stability and Growth Pact. As the recent macroeconomic
dynamics underlined the necesity of improving the fiscal outcomes, the fiscal framework
was updated and modified by the provisions of the new European economic governance
meant to avoid unsound and unsustainable fiscal policies that could affect the stability of
other Euro Area member states. The Six-Pack, the Fiscal Compact and the other
conditions imposed by the reform of the fiscal governance framework are meant to ensure
more discipline in drafting and executing national budgets. Even so, national authorities
maintain their fiscal sovereignty and the decision regarding fiscal structures remains at
their disposal, as long as the drafts are approved and the outcomes are maintained in the
limits imposed through the supranational fiscal framework. Regardless of the numerous
differences between member states, similar trends regarding tax mixes can be noticed in
time. The objectives of this paper is to analyze fiscal structures of Euro Area member
states and to determine, if any, groups with similar fiscal structures, their composition and
the similarities that characterize Euro Area in this respect. In order to have a clear
overview of fiscal structures within Euro Area, we analyzed data for 17 member states,
for year 2012, taking into consideration total general government revenue, indirect
taxation, direct taxation and social contributions. As one of the aims of this paper is to
determine whether in Euro Area the main contributors are corporations or individuals, we
also analyzed the structure of direct taxation, dividing it into taxes on income of
corporations and taxes on income of individuals and households and other current taxes.
Actual social contributions were also split into employer’s actual contributions, employee’s
social contributions and social contributions of self- and non-employed persons. As the
primary data analysis revealed many differences between Euro Area member states, but
also similarities concerning various fiscal aggregates, we completed the analysis through
multidimensional analysis, with the aims of classifying Euro Area member states into
subgroups with similar fiscal structures. Taking into consideration the above mentioned
variables, we used cluster analysis in order to determine which member states have
similar fiscal structures and which are the main similarities that characterize Euro Area in
this respect.

Keywords: general government revenue; indirect taxation; social contributions;
households; cluster analysis; Euro Area

JEL Classification: C38; E62; H71

1. Introduction
The Euro Area fiscal framework imposes few restrictions on member states regarding
national budgets. Therefore, governments have a high degree of autonomy regarding
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fiscal policies. The restrictions regard mainly the budget balance and public debt, as
stipulated through the criteria that are meant to ensure stability and avoid the existence
of unsustainable and unsound fiscal aggregates that could affect the other member states
and also the stability of Euro Area as a whole. As the Stability and Growth Pact had proved
to be insufficient, it was reformed and, due to the economic crisis and its effects, the Euro
Area fiscal framework was updated and modified by the provisions of the European
economic governance framework. The Six-Pack, the Fiscal Compact and the other
conditions imposed by the reform the fiscal governance framework are meant to ensure
more discipline in drafting and executing national budgets. Even so, national authorities
maintain their fiscal autonomy, and therefore, the decision regarding fiscal structure
remains at their disposal, as long as the outcomes are maintained in the limits imposed
through the supranational fiscal framework. This context allows the existence of many
differences between fiscal structures, as national budgets are constructed in every
country regarding their structure, needs, taxation base and collecting capacity.

2. Primary Data Analysis

In order to have a clear overview of fiscal structures within Euro Area, we analyzed data
for 17 member states, for year 2012, taking into consideration total general government
revenue, indirect taxation, direct taxation and social contributions (all data are according
to ESA 95, EUROSTAT database). As one of the goals of this paper is to determine
whether in Euro Area the main contributors are corporations or individuals, we also
analyzed the structure of direct taxation, dividing it into taxes on income of corporations,
taxes on income of individuals and households and other current taxes. Actual social
contributions were also split into employer’s actual contributions, employee’s social
contributions and social contributions payable by self- and non-employed persons.

Euro Area is an area of high tax, as in average, in 2012, total revenue accounted for
46.3% GDP (Figure 1) even in the post crisis period, when economic activity registered
slow and selective recovery. Five of the seventeen member states registered public
revenue above Euro Area average (Austria, Belgium, France, Italy and Netherlands). The
other states registered revenue below Euro Area average, among which Cyprus, Estonia,
Ireland, Slovakia and Spain collected revenue that accounted for less than 40% GDP.
With total public revenue ranging form 33.2% GDP (Slovakia, 2012) to 54.4% GDP
(Finland, 2012), Euro Area can be considered an area with significant fiscal difference
among member states.
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Figure 1 Fiscal revenue in Euro Area members states and Euro Area average, in 2012
(%GDP)
Source: EUROSTAT, authors’ calculations

The structure of fiscal revenues and division between indirect taxation, direct taxation and
social contributions differs between member states. Although most countries (Austria,
France, Germany, Netherlands, Slovakia, Slovenia and Spain) rely mainly on social
contributions, as the revenue collected is higher than those from the other types of
taxation, the revenue collected through indirect taxation vary between 9,9% GDP to
15.4% GDP (Figure 2).

20

M Social contributions m Employers' actual social contributions

= Employees' social contributions Social contributions by self- and non-employed persons

Figure 2: Social contributions and subdivisions, in Euro Area member states and Euro
Area average, in 2012 (%GDP)
Source: EUROSTAT, authors’ calculations

From the structure of social contributions, most revenue is collected through employers’
social contributions. Even so, the differences are significant, as the percentages vary from
2.8% GDP (Malta) to 11.6% GDP (France). Only in Slovenia (5.5% GDP), Luxemburg
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(5.2% GDP) and Netherlands (7.7% GDP) revenues from social contributions paid by
employees’ are higher than from the other two subdivisions of social contributions:
employers’ social contributions and social contributions paid by self-employed and non-
employed.

Direct taxes are the main resource of budgetary revenue in five out of the seventeen Euro
Area member states (in 2012), these being: Belgium (16.5% GDP), Ireland (12.6% GDP),
Italy (15.2% GDP), Luxemburg (11.1% GDP) and Malta (14.6% GDP). Direct taxes are
defined as current taxes on income, which we have divided into direct taxes payable by
enterprises, taxes on individuals’ and households’ income, and other current taxes.
Average Euro Area revenue collected through direct taxation payable by corporations as
taxes on income is of 8.04% GDP, while taxes payable by individuals and households
applied on their income is lower then 3% GDP (Figure 3). For most countries, direct
taxation on individuals and households income is the main direct tax resource for
government revenue, although revenue can vary from 2.8% GDP (Slovakia) to 12.8%
GDP (Finland). In 2012, only Cyprus registered more revenue from direct taxes on income
payable by corporations than revenue from direct taxes on individuals’ and households’
income.

18
16
14 -
12
10

8 4
6 -
4 -
2 -
0 :
2@ & @ N I 4 Q & S S & N S &
& X S & 2 S Q S < o) N X > & & N
& F E TP EE Y YT W
N 9 < RS @ & Q
& S
Direct taxation Taxes on corporation income Taxes on household income

Figure 3: Direct taxation revenues, in Euro Area member states and Euro Area average,
in 2012 (%GDP)
Source: EUROSTAT, own calculations

Countries that rely mainly on indirect taxation are Cyprus, Estonia, Finland, Greece and
Portugal. Countries that registered indirect tax revenue above Euro Area average (13.3%
GDP) are: France (15.4% GDP), Cyprus (14.9% GDP), Italy (14.9% GDP), Austria (14.6%
GDP), Finland (14.4% GDP), Slovenia (14.3% GDP), Estonia (13.9% GDP), Portugal
(13.4% GDP) and Malta (13.4% GDP). Although revenue collected from indirect taxation
vary in Euro Area from 9.9% GDP (Slovakia) to 15.4% GDP (France), in most cases VAT
type taxes remain the main resource for budgetary revenue.

3. Multidimensional Analysis

As the primary data analysis revealed many differences between Euro Area member
states, but also similarities concerning various fiscal aggregates, we completed the
analysis through multidimensional analysis, with the aims of classifying Euro Area
member states into subgroups with similar fiscal structures. Taking into consideration
indirect taxation, division of direct taxation into taxes on corporations’ income, taxes on
individuals’ and households’ income and other current taxes, and the structure of actual
social contributions, employers’ actual contributions, employees’ social contributions and
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social contributions payable by self-employed and non-employed, we used cluster
analysis in order to determine which member states have similar fiscal structures.
Cluster analysis has been previously used in order to group OECD countries in
accordance wit their tax systems taking into account the proportion of each type of tax in
total revenue (Peters, 1991). Bernardi (2003) used a similar methodology for OECD
Countries, while Kemmerling (2003) applied this procedure on European countries and
obtained comparable results, regarding groups with similar fiscal structures. Delgado
(2010) took into consideration fiscal pressure and tax structure in order to determine tax
mix convergence within the European Union. Cluster analysis applied on fiscal pressure
and division of tax structure on indirect taxation, direct taxation and social contributions
was also applied for the study of fiscal convergence in the enlarged European Union
(Vintila, Onofrei, Tibulca, 2014). There are also studies that differentiate from this
methodology and used cluster analysis in their study of the effects of globalization on tax
mixes (Kubatova, Vaneurova and Foltysava, 2008 ) or to determine the degree of nominal
and real convergence (Miron, Dima and Paun, 2009).

Our study intends to take the analysis further, by identifying groups with similar tax
structures based not only on tax revenue and main tax categories, but on their
subcategories, taking into consideration the division into taxes payable by corporations
and taxes payable by individuals and households. In order to achieve the before
mentioned objective, we applied hierarchical cluster analysis on the above mentioned
data set and decided to use the between group linkage method. We used range of
solutions, from 2 to 7, as the maximum number of clusters in the literature was 6 we
outreached and extended the range to 7, and measured intervals with squared Euclidian
distance. The results of this exploratory analysis underlined the existence of six clusters
(when deciding on the number of clusters we took into consideration the idea of greater
segmentation of common features between the clusters obtained).

The cluster composition is as follows (Figure 4). Cluster 1 consists of Germany (2),
Netherlands (12), Greece (5), Luxemburg (10), and Slovenia (15). Germany, Luxemburg
and Slovenia are the only Euro Area countries in which social contributions payable by
employees are higher than social contributions paid by employers. Clustering all the three
countries in the same subgroup, underlines the criteria for grouping this way. Germany
and Netherlands were grouped in the same cluster by previous analysis that took into
consideration only total revenue, indirect taxation, direct taxation and social contributions
(Lazar, 2012). One similar feature between the latest and Slovenia is that all three
countries rely mainly on social contributions as resource for budget revenue.

Cluster 2 is specific for high fiscal burden countries and is formed of Italy (8), Austria (13),
Belgium (1), Finland (17) and France (7). Taking into consideration the division of tax
revenue into direct and indirect taxation, it cannot be concluded on a common structure
for this cluster, as the fiscal structures are different among the participating cases.
However, except indirect taxation revenue, all countries rely mainly on taxes on
individuals’ and households’ income and on employers’ actual contributions.
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Figure 4: Dendogram output of cluster analysis
Source: Authors’ calculations

Cluster 3 if formed by Malta (11), Portugal (14) and Cyprus (9). All three countries have
fiscal revenue of about 35% GDP and total revenue very close to 40% GDP.

Estonia (3) and Spain (6) form the forth cluster. These are countries with fiscal burden
below Euro Area average (38.1% GDP). In 2012 both countries registered fiscal revenues
near 33% GDP: Estonia (32.4% GDP) and Spain (33.3% GDP).

The last two clusters consist of only one country that has features that differentiate it from
the other groups. Cluster 5 consists only of Ireland (4) that has the lowest share of actual
social contributions among all Euro Area member states. Cluster 6 is represented by
Slovakia (6) that has the lowest fiscal burden in Euro Area, of less than 30% GDP.
Slovakia registered in 2012 the lowest revenue from direct and indirect taxation, but was
above Euro Area average on actual social contributions (12.6% GDP). Cluster
composition obtained through hierarchical cluster analysis was similar by running k-
means cluster analysis, for a number of 6 clusters, as underlined by the hierarchical
analysis.

4. Conclusions

Euro Area is formed of countries with different fiscal structures that nevertheless register
many similarities in terms of tax revenue. As a general trend, most countries rely mainly
on VAT type taxes, rather than on other type of indirect tax.

The main direct taxes revenue is covered, in most Euro Area member states, by
individuals and households as direct taxes on their income. However, employers are the
main contributors to social contribution revenue, as employers pay more taxes as social
contributions than their employees in most Euro Area countries.

The cluster analysis classified Euro Area member states in six subgroups, taking into
consideration total revenue, indirect taxation, division of direct taxes into taxes payable
by corporations on their income and taxes on individuals and households income, and
division of actual social contributions into employers’ social contributions, employees’
social contributions and social contribution payable by self-employed and non-employed.
Analyzing the clusters obtained, it can be easily noticed that the level of total revenue
(%GDP) can easily explain the composition of some clusters, while in others fiscal
revenue can be a common variable for the countries that form a specific cluster. While
social contributions payable by employees can explain joining part of the composition of
the cluster, the division into income taxes payable by corporations and taxes payable by
individuals did not play an obvious role in grouping countries based in a higher extend on
this criteria.

141



References

Bernardi, L. (2003) Tax Systems and Tax Reforms in Europe: Rationale and Open Issues
of More Radical Reforms, MRPA Working Paper.

Delgado, F. (2009) La estructura tributaria europea: un estudio comparado, Crénica
Tributaria.

Delgado, F., Casquero, M. (2010) Tax policy convergence in EU: an empirical analysis,

Revista de Economic Mundial, nr. 26.

Esteve, V., Sosvilla S., Tamarit C. (2000) Convergence in fiscal pressure across EU
countries, Applied Economics Letters 7(2), p. 117-123, ISSN 1350-4851.

Ganghof, S. (2006) Tax mixes and the size of the welfare state: causal mechanisms and
policy implications, Journal of European Social Policy, p. 360-373, ISSN 0958-9287.
Heinemann, F. (1999) Does Globalization Restrict Budgetary Autonomy? A
Multidimensional Approach, Center for European Economic Research.

Kemmerling, A. (2003) The Political Economy of Tax Mixes in OECD Countries, Berlin,
Freie Universitat.

Kubatova, K., Vaneurova A., Foltysova M. (2008) Impact of globalization on taxation
mixes in OECD Countries during 1965-2003, Prague Economic Papers.

Lazar, I. (2012) EMU - Induced Tax Mixes Changes. A Multidimensional Analysis of Euro
Area Fiscal Structures, Revista Economica, Supliment nr. 4/2012.

Miron, D., Aima, A., Paun, C. (2009) A model for assessing Romania's real convergence
based on distances and clusters methods, RePEc Archive MPRA Paper No. 40156.
Peters, B. G. (1991) The Politics of Taxation a Comparative Perspective. Cambridge, MA:
B. Blackwell, ISBN 1557862109.

Sosvilla, S., Galindo, M.A., Alonso, J. (2001) Tax burden convergence in Europe,
Estudios de Economia Aplicada 17, p. 183-191.

Vintila, G., Onofrei, M., Tibulca, 1. (2014) Fiscal Convergence in An Enlarged European
Union, Transylvanian Review of Administrative Sciences, No. 41.

Wildman, F. (2001) Tax structure and growth. Are some taxes better than others?, Public
Choice, p.199.

142



TRANSNATIONAL PARTNERSHIPS FOR SUSTAINABLE DEVELOPMENT IN THE
SOUTH-EAST OF THE EUROPEAN UNION

Kardos Mihaela

Management-Economics Department, Faculty of Economic, Juridical and Administrative
Sciences, ,Petru Maior” University, Tirgu Mures, Romania

mihaela.kardos@ea.upm.ro

Abstract: Sustainable development has become the development paradigm of our new
era. The present paper aims to offer some considerations regarding transnational
partnerships for sustainable development, focusing on the European Union countries from
the South-Eastern area. The research methodology is based on the literature review of
the topic, as well as a quantitative and qualitative analysis. Working in transnational
partnerships has been seen as a way of adrressing complex issues, such as sustainable
development. These kind of partnerships are voluntary, multi-stakeholder initiatives
specifically linked to the implementation of globally agreed commitments, facilitating and
strengthening the process towards sustainable development. The investigated EU
countries from the South-East Europe demonstrate strong commitment for being part in
transnational partnerships for sustainable development from different perspectives: the
significant number of transnational partnerships and the great number of partners in each
partnership coming from widespread areas, the wide variety of the approached topics
directly connected to sustainable development and the types of organizations involved as
partners. The merit of this paper, in spite of some limitations, is to contribute with an
original research regarding transnational partnership for sustainable development, setting
a focus point on the way to further research.

Key words: sustainable development; transnational partnership; South-East European
Countries

JEL classification: Q01; R11

1. Introduction

Sustainable development is a landmark in the changing world we live in. The concept has
evolved into a multi-dimensional comprehensive one, a subject of interest at all levels.
Sustainable development is today more than a supreme and generalized objective, itis a
global strategy, a principle of living. Worldwide, organizations, countries and institutions
are striving to think and act accordingly.

Within this context, the paper aims to to offer some considerations regarding transnational
partnerships for sustainable development, focusing on the European Union countries from
the South-East area. The research methodology is based on literature review, using
bibliographic resources (e.g. books, studies and articles, official documents - strategies
and reports), as well as on a quantitative and qualitative analysis relevant for the topic.

2. Sustainable Development Approaches from the Perspective of Transnational
Partnerships

Researchers and policy makers show great interest for the study of sustainable
development, which has been the subject of worldwide debates since the concept of
sustainable development appeared in the '70, first interpreted by the members of The
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Club of Rome (Meadows et al., 1972). Society makes a common effort to find, offer and
implement the right solutions for that kind of development “that meets the needs of the
present without compromising the ability of future generations to meet their own needs”,
as stated by the definition given by the Brundtland Commission (WCSD, 1987).

Besides economic development and environmental protection, sustainable development
also focuses on the commitment to advancing human well-being and life quality in a society
socially acceptable, economically viable and environmentally sustainable. This kind of
development is constrained by the fact that it should take place within the ecological limits of the
planet.

Sustainable development has received a global political dimension, starting with Agenda
21in 1992, an action plan for sustainable development, followed by other initiatives such
as UN Millennium Development Goals, adopted in 2002 and revised in 2012 at the Earth
Summits.

Current debates speak about the importance of interconnections and interdependences,
about an integrated approach and coordination between institutions and organizations at
different levels. Within this context, cooperation is crucial for improving sustainable
development outcomes, therefore working in partnership has become commonplace as a
way of addressing such complex issues.

Partnership has been defined in many different ways in different contexts. According to
Syed et. al. (2012), partners look for mutual benefits, including two-way flow of energies,
expertise and knowledge to justify investment. Partnerships involve organisations making
a commitment to work together on something that concerns both, developing a common
sense of purpose and agenda and generating joint action towards agreed targets (The
Health Education Board for Scotland, 2001).

Mostly, we are interested in partnerships for development. Picciotto (2004) speaks about
the key features of a partnership for international development: “Partnership is a means
to an end — a collaborative relationship toward mutually agreed objectives involving
shared responsibility for outcomes, distinct accountabilities andreciprocal obligations.
Where there is no common vision of what the partnership is about, no mutual stake in the
outcome, lack of clarity in task allocations, or imbalance in influence and unfairness in
allocation of costs and benefits, the partnership is hollow.” Partnership can be considered
a collaborative relationship between entities to work toward shared objectives through a
mutually agreed division of labor, aims to take advantage of what the recipient, as well as
the donor can bring (Axelrod, 2004). Partnerships can be found under different forms of
collaborative arrangements, such as consortia, alliances, joint ventures, roundtable,
networks and associations (Lawrence et al., 2002); however, no matter of their form,
partnerships mean inter-organizational structures where resources, power, and authority
are shared and where people are brought together to achieve common goals that could
not be accomplished by a single individual or organization independently (Kitzi, 2002).
Mattessich et al. (2001) state that “collaboration is a mutually beneficial and well-defined
relationship entered into by two or more organizations to achieve common goals. The
relationship includes a commitment to mutual relationships and goals; a jointly developed
structure and shared responsibility; mutual authority and accountability for success; and
sharing of resources and rewards.”

In terms of sustainable development issues, partnerships are considered one of the most
participatory and effective mechanisms to implement sustainable development and
enhance international cooperation. They have a special character as they are voluntary,
multi-stakeholder initiatives specifically linked to the implementation of globally agreed
commitments. These partnerships are not a substitute for government responsibilities and
commitments; they rather intend to facilitate, strengthen and expedite implementation by
involving those relevant stakeholders that can make a contribution to sustainable
development.
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The European Union, one of the world key players, has become preoccupied with
sustainable development issues and adopted in 2001 its first Strategy of Sustainable
Development (European Commission), stating that sustainable development is one of its
major political objectives. The strategy was revised in 2005 and 2009 for a unitary and
coherent strategic vision, completing The Lisbon Strategy and aiming to become a
catalyst for changing the behaviour of the European society towards sustainability. The
EU has made a good start in applying the principles of sustainable development, but
increased efforts are needed to put Europe on a sustainable path. This requires a strategy
with a stronger focus, a clearer division of responsibilities, wider ownership and broader
support, a stronger integration of the international dimension and more effective
implementation and monitoring. As sustainable development is a purpose overlapping
national dimentions, all member states, governments, businesses, NGOs and citizens are
called to become more involved and to participate together through different forms of
collaboration to attain sustainable development objectives. (European Comision, 2006).
Therefore, partnership is seen as the key to success. Transnational partnerships for
sustainable development aim to improve the territorial, economic and social integration
process and to contribute to cohesion, stability and competitiveness.

3. Transnational Partnerships for Sustainable Development: Empirical Evidence
from South-Eastern European Countries

3.1. Research Methodology

In order to establish the research group, we refer to South East Europe Transnational
Cooperation Programme, which is part of the European Territorial Cooperation objective
of EU Regional Policy and has as main objective the sustainable and balanced
development of the European territory. We conduct our research on a selected group of
countries which are considered eligible within this programme, establishing two criteria:
to be an EU member state and to participate in the programme with the whole territory.
Hence, our research group includes eight countries: Austria, Bulgaria, Croatia, Greece,
Hungary, Romania, Slovakia and Slovenia.

All these countries, as member states, have the obligation to adhere to and to respect EU
commitments for sustainable development. Moreover, for each investigated country
sustainable development is a perspective of the national becoming and each country has
its own strategy of sustainable development. In order to get a general imagine of the
selected countries’ performance in terms of sustainable development, we present in Table
no.1 the counties’ EU ranking according to Human Development Index (UNDP, 2013),
Environmental Performance Index (Yale University and Columbia University, 2012) and
Sustainable Society Index (Sustainable Society Foundation, 2012), three indexes
considered among the most relevant in terms of measuring sustainable development.

Table 1: Selected Countries Ranking in EU according to HDI, EPI and SSI

Country HDI 201:_3 / score/ | EPI 201_2/ score/ | SSI 201_2/ score/
EU ranking EU ranking EU ranking

Austria (AU) | 0.895/ 7th 68.92 / 4th 6.56/ 2nd

Bulgaria (BG) | 0.782 /28t 56.28 / 25" 5.13 /21t

Croatia (CR) | 0.805/ 26t 64.16 / 14" 5.55 /11t

Greece (GR) | 0.860/ 16 60.04 / 20" 4.32/ 26t
Hungary (HU) | 0.831 /21t 57.12/ 24" 5.29 /18"
Romania (RO) | 0.786/ 27" 48.34 / 28t 5.48 / 15"
Slovakia (SK) | 0.840 /20" 66.62 / 9t 6.01 /6"

Slovenia (SL) | 0.892/ 10t 62.65 /18" 6.12 / 4th
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We note that none of the countries has the same position in each of the 3 rankings,
moreover, the position of each country in the rankings differs substantially; this fact may
be considered quite interesting taking into consideration that each index aims to measure
the same phenomenon, that of sustainable development. From the selected countries, we
could appreciate that best performers are Austria and Slovenia, while the last positions
are occupied by Romania and Bulgaria. A possible explanation could be related to the fact
that countries better performing have a longer experience and have been preoccupied
with sustainable development issues for a longer time, whereas the others are rather new
in the field.

In terms of each country’s involvement in transnational partnerships for sustainable
development, we start with a quantitative analysis, considering the number of
transnational projects for sustainable development that each country is part, followed by
a qualitative analysis of the projects.

For our analysis we use two databases of transnational partnerships for sustainable
development: one of the South East Europe Transnational Cooperation Programme
(SEETCP) and one provided by CORDIS referring to R&D projects within FP7. The
analysis period is set for a 7-year interval, between 2007 and 2013. From the database of
SEETCP we refer to the transnational partnerships from two of the four priority axis,
namely Protection and improvement of the environment and development of transnational
synergies for sustainable growth areas, as they both approach issues concerning sustainable
development. From the CORDIS database of transnational projects financed within FP7 we refer
to those having as subject sustainable development. We have to take into consideration a limitation
of our research determined by the fact there here might also be other transnational projects for
sustainable development we did not consider due to lack of a integrated coherent database including
all EU partnership projects in the field of sustainable development or because their subject does not
does not explicitly refer to sustainable development, but they refer to topics connected to
sustainable development.

3. 2. Research results

We present as follows in Table no. 2 the number of transnational partnerships for sustainable
development in which each of the selected countries is a partner, whether it is the lead partner or a
project partner.

Table no. 2 Number of transnational partnerships for sustainable development in the selected
countries

Programme AU | BG CR | GR | HU | RO | SK | SL
SEE — Transnational 16 | 25 15 25 | 25 | 28 12 | 22
Cooperation Programme
Development of
transnational synergies
for sustainable growth
areas

SEE — Transnational 25 | 27 24 24 | 27 | 31 12 21
Cooperation Programme
Protection and
Improvement of the
Environment

FP7 - Sustainable 17 8 3 12 | 14 4 5 10
Development
Total 58 | 60 42 61 | 66 | 63 | 29 | 53
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The total number of transnational partnerships for sustainable development of the
selected countries range from Slovakia (29) to Hungary (66): Romania, Greece, Bulgaria,
Austria and even Slovenia are close to the highest value, while Cratioa is closer to the
lowest value. Overall, we can consider that these figures prove a strong commitment to
be part of a transnational partnerships.

These partnerships cover a wide range of topics, presented as follows in an aleatory
order: management of natural assets and protected areas, biodiversity, integrated water
ecosystems, flood risk prevention, prevention of environmental risks, energy and
resources efficiency, promoting a balanced pattern of attractive and accessible growth
areas, promoting the use of cultural values for development, tackling crucial problems
affecting metropolitan areas and regional systems of settlements, sustainable transport,
sustainable production and consumption, sustainable agriculture, civil society for
sustainability. This variety of topics shows that sustainable development is a very complex
issue, which must be addressed from different perspectives.

Another interesting aspect of our analysis refers to the types of organizations from the
selected countries which got involved in these transnational partnerships. We note that,
in the same way, many different types of organizations are present in these projects, such
as: ministries, other governmental institutions, municipalities, universities, public or private
companies, research institutes, NGOs, demonstrating that society, as a whole is
preoccupies with sustainable development issues. We also note that each partnership
includes at least 5 partners, sometimes reaching about 25 partners or even more, coming
from different countries, not only from the analyses region, not only member states. This
great diversity, regarding the topics, the number of partners, the types of organizations
and the multitude of regions and countries they come from, is the premise of successful
stories.

For exemplification, we choose to present as follows a couple of transnational
partnerships randomly considered, so that each investigated country is the lead partner
(Croatia is not present among lead partners in any of the investigated project databases.).

Table no. 3 Exemplification of transnational partnerships for sustainable development
Partnership

Lead Area Project Value

Partner/ of interven- | . Project objective (mill.
X . tile

Project tion Euro)

partners

Austria/ Sustainable LOG4- To boost the regional 2,8

Belgium transport GREEN competitiveness and

Germany, growth in six European

France, regions; Logistics clusters

Turkey, of these regions have

Ukraine joined forces to elaborate

and to start the
implementation of a Joint

Action Plan.
Bulgaria/ Energy and Envision To analyze the energy | 1,4
Croatia, resources 2020 sector and the
Greece, efficiency consumption of energy
Italy, resources in partner
Romania, countries; To identify the
Slovenia technologies to be used to

promote energy efficiency,
To identify and develop

147



new innovative financial
instruments, To identify
road maps and strategies
shared by all the City
partners involved.

Greece/ Promote the | SAGITTA | To manage heritage 2,49
Bulgaria, use of -RIUS assets and safeguard
Croatia, cultural cultural diversity; to
Hungary, values for mitigate the protection/use
Italy, Rep. of | development conflict; to develop and
Moldova, transfer a practise-
Romania, validated toolkit to unlock
Slovenia and communicate cultural

values; and to improve

access to heritage for all.
Hungary/ Prevention of | SEERISK | To develop a common 1.97
Albania, environment methodology for the
Austria, al risks assessment of climate
Bosnia and change related natural
Herzegovin, hazards and risks; it
Bulgaria, enhances the awareness
Croatia, of local populations and
Romania, the efficiency of disaster
Serbia, preparedness.
Slovakia,
Slovenia
Romania/ Cooperation | BIOREGI | To contribute to the 2,19
Austria, in O sustainable development
Czech Rep., | management | Carpathia | and improved
Hungary, of natural ns environmental quality in
Italy, assets and the SEE area by
Poland, protected developing a SEE marine
Serbia, areas and river integrated real-
Slovakia, time system for monitoring
Ukraine the transportation of

dangerous goods, focused

on improving maritime and

river safety.
Slovakia/ Prevention of | Donaureg | To describe the potential 2,08
Bulgaria, environment | ionen+ of the middle a lower part
Croatia, al risks of the Danube and its
Hungary, importance for the Europe
Republic of as important development
Moldova, corridor, to elaborate the
Romania, Joint Donauregionen
Serbia, Development Strategy,
Ukraine considering the scenarios

of the ESDP for this part

of Europe.
Slovenia/ Tackle ViTo To promote transnational | 2,3
Romania, problems urban governance
Slovacia, affecting structures and
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Hungary, metropolitan implementing pilot
Italy, areas and measures to have visible
Greece, regional results that improve the
Rep. Of | systems of attractiveness of towns to
Moldavia settlements foster their economic
development in SEE.

4. Conclusion

Transnational partnerships are considered one of the most participatory and effective
mechanisms to implement sustainable development and enhance international
cooperation offering a stronger focus, a clearer division of responsibilities, a wider and
broader support, a stronger integration of the international dimension and more effective
implementation and monitoring procedures.

Our research on a group of eight EU member states from the South-East Europe
highlights their strong comittment to be partners in transnational partnerships for
sustainable development. Different kind of organizations (e.g. ministries, other
governmental institutions, municipalities, universities, public or private companies,
research institutes, NGOs) are involved a significant number of transnational projects
(partnerships) covering a wide range of topics directly related to sustainable development,
such as: management of natural assets and protected areas, biodiversity, prevention of
environmental risks, energy and resources efficiency, promoting a balanced pattern of
attractive and accessible growth areas, promoting the use of cultural values for
development, tackling crucial problems affecting metropolitan areas and regional systems
of settlements, sustainable transport, sustainable production and consumption,
sustainable agriculture, civil society for sustainability. Each partnership includes at least
5 partners, sometimes reaching about 25 partners or even more, coming from different
regions, countries and areas. This great diversity in terms of approached topics, number
of partners and types of organizations (partners) is the premise of successful stories.
The merit of this paper, in spite of some limitations previously mentioned, is to contribute
with an original research regarding transnational partnership for sustainable development,
setting a focus point on the way to further research.
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Abstract:

2013 Romania shows the bigger economic development than in the last years and
increases the GDP by 3,5%, that was the most significant growth in the EU. The biggest
contributing sector to this expansion is the industry. This sector contributed the most with
2,3% to this growth. The importance of the industry in a country’s development not only
the Romania’s case, but for other economies too. More and more authors emphasise the
importance of Industrial parks, they act as pull factors. The effects of the industrial
placements like the industrial parks are multiple regarding a region’s development and
competitiveness. The most of these benefits are well known already, but the
competitiveness of the industrial parks is not a frequent theme, tough this will contribute
to the competitiveness of the region. What are the basic and decisive factors that
influence the final decision of the companies to choose a particular industrial park? While
analysing the competitiveness factors of industrial parks | intend to emphasize the
reasons and factors that influences companies in their decision to appear in the industrial
parks that they are resident in. The purpose of this paper is to present all the important
factors in the same place that make an industrial park competitive. First | want to present
the factors that were identified by now based on theoretical, and practical experiences
starting from some second hand information. The caracteristics of the successful parks
will br presented with the well-kown examples, and also with caese not known to
everybody. Some of the reasons why industrial companies chooses a park are well kown,
for example the placement, the good accesibility, for which is essential a good
infrastructure. Another decisive factor is the suport of the state and the local autorities,
the most important factors are tax and other costs relief. There are more things that
influance companies in choosing their sites.

Keywords: industrial park; competitiveness; competitiveness factor; industrial parks
competitiveness

JEL classification:

1. Introduction

In 2013 Romania shows the biggest economic development in the last years and
increases the GDP by 3,5%, achieving the most significant growth in the EU. The biggest
contributing sector to this expansion is the industry. This sector contributed the most with
2,3% to this growth. The industrial sectors share in the GDP increases constantly in the
last 5 years untill it reaches 30% in 2013. The growth in this sector was 8,1% in the last
year, after the 3,1% expand in 2012.
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Figure 1: The share of the Industrial sector in the Romanian total GDP
Source: INS, National Statistic institute

Because the significant contribution of the industry in the Romanian and other countries
economy, we can’t neglect this sector and the role of the industrial parks.

More and more authors emphasise the importance of Industrial parks, they act as pull
factor. The effects of the industrial placements like industrial parks are multiple regarding
a region’s development and competitiveness. The most of these benefits are well known
already starting from creating new jobs, trough increasing incomes with the development
of the local economy and the attractiveness of the region due to a better business
environment. Regions with an increased industrial activity will “feed” the national
development too. The relationship between the industrial parks and the competitiveness
of regions with such placements is evident today proven by many authors in several
works. But the competitiveness of the industrial parks is not a frequent theme, although
this will contribute to the competitiveness of the region. What are the factors and
conditions that are influencing the number of the settled companies in these industrial
estates? What are the basic and decisive characteristics that contributes to the final
decision to choose a particular industrial park?

2. Industrial parks concept

In this paper | use the industrial park in a wide interpretation, as a concept that defines
generally a zone that is marked out for the purpose of industrial activities. In some cases
such areas can be scientific or technological parks with a more specific industrial activity
and specific tenants. The objective of the paper is to identify the factors that make
attractive a region or industrial park for an industrial investor.
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At this point | consider that is important to make a note regarding the investors and their
objectives for the establishment on industrial areas, because depending on their
expectations can differ this objectives. An enterprise with R+D activities in the region has
different needs and seeks other conditions than a company without this division in the
industrial park. In many cases the R+D function remains at the parent company or
headquarter. Exemplary for this can be the case of the Nokia in Cluj Napoca, where the
Finnish company just explored the accorded tax reliefs and benefits and then they seek
another region for other benefits. Nokia’s plans were just for short term, therefore they
came to Cluj Napoca with basic production activities. Companies with long term plans in
a region will plant R+D divisions too on the new location and their decision factors are
more complex.

3. Industrial parks competitiveness —the theory
To present the factors that make competitive a region or an industrial park | will present
some theoretical aspects and then | complete these with other incentive factors
presented trough examples and cases.
The settlement decisions according to Lengyel-Rechnitzer are the followings:
. Transportation facilities
. Raw materials
. Markets
. Workforce
. Extern effects (a: urbanization advantages; b:local advantages)
. Energy
. Social infrastructure (a: social capital (in people, in social groups); b: fizical
capital (roads, buildings)
8. capital (a: technical; b financial)
9. Land/buildings
10. Environment
11. Governance politics (Lengyel-Rechnitzer, 2004)
Another point of view regarding the most important characteristics of the industrial parks
is the Cabral Dahab science park management paradigm.
A science park must:
1. Have access to qualified research and development personnel in the areas of
knowledge in which the park has its identity.
2. Be able to a market its high valued products and services.
3. Have the capability to provide marketing expertise and managerial skills to
firms, particularly SMEs, lacking such a resource.
4. Be inserted in a society that allows for the protection of product or process
secrets, via patents, security or any other means.
5. Be able to select or reject which firms enter the park. The firm's business plan
is expected to be coherent with the science park identity.
6. Have a clear identity, quite often expressed symbolically, as the park's name
choice, its logo or the management discourse.
7. Have a management with established or recognised expertise in financial
matters, and which has presented long term economic development plans.
8. Have the backing of powerful, dynamic and stable economic actors, such as a
funding agency, political institution or local university.
9. Include in its management an active person of vision, with power of decision
and with high and visible profile, who is perceived by relevant actors in society as
embodying the interface between academia and industry, long-term plans and
good management.
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10. Include a prominent percentage of consultancy firms, as well as technical
service firms, including laboratories and quality control firms. (Cabral, 1998)

4. Industrial parks competitiveness —through cases

We can see that there are some common points in these two approaches, for example
the market that is an important factor for a firm that seeks not just good location, tax relief
and cheap labor force, but also new markets for their products. This is another
competitiveness factor for China and their industrial parks.

Vapar in his 2011 paper uses a more structured approach regarding the factors that
determine the companies site choosing decision. The factors are distributed in two
categories: hard and soft factors. Hard factors are those characteristics, that are
measurable usually the local economy, labour force, infrastructure — including traffic,
telecommunication, and power-supply. The soft factors do not refer directly to economy,
they are rather social, cultural factors, but they influence altogether the site choosing
decision (and there are the corporate and the human factors). | will use this categorization.
The importance of this method of distribution of the factors is used in the Western-
European countries, because beside the hard factors (which are well known) the soft ones
are getting more and more used, and in my opinion too these factors are important and
largely define the industrial parks competitiveness.

4.1 Hard factors

Infrastructure is one of the key elements for the companies when they choose location for
their new divisions. One of the most controversial example for the importance of this factor
is the case of the Mercedes with Romania and Hungary. Mercedes was searching a site
in 2008 and in the final phase remains two options Romania and Poland, but Romania
was the probable winner. In the last moment the company decides to move with the
investment to Hungary because of Romania’s bad infrastructural conditions. The Daimler
planed another investment in Cugir, Romania in 2013 and the most important request to
the Romanian authorities was again regarding the infrastructure (water and drain network
and public road).

Good placement and access to transportation network. One of the Tetarom Cluj industrial
park advantages is the access to European destinations trough the international airport.
But for Mercedes the access to the Hungarian expressway and railway network was an
important factor too.

Services in the phase of establishment and during the companies activity in the industrial
park are essential.

Presence of multinational firms is important for those tenants that can be suppliers for
these corporations.

The presence of potential suppliers is important for the big companies like Mercedes, who
planed to work with local 130-150 suppliers. The half of the 400 ha of the Mercedes Benz
Hungary’s location is dedicated for their suppliers.

Costs like the energy or gas is an important hard factor. The Tetarom industrial park in
Cluj owns license to energy and gas-supply, therefore they can offer a lower price, that
means lower cost for the tenants.

Tax reliefs and other financial and investment discounts. This is one of the most important
factors, in every case these incentives are a decisive factor. Probably that was the most
important in the case of Nokia to choose Romania. The Richter- Gedeon pharmaceutical
company’s plant manager in Debrecen (Hungary) said in an interview for a case study,
that beside other reasons this was an important motivation in choosing Debrecen as
second Hungarian plant. (Szab6-Kérédi, 2013)

Free estate or reduced rent prices can help to make more competitive an industrial area,
because this can be a significant part of the investment or cost during the activity.
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Labor force market and the “price” of the labor force is another factor that weight much in
the company’s decisions. In the motivation of the Mercedes in 2008 to come to Romania,
had a significant role the low salaries, but this is not the single characteristic that counts.

4.2 Soft Factors

The labor and its qualification level is very important when companies have high-tech
based activity or want to build an R&D division. Regarding this approach for Richter-
Gedeon was important to choose an industrial area, that is near a university that can
provide specialists in their field and in the same time these institutions are knowledge
centers. This is one of the condition for the tenants of scientific and tehnlogical parks.
Another example to the need for qualified labor is the Oradea Industrial Park, who
established new professional classes in cooperation with a high school to the requests of
the Emerson. But Mercedes and Audi too chose Hungary because the good qualification
of the labor.

Culture regarding the work and generally was important for the Audi, when it chose the
industrial park in Gydr, Hungary. The car company chose from 180 locations in 1993, and
in their decision had a big influence the engineering work culture from the area. Audi’s
managers are satisfied with the cooperative and creative, problem solving orientation of
the Hungarian people.

The support of the authorities can be more important then we think in many cases.
Mercedes appreciated and was one of the decisive factors the support regarding the
authority licences and permissions, the Kecskemét local authority established a separate
team to help them procure all the papers. The confidential treatment and promptitude was
important too.

Good communication was decisive too in the case of Mercedes, because thanks to the
rapid and detailed answers and data retrieval, the company switches from Romania to
Hungary in the last moment. (Vapar, 2011)

The flexibility of the board of industrial park and authorities is another appreciated and
expected factor for the companies in the decision of placement.

The availability and the “quality” of authorities in many cases is more a barrier then an
advantage for the tenants. Unfortunately corruption and bureaucracy in Romania is
decisive in many cases for the companies who seek for industrial parks and they will
choose those countries and business environments that are more transparent.

In this section we can mention another factor like the receptiveness of the town, social
infrastructure or the prestige of the town or region, where the industrial park is, for example
this was a reason to establish the Liberty Technology Park (a 25 million dollar private
investment of the Fribourg Development) in Cluj industrial area.

5. In conclusion

Factors that are decisive in the decisions of companies to plant a new division are various.
There are hard and soft characteristics, that make industrial parks competitive. Beside the
hard factors, the soft ones are more and more important and can decide the battle
between the different industrial areas. The paper give an overview on these factors,
presents both with theoretical and empirical examples, that proves the importance of
these competitiveness factors.

But we must not forget one thing, it is important to attract companies to industrial parks,
but at least important is to keep them and satisfy them, because their satisfaction leads
to the growths of these parks, and to the growths of the industry itself.
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Abstract: The increasing popularity of the concept of ,regional innovation system” has
been driven in part by greater international competition, lack of efficient traditional regional
development models and policies in many regions around the world. The paper aims to
describe situation on innovation policy and system of Latvia. The paper is organised as
follows: Section 1 provides the theoretical background, summarising the understanding
of the nature of regional innovation system. Then, Section 2 deals with regional innovation
policy theoretical aspects. In Section 3 innovation policy of Latvia, key government players
and European Regional Development Fund_(ERDF) influence on innovation policy is
discussed. Section 4 concludes innovation system and policy situation in Latvia. The
methods used are: monographic, graphical method and case study.

Key words: innovation policy, regional innovation system.
JEL classification: O2; R1.
1. Regional innovation system — different types and approaches

»Regional innovation system” is one of the most influential concepts in the development
of the regional science (Cooke et al., 2000; lammarino,2005). The concept is experiencing
a rapid development since the 1990s, based on non-linear, social process, which is
influenced by some of the system elements and factors (Edquist, 2005). RIS origins are
found at NIS theoretical framework (Lundvall, 1992) and in principle, the RIS approach is
naturally linked to a broader, more general literature on Systems of Innovation, which
encompasses not only regional systems, but also national and sectoral ones (Edquist,
1997) Cooke and others (2000) define the regional innovation system as a system in
which businesses and other organizations are systematically related to interactive
learning in the social environment.Doloreux (2003) sets out four main elements of the
RIS: companies, institutions, knowledge, infrastructure and regional innovation policies.
Companies are economic agents, which are important for the innovation system, because
they provide knowledge diffusion. He also concludes that the RIS approach encompasses
various concepts of “industrial districts”, ,,innovative milieu”, and ,,learning regions” to the
greatest extent. RIS can also be perceived as a transposition of a national system of
innovation on the regional level.

Asheim (1998) distinguishes between three types of RIS: a) territorially embedded RIS;
b) regionally networked RIS and regionalised national innovation system; c) regionalised
national innovation system. He describes each of the RIS forms following: territorially
embedded IS - firms base their innovation activity mainly on localised, inter-firm learning
processes without much direct interaction with knowledge generating organisations (i.e.
R&D institutes and universities). The best examples of territorially embedded IS are
networks of SMEs in industrial districts. These territorially embedded systems provide
bottom-up, network-based support through technology centres, innovation networks, or
centres for real service providing market research and intelligence services. Another type
of RIS is the regionally networked IS. The firms and organisations are also embedded in
a specific region and characterised by localised, interactive learning. However, through
the intentional strengthening of the region’s institutional infrastructure, for example,
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through a stronger, more developed role for regionally based R&D institutes, vocational
training organisations and other local organisations involved in firms’ innovation
processes these systems have a more planned character involving public—private co-
operation. The networked system is commonly regarded as the ideal-type of RIS: a
regional cluster of firms surrounded by a regional ‘supporting’ institutional infrastructure.
Cooke (1998) also calls this type ‘network RIS’. The regionally networked innovation
system is a result of policy intervention to increase innovation capacity and collaboration.
The third main type of RIS, the regionalised national innovation system, differs from the
two preceding types. First, parts of industry and the institutional infrastructure are more
functionally integrated into national or international innovation systems,- innovation
activity takes place primarily in co-operation with actors outside the region. An innovation
system incorporates mainly the R&D functions of universities, research institutes and
corporations. Second, the collaboration between organisations within this type of RIS
conforms more closely to the linear model, as the co-operation primarily involves specific
projects. Within such systems, co-operation is most likely to arise between people with
the same occupational or educational background. One special example of a regionalised
national innovation system is the clustering of R&D laboratories of large firms and/or
governmental research institutes in planned ,,science parks”.

The systems of innovation approach (Edquist, 1997, 2001) argue that innovation should
be seen as an evolutionary, non-linear and interactive process, requiring intensive
communication and collaboration between different actors. Interaction between agents is
a necessary condition for an RIS efficient functioning. Interaction and communication has
to be a process within companies as well as between firms and other organisations such
as universities, innovation centres, and educational institutions, financing institutions,
standard setting bodies, industry associations and government agencies. The aim of this
interaction and communication is concerned with the flow of economically useful
knowledge among those organisation, taking the form of learning processes that support
the generation and diffusion of innovation. The ,,knowledge infrastructure” is mentioned
organizational infrastructure that is needed to support innovation. ,,Knowledge
infrastructure” applies for both the public and private organizations, such as knowledge
parks, technology parks, technology incubators in particular industries, laboratories and
similar facilities, which include innovation infrastructure. RIS is dependent not only on the
amount of knowledge generated by businesses and institutions, but also on how these
organizations interact with each other. Elements constitute the essence of the interaction,
guiding the process of developing their own RIS system. Three important things to be
noted on the RIS are as follows: first, the RIS is a social system, and secondly, it involves
more interaction between participants (private and public) that occur in a systematic
manner, thirdly, a systematic approach is provided to enhance the region's capacity for
learning.

Autio (1998) argues the RIS system consists of two interdependent subsystems.
Subsystem consists of 2 branches: the companies, their customers, suppliers and
competitors, and institutional subsystem, which consists of a number of institutions (public
research institutes, technology transfer contact, universities) involved in knowledge
creation and diffusion process. In the ideal case, there are intensive interactive
relationships within and between these subsystems facilitating a continuous flow or
exchange of knowledge, resources and human capital.Economically developed regions
of these two subsystems have close interactions that provides long-lasting and continuous
knowledge generation, diffusion and application. Inappropriate or missing interaction or
links between the different actors and organisations involved in the innovation process
may constitute a major RIS deficiency. Two types of problems are common within the
system’s network dimension: a poor innovative performance may result from a lack of
communication and cooperation between the RIS elements leading to an insufficient flow
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of knowledge and technology. Too strong ties between innovation relevant organisations
can lead to serious lock-in effects undermining the innovation capabilities of regional
economies. Hence important is distinguish that traditional RIS approach emphasizes local
factors in promoting innovation, opposite researches points to the critical knowledge from
outside (Bathelt et al. 2004; Boschma, Wal, 2007). Some local companies - often leading-
ones in the region - acts as a ,knowledge initiators” (Owen-Smith, Powell, 2004);
searches for and absorb knowledge from outside the region and county in the other RIS.
If external links are poorly developed, the region suffers from a limited access to
international pools of resources and knowledge. This may be critical as in most cases
they have to complement the local ones.Interactive learning between the actors of the
system is emphasised especially in territorially based systems of innovation (Gregersen
& Johnson 1997).

The RIS efficiency may vary based on characteristics of region. Innovation systems in
metropolitan regions are most likely to be different from innovation systems in rural
regions having less diversified and different economic sectors. Moreover, due to regional
specificity, social and cultural context, and institutional and support organizations, the RIS
will differ between regions with similar economic and industrial structures. Innovation
capacity therefore, unevenly distributed between disparate spatial areas. In describing the
relationship between innovation performance and regions, Malecki (1997) argued that
large urban areas are expected to have higher rates of innovation, more rapid adoption
of innovation, and higher proportions of skilled workers than smaller places.

2. Regional innovation policy — concept and development

Regions are considered to play a crucial role in the European Research Area, bring policy
measures close to the citizen, bridge the EU level and the local level. Those are important
bases of economic co-ordination at the meso-level, although the level of regional
administration can differ quite a lot across various countries. In varying degrees, regional
governance is expressed in both private representative organisations, such as branches
of industry associations and chambers of commerce, and public organisations, such as
regional agencies with powers devolved from the national (or, within the European Union,
supra-national) level to promote enterprise and innovation support (Asheim et al., 2003a;
Cooke et al., 2000).

It makes sense to regionalize innovation policy for the following four reasons
(Fritsch/Stephan, 2005): First of all, innovation processes are taking place unevenly in
geographic space. This is partly due to the variety in endowment with production factors
and with industrial sectors. Second, innovation networks function differently in various
regions. Third, innovation activity is crucial for economic development and growth on the
regional as well as on the national level. It is important to realise that economic
development and growth on the two different levels might conflict. Fourth, using various
policy approaches in different regions enables countries to gain much more varied
experiences, thereby enabling regions to learn from one another. The identification and
the localisation of relevant supporting points for leveraging the effects of public policies
require an in-depth knowledge of the actors that are committed, of their history within the
space considered, and of their impact in the innovation process that is at stake
(Hamdouch, 2008).

In the 1990s, the concept of innovation policy has changed from a research and
technology policy to a more holistic innovation policy that integrates other political sectors,
such as education and competition and regulatory, regional, agricultural and foreign
policies. This results from a new understanding of R&D infrastructures, changes in
economy (i.e. globalisation), increasing co-operation between different sectors of the
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economy, increasing role of ICT and knowledge transfer and new paradigms in economic
theories (Lundvall & Borras 1997; Biegelbauer & Borras 2003). When knowledge creation
and transfer are considered the most important devices for economic growth and well-
being, creating and sustaining innovations are regarded as the keys to improved global
competitiveness (Cooke 2004; Corona et al. 2006). Therefore, the role of innovation
policies and, especially, the tools used to promote companies’ innovation activities are
emphasised. Recent theories also emphasise that companies’ ability to innovate does not
solely depend on the entrepreneurs, as also communities, and especially regions, have
an effect on innovation processes (Corona et al. 2006). This is why the focus of innovation
policies in the 1990s lay on institutions, especially on creating bridging institutions, and
networks.

Lundvall and Borras (1997: 37) define innovation policies as ,elements of science,
technology and industrial policy that explicitly aim at promoting the development, spread
and efficient use of new products, services and processes in markets or inside private and
public organisations. The main focus is on the impact on economic performance and
social cohesion”. The major objective of an innovation policy is to enhance the learning
ability of firms, knowledge institutions and people. An innovation policy should also cope
with the possible negative effects of the learning economy, such as social and regional
polarisation (Lundvall & Borras 1997: 38). However, Tédtling and Trippl (2005: 1204) state
that innovation and regional policies emphasising high-tech and knowledge-based or
»creative” industries are targeted at successful regions.

3. Innovation system, policy and key institutions in Latvia

3.1. National and regional innovation policy development in Latvia

Innovation policy development in Latvia started relatively late — comparing to other EU
countries. In 2001 National Innovation Concept was the key original background
document for innovation policy in Latvia. It defines the core concepts of ,,innovation”,
»innovation policy”, national innovation system”. The need to support an innovation-
friendly environment, to develop modern infrastructure across the whole country, to
develop national science and research policy, technology transfer, and the necessity to
develop all this within a supportive legal environment was discovered. The process of
policy design in Latvia in general is becoming more structured and in line with established
practices of policy making, yet proper and efficient application of the introduced tools is
sometimes still questionable.

Since then innovation policy has been developed and implemented in a variety of
documents and action plans with the ,,Entrepreneurship, Competitiveness and Innovation
Promotion Programme for 2007-2013” (program). The aim of program is to promote the
capacity and efficiency of the national innovation system with the main directions of
activity for innovation development envisaging facilitation of knowledge and technology
transfer, establishing favourable institutional environments for innovative activity, and
promoting cooperation of science, education and the private sector, as well as supporting
development of new products and technologies.

Since Latvia as a whole corresponds to a single NUTS 2 region there is no formal regional
innovation policy in terms of the EU definition. Moreover, although there are 5 NUTS 3
regions these are statistical and not administrative entities. Accordingly, Latvia’s national
Innovation Strategy does not specifically separate activities into regions rather it targets
the national science and research institutions, which are located in larger cities. Policy
takes the form of demand-driven support to state, municipal and private businesses
(wherever they are located), support measures for science research address existing
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universities and science institutes. Thus there is no regional administration and no
separate strategy at the regional level. One exception to this is the activity ,,Co-financing
to the investments in micro, small and medium-sized enterprises operating in the specially
assisted areas”. However, this is not primarily an innovation promotion activity.

Latvian policy-making process needs significant reforms in order to promote the recovery
and development of the existing innovation system due to weak results of national
innovation capacity. In many cases the needed changes focus on governance or
interventions that are not very expensive but that support the development of capacities
and institutions needed for the future. Larger investments can initially be financed from
the Structural Funds (SF) and then gradually transferred to the state budget. The primary
challenge for the funding of innovation policy in Latvia is the availability of the funds. Due
to the sharp decline in government funding for research and innovation in the past few
years the funding of innovation has been mainly supported from the EU SF. Therefore it
is highly likely that a discontinuity in funding may arise in 2014-1015 as experience shows
that in Latvia each funding cycle starts with a time lag of several years.

One of the main challenges being reported during the past few years is the development
of close collaboration between research and business sectors still persists since
beginnings of 2000.

The innovation policy trends and cycle have been closely bound to the EU Structural
Funds (SF) programming period, specifically the national innovation strategy prepared for
the years 2007-2013. The action plan for the implementation of the above programme
contains measures that can be described as being directed towards strengthening and
generating knowledge flows among actors in the national innovation system.

In recent years, there have not been any national innovation policy discussions, though
innovation policy issues have been informally discussed. Overall, the existing situation is
somewhat alarming because the majority of research and innovation support measures
mostly rely on available funding from the Structural Funds, which will end when the current
programming round will finish at the end of 2013.

3.2. Key policy formation institutions in Latvia

According to Innovation Policy Progress report (2009) "External assessments point to the
fragmented nature of policy formulation” and the fact that there is room for improved inter-
ministerial coordination in Latvia as well as the need for a closer integration of R&D and
innovation policy. While in numerical terms the number of organizations involved in the
innovation governance system of Latvia seems sufficient, there is a continuous lack of a
high level coordinating body in this domain.There are key governmental bodies
coordinating Innovation policy development: those are 2 ministries: Ministry of Education
and Science and Ministry of Economics.

The Ministry of Economics, according to author’s view, plays key governance role in
innovation policy process development at national level. The Ministry develops policy
documents for further submission to the Cabinet of Ministers.The main implementing
bodies of innovation policy in Latvia are the Latvian Investment and Development Agency,
the Latvian Guarantee Agency and the Mortgage Bank of Latvia. The Latvian Guarantee
Agency under the Ministry of Economics is charged with implementation of the tasks
defined in the national economic policy with regard to aid provision to SMEs to help them
attract new investments. The mechanisms include direct financial aid for implementation
of innovative business ideas as well as credit and loan guarantees (including export
promation). In its turn, the public holding company Mortgage Bank of Latvia provides credit
resources for business companies on favourable terms and various public funding
schemes for start-ups. The Ministry of Economics has the Department of Business
Competitiveness that includes the Division of Industry and Innovation.
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The Ministry of Education and Science implement innovation policy through the national
research programs and specific EU SF and other donor programs. The Ministry covers
those support measures involving an R&D component, with public research organisations
as the primary target group. The Ministry discharges its responsibilities and duties in the
field of research and innovation through its Department of Science, Technologies and
Innovation.

The Latvian Council of Science, an institution under supervision of the Ministry of
Education and Science, is mandated, among other things, to enhance implementation
and coordination of R&D and innovation policy.

At the parliamentary level, the main body dealing with innovation policy is the Commission
on Education, Culture and Science with a sub-commission on the Steering of the National
Development Plan (NDP). On the political level, the Prime Minister’s Cross-departmental
Coordination centre coordinates the national development planning, starting from January
2012. Several advisory bodies, such as the Latvian Academy of Sciences, the
Commission of Strategic Analysis (under the supervision of the President of Latvia), the
Employers’ Confederation of Latvia and the Latvian Chamber of Commerce and Industry,
exert an influence on policy-making by means of both proactively approaching the
policymakers and providing their input on the process of public consultation. No new
committees or advisory bodies have been set up during the reporting period specifically
to monitor and advise policy-makers on innovation.

The role of State Regional Development Agency (STDA) in innovation process fostering
formally is active, but as far agency executes activities of Ministry of Environmental
Protection and Regional Development than there are usually other priorities; agency
concentrates mainly on development and coordination of work of municipalities with less
attention on regional innovation fostering. Some changes are in process at the moment
(2012) within Ministry, as for next programming period it works on new policy guidelines
with development of approach and concentrating efforts to boost regional innovation.
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Figure 1. The institutional framework for innovation policy.

Source: Authors’ own interpretation.

To summarize, innovation policy formation model - the missing point is the close
cooperation in between Ministries and coherent actions.

3.3 Role of ERDF at innovation policy support

The ERDF is pivotal to the implementation of innovation policy in Latvia as it focuses on
support in Latvia innovation and its commercialisation. The Operational Programme
‘Entrepreneurship and Innovation’ (OP2) contains most of the innovation support
measures co-financed by the structural funds in Latvia (71%) with OP3 ‘Infrastructure and
services’ providing another 17%, so that ERDF funding accounts for about 88% of the
funding of innovation support measures. OP2 has three priorities within which the key
broad measures that include innovation activities are: measure 2.1.1 ,,Science, research
and development”, measure 2.1.2 ,,Innovations”, measure 2.2.1 ,,Accessibility of financial
resources”, measure 2.3.1 ,,Business support activities” and measure 2.3.2 ,,Business
infrastructure and improvements to equipment”. The first is aimed at research institutions
and the biggest funding goes towards development and improvement of research
infrastructure (EUR 146 million). Direct measures take two forms: grants aimed at
supporting new businesses, product development and promotion of high value added
activities and financial instruments such as loans, guarantees and equity support for the
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development of enterprise competitiveness and higher risk activities. Financial
instruments for enterprises seeking to improve their competitiveness have been allocated
about 33% of OP2 innovation intervention funding (EUR 217 million); improving science
research infrastructure and quality 25% (EUR 168 million) and support to enterprises for
the creation, production, and sales of innovative technologies and products 22% (EUR
146 million); the formation of business incubators and technology competence centres
and financing for SMEs in under-developed regions 13% (EUR 86 million). Some of these
measures, e.g. risk capital and support for new products, are successors to 2004-2006
programmes.

Boosting applied research capacity and innovation capability with EUR 550 million or 67%
of the allocated funding from a total of EUR 821 million, is the policy area that receives
the largest funding. The idea is to enhance the capability of research institutions to
generate new science and new technologies. Research institutions will receive ERDF
support for their physical infrastructure, such as buildings, laboratories and equipment,
and also for Expert Evaluation Network. The aim is to increase the commercialisation of
the research output of both the public and private sector actors. Within this broad policy
area a second focus is on supporting investment in technology-intensive firms which
demonstrate innovation in the commercialisation of new technologies. Innovative SMEs
and entrepreneurs will be able to access selected measures of support. This is expected
to encourage further innovation and technology commercialisation, in anticipation of
broadening the base of home-grown technology-intensive firms in Latvia in the long
run.ERDF support will also be applied to creating an innovation-friendly environment, with
EUR 161 million (20%) of the total budget. Key policy measures include upgrading
broadband infrastructure throughout Latvia to access the latest information and
communication technologies such as broadband internet, 3G/4G wireless networks and
public access to networked computers and public databases. In addition to physical ICT
infrastructure, a variety of value-adding services will be developed further such as e-
health, e-government, e-learning and e-inclusion. The third focus of ERDF support is to
improve knowledge transfer related to innovation nationally and internationally. EUR 110
million (13%) has been allocated for the process. These measures are intended to help
develop effective technology transfer centres and cooperation networks operating to
improve the commercialisation of research. Technology transfer will be implemented
together with research institutions and existing local or foreign technology firms as
partners, or in new SMEs as high-growth businesses for commercialising new
technologies.

Conclusions

1. Regional innovation concept has significant role in regional science and different
classification approach exists. Besides that it is argued that RIS efficiency vary based on
characteristics of region and is affected not only by economical, by also by social and
cultural context.

2. European Research Area puts efforts to develop meso-level or in other words -
Lregion”.

3. In Latvia, institutional framework of innovation support system is concentrated on 2
directions, based on approaches of Ministry of Economics and Ministry of Education and
Science. Even there are efforts to create sustainable innovation support infrastructure,
lack of cooperation between ministries indicates on critical need initiate programs and
tools to support industry and academia research.

4. There is lack of coordinated regional innovation policy and Ministry of Environmental
protection and regional development concentrates on municipalities’ development, but so
far had no interest in forming regional innovation support policy.
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5. Latvian policy making process needs significant improvements in order to promote the
recovery and development of existing innovation system.

6. The funding of innovation system in Latvia, mainly supported by EU funds, which is
recognised as main risk factor for long term innovation policy and system formation.
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Abstract: This article pertains to the series of articles related to European integration and
is addressed to all who are interested in this field, particularly to those who work within
public or non-governmental sectors, and who have to gain a true vision of the
macroeconomic situation in its entirety. My research includes both quantitative and
gualitative aspects, which are based on my own opinions. | believe the added value of my
work derives from summing up the components: raising awareness on the importance of
the theory of financial fragility in Romania’s case, the constraints imposed by reaching the
indicators related to the quantification of our country’s degree of economic convergence
to the Euro Zone, clearly defining the main areas of systemic risk in Romania, and the
conclusions. The article begins by drawing clear delimitations on the theory of financial
fragility and by understanding the definite European constraints related to entering the
Euro Zone, and it continues with some elements specific to Romania. The final conclusion
takes note of a significant macro systemic weakening of our country, which should be
taken into account when projecting different types of national strategies.

Keywords: European integration, financial fragility, Romanian instability
JEL classification: F36, F62, GO1

1. Introduction

After World War 11, the financial services sector has been developing all over the world, in
parallel with the real economy (which includes material output and non-financial services).
The growth of the financial sector was meant to support the general dynamics of real
economy. The macroeconomic flow aimed at stimulating savings, collecting money from
economic units and from the population, on one hand, and on the other hand, channeling
the money for financing the economy and satisfying social needs, by ensuring the
necessary cash flow and investments.

However, the growing complexity of the financial system’s structure, and the multiple
liberalizations that occurred after 1990, have generated multiple problems over time,
especially functional ones. Left without a solution, or only partially or belatedly solved, all
these issues have contributed to the growing fragility of the financial system.

On EU and, mostly, on EMU level, the financial crisis of 2008-2013 has shown serious
institutional anomalies. These arise from the following well-known situation that remains
still unsolved: once they joined the EMU, i.e. once they gave up on their national currency
and adopted the euro, the 17 member countries have relinquished their national
sovereignty on monetary policy. Their monetary policy has been taken over by the
European Central Bank. Yet, as regards taxation and budgeting, each country has kept
its sovereignty, by applying their own policies. This duality creates systemic fragilities, by
depriving both national governments and the European Commission of their financial and
economic instruments that they need in order to control macroeconomic and financial
balances (lancu 2013). This new construction did not go all the way in adapting the
financial mechanisms to the new requirements and in passing desirable regulations. In
other words, there is still a fundamental contradiction, represented by the traditional
segregation between the financial system (which is insufficiently regulated as regards the
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control of speculative capital flow) and the fiscal and budgetary system. This deepens the
disequilibria and the financial instability/fragility.

2. The constraints of the European integration of emerging countries and the
related indicators

Right now, European integration means economic convergence, which is quantified by
certain relevant macroeconomic indicators.

After the evolutions determined by the financial crisis, there was powerful criticism against
the cognitive value of the five compulsory convergence criteria set by the Maastricht
Treaty. The criticism was also aimed at their economic predictability for monitoring and
fixing possible EU macroeconomic disequilibria. Managing concrete aspects taking place
within the EU, has shown the complexity of applying the convergence criteria on specific,
local cases, which occured amid an economic foundation that was weakened by the crisis.

Upon the accumulation of practical local or regional experiences during 2004-2011, within
EU and EMU member states, a conclusion was reached — that the Maastricht Treaty
criteria were no longer sufficient for a thorough analysis and a correct evaluation of EU
macroeconomic evolutions.

Without excluding these criteria, as they are still valid, the new EU regulations on
economic governance were added (the set of six regulations), on two components: fiscal
and macroeconomic supervision. The Macroeconomic Imbalance Procedure is an
instrument that helps detect and correct risky economic trends, since it is only through
thorough analysis that it can be established whether there are disequilibria and whether
they are harmful or not. Today, the scoreboard of the Macroeconomic imbalance
procedure contains 11 real and nominal indicators: current account balance, international
investment position, real effective exchange rate, shares of world export, nominal unit
labour costs, deflated house prices, private sector credit flow, private sector debt,
government debt, unemployment rate, financial sector liabilities.

Reaching the values set by the EU is an issue that still evolves differently from one country
to another, according to multiple local asymmetries.

3. Romania and the financial fragility

The fragility of a system refers to the lack of stability of its internal components (both within
their interaction, and as regards each of them taken separately), as well as the lack of
general sustainability within a certain time frame, under the influence of some external
factors or of some internal tensions, which determine the occurrence of vulnerabilities or
disequilibria. Within this internal dynamics, we define financial sustainability as that
distinct part of the general sustainability, which refers to the degree in which the economy
can have at its disposal sufficiently diversified resources in order to ensure that all its
activities are being carried on. Derived from this, financial instability occurs when the
financial system becomes incapable of mobilizing and allocating money efficiently, thus
weakening its resistance to shock, which may eventually lead to damages for the real
economy.

3.1. Relevant aspects in building the theory of financial instability

G.W. Friedrich Hegel considered the premise that ideas develop within their contraries,
by claiming that the entire progressive dialectical process is characterized by instability; it
encompasses imperceptible gradual quantitative accumulations and discontinuous
qualitative leaps or violent changes. K. Marx kept a part of Hegel's way of thinking, by
changing idealism into dialectical materialism. A. J. Schumpeter’s endeavour was based
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on the model of general equilibrium of Leon Walras, which analyzes, through antithesis,
the “circuit” and “evolution, by considering that the fundamental difference between these
two notions relates to “innovation”. The neoclassical economic theory meant deepening
the analysis of the way the economic system functions and of the factors that influence
economic adjustment, as well as researching the sate of equilibrium from within the
economic system. Due to the theory of economic exchange and economic balance, A.
Marshall’s doctrine has developed within a presumably perfect competition environment,
although he was aware of the fact that competition is frequently imperfect within real
economies; without having built a fully original concept, he considered that equilibrium
can be “stable”. K. Wicksell's work is an important part of building the theory of financial
fragility, due to the following important aspects arising from it: the active role of banks in
the functioning of any economy (an idea which was later developed by J.M. Keynes and
H. P. Minsky) and the idea of “cumulative” processes, of expansion and recession, which
will later be the fundament for the notion of “spiral” evolution.

Since J.M. Keynes defines capitalism as “an economy of monetary production”, his
intuition is that the economy is dynamic because of banking, by analyzing the two courses
of action on the interest rate: direct monetary creation and free capital flow.

In the postwar period, H.P. Minsky has associated instability with the result of modern
financial capitalism — speculation: there is an intrinsic fundamental instability within the
capitalist economy that is characterized by massive financial speculation. Thus, according
to Minsky, the source of disturbance may be an increase in interest rates, discontinuance
in financing, not fulfilling some obligations, a natural disaster, or other “shocks” that
influence the cash inflows or outflows (global financial commitments) of an economy.
Studying the hypothesis of H.P. Minsky’s financial instability benefits from an essential
observation: there are investment assets within any economy, whose main attraction to
their holder derives from their ability to generate profit in the future. The demand for such
goods will thus depend on the psychological expectations regarding this potential future
income, and, obviously, these expectations may rapidly change. Consequently, when
there are optimistic expectations regarding future profits, the price of investment assets
will tend to increase. Investors may interpret this as a confirmation of the psychological
anticipation regarding future income. This will further lead to a new increase in prices, in
a continuous spiral. Minsky’s theory introduces an essential element which generates
instability: financial intermediation done by banks, the first step towards a financialization
process, which has become more and more complex and ramified during the last 20
years. This complexity has lead to an increase in interconnectivity and in the risk of
multiple contaminations, amid systems weakened by the crisis.

3.2. Instability characteristics of the current Romanian economy

Through a multifactor accumulation during 2007-2013, Romania confirms three
hypotheses of financial fragility:

3.2.1. Systematic indebtedness, the most risky type of financing for the real sector. This
was the general characteristic of the evolution of the Romanian economic macrosystem,
especially during 2007-2011. Considering the continuous increase in in the loans granted
to the private sector, the economy has gone through a continuous phase (ascending
trend) of accumulating debt (indebtedness) (figure 1).
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Evolution of total loans volume for Romanian economy
(thousands lei)
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Figure 1

Author’s processing after Romanian National Bank data, extracted on February 2014, online

http://www.bnro.ro/Raport-statistic-606.aspx

Of course, not any type of loan produces distrurbances; a thorough analysis is essential
for determining the depth of the minskyian process. In Romania, considering each
component, the internal lending has evolved as follows:

3.2.1.1. Lending to householders. Over-indebtedness of the population has reached
alarming numbers: in 2013, 4.5 million individuals (around 50% of Romania’s active
population) had taken out around 6 million loans (figure 2). Loans in foreign currency was
consistently higher than loans in lei, which is an important fragilizing systemic risk, due to
exchange rate risk.
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Figure 2

Author’s processing after Romanian National Bank data, extracted on February 2014,
online

http://www.bnro.ro/Raport-statistic-606.aspx

%

The volume of loans granted to the population for buying homes has increased by 85%
between February 2009 and September 2013. Apart from that, since such loans are
granted for long term (20-30 years), they attract additional systemic risks, related to
finalizing the loan contracts in good order, without any reimbursement incidents during all
those years of being carried out. On the other hand, consumption loans have decreased
in volume by 29,6% in December 2013, as opposed to February 2009 (figure 3).
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Figure 3

Author’'s processing after Romanian National Bank data, extracted on February 2014,
online

http://www.bnro.ro/Raport-statistic-606.aspx
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3.2.1.2. Lending to non-financial companies confirms continuous indebtedness on this
segment as well, mostly in foreign currency: an accelerated growth of loans in euros —
131% during 25 months (January 2007 — February 2009). The associated risk is the
currency risk, which makes future reimbursements more difficult (figure 4).
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Figure 4

Author’s processing after Romanian National Bank data, extracted on February 2014,
online
http://www.bnro.ro/Raport-statistic-606.aspx

3.2.1.3. Lending to non-monetary financial companies, to the public administration and to
nonresidents have taken a significant toll on economic indebtedness. Lending to
nonresidents represents a risky situation, which has had an oscillating evolution during
2009-2013 (figure 5).
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Figure 5

Author’'s processing after Romanian National Bank data, extracted on February 2014,
online

http://www.bnro.ro/Raport-statistic-606.aspx

3.2.1.4. We take note of an additional component compared to the minskyan classic
perspective on indebtedness: the Romanian banking system is currently facing the issue
of outstanding loans; the rate of unperforming loans as of September 30, 2013 is 21,6 %
of the total loans granted (figure 6 until 31.12.2012).
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Figure 6

Author’s processing after data The World Bank, extracted February 2014, online on
http://data.worldbank.org/indicator/FB.AST.NPER.ZS/countries?display=default

Romania has the third highest rate of unperforming loans in Europe (outstanding for more
than 90 days), which is the dominant risk threatening financial stability, after Greece and
Ireland, and 135% higher than the EMU average rate. The steep growth occured between
2008-2009, from 2.9% to 7.9%, and it reached 16.8% between 2009-2012. NBR statistics
confirm a further increase of 5.1% between December 2012 and December 2013.

For the purpose of this study, the exogenous causes of the increased volume of loans are
less relevant; they are related to the nature of the monetary offer, i.e. the availability of
long-term financing in foreign currency, which were mainly resources attracted from the
parent banks, as well as the difference in interest rates between foreign currency loans
and loans in lei.

The financial fragility occurs as a result of the deterioration of the fundamental economic
variables; this situation can be worsened by some factors that influence the population’s
trust, information asymetry and some institutional factors. (International Monetary Fund,
2000). Figure 7 shows the specific case of Romania, by comparing the evolution of the
weight of unperforming loans within the total loans.
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The issue must be approached from two opposite points of view: the risk associated to

over-indebtedness, as well as increased possibility of systemic paralysis due to the lack

of financing. Local banks currently have outstanding loans in their portfolios of over 10

billion Euros (at 31.12.2013, according to Central Credit Register of Romania), which is a

potentially high risk situation. From the other point of view, if banks do not recover their

loans and they end up in a difficult situation, lending operations could potentially be

massivly diminished, and so the entire economic activity will be slowed down. We take

note of the fact that, in Romania, financial intermediation has been disconnected for years

(2005-2011) from the internal savings, which was a weakening factor for the economy.

The advancement, and also the recoil of the degree of financial intermediation was mainly

lead by the evolution of lending to householders.

4. Conclusions

Without clear knowledge of the systemic imperfections of Romanian economy, one cannot
build a correct economic development strategy. Neglecting financial fragility aspects,
added to the lack of consistency in applying economic principles, may create important
damages and disequilibria, that would generate a prolongued lack of sustainability,
considering the fact that it is compulsory to meet strict crietria in view of European
integration. Yet, today, Romania is a country that has a fragile economy, susceptible to
react to temporary exogenous and edogenous factors. Should foreign banks and
investment capital undergo an uncontrolled process of exiting the market, that would lead
to a severe shortage of liquidity or credit, to pressure on the balance of payments and
loss of reserves, a significant depreciation of the currency exchange rate, i.e. to general
negative effects on the economy. The financial crisis that started in 2007-2008 was a
reminder of the risk represented by the economies whose development models are based
on accumijulating debt, over their limits of sustainability. From this point of view, it is
important that Romania can prove that once it will enter the Euro Zone, it will not create a
risk for the stability of the prices in this zone, as a result of the convergence of the prices
in Romania to the ones in the Euro Zone.
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Abstract: What is economic growth? Although the answer to this question may seems of
real simplicity, developing an accurate definition of this concept may constitute a real
challenge both from a theoretical but also empirical point of view. This constant debate
upon the concept of economic growth as well as indentifying the optimum set of
instruments for quantifying it, constituted the starting point of the current article. The
concept of economic growth is used nowadays complementary to terms like economic
development, economic welfare or economic progress with reference to this complex
process that implies macro-scale structures. Moreover indentifying the main factors that
generate a significant impact upon the dynamics of the economic growth process,
constitute a useful approach taking into consideration the high degree of heterogeneity
that characterize the architecture of the economies around the world. If we develop this
analysis across the European Union member states this debate became even more
challenging due to the high degree of diversity that characterize these economies.
Moreover, the Central and Eastern European countries and especially the ones that joined
EU in 2004 and 2007 embody a set of particularities that make them extremely different
from the rest of the European Union member states, features related to the historical
background, economic policies and common efforts to intensify the convergence process
with the more developed EU members. This paper studies the impact of two main factors
upon the economic growth process namely an endogenous-exogenous factor like the
degree of openness and an endogenous factor like the human capital using a complex
dynamic panel method. The arguments that were in favour of choosing this two factors
are on one hand the multitude of theoretical studies that argued the importance of them
in modelling the economic growth process and on the other hand the small number of
studies that use panel methods in assessing this impact. The obtained results point
towards a positive correlation between degree of openness, human capital and economic
growth across Central and Eastern European countries. These results may be used by
the responsible authorities as a basis for the development of the future strategies
concerning economic growth. The ability of the new member states to adapt to the
macroeconomic changes will prove to be vital in the context of the global architecture and
will constitute a vital indicator of the economic growth and performance level of these
economies.

Keywords: economic growth; human capital; degree of openness; panel analysis.

JEL Classification: F15; F43; O11; O15.
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1. Introduction

The primary objective of each worldwide economy is assuring stability in what
concerns the economic field that due to the multiple interconnections with the other
components of the global system determines performance. The performance, whether we
refer to the economic, financial or institutional one is an absolute indicator of the capacity
to adapt to the frequent macroeconomic evolutions, and once this indicator is achieved
the next step is economic growth and convergence between states.

The economic growth process is considered to be an extremely complex one, being
influenced by a variety of financial, political, institutional, cultural and social factors. The
literature in the field identifies a vast dichotomy in respect to these factors, the contribution
of each one being supported by strong arguments. Highlighting the factors that have a
significant impact upon the dynamics of the economic growth process constitute a real
challenge due to the multitude of existing classifications and also due to the individual
characteristics of each economy that determines a different componence from country to
country. Furthermore, the recent economic crisis determined a reconfiguration of these
factors that have nowadays to take into account the effects that were felt globally.
Moreover developing such an analysis proves to be extremely difficult due to the multitude
of factors this process embodies. In the studies that concentrated their research upon of
the main aspects related to the economic growth process and its main triggering factors
we identified two main approaches. The first one is the quantitative approach that takes
into consideration quantitative variables such as natural resources, capital, foreign direct
investments or degree of openness of the economy. The second one and namely the
gualitative one embodies a series of variables more linked to the political and cultural
framework. Taking into consideration the fact that a complex classification of the entire
system of factors that determine the economic growth process requires a more vast work
space, this article concentrates upon analyzing the impact of one endogenous factor
namely the human capital and one endogenous-exogenous factor namely the degree of
openness.

Probably the most debated aspect related to the economic growth process and its
determinants is the one referring to its evolution across Central and Eastern European
countries. A series of authors concluded the fact that the economic integration of Europe
constitutes a continuous support in favour of achieving a sustainable economic growth.
Sustainability seems to be the key concept that the supranational authorities refer to when
developing the new growth strategies across European Union member states. What
actually triggers the interest of econometricians and macroeconomist towards these
economies may have multiple causes. The evaluation on both theoretical and empirical
level of trade barriers and productivity factors, capital, services and individuals had a
decisive role upon the development of the conceptual and methodological framework
considering economic growth.

The accession waves from 2004 with 10 new member states and 2007 with two new
ones represented just the first step in assuring a sustainable economic growth across
these economies. On the path towards achieving this goal, the new member states have
to face a series of challenges. On one hand these economies unlike their predecessors
have to cope with the effects of the recent economic crisis that determined the
reorganization of the economies across the world. On the other hand, in order to assure
a sustainable economic growth it is necessary to orientate the economic growth strategies
towards innovation and competiveness whose benefits will be better evaluate within the
Economic and Monetary Union, the next step for the new member states. The remainder
of the paper is organized as follows: section 2 presents a short review of the most relevant
studies that assessed the impact of human capital and degree of openness upon
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economic growth, section 3 presents the used data and the methodology for testing this
interconnection, section 4 reveals the empirical results and at the end we presented some
general conclusions and policy implications.

2. Literature review — State of the arte

The degree of openness is a debated factor in relation to the economic growth
process. This indicator influence the economic growth process through a variety of
channels such as: exploring competitive advantage, technological transfer, scale
economies increase and also increased competitive exposure (Chang, R.,Kaltani, L.,
Loayza, N., 2009). The literature in the field suggest an extremely complex and
ambiguous interconnection between economic growth and degree of openness. An
important issue concerning economic growth-degree of openness links to the
measurement instrument used. Most of the studies point in favour of using trade volume,
namely the sum of import and export to GDP in quantifying the degree of openness of
each economy.

A number of studies had as starting point the relation between economic growth
and the degree of openness. On one hand there are studies that argue the fact that
economies that have a high degree of openness have a high rate of GDP/capita and
develop faster than other economies (Dollar 1992, Edwrads, 1992), Romer (1993),
Grossman and Helpman (1991). Complementary to the analysis of these correlations at
theoretical level, a series of empirical studies concentrate upon analyzing this
interdependence using different econometric instruments. In testing the correlation
between economic growth and the degree of openness the literature identified a variety
of measuring instruments such as: the average rates of trade tariffs; quantitative
restrictions, non-tariff barriers. If we take into consideration the empirical studies we may
distinguish between the following categories:

e Studies that use simple and multiple regressions;

e Studies that use Granger causality tests (used in order to validate the hypothesis

according to which a time series may be used to predict another one);

¢ Studies that used the panel methodology.

In what concerns the first category the studies developed by Dollar and Kraay (2002)
or Tervio (2000) provide positive results concerning this correlation. Dollar and Kraay
(2000) used a set of important data including a number of 953 observations from 137
countries for a time horizon between 1950 and 1999. The volume of trade is associated
positively to the economic growth process; although the significance coefficient has not a
high value.

The second category of studies, the one that use the Granger methodology, provide
mixed results referring to the economic growth-degree of openness link. Singh (2011)
obtain negative results concerning the effects of imports upon economic growth and
Shahbaz (2012) argues in favour of a positive impact of trade upon economic growth. An
increase of trade by 1% triggers an increase in economic growth by 0,0707%. Ahmad and
Kwan (1991) using the same methodology upon a 47 African sample do not identify a
causality results between trade and economic growth.

The third category that concentrates upon the use of panel methodology is an
extremely vast one. Relevant are the articles developed by Islam (1998), Economidou
and Murshid (2008), Redlin (2010), Das and Paul (2011).

Economidou and Murshid (2008) based on a sample of 12 OECD states and a time
horizon between 1978 and 1997 identified a positive correlation between trade and
productivity growth. Redlin (2010) using the panel GMM methodology upon 158
economies between 1970 and 2009 identifies a long term positive impact upon economic
growth. Das and Paul (2011) using the same methodology upon 12 emerging countries
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from Asia (Bangladesh, China, India, Indonesia, Korea, Malaysia, Nepal, Pakistan,
Philippine, Singapore, Thailand and Sri Lanka) obtained results that confirm the positive
interdependence between trade and economic growth.

On the other hand studies like the one developed by Levine and Renelt in 1992
confirm the fact that the policies related to growth (degree of openness, macroeconomic
stability) are firstly inter-correlated. Within this study was aimed the analysis of the
interconnection between economic growth and a series of import, total trade and trade
policy indicators. Furthermore the endogenous growth literature provides a series of
models that test the hypothesis according to which trade restrictions influence in a positive
or negative manner economic growth. For example Riviera Batiz and Romer (1991)
concentrate upon the way in which trade restrictions influence in a positive or negative
manner the growth rates using the consumer behaviour analogy. The authors develop a
classification of the changes within the worldwide growth rates taking into consideration
two effects (integration and surplus) that ambiguous determine the decrease of the growth
rate and a third effect (allocation) that may be influenced whether in the sense of growth
or of decline of the rates. In order to explain this classification there are used two
categories of restrictions. The first one relates to national restrictions regarding tradable
goods and the second one refers to restrictions that aim to protect intellectual rights. In
both cases the authors argue the fact that in the case of trade between similar regions
like Europe or North America the first two effects dominate.

The second factor taken into consideration is the human capital. The concept
concerning human capital is an extremely vast one that includes a series of variables that
each influences the economic growth process. Human development is certainly
connected to human capital development, as main determinant of it. The” human capital”
concept was firstly introduced in the economy by the Nobel prize winner Theodore Schultz
that argues in favour of the necessity of investing in education for increasing agricultural
productivity in USA. Schultz, T.,(1963).

Human capital may be defined as:’a real or non-real active, whose value is
determined by the fact that it is a present or future source of goods and service, so of
income” (Jessua, C., Labrousse, C., Vitry, D., Gaumont, D., 2006).

Gary Becker (1964) considers human capital to be the sum of all monetary and
non-monetary activities that influence the future monetary incomes of the individuals.
Becker and Schultz argue that the improvement of the human capital component may be
generated by superior investments in education.

The interconnection between human capital and economic growth is in our
opinion one of the most important determinants of the level of progress and performance
of each economy. The level of the education of the population constitutes a triggering
factor in respect to the economic growth rate of each country. The interconnection
between human development and economic growth is one that works both ways. Firstly,
economic growth provides the necessary resources that allow visible developments of the
human capital. On the other hand, the improvement of the quality of the working force
constitutes a decisive indicator of economic growth. Economic growth may not be
supported unless is preceded or accompanied by the improvement of human capital
quality.

Human capital along with physical capital may generate a constant marginal
physical capital due to the fact that human and physical capital becomes complementary.
The economies with large stocks of human capital and physical capital register a more
accelerate growth that the economies where these resources are limited. Despite all that
we have to take into consideration the case of some particular economies, like the ones
from Africa that benefit from a consistent stock of human capital and resources, but the
lack of some efficient development strategies and a high degree of openness determine
these economies to stagnate.
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Evidence on the role of human capital upon economic growth may be found in the
works of Adam Smith and Alfred Marshal that argued the fact that improving skills level is
a triggering factor for progress, but the development of a solid theory concerning human
capital was only at the mid of XX century with the work of Gary Becker. This theory
according to which the level of education and experience of each individual determines is
income level was initially tested at microeconomic level, but was immediately transferred
to macroeconomic level also. Authors like Jorgenson/Griliches (1967) examined the
manner in which changes in the level of working force quality explain total productivity
factor.

Despite all that, the development of the new growth theory and the contribution of R.
Lucas model raised the awareness upon the analysis of the connection between human
capital and economic growth. The author highlights the positive effects that the capital
accumulation has upon production.

Starting from the Solow model, the easier method to highlight the human capital role
is the one developed by Mankiw/Romer/Weil (1992). These authors present a simple
extension of the Solow model by introducing human capital as a different input within a
standard Cobb-Douglas function:

Yt= Kt®HtP AtLt1~2F
2.1)

where Y is the output, K is the capital, H is the human capital stock, A is the technological
level and L is the labour factor. a, B and 1-a-B exponents measures the output elasticity
concerning the input.

This model highlights the direct impact of human capital upon the level of output
as well as the persistence of it at macroeconomic level.

Within the Lucas model the human capital is incorporated in the production
function as well as the technological factor is incorporated in the Solow model. The
following function is elaborated:

Yt=AKt# (uthtLt)*~Fh} ,

(2.2)
where Y, A, K, L represents the level of output, technology, capital or labour, and u is the
time fraction that an individual allocates to work, h is the level of training of the human
capital and h, is the average level of human capital that exists within an economy.

In this model the human capital accumulation is perceived as an endogenous
source of the economic system that allows supporting a growth mechanism without
resorting to external sources.

In the model developed by Romer, the economy is structured into three main
sectors: final consumption sector, intermediate sector and research sector. The research
sector use human capital in obtaining new intermediate goods that are incorporated into
final goods along with human capital and labour to obtain the final output.

The production function according to Romer model is the following:

1_ —_
Y=HELASA, x 7P
(2.3)
where Y and L are the level of output and labour, H,, is the level of capital incorporated

into production, A is the stock of knowledge and x,, represents the quantity of intermediate
goods incorporated in the production of final goods.

According to Romer, human capital is considered a primary source in the research
process. The author makes a clear distinction between the stock of human capital that is
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incorporated and the stock of knowledge that exists within every economy and is
considered a public good.

A number of studies focused their research upon establishing the
interdependence between human capital variable and economic growth. Barro (1991)
within a study considering 98 economies during 1960-1985 highlights the positive
correlation between the growth rate of GDP/capita and the initial level of human capital.
The results are similar to the ones obtained by Sach and Warner (1997) or Gallup et al
(1998) that argue the fact that an intense development of human capital leads to a rapid
transnational growth. Xavier (1997), Levin and Renalt (1992) are also in favour of the fact
that investments in human capital through investments in education constitute one of the
main sources of economic growth. De la Fuente and Donenech (2000,2001) use a sample
of 21 OECD countries during a time period between 1960 and 1990 and provide a series
of strong arguments in favour of a positive correlation between human capital, quantified
by the level of education and economic growth suggesting the fact that the previous
studies that failed to highlight this correlation had major errors in what concerns the
methods used to quantify human capital.

Middendorf (2005) investigated using panel methodology the contribution of
human capital to economic growth based upon a sample of 29 OECD countries during a
time horizon between 1965 and 2000. The model delivered positive results upon this
correlation. Also Qadri (2013) that tested this correlation on a sample of 106 worldwide
economies between 2002 and 2008 provided results that confirm the existence of this
interdependence.

Table 1 present the evolution of the education expenditure across the states that
joined EU in 2004 and 2007, revealing the fact that across all countries the expenditures
from the education sector registered an increase from 1999 to 2010. The countries with
the highest value associated to this indicator are Cyprus with an increase of 2,62% but
also Romania (2,40), Malta (2,40) and Bulgaria (2,25). On the opposite pole are situated
Lithuania (1,65) and Latvia (1,61). This general increase in the expenditures of the
education sector are a strong argument in favour of the interest that the national
authorities have in obtaining skilled labour force that would assure in the medium and long
time horizon high growth rates.

Table 1: Evolutions of the education expenditures in 1999 and 2010 across member
states that joined EU in 2004 and 2007

Total expenditures in the education sector (mill. Euro)

Country 1999 2010 2010/1999 (%)
Bulgaria 1472 3309 2,25
Czech Republic 5066 8709,3 1,72
Estonia 644 : -
Cyprus 590 1547,5 2,62
Latvia 876 1409,8 1,61
Lithuania 1511 2486,5 1,65
Hungary 4648 7751,9 1,67
Malta 246 590,7 2,40
Poland 15963 30471,8 1,91
Romania 3600 8622,5 2,40
Slovenia : 2381,7 -
Slovakia 2077 4096,1 1,97

Source: Eurostat.
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Despite all that the correlation between human capital and economic growth may
be analyzed complementary by taking into consideration also the life expectancy of the
individuals. Although there are less studies that use this indicator to quantify the
interdependence between human capital and economic growth, most of the studies

identify a positive correlation between these two variables (See table no.2).

Table 2: Evolution of life expectancy across states that joined EU in 2004 and 2007

Life expectancy 2004 2011
Bulgaria : 65,9
Czech Republic : 63,6
Estonia 53,8 57,9
Cyprus : 61,4
Latvia : 56,7
Lithuania : 62,1
Hungary : 59,1
Malta : 70,7
Poland : 59
Romania : 57,1
Slovenia : 53,8
Slovakia : 52,3

Source: Eurostat

3. Used data and methodology

3.1 Used data

In order to assess the impact of human capital and degree of openness upon
economic growth we used a data sample that comprises 12 Central and Eastern
European countries namely: Czech Republic, Poland, Hungary, Slovenia, Slovakia, Malta,
Cyprus, Estonia, Lithuania, Latvia, Romania and Bulgaria. The data sample covers the
time horizon between 1992 and 2011. The definitions of the included variable are listed in

the table below.

Table 3: Definition of the variables included in the model and their sources

Variable
¥ —GDP/capita

HC — human capital

Definition

We used this indicator due to the fact that
is more relevant in modelling the data in
what concerns economic performance of
different economies than the use of the
absolute value or the growth rate.

The indicator used for human capital is
the level of education. When is tested the
conexion between the level of education
and economic growth, most of the
research are in favour of the use of the
gross enrolment in the secondary
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education (See Barro 1991, Levine Ross
& David Renelt 1992, Lucian Albu 2005).
TO — degree of openess  This variable is considered by many WordBank

of the economy authors to be a necessary criterion to fulfil
in order to assure real convergence
between economies. The measure used
to quantify the degree of openness was
the volume of trade, namely the ratio of

imports and exports to GDP.

Iy +Ey

TO = ———

GDP,;
Source: Authors interpretation.

3.2 Methodology

In order to establish a correlation between economic growth, as the dependent
variable and degree of openness and human capital as explanatory variables we used a
dynamic panel methodology that allows a better evaluation of the dynamics of the
variables included in the model. The dynamic panel methodology is not a completely new
one and has been widely applied in different domains to obtain more accurate results and
in order to provide solid arguments to sustain the economic theories.

The equation used to estimate the main parameters of the model has the following
formula:
A(lny;e) = agtB In y; e 1+a HCy +a;TO; ¢ + a3u; + &

where i represents country index, iar t is the time index. The variables included in the
model are the following ones:
e (Iny;.) - natural logarithm of GDP/capita
HC — human capital
TO - degree of openess
u; — the fixed effect of the time variable
&;; — random distribution

A widely used technique regarding the GMM methodology is the one proposed by
Arrelano and Bond (1992) that suggest the use of all valid lags of all regressors as
instruments. The central point of this approach consists in the fact that the use of first
differences allows the removal of the individual effects and also to include all previous
information regarding y; . as valid instruments. The advantages of this methodology may
be summarized as:

e The systemic GMM is situated between the lower and upper limit represented

by OLS and LSDV;

e The used instruments are valid;

e There are clear advantages in terms of overall efficiency.

4. Empirical results

Prior to the panel GMM tests we will investigate the main characteristics of the
variables included in the model. Table no.4 presents some information regarding the
minimum and maximum value of the variables, the standard deviation and the mean. We
may notice the fact that there are significant differences between the variables. In what
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concerns the GDP/capita variable the maximum value is of 27225,48 euro/capita for the
case of Slovenia in 2008, on the opposite pole being situated Estonia with a value of 2739
in 1993. Also in what concerns the degree of openness the value fluctuate between 41,
value registered by Poland in 1993 and 191 value registered by Malta in 2011.

Table 4: Descriptive statistics of the variables included in the model

Variable Obs. Mean Std.Dev Min. Max.
PIBC LOG 240 9.500363 4429663 7.915348 10.21191
GDE 235 115.4383 35.05989 41 191
EDU 213 92.85446 6.220966 76 108

Source: Authors calculation based on Eurostat and Worldbank data.

The central element of the current research was the motivation to highlight the
influence of the degree of openness and human capital upon economic growth process
across the member states that joined EU in 2004 and 2007. That are at least two
arguments in favour of the validity of this model both from a theoretical perspective but
also considering the policies this countries adopted in order to improve their performance
namely: the first one relates to highlighting different aspects related to the integration of
the new member states into the European Union and the second one reflects the main
channels through which technology is assimilated within an economy.

Table 5: Panel GMM results

pibc_log| Coef. Std. Err. z P>|z|] [95% Conf. Interval]
+
pibc_log |
L1.| .7789498 .0168325 46.28 0.000 .7459587 .8119408
I
gde | .0028211 .0002546 11.08 0.000 .002322 .0033202
edu| .0052613 .0009185 5.73 0.000 .003461 .0070616
_cons| 1.319194 .1434986 9.19 0.000 1.037942 1.600446

Source: Authors calculation based on Eurostat and Worldbank data.

If we consider the influence of the education upon economic growth, within recent
studies that included this variable in the set of determinant factors of this process are the
studies develop by Fukase in 2010 and Ibgal and Daly in 2013. In both cases the level of
education has a positive influence upon economic growth, but the significance coefficient
is different due to the analyzed time period, the set of complementary variables and the
set of the countries analyzed. In our modelling the influence of this indicator upon
economic growth is a positive one with a strong significance coefficient. Therefore the
influence of human capital through the level of education constitute a remarkable
endogenous resource that must be taken in consideration by the long term economic
strategies and that may influence different domains like: productivity area, innovation
area, the development and the implementation of strategies area and also the
competiveness area.

The degree of openness of the economy has also a positive influence upon the
economic growth especially for small countries that concentrate their economic activity on
trade. Gries and Redlin (2012) starting from a sample of 158 countries and a time horizon
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between 1970 and 2009 identified a significant correlation between the mentioned
variables. The value of the coefficient obtained in our study is similar to the ones obtained
by the previous ones. The degree of openness especially for the emerging markets like
the ones from Central and Eastern Europe constitute a resource with multiple implications
considering the fact that for these economies the intensification of the trade activities with
the rest of the member states of the European Union allows the flows of information,
products and capital that stimulate the trade interconnections between the participant
states leading to the stimulation of the commercial transactions between states and in the
long term perspective to economic growth.

The validity of the model is tested through a robustness test namely the Sargan
test. The value of the coefficient confirms the validity of the results.

Sargan test of overidentifying restrictions
HO: overidentifying restrictions are valid

chi2(147) = 263.6037
Prob >chi2 = 0.0000

Concluding remarks

The harmonization of the interests of the new members states in the context of
fulfilling the general standards imposed by the European Union constitute one important
aspect taken into consideration by the national authorities in cooperation to the supra-
national ones. The frequent changes within the global economic structures constitute a
strong indicator in favour of the dynamics of the economies. Furthermore, the recession
periods may be perceived as progress generators. This fact may be argued by the need
to adapt that embodies the development of new policies and strategies in order to
overcome the negative effects and to evolve.

The purpose of this article was to assess the impact of human capital through the
level of education and degree of openness upon economic growth. This model may prove
useful in what concerns the development of the future policies both at theoretical and
empirical level. The infusion of technological progress whether by the degree of openness
or by the investments in human capital constitutes one of the main sources in triggering
economic growth, results that are confirmed by using the dynamic panel methodology.
Concentrating on these sectors should be a prior objective of the national authorities.
Long term sustainability is also important due to the fact that developing some
compromise solutions that would generate short time results does not constitute a
successful strategy and may trigger negative effects that could be felt by the states after
a certain time period and that may produce massive economic imbalances.
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Abstract: Delocalization of production and diversification of the sources of offer in the
global market place the issue of protection of consumer rights in major consumption
centres, namely the European Union in a new light. A review of policies for the protection
of consumer rights in the EU, USA and China, reveals major differences regarding the
protection of consumer rights and the existence of gaps, and in particular the
implementation of effective legislation in this regard. As such, the risks associated with
imports have become a major concern in the European Union. The consumer has — one
can say — a central role in the globalization process, which justifies the measures aimed
at its protection. Although worldwide there are major differences in the degree of market
regulation in matters of protection of consumer rights, the trend is the continuous
adaptation of the offer to the requirements of global demand. However, one can still find
significant gaps which translate into risks specific to the consumers in developed
countries, namely in the EU. An important issue arises from this radical change of the
localization of production centres in relation to the main consumption centres. While in the
developed world, consumer rights protection has reached high levels both by creating an
appropriate legislative framework and through consumer awareness and activism
regarding their rights, in areas where much of the offer comes from the Western market
(China, India, etc.) modern mentality on the protection of consumer rights is just emerging.
A major requirement is therefore the provision of a status of the consumer compatible with
the benefits and risks of globalization, a status defined by safety and protection of imports.
This paper confirms the thesis that, ultimately, the main factor counteracting the risks in
matters of protection of consumer rights is the consumer, its awareness of its rights.

Keywords: delocalization of production, global imports, consumption risks
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Introduction

Globalization has different effects on the two drivers of the market: on the one hand, the
delocalization of production leads to the expansion and diversification of the sources of
offer, and on the other hand, the extension of the consumption model in developed
countries requires the observance of certain conditions determined by the timeliness and
quality of offer.

Within the general community policy on quality and reliability of imports in the global
market, between countries there are differences in designing and implementing
appropriate measures, a characteristic being the differences in matters of consumer
protection in old and new Member States. The paper suggest, however, that these
differences tend to decrease in terms of the regulation of consumer rights protection, but
are still high in terms of knowledge and their practical exploitation by consumers.

1.Globalization between uniformity and diversity; EU - global imports

The thesis that we use in this paper is that the globalization process involves above all
the extension / generalization of a certain core of basic principles and rules. This core is
represented from an economic perspective by the principles of market economy, and
culturally by the main characteristics of the business cultures induced by this socio-
economic model. Nowadays, the prototype is, of course, the American socio-economic
model. Secondly, and on another level, the communication between socio-economic
systems and local cultures in a process theoretically and ideologically reflected by the
multiculturalism thesis increases.

The key business processes that support the trend of globalization are manifested in the
fields of production and services (mainly financial); and the fundamental driving force is
the multinational company (Popa et al., 1999). The mechanisms of internationalization
and globalization of production are: the productive capitalization of technology abroad
through licensing or other forms of transfer of technology to joint ventures, branches or
subsidiaries in third countries; delocalization of production by subcontracting and creating
an international production system driven by a "centre"; the conclusion of strategic
alliances and the achievement of international cooperation in matters of production; the
achievement of global mergers and acquisitions established by large industrial groups.
Therefore, globalization is, on the one hand, the establishment of certain basic rules in
the economic, political, social, cultural fields (rules that have a Western, and more
specifically an American touch) and at the same time the integration of local systems
through a process of adaptation / assertion on a global scale. Globalization is a process
of standardization of local systems, and the reality of our days confirms the maintenance
of major global or regional differences. (Dinopoulos et al. 2008)

Regarding to the problem addressed in this paper, namely the protection of consumer
rights, we can find the existence of significant differences on a global or regional scale: 1)
Differentiation on the North-South axis - they fall within the issue of international economic
disparities, namely, the disparities in terms of economic development involve significant
differences in terms of consumer protection; 2) Differentiations on the East- West axis -
differentiation between advanced countries with a market economy and emerging
economies, that integrated into the global system later. While in the first case, we are
dealing with the impact of the development level (degree of prosperity) on the position of
consumers, in the second case we are dealing with the impact of cultural differences on
the position of consumers.

Therefore, globalization is primarily the dissemination of production in centres located
mainly in areas (countries, regions) with a cost difference advantageous for the ordering
companies. The main direction of this migration of production is from the North (developed
countries) to the South (developing countries), from the West (developed countries with
strengthened market economy) to the East (countries in transition or in the stage of
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creating the structure of market economy). On the other hand, the consumption is
concentrated in the developed world, and the new production units become more and
more leading suppliers of goods. lllustrative in this respect is the increasing role of
countries like China and India in international trade .

The diversification-uniformity Report in the globalization process translates from an
economic perspective into changes occurring in the global value chain, changes caused
by a number of economic, social and environmental factors. (Elms et. al., 2013). The
economic factors that have led to the emergence of these changes are: the cost of labour
- has resulted in a delocalization of companies from developed countries, the relatively
low cost of land / constructions in developing countries - has spurred the relocation of
companies from developed countries to less developed countries — and emerging
economies (eg. China and India) - which had a major impact on the globalization process
in terms of the production chain.

The concrete expression of this development is the increase of risks in the international
trade process. Currently, the sources of risk (Lessard, 2013) associated with the global
value chain include national factors (trade policy, fiscal policy), the consumer (purchasing
power, cultural differences), natural factors (earthquakes, extreme weather events),
delays caused by humans (armed conflicts, labour disputes) and innovation (technology,
business model). Each source of risk has an impact on the following categories of actors:
multinational companies, workers, companies involved in globalization, geographic
regions, consumers.

Hence, a number of issues concerning the trust of Western consumers in the products
coming from the new production areas. The issue is not new: the principle caveat emptor
has been known ever since antiquity. The asymmetry of information between seller and
buyer, which may prejudice the latter, must be countered by an active attitude of the buyer
to protect the rights and promote its interests.

The above thesis is well illustrated by the experience of the EU. In 2012, on the whole,
EU imports (1.7927 billion Euro) in BRIC countries accounted for around one third of total
imports, half of that percentage being attributed to China. But while in case of India and
Brazil, the EU trade balance is relatively balanced at relatively modest levels (38/39 billion
Euro import / export), in the relations with China, the balance is heavily unbalanced (290
billion Euro imports as compared to 144 billion Euro), as in the case of Russia (213 billion
Euro to 123 billion Euro).

A significant fact is that the imports from China and Russia, each of them separately, are
ahead of those from the U.S., while regarding exports, U.S. is the main partner of the EU.

South Korea India Brazil

/ 0
3% Turkey 3%) 3%

4%
Japan _/
6%

Norway
9%

Switzerland
9%

Figure 1: UE Imports (2012) - percentages trade partners
Source: Eurostat, Comext, 2013
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Trade exchanges between the countries of the European Union and China have
intensified in the past two decades, having to do with a second major global economic
cooperation (after the EU-US). According to statistics published by Eurostat, the daily
value of goods traded between the EU and China, amounts to 1 billion Euro, and the
overall value of the goods traded in 2012 was 433.6 billion Euro. Exports of European
Union countries on the Chinese market increased in 2012 by 5.6 %, reaching a record
value of 143.9 billion Euro. Regarding imports, China is the main trading partner of the
EU in terms of import, the total value of Chinese imports reached in 2012 EUR 289.7
billion Euro. (Figure 1). We're talking about a trade deficit in the EU- China relationship, a
deficit caused mainly by imports of products from the fields of telecommunications,
textiles, footwear, toys, metal.

We should note that the People’s Republic of China is the biggest food producer, with an
annual value of agricultural production of 536 billion U.S. dollars, being the largest
exporter of agricultural products globally. (Flynn, 2010)

A special role is assigned to the bilateral trade exchanges EU-US, transactions that
amount to a third of world trade. According to a European Commission study, the
elimination of non-tariff barriers could lead to an increase in bilateral trade (EU -US) with
70-160 billion annually.

2.EU concerns about the risks related to imports

In an increasingly globalized market, and considering that a finished product is made with
components manufactured in several countries (we are talking about a globalization of
the value chain), a permanent concern of the government is to ensure the safety and
quality of imported products. This consumer protection is achieved in the European Union
by harmonizing standards on product quality in the Member States, but also through
cooperation with non- EU countries.

At the first tripartite meeting (EU -US - China), held in 2008 in Brussels, on product safety,
participants showed a great concern for the safe management of the supply chain. The
globalization process favours trade exchanges, a fact which results in the establishment
/ application of high standards of quality / safety at every stage of the global supply chain,
from producer to final consumer. Two years later, a second tripartite meeting (EU -US -
China) on security / safety of products was held in Shangai; the main topics discussed
were: traceability of products, convergence of requirements for product safety.

World Trade Organization is concerned with the security / safety of products. In this
respect, the Agreement on the Application of Sanitary and Phytosanitary Measures (SPS)
was concluded. Under this agreement, the Member States may apply those sanitary and
phytosanitary measures designed to protect the life / health of consumers and thus
eliminating the risks related to foods containing additives, contaminants, toxins or
disease-causing organisms.

Codex Alimentarius includes standards for all foods, whether prepared, cooked or raw
and for the distribution to the consumer, provisions regarding food hygiene, food additives,
pesticide residues, contaminants, labelling and presentation, methods of analysis and
sampling.

Currently, the demand is considered to be the main driver in the food system, about 70 %
of food is purchased from supermarkets, resulting in a transfer of power to distributors.
These are the main link between consumers and production chain. In an increasingly
competitive global environment, we are faced with a competitive environment, the
emphasis is both on the quality of the products and on the price.

Regulations on safety / security of products traded on the EU market are very strict and
most dangerous products are detected at the EU's borders during customs procedures.

190



There are two early warning systems for dangerous products, RAPEX system for non-
food products and the RASFF system for food and feed.

According to RAPEX annual report, in 2012, 2,278 products considered dangerous were
identified; they were withdrawn from the market. These alerts were issued by means of
RAPEX system. Of all alerts, 34 % were issued for clothing, 19 % for toys (it is worth
mentioning that 93 % of toys imported into the EU are made in China), 11% electronics.
In 2012, the number of alerts for products from China increased by 4 %, and these
accounted for 58 % of the total alerts issued in 2012. According to RAPEX Report for
2012, 11% of products of unknown origin are considered dangerous.

Rapid Alert System for Food and Feed - RASFF plays an important role in terms of food
safety throughout the supply chain (from producer to final consumer). The system is
applied in European Union countries, and the EEA countries (Norway, Liechtenstein and
Iceland) and allows rapid identification of risks and their elimination from European
markets by issuing alerts to national authorities in EU countries in real time. The purpose
of this system is to increase consumer’s trust in products marketed on the EU markets.
RASFF is an online platform, implemented for over 30 years, which mainly aims to
facilitate cross-border flow of information between national authorities in the acceding
countries, for food safety and consumer protection.

Security standards applicable to food are defined by a set of rules applied to EU member
states, which are aimed at protecting consumers. There are a number of directives relating
to nutritional labelling of products. Thus, the consumer is informed of the composition of
the product, namely, the name of the agricultural product or food; the description of the
production method, including the type, characteristics of raw materials and / or ingredients
used, and / or the methods adopted for the production of the product; the description of
the product or food characteristics, from a physical, chemical, microbiological perspective
and / or organoleptic characteristics in terms of specificity; control procedures . We can
say that the complete and accurate information of consumers can ensure the safety /
security of products purchased.

Through the RASFF system they aim at increasing the safety of imports and thus the
consumer protection. Authorities play an important role, through the proper application of
customs procedures. When such a product is identified, RASFF informs the third country
in order to take corrective action and to prevent recurrence of the problem. When a serious
and persistent problem is detected, the Commission submits to the national authorities of
the third country concerned a letter asking them to implement urgent measures to correct
the situation, for example: remove units from the list of licensed companies, block exports
or intensify control actions.

In 2012, under the RASFF annual report, the number of notifications through RASFF
system has reached a total of 8797, representing a decrease by 3.9% as compared to
2011. Of these, 3516 were new notifications (40 %), 5281 were complementary
notifications (60 %). These figures show a 7.8% decrease in new notifications and a
decrease by 1.2% of complementary notifications. The total of 526 complementary
notifications on serious risks identified in products on the market, increased by 14 % as
compared with 2011.

Most alerts were issued for food products from China, followed by India and Turkey
products (Figure 2).
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Figure 2: Evolution of RASFF notifications (depending on country of origin)
Source: RASFF annual report 2012

Regarding the types of products for which alerts have been issued, the first places are
occupied by fruits and vegetables, followed by fish and fish products, nuts and seeds.
(table . 1)

Table 1: Evolution of RASFF notifications (depending on product type)

Type of Alert | Rejected | Notification | Notification | Total | Year | Year
product at for for follow- | 2012 | 2011 | 2010
customs | attention up

Fruit and 40 479 145 52 716 671 494
vegetables

Fish and 63 166 98 46 373 482 452
fish

products

Nuts, 15 272 23 19 329 522 537
seeds

Source: RASFF Annual Report 2012

China is the second largest exporter globally (with an export volume of 1594 hillion Euro
in 2012), the first trading partner in terms of import of European Union countries. Ever
since 2006, the EU and the General Administration of Quality Control, Inspection and
Quarantine of the People's Republic of China have established an agreement that
provides for measures regarding the quality and safety of products imported from China.
RAPEX alert system - China was implemented five years ago, following the identification
of a large number of products originating in China, considered dangerous to consumers.
This program allows the access of Chinese authorities to RAPEX system; they receive
information about dangerous products from China identified at the boundaries of the
European Union. In the first four years, product quality supervision authorities in China
have investigated about 1,400 cases, applying restrictive measures in case of the export
of investigated products for more than half of them. The goal of the RAPEX -China
Program was to allow the export of safe products on the EU market.
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3. Protection of consumer rights

Regulation of consumer rights already has a history of over a century; the first
institutionalized form in this respect appeared in the U.S. in the shape of The National
Consumers League (founded in 1891). The international consecration of this approach
took place gradually, a fact which was transposed into significant differences between
different regions and countries. A milestone in matters of regulation of consumer rights
and interests was the adoption in 1985 by the United Nations of the Guidelines for
Consumer Protection, a Guide which had a major role in shaping policies on the protection
of consumers right nationwide.

European Union. In the last five decades, the protection of consumer rights has been an
area of interest. Strategies that targeted protection of consumer rights were defined, and
unfair trade practices, misleading advertising and the insertion of unfair contract terms
discouraged.

EU Strategy for Consumer Protection Policy for 2007-2013 has three main objectives,
namely: the improvement of the confidence of consumers living in the European Union;
the increase of the welfare of consumers living in the EU (in terms of price, quality, range
of products / services, accessibility and security); provision of effective protection to
consumers against risks and threats.

An important stage in defining the consumer rights protection policy has been the adoption
of the European consumer agenda (22/05/2012), a document which contains a number
of measures destined to place the consumer at the centre of EU policies. The main
objectives included in the agenda of European consumers are: assuring product, food and
services safety; promoting sustainable consumption, ensuring the consumer rights under
the conditions imposed by the digital revolution.

U.S. is the first area where consumer rights were legislated. Consumer Bill of Rights
(1962) defined four fundamental consumer rights (right to safety, right to information, right
to be heard and the right to choose products and services) and represents a milestone in
the protection of consumer rights.

In the U.S. there are many organizations whose object of activity is the protection of
consumer rights. Among these are: U.S. (Federal Trade Commission, established in
1914, whose main mission is to deter / prevent anticompetitive business practices or unfair
to consumers; the purpose of the US Consumer Product Saftey Comission (CPSC) is to
reduce cases of illness or death caused by the consumption / use of certain products.
Also, they established safety standards for certain manufactured products. For products
such as food, drugs, cosmetics, medical devices there is another regulatory body, namely,
the U.S. Food and Drug Administration (FDA). A major initiative of recent date of the FDA
is the regulations imposed on the tobacco industry in 2009. (We are talking about Tobacco
Control Act).

In the case of China, we are talking about a relatively recent consumer rights protection
expertise. The first law on consumer rights and interests was adopted on October 31,
1993 - the period in which China's economy has gone from the stage of planned economy
to market economy. We are talking about CRIL - Consumer Rights and Interests
Protection Law - framework law regulating protection of consumer rights, which contains
the basic principles applicable to the consumer. We should note the important role played
by the regulations in matters of protection of consumer rights existing in the 27
autonomous provinces of China. These regulations were, in fact, the basis of national
regulations.

After 20 years of the first legislative act adopted in matters of consumer protection,
Chinese authorities are considering a number of amendments to the legislation in the
field. More specifically, they aim at clarifying the relationship consumer — economic agent
(CRIL stipulates the obligations of economic operators / consumer rights without making
a connection between the two).
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Research literature has highlighted a number of shortcomings of the consumer protection
system in China: a) the legal framework for protection is dispersed and fragmented — the
existence of different legislative acts / special regulations leads to the overlapping of
regulations and to possible conflicts of laws. This makes consumer protection difficult and
the application and development of the CRIL law almost impossible to achieve. b) the
method of settling disputes takes time and involves high costs;

India. In India a law regulating consumer rights protection was promulgated only 40 years
after the achievement of country’s independence, The Consumer Protection Act 1986 .
This is considered one of the most progressive and comprehensive legislation in this area.
Several aspects are important in terms of the specific characteristics of the regulatory
framework in the country. Firstly, the fact that they tried to use local culture, including
traditions in this area. In the Arthashaastra treaty, a document dating from the 4t century
BC that addresses economic, political and military strategy issues in which one can find
references both to consumer protection in trade and industry, as well as measures to
sanction abuses in this area. Secondly, the legislative act was developed following a
thorough study of the relevant legislation in the field in many countries, and in consultation
with representatives of consumers, trade and industry in India. Thirdly, the main concern
of legislators targeted both the elaboration of a legislative act appropriate for the Indian
society in the context of globalization, and the establishment of framework in which this
legislative act can be implemented in life. As with other emerging countries, the main
problem has been the way in which the law can be applied in life and not simply the
creation of a "perfect"” legislative act.

Conclusions

The uniformity - diversity report (ie, global / local) is a defining characteristic of the process
of globalization involving benefits and risks for the participants in the global economic
cycle.

Regarding the protection of consumer rights, the benefits of the extension of the Western
model are transposed, for example, in the process of uniform regulation of the main issues
related to safety, quality and timeliness of offer. Symmetrically, risks are related to the
different ways of implementing these regulations. On the other hand, the observance of
the local specificity is a prerequisite for the efficiency and sustainability of regulatory
activity; but excessive diversification makes the global consumer model frothy.

We only deal with an insurmountable contradiction in appearance. In reality, the global
regulatory system — representing a defining core in the principles of market economy and
democratic society — it is diversified not only by means of local , "horizontal" differences,
but also by means of the multi-level structuring - global, regional , national, local, "vertical"
- each with an own degree of integration. The consumer complex personality is defined
and stated according to these coordinates. To paraphrase a saying attributed to Socrates,
it is not "(only) Athenian or Greek, but a citizen of the world." The real challenge today is
the full use of this status.
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Abstract: Sustainability is not any more a new and un-known subject in the leather
business world. There is a certain reorientation and implementation tendency of its
requirements at organization level, in the last years. However, there are still some
ambiguities and uncertainties related on the approach and practice of all principles
included in the concept. That’'s why each organization tries to formulate winning
strategies on long term, showing an equal importance for human resources, social
balance and the environment. This work highlights the efficiency of the human resources
in the leather industry’s sustainability, a study created by seven national associations
representing the leather industry from lItaly, Spain, France, Germany, UK, Sweden and
Romania. The analysis of social indicators demonstrates that tanneries in Europe are
increasingly committed to the ethical and social aspects of their business, and that,
through continuous investments, they have been able to ensure substantial
improvements in process efficiency and in pollution prevention and control. All the efforts
made by European tanneries over the years have resulted in improving the sustainability
of their production. The excellent results achieved deserve to be valued more by
stakeholders and better incentivised through measures encouraging new and future
investments. The environmental and social values demonstrated by European leather
help to keep European tanners ahead of international competition.

Keywords: sustainability; leather industry; environment; social; economic.
JEL classification: Q01

1. Introduction

Analyzed in the systemic context of the tannery activities can be considered a source
offering a high added value for various value chain, starting with fashion and footwear
industry and continuing with, clothing, leather goods, automotive, furnishing, and finishing
with goods the lag the daily consumption of the utility.

Main input elements in the system are hides from animals slaughtered, tanning chemicals
and water. More than 99% of hides and skins can be considered as a secundary product,
beacause the animals are kept, primarily meat, milk, and various household activities,
transportation and agriculture.

As part of the system, tanneries, making use of this secundary product, have an economic
and environmentally friendly at the same time; absences tanneries in the system would
generate a simple recycling process. Tanneries structure is differentiated by continents,
geographical area, and even work on each area separately;in Europe tanneries activities
combines traditionalism with innovation, in the sense that values traditional craft, from
past history, are added innovative elements technological development and non-
technological usage, in order to remain at the forefront of innovation for new products and
new technologies; it is in fact a core strategic component of sustainability tanning
processes. As the output of the system elements are multi-use patent leather.
Economically, finished leather is a material with outstanding feature, hat the socially can
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generate jobs in many areas, from tanning, continuing with other value chains such
clothing industry, shoes industry, leather goods, furniture, automotive, consumer goods
industry. Since tanneries in Europe can enter in the market continuously, new products,
new applications for various end uses, they include in their bids the skins, intangible
values, that reponding to global challenge of sustainable development in economic, social
and environment, in accordance with the provisions of the 1987 Brundtland Report,
entitted Our Common Future, WECD.(3) From the point of view of environmental
protection in order to ensure sustainability of the leather tanning process this is achieved
through processes increasingly clean, specific consumption of chemical, energy and
dwindling water cut, and waste recycling processes more efficient; it is thus a constant
and perpetual activity oriented environment; of course these actions have an effect on the
increase in costs for the tanning of leather.

On the basis of the social dimension of sustainability leather tanning processes in Europe
lies inclusive policy, that tannery workers are much better balanced compared to workers
in other sectors; heir integration into the production process is much faster, regardless of
nationality; his is because tanning technologies are less complex, have a high degree of
repeatability, and specific production volumes or mass production of large series.
However, there are two issues that can jeopardize the existence tanneries in Europe

. Lack of competitiveness of tanneries in Europe, determined by the lack of
adequate policies to encourage a level playing field in relation to the tanneries outside
Europe.

. The phenomenon of commercial reciprocity, as part of fair competition; acording
to this phenomenon requires the elimination of trade barriers of any kind (export tax,
import duties for materials, hides and skins, chemicals for tanning leather). Their
existence distort prices and encourage unfair competition on the world market of leathers.
These days the leather industry should face some severe constraints mainly due to the

decrease of the natural resources at regional level and to the apparition of some
environmental problems at border, regional and global levels. Inevitably some measures
are needed for a concentrated action in sustaining the sustainable politics and its
monitoring, in conformity with the existing regulation for this industry. A special attention
should be focused on using systematically of the scientific expertise in implementing the
technical management, in correlation with the sustainability demand (5).European leather
production historically positioned itself at the top end of the market, constantly seeking to
improve quality and to innovate its offer to the market. All the efforts made by European
tanneries over the years have resulted in improving the sustainability of their production.
The excellent results achieved deserve to be valued more by stakeholders and better
incentivized through measures encouraging new and future investments.

A statistical activity tanneries in Europe, shows that tanneries in Italy take and process
more than 99.4% of the raw skins of calves, cattle, goats and sheep adult.
Production per animal type in the sample (Figurel) reflects perfectly the characteristic

distribution of European production, where adult bovines, calves, sheep and goats,
compose the largest share of raw materials. A residual share of production is based on
other animal types (such as pig skins, deerskins and noble furs), which constitute
significant shares of production in certain countries. (2)
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Figure 1. Sample characterization: production per animal typology
Source: www.euroleather.com

2. Economic and social indicators from the leather industry

Speaking about the development of the leather industry in Europe, it is specified that its
essential component is the tanning sector.The final product of this sector, leather, can be
considered an intermediate product, given that by inserting it in downstream sectors, due
to the potential high added value, especially because it has competitive advantages, they
contribute substantial value finished products in which it is incorporated.

As an intermediate product in the process of tanning, the skin has some essential features
for various applications: skin is a hygienic, flexible, abrasion resistance while special color.
Tanners designing production processes specific to each application, to give leather
diversified characteristics required by numerous users.

For tanneries in Europe industrial users noticed two groups: of footwear and leather
tanneries; in Europe they have a long tradition. European leather industry today
encompasses a turnover of 30 million Euro annually performed by 24,000 companies and
about 400,000 employees. Production achieved a market absorbed structure follows:
about 35% of the market outside the Community, about 60% of intra Community-market,
about 5% owned tanneries markets. It is clear that the European market is an important
producer and consumer of this product.

Currently relocation strategy is relevant to certain sectors by the states outside the EU,
developing economies, both in terms of markets, but especially in terms of the tanning
process.

If we take account of all activities related to the manufacture of skin segments (upholstery
furniture, clothing, car interiors, etc.) and related sectors (chemicals, machinery, logistics,
etc..), the entire industry in Europe is estimated to be composed of more than 40,000
companies with over 500,000 employees, with a total turnover of 50 billion euros, which
places it in a prominent place in the world ranking.(3)
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Table 1: The European leather industry in 2013

Sector Companies | Employees | Turnover | Extra EU export
[nol] [ nr] [ md.euro] | [ md.euro]

Tanning 1783 34 504 7750 2 307

Footwear 11 692 274 296 13 905 4700

Leather 10 710 83 464 9541 4 066

goods

Total 24 185 392 264 31196 11 073

Source: www.euroleather.com

Even if its share at global level has been declining in recent times due to the growth
of the sector in certain emerging economies, the European tanning sector is still the global
leader both in terms of:turnover, covering 26,7% of the world total (after China, accounting
for 29,5%); overall quality level reached by the industry through product and process
innovation; in particular with regard to technology (through a constant research on the
processing cycle and product performance), environmental commitment (chemicals,
water, solid waste and air emissions consequent to the tanning process are fully treated
and recycled for more than 90%), social commitment (outstanding relationship with the
workforce and a pioneering social dialogue with corresponding unions have improved the
levels of education and training of human resources and led to a constant reduction of
injuries), design and style innovation (very high importance is given to the study, the
creation and the development of fashion trends).

Human capital is the important element in each tannery. Given the characteristics of the
tanning process, it is preferred human capital capable of providing quality tanning process
(primarily through experience); while human capital must be ensured in training for future
periods. So competitiveness of the sector must be maintained at a level capable of
ensuring the sustainability of tanning processes. Tanneries in Europe are increasingly
employed in the development of ethical, social and environmental impact of their business
by strengthening and improving relations with stakeholders: employers, workers,
customers, the public, civil society. The social dimension developed in tanning processes
is presented by the authors in the paper by means of relevant indicators: Types of
contracts, Age brackets, Education, age, Seniority, Gender equality, Gender equality
Accidents and Employee benefits.(1)

The structure of the workforce in tanneries sees the predominance of professional profiles
with technical and production oriented skills (79% of the workforce).

As illustrated in Figure 2, low specialization production workers prevail in the shop
floor (over 66% in 2010 and 2011), while highly skilled personnel tend to be higher in other
departments or services. Indeed, Research and Development related jobs are increasing
their importance both in the area of process technologies and fashion, design and style.
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Figure 2: Job categories 2013 (%)

As shown in Figure 3, more than 87% of the workforce of European tanneries are
employed with a permanent contract. Different forms of fixed-term employment contracts
make up the balance.

9% 3%

= Permanent
employment contract
Fixed-term
employment contract
= Others

Figure 3: Contractual types 2013

Figure 4 shows a quite consistent distribution. Workers under 35 years of age represent
almost 30% of the total in 2011. The age bracket of those employees aged between 35
and 55 displays the largest incidence in both years under consideration. Studies carried
out at EU level show that one of the most relevant issues for Europe’s tanneries is the low
appeal of the sector among young people. Many initiatives involving schools and teachers
are in place for reversing this trend. National associations and trade unions are generally
their promoters, but results show that a more comprehensive effort at European level is
necessary to renew the sector’s workforce on a sustainable basis.
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Figure 4: Age brackets 2013 (%)

Figure 5 illustrates the results of the survey in terms of Seniority. More than 50% of the
workforce has been employed in the tanning sector for less than 10 years, while a
significant share of the total remain in tannery jobs for a large portion of their working life.

mUpto 10
11to 20

= 21-30

= Over 30

Figure 5: Seniority categories 2013 (%)

The job distribution depicted in Figure no 2 mirrors the analysis of the educational level,
shown in Figure 6 ISCED levels 1 and 2, corresponding respectively to Primary education
or first stage of basic education and to Lower secondary or second stage of basic
education (see informative box), represent the same share of the total (almost 70%) as
the low specialization production workers employed in tanneries (66.2% in 2011).
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Figure 6: Education 2013 (%)

The tanning sector is traditionally closely and firmly rooted in its territory. Figure 7 shows
that a very large share of the workers in European tanneries come from the same country
of the tannery they work for. In some cases, hiring is performed predominantly in the very
area (city or province) where the tanneries are based. Immigration and integration of
foreign workers is nevertheless a noticeable feature. Another significant share of workers
(9.2% in 2011) comes from foreign non-European countries. This exemplifies the positive
interaction of Europe’s tanneries with their local communities where leather often

represents the main employment opportunity that also contributes to the integration of
immigrants at local and regional level.
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Foreigners, EU countries
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Figure 7: Territorial origin 2013 (%)

Human resources becoming so crucial for the sector’'s competitiveness, European
tanneries have understood the importance of training their employees. To compete in the
international market on quality, product consistency and performance, fashion and service
to customers, skilled personnel is essential, notably in high-cost economies such as
Europe. The combination of experience and youth, i.e. skilled workers and young
applicants, represents the key asset on which the competitiveness of the sector is based.
This can be enhanced at sector level by developing continuing vocational training and life-
long learning. Despite a long tradition and the international reputation of Europe’s tanning
schools and dedicated university departments and chairs, leather specific education and
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training in Europe is in distress. Critical mass for filling classrooms, geographical
dispersion of tanneries and language barriers are some of the obstacles facing an
effective reorganization of professional training in the European leather sector. Continuing
Vocational Training and life-long learning are promising instruments. Skills can be
transferred or up-graded in the tanneries themselves with courses adapted to the specific
job and coaching or learning at the trainee’s own speed. The environmental and social
values demonstrated by European leather help to keep European tanners ahead of
international competition. Although has made considerable progress on environmental
aspects, the leather industry is still an aggressive source of pollution on all environmental
factors: water, air and soil. Managers of specific tannery processes are advised to take
into consideration the applied technologies but also the training level of their employees,
their life outside the factory’s gates, the effects of their production on the environment,
approach that includes all the components: economic, social and environmental.
Selection of the most adequate chemical products, processes and technologies to lead to
the best performance from the production sustainability’s point of view, when there is a
wide offer from the chemical producers, is an activity that oblige to a careful and
exhaustive documentation. Using a simplifying approach, a product of this research is the
web site: http://sustainabilityintheleatherindustry.worldpress.com, whose architecture
defines:
Citation’s order criterion and the data access;
Selection option in each data citation order criterion.

Projection of the data basis has been made by considering the information should be
grouped in tables on the subject’s basis, to reduce the redundant data. Dividing the
information’s elements in entities or major subjects, respectively chemical processing
products, conventional processes and the best practices for leather processing, is shown
below. Subsequently each subject becomes a table.

Solution found in this work has been treated theoretically and practically by the

initiation of the web site: http://sustainabletechnologiesinleather industry.word press .com
and by developing process recipes for some demanded articles on the market, in
conformity with the sustainable principles in leather industry.
This site synthetize the multitude of advantages in informing on the chemical authorized
products, having as an access and ordering criteria the chemical producer company, the
product denomination, its class, the application method, the chemical basis of the product,
the active matter and the PH. The data basis also justifies the utility of its need by
presentation of the chemical products used in the conventional processes of transforming
the hides in finished leathers. This represents also a possibility in exploring the best
practices in both, the management system of environment and ways of substitution of the
chemical substances or working techniques, for each technological step aside, meaning
the curing and stocking of the hides, soaking-liming, tanning, re-tanning, finishing, air
emissions, all this justifying the motifs that makes these sustainability strategies needed
to be implemented.
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Table 2: Selection criteria of the date basis for sustainable technologies in leather industry

Citation Chemical Chemical The best practices.
order processing substances
criterion products (conventional
processes)
Producer Salt Environmental system’s
management
Product Sulfates Substance’s
. replacement
OSpt:ilgrcl:tlon s Clasa o .d.e Sulfides Water. consumption’s
produsi chimici reduction
Application Nitrogen Curing and storage
Major basis Tanning agents Beam house
Active matter Organic solvents Tanning
Surfactants Re-tanning
Fat liquors Finishing
oh Other re-tanning
agents
Dyestuffs and dye | Air emissions
auxiliaries
Finishing products
Biocides
Pesticides

4.Conclusions

These data were obtained through social dialogue, implemented by the social partners of
the European leather industry: industrial COTANCE and industry All-European Trade
Union; no other sector involved in the leather value chain has ever prepared such a
comprehensive analysis of the environmental and social factors that are involved in the
economic growth of the industry at continental level.

The situation that emerges from the analysis of the information collected shows a leather
sector is firmly rooted in the territory and deeply committed - in collaboration with partners
and public authorities to combining industrial growth with the continuous improvement of
working conditions, the generation of wealth in the territory and the enhancement of the
quality of life in local communities.

The social situation within the tanneries is characterized, above all, by the fruitful
cooperation between the social partners. Apart from the institutional role that the
representative bodies of the social dialogue play during collective negotiations, both sides
of the European tanning sector also provide the example of how a close cooperation
contributes to reinforcing Europe’s leather industry against global competition, and to
promoting the social values linked to European leather on global markets.

All the efforts made by European tanneries over the years have resulted in improving the
sustainability of their production. The excellent results achieved deserve to be valued
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more by stakeholders and better incentivized through measures encouraging new and
future investments. The environmental and social values demonstrated by European
leather help to keep European tanners ahead of international competition.
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THE ABSORPTION OF EU STRUCTURAL AND COHESION FUNDS IN ROMANIA:
INTERNATIONAL COMPARISONS AND MACROECONOMIC IMPACT

Zaman Gheorghe ° Georgescu George !

Abstract: The Structural and Cohesion Funds (SCF) represent the most important
financial instruments for sustaining the EU Cohesion Policy aimed at achieving the
convergence objective by reducing the disparities between the Member Countries i.e. of
development gaps, including at the regions level. The financial execution of EU allocations
for the programming period 2007-2013 has shown a SCF absorption rate of only 27% in
the case of Romania. The study has revealed that, compared to the selected EU Member
States, most of them CEE countries, this represents the lowest level of absorption rate.
The analysis of this last one position has revealed causes related to the system of
European funds management and accessing, common or specific to different stages and
levels, but also a series of outer factors, mainly the legislative barriers and the global crisis
persistent effects. Because of the lack of satisfactory assessments of the real SCF impact
by using econometric models and simulations, the study suggests addressing this issue
by studying the relationship between SC funds and relevant macroeconomic
indicators.Even Romania stands for a net beneficiary position relative to the EU budget,
the macroeconomic impact of SCF has not been significant. The amount of 5.1 billion
EUR reimbursed to Romania from SCF, cumulated during the period 2007-2013
represented only 2% of the GFCF and 0.6% of the GDP. It was found that the main
macroeconomic indicators in terms of employment, foreign investments, external debt and
public debt have deteriorated over the period, the absorption of SCF having not the
strength to counterbalance these negative trends, due mainly to the persistence of the
crisis effects. As concerns the exercise 2014-2020, the lessons learned from the previous
programming period, along with addressing Romania’s economic vulnerabilities and
under favorable circumstances of the international context, a significant improvement of
SCF absorption rate is expected, increasing also their macroeconomic impact.

Key words: Cohesion Policy; EU allocations vs. EU reimbursements; pay rate; absorption
rate; EU funds macroeconomic impact.

JEL Classification: E22, F15, F36, F43, O19
1. Introduction

In the context of the efforts aimed at improving the competitiveness of the EU as a
whole, the European cohesion policy is the most important financial instrument to support
the objective of the Member States convergence, namely to promote economic and social
cohesion by reducing disparities, starting from the regional level.

The convergence objective includes as eligible the NUTS 2 regions where GDP per
capita (at purchasing power standard - PPS) is less than 75% of the EU average and is
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characterized by a relatively low level of infrastructure development, investments and
related business services.

In Romania's case (as in Poland, Bulgaria, Slovakia and the Baltic countries) the whole
territory (actually all regions) has been declared as eligible for EU funding under this
objective.

For the exercise 2007-2013, in support of this policy, a budget of 347 billion euros has
been allocated (over one third of the total EU budget) out of which 201 billion euros by the
European Regional Development Fund (ERDF) and 76 billion euros by the European
Social Fund (ESF), also known as Structural Funds (SF) and 70 billion euros from the
Cohesion Fund (CF).

In addition to SF and CF, the European Union promotes separate policies of rural
development and fishery, financially supported by the European Agricultural Fund for
Rural Development (EAFRD), European Agricultural Guarantee Fund (EAGF) and
European Fisheries Fund (EFF), from which Romania also benefits (about 8.4 billion
euros for 2007-2013), which are not subject to this study.

Of the total amount of EU Structural and Cohesion Funds for the period 2007-2013,
19.2 billion euros have been allocated to Romania, out of which 9 billion euros by the
ERDF, 3.7 billion euros by the ESF and 6.5 billion euros by the CF. Divided by the number
of Romania’s population these commitments stood around 900 euros per capita,
representing (along with Bulgaria) the lowest level compared to other countries of Central
and Eastern Europe, which benefited from EU allocations per capita about twice as high.

These EU grants are intended to co-finance projects (on programs, priority axis, major
areas and actions) in a proportion of up to 85%, being supplemented by allocations from
national budgets and private contributions from beneficiaries. In the case of Romania, the
corresponding ante-calculated contribution from the national budget stood at a level of
about 4.3 billion euros, raising the total amount allocated to structural and cohesion funds
for the period 2007-2013 to 23.5 billion euros.

2. SCF absorption in Romania compared to other EU Member Countries in 2007-
2013

The architecture of the EU budget on the expenditure side should be based on the
assessment of financial efforts in order to achieve the objectives taking also into account
the capability of each Member State to attract structural and cohesion funds (SCF).

The experiences of the previous years, and also of the 2007-2013 periods have
revealed significant differences between the amounts allocated and respectively
reimbursed by the Community budget, which have created difficulties for achieving the
convergence objective and for reducing development gaps, implicitly of improving the UE
competitiveness in the context of increasing competition pressure on global markets.

At EU level, the cumulative payments from SCF to Member States (advances + interim
payments) in the years 2007 to 2013, accounted for only about 60% of the total
allocations, which (except for the implications of the n+2 rule i.e. respectively the
extension by two years of the period of spending the amounts allocated in the year n)
would mean that an amount of about 140 billion euros remained unspent over the period
(Table 1).

The European Commission data show that by the end of 2013, Romania attracted about
7 billion euros (advances + interim payments) out of the total 19.2 billion euros of EU
allocations for 2007-2013, representing a pay rate of only 36.7%, the lowest among the
countries of Central and Eastern Europe taken in comparison (to which was added ltaly,
which has four regions eligible under the convergence objective).

Poland has succeeded to attract about two thirds of the funds allocated, in absolute
terms representing almost 45 billion euros, or 6 times more than Romania.
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Other countries such as the Czech Republic, Slovakia, Italy and Bulgaria have
registered a pay rate of about 50% of the EU allocations and Hungary, with a pay rate of
nearly 60% being around the EU average.

Table 1
SCF pay rate and absorption rate in selected EU Member Countries
cumulative in the years 2007 to 2013

EU EU EU SCF SCF

Country Allocations Payments Reimbur- Pay rate Absorbtion
(mil.EUR) (mil.EUR) sements (%) rate
(mil.EUR) (%)

(0) (1) (2) 3) (4) = (5)=(3)(@1)

(2):(2)

Bulgaria 6,673.6 3,225.3 2,666.3 48.3 40.0
Czech Republic 26,539.7 12,973.8 11,068.8 48.9 41.7
Italy 27,955.9 13,535.9 11,906.5 48.4 42.6
Poland 67,185.5 44,784.4 39,387.2 66.7 58.6
Romania 19,213.0 7,055.9 5,088.6 36.7 26.5
Slovakia 11,498.3 5,523.6 4,968.5 48.0 43.2
Hungary 24,921.1 14,584.9 12,069.1 58.5 48.4
EU 27 347,563.3 208,920.2 184,244.6 60.1 53.0

Source: own calculations based on Financial execution by period/fund/country, European
Commission Inforegio.

Regarding the SCF absorption rate calculated by dividing the EU Reimbursements to
EU Allocations, it is worth mentioning that the EU 27 average was 53% over the period
2007 to 2013, being overtopped only by Poland among selected countries, by almost
59%. Most of the other countries that have been taken into consideration recorded a SCF
absorption rate between 40% and 43%. Romania, with an absorption rate of 26.5% stood
on the last position, with a difference of over 10 percentage points from the pay rate, which
means, in addition to low level of repayments, the slow pace of financial execution of
interim payments i.e. of projects implementation.

Looking at the proportion of EU payments in relation to EU allocations for each of the
three structural and cohesion funds (Table 2), no substantial differences in the EU 27 pay
rate average at the level of the total of each fund are seen. The pay rate of ERDF envelope
is around it, in the case of ESF is slightly higher (by 3.3 pp) and of CF slightly lower (by
5.7 pp). From this point of view, Romania ranked on the last position in all three funds pay
rate, with differences between 20 pp to 24 pp below the EU 27 average.

Table 2
The pay rate breakdown on ERDF, ESF and CF
in selected EU Member Countries cumulative in the years 2007 to 2013
-0p -

Country ERDF ESF CF
Bulgaria 50.41 54.73 42.08
Czech Republic 47.62 49.95 50.43
Italy 45.04 58.66
Poland 71.21 70.32 57.95
Romania 36.39 40.35 35.15
Slovakia 55.07 46.89 37.47
Hungary 64.39 55.88 51.05
EU 27 60.74 63.40 54.69
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Source: own calculations based on Financial execution by period/fund/country, European
Commission Inforegio.

It should be noted that Poland exceeds the threshold of 70% of the pay rate in relation
to the ERDF and ESF allocations, with a lower pay rate of CF (about 58%). Hungary has
recorded a pay rate above the EU 27 average for ERDF (64.4%), but lower in the cases
of ESF and CF (56% and 51%).

Deepening the analysis for the ESF, for which some data are available, and examining
the breakdown of EU payments on advances and interim payments allow the revealing of
a picture closer to the reality of funds absorption status.

Table 3

The breakdown of ESF payments on advances and interim payments
in selected EU Member Countries cumulative in the years 2007 to 2013
- % of ESF allocations -

Country Total Advances Interim payments
Bulgaria 54.7 9.0 457
Czech Republic 52.1 9.0 43.1
Italy 61.7 7.5 54.2
Poland 70.3 8.7 61.6
Romania 40.7 13.0 27.7
Slovakia 46.9 9.0 37.9
Hungary 55.9 13.0 42.9
EU 27 64.1 8.4 55.7

* status on 30.11.2013
Source: ESF 2007-2013 Advances + Interim Payments, European Commission Inforegio,
February 2014.

The amounts advanced by the EU to co-finance projects stood in the margins approved
at the Community level (ceiling of max. 13% out of total allocations). In the case of ESF,
the average EU 27 ratio of interim payments was 55.7% (Table 3). Romania, with a rate
of 27.7%, exactly half the EU average, is far behind on the last position, followed by
Slovakia (38%).

Contrary to the general impression that Bulgaria would share with Romania the last
positions in terms of EU funds absorption capacity, it registered a ratio of 45.7% interim
payments in the total ESF allocations, more than Czech Republic and Hungary (about 43
%). The only country among Central and Eastern Europe above the EU average is Poland,
with a ratio of 61.6%.

The annual chart of interim payments in the years 2009 to 2013 reveals a completely
non-uniform scheduling (Table 4).

In the first two years of the programming period, namely 2007 and 2008, the ratio of
interim payments in ESF allocations was virtually zero, including at the EU 27 level, which
is explained by the normal time lag of about two years after the launching of EU co-
financing programs to interim payments transferred to the Member States in order to
support the starting of projects, followed by their execution through reimbursements of
expenditures related to projects implementation.

In the period 2009-2013, in most cases, a steady but significant growth of interim
payments ratio is recorded as the end of the period got closer. At the EU level, the average
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ratio of these payments increased from levels of 6% and 8% respectively in 2009 and
2010 to 12% in 2011, 14% in 2012 and 15% in 2013.

Breakdown on countries, data show differences between Poland and Hungary on the
one hand, which have recorded relatively similar ratios of interim payments in 2011, 2012,
2013 and, on the other hand, the Czech Republic, Bulgaria and Romania whose ratios
went up in 2013, surpassing the accumulated ratios throughout the years 2009 to 2012.
Table 4

ESF interim payments in selected EU Member Countries
in the years 2009 to 2013
- % of ESF allocations -

Tara Total 2009 2010 2011 2012 2013*
2009 to 2013

Bulgaria 45.7 0 3.6 7.4 11.5 23.3
Czech Republic 43.1 0 6.1 6.4 7.9 22.7
Italy 54.2 6.6 4.8 10.2 16.4 16.1
Poland 61.6 5.5 9.7 16.3 16.6 13.5
Romania 27.7 0 0.6 5.0 3.0 19.0
Slovakia 37.9 1.8 3.1 9.4 16.5 7.1
Hungary 42.9 3.1 1.9 15.4 10.4 12.0
EU 27 55.7 6.1 8.3 12.4 14.0 14.7

* status on 30.11.2013
Source: ESF 2007-2013 Advances + Interim Payments, European Commission Inforegio,
February 2014.

The international comparison regarding the absorption rates of EU financial
instruments in 2007-2013 has revealed, with smaller or larger differences between
countries, an average discrepancy of 39.9 percentage points compared to allocations for
payments and 47 pp respectively for reimbursements.

3. Main causes explaining the low absorption rate of SCF in Romania

We believe that, in the case of Romania, a primary factor that contributed to a low
absorption rate of structural funds were the inherent difficulties of a new exercise (and
new tools) generated by an unprecedented mechanism of funds managing, accessing
and implementing.

The analysis of the main causes of the low absorption rate of SCF allocated to
Romania in 2007-2013 has revealed that they are found within the management and
accessing system of European funds but also suffering from the outer factors influence
(see Figure 1).

Among the causes manifested at the Managing Authorities level, based on the
analysis of OP implementation reports, the study identified as having a major impact on
the absorption capacity for all operational programs, but specific on different stages of
accession: lack of staff professionalism; disincentive payroll; projects calls overlapping;
poor technical assistance; unclear provisions of guidelines, standards, methodologies;
lack of coordination and correlation between the Operational Programs; excessive
bureaucracy; failure of tracking the objectives sustainability; malfunction of financial
monitoring system ex ante and ex post. To these were added irregularities discovered in
the process of funds accessing, leading the European Commission to temporary
suspension or to total or partial pre-suspension of Operational Programs.

At the beneficiary level, the analysis has revealed a number of causes explaining the
low degree of SCF absorption in Romania manifested in the stages of preparation,
submission, contracting and implementation, such as: poor expertise in making projects;
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errors in documents submitted; adverse effect of measures to reduce bureaucracy;
slowness of decision-making process of local governments beneficiaries; improper
conduct of public procurement procedures; overvaluation of projects financing and
implementation capacity from the part of many beneficiaries; changes in technical
solutions; the limited capacity of management of works / services within projects and the
lack of clauses in terms of complying with quality and timetable requirements.

Internal causes Outer factors

Legislative barriers

MAs level

Lack of staff professionalism
Disincentive payroll

Unclear provisions of Guides
Methodological deficiencies
Excessive bureaucracy
Project calls overlapping
Poor technical assistance
Low project monitoring

VAT increase to 24%
Public staff restrictions
Laws different application
Legislation changing
(general or SCF related)
Legislation bottlenecks
Lack of laws’ procedures
Excessive leqal approvals

SCF
Management
and
Accessing
System

Macroeconomic

Beneficiary level context

GDP Contraction
Budgetary austerity
Inflation rate increase
Currency depreciation
Banking deleveraging

FDI inflows decline

Lack of national strategies

Poor expertise in projects
design

Financing capacity
overvaluation

Subcontracting poor services
Changes in technical solutions
Poor conducting of public
procurement auctions

Figure 1

The SCF absorption capacity has been negatively affected by factors from outside
the system, mainly the different ways of legislation application and interpretation,
particularly the public procurement, legislation changing during SCF accessing
procedures, legislation bottlenecks, the VAT increase. Under the circumstances of the
lack of national strategies, the extension of global crisis effects along with GDP decline,
inflation rate increase and currency depreciation, decrease in FDI inflows and lending
contraction has deteriorated the financial situation of projects beneficiaries, including the
public local authorities, under the low involvement of the banking system in covering the
financial shortages.
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4. The SCF impact on macroeconomic indicators of Romania

The issue of SCF impact has been mostly approached through econometric models
and simulations trying to assess the GDP growth basically in two scenarios i.e. “with EU
funds” and “without EU funds” respectively. More common are HERMIN model (Bradley
et al., 2007), GIMF model (Allard et al., 2008), QUEST model (Varga and in 't Veld, 2010)
and other models derived, on specific country cases, from these ones. Based on optimistic
assumptions, all these models estimated positive effects of SCF on economic growth,
some times spectacular.

However, some authors have drawn attention on results inconsistency due mainly to
models failures in reflecting the complexity of economic growth and convergence
processes (Barca, 2009, p. 87). Other authors showed that the methodological issues
encountered are very difficult, the estimates representing only a potential impact that
could be compromised by the funds absorption realities (Marzinotto, 2012, p. 12). The
results of HEROM model (Romanian version of HERMIN, Unguru et al., 2007) were
criticized by Zaman and Georgescu, because of questionable assumptions. The
evaluation of SCF impact in Romania using macroeconomic models and simulations have
proved totally unrealistic, if considering only the cumulative additional GDP growth
between 13% and 37% estimated by different authors in scenarios with European funds.

Table 5

The relationship between SCF and macroeconomic indicators of Romania
over the period 2007-2013

MCROECONOMIC INDICATORS* Cumulated for the period
2007 to 2013
Gross Domestic Product EUR bn. 907.3
Gross Fixed Capital Formation EUR bn. 243.4
SCF allocated EUR bn. 19.2
SCF reimbursed EUR bn. 51
Foreign Direct Investments net inflows EUR bn. 29.1
INDICATORS IN RELATIVE TERMS
SCF allocated / GDP % 2.1
SCF allocated / GFCF % 7.9
SCF reimbursed / GDP % 0.6
SCF reimbursed / GFCF % 2.1
SCF reimbursed / FDI net inflows % 17.5

Source: Calculations based on data from EUROSTAT, National Bank of Romania and
National Commission of Prognosis.

In value terms, Romania received reimbursements related to SCF from the EU budget
amounting to 5.1 billion euros over the period 2007-2013. In relative terms, the impact of
these funds on the economy has not been significant, representing only 0.6% of GDP
over this period and 2.1% of gross fixed capital formation (Table 5). In fact, due mainly to
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the crisis effects, many macroeconomic indicators of Romania have deteriorated over the
period 2007-2013, among them the external debt and the public debt, the SCF having not
enough consistence in order to change this unfavorable trend.

The studies focusing on European funds absorption do not usually take into account
the interface with the foreign investments. In our view, both SCF and FDI have to be
considered from the standpoint of their interference because higher FDI inflows could be
a prerequisite for successful implementation of SOP and the creation of new opportunities
to develop further favorable spillover effects at regional, national and EU levels.

Compared to other macroeconomic indicators in relative terms, the ratio of SCF
reimbursed to FDI net inflows is much more significant in the case of Romania. However,
it should not be neglected the more volatile character of FDI in comparison with the EU
financial instruments. Another specific feature of FDI consists in the fact that developed
areas are more attractive for foreign investors, leading to a high degree of concentration
and of regional gap deepening. Trans-boundary growth poles and infrastructure
developments supported by SCF could improve the business environment and, by
attracting more FDI, create conditions for a better territorial distribution and for reducing
the regional discrepancies.

5. Challenges and opportunities for the exercise 2014-2020

At the end of the financial exercise 2007-2013 the results in achieving the Member
States convergence, the main priority of the EU Cohesion Policy, were not satisfactory.

The lack of progress in reducing disparities between regions within the EU, and the fact
that just opposite trends have occurred, i.e. the increase in regional disparities (European
Commission, 2014b) led Brussels authorities to major shifts in the Cohesion Policy for the
programming period 2014-2020, in order to achieve a greater impact, in terms of growth
and jobs (European Commission, 2014a, c). The new approach of the EU Cohesion Policy
is seen also by renaming the financial instruments, respectively from Structural and
Cohesion Funds (SCF) into European Structural and Investment Funds (ESIF). Although
one might expect a significant improvement of Romania’ position in terms of ESI funds
allocations for 2014-2020, as shown in Table 6, the level of about 1150 euros per capita
remains (along with Bulgaria) marginal compared to other countries of Central and
Eastern Europe: as against Romania, the EU allocations per capita are 2.3 times higher
for Slovakia, 1.9 times for Hungary, 1.8 times for Czech Republic and Poland.

EU EU
allocations allocations
per capita
(mil. EUR) % (EUR) %
(EU=100) (Romania=100)
Bulgaria 7588.4 2.16 1042.4 90.8
Czech 21982.9 6.25 2091.6 182.1
Republic
Croatia 8609.4 2.45 2021.0 176.0
Hungary 21905.9 6.23 2210.5 192.5
Poland 77567.0 22.05 2013.2 175.3
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Romania 22993.8 6.54 1148.5 100.0

Slovakia 13991.7 3.98 2586.3 225.2
EU 28 351854.2 100.00 695.9 60.6
Table 6

Total EU allocations of Cohesion Policy for 2014-2020
in selected EU Member Countries
Source: calculations based EUROSTAT data

Compared to other CEE countries with higher economic performances, as Jedlicka
showed (2014, p. 5), Romania and Bulgaria received fewer grants - expressed per capita
- than would be needed to accelerate their convergence. One explanation, asserts
Jedlicka, consists in the fact that the other countries have been more successful in
negotiations with the EU, which, in subtext, refers to the low level of absorption rate in the
previous period and to the poor ability from the part of the Romanian and Bulgarian
authorities of arguing the necessary funds size during the dialogue with the European
Commission.

The Romanian government sent to Brussels, in April 2014, the Partnership Agreement for
the 2014-2020 programming period which includes the main measures to be taken to
comply with the Europe 2020 Strategy on smart, sustainable and inclusive growth and to
the use of structural instruments in order to achieve the EU objectives regarding the
economic, social and territorial cohesion of Member States.

Under the circumstances of the new result-oriented EU Cohesion Policy, based on
principles of funds efficient implementation and of ex-ante conditionalities, the elaboration
of this document started from the analysis of Romania’s existing gaps, growth
potentialities and sustainable development needs.

In this context, key development challenges that require strategic investments in the areas
of competitiveness and local development, transport and ICT infrastructure, natural
resources, especially energy, administrative capacity of public institutions were identified.
In order to reduce the economic and social disparities between Romania and EU
countries, also at regional level, taking into account the macroeconomic situation and the
national and sectoral policies and strategies, funding priorities for the use of EU
allocations were set up.

6. Conclusions

The absorption rate of structural and cohesion funds allocated to Romania in 2007-2013
stood at a low level compared both to authorities and people's expectations and the other
EU Member States because of the deficiencies within the funds management and
accessing system but suffering also the impact from the outside factors.

The analysis of the main causes of the SCF absorption has revealed the importance of
depoliticize the public administration, improving the professionalism of institutions’ staff,
including of MAs, reducing bureaucracy and simplifying the procedures for European
funds accessing, increasing the transparency and restoring the confidence among the
various levels of central and local governments.

The impact of SCF absorption on macroeconomic indicators of Romania over the period
2007-2013 has not been significantly relative to GDP, gross fixed capital formation or to
alleviating the financing gap increase.

For the programming period 2014-2020, the EU Cohesion Policy has a new vision, in
order to achieve a greater impact in terms of economic growth and job creation, under the
context of Europe 2020 Strategy. There are many lessons to be learned by Romania from
the 2007-2013 experience in order to increase the ESI funds absorption rate in the current
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financial exercise, with potential positive outcomes for both the actors in the system
(management authorities, beneficiaries of private sector, NGO, public authorities) and the
economy, at overall and regional levels.

Reducing development gaps and the entry into a convergence trend require the priority
orientation of European funds to disadvantaged regions, which are characterized by a
lower capacity to absorb funds. In the 2014-2020 programming period, a better
coordination of projects aimed at infrastructure, transport, employment and social
inclusion, rural population at regional / county level with sectoral strategies on investment
in education and social infrastructure, and that between different EU funds or the
complementarity between them and the one with other funds are expected.
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Abstract: This paper is dealing with the problems concerning the improvement of regional
classifications by using a composite index of economic development which encompasses
four individual indicators: GDP/capita, labour productivity, FDIs and life expectancy. Our
aim is to offer a better methodology and a multi-sided image on the regional development,
from the perspective of two major factors of influence: Romania’s accession to EU and
the recent economic crisis. A special attention should be paid to the hierarchical position
of each influence factor. Depending on the specific factor mix, we try to draw conclusions
regarding the relationship between economic resilience and vulnerability of each regional
economy. The new approach based on the composite index’s computation has the
advantage of providing a unique answer on problems such as unclear hierarchies or even
contradictory results emerging from different classifications that use separate indicators.
The study is covering the 2001-2012 period, divided into two sub-periods: 2001-2006 (pre-
accession) and 2007-2012 (post-accession).
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1. Typological categories of regional growth and decline

Regional science has imposed widespread use of rigorous methods for analyzing
phenomena and processes where space plays a significant role. Analysis of territorial
growth profiles for a medium-developed country like Romania raises different issues
compared to developed countries (Barca et al., 2005; Dinca, 2005; Banciu, 2006;
Constantin and Constantinescu, 2010; Ailenei et al., 2012; Antonescu, 2012). It is about
the different stages of the process of sustainable economic growth, which in the case of
Romania rather reflect the increase of relative and absolute gaps. It is important that these
rising disparities take place in the context of economic performance increases, both
regionally and locally. From the perspective of regional statistics, Romania is currently an
assembly of eight development regions NUTS 2, of which seven are below 75% of the
EU-28 level of GDP per capita. This requires a thorough multicriterial analysis of regions’
specificities and inter-regional disparities, although territorial disparities are lower in
Romania than in many other European Union countries (Goschin et al., 2008; Nahtigal,
2013).

Given the need to analyze these issues in a territorial context and to offer improved tools
for regional analysis to practitioners and economic decision makers, in this paper we
present and apply a regional economic typology (Zaman and Goschin, 2005) based on
the development levels of regions at a given time and their evolution over different time
periods. The results may be useful to policy makers at central and local levels in order to
underpin regional development policies and local development projects that can support
efforts to reduce the growing disparities.
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The theoretical and practical interest of the method applied in this paper consists in the
possibility of combining the static and dynamic analysis for performing a comparative
analysis of regional levels of one result variable against the average at national level at a
certain moment (static aspect), as well as for comparing the evolution in time (growth rate)
of regional levels against the national average (dynamic aspect).

This typology of regional growth might be employed for any result indicator recorded at
regional level by using the absolute level of the indicator at a certain moment, as well as
the growth rate of the same indicator for a given period. Correlating this information, each
region is included into a certain type of economic evolution (Table 1) depending on the
position it holds in relation to the average level and dynamics of the national economy.

Table 1: Typology of regional growth and decline
Typology of regional growth

Level of regional Growth pace of regional indicator against national
indicator against average
national average Above average Under average
Above average Deve_loped regions on Developgd regions on
increase (DI) decline (DD)

Underdeveloped regions
on increase (Ul) Underdeveloped regions
on decline (UD)

Under average

Typology of regional decline

Level of regional Decrease pace of regional indicator against national
indicator against average
national average Above average Under average

Developed regions on

Developed regions on :
P 9 slow decline

Above average fast decline (DFD)

(DSD)
Under average Underdeveloped regions Underdeveloped regions
9 on fast decline (UFD) on slow decline (USD)

Source: adapted from Zaman and Goschin (2005)

In order to characterise the economic development at regional and national levels a widely
used indicator is the Gross Domestic Product, which represents a barometer for the
favourable/unfavourable evolution of the economy. When the result indicator (GDP) is
associated to population, at regional and national levels (for instance under the form of
GDP per capita) we obtain a sui-generis image of the economic-social development level.
When GDP is associated to an effort indicator (for instance employment, investments,
fixed assets, research-development expenditures, etc.), we obtain an assessment of the
regional and national efficiency and development level, useful for understanding the
synthetic economic effects achieved as a result of resources consumption lato sensu.
Applied to concrete data for various regional disaggregation levels, this method confers
to decision makers information for designing the economic policy mix based on the
ranking of each region into a certain type of economic evolution.

When the regional typology is defined as depending on the GDP per capita indicator, the
level of the indicator on each region (GDPR/cap) is compared to the national average
(GDP/cap), and the percentage growth of GDP per capita at regional level (Reppricap) tO
the average growth rate recorded for overall economy (Rcppicap) as well.
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As result of corroborating the regional level and dynamics of GDP/capita against the
national ones, we obtained four regional categories for which the main characteristics
shall be presented in the following.

a) Developed regions on increase are placed above the national average as regards
both the absolute level of the indicator (GDPR/cap >GDP/cap) and its dynamics (Reppricap
> Reppicap.). These regions practically rise to economic decision making process the issue
of continuing to maintain the swift dynamic on different time horizons, so as to avoid the
overheating phenomenon, as well as the risk of slow-down and decline. In this context it
is necessary to take into account the possible impact of the business cycle, the
determinants of which might be of economic-social nature, but of technological or
environmental nature as well. As a rule, these regions have a strong driving effect and
are regarded as growth “engines” for the overall economy.

b) Developed regions on decline have a GDP per capita level higher than the national
average (GDPR/cap > GDP/cap), but their growth rate is below average (Rcppricap <
Reprreap). This slowness is caused by various factors whose action could no longer be
offset and lay in front of the decision makers the need to restructure the existing activities
and to create some new competitive activities with positive effects.

¢) Underdeveloped regions on increase are those aiming to recover the gaps against
the mean level of GDP per capita by having a growth rate above the average one
(GDPR/cap < GDP/cap and Raprricap > Rapricap). Their future development strategy needs
to maintain a dynamic that allows to partially or entirely recover the gap and even to
exceed the average level, which could allow them to enter the category of developed
regions on increase.

d) Underdeveloped regions on decline have a GDP per capita level below average, but
cannot diminish or recover this gap because their growth rate is lower than the national
mean (GDPR/cap < GDP/cap and Rcprricap < Raebrrcap). AS @ consequence, the distance
separating them from the average is continuously growing, these regions representing the
most unfavourable case, to which special attention should be paid, because the
worsening of their economic-social situation might unfavourably influence the entire
national economic complex. The problem of underdeveloped regions is chronic and
requires state’s support at local and regional levels, as well as the creation of an attractive
business climate for foreign investments, through economically developed areas,
technological parks, free zones, etc.

These underdeveloped regions are a priority to the macroeconomic decision board from
the viewpoint of stimulating private business, and avoiding possible critical crisis situations
and social tensions. In addition, the issue of investments in education and social fields
emerges, and it cannot be solved but by means of some efficient public-private
partnership schemes, taking into account that the private sector usually is targeting only
the profit.

An absolutely special interpretation, in the frame of the depicted regional typology, would
require the cases in which the growth level and/or rhythm from a region is equal to the
national one, resulting some particular situations: average level regions on increase
(GDPR/cap =GDP/cap and Rcpprricap > Raprreap) Or on decline (GDPR/cap =GDP/cap and
Reprricap < Rapricap) that reached an average level of GDP per capita either by climbing
up the regional hierarchy from the position of underdeveloped region, or downgrading
from the category of developed region; stagnant developed regions (GDPR/cap >
GDP/cap and Reprrcap= Rapricap) that maintain their relative advantage comparatively to
the average without recording either progress or decline in the regional hierarchy;
underdeveloped stagnant regions (GDPR/cap < GDP/cap and Rceorricap = Rabpicap)
also maintain their relative position against the average level, but contrary to the previous
category, they are under the average level of economic results per capita.
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In the above mentioned cases, a particular practical importance has the quality of
economic growth. If the national average growth is high enough, then we might qualify as
satisfactory the evolution of regions placed around this average. To the contrary, if this
average is low, the regions coming close to it cannot be regarded as finding themselves
in a favourable economic-social situation. A case with obvious negative connotations for
regions close to the average is when the growth rhythm at national level is negative.

A particular situation within this methodology emerges when the economy is on decline
at regional and national levels, and we need to reinterpret the typology under new
circumstances. From the perspective of economic recovery strategy and in view of solving
economic crises’ problems, the identification and monitoring of various cases of economic
decline are also important (Table 1).

Since a single indicator is not enough for characterising and classifying complex entities
such as the regional economies, we are further going to put together four regional
variables in order to build a composite index of economic development. In view of
compatibility between the selected variables, a normalization procedure should be applied
first. Original data on each indicator is transformed as follows:

Xy —min(X;)
~ max(x, ) —min(x, )

Yie
1)

where:

yiit - the normalized value of indicator j for region i in year t;

Xiit - initial value of indicator j, region i and year t.

Converted values range from 0 (worst case) to 1 (best case) for each region/county and
for all four indicators.

The composite index of economic regional development (CED) is computed using the
weights p; for normalised values on each variable j.

3
Zl yijt ' pj
CED, = J_T @)

The weights of the four standardized variables included in the composite index are as
follows: GDP per capita-30%, labour productivity — 20%, FDI -15%, life expectancy -35%.
These weights are not exclusive, they might be changed according to different priority
settings or preferences.

2. Typological categories of Romanian counties

Starting from the theoretical premises depicted in the preceding paragraph, we have
attempted to apply the previously presented methodology for the case of the Romanian
counties, for the period 2001-2012 divided, according the date of Romania’s accession to
EU, into two sub-periods: 2001-2006 (pre-accession) and 2007-2012 (post-accession).
Prior to the computation of the composite index of economic development, it is useful to
analyse the level and dynamics of the annual coefficients of variation (CV) among
counties for our four variables: GDP/capita, labour productivity, FDI stock and life
expectancy. The coefficients of variation are computed by dividing the standard deviation
to the average. This indicator measures the inter-county dispersion for each variable
analyzed. CV describes the variation of a variable from the mean independently of the
measurement unit, allowing meaningful comparisons with other variables. The coefficient
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of variation can range between 0 and V1N -1 , N being the number of terms in statistical
series (number of territorial units in our case). The higher is CV, the more dispersed is the
variable. Above unit values, less frequent in the case of economic variables, are indicating
a high level of dispersion. Percentage expression of the coefficients of variation can be
misleading because the value of CV may exceed unity, resulting percentages higher than
one hundred. Therefore we prefer the adimensional form of CV.

Table 1: Annual coefficients of variation for GDP/cap, labour productivity, FDI stock and
life expectancy, 1995-2012

Coefficient of variation for:
GDP/cap | Labour FDI stock | Life
productivity expectancy
1995 0.190 0.173 0.0172
1996 0.193 0.193 0.0175
1997 0.195 0.201 0.0171
1998 0.197 0.239 0.0161
1999 0.199 0.320 0.0152
2000 0.202 0.350 0.0148
2001 0.203 0.303 3.001 0.0149
2002 0.198 0.279 3.014 0.0147
2003 0.200 0.259 3.035 0.0149
2004 0.200 0.237 3.128 0.0154
2005 0.199 0.273 3.089 0.0142
2006 0.201 0.266 3.127 0.0127
2007 0.201 0.259 3.107 0.0125
2008 0.204 0.266 3.062 0.0126
2009 0.200 0.268 3.059 0.0129
2010 0.203 0.276 3.023 0.0141
2011 0.207 0.281 2.980 0.0139
2012 0.207 0.291 2.956 0.0133

Source: authors’ computations.

Calculations of coefficients of variation for GDP/capita, productivity, life expectancy and
the stock of FDI, on an annual basis, in the period 1995-2012 (Table 1) reveal the
following:

e changesin territorial per capita GDP are less marked than the variation in productivity
and have higher stability, which can be explained by higher territorial variability of
employment against total population, mainly as a result of external migration; the
dispersion of GDP/capita follows a slightly upward trend, indicating steady increase
in disparities at the county level during 1995-2012;

o of the four variables, the productivity records the largest changes; the coefficient of
variation calculated for productivity increased from 0.173 in 1995 to 0.350 in 2000;
doubling of the coefficient of variation over this relatively short period indicates an
intense process of territorial differentiation and rapid growth of productivity gaps
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between counties during the transition to market economy; the upward trend was
reversed in the next period, amid strong economic growth in 2001-2007, but resumed
since 2008;

the large values of the annual coefficients of variation calculated for the foreign direct
investments stock over 2001-2012 show an extremely high level of territorial
inequalities; CV enrolled on a slightly downward trend since 2006, the decrease
being more pronounced in recent years in the context of severe decline in FDI inflows
as a result of the economic crisis; it is worth mentioning that the variations in FDI
inflows depend not only on domestic fluctuations, but also, to a larger extent, on
numerous external factors of influence.

The level and dynamic of the composite index of economic development calculated for
the Romanian counties over 2001-2012 showed that Bucharest Municipality was
constantly placed on the first position. The typological categories of the Romanian
counties for the period 2001-2006 (pre-accession) are as follows (Table 2):

Developed counties on increase (DI): Alba, Arad, Arges, Cluj, Constanta, llfov,
Prahova, Sibiu, Timis;

Developed counties on decline (DD): Bistrita- Nasaud, Brasov, Buzau, Covasnha,
Galati, Gorj, Harghita, Bucharest Municipality, Mures, Suceava and Valcea;
Underdeveloped counties on increase (Ul): Bihor, Braila, Dambovita, lalomita,
lasi, Maramures, Neamt, Tulcea, Vrancea;

Underdeveloped counties on decline (UD): Bacau, Botosani, Calarasi, Caras-
Severin, Dolj, Giurgiu, Hunedoara, Mehedinti, Olt, Salaj, Satu Mare, Teleorman,
Vaslui represent the largest group.

The typological categories of the Romanian counties for the period 2007-2012 (post-
accession) are:

Developed counties on slow decline (DSD): Prahova, lasi, Gorj, Arad, Covasna,
Constanta;

Developed counties on fast decline (DFD): Alba, Suceava, Bistrita-Nasaud,
Arges, Sibiu, Vrancea, Cluj, lifov, Dambovita, Timis, Brasov, Valcea, Bucharest
Municipality;

Underdeveloped counties on slow decline (USD): Tulcea, Braila, Bacau, lalomita,
Mehedinti, Satu Mare, Botosani, Vaslui, Teleorman, Neamt, Galati, Buzau, Salaj,
Calarasi, Mures;

Underdeveloped counties on fast decline (UFD): Harghita, Dolj, Hunedoara,
Caras-Severin, Bihor, Maramures, Olt, Giurgiu.

Table 2: Typological categories of the Romanian counties over 2001-2012 according to
the composite index of economic development

2001-2006 2007-2012
(pre-accession) (post-accession)

2001 | 2001-2006 | type | 2007 | 2007-2012 | type

level index level index
Alba 0.342 1.034 DI | 0.422 0.733 DFD
Arad 0.353 1.023 DI | 0.362 0.701 DSD
Arges 0.381 1.221 DI | 0.453 0.743 DFD
Bacau 0.300 0.939 UD | 0.285 0.527 uUsD
Bihor 0.249 1.077 ul | 0.277 0.767 UFD
Bistrita-Nasaud 0.357 0.981 DD | 0.351 0.740 DFD
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Botosani 0.182 0.988 ubD | 0.207 0.592 usD
Braila 0.321 1.025 Ul | 0.345 0.520 usD
Brasov 0.505 1.006 DD | 0.534 0.825 DFD
Buzau 0.350 0.897 DD | 0.333 0.692 usD
Calarasi 0.201 0.826 UD | 0.183 0.701 usD
Caras-Severin 0.254 0.929 UD | 0.248 0.748 UFD
Cluj 0.466 1.025 DI | 0.529 0.767 DFD
Constanta 0.343 1.258 DI | 0.394 0.725 DSD
Covasna 0.432 0.765 DD | 0.350 0.704 DSD
Dambovita 0.315 1.022 Ul | 0.354 0.777 DFD
Dolj 0.289 0.947 UD | 0.295 0.741 UFD
Galati 0.375 0.862 DD | 0.334 0.660 usD
Giurgiu 0.244 0.686 uD | 0.150 0.999 UFD
Gorj 0.416 0.985 DD | 0.448 0.674 DSD
Harghita 0.375 0.890 DD | 0.334 0.739 UFD
Hunedoara 0.282 0.947 UD | 0.288 0.746 UFD
lalomita 0.268 1.022 Ul | 0.254 0.533 usD
lasi 0.327 1.043 Ul | 0.366 0.658 DSD
IIfov 0.499 1.304 DI 0.595 0.771 DFD
Maramures 0.180 1.200 ul | 0.225 0.783 UFD
Mehedinti 0.289 0.809 UD | 0.242 0.567 usD
Bucharest Municipality | 1.000 1.000 DD | 1.000 0.957 DFD
Mures 0.348 0.936 DD | 0.332 0.712 uUsD
Neamt 0.274 1.116 Ul | 0.323 0.631 usD
Olt 0.280 0.665 UD | 0.216 0.905 UFD
Prahova 0.384 1.161 DI | 0.460 0.654 DSD
Salaj 0.222 0.990 UD | 0.253 0.694 usD
Satu Mare 0.099 0.943 uD | 0.087 0.576 uUsD
Sibiu 0.415 1.054 DI 0.455 0.760 DFD
Suceava 0.342 1.005 DD | 0.359 0.734 DFD
Teleorman 0.294 0.671 UubD | 0.227 0.599 uUsD
Timis 0.441 1.160 DI | 0.515 0.796 DFD
Tulcea 0.128 2.103 Ul | 0.248 0.285 usD
Valcea 0.433 0.950 DD | 0.428 0.954 DFD
Vaslui 0.222 1.000 UD | 0.241 0.592 uUsD
Vrancea 0.296 1.189 Ul | 0.352 0.763 DFD
Average 0.335 1.008 0.349 0.729
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Source: authors’ computations.

As it results from the comparative approach of the two sub-periods, the main conclusion
which could be drawn is that the global impact of the economic crisis that hit the Romanian
economy could not be countered by the expected benefits of integration and advantages
of the enlarged EU market. Even worse, some state that the impact of crisis and
integration is overlapping in the same negative direction because, as it is revealed by the
experience of new-comers to EU, there is an period of accommodation and difficult
interface between the new members and EU market rigours, resulting in initial economic
decline as the price paid for integration.

It is not less important to acknowledge the territorial variation in the severity and duration
of economic decline under the circumstances of a different set of vulnerabilities and
resilience. The best example of resilience is the Bucharest Municipality, owing to its
relatively high level of economic and social development. On the opposite, weaker
resilience and higher vulnerabilities are specific for most counties in North-East and
South-East of Romania because of their lower level of development. A factor having
important impact on lower robustness for the developing areas of Romania is the negative
influence of labour force emigration, especially from less developed zones, having scarce
business and employment opportunities and low-paid jobs.

The main advantage of using a typology based on this composite index of development,
instead of individual indicators, consists in a more complex, multi-sided approach of
regional classification of economic and social development, but it is also noteworthy the
potential loss of information, as bringing together several indicators may partially level the
differences between counties.

4. Conclusion

The paper offered a new approach of regional classifications, based on a composite index
of economic development which encompasses four individual indicators: GDP/capita,
labour productivity, FDIs and life expectancy. The method has the advantage of providing
a unique answer on problems such as unclear hierarchies or even contradictory results
emerging from different classifications that use separate indicators. The study covered
the 2001-2012 period, divided into two sub-periods: 2001-2006 (pre-accession) and 2007-
2012 (post-accession). The results revealed that the two sub-periods display distinct
trends, as the pre-accession period recorded a clear trend of overall economic growth,
although the underdeveloped counties on decline represented the main group, while the
second period was impacted by the effects of the global economic and financial crisis.
The main conclusion which could be drawn is that the global impact of the economic crisis
that hit the Romanian economy could not be countered by the expected benefits of
integration in the EU market.

Bibliography

Ailenei, D., Cristescu, A., Visan, C. (2012). "Regional patterns of global economic crisis
shocks propagation into Romanian economy”, Romanian Journal of Regional Science,
6(1), pp. 41-52.

Antonescu, D., (2012) "Identifying Regional Economic Disparities and Convergence in
Romania," Journal of Knowledge Management, Economics and Information Technology,
ScientificPapers.org, vol. 2(2).

Banciu, I., (2006) "Fondurile structurale si de coeziune”, Economie si administratie locala,
4 (124).

224



Barca, F., Brezzi, M., Terrible, F., Utili, F., (2005) "Measuring for Decision Making: Soft
and Hard Use of Indicators in regional Development Policies”, OECD,
http:/www.oecd.org/ oecdworldforum.

Constantin, D.L., Goschin, Z., G. Dragan, (2010) “Implications of EU Structural Assistance
to New Member States on Regional Disparities: The Question of Absorption Capacity”,
capitol in R. Stimson, R.R. Stough, P. Nijkamp (editori), Endogenous Regional Growth,
Edward Elgar Publishing Ltd., Cheltenham, UK, Northampon, MA, USA, pp. 182-203.

Constantinescu, M., D.L. Constantin, (2010), Dinamica dezechilibrelor regionale n
procesul de integrare europeand: modelare, strategii, politici, Editura A.S.E., Bucuresti

Dinca, C., (2005), Regionalizarea sau dilemele guvernarii regionale, Editura Sitech,
Craiova

Goschin, Z., D.L. Constantin, Monica Roman, Bogdan lleanu, (2008), "The Current State
and Dynamics of Regional Disparities in Romania”, Romanian Journal of Regional
Science, vol.2, no 2, pp. 80-105

INS, (2013), Baza de date online TEMPO, https://statistici.insse.ro/shop/

McCann, P. and Sheppard, S. (2003) "The Rise, Fall and Rise again of Industrial Location
Theory”, Regional Studies, 37 (6-7). pp. 649-663.

Myrdal, G., (1957), Economic Theory and Under — Development Regions, London,
Duckworth.

Nahtigal M. (2013) "European Regional Disparities: the Crucial Source of European Un-
sustainability”, Evropska unija, no.4,
http://matjaznahtigal.com/wp-content/uploads/2013/04/SSRN European-regional-
disparities March2013.pdf

Perroux, F., (1981) Pour une philosophie de nouveau development, PUF, Paris.

World Bank, (2009) World Development Report- Reshaping Economic Geography, New
York

Zaman, Gh., Goschin, Z., Vasile, V. (2013) “Evolutia dezechilibrelor teritoriale din
Romania in contextul crizei economice”, Romanian Journal of Economics, 2(46), pp. 20-
39.

Zaman G., Georgescu G. (2009), "The Impact of Global Crisis on Romania’s
Economic Development”, Annales Universitatis Apulensis Series Oeconomica, 11(2).

Zaman, Gh., Goschin, Z. (2005) "Tipologia si structura cresterii economice regionale”,
Revista Roméana de Economie, nr.1, pag. 9-21.

225


https://statistici.insse.ro/shop/
http://matjaznahtigal.com/wp-content/uploads/2013/04/SSRN_European-regional-disparities_March2013.pdf
http://matjaznahtigal.com/wp-content/uploads/2013/04/SSRN_European-regional-disparities_March2013.pdf




SECTION: ECONOMICS, BUSINESS ADMINISTRATION,
TOURISM AND STATISTICS






SUB-SECTIONS: BUSINESS ADMINISTRATION, ECONOMIC STATISTICS
AND MODELLING, TOURISM






IS THERE EVIDENCE OF A EUROPEAN LIFESTYLE ENTREPRENEUR IN
TOURISM?

Badulescu Alina, Badulescu Daniel

Department of Economics, Faculty of Economic Sciences, University of Oradea
abadulescu@uoradea.ro

dbadulescu@uoradea.ro

Abstract: Entrepreneurship is a very important field for research, due to its contribution to
development and growth. Moreover, investigating particular features of entrepreneurs in
different sectors would be an important point to further policies to fostering
entrepreneurship. This paper investigates the specific traits of entrepreneurship in
tourism, particularly questioning of the evidence of a different type of entrepreneur in
tourism. As literature proposes the model of a ‘lifestyle entrepreneur” in tourism, we focus
on testing this hypothesis by using the data available in EUROSTAT database on
“Enterprises managed by the founder”. Based on evaluating empirical data that would
support this idea, we find the conclusion that there is not enough evidence to support the
idea of a more family-motivated and not only profit-oriented entrepreneur in tourism.

Key words: tourism entrepreneur; lifestyle entrepreneur; tourism; EU and Romania
JEL Classification: M13, L26

1. Introduction

The nature of entrepreneurship, the entrepreneur’s attributes and personality traits have
been extensively studied in the last century, but the variety of approaches, methods and
influences express a lot about the impossibility of consensus in this regard. Ever since the
first systematic research on entrepreneurship, it has been associated with
development. Thus, the entrepreneur was considered as an intermediary combining
goods and services demanded on the market (Cantillon 1730, 1959), as risk
undertaker (Say 1880, 2001) or capitalist-entrepreneur employing production factors,
assuming risks and carefully analyzing the market developments (Turgot), because
his/her entire business is based on anticipating consumers’ desires to whom the
production results are intended. Classics (e.g. Smith, Ricado or Mill) are more succinct,
they rather see the entrepreneur in terms of "business management", even if Mill shows
that entrepreneurship requires "special qualities". The importance of entrepreneurship
was first officially recognized by Alfred Marshall, who stated that the organization is the
coordinating factor of productive inputs and the entrepreneur is the leading factor within
the organization. Marshall shows that qualities associated with a good entrepreneur are
rare and limited, "so large and numerous that very few people can accumulate in a truly
effective way" (Burnet 2000). This contractor is the employer of human resources, a
leader of others, but their deep business knowledge, to take bold risks, continued to seek
opportunities that lead to lower costs. The economist most associated with
entrepreneurship theory is Joseph Schumpeter (Formaini 2001), who considered that the
entrepreneur does not necessarily discover things or goods, but exploit in an innovative
way things that have already been invented, so he or she makes a “creative destruction”
and brings up new industries, while obsolete industries retire or disappear.

Frank Knight, addressing entrepreneurship theory, makes a clear distinction between risk
and uncertainty, and consider that the role of entrepreneur is to assume uncertainty about
these events and even to protect the other shareholders of firm effects of the event. Later,
Knight insists that entrepreneurs are owners of the company (residual claimants) and thus
they are entitled to profit. For Kirzner, businesses suffer from an "utter ignorance", they
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simply do not know what useful information are available and the contractor, always alert,
discover and exploit new opportunities and removes a part of its "utter ignorance" (Iversen
et al 2008). For Kirzner, the entrepreneur is a pure governor, who has no property. Gilder
believes that the real economy is the creation of entrepreneur and entrepreneurial activity
and not multinational corporations, economic policy and political compromises, which
suppress simple and creative energy and enthusiasm of individual entrepreneurs. Gilder
calls often irrational entrepreneurship as a process, carried on by "orphans and outcasts"
conducted in a hostile environment. Schultz argues that entrepreneurship is in every
aspect of human existence, and student and housewife are entrepreneurs they reallocate
their time and try to use it better for learning activities or household. Casson tried to meet
the definitions of Schumpeter and Knight by affirming the idea that the entrepreneur is
that person trained to make decisions. Mark Casson defines the entrepreneur as
someone who has different skills that allow him/her to make value judgments for the
intelligent use of scarce resources, make difficult decisions on supply and demand
forecasting under uncertainty, and is able to claim as a reward profit. William Baumol
considers the entrepreneur as assuming two functions: the Schumpeterian innovator and
the modern manager (Aidis 2003). Baumol argues that the entrepreneur does not
disappear and reappear, the number of productive and unproductive entrepreneurs
change if there are some motivational structures. An entrepreneur may own or not a
business, may be employed or not in a productive activity, but the defining factor is the
"innovative behaviour".

However, the entrepreneurial behaviour is not driven only by rational decision-making
structures, does not aim only development at any price; there are other explanations, non-
economic, that should be approached to understand the entrepreneurial process, i.e.
those typical characteristics and personality traits, such as creativity, risk undertaking,
innovation and pro-active behaviour that can be observed in different social, political or
economic environment (Timmons, 1994). Thus, according to Morrison (2006), the various
entrepreneurial hypostases such as lifestyle, social and family relationships may indicate
that there is often a clear orientation towards non-economic reasons. There is no doubt
that a positive attitude towards entrepreneurship itself is not sufficient to motivate a person
to develop a business. However, the intention to create a business occurs only when
positive attitude towards entrepreneurship (Koh, 1996).

2. The "lifestyle entrepreneur”: some literature

The importance of entrepreneurship for tourism and leisure industry is very special, as
revealed by numerous authors, such as: Thomas (1998, 2000), Morrison et al (1998),
Getz (2004), Buhalis and Main (1998). These activities are based on entrepreneurial spirit
and activism of SMEs. Tourism and leisure have always attracted a large number of
various entrepreneurs, but not always growth oriented, both concerning the business
itself, and their own skills and knowledge. Entrepreneurial activity in tourism, hospitality
and leisure has been often perceived more from tourists’ perspective than from a business
perspective. Images of idyllic beaches, spectacular mountain landscapes etc. have often
been identified as one of the main reasons for which future tourism business owners have
left their jobs or residences in cities to set up tourist establishments. The picture of their
existence as entrepreneurs in places they have dreamed before eclipsed the fatigue of
solving current problems, difficulties and required managerial decisions. Often the desire
to enjoy the perceived quality of life, a certain lifestyle and economic status has leaded to
ignore the real business. Thus, the entrepreneurial decision, taken on the basis of
psychological determinants, without any experience or training, quickly led to failure, to
the rapid consumption of savings collected in earlier career of the entrepreneur (Peters,
Frehse, Buhalis 2009).
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Components often approached in defining the profile of small business owners, managers
and entrepreneurs in tourism are related to age and gender (Ateljevic et al 1999; Szivas,
E. 2001, Ahmad 2005), education (Glancey and Pettigrew 1997; Avcikurt 2003), work
experience (Ateljevic et al 1999; Szivas, E. 2001), marital status (Getz and Carlsen, 2000),
and motivational impulses can be added.

According to the mentioned authors, the dominant small business owners / managers /
entrepreneurs are middle-aged (30-45 years) or more over 45 years. Most are married
(Getz and Carlsen, 2000) and as such, small businesses are majority owned and
managed by men (Morrison, Breen and Ali 2003, Avcikurt 2003), although researchers
like Getz and Carlsen are reluctant to the male domination. However, Ahmad (2005)
believes that male owners and entrepreneurs dominate in net proportion (81%), especially
in small firms. This can be an expression of traditional society influences, where the man
is, at least formally, head of the family and the decision maker (Mastura Jaafar et al 2010).
In terms of formal education of entrepreneurs and business owners, the data are more
inconsistent. In Australia, entrepreneurs with higher education comprise only one third of
total (Getz and Carlsen, 2000), or even less, while in European countries it seems to be
a balance between people with secondary studies and university graduates (Glancey and
Pettigrew, 1997). Both are still haunted by the fact that most types of studies completed
at whatever level, is significantly different from the requirements of the profession
(technical studies, language, etc.) and should be supplemented by further stages of their
studies and training courses in tourism.

Given the ease of entry into this industry, many owners / managers are reported to have
different types of occupations and experience before venturing into the tourism sector
(Ateljevic et al 1999; Szivas, 2001). In New Zealand and the UK prior work experience in
tourism and hospitality industry is not particularly representative, i.e. about one third of
the entrepreneurs said they had previous experience in this field, while the most common
previous experience is related to agriculture, retail, education, marketing, constructions
(Ateljevic et al 1999; Szivas 2001).

According to Dewhurst et al. (2007), there are two conflicting ideas about the need for
training in the hospitality sector. One line suggests that owners / managers do not need
training because they know how to manage their business better than anyone
else. However, other line recognizes very specific gaps in knowledge. Either unwilling or
because deemed sufficiently trained in this profession without education or specialized
courses, as revealed by Schroeder (2003) who reports a low involvement in training or
development in the tourism business.

The entrepreneurial profile comprises, according to Glancey and Pettigrew (1997), the
motivations that led into the business:

- onone hand, there are "push" factors, such as dismissal, uncertainty on the
current job and the need for additional revenue;

- on the other hand, "pull" factors such as the desire to be their own boss, the
expectations for high profit levels, business opportunities valorisation, or
retirement.

Another defining aspect of the entrepreneurial profile directly related with the motivational
factors is the position of the entrepreneurs concerning the business future growth. The
literature on entrepreneurship and small business is divided between opinions arguing for
a clear overlap between entrepreneurs and small business owners, and opinions pointing
out the important differences between them. The most relevant and strong distinction here
is the entrepreneurs’ orientation to business growth, as opposed to small business owners
who want to maintain the statu quo. Authors like Timmons (2004) and Nieman (2001) see
entrepreneurship as a business launch (exploiting an opportunity), followed by growth and
development on a specific area, while small business owners start a business, reinforce
and develop it to a certain stage, where they lose availability, ability, entrepreneurial
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intuition. For Trevisan and Matulella (1994) or Grundling and Steynberg (2008), the
difference between the two categories is given by an essential feature of the entrepreneur,
i.e. the inventiveness, which is found in considerable lower proportions in the case of small
business owners. Crijns and Ooghe (1997) add to this the dichotomy between favouring
the use of internal resources (in the case of small owners) versus the external resources
(in the case of entrepreneurs), or the local and limited vision (in the case of small owners)
vs. the global, expansion based vision (in the case of entrepreneurs), or the survival
perspective, the refuse to undertake more risks after the business has reached the ideal
size (in the case of small owners) vs. vigorously pursuing success (in the case of
entrepreneurs).
Many researchers agree that small business owners do not see the increase of the
organization as one of their main objectives (Hankinson, Bartlett and Ducheneaut,
1997). Reijonan (2008) found that small business owners are not growth oriented (in terms
of increased turnover and employment), they rather prefer to keep the business in the
developing stage, and remain in waiting (Getz and Peterson 2004; Hollick and Braun,
2005; Ateljevic and Doorne, 2000).
Thus, the entrepreneurs see opportunities where small business owners see risks,
recommended to be avoided, often related to business growth factors, such as cash flow
management, company size, the uncertainty of entering new markets, the lack of
confidence in the ability of the staff to assume new responsibilities.
In Australia, Bransgrove and King (1996) found that the main objectives of the small
business owners, both from rural and urban areas, are the challenge, ambition, business
opportunities, long term lifestyle and financial gain. According to Getz and Carlsen (2000),
34% of the respondents suggested that an attractive lifestyle is the main reason for going
into business, followed by business and investment opportunities. Glancey and Pettigrew
(1997) found that the behaviour of the majority of the sample analyzed (65%), adheres to
the "pull" factors. This provides evidence to classify them as opportunistic entrepreneurs.
Most studies cited above, and many others trying to identify specific entrepreneurial
business features and characteristics of the entrepreneurial personality, have identified
features such as: the desire to succeed, self achievement, willingness to assume risks,
independence, innovation, self confidence, ability to learn from failure. Morrison and
Thomas (1999) suggest that key elements of entrepreneurship (including tourism
business) should include: initiating change, creative combination of resources,
entrepreneurial learning (continuous), innovation and creativity, the accumulation of
essential and priority information, alertness and opportunity, relationship management,
maintenance of effective teams and networks, fast action, vision and strategic orientation.
However, some of these features seem to be reflected, in the tourism business sector, in
a lower proportion than the average for entrepreneurs, and here we refer particularly to
innovation and risk undertaking (Litzinger, 1965). However, tourism entrepreneurs believe
they can control everything, they have an excessive self-confidence and independence
(Schroeder, 2003), they are highly motivated and eager for autonomy (Lerner and Haber,
2000).
In the case of tourism entrepreneurs, sharing lifestyle is listed sometimes as main
motivation. Let us remind that, according to Burns (2001), "Lifestyle firms are businesses
set up primarily either to undertake an activity the owner manager enjoys or to achieve a
level of activity that provides adequate income”. Lifestyle entrepreneurship in tourism
relies on unique features, acting rather like factors limiting the business expansion, such
as:

- priority given to lifestyle versus improving the customer service (Peters,

Frehse, Buhalis 2009);
- irrational management, under-utilisation of resources and decisions ignoring
the investment efficiency criteria (Peters, Frehse, Buhalis 2009);
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- limited range of new products;

- limited availability to IT&C (Buhalis and Main, 1998), to assessing the
emerging opportunities in IT&C (Paraskevas and Buhalis, 2002);

- reluctance to accept foreign coaching;

- motivated by business survival and ensuring sufficient income to maintain a
comfortable lifestyle for themselves and their families (Komppula, 2004);

- little interest in training personnel, maintaining connections with professional
organizations in the field;

- aversion control, refusal to accept new business associates and venture
capital,

- increased dependence to distribution partners, conservatives and reticent
for new partnerships, even if old network provide decreasing returns
(Weiermair, 2001; Buhalis, 2000; Bastakis et al, 2004).

Moreover, Shaw and Williams (2004) consider that the tourism entrepreneur is different
than in other economic sectors; tourism attracts lifestyle entrepreneurs due to the easy
access into the business, as there are not high levels of human capital and investment
needed, respectively not necessary professional licensing or formalized education, and
due to largely transferable skills from other sectors.

3. The "lifestyle entrepreneur” and its profile: the data

In order to empirically test the literature findings concerning the lifestyle entrepreneur in
tourism, we used the dataset “Enterprises managed by the founder”, available in Eurostat
database. We select from this database the data regarding the start-up motivation, start-
up difficulties, education and previous professional experience and other information
relevant to confirm the hypothesis of a different type of entrepreneur in tourism, more
“lifestyle” and family oriented. We use the data available for European Union, for both
NACE H sector — Hotel and restaurants (Hotels and restaurants) and NACE Industry and
services, excluding public administration and management activities of holding
companies, for some comparison. Available data are for the year 2005.

First, we can address the motivations for business start-up, to investigate whether there
are significant differences in motivations for the Hotels and restaurants sector versus
general sector Industry and services. For EU as a whole and for both two sectors (Hotels
and restaurants and Industry and services), the top 3 motivators to start up a business
are the same, i.e. respectively: “the desire to be one’s own boss”, “the prospect of making
more money”, and “the desire for new challenges”. There are also the same rankings for
those motivations related to life-style entrepreneurship, i.e. “combining work and private
life” and “desire to make a living from a hobby activity”, ranked no. 5 respectively no. 8.
Moreover, the motivation “desire to be one’s own boss” — related to “lifestyle
entrepreneurship” is ranked by EU entrepreneurs as the first motivation to start up a
business, both in the hotel and restaurants sector and in the general industry and services
sector.

In the case of Romania, the top 3 motivations are the same, even not in the same order,
while motivations “combining work and private life” and “desire to make a living from a
hobby activity” are ranked no. 4 respectively no. 6.

The next figures reveal the whole picture about the motivations for starting-up a business
in EU and Romania.
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Figure 1: Motivations to start up a business, industry and services sector, EU and
Romania
Source: own construction based on dataset

It is very interesting to find that the most nominated motivations to start up a business in
hotels and restaurants sector (see Figure 1), both in EU and Romania, are very much like
for the general industry and services. There are practically the same top 3 motivations
and the rankings for those motivations related to life-style entrepreneurship, i.e.
“combining work and private life” and “desire to make a living from a hobby activity”. They
are ranked no. 5 respectively no. 8 in the EU case, and no. 4 respectively no. 6 in the
case of Romania. Moreover, the motivation “desire to be one’s own boss” — related to
“lifestyle entrepreneurship” is ranked by EU entrepreneurs as the first motivation to start
up a business, both in general industry and services sector, and in the hotels and
restaurants sector.
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Figure 2: Motivations to start up a business, hotels and restaurants sector, EU and
Romania
Source: own construction based on dataset

Another issue to support the idea of "lifestyle entrepreneurship” in tourism could be related
to the financing sources to business start-up. As Peters, Frehse and Buhalis (2009, p.
397) states, “Sometimes this is financed with savings from property or previous careers”,
we could expect that ‘own funds and savings’ and ‘financial assistance from family or
friends’ could be more often used to start-up financing in tourism than in other sectors.
However, in the case of hotels and restaurants sector, “own funds and savings” was
indicated by 73% of the respondents as main financing sources, “financial assistance from
family or friends” by 39% of the respondents, while for the general industry and services
sector, the figures were 85%, respectively 26%.

Concerning the start-up difficulties, the option “to get adequate personnel” was indicated
by 45% of the European entrepreneurs in tourism, while by only 28% of the general
industry and services entrepreneurs. So, contrary to the expectations, finding suitable
personnel in tourism is more difficult than in others sector, at least at the start-up stage.
More individual and family-related start-up difficulties, i.e. “To be alone as an
entrepreneur” and “To get backing from spouse or family” were mentioned by 41%,
respectively 22% of the tourism entrepreneurs, while for the general sector industry and
services the figures were very similar: 42% and 18% (contrary to the expectations, even
more Hotels and restaurants entrepreneurs mentioned getting backing from spouse or
family as start-up difficulty). Moreover, when listing impediments to developing the
business activity, in the Hotels and restaurants sector 39.1