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A comparative analysis of tax burden in the European Union 

 
Anca Maria BRAD, PhD Candidate 

The Faculty of Economy and Business Administration, West University, Timişoara, Romania 
ancabrd@yahoo.com  

 
Abstract: The evolution of the tax burden is influenced by the impact of fiscal reforms, as well 

as the global crisis that began in 2007, a period in which tax burden reported a downward trend in the 
EU-27 countries. The present paper offers a comparative analysis of the taxation degree among the EU-
27 member states, an identification of tax redistribution by grouping taxes according to economic 
categories. 
 

Key words: tax burden, fiscal policy, tax structure 
JEL classification: H 20, H 22, H 30 

 
1. Introduction  

 The issue of identifying and quantifying the influence determined by the tax burden is of great 
interest to the European economy, which is presently dealing with a profound crisis manifested through 
numerous macroeconomic imbalances.  
 An increased tax burden that exceeds a certain “threshold” burdens the economy and has 
negative economic, social and psychological consequences on the society, without bringing additional 
resources to public budgets (Stroe, 2006). Excessive taxation determines the deceleration of the 
economic activity, bringing about a tax base reduction, and consequently, a decrease in public revenue. 

In order to determine the tax burden degree, one can start from the “fiscal effort”, through which 
one seeks to measure the taxpayer’s effort when paying taxes, taking into account their income level, 
regardless of its nature. Therefore, the lower the income level is, the bigger the taxpayer’s effort will be.  
 In present-day circumstances, the tax burden for each 100 RON reaches approximately half. In 
the case of an employee, the charging of salary income generates an income tax levy, as well as a social 
security contribution; if one also adds a tax on consumed goods and services in order to ensure one’s 
decent living, it means that approximately 50% of the gross income is collected as tax income by the 
State Budget and the Social Security Budget.  
 Considering the above-mentioned example, one may say that a tax levy always involves, for the 
tax-payer, a reduction in his income, and, consequently, a decrease in his purchasing power. This 
phenomenon may determine alterations in the taxpayer’s behaviour which affects the income 
distribution proceeding. On the other hand, when it comes to consumption taxes, one often uses the tax 
burden transfer, from the producer to the consumers, through price increases (Arnold, 2008). 

The fiscal policy must keep in view that taxation cannot cross a certain critical threshold, 
because if it did so, it would cause to some extent not only a short-term renunciation of some incomes, 
investments or the consumption of certain goods and services, but it would also encourage the 
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underground economy; on long or medium term, such a measure would inevitably redound on the 
country’s economic and social development, as well as on the general welfare of the society, with an 
evident negative effect on tax collection and fiscal performance (Hamilton şi Pestieau, 2005). 

From the taxpayers’ point of view, indirect taxes have an immoral character. If one reports 
indirect taxes to incomes earned by different social classes, one will discover that the greater their share 
is, the lower the incomes are. Consequently, they affect the real income of the population, which means 
that they lead to a decrease in purchasing power (Tulai, 2007). 
 

2. The analysis of tax burden in UE-27 
The economic and financial crisis, together with the fiscal policy measures enacted by the 

member states, has begun to impact fiscal incomes. In 2009, the total collected fiscal incomes, including 
social contribution, in the EU-27, dropped to 39.7% of the G.D.P, by 0.8 percentage points compared to 
2008, representing over 90 percentage points of the total fiscal income. The growth rhythm of the fiscal 
incomes, as well as the nominal G.D.P, in absolute terms, slowed down in 2009, reporting a decrease in 
EU-27. 

Denmark and Sweden reported the highest percentage of fiscal income in the G.D.P. for 2009 
(49% and 47.40% respectively), approximately half of their G.D.P (Chart 1). In contrast, lower levels 
were generally observed in countries which adhered to the EU starting with the year 2004 - it is a well 
known fact that the level recorded in 2004 was the lowest during the period of 1998-2009 (European 
Comission, 2010). Among these, Estonia has the lowest value (2.30%), well under the EU-27 average 
(39.70%).  

Chart 1 
Tax burden as percentage of the G.D.P. for the EU-27 in 2009 
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 The factors of influence which interfere in the definition of fiscal policies in the EU area may be 
grouped as follows (Ciurezu and Dracea, 2004): 

 The increase in public expenditure, which determines an increment of the tax burden; tax 
increases in most EU states between 2000-2009, was caused by the growth of public expenditure 
in order to ensure a decent living and by the constant pressure generated by an increase in the 
unemployment rate; 

 The reduction of public expenditure was accomplished by reducing the salaries in the public 
sector, by strict replacement rules for public servants and by the reduction of public institutions. 
At the same time, the tax burden continued to decrease in most EU-27 countries, except for 
Luxembourg with an increase of 4.97%, Estonia (9.52%), as well as Germany, Denmark, 
Slovenia, with moderate increases; 

 Another factor that influences taxation in the European Union is brought about by the economic 
evolutions encountered in numerous member states, characterized by a decrease in economic 
activity, an increase in budgetary deficits and a rise in the inflation rate. These inauspicious 
economic situations determined an increase of the tax burden. 
I estimate that the above-mentioned influences have a significant effect on the fiscal policy of 

the European Community and, therefore, one may conclude by saying that, in the European Union, the 
high level of taxation is the result of numerous factors, among which: the increase in liabilities in the 
public sector, the high unemployment rate, the member states’ efforts for fiscal strengthening according 
to the recommendations of the European Commission, the economic environment in general, the 
demographical trends, the globalization of financial markets and the development of electronic 
commercial transactions.  

The analysis of tax burden in member states, from the perspective of the share on direct and 
indirect taxes, but also from that of social contributions, may be presented as follows: 

 The Nordic countries (e.g. Sweden, Denmark and Finland): the high tax burden was generated 
by the large amount of direct taxes and only on a small scale by the indirect ones, in order to 
support a multilateral and advanced state social security; 

 The countries along the Rhine (e.g. Germany): the tax burden for 2009 is of 41.10%, which is 
relatively close to the European average (39.7%) registered in the same period. Social 
contributions reached a level that allows the financing of a generous social security; 

 The Anglo-Saxon countries (e.g. Great Britain and Ireland): the tax burden during 2000-2009, 
with an average of 37.5% for Great Britain, and 31.5% for Ireland, was lower than the European 
average of 40.51% for the entire period of analysis. The tax share was overwhelming compared 
to that of social contributions, with public health services being paid from the general fiscal 
revenue; 

 The Mediterranean countries (e.g. Greece): the delay of the economic development maintained 
tax burden at a low level (33.20%) in 2009, compared to the European average of 39.7%. The 
fiscal systems contained social contributions that were close to the European average. It is the 
particular case of Greece and Portugal.   
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Grouping taxes in economic categories offers hints regarding the discriminating effect of the tax 
system (Arnold, 2008). As shown in Chart 2, the fiscal revenues in EU-27 in 2008 were relatively 
equally distributed between social contributions (33.9%), production and import taxes (33.0%), as well 
as income and property taxes (32.3%). In terms of the G.D.P., the EU revenues collected from indirect 
taxes rose to 13.4% in 2008, 13.1% were represented by the income tax, while 12.8% were recorded for 
social contributions and 0.9% for other taxes.   

The highest indirect tax rates in relation to the G.D.P. were recorded in Bulgaria and Cyprus 
(both 18.6%), followed by Sweden (18.4%), while the lowest indirect tax rates were recorded in Spain 
(10.2%) and Slovakia (10.8%).  

The highest salary tax level is recorded in Italy, the highest consumption tax level is recorded in 
Denmark, and the highest capital gains tax is in Great Britain, while the highest income rates are in 
Sweden (56.4%), Belgium (53.7%) and Holland (52%). Furthermore, there are differences between the 
old European countries as well. The Nordic countries have high shares of direct taxes, while in some 
southern countries, especially Portugal and Greece, the indirect taxes are prevalent. 

Chart 2 
Tax structure in the EU-27 in 2008 

 
Source: Eurostat - Tax revenue statistics 
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3.  Evolution of tax burden in Romania 
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the G.D.P. was of 28.8%, one unit lower than in 2007 (29.8%). The downward trend continued at the 
same rate in 2009, a period in which the amount of fiscal revenue collected by the state was of 27.8 
percentage points in the G.D.P.  However, due to the high social costs involved in the economic 
restructuring, the level of the fiscal pressure was perceived as burdening for all categories of economic 
agents. They suffered because of the lack of coherent fiscal provisions, which would have encouraged 
economic and social development. 
 In this sense, during 2008-2010, the tax burden reduction was determined by the following 
economic and political factors:  

- Economic decrease: Romania’s economic activity was slowed down by the global economic 
and financial crisis, which mainly affected the real estate market and the trade market. Also, the 
economic activity was influenced by the restrictive monetary policy implemented by the National Bank 
of Romania and by the State Government during the 2008-2010 period, in order to maintain the 
macroeconomic stability and to reduce the current inflationist pressure;  

- The closure and the pushing into bankruptcy of the main economic agents, which lead to a 
decrease in the amount of fiscal revenue collected by the tax administration; 

- Fiscal policy measures for diminishing the effects of the crisis, such as: OUG 34/2009, which 
regularizes the application of the minimum flat tax, the non-deductibility of the VAT for fuel; the VAT 
reduction from 19% to 5% for the purchase of new residences; the possibility of  delaying the payment 
of tax obligations during the period January – June 2010; OUG 58/2010 concerning the increase of the 
VAT to 24%, the application of salary contributions for authorized natural persons, the taxation of meal 
vouchers, as well as the taxation of interest incomes; 

- The relocation of multinational companies or foreign private capital flows in countries with 
emerging economies, which continue to apply fiscal measures of tax exemption for investments in 
under-privileged areas, in which the minimum wage is lower, and the taxation degree is less high 
compared to the taxation in our country.  

Romania, with an average taxation of approximately 29% in the 2000-2009 period, ranges 
among the countries with medium fiscal constraint, in which, although the tax burden is not 
exaggerated, it is however burdening for some categories of contributors, and in some situation even 
unbearable, especially under such circumstances as when the gross domestic product per capita is low.  

 
Conclusions 
After analyzing the evolution of the tax burden, and identifying the factors that act on its 

influence, it follows that the current economic and financial crisis, with fiscal policy measures adopted 
in the EU-27 have had an impact on tax revenues since 2008, resulting in reduction of tax revenue 
collected in relation to GDP. The classification of taxes on economic categories offer clues about the 
discriminatory effect of the tax system, tax revenues in the EU-27 being evenly distributed between 
social contributions, taxes on production and imports and taxes on income and wealth. In Romania, the 
evolution of the tax burden shows a similar behavior with the downward trend evolution recorded by the 
EU-27 average.  
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ABSTRACT 

The aim of this article is to achieve a current market analysis of mergers and acquisitions (M&A) 
as in the past decade, major economic shocks have taken place in the world economy and influences are 
felt in each market. The article presents the changes in the M&A market, their size and present their 
analysis and show correlations that are found at different levels in the global economy. Our intention is 
to formulate some proposals to stimulate M&A market in periods of economic decline and also to 
analyze the evolution of this market for years to come. 
 
KEY WORDS: mergers, acquisitions, economic shocks 
JEL classification: G34 
 

1. INTRODUCTION 
Mergers and acquisitions play an important role in any economy is one of the fastest ways to 

make substantial profits for investors. Companies will always try to be on an upward trend in terms of 
economic development, pursuing a large market share and minimized competition. M&A proved to be 
the most common rapid development of large enterprises at the expense of small, and could thus reach 
the monopoly on certain markets. 

The European market is in constant development over the past 20 years integrating more and 
more economies, most of them characterized by centralized socialist economy. Most companies 
operating in the EU are small and limited to nationally compared to the U.S. (Campa et al., 2004). 
That's why M&A operations in Europe were a number of small and took place mostly within the 
boundaries of a state. With the liberalization of markets and listing of many companies that recently 
were state controlled, the number of M & A transactions increased more, large companies in developed 
countries are attracted to the possibility of investing in developing economies. Amplified by the fact that 
the price of a transaction would be one low, investors have predicted an increase in cash flow the 
company's future countries as a result of mergers or acquisitions which led to a steady growth in the 
corporate company value in the period after 2000. Increasing the number of transactions was visible in 
the last decade not only in Europe but in all areas of the world, especially America, Asia and Japan. 

M&A market in Central and Eastern Europe has long been dominated by privatization. Since 
1990, the state gave up its hegemony over the economic sector and the transition to private property 
marked the beginning of M&A. Immediately after massive privatization, the number of transactions has 
exploded, being mainly characterized by acquisitions of companies. According to a study of these 
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transactions were not characterized by a positive synergy effect, which is mainly due to capital market is 
still developing, a lack of legal regulations regarding the capital market and mergers and acquisitions 
(Pop, 2006). 
 The article will be organized as follows: next section will come up with a summary of the 
relevant literature in terms of M&A operations and their determinants. Section 3 will describe the 
database and present the methodology used to analyze transactions. Section 4 will include an analysis of 
the results, followed by Section 5 where the conclusions of the study are presented. 
 

2. LITERATURE REVIEW 
As we mentioned above, a reason for which shareholders are making acquisitions or mergers is 

the diversification of their activities, products or services so that the specific risk of the company 
assumed by investors is reduced. Managers believe they can reduce earnings volatility and can increase 
their potential. (DePamphilis, 2010) 

Since the middle of last century, researchers have tried to find determinants of M&A operations. 
In one of the most important studies, Nelson (1959) demonstrated that there is a link between M&A and 
exchange rates for the U.S. market between 1895 to 1956. Other studies have linked the mergers 
activities and the real estate market concluding that like the capital market the real estate is also a key 
factor in M&A activity (Melicher et al., 1983). Both the capital market and real estate are relevant to the 
economy of a state and if we think globally these can be a proxy for the world economy. The link 
between them and M&A market found in the studies presented above will be tested in this article and we 
will also analyse to what extent the economic crisis afected mergers and acquisitions in Europe and 
Romania. 

Studies of the literature shows that mergers occur in waves and, given these facts, we can 
describe the M&A market to comply with this principle. In a study conducted in the U.S. market, are 
presented two essential elements that characterize the mergers in the last century, namely that they occur 
in waves and are clustered by industry (Michell, Mulherin, 1996). From this we conclude that M&A can 
occur in response to shocks in the economy, especially in states where these shocks are common. In this 
article we will try to see if recent mergers and acquisitions meet this features and if they focus more on a 
sector in a certain period of time than another. 

Also we can say that M&A efficiency is found also in waves. There were times when 
transactions are characterized by a greater synergy effect and others where even had a negative effect. In 
a study of the U.S. economy (Andrade et al., 2001) the authors present that for each decade between 
1970 and 2000, adnormal return that appears from M&A transaction is different so is depending on the 
type of transaction (merger, acquisition, takeover , etc.) and according to the industry sector. We will 
study all these in the current economic situation to see which industries are most involved in M&A 
transactions. 

 
3. DATABASE & RESEARCH METHODOLOGY  

The study presents data on M&A operations between 2005 and 2010, the aim being to capture 
the period before and after the current economic crisi. The data was taken from several sources most 
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relevant from Thomson Reuters (Mergers and Acquisitions database provided by Thomson Reuters) and 
Zephyr. The database includes the number of transactions made and their global value and divided into 
several areas: North America, Western Europe, Asia, Africa, Eastern Europe, Middle East and South 
and Central America. However, transactions are shared also into industry sectors, so that we can make a 
study of M&A market developments during this period. 

To better understand the phenomenon of mergers and acquisitions, analysis will be conducted at 
three levels: global, European and National (Romania). For this we tested several hypotheses, many of 
which are in various research studies by other authors using different data sets in different periods of time. 

The first part of the study will focus on modifications to M&A market in terms of major 
economic phenomenon such as the financial crisis, then research will target the industry sector at which 
mergers and acquisitions operations are focused.  

 
4. RESULTS 

A. The mergers and acquisitions market is influenced by major economic shocks 
As we know, in the past decade, the world economy suddenly went from a situation of 

countinuously growth to a rapidly recession that is still felt in both Europe and America. So, the global 
economic shock was felt in the M&A market, recording quite consistent decrease since 2008. 

Table 1 displays the number of transactions at global level and in several geographical areas 
considered areas with developed economies in the period 2005-2010. 

 
Tabel 1. The M&A activity during 2005-2010. Number of M&As. 

  2005 2006 2007 2008 2009 2010
Western Europe 26,108 30,916 24,673 19,742 19,424 15,879
North America 17,011 17,091 18,744 14,475 13,515 12,104
Asia and Asia 
Pacific 12,282 13,438 20,581 20,044 22,980 17,375
Rest of the World 10,159 9,655 13,072 12,902 13,971 11,056
Global 65,560 71,100 77,070 67,163 69,890 56,414

Source: Figure constructed using data from Zephyr  
 

It can be noticed a growing market M&A, both globally and in the Western Europe and the 
United States until 2007, then with the economic crisis, the number of transactions recorded declined 
continuously until 2010. Unlike these economic areas, Asia (especially Japan and China represented) 
has recorded the decline only in 2010, the economic crisis being felt in these areas late. 

With the decrease in the number of deals declined also the aggregate amount of deals which is 
displayed in Figure 1 which shows the trend of the number and value of the mergers and acquisitions. 

The data of the number and value of these transactions shows that during 2005-2007 the M&A 
market was characterized by mega-deals, namely acquisitions or mergers between large companies have 
given rise to new massive companies. The justification for such behavior is quite simple, namely the 
conquest of new markets, and even a larger share of the global market. 
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Figure 1. The number of M&As and dollar value of M&As in billions of dollars 

 
Source: Figure constructed using data from Zephyr  

 
To achieve this the companies need financial resources and therefore with lack of liquidity and 

credit restrictions, things due to the financial crisis that began in 2008, the market M&A has decreased. 
Between 2008-2010, the average deal value was lower, but what is interesting is that in times of 
economic recession, the target companys are not purchased by buying of a majority stake, that would 
provide the control of the company, but purchased by 100% of shares. This happens because of financial 
difficulties arising in these companies, and the only way to avoid bankruptcy would be selling the entire 
company at a discounted price to stronger company, most often a multinational one. This should be 
closely monitored by each state so that monopoly situations to not appear, and if these circumstances 
appear, the country should take immediate measures otherwise this could lead to social disturbances. 

In Romania, the M&A market had the same trend as the general one, which can be seen in Table 2. 
The development of this segment took place on the Romanian market with the entry of many foreign 
companies. Acquisitions and mergers have been preferred by investors at the expense of implementing 
its own subsidiaries for a number of reasons: the aquired company has already established a 
relationships with diferent costumers and so is able to adapt rapidly to the economic enviroment and 
also to benefit of the know-how.  
  

Table 2. Number of M&As in Romania during 2005-2010 
  2005 2006 2007 2008 2009 2010
Number of M&As 239 256 281 210 182 243

Source: Figure constructed using data from Zephyr 
 

As in other emerging states the reduced the number of deals can be attributed to political and 
social instability. Frequent changes to laws directly affecting the economy, especially those related to 
the tax code and excessive political involvement among state-owned companies, are discouraging 
investors and so the state is losing opportunities to develop.  
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B. Industry clustering in mergers activity 
As we explained in section two, some studies (Andrade et al., 2001) concludes that M&A 

activity is more present in a sector in a given period than in other one. In the study, the authors 
concluded that in the 1980s, investors were heavily involved in industries like oil&gas, textiles and 
food, and in the 1990s in telecomunications&media, banking and real estate. In the second period of the 
2000s the sectors involved in M&A deals are those displayed in Table 3. 

 
Table 3. Top industries based on merger activity 

Major sector (target) Number of M&As during 2005-
2010

Machinery, equipment, furniture, recycling 50,333
Wholesale & retail trade 31,788
Banks 29,365
Chemicals, rubber, plastics, non-metallic products 21,836
Primary Sector (agriculture, mining, etc.) 15,930

Source: Figure constructed using data from Zephyr 
 
Only the banking sector is also found in the years 2000s, while investors preferences at this time 

are changing, so machinery&equipment sector, retail trade and agriculture&mining are the ones for 
nowadays. These sectors are the most profitable in the present and therefore more and more investors 
want to develop businesses in the conquest of new markets through M&A deals. As you can see the 
M&A activity can be characterized as waves in terms of industry composition. Some sectors, that had 
been targeted during the 1990s by mergers and acquisitions, are not prefered any more, as we have seen 
in the recent years. The conclusion is that these changes are the result of shocks to the sector level, such 
as the development of technological innovations that require huge investments in 
research&development and so the need for more companies to merge or the price of oil for industrial 
chemicals&plastics or the increased demand for several products that leads to acquisitions in the retail 
trade sector. Also M&A market today is characterized by massive investments in banking, the largest 
acquisitions deals are taking place in recent years to save from bankruptcy credit institutions affected by 
the crisis which, left alone, could have powerful negative effects to the economy of many countries. 

 
5. CONCLUSIONS  

As we presented in Section 4, the mergers and acquisitions market anywhere in the world 
responds rapidly to economic shocks. The economic crisis of the last decade is a good indicator in this, 
M&A market in 2008 compared to 2007 decreased by 12.8% globally in terms of number of deals and 
25% if we refer to their aggregate value. Today, the M&A market is still on a downward trend and 
investors are still not willing to change something, given that more and more countries have difficulties 
to recover afterwards. 
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In terms of industry clustering during 2005-2010, we can say that sectors like banking, 
machinery&equipment, retail trade and agriculture&mining are the ones prefered by investors, which 
are characterized as part of the new wave of M&As and will be of interest in the coming years. 
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Abstract 
 This paper expose the implications of corporate governance errors and their ability to trigger or 
contribute to the development of economic and financial crises. In this regard, the paper shows the 
vulnerability of the financial systems in countries with developed economies that are facing corporate 
governance failure. After a brief of major bankruptcies within the corporate sector, the article presents 
the context, conditions and causes triggering global financial and economic crises, focusing on the 
collapse of the U.S. investment bank Lehman Brothers, an event which succeeding to kneel numerous 
prestigious financial institutions and to shake the foundations of the entire financial world.  
 
Keywords: corporate governance, bankruptcy, financial crisis, Lehman Brothers 
JEL Classification: G01, G24, G32, G33, G34 
 
 
1. Introduction 
 

The economic developments worldwide in the last decades has emphasized the vulnerabilities of 
the global financial system to internal problems and deficiencies, specific to large corporations, 
regardless of the degree of evolution and development of the economies in which they operate. In this 
we respect, it can be outlined the significant importance of the corporate governance practices for both 
the companies in question and the national economic systems of the countries within they operate and, 
as well, its importance for the global economic and financial system, in the case of the corporations that 
operate on more than one continent. 

The major economic events of the last years have proved to everyone that the deeds and the 
internal conduct of large corporations are able to generate significant reactions on the various national 
economies, and at a global level, on the world economic system, frequently their effects being 
propagated on a long period of time. This sort of effects, often devastating, will be tackled in the 
following sections, being the object of the present paper. 

For that purpose, we will attempt to evaluate the way in which the financial collapse of a certain 
corporation, besides the internal devastating effects of the respective business, can cause panic and 
implicitly, major distortions and disequilibria on the world financial markets. 

As we will see during the present paper, the major failures of corporate governance have proved 
and can prove as one of the factors able to trigger great financial disasters, with sordid effects on 
millions of people. Next, we will outline the main corporate governance related causes that are capable 
to generate the bankruptcy of the corporations, and implicitly, major systemic crises. 
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Before all of these, it is believed appropriately to approach in a synthetic manner the concept of 
corporate governance and how it is perceived by various experts and organizations.    
 
2. Literature review and previous research 

 
At the beginning of this paper, we consider appropriate to review, summarily, the concept of 

corporate governance. Corporate governance can be analyzed from a dynamic and central point of view 
of economic reality, step by step becoming present in numerous states of the world. The concept 
embraces a large array of domains, from economy to information theory, law, accounting, finance, 
management, psychology, sociology and politics. This concept describes all the influences that impact 
institutional processes, including the appointment of controllers or of the regulation authorities involved 
in the production and sale of goods and services, (Turnbull, 1997: 180). 

In this context, despite that corporate governance is closely related to the management of an 
entity and to its structures, the academic literature (Bunget et al., 2009) acknowledges that these 
concepts comprise important issues regarding social responsibility and business ethics. In addition, 
corporate governance has a larger connotation, including elements like transparency of the internal and 
external audit, the existence of short deadline for financial reporting, manager’s responsibility for the 
veracity of the information disclosed in the financial reports or the communication and total 
transparency of the financial results. As we will see throughout this material, the neglect of the 
foregoing issues can have massive effects on corporations, especially on the society, being in the 
position to create the premises of consistent economic turbulences. 

Corporate governance appeared and developed as a response to a series of failures in the private 
sector, in a short period of time, which lead to the loss of investor’s trust in the capacity of the managers 
to lead the large corporations or even the public institutions. 

As well, in the United Kingdon, Sir Adrian Cadbury elaborated in 1992 an ample report – also 
known as “The Cadbury Report” – to identify the causes the determined the failure of the large 
corporations in the private sector. The report revealed that the failure was determined especially by the 
significant problems in the functioning of internal control. In this waz, it was mentioned that the 
management of the entities not only that they could not avoid bankruptcy, but they provoked the 
catastrophes, being one of their main causes. 

To prevent the onset of corporate bankruptcies, OECD has developed a series of directives in 
this area. As well, subsequent to the Cadbury Report, OECD issued a set of 12 principles regarding 
corporate management, representing the base of financial international stability. At the same time, 
World Bank made public its point of view about corporate governance, considering that its goal is to 
bring to congruence the interests of individuals, corporation and of the society. 

I consider that out of all the intentions to define corporate governance, the most complex and 
comprehensive is the one elaborated by OECD because it examines governance both in terms of 
relations with the company's internal environment - represented by the shareholders, managers and 
employees - and by reference to its external environment - represented creditors, suppliers, state or 
community, a special attention is given precisely the interaction between these two environments. Also, 
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this concept refers equally to the way in which a company is lead and controlled in order to achieve pre-
established targets and to the system through which this entity relates with the interested factors, 
naturally protecting their interests.  

 
3.  The failure of corporate governance and systemic crises  
 

If we referring to the initial hypothesis from which we started this study, that the failures of 
corporate governance are capable to generate serious disequilibria on the financial markets, it should be 
stated that in the last three decades, at a worldwide scale, showed up corporations involved in different 
inadequate accounting schemes and sometimes fraudulent, schemes that eventually were proved to be 
the main causes of bankruptcies and financial scandals. Therefore, the wave of financial failures had the 
role to demonstrate the risk of accounting fraud in developed worlds is more and more present, raising 
with time despite the continual process of development and refining of the regulations on the world 
markets. Financial disasters bore by the corporation from certain states, both on the European continent 
and in America proved the vulnerability characteristic even to the most developed economies of the 
world.  

It is edifying in this context that in Europe the main financial scandals and bankruptcies, to 
which we will make short references, were exhibited in developed economies like the UK or Italy.  

The British economy was confronted with the shocks caused by the financial collapses of giants 
like: Guinness (failure was occurred in 1986 because of the attempts of the management to manipulate 
the shares of the company during transactions); Polly Peck International (the disaster of the company in 
1989 was caused by a false allegation regarding the financial position of the company, translated into an 
overstatement of the market value of the company evaluated at 400 million Dollars); the media 
corporation Maxwell (its management used hundreds of millions of pounds from the pension funds of 
the company to save from bankruptcy other companies from his own portfolio); Bank of Credit and 
Commerce International (the bankruptcy was triggered after the audit identified a number of issues, the 
most serious was the loans of 1.48bn US dollars lent to its own shareholders, guaranteed with the shares 
of the same bank; its bankruptcy had a deep global impact because its operations in over 60 countries 
lost their value); Barings Bank (the oldest commercial bank in London, until the moment of the collapse, 
in 1995, when Nick Leeson, an employee of the bank, lost 827 million pounds, mainly via speculations 
with futures contracts that were unauthorized).  

As well, another notorious failure of corporate governance blamed for significant turbulence on 
the European continent was Parmalat, the main diary producer in Italy and one of the most prestigious 
food producers in the world. The collapse of this giant is the latest resounding bankruptcy in Europe: 
took place on 19th of December 2003, when Bank of America denied that accounts of Bonlat, a company 
registered in Cayman Islands and controlled by Parmalat, have a balance of 4 bn Euros. The result of 
this disaster was 100,000 swindled investors, while the loans amounting to tens of billions of dollars 
were never paid. Also, it generated negative effects on millions of people, investors, employees, 
creditors, suppliers, the Italian government or simple consumers. 
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Despite the failures of corporate governance in Europe were of great resonance, the American 
continent did not lack such financial scandals. Moreover, due to the level of development of the 
financial markets in the US, the financial disasters had implications much greater than in Europe. 

The most edifying example in the history of the US is the energy company Enron which became 
synonym with fund misappropriation and corruption, the bankruptcy of the American energy giant 
declared in 2001 has motivated the American government to alter significantly the company law. The 
result of this disaster: 20,000 employees were fired. Their pensions no longer exist and the shares were 
nothing. It was estimated that its collapse cost the shareholders and its employees more than 60bn US 
dollars. Also, another famous case of corporate failure remembered before we go through the actual 
global financial crisis is the American company WorldCom. The internal audit established in 2002 that 
the company disguised the operating expenses in long term capital investments, scam that allowed it to 
report lower costs and larger profits than the actual ones. The bigest result of this financial collapse was 
that approximately 20,000 employees lost their jobs; shareholders losing over 180bn dollars after the 
company went bust. WorldCom, with a market value of 180bn in 1999 lost over night almost all its 
value.  

In my opinion, an interesting detail is that, just like in the case of Enron, the external audit of 
WorldCom was made by Arthur Andersen which collapsed as well along with its clients, especially 
because its specialists were indulgent with the illegal practices of the two American companies 
aforementioned.  

These scandals proved that the economic risks faced in the developed countries should worry the 
international community just as much as the risks they are facing in the emerging economies. 

Clearly, as we shall see below, situations of financial collapse of major economic entities, caused 
by the failure of corporate governance, not stopped and will not stop anytime soon, being able to 
generate real economic and financial crisis, local or, sometimes, global. 

Because we brought up the financial crises generated by failure of corporate governance, we will 
further refer to the most recent one which still has resonances to the present.  From this point of view, 
the following part of the paper tackles the implications of corporate governance in the great financial 
crisis of 2008, rightly considered by many economists the most serious financial crisis from the Great 
Depression of the 1930s to the present. The opinion of some well-known American analyst (Soros, 
2008) this financial crisis is similar to others exhibited in the last three decades, but the deep difference 
is that this crisis can mark the end of an era of credit expansion based on the US dollar as international 
reserve currency. 

Developing on the same idea, the financial crisis began in the moment the house bubble in the 
US burst around 2006. Following a permissive regulatory framework and a favorable conjecture, the 
people in the US did not hesitate to contract impoverishing house loans, taking into consideration the 
subsequent refinancing at much more favorable interest rates.  

In this way, the bank that granted the loan could lower its risk level and can receive for favorable 
credits from third parties, everything would happen under the close supervision of the rating agencies 
which granted a high level of trust to this derivative instruments, on the bases of modern techniques for 
risk cover, like the insurance of credit default or claim of warranties that exceed the value of the debt. 
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The good ratings and the encouraging perspectives of these derivative products captured the attention of 
large American financial institutions, as in the case of biggest investment banks, like Lehman Brothers, 
Bear Sterns, Merrill Lynch, Goldman Sachs or Morgan Stanley, which obtained substantial profits in the 
period of the house boom of the early 2000s, however, through long margin transactions, the costs of 
these profits consisted in significant growth of the leverage level and the risk level. 

The situation changed beginning with 2006 when interest rates began to grow, while the house 
prices plummeted in many area of the US, which determined the refinancing to be more difficult, 
generating an increase in defaults and liquidations. 

As panic is spreading, several banks that invested in the house market entered under 
governmental control, e.g. Fannie Mae (Federal National Mortgage Association) and Freddie Mac 
(Federal Home Loan Mortgage Corporation), while other, like Merrill Lynch are purchased by other 
institutions, like Bank of America or like Bear Stearns, which is purchased by JP Morgan Chase. In 
addition, American International Group, the largest insurance company in the world, is confronted with 
a n acute crisis of liquidity and is provided a loan of 85bn US dollars from the FED in exchange for a 
share package of 79.9%. 

In the mean time, FED refuses to help Lehman Brothers, which declared bankruptcy on 15th of 
September 2008, decision which later collapsed the entire global financial market and to kneel several 
prestigious financial institutions, subsequent to losses of tens of billions of dollars caused by 
investments in the house market.  

From this point of view, a major interest of the author which is the object of the present paper is 
the attempt to outline the main causes that lead to the collapse of Lehman Brothers, and the reason why 
it had such an impact over the global financial system, creating disequilibrium within it. 

It is even more curious that none of the failures of the corporate governance presented in the first 
part of this paper were able to upset so significantly the global financial system. In spite of the 
expectations and the history of the American economy, a lone baneful event was capable to generate 
ahuge financial panic and a massive economic crisis. 

One of the main causes that lead to the decline of Lehman Brothers in 2008 consists in the policy 
of the bank to borrow large amounts of money in order to finance its investments. The failure of 
corporate governance was that a significant part of the bank investments were in house-related assets 
which made the financial institution especially vulnerable to a recession of this market. 

In the same time, another important reason for the bankruptcy of Lehman Brothers is the step by 
step removal from the corporation of critics of the policies held by the bank, critics that realized that the 
institution would confront serious liquidity problems. 

Despite the management of Lehman Brothers always discarded the possibility that the house 
portfolio of the bank is not valued correctly, certain analysts on Wall Street considered the portfolio 
overvalued with more than 10bn US dollars which can explain to large extent the incapacity of the bank 
to react to market conditions. When clients and hedge fund began to withdraw their investments, 
Lehman Brothers assured them they have a solid financial position.          

In my opinion, by this misinformation of the clients and mislead of the investors, the bank 
management crossed the limit of a conduct based on healthy principles of corporate governance, 
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representing a benchmark deviation from the fundamental ethical norms characteristic to the businesses 
form the developed economies of the world.  

Also, something interesting and very serious, was that, despite the situation of the bank was 
getting worse, big rating agencies confirmed, until the moment of the collapse a high amount of trust in 
Lehman Brothers.  

The financial position of Lehman Brothers got worse in the summer of 2008, and the fear of 
many investors were confirmed. Added up, both the known losses, and those hidden from the public eye 
reached to over 30bn US dollars. It seems that Bank of America knew the situation of the losses suffered 
by Lehman Brothers on the commercial real estate market, therefore they lost their interest in purchasing 
the  famous bank, and turning their attention to Merrill Lynch, which was looking for a buyer, CEO of 
which stated that once the Lehman Brothers would disappear, the market will turn towards his own 
corporation. Without any solutions found in the attempt to repair the financial position of Lehman 
Brothers, on the 15th of September 2008 the bankruptcy is declared, which will trigger a shake of the 
entire global financial system.  

Rightly, several economic analysts (Swedberg, 2009) considered that the bankruptcy of the 
reputed investment bank acted as a detonator, being the first marking event, out of a series of explosions 
that will shake the entire financial global system. 

The effects of the quake generated by the collapse of the investment bank were amplified by the 
direct, strong connections that it had with various states and categories of market participants.  

In my view, a significant example to highlight this financial disaster is that, in England, some 
5,600 retail investors had bought Lehman-backed structured products for 160 million dollars. Also, in 
Hong Kong 43,000 individuals, many of them senior citizens, had bought so-called minibonds, issued 
by Lehman, to a value of 1.8 billion dollars. In the same time, we know that losses were incurred by 
pension funds, such as the ,,New York State Teachers’" retirement plan. So, all in all, state and local 
governments in the United States lost $ 1.7 billion dollars. As well, one state-owned bank in Germany, 
Sachsen Bank, lost around half a billion Euros and a large number of hedge funds in London also had 
some 12 billion dollars in assets frozen when Lehman declared bankruptcy. (Swedberg, 2009). 
Consequently, the situation becomes complicated in several countries. Also, a strong indirect effect of 
Lehman’s bankruptcy was the fact that Dow Jones index fell 500 points or 4.4% on September 15 - the 
largest drop since the attack on September 11. 

In this context, the financial storm that broke out after Lehman’s fall made United States 
authorities realize that something more potent was needed than just support in individual cases. In this 
way, was created the financial sector rescue plan by the infusion of 700 billion U.S. dollars. 

The bankruptcy in the US of Lehman Brothers created major problems of liquidity for the 
European banks, which determined the Western countries to grant substantial amounts of money for the 
recapitalization of banks or for guaranteeing financing. 

Therefore, I consider that a major consequence of the trigger of the global financial crisis is 
represented by the intention of the majority of the governments from the states with a developed 
economy to act in order to prevent the mass bankruptcy of the prestigious banks and insurance funds.  
These initiatives manifested by the governments were materialized implicitly by the nationalization of a 
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significant part of the financial system and taking under the protection and control of the state of some 
of the most reputed financial institutions, which is against the principles and tendencies specific to the 
modern capitalism, empowering the state and disfavoring the private sector, altering the dominating 
image, that of a free market the is characteristic to the American or West-European economies. 

The size of the catastrophe provoked by the collapse of  Lehman Brothers is proved by the fact 
that after three years from this event the economists worldwide  are looking for solutions so that events 
like it will never happen again.  
 
4. Concluding remarks 
 

In the end of this paper we conclude that, after more than 2 years since the most serious financial 
crisis of our times was triggered, the world economy and the international community undergoes 
another series of replicas, fact that amplifies the huge negative consequences of a system based on a 
poor governance of the companies, as well as unclear, confusing or ambiguous regulations. 

From what it was presented, it follows that a large amount of blame for the financial crisis is 
carried by the malfunctions of corporate governance, malfunctions manifested through excessive 
borrowing, risky investments and lack of transparency.  

Of the most serious consequence of the financial collapse, generated in part by the failure of the 
corporate governance, was that at global level millions of citizens lost their jobs and even houses, while 
the economy is yet struggling to recover. 

Financial crisis manifested at the level of global economy revealed a series of gaps and major 
deficiencies of corporate governance. When they were the most necessary, the existent standards of 
corporate governance were not able to offer a rigorous control and a proper level of balance, that were 
needed by the companies to develop business practices.  

If we have to refer to the main causes responsible for the financial crisis from the point of view 
of the corporate governance, we can strongly state that the main common reasons of these scandals were 
management incompetence, disobeying the procedures stipulated by the internal regulations, 
inconsideration of risk management, poor segregation of duties, ignorance towards recommendations of 
the internal audit and even the inefficiency of the external audit.  

As we can see, beyond the benefits and development opportunities, the market economy offer 
hidden ways through which large multinational corporation, lead by dangerous managers, can overturn 
an entire system. In my opinion, the most serious consequence of these practices is, unfortunately, 
almost always the fact that the ones who suffer the losses are stakeholders like common investors and 
citizens.    

In conclusion of this paper, we can say that a series of corporate governance errors are able to 
upset the national stock exchanges and to kneel the international financial market. As a possible solution 
I think that, in the future, regulatory and supervisory authorities should be more careful in the design 
and development of appropriate regulations and codes of corporate governance, in order to avoid 
unpleasant events such as those described in this paper. 
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Abstract 
This paper examines the dynamic linkages between crude oil price shocks and stock market 

returns in six European frontier markets (Bulgaria, Croatia, Estonia, Romania, Slovenia and Ukraine) 
in accordance with Morgan Stanley Capital International. The vector auto regression (VAR) analysis is 
carried on daily data from the May 31, 2006 to August 16, 2011.This study utilizes the generalized 
approach to forecast error variance decomposition and impulse response analysis. 

JEL Classification: G10, Q4, G12 
Keywords: frontier stock markets, oil price, vector auto regression  
 
1. Introduction  
“The past decade has seen unprecedented swings in the price of oil. While the price of oil was 

stable between December 1998 and the middle of 2003, it rose steadily between September 2003 and the 
end of the 2007. Then it rose further until July 2008 and fell sharply at the end of that year. Beginning 
January 2009, the oil price continued to rise again. Several factors that contributed to the dramatic 
fluctuation in oil prices in the past decade include the demand growth in emerging economies like China 
and India during in the face of stagnant production (aggregate global demand shocks) and supply 
disruptions due to U.S. invasion of Iraq and geopolitical risk (oil-supply shocks), weakening dollars 
rising speculation in oil market, and the recession in the U.S. and other OECD countries (oil-demand 
shocks) triggered by the global financial crisis in the wake of the collapse of Lehman Brothers in 
September 2008.”(Mohanty et al, 2010). 

The aim of this paper is to investigate the relationships between oil price shocks and stock 
market. Unlike most of the existing literature, which are focused on the United States, developed 
European stock markets or emerging markets, this paper analyses the impact of oil price shocks on 
European frontier markets. Why frontier markets? Because they become an increasingly important asset 
class for investors in international portfolio diversification. In general, frontier markets are countries 
with market-oriented economies in the early stages of economic development. As such, their gross 
domestic product (GDP) growth rates tend to be higher but more volatile than those of non-frontier 
countries. These countries also tend to have higher levels of inflation, unemployment, and informal 
labor-market than non-frontier countries. Their public equity markets are smaller, less liquid, and tend to 
have high levels of concentration (i.e., a few securities make up a very large percentage of the total 
market capitalization) relative to developed and even emerging markets. And, in many cases, some 
significant restrictions on foreign investment still remain. But there are many reasons that make frontier 
markets interesting in. For example, frontier countries have experienced rapid GDP growth in the recent 
years and could continue to do so in the upcoming years. Second, frontier markets are a risky asset class 
with high expected returns. And third, frontier markets have the potential to provide great diversification 
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benefits because their returns are not highly correlated with the returns of international developed 
markets, or even emerging markets. In accordance with Morgan Stanley Capital International, for the 
European zone, the frontier markets are: Bulgaria, Croatia, Estonia, Lithuania, Romania, Slovenia and 
Ukraine. 

If oil plays a prominent role in an economy, one would expect changes in oil prices to be 
correlated with changes in stock prices. In other words, it can be argued that if oil affects real economic 
activity, it will affect earnings of companies through which oil is an input in production. Thus, an 
increase in oil prices will cause expected earnings to decline, and this would bring about an immediate 
decrease in stock prices if the stock market effectively capitalizes the cash flow implications of the oil 
price increases. Given the evidence of stronger linkages between crude oil price and stock markets in 
developed economies, this study considers this issue in the frontier markets. The study examines the 
dynamic linkages between crude oil price and stock market returns in six European frontier markets and 
essentially asks two questions:  

To what extent are price changes in crude oil market lead to stock return in the frontiers 
markets?  

How efficiently are shocks in crude oil market transmitted to the stock market in the frontier 
markets? 

The paper is structured as follows: It begins with a literature review in Section 2, followed by a 
data description and a brief introduction of the VAR model in Section 3. Section 4 presents the 
empirical results. In Section 5, it highlights the results within the context of the frontier markets 
situation and obtains some conclusions. 

 
2. Literature review  
Financial theory suggests that any asset price should be determined by its expected discounted 

cash flows. In conclusion any factor that could influence the expected cash flows should have a 
significant effect on asset prices. If oil affects real economic activity it will affect earnings of companies 
as long as it is an operational cost. Thus an increase in oil price will cause expected earnings to decline 
and this would bring a decrease in stock prices if the stock market capitalizes the oil price increase. 

There can be done a separation. On the one hand according to (Jimenez and Sanchez, 2005), an 
oil price increase is expected to have o positive effect in oil exporting countries because the countries 
income will increase. In this case is expected to be a rise in expenditures and investments. Stock markets 
would respond positively in such event; see (Park and Ratti, 2008). 

On the other hand for oil importing countries, any oil price increase will tend to have the 
opposite results and in this case stock markets will react negatively; see (Sardosky, 1999). 

From another point of view a conclusion is that stock markets from oil importing and oil 
exporting countries tent not to react to oil price shocks(Aperigs and Miller, 2009). 

In contrast to the ideas specified above, on developed markets, relatively a few research has 
focused on the relationship between oil price and emerging stock market prices. (Papapetrou ,2001) used 
a multivariate vector auto regression model to study the dynamic relation between oil price, real stock 
prices, interest rates, and real economic activity in Greece. He concluded that changes in oil price 
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influenced real economic activity and employment. (Hammondeh and Alesia ,2004) studied the 
relationship between oil price and stock markets returns for members of the Gulf Cooperation Council 
(GCC). Using daily data they found that only the Saudi Arabia stock market had a bidirectional 
relationship between oil price and stock price. (Basher and Sardosky, 2006) used a multifactor model to 
investigate the relationship between oil price risk in a large set of emerging stock market returns. They 
concluded that oil price risk influenced stock price returns in emerging stock markets, that oil price 
increase had a positive impact on excess stock returns in emerging markets for daily and monthly data 
and that oil price decrease had positive impacts on emerging market returns for weekly data 

In a more recent study (Hui-Ming et al, 2011) investigated the relationship between crude oil 
shocks and stock markets for the OECD and non – OECD countries. They concluded that increased 
stock prices represented a stimulus to higher crude oil price and that crude oil price influenced stock 
prices positively. 

 
3. Data and methodology 
The stock market data in this paper are obtained from Morgan Stanley Capital International 

(MSCI). The sample includes daily data from the May 31, 2006 to August 16, 2011 for each frontier 
market representing the U.S. dollar dominated value-weighted stock market indices. The frontier 
markets are: Bulgaria, Croatia, Estonia, Romania, Slovenia and Ukraine. It uses the MSCI indices 
instead of the other local stock price indices for several reasons. The first reason is that these indices are 
constructed on a consistent basis by the MSCI, making cross – country comparison more meaningful. 
The second reason is that MSCI indices are widely used in the literature on the basis of the degree of 
comparability. 

The Brent crude oil index is used as it accounts for the 60% of the world oil daily production 
(Maghyereh, 2004). Since Brent oil serves as a benchmark in the crude oil market, daily prices of crude 
oil Brent are used as a proxy for the world price of crude oil. The daily prices for crude oil are obtained 
from the U.S. Energy Information Administration. 

All data used in this study has been transformed by taking the natural logarithm of the raw data. 
The model used in this study is unrestricted vector auto regression (VAR) which was developed by Sims 
in 1980. This model provides a multivariate framework where changes in a particular variable are 
related to changes in its own lags and to changes in other variables. The VAR treats all variables as 
jointly endogeneous and imposes no priori restrictions on the structural relationships between variables 
being analyzed. Because the VAR expresses the dependent variables in terms of only predetermined 
lagged variables, the VAR model is a reduced form model. A first problem appears when the 
components of VAR are non – stationary  because non- stationary data would lead to spurious 
regression results. Thus, as a first step, the order of integration of the variables is tested. Tests for the 
presence of a unit root (Dickey and Fuller, 1979, 1988. Phillips and Perron,1988) are used to investigate 
the degree of integration of the variables used in the empirical analysis. If a I(1) process exists, the 
second step involves the estimation of the VAR model with first differences, otherwise VAR is 
estimated in levels. 

To determine the appropriate number of lag length of the VAR model, the Akaike Information 
Criterion and Schwarz Information Criterion is used. 
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After determining the lag length, the next step involves the generalized variance decomposition 
and generalized impulse response functions to analyze the dynamics of the variables. The aim of the 
investigation is to find in which extent each of European frontiers markets respond to shocks of crude 
oil market. The forecast error of generalized variance decomposition analysis reveals information about 
the proportion of the movements in stock market returns caused by its own shocks versus shocks in oil 
crude market. The dynamic responses of stock market to innovations in crude oil market can also be 
traced out using the generalized impulse response analysis. Plotting the generalized impulse response 
functions is a particular way to explore the response of a stock market to a shock immediately or with 
various lags. Unlike the orthogonalized variance decomposition and impulse response functions 
obtained using the Choleskey factorization, the generalized variance decomposition and impulse 
response functions are unique solution and invariant to the ordering of the variables in the VAR; see 
(Pesaran and Shin, 1998). 

 
4. Empirical Results 
Table 1. presents the ADF and PP tests for the six stock markets indexes as well as crude oil 

price in levels and first differences. The two tests show that the logarithm of all series has a unit root, 
but the first differences are stationary. Given the importance of using stationary variables to avoid 
spurious regression results, the first differenced data are used in VAR analysis. 

As it is mentioned above, the interpretation of the VAR model can be done through the 
generalized variance decomposition analysis and the estimation of the generalized impulse response 
functions. The results of variance decomposition are presented in Table 2. The calculated numbers 
indicate the percentage of the forecast error in each stock market that can be attributed to shocks in the 
crude oil market at four different time horizons: 5 days, 10 days, 15 day and 20 days. The results of 
generalized variance decomposition analysis and generalized impulse response function provide the 
same conclusions, regardless of the order of decomposition since their estimation is independent of the 
variables ordering. 

 

Table 1. Unit root tests 
  Level First difference 
Variable ADF PP ADF PP 
Bulgaria -0.69 -0.64 -10.29* -38.73* 
Croatia  -1.23 -1.26 -19.52* -31.84* 
Estonia -1.11 -1.14 -34.14* -34.21* 
Romania -0.92 -0.97 -35.66* -35.67* 
Slovenia -0.64 -0.62 -25.98* -31.56* 
Ukraine -1.10 -1.06 -22.63* -35.02* 
Brent -1.35 -1.37 -36.82* -36.83* 
Critical value 1% -3.43 -3.43 -3.43 -3.43 
Critical value 5% -2.86 -2.86 -2.86 -2.86 
Critical value 10% -2.57 -2.57 -2.57 -2.57 

 
Notes: * indicate statistical significant at the 1% level, respectively. The Augmented Dickey-Fuller (ADF) and the Phillips-Perron (PP) tested the 

null hypothesis of that the relevant series contains a unit root I(1) against the alternative that it does not. 
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The generalized decomposition tends to suggest that crude oil price shocks have no significant 
impact on any of the frontier stock market investigated. Specifically, crude oil shocks explain less than 
1% of the forecast error variances in 5 frontier markets and less than 2% in Ukraine. 

 
Table 2. Generalized decomposition of forecast error in frontier stock markets in response to 

shocks in the crude oil market (%) 
 

Stock Markets 5 days 10 days 15 days 20days 
Bulgaria 0.587159 0.587159 0.587159 0.587159
Croatia  0.170392 0.297246 0.301747 0.301915
Estonia 0.155253 0.155253 0.155253 0.155253
Romania 0.000357 0.000357 0.000357 0.000357
Slovenia 0.082812 0.082812 0.082812 0.082812
Ukraine 1.147743 1.147872 1.147872 1.147872

 
The results show no differences depending on the energy intensity of consumption and 

production across countries in response to oil market shocks. 
 

            Reconsidering the question of how effectively innovations could be transmitted from the oil 
market to the frontier stock markets, Figure 1. plots the responses of each of the six frontier stock 
markets to a one standard error shock in oil market. The plots in Figure 1 show that innovations in the 
oil market are transmitted fast to all the frontier stock markets with an immediate reaction from the 
markets after receiving the shock. Starting the third day the reaction of all the stock markets to the initial 
shock in the oil market has an asymptotic trend toward to zero. These results could indicate that the 
frontier stock markets are efficient in transmitting innovations from oil market. As a conclusion, the 
small size of the responses ( between 0.003008 to 0.008495, on day 1) reflects that the oil market is very 
weak in influencing the stock markets in the frontier economies. 
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Figure 1. Impulse responses 
 

 

 

 
 
5. Conclusions 
This study examines the dynamic linkages between oil price shocks and stock market returns in 

6 frontier markets. Vector auto regression (VAR) analysis is used on daily data for the period, May 31, 
2006 to August 16, 2011. This paper utilized the generalized approach to forecast error variance 
decomposition and impulse response analysis. Inconsistent with the previous empirical studies in 
developed economies, the results from the variance decomposition analysis provided very weak 
evidence on the existence of a relationship between crude oil price shocks and stock market returns in 
the European frontier markets. Furthermore, the results from impulse analysis reveal that innovations in 
oil market are transmitted fast to all the frontier stock markets with an immediate reaction from the 
markets after receiving the shock, but the small size of the responses (between 0.003008 to 0.008495, on 
day 1) reflects that the oil market is very weak in influencing the stock markets in the frontier 
economies. 
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Abstract: The instruments and the objectives of the Cohesion Policy are designed to support 
programmes on regional development, economic growth, enhanced competitiveness and territorial 
cooperation throughout the European Union. The general objective of the paper is to highlight the 
important role of the financial instruments in reducing the financial crisis and the global imbalance. The 
article presents the major financial instruments of the Cohesion Policy for Romania between 2007 and 
2013, aspects of the management of these funds and the absorption level of some of EU financial 
instruments to a certain period of time. 
 
Keywords: management, structural funds, financial instruments, absorption, cross-border cooperation 
JEL Classification: O 10, O 20, O 22 
 

1. Introduction 
The EU financial instruments represent the support of the implementation of EU policies in order to 
eliminate the social and economic disparities between regions and countries. To achieve the objectives 
for which it has been created, the European Union has the assignment to establish a common market and 
an economic and monetary union and to implement common policies as cohesion policy, common 
agricultural policy and common policy in the field of fisheries (The Treaty Establishing the European 
Community, 2002). 
Cohesion Policy represents more than one third of the European Union overall budget and acts through 
structural instruments in order to achieve the harmonious development of the European Union. The 
objectives of the Cohesion Policy are focused on convergence, regional competitiveness and 
employment and territorial cooperation among the European countries, these being the main 
determinants of the regional economic development. These objectives are supported by Structural Funds 
as the European Regional Development Fund (ERDF) and the European Social Fund (ESF), and the 
Cohesion Funds (The European Parliament and the Council of the European Union, 2006). 
Other major financial instruments of the Cohesion Policy are: the European Agricultural Fund for Rural 
Development (The Council of the European Union, 2005), the Instrument for Pre-Accession (The 
Council of the European Union, 2006) and the European Union Solidarity Fund (The Council of the 
European Union, 2002). 
From 1 January 2007 the Instrument for the Pre-Accession Assistance replaced a series of the European 
Union programmes and financial instruments as PHARE, PHARE CBC, SAPARD, ISPA, CARDS and 
the financial instrument for Turkey, being the only instrument and legal framework. The components of 
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the Instrument for the Pre-Accession Assistance are: assistance for transition and institution building, 
cross-border cooperation between one EU Member States and other countries eligible for IPA, regional 
development (transport, environment, regional and economic development), human resources and rural 
development. The beneficiary countries for Pre-Accession Assistance are EU candidate countries 
(Turkey, Croatia and the former Yugoslav Republic of Macedonia) eligible for all five components of 
IPA, and potential candidate countries in the Western Balkans (Bosnia-Herzegovina, Serbia, 
Montenegro, Kosovo and Albania eligible only for the first two components. For the period 2007-2013 
there are 10 programmes under the component “cross-border cooperation” of the Instrument for the Pre-
Accession Assistance between EU Member States and EU candidate countries or potential candidate 
countries. The EU allocations for each Cross-Border Cooperation Programme 2007-2013 and the 
national contributions are presented in Figure 1. 

Figure 1 
Breakdown of financing, 2007-2013 (in Euro) 
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Source: http://ec.europa.eu/regional_policy/funds/ipa/crossborder_en.htm 
 

2. Data and Methodology 
 
2.1 The management of EU Financial Instruments in Romania for 2007-2013 
The management of any programme financed by the Structural and Cohesion Funds or any other 
financial instruments is the responsibility of each Member State for the expenditure and all activities 
carried out on a Member State’ s territory (The European Parliament and Council, 2006). The Member 
State designates a Managing Authority which is responsible both for managing and implementing the 
programme in accordance with the principles of economy, of efficiency and effectiveness and by shared 



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

35 

 

management between the European Commission and each Member State (The Council of the European 
Union, 2002). 
Each Member State developed a National Strategic Reference Framework (NSFR) prepared under the 
responsibility of the government of each state, which contains the main priorities for the assistance from 
the Funds. 
In December 2005 the Romanian Government approved the National Development Plan for 2007-2013 
as an instrument to guide the utilization of the national financial resources, the EU and other funding 
resources to which Romania has access. 
In 2006 the Managing Authority of the Community Support Framework, respectively the Ministry of 
Public Finance, in a partnership association with all the institutions involved drew up the National 
Strategic Reference Framework for 2007-2013, based on the National Development Plan implemented 
through Operational Programmes and establishing the strategic direction of the country’s policies to 
achieve economic and social cohesion and regional convergence. 
For the period 2007-2013, the allocations from the European Union for Romania, for the objectives of 
the Cohesion Policy, are in the amount of 19.67 billion Euro, and the national co-financing both public 
and private is 5.6 billion Euro. These funds are distributed between 7 operational programmes from the 
Convergence Objective and 11 operational programmes from the European Territorial Cooperation 
Objective. 
For the period 2007-2013 through the Convergence Objective, in Romania are implemented regional 
and sectoral programmes: the Regional Operational Programme, the Sectoral Operational Programme 
Environment, the Sectoral Operational Programme Transport, the Sectoral Operational Programme 
Increase of Economic Competitiveness, the Sectoral Operational Programme Human Resources 
Development, the Operational Programme Administrative Capacity Development and the Operational 
Programme Technical Assistance. 
For the period 2007-2013, under the European Territorial Cooperation Objective, the operational 
programmes implemented in Romania are: Romania-Bulgaria Cross-border Cooperation Programme 
2007-2013, Romania-Ukraine-Republic of Moldavia Joint Operational Programme 2007-2013, the 
Black Sea 2007-2013 Joint Operational Programme, Hungary-Romania Cross-border Cooperation 
Programme, Hungary-Slovakia-Romania-Ukraine Joint Operational Programme, URBACT II 
Programme covering the MS-27, Norway and Switzerland and the EU candidates and other EU 
neighboring states, INTERREG IVC Inter-regional Cooperation Programme covering the MS-27, 
Norway and Switzerland, EPSON 2013 Programme covering the MS-27, Iceland, Lichtenstein, Norway 
and Switzerland and the South East Europe Transnational Cooperation Programme. 
These programmes imply the cooperation between regions from Romania and regions from neighboring 
states (cross-border territorial cooperation0, regions from specific geographic areas or any other regions 
of the Member States (cross-border and interregional territorial cooperation), through projects 
elaborated by the Romanian beneficiaries and partners from the participant states. 
The major structures involved in the financial management of each operational programme are the 
Monitoring Committee of the programme and the European Commission, the Certifying Authority, the 
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Audit Authority, the Managing Authority or the National Authority, depending on programme, the 
intermediate bodies and the final beneficiaries. 
The coordination and the financial management for these programmes is assured by the Authority for 
Coordination of Structural Instruments from the Ministry of Public Finance which is responsible for 
receiving shipments related to the contributions from the European Commission and for the payments to 
the beneficiaries (Romanian Government, 2004). 
 
2.2 The absorption state of Financial Instruments in Romania 
The implementation of the operational programmes under the Convergence Objective started in 2007 
and at the end of 2009 the projects submitted for financing exceeded the allocations available for 2007-
2009 with 351.12 %. However, there were programmes such as Sectoral Operational Programme 
Transport for which no projects have been submitted until the end of 2009 and for Sectoral Operational 
Programme Environment projects have been submitted only in the last quarter of 2009. 
At the end of 2010 were submitted 24.967 projects with 6.451 projects approved and 5.012 contracts 
signed with the beneficiaries. Comparing the end of 2010 with the similar period of the previous year, 
the number of submitted projects increased by 67.68%. 
The situation regarding the projects submitted by the beneficiaries, those which have been approved and 
the contracts signed between the Managing Authorities and the beneficiaries, between 2007 and 2010, is 
presented in Figure 2. 
 

Figure 2 
Projects submitted, projects approved and signed contracts, 2007-2010 
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Source: http://eufinantare.info/Instrumente_structurale_UE.html 
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The difference between the projects submitted and those which were approved is represented by projects 
that have been rejected or which were still in the process of evaluation at the and of 2010, as well as 
withdrawn projects or projects evaluated by the Intermediate Bodies and which are pending for approval 
by the Managing Authorities. The number of contracts signed at the end of 2010 increased by 125.36% 
from the previous year. Regarding the difference existing between the projects approved and the 
contracts signed, it includes those projects which have been withdrawn by the beneficiaries after the 
approval or during the implementation period, before the closure of the contracts. This situation is 
mainly due to the lack of the beneficiaries’ funds which they must have in advance for developing the 
projects activities in order to request the reimbursement of the amounts spent from the Managing 
Authorities. Due to the economic crisis the beneficiaries faced serious financial difficulties in projects 
implementation. 
The distribution of EU allocations for 2010 to each of the 7 Operational Programmes and the total 
payments made to the beneficiaries in 2010 are presented in Figure 2. 
 

Figure 3 
EU allocations and the total payments to beneficiaries, 2010 (million Euro) 
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Source: author’s calculations 
 
For 2010 the payments to the beneficiaries amounted to a total of 1.14 billion Euro, representing pre-
financing (67.25%), reimbursement from EU funds (27.32%) and reimbursement from the state budget 
co-financing (5.43%). The highest absorption rate of funds in 2010 compared with the EU allocations 
for each operational programme, was registered through the Regional Operational Programme (77.16%) 
and Sectoral Operational Programme Human Resources Development (75.83%). 
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The total payments from EU funds from 2007 until 31th of December 2010 accounted 19.09% of the 
2007-2010 allocation and 8.62% of the 2007-2013 allocation. The EU contribution to the signed projects 
between 2007 and 2010 by reference to the1 total EU allocation for the mentioned period was 93.94%. 
The total payments from EU funds from 2007 until 31th of July 2011 accounted 13.25% of the 2007-
2013 allocation. The EU contribution to the signed projects between 2007 and 2010 by reference to the 
total EU allocation for the mentioned period was 55.45%. 
From 2007 to the end of March 2011 the cumulated payments to the beneficiaries amounted to a total of 
2.22 billion Euro and to the end of July 2011 2.69 billion Euro. The EU allocations for 2010-2013 have 
to be spent by a certain period, depending on each programme starting date, otherwise the Commission 
shall automatically decommit the amounts that have not been used for payments by 31 December of the 
second year following the year of budget commitment under the programme, with some exception 
mentioned in the regulations (The European Parliament and the Council of the European Union, 2010). 
Comparing the total payments made to beneficiaries in the period March 2009-December 2009 and 
March 2010-December 2010 for each of the 7 Operational Programmes, we notice that for some of these 
programmes the growth rate is significant in 2010 for the Operational Programme Technical Assistance 
and the Sectoral Operational Programme Human Resources Development, while the Sectoral 
Operational Programme Transport registered a decrease of 66.46% from 2009, due to the fact that in this 
programme the first payments to beneficiaries were made in July 2009 and the next payments were in 
November 2009 (Figure4). 

Figure 4 
The evolution of total payments to beneficiaries, 2009-2010 (million Euro) 
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Conclusions 
The priority for Romanian Government and the institutions involved in the management of  EU 
financial instruments is to increase the absorption rates until the end of 2007-2013 programming period, 
through measures involving accessing and implementing of these funds. 
Given the fact that the effects of the economic crisis occurred in all the economic fields, the inflow is 
necessary in order to reduce these effects and to facilitate the investments and nevertheless to avoid 
automatic decommitment of funds allocated to Romania for the period 2007-2013. In this regard, it is 
necessary to identify the unrealistic projects at the assessment level, to monitor the projects spending 
and to recycle projects savings, and last but not least, to speed up the verification and certification 
process. 
For Romania, financial instruments are the biggest opportunity to mitigate the social and economic 
development deficiencies and to reduce the differences compared to the rest of the Member States. 
The management of financial instruments implies developed administrative capacity at all levels in 
order to efficiently use the funds and to increase economic and social development. In this regard, the 
technical assistance supported with pre-accession Community funds and structural and cohesion funds is 
a very important instrument.  
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Abstract 
This paper is a self-contained introduction to the concepts and methodology of „risk” and „value at 
risk”. I explain the concept of risk and then briefly describe the ways to measure the risk in projects. 
Then I describe the methodology for calculating value at risk. Finally, I briefly describe the three 
methods for computing value at risk: Delta-normal method (variance – covariance), Historical 
Simulation Method, Monte Carlo or stochastic simulation method. 
 
Keywords: risk, value at risk, confidence intervals, variance, Monte Carlo simulation; 
JEL Classification: M21, G30, C58; 
 
1. Introduction  
The notion of “risk” is used in a number of sciences. The Faculty of Law studies the risk depending on 
its legality. The Accident Theory applies this term to describe the damage and the disasters. One can 
find studies on the risks in the works of psychology, philosophy, medicine and within each of these 
areas the study of the risk is based on the given science subject and, of course, on their methods and 
approaches. Such a variety of risk study is explained by the diversity of this phenomenon. 
Under the market economy conditions, the risk is an essential component of any economic agent 
management policy, of the approach developed by this one, a strategy that depends almost entirely on 
individual ability and capacity to anticipate his evolution and to exploit his opportunities, assuming a so-
called "risk of business failure." 
There are several ways to measure the risks in projects, one of the most used methods to measure this 
being the Value at Risk (VaR). 
Value at Risk (VaR) was made famous by JP Morgan in the mid 1990s, by introducing the RiskMetrics 
approach, and hence, by far, has been sanctioned by several Governing Bodies throughout the world 
bank. In short, it measures the value of risk capital stocks in a given period at a certain probability of 
loss. This measurement can be modified for risk applications through, for example, the potential loss 
values affirmation in a certain amount of time during the economic life of the project- clearly, a project 
with a lower VaR is better. 
It should be noted that it is not always possible or advisable for a company to limit itself to the remote 
analysis of each risk because the risks and their effects are interdependent and constitute a system .In 
addition, there are risks which, in combination with other risks, tend to produce effects which they 
would not have caused by themselves and risks that tend to offset and even cancel each other out. 
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2. Risk measurement 
There are several ways to measure the risks in projects. These include: 
- The Probability of Occurrence. This approach is simplistic, yet effective. As an example, there is a 10 
percent probability that a project may even fail (it will restore a negative net present value indicating 
losses) within the next five years. Moreover, suppose two similar projects have identical implementation 
costs and expected returns. Based on a single-point evaluation, managing between them would be 
insignificant. However, if the risk analysis such as Monte Carlo simulation is carried out, the first 
project might indicate a 70 percent loss probability compared to only a 5 percent probability of loss of 
on the second project. Clearly, the second project is better when the risks are assessed. 
- Standard Deviation and Variation. Standard Deviation is a measure of the average deviation of each 
data point from the mean value. This is the most popular measure of risk, where a higher standard 
deviation implies a wider distributional width and therefore carries a higher risk. The drawback of this 
measure is that both upside and downside variations are included in calculating the standard deviation. 
Some analysts define the risk as the potential losses or downside; thus, the standard deviation and 
variance will penalize both the upsides and the downsides (disadvantages). 
- Semi-Standard Deviation. The semi-standard deviation only measures the standard deviation of risks 
and ignores the upside fluctuations. Modifications of the  semi-standard deviation include calculating 
only the values below the mean or values below a threshold (e.g., negative profits or negative cash 
flows). This provides a better picture of the risk, but is more difficult to estimate.  
- Volatility. The concept of volatility (change) is widely used in the applications of real options and can 
be briefly defined as a measure of uncertainty and risks. Volatility can be estimated using several 
methods, including simulation of the uncertain variables impacting a given project and estimating the 
standard deviation of the yields logarithmic asset over time. This concept is more difficult to define and 
estimate, but is more powerful than most other risk measures in that this single value includes all 
sources of uncertainty contained in a single value. 
- Beta. Beta is another common measure of risk in the investment finance arena. Beta can be defined 
simply as the systematic market risk of a financial asset. This concept is made famous through the 
CAPM, where a higher beta means higher risk, which in turn requires a higher expected return on the 
asset. 
- Coefficient of Variation. The coefficient of variation is simply defined as the ratio of standard 
deviation to the mean, which means that the risks are common- sized. For example, the distribution of a 
group of students’ heights (measured in meters) can be compared to the distribution of students’ weights 
(measured in kilograms). This measure of risk or dispersion is applied when the variables’ estimates, 
measures, magnitudes, or units differ.  
- Value at Risk. Value Risk (VaR) was made famous by JP Morgan in the mid-1990s through 
introducing the RiskMetrics approach, and has thus far been sanctioned by several bank governing 
bodies around the world. In short, it measures the amount of risk capital stocks in a given period at a 
particular probability of loss. This measurement can be modified to risk applications by stating, for 
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example, the amount of potential losses a certain percent of the time during the economic life of the 
project- clearly, a project with a smaller VaR is better. 
- Worst-Case Scenario and Regret. Another simple measure is the value of the worst-case scenario and 
catastrophic losses. Another definition is regret. That is, if a decision is made to pursue a particular 
project, but if the project becomes unprofitable and suffers a loss, the level of regret is simply the 
difference between the actual losses compared to doing nothing at all. 
- Risk-Adjusted Return on Capital.. Risk-adjusted return on capital (RAROC) is the ratio of the 
difference between the 50th percentile (median) return and the 5th percentile return on a project's 
standard deviation. This approach is used mostly by banks to assess profitability at risk by measuring 
only the potential negative effects and ignoring the positive gains. 
In 1994 it appeared within the JP Morgan’s the RiskMetrics department, led by Till Guldimann, 
specialized only on the risk study and analysis. The risk measure chosen by RiskMetrics was the value 
at risk (VaR). RiskMetrics separated from the the parent company in 1998 and became RiskMetrics 
Group, specialized on consulting and software. The success of the value at risk was also due to the 
importance attributed to it within The Group of 30 (G-30) Report (1993) and in the 1996 Amendment of 
the Basel Agreement, which recommends that central banks use VaR to determine the required 
minimum capital of commercial banks to cover their market risk to which it is exposed. 
As a general definition, VaR is the maximum level of loss generated by a specific portfolio structure 
estimated at a certain degree of trust over a reference period. The main elements of this methodology 
focus on: 
- the period of analysis –  it is associated with holding the portfolio horizon or time required to sell it. 
The typical VaR application periods are from one day to one year (e.g., a 10-day period of analysis is 
required to compute the capital adequacy of financial intermediaries in accordance with The Basel II 
Capital Accord, while a period of one year may be used to estimate the credit risk); 
- confidence interval –  is the interval in which the VaR is expected not to exceed the maximum level of 
loss. Usually, the intervals used are 99% and 95% respectively.  
- expressing VaR level – it is usually measured in monetary units. 
 
3. The methodology for calculating value at risk 
Value at risk meets quite several criteria. In relation to the ADEH axioms it satisfies the monotonicity 
axiom, positive homogeneity and the translation invariance. In addition, it also has the additivity 
property. 
As main disadvantage, VaR does not present the sub-additivity property and thus, there is not a coherent 
risk measure in the general case. However, for special classes of distribution VaR is consistent, for 
example, for the normal distributions class. 
Let  z be the reference level with wich the portfolio value is compared to at the end of time horizon 
considered. If x<z, then there is a loss of z-x. So, the portfolio loss is given by the random variable:  
 

 = z -  (1) 
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As reference levels can be used the baseline and E( )the expected value.The probability of a loss less 
than or equal to l is given by the distribution function: 
 

 l = P( ) = (2) 
 

Using the loss distribution for a given time horizon and a particular confidence level 1-α, we get the 
equation: 
 

 VaR = P ( ) = 1-α   (3) 
 

Applying the inverse function to the above equation we get a value at risk: 
 

VaR =  (1-α)                (4) 
 

Interpreting the value at risk as the capital required to face the risk, figure(4) implies that in 100 (1 - α)% 
cases, this capital will not be exhausted. Applying the concept of value at risk to L-E(L) instead of L, we 
obtain a risk measure of the first type. 
Another option for this risk measure is the conditional value at risk at confidence level α defined as:  
 

 = E [L│L> ]       (5) 
  
On the interpretation of VaR as 100 (1-α)% from the maximum loss, CVaR can be interpreted as the 
average maximum loss in 100% α of cases. Conditional Value at Risk defined in figure (7) is a coherent 
risk measure if there is a density function, but not in general. In the general case, be considered 
alternative measures of risk such as the expected discovery or other equivalents, when consistency is 
required. 
Conditional value at risk allows the decomposition: 
 

 =  + E [L- │L> ]        (6) 
 

meaning the conditional value at risk is the sum of value at risk and the average excess value at risk if 
such an excess exists. So, the conditional value at risk will be at least as high as the value at risk.  
 
4. Models for estimating the value at risk 
There are a variety of methods that allow estimating VaR. Within these we can distinguish: 
1. Delta-normal method (variance - covariance) implies that the variations occurring in the risk factors 
are always normally distributed and that variations in the portfolio value are linearly dependent on the 
variations of all risk factors.  
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2. Historical Simulation Method assumes that all the future variations will have the same distribution 
that they had during the previous periods; 
3. Monte Carlo Simulation Method in which the variations are simulated in a (pseudo) random way. 
1. The Variance-Covariance method was popularized by JP Morgan Chase in the early '90s in their own 
RiskMetric methodology. A simplified version of it can be built on the assumption that the only risk 
factor for the portfolio is induced by the variations occurring in the value of its component assets. In this 
situation there are the following assumptions: 
The portfolio is composed of linear delta values, meaning the modifications in portfolio values (and 
within its returns) are linearly dependent on all the individual modifications in the assets values included 
in its structure; 
a. The variations occurred in the portfolio assets value are normally distributed. 
Based on the two assumptions, we can state that the portfolio return is normally distributed because a 
linear combination of normally distributed variables has itself a normal distribution. 
One can make the following notations: 
i - the yield on individual asset ”i„  an yield based exclusively on its value variation ;  
ρ - the yield on the portfolio (its value variation);  
N – the number of the assets in the portfolio; 
μ – the expected value (average); 
σ – the standard deviation; 
V - the initial value (in monetary units); 

 -  - initial allocation of capital asset "i"; 
 - the vector of all variables ; , it is the transpose of the vector; 

∑ - covariance matrix between the returns of N assets (NxN matrix); 
 All the assets are held throughout the period of analysis. 
 

 =  (7) 

 = (8) 
 

The main advantage of this method lies in its "compact" nature that facilitates the empirical 
implementation and the main disadvantage is the less plausible character of the assumption regarding 
the normality of the individual values modifications and of the portfolio overall value. 
The Historical Simulation Method is the simplest and the most transparent method of calculation. This 
method involves simulating a current structure portfolio based on historical data with emphasis on the 
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distribution in its yield and the computing of a percentile. Its main advantage is that it does not require 
the recourse to the normal distribution assumption and the disadvantage in its empirical application 
being the high computational and informational requirements. 
1. Conceptually, Monte Carlo Method is relatively simple, but involves a higher simulation effort than 
the previous methods. This method involves: 
- determining the total number of iterations of the simulation N; 
- for each iteration: 

- the generation of a (pseudo) random script regarding the price developments; 
- reassessing the portfolio on the basis of this scenario;  
- computing the global profit / loss per portfolio as a difference between the market current 
value and the calculated value in the previous stage; 

- the estimation of the simulated profit / loss distribution; 
- VaR for a confidence interval is calculated as a percentile. 
The method is useful for estimating the VaR in case of financial asset portfolios incorporating non-
linear returns. 
 
5. Conclusions 
Value at risk is one of the most modern techniques used in measuring the risks. VaR was originally used 
for measuring the market risks. However, the literature emphasizes that the VAR is now increasingly 
used for measuring other risk categories. This is due to explicit recognition of the need for an integrated 
risk management. In this case, the risks management focused on the financial risks will cause the 
financial risks to "slide" in those areas where they are not measured (Jorion, P., 2000:467).  
However, extending the use of VaR has its challenges. A major difficulty is given through data 
availability. VaR was first used to measure the market risk of some financial institutions. In this case, 
VAR is simple to calculate, with high frequency data, in many cases even daily. For other categories of 
risks (e.g. business) or for companies working in other sectors, data availability is a problem. In most 
cases there are low frequency data. Using the annual frequency data would result in a VaR that for a 
99% confidence interval means the maximum expected loss in one year of a hundred years. The 
interpretation of this result is of little relevance given the period considered plus it would take 100 years 
many times to validate the results, which is impossible in practice (Stulz, R., 1996:21). The second limit 
of VaR consists in the assumption of a normal distribution of potential gains and losses. The literature 
emphasizes that in reality the losses tend to be higher than those suggested by a normal distribution. 
Therefore, using VaR tends to underestimate the risks a company faces. Another limit concerns defining 
the VaR risks. VaR identifies the maximum loss that can occur with a certain probability. But a 
company is more interested in the cumulative loss that can occur within one year because just the 
cumulation of the losses for a year may result in a difficult financial situation. 
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The literature suggests an alternative to VaR using Monte Carlo simulation for forecasting the cash 
flows over a period taking into account the risks the company faces. The probability of a negative 
financial situation would be measured by the proportion of distributions for which the cash flow is 
below a set threshold. Such a technique can also be used to estimate the impact of different hedging 
strategies have on the probability of a negative financial situations. In addition, such a technique would 
address non - normal data and other issues specific to chronological series (mainly autocorrelations), 
although the latter can be solved by other specific techniques. 
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Abstract: Although Private Equity appeared some decades ago it still represents the expression 
of a mature capitalistic economy and a vital component of the Europe's entrepreneurial 
ecosystem. In this context the Romanian economy is already prepared to help innovation 
financing. As an European member state there is a strong will to improve public and private 
R&D environment by bringing research closest to innovation and stimulating private companies 
to invest in Innovation and therefore in their economic future. The proximity between the 
investor and the entrepreneur is a key role and should be an important advantage. 
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1. Private Equity –the expression of the financial economy 
 
Private equity provides equity capital to enterprises not quoted on a stock market. Private equity can be 
used to develop new products and technologies (also called venture capital), to expand working capital, 
to make acquisitions, or to strengthen a company’s balance sheet. It can also resolve ownership and 
management issues. A succession in family-owned companies, buyout and buying of a business by 
experienced managers may be achieved by using private equity funding. 
 

1.1. Venture Capital the origin of Private Equity 
 
According to the EVCA (European Venture Capital Association) venture capital as the origin of the 
entire private equity industry is a "vital component of Europe's entrepreneurial ecosystem and vital in 
achieving the EU's goals around innovation and a knowledge-led society. The venture capital is the fuel 
that allows entrepreneurs to turbo-charge their businesses with a commensurate high-return potential for 
fund investors". 
 
Historically the venture capital appeared in the US after the Second World War thanks to available 
savings of pension funds and insurance companies. General Doriot, a French naturalised American is the 
father of the modern venture capital. Harvard and MIT (Massachusetts Institute of Technology) 
professor, he is founding in 1946 in Boston the American Research and Development Corporation, with 
the goal to invest in young innovative companies. This company will enter into history having realised 
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one of the most important businesses in the history of venture capital: the investment in Digital 
Equipment Corporation for which the value multiplied by six thousand. 
 
Today venture capital in the US is realized through one thousand investment funds of which two third 
are specialised in innovative and high-tech financing. 

1.2. LBO the activity of Private Equity 
 
According to the AFIC (Association Française des Investisseurs en Capital) an LBO can be defined as a 
purchase of a healthy company, partially financed by loans in a specific financial, legal and fiscal 
scheme where the buyer managers associated with private equity companies realise together a capital 
gain at medium term. 
 
LBOs have become over the time a full-time job, that allow a growing number of companies to solve 
their problems of transmission and development and, simultaneously, to many employees to become 
entrepreneurs. 
 
The possible contexts of LBO's are varied but it may be: 
 - Family company who faces succession; 
 - Private shareholders willing to realise their assets by selling the whole company; 
 - Managers willing to diversify their heritage while remaining in the lead of their company; 
 - Selling of a non-strategic subsidiary of a group (refocusing on core business). 
 
There are two main types of LBO:  

• The MBO (Management Buy Out): the buy off a company by its management board; 
• The MBI (Management Buy In): the buy off a company by an external buyer manager. 

There are other variants:  
• BIMBO (Buy In Management Buy Out): the buy off by an external buyer manager in association 

with the seller's managers; 
• OBO (Owner Buy Out): the buy off a company by a holding of the actual owner and other 

financial investors. 
 

1.3. What type of funding at what stage of the company development?  
 
The figure shows at what moment the private equity can intervene in a company life time. 



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

50 

 

 
 
As you may notice the financing of a start-up is usually called "love money" is often supplied by close 
friends and family. 
 
Once the project becomes more concrete it is possible to find a business angel to bring financing and 
consultancy in order to continue the adventure. Business angels are generally entrepreneurs and their 
experience counts as much as their money. Next step will be to raise money from nearby private equity 
companies to give a real base to the project. If the company is looking for development we talk of 
development capital. If there is a case of repurchase of the company we talk about LBO. 
 
2. How to distinguish an investment fund of another 

2.1. Business Angels 
 
The term of business angel comes from the United States and it refers to persons investing in films 
production in exchange of profit sharing of the representations. The name spread to represent a private 
person who invests his private fortune in projects not only artistic but also industrial and commercial. 
 
An entrepreneur may face a time after exhausting his reserves with a project, when new financing needs 
appears and has no more bank guarantee to give and his project does not appear so ambitious for the 
private equity. We usually call this moment "funding-gap" or "equity-gap". The entrepreneur asks too 
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much money from his bank and not enough from the private equity. In this case the business angel 
covers this gap of debt financing between banks and private equity. 
 
Being aware that the money invested will have an affective dimension (he like the project) and a risk 
dimension (he can loose all the invested money) the business angel gets involved himself in the project. 
Therefore besides his financing the business angel might bring: 
 - Management "savoir faire" and his address book; 
 - Coach for the entrepreneur (accordance of the personalities since he liked the project) and 
godfather (setting in the network, address book); 
 - Financial leverage for future investments since the business angel inspires confidence to the 
private equity and banks. 

2.2. Private and public incubators  
 
We should first of all present the postulates of an incubator: 

• That the speed of the development of a project is a determinant competitive advantage and a 
platform supplying a panoply of services (recruitment, offices and facility, etc.) allows the 
entrepreneur to better concentrate on strategic elements of his project and to organise its growth; 

• That there is a link missing in the chain of the financing between the business angels and the 
venture capital companies; the business angels hesitating to refinance the project after their first 
stages and venture capital companies are not structurally equipped to invest in boot situations; 

• That there is a unique place of experience exchange between coaches and company founders 
having similar start-up concerns whatever the project is. 

 
The functioning of this structures rely on putting together resources like offices, secretariat IT 
equipment, human resources, legal and marketing services but also financial and management 
consultancy. In return of this, the incubator should take a part of the capital of the start-up (10% to 50%) 
and sell it at the next financing tour. In Europe these structures have been hit by the financial crisis of 
2001 because their business model relied on their equity stake which became problematic in an 
unfavourable environment. 

2.3 Venture Capital or Corporate Venture 
 
The development of corporate venture at the beginning of 2000 by big industrial groups testifies the 
maturity of this activity and the interest it raised. Big groups created their own investment funds called 
"corporate venture" in order to resist on the agility of SME's better updated with technological 
innovation. Each one find its interest: industrial groups have a "pre-emption right" on the technology if 
is a success and the start-up benefits of financial, legal and technical experience of the industrial group 
with, however, an inconvenient for the start-up: the risk of having less profit from his innovation than 
with an independent investor. 
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In Europe venture capital took off after 90's touching a high development in 2000. Actually venture 
capital redressed after 2008 but still remains at low levels.  
 
3. Innovation financing – toward new innovative financing 

3.1. Europe context in SME's innovation financing 
 
Even tough private equity is rather a local activity, the European Commission is dealing with venture 
capital trying to create a new Single Market Act and to improve transnational venture capital. 
Nowadays, there is an ongoing public consultation launched and by the end of 2012 a legislative 
proposal for the implementation of the identified measures should be launched.  
In fact there are more European initiatives of which EIF (European Investment Fund) already help 
SME's finance their projects and guarantee their loans. 
 
Furthermore within the Innovation Union (October 2010) the European Commission insured that by 
2012 venture capital funds established in any member state can function and invest freely in the EU (by 
adopting a new legislative regime) and will endeavour to eliminate any tax treatment unfavourable to 
cross-border activities. 

3.2. Innovation financing in Romania: context and strategy 
 
Romania is still influenced by its historic public financing of R&D organisations. As a member state she 
subscribed to the "Horizon 2020" R&D and Innovation strategy with a priority for investment in 
efficient R&D in order to raise investment from 0.48% of GDP in 2009 to 2% of GDP in 2020 of which 
a half by private financing.  
 
As part of the R&D strategy for 2013 it is worth to mention the recent initiative of the governmental 
ANCS (Agenţia Naţională de Cercetare Stiinţifică) to create ReNITT (Reţeaua Naţională pentru Inovare 
şi Transfer Tehnologic) inside the project Ro Inno. ReNITT is a promoting platform for Romanian R&D 
organisations and has ambitious projects in implementation phase. According to Daniela Nemoianu 
Istocescu a KPMG partner "It is essential for the Romanian authorities to demonstrate that Romania, as 
part of the emergent CEE market and a relatively new member of the EU, is prepared to face the 
challenges brought by the financial crisis, as well as to recover some of the transition delays, by 
promoting clear, coherent and long-term sustainable policies and strategies, by insuring continuity and 
transparency in their approach to private equity investors and by aligning to the development trends of 
the European tax and legal environment". 
 
Even though at this time the Romanian private sector brings from abroad innovation already created 
outside Romania in order to stimulate private financing of innovation, Romanian Government is 
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encouraging R&D public sector to transfer Innovation in private companies. Furthermore private 
companies that invest in R&D should benefit from fiscal deductibility of their investment. An 
"innovation voucher" is created and aimed to accustom companies to acquire R&D services.  
Most of the big companies, themselves subsidiaries of international groups, invest in R&D in their 
headquarters outside Romania. Therefore, SMEs need strong taxation advantages and healthy legal 
environment to convince private equity funds to help develop their main competitive advantages. 
Creativity of Romanian entrepreneurs and outside Romanian network should also be part of the strategy 
of innovative SMEs.Knowing the absence of sufficient business angels and the variety of banks loan 
policies, there should be created local investment funds, equivalent of French FCPR (Fonds Commun de 
Placement dans la Recherche, 1984), FCPI (Fonds Commun de Placement dans l'Innovation, 1997) and 
FIP (Fonds d'Investissement de proximité, 2003). This kind of instruments should spread risk via a 
centralised insurance company in coordination with the SMEG - European SME Guarantee Facility 
operated by EIF, institutionalise and grow professionalism of innovation financing before confronting 
the European competition. 
 
Private insurance as well as taxation advantages should contribute to supply these funds with enough 
financial resources. Legal environment should also be set out to insure a secure and healthy business 
environment. Therefore lawyers and certified public accountants should adapt their mission tools to 
these innovation specific tasks. Nevertheless the proximity between the investor (public or private) and 
the entrepreneurs represents a key role in venture capital and innovation financing and this should push 
up innovation with the right tools. 
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Abstract 

 
 In this article are theoretical explanations on food security, food security  independence and presents 
factors that influence them. It also shows the status of global and national security, illustrated by a series of 
specific indicators and trends of their evolution. Finally, make some assessments about the prospects for food 
security in our country. 
 
Food security refers to food availability and access. A family farm, or any other form of organization 
would be considered to be safe and to have safe food only when the occupants do not live in hunger or 
fear of starvation. According to the UN Food and Agriculture that FAO and World Resources Institute, 
global per capita food production increased substantially in recent decades, but contrary to some of these 
calculations a total of over 1.26 billion people suffer chronic hunger because of extreme poverty, while 
over 2 billion people are food insecure state and six million children die of hunger every year - (17,000 
daily) because of malnutrition. (Source: FAO, 2003). 
Given these circumstances, it is increasingly difficult to maintain at least controlled - Food security in a 
world overwhelmed by a confluence of events "leading", where more than half the world population 
lives in urban areas about 3.3 billion people. 
 
Keywords: food security, food independence, food crisis, price volatility, agricultural potential. 
 
Definition:  
 
Two commonly used definitions of food security are issued by the United Nations Food and Agriculture 
Organization (FAO) and the U.S. Department of Agriculture (USDA): 
Food Security exists when all people at all times, have physical access, social and economic enough 
safe and nutritious food in order to satisfy their food and food preferences for an active, healthy life.  
Food security includes a minimum of the ready availability of adequate nutrition and food safely and 
also to ensure the ability to acquire acceptable foods in ways socially acceptable (without resorting to 
emergency food supplies by scanning , theft, or other coping strategies). 
(DefinitionUSDA) 
 
 

                                                 
1 This work of PhD. Student Mr. Bogdan BAZGĂ, was cofinaced from the European Social Fund through Sectorial Operational Programme 
Human Resources Development 2007-2013, project number POSDRU/107/1.5/S/77213, "Ph.D. for a career in interdisciplinary economic research 
at the European standards" (DOCCENT) 
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INTRODUCTION 
After so many challenges and trials, unprecedented global economic crisis, a new challenge is being 
added to the world Food Insecurity and the main causes are price volatility, climate change, lack of 
government consistency and a medium to long term plan for crisis management ( even a possible food 
crisis), which can be added: 

- Land degradation and constant desertification 
- Food safety limit independence, Romania being a net importer of food products 
- Poor management and control system on the food chain traceability 
- Dealing with the indifference to global warming 
- Climate changes 
- Poor management and / or lack of reaction to the global economic crisis 
- Different levels of development between regions 

Although there were concerns for the nutritional status of people since ancient times, until the middle of 
last century were set up scientific and institutional food and nutrition policy today.      Food and 
nutrition policies are represented by a series of objectives, priorities, rules and decisions adopted by the 
factors and institutions invested with the powers necessary to ensure the entire population and economic 
conditions - social good individual and public health. 
    Food security has different meanings in the literature: 

 Aims at ensuring access for everyone to access and more healthy food;  
 Aims at ensuring food availability; 
 Ensure and respect the right of any person to feed the desire to have a healthy diet; 

Supply system - a system that is supposed to feed everyone while ensuring sustainable management of 
natural resources. Hence, we can ask: Is humanity adequately prepared to meet this challenge? 
 
      Food security and food safety are key components of those national security concerns and policy 
instruments used for pre-meet organizational risks, vulnerabilities and counter potential threats or 
crises occurring in food and especially to guarantee the population access to food a Member . At the 
same time, food safety is a scientific discipline, which relates specifically to how the handling, 
preparation and food storage so as to prevent starvation and illness population. 
       Agri-food and food products - food can transmit diseases from person to person but can also serve 
as a growth medium for bacteria that can cause food poisoning. 
 
1. AGRICULTURE FOOD SECURITY MAIN BRANCH OF ROMANIA 
Food Security situation in Romania 
        For over four decades in the world and in Romania, there were made remarkable progress in food 
production and food security. However, in case of food security progress is quite slow and depends 
largely on political and social conditions at a time. 
         Rapid changes taking place in government structure and authority in the global economy, the 
structure of agriculture and food industries, local and global trade and the globalization and trade 
liberalization lead to rapid changes in consumer needs and the requirements on quality and food safety, 



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

58 

 

food security, nutrition, legislation and control. Development of new technologies, emergence of new 
knowledge about food and food come to satisfy all these requirements in a particular measure. 
       Food security can be ensured by finding new solutions and feasible to obtain food with high 
nutritional value by means of biotechnological but also through effective use of existing natural 
resources, by exploiting the full potential of their targets are becoming more stringent the years to come. 
      The main guiding ideas about the importance of the food security and agriculture as the main branch 
of the Romanian economy in providing the vital resources of people and arguments that help us to 
outlining the essential elements, impact, giving the side of safety on all levels social life: individual, 
national, regional and global deserved place among the other similar size, especially in light of EU 
integration as Romania's national interest. 
        These changes will have serious effects on the five dimensions of food security: 

 Food availability,  
 price volatility, 
 population accessibility to food availability,  
 Food use 
 stability of food.  

For Romania, its sub-branches farming - growing plants and animals, agro-food industry, is one of the 
most important resource of development. 
 Also, by identifying hazards, threats and risks to food security, can predict the main 
vulnerabilities of agriculture and agri-food industry, which are among the most diverse: 

• Vulnerabilities that directly affect the natural environment - soil, water, air, energy 
• stocking or over-exploitation: underdeveloped infrastructure, mainly the critical, starting with 

the production: agricultural equipment obsolete and physical storage space, energy networks 
insufficiently developed transport network of food commodities 

• inability to access funds, which were established by the Common Agricultural Policy (CAP) 
for 2007-2013, 

• increased fragmentation of agricultural land owned by farmers that are major (where only 4% 
of national arable land is owned by 50 farmers leading to potential exploitation and utilization, 
only 7 million ha are subject to EU funds since 2.4 bill. ha are of some subsistence farms;  

• lack of adaptation of the legal status of farmers households at the micro-farm in order to 
qualify to access the funds for rural infrastructure development and improving living standards 
of farmers by funding national and accessing funds for agriculture funds specific. 

• Depreciation of the technical and investment stagnation, destruction of assets (irrigation 
systems, plantations, equipment, livestock, etc.). 

According to the opinion of many experts, a country's food security is the most important dimension of 
national security. A state has food security if it has sufficient availability of food and agricultural 
products, able to cover food needs for all residents enrolled in its borders and ensure, while stocks 
needed for livestock, and water in case natural disasters, war, etc. crisis. Food safety failure can generate 
internally, convulsions and social tensions, can damage physical and mental health of the population, 
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create economic and political instability, and can attract external diplomatic pressure, economic and 
political effects and unwanted dangerous to national security. 

 
2. AGRICULTURE  POTENTIAL OF ROMANIA 

 
Agriculture in the economy 
On nationally plan, agriculture is one of the major branches of the Romanian economy. The contribution 
of agriculture, forestry, fisheries in GDP (gross domestic product) stands around 6% and the EU 
Member States stands at about 1.7%. 

Tabel 1. Share of agriculture, forestry, and fisheries in GDP 2 
mil. lei current prices 

GDP 
 

2007 2008 2009 2010* 
 

2011** 
trim. I 

 
Agriculture, 
forestry, fishing 
and fisheries 

23992,2 34126,3 31734,9 30728,6 2229,2 
 

TOTAL GDP 416006,8 514700 498007,5 513640,8 106723,5 
 

% from GDP 5,8 
 

6,6 6,4 6 2,1 

Source: Romanian Statistical Yearbook 2010, tab. 11.1 
 * Monthly Statistical Bulletin no. 1 / 2011, NIS tab. 72, provisional data 
 ** Press Release 124, NIS 8 June 2011 
 
Land Fund 
Provisional data from the General Agricultural Census 2010, 23.8 million ha of the sum as in Romania, 
the agricultural area used for farming is about 13.3 million ha (55.9%), of which about 8.3 million . ha is 
arable land. 
By use, arable land covers about. 62.5% of the agricultural area. Cereals and oilseeds occupy about 80% 
of arable land. 
 

Tabel 2. The land fund, by use 
-thousands ha- 

Specification 2007 2008 2009 2010* 2011** 
Agricultural area, of 

which 
14709,3 14702,3 14684,9 14690,1 13298 

Arable 9423,3 9415,1 9422,5 9417,7  

                                                 
2 www.madr.ro, Romania’s agriculture, july 2011. 
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Pastures 3330,0 3330,0 3313,8 3343,2 4449 
Hay 1531,4 1532,4 1528,0 1521,1  

Vineyards and 
grapevine nurseries 

218,0 214,5 215,4 209,8  
317 

Orchards and 
nurseries 

206,6 207,3 205,2 198,3  

Family gardens *** - - - - 182 
Source: Romanian Statistical Yearbook, 2010  
* MARD, Agr 2A 
 ** INS press release no. 136/30 June 2011, provisional results of the RGA in 2010  
*** 2007-2010 * kitchen gardens are included in the arable 
 Note: 2007-2010 * conf methodological Yearbook is highlighted agricultural surface-to 2010 **, conf RGA 2010, is highlighted on farm UAA 

 
 
Fig. 1 

 

   
Source: INS press release no. 136/30 June 2011, provisional results        
Source: INS production plant for the main crops of RGA 2010-June 2011 
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Fig 2. 
  

 
                      Source: Eurostat Yearbook 2010 (date 2007)  

       The report of the country's arable land and population means that each inhabitant in Romania 
represents about 0.41 hectares of arable land, high value of many EU countries and almost double the 
average. 
 
 
STATE AGRICULTURAL HOLDINGS BY SIZE CLASSES 

 
        The existence of a large number of small farms into large farms reveals parallel structural 
imbalance affecting agriculture in our country and its competitiveness. 
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Fig.3  

 
 
PRODUCTION OF MAIN AGRICULTURAL PRODUCTS PLANT per capita 

SPECIFICATION UM 2007 2008 2009 
Cereal grain Kg 362,8 782,5 692,7 

Wheat Kg 141,4 333,9 242,3 
Rye Kg 1,0 1,5 1,5 

Maize Kg 178,9 365,0 371,4 
Suflower  Kg 25,4 54,4 51,1 

Beets Kg 34,8 32,9 38,0 
Potato Kg 172,4 169,7 186,5 

Vegetables Kg 144,7 177,6 181,7 
Fruits Kg 50,4 54,8 61,6 

Source: Statistical Yearbook of Romania, 2010, tab. 14.9 
Notice of 2010 cereal production increased from 2009 by 12% while reducing the cultivated area by 
4.8%. 
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In conclusion 3, price developments in recent years, the average consumption per capita and own 
consumption and foreign trade in agricultural products show a poor outcome on agricultural production 
and, especially, the food security of the population.  
Increasing use of the agricultural potential can turn Romania into an independent state in the food 
security of the population, but also a provider of such security to other countries through a net exporter 
of agricultural products, raw materials and food. But this can be achieved only through appropriate 
strategies and policies to stimulate investment in this sector and increase the performance and 
competitiveness in the agri-food sector as a whole and in all economic organizations in it. For otherwise 
the OECD considers that "investments in agriculture in developing countries will be particularly 
important for increasing the amount of food available, and to obtain income and create jobs." 
Without a systemic approach and without proper financial support and investment strategies and policies 
together with agricultural and rural development performance, our country's food security can be 
strongly affected in the future. Bear in mind that this will be amplified by global warming and climate 
instability, generally deepening and broadening territory manifestation of drought and other natural 
phenomena have a negative impact on agriculture. 
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HOMO ECONOMICUS – MAYA (1) TO OVERCOME 
 

Daniel Belingher PhD Candidate 
The Academy of Economic Studies – Bucharest 

 
Abstract: This paper brings into discussion one of the issues of the economic mainstream occurred 

during the last years, more specifically since the beginning of the economic crisis. The debated matter is 
that of rationality in economics. In this paper a qualitative analysis of Homo Economicus will be made 
and we will try to observe if the pattern suggested by this model is worthy to be totally considered, as it 
is mainly treated by most of the economic theories.    
 

Key words: economic model, homo economicus, rationality.  
JEL Codes: B30, P00 
 
The concept of Homo economicus has been introduced in the 19th century by the philosopher and 

economist John Stuart Mill. For the first time, these two terms were put together in Essays on some 
Unsettled Questions of Political Economy, published in 1848, but the model was developed during the 
same year in Principles of Political Economy.   Homo economicus or the economic man is a person who 
acts so that to maximise his welfare, taking into consideration the constraints he has to face. Homo 
economicus is the favourite model used by the economists’ guild, but it entered also in other social 
sciences through the so-called rational choice theory (Rodriguez-Sickert, 2009: pp. 1). According to 
Mill, by studying the economic principles and not the transient models, the economic science was living 
with the aim to get closer to the truth and to the moral standards, which are involved, in the scientific 
approach. This objective involved the research of the general features, common to all people and found 
again in homo economicus, i.e. in the representative economic man, in a gain-oriented society and with 
an order resulted from the natural laws and the peoples’ wish (Rogaine, 2009: pp.221-224). On the 
assumptions of this model, transforming the model’s premises in axioms, an entire wave of economists 
built mathematics models. In this respect, one of the concluding examples is represented by the founders 
of Lausanne School (Léon Walras and his disciple, Vilfredo Pareto). 

The model was criticized from the very beginning by Mill’s opponents from the Historical School, 
being accused that the man appears in a moral unpleasant role, but also that this portrait of the man is 
extremely under-dimensioned compared with what really means the human nature. John Neville 
Keynes, the father of famous John Maynard, accused Mill in 1891 „of mistaking a part of the whole and 
imagining political economy to end as well begin with mere abstractions.” (Keynes, 1891:Ch.6). In this 
paper we will also focus on the weaknesses of this model, so often used in the economic analysis. 

In order to understand how the economies function and how they can be administrated and 
developed, one needs to pay attention to the structure of the thoughts animating peoples ‘ideas and 
feelings (Akerlof, Shiller, 2010:pp.23-24). Hereinafter, the subject treated in this paper will develop and 
result in a behavioural analysis (2). The economic system, the framework of the analysis, will be 
reduced to the primary parts, i.e. to people.  The economy goes and – without being strange at all – like 
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a boomerang, it returns to its essence. In this natural way, the man became again the measure of all the 
things in economy. The process may be called anthropic circularity (Dinu, 2010: pp. 96-109). Human 
behavioural analysis in the economic environment try to understand the way we function in reality, so 
that we are able to more carefully observe the tendencies, to be more aware of their influences on us and 
– hopefully – to take better decisions (Ariely, 2011: pp.20-21).     

There is a preferred term used in the economic theories: the rational. What does rational mean for 
the economists? The economists like to believe in rational individuals. The sense of rational in economy 
gets closer to the notion of coherence. It is strange that the description of the homo economicus typology 
- calculated and rational individuals, selfish and concerned only by their own interest (Stiglitz, 2010:pp. 
391-398), having an inner structure without empathy, civic sense and altruism - seems to be, at the first 
glance, a human typology totally controlled by a single cerebral hemisphere – the left one. Certainly, we 
– as human beings – function based on a link between the two cerebral hemispheres, based on 
interactions that take place due to electrical impulses or/and chemical reactions. Indeed, only one 
cerebral hemisphere determines a predominant behaviour or a big part of our abilities; however they 
both function and consistently affect our behaviour. It is thus clear that the economic models, which 
moved the rational to ideology, have not been built based on the biological characteristics of man. 

Recent studies of neurosciences show that the human brain actually functions during the life in an 
adaptive manner, opposed to what has been thought till one decade ago: we are all born with an equal, 
total and steady number of neurons and this number is not affected by the experiences we face during 
the life (Goleman, 2005: pp.53-60). In which way is materialised this adapting capacity of the brain? In 
close connection with the experiences we have to face, new connexions are made between the existing 
neurons, but also new neurons are created, prepared for other tasks.          

One of the most relevant examples is the experiment made at the beginning of the last century by the 
psychologists Robert Yerkes and John Dodson. Using two versions of the same basic experiment, they 
got similar results. The experiment consisted in putting more mice into labyrinths. Some areas of the 
labyrinths were painted in white, some others in red or black. In the white zones nothing happened to the 
mice, in the red zones they had to go through moderate electric shock, while in the black zones they got 
powerful electric shock. What was the conclusion of this experiment? The animals were able to adapt 
themselves when the stimuli (electric shock) had a medium power. When the shock became more 
powerful, they weren’t able any more to adapt, being practically confused by the power of the shock. 

In below graph is possible to express the results of this experiment as a mathematical function. 
Therefore, the red line shows a direct positive correlation between performance and stimuli, an axis 
having strict intuitive foundations, while the curved „U” shape line expresses the results of the 
experiment. On this function, the performance increases along with the stimuli till to a maximum point. 
Once the function reaches its maximum, as the stimuli increase the performance decrease, due to the 
emotional side, which takes control. Thus, when the shock felt is too powerful (be it positive or 
negative), it is certainly noticed an inability to adapt. 
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Source: the author 

The connection between stimuli and performance (the red line intuitively represents the function, while the green one, upside-down 
„U” shape, represents the results of the experiment; the graph has been made after the graph from The Upside of Irrationality: The 

Unexpected Benefits by Dan Ariely). 
 

 
As a first conclusion we may say that the preferences and tastes of a person, and also this person’s 

manner of action, her values, could be changed during a life time, as long as there is a so-called 
condition of stability, meaning that the stimulus determining the change is a moderate one. 

After this short digression, we revert to the main object of our analysis, i.e. homo economicus. 
However, we should not totally entrust ourselves to homo economicus as a perfect valid model, since we 
have just noticed above that the human rationality has a maximum point.   One may say that the human 
species has just left the sphere of magical thinking, because few hundred years represent a very short 
period for species ‘evolution. We should not trust only the model, which identifies the man with a 
computing machine of his own interests. Therefore, the human being, the primary cell of the economy 
and economics, is not just guided by the rational thinking. The human being has also a different kind of 
thinking, the emotional thinking (3); this is improper called „thinking”, because it is mainly about 
reactions determined by emotions. 

The mechanical clock of Descartes didn’t totally fulfil its responsibilities, because he reduced the 
man to just a half of it (the man struggling to avoid the rain of needs under his economic umbrella). We 
may distinguish two complementary ways of functioning for the human brain (Capra, 2004: pp.21-29). 
So, we have the rational and the intuitive (which may be confused with emotional). Should we make a 
parallel with the Chinese philosophy, rational may be perceived from yang (masculine) perspective, 
while intuitive may be perceived from yin perspective. Yang is exuberant, aggressive, competitive, 
rational, analytical, while yin is sensitive, willing to co-operate, conservative, intuitive. In yang we may 
observe the specific characteristics of Homo Economicus. 

According to many economists, a certain process is not an economic process if it fails to show 
measurable results, like profit. The economic judgement is extremely fragmented, if we take into 
consideration the rest of aspects in the system.  Which are the minuses that stop clustering into the 
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economic pattern charitable or civic activities, like social of non-profit activities having as objective to 
preserve the environment from the economy sphere? 

The word „Maya” from the title of this paper was not chosen at random and was used only to draw 
attention about how the things happen in this moment; through this Sanskrit word I tried to practically 
emphasize the need of transition from the narrow pattern of homo economicus (4) - with characteristics 
mainly built on the foundation of the western world - towards other models, having a larger view, 
containing human virtues, like empathy, care for environment, the world we live in and even the civic 
sense – therefore a good co-operation between us and the others.   

Taking into consideration all these aspects, based on yin characteristics, we may introduce into 
discussion a new model, a new humanoid type, antithetical to homo economicus. At the opposite site 
there is Homo reciprocans or the reciprocal man   developed by Samuel Bowles, teacher of economy at 
the University of Massachusetts. This model sees people as cooperative players who are motivated to 
improve the environment. Which exactly are the social and economic outputs generated by the above 
model? The social co-operation is a determining factor which comes out from this model and the result 
is actually weighting what is better for individuals, for the environment where they live and taking 
decisions in accordance with the judgement made.   

This is just an alternative for the homo economicus model. Another version to replace homo 
economicus is homo politicus, who tries to consider which is the best for the society (Nyborg, 200: 
pp.310).  Another definition for homo politicus is made by Sagoff: the citizen who is interested by the 
community good (Sagoff, 1998: pp.8).  The concepts „best for the society” and „public interest” are in 
connection with the common good, usually called political justice in political philosophy. There are 
some characteristics of the homo politicus, which will be listed below (Faber et al, 2001: pp.328-329):     

a. A human being behaves as a homo politicus if she has as main goal the common good, but in the 
same time focuses on preserving democracy and social order (the State preservation); 

b. The actions of homo politicus should be reflected in the public and political debates, and further 
on – in taking the decisions; 

c. Homo politicus is characterised by certain abilities, or better said by human virtues, which help 
him to achieve his goals. He has to have the courage to be responsible both for his words and for 
his facts. 

 
Conclusions 

 
To a great extend Homo economicus is a caricature of the human personality, as he is considered a 

„hedonistic sociopath”. He has no culture at all and is too smart (Shalizi, 1999:pp.16-20). It is therefore 
clear that the economic theories based on this model, of a perfect rational individual, have big gaps. This 
illusion must be overcome and it should be taken into consideration – from the point of view of a 
behavioural analysis – other psychological mechanisms, which influence the „rationality” in economy, 
without using the parsimony governing the classical analysis. The alternatives to homo economicus have 
in view to exit the area of a paradigm, trying to reach the area of a new paradigm.      
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Notes: 

1. The term Maya comes from Sanskrit and is derived from the word root ma (which means no) 
and yak (which may be translated with that one). Is a concept used by the Indian religions 
and is focussed on the term „illusion”. 

2. Notes from the course Comparative Analysis of Economic Systems and Models, Dinu Marin. 
3. To make the difference between the emotional thinking and the emotional intelligence, as it 

is used the first structure in the context. 
4. See the first part of the paper. 
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Management by Value 
 

Alexandru Bogeanu, PhD Candidate 
The Bucharest Academy of Economic Studies 

  Abstract 

 The target of this paper is to study the following dilemma:  
    Which would be the relevant tools in assessing the performances of the managerial team by an 
entity’s shareholders?  
    What financial analysis techniques are recommended for use to protect the shareholders’ interest 
in their relationship with managers?    
   

Key words: Return on equity; Economic Value Added (EVA); Market Value Added (MVA); 
Rating-type analysis methodology; Management agreement by value. 

  Study of case 

 Up to now, no study was made on the relevance of the measuring tools of economic-financial 
performances. In Romania, the return on equity (ROE) is a basic index in assessing performances, while 
the economic value added (EVA) and the market value added (MVA), are performance criteria not 
employed. The EVA and MVA are the ultimate performance indexes, which appeared in the 1990-
2001period, at first in the USA, and starting from 1995, in Europe, too. The EVA and MVA are 
performance indexes presented in the specialized publications; however, they are infrequently utilized in 
making the managerial or shareholders’ decisions. 
 The sole aim set out by the company given the context of the economic value added  is to 
maximize the process of achieving the value intended for shareholders.  
 In this paper I will present a comparison based on the financial statement of OMV PETROM, a 
joint-stock company. 

To provide a conclusion on what kind of management agreement will be an advantage to 
shareholders in their relationships with managers, I will compare the economic and financial 
performance indexes to the indexes relating to the achievement of value added and my endeavor will be 
to give a reply to the following questions: 

1) Did society create economic value added or did it destroy economic value?    
2) Is remuneration of owner’s equity performed at an attractive rate, anyway higher than that 

which the investor might achieve in case of a safe saving? 
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a) Analysis of accounting period 
Petrom Indexes 31.12.2007 31.12.2008 31.12.2009 31.12.2010 

Accounting period result 1.778.042.301 1.022.387.463 1.368.127.631 1.799.154.602 
 
b) Analysis of return on equity rate  
 
The statement of Petrom Company for the 2007-2009 period relating to the company-owned equity, 
which consists in data taken from the balance sheet as well as loss and profit account: 

 
c) Economic value added  

Utilized economic capital  Invested capital 
 Fixed assets, net (Fixed assets minus 

depreciation)  
 Necessary working capital 

 Company-owned equity 
 Financial debts, net (Financial debts minus 

liability cash)  
 NFR 2008=(Inventory +Receivables) - (Short-time debts - Short-time credits)= 953.145.157 RON 
Company-owned equity in 2008 = 13.568.598.477 RON; Cash, liability in 2008 = Current credits + 
Discounted notes, not due =1.768.529.690 RON; Invested capital in 2008 = 15.337.128.167 RON 
 Cost of capital K  is obtained as the weighted average of the costs of the two components: 
 2 0 0 8

* * (1 ) 1 6 , 9 4 %p r

p r

C R D a t p iK
C D a t
+ −

= =
+

 

where:  prC  is the company-owned equity =13.568.598.477 RON;  
Dat - sum of net financial debts 1.768.529.690 lei;  
(Sums due to credit organizations:  

 Short term: 300.526.268 RON;  
 Long term: 1.486.003.422 RON) 

R - average cost of company-owned equity = 17,14%; 
p - average interest percentage = 18,34%. 

Cost of debt = * (1 )D a t p i−  = 1.768.529.690 * 18,34%* (1-0,16) = 272.452.610 RON 

Petrom Indexes 31.12.2007 31.12.2008 31.12.2009 31.12.2010 
Total assets (At) 21.161.033.559 24.927.446.177 26.713.538.384 32.102.076.163 
Company-owned equity (Kp) 13.184.118.605 13.568.598.447 14.056.147.241 16.195.075.527 
Turnover (CA) 12.284.378.408 16.750.726.457 12.842.384.017 15.539.741.666 
Net result - RON 1.778.042.301 1.022.387.463 1.368.127.631 1.799.154.602 
1. At/Kpx100 160,5% 183,71% 190,05% 198,22% 
2. Pn/At x 100 = Return on equity 

rate, economic - (ROE) 8,4% 4,1% 5,12% 5,60% 

2.1. CA/At x100 58,05% 67,20% 48,07% 48,41% 
2.2. Pn/CA x 100 = Return on 

equity, commercial 14,47% 6,10% 10,65% 11,58% 

Return on equity rate, financial, 
Pn/Kp (%) 13,49% 7,53% 9,73% 11,11% 
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Where: i  is income tax rate. 
Cost of company-owned equity: 

0 0 0( ) * *m pR R R R R Rβ β= + − = + = 17,14% 
Where: 0R  is the safe interest rate = 9,82%; 
 mR - average return on equity rate of stock exchange market = 17%; 
 β - evanescence coefficient of that title, as compared to the average stock exchange market = 
1,02; 
 pR - market premium = 7,18%. 
 The safe interest rate is typically equal to that practiced in the case of government titles. 
 Therefore, we can make a synthesis of the calculation of the economic value added (EVA), as 
follows: 

* (1 ) * 1 . 4 9 8 . 3 5 3 . 5 9 7E V A R E i C i k l e i= − − = −  
Where: RE  is the operational result = 1.309.233.231 RON ; 
 Ci  - invested capital = 15.337.128.167 RON. 
 i – tax percentage = 16% 
       16.750.726.457 (Turnover)        
         -  15.650.970.543 (Operation expenses, income tax included 16%) 
         -    2.598.109.511(Cost of capital) 
=          - 1.498.353.597  (EVA= Economic Value Added) 
 
Calculation and analysis of EVA, based on the non-adjusted accounting data 
EVA= Net operational result – Cost of invested capital 
 To substantiate the above, the information in tables 1, 2, 6, and 7 is employed. 

a) Determine the net operational result 
Operational result                   1.309.233.597 
- Adjustment relating to deductibility of interests 
(1.635.431.821 x 16% x number of credit days) =                     23.563.439 
- income tax                             583.175.877 
= Net operational result                     702.493.915 

b) Determine the cost of invested capital 
                   Table 1  

Item 
No. 

Indexes Invested capital 
(accounting values) 

Market value 

0 1 2 3 
1. Company’s own equity: 

- Ordinary shares 
- Capital premiums* 
- Reserves* 
- Other company funds 

 
5.664.410.834 

0 
6.366.212.969 
1.537.974.644 

 
10.253.000.000 

- 
- 

1.537.974.644 
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2. Provisions for risks and expenses ** 6.262.466.399 - 
3. Deferred taxes ** 15.250.548 - 
4. Loans from bonds issuance ***  - - 
5. Long-term bank loans ***  1.486.003.422 1.486.003.422 
6. Short-term bank loan *** 300.526.268 300.526.268 
7. Total 21.632.845.084 13.577.504.334 

Source: Petrom’s Report on Management Accountancy  
Note: 
*Capital premiums and reserves are not distinctly shown in the „market value” column because in essence, their value is reflected in the market value of 
ordinary shares. 
**They have no market value as separate elements. 
***The market value of the interest-bearing debts is not, as a rule, provided in the annual Reports on Management Accountancy. 

Determine the cost of invested capital       Table 2 
Item 
No. 

Indexes Value 
RON 

Weight in invested capital (%) Cost 
(%) 

1. Ordinary shares 10.253.000.000 75,51% 17,14% 
2. Other company funds 1.537.974.644 11,33% 16,94% 
3. Financial debts 1.786.529.690 13,16% 10,95% 
4. Total 13.577.504.334 100,00% - 

Source: Petrom’s Report on Management Accountancy. 
 Cost of ordinary shares = 

Cost of a safe investment (of loans from government)   =   9,82% 
+ market risk premium (expected efficiency for an investment on the share market), corrected by 
coefficient β , equal in this very case to 1,02 (middle risk)   =   7,32% 
= Cost of ordinary shares       = 17,14% 

 Cost of ˝Other company funds ˝ was evaluated by Petrom as 16,94% (Table 2). 
 Cost of weighted average of capital 75, 51 17,14 11, 33 16, 94 13,16 9,198 *

16, 07%
100

x x x+ +
=  

*9,198⇒ 10,95 x (1-16%) = 9,198%; where: 16% is the company tax rate. 
 Consequently, the cost of invested capital is: 

21.632.845.084 16, 07 3.476.398.205
100

xCost lei= = (RON) 

Under these circumstances, EVA amounts to: 702.493.915* - 3.476.398.205 = - 2.773.904.290 
RON. 
702.493.915*= resulted according to the item above. This would mean a destruction of value resulting 
from the fact that the efforts to remunerate the capital are higher than the operational result. 
Calculation and analysis of EVA based on the processed accounting information 

A. Operate processing for the Petrom case 
a) Adjust Research and Development costs 

 Research and Development costs for the 2004-2008 period is 0 RON.  
b) Adjust acquisition differences. According to the data, the value of acquisition differences is 0 

RON. The accumulated depreciation at the end of 2008 is added to the invested capital (see Table 3 and 
Table 4, row 3). 
The adjusted invested capital and Petrom market value     Table 3 
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Item 
No. Indexes Invested capital 

(adjusted values) Market value 

1. 

Company’s own equity: 
- Ordinary shares  
- Capital premiums* 
- Reserves* 
- Other funds 
- Research and Development costs ** 
- Goodwill** 

 
5.664.410.834 

- 
6.366.212.969 
1.537.974.644 

- 
- 

 
10.253.000.000 

- 
- 

1.537.974.644 
- 
- 

2. Deferred taxes 15.250.548 - 
3. Provisions 6.262.466.399 - 
4. Loans from bonds issuance ** - - 
5. Long-term loans *** 1.486.003.422 1.486.003.422 
6. Short-term financial debts *** 300.526.268 300.526.268 
7. Debts associated to leasing agreements *** 2.078.479 2.078.479 
Total 21.634.923.563 13.579.582.813 

Note: 
*Their value on the market is directly reflected in the value of ordinary shares. 
** They have no market value as separate elements. 
***As a rule, the market value is not provided in Reports on Management Accountancy, therefore, it matches the accounting values. 

c) According to Petrom’s Balance Sheet shown in Table 6, the variation of deferred taxes over 
the accounting period is: 15.250.548 – 13.262.537 = +1.988.011 (see Table 4, row 4). This variation is 
added to the operational result (Table 4). The balance of account „Deferred taxes” is added to the 
invested capitals (Table 3). 

d) The annual variation of provisions (according to Table 6) amounting to +1.066.012.163 RON 
increases the operational result (Table 4, row 5). The balance of provisions amounting to 6.262.466.399 
is added to the invested capital (Table 3).  

e) To process leasing, the result of the accounting period is corrected by the leasing-related 
interest. This expenditure is equal to the present value (at the beginning of 2008) of the future payments 
(2.078.479 RON) multiplied by the loan cost (Table 2 and Table 4, row 6). According to documents, the 
expenditure caused by the leasing-related interests is 227.781 RON. Consequently, the invested capital 
is increased by the left value of leasing assets amounting to 2.078.479 RON.  

The processing synthesis is shown in the table below: 
Determine adjusted operational result        Table 4 

Item 
No. Indexes Value 

RON 
1. Operational result 1.309.233.231 
2. Adjustment associated to Research and Development costs 0 
3. Adjustment associated to goodwill 0 
4. Adjustment associated to deferred taxes +1.988.011 
5. Adjustment associated to provisions +1.066.012.163 
6. Adjustment associated to leasing +227.781 
7. Adjustment associated to deductibility of interests -23.563.439 
8. Income tax -583.175.877 
            Adjusted operational result, net  1.770.721.870 
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The value relating to the cost of capital under the new circumstances is as shown below:   
  Table 5 

Item 
No. Indexes Value 

RON 
Weight of invested capital  

(%) 
Cost* 
(%) 

1. Ordinary shares 10.253.000.000 75,50% 17,14% 
2. Other company funds 1.537.974.644 11,33% 16,94% 
3. Financial debts 1.788.608.169 13,17% 10,95% 
Total 13.579.582.813 100,00%  

Values are identical with Table 3, column 2. 
*Justification of the cost of various categories of capital was made above. The weighted average cost of capital = 
75,50 17,14 11,33 16,94 13,17 10,95 16,302%

100
x x x+ +

=  

The amount of the EVA and MVA indexes after processing the accounting information is: 
EVA = Corrected operational result, net – Cost of capital = 1.770.721.870 – (21.634.923.563 x 
16,302%) = 1.770.721.870 – 3.526.925.239 = - 1.756.203.369 RON. 

The MVA ( Market Value Added) is: 
MVA = Market value – Invested capital (Table 3) 
MVA = 13.579.582.813 – 21.634.923.563 = - 8.055.340.750 RON 
Petrom’s Balance Sheet (excerpt)         Table 6 

Assets 2008 2007 Liabilities 2008 2007 
Intangibles 1.129.715.521 303.556.285 Share capital 5.664.410.834 5.664.410.834 
Tangibles 13.655.674.197 10.564.332.777 Capital premiums 0 0 
Financial assets 5.021.081.500 5.506.940.916 Reserves 6.366.212.969 5.850.173.031 

   Other Company funds 1.537.974.644 1.669.534.740 
Fixed assets, total 19.806.471.218 16.374.829.978 Company-owned equity, 

total 
13.568.598.447 13.184.118.605 

      

Current assets 5.120.974.959 4.786.203.581 Provisions for risks and 
expenses 

6.262.466.399 
 

5.196.454.236 
 

Deferred taxes 15.250.548 13.262.537 
Advance payments and 
revenues in advance 

 
205.690.735 

 
196.243.191 

Loans from bonds issuance  0 0 
Long-term bank loans 1.486.003.422 0 
Short-term bank loans 300.526.268 0 
Suppliers 2.233.599.006 1.776.623.529 

   

Fiscal and social liabilities 855.311.352 794.331.461 
Assets, total 24.927.446.177 21.161.033.559 Liabilities, total 24.927.446.177 21.161.033.559 

  
Petrom’s Loss and Profit Account (excerpt)      Table 7 

Indexes RON 
Operational result 1.309.233.231 
Financial expenses 1.635.431.821 
Financial revenues 1.931.761.930 
Accounting period result, pre-tax 1.605.563.340 
Income tax 583.175.877 
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Net result 1.022.387.463 
Minority interests (48,99%) 500.867.618 
Net result after deducting minority interests (51,01%) 521.519.845 
   
Research result 

Petrom reported for 2008 a net profit amounting to 1.022.387.463 RON. However, after data 
reprocessing and calculation of the company-owned equity cost, the following results: 

o EVA = - 1.756.203.369 RON and;  
o MVA = - 8.055.340.750 RON. 

Consequently, in 2008, Petrom did not generate any economic value added for shareholders; on 
the contrary, it destroyed the economic value, amounting to 1.756.203.369 lei. The market value of 
amount 21.634.923.563 RON as capital resources was 13.579.582.813 RON, which is equivalent to a 
destruction of value amounting to 8.055.340.750 RON.  
 Petrom should have achieved a net profit of minimum 2.778.590.832 RON over the year under 
examination, a situation which is equivalent to reaching the profitableness threshold. It is only after 
attaining such profit that Petrom would have embarked on making economic value added. Accordingly, 
it could have also covered the cost of opportunity of its owned equity. In other words, the actual profit 
only exists if it exceeds the cost of the employed capital. Attaining such targets would have been 
possible if Petrom had worked based on a forecast budget, and such budget would have included the 
cost of its owned equity.     
   
Conclusions 

The management agreement based on performance criteria which shareholders should sign with 
the management team is required to comprise the indexes for measuring the achievement of value. 
Value generation is a prerequisite of the durable development.    
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ABSTRACT: The reduction of the greenhouse gases (GHG) emissions represents a way to avoid 
significant environmental degradation by climate change. The use of renewable energy offers a "clean" 
alternative for energy production, which allows considerable reduction of GHG emissons.  

Romania, as part of the United Nations Framework Convention on Climate Change (UNFCCC, of 
the Kyoto Protocol, and also as a EU member, committed to contribute to the global effort for GHG 
emissions mitigation. 

Starting from the significant solar energy potential of Romania, the following paper presents an 
evaluation of GHG emissions reduction by using solar energy. 

 
Key words: solar energy, GHG emissions, climate change, renewable energy 
JEL Classification: O25, Q28, Q40. Q42, Q43, Q48, Q53, Q56, Q57 
 

 Introduction 
 

Fossil fuel combustion has a major contribution to greenhouse gas emission – mainly by CO2 
production. Moreover, varying by fuel type, combustion technology, and abatement measures, 
acidifying pollutants and particulates emissions occur. 

Therefore, mitigation of the pollutant emissions from fossil fuel combustion is a major goal for 
the environmental and health protection – one of the most important requirements for a sustainable 
development. 

On the other hand, fossil fuels are limited and expensive resources, often far from their usage 
place. According to the Romanian National Agency for Mineral Resources, under the current extraction 
level the national oil and gas resources are industrial exploitable for 15 years, while coal would be 
available for about 30 years. 

At present, the alternative and renewable energy becomes more and more attractive at global 
scale. As the conventional technologies for energy production are highly developed, the energetic 
efficiency improvement and carbon dioxide capture and storage seems to be the short-term trend 
targeting the GHG emission reduction. The long-term trend would be the replacement of the non-
renewable resources with environmental-friendly alternative technologies based on renewable resources. 
The current technological level, a lower economic efficiency and the environmental constraints limit the 
use of the alternative energy. 
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1. Romania’s obligations on reducing GHG emissions and use of energy from renewable 
sources 
 
Romania, as part of the United Nations Framework Convention on Climate Change and of the 

Kyoto Protocol, and also as EU member, committed to contribute to the global effort for GHG 
emissions mitigation. 

The Romanian National Strategy on Climate Change defines the national policies in order to 
fulfil the UNFCCC, Kyoto Protocol and EU requirements related to the GHG emissions reduction. As 
Member State, Romania also harmonises its policies in this sector with those of the European Union, 
regarding the obligations on climate change. The National Action Plan on Climate Change is the main 
tool for implementing concrete actions, including the national strategy, and it includes the actions made 
to ensure the fulfilment of its general and specific objectives. The National Action Plan on Climate 
Change is a dynamic tool that must be updated regularly together with the national strategy, in order to 
optimise the decisions on policies in the field of climate change and to adapt to the economic 
development of Romania. 

By ratifying the Kyoto Protocol, Romania has undertaken to reduce in 2008-2012 the GHG 
emission levels by 8% compared to the level of 1989, its reference year. 

By the Decision No 406/2009/EC of the European Parliament on the effort of Member States to 
reduce GHG emissions so as to comply with the commitments of the Community for reducing emissions 
of greenhouse gases until 2020, Romania has a limit for greenhouse gas emissions of +19% compared to 
the GHG emission levels in 2005.  

Romania's energy strategy has been developed for 2007-2020. The general objective of the 
strategy for the energy sector is to satisfy the requirements of energy – in the present and for the 
medium and long term - at a suitable price, for a modern economy and a civilised standard of life, in 
terms of quality, food safety, while complying to the principles of a sustainable development. 

In accordance with Directive 2009/28/EC, the main objective at UE27 level consists in achieving 
the target of 20% as share of energy from renewable sources in the gross final consumption of energy 
(electricity, heat and transport) as well as the target of 10% as share of energy from renewable sources 
in the transport sector, until the year 2020. 

The target allocations for Romania, at the level of the year 2020 is 24% share of energy from 
renewable sources in the gross final consumption, representing a growth of 6.2% compared to the year 
of reference 2005 (the reference value for 2005 was 17,8%). 
 

2. Current stage and forecasts for GHG emissions and the use of energy from renewable 
sources in Romania 

One of the priority objectives of Romanian policy for the energy sector is promoting the 
valorization of renewable energy sources (RES), Romania having a total potential of energy renewable 
sources evaluated and published since 2003. 
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Table 1. The national technical potential of renewable sources of energy in Romania 

Source Annual 
potential 
 

Equivalent energy 
economy 
(Thousand toe) 

Application 

Solar energy 60 x 106 GJ 
1200 GWh 

1433 
103.2 

Thermal energy 
Electric power 

Energy from wind 
(theoretic potential) 

23 x 103 GWh 1978 Electric power 

Hydro energy 40 x 103 GWh 3440 
 

Electric power 

Biomass and biogas 318 x 106 GJ 7591 Thermal energy 
Electric power 

Geothermal energy 7 x 106 GJ 167 Thermal energy 
Source: GD no. 1535/2003 - “Strategy for the Promotion of Renewable Sources of Energy” 

 
Energy represents the most important sector in Romania. The Energy sector accounted for 66.7% 

of the total national GHG emissions in 2008 (without LULUCF).  
The GHG emissions resulted from the Energy sector decreased with 45.87% compared with the base 
year. 

Table 2. Greenhouse gas emissions from the energy sector 
Category 

ID Category name 
Base year 

(1989) 2008 2009
1 1. Energy  188,410.3 101,991.4 86,922.1
1.A.1 1.A.1. Energy industries 106,310.3 47,584.8
1.A.2 1.A.2. Man. industries and construction 37,551.0 18,157.4
1.A.3 1.A.3. Transport 5,815.1 14,683.6
1.A.4 1.A.4. Other sectors 10,540.8 10,921.9
1.A.5 1.A.5. Other NA, NE NA, NE

76,361.4

1.B 1.B. Fugitive emissions 28,193.1 10,643.7 10,560.7
Source: UNFCCC Database 

 
3. Solar energy potential in Romania in terms of renewable energy use and      GHG 
emissions reduction 

  The use of solar energy is made through two main technologies: 
1. Solar collectors for heat and hot water 
2. Photovoltaic panels for obtaining the electricity 

These panels can be assembled on the roofs of houses, blocks and outdoors. The only problem 
with this energy source is the night intervals, cloudy, fog, etc.). In the solar collectors case there is the 
alternative of buying the thermal energy from other renewable energy sources and in the case of the 
photovoltaic panels there is the alternative of the electricity storage in batteries for periods without wind, 
or the use of panels in hybrid system with other systems such wind, hydro or diesel. 

Romania already has a good start in this sector, the projects being implemented since the '80s. 
Average solar radiation varies between 1100 and 1300 kWh/m2 per year for more than half the country. 
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The National Institute of Meteorology and Hydrology has developed a map of the solar radiation data 
based on multianual data. Potential for production of photovoltaic electricity is about 1,200 GWh / year.  

The total surface of Romania is about 238,391 km2. The solar radiation for Romania is about 330 
million GWh per year (ie, theoretical potential of solar energy). Harnessed technical surface is 
approximately 30% of the built area available. The built area available in Romania is about 630 km2, 
from which could be installed solar collectors on an area of 210 km2.  

Each square meter of collector from Romania produces aproximately 440 kWh electricity and 
1440 MJ of thermal energy per year. To replace the total amount of thermal energy required for heating 
in Romania (62,000 MJ) with solar thermal energy, a total surface of 43 km2 of collectors is required. 
This represents 20% of the total usable surface of 210 km2.  

Currently, in Romania are installed 100,000 m2 (0.1 km2) collectors, which represents 0.045% of 
the usable area. Thermal capacity of these collectors is 144 TJ. 

The contribution of the solar collectors to meet the heated water demand in Romania is estimated 
at about 1.434 million toe (60 PJ / year), which could replace about 50% of hot water needs or 15% of 
the thermal energy used today for heating. In the current solar weather conditions in Romania, a thermal 
collector is functioning usually from March to October with an efficiency ranging between 40 and 90%. 

Under the new legislation on renewable energy, approximately 2.6 million m2 of solar collectors 
will be installed by 2015, “saving” up to 1 million tons of CO2 emissions per year. These collectors 
would produce 1000 GWh of thermal energy per year. 

Under the new legislation on renewable energy, solar energy potential for operational use with 
photovoltaic cells is about 1,200 GWh / year. The price of electricity generated from photovoltaic 
sources vary between 0.25 and 0.5 USD / kWh. For the isolated energy consumers and small consumers, 
the photovoltaic solar cells are an attractive alternative source from the economic point of view if it is 
considered the high cost. 
 

Fig.1 Map of Romania's Solar Potential 

 
Source: http://www.energeia.ro/wp-content/uploads/2008/05/harta-solara-romania 
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According to the National Action Plan in the field of Energy from renewable sources elaborated 
in 2010, the trend and forecast for the installed capacity and electric power production is presented in 
table 3: 

   
 Table 3. Evolution on installed capacity and electric power production using solar energy  

 2005 2010* 2015* 2020* 
Installed power 
capacity (MW) 

0 0 148 260 

Electricity 
Production 
(GWh) 

0 0 180 320 

Source: National Action Plan in the field of Energy from renewable sources, 2010 
* Forecasted 

 
4. The estimation of GHG emissions mitigation in Romania through the use of solar energy 

renewable source 
The combustion of the fossil fuels is a significant emission source of CO2, while the extraction 

and distribution of fossil fuels represents an important source of CH4 emissions. 
To estimate the GHG emissions reduction in Romania as a result of the use of solar energy, the 

following hypothesis was formulated: from the annual energy potential value for solar energy (shown in 
table 1) we calculated emissions resulting from the combustion of equivalent quantities of fossil fuels 
(coal, natural gas, fuel oil), to obtain the same quantity of energy.  

The calculation of the significant GHG emissions (CO2, CH4 and N2O), strictly for the fuels 
combustion process was developed based on 2006 IPCC Guidelines for National Greenhouse Gas 
Inventories. 

The GHG emissions reduction values for the other types of energy from renewable sources were 
estimated using the same algorithm. 

The results obtained by carrying out the working assumptions are presented in table 4. 
 

5. Estimated GHG Emissions Reduction 
To estimate the GHG emissions reduction in Romania as a result of the use of solar energy, there 

were calculated the emissions resulting from the combustion of equivalent quantities of fossil fuels 
(coal, natural gas, fuel oil), to obtain the same quantity of energy. The calculation of the significant 
GHG emissions (CO2, CH4 and N2O), strictly for the fuels combustion process was developed based on 
2006 IPCC Guidelines for National Greenhouse Gas Inventories. 
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Table 4. Evaluation of GHG emissions reduction by using Romania’s potential of solar energy 
Energy production 

Thousand tones of CO2 equiv replaced 
annually 

Solar energy  Aplication 

(TJ) Thousand 
toe Lignite

Natural 
gas 

Liquid fuels 

Thermal energy 60000 1433Annual theoretical 
potential  Electric power 

production 4320 103.2
6470 3592 4706

2010 Forecast Electric power 
production 0 0 0 0 0

2015 Forecast Electric power 
production 648 15.48 498 277 362

2020 Forecast Electric power 
production 1152 27.52 549 306 399

TOTAL GHG emissions reduction by using whole national 
energy potential of RES 61717 34389 44930

TOTAL GHG emissions reduction by energy from RES 
achieved in 2008 

22110 12337 16102

Source: Authors estimations based on data from the National Action Plan in the field of Energy from renewable 
sources, 2010 & GD no. 1535/2003 - “Strategy for the Promotion of Renewable Sources of Energy” 
 
These estimated values could be actually corrected in the sense of an additional reduction as a 

result of GHG emissions “saved” from the fossil fuels extraction, preparation and distribution. 
Even though the use of the entire national solar energy potential could determine a significant GHG 
emissions reduction, the technology and infrastructure limit solar energy valorization. 
 

6. Conclusions  
 

The fossil fuels combustion in the energy sector is the national main source of GHG emissions. 
The use of renewable energy offers a "clean" alternative for energy production, which allows 
considerable reductions in emissions of greenhouse gases. 

Romania, as part of UNFCCC and of the Kyoto Protocol, and also as EU member, committed to 
contribute to the global effort for GHG emissions mitigation. 

According with the provisions of 2009/28/EC Directive on the promotion of the use of energy 
from renewable sources, Romania as Member State had the obligation to prepare the National Action 
Plan in the field of energy from renewable sources. 

Assuming the simplifying hypothesis that the solar energy potential would substitute an 
equivalent amount of energy generated by burning fossil fuels, the potential savings of GHG emissions 
were calculated based on the IPCC 2006 methodology. 
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Romania has a significant solar energy potential. Valorization of this potential would “save” the 
fossil fuels limited resources and would considerably reduce GHG emissions, contributing to the climate 
change mitigation efforts.  
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Abstract 

This paper presents a framework for credit risk modeling of the household sector that follows a top-
down approach using panel techniques. The results indicate that the determinants of default on bank 
loans are unemployment, exchange rate, industrial production, indebtedness and interest rate spreads. It 
arises that default events for the household sector occur with delay in case of adverse macroeconomic 
developments. There are two possible explanations: i) there is no personal bankruptcy law for 
individuals, and ii) public administration appears to adjusts slower during recessions, an important part 
of the work force being part of this system.  
 
Keywords: financial stability, credit risk, panel estimation, default 
JEL Classification: C23, G21, G32 
 
1. Introduction 

In recent years, one area that has emerged as an objective on which public authorities pay more attention 
is financial stability. An important lesson from this crisis is that price stability alone is not enough to 
achieve sustainable, non-inflationary growth and a high level of employment, as it is stated in the 
objectives of the most important central banks. Governments have spent huge amounts of money to bail 
out banks that were in a bad shape. The costs were important and that has also contributed considerably 
to the increased budget deficits in some of these countries that are troubling now governments. That is 
why public authorities are taking now a more proactive stance in building a new supervisory and 
regulatory framework in which the forward looking component is much more important.  

The goal of this paper is to provide a framework for credit risk modeling for the household sector in 
Romania. The methodology is the one proposed by Wilson (1997) and integrated in Credit Portfolio 
View. This involves the development of a multifactor model for systematic default risk that captures the 
relationship between default on bank loans and economic cycle. Monthly aggregated data at county 
level is employed using panel estimation. The non-linear relationship between credit risk and 
macroeconomic conditions is modeled through the logistic transformation of the default rates. This is 
the most frequently used transformation to account for the fact that credit risk increases substantially 
more in times of high stress. The definition of default used in this paper follows the Basel II framework, 
and counts any credit obligation that is past due more than 90 days.  
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2. Literature Review 

A substantial amount of literature devoted to credit risk macro models follows the methodology 
proposed by Wilson (1998).In his paper he describes a new approach that tabulates the loss distribution 
arising from correlated credit events for arbitrary portfolios of nonfinancial corporations, both at a 
regional and at industry sector level. The importance of having a loss distribution rather than a single 
potential loss is highlighted by the fact that counterparty defaults can be predicted with a degree of 
uncertainty and are not perfectly correlated. Another important improvement consists in relating the loss 
distribution to the actual state of the economy, rather than based on the unconditional or historic 
averages of losses from default events, that do not reflect portfolio’s true credit risk in resonance with 
present macroeconomic conditions.  

Pesola (2001) proposed a dynamic panel model to study the period with banking crisis that affected the 
Nordic countries during the 1990’s. Results indicate that indebtedness is the most important explanatory 
variable, being a proxy for the financial fragility. Kalirai and Scheicher (2002) estimate time series 
regressions of total loan loss provisions for the Austrian banking sector with respect to a wide range of 
macroeconomic variables divided in six categories: cyclical indicators, price stability indicators, 
household indicators, corporate indicators, financial market indicators and external variables. Baboucek 
and Jancar (2005) use an unrestricted VAR model to empirically investigate the transmission 
mechanism between a set of macroeconomic variables describing the development of the Czech 
economy and the credit channel. Willem, Hoeberichts and Tabbae (2006) study credit risk for the Dutch 
banking sector by means of panel regression estimations with fixed effects that account for bank specific 
characteristics. 

3.  Methodology  

The methodology developed in this section follows the work of Wilson (1998) and Virolainen (2004) 
and tries to develop a framework to assess vulnerabilities stemming from the banking sector by building 
a credit risk model for the household sector. This is a distinctive feature of the paper, as most of the 
work that has been done before regarding credit risk analysis is confined to the corporate sector only.  

First, average historic default rates are modeled with the logistic functional form that is extensively used 
in the literature to model bankruptcies. This logit transformation has the advantageous property that 
confines the default rates to the interval between 0 and 1. It is now widely accepted the idea that the 
relationship between default events and macro factors is non-linear, as the experience has shown that in 
high stress times extreme outcomes are more the rule than the exception (credit risk is by its nature not 
randomly distributed). That is represented as: 
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where  is the default rate for the countyj at time t and  is a county idiosyncratic macroeconomic 
index that stands as an indicator for the general state of the economy and whose parameters will be 
estimated. There is an inverse relationship between default rate and the state of the economy, 
represented explicitly through the macroeconomic index, in the sense that a better shape of the economy 
implies a higher  and a smaller default rate . 

Having the observed historic default rates available, but not the macroeconomic index we apply the 
inverse of the logistic function to the previous relationship and obtain: 

 

Next,  is assumed to be a function of various exogenous macroeconomic variables that determine the 
state of the economy. For the household sector, the model will be estimated by means of panel 
regressions techniques, in the form of: 

                         (2)                  

where  is the set of coefficients to be estimated,   are the explanatory macroeconomic factors at 
time t that can be either specific to each county (eg unemployment, wages, degree of indebtedness) or 
common at the country level (exchange rate, interest rates, industrial production). There is a composite 
error structure, that consists of two parts: i) , that is the traditional random error term being 
independent and identically normally distributed by assumption, associated with county j at time t, and 
ii) that stands for the individual effects (random effects for this model, according to the Hauseman test 
performed to establish the correct estimation method) that allow for different intercepts among the 42 
counties. This implies the existence of a structural default rate that varies across regions and that could 
be explained by a multitude of factors that generally are of a qualitative nature or can’t be easily 
quantified (the omitted variables problem). Among these factors one could mention the degree of 
education (schooling), financial culture or credit standards that banks apply according to their internal 
lending policy that is very different from county to county (in the sense that is much harder to be 
granted a loan in a less developed county than in Bucharest).This is an important advantage of panel 
methods compared to other estimation techniques and serves reasonably well the goals of this paper. On 
the other hand, a somehow restrictive assumption of the model is that the sensitivity of the default rates 
to common explanatory variables (like industrial production) is the same in different regions of the 
country, which is at least debatable. 

4. Data 

The definition for default that will be used for the empirical work in next part of the paper will be the 
one suggested by Basel Committee - 90 days past due. Monthly data is used in order to model credit risk 
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in territorial profile for households, starting from January 2006 till April 2010, which sum up to around 
2000 observations (42 counties and 52 months).  

The explanatory variables of the model fall into two sub-groups: a) specific to each county 
(indebtedness, unemployment, average wages), and b) common to all debtors in the country (industrial 
production, inflation, nominal exchange rate, interest rates and interest rate margins for lei and euro 
denominated loans). Unit root tests indicate that the dependent variable, industrial production and the 
degree of indebtedness are stationary. 

5. Estimation and results 

Main determinants that are used in the literature to explain the dynamics of default rates are: i) interest 
rates, ii) exchange rates, iii) the state of the economy measured by various variables, iv) level of 
indebtedness or v) inflation.  

When building the model, a criteria followed was to try to include at least one variable from the five 
categories mentioned previously and to consider time lags that have a meaningful sense in explaining 
the attitude towards defaulting on bank debt.  

The econometric tools used to estimate the credit risk model for the household sector involve panel 
techniques. The steps that must be followed begin by testing the null that the intercepts are equal. This 
would imply that there are no structural differences from county to county with respect to systematic 
default risk. If the null is accepted, the data are pooled and the estimation is done by means of simple 
OLS. If the null is rejected, a Hausman test is performed to see if the random effects estimator is 
insignificantly different from the unbiased fixed effects estimator. If the null is rejected, the fixed effects 
estimator is used instead, otherwise if the null is not rejected the random effects estimator is used. 

The outcome of these tests indicates the presence of heterogeneity among counties and that the better 
method of estimation is by using random effects. Error testing also indicates the presence of 
contemporaneous correlation and cross-section heteroskedasticity. This means is that the default rates 
are reacting together to shocks, but this reaction has different magnitude amongst counties. In order to 
compute robust standard errors, a White cross-section method for the coefficient covariance estimator 
will be employed. Serial correlation is not present at a 10% significance level, according to a 
Wooldridge test for autocorrelation in panel data. 

The final model comprises unemployment, the degree of indebtedness, exchange rate, industrial 
production, and spreads charged by the banks over short-term markets interest rates both for the local 
and foreign currencies (mostly euro). Table 1 summarizes the parameter estimates, their significance 
and also the reported adjusted R-squared and Durbin-Watson statistics. Non-stationary variables are 
introduced in first differences in the model. All variables are significant at a 1% level, except interest 
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rate spread on local currency (at 5% significance level) and show the expected sign. The explanatory 
power of the model is satisfactory, as measured by R-squared (just above 70%). 

Table 1 - Credit risk model for the household sector 
Variables Lag Coefficient Standard error t-statistic 
Constant  2.24 *** 0.50 4.41 

D (Unemployment) 3 -0.22*** 0.06 -3.67 

Indebtedness   4 -0.60 *** 0.15 -4.05 

D (Exchange rate) 6 -1.66 *** 0.42 -3.95 

Industrial production 1 0.04 *** 0.004 8.90 

D(Spread Euro) 12 -0.55 *** 0.13 -4.15 

D (Spread Leu) 9 -0.03 ** 0.01 -2.58 
Adj. R-squared 0.71 
DW 1.81 

 
 

   

Significance level: * Significant at 10% level, ** Significant at 5% level, *** Significant at 1% level  
 

The lag structure of the model has some interesting features. Having in mind the definition of default 
(90 days past due), the model suggests that unemployment has an immediate impact, in the sense that 
when an individual becomes unemployed, the next day will stop repaying the debt. In case of the degree 
of indebtedness and movements in the exchange rate, default events are prolonged with one and three 
months. A possible explanation is that for a few months, debtors might consider the situation to be 
temporarily and maybe reversible, and when that isn’t the case the default occurs. Spreads exert longer 
lags because variable interest rates are commonly reseted every 3 to 6 months, depending on banks. 
Considering another couple of months to account for reasons related to expectations described 
previously, it makes the whole effect on defaults to take up to almost a year, also depending on the 
currency. Unlike the other variables, industrial production has a more contemporaneous effect, mainly 
due to the fact that it has the specific characteristic of being forward looking.  

One way to see the performance of the model is to compare aggregate default rates (at country level) 
with what the model would predict. The aggreated default rate is just the weighted average of counties’ 
default rates. In order to eliminate some of the volatility in the data quarterly default rates were 
computed. Figure 2 indicates that when observing defaults on longer time periods (ie. at least quarters) 
the model performs reasonably well. For example, for the twelve months from may 2009 to april 2010, 
the default rate was 7,59% and the model prediction was 7,38%, approach that is in line with the scope 
of this paper (estimating the one year probability of default). 

 

 



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

90 

 

Figure 2 –Performance of the model on aggregated quarterly default rates, household sector 
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6. Conclusions 

The aim of this paper was to provide a framework for assessing credit risk for the household sector in 
Romania following a top-down approach. It was found that determinants of defaults on bank loans are: 
unemployment, exchange rate, the degree of indebtedness, industrial production, and interest rate 
spreads charged by banks over the market interest rate. The lag structure of the model indicates that the 
household sector appears to react with a delay to adverse macroeconomic developments. One possible 
explanation is the absence of a personal insolvency law in Romania to protect natural persons from 
creditors. Due to this individuals try to postpone the default event, hoping that shocks are temporary. 
This could be the case for exchange rate shocks. Another reason is that an important part of the 
population works in public administration. Regarding the macro index as the overall state of the 
economy, and not only the variables that stayed in the final specification, it can then be said that the 
public administration adjusts slower during downturns in terms of restructuring than the real economy. 
This adjustment usually means layoffs and wage cuts, and therefore takes more time to affect defaults. 
The advantage of a longer lag in the model is that it is easier to perform a forecast. 

The relatively simple approach to modeling credit risk that was employed in this study presents both 
pros and cons. Advantages refer to the fact that having a small number of explanatory variables it is less 
costly in terms of the assumptions needed to perform forecasts for the probability of default. Embarking 
on a top-down approach is also less costly in terms of data constraints and even time. On the other hand, 
the disadvantage is that a macro perspective can’t capture important details that are at a micro level 
only. The shortness of the series is another limitation of the model. 

Another drawback of the estimated parsimonious model is that second round effects of financial distress 
to the economy are not captured. Bridge models that connect credit risk models with DSGE models 
could accommodate such an issue. 
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ABSTRACT 
 
    With more dependence on the Internet and increasing amount of software application vying for a 
users’ attention, companies are frequently developing free software, called simply “freeware” to entice 
the discerning punter. 
    Also many people complain of the high costs of the many software programs available for computers. 
In an attempt to offset some of these costs, an increasing number of people are relaying on freeware. 
    This paper is a case study of impact of using free software in Romania and in it I will present the 
advantages and the disadvantages of using the free software, I will classify the risks than can appear, I 
will present a model for these risks. 
 
 KEY WORDS 
 
    Impact(M1), Freeware(C8), Advantages(Q33), Disadvantages(Q33), Risks(M1) 
 
INTRODUCTION 
 
The information economy is a large market. Including the provision of infrastructure and services for the 
creation, exchange and processing of information and communication services as well as the sales of 
information itself, this market is now in the range of 10% of GDP in most developed countries, and 
accounts for more than half of their economic growth. Software is one of the key elements driving ICTs' 
role in the economy, and the structure, competitiveness, performance of the ICT industry has potential to 
be strongly affected by Free/Libre/Open Source Software. 
      Freeware (not to be confused with free software) is programming that is offered at no cost and is a 
common class of small applications available for downloading and use in most operating systems. 
Because it may be copyrighted, you may or may not be able to reuse it in programming you are 
developing. The least restrictive "no-cost" programs are uncopyrighted programs that are in the public 
domain. When reusing public domain software in your own programs, it's good to know the history of 
the program so that you can be sure it really is in the public domain.  
      Free software, a somewhat newer and unrelated concept, is software that can be freely used, 
modified, and redistributed with only one restriction: any redistributed version of the software must be 
distributed with the original terms of free use, modification, and distribution (known as copyleft). The 
definition of free software is stipulated as part of the GNU project and by the Free Software Foundation. 
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Unlike freeware, free software may be distributed for a fee. Freeware is liable to be more limited in 
capability than free software. 
 
THE IMPACT OF USING THE FREE SOFTWARE. The Case of Romania 
 
     Free software -- known as "freeware" -- is growing in popularity for computers and mobile devices 
because it can be easily accessed over the Internet. But there is another side to getting software for free. 
The old saying that "you get what you pay for" can be   applied to freeware. 
     To say it simply, freeware is free software that you install on your computer -- knowingly or not. For 
example, freeware can be a free game you install on your computer or a free program that helps you 
track expenses or even weight loss. Freeware can be delivered to you in a few ways, including on a CD 
or downloaded from a web site. And these days some freeware goes by another name: widget. 
     But when we talk about security? Some freeware is safe and some isn’t. It often depends on the 
source. Freeware lacks some of the standard features that we have come to expect in software -- tech 
support, bug fixes, downloadable patches, and virus definitions, among them. Tech-savvy users might 
be able to understand and weigh the risks of using freeware, but more novice users might not want to 
expose themselves to potential hazards to their computer, their files and their personal information 
 

1 . THE SEQUENCES OF THE RISK ASSESSMENT ARISING IN USE OF THE FREE 
PROGRAMS 

 
         In order to assess the level of risk that occurs when you use free programs I went through these 
steps: 
a) I identify the risk factors; 
b) I establish the executants consequences (by their gravity); 
c) I establish the likelihood of action of the risk factors of the executants (by frequency); 
d)I establish the partial assignment of risk levels depending on the severity / frequency of each risk 
factor. 
         
 a) In indentifying the risk factors we performed an analysis using a pragmatic vision, because it is 
impossible to have a complete identification of all risk factors. From the many existing and potential 
risk factors I have identified only those guarantees after will be eliminated the use of "freeware" at 
higher capacities, by increasing the severity and frequency. 
  
In our analysis we have identified the following risk factors (see Table 1): 
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Table 1:The identification of the risk factors 
Nr Risk Factor 
1 The program doesn’t contain the full version 
2 The malicious 
3 The loss of information 
4 The slow of the system performance 
5 The destruction of files 
6 The lack of technical support 
7 The existence of codes that can affect the computer’s device 
8 The lack of quality standards 
9 The takeover of the computer(as identity) 
10 Some programs are free just for a short period of time 

 
 
b) The differentiation of the risk factors according to the severity of their consequences we made 
starting with the neglected ones and taking into account the maximum possible. 
I estimated the severity depending on the nature of the object (in our case: the use of the free software), 
the gravity and magnitude of the risk’s event and its’ consequences. Depending on the results of  the 
consequences of risk factors , we frame them in seven classes: Class 1-The neglected consequences (0-
10 points); Class 2-Small consequences (10-20 points); Class 3-The intermediates consequences (20-30 
points); Class 4-Big consequences (30-60 points); Class 5-The serious consequences(60-80 points); 
Class 6-The very serious consequences (80-90 points); Class 7- The maximums consequences(90-100 
points). Business analysis in my research was composed from the following categories of the 
stakeholders: The individuals users ; Companies (shareholders, managers, employees, associated 
companies);Business partners (suppliers, customers, associated companies);State (Public Institutions); 
European Institutions; The bodies of certification and supervisory. 
c) Differentiating the risk factors according to frequency (probability of producing the event) takes into 
account that events are random and the fact the each risk lead to a different probability of the events. 
This component of risk-probability, can not be determined accurately, approximate number of times it 
not being. 
For these reasons the assessment of risk factors have made it appropriate intervals to six classes of 
events (group probability):Class 1-Extremly rare (0-15%);Class 2-Very rare (15% -35%);Class 3- 
Rare (35% -55%);Class 4-Less frequent (55% -75%);Class 5-Frequent (75% -85%);Class 6-Very 
common (85% -100). 
   The frequency of manifestation of the consequences or probability of risk factors is the number of 
the events’ probably produced per unit of time. 
    Probability depends on the concrete conditions of using products for free (using a free software). 
      In order to justify the results obtained we must say that we have relied on questionnaires for each 
category of stakeholders. 
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d) For the level of security risk I have set them up using two classes, severity of the consequences and 
their probabilities, in the association of each risk factor. 
 
     Then I went on the website of the National Institute of Statistics and I informed myself of the large 
share of each class and got the following situation: Users are individuals 65%; Companies -35%; 
Business Partners-25%;The Public Institutions-5%;The European Instution-3%;The Certification Bodies 
of-2%. 
As a result of the seven grades of severity will correspond seven levels of security risk: 
• To a minimum Risk Level (N1) will correspond a maximum level of security (S7); 
• To a very low risk (N2) will correspond a very high level of security (S6); 
• To low level of risk (N3) will correspond a higher level of security (S5) 
• To a medium-risk level (N4) will correspond a medium level of security (S4); 
• To high level of risk (N5) will correspond a lower security level (S3); 
• To a very high level of risk (N6) will correspond a very low level of security (S2); 
• To a maximum level of risk (N7) will meet a minimum level of security (S1). 
 
It follows that between the level of risk and security level there is a linear relationship  with  
an inverse slope. Combining by two the 6 classes of gravity (g) and the 6 classes of probability (p) will 
result a matrix with seven rows and six columns. Representing this chart into a Cartesian matrix whose 
surface g-p will bring crowd possible risk level. In my paper work I did two matrices (one for individual 
users and one for companies, because they contain the largest share) and set the risk levels for each of 
them (they can be seen in the extended paper). 
 
In the analysis performed on the two matrices we have classified risk levels depending on the effects 
they produce, in three categories: unacceptable risks by taking technical measures; acceptable risk 
taking measures; acceptable risks.  
        In the matrix for individual users we can note that in the area of unacceptable risk by taking 
technical measures is included: Risk 8: The Lack of Quality Standards, in the area in which the risks 
appear to be improved: Risk 2, 3,4,5,6 , 7 and 9, and in  the areas related to acceptable risk: a risk: The 
Program does not contain the full version and Risk 10: Some Programs Are Free just a while. 
In matrix made for the companies we see that we have a different representation, namely:  
The risk area will be unacceptable risk 8: The Lack of Quality Standards and Risk 2: Malicious; In the 
area of  acceptable risk taking measures: risk 1,3,5,6.7 and 9;  The risks acceptable risk area 4 and 10.  
    After a deeper analysis performed we concluded that the results are obtain in an accurate because 
what is  important for a category of users has the same importance for another category of users and the 
same has no  effect.  
   Also all the results we can see that risk 8 (The Lack of Quality Standards) is deemed unacceptable for 
both categories and as a Risk 2 (Malicious) is a very important issue for both categories analyzed. Next I 
made an analysis of the causes of the occurrence of these risks using cause-effect diagram (Isikawa). To 
have a clearer analysis of the causes that might lead to many potential risks identified have made a chart 
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for each identified risk (see Appendices 1-10).  
    After analyzing the 10 charts Isihawa obtained we concluded that some risks have been identified as 
acceptable have been identified as causes for some unacceptable risks. For example, risk 2 : I identified 
as a malicious reasons containing of malicious code that can harm your computer device (Risk = 7). 
This minimizes the possibility of developing recommended risk are causes for removal risks and other 
risks. Also in the analysis we took into consideration the risks that I have seemed to be the worst (even 
if their probability of occurrence is rare) : Risk 3: Loss of information;  Risk 5: destruction of 
information; Risk 9: Answer the computer as identity. 
 
2. CONSTRUCTING THE MODEL 
 
 As a starting point view in analyzing the impact of the number of uses, number of uses of free products, 
use products with the number of licenses and number of risks that can have major consequences we 
went through the study of two variables K and R .• The variable K is the ratio between the number of 
license applications with the number of uses of free products; 
• Variable rate R is risk consequences and its value is on the total number of major risks and total risks 
can be identified. 
    In order to get a more accurate analysis on the evolution of variables K and R we took the period 
1990-2010.The results obtained in our analysis can be seen in the graph and table below: 
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    We mention that the data showed in the table were obtained from questionnaires and performing data 
using in statistic. 
    Analyzing the data table and graph we see that the variables K and F describe each polynomial 
function of 4 degree. 
    The function described by the variable K will have the following form: 
         K=(E-0.6)X4-0,0007X3+0,0115X2-0,1282X+1512; 
    The function described by the variable R will have the following form:  
         R=-(3E+0.05)X4+0,0013X3-0,0181X2+0,1279X-0,0955; 
    All of analyzing data from the table I saw that we get an optimal point in 2000 (which is supported 
and the situation in Romania: The year 2000 represented a point of balance regarding the use of free 
products and the use of licenses. 
   The next step was to find a model that I emphasize as well the impact of the use of products free, 
usage of products with licenses, the total number of risks to the program uses. 
   We mention that we analyzed the period during 1990-2010 and the data were obtain from the National 
Institute of The Statistic. 
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    In establishing the model we left the next relationship, namely that: 
    Total uses = number of uses of products free + number of uses of licensed products. 
 
But we took into account that the risk can influence the number of uses of free product , the variable 
time is very important and that we can have errors. 
     Following this analysis we obtained a linear regression model in the form of the independent 
variables were: number of uses of free products, the number of licensed uses, the number of major risks 
that may impact on users when using free products and variable dependence was total uses.  
    After estimating model parameters we obtained the following results c=-4,337239; 
a=1,000201;b=1,000813;d=0,081386;e=-0,113528; 
   As you can see from the table the number of uses of the free products from Internet will grow at a 
faster pace than the total number of uses and number of uses of products with license. From the analysis 
of the chart we see that as we increase the number of uses increases the number of free products that 
may have consequences as major risks on users. 
   The coefficient of the number of free products (1.000201), number of licenses (1.000813) and the 
number of risks with major impact (0.081386) shows a direct link between the total number of uses, 
number of deploying free, number of uses of licensed products and the risks. 
    After estimating the model obtained will be: 
 
 
 
 
 
Conclusions 
        This paper can be a model in, the analyze of the impact of using free software and can be applied 
for all the countries but of course the results will be different. But how i see also for my research the 
questioners the results will almost the same for the country that are in a period of transition. 
      The results that we have obtain are that many people (many individual users ) download programs 
from internet for free because they are free and because they can try in every moment something new 
.But instead of doing this we must think that the consequences 
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Total uses = -4,337239 + 1,000201*Number of uses of free products +1,000813*Number of licensed 
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Abstract: 
One of the main debates at international level is the application of the International Financial 

Reporting Standards for the Small and Medium-Sized Enterprises (SMEs).  This paper presents the 
important aspects that I believe we should take in consideration when implementating the IFRS for the 
SMEs in Romania. I suggest the assessment of some clear criteria for the SMEs establishment which 
should be obliged and should opt for the development of the financial statements compliant with IFRS 
for SMEs. I have underlined the main troubles in implementating the IFRS for the SMEs: the differences 
between IFRS for the SMEs and the Order from Ministry of Finance 3055 from 2009, the aspiration for 
compliance with the tax rules, the Romainian practitioners’ orientation towards laws and not towards 
principles. 

Keywords: IFRS for SMEs, implementation, Romania, SME,  
 
Introduction 
The need of trading companies financing has been growing continuously and does not limit itself 

only at possible sponsors from the country where they develop their activity, respectively from the same 
economical environment which handles the financial statements in the same manner, but they exceeded 
the borders through internationalization. The attraction of financial sources as well as the attraction of 
possible investors and the admission on the international capital markets have determined the financial 
statements to be treated as adequate as possible.  

Between 1975 – 2010 a change of the investors’ mentality has occurred; investors who fiind 
opportunities worldwide, who search for capital everywhere at the lowest price and who are engaged in 
crossborder consolidation. Therefore, the benefits of such a thing are clear: a financial resources 
economy, a greater outlet and new customers. Are there only advantages? Possible customers bring 
along possible competitors. Another problem, which is the most important, that an investor should take 
in consideration is the way in which the financial statements of the enterprises are presented and 
prepared, in which the investor is disposed to „risk” / invest.   

There exist million of companies worldwide, fifty-two of the best stock exchanges of the world 
have registered together only forty five thousand listed companies. There are twenty five million private 
companies in Europe and twenty million private entities in USA, 99,6% of them  having less than one 
hundred employees.   

In order to attract investors on the capital markets, the listed companies are obliged to develop 
and publish the financial statements according to the rigours imposed by the stock exchange, on which 
the transactions take place. In this case, they can choose the accounting standards compliant with 
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IAS/IFRS, US-GAAP etc.; however the investors from the unlisted companies, mainly from the SMEs 
do not have a standard for reporting.    
 
 
Literature review 

 There exist professional literature for harmonization and accounting convergence. The 
internationalization of capital markets implied that the main actors of this global market(listed 
companies, financial analysts and investors, regulators, evaluators etc.) should be interested of 
investment attraction form an environment protected of possible incoherence regarding the financial 
statements; they should be interested of the existence of a single accounting referential, represented by 
high quality accounting standards, which should allow the financial cooperation between the agents on 
the international capital markets. There are still some drawbacks in the implementation process of the 
IFRS for the SMEs, such as the accounting tradition so far, the customs and the high costs to eliminate 
these (E.K. Jermakowicz, and S. Gornik-Tomaszewski, 2006), and also the tax importance (R.K. 
Larson, and D.L. Street, 2004; I. Vellam 2004) from some countries, and also from Romania. Even in 
this case, according to some authors, although the comparability of the financial statements is desired, 
the accounting treatements and politics will be influenced by the practices used before(C.N. Albu, N. 
Albu, and S. Fekete, 2010). 

The IAS Council believes that the external users, such as the creditors, the sellers, the customers, 
the evaluation agencies and the employees need some information, which is major for the economical 
decisions, but do not have the authority to demand for complete reports which should satisfy their need 
for information. They have to ground on general financial statements, the ones prepared according to the 
IFRS for SMEs satisfying exactly these needs. The IAS Council evinces that over 50 jurisdictions have 
decided that full IFRS should be mandatory or allowed to all enterprises, including the microenterprises. 
If the full IFRS have been considered to be suitable for all the enterprises, then the IFRS project for the 
SMEs will certainly be adequated. The Council does not think that this thing is a burden for the 
microenterprises (Basis for Conclusions on Exposure Daft IFRS for Small and Medium-sized Entities). 
Full IFRS applies in Europe by seven thousand listed entities at the stock exchange, and seven million 
unlisted small companies apply national accounting standards and norms, which do not provide 
information equally important (.K. Jermakowicz, and S. Gornik-Tomaszewski, 2006).  

What the SMEs are and who should apply IFRS?  
According to the standard, the SMEs are entities which : do not detain public liability and which 

publish general financial statements for external users. Among external users we have the owners who 
are not involved in the activity management, possible and current creditors, as well as the credit 
evaluation agencies.  

An entity can have public liability if its debt or capital instruments are transactioned on a public 
market, if it is issuing such instruments for transactions on public market (a local or foreign stock 
exchange or a non regulatory market, including the local and regional markets) or it possesses fiduciary 
assets for a large group of external parts, which constitutes one of its main activities. This is generally 
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the case of banks, creditary and economical cooperative, insurance companies, securities/ brokers, 
mutual fonds and investment banks.  

The term of SME is entirely worldwide recognised and used, although many jurisdictions have 
developed their own definitions of this term for a great area of objectives, including the settlement of the 
financial reporting obligations. Those national or regional definitions include often quantitative criteria 
based on income, assets, employees or other factors. The term is used frequently to include or refer to 
small companies, without taking into consideration whether they publish or not general financial 
statements for external users. The „private entities” term is often used in some jurisdictions – especially 
in North America – to describe those entities which correspond to the IASB definition for SMEs 
(entities without public liability). Though, in other jurisdictions – mainly where the government having 
ownership over some participants is something usual – the „private entity” term is used more 
restrictively to describe only those entities over which the governement does not have ownership. In 
such jurisdictions, there is a high posibility that the „private entity” term may be misunderstood.  

The European Union defines SMEs to be the entities which fulfill the size criteria from the table 
below (beside employee number, they have to fulfill one of the other 2 criteria): 

 
Criteria Employee 

number 
Turnover Total Assets 

Medium-sized  < 250 < 50 mil. EUR < 43 mil. EUR 
Small < 50 < 10 mil. EUR < 10 mil. EUR 

Microenterprises < 10 < 2 mil. EUR < 2 mil. EUR 
 
SUA uses the SMB term – small and medium-sized businesses; small referring to less than 100 

employees, and medium-sized to less than 500 employees. 
 
Are SMEs prepared to apply the IFRS for SMEs? 
With the aid of the national standard regulators and of other persons, IASB has finished a field 

test programme which implies 116 small entities from 20 countries. Almost 35% of these entities had 
maxmum 10 full time employees. Other 35% entities from the survey had between 11 and 50 full time 
employees. Over a half of the entities had bank loans or major overdrafts. A third of them had abroad 
operations.  

It is interesting to analyse the case of France. The consultancy firm Mazars has conducted a 
study in France, Germany, Italy, Holland, Spain and Great Britain; it has analysed 293 companies in 
France: 85% declared themselves in favour of the national accounting principles harmonization with the 
international ones; 93% are favourable to a single set of principles for the SMEs in the European Union 
(Nobes şi Parker (2008: 290)). The second case, the National Accounting Council, where 10.000 
questionaries were sent to the SMEs and 678 answers were received (C.N. Albu et all, 2010) The main 
conclusions are the following:  

- only 3,7% are demanded to present comparable information at international level; 
- 80% do not detain or detain little knowledge about IFRS; 
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- the proposed standard is believed to be unsuitable for the French environment, and France has a 
regulatory framework which proved to be reliable; 

- the SMEs’ needs have not been identified in the standard development; 
- the SME context analysis in France shows that they publish financial statements for tax 

purpose, these statements being prepared by external accountants. If financial statements are created for 
other purposes, applicable principles are the same.” 

 
For which entities would the IASB for SMEs standards be intended?  
In the standard IFRS-SME implementation process, SME needs to be clearly defined, and, in my 

opinion, not every SME should apply IFRS-SME. This possible standard application has to be justified, 
as it needs additional costs for application and reporting, not being compliant with tax requirements, 
thus needing double reporting. The IFRS for the SMEs are destinated to entities without public liability, 
which publish general financial statements for external users. The main external users groups are the 
following: 

 banks that offer loans to the SMEs. 
 sellers who sell to SMEs and who use financial statements to decide over crediting and 

evaluation. 
 credit evaluation instituitions and other persons who use financial statements for SME 

evaluation.  
 SMEs’ clients who use SMEs’ financial statements to decide over business beginning;  
 SMEs’ shareholders who are not their SMEs’ manager. 

 
The current relation between the very small entitites and the credit supplier has been analysed by 

Tucker and Jonathan Lean in the „Small Firm Finance and Public Policy” paper. In this report, the 
authors underline the existence of an informational asymmetry both at bank level and at SME level. The 
credit suppliers for the small businesses may be the major banks as well as small banks. However, the 
great groupings or the multinational banks cannot establish links with clients who possess small 
businesses, unlike those smaller financial institutions, and function in the same way at regional level. 
Moreover, the banks centralize the loan decisions and limit thus the possibilities to accept a client or not, 
at branch level.   

The small firms deal with problems when approaching banks, as they cannot prove the quality of 
the financing projects nor the financial viability of the enterprise. In their financial analysis, the banks 
base on past performance in order to appreciate the creditworthiness. According to the lack of 
experience or to a past performance on which the comparation will be done, the financing institutions 
concentrate on the value of the available assets when displaying the financial risk to establish warranties 
and do not seriously evaluate the profit flows resulted from the financed project. This attitude creates a 
problem for the SMEs as most of them do not possess insurative goods and the financing institutions do 
not seriously evaluate the profit flows resulted from the financed project.    

To sum up, the SMEs deal with the same problems: the non recognition of the bussiness 
character, the lack of insurative goods, the non recognition of loan requirements, the difficulties related 
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to the available finance or the lack of an analysis of the financial performances. We notice that the 
informational asymmetry does not necessarily depend on the data offered by the financial statements 
prepared by the small enterprises, and the adoption of the IFRS for the SMEs will do anything but 
adding a new problem to those that the entities already enclose.  

 
The main differences between The Order of Ministry of Finance 3055/2009 and the IFRS 

for the SMEs. 
 
The challenge of implementing the IFRS for the SMEs in Romania is given by the differences 

between The Order of Ministry of Finance 3055/2009 and the IFRS for the SMEs.  
If the IFRS for the SMEs allow the asset exchange and explicitly mention that an entity does not 

have to recognise income if the good and services are exchanged with goods and services with the same 
nature and value or the goods and services are exchanged with similar goods and services, but the 
tranzaction does not have commercial content. In current Romanian legislation this is forbidden; when 
assets are exchanged, the selling / eliminating the operation from record is registered separately, also the 
case for the buying / recording operation, according to the justifying documents, through the registering 
of all income and expense associated to the operations. The accounting treatment is also similar for the 
mutual service rendering and the problem of the commercial or non commercial transaction does not 
occur.   

IFRS for the SMEs do not classify the governmental grants in: 
- asset grants and  
- income grants, as it appears in the national regulations, as well as in IAS 20. Another difference 

may refer to the fact that the IFRS for the SMEs treat the  governmental grants while the The Order of 
Ministry of Finance 3055/2009  treat a more general term, that of grant, in which the donations for 
investments and the inventory extras such as intangible and tangible assets are included, according to the 
Romanian regulators. 

The next current evaluations models differ meaningfully, the IFRS for the SMEs using only the 
cost model: the tangible assets categories are evaluated at cost without the accumulated amortisation and 
loss from depreciation. The national regulations present two models:  

 cost model, similar to the IFRS for the SMEs . 
 reevaluation model, according to which the tangible assets classes are evaluated at 

reevaluated value without any accumulated amortisation or losses from depreciation 
accumulated subsequently. If the reevaluation causes a value growth, this is imputed to a 
„reserve from reevaluation”, excepting the case when it represents the recovering of a 
loss form the reevaluation recognised as an expense for the same asset, in this case 
generating the registering of an income. A decrease of the value will generate the 
recognition of an expense as far as it exceeds the sum of the reserve from reevaluation 
existent for the same asset. The reserve from reevaluation is not deliverable. When a 
reevaluated asset is surrendered, the reserve form the reevaluation is transfered to other 
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reserves. The transfer may be undertaken during lifetime for the additional amortisation 
generated by the reevaluation. The reevaluation is allowed only at the end of the year.   
 

Conclusions 
The informational asymmetry between the IFRS for the SMEs and The Order of Ministry of 

Finance 3055/2009 and for the other elements such as the accounting principles sensitively different, the 
asset depreciation, the postponed tax, the hyperinflation, the employee benefit and  the real estate 
investments creates discomfort and reticence from practitioners for the SMEs.  

In order that the shock of the transition to the IFRS for the SMEs should be as easily absorbed as 
possible, the professional accountants need to have access to information such as the main differences, 
through a comparative study and a national accounting standard, based on the IFRS for the SMEs should 
be developed, because the assumption of the standard as such, excepting the customs of the social-
economic environment where it applies may not be compatible and the objectives regarding the financial 
reporting, envisaged by IFAC may not be achieved. Other important aspects that should be taken in 
consideration are the desire for conformity with tax rules, the orientation of Romanian practitioners 
towards laws not principles. Future quantitative research are necessary to establish their impact and 
dimension.  
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 Abstract:  

The main structural problem of the Romanian economy, besides the budget deficits, is the level of 
employment, there are at these time with about six percent below the European average. Thus, an 
increase of employment level in the formal sector of the economy, would makes, on medium and long 
term, that the budget deficits of the economy of our country tends to balance. 

In this article we intend to highlight the structural problems of the labor market in Romania, due to 
significant share of the informal sector and also to calculate, using statistical data, the share of the 
budget revenues in GDP that the state lost them, annually, from the non taxable work, held in the 
informal sector of the economy. 

 
Keywords: Unemployment (E24); Labor Market (J48); Informal Sector (E26); Shadow Economy 

(O17); Agricultural Employment (J43); 
 
 

 Introduction 
The employment level problem of any country, as an indicator reflecting the degree of welfare 

was the subject of study and research in the works of many economists. 
Starting with the founder of the classic liberal school, Adam Smith, who considered that a society 

is getting richer as it uses more productive employees and is getting poorer as it uses more unproductive 
workers (servants or govermental employees), and continuing with the marxist ideology that developed 
the idea all the citizens of a country should have a job, reached the conclusion that in order to insure a 
macro-economic stability should exist a high level of employment and more recently that there is a 
natural level of unemployment, in every economy, and a country’s GDP is at its potential level when the 
unemployment is at the natural level. (Friedman, Milton, 1968). 

A high level of employment, means a high scale of taxation, that leads to an increase of the 
incoms to the general consolidated budget. This reasoning is valid only in the developed economies, 
because the structural problems of the labour market in the emerging economies, raised in the current 
context of the globalization, such as the dual character of the economy (that contains the formal and 
informal sector), the lack of labor flexibility and the inequality of the incomes shows that is not enough 

                                                 
4 This work was co-financed from the European Social Fund through Sectoral Operational Programme Human Resources 
Development 2007-2013; project number POSDRU/107/1.5/S/77213 „Ph.D. for a career in interdisciplinary economic 
research at the European standards” 
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to raise the employment level to insure the economical welfare, but also increasing the employment 
level in the formal sector of the economy.  

In the emerging economies, the informal sector is significantly increased and contains an 
important segment of the active population, who, even if it’s employed, is’s not taxed, so it does not 
contribute to the increase of the state budget and of the social budgets  health insurances, 
unemployment, pensions, etc). 
 In this work we will focus on the structural problems of the Romania labor market in terms of 
duality formal/informal and the impact on the budget revenues (state budgets, unemployment budgets, 
social security budgets). 
 
 The features of the labour market in terms of duality formal/informal 
 The measures applied during the transition period to a market economy by developing countries 
have achieved high social cost and not only that, these measures have produced deep structural 
imbalances in the economy and, in particular, on the labor market. 
 Among the most important structural imbalances existing in less developed economies are the dual 
character of the economy, represented by its two sectors, the formal and informal employment, lack of 
labour flexibility and low wages, which is a barrier on labor market. These are, in fact, the main 
differences between the labor market in developed economies and the labor market in emerging 
economies. 
 In the literature, the formal sector is alternatively called modern, urban, good jobs, industrial, 
while the informal sector is alternalively called, agricultural, traditional, bad jobs, rural (Fields, 2009). 
 One important distinction is between informality of enterprise and informality of employment in 
sense that formal sector enterprises can employ workers informally. Workers who are informally 
employed are unlikely to benfit from the protections of those who are employed formally, whether or 
not they are employed in informal enterprises. Also, it can be supposed that workers in the formal sector 
are likely to be more skilled, better paid and more likely to be provided with non-wage benefits such as 
the protection offerd by formal pension and social insurance systems. In the poorer developing countries 
it can be usually consider that the majority of workers are likely to belong to the informal sector, 
because the most accessible livelihoods involving agriculture, petty commerce, manufacturing and 
services are likely to be outside of tax. (Reddy, Sanjay G., 2006). 
 Another distinguishing features of the developing countries it referes to the fact that workers earn 
different wages depnding on the sector of the economy in which they are able to find work. Lewis wrote 
(1954) "earnings in the subsistence sector set a floor to wages in the capitalist sector, but in practice 
wages have to be higher than this and there is usually a gap of 30 per cent or more between capitalist 
wages and subsistence earnings". 

Lewis explained that the difference between formal and subsistence economy incomes is not 
significant because of the higher cost of living in urban areas, however, between the two categories of 
income remained a gap due to: „a) psychological cost of transfering from the easy going way of life of 
the subsistence sector to the more regimented and urbanized environment of the capitalist sector; b) the 
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payoff to experience in the capitalist sector and c) workers in the capitalist sector acquiring tastes and a 
social prestige which have conventionally to be recognized by higher real wages”. 

Another way of modeling the duality of the informal sector is to specify two informal sectors that 
are geographycally distinct. Some economists had tree employment sectors – urban modern 
employment, urban traditional employment and agricultural employment (Todaro ,1969 and Fields, 
1975) and other had only two employment sectors -  urban modern employment and agricultural 
employment but not urban informal sector (Harris and Todaro, 1970).   

Refering to the agricultural sector Harris and Torado (1970) assumed that anyone who wanted to 
work in agricultural could find a plot of land, cultivate it, and earn the marginal product from his or her 
efforts. This kind of work in agricultural subsistence that ensure survival may be an alternative to formal 
sector work for a short period of time. 
 The most common characterization of the informal sector is that it is an easy-entry sector that 
workers can enter to earn some cash in preference to earning nothing. The important features of labor 
market dualism described above is that the formal sector offers relatively attractive wages and other 
terms and conditions of employment while the informal sector offers relatively unattractive ones. Fields 
consider that workers prefer formal sector jobs and accept the informal sector only as a last alternative. 
(Fields, 2008) 

The existence of free-entry employment opportunities in the informal sector helps explain why 
open unemployment rates in developing countries are comparable to those in developed countries and 
often considerable lower . (Turnham 1971,1993) 

The approaches of the informal sector has been developed in some papers by William Maloney. 
As a conclusion as his research, Maloney offers a number of reasons why workers might want to be in 
the informal sector: some can earn more (or at least hope to earn more) in informal self employment 
than they could earn in formal sector employment; they don’t trust on the government promises 
concerning to social security and pensions that they will benefit in the future; they would rather use the 
money that the formal  sector protections cost them for investing in their own small informal enterprises. 
Malony consider, for any of these reasons, that workers may prefer informal sector work to formal 
employment (William Maloney, 2003). 

 
 The structure of the Romania’s labor market in terms of duality formal/informal 

Our country, like many other developing economies, has experienced the transition from 
centralized economy to a market economy with structural problems due to the changes which occurred 
in the economy. 

These changes come from the measures that any economies in transition need to take in order to 
become a capitalist economy, namely the privatization of unprofitable state enterprises, liberalization of 
trade and financial markets by removing any barriers that hamper the free movement of goods, services 
and capital. 

In Romania, as elsewhere in communist countries, the privatization has been made in haste 
without a regulatory framework in these areas and such a fact has led foreign companies which have 
entered the Romanian market to acquire a monopoly position, the local competition being almost 
nonexistent. 
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The liberalization of the capital account has been made prematurely, Romania not being ready to 
face the waves of speculative capital which has penetrated the market after the removal of any barriers 
which are in the way of the capital movements, and this has contributed to speculative bubble in the real 
estate area, whose bursting triggered actually the financial crisis. 

On the other hand, the shock therapy applied repeatedly in our country in this transitional period, 
for balancing the budget deficit has only deepened the structural problems of the economy, creating a 
profound social inequalities and encouraging the development of the informal sector. 

Thus, at this moment our country is facing major structural imbalances that affect the market of 
goods and services, financial market and labor market and prolong the crisis in which we find ourselves. 

In our opinion, even from the statistical point of view, Romania came out of depression during this 
year, recording a slight economic growth, the crisis period will continue in the future, due to these 
structural imbalances. 

Among the imbalances of romania labor market, many of them common to all developing 
economies, we can mention: working in the informal sector (subsistence agriculture, illegal work, 
informal self employment); long-term unemployment; lack of labor market flaxibility; poverty workers 
and uneven distribution of wealth; the polarization of income distribution. 

The structural imbalance of the labor market in Romania is determined mostly by the lack of labor 
flexibility and the discouragement to enter on the labor market because of issues related to fiscal policy, 
namely: the rate of taxation of labor and minimum wage, which discourages workers to enter in the 
formal economy. All this leads to a high unemployment (7,5%, June 2010).   
 According to studies by Liviu Voinea, Romania has the largest income inequality of all Europe’s 
economies in 2008, respectively 7 point, compared with 3,5 point as was the average in the EU27 (Liviu 
Voinea, 2008). Inequality is calculated as a ratio of income earned by the top 20% of the population with 
the highest income and revenue over the last 20% lowest incomes. 

The romania’s labor market structure, in terms of duality formal/informal, is as follows (and of 
2010): employment people there were approximately 9,500 thousand, of whom about only 4,500 
thousand people are working in the formal economy, paying taxes to the state and social security 
budgets. From these, there are about 4.100 thousand employees and about 400  thousand self-
employment.  

The difference to 9.500 thousand, respectively 5.000 thousand people, there are working in the 
informal economy. Of these, about 1,500 thousand people are working illegally, about 2.500 thousands 
peopleare working in subsistence agriculture and about 1,000 thousand people represent family unpaid 
workers.  

The romania’s level of the labor force occupied in agriculture is the largest of EU27 countries 
(29.5%), compared with UE27 average that was 6.4%. Nevertheless, the agriculture sector from 
Romania contributed with 7% at GDP, unlike Bulgaria, another developing country, that with a 7.5% 
labor force in agriculture contributed with 6% at GDP. This low contribution of agriculture sector to 
GDP with a high degree of employment in agriculture, translates into a high level of informal 
employment in agriculture. 
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Conclusion 
In Romania the state and the social security budgets are fueled by less than half the active 

population of the country and this can explain the social crisis in Romania and  the budget imbalances. 
The informal sector of the Romania’s labor market is at a high level and it is very attractive for the 

poor, which consider it an alternative to the formal. One reason for this could be the high level of taxes, 
that can be a barrier to access to the formal labor market. 

In my opinion, the unemployment rate is not a conclusive indicator for determining the degree of 
vacancy, due to significant share of the informal sector, which, as we see from the statistic dates, the 
half over of the employed population in Romania works in informal sector and no pay taxes. 
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Abstract. In the context of  development of the utilization techniques of a work or of those utilizations of 
a work that can be hardly monitored by the rights owners, the collective administration 
organizations are essential  in the exploitation system of copyrights and related rights. 
Mandating the collecting societies by the right holders is the legal solution for the 
authorization of the uses of a work. By this,  on the one hand, there are respected the 
rights and the remuneration of the rights holders and, on the other hand, users are 
provided with legal certainty for the use of a work as well as economic advantages 
from it .   
 
Keywords: collective administration organization, copyright, related rights, the market 
work. 
 
JEL Code: K11, O34     
        
In the regulation system of Law no. 8 /  1996, the owners of copyright and related rights 
may exercise their rights recognized by law individually or by proxy, by collective 
administration organizations in accordance with the law. The development and, 
especially, the advantages of the technical means of reproduction and dissemination of 
works led to the regulation of collective management of copyright. 
The administration organizations are defined by Law no. 8 /  1996 on Copyright and 
Related Rights, subsequently amended and supplemented, as non-profit  association 
established by rights holders and which have as main activity the collection and 
distribution of appropriate remuneration for the rights granted by mandate from the 
members or by law. (1) 
 
The collective administration organizations may be established under the endorsement 
of Romanian Copyright Office (O.R.D.A.) and must comply with specific legal provisions 
stipulated in Law no. 8 /  1996 on Copyright and Related Rights, subsequently amended 
and supplemented. (2) Thus, the legislator has provided special conditions governing 
the status of collective administration organizations, rules applicable to collective 
administration as well as obligations of the collective administration organizations in 
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relation to the public, to the authors, the users and ORDA. The most important of these 
provisions refer to:  
-  establishing rules of distribution of collected remuneration in the status of collective 
management body, on the basis of proportional distribution of collected remuneration to 
the use of the work; 
- decisions regarding important aspects of collective management should be taken by 
members in general meeting; 
- the requirement to have a website as well as specifying the minimum information that 
should  be posted on it; 
Limiting the management fee payable by the rights owners, which are members of the 
collective administration organization, fees which are used to cover its operating 
expenses, at 15% of the amounts collected annually. The collective administration 
organizations must have sufficient income to carry out its duties effectively, especially 
when the managed rights cover a vast repertoire and there are required several  
distribution and payment operations, which generates costs.  
-  the management fee will  be deducted from the amounts distributed to members after 
calculating individual repair; 
-  the amounts collected by collective management organizations are not and can not be 
treated as their income, because the most important duty as a collecting society is to 
allocate appropriate amounts to the rights holders according to the use of their works. 
Collecting societies would not discharge this burden if,  instead of making payments to 
holders of rights, would use these resources to provide funds and reserves for other 
purposes. 
-  complying with the principle of equal treatment of the rights and work holders. For 
example, in the case of collecting societies, all  or at least most of the collected money 
will  be transferred abroad under reciprocal agreements concluded with similar bodies. 
Must however be stressed that all  management societies are obliged by law and by the 
concluded reciprocal representation agreements with similar foreign companies to 
comply with a strict equal treatment with regard to any national or foreign works. (3) 
 
The collective administration organizations can be created separately for different 
categories of rights management corresponding to different areas of creation as well  as 
management of rights belonging to different categories of owners. Currently, in 
Romania there are operating a number of 11 collecting societies (4),  designed to 
manage different categories of rights, i.e. copyright and related rights, as follows: 
Copyright category: 
COPYRO – manages the authors’ rights of written works 
DACIN-SARA – manages authors' rights of cinematographic other audiovisual works 
PERGAM- manages the authors’ rights  of scientific works 
 UCMR-ADA – manages the authors’ rights  of musical works 
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VISARTA – manages the authors’ rights in the field of visual arts 
Related rights category: 
ADPFR – manages the authors’ rights of phonograms producers 
CREDIDAM – manages performers' rights 
AGICOA ROMANIA  - manages producers’ rights  of cinematographic and other 
audiovisual works 
 ARAIEX- manages performers' rights 
UPFAR-ARGOA – manages producers’ rights  of cinematographic and other audiovisual 
works 
UPFR – manages the authors’ rights of phonograms producers 
 
COPYRO - collecting society of copyright. COPYRO is a member of IFRRO and has 
signed reciprocal agreements with the collective management organizations RAO 
(Russia), SOPE (Greece) and  SGAE (Spain).  
Concerning the number of members,  this collecting society now has 1664 members, 
managed based on mandates and a total of 521 managed works. (5) 
Currently, COPYRO collects the remuneration of the written works’ authors from the 
following sources: the compensatory remuneration for private copying in the graphic 
field, sole collector for:   compensatory remuneration for private copying rights holders 
- copy paper, compensatory remuneration for private copying rights holders - devices 
and other media, broadcasting by radio and television broadcasting organizations, 
broadcasting via cable retransmission, publishing reproduction, public communication 
(theaters). 
 
DACIN-SARA (Society of copyright in cinematographic and audiovisual - Romanian 
Society of Audiovisual Authors), manages the rights of authors of cinematographic other 
audiovisual works, being approved to operate as a collecting society by Decision no. 1 /  
1997 of the General Director of O.R.D.A. (6) 
 
PERGAM (Romanian Society of Authors and Editors of Scientific Works) manages rights 
of authors and publishers of scientific work, being approved to operate as a collecting 
society by Decision no. 98/2009 of the  General Director of O.R.D.A. (published in the 
Official Gazette, Part I no. 579/20.08.2009). (7) 
 
The collective administration organization PERGAM collects the remunerations of 
authors and publishers of scientific work from the following sources: broadcasting, 
cable retransmission, communication to the public, private copying, public borrowing, 
making derivative works. 
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UCMR – ADA (Union of Composers and Musicologists from Romania - Copyright 
Association), the most important collecting society in Romania, manages the rights of 
authors of musical works; established by free association between composers and 
lyricists. (8) 
UCMR-ADA is a member of CISAC (International Conference of Societies of Authors and 
Composers) and BIEM, and has signed over 50 mutual agreements with similar foreign 
bodies (eg SIAE - Italy, MCPS - United Kingdom, AMRA - U.S. ASCAP - U.S.).  
 The fundamental principles on which UCMR-ADA operates are: 
-  UCMR-ADA is a collective administration organization, open to all  holders of 
copyrights in music from Romania and abroad. 
-  In exercising their functions, UCMR-ADA will  comply with Romanian legislation, 
international agreements to which Romania adhered, and the principles and methodologies 
applied world wide. 
-  UCMR-ADA treats with the same rules all  works whose rights have been entrusted to 
management, whether it  was mandated directly by the authors or by their representatives. 
-  UCMR-ADA guards the moral rights of authors. In this respect,  the UCMR-ADA will  
only manage related rights as secondary activity. 
-  UCMR-ADA guarantees its members access to information and data required by them 
about managing their rights. 
Currently, UCMR-ADA collects the remuneration of authors of musical work from the 
following sources: public communication (cinema), public communication (ambient and 
lucrative), broadcasting by radio and television broadcasting organizations, cable 
retransmission, private copying from the sound and audiovisual field, reproduction of 
musical works on phonograms, reproduction of musical works on videograms, the use of 
musical works as ringtones and on the Internet, 
 
VISARTA (Collecting society of copyright in visual arts), manages the rights of authors in 
the visual arts. The operation of collecting society VISARTA was approved by Decision 
no. 8 /  1999 of the General Director of O.R.D.A. (9) 
 VISARTA collects and distributes the remuneration of i ts members from the 
following sources: cable retransmission, private copying in the graphic field, 
reproduction.; remuneration determined by direct negotiation with the users, resale 
right.  
 
A.D.P.F.R. is constituted and functions as a collecting society rfor the elated rights of 
its members - producers of phonograms in the musical field, according to decision of the 
General Director of ORDA no. 206/30.06.2006, published in Official Gazette no. 
589/07.07.2006. 
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A.D.P.F.R. collects and distributes the remuneration of its members from the following 
sources: public communication (ambient and lucrative); broadcasting phonograms published 
for commercial broadcasting by radio; broadcasting phonograms published for commercial  
broadcasting by  television; cable retransmission, private copying from the sound and 
audiovisual field (sole collector).   
CREDIDAM (Romanian Center for Performers Rights Management), managing the rights 
of performers and acts as collecting society since 1997. (10) 
CREDIDAM is open to all  related rights holders, Romanian or residing in Romania or 
in other countries, as well as foreign citizens. The activity of CREDIDAM is the 
collection and distribution of their remuneration from commercial recordings broadcast 
in Romania by radio, cable, TV, in restaurants, hotels, discos, etc.  
 CREDIDAM collects and distributes the remuneration of its members from the 
following sources: broadcasting phonograms published for commercial broadcasting by 
radio, broadcasting phonograms published for commercial broadcasting by  television, 
broadcasting artistic performances by television, cable retransmission, private copying 
from the sound and audiovisual field,  public communication (cinema), public 
communication (ambient and lucrative). 
  
The Union of Phonogram Producers of Romania (UPFR) is a nonprofit  professional association 
founded in 1996 in order to defend and promote the professional, cultural and moral  
interests of i ts members under a mandate given by them to manage their related rights 
and involvement in activities relating anti-piracy.  
 UPFR gathers the myriad of today's most important producers and importers of 
phonograms in the Romanian market and is open to all  those who, in accordance with 
the interests of current members, express their willingness to adhere to the principles 
that animate the work of all  the legal producers.  
 UPFR collects and distributes the remuneration of its members from the following 
sources: public communication (ambient and lucrative), broadcasting phonograms published 
for commercial broadcasting by radio, broadcasting phonograms published for commercial 
broadcasting by  television, cable retransmission, private copying from the sound and 
audiovisual field.  
 
 UPFAR-ARGO (Union of Film and Audiovisual Producers of Romania - Romanian 
Association of Audiovisual Works management) manages the rights of producers of 
audiovisual works and is a collecting society established by Decision no. 9 /  1999 of the 
General Director of O.R.D.A. 
 UPFAR-ARGOA collects the remuneration of  producers of cinematographic and 
other audiovisual works from the following sources: public communication (ambient and 
lucrative), broadcasting by  television; cable retransmission, private copying from the 
audiovisual field. 



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

116 

 

 
The evolution of the amounts collected by collective management organizations in 
2004-2009. 
 
 

OGC 2004 2005 2006 2007 2008 2009 
TOTAL 32,793,457 46,611,666 87,798,674 111,456,985 157,085,742 152,873,851 

 
http://www.orda.ro/fisiere/GESTIUNE%20COLECTIVA/Evolutie-Sume-Colectate-de-OGC-uri-in-
perioada-2004-2009.pdf 
 
Conclusions 
In Romania, it  has been developed a complex system of collecting and collective 
administration organizations must continually align to the practices of collecting 
societies in other EU countries and must face the new challenges caused by the use of 
works and products bearing copyrights and related rights in the modern society. 
 
Notes 
(1) Ros Viorel; Bogdan Dragos, Spineanu-Matei Octovian, Dreptul de autor si drepturile conexe. Tratat, 
Editura All Beck, Bucuresti, 2005, 725p. 
(2) Eminescu Yolanda, Dreptul de autor. Legea nr.8 din 14 martie 1996. Comentata, Editura Lumina 
Lex, Bucuresti , 1997, 343p. 
(3) Parvu Rodica, Locul si rolul organismelor de gestiune colectiva a drepturilor de autor in general si in 
societatea informationala in special, in „RRDPI” nr.1/2004, pp137-147. 
(4)www.orda.ro 
(5)www.copyro.ro 
(6)www.dacinsara.ro 
(7)www.pergam.ro 
(8)www.ucmr-ada.ro 
(9)www.visarta.ro 
(10)www.credidam.ro 
(11) www.upfr.ro 
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ABSTRACT 
 
This paper addresses aspects of the crisis’ monitoring and the opportunity of increasing the rate 

of absorption of EU funds, as an economic recovery solution. Analysis of the views expressed by the 
International Monetary Fund official, European Central Bank, European Commission and their 
representatives, confirm a realistic framework to tackle the problems facing our country. Absorption 
approach versus budgetary effort is intended to shed light in the renewal of Romania's development 
strategy. 

 
INTRODUCTION 
 
For 2011, as shown in the monitoring report for Romania5, mixed teams of experts from the 

European Commission and the International Monetary Fund predicts economic growth of 1.5%. Growth 
vector will be composed of exports and agriculture. 

However, as head of the IMF delegation emphasized, the priority must be to absorb EU funds, 
especially for investment in infrastructure, as a dynamic factor for stimulating economic growth. 

For 2012, it considers an increase of between 3.5 and 4% in line with domestic demand growth, 
which contributes to lower inflation to 3.5% and maintaining the current account deficit in April, 5% of 
GDP. 

Following measures taken so far, revenue from VAT and excise duties were above expectations, 
while non-tax revenues were not raised to value estimations. In this context, the Government remains 
committed to reducing for 2012 the general government deficit below 3%. 

Better collection of revenues, optimize costs, including better targeting of social assistance to 
poor and vulnerable groups of society, stringent control of spending and other measures will be essential 
to achieve this objective. 

Another important direction is to eliminate arrears to reduce the deficit, cutting direct and 
indirect subsidies to state enterprises and their activities should be streamlined and brought into the 
competition. These reforms include the sale of majority or minority package of shares in some 
companies and the introduction of private management professional. It is necessary to work on different 
strategies to address the arrears, strategies which will be implemented as soon as effective measures to 
stop the flow of resources and the settlement of state enterprises on a sound basis. 
                                                 
5 International Monetary Fund - Press release,”Statement by the EC and IMF on the Review Mission to Romania” – August 
2011. 
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Regarding the banking sector, as it outlined in the report, increased nonperforming loans slowed 
in the last quarter, reaching the end of June to 13.4% of total loans. In the second quarter banks have 
resumed lending to the corporate sector. 

 
KEY WORDS 
 
European funds (R51), Cohesion policy (R11), Convergence (R13), Regional Development (R58) 

*** 
 
During this period, the European Union more than ever needs a strategy for cohesion, then able 

to develop a policy framework for investment, which will overcome the crisis, reduce disparities and 
achieve the objectives of Europe 2020. By enhancing building efforts of cohesion in Europe, we have 
made progress in economic, social and environmental protection. 

Therefore, the future of Cohesion Policy, strongly consider an action prioritization of  directions 
after the impact they have on less developed regions of Europe, and funding these priority objectives to 
be increased, aiming to align the objectives of Europe 2020 . European Commission encourages 
dialogue with Member States to select those objectives with strategic importance and focus efforts on 
the implementation of those programs that are based on these objectives. 

As shown in communications and analysis of the European Commission, Cohesion Policy has 
been aligned with the Lisbon Strategy, but to achieve the objectives of Europe 2020, an acceleration of 
efforts and implementation of the important projects. This can start with the design of effective 
development programs and environmental infrastructure can be only one example. To create a 
competitive and efficient frame, it is necessary to introduce a system of rewards for countries and 
regions with the best results. Based on the consultations, it arises the importance of impact and visibility 
of funding for such projects, placing particular emphasis on investment in human capital, an important 
element underlying the new strategy. 

In accordance with these principles, it is already established successful formula of the future 
cohesion policy: smart, sustainable and inclusive growth. Intensifying efforts must be directed over less 
developed areas, urban areas and disadvantaged areas subject to economic restructuring, to ensure 
fundamental change to a more innovative, knowledgeable, and more educated workforce. 

Cohesion Policy6  is the European Union most important tool for sustainable growth in Europe. 
For 2007-2013, there are allocated 344 billion Euros, about one third of the EU budget, which means 
considerable assistance designed to support the Union's engagement in regional and social development 
as well as social cohesion. Instruments through which this policy is implemented are the European 
Regional Development Fund (ERDF), European Social Fund (ESF) which is the oldest instrument in 
this field at European level. These are allocated on the following objectives: 

                                                 
6 Eric von Breska, European Commission, Directorate-General for Regional Policy, ”Investing in Europe’s future – Fifth 
report on economic, social and territorial cohesion”, November 2010 
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• Convergence - 212 billion Euros- in order to meet the needs of the 100 NUTS 2 regions, 
least developed, with a population of 170 million inhabitants, these regions are those with 
a GDP below 75% of the EU. 

• Regional Competitiveness and Employment - 55 billion Euros - in order to support other 
regions of the EU to be competitive and maintain employment in the labor force 
compared with other areas of global development 

• Territorial Cooperation - 7.8 billion Euros - in order to strengthen border cooperation and 
exchange of experience in the EU. 

There is added the Cohesion Fund (CF), for investment in transport and the environment in countries 
with a national income of less than 90% of the EU. 
 Despite these efforts, the development of multi-annual programs to date, it appears that 
achieving cohesion is as important as difficult issue. Multicultural and multiterritoryal context, 
determines the complexity of this policy. It is important that economic development is sustainable and 
consistent with social and environmental desiderates to be healthy and clean, to reduce disparities, 
eliminates gaps and inconsistencies. 

There are some important priorities for action: 
• Entrepreneurship and innovation - these are the engine of economic development and the main 

source of income to the budget, tax expenditures used for social, environmental and balanced 
territorial development. These include direct financial support for investment in research and 
development, but also non-financial assistance networks and innovation systems. The financial 
allocation for this chapter is 79 billion Euros for 2007-2013.  

• Transportation infrastructure –  connecting diverse internal and external EU areas. Support is 
allocated for investment in roads and railways, but also for urban transportation networks, ports 
and airports. Financial allocation is 76 billion Euros, especially for countries that joined in last 
waves.  

• Human capital development –  considered the main source of growth in Europe, but also a means 
of enhancing social cohesion, equal opportunities and increase adaptability of workers and 
entrepreneurs to economic change. Budget allocation is 68 billion Euros going to developing 
various forms of vocational education and training, structural reforms and labor market groups 
facing specific problems, especially people with disabilities. 

• Environmental protection –  considered the foundation of sustainable development and defining 
element to make Europe a more attractive place to work and live. The allocation is 62 billion 
Euros and is considering waste, water and wastewater treatment, urban regeneration, 
rehabilitation of old industrial sites (which has stuck with us on issues of land), energy saving, 
environmentally friendly investments, etc.. Only half of EU countries have adopted indicators 
for emission of greenhouse gases. 
Considering the complexity of the Cohesion Policy, we should measure the results of 

implementation. This requires evaluation, which may result in drawing a map of cohesion and an 
overview of the economic, social and environment. This approach can build a more accurate 
accountability network, coming up with concrete results on how Member States' contributions were 
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used or other income to the consolidated budget of the EU, were used as individual taxpayers, how to 
improve policy cohesion? Regional reports indicate fluctuations in terms of GDP, innovation, 
productivity, employment, natural resources, but this does not show the intensity of the influence of 
cohesion policy on the changes. 

In this respect, it is necessary to monitor the programs under the Cohesion Policy. Cost / benefit 
analysis ex-post can help to estimate the contribution of infrastructure to the regional economy. Another 
tool can be macro-economic modeling to identify key economic correlations in order to use them to 
generate the desired effect. 

Throughout this initiative, the Commission must be supported by Member States through 
realistic statistics, relevant assessments and appropriate monitoring harmonization of national and 
Community interests. A continuous evaluation confers credibility to Cohesion Policy. 

However, the present crisis is testing the cohesion of Europe, and attempts by Member States or 
prominent leaders to fix the errors perpetuated in the past and to impose financial discipline, can be seen 
as a perpetual balance between intergovernmentalism and sovereign of the state. 

German Finance Minister, christian-democrat Wolfgang Schäuble, calls for sanctions against 
European Union states are in debt. It does not require their exclusion from the EU, but partial loss of 
sovereignty and transferring responsibilities to the European authorities. State "will have to give up 
national sovereignty to some for the European Union". This measure is considered to be more effective 
than the elimination from the euro area countries with big debt. In this context, we see that more and 
more Member States act to amend national constitutions and introduce amendments related to financial 
discipline of any state: budget deficit, state debt, etc. Perhaps the discussions between France and 
Germany advanced on strengthening financial discipline in Europe, and they are the materialization of 
the idea of creating Euro Plus Pact.  

In a recent issue of the magazine Der Spiegel, talking about the effects of too much debt in the 
Eurozone, through the action of European Central Bank to buy billions government bonds, it is 
jeopardizing European rescue fund, and the European Financial Stability Fund (EFSF), will take the 
risk. The question is whether there is enough money for this. Director General of the International 
Monetary Fund, Mrs. Christine Lagarde, says in the interview:”The EFSF will now be flexible enough. It 
has been in a bit of a straitjacket. Now it has the option to buy on the secondary market in certain 
circumstances, to support the banks and provide guarantees. That is very welcome.7” 

In the same context, Reuters Agency tacking the point of view of the President of Central 
European Bank, Jean-Claude Trichet: "One can imagine that tomorrow, going further than what is 
currently foreseen, if despite recommendations a country doesn't take or is incapable of taking the 
required decisions, it should be possible to take them from the centre, from the centre of the single 
currency,"8 

Crisis that we experience since 2008 and has not yet come to an end, requires intensified efforts 
cohesion through investment in competitiveness, welfare and environmental quality of Europe's citizens. 

                                                 
7 Der Spiegel Review  - Interview with IMF Chief Christine Lagarde 'There Has Been a Clear Crisis of Confidence' – 4 sept 
2011 
8 Reuters Agency – Interview ”EU states must approve reforms immediately” – 5 September 2011 
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That is why we need a concentration of attention on priorities for cohesion, thus ensuring a policy 
impact in terms of maximum efficiency. 

In Romania, one of the most important causes of failure of absorption of EU funds and, 
accordingly, the recording progress in terms of cohesion policy is the mismatch between the priorities of 
the National Strategic Reference Framework (NSRF) and European fund management at the level of 
Management Authorities.  

Regional Development Policy NSRF sets as a priority to promote balanced territorial 
development in order to stop and then reverse the widening disparities by supporting and promoting 
balanced regional economic and social development. It provides that actions to support regional 
development by creating necessary conditions to stimulate growth of less developed regions and rural 
areas and urban restructuring. Investments will focus on improving infrastructure and establishing local 
connections to national networks and inter-continental European connecting Romania to international 
markets. Actions will focus on corridors and existing or emerging poles of development and create 
conditions for integrated development, establishing links with regional networks, national and trans-
European. Support will help strengthen local and regional business environment and natural heritage and 
cultural development to support tourism and urban development. Territorial cohesion will be based on 
long-term strategic framework established by the strategic concept of spatial development and 
integration into the European space from 2007 to 2025. 

Based on information gathered from the Management Authority of the ROP, we find that in mid 
2011, the effective rate of absorption of funds (i.e. payments already made by the beneficiaries and 
reimbursed by the European Commission) is only 7.37%. In the approved projects, we can easily see 
that the funds have been monopolized by the county councils, although it should be the target of local 
development projects materialize into more electoral impact, such as building roads, and the evidence in 
this so are the figures show that the Axis 2 of ROP have been allocated to projects with the highest 
amounts. 

 
With regard to health reform, behold the crisis blew strategy assumed at the beginning of the 

2007-2013 financial cycle. In this sense, the indicator set for Axis 3, DMI 3.1 Rehabilitation / 
modernization / equipping of health services - 50 hospitals rehabilitated / equipped, is only 11% of all 
hospitals in Romania. However, recent measures to restructure the health infrastructure and in particular 
how to close a large number of hospitals, making the percentage referred to gain a larger share 
nationally in this new context. 

Axis 5, tourism should contribute to real economic growth of some regions of the country with 
growth potential in this area, as reflected by indicators of "number of infrastructure projects in 
accommodation". Misunderstanding of the way how to implement these projects allowed regardless of 
their location or the potential to contribute effectively to economic growth of the area, funding is 
oriented toward recreation with golf courses in the range of joint centers leisure and tourism 
infrastructure extensions. In the absence of reports which will show real growth in both the number of 
tourists in those areas - without being prioritized before those points which are developing their full 
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potential - we can not know whether the money from tourism program encouraged, indeed sustainable 
growth in this area or were just a business for hoteliers. 

 
 
*Source: data released by Authority for Coordination of Structural Instruments – remarks: there 

is included prefinancing  
 
Regarding the projects aimed at social services infrastructure, they are not properly monitored by 

the Ministry of Labor in order to highlight that they can faithfully follow the commitments made by 
Romania in the process of deinstitutionalization, which are binding once ratified the UN Convention on 
the Rights of Persons with Disabilities. Rather, it appears that they have allocated money to preserve 
existing services at the expense of supporting alternative actions that would have included the 
deinstitutionalization of beneficiaries. 

The largest audience they had for micro projects, but the fact that the statistical results in 
impoverishment of small business condition, we cannot concluded that there is a major difference 
between the objective of this axis and results implementation. The question: there is someone who 
watches with attention that these investments rather enjoyed some to build their office buildings, 
conference rooms that are made by rental income? 

By NSRF also, the focus is on developing and make more efficient use of human capital in 
Romania. Under this priority, the strategy will aim to support education and training system to provide 
flexible and better education quality and tailored to individual skills, helping to increase access and 
participation in education and ensuring that education and training provides knowledge and skills to a 
modern and growing base. Increasing adaptability, entrepreneurship and lifelong learning will be at the 
heart of the policies, and employers will be encouraged to invest in human capital. 

Human Resources Development Operational Programme is designed to be programmed to 
generate added value to sustainable development of the economy by investing in human capital which, 
naturally, would be expected to translate into: more jobs, level increased of work performance for 
employees and employers, adequate training and ongoing labor market requirements, etc. Unfortunately, 
most of the times, by the extremely low level indicators guidelines established in the applicant guides, 
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the beneficiaries are not really encouraged to see beyond the quantitative aspect of "number of people 
trained" if this training will lead to future growth occupancy rate or better-paid jobs for employees. 

At the level of this program, accessing funds for development of human capital has become an 
extremely profitable business for consulting/training firms, which form people on the conveyor belt in 
the fields we do not know whether or not actually required in the labor market. The total budget 
allocated to HRD is about 3.476 billion Euros for the period 2007-2013 and at the end of March 2011 
that projects they approved 2006 projects, meaning 11.737.813.701,15 lei (about 2.794 billion Euros). 
Basically, they approved 80% of the total financial allocation program of 7 years. Regarding the actual 
rate of absorption (i.e. payments already made by the beneficiaries and reimbursed by the European 
Commission), only 19.1% of the money was spent.  

Frequent changes in the management of this program, reorganizations of departments and 
services, change management strategies and sympathies for the various agents of influence, led to 
failures in the system, the absurd publish procedure of calls which are open at different times of the 
announced and is closed prior to this announcement, although reopen sessions announced their closure, 
etc. 

 
CONCLUSION 

 
 Regional development is a priority for cohesion policy to the European Union and Romania is 
one of the countries to benefit from this allocation. Comparing the initial strategy of the NSRF and the 
results achieved 4 years after accession, behold encounter more failures. These can be divided into two 
categories: 

• The impact of the diverted funds - rather than pursue the objectives of operational programs, 
objectives of each project were not subsumed spirit in which allocations were made but only 
considered legal minimum and quantitative reporting of results. While a qualitative assessment? 

• Low absorption capacity of allocated funds - to establish the first priority of attracting European 
funds is just a fancy electoral, governmental, administrative propaganda and gaps related to poor 
training and lack of administrative staff, not synchronizing the legislation in an appropriate time, 
public auctions paradise - "dedicated " – these are some of the many problems facing Romania, 
as a beneficiary of EU funds. Is the future of the Ministry of European Funds able to provide 
solutions to these problems? 
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            Abstract 

The paper adds evidence to the problem of whether money and other monetary and financial 
variables cause economic activity using quarterly data from Hungarian and Polish economy starting 
with 2003. I test whether the monetary and financial variables from these countries cause in a Granger 
sense the real economic activity, to see if these are ready to accede to the euro area or money market has 
still a great impact on the monetary policy in each country. 
          Introduction 
          In analyzing the economic process, there is a very important causal relationship between 
economic variables and means by which causality can be measured. Causality is a phenomenon of a 
particular interest because it can extend the analysis to the evolution of the economic fluctuations, the 
causes of economic cycles and in order to formulate the most appropiate economic policies to minimize 
the volatility of key macroeconomic policies. Throughout the development of the economic theory there 
were many contradictions about the existence/absence of a correlation between real and 
monetary/financial variables, to what extend and direction one influences the other, and especially if this 
influence is long or/and short term. 
           In economics, Granger causality (Granger, 1969) is one of the most commonly applied research 
methods. Granger made a test to check if the oscillations of a variable precede systematic oscillations of 
another variable on the principle that a present or future event may be influenced by a past event, but not 
vice versa. The standard Granger test is based on standard asymptotic distribution hypothesis. Granger 
and Newbold (1974), using Monte Carlo simulations, showed that if the data series are non-stationary, 
the generated regressions may be spurious. The differentiation solution didn’t prove to be very effective 
because it has the disadvantage of loss of long term information (Perron, 1986). 
           With the introduction of unit root in time series analysis, several changes were made to test the 
causal relationships. Toda-Yamamoto(1995) modified the Wald test in a new test (called Mwald) that is 
more attractive because it is easier to be applied and no pre-test biases and reliance on standard 
asymptotic distribution hypothesis  regardless of the number of unit roots and cointegration properties of 
data are needed. 
                      A new stage of analysis of causality was made later by Engle and Granger(1987), and 
Johansen(1988); they used VECM (Vector Error Correction Model) to analyze causality for integrated 
data series. This method involves testing unit roots and cointegrating the series before testing causality. 
In the early literature on Granger causality in relation to issues of cointegration, the relationship between 
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money and output has not been analyzed. Stock and Watson(1989) showed that under the hypothesis of 
lack of cointegration a specification error by differentiation of first order can be obtained. 
           Konishi and Ramey(1993) examined the relationship between financial variables and real activity 
using the concept of “separation cointegration”, introduced by Granger and Konishi in 1992 (it means 
that two groups of variables can be uncorrelated in the  long run, but the error correction term in a group 
can affect the error term from the other group). They concluded that US interest rates have a stochastic 
trend different from other financial variables and real aggregates. Many studies have concluded that if 
interest rates are included in the model, the financial variables lose predictive capacity (Sims, 1980, 
Littermann and Weiss, 1985, Friedman and Kuttner, 1992). 
           Caporale, G.M., Hassapis,C., Pittis, N.(1998)  analyzed the correlation of the following quarterly 
data series for the period January 1979 and December 1993, using VAR models: the real GDP, the 
monetary aggregate M1, the short-run interest rate and the long-run interest rate for five industrialized 
states: US, UK, Germany, Canada and Japan. The interest rates used are 3-month interbank rates, for the 
short-term interest rate, and 10-year Government bonds yields for the long-term rate. Other monetary 
aggregate variables were used only if their inclusion changed the relevance of the model. After testing 
the presence and persistence of the unit root (integrated series of first order), bivariate models 
(incomplete models) or trivariate models (complete models)  have been made, and the most statistically 
significant models were chosen. 
            It’s interesting to compare the results of the two models: the bivariate model may be considered 
erroneously and causality is more complex; at the bivariate stage output affects SR (short-run interest 
rate), and the trivariate model shows a causality in both directions. The bivariate analysis is most 
significant for Germany and Canada from M1 to Y (output). Only the trivariate analysis expresses 
causality from SR to M1. The same model was done for the variables: LR, M1 and Y. The article 
concluded that SR is a better predictor for Y than M1, with the exception of Germany where monetary 
aggregates supervision recommended. 
            Granger test methodology 

The Granger test(1969), with subsequent developments of Toda and Yamamoto version,  is used 
to check the existence of a relationship between two variables. This test says that if a previous value of y 
variable contributes significantly to forecast future values of the variable x, then y is said to Granger 
cause the variable x. Conversely, if the past values of x help to improve (in the statistical sense) the 
prediction of y, then x is said to Granger cause the variable y.  
               The test is based on the following ecuations: 
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where yt and xt are two variables, ut and vt are the uncorrelated disturbances, t is time, and k and l are 
lags and H0: αl = 0 for any l and  δk = 0 for any k  
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                      H1: αl ≠ 0 şi δk  ≠ 0 for at least some l and/or  k. 
            If at least one αl is statistically significant and δk is not statistically significant, then x Granger 
causes y. Conversely, y causes x. If both αl and δk are statistically significant, then we have bilateral 
causality. 
          The steps involved in implementing the Granger causality test are as follows: 

1. Regress current y on all lagged y terms and other variables, if any, but do not include the lagged 
x variables in this regression. This is the restricted regression. From this regression obtain the 
restricted residual sum of squares, RSSr . 

2. Now run the regression including the lagged x terms. This is the unrestricted regression. From 
this regression obtain the unrestricted residual sum of squares, RSSur. 

3. The null hypothesis is H0: ∑αl=0, that is, lagged x terms do not belong in the regression. 
4. To test this hypothesis, we apply the F test, which follows the F distribution with l and (T-l-1) df. 

l is the number of lagged x terms: 
( )

( )12/
/
−∗−

−
=

lTRSSu
lRSSuRSSrF  

5. If the computed F value exceeds the critical F value at the chosen level of significance, we reject 
the null hypothesis, in which case the lagged x terms belong in the regression. This is another 
way of saying that x causes y. 

 
           Data and results: 
            Data series have a quarterly frequency, from 2003:01-2011:01. The selected variables for 
Hungary and Poland are: the real GDP rate of change from the previous quarter (GDP), 10-year 
government bonds yields(lr), the interest rate on three-month money market (sr) and the rate of change 
of money supply M1 (dM1). The variables are representative for money and financial market, and of 
course, real activity. The sources of data series are: www.eurostat.com  şi www.oecd.org. 
          The first step I will test the Unit Root for each variable of the two countries, using the Augmented 
Dickey Fuller test:  
           For Hungary, GDP_h and lr_h are stationary series at a significance level of 5%. M1_h and sr_h 
are stationary at a significance level of 1%, so the four data series are integrated of order 0- I(0)(table 1).  
            For Poland, data series are integrated of first order because they are  stationary at first difference. 
The new data series will be: dgdp_p, ddm1, dsr_p and dlr_p. 
           The second step I performed Granger tests for specific variables of the two countries.  
The F-statistic values for Hungary (figure 1) are the computed values according to  Granger 
methodology. 
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                                                           Figure 1. Pairwise Granger Causality Tests 
 
Sample: 2003Q1 2011Q1  
Lags: 2   

Null Hypothesis: Obs F-Statistic Prob. 

DM1_H does not Granger Cause GDP_H 30 0.86673 0.4326 
GDP_H does not Granger Cause DM1_H 0.81553 0.4538 

SR_H does not Granger Cause GDP_H 31 1.12220 0.3408 
GDP_H does not Granger Cause SR_H 1.04424 0.3663 

 GDP_H does not Granger Cause LR_H 31 1.16242 0.3285 
 LR_H does not Granger Cause GDP_H 2.19100 0.1320 

            By comparing the computed F-value and the critical F-value we can notice a weak correlation 
between the selected variables at a significance level of 10%. The lr_h is the variable that influences the 
most gdp_h in the Hungarian economy. The evolution of output has a very weak impact on the monetary 
aggregate M1 in the case of Hungary. 
 

                                                  Figure 2. Pairwise Granger Causality Tests 
 
Sample: 2003Q1 2011Q1  
Lags: 2   

 Null Hypothesis: Obs F-Statistic Prob.  

 DDM1_P does not Granger Cause DGDP_P  29  1.47919 0.2479 
 DGDP_P does not Granger Cause DDM1_P  0.07305 0.9298 

 DSR_P does not Granger Cause DGDP_P  30  5.52251 0.0103 
 DGDP_P does not Granger Cause DSR_P  2.46428 0.1055 

 
 DGDP_P does not Granger Cause DLR_P  30  2.61594 0.0930 
 DLR_P does not Granger Cause DGDP_P  0.48629 0.6206 

         In the case of Poland, the short term interest rate change is affecting the greatest change in output 
with a probability of 99% and vice-versa. The output change has the lowest impact on the monetary 
aggregate M1 evolution and dlr_p has a very weak impact on the output change too. 

          Conclusions: 
           The results are similar to the conclusions of the Caporale’s article (1998) because in both 
countries the interest rate has the strongest influence on output. In the case of Hungary, the lr_h (the 
long term interest rate) has the greatest impact on the output change, but GDP influences very weak the 
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monetary aggregate M1. This can be explained by the fact that the Polish economy is increasingly 
integrated in European structures  and the influence of the financial markets is more powerful than 
money market influence.  On the other hand, money market can be influenced by the other factors and 
the monetary policy can be quite discretionary in terms of this instrument, taking into account the fact 
that Hungary is one of the countries preparing to join the euro area in 2014.  
           The above conclusions are revalidated through  the correlations in Poland. Like Hungary, Poland 
is among the countries heavely involved in the European model and the financial market expands ever 
more its influence on the real economy against the influence of money market. From this point of view, 
I consider useful to undertake correlations between the output change in Hungary or Poland and the 
money supply M1 evolution of Germany, because Germany’s monetary policy has a significant  impact 
on the monetary policies of member countries. 
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The Connection between the Degree of Attracting the European Structural Funds in 
the EU Countries and Cultural Differences between these Countries 

Andrei-Octavian BÎZOI 
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Abstract 
 
       This paper aims at presenting the degree of attracting the European structural funds in different 
countries in the European Union, including Romania, as well as Romania’s position in a hierarchy of 
these countries in terms of attracting such funds. On this basis, we will try to explain why the absorption 
degree of EU funds in Romania is different from that registered in other countries in terms of GLOBE 
cultural model. 
Key words: structural funds (M00), GLOBE (M14), uncertainty (M00), performance (M00) 
 
 
1. Introduction 
 

The new member states of the European Union benefited of an important financial support 
during the pre-accession period and of generous allocations during the post-accession period, ensuring 
thus the conditions for an accelerated development which to narrow the gaps from the European 
average. The contraction of the European economy during the crisis should allow braking the decline of 
the new member states by using the funds provided by the current European mechanisms of financing.  

The central question of this analysis regards the extent to which the management of the structural 
funds absorption, designed during the pre-accession period, is put to work under the current two fold 
context:  

• the new member states have acquired during the reference years of their accession the full 
attribute of member state; they are no longer under the pressure of the reforms monitored by the 
European bodies and they are fully accountable for the absorption of the available funds;  

• the new member states affected by the financial crisis display different traits of their 
administrative capacity,  effects with severe implications on the absorption of the structural and 
cohesion funds.  

The 12 new member states of the European Union, which joined the EU in 2004 and 2007, were 
confronted in the early 90s with notable differences of development: on the one hand, there were the 
countries which in socio-economic terms were close to the European average GDP/PPP (Cyprus 64%, 
Malta 58%, Slovenia 58%, Estonia 53%) and on the other hand there were the countries hovering 
around one third of the European average GDP/PPP (Poland 30%, Hungary 34%, Turkey 35%). Using 
the same terms of comparison to the European average GDP/PPP, Romania was at the lowest level in 
the history of enlargements (17%). 
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          Based on the different degree of attracting the European funds by the European Union countries, 
including Romania, we propose in this paper to find an explanation of this gap in terms of cultural 
differences using the GLOBE model. 
 
2.    Capacity of structural funds absorption 
 

The economic growth of the Central and Eastern Europe new member states (NMS) which 
accessed the EU in 2004 was a clear success: during 2001-2003 there was an average GDP growth of 
3.1% (compared to 1.4% the average of the other 15 EU member states – EU 15), while during  
2004-2006 the average GDP growth was 5.3% (compared to 2.2% - EU 15), highlighting an increase of 
2.2 percent points between the two analysed periods . 

As predictive measure to evaluate the performance of structural funds absorption, in early 2003, 
the European Commission published reports in which the indicators identified previously were tested in 
the ten candidate countries for the 2004 accession. Eight of the ten countries became EU member states 
in 2004, the other two (Bulgaria and Romania), becoming EU member states in 2007 . 

 
Table no. 1 

Absorption of the European funds (structural funds, cohesion funds, funds   
for agriculture and rural development) - International comparisons –  in the year of accession – percents 

Country  Rate of absorption Net position in relation to EU budget  
- proportion within the GDP  of each country -  
("+" net absorption) ("-" net contribution) 

Czech 41,5 0,18 
Poland 42,8 0,19 
Slovakia 41,6 0,24 
Hungary 42,9 0,38 
Romania 21,7 -0,36 

Source: European Commission 
 

These country studies have been conducted in order to identify the needs to supplement the 
institutional construction and to improve the capacity of these countries to absorb EU funds at the 
moment of accession. The results have revealed a surprisingly poor level of the administrative capacity 
in eight new member states since 2004. According to these studies, it was too early for the candidate 
countries which accessed the EU in 2004, and for Bulgaria and Romania too.   
 

Romania  shed by the end of last year, neither no more  than 4.53 billion euros from the EU 
budget, equivalent to about 45% of the amount by which Romania has to contribute in 2007-2013. 

Companies and public institutions in Romania have actually used 10.23 billion lei (2.5 billion 
euros) from the structural funds allocated after the EU membership for 2007-2013, according to data 
published by the Authority for  Structural Instruments Coordination (ACIS). The amount represents 
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12.4% of the total money allocated. So far Romania's net contribution to EU budget is around 2 billion 
euros. 

The amounts are payments that were settled after the implementation of costs and after the 
beneficiaries have obtained the  consent of the authorities in Brussels on these expenses.  

The good news is that in a single month (February), Romania absorbed about one billion lei, 
equivalent to 9.87% of the total allocation. However, this absorption rate would be insufficient to be 
able to attract all the European money that we can get from structural funds, totaling about 81 billion 
(19.2 billion). If we attract one billion lei per month, we would need no more than six years to spend the 
entire amount of money. But if we do not lose any money from those allocated for the period  
2007-2013, the funds must be spent no later than 2015, meaning in less than five years. 

 
Delays can be explained as follows:  

 The first two years were almost lost to attract structural funds. In 2007 programs have been 
launched and in 2008 in most cases  submitting projects began. 

 In the process, a number of obstacles and shortcomings of both the law and the authorities have 
been reported and corrected,  dealing with the analysis of cases of potential beneficiaries. Still, all 
these  hampered the smooth running of things in the early years. 

 Along with the approval and start of many projects, values of bills for settlement are increasing, as 
is done in the project work. It is expected that the amount drawn every month to be growing. 

  Another reason for delays is that the Sectoral Operational Programme on Transport, which has 
provided the largest amount of money, 19.2 billion lei (4.56 billion euros), runs projects very hard .     

Table no. 2  
The Results of the evaluation by main indicators and by country 

 RO HU CZ SK EE SLO 
Horizontal evaluation 

Management C (72%) B (87%) B (75%) C (63%) B (87%) C (71%) 
Programming C (52%) B (80%) B (80%) D (40%) B (87%) B (80%) 
Implementation C (53%) C (72%) C (56%) C (52%) C (68%) C (52%) 

Vertical evaluation 
Structure B (76%) B (76%) B (84%) B (79%) A (95%) B (74%) 
Human 
resources 

C (51%) C (74%) C (71%) D (41%) B (82%) C (59%) 

Systems and  
instruments 

D (45%) C (60%) C (50%) D (40%) C (60%) C (50%) 

Source: Key Indicators for Candidate Countries to Effectively Manage the Structural Funds,   
DG REGIO 
 
Most EU member states experienced difficulties in the  absorption of the European funds during 

the early years after accession, particularly due to the lack of a long-term vision of the authorities,  to the 
insufficient resources for project cofinancing, to the low administrative capacity at the central and local 
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level, to the lack of inter-institutional coordination, to the failure of the public-private partnership, to the 
limited ability of the human resources, etc.  (Zaman Gh., Georgescu G., 2009). 

Obviously, the mentioned dysfunctions also act in Romania, with the note that the administrative 
system of structural funds absorption can still be activated. During the post-accession period, the pace of 
structural funds absorption slowed down in the new EU member states, compared to the period when 
they were in the posture of candidate countries. Some authors noticed that the previous experience in 
PHARE programs implementation is ignored once more (Arpinte, D., Baboi, A., 2009); the initiation of 
consistent debates on the trend of funds absorption during the pre-accession period might support the 
new EU member states currently in recession.   

Within the context of the global economic crisis which started in 2008, one can notice that the 
new member states are confronted with significantly higher difficulties than the “old” member states. 
According to Eurostat data (6/2010), the Romanian economy shrank by 0.6% in the third quarter 2009, 
compared to the second quarter 2009, ranking fourth in the European Union, after Latvia (-4%), Estonia 
(-3%) and Hungary (-1,8%). Compared to the third quarter 2008, Romania ranked eighth within the 
European Union in terms of GDP decrease, with 7.1%, after Latvia, whose economy shrank by 19.3%, 
Estonia, by 15,6%,Lithuania, by 14.2%,Finland, by 8.8%, Slovenia, by 8.5%, Hungary, by 7.9% and 
Ireland,  by 7.6%.   

Among the causes of this crisis, some authors noticed for Romania the poor rate of absorption of 
structural funds (Voinea, Liviu, 2009).  

The austerity measures taken by the emerging economies focused on freezing/cutting the wages 
and pensions; limit the bonuses and the public acquisitions; shedding of budgetary staff. It was noticed 
that the specific elements of consolidation of the administrative capacity for the absorption of the 
structural funds is affected directly and indirectly by these actions. From this perspective, it is difficult, 
to anticipate the direction taken to achieve a more efficient absorption of the structural funds and also 
the way in which the economy will recover. 

 
3. Explaining the difference in attracting EU Structural Funds in different EU countries using the 
GLOBE model 

 
GLOBE research conducted in Romania aims at identifying some characteristics of 

organizational culture, values and practices within the organizations in Romania. The project was 
conducted with the participation of 48 academics from 12 universities from Romania. 
           Characteristics of organizational culture have been emphasised with the help of nine dimensions: 
power distance, uncertainty avoidance, institutional collectivism, group collectivism, gender 
equality,strong affirmation of  opinions, people orientation, performance orientation, future 
orientation. 

We will present further dimensions that we consider relevant from the perspective of the initiated 
scientific endeavor : uncertainty avoidance, institutional collectivism,  performance orientation and 
future orientation. 
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Uncertainty avoidance 
     Each member of an organization or company tries to avoid, where possible, the uncertainty by 

establishing rules, bureaucratic rituals and practices (House et all, 2004). Results for this dimension are 
the following (higher scores indicate greater uncertainty avoidance and the lowest scores indicate a 
reduced avoidance of it): 

Given the scores recorded in the 62 countries to carry out GLOBE research , Romania's situation 
is as follows: 

• The 46th place in the the top of uncertainty avoidance in terms of  practices (of 62 
countries), thus belonging to group C characterized by a relatively low uncertainty avoidance; 

●  The 3rd place in the top of uncertainty avoidance in terms of aspirations, group of countries 
belonging to the A, the countries that would like a higher uncertainty avoidance. 

In conclusion, Romanian managers see uncertainty  as having high level and the need for a more 
stable environment can be explained as follows: 

 One of the GLOBE research results relate to the acceptance of uncertainty in the 
countries of Eastern Europe, although the religious traditions of the area suggests uncertainty avoidance; 

 Romanian society is a traditionalist, and those 45 years of communism have revealed a 
very rigid, stable, protective social environment. Work and running of people's lives were controlled, 
things in general were predictable by observing the rules of society; 

 After 1989, there were a real "cultural shock"; people, familiar with the stability, rigidity, 
with a low degree of uncertainty, were suddenly confronted with radical changes on political, economic, 
legal, social plan. After 1989, there were a real "cultural shock"; people, familiar with the stability, 
rigidity, with a low degree of uncertainty, were suddenly confronted with radical changes on political, 
economic, legal, social plan. 

       Given the low level of attraction of structural funds in Romania, in terms of the size of the 
model, consider that an investment in the financing of projects is seen as an uncertain one, by the fact 
that he who can  carry it out, will not "benefit" of it - especially in the public authority level (approves 
and mobilizes co-financing funds, but those who will actually do the payments  can be political 
opponents meanwhile arrived at the governance). 

 
Institutional collectivism  

Institutional collectivism (Collectivism I) is degree that encourages the organizational practices 
and social and institutional practices and which rewards collective distribution of resources and actions. 
This variable is identical to the scale of individualism - collectivism used in the literature of specialty 
(eg Hofstede). 

Given the scores recorded in the GLOBE research, Romania's situation is as follows: 
• The 8th place among countries in terms of values on individualistic collectivism, falling 

within the group of countries with relatively low institutional collectivism; 
● The 23rd place among countries with the highest values of institutional collectivism, belonging 

to the group of countries with relatively high institutional collectivism. 
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This means that managers from Romania perceive in society  a relatively high individualism and 
collectivism and would like to belong to a society characterized by a greater collectivism. From this 
perspective, each tries to pursue their own interests, independent of common interest. If we consider the 
future orientation, we can appreciate the fact that special interests are pursued in the short term. Thus, 
increased bureaucracy to attract European funds is a source of pursuing self-interest, in terms of 
achieving short-term personal benefits, including at the level of the administrative staff. 

 
Performance orientation  

Performance orientation is the degree to which an organization or society encourages and 
rewards group members for performance, training and merits. 

Given the scores recorded in the analyzed cultural model, Romania's situation is as follows:  
• The 56th place among the 62 countries if we consider the practices,belonging to the 

group of countries with low orientation to performance; 
● The 60th place among the 62 countries if we consider the aspirations, what makes our country 

belong to the group of countries with the expected orientation to the lowest performance. 
In conclusion, Romanian managers do not seem to perceive the environment as rewarding 

performance, but expect a substantial improvement in performance orientation, but this tendency to be 
more powerful being behind most countries taken into account. 

The social environment is not encouraged because it rewards neither individual performance, nor 
the group performance. On the contrary, the widespread idea is that if you are  a rich person, you are a 
dishonest, incorrect person. We believe that the reasons for such perceptions are primarily Orthodox 
religion that promotes modesty, humility and then communist ideology based on collective ownership 
and prohibiting the accumulation of wealth. On the other hand, there is the idea that one is not rewarded 
fairly for the efforts and the proved devotion. This idea is maintained by the motivational system and 
does not reward enough the sustained performance.  Making things right is an obligation, is normal, 
therefore there is no need for any reward. So there is no reason to strive to make things better. Romanian 
societal culture has not got a cult performance yet, another feature being that of treating  problems 
lightly. 

 
Future orientation  

Future orientation is the degree to which individuals within the organization or society, have a 
forward-looking behavior, for example by planning, investing in future actions. 

Referring to the scores achieved in the model, Romania's situation is as follows: 
• The 52nd place in the top of the 62 countries if we consider the practices, belonging to 

the group of countries with relatively low orientation towards the future; 
●  The 30th place among the 62 countries if we consider the aspirations, belonging to the group 

of countries that have a relatively high orientation towards the future. 
In conclusion, we can appreciate that Romanian managers think it is worth you can focus on the 

present situation rather than on future planning, improvement of future orientation being however 
expected  (ASPIRED). Therefore, the orientation is primarily to daily problems, perceived as being 
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urgent and complex. Today is much safer than the future. Uncertainty of the future is hardly tolerated in 
Romania. Orientation is short and money necessary to  co-financing of projects (particularly at public 
level - see the degree of attracting funds Transport SOP) are often seen as wasted financial resources, 
which could cover the needs of the moment. 

 
4. Conclusions 

 
          The economic performances recorded before the crisis broke out, correlated with the impact of the 
crisis on the new EU member states raise again the question of performance sustainability in terms of 
the fundaments of the endogenous and exogenous elements which determined the high rates of 
economic growth.     
         The successful integration  of the twelve new member states expands on a short post-accession 
period (until mid 2008), identifying a “turning point” in which the experience of the “old”  member 
states to get out of economic crises was not mechanically transferred to  the new member states. 
         The problem of the “saturation point” in funds absorption should be treated in depth. Thus, several 
transboundary studies have shown that a given additional level of the aid, in relation to the GDP, 
actually has a rather low influence on the economic growth. In this respect, the “saturation point” is the 
functioning of different processes which are generated by the macroeconomic, institutional, 
sociocultural constraints and also by restraints in other fields such as infrastructure or human capital 
(World Bank, 2004). The countries with “good institutions and policies” may absorb important funds in 
support of their economies before the benefits start to diminish. The countries with a lower capacity will 
reach much sooner the saturation point after which the funds for aid become unproductive.  
         The positive conditionality applied by the European Union during the process of pre-accession of 
the new member states was a lesson properly implemented in practice, but it seems to lack, at this 
moment, the pillars supporting it to react uniformly to the global crises. The notable discrepancies of the 
economic shrinkage among the EU member states, particularly among the Central and Eastern European 
countries, should trigger a revaluation of the efficient modalities to absorb the structural funds intended 
for these countries. Most certainly, the planning of the structural and cohesion policies done before the 
2007-2013 cycle had stipulations and mechanisms for economic growth, situation radically configured 
within the process of the crisis which affects severely the new member states. 
           The principle of solidarity involves proactive reactions from the “old” member states by making 
use of their experience to successfully overcome the difficulties of the crisis and to generate new ways 
of absorption of the structural funds by the new member states. 
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The Characteristics of Low-Cost Business Models 
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Universitatea de Vest din Timişoara, 

Facultatea de Economie şi de Administrare a Afacerilor 
 
Abstract  
 

The paper analyzes the low-cost business approach from the business model concept perspective. 
As a result, the paper presents the key characteristics of low-cost business models and explains how the 
low-cost business models have emerged. The low-cost business model distinguishes itself from other 
business models through his radical approach on costs.  

For practitioners knowing how low-cost business models operate can help them to find new 
solution for their business, and also contributes to the development of the business model theory. 
 
Key Words: 
Strategy, Business model, Innovation, Competitive advantage 
JEL codes: L1, L22, O31, L25. 
 
Introduction 
 

In today’s business environment, change is the main constant. As a result, the complexity and 
uncertainty have grown. The competitive advantages are hard to be obtained and even harder to be 
maintained. In order to face these challenges, companies who want to survive must adapt their way of 
doing business and those who want to become leaders must reinvent it. The business model concept 
offers innovative solutions to overcome such challenges. In this new environment, by taking advantage 
of the business model innovation, companies can compete differently and distinguish themselves from 
competition. In this way, not only that a company can become a market leader, but rather, it may 
become unique. 
 
Literature review 
 

The concept of business model draws attention to a larger number of researchers and 
practitioners with the „dot.com” boom around the year 2000.  The concept development  is still at an 
early stage, but with a positive development dynamic. 

There is no widely accepted explicit definition regarding business models. Osterwalder and 
Pigneur (2010) state that a business model describes the rationale of how an organization creates, 
delivers, and captures value. Magretta (2002) defines the business model more normative, expressing 
also what a business model must do. So, in his perspective business models are “stories” that explain 
how a company work and it must answer to questions like: Who is the customer? What does the 
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customer value? How the incomes are made? Other autors, like Johnson et al. (2008) argue that business 
models consist of four elements: a customer value proposition, a profit formula, key resources, and key 
processes. Likewise, Chesbrough and Rosenbloom (2002) state that a business model must: articulate 
the value proposition, identify a market segment,define the structure of the value chain, estimate the cost 
structure and profit potential, describe the position of the firm within the value network, and formulate 
the competitive strategy. 

 
The literature presents the classifications of the business models (Timmers, 1998; Tapscott, 

2000, Applegate, 2001; Rappa, 2001), and classifications of the components of a business model 
(Johnson et al., 2008; Osterwalder & Pigneur, 2010 ; Lecocq et al., 2010). Thus, some approaches are 
focused on identifying the main activities within a company's business model, while others are focused 
primarily on the key elements that make up a business model. 

Knowing the business models components and the relations established between them, the 
business models can be innovated. (Pigneur & Osterwlder, 2010; Johnson, 2010). 

Thus, in addition to product innovation, technological innovation and process innovation, an 
organization may consider business model innovation (Osterwalder, 2010) to obtain, maintain and 
strengthen the competitive advantage. For low-cost business models, the companies create value by 
trying to achieve the lowest possible prices for their products and/or services. Low prices cannot be 
sustained if a company doesn’t maximize its operational efficiency. 
 
 Methodology 
 

The paper presents the key characteristics of low-cost business models. For that, we have 
conducted an exploratory research. We analyzed industry and firm reports from automotive industry and 
air transportation, case studies and other secondary data. As a result we identify the key characteristics 
of the low-cost approach from the business model perspective and explain how the low-cost business 
models have emerged. A better understanding of the key characteristics of the low-cost business model 
will help both practitioners and academics.  

From the practical perspective understanding the mechanisms that lead to the creation of the low-
cost business model can be a source of inspiration for other firms to implement it in their sector.  

The paper also highlights some of the facts that lead to the emerging of the low-cost business 
models.  

 
The low-cost business models characteristics 
  
Based on ours analyzes we have found that there are many factors, both internal and external, 

that determined the emergence of low-cost business models.  
The internal factors that can facilitate the creation of a low-cost business model are: the desire to 

create and compete in a new market segment with a higher growth potential, technological innovation 
that have permitted the production at lower costs, a constant and radical approach on cost reduction, 
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core competencies that could be integrated in the low-cost business model, etc. Beside internal factors 
that have permitted the creation of low-cost business models, we must say that there are also external 
factors that can determine an organization to adopt such a model: a large segment of potential 
customers, the inability to face competition in the traditional market segment and these calls for a new 
market approach, easy access to resources at an low cost, etc.  

Over time the companies in the automotive sector have improved their performance thanks to the 
transition from craft production to mass production and then to lean production. As a result the costs 
were reduced and productivity has been increased. Today, we are witnessing to an products 
personalization increase, which was began by General Motor, under the leadership of Sloan (Maxton & 
Wormald, 2004). 

These factors had a positive impact on industry's business models and also to the creation of the 
low-cost approach. As a consequence, the companies could produce faster, in large volumes and at a 
higher quality. The competitive advantages were achieved through cost reduction strategies and increase 
of productivity until the market had reached saturation. We can see in chart 1 that the number of new 
vehicles registration in the European Union has a descendent trend.  

The automotive market in developed countries does not have high growth potential in the near 
future (taking into account the rate of change for purchasing new automobiles, followed by registration 
rate and the trend of population growth). Thus, Dacia, which is a subsidiary of the French carmaker 
Renault since 1999, realized that is time for change. 

 
Chart 1 – New vehicles registration (Passenger Cars) 

 
Source: E.U. Energy and Transport in Figures Statistical Pocketbook, 2010: pp. 160. 

 
As a result it has created a low-cost business model to compete in the low-cost market segment. 

By this decision, Dacia, could have reached to an unexploited market segment. 
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Dacia is the most important auto maker in Romania. The Dacia values are: simplicity, robustness 
and unbeatable value for money. A large part of its success comes from the emblematic vehicle named 
„Logan”.  

In 2004 it launched a new car model called „Logan”, and since then, until 2010 were sold over 1 
000 000 units. But how did they do it? 

After a visit in Russia, the former CEO of Renault, Louis Schweitzer, decided to build a car that 
will be priced at about 6000 euro. The new car should have been modern, reliable and affordable. 

The car development mainly took place in France and it was produce in Romania at Dacia’s 
factory in Piteşti. The Logan is basically a modernized Renault X90 platform. This approach helped the 
manufacturer to generate a one-time cost savings of around 25-35 percent when developing a new 
vehicle (Bernhart et al., 2008). The production costs for Logan compared with Renault Mégane is more 
than 50 % lower for engine, airbags, lighting, glass, body work, seats and dashboard ((Bernhart et al., 
2008). 

Not only that the business model had an efficient production system and a good cost 
management, but it also excelled in distribution and sales. The Logan was sold in markets from 
European, African and Asian countries. The car was also sold under different names, such as: Renault 
Logan, Nissan Aprio, Mahindra Renault Logan (Mahindra Verito) or Renault Tondar 90.  

Because the Dacia’s low-cost business model was successful with Logan model, the company 
had decided to extend the product range and keeping the same low-cost approach. So, there were 
launched other models: Logan MCV (2006), Logan Van (2006), Sandero (2007), Logan Pick-Up 
(2008), Duster (2010). Dacia Duster, is a low-cost SUV, and it was awarded with the „Autobest 2011” 
prize, ”Car of the year 2011” in Romania and Croatia, and  also „SUV of the year 2011” in Romania.  In 
terms of sales, Duster was the best sold car in Romania in its segment with about 5000 units, and the 
company received over 100000 sales orders by the end of 2010. This could mean another success for 
Dacia with its low-cost model. 

There are no unique paths and reasons for creating and implementing a successful low-cost 
business model, but there are a few characteristics of the low-cost business models that are common to 
most of them. 

Southwest is considered to be the first air carrier company that had implemented a low-cost 
business model. After the company experienced financial problems, it was forced to operate with only 
two airplanes. To survive they had to consider just how quickly they could unload, service, and reload 
an airplane. At the time, their competitors needed an hour or more to turn a plane around, but Southwest 
reduced that by about half. That had enabled Southwest to focus on a new approach: lower costs and 
lower fares. The company grew steadily thanks to the organizational innovations that kept costs under 
control (Morris, 2006). 

After we have identified the common components of the business models proposed by various 
authors (Stewart & Zhao, 2000; Aufuah & Tucci, 2001; Alt & Zimmerman, 2001; Applegate, 2001, 
Bonaccorsi et al., 2006, Brousseau & Penard, 2006, Johnson et al. 2008, 2010; Pigneur & Osterwlder, 
2010, Lecoque & Demille, 2010), we found that the low-cost approach has a big influence upon almost 
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every business model component and we point out the main characteristics which are highlighted in the 
figure 1.  

 
Figure 1. 

The main characteristics of the low-cost business models components 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
The products and/or services offered by the low-cost business models have the non-essential 

features removed, but they do maintain the key characteristics. It is very important that the client 
perceives the product and/or service like a good alternative, not like a cheap imitation.  

One of the main concerns of a low-cost business model is to reduce all types of costs as much as 
possible. The low-cost business model does not mean „cheap”, but rather an effective model of cost 
management with efficient processes and flexible structures. The value is created through operational 
excellence. Some companies have found innovative solution to reduce costs. Dacia-Renault, has used a 
modernization of Renault's X90 (old Mégane) platform. This helped Dacia to save 25-35 percent of the 
one-time costs involved in developing a new vehicle and to reduce component and integration costs 
significantly (Bernhart et al., 2008).  

Some low-cost business models are very profitable. The ways in which the incomes are realized 
can differ from one company to another. Usually, the products and/or services have very low margins, 
and that is why many of the low-cost business models are forced to sell large volumes. There are other 
companies with a low-cost business model that beside the „base products” are charging extra prices for 
additional features or services. 

Many components of the low-cost business models are special configured for low costs. Ryanair, 
is an Irish successful low-cost airline. The company has configured its business components and actions 
to keep costs as minimum as possible. It uses secondary airports in order to pay low airport fees, it has a 
standardized fleet of 737s which gave it a bargaining power with suppliers, it uses a single class and by 
that it can make economies of scale and no meals are given. For income generation it uses one of the 
lowest ticket prices which assure a large volume of sales and it makes additional revenue by charging 
extra for other services. 
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In order to sell large volumes, the companies with a low-cost business model must have an 
efficient distribution channel. 

Finding new ways to reduce cost is maybe the most important aspect of a low-cost business 
model. There are companies that have found some innovative solution to do just that, and sometimes the 
solution does not come from the organization itself, but rather from an external partner. Thus, the 
partner network plays a big role. For example, the car manufacturer from India, Tata Motors, for the 
Nano model, have used an open innovation approach for research and development. In this way a part of 
solutions came from its partner network. 

The low-cost business models are heavily influenced by economic variables: customer’s 
purchasing power, cultural preferences, resources costs, labor costs etc. It is difficult to fix a standard of 
what is low-cost for different regions where clients have different purchasing power. For example in the 
European Union and United States of America a low-cost model is able to produce cars under the 
ceiling of 15000 USD  (11000 Euro) and in India of 5400 USD  , targeting until the value of  2,500 USD 
(Rahman, 2008). This is because in India de purchasing power is lower. 

 
Conclusions  
 
There are many ways for creating and implementing a successful low-cost business model, but 

there are a few characteristics of the low-cost business models that are common to most of them. 
From the practical perspective understanding the mechanisms that lead to the creation of the low-

cost business model can be a source of inspiration for other firms to implement it in their industry. For 
practitioners knowing how low-cost business models operate can offer them new solutions for their 
business. Some low-cost business models have found innovative solutions to develop successful 
products and/or services, which can be used as well by other companies. The low-cost approach can 
have a positive effect in other business models that are not focused on low-cost. It is important to other 
companies to learn from the practice and experience of the low-cost model to keep cost under strict 
control and grow productivity. This is specially the case of companies that operate other business 
models along with a low-cost business models.  

The paper highlights some of the facts that lead to the emerging of a few low-cost business 
models, which can help academics for a better understand of low-cost approach. Also, the paper 
contributes to the development of business models theory by listing the main features of low-cost 
business models. From the strategic management point of view, the results contributes to development 
of competitive advantage theory by taking into consideration the main characteristics for achieving 
sustainable competitiv advantage for the low-cost business model. The low-cost business model theory 
can determine a reevaluation of firm's theory in aspects like firm's existence, firm's boundaries and the 
relation action-performance. 
 Although the research is carefully designed, future research is needed, and because it is an 
exploratory study it has the limitation of generalizability of the findings. 
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Abstract 
          The paper focuses on how to manage resistance to change. First we identify the main reasons that 
make people resist change and secondly, the proper methods for managing resistance to change. The use 
of this methods or combination of some, depends on the type of organization, nature of resistance and 
stage of intervention. A case study method was used to examine how resistance to change is managed in 
a small organization. 
Keywords: change, resistance to change, overcoming resistance, positive motivation  
JEL Code: O30, O39 
 

1. Introduction 
          The world today is changing at an unprecedented rate, and the environment within which  
organizations operate is characterized by instability resulting from increased global competition, 
tehnological innovation and change, limited resources, deregulations and privatization (Carnall, 1995). 
Change is an unavoidable phenomenon arising from the dynamics of environment and it is inevitable for 
an organization that desires to grow, achieve its mission, vision and objectives (Agboola, Salawu, 2011).   
          Resistance to change can have a significant impact and influence upon the success of an 
organizational change. This paper is an attempt to better understand the reasons why employees resist 
change and the developed strategies for overcoming resistance to change.  
 

2. Literature Review 
          The significance of the degree of change is measured mainly by how those afected  perceive and 
react to it (Carr et al, 2006). Organizational change involves moving through a transition state, from 
known to unknown. Because future is uncertain, most employees generally do not support change unless 
they receive very good and convincing reasons to do so. Managing resistance to change is crucial to 
every organization and must be accorded strategic importance (Agboola, Salawu, 2011). Goetsch and 
Davis (2006) allude to the fact that the capacity to manage resistance and smoothly implement change to 
meet environmental challenges is essential to organizational survival. 
          In the book “Real time strategic change”, Robert F. Jacobs (1997) proposed a very interesting 
formula for change : C= AxBxD>X, 
where C – probability of succesful change, 
           A – dissatisfaction with the status quo; 
           B – clear presentation of the situation to take place after the change is implemented; 
           D – first concrete steps towards the goal; 
           X – the cost of the change. 
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          This formula represents the influence of the following factors: the need for change, clear goals 
and the concrete measures to achieve them. 
          If we want the change to be accepted, the employees need to be convinced that the actual status 
quo of the organization is not appropriate (A) and therefore change is necessary. (B) gives an idea of 
how well the employees situation will be if they support the change, and (D), confirms that progress 
towards the goal is not only possible, but it is bringing already positive results. Of course, when the 
given cost of change is properly calculated and economically justified.  
          Looking at the ecuation members, we can say that (A) is the most important. It evokes a sense of 
urgency for change in organizations, without which future actions are not possible.   
          Father of management, Peter Drucker, said: “for new technology to be embraced, it has to have 
ten times the advantages of what people previously did”. This is the situation faced by a manager who 
demands the incorporation of new changes. Almost all the changes will likely cause awkwardness, even 
if only for a short period. There are factors that will slow down the implementation of changes in the 
organization. One of the most important factors is resistance to change from employees. 
          Resistance to change is typically regarded in the management science and organizational behavior 
literature as an obstacle or barrier to change. 
          Unfortunately, the natural tendency towards resistance typically does not allow organizations to 
differentiate between necessary and unnecessary change (Gilley et al, 2001). The natural tendency to 
maintain the status quo in organizations can create serious risks for the organization, it’s employees and 
their leaders. Organizations have developed an immune system which is often used to destroy any 
change inconsistent with their culture, even if the intent is a positive one. 
          In a world with absolutely no resistance, no change would stick, and recipients would completely 
accept the advocacy of all messages received, including those detrimental to the organization (Ford et al, 
2008). We can conclude that manifesting resistance is a good thing, at least something is moving. 
Peoples perceptions are changing and this will lead to a new situation, better or worst. 
 

3. Resistance to Change 
          Resistance to change is not surprising, for which should not be seen as something abnormal. Most 
people are afraid of the revolutionary way life can change and also have their own ideas on how to 
implement change. Many authors stress that the reasons for the failure of many change initiatives can be 
found in resistance to change. A recent study, published by The Center for Creative Leadership, 
reported that between 66% and 75% of all public and private change initiatives fail, a depressing 
statistic for those who seek to change an organization (Kee,  Newcomer, 2008). As Graetz et al (2006) 
states, Lewin saw successful change as a group activity because unless group norms and routines are 
transformed, changes in individual’s behavior will not be sustained. 
          Many reasons for resistance to change are due to human nature. However, they are affected by life 
experiences. People who have experienced unnecessary changes or that caused them damages tend to be 
very suspicious of any change tendency. An effective change manager anticipates resistance at the 
outset of a change campaign. He or she almost welcomes resistance because it is a sign that the change 
process is unfolding (Davidson, 2002). 
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          Often the reason of a change failure is considered to be internal resistance (employees), but the 
reasons may be different. In such cases, resistance to change is just a symptom, whose causes need to be 
detected and eliminated. The resistance to change that comes from employees varies according to their 
ability to adapt to new changes. A not surprising thing is that those who  most need the change are those 
who usually oppose it. Employees must understand that coping with change means coping with learning 
(Năstase, 2009). 
          The main reasons that causes employees to resist change are (Predişcan, 2004): 

- fear of the unknown; 
- inertia; 
- opportunity; 
- imposion of the change under pressure; 
- fear of incompetence; 
- misunderstanding of change; 
- not perceiving personal gain; 
- loss of value; 
- poor programming of the change; 
- unpleasant previous experiences; 
- element of surprise. 

          According to professor John E. Sena from the Ohio State University, the ability to anticipate and 
respond to a wide variety of changes, to bring creativity and imagination to the solution of problems, 
and to shape and implement personal and organizational strategies to maximize the benefits of change is 
not an option, it is and will be a survival skill. As Lewis (1999) states, when it comes to change you 
have only two choices: hurt now, or hurt later. Pick one. 
          According to W. Christopher Musslewhite and Robyn D. Ingram of The Center for Creative 
Leadership in Greensboro, N.C., each person has a preference for how he embraces change. 
Approximately one-quarter of the population prefers change to occur slowly and incrementally. Another 
quarter prefers the opposite, radical, rapid and expansive. The remaining half prefers change to be 
pragmatic, practical and realistic (Bennett, 2001). We can say that when it comes to embracing change, 
one size does not fit all. The manager should know his personnel very good, as well as which approach 
works for it. 
 

4. Overcoming resistance to change 
          Because resistance to change is natural and inevitable, managers need to unfreeze resistance to 
change to create successful change programs (Williams, 2010). There is no universal, fail – safe way to 
overcome the resistant factors. Of the many options available, six are used more often (Wagner, 
Hollenbeck, 2010): 

1. Education and communication. One of the most common ways to overcome resistance to change 
is preliminary information of employees. Its objective is to help people understand the reasons of 
the change, how it will occur and the probable consequences (Stăiculescu, Mina, 2009). The 
informational process can include individual discussions, seminars and reports. An educational 
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approach is most appropriate where change is being undermined by a lack of information or 
where available information is inaccurate (Wagner, Hollenbeck, 2010). The main advantage is 
that if management has succeded to convince its employees of the necessity of the change, then 
they will contribute to it. As a disadvantage, this method requires a lot of time, especially when a 
large number of employees is involved.  

2. Participation and involvement. If the potential opponents of change are involved in the planning 
stage, then they are more likely not to manifest resistance. As a Chinese proverb says, “The mark 
of a good leader is when at the end of working hours people say: we did it ourselfs!”. Hoping to 
obtain employees participation at the implementation of the new change, change leaders usually 
tend to ask and then apply staff opinions. Participation is a necessity when the initiators do not 
posses all the information needed to design the change or when others have power to resist 
(Stăiculescu, Mina, 2009). Many managers are very serious on the issue of staff participation in 
implementing change. Some managers consider that employees should always participate to the 
change process, while others believe that this is certainly a mistake. Both positions can cause 
problems to the manager, because none is ideal. This method facilitates the exchange of 
information between employees and increases the commitment of those involved, but at the same 
time it can slow down the process.  

3. Facilitation and support. Support can be granted to employees in their free time to acquire new 
skills, opportunities to be listened, as well as offering an emotional support. Facilitation and 
support are essential, especially when resistance is based on fear and anxiety. Harsh and 
experienced managers usually ignore this kind of resistance and subestimate methods 
effectiveness in fighting it. The primary weakness of this approach is that requires a lot of time, 
therefore, is expensive and often doomed to failure. If the organization does not have enough 
time, money and patience, this method does not make sense. 

4. Bargaining and negotiation. Another way to combat resistance is to stimulate the potential 
opponents of change. For example, a manager can offer his employees higher wages in return for 
changing work requirements. Negociations are appropriate in those cases when it is clear that 
someone will suffer a loss due to changes and thus, may show strong resistance. Reaching a 
common understanding represents a relatively easy way to avoid a strong resistance, although in 
many cases, it can be quite expensive. Such a moment is when the manager clearly states that he 
is willing to negociate to avoid a strong resistance. In such case, he may be subject to blackmail. 

5. Hidden persuasion. In some situations, managers try to hide their intentions regarding change 
using manipulation. One of the most common forms of manipulation is co-optation. This is not a 
form of participation, because the initiators of the change do not try to get people involved, they 
need only their support. In certain circumstances, this approach can be an easy and inexpensive 
way to dissolve resistance. It is cheaper than negociation and faster than participation, but also 
has some disadvantages. If people feel that they are lied only not to resist change and that are not 
treated equally, their reaction can be extremely negative. 

6. Explicit and implicit coercion. Managers often exceed resistance through coercion. Basically, 
they force their employees to accept changes by threats (loss of promotion opportunities, loss of 
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job), effective redundancy or transfer to a lower paid job. Leaders must understand that there is a 
natural tendency for the people to disregard or to abandon easily some of the things that they are 
told to learn or to do, as they are supposed to act under coercion (Năstase, 2009). As hidden 
persuasion, coercion is a risky process, because people will always resist to imposed changes. 
However, when there is required an immediate implementation of the change and employees 
resist, coercion may be the only option for the manager. 

          A successful implementation is always characterized by the combined use of the above mentioned 
methods. Managers use these methods with their advantages and disadvantages, and assessing the 
situation realistically. A common mistake for managers is to use only one or a limited number of the 
approaches, regardless of the situation. 
       

5. Case Study: Resistance to change within S.C. Venus S.R.L.: its reasons and methods to 
overcome it. 

          This study’s purpose is to identify the main reasons why employees manifest resistance when a 
new change is about to be implemented and the recommended methods to overcome it. The company 
activates in the services field and has a commercial presence in Timişoara, Romania. 
          On-site data collection, analysis and literature research were carried out between april and june 
2011. 
          We carried out an investigation based on interviews and direct observation, which 
involved various company employees, 7 men and 2 women, aged 22 to 28 years old.  
          Following the discussions with employees, the situation took place as follows: 
          At the end of 2010 the management decided to change its office. In order to reduce the costs with 
rent and maintenance, the change took place suddenly, both employees and customers being taken by 
surprise. The situation was worsened by the fact that management has not informed and involved 
employees in the decision making. 
          Another mistake was that after the implementation of the change, management has not paid any 
attention to reduce resistance to change, that during the following months has widened increasingly 
louder. 
          The main manifestation forms of resistance were: 

- Employees delay at work; 
- Extension of the lunch break; 
- Inadequate performance of the services; 
- Quiting job. 

          Companies personnel, being poorly paid, has have shown resistance, as additional expenses with 
transportation were involved. Poor motivation and the sudden impose of the change led to staff 
fluctuation. 
          The main reasons which contributed to this situation were: 

- Mismanagement of the organization: employees weren’t satisfied with their working conditions 
and this change was the trigger that led to a conflict between employees and management; 

- Lack of communication between management and employees; 
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- Inadequate remuneration; 
- The effect of surprise, employees being notified at the last moment; 
- Faulty programming of the change, as the new place was not completely restored when 

employees began to work there; 
- Imposing change under preassure, employees being required to submit to the new conditions. 

          Clients manifested resistance as well, as their number reduced by about 30 percent in the first 
three months of 2011. Although the prices charged by the company were still affordable, the fact that 
the new location was outskirts town and not in the center, made its effect. Another reason for the 
reduced number of clients was that the new office was not completely renovated and equipped when it 
began to be frequented. Staff fluctuation also had an adverse effect, as clients did not seem as satisfied 
with services as before.  
          From the discussions with companies personnel we have noticed that the main methods used by 
manager to reduce resistance were manipulation and coercion.  
          Analyzing the situation, I would say that it is quite critical, the organization being on the verge of 
loosing its best employees, as well as clients, which were considered to be stable. 
          I propose the following methods to reduce employees resistance: 

1. Positive motivation: personnel salaries to be increased with at least 10% and the payment for the 
working hours during the weekend to be increased by 25%. Management should also organize a 
contest “The best employee of the month”, the winning employee receiving a bonus. With this 
incentives employees will be much more stimulated to work hard. 

2. Improving communication with the personnel; 
3. Involving employees in business development: as a stimulus, for each new customer that an 

employee brings, he or she to receive a commission of 5% of the subscription they will purchase. 
 

Conclusion 
          This study aimed to highlight the main reasons why employees manifest reistance to change and 
the proposed efficient methods to reduce it. It is human nature to resist change and overcoming 
resistance represents a big challenge for management. After analyzing the situation, I must say that it is 
essential for employees to be directly involved in the change process. People can not say no to a change 
that they are participating at. Positive motivation is also  recommended, as financial support is essential 
during global recession. Extra incentives should be made available to further encourage and reward 
compliance. 
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ABSTRACT 
In order to obtain real performance under the contemporary business environment, the managerial 
process must involve strategies based on decisions that ensure the balance between economic growth, 
social equity and efficient use of resources.  
The goal of this paper is to present an investment decision specific approach for the three dimensions of 
sustainable development, and to support the adjustment of increasing invested capital value financial 
objective by including in the added value maximization function of some economic and ecological 
criteria. The theoretical elements are complemented by the results of an empirical study conducted on a 
sample of 27 Romanian SMEs. 
 
Keywords: investment decision, sustainability, SMEs (small and medium entreprises) 
JEL classification: G11, D22 
 
 
INTRODUCTION 
Actual business environment impose to enterprises a high stringency in regards to developing strategies 
and a great complexity in substantiation of managerial decisions, in all fields of activity. In addition, we 
can notice a success chances reduction due to the currently contraction of retail market. Competition, 
even if it is smaller in terms of number of competitors, it is stronger in terms of intensity, as each 
struggle to consolidate its position and the fight for each client becomes increasingly difficult, while the 
clients start to rationalize the costs demanding high quality services at prices as low as possible. 
Thus, the investment decision has a higher degree of complexity, due to the models and innovative 
technologies applicable to the new economic environment, of resources with high degree of novelty and 
to influence of external factors elusive up to now. 
Based on these new problems the importance of the complexity concept is redefined. Understanding the 
perspective offered by the complexity theory help the organization to improve the existing processes and 
to encourage innovation necessary for the adaptation of the company to the business environment. 
Placed in antithesis with the classical theory of algorithms (�iplea, 2006: pp. 336-342), this theory 
doesn’t question the restriction of certain resources, but show the limits for which the resources become 
insufficient for the ongoing project or for one of its activities. 
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Figure1. Complexity theory versus algorithms theory (Budiu, 1999) 

 
The upper limits of the algorithms theory shows us that the solutions for the problem lies in any superior 
point of this limit, and the complexity theory assures us that any solution that would require fewer 
resources that the inferior limit is unviable.  
Organizational decisions of the future may include social, environmental, and economic concerns, and 
be much more complex and interconnected than those of the past. Organizations and their decision 
support systems must embrace procedures that can deal with this complexity and go beyond the 
technical orientation (Courtney, 2001: pp. 17-38). 
 
BACKGROUND AND RESEARCH METHODOLOGY 
The transformations at the strategic, tactical and operational level within the organizations outline new 
models of management focused on sustainable development. Through them, the aim is to ensure an 
adequate level of coherence in terms of economic, social and ecological objectives and results within an 
organization. 
The best known definition of sustainable development is the one of World Commission on Environment 
and on Development (WCED) in its report “Our Common Future”, also known as the “Bruntland 
Report”: sustainable development is development that meets the needs of the present without 
compromising the ability of future generations to meet their own needs (WCED, 1987).  
Thus, an organization performance is the result of adopting a responsible social management, whose 
decisions take into account the three level of performance: economic, ecologic and social (Bell & 
Morse, 2003: pp. 3).  
Implementing such management has an important influence also on the investing processes, developed 
or planned in that certain organization, in terms of their quantitative intensification, and also in terms of 
diversification of assessment criteria and substantiation of investment projects. If initially in investors’ 
decision, decisive were technical equipment, financial results and market position, their interests have 
evolved toward the issues related to development possibilities of medium and long term, growth ability, 
involvement in social activities and the company image (Dobrea, 2009: pp. 67-74). 
 
Investment decision specific approach 
In accordance to these principles, the investment decision substantiation process is based on a complex 
system of performance indicators. In order to highlight the investment specificity, I considered 
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necessary an approach different to the general one concerning the sustainability. Thus, a sustainable 
investment decision results from the intercorrelation of financial, economic and environmental 
performance indicators (Figure 2). 

 
 
 
 
 
 
 

Figure 2. Sustainable investment decision  
 
Adopting the right decision on the investment policy of an organization requires, before any assessment 
of performance, compliance with relevant legislation. Considering the requirements imposed, one can 
proceed to calculate the specific indicators.  
The first dimension of performance considered is the classic one, financial. The indicators like net 
present value (NPV), internal rate of return (IRR) or the efficiency indicator (Vasilescu, 2006) are well 
known. 
The economic performance specific to investments is, in my opinion, highlighted through some 
competitiveness elements but also by indicators that belong, in literature (Carroll, 1991) to a different 
category: social responsibility. 
According to the definition given by Lionel Robbins in 1932 (Wikipedia, 2011) economics is the 
science that studies the allocation mode of rare resources for alternative purposes. Since the object of 
study is human activity, the economy is a social science that studies the production and marketing, trade 
and consumption of goods and services. Based on this, we can say that the economic includes the social 
in the investment decision, also these categories do not require a differentiated analysis. I consider 
necessary to analyze elements regarding the human resources policy or the quality management policy, 
in accordance with the market image or the relationships with stakeholders. 
Of major importance in terms of exceeded self-regeneration capacity of the ecosystems, there are 
indicators that capture the environmental performance. The complexity and magnitude of 
environmental problems create a considerable pressure on the activity undertaken by organizations, 
considering the need to respect the ecological principles. The key issue of sustainable development is 
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represented by the reconciliation between the two human aspirations: the necessity to continue the 
economic development and the improvement of environment condition. 
 
Data base 
SMEs are very important in Romania’s development, importance reflected through the many non-
refundable funds granted by the EU in this economic sector. 
The data base support of the research was obtained through the questionnaire technique, in partnership 
with the management teams within the 27 Romanian SMEs.  The organizations considered for the study 
fall into various fields of interest such as: software, marketing (market research), travel services, 
management consulting, accounting expertise, architecture, medical services, trade (food, chemicals, 
wood) or production. With a number of maximum 3 partners, for each of this businesses are working 2 
up to 50 employees. The average turnover (obtained in 2010) of the group of organizations analyzed 
was of 380 thousand Euros, the variation being based on the specifics of each of them from a few 
thousand up to values of hundreds of thousands of Euros.  
 
RESULTS AND DISCUSSIONS 
The study aims at the degree and the modalities for the inclusion of some modern forms of management, 
which will integrate the sustainable development principles in substantiation of the investment decision, 
for the 27 organizations.  
In the analyzed year 2010, 70% of them had made investments, the majority having as main purpose 
modernization or reengineering (Figure 3). 
 
 

 
Figure 3. Investor SMEs 

 
The average value of investments made in the group of analyzed organizations is of 13000 Euros the 
investment expense in 2010 starting from few hundred Euros to a total cost of 50000 Euros. 
Substantiation of investment decision belonged in all the analyzed cases to the internal decision makers, 
mainly shareholders, not even one of the 27 enterprises called on specialized consultancy. 
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Financial dimension 
The two elements considered of major importance, which I decided to present within this category are 
the financing source and the computed indicators.  

 
Figure 4. Financing sources 

 
In terms of financing source, the analysis indicates the fact that only 25% of investments made in 2010 
resorted to loans, the majority relying on self-financing. It seems that the management of considered 
organizations invested as much as the net profit has allowed it. 
  
The computed indicators and considered to be very important in substantiation of investment decision of 
analyzed organizations are: net profit, net value added (NVA), internal rate of return (IRR), payback 
period and return on investment (ROI). 

 
Figure 5. Financial indicators 

 
It should be noted that almost half of the 27 organizations (this question targeting all analyzed 
companies, not only those that made investments in 2010) don’t use a discounted cash flows method, 
decision makers are only interested in net profit and/or payback period. NVA and IRR are two 
indicators suggested by the respondents most often together. Calculations of indicators reflecting the 
efficiency are performed only by six of the SMEs.  
 
Economic dimension 
The number of newly created jobs is the basis for the analysis of this category (Figure 6). 
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Figure 6. Employees 

 
We can note maintenance in the number of jobs for most analyzed enterprises, which are estimated 
favorable in the economic conditions specific for 2010. 
 
Environment dimension 
Environmental protection is taken into account through indicators regarding the reduction of energy 
consumption, elimination of material loss and defects, waste management and pollution reduction 
(Figure 7): 

 
Figure 7. Environment protection 

 
Note also the close relationship between these indicators and the objective of each investment. An 
important remark in this respect targets the large proportion of investment in information technology 
and communications system. 
 
In conclusion, although the traditional perspective on the conflict between financial objectives and the 
ecological ones is far from being changed, many organizations try to redefine the relation between 
financial, economic and environmental performances. Their management has to define the general 
strategy, and also the investment strategy, precisely based on the interdependencies between the three 
types of performance. 
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If for the inclusion of several criteria in the substantiation of investment decision, we can say that the 
analyzed SMEs are on the right track, the inclusion of time factor in the analysis can be seen only in the 
case of some decision makers.  
 
 
CONCLUSIONS 
Until recently, the economy was often inspired by linear mathematical models, classic mechanics, 
thermodynamics principles and even Darwin’s evolutionism theory (Mainzer, 2007: pp. 311-367). The 
classical economic models promoted an economist who tried to become efficient by minimizing the 
costs and maximizing the profits. However, practice has shown the impossibility of collecting and 
centralizing the variables required to develop accurate forecasts, which led to the development of chaos 
theory. The basic principle of this theory is the “Butterfly Effect” (Wolfram, 2002: pp. 971), a concept 
introduced by the meteorologist Lorenz Edward. He started from the idea that the wings of a butterfly 
are capable of causing very small changes in the atmosphere, with implications even on the direction 
and intensity of a tornado. Thus, these small changes are responsible for changing the system in a 
chaotic and unpredictable manner.  
Traditional approaches on substantiation of capital efficient allocation in investments projects based on 
efficiency indicators, implicitly assume throughout the life of the project business conditions identical to 
those that were the basis of investment decisions. However, market conditions change over time and 
such changes may affect both the estimated future cash flows and the discount rates, and thus the project 
performance indicators. A project that appears to be attractive at present may not be as good at a later 
date, when the business environment turn out to be not as favorable as was anticipated.  
So, the investment decision substantiation process is characterized by specific principles of two major 
theories: the complexity theory and the chaos theory.  
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ABSTRACT 
The opening of the twenty-first century is characterized by an increasing pace of change, and 

change is accomplished through project management. In the current complex business environment, 
projects are viewed as critical building blocks for organizational success.  

This article presents a strategic perspective of project management in order to assess project 
management's potential as a strategic resource in intelligence enterprise. The discussion begins with a 
review of the strategic issues relevant to project management. Also, are analyzed aspects concerning the 
linkage between project management and intelligence organization’s strategy.  

 
Key words: project, strategy, knowledge, project management, intelligence enterprise 
JEL CODE : L10, L20, L25, L86, M10, M15 
 
Introduction 

Successful projects contribute to business performance and to improvement chances of 
organization survival. Project management can be viewed as part of organizations business strategy and 
as a bundle of unique knowledge-based assets. 

 Strategy is a dynamic and multi-faceted concept, it is more about understanding what is 
happening in the internal and external environment to better grasp the issue and complexities that impact 
a company. Peter W.G Morris and Jeffrey K. Punto (2004) points out that strategies include designation 
of the use of resources to design and implement organizational programs, projects, operational plans, 
and organizational design arrangements. Also, strategies involves the design of the means through the 
use of resources to accomplish organizational purposes. 

Project management is a knowledge-based practice that emphasizes human and organizational 
asset based on explicit and tacit knowledge, skills, and know-how. (Kam Jugdev, 2006, pp 271-272) 

Most future growth in organization can result from successful development projects that generate 
new intelligence procedures, products or services. Like Robert J. Graham and Randall L. Englund 
(2003) points out, such projects are a principal way of creating organizational change. Project success is 
often as much a result of the organizational environment as of the skills of the project manager. 

 
In this work, I explore the strategic perspective of project management in the intelligence 

enterprise. Project management has not been extensively studied using the strategy lens. This is an 
important topic because it will help us understand the new facets of project management and to 
positioning project management strategically. 
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What is the strategic nature of project management? 
Intelligence enterprise face many challenges in the 21st century like as: international 

competition, the speed of technological change, and performance goals. Investments in physical, 
technological and financial assets are valuable to a company. Project management involves the use of 
methodologies, bodies of knowledge, project management offices, and project management maturity 
models. Some tools like work breakdown structures are specific to planning, network techniques such as 
critical path methods, Gantt charts, and Program Evaluation and Review Techniques are specific to 
scheduling. Still other tools and techniques are used to address project finances, project monitoring and 
control, project audits, project termination, and resources allocation. In the Kam Jugdev’s opinion, 
project management practitioners should start thinking of project management as more than its tangible 
components, and organizations  need to view project management as a set of knowledge-based assets. 

Both formally and informally, organizations conduct internal assessments (strengths and 
weaknesses) and environmental assessments (opportunities and threats) to plan their market positions 
and strategies. Common strategies include operational effectiveness practices, such as quality 
improvement, empowerment, and outsourcing practices. These practices are a basic requirement of 
organizations survival, but they do not lead to a sustained competitive advantage. A competitive 
advantage involves  innovation, adaptation, and creativity.  

Most organizations have many resources (both tangible and intangible), but few that are strategic 
in nature. Most strategic assets tend to be knowledge-based in the intelligence enterprise Strategic assets 
involve a mix of explicit and tacit knowledge embedded in a company's unique internal skills, 
knowledge, and resources. Examples of strategic assets include quality, reputation, brand recognition, 
patents, culture, technological capability, customer focus, and superior managerial skills. Although 
tangible resources enable a organization to execute its business processes, it is the intangible ones-such 
as project management expertise. However, at present, the project management literature emphasizes 
tangible and codified practices. (Kam Jugdev, 2006) 

In the context of project management, the term meta-resource seems more appropriate to use 
than strategic asset. The term meta-resource is appealing because it connotes the complexities of a set of 
resources that are an amalgam of tangible and intangible ones. 

In order to assess project management's potential as a strategic resource, we should examine the 
intangible dimensions of the discipline, such as knowledge-based assets, tacit knowledge, and social 
capital practices.  
 
Intelligence enterprise strategy and project management linkages 

The intelligence enterprise integrates people, knowledge (both internal tacit and explicitly 
codified), processes, infrastructure and technologies that collects, analyzes and deliver intelligence 
data (critical knowledge) to synthesize intelligence products for decision-making consumers in a 
organizational and networked computing environment (Waltz, Edward, 2003). 
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Intelligence refers to a special kind of knowledge that is deemed most critical for decision 
making in business. Intelligence is the strategic information and  knowledge that reveals critical 
threats and opportunities that assure mission accomplishment  and is obtained through observation, 
investigation, analysis, or understanding. Intelligence, the product of intelligent enterprise,  is required 
to develop policy and strategy and for implementation in operations and tactics. Intelligence has 
always involved the management (acquisition, analysis, synthesis, and delivery) of knowledge.  In this 
case, project management is viewed like tacit knowledge or like a knowledge management application 
that can make knowledge manageable. 

The strategic consideration of project has been missing from the subject of project management 
in the past. Now, the project is view like a vehicle for the execution of organizational and personal 
strategy. The nature of project management has changed and having project managers who understand 
of strategy and the potential of the strategy process is a major step towards improvement of project 
performance (Harley Maylor, 2003). After more than 30 years of evolution, from a planning 
methodology associated with PERT an CPM, Project Management has finally come of age. No longer 
simply a middle management tool for planning, organising and controlling human and other resources, 
project management can now be regarded as an essential means of turning strategic objectives into 
operational ventures.(David I. Cleland, 2004, pp. 53) 

The differences between traditional and the new approach of strategy are showed in the figure 1. 
 
Figure 1: Traditional versus strategic approaches 

 
 Source: Adapted from Harvey Maylor,  Project Management, third editon, 2003, pp. 54 

Like the figure 1 shows, the traditional approach describe a weak link between project and 
organizational strategy, lack of coordination between projects, inevitable resource conflicts, project 
managers minimise negative potential of projects while strategic approach is a coherent, coordinated, 
focused, strategy-driven, contributing to strategy-forming and strategy deployment, and strategic 
competence in project management provides sources of competitive advantage. There is a strong link 
between strategy and activities at the project level. In the traditional approach, strategy is view like a 
one-way process and in the alternative approach, projects contribute in two ways to organizational 
strategy: through deployment of the strategy and through contribution to that strategy. 
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Context of project strategy 
 
Project strategy is an integral part of the overall strategic plan for the management of change in 

the intelligence enterprise and it has to be developed to support larger organizational plans. Thus, the 
development of project strategy has to be done in the context of the strategic management of the 
intelligence enterprise (Peter Morris, Jeffrey Pinto, 2004). In figure 2 , project are viewed in this context 
of intelligence enterprise -essentially as building blocks in the “choice elements” of this organizations. 
 

 
Figure 2: Choice elements of strategic management 
 

 
 Source:Adapted from David I. Cleland/Lewis R. Ireland, Project Management: Strategic Design 
and Implementation, 4th ed. (New York, McGraw-Hill, 2002, pp. 8) 

 
The breakdown of the choice elements for the intelligence enterprise where the relative position 

of the vision, mission, objectives, goals, programs, and projects could be considered a conceptual work 
breakdown philosophy for the strategic management in the intelligence enterprise. For example, every 
failure in the development and implementation of resources directed to these choice elements will 
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impact the other choice elements. If a project, considered like an organization goal, is not being 
developed and produced, then the objective of the organization will be adversely affected. The 
organization mission can be  compromised, failure to obtain a full realization of the vision can occur and 
the overall performance of the intelligence enterprise in its marketplace will be impacted. And that 
because “everything is related to everything else” in the management of an organizations.( Peter Morris, 
Jeffrey Pinto, 2004) 
 

Conclusions 
 

Intelligence enterprise strategy must include role of projects in the delivery of organizational 
objectives. Projects are increasingly recognised by organizations as the means by wich a  significant 
proportion of their activities are carried out. The linkage between the projects and the organizational 
goals, and between the project themselves, requires a significant coordination effort on the part of 
management. 

Project management  must be viewed as a strategic capability. There are two aspects to this for 
intelligence enterprise. The first is the ability to deliver intelligence results through projects. The second 
is that competitive advantage can be gained through it. It might be as a direct result of the capability, or 
indirectly, through being able to change the organizations to meet an emerging need. 

Project goals must be in line with organizational goals. That issue requires coherence between 
the goals of the intelligence enterprise and those of the project. 

The intelligence enterprise must have a good coordination mechanism for resources through the 
programme or portofolio management. 

A project leader need to understand the strategic value of the project. 
 

The linkage between strategy and projects is a key theme. Intelligence managers must work 
together to develop a strategic emphasis for projects because it is important to link projects to strategy. 
Intelligence manager can make this by linking the project to the strategic plan and developing a 
portofolio of projects that implements the plan. 
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Abstract: 
This paper presents a challenge of rethinking emotions in the organizational framework and mainly in 
the globalization process. Even though they are highly criticized consequences, market expansion, 
delocalization, enterprise mobility or outsourcing represent aspects of our daily lives in a global 
framework. However, cultural identities and local believes give birth to a constant conflict between 
nations. Reconsidering morality from the emotional work perspective may be a conciliating metaphor 
for a potential clash between civilizations when talking about globalization and its negative effects.  
 
Key Words: globalization, emotional work, reconciliation theory. 
 
Introduction 
 

An invariable subject of debate, globalization is nowadays presented in numerous perspectives that try 
to describe its positive impacts but also some disruptive consequences for the individual identity, 
national framework, culture and even for some societies. This process may be considered as an element 
of evolution which is specific to the liberalization of commercial and productive activities when talking 
about national borders and identities. Globalization is most likely to be described from an economical 
point of view when talking about market and trade externalization.  
 
Globalization and the clash of civilizations  
 

Market expansion, delocalization and enterprise mobility imply a common ground for allocating 
workforce to economical agents. As a potential social consequence, people can loose their feeling of 
identity and membership to a certain social group because of geographical instability. This aspect is 
presented by Huntington (2004) as a consequence to the extinction of the nations and to the loss of 
social belonging feelings. Global structure is therefore built by international actors, an aspect that affects 
the national dimension of identity. Elites are now becoming transnational agents when their activity is 
performed in other countries than the native ones, when material and motivational opportunities 
interfere. We are now talking about ‘capital delocalization’ (Idem) and this process implies all afferent 
resources: economic, social, material, technological and informational ones. The author consequently 
argues that even thought elites are becoming international agents and suffer a delocalization process 
common people get localized as they manifest a tendency to return to traditional and religious norms. 
Thus, globalization develops a double perspective: a) elites who invest and delocalize capital; b) 
common people who counterbalance this tendency when they contradict this action with the argument of 
national identity loss.   
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According to this latter perspective, I. Clark (1999: pp.168) sustains that globalization is a 
‘casual force that restructures national behavior with the help of an exterior pressure’. As per the author, 
this process has a perverse effect: constructed in order to homogenize human condition, technological 
and spatial distance removal only has the tendency to polarize societies both by a local point of view, 
but also globally (Idem). In this theory, globalization is considered as an exogenous process lead by 
technological development: a common existential environment is therefore created for all states by 
market unification and consumerism. International interdependences have determined power to action in 
a permanent dynamic as states now delegate and attribute certain levels of specific forces. This actually 
represents the positive way of thinking globalization: it should not be considered as a denial for 
suzerainty as there is an existential interdependency. Border and state extinction are considered as an 
encouraging effect of a common security state birth because protecting territory is one of the 
responsibilities carried out by nations in general.  Global security is therefore considered as a normative 
mechanism of creating order at an international level.  

However, global security is contested because one cannot quantify local disparities in a single 
perspective and nations cannot be thought as a one institution regulated by a single normative 
framework. Globalization implies a set of changes that can generate affective disorder when talking 
about cohesion and social membership. This is a cause for passion disorder as the global system may be 
instable when nations feel their identity is lost.  

When talking about universalism and particularization, Huntington offered an unique perspective 
(1997: pp. 81-82) by talking about ‘universal civilization’ as cultural unification of humanity and 
growing acceptance of common values, faiths, orientations, practices of people around the world. This is 
also defined as ‘civilized society’ (Idem): the urban settings and corresponding cultures make the 
difference between evolved societies and barbarous tribes.  

Huntington believed that the source of conflict between the American and Islamic worlds is 
represented by the two different civilizations that incorporate distinctive cultural believes. The western 
civilization is absolutely convinced about the universalism of culture and the superiority of its 
corresponding power. This culture entails members to spread a particular way of thinking. Islamic 
people on the other hand, are convinced about the decline of the universal culture and about the 
superiority of their own beliefs. As they are not so well spread they feel frustrated and obsessed about 
this aspect. Even though globalization led to the enlargement of commercial markets and to the 
extinction of borders, mainly the fiscal ones, there is a permanent conflict of cultures and vanity.  

The polarization of cultures has also been presented by B. R. Barber (2002: pp. 5) who 
conceptualized globalization as the conflict between the ‘breed who reflects the tribal past and the soul 
that anticipates a cosmopolite future’ – ‘Jihad vs. McWorld’. The wholly war justifies horrific actions 
with the help of religious perceptions who need to be defended by a partisan identity. On the other hand, 
McWorld pretends unification at a global level sustained by communication, information, fun and 
commerce. The polarization process is sustained by two distinct forces: a) a peaceful action led by 
McWorld through markets and commerce with the single purpose of obtaining revenue; b) coercive 
actions of sustaining religious believes and national identity.   
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Barber sustains that none of the two forces has a moral justification. McWorld reflects an 
economic structure where profit is the only value worth to guide an action apart from any moral or legal 
elements. Jihad is the image of a lurid ideology, of sustaining local identity based upon religious 
believes. Every individual is therefore a member of one of the two tribes, but none is a citizen in this 
perspective (Barber, 2002: pp. 9).  

Nevertheless, the author points up that this is a paradox as the conflict between the two polarized 
forces of globalization can be even encountered in the same country: Islamic people are listening their 
religious leaders in their impulse to the wholly war, but on the other hand television stars and shows are 
most likely to be watched by them. Consequently, both Huntington and Barber share the same 
perspective about globalization: instead of uniting nations and states in a common institutional and 
moral framework, this process divided the world into two different forces – McWorld versus Jihad.  
 
Is the world flat or not?  
 

The globalization process has also been explained by the ‘flat world’ analogy (Friedman, 2005): a new 
stage for actors who carry commercial relations that are based upon collaborative economies. This 
process is considered to have an obvious consequence: competition increase and new skills arise. 
Creativeness, change acceptance, multilingual speech, innovation or informational competencies have 
now become important factors of success in a competitive environment. The flattening process involves 
a uniform and standardized world when talking about market distribution and commerce, but also when 
thinking about human needs. Who would have thought that the fast food would spread in so many 
countries and would have the same meaning: eating a fast and delicious meal without considering any 
other health consequences? Trade agreements and technology, outsourcing and knowledge are 
considered by Friedman to have been leveling this common playing field in order to make it more and 
more flat. Nowadays, collaboration with the purpose of successful competition is a characteristic of each 
working activity. Innovation has lead to a single global network as social interactions and knowledge 
sharing created the framework for prosperity. The author therefore describes three areas of globalization 
that practically shrank the world in a metaphorical way of speaking: a) the first stage was determined by 
the discovery of America and the birth or international commerce, an aspect that diminished the world 
from large to medium; b) the second era was the one of multinational companies and their success on 
the market, a fact that reduced the world from medium to small; c) the latter stage where the world has 
gone from small to tiny as individuals became more important than corporations. The consumer and his 
needs are now the main interest points on the market and the profit actions are orientated towards 
satisfying these requirements. As a contradiction to Huntington’s theory, Friedman mentions that the 
third era is not anymore guided by the American or European civilization. This stage is now driven by 
the Eastern countries and societies like China or Japan.  

The flat world is most eloquently exemplified by the change from automatic and standardized 
operations to more skilled activities. The shift from manual labor to working with people in the rise of 
the service sector is considered as a main factor for the flattening world. Outsourcing has now 
determined that not so valued jobs in the United States of America when talking about wage and 
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prestige to become appreciated positions in other countries where workers are enthusiastic about such 
activities.  

Some methods for increasing productivity, lowering costs or optimizing time represent the main 
elements that guide actions toward profit. Thus, the world may become flatter and underestimating its 
power could turn into a change in the government form, as for innovation and business, religion, art, 
science and research. The author then mentions ten flattening forces that became forms and tools for 
collaboration: the Berlin Wall, Netscape, workflow software, open sourcing, outsourcing, off shoring, 
supply chain, in-sourcing, informing and the steroids (Friedman, 2005). 

These elements led to a business convergence and development of new habits, skills and 
processes in order to obtain supreme gain. As per previous theory, this perspective points out the 
identity alienation mainly when the world will be confronted more and more with the resource 
constraint. This conflict will have a so called ‘golden arches’ resolution – a theory which stipulates that 
when a country reaches the level of economic development that will support a McDonalds restaurant, 
citizens would rather wait in the line for burgers than go to war (Idem).  

On the other hand, what the globalization theories neglect is that besides economic well-begin, 
nationality still remains a valuable element. This is Samuelson’s (2005) perspective where the metaphor 
changes and the world is considered to be still round as even though they are threaded, borders continue 
to exist because of the economic significance. National markets survived globalization process as local 
needs have determined the appearance of particular jobs and demands. Physiological aspects define 
consumerist behaviors as besides any rational way of thinking and choosing, the market is also defined 
by instinctive preferences and irrational thoughts. Samuelson thinks that globalization is frequently 
exaggerated as off shoring or a universal stage for the economic actors would have to face some 
obstacles like: language differences, software incompatibilities and management resistance to change. 
Nevertheless, even though we talk about polarized societies, a conflict from potential nationality loss, 
globalization still is a current reality that defines the expansion of human needs and competition.  

 
The rise of the service sector and smiling workers  
 

Agriculture and industry represent two aspects that best differentiated mass production of goods from 
the birth of services. Even though physical products represent a daily reality of satisfying our needs, 
services have become more and more important in the context of contemporary economy and mainly 
when talking about globalization. We can now talk about an evolution from the interaction with 
machines and standardized operations for the production of goods to the interaction with people when 
delivering services. Both a direct and indirect contact, a service implies the satisfaction of needs that can 
no longer be quantified through physical elements.  
 Services have something in common with physical goods as they are both sold on the market and 
have a commercial value. However, the first ones represent intangible activities that are produced and 
consumed simultaneously; their delivery is done through social interaction between their provider and 
the end customer (Zemke and Schaaf, 1989, apud Warthon, 1993, 206). Whether or not they imply 
direct or indirect customer contact, services are always created with the purpose of satisfying human 
needs, a fact that implies more or less social interactions. Nowadays, the economic sector is based upon 
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services and its main characteristic is that people no more interact with machines, but with other people 
(Idem).  “From the assembly line to working with people” - this is the best metaphor that can describe 
actual economic exchanges and market orientations. The main principle that leads this kind of activity is 
determined by economic profitability. And when talking about profit, organizations are the main players 
that best manifest this interest not only by innovation, but also by new requirements to the labor market.  
Physical or intellectual effort is no longer the element that defines working activities in the 
organizational framework. Wage is therefore an exchange coin for new skills and competencies like the 
emotional ones. When economic profitability is surpassed by social interest, when the individual 
subordinates his abilities to an organizational purpose, globalization process may be reflected by a 
different perspective.  

A conciliating theory may therefore be sustained by another metaphor: work as a moral guidance 
for the potential loss of identity and suzerainty. As for Adam Smith’s perspective (1789/1962: pp.28), 
labor is ‘the only universal and precise measure for value and the single etalon for the comparison of 
merchandises in all times and places’. Morality is therefore normalized on the market with the help of 
economic interest which is the foundation for every social or economic exchange. And what should 
work finality be than not to satisfy needs? According to the author, when we want to buy bread, we do 
not address to the charity of the baker, but to his interest in selling the product of his efforts. Nowadays 
things have little changed. However a discrepancy is encountered: the producer of a good is not 
necessarily its seller and this goes the same way for service as well. In their furious struggle to be the 
best in the business branch, organizations have come to present a common characteristic: a new 
requirement for their workforce.  

This aspect implies new skills for creating a warm, friendly and always glad to help 
organizational environment under a common framework – the HAND (‘have a nice day!’) culture 
(Mann, 1999 apud Lashley, 2002, 255-256). Employees are therefore required to perform a 
predetermined scenario which is most commonly standardized in trainings or internal directives. This 
scene does not allow any tendency for tolerance or wrong emotions like anger, annoyance or aggression.  

The worker has nowadays weaker rights to courtesy than the client as the latter will not always 
be right, but he will surely never be wrong. This is where emotions interfere as social interaction 
(whether we speak of it in the cultural or organizational environment) is mainly about an exchange of 
psychological factors between the subjects. Feelings are therefore employed in the service sector and 
mainly in the working activities. When we are talking about labor, we would most likely think that any 
effort from any work is not a pure altruistic act and therefore is remunerate more or less adequately 
depending on the local market. Therefore, emotions gain a commercial value when they are put to 
corporate showing courtesy, a feeling of warmth, happiness or friendliness may mean to manage ones 
true feelings in order to display an image requested by the organization in order to satisfy the needs of 
the customers (Hoschschild, 1983/ 2003).  Emotionality is therefore a quantifiable element and its 
regulations can be formalized through training or organizational requirements for a particular way of 
acting towards clients. There is no tolerance for what is considered to be a ‘wrong’ emotion like anger, 
sadness or aggression.  
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How credible is the service with a smile?  
 

From a social point of view, the intricacy of interpersonal relationship represents the need for interaction 
and affiliation through four of the basic emotions: sadness, fear, angriness, happiness (Paul Ekman, 
1992, apud Evans, 2003/2005). As per the author, these are the instinctive and universals feelings of the 
human beings that may reveal even the most sincere state of mind.  

When thinking about smile in the organizational framework, one can really think of a genuine 
feeling? This aspect has been analyzed by various authors that (Hoschild 1983/2003; Wharton, 1993; 
Sharma, 2002) and we are now talking about two categories of smiles:  

- The Duchenne smile: named after its discoverer who studied the anatomic distinction between 
the zygomatic major muscles (the ones that help us raise the corners of the mouth) and the 
orbicularis muscle (which can shape up the cheek and distinctive mark over the eye); 

- The Pan Am smile which is ‘a perfunctory smile’. It is nothing but a courtesy smile as in the case 
of a flight attendant responding to a patron. It's an expression of courtesy and politeness rather 
than inner joy. Unfortunately, the Pan Am airline is dead but the smile will live forever’ 
(Sharma, 2002).  

Actually, Pan Am stands for Pan American World Airways, the main air carrier in United States. From 
its foundation in 1927 and until its financial collapse in 1991 after the crash of one airplane with 270 
people because of a bomb attempt, Pan Am was considered as the major company in the international 
airline industry. This was the place where Hohschild’s research on emotional labor and 
commercialization of feelings was developed. In 1983, she has first put these aspects into theory by 
interviewing the flight attendants and studying their effort to maintain a continuous smile even when 
passengers got angry or when the plane had difficulties during the flight.  

This kind of work involves the commitment of the employees to induce the proper state of mind 
to the clients by being ‘nicer than natural’, an activity that requires the production and consumption of 
the worker’s identity as part of the customer service experience (Hochschild, 1983/2003, p.7).  

On the other hand, emotional effort occurs when a worker performs a certain role (of courtesy or 
calm) even if he does not feel those emotions at that particular time. Consequently, emotional labor 
presents three main components (S. Mann, 1999 apud Conrad, Lashely, 2002): 

- Emotional Harmony: the perfect accordance between what an individual has to display (the mask 
of happiness or the calm attitude) and what he really feels (the emotions he has into those specific 
situations).  An example could be an employee whose baby has just been born and has a joyful 
attitude. Therefore, he will not find that difficult to smile to an angry client; 
- Emotional Deviance: it occurs when a worker displays exactly the emotions he has without 
taking in consideration the rules of expressing them (for example when a worker raises his voice 
to a client and shows a very angry attitude); 
- Emotional Dissonance: when the emotions displayed by an employee are not the one he really 
feels (a happy attitude when the worker may feel very sad). 

But all these are really aspects of studying whether or not the smile and the friendly attitude is perceived 
by the employees as being genuine and credible.  
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Conclusions: 
 

This paper presented emotional work theory in the globalization perspective. A conciliating theory has 
been proposed when talking about globalization and its disputed consequences over national identity 
loss or polarization perspective: the one where work regulates the passion disorder caused by global 
markets. Values are therefore reoriented towards the organizational framework where the actors are 
divided between two categories: the employees and the clients. Even though customers may realize that 
the smile or courtesy attitude displayed by workers do not show their true feelings, the service that later 
satisfy their needs is the supreme purpose. There is a tacit acceptance: employees know they are lying 
and clients know they are being lied, but everybody accepts this scenario as an economic activity must 
be performed and specific needs must be satisfied. Morality therefore gains another acceptance: it is 
ethical to work in an organizational framework and to perform a predetermined role even though this 
does really reflect your true state of mind rather than gaining money from stealing or illegal action. A 
new metaphor may therefore be created: ‘The moral act of lying at work’. When talking about 
globalization, work is a common framework that nowadays defines morality and may represent the 
conciliating perspective between the disputed consequences of this process.  
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Work Motivation: New Directions and the Impact of the National Cultural Factor 
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Abstract: The international expansion of business activities has led to the consideration of the cultural 
factor and its potential effect on work motivation. New theories and empirical studies are needed to 
examine how cultural differences affect intercultural encounters and how companies adjust to this new 
work context (Kanfer, Chen, & Pritchard, 2008b). This article is consistent with the topicality of the 
matter and with the specialists’ concern to develop and consolidate more effective human resources 
motivation instruments and tools.  
 
Key words: work motivation, national culture, financial performance, new directions 
JEL Classification: M12, F23 
 
I. Introduction 
The international expansion of businesses implies increasing complexity of the activities they perform 
and, at the same time, the development and diversification of the human resources management tools 
used to manage the cultural, economic and political values that influence their activities. What 
distinguishes our times from any others is the fast pace of change, and innovation appears to be the only 
manner companies can survive and prosper in these new conditions. Companies need to focus their 
attention on ordinary employees, which, if the necessary conditions and tools are provided, can be 
„exceptional innovators” (Hamel & Breen, 2010). 
 
II. Work motivation 
 
II.1. Concept definition 
 
Work motivation is generally defined as the psychological process which determines (or energizes) the 
direction, intensity or persistence of an action within the relation between an individual and his work 
(Kanfer, Chen, & Pritchard, 2008a).  
Work motivation can also be defined as the set of processes that determines the intention of a person to 
allocate personal resources among several possible actions (Kanfer, Chen, & Pritchard, 2008a). This 
definition emphasizes the distributional aspect of motivation and that motivation is a process by which 
an individual exercises control over his own behaviour.  
Broadly speaking, motivation is a psychological process that influences how the effort and resources are 
allocated to actions as well as the direction, intensity and persistence of these actions. In other words, 
the motivation is manifested by attention, effort and persistence. 
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II.2. Trends in human resources motivation  
 
In order to thrive in a world where competition is becoming more powerful and ruthless, companies 
need engaged leaders and employees who are willing to give the very best of them every day. But the 
most valuable human skills are those that are the most difficult to handle. How work is organized - the 
degree of variety, the challenge and the responsibilities - has a critical influence on employee work 
motivation (Parker & Ohly, 2008).  
Yet, how engaged are in fact employees at the work place?  To answer this question, in 2005 Towers 
Perrin, a consultancy company, conducted a study on 86,000 employees of large and medium companies 
of 16 countries. The researchers measured the degree of employee engagement in the activities of the 
company. According to the survey, only 14% of employees of all companies analyzed are very engaged 
in their work, 62% are semi-engaged, while 24% are not engaged. Subsequently, about 85% of 
employees worldwide offer less than they are capable at their workplace (Hamel & Breen, 2010, pp.85-
87). 
A further study conducted by the experts at Towers Perrin in 2008 on more than 50 companies confirms 
the correlation between the level of employee engagement and the company's financial results. Thus, 
companies with high employee engagement level reported a revenue increase of about 19% (during the 
reported period of 1 year: 2007-2008) (Towers Perrin, 2008). The Towers Perrin employee survey was 
conducted among nearly 90,000 employees in 18 countries across the globe. The research revealed that, 
globally, the top five most important work attributes are: (Towers Perrin, 2008): 

1. Having good work/life balance; 
2. Having secure jobs for the long term; 
3. Maximizing earnings; 
4. Doing exciting, challenging work activities; 
5. Having adequate benefit protection for self/family.  

In regards to the comparative analyze, there is a significant variation in the employee engagement level 
among the 18 countries analyzed by Towers Perrin. Furthermore, it can be noticed that the needs and 
expectations of employees vary not only under the influence of national culture, but also by gender, age, 
education, work experience (Towers Perrin, 2008). A further research to identify the cause of these 
differences is needed. 
Although having obedient and diligent employees can be a goal, if companies want to have a chance of 
real progress must find ways to determine employees to be creative and engaged. Hamel and Breen 
argue that in modern companies there is something capable to exhaust people's natural creativity and 
that management principles and processes protect discipline, punctuality, economy, rationalization and 
order at the expense of mastery, originality, courage and drive (Hamel & Breen, 2010, p. 85).  
The obvious emphasize on the distinction between extrinsic and intrinsic motivation in the 
contemporary theory and research, determines the need to reassess the attitude towards their importance. 
Conclusions of studies in this area highlight the fact that thinking and creativity are negatively 
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influenced by financial incentives and that „financial motivation can have a negative impact on overall 
performance” (Pink, 2009). Other studies have revealed that in the case of employees with satisfactory 
wages some nonfinancial incentives are more effective than financial incentives, especially in building 
long-term engagement of employees. This was emphasised by the early research of Frederick Herzberg 
(1959). Herzberg developed a motivation theory, known as The Two Factor Theory or Herzberg‘s 
Motivation-Hygiene Theory. Herzberg argues that extrinsic incentives are hygiene factors which, when 
present, do not act as motivators with influence on job satisfaction.  However, in the lack of these 
hygiene factors, the level of job satisfaction decreases (Herzberg, 2008). 
Many of the financial incentives generate only a short-term positive effect, which may cause adverse 
consequences. In 2009, McKinsey Quarterly conducted a survey on 1,047 managers and employees 
from different countries and economic sectors, and the three most important financial and nonfinancial 
incentives resulting from the survey, as well as the their perceived effectiveness and frequency of use 
are illustrated in figure no.1 (McKinsey Quarterly, 2009). 
 

 
Figure no. 1. Top three most important financial and nonfinancial incentives 

Source: (McKinsey Quarterly, 2009) 
 
Perception of the respondents about non-financial incentives is that these may be as efficient as the 
financial ones. Nevertheless, even in the situations in which many companies have reduced the level of 
financial rewards, there are few companies that use other modalities to motivate their employees 
(McKinsey Quarterly, 2009).  
One of the explanations of the restraint uses of non-financial incentives could be that a great number of 
managers hesitate to challenge traditional management wisdom according to which money is what 
counts. On the other side, the fact that non-financial means of motivation require more time and greater 
involvement from senior management could be another explanation. Nevertheless, external incentives 
are able to control the behaviour (at least for a short time), this being one of the reasons for which these 
are still used on large scale. With all these facts, companies should not ignore the advantages of intrinsic 
rewards, because these represent a healthy sustainable source of motivation for the employees. The risk 
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of exhaustion is reduced within this form of motivation, work satisfaction is raised and stress symptoms 
are less (Thomas, 2009). 
 
III. Culture as a determinant of work motivation 
 
For decades the work motivation domain has been shaped mainly by western theories neglecting the 
cultural factor and its potential effect on work motivation. 
The globalization process created opportunities for new intercultural experiences and attempts were 
made to transfer motivational approaches developed in western cultures to other cultures of the Far East, 
Middle East, South America and Africa. These kinds of attempts have led many times to failures 
because rather than being accepted by the employees and local managers, the new practices were 
inefficient or they encountered resistance (Erez, 2008). These difficulties that have been encountered 
within the transfer of motivational approaches at transcultural level have brought into light the cultural 
factor as a potential explanatory factor. The culture concept has various definitions in literature of 
speciality. So that, Geert Hofstede defines culture as: “mental collective appointment that makes us 
accept something together with the members of the nation or of the group we belong to, but not with 
members of other groups or nations.” (Hofstede, 1996, p. 43). Another definition belongs to Schein, 
who says that culture is: “ the mean through which a group of people solve problems” (Burdus, 2006, p. 
80). 
During the last two decades, Hofstede’s cultural approach has been extensively used to explain the 
differences in work behaviour and in management practices of various cultures. His approach consists of 
five basic values, cultural dimensions, such as: individualism versus collectivism, power distance, 
uncertainty avoidance, masculinity versus femininity and time orientation (Bibu, 2003). Hofstede’s 
approach is not unique in this domain. Based on Hofstede’s typology, GLOBE study conducted in 62 
countries extended the typology of cultural dimensions, and Fons Trompenaars in his approach, 
identified seven cultural dimensions. 
 
Culture-motivation relationship 
Culture has a meaningful impact on the motivational potential of intrinsic and extrinsic rewards and the 
social rewards. This reward motivates the employees in a culture, but not necessary in other cultures as 
well and the same feature of the work space has a strong motivational potential in a culture, while in 
other it doesn’t.   
Motivation is a function of the interaction between the motivational dispositions of the individual and 
the situation factors that serve as motivators or inhibitors. The human factors perceive and interpret a 
situation and it turns its behaviour towards the reaching of a self value and interprets a situation and, 
hence, it exerts the influence on its behaviour and wealth (Erez, 2008). The cultural values influence the 
way an individual perceives and interprets a situation and, therefore, it influences upon the individual’s 
behaviour and the motivation, respectively. The cultural values serve as evaluation criteria of the 
meaning of the various motivational factors, factors at their work environment. Since people of various 
cultures serve to various cultural values in order to interpret the same situational factors, we could 



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

179 

 

expect that what is perceived as a motivational factor in certain cultures can be perceives as a de-
motivator in other cultures.  
Certain measures for the identification of the relationship between culture and motivation were made, 
but without clarifying this issues in depth. Some specialists consider that there is a direct connection 
between the cultural dimensions and the main motivational factors. Hence, it is believed that in the 
cultures with a high degree of masculinity, such as Japan and the USA, the main motivational factor is 
the extrinsic rewards that the individuals obtain (Marina, 2010). Still, there are a few aspects which can 
be considered:  

- For example, in Japan, a country characterized by a high index of masculinity, the rewards 
themselves are not enough to produce the satisfaction of employees, the Japanese appreciate the rather 
the equity of distribution of the rewards and the autonomy of the job. 

- In the USA, a county which also has a high level of masculinity, wealth and the financial 
rewards, respectively, are not appreciated in themselves by the employees, for the possibility to indulge 
in more goods and services, but for the fact that somebody recognises their value and is willing to pay 
for it (Ionescu, 1997). Generally, those who win the others’ appreciation are considered successful 
people, so that the financial rewards actually satisfy an intrinsic need of the individuals: the appreciation 
need.  
A hierarchy of the motivation factors in Japan, in comparison with the Western counties is presented in 
the table bellow. It would be important to determine the correlation between those motivation factors 
and the cultural dimensions in that country (Marinaş, 2010).  

Table nο. 1. The importance of the motivation factors in Japan and the Western Countries.  
Japan Western Countries 
Equity 
Group 
Savings 
Commitment  
Personal relationship  
Work discipline  
Statute and position 
Conflict avoidance  

Wealth 
Individual 
Consumption 
Mobility 
Personal competences  
Labor ethics and hierarchy  
Power, authority  
Conflict solving  

Source: Marinaş Cristian-Virgil, Compared management of the human resources, Economical 
Publishing House, Bucharest, 2010, p.213 

People from various cultures internalize different cultural values, which serve as criteria for the 
evaluation of the importance ad the meaning of various motivators. As a consequence, the motivational 
force of a rewards system is determined by the concordance with the cultural values.   
The labor satisfaction represents a key relationship of the work motivation, which generates continuous 
work efforts (Erez, 2008). The work satisfaction is a universal construction and its importance in the 
work behavior is also universal. Still, it has been demonstrated that the meaning of the work satisfaction 
is equivalent in the countries where the same langue is spoken and which have a similar historical 
background, but the equivalence drops together with the increase of the cultural distance (Erez, 2008). 
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IV. Conclusions 
In terms of increasing internationalization of business and workforce diversity, cultural issues can not be 
neglected. Development of management tools that take account of cultural particularities becomes 
imperative, especially in human resources management. 
Most theories of motivation have been developed in Western culture and they only rarely have 
examined the effect of culture on the relationship between motivation practices, employees’ behavior 
and job satisfaction. 
New theories and empirical studies are needed to examine how cultural differences affect intercultural 
encounters, how companies and individuals adjust to this new context of work and how organizations 
reconcile global corporate values with local cultural values (Kanfer, Chen, & Pritchard, 2008b). 
Recent research does not offer clear or definite answers in regards to the implications of new labor 
attributes with impact on motivation. They are rather starting points of new research that will result 
(most likely) in new motivational theories. Although the comparative researches conducted so far have 
addressed to some extent aspects related to employee motivation, given the importance of human 
resources for any company, I believe that further efforts to clarify and understand the relationship 
between culture and motivation must be made still. 
Knowing how cultural dimensions influence work motivation and job satisfaction has a vital bearing on 
the individual performance of employees and the general performance of the business.  
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Abstract 
 
Utilization of the projects for achieving large processes, relatively unique, with high strategic 
importance, implies specific organizational competences, besides the individual competences.  
Public institutions should perform an evaluation when significant changes occur, in order to facilitate 
the necessary improvements for their management capacity.  The quality of their processes and the 
performance of their activities should be measured, in order to allow the identification of common 
measures that should be undertaken for improving the management of their projects and programs. 
The paper presents the current state in the Romanian public institutions that are implementing projects 
and programmes and reveals the need for using an evaluation tool for assessing the organizational 
capacity on managing projects. 
 
Keywords:  project, evaluation, organization capacity 
JEL CODES:  H11 
 
 
INTRODUCTION 
 
Often when we refer to performance within a project or program we consider the evaluation of the 
project or programme itself, at the most, the management of the project or programme, but less on the 
evaluation of the organizational/institutional capacity for managing projects. This would refer to the way 
in which an organization has the technical and management capacity to implement 
projects/programmes.  
An organization should perform an evaluation when significant changes occur, in order to facilitate the 
necessary improvements for its management capacity.   
The paper is proposing a model for evaluating organizational capacity on managing projects for public 
institutions. The first chapter presents a brief literature review on management by project approach. The 
second chapter presents the proposed model for evaluating the institutional capacity for managing 
projects in public institutions from Romania. In the conclusions chapter are presented the advantages of 
using this model, as well as the next stages for implementing the use of this model.   
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1. MANAGEMENT BY PROJECTS APPROACH 
 

Utilization of the projects for achieving large processes, relatively unique, with high strategic 
importance, implies specific organizational competences, besides individual competences, in an 
organization oriented thwarts projects (Gareis, 2010, p. 583).  
By using the approach management by projects as organizational strategy, the organization oriented on 
projects aims the following objectives (Gareis, 2010, p. 545): 

 Development of the organization flexibility, by creating the temporary structures, besides the 
permanent structure; 

 Delegation of the management responsibilities of projects and programs; 
 Orientation thwarts objectives by defining the projects and programs objectives, and 
 Facilitating the organizational learning through the use of its potential monitored in projects and 

programs.  
Moreover, in a study on citizens’ perception about public administration reforms in Romania, the 
population agrees with the need for these reforms in the public sector but the shape of the past and 
present reform efforts is unclear and the results are not those expected (Sandor, 2008, p.121).  
A SWOT analysis of Romanian Local Public Administration indicates that there is a limited flow of 
information regarding the management methods and techniques used in the public administration 
(Florescu, 2008, pp. 11-12). 
 

2. PROPOSED MODEL FOR EVALUATING THE INSTITUTIONAL CAPACITY FOR 
MANAGING PROJECTS IN PUBLIC INSTITUTIONS FROM ROMANIA 

 
Our research on evaluating the institutional capacity for managing projects in public institutions from 
Romania did not identified models or case studies on this approach. In general, the evaluation focuses 
on projects and less on the institutional capacity to manage projects.  From the international practice, the 
Canadian model (Organizational Project Management Capacity Assessment Tool, Government of 
Canada, 2009) offers the possibility to develop a framework for analysing, evaluating and promoting 
institutional structures for the organization that use management by project approach, which will assure 
the premises for an improved performance in the implementation of the projects.  
Remodelling an institutional structure within an organization based first on management processes and 
then on hierarchical department, requires development of analysis and evaluation instruments that 
should capture at least the following aspects: 

1. Identification of the existing practices at the level of the public organizations from Romania, to 
implement projects/programs (type and the project level); 

2. Identification of the applied processes and management activities; 
3. Analysing the organization’ structure and of its impact on the project management; 
4. Identification of the capacity – organizational and functional - to manage projects; 
5. Identification of the need to reshape the management structure, at least from the functional point 

of view, in implementing projects that will provide performance and quality of offered services, 
and a better management of the public resources (human, material, financial, aso);   
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The development of the evaluation instrument requires development of some important tools: 1) a 
survey that will be addressed to the public institutions that are managing projects; 2) evaluation’ 
methodology; 3) guide for completing and interpreting the survey.  
In the current context, in attaining the new functions of the public administration, the public 
organizations that manage or implement projects and programs (which have this as objective of their 
mission, but also a form of organization) requires a new vision and a new form of organization, at least 
from the functional point of view.  
The quality of their processes and the performance of their activities should be measured, at the current 
stage, objectives have to be set, and implementation should be standardized, at the level of all public 
organizations form Romania.  Such analysis would allow the identification of common measures that 
should be undertaken in order to improve the management of the projects and programs within the 
public institutions. 
An organization should be evaluated when a significant change occurs, so that its management capacity 
to be re-projected to cope with this change. An organizational policy for managing projects is essential 
for establishing the roles and the responsibilities of each of member of the project team, based on her/his 
abilities, as well as on the position that s/he has in the organization. As example, we could identify that 
the project manager is a state secretary, which has a high hierarchical position in the organization, but 
which is political appointed, which could be replaced any time, not depending on the project’ 
performances. In such circumstances, the organizational capacity for managing projects could suffer an 
important gap. Therefore, the two standards that defines the organizational capacity to manage projects 
and capacity to manage the projects is correlated in the management policy of the project of each 
organization, or, more concretely, in the policy that is promoted at the high level, by the government.   
To establish a global understanding of the organizational capacity to manage projects it should be 
considered the method to aggregate the relevant data within the organization. For example, data could 
be collected and analyzed at the level of an established project management office. Such structured 
approach should facilitate the collection of data and to allow to the organization to identify easier the 
project management topics and the opportunities to invest in its capacity at individual or global level.   
 The proposed model for evaluation of the organizational capacity on project management of the public 
organizations is structured on 13 criteria grouped on 3 areas, as presented in the following table. 
 
Table 1 –  Areas and criteria evaluation of the organizational capacity on project management 

Investment Portfolio Management 
Investment Program Management 
Organizational Support Structures 

Organizational 
Adaptability 

Project Management Standards 

Project 
Management 
(core structure) 

Project 
Integration 
Management 

Project Scope 
Management 

Project Time 
Management 

Project Cost 
Management 

Project Risk 
Management 

Project Quality Management 
Project Procurement Management 
Project Human Resource Management 

Supporting 
Project 
Management 

Project Communications Management 
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The definition of each criteria that is proposed to be used for the evaluation of the  
organizational capacity on project management of the public organizations. 
 
The proposed evaluation tool uses a score scale with maximum of 460 points. Expressed as percentage, 
this score fits within a range corresponding to a capacity class, presented as follow: 
 
Table 2 - Capacity class defined by the score obtained 

Capacity Class Definition Rating 

0 – Limited 
organizational 
capacity – 
incipient phase 

At this class, organizations tend not to have consistent project 
management discipline, but rely on the skills of individual project 
managers for success. In this category, the organizations that 
implement projects do not promote a consistent discipline on 
project management at the level of project nor at organization level, 
it is based on individual abilities of the managers and/or the project 
team members to succeed.  

< 25 / 100 
% 

1- Sustained 
organizational 
capacity – 
emerging phase 

The organization has the capacity to successfully deliver projects to 
maintain its operational capacity. At this class, organizations tend 
to apply basic project management capabilities to projects, project 
planning tends to be more efficient and reporting often begins to be 
centralized. Here are present the disfunctionalities within the 
project management structures, but also at the organizational level. 

25 – 49 / 
100 % 

2 – Tactical 
organizational 
capacity – 
standardized 
phase 

The organization has the capacity to successfully deliver projects to 
adjust its operations to meet planned objectives.  
At this class, project management processes tend to become 
standardized; project information is often collected centrally and 
projects tend to be approved and overseen by a designated 
governance body. 

50 – 69 / 
100 % 

3 – Evolutionary 
organizational 
capacity – 
maturing phase 

The organization has the capacity to successfully deliver projects to 
achieve evolving strategic objectives. 
At this class, organizations will have integrated multi-project 
planning and control, where projects are managed as investment 
programs where appropriate, to improve project selection, resource 
allocation and project timing. Project related processes are to be 
integrated with corporate processes and structures; project 
performance analysis is advanced enough to provide input to 
process improvement and project planning; and standard 
governance structures are in place for project approval and 
oversight. 

70 – 90 / 
100 % 
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Capacity Class Definition Rating 

4 – 
Transformational 
organizational 
capacity – 
innovation phase 

The organization has the capacity to successfully deliver projects to 
change the way the organization does business. 
At this class, projects are selected and overseen based on 
contribution to the strategic plan. Project approval, timing and 
resource allocation decisions are continually re-assessed to ensure 
optimal use of resources. Project management practices are 
continuously improved based on measurement of key performance 
indicators of compliance and project success. Project and portfolio 
management information systems are used to share information 
between project teams and between projects and management. The 
organization is “projectized” structurally and culturally to optimize 
success of strategic projects. 

>90 – 100 
/ 100 % 

 
 

3. CONCLUSIONS: 
 

The analysis of management by projects practice in public institutions from Romania demonstrates the 
need for the clarification and improvement of the project management structures, at the decisional level 
but also at the execution level, within ministries, governmental agencies and other structures from 
central and local administration.  
The use of an evaluation tool, similar to the one presented in this article, will allow the development of a 
new set of internal standards and working plans that will aim to the improvement of the project 
management. It is important that decisional factors will embrace utilization of such instrument in order 
to use it as political and managerial tool.. The next steps in developing of the proposed evaluation 
instrument are: 

1. Adapting the evaluation questionnaire;  
2. Developing the evaluation guide and the methodology that will be used for applying the 

questionnaire. The guide will comprise a general framework, as well as the necessary guidance 
to adapt it to the specific of each public organization that is applying it.  

3. Application and testing the instrument in order to allow generating of preliminary results that 
might provide the significant trends within the public organizations that are implementing 
projects and programmes. It would be ideal on developing a web based application (using open 
source software) that will allow the operating the data and generating the aggregated reports. 

The evaluation of the activities and performance processes within the Romanian public organizations 
that are implementing projects should be standardized in order to have a unitary approach. Only such 
analysis would provide the objectivity of the restructuring measures and would allow the identification 
of common measures that should be undertaken in order to improve the management of the projects and 
programs within the public institutions.  
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Abstract 
The Romanian higher education is going through an intense changing period based on development 
strategies established once with the adhesion and integration of Romania in the European Union. To 
comply with the strategic objectives, the higher education system beneficiates nowadays of financial 
support allocated by the European Union through Structural and Cohesion Funds. A real problem 
Romania and also the higher education institutions are confronting, in general, with is the absorption of 
the Structural and Cohesion Funds.  The purpose of this paper is to emphasize the strategic development 
directions of the higher education, the level of absorption and the growth strategies of Structural and 
Cohesive Funds adopted by Romania. 
 
Key words: development strategies for higher education, structural funds, absorption capacity of 
structural funds, the absorption strategy of structural funds. 
JEL classification: A20, H52, I25, P45, G38 
 
Nowadays, a big challenge for the higher education institutions is to align themselves to the requests of 
European Union through reaching the objectives that were established nationally in the development 
strategies based on the Bologna Process and the Lisbon Treaty. The major problem is to finance the 
actions and the activities needed for reaching the objectives at the national level due to the economic 
crisis that affects the majority of countries. 
Changes in the Romanian higher education system are not only necessary but also imposed once with 
the adoption of the BOLOGNA Accords in order to create the European Higher Education Area. These 
aspects determined and continue to determine changes in higher education especially concerning the 
implementation of legislation and directives in the field of education applicable to all members of the 
European Union (Higher Education Strategy for 2007-2013).  
 
To meet the targets and the directions established in the development strategies for higher education, in 
this moment, there are three financing possibilities: allocation of funds by the Romanian Government, 
usage of the internal funds of the higher education institutions and, the third one would be, the structural 
and cohesion funds allocated by the European Union. Due to the economic situation Romania is going 
through nowadays and the current economic crisis, the first two options, the funds allocated by the 
Government and the internal funds, are practically inexistent. The only feasible opportunity is to finance 
the development strategy from the structural and cohesion funds. Although the European Union 
allocates funds for the development of education in Romania, according to some reports on absorption 



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

189 

 

of the structural and cohesion funds, provided by the management institutions, a low rate of absorption 
is indicated, including among the higher education institutions, leading to the necessity of establishing 
strategies for the absorption of funds. 
The European Union wants to improve the education system by establishing strategic objectives on 8 
directions: Access to education; Basic skills, entrepreneurial and language skills; Counseling and 
professional orientation; Entrepreneurial education; Equality of chances; Creating formators; ICT firms; 
Continuous learning. (Report from the Commission, 31.01.2001 The concrete future objectives of 
education systems COM (2001) 59 final, not published in the Official Journal Rapport). 
The strategy for Romanian higher education for 2007-2013 consists in strategic directions regarding the 
development of higher education based on the improvement of infrastructure by attracting external 
funds, on growth of the importance of research and applying the research results in universities but also 
in the economic, social and cultural environment, internal and external evaluation of the education 
process, monitoring and increase  the acceptance rate of students on the labour market, universities 
autonomy, creation of research networks, stimulation of the integration of Romanian higher education 
system  in the European one and international cooperation through mobilizing the teachers and 
accessing European non-reimbursable funds that are allocated especially for these strategic directions. 
(Strategy for Romanian Higher Education System  2007-2013,  www.edu.ro).  
Regarding the National Development Plan 2007-2013 (NDP 2007-2013), the strategic document the 
Structural and Cohesion Funds were allocated upon, we can affirm that there were established strategic 
priorities for the Romania higher education that should contribute to the elimination of discrepancies 
that exists in this moment between the Romanian higher education and the one from the other developed 
members of the European Union. The strategic objectives established in the NDP 2007-2013 are: 
1. Development of the initial and continue education through promoting reforms and providing 

quality and relevant education offers for the labour market, that assures equal education 
opportunities throughout lifetime and improve the hiring chances;  

2. Development of human resources in education through creating new professions  and 
diversifying initial and continue education offers for 40,000 persons  from education system; 

3. Development of  flexible and personalized paths for education and career through integrated 
services  for information, orientation and conciliation for 1,000,000  pupils and students and for 
100,000 human resources in education; 

4. Facilitate the insertion of young adults on the labour market by promoting education partnership, 
accessing and developing transitional  programs from school to a job for 10,000 graduates for 
increasing the chances to be hired; 

5. Increase the education and professional formation of human capital by offering continue specific 
professional formation programs  which leads to accumulation of competencies and abilities 
required on the labour market for 1,100,000, among these ones 400,000 persons should have 
difficulties to be integrated/reintegrated on the labour market such as: young adults, women, 
workers that have been unemployed for a long period, low qualified workers, advanced years 
persons looking for a job, persons from vulnerable groups. 
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To reach these objectives, the next strategic directions were established for higher education: 
‐ Human Resource Development through Promoting reforms in education by continuous learning 

throughout lifetime, Promoting professional formatting throughout lifetime, Assuring quality and 
quality management in education and initial formation, Development in the national education 
system and creating integrated information, orientation and conciliation services for personal 
development, Development of the human resources in education, Development and modernize 
initial and continue education offers 

‐ Promoting full occupation through Improving the transition from school to a job and promoting 
entrepreneurial cultural in education and formation 

 
‐ Promoting social integration by Improving the access and participation to initial and continuous 

education for vulnerable groups and by Transnational initiative in inclusive education and on the 
labour market  

Another priority of NDP is the improvement of research and development activity in order to obtain 
economic competitiveness via development of partnerships between universities, research institutes and 
enterprises for an increased productivity. To comply with this, the Government proposed measurements 
to encourage private expenditures for research and development, directly through the increase of public 
expenditure for research and development and public acquisition of high tech products, but also 
indirectly, through actions like risk funds, indirect fiscal measurements, promotional campaigns (NDP  
2007-2013). The strategies and reforms for higher education are part of the European Union Regional 
Policy. To meet the established objectives, the European Union allocates financial help for developing 
countries in order to align them to the developed countries. Romania benefits of non-reimbursable 
financial support via Structural and Cohesion Funds through Structural Instruments. 
The major problem Romania is confronting in this moment with and that has a negative effect over the 
development and changes in higher education is the absorption of these funds, registering delays in all 
the phases of the absorption process of European funds, mostly because of the requirement to assure 
finances before having the approval for the projects. (Milena Messori’s declaration, Head of European 
Investment Bank Office–Romania, http://www.mediafax.ro/economic/oficial-bei-romania-inregistreaza-
intarzieri-in-toate-etapele-de-absorbtie-a-fondurilor-ue-8286886). 
The major challenge Romania is confronting in this moment with is to establish those absorption 
strategies for Structural and Cohesion Funds, allocated through Operational Programmes, strategies that 
must respect the initial engagements established in the National Development Plan 2007-2013 and in the 
National Strategic Reference Framework 2007-2013. (article: Absorption of structural and cohesion 
funds, priority zero for Romanian Government, published by the Romanian Government, 
www.mai.gov.ro). 
According to PRELIMINARY OPINION REGARDING   UE COHESION POLICY is a must to find 
some solutions to simplify the implementation mechanism for Cohesion Policies, this aspect being 
established for 2007-2013. (www.fonduri-ue.ro).  
In this moment, the absorption level of the Structural Funds, in Romania, according to statistics 
provided this year at the end of May by The Structural and Cohesion Funds Management Authority 
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represents 12.41% from the amount allocated for 2007-2011. The leading programmes in terms of  
payments to the projects’ beneficiaries, that represents the absorption level, are Regional Operational 
Programme – 21.50 % absorption rate, Sectoral Operational Programme  Human Recourses 
Development -19.10%,  Sectoral Operational Programme ‘Increase of Economic Competitiveness’ - 
12.58%. One of the determinants for high capacity absorption can be considered the fact that the 
Romanian universities are the eligible beneficiaries of these operational Programmes. Based on this 
aspect we can affirm that Romanian Higher Education is oriented towards development and towards 
reaching objectives assumed in the reforms and DNP 2007-2013. (www.fonduri-eu.ro – Absorption 
capacity of Structural Instruments on 31.05.2011). 
For increasing the absorption capacity of Structural and Cohesion Funds the objective established for 
2011 was set to 3 milliard euros and for the first half of the year it was set to 1.6 milliard euros. 
However, according to the last balance sheet for the first half of the year 2011 the objective for the 
absorption of Structural and Cohesion Funds was not reached, the total amount of the funds that had 
been absorbed for this period was only 830 million euros. Taking these aspects into account Romania’s 
deficiency to establish a proper strategy for the absorption of the funds is obvious.  
One of the strategies used by EU for facilitating the absorption of the funds by new members consists in 
the increase of the structural funds co-financing rate from 80% to 85%, and at the same time also in the 
ease of some eligibility criteria.  
To increase the degree of absorption, the next 11 key strategic directions are to be considered:  

‐ Optimization of the access procedures to financing and projects implementation process 
(guidelines, comprehensive, coherent and ‘friendly’ instructions and procedures); 

‐ Consolidation of the administrative structures responsible for management and control of the 
Operational Programmes by taking measurements as: filling the organizational chart with skilled 
staff, continuous trainings for personnel, contracting technical support in order to assist them with 
the key functions, optimization of the internal procedures, etc.  These actions will lead directly to 
the reduction of the evaluation and contract period of projects and reduction of the duration of the 
verification and payment of the reimbursement requests; 

‐ Improving efficiency and the public acquisition  process duration throughout legislative 
modifications and institutional consolidation but also throughout guidelines, manuals and specific 
contracting models  that should support the contractual authorities; 

‐ Identifying and correcting diverse normative acts that affect the good implementation of 
operational programmes and the projects financed from these ones; 

‐ Creation of all proper conditions (including but not limited to  assuring public resources with 
priority) for a good start off and in order to implement major infrastructure projects as fast as 
possible (transport, environment, energy, etc.) , projects that are financed from structural and 
cohesion funds; 

‐ Supplement the funds for domains of intervention that generates substantial and rapid socio-
economic impact (including the creation of new jobs) and that are very interesting for  potential 
beneficiaries that can prove  tremendous implementation capacity; 
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‐ Identification of mechanism and instruments meant to facilitate access to co-financing for private 
and public beneficiaries;  

‐ Providing general and specific trainings for potential applicants and for beneficiaries; 
‐ Improving the cooperation and communication between Government, beneficiaries, consulting 

firms and financial institutions  regarding structural and cohesion funds implementation; 
‐ Maintenance  of a good collaboration with the European Commission in order to identify and 

implement efficient solutions that accelerate the absorption process and assure a proper usage of 
community grants; 

‐ Clarify and apply uniform requests, same controlling and auditing practices by the habilitated 
institutions and at the same time improve the coordination between these bodies concerning the 
coverage rate and programming of controlling and auditing actions. (Absorption of structural and 
cohesion funds, priority zero for the Romanian Government – Press Release; 
http://www.gov.ro/absorbtia-fondurilor-structurale-si-de-coeziune-proritate-zero-a-guvernului-
romaniei__l1a109210.html.) 

The importance of the existence of a strategy for higher education emerges also from the Eurydice 
Report, Higher Education Governess in Europe – Policies, structures, funding and academic staff 2008, 
that promotes a strategy for higher education that must be correlated nationally with the strategy for 
research and development aiming to obtain autonomy for higher education institutions. To meet this 
objective the higher education system should attract diverse sources of funding, including partnerships 
with firms, partners that will finance the research and development activity in the domains they are 
interested in. Having financial autonomy is a fundamental aspect of the current tendencies in the higher 
education governess. The challenge consists in allowing institutions to develop strategic policies for 
achieving their own objectives but at the same time respecting the national priorities for higher 
education. 
The next difficulties were identified when attracting grants by higher education institutions: 

- The process starting with the financial grant request till countersigning the contract and attracting 
funds  is time consuming and difficult; 

- Unjustified delays in the elaboration of operational programmes by the management authorities 
from different ministries and low reaction time to the comments formulated by European 
Commission. The cause of these  delays is owe, especially, to the persistence of mentality from 
the pre-adhesion period when the strategic planning was done mostly by  the European 
Commission instead of the Romanian Government; 

- delays in the creation of a solid institution for intermediate bodies and regional bodies 
responsible, regionally and locally, for the administration of the structural funds;  

- lack of experience in  project management among public and private entities;  
- low implication of public authorities regarding the development of the capacity of potential 

beneficiaries;  
- beneficiaries’ reticence due to the low level of the pre-financed allocated by operational 

programmes and the high level of private co-financing need; 
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- delays in listing the eligible expenditures and in publishing the payment and reimbursement 
procedures; 

- Some misunderstandings between the existing bodies and the new founded ones responsible for 
structural funds management but also the lack of experience and qualifications of the personnel 
working in the intermediate bodies. 

In order to increase the absorption capacity of the Structural and Cohesion Funds it is required not only 
a strategy adopted by UE but also an adequate strategy adopted nationally that is based on the needs of 
the potential beneficiaries, considering especially the academic environment. From my point of view 
there is a lack of strategies adopted for attracting grants in universities and in the happiest case scenario 
we can talk about a draft and an inadequate strategy. Even in the developed universities, capable of 
absorbing grants, we can affirm that the attraction of funds was done chaotically without a plan and 
without considering the real development needs. 
In my opinion, the researches should be directed towards the study cases about universities as 
beneficiaries of grants given by EU. Furthermore the studies should analyze the development capacity, 
the obtained results, the real development needs and also the decisive factors for the attraction of funds. 
All these should be followed for the benefit of obtaining an absorption strategy of these funds in higher 
education. Another research direction should be pointing to studies about the other categories of 
beneficiaries in order to create a strategy that will increase the absorption of the funds and will truthfully 
fulfill the objectives established in the Development National Plan. 
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ABSTRACT 

Currently there is an increasing interest regarding the relation between economic growth and energy consumption. 
A previous study outlined the relationship between the two of them, but only for Romania. This study provides some estimates 
of the relation for 26 countries from European Union, in a pool data approach. The results tell us that for most countries a 
positive relation between the two variables mentioned is established and that Gross Domestic Product per capita is inelastic 
(in almost all cases) in relation to energy from renewable sources consumption. 
 
KEY WORDS 

economic growth, energy consumption, gross domestic product, pool data, sustainable development. 
 
JEL CLASSIFICATION: C33, C51, C87, O52, Q42, Q43, Q49. 
 
1. INTRODUCTION 

In the world in the last 60 years, energy consumption increased unexpectedly long (Wagner, 
2010); the world, hungry for energy consumes today by six times more energy than half a century ago. 
This entails a high consumption of conventional resources, namely a decrease in reserves of oil, natural 
gas, coal, increases pollution and contributes to global warming. Understanding the danger that affects 
not only the present but also the future, numerous warning signs were drawn, and the first one was of 
the Club of Rome in 1972. The document called Limits to Growth, are addressed elements like: 
population growth, the impact of industrialization, the effects of pollution, food production and natural 
resource depletion trends (National Centre for Sustainable Development, 2008). Five years later in the 
report Our Common Future by World Commission on Environment and Development, appears the first 
definition of sustainable development. Since then, all policies, strategies, conventions began to be built 
upon sustainable development. 

As demand for energy will not diminish but will likely increase further, everyone looks for 
solutions that ensure a sustainable future in this field. One of the five interrelated goals set out in a 
Communication of the European Commission (2010): An European Strategy for smart, ecological 
growth and favorable to inclusion, refers to “reducing emissions of greenhouse gases by at least 20% 
below the levels in 1990(...); increase to 20% the share of renewables in final energy consumption and 
increase energy efficiency by 20%.“ 

Romania is taking into account these objectives, trying to increase usage of renewable energy 
from 17.8% in 2005 to 24% in 2020, to reduce greenhouse gases emissions by 21% and use 10% 
biofuels by 2020. 

In the same time, our country has been “allowed to increase GHG emissions by 19% for sectors 
of small polluters”, GHG meaning Greenhouse Gases (Leca & Muşatescu, 2010). We can appreciate 
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that this statement is wrong or not related to that mentioned in the target. However, it is quite true, and 
an idea that comes to support the statement, is the following: high energy consumption can be a stimulus 
for economic growth in developing countries; these countries may therefore be allowed to pollute more 
than developed countries (Amirat & Bouri, 2008). 

In the literature are found several studies for different countries, industrialized or developing 
countries, studies that call into question the causal relationship between energy consumption and 
economic growth (Soytas & Sari, 2003; Omotor, 2008; Akan et al, 2010). 

Through a previous paper, I tried to outline this type of relationship, for Romania; thus time 
series for the period 1965-2007, with the per capita values, were used. The methodology used included 
three steps, through which were obtained causal relationships in the short and long run, between real 
GDP per capita and energy consumption by fuel toe per capita. 

Thereby, after testing for the degree of cointegration, the results showed that a long run causal 
relationship appears only between GDP and energy consumption that comes from hydropower. Because 
the relationship is not valid in the short term, therefore the direction of the relationship could not be 
known. Instead, energy consumption with coal source, namely oil, does not affect long-term GDP, but 
only short term, having an important role in growth and development. Inverse relationship, for instance 
GDP  energy consumption with coal source, or GDP  energy consumption from oil resource, are 
not valid. Relationship that will start from GDP and influence one type of energy is valid only in the 
situation of energy consumption from natural gas resource. This tells us that Romania is not dependent 
on energy derived from natural gas to achieve economic growth. Furthermore, growth can lead to 
greater consumption of energy. Not even one bidirectional relationship was found. 

As demand for energy is increasing and the only renewable source of study established a long 
term relationship with GDP, leads to the conclusion that other renewable sources should be used too, 
increasingly more. 

These results certainly depend on the period of study taken into account; if this period is 
increased, changes in data used, due to economic and political circumstances, appear.  

This issue of renewable energy, along with economic growth, has gained a global dimension 
(Zamfir, 2011, 35-42). Therefore the analysis regarding these two concerns will be carried forward, by 
introducing more countries in the study and using a regression model with panel data. In the same time, 
just the energy consumption from renewable source will be kept. In this way, the relationship between 
renewable energy and economic growth can be studied, obtaining also the sign of the relationship for 
each country observed. 

Similar approaches have been made by other authors in different areas (Cicea et al, 2007; Baltagi 
& Moscone, 2010; Naude & Saayman, 2004). 

 
2. DATA AND METHODOLOGY 

To conduct the analysis, data sets for the period 1990-2007 were used (World Databank, 2011; 
European Commission, 2010). The two variables used are GDP per capita, PPP (constant 2005 
international $) and Final energy consumption by fuel (renewables) toe (tones oil equivalent) per capita. 
As the definition from European Commission (2011), “Final energy consumption is the energy finally 
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consumed in the transport, industrial, commercial, agricultural, public and household sectors. It excludes 
deliveries to the energy transformation sector and to the energy industries themselves”. Countries taken 
into account were member states of the European Union in 2010 (except for Malta, which had no date 
on final energy consumption from renewables) (Wikipedia, 2011).  

Also, the Eviews 7 software was used, in order to centralize all data as a balanced panel (data 
series are of the same length for each variable). The pool object from Eviews allows realizing the 
analysis by reading cross section identifiers. Here, the cross section identifiers are the country codes.  

To build a linear regression model for pooled data, the following equation is used (Westbrook, 
n.d., pp 4) : 

Yit = αi + βi1*X1it+ βi2* X2it+ …+ βik* Xkit+ εit                                                                                         (1) 
where: 

Yit – dependent variable in the pool data model; 
αi –  the intercept which can vary within each cross-sectional unit, but not in time; 
βik – the coefficient to be estimated of the independent variable k; 
Xkit – the k’th independent variable, which has values both in time and whitin each cross-sectionat 

unit ; 
εit – error term. 
For data used in this study Yit is the log form of the GDP per capita for each country in the period 

mentioned and Xkit is the Final renewable energy consumption toe per capita, also in logarithmic form. 
In this way the results obtained will be elasticity.  

The 26 countries were grouped after GDP per capita level in 2010, so it resulted three groups as in 
Table 1. 

Table 1. Country ranking after 2010 GDP per capita in Euro 
Group 1 Group 2 Group 3 

Nr. Country GDP per 
capita 2010 
Euro 

Nr.  Country GDP per 
capita 2010 
Euro 

Nr. Country GDP per 
capita 2010 
Euro 

1 Bulgaria 10600 10 Portugal 19800 19 Belgium 28900 

2 Romania 11000 11 Slovenia 21300 20 Germany 29000 

3 Latvia 12600 12 Greece 21700 21 Sweden 30100 

4 Lithuania 14200 13 Cyprus 24000 22 Denmark 30400 

5 Poland 15300 14 Italy 24300 23 Austria 30700 

6 Hungary 15700 15 Spain 24700 24 Ireland 30700 

7 Estonia 15900 16 France 26100 25 Netherlands 32800 

8 Slovakia 18100 17 
United 

Kingdom 27800 26 Luxembourg 69100 

9 Czech Rep. 19500 18 Finland 28300       
Source: author after Wikipedia (2011) 
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Regression models for the three groups were estimated, using a pool data approach and 
considering the following: 
- For variables in their logarithm form, the notations “lgdp” (for log(gdp)) and “lr” (for log(final 

energy consumption)) were used; 
- For defining cross-sectional data, the notation “_countryCODE” was used; for example “_BGR” for 

Bulgaria and “lgdp_bgr” for the series representing the GDP per capita in log form for Bulgaria in 
1990-2007 period; 

- The independent variable of energy consumption was included in the “cross section specific 
coefficients” part of the pool object, because it is obvious that each country has a different 
consumption of energy from renewable sources depending on its capacity of production, resources, 
technology available and others; 

- The “Fixed Effects” option was chosen, meaning a specific constant for each country (Startz, n.d., 
pp.11). The intercept is that term that refers to elements which were not included into the model and 
that may influence the dependent variable in varying degrees in every country. 

 
3. RESULTS 

The results after applying Ordinary Least Squares for each group of pool data, under conditions 
mentioned are in Table 2. 

 
Table 2. Results from EViews 

Group R-squared F-statistic 
/ Prob F-
statistic 

Regression equation for each country 

 
Group 

1 

 
0.712166 

 
20.52153 / 
0.00 

LGDP_BGR = -0.377722791692 + 9.91201328354 + 0.189826099528*LR_BGR 
 
LGDP_ROM = -0.660985952259 + 9.91201328354 + 0.1255396835*LR_ROM 
 
LGDP_LVA = 0.166172812883 + 9.91201328354 + 0.965123316974*LR_LVA 
 
LGDP_LTU = -0.267417356945 + 9.91201328354 + 0.197267281257*LR_LTU 
 
LGDP_POL = 0.15085925541 + 9.91201328354 + 0.308903196842*LR_POL 
 
LGDP_HUN = 0.824834893867 + 9.91201328354 + 0.429287866376*LR_HUN 
 
LGDP_EST = 0.139159682398 + 9.91201328354 + 0.570160268765*LR_EST 
 
LGDP_SVK = -0.200995155811 + 9.91201328354 + 
0.0517439296471*LR_SVK 
 
LGDP_CZE = 0.230748764188 + 9.91201328354 + 0.128482733006*LR_CZE 

 
 

Group 
2 

 
 

0.745814 

 
 
24.50854 / 
0.00 

LGDP_PRT = 2.40526991868 + 11.1653563629 + 2.58130226168*LR_PRT 
 
LGDP_SVN = -0.319346628458 + 11.1653563629 + 0.546169807724*LR_SVN 
 
LGDP_GRC = 3.27154206169 + 11.1653563629 + 1.91865055234*LR_GRC 
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LGDP_CYP = -0.817327379438 + 11.1653563629 + 0.111754355626*LR_CYP 
 
LGDP_ITA = -0.0150194376952 + 11.1653563629 + 0.271196567118*LR_ITA 
 
LGDP_ESP = -0.983901281362 + 11.1653563629 + 0.0473772716244*LR_ESP 
 
LGDP_FRA = -2.29974538305 + 11.1653563629 - 0.771524277442*LR_FRA 
 
LGDP_GBR = -0.462794659884 + 11.1653563629 + 0.103334706744*LR_GBR 
 
LGDP_FIN = -0.8141601692 + 11.1653563629 + 0.983464616166*LR_FIN 

 
 

Group 
3 

 
 

0.829927 
 
 
 

 
 
41.64132 / 
0.00 

LGDP_BEL = -0.221614474161 + 11.4078262652 + 0.286023088034*LR_BEL 
 
LGDP_DEU = -0.689002672572 + 11.4078262652 + 0.150061355541*LR_DEU 
 
LGDP_SWE = -1.40626365168 + 11.4078262652 - 0.373581824586*LR_SWE 
 
LGDP_DNK = -0.358916909519 + 11.4078262652 + 0.368066745499*LR_DNK 
 
LGDP_AUT = -0.222389796255 + 11.4078262652 + 0.748466153457*LR_AUT 
 
LGDP_IRL = 3.12793070321 + 11.4078262652 + 1.25047716452*LR_IRL 
 
LGDP_NLD = -0.300861262364 + 11.4078262652 + 0.206893666122*LR_NLD 
 
LGDP_LUX = 0.0711180633431 + 11.4078262652 + 0.169911019221*LR_LUX 

Source: author’s calculation 
 

 The econometric model for the first group of countries explains over 71,21% of LGDP variation, 
as R-squared for the model shows. The second one for the second group of countries explains over 
74,58% of LGDP variation. Last but not least, the third model explains the highest percentage of LGDP 
variation, namely 82,99%.  
 As I chose different intercepts for each country, the results are expressed like this: the first 
coefficient from the right hand side of the equation is the deviation from the mean value of intercept for 
the countries in the group. This average value of intercept for the countries into the group is the second 
value returned. So, if we want to see the intercept for a country we have to sum up these two values. For 
instance, the intercept for Luxemburg is 11,478. Its interpretation is as follows: the intercept represents 
the value of LGDP when the independent variable is zero. So, the GDP when the final energy 
consumption from renewable is zero, is 93244,13 monetary units (international $). 
 The coefficient next to LR_ variable is elasticity. In case of Luxemburg, if there is an increase of 
1% of energy consumption from renewables, then the GDP increases with 0,169%. In absolute value, 
this change is less than 1, so GDP of Luxemburg is inelastic in relation with energy consumption; this 
means that GDP does not change much in response to changes in energy consumption. Similar 
interpretations have been made even though for other indicators (Pavelescu, 2008). 
 For Portugal, GDP has an elasticity of 2,58, which makes GDP elastic in relation with energy 
consumption; that means that GDP responds a lot to small changes in energy consumption. 
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 The F-statistic reported tells us that the independent variable has a significant influence on the 
LGDP. All three values reported are greater than F values from the F statistic Table with 0,05 
significance level. This means that we can reject the null hypothesis of the test, that all slope coefficients 
(excluding the intercept) are equal to zero (Quantitative Micro Software, 2009). The probability 
associated to the test is also telling us to reject the null hypothesis because is zero, less than the 0,05 
significance level. 
 
4. CONCLUSIONS 
 Using pool data models for three groups of countries, from EU, for the 1990-2007 period, I 
estimated the existing relation between economic growth and energy from renewable sources 
consumption. 

The results for the first group, with the smallest GDP per capita in the EU, show a positive 
relationship between the two variables considered. For all nine countries composing the first group, 
GDP is inelastic in relation with energy from renewable sources consumption. 

For the second group, from all nine countries just France has a negative relationship between 
GDP and energy consumption and only for Portugal and Greece the GDP is elastic in rapport with 
energy from renewable sources consumption. 

In the third group, with the highest GDP of EU countries, only Ireland has an elastic GDP if 
related with green energy consumption and just for Sweden a negative relation of the variables has been 
reported. 

So, for France and Sweden, when the consumption from renewable energy increases with 1%, 
the GDP decreases with 0,77% and 0,37%. An unexpected result, for the only countries with the highest 
annual production of renewable energy from European Union (European Commission, 2011). It is 
obviously necessary to take further the analysis, to study the reasons for which these relations were 
obtained, to study each country characteristics when it comes to renewable energy or maybe to include 
more variables in the econometric models. 

In order to conclude, I consider that through the presented models and relations, I managed to 
create a comprehensive image of the renewable energy consumption influence over the representative of 
economic growth, the gross domestic product. 
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ABSTRACT 
 
The impact of the climate change, the limited and more and more reduced level of natural resources and 
other significant environmental issues, on the economy and society, defines the core of current 
specialists concerns. The challenge lies in decoupling economic growth from environmental 
degradation by improving the efficiency of resources use and production processes. This paper aims to 
present the most important approaches, problems and solutions from the economy-environment 
relationship. Sustainable development should not be seen as a purpose in itself, but as a means to boost 
economic and technical progress, through a more equitable distribution of its effects on present and 
future generations. 
 
KEYWORDS: economic growth, entropy, nature conservation, rationalization, sustainable 
development 
JEL CLASSIFICATION: Q01 –  Sustainable Development 

 
 

1. INTRODUCTION 
 
The environmental protection is one of the current concerns of modern society. The 

environmental changes caused along the evolution of humanity, train unwanted effects that are felt 
increasingly, threatening the human race and even the future of the planet. 

Since 1972, when the Stockholm conference took place, many and various interpretations of the 
concept of sustainable development have been presented. Sustainable development refers to all forms 
and methods of socio-economic development, ensuring a balance between them and the natural capital 
elements. Also, in current economic thinking different views about economic growth and development 
are expressed; it can be defined as the increase in economic performance, determined by combining 
production factors and revealed by macroeconomic indicators. 

The concrete challenges of sustainable development are at least as heterogeneous and complex 
as the diversity of human societies and natural ecosystems around the world. As a concept, its 
malleability allows it to remain an open, dynamic, and evolving idea that can be adapted to fit these very 
different situations and contexts across space and time. 

The importance of changing consumption and production patterns was first identified as a central 
theme for sustainable development in Agenda 21, the UN programme launched in 1992 addressing 
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sustainable development in the 21st century. In the same vein, the Johannesburg Plan of 
Implementation, adopted at the World Summit on Sustainable Development in September 2002, 
contains country commitments to change unsustainable patterns of consumption and production, 
recognising that consumer habits and lifestyles must evolve. 

The papper aims to present the most important theories and approaches regarding the sustainable 
development, using a qualitative research longitudinal method, through the literature review. 

 
2. CONCEPTIONS, THEORIES AND ECONOMIC MODELS FOR SUSTAINABLE 

DEVELOPMENT  
 
The economic development of humanity influences significantly the environment, predominantly 

negatively. The awareness of sustainable development led to the emergence of numerous theories, 
approaches and models of economic development describing the relationship between environment and 
economy. 

Generally, three main contradictory theories can be distinguished in the literature: 
- The geoconcentric approach: the environment must be preserved, and the human is only one 

element of its; the zero economic growth is promoted; 
- The bioconcentric approach: the human is obliged to protect the biodiversity of living organisms 

and species; 
- The anthropocentric approach: the human is the most important element and he can use any 

means to satisfy his needs. 
Currently, it is considered that these theories are overcome by their extremism and the human 

reconciliation with nature is required, by sustainable development. The notion appeared in 1972, and 
was introduced by Maurice Sliong, general secretary of the Stockholm Conference on the environment. 
It involves a correlated economic growth with environmental restrictions, offering harmony and 
complexity. 

Negrei C. (2004) believes that economic and social macro-models can be grouped, depending on 
the nature of environmental performance, in quantitative models (Marxist and liberal models) and 
quality models. Quantitative models focus on price, central planning, profit maximization, cost-benefit 
assessment and consumer sovereignty for an increase without limits. In contrast, qualitative models refer 
to state involvement in economy, maximizing energy flow, minimizing entropy and consumer 
education. These models can promote: 

- The ecocentrist development - which tends to extreme ecology; 
- The autocentrist development – which supports the basic needs meeting; 
- The sustainable development - the middle way. 

Recent theories bring to the forefront the need for rationalization to support sustainable 
development. Depending on the rationalization type, the system can be: 

- The neoclassical system: substantial economic rationalization and paretian sustainability 
that implies equivalence of consumer goods and environmental goods and the existence 
of an optimal level of pollution by internalizing externalities; 
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- The ecocentrist system: ecological rationalization – the nature conservation is the 
ultimate aim; adaptation by natural selection; 

- The London School system: limited rationalization - preserving nature that still serves as 
support for the economy. 

According to Bran F. (2002), there are four theses on the relationship between economic growth 
and environmental protection: 

- The decoupling thesis: there is no significant link between economic growth and 
environmental protection, and stifling economic growth will not reduce emissions, by 
contrast, will involve increased energy consumption; 

- The complementarity thesis: the economic growth sustains the environmental protection, by 
creating the necessary resources to reduce pollution; 

- The antinomy thesis: the two aspects are mutually exclusive; 
- The qualitative dimension: economic growth includes environmental objectives, which have 

the same importance as the economic ones. 
 

3. PROBLEMS AND THREATS IN THE ECONOMY-ENVIRONMENT RELATIONSHIP 
 

 From the beginning, the human has had a negative impact on nature. In order to meet his own 
needs, he has intervened in various ways on the environment, causing environmental errors, often 
irreversible. 
  The most common of these are: radically landscape changes (dams, ponds, lakes, draining), 
intense exploitation of soil and subsoil resources, climate changes, changing the structure of ecosystems, 
extinction of plant and animal species, the genetic alteration, deforestation and desertification, etc. 
(Visan et al, 2004). All these effects on the environment began to have impact back on humanity, felt 
especially since the previous mid-century. 
 Also, the developed and globalised economies characteristics affect the nature on long-term 
(Craciun, 2005): 

- Pollution caused by production, transport and consumption of industrial products (cars, 
refrigerators, newspapers etc). The emission of toxic gases led to the emergence of new threats: 
the greenhouse effect and the ozone layer damage; 

- Non-renewable energy sources and other raw materials continue to be intensively exploited; 
- The primacy of wasteful Western culture ("throw-away culture") causes problems more difficult 

to control in terms of waste storage and recycling; 
- Mass tourism erode cultural environment in many parts of the world, deteriorating the balance of 

traditional landscapes. 
 One of the main reasons that cause significant environmental disruption is the population growth 
and location. In the last hundred years, world population tripled, the global economy increased 20 times, 
fossil fuel consumption increased by 30 times and industrial production  by 50 times. 
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Table no. 1: Global demographic evolution 

Year Inhabitants 
(mill) 

Increase (thousands 
inh./year) 

Annual increase 
(0/00) 

1 AD 100   
1000 275 175 0.6 
1500 446 730 1.6 
1800 978 3740 3.8 
1900 1650 7760 4.7 
1950 2486 27000 10.9 
1970 3632 64600 17.8 
1990 5283 83200 15.6 
2000 6080 77300 12.6 
2010 6824 70800 10.3 
2020 7518 66400 8.8 
2030 8140 57200 7.0 

Source: Frasineanu, 2004 
 

 To meet the needs of an almost exponentially growing population, every year hundreds of 
millions of tons of pollutants are discharged into the atmosphere, with serious implications on the 
population health, decreasing quantity and quality of agricultural products, damaging the water 
resources. Currently, less than 11% of the total agricultural area in the world is cultivated, due to land 
degradation and desertification, leading to decreased agricultural production, increasing malnutrition 
and mortality (Visan et al, 2004). 
 

4. STRATEGIC AND THEORETICAL SOLUTIONS 
 
Sustainable development implementation depends on the skills and the understanding of the 

population. It is necessary for mankind to learn to live sustainably, and Agenda 21 covered this issue 
since 1992. The aim is to determine an optimal interaction and compatibility between economic, 
environmental, technological and human systems. The main constraints to achieve the optimum level 
can be summarized as: 

- Resizing economic growth by emphasizing qualitative aspect of production; 
- Eliminating poverty and providing basic needs: a job, food, energy, water, housing and health; 
- An appropriate population growth rate; 
- Conserving natural resources and controlling the economic development impact on the 

environment.  
Experts have determined four major principles to be followed to ensure the future of humanity 

(Caracota & Caracota, 2004): 
1) The principle of equal opportunities for future generations: linking the amount of resources used to 

the reproductive capacity of the environment; 
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2) The principle of social and economic inequality policy: the right to ensure the healthy and safe life 
needs of present and future generations; 

3) The principle of sovereignty of the population: the human can decide about the use of available 
resources; 

4) The principle of mutual responsibility: those who have ecological resources, have to manage them in 
interest of future generations. 

Our planet can not indefinitely sustain a growing population, with increasingly, more complex 
and diversified needs. The way of production and consumption has been so far unsustainable, and this 
effect was intuited since the nineteenth century: the Reverend Thomas Malthus argued that population 
growth will outrun food production growth. 

Meanwhile, David Ricardo estimated the necessity and possibility of balance state between 
environment and natural resources. Also, J.S. Mill believed that a steady state have to be achieved from 
any increase, including the economically one. Pigou concluded the man's irrational way to distribute 
resources between present and future; Huxley anticipated the overpopulation era (Bran et al, 2011: pp 
12-13).  

Club of Rome wrote in 1970 the book "Growth Limits", concluding the disparities between the 
rise of industrial civilization and the impact on resources and environment and suggesting an immediate 
action to stop growth. He identified five factors that constrain growth: population, agricultural 
production, resources, industrial production and pollution (Caracota & Caracota, 2004). 

As alternative to the concept of sustainable development, we can mention (Bran et al, 2011: pp 
21-37): 

 Plan B 2.0 and Plan B 3.0, developed by Lester Brown (working at the World Watch Institute and 
Earth Policy Institute). Plan B 2.0 goals: eradicating poverty, stabilizing population, food providing, 
climate stabilization and building a new economy. Plan B 3.0 lists the issues to be urgently 
addressed: climate change, scarcity of water resources, the effects of economic disparities; 

 The personalist philosophy: the human is the focus for Earth's present and future, the economic 
activity must ensure the human welfare and dignity; 

 The New Economy: replacing materialism with the joy of living and the political interest with the 
spiritual criteria; 

 The Human Development: UN supports the humanity right to development; the human can exercise 
full and complete sovereignty over natural resources for social and cultural development; 

 The global village: this hypothesis was developed by Marshall McLuhan in 1966, who assumed the 
appearance of Homo globalis, with a considerate management in their own interest but also of the 
followers; 

 The Gaia hypothesis assumes the positive interaction between the planet and humanity, with positive 
effects for both sides; 

 The concept of deep ecology: a radical change in the direction of development is required, for the 
conservation, restoration and reunification of the natural environment; 

 The Medeea Theory (The suicidal planet theory): the Earth tendency is to return to its original 
condition - a sterile, lifeless planet; 
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 The Smart growth (green growth): it promotes green technologies that will create new jobs; 
 The entropic approach –  Nicholas Goergescu-Roegen's theory: "Every human transaction with the 

nature leads inexorably to environmental degradation (pollution, disorder, natural resource 
depletion)". The Romanian-born author believes that human life on planet Earth will inevitably end, 
and we just can delay the end through consumption reduction. The theory is based on the law of 
entropy, which states that "the entropy of a closed system always increases, passing from the free 
energy to related one, and not vice versa. [...] The natural state of things is c the ontinuous transition 
from order to disorder”. 

 
The Human Development Report from 1996 (UNDP, 1996), presents four essential elements of 

sustainable development paradigm: 
a) Productivity: the population must increase their productivity; 
b) Fairness: the population must have equal access to options; 
c) Sustainability: access to options must be provided not only for present generations but for future 

generations; 
d) Participation: man must participate in decisions and processes that change its life.  

To continue and complete the Lisbon Agenda, the European Council adopted on 17 June 2010, 
the Europe 2020 Strategy. It proposes an overview of Europe's social market economy, aiming at the 
exit of crisis and transformation into a smart, sustainable and inclusive economy, with high levels of 
labor employment, productivity and cohesion social. 

 
Consequently, Europe 2020 Strategy sets out a vision for Europe's social market economy in the 

next decade and is based on three priority areas, which are interwoven and mutually reinforcing: Smart 
growth, developing an economy based on knowledge and innovation; sustainable growth, promoting a 
competitive economy, with low emissions and efficient use of resources and inclusive economic growth, 
promoting a highly labor employment, generating social and territorial cohesion.  

 
Progress towards these objectives will be measured against five representative benchmarks, 

which Member States will be asked to translate in national benchmarks that reflect the starting points 
(EC, 2010):  

 
- 75% of the population aged 20-64 should be employed; 
- 3% of EU GDP to be invested in research and development; 
- The "20/20/20" climate and energy objectives must be met; 
- The percentage of early school leavers should be below 10% and at least 40% of the younger 

generation should have higher education; 
- The number of people at poverty risk must be reduced by 20 million. 
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5. CONCLUSIONS 

 
Worldwide there are many studies and theories on the relationship between economic growth 

and the environment. Some propose an extremist approach, while others are trying to determine a 
middle way, but the common element of all approaches is the need for human reconciliation with nature. 
The concern for a green economy has been fueled by market failure, multiple crises occurring in the first 
decade of the new millennium, especially the economic and financial crisis of 2008. 

The failure of paradigms in explaining and, especially, in adequate and effective solutions 
designing for environmental crisis started in the '70s and aggravated post-2000, shows that mankind 
does not give due consideration to it. Rational and responsible management of finite resources bears an 
obvious ethical dimension, the right of future generations to enjoy equally the natural heritage of 
humanity common planetary.  

In his last interview, N. Georgescu-Roegen remarked: "The more we have appropriate the means 
of a more pleasant and more extraordinary subsistence, the more we approached the final element, when 
on Earth will not exist any ounce of energy“.  (Dutu, 2009) 
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Implementing Radical Changes in an Organization through Business Process 
Reengineering  
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Abstract 
As a result of the globalization process, political realignment and increased competition, companies 
were forced to alter radically the way they did business and in many cases incremental changes, 
achieved through continuous-improvement programs, were no longer sufficient to ensure that the 
company remains profitable and competitive. Successful companies are recognizing the need to 
reorganize their business in all of the main sectors (personnel, infrastructure and utilization of 
information) in order to obtain visible results such as: increased speed of product delivery, 
improvement of the customer-service and reduction of operating costs.  
The purpose of this article is to present the Business Reengineering Process from the radical change 
perspective and to identify the steps that companies should take in order to implement efficiently this 
change tool. 
 
Key words: organizational change, radical change, business process reengineering, change tools 
JEL Classification: M10 
 
Introduction 
 
The concept of reengineering traces its origin back to management theories developed in the nineteenth 
century, when Frederick Taylor, elaborated the scientific management method in order to identify the 
,,best way” to perform an activity.  
In a world increasingly driven by the three Cs: Customer, Competition and Change, companies are on 
the lookout for new solutions for their business problems (1) and in many cases the reason behind a 
success is Business Process Reengineering.  
The book Reengineering the Corporation: A manifesto for Business Revolution by  Hammer and 
Champy (1993) is regarded by one of the starting points of Business Process Reengineering and  defines 
BPR as the ,,fundamental rethinking and radical redesign of business process to achieve dramatic 
improvements in critical measures of performance such as cost, service, and speed” (1). 
On the other hand, Davenport considers that business process redesign is ,,the analysis and design of 
workflows and processes within and between organizations. Business activities should be viewed as 
more than a collection of individual or even functional tasks; they should be broken down into processes 
that can be designed for maximum effectiveness, in both manufacturing and 
service environments” (2). 
Rather than a ,,quick fix” BPR is recognized as a form of organizational change with the purpose of 
finding new ways to organize tasks, people and redesign information technology so that the processes 
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support the organization’s goals. It means analyzing and altering the business processes of the 
organization as a whole. 
 
BPR as a radical change  
 
The concept of BPR is to bring radical change to business processes, taking a ‘clean sheet’ approach, 
which is usually either broken, or so slow that it is no longer competitive in delivering the company’s 
value to its customer.  
A radical change implies a quick pass from the existing stage to a new one in a very short period of 
time, with the aim of improving the results and being more efficient and effective. 
Davenport advocates radical change as ,,objectives of 5% or 10% improvement in all business processes 
each year must give way to efforts to achieve 50%, 100%, or even higher improvement levels in a few 
key processes. Radical change is the only mean of obtaining the order of magnitude improvements 
necessary in today’s global marketplace. Existing approaches to meeting customer needs are so 
functionally based that incremental change will never yield the requisite interdependence.” (2). 
One of the main reasons why BPR should be done fast and radical is to avoid being trapped by the way 
things were made before.  
Other reasons why organizations have to consider the introduction of radical changes are the rapid IT 
innovation and increasingly intensive global competition, as a result of the globalization. In any change 
process it is important to identify on time the opportunity of change,  in order to perform those actions 
that will lead to a success and to higher results. 
As we stated before the reason for any change is to improve the existing processes, activities or results, 
but sometimes managers come across unexpected problems. The problems with BPR’s radical change 
are: 

• BPR does not adequately address the risk associated with dramatic, discontinuous change. 
Ignoring the present is no guarantee of success. 

• BPR literature does not critically evaluate its premise that radical change is the solution. 
This inherently devalues, ignores incremental/continuous improvements that may provide significant 
value at lower risk. 

• Radical changes increase the resistance to change. 
Employees tend to be skeptical and refuse to cooperate when the changes are made too fast and without 
them being consulted. 
Radical change, as seen previously, requires major upheavals, uncoupling and reconfiguring the firm’s 
management processes, IT, roles and skills. By contrast, incremental, continuous improvements work 
with existing management processes, IT, roles. 
 
Main Steps of a Reengineering process 
 
A successful implementation of a BPR requires following five important steps (3):   

• Prepare for BPR 
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• Analyze the existent process 
• Design the new process 
• Implement BPR 
• Improve continuously 

 
1. Prepare for BPR 
 
Planning is a key factor in any activity and BPR does not make an exception. This step implies 
understanding the importance of reengineering and the harmonization between its goals and the 
organizational ones by evaluating the customer’s needs, the influences from the environment and after 
that the development of new strategic goals. 
 
2. Analyze the existent process 
 
Before designing a new process, the reengineering team should understand the existing processes. Even 
if authors like Hammer and Champy argue against analyzing the current organization, saying that it 
inhibits the creative process, this might not always be true, because most organizations need to map the 
existing processes first and and then analyze and improve on it to design new processes. The important 
aspect of BPR is that the improvement should provide dramatic results.  
 
3. Design the new process 
 
The objective of this phase is to generate one or more alternatives to the current situation, which satisfy 
the strategic goals of the organization. The first step in this phase is benchmarking (the comparison of 
the performance of the organization’s processes with the ones of the main important organizations in 
order to obtain ideas for improvement) because innovative practices can be adopted from anywhere, no 
matter what their source is. 
Having identified the potential improvements to the existing processes, the development of the To-Be 
models is done using the various modeling methods available, bearing in mind the principles of process 
design. 
 
4. Implement BPR 
 
This phase is by far the most difficult one because of the resistance manifested by employees and lower 
level managers. A possible solution for reducing the resistance could be the development of a ,,change 
organizational culture”. Once this has been done, the next step is to develop a transition plan from the 
current process to the redesigned one. This plan must align the organizational structure, information 
systems, and the business policies and procedures with the redesigned processes because a rapid 
implementation of the information system that is required to support a reengineered business process is 
critical to the success of the BPR project.    
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5. Improve continuously 
 
A process cannot be reengineered overnight and a very vital part in the success of every reengineering 
effort lies in continuously improvement. The first step in this activity is monitoring. Two things have to 
be monitored – the progress of action and the results. The progress of action is measured by seeing how 
much more informed the people feel, how much more commitment the management shows and how 
well the change teams are accepted in the broader perspective of the organization. Monitoring should 
include such measures as employee attitudes, customer perceptions, supplier responsiveness etc.  
 
BPR success and failure factors  
 
An intense customer focus, superior process design and a strong and motivated leadership are vital 
ingredients to the recipe for the success of any business corporation. Reengineering is the key that every 
organization should possess to attain these prerequisites to success. BPR doesn’t offer a miracle nor 
does it provide a painless quick fix. Rather it advocates strenuous hard work and instigates the people 
involved not only to change what they do but targets at altering  their basic way of thinking itself (3). 
Even if BPR may lead to spectacular results, not all organizations succeed to implement it and studies 
show that more than 70% of them fail. 
There are both soft and hard factors that cause success and failure of BPR efforts related with: 
 

• change management 
• management competence 
• organizational structure 
• project management 
• IT infrastructure 

 
In the ,,hard” category we include the organizational structure, project management and IT infrastructure 
while the ,,soft” category includes the change management and management competence. 
Figure number 1 presents the success and failure factors for each dimension identified by Al-Mashari 
and Zairi, 1999.  
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Figure 1 Summary of key success/failure factors in BPR (Al-Mashari and Zairi, 1999) 
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Conclusions 
 
Dramatic changes in the business environment throughout the nineteen eighties forced organizations to 
examine outdated modes of work and develop new focused strategies based on new business models. 
Many business management concepts emerged but BPR has probably been the most influential. 
Uncertainties regarding BPR and the existence of several failure factors should not be used as an excuse 
for giving up, because if the organizations start to implement this change tool, BPR will soon be a 
competitive necessity for other organizations in order to remain profitable and efficient. 
Reengineering is not a process that starts in one point and ends to another; it should be continuously 
improved for obtaining better results. 
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ABSTRACT 
The paper focuses on important features of Logical Framework Approach (LFA) due to which the 

mentioned classical project management tool is lasting for more than 40 years in project management 
practice, proving to be a more requested instrument than ever by different international financing bodies. The 
article emphasizes the main elements of building a Logical Framework Matrix (LFM), highlighting its 
connexions with the process of project monitoring and evaluation. Also, the paper presents the main causes 
of recurrent failures of the method, and some improvement measures, so that LFA could become more 
powerful as a project management tool. 

KEYWORDS: Logical Framework Approach (LFA), Logical Framework Matrix (LFM), project 
management, project monitoring and evaluation, project planning. 

JEL CLASSIFICATION: H43, M19, O22. 
 

1. INTRODUCTION 
 

The Logical Framework Approach (also regarded as Logframe Approach or simply LFA) is a project 
planning, monitoring and evaluation tool, which was initially used within development projects, and 
afterwards, becoming a wide accepted tool within project management processes.  

The method was firstly adopted as a project planning and appraisal tool for the development projects 
promoted by USAID (United States Agency for International Development), in late 1960’s. The beginnings 
of the method are closely related with the emergent theories in management amongst which the most 
representative was the management by objectives (MBO) theory. Since then, the LFA (and its main outcome 
– the LFM) has been intensively promoted, coming to play a central role in the planning, monitoring and 
evaluation interventions (projects) during the last 40 years. 

 
2. BACKGROUND RESEARCH 

 
Even if the LFA has become universally known, it is far from universally liked. It has been the subject 

of much criticism over the years, concerning both the theoretical basis of the approach, and the way it is 
applied in practice (Bakewell & Garbutt, 2005: pp. 11). 

During its evolution, the LFA has come to encompass some of the best-known project 
management instruments and management techniques, such as stakeholders’ participation, 
participatory monitoring and evaluation features, problem tree development, solution tree 
development, SWOT analysis, cost-benefit analysis, culminating with the development of the Logical 
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Framework Matrix (LFM) which was initially used for communicating the theory of change within the 
project stakeholders. Nowadays, LFM is used for breaking down the logic of the project strategy into 
a chain of conditional causalities (Crawford & Bryce, 2003: pp. 366). 

From a managerial perspective, LFA involves several characters which provide a full and complete 
overview on a project (Walsch, 2000: pp. 4) during its entire lifecycle, as follows: 

• a system for analysing a project’s potential problems and constraints; 
• a system for assessing a project management’s team needs and expectations; 
• a system for providing an objective – resources causality; 
• a system for selecting the most suitable implementing alternative; 
• a system for effective project evaluation, appraisal and monitoring. 

As shown, LFM involves a systemic approach upon the main components of a project (regarding 
objectives, goals, results, activities, outputs and resources) (Gasper, 2000: pp. 19), on which are being made 
certain assumptions and are being analysed certain risks. 

Under these circumstances, it is useful to distinguish between the LFM - the matrix which 
summarises the main elements of the project and connects them to each other – and the LFA – the 
overall process by which the elements which go into the matrix are formulated (Dale, 2003: pp. 61). 

   
3. BUILDING THE LFM: THE VERTICAL AND HORIZONTAL LOGIC 
 
The LFM is a table which summarizes 16 different categories of information, usually arranged as 

shown in Figure 1. 
 

Figure 1. Logical Framework Matrix format 

 
Source: Adapted from Bakewell & Garbutt (2005, pp.11) 

 
Besides the logical succession of placing the information into the matrix (given by the numbers 

mentioned in each cell of the LFM), there are three main issues which are important for a project’s 
stakeholder (and also for the financing bodies, which request more and more frequently a LFM before 
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providing financial support for a project): the narrative summary, the vertical logic and the horizontal 
logic. 

The Narrative Summary, as shown in Figure 2, represents the strategic background of the project, 
explaining  the logical succession of a project’s stages: financing ensures the attraction of resources within 
the project; the existence of resources ensures the progress of the activities; the completion of the activities 
generates the expected outputs; the outputs lead to the attendance of the expected outcomes; finally, the 
achievement of the expected outcomes leads to the achievement of the overall objective of the project. 

The Vertical Logic, as shown in Figure 3, describes the causal link between different levels of the 
project, stating foremost a hierarchy of objectives (Bell, 2000: pp. 29), according to which inputs ensure the 
completion of the activities, activities deliver outputs, which contribute to outcomes, which help bring about 
the overall goal of the project. The whole succession is viable, only if the assumptions specified on the last 
column of the LFM are being matched. 

 
Figure 2. The narrative summary of a project 

 
Source: Author 

 
Figure 3. The vertical logic within a Logical Framework Matrix 

 
Source: Author 

 
The Horizontal Logic, as shown in Figure 4, describes both how progress against each objective can 

be assessed (indicators and means of verification) as well as the external factors (assumptions and risks) 
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which might affect whether the reaching of the objectives will contribute to the next level. 
 

Figure 4. The horizontal logic within a Logical Framework Matrix 
Narrative 
Summary

Objectively 
Verifiable 
Indicators

Means of 
Verification Assumptions

Goal (the overall 
aim of the project) 1. 15.

Outcomes
(objectives) 13. 14.

Outputs 
(results) 3. 11. 12.

Activities 
(sequences) 4. 9. 10.

2.

16.

 
Source: Author 

 
4. THE LOGICAL FRAMEWORK APPROACH AND THE MONITORING AND 

EVALUATION PROCESSES 
 
The monitoring process is being regarded by one of the most important project financing bodies, 

World Bank, as the continuous assessment of project implementation in relation to agreed schedules 
and use of inputs, infrastructure and services by project beneficiaries unlike the evaluation process, 
which is regarded as the periodic assessment of relevance, performance, efficiency and impact 
assessment (expected and unexpected) of the project in relation to stated objectives. 

There are three main types of monitoring processes which are susceptible to be associated with the 
life cycle of a project or program (Sadler & Davies, 1998: pp. 15), and especially with the monitoring of the 
social and environmental non-quantifiable objectives. The first category of monitoring refers to baseline 
monitoring, which is regarded as the measurement of economic, social and environmental variables during 
a representative pre-project period to determine existing conditions, ranges of variation and process of 
change (Reeve, 2002: pp. 8). The second category of monitoring is regarded as impact monitoring, 
encompassing the quantification of the variables during project development and operation, to determine 
changes that may have been caused by the project (Sadler & Davies, 1998: pp. 13). The last category of 
monitoring is regarded as compliance monitoring and takes the form of periodic sampling and/or 
continuous measurement of different economic or social parameters (Wiersma, 2004: pp. 31).  

Similarly, evaluation processes involve the application of rigorous methods to assess the extent to 
which a project has achieved its defined objectives (Pollack, 2007: pp. 271), while being regarded as a set of 
activities aimed to determine as systematically and objectively as possible the relevance, effectiveness, 
efficiency and impact (both intentional and unintentional) of a project in the context of its stated objectives. 
Just as the monitoring process, the evaluation can be divided into three types of evaluation: ex-ante 
evaluation; mid-term evaluation and ex-post evaluation, proving the continuity of the mentioned process. 
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If analysing the Logical Framework Matrix, it can be easily noticed that beside the first column of the 
matrix (the narrative summary, which has already been discussed) and the last column (the assumptions 
column, which encompasses the degree of risk and uncertainty of the project), the second and the third 
columns of the matrix provide the project monitoring and evaluation background through LFM. Therefore, 
the second column includes all the objectively verifiable indicators (benchmarks and key performance 
indicators) which are susceptible to be used in project monitoring, while the third column, which includes the 
means of verification, is supposed to provide the most suitable mechanisms for performing an objective and 
independent evaluation of the project. 

Despite its apparently popularity and easiness to use, the LFA is neither the best nor the most used 
instrument for performing the monitoring and evaluation of a project. According to Gasper (2000: pp. 18), a 
major pitfall is hoping to define an approach as essentially good or essentially bad. In a previous paper, 
Gasper (1997: pp. 6) stated as a result of many empirical studies, that LFA declines as a project moves from 
project design through the ex-post evaluation.  

Under these circumstances, the author will emphasize the main elements which generate the lack of 
efficiency of using the LFA as a tool of monitoring and evaluation of the project, along with a set of 
solutions for strengthening the power of this instrument within project management. 

 
5. IMPROVING LOGICAL FRAMEWORK APPROACH WITHIN PROJECT 

MONITORING AND EVALUATION PROCESSES 
 
According to the recent theoretical approaches of LFA, there are four main situations generating the 

lack of efficiency in the process of using LFA as a powerful project monitoring and evaluation tool. 
The first situation is called logic-less framework approach syndrome, and states that some LFAs or 

LFMs are not relevant, as they are not paid the necessary attention. Thus, LFM for example is used only 
because the investors demand it, while, in reality, project managers believe this is a useless and time 
consuming management tool. As a consequence, they work anachronistically, by developing the LFM 
only after the entire project has been designed. Therefore, instead of using LFM as a project planning, 
monitoring and evaluation tool, project managers tend to use it as an abstract of a project which has 
already been articulated. Under these circumstances, the LFM not only is illogical, but irrelevant as well. 
In order to eliminate the logic-less framework approach syndrome, the author highlights three possible 
ways of action, as follows: 

 developing the LFM by specialists who entirely believe in Project Cycle Management 
(PCM) or Goal Oriented Project Planning (ZOPP) - which is an advanced version of LFM; 

 motivating staff to apply correctly the principles of project management during each stage of a 
project lifecycle; 

 promoting participatory project management and involving all the stakeholders in building up the 
LFM. 

The second situation is called jamming framework approach syndrome, and states that some project 
managers tend to overestimate the role of the LFM and to encompass in a single 16-cell diagram a lot of 
information, which slows down the logical path of the project. This case is specific for complex projects, 
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where the LFM developers’ posse strong theoretical skills for developing a LFM, but the lack of practice 
does not make them capable to understand which are the most important information and which are 
susceptible to be included in each cell of the matrix. In order to eliminate this syndrome, the author 
emphasizes some possible ways of action, as follows: 

 developing the LFM by specialists who posse both theoretical and practical background in 
project management, especially in PCM, ZOPP or LFA; 

 asking an external project management expert if he is capable to understand the vertical and the 
horizontal logic of the project, only by analyzing the LFM. 

The third situation is called logic-lack framework approach syndrome, and states that some LFA 
developers tend to omit some critical features which will very probably affect the project. In this case, most 
omissions refer either to resources or the assumptions of the project. The situation is critical, as many 
projects may fail recurrently if critical elements are not taken into account when implementing the project. In 
order to eliminate this syndrome the author adds to the previous statements regarding the jamming 
framework approach syndrome some other possible ways of action, as follows: 

 developing participatory management approach during the entire project lifecycle; 
 using the participatory management and evaluation of the project; 
 defining key performance indicators and benchmarks for each activity of the project. 

The fourth situation is called logic-lock framework approach syndrome, and states that LFA 
developers are not flexible enough to see the LFM as a helpful instrument for their activity. Not all projects 
can be summarised in a 16-cell matrix and not all LFM should have the same configuration as shown in 
theory. Each project manager should adapt the LFM according to his specific needs, so that he attains a 
logical flow of the project. By approaching LFM as a rigid structure, many LFM developers get locked in a 
dangerous pattern, which don’t allow them to use the LFM as a helpful project management tool. In order to 
eliminate this syndrome we add to the previous statements, considered to be universally valid, some new 
features, which should be taken into account when building-up a LFM: 

 stimulating innovation and creativity within project management team; 
 organizing brain-writing meetings. 

 
6. CONCLUSIONS 
 
Since 1969, when the Logical Framework Approach (LFA) was firstly developed by Practical 

Concepts Incorporated and used by USAID, this instrument became a core component of a larger set of 
project management tools, used both for project planning, as well as for project monitoring and evaluation. 
Despite several recurrent failures, LFA still plays the central role in project management lifecycle, providing 
a convenient overview of a project objectives, results and activities.  

The literature has identified certain weaknesses of applying the method, which has generated, over the 
years, contradictory points of view regarding the method’s effectiveness. If we assume that there are four 
main sources of failure in using LFA in the project planning, monitoring and evaluation processes, we could 
identify some alternatives for preventing further LFA failures, in order to improve its performance and 
relevance as an essential tool for effective project management. 
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In our opinion, a further analysis is requested, in order to identify which are the critical cells of the 
matrix, which usually generate failures, and afterwards in order to recommend some actions for reducing 
their incidence. 
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Abstract  

Ever since 2007, along with the completion of the EU accession process, but also before that, our 
country has constantly focused on improving local government standards either through a solid and 
sustained reform or through public system management renewal and enhancement.  

In the actual context, of the permanent reform and modernization of the Romanian state, which 
includes all its domains and levels: political, legal, administrative, economic – central and local level, 
the management development of the public local administration plays a crucial role in the successfully 
achievement of this major objective. 

The development of the public local administration must rely on criteria such as efficiency, 
performance, competitiveness and quality, which have to assure the transformation of the local 
administration and the local communities into tools of maximum satisfaction for the citizens, 
satisfaction translated in quality public services, performed with the highest level of professionalism, in 
a high living standards, in safety and confidence in the local authorities. 

All these issues encourage a new approach of the public management, an approach based on the 
implementation of the strategic management as model and tool for the development of the Romanian 
local communities. 
 
Keywords: local public administration, local community, strategy, public management, strategic 
management.  
 
JEL CODES:  H70 
 
 

1. Introduction 
The integration of the new approaches of management in the public sector is imperative in the evolution 

of state governments in the world. Market dynamics have created challenges for public organizations, the 
emergence of the global economy and the advances in technology increased societal demands, and the need to 
provide more social services with fewer resources (Kernaghan, 1999, p.3). 

         In these sense, various key figures in management such like Peters Guy, Hal Rainey, Stewart Ranson, John 
Stewart, Barry Tool, Grant Jordan and David Rosenbloom demonstrated in their works that public management 
was prompted by need, is under constant development and may, according to its results, have a direct impact on 
improving the life style of country nationals. 

          Moreover, the presidents and heads of government in some developed countries came to an understanding 
that actually the managerial competence in central and local government has a substantial impact on the 
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performance of the public sector and therefore built a number of partnerships to develop and extend the basic 
principles and values of modern management across the central and local public government: Al Gore – the 
report called ‘Reinventing Government: Creating a Government that Works Better and Cost Less (Androniceanu, 
2008, pp. 5-8). 

          Besides, participants at the European Congress of Local and Regional Authorities, the 2002 Global Summit 
of Prime Ministers in Barcelona and the meeting of Heads of States held in Washington in the spring of the same 
year, asserted the need to make severe changes in the administration systems of countries and to develop another 
vision of how the public sector should be managed that must focus on values having at its core the citizen, the 
citizen’s safety and security and the improvement of people’s wealth. 

It is worth saying at this point that modern management tools have already been implemented within the 
international and hence European local public government, among which the promotion of the strategic 
management, managerial methodology, professionalization of public managers and management, 
operationalization of performance management and managerial, administrative and economic decentralization. 

2. Strategic management and the public sector 

Regarding the development and the implementation of the strategic management in the public sector 
there have been numerous international authors that criticised the issue that the traditional model of public 
administration relies more on the insides element of the organisation and on the short term perspective. They 
sustained the requirement of the strategic management implementation and the elaboration of a long term 
strategy at the level of public organisations. 

However, in the same manner as in the private sector, the first stages of the strategic approach 
represented more planning and less management. The mains models of strategic planning in the public sector 
are: 

a) In 1980’s, Olsen and Eadie draw up a model of strategic planning in the public sector which mixed up with 
the business strategic planning; 

b) Osborne and Gaebler also draw up a model of strategic planning in the public sector, their model mixing up 
with the strategic planning of the organisation as a whole and being a manufacture of Bryson’s model; 

c) Bryson draw up his own model in 1988 which includes the next elements: the initiatory and the and consent 
on the strategic planning process; the identification of the organization mandates’ according with the law 
(the elucidation of the organisation mission and the values); the elucidation of the mission that makes as 
people from the organisation to know with certainty what to do and what to stop doing; the evaluation of the 
external environment; the evaluation of the internal environment; the identification of strategic issues which 
the organisation is confronting and the  wording of strategies of approach strategic issues; the establishment 
of some efficient visions regarding the future of the organisation; 

d) Bozeman and Straussman sustain that the strategic management guides on 4 principles: the preoccupation 
for the what happens on long term; the integration of the purposes and objectives into a coherent hierarchy; 
the acknowledgement that the planning and the strategic management can’t be auto-implemented; an 
external perspective which has the role not to adapt at  the environment but to anticipate and model the 
environment changes;  
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e) Hughes considers that, after analysing different perspectives of strategic planning, we can draw the 
conclusion that the transition from the planning to strategic management relies on two elements: A. a 
greater attention pay to plan and its’ meaning; B. a greater importance given to the implementation. 

This is currently the main aim of Romanian public government as well, since the modernization of public 
government management through use of strategic management tools is increasingly and clearly concerning 
researchers and practitioners from our country (university professors of Public Management and Administration 
Faculties, central and local state representatives and different power and interest groups). 

 

3. Assumptions regarding the implementation of the strategic management at the local communities level 

Before drawing up and put into practice a model of strategic management, at the level of local 
communities, my first objective is to give several answers at an important question: 

 Which are the main impediments in the development and the implementation of modern strategic 
management tools at the level of the Romanian local communities? 

 
The issues presented and analysed as a result of the given answers will represent the bases for the second 

objective: 
 To draw up of the rules and the key principles which rely on the implementation of the strategic 

management as model and tool, used in the development of Romanian local communities management. 
 

To identify the main impediments in the development of the strategic management at the level of the 
Romanian local communities and also to draw up the rules and the key principles which rely on the 
implementation of the strategic management as model and tool it was necessary to use the following analysis 
method: 

• A qualitative, empirical analysis based on complete participative field research.  
In concrete, it was e a qualitative analysis based on my experience as City Councillor of the General 

Council of Bucharest City and also on my changes of experience, dialogues and interviews with other 
representatives of city councils, county councils, public local companies (mayors, city councillors, 
county councillor, presidents of county councils) from Romania and other EU countries. 
 
  

4. The impediment in the development and the implementation of modern strategic management tools at 
the level of the Romanian local communities 

The local public administrations from our country present several particularities that make it to 
distinguish from the other more competitive public administration of the west European states. 

These particularities can be considered real impediments in reform and the improvement of the 
Romanian public sector, impediments which obstruct the implementation of a competitive management, at the 
level of the local communities, management that is typical for the private entities. 

These impediments and deficiencies are the following: 

a) The lack of a long term vision and the lack of perspective regarding the establishment of strategic 
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objectives of the public local administration. 

The lack of long term vision is due in principal to the influence and interference of the political factor at the level 
of public local administration. Therefore, the leaders of the local communities, respective the mayors, the 
presidents of county councils and the members of local councils are focusing more on the setting out and the 
accomplishment of specific goals, which represents the tools for gaining the electoral competition and a new 
political mandate, and less on the establishment of strategic goals, far-reaching objectives, which can be 
accomplished sometimes in several mandates.  

b) The lack of integrated and global vision at the level of local communities.  

On the one side, this integrated vision refers to the adhesiveness of decision factors from the local level for setting 
up a unique strategy, and on the other side the union of all the partial strategies of public interest institutions into 
a global strategy which these institutions are in the order and coordination of the local communities (institutions, 
directions and public companies). 

c) The lack of continuity of the strategies at the level of local communities. 

At the central administrative level and also at the local level, the politic factor that leads the public sector, 
respective the governments, representatives of the government in territory, the mayors and the local councillors 
don’t have the political will and the interest of keeping, maintaining and developing the projects initiated by their 
predecessors. 

d) Lack of an efficient legislation at the level of the public local administration, which put the emphasis 
more on the acquiring of the performance and efficiency at the local level and less on the bureaucratic issues. 

The permanent change of legislation at the level of the public local administration, according with the interests of 
the public factor that has the power in his hands lead to the existence of legislative framework full of ambiguities 
and errors, which represents a handbrake in acquiring the performance at the level of local communities (Law 
215/2001 concerning local public government, Law 326/2001 concerning community management public 
services, Law 350/2001 regarding territorial arrangement and urbanism, etc). 

e) The lack of resources for the development of local projects and the maladministration of the existing 
resources at the level of local public administration: 

• Human resources characterised by a low level of qualifications, due to the low level of wage system in the 
public local administration and due also to the employments which don’t pursue the competitiveness and 
efficiency criteria; 

• Maladministration of material resources; 

• A low level of financial resource due to the lack of vision regarding the development of local projects in 
public-private partnership and the pursuing of European funds; 

• Also, the money straighten from the central level (e.g. subsidies) to the local administrations is 
established on political criteria, according with the political orientation of respective local community 
leadership; 

• The informational resources are characterised by the lack of an integrated informational system at the 
level of public local administrations; 
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• Regarding the managerial resources, it can be observed a deficit of well prepared and competitive 
leadership personnel. 

f) The existence of an inefficient leadership at level of local public administrations 

Mostly, the leadership and the key positions at the level of local communities (mayor, local councillor, president 
of county council) are occupied by the representatives of the political party that win the elections at the level of 
the respective local community. They appoint at the management functions of the institutions, directions and 
public companies from their order, more reliable persons from their staff and political members and less 
professionals that can bring in the public organization the expertise from the private or academic environment. 

g) The ignorance of the influences that came from the external environment, the interests of the 
stakeholders, and also the ignorance of the inquiries and expectations of the community citizens. 

These lead to bad quality public services, inadequate of the citizens’ inquiries and expectations and also lead to a 
lack of attraction for the private environments and private investors to develop partnership with the respective 
public administration and to contribute to social welfare of the community. 

Obviously, there are also other deficiencies at the level of public local administration, but we have to say that the 
pressure of the political factor, the lack of strategic vision and the lack of flexible and efficient legislative 
framework are the principals impediments for the development and the implementation, at the local level, of 
models and modern tools of strategic management. 

 

5. Rules and key principles for the implementation of strategic management as model and tool used in the 
development of the local communities management 

For the successful implementation of the strategic management at the level of local communities from our 
country and to surpass the impediments above presented it is necessary that the leaders of the local communities 
to observe several rules and key principles: 

a) The setting up of a mission and the strategic goals at the level of local communities: districts, cities, 
villages 

The mission of a public local administration in not in a essential way different from the mission of a private 
company but has to put the emphasis on: 

• The consensus of the members of community: citizens, local councillors, political factors, stakeholders, 
etc; 

• A unitary manner of resource allocations: the establishment of a clear mission and strategic objectives al 
the level of the entire local community will allow rational and efficient resource administration and 
allocation. 

b) A perspective and long term vision in shaping the strategies and agenda of local communities 

This principle make reference to the issue that is crucial for acquiring concrete results, characterised by 
performance, efficiency, quality, welfare, social security and safety, the elaboration of a long term strategy (more 
the 10 years), which has to include strategic objectives (the development and improvement of urban 
infrastructure, the territory landscape, social protection and assistance, education, public transport, etc) which 
accomplishment must be done using over-annuals programs and projects with over-annual budgets based on  



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

229 

 

substantiation  and feasibility studies.  

c) Integrated and global vision at the level of local communities 
Mostly the institutions which are in order of the public local administrations (directions, departments, authorities 
and public companies) develop one or several particular strategies, in order to assure a good functioning or to 
achieve European funds, strategies that sometimes contradicts global strategy of the respective local community, 
in the case that such a global strategy exists. 
In consequence, it is necessary the existence of a global strategy at the level of the local public administration, 
strategies which can incorporate all the strategies of the institutions form its order. These partial strategies once 
integrated will be transformed in functional strategies, and their functional objectives will be accomplished using 
operational plans and programs. 

d) Continuous development and implementation of strategies at the local communities 
Thanks to numerous strategic goals, the strategy of a local community must have continuity in its implementation 
and development. It must not shape a new strategy, dropping up at the objectives settled by the previous strategy, 
which are in course of accomplishment, if the local leadership of a community changes, when another political 
party wins a new mandate. 

e) Permanent control, evaluation, putting-up-to-day and correction of strategy, programs and policies 
improved at the level of the local communities 

The management of the public local administration must permanent control the manner in which the strategic and 
functional objectives are achieved and also to evaluate and correct the local performance.  

f) The efficient administration and allocation of scarce resources by developing public-private 
partnership, by accessing European funds and by promoting professional and competitive human resources 

g) The development of strategic management based on leadership at the local level 
This issue can be accomplished by the appointment of the managers and leaders of the public institutions and of 
the institutions that perform public interests services, from the order and coordination of local councils, based on 
an competitions or a management contract and by setting up the city/county manager function at the level of 
villages, cities and districts at the proposal of the mayor and the county council president.  

h) The permanent consult and analysis of the external environment, taking into consideration the citizens 
demands and expectations and the stakeholders’ interests 

i) A concrete, flexible and efficient legal framework which can regulate the administrative-territorial 
organisation, the manner of institutional organization and leadership at the local level and also other manner of 
performing local public services. 

j) The existence and the development of different competitive advantages, which can differentiate the 
respective local community based on guarantee of quality public services (infrastructure, transport, social 
assistance, environment protection, education, social security and safety). 

These types of competitive advantages will lead at a social and economic development of the respective 
local community, assuring to it national and international recognition, materialized in the attraction of foreign 
tourist and foreign investors, the increase of the number of work places, etc. Very closed with this key principle is 
the development of a city or district brand. 
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6. Conclusions 
The development of the public local administration must be rely on criteria such as efficiency, 

performance, competitiveness and quality, which have to assure the transformation of the local 
administration and the local communities into tools of maximum satisfaction for the citizens, 
satisfaction translated in quality public services, performed with the highest level of professionalism, in 
a high level of life, in safety and confidence in the local authorities. 

All these issues encourage a new approach of the public management, an approach based on the 
implementation of the strategic management as model and tool for the development of the Romanian 
local communities. 

Before drawing up and put into practice a model of strategic management, at the level of local 
communities, it is crucial to identify and analyse which are the main impediments and to draw up the 
rules and the key principles that relies on the implementation of the strategic management as model and 
tool, used in the development of Romanian local communities management. 

We have to say that the pressure of the political factor, the lack of strategic vision and the lack of 
flexible and efficient legislative framework are the most important impediments for the development 
and the implementation of models and modern tools of strategic management, at the local level. 

Also, for the successfully implementation of the strategic management at the level of local 
communities from our country and to surpass the impediments mentioned before it is necessary that the 
leaders of the local communities to observe several rules and key principles: the setting up of the 
mission and of the strategic goals; a integrated, global and long term vision in shaping the strategies and 
agenda of local communities; continuous development and implementation of strategies at the local 
communities; permanent control, evaluation and correction of strategy; the efficient administration and 
allocation of scarce resources; the development of strategic management based on leadership at the local 
level; a concrete, flexible and efficient legal framework; the existence and the development of different 
competitive advantages at local level. 
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ABSTRACT 
The paper focuses on identifying relevant connexions between the most popular economic instruments 

for pollution control (environmental taxes, compliance fees, subsidies, deposit-refund schemes and tradable 
permits) and the main components of the aggregate pollution abatement curve (the cost of direct damage 
curve, the cost of avoiding damage curve, the cost of compliance curve and the cost of pollution control 
curve). Also, the paper emphasizes which are the main constraints in using effective economic instruments 
aimed to ensure both the decrease of the aggregate pollution abatement costs, as well as the reduction of the 
maximum allowable pollution level. 

KEYWORDS: economic instruments, environmental costs, pollution abatement costs, pollution 
control, tradable certificates. 

JEL CLASSIFICATION: Q52, Q56, Q59. 
 
INTRODUCTION 

 
Economic instruments, which emerged in early 1990’s, gradually replaced the classical pollution 

control and prevention instruments, as they repealed the weaknesses of the classical tools and provided 
companies with a higher degree of autonomy in deciding how to comply with environmental constraints 
under economic efficiency circumstances. Moreover, according to Austin (1999, pp. 1), economic 
instruments not only reduce the information burden on regulators, but also provide potential revenue sources 
for states or governments, as well as they provide greater flexibility in dealing with emission sources. 

Taking into account that economic instruments for pollution control are basically designed to restore 
the link between resource scarcity and price (Staudte & Karcher, 2001, pp. 2) and that they are an expression 
of a market failure (Convery & Redmond, 2007, pp. 100-101), the paper emphasizes that decisions regarding 
their use as a strategic option related with the companies’ efforts to reduce negative impacts on the 
environment which are summarized by the pollution abatement curves. The paper also reveals that a single 
economic instrument for ensuring pollution control may prove insufficient versus using a mix of economic 
instruments, but more efficient than using none. 

 
BACKGROUND RESEARCH 

 
In economic terms, pollution is being regarded as a negative externality. When external effects are 

significant, markets will be inefficient, and economists have considered several broad classes of economic 
instruments to correct the inadequacies (Austin, 1999, pp. 4). According to this assumption, economic 
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instruments were developed in order to avoid the market failure (Wiebe & Dick, 1998, pp. 206), by placing a 
cost on the factors which determine the negative impact on the environment. As long as economic agents are 
bind to pay for their externalities, determining the process of internalizing the externalities (Montero, 2005, 
pp. 646), they are susceptible to become more concerned about heading the decision-making process 
towards reducing both the negative impact on the environment, as well as the pollution abatement costs 
(Gray & Shadbegian, 2004, pp. 513-514).  

The most popular economic instruments used for pollution control that have already proven their 
strengths and weaknesses are: environmental charges, fees or taxes, compliance fees, subsidies, deposit-
refund schemes and tradable permits. The mentioned economic instruments, which are usually regarded as 
macroeconomic features (Swensson, 2001, pp. 18-19), are operating on one or more of the pollution 
abatement curves, which are describing the aggregate pollution abatement curve. Our research assumes the 
similarity between the economic instruments defined as macroeconomic policy tools and the same 
economic instruments approached from the economic agents’ point of view. Similarly, the pollution 
abatement curve, designed as a macroeconomic function describing the environmental costs of a country 
(Brechet & Jouvet, 2001, pp. 263), can be considered an aggregate function which possess, as components, 
the pollution abatement curves which are specific to each economic agent. In this context, our further 
analysis will be focused on the microeconomic approach of both economic instruments and pollution 
abatement curves. 

 Therefore, the pollution abatement costs can be divided into four categories (Brechet and Jouvet, 
2001, pp. 262), as follows: cost of direct damage - which is a mixture between a linear function and an U-
inverted function, growing since the beginning of the economic development of the company until it adopts 
a non-polluting industries development strategy (Oikonomu, et al., 2008, pp. 3052-3053) -,  cost of avoiding 
damage - which is an exponential function, growing since the beginning of the company economic 
development process - , cost of compliance - which refers to the expenses requested by the environmental 
regulations, in order to keep the pollution level below the maximum allowable limits (OECD, 1997, pp. 15) - 
, and cost of pollution control -  which is a constant function until the pollution level exceeds the maximum 
allowable limits and afterwards follows the direct damage curve trend. 

The scientific literature usually approaches economic instruments and pollution abatement curves 
separately, without interconnecting them. However, there is some evidence proving that the relationship 
between the two concepts was analyzed (for example, there had been stated a relationship between the 
tradable permits and the pollution abatement costs). According to the Government of Canada, permit trading 
is an economic instrument used to create the pollution market, in which companies facing high marginal 
abatement costs buy permits (emission rights) from companies operating at low marginal abatement costs, 
thereby minimizing the total costs of pollution abatement curve. 

In this context, the paper emphasizes the intimate relationship between the aggregate abatement curves 
and the mix of economic instruments which are being used in order to minimize the negative impact of the 
economic activities upon the environment, both by showing how the economic instruments can influence the 
aggregate pollution abatement curve, and also by exercising a specific influence on one or more of the 
pollution abatement costs.   
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LINKING ECONOMIC INSTRUMENTS FOR POLLUTION CONTROL WITH POLLUTION 
ABATEMENT COSTS 
 

Among the five economic instruments which were mentioned, two of them (environmental charges 
and tradable permits) are in a tight relationship with all the functions composing the aggregate pollution 
abatement curve, and the last three of them (compliance fees, subsidies and refund schemes) are in a tight 
relationship only with some of the functions composing the aggregate pollution abatement curve. 

a.  Linking environmental charges with pollution abatement costs 
Further, it has been assumed that each of the economic instruments for pollution control is susceptible 

to generate changes in pollution abatement costs, and also to determine a lower optimal abatement cost. 
Figure 1 emphasizes a possible shift in pollution abatement costs, generated by a higher level of 
environmental charges. 

 
Figure 1: The influence of increasing environmental charges on pollution abatement costs 
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Assuming each company pursues the reduction of optimal abatement cost, an increase of 

environmental charges and fees will lead to a higher pollution level. Increasing environmental charges leads 
to the increase of the pollution control costs (as they are strongly related with the direct damage costs – as 
shown in Figure 1a), the increase of compliance costs (considering the fact that companies should invest or 
pay more in order to comply with environmental regulations – Figure 1b), the increase of avoiding damage 
cost (regarding the greater concern in the manufacturing and consuming processes or in disposing harmful 
substances – Figure 1c) and the increase of the cost of direct damage (taking into account the unwillingness 
to improve the used technologies –Figure 1d). 

The consequence of these costs increase is being reflected in higher pollution abatement costs, if 
keeping unmodified the pollution level. If the objective of the companies is to reduce the abatement cost, the 
equilibrium will be attained at a higher pollution level(PL), as shown in Figure 1e. Therefore, increasing 
environmental taxes, under caeteris paribus circumstances, will lead either to the increase of the optimal 
abatement costs (with no equilibrium situation possible) or to the increase of the allowable pollution level 
(with an equilibrium situation possible), alternative which is not desirable. 

 
b. Linking tradable permits with pollution abatement costs 
Figure 2 emphasizes a possible shift in pollution abatement costs, generated by a tradable permits 

scheme.  
Unlike the previous case, by adopting a tradable permits scheme, the decrease in the optimal 

abatement cost is accompanied by the lowering of the pollution level. In this case, under caeteris paribus 
conditions, adopting a tradable green certificates scheme will lead to the decrease of the pollution control 
costs (as they are strongly related with the direct damage costs – as shown in Figure 2a), the decrease of 
compliance costs (regarding the compliance of the technologies with the environmental regulations – Figure 
2b), the decrease of avoiding damage cost (regarding the previous experience in the manufacturing and 
consuming processes or in disposing harmful substances – Figure 2c) and the decrease of the direct damage 
costs (taking into account that energy companies will produce most of the energy by exploiting renewable 
sources – Figure 2d). 

Apparently, adopting a tradable permit scheme is a superior alternative for controlling pollution, as it 
can achieve the decrease of both the pollution level and the pollution abatement costs, as shown in Figure 2e. 
However, using a tradable permit scheme as a single instrument for pollution control is useless and 
inefficient, because of multiple disadvantages amongst which the certain categories of economic agents to 
which is designed (for example, in the case on green certificates, the obliged parties are the energy producing 
companies), the involvement of massive investments (which are not affordable for small companies), the 
need of strong market-based mechanisms and regulations in order to be functional and compulsory, and last, 
but not least, the influence by several factors, which produce changes in the trend of the pollution abatement 
costs, altering the caeteris paribus assumptions. 
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Figure 2: The influence of adopting a tradable permits scheme on pollution abatement costs. 
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c. Linking other economic instruments with pollution abatement costs 
Other economic instruments (compliance fees, deposit-refund schemes or subsidies) have a restricted 

effect on the aggregate pollution abatement cost, as they only influence directly part of the environmental 
costs.  

Compliance fees have a similar behavior as environmental charges but they influence foremost the 
cost of compliance. An increased level of compliance fees will raise automatically the compliance cost. 
However, compliance fees could either raise or reduce the cost of direct damage, as the companies choose to 
continue their activity, just as before the compliance fee (in which case the cost of direct damage is higher) 
or to invest in new technologies or even to drop out the polluting activities and to perform another activities 
(in which case, the cost of direct damage is lower). The cost of avoiding damage will increase only if the 
marginal cost of compliance is higher than the present cost of avoiding damage (in which case the 
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companies will choose to pay more for avoiding damage, but for paying a compliance fee). Similarly, the 
cost of pollution control depends on the strategic decisions made regarding the payment of the compliance 
fees. If the company chooses to pay the compliance fees, they will be less interested in controlling pollution 
and the pollution control cost will decrease. Otherwise, the company would be more concerned about 
avoiding damage and controlling pollution and these two categories of cost will increase accordingly. 

Deposit-refund schemes minimize the cost of avoiding damage, but have no effect on the cost of 
direct damage. Deposit-refund schemes are applicable only after the final products are being used by the 
final consumers and are being returned to the producer. In this case, it cannot be notice any influence of this 
economic instrument, neither on the cost of direct damage, nor the cost of compliance. Deposit-refund 
schemes could only decrease the cost of avoiding damage and the cost of pollution control, but they are 
useless as long as the biggest components of the aggregate abatement cost (cost of direct damage and cost of 
compliance) are not taken into account. Deposit-refund schemes could be completed with a subsidy scheme, 
in order to cover the entire lifecycle of a product. Subsidies could be granted for reducing the cost of direct 
damage and the cost of compliance, while deposit-refund schemes help to drop-out the cost of avoiding 
damage and the cost of pollution control.  

Subsidies are payments from the government to those economic agents which maintain the pollution 
control under a maximum allowable limit. Subsidies act partly like an environmental charge policy (as they 
increase both the pollution control costs as well as the cost of avoiding damage) and partly like a tradable 
permit scheme (as they decrease both the cost of direct damage and the cost of compliance). Under these 
circumstances, it is improbable to decide whether reducing the optimal abatement cost is possible by 
decreasing the maximum allowable pollution level or only by increasing it. Depending on the eligible 
companies for receiving subsidies, as well as on the dimension of the subsidies, it can be assumed which of 
the alternatives is feasible. 

 
CONCLUSIONS 

 
Hereby, the paper focused on describing the relationship between the main economic instruments for 

pollution control and the dynamics of pollution abatement costs, in order to estimate, under caeteris paribus 
circumstances, which is the most suitable alternative for reducing pollution abatement costs, as well as the 
pollution level.  

It has been found that apparently adopting a tradable permit scheme is more efficient than adopting an 
environmental charges policy, but the multiple disadvantages of trading schemes made them inappropriate 
for single use.  

Also, when analyzing the feasibility of environmental charges and compliance fees, we should take 
into account that these two economic instruments, even if they are stalled, are the only ones which have an 
overall applicability, as they are macroeconomic tools compulsory for all economic agents within a country.  

On the other side, tradable permits, deposit-refund schemes and subsidies, despite being more 
efficient and effective, are addressed only to a few obliged parties, which make them relevant only at 
industry level. Combining two or more of these instruments may prove to be even more effective, but the 
occurrence of not covering all the economic agents might be very high (for example, the combination 
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between a tradable permit scheme and a deposit-refund scheme will apply only to energy producing 
companies and to some manufacturing industries, where the deposit-refund scheme is possible). 

Combining an overall economic instrument (environmental charge or compliance fee) with a tradable 
permit scheme, a deposit-refund scheme or a subsidy policy is less efficient, but covers the overall economic 
agents within an economy. However, in this situation, some of the economic agents will have to endure a 
more awkward burden than others, as they will have to comply with both the overall economic instruments 
and the specific ones. 

Under these circumstances, further research could analyze the alternative of using a mix of economic 
instruments for controlling pollution and reducing abatement costs, so that it could cover all the economic 
agents within a country, without creating a supplementary burden on the economic agents operating in 
certain industries. 
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ABSTRACT  
 
Agent-based models are often used in order to describe dynamic economic environments with high levels 
of complexity. Through this type of models, micro-agents, such as individual consumers, can be analysed 
and understood without calling upon generalisations. This paper reviews the current state of the art in 
this area. We focus on comprehensive models that take into account and attempt to represent the 
peculiarities of consumer behaviour. The topics of agent learning in particular and learning algorithms 
in general are also emphasized, as we believe that learning is a sine qua non condition for the proper 
representation of medium and long term behavioural patterns. 
  
KEYWORDS: agent based models, consumer behaviour, consumer economics. 
JEL CLASSIFICATION: C63, D12. 
 
 
1. INTRODUCTION 
 
It is undoubtedly difficult to argue against the use of modelling approaches in economics. Indeed, it 
could easily be argued that they are more crucial here than in many other fields, given the difficulties 
attached to running in vivo experiments relevant to economic dynamics (e.g. an experiment that 
produces the general failure of an international market is an impossibility), and the bias that smaller 
scale in vitro experiments introduce. Given these requirements, it is hardly surprising that economic 
modelling is a rather well studied topic, with ample representation in the literature and a solid set of 
ingrained practices. What is often ignored though is that in building up the theoretical framework 
needed to support this ample toolset, numerous simplifying and ultimately restrictive assumptions have 
been made – for example, we need only look at how the definition of general equilibrium requires rather 
numerous pre-suppositions so as to allow the use of Brouwer's fixed-point theorem (Sobolev, 2001) in 
demonstrating its existence, and how some of these pre-suppositions are significantly detached from 
what can be experienced in real contexts. Such limitations, and the predictive and explanatory failures of 
traditional approaches have led to the current ascension of an alternate mind set, embodied in what falls 
under the umbrella of agent based modelling.  
 
This novel solution has a somewhat lengthy history in the field of science, being first introduced in the 
area of experimental physics in the late 1940s. However, economists have only started cautiously using 
them about 50 years later. The primary insight motivating this shift is the acceptance of the complex 
adaptive nature of economic systems, which has driven researchers into questioning about the validity of 
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conclusions drawn from models which ignore or merely weakly represent the adaptive component. In 
general, a system can be defined as being complex if it is endowed with the following two properties 
(Flake, 1998): 

• It is composed of interacting units (agents); 
• It exhibits emergent properties, which is to say, properties arising from the interaction of the 

units that are not properties of the units themselves. 
Defining a complex adaptive tends to be more difficult, but we reproduce herein the definitions 
proposed in (Tesfatsion, 2006): 

• Definition 1: A complex adaptive system is a complex system that includes reactive units, i.e., 
units capable of exhibiting systematically different attributes in reaction to changed 
environmental conditions; 

• Definition 2: A complex adaptive system is a complex system that includes goal-directed units, 
i.e., units that are reactive and that direct at least some of their reactions towards the achievement 
of built-in (or evolved) goals; 

• Definition 3: A complex adaptive system is a complex system that includes planner units, i.e., 
units that are goal-directed and that attempt to exert some degree of control over their 
environment to facilitate achievement of these goals. 

 
In this paper we do not seek to unequivocally settle the debate between proponents of traditional 
modelling and those embracing the tenants of agent based modelling. In fact, we are certain that such 
closure is unlikely to arrive in the near future, as agent based approaches are merely in their early uptake 
stages in the world of economics, and far more field experience will be needed before a pertinent 
evaluation with regards to their successes and failures in supplanting their predecessors can be 
formulated. We opt for focusing on a precise subset of the potential applications of such models, namely 
that of accurately understanding consumer behaviour. We begin by giving a general description of the 
inner workings of agent based modelling, continue by studying solutions in use for accurately capturing 
the intricacies of agent learning and ultimately conclude by presenting a number of representative 
models, from simple illustrative to large scale ones. 
 
2. PRINCIPLES OF AGENT BASED MODELLING 
 
For this section we draw from the thorough introduction to agent based modelling found in (Tesfatsion, 
2006). In the conceptual plane, to construct such a model for a studied economic phenomenon, a 
research goes through the following steps: 

• The development of autonomous agents, which are basically self-contained, learning capable 
automata, capable of interacting with each other and, ultimately, of evolutionary behaviour; 

• The establishment of the initial conditions of the simulation, as well as the set of rules governing 
agent interactions; 

• The initiation of the simulation, followed by the close evaluation of in-flight dynamics and 
ultimate results. 
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A singular agent represents a simplified depiction of a real-world economic entity, for example a 
singular consumer, a firm or a bank. Each agent is endowed with an information set (which is 
incomplete in any reasonable experiment), a set of internal transforms and an action set. The internal 
transforms take the information set as an input and output a subset of actions from the total set of 
actions, which the agent undertakes in the next cycle. Clearly, the sets differ between types of agents 
(e.g. a consumer holds a different information set from a firm), and the actual information can and will 
differ between agents of the same type (e.g. a firm may have access to more/less information than 
another one). Each type of agent has goals that it pursues, that are generally more nuanced than those 
imposed in traditional models like, for example, that of Walrasian equilibrium, in which consumers seek 
to maximise some utility function within budgetary constraints and firms seek to maximise profit. 
 
Another significant difference brought about by agent based models is the acceptance of the possibility 
that a general equilibrium, in fact a fixed point of a relevant space of continuous functions, may not 
exist, and that economic systems rather tend to gravitate towards the basins of attraction of such a 
hypothetical point. Let us focus on the aforementioned Walrasian equilibrium example: in it, it is 
assumed that no cost of information exists, that market clearing prices can always be set through a 
mechanism colourfully named Walrasian Auctioneer (Leijonhufud, 1967). Furthermore, no 
consideration is given to the subsistence needs of those involved. It is not a stretch to assume that 
dynamics of the system are significantly impacted by these latter needs not being met, as entities 
affected by such a condition would cease to exist altogether. It is interesting to note that the removal of 
the Walrasian Auctioneer, which would at a glance appear to be a small perturbation, turns out to have a 
major disruptive effect which ultimately leads to extreme analytical difficulty if not intractability 
altogether – this is outlined in studies such as (Akerlof, 2002), (Bowles and Gintis, 2000) or (Arrow, 
1987). 
 
In conclusion to this section, we underline that such models would be impossible without using 
computers and, indeed, constitute one of the most demanding categories of applications. One of the 
explanations for the recent ascending dynamics in agent based modelling is found in the explosive 
growth in affordable computing power experienced in recent years. However, there are numerous open 
challenges with regards to efficient implementations; such simulations are a rather conclusive example 
of a strongly heterogeneous workload, with serial and parallel workloads being tightly intertwined. 
 
3. AGENT LEARNING REPRESENTATIONS 
 
If one focuses on accurately representing consumer behaviour, learning plays a key role. Whilst 
spontaneous conduct is indeed interesting to study, patterns in behaviour are far more useful to an 
economist’s analysis. Such patterns emerge, and are in large part a consequence of agents incorporating 
information from their medium, and relying on this information to choose the (subjectively) best action 
from a set of available actions. Therefore, it is of utmost importance to accurately model how a 
consumer leverages the available information to best serve his interests. 
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In general, the learning models employed by economists tend to be setup without much scientific 
justification. However, there is ample formal support to be found in psychological literature, although 
the models contained therein may not always directly map to test cases setup by the economics focused 
researcher. Irrespective of their heritage, all share a common trait, that of not being all-encompassing 
when it comes to the learning process. Neither neuro-physiologists nor cognitive psychologists have 
succeeded in identifying a fundamental brain mechanism that governs learning. This implicitly means 
that the only way to develop learning models is based on empirical observations. 
 
The literature available on the topic of learning distinguishes between two fundamentally different ways 
of learning: 

• A simple, animalistic way of learning called reinforcement learning, which appears to be 
biologically fixed: based on its current outcome – positive or negative – an action is either 
recurrent or avoided; such learning does not involve conscious analysis, leaving the subject often 
unaware of its occurrence (Thorndike, 1932), (Skinner, 1938); 

• A more complex way of learning, based on conscious reflection upon ones actions and their 
consequences, which is called cognitive learning. 

A further distinction can be made for the latter type of learning, in accordance with (Brenner, 2006): 
cognitive learning can either be routine-based, for the cases in which people are assumed to learn 
according to pre-determined routines, or belief based, when the assumption is that subjects associate 
meaning to their observations, constructing beliefs about the context they’re in or the future. This 
classification, presented in (Brenner, 2006), is reproduced below, with models that fit into each category 
being included as well: 
 

 Non-conscious 
learning 

Routine-based 
learning Belief learning 

Psychology-based 
models 

Bush-Mosteller model 
(Bush and Mosteller, 
1955), parameterised 
learning automation 

(Arthur, 1991) 

Satisficing, melioration, 
imitation, Roth-Erev 

model (Roth and Erev, 
1995), VID model 

Stochastic belief 
learning, rule learning 

Rationality-based 
models   Bayesian learning, least-

squares learning 

Adaptive models  Learning direction 
theory  

Belief learning models  EWA model Fictitious play 

Models from AI or 
biology  

Evolutionary algorithms, 
replicator dynamics, 
selection-mutation 

equation 

Genetic programming, 
classifier systems neural 

networks 

Table 1. Classification according to the source of the learning models and according to the 
classification proposed (Brenner, 2006: p 901) 
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We believe that consumption, and thus the behaviour associated with it is primarily driven by cognitive 
learning processes, albeit a reinforcement/non-conscious component is clearly involved. In effect, this 
leads to a commonly encountered conclusion when it comes to modelling learning, namely that of the 
need to use multiple models rather than a single one, each model being preferable in a particular context. 
 
 
4. CURRENT MODELS AND CONCLUSIONS 
 
By construction, an agent based model has to at least cursorily account for consumer behaviour. Indeed, 
the question is hardly whether or not there are models of this type that include the latter in their inner 
workings, but rather how varied is the array of consumers and behavioural patterns included in the 
literature. We will focus on the more major realisations of the field, noting that there are definitely more 
models than those we list. 
 
In what can be regarded without fear of erring as the catalyst for the ascension of agent based modelling 
in economics, Joshua Epstein and Robert Axtell constructed Sugarscape, arguably the first notable 
representation of economic dynamics based on interacting agents (Epstein and Axtell, 1996). Whilst 
apparently simple (there are two types of goods, sugar and spice, distributed across a grid of points, with 
agents travelling this ordered grid and consuming one or the either), it has allowed for some very 
valuable insight into how the behaviour exhibited by individual micro-consumers varies as the system 
containing them changes. 
 
A separate angle is proposed covered by AMES (Li et al., 2009), one that focuses on larger scale 
organisational consumers acting on wholesale power markets. The focus lies on studying the dynamics 
of such markets, which are slightly different in nature from the common good ones, thus providing 
insight into a completely different, but not entirely disjointed, set of behavioural patterns. 
 
We cannot conclude such a review without delving on EURACE (Deissenberg et al., 2008), which is 
one of the largest if not the largest agent based model developed up to now. EURACE seeks to entirely 
represent the economy of the EU, including a very high number of consumers, firms, banks and other 
relevant entities, with adequate geographic distribution and theoretically free movement. Experiments 
using it have shown how perturbations introduced in the labour market, for example, can impact the 
consumption patterns of individual households, as their income and that of other households varies. 
Having such a large scale model available allows for studying realistic scenarios in terms of influencing 
consumer behaviour, by introducing perturbations likely to be encountered in normal conditions – 
subsidies, tariffs, scarcity, etc. – and evaluation the agents’ reaction. 
 
In conclusion, we strongly believe that agent based modelling represents one of the most promising 
avenues for the future development when it comes to economic analysis. In this work, we have gone 
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from the principles of agent based modelling, through valid approaches for representing agent learning 
in order to close with a brief presentation of major models, being careful to outline the means of 
analysing consumer behaviour introduced in each step. In our future work we will seek to develop our 
own agent based simulation based on this insight, in order to verify varying theories constructed around 
consumer behaviour. 
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Abstract 
This paper presents the different approaches to city branding taken by professionals on the opposite 
shores of the Atlantic, noting some examples of good practice, as well as the methods and instruments 
of research in the field of city branding which represent the vital foundation for the marketing strategy 
needed to improve the image of Bucharest.  
The paper also outlines the conclusions of a four-week field research in the United States, where, in 
addition to acquiring practical experience, the author has conducted 20 in-depth interviews with 
stakeholders involved in city branding: mayors, CEOs of agencies involved in promoting the brands of 
cities or tourist venues, city counselors, city council managers etc. from Washington DC, New York, 
Cleveland, Seattle, Billings (Montana) and Ocean City. 

 
Keywords: JEL M31 - Marketing 
Brand – A brand is the way in which a product, a service, an idea, a state, a person or a company is seen 
by those with whom it interacts and who form its public. 
Lovemarks – Lovemarks are special, charismatic brands that people love and which they defend 
strenuously; the products, the services and the experience create long-lasting emotional ties with 
consumers. The concept has been articulated by Kevin Roberts in his book, ‘Lovemarks - the Future 
beyond Brands’. 
Brand identity – A complex of traits which make up a brand. It requires the creation of a graphic 
identity charter (including brand name, logo, symbol, color scheme). The brand identity emphasize the 
subjective attributes that consumers have formed about a particular brand. 
Positioning – Positioning is the act of designing the offer and the image of an organization in such a 
way that it occupies a distinctive position in the mind of the target audience.  
Strategy – Strategy is the planned succession of actions taken by an organization in order to achieve its 
goals.  

 
City branding is a relatively new term in international literature, coming into use around the year 2000. The 
concept of Marketing Places, launched in 1993 by Philip Kotler, Irving Rein, Donald Haider and Simon 
Anholt, has led to the development of the Place Branding concept, in 2000. From that moment on, specialists 
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have been ever more interested in this field of study, in such a way that at the present moment we not only 

witness a clarification of the notions of Nation branding and City branding, but we also see them applied 

coherently and creatively. In Romania, urban marketing has emerged as a topic of interest around 2005 
(though at the time city branding was not considered in its own right). It is worth mentioning, in this context, 
the creation of the “Urban marketing” course at the Department of Administration and Public Management 
at the Academy of Economic Studies in Bucharest, as well as the publication of a series of articles in 
professional journals. 
In a study that classifies European cities according to their brand and their landmarks, Bucharest ranks 
42. The first three ranking cities are Paris, London and Barcelona. The question emerges if Bucharest 
can successfully compete against these great cities by the use of a similar strategy or should, instead, use 
a strategy inspired by the North-American or Asian models.  
The goal of this paper is twofold: on the one hand to identify and complement the efforts of local 
authorities in this direction, on the other hand to bring a contribution to the in-depth research in the field, 
while attempting, in so far as it is possible, to bring into public debate ‘The Brand of Bucharest’. Also 
very important for the future is the qualitative and quantitative research of Bucharest’s image among 
young people in major European countries, as well as in the United States of America. A research 
focusing on the Capital’s image in the eyes of Romanian citizens and Bucharest’s own inhabitants is 
also extremely important for the upcoming research. 
The aim of the broader study is to analyze the dedicated literature, identify stakeholders involved in city 
branding, analyzing markets, the relevant niches and the competition, in order to identify the 
competitive advantages enjoyed by Bucharest.  

 
First choice – private or public  
The differences between the branding models in Europe and in the United States emerge even from the 
first glance. Thus, if the European model is characterized by centralization (often, a single entity 
coordinates all branding efforts), in the United States there is a flourishing competitive market, with 
numerous actors.  
This difference is not limited to country brands, but extends to city brands as well. In every American city 
there are attempts at city branding by chambers of commerce, companies preoccupied by economic 
development, NGOs, local councils, tourism companies or companies involved in promoting concerts and 
other events. Often, these various companies meet and create an association to coordinate their activities, as 
happens in Washington (‘Destination DC’) or in Cleveland (‘Positively Cleveland’). Nevertheless, there are 
always organizations or companies which are not part of these associations, which is a good indicator of how 
fierce competition is on this market.  
The European model compensates by allocating larger sums of money for city branding, having much 
more coherent strategies and opting for a much more aggressive international promotion.  
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Bucharest has yet to make this first choice, finding the appropriate combination of actions, from a city 
branding that is entirely designed by the government or local authorities to one based on free 
competition and encouragement of stakeholders to identify the competitive means of positioning and 
promoting the Capital. This choice must take into account two factors which loom large – global 
competition and, particularly since 2008, the global economic crisis which dilutes equally the funds of 
the government and of the companies involved.  

 
American case study – Seattle 
For four weeks, the author has had the opportunity to interview people involved in city branding or 
similar activities in a number of American cities Washington DC, New York, Cleveland, Seattle, 

Billings (Montana) and Ocean City.  

The interview guide was as follows:  
1. What is your current strategy regarding City branding and city promoting in your City? 

a. Key elements in the strategy for the image of the city. 
b. The evolution of city branding and city promoting in your city. 
c. How do you apply and monitor the image of the city? - methods and techniques 
d. How would you want to monitor the image of the city? 
e. The perspective to which city branding and city promoting is evolving. 
f. What specializations have the people that work in city branding/city promoting in your 

city? 
g. Are there any partnerships between universities and the municipality for the purpose of 

city branding/city promoting? 
2. What is your main idea about the image of Romania / Bucharest? 

a. Direct or indirect experiences regarding Romania and Bucharest; 
b. What would be the starting point for city branding/city promoting for the city of 

Bucharest? Some tips/advices please. 
 
Particularly relevant for this paper has been the interview conducted with Seattle Councilmember Sally 
Bagshaw (Seattle City Council, Chair of Parks and Seattle Center Committee) and Dr. Keith Orton 
(Chief International Specialist, Office of Intergovernmental Relations). Their answers may provide an 
excellent starting point for Bucharest’s attempts as city branding.  
One of the distinctive features of Seattle branding is the level of decentralization and number of 
organizations that each play a role. Below are some of the key players in the branding process.  
Mayor and City Council - The mayor and members of the city council shape the city’s reputation 
(establish the city’s brand) by promoting Seattle priorities through regional, national and international 
organizations and events. The branding themes are based on the identified strengths of the city such as 
its natural beauty (sea, forest, clean air, lakes and rivers), commitment to responsible environmental 
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stewardship, urban experience (nightlife, music, arts and culture), innovation and entrepreneurial spirit, 
international connectivity (through seaports, international airport, immigrant, sister city and friendship 
ties) and a progressive approach to the needs of the less fortunate (human services, programs to help the 
homeless).  
The former mayor used his leadership role in the US Conference of Mayors (a national organization 
with international partnerships) to create a coalition of cities committed to carbon reduction in the spirit 
of the Kyoto Protocol. The effort was supported by members of the city council, who are active as well 
in the National League of Cities. By recruiting more than 600 cities to join this coalition, Seattle 
reinforced the city’s reputation as a leader in carbon reduction, recycling, renewable energy and related 
environmental protection fields.  
City Programs and Departments - The City of Seattle, through its web site, provides both detailed 
information about services for local residents and general information for tourists and visitors. The City 
hosts the Trade Development Alliance web site as well, and works with that organization to assure 
effective branding and convenient navigation of the site. Other departments maintain their own sections 
of the web site to meet specific purposes. The Economic Development Office, for example, includes in 
its web site section information to attract new businesses and investment.  
The Office of Intergovernmental Relations web site provides information about our sister city 
program, which includes 21 international relationships. One of the program goals is to educate people 
abroad about Seattle and its strengths. Each sister city relationship is managed by a non-profit 
association of volunteers (with support from the Office of Intergovernmental Relations). By organizing 
and hosting friendship and trade delegations, exchanges and other activities, the 21 associations further 
Seattle’s branding efforts in every region of the world.  
The Seattle Convention and Visitors Bureau is a private, nonprofit marketing organization that has 
been responsible for Seattle’s destination marketing for more than 50 years. The goal of these marketing 
efforts is to enhance the employment opportunities and economic prosperity of the region by promoting 
the city’s assets and attractions both nationally and internationally. The Bureau tailors the city’s 
branding messages to serve its marketing strategy. It works with business, professional and other 
associations to bring conferences, annual meetings and other events to Seattle. It also promotes leisure 
tourism and works with the Port of Seattle to expand cruise ship departures from Seattle 
The Trade Development Alliance of Greater Seattle was created in 1991 by the City of Seattle, Port 
of Seattle and Seattle Chamber of Commerce to promote the greater Seattle area as one of North 
America's premier international gateways and commercial centers. The Alliance has developed a 
strategic promotion plan to enhance the identity of Seattle in the US and targeted world markets through 
marketing publications, web site marketing, social networking, trade missions, and other activities. The 
Alliance has evolved into a regional organization that supports Seattle’s sister city relationships and 
hosts incoming delegations.  
Business/professional organizations and educational institutions customize their promotion strategies to 
suit the particular interests of their members, but usually leverage themes consistent with Seattle’s 
branding over the years. Key organizations include the Greater Seattle Chamber of Commerce, the 
Downtown Seattle Association, the Washington Clean Tech Alliance, the Washington Biotechnology 
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Biomedical Association, the Seattle-based Technology Alliance, the University of Washington and other 
educational institutions.  
Major events have played an important role in the evolution of the Seattle brand, from the Alaska Yukon 
Pacific Exposition on the University of Washington Campus in 1909 (promoting Seattle’s position as a 
gateway to the Pacific region) to the Seattle World’s Fair in 1962 (Century 21 Exhibition, promoting 
Seattle’s achievements in science, perspective on the future and global presence), the Goodwill Games 
in 1990 (promoting Seattle’s openness, even to the Soviet Union), the APEC Ministerial and Leaders’ 
Summit in 1993 and the Asia Pacific Cities Summit in 2001. These events strengthened Seattle’s brand 
themes of international gateway, leader in science and technology and center for innovation and 
creativity. Upcoming events include the National League of Cities Annual meeting in 2013.   
One of the legacies of the 1962 World’s Fair (Century 21 Exhibition) is a 74-acre campus in downtown 
Seattle, now known as Seattle Center. It is home to more than 30 cultural, educational, sports and 
entertainment organizations (including the iconic Seattle Space Needle) that attract more than 12 million 
visitors each year. Many Seattle Center organizations such as the privately owned Space Needle and the 
foundation-supported Pacific Science Center (which will open a Tutankhamun: The Golden King and 
The Great Pharaohs exhibit in May, 2012) manage their own promotion and branding. The Seattle 
Center is currently planning a “Next 50” celebration for 2012 to rekindle some of the branding themes 
of the 1962 World’s Fair.   

 
European case study – Amsterdam 
If the first case study was based on first-hand experience and personally-conducted interviews, the European 
example is based on a series of articles delineating good practices in the field by M. Kavaratzis.  
The latest centralized branding campaign, which complements the main marketing activities of Amsterdam, 
has been launched in September 2004. The main idea behind the campaign has been that over the past years 
Amsterdam has simply had too many branding campaigns (such as ‘Amsterdam Has It’, ‘Small City, Big 
Business’ and ‘Cool City’). The new approach is that continuity is necessary and that slogans take time to be 
recognized and become effective. The previous slogans had not been conceived to provide an all-
encompassing umbrella for the key values of Amsterdam, but rather they covered a single dimension or 
concentrated on a single target audience. It was also concluded that the Amsterdam brand has been poorly 
managed, with no agreement on brand utilization or stylistic coherence. A better positioning, both for the 
city and for the region, has been perceived as being imperative, and that made it necessary to create a new 
brand, which would embody the benefits of the city and its value. An agency has been selected to design the 
new city logo. Following the new approach, Amsterdam Partners has opted for a slogan that would serve as 
an umbrella, covering the main values of the city and the benefits it offers. The strong points of Amsterdam 
are expanding and the city has opted for the slogan “I’amsterdam”. 
This would be one of the instruments used to position the Amsterdam brand on the international stage. 
The option for this particular slogan has been influenced by the fact that it is clear, short and powerful. 
“I’amsterdam” has also been considered to be easy to remember ahs has a great potential for people to 
identify themselves with it. All the qualities listed above may, of course, be subjected to skepticism, 
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particularly because the slogan relies so heavily on a language which is foreign to most of its 
inhabitants.  
The goal is for many organizations, companies and events to take advantage of the new brand, but not 
without limitations. The use of the city brand is coordinated by Amsterdam Partners. Particularly in the 
beginning, when the brand was still fragile, Amsterdam Partners has been extremely careful with who 
used and how it did so. A telling example is the manner in which the request by the city’s fiscal 
department to use the brand in its official communication with the taxpayers has been denied, in order to 
avoid the brand’s association with something which may have a negative impact on its public. The city 
hopes to gain substantially from the use of this new brand, in terms of increase in revenue, greater 
number of visitors, higher volume of investments and its positioning on the global market. 

 
Conclusions 
This paper aims to encourage stakeholders in branding not only Bucharest, but also other cities across 
Romania, to use the methods and techniques provided by urban marketing and city branding. The paper 
did not aim to take sides, urging to commit to either of the two models (North-American or European). 
This is prompted by the fact that until the present time interviews have been conducted only on 
American soil and an equally extensive field study in Europe would be required in order to formulate 
pertinent suggestions.  
A first conclusion of the American interviews is that there is a substantial difference between the budgets 
allocated for city branding by American and European communities, which dispels the myth that the strength 
of the American brands is provided by the financial force of the actors involved, when in reality it relies on 
the competition between these actors in the context of a free market.  
The American model, seriously affected by the crisis of the 70s, involves an excessive concentration on 
the American market (compensated, in part, by the fact that this market in itself is huge). With few 
notable exceptions, American cities make no effort to consolidate their brand outside the USA, except 
perhaps by indirect means or in involuntary fashion (for example, through Hollywood products), 
whereas European cities, and in particular cities within the EU, are constantly developing international 
marketing strategies in order to improve their image.  
Returning to the interviews conducted in the USA, a synthesis of the advice offered by the interviewees 
would be as follows:  

1. Assemble a coalition or task force that includes leaders and organizations (public, private, non-
profit) that have something to gain by improving the branding of the city. Include those who can 
help implement a branding strategy once it is developed.  

2. Identify the key strengths or assets of Bucharest that can serve as the foundation of a successful 
brand or image (history/architecture of Bucharest). It took some time to reach a consensus on this 
issue. It is helpful to get perspectives from both “insiders” and “outsiders.”  

3. Asset mapping: work to identify and address all of the strengths of your city. Be sure to have 
them readily available and clearly outlined.  

4. Also identify negative images of the city and develop innovative ways to address them or 
diminish their impact. Inherently, all big cities have their challenges. These will always come out 



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

253 

 

through public discussion and media coverage. I believe the key is to always have a counter-
point ready to address these negative issues so your audience is well educated on the issue and 
not left with a negative impression. 

5. Identity specific target markets or audiences you want to reach (leisure and business travelers, 
professional associations, convention planners, foreign investors). 

6. History, art, culture, architecture. How a nation is making the transition from communism to 
capitalism. 

7. Develop a branding strategy for each market or audience, focusing on the most economical and 
effective means of reaching those audiences. The initiative might be divided into stages with 
short, medium and long term goals.  

8. Make use of professional public relations experts, if available. 
9. We have found that "word of mouth" is much more powerful than an expensive marketing 

campaign. Work to solicit individuals who will advocate on behalf of Bucharest and provide 
testimonials that you feel will resonate with your audience. 

10. Make use of “focus groups” or other means of testing brand concepts to make sure that they have 
wide appeal with the audiences you are trying to reach.  

11. Develop an implementation strategy and sources of additional financial resources (joint branding 
with hotels, airlines, port authorities, universities or other organizations that already have a 
marketing budget). One idea is to team up with a few closer-by central/east European capitals to 
promote tourism to the region and a package of visiting several cities. People from the U.S. may 
not choose to travel just to Bucharest - or Budapest, Prague, etc. - but may make a whole trip to 
see the entire region. 

12. Measure outcomes. Periodically revisit the branding initiative to verify that the desired results 
are being achieved at a reasonable cost.    
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Abstract 
 
Sustainable development is a concept with multiple meanings, but general acceptance is that is a new 
way to support human progress for a long future of planet, a present guarantee for future needs. Global 
assessment of sustainable development for a country  depend on the indicators used, and especially how 
there are associated. This paper propose a comparative analysis of sustainable development level 
relative to the Black Sea coastal countries, based on 18 partial indicators, covering the essential aspects 
of life. 
 
Keywords (JEL code): Sustainable Development (Q01), Sustainability (Q56), Indicators (C43), Black 
sea coastal countries (O50) 
 
Introduction 

 
The concept of sustainable development is a new theory of economic development, a young branch, 

appeared and individualized in the last 50-60 years. The concept itself- sustainable development, was 
born 30 years ago, as a normal response to the emergence of environmental issues and natural resources. 
In Stockholm in 1972, within the Conference on Environment is the moment when it is recognized that 
human activities contribute to environmental damage, threatening the future of the planet and implicitly 
of its inhabitants. 

World Commission on Environment and Development defined in 1987, sustainable development as a 
viable and environmentally supported as "Guarantee of the present needs without compromising the 
ability of this coming generations to meet their own needs." At Rio de Janeiro in 1992, the United 
Nations conference on "Environment and Development", was discussed environmental protection and 
supporting a less destructive industrialization, and finding ways and means to replace intensive 
economic development with a sustainable development. Also then was developed and Agenda 21 - the 
plan to support sustainable development.  

 Growing interest in sustainable development has been materialized in scientific research, many 
authors bringing extra knowledge in this domain.  

Durability refers to the ability of a society, ecosystem, or any such existing system to work 
continuously in an undefined future, without reaching exhaustion of key resources (Bran, Rojanschi, 
2006). 
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Sustainable development also means that economic activities may not be based only on the idea of 
obtaining the benefits by entrepreneur for short-term, but priority should be evaluated long-term costs 
for society (Glăvan, 2003). 

Further developments of this concept try to materialize the idea of integrating the environment into 
economic and social development, underlining that sustainable development is an evolving concept and 
comprehensive involving all sides of human activity (Ioncică, et all, 2004). 

Sustainable development seeks to find an optimal interaction of four systems-economic, human, 
environmental and technological. Other items that must be taken into account are: environmental issues 
become outstanding and have international character, respectively the importance of quality of growth, 
not just the growth rate. 

The sustainable development aims to solve all current problems of humanity-poverty, environmental 
degradation, urbanization expansion, unemployment, inflation, migration, loss of value of traditional, 
economic and financial crisis, or geo-political disputes, 

Within the European Union, sustainable development has become a target at the level of 1997.  The 
next step came in 1999 when the European Union has developed an integrated strategy for sustainable 
development and environmental policies European Spatial Development Perspective. In 2001, at the 
Goteborg Summit was adopted the EU Sustainable Development Strategy, and a year later in Barcelona, 
was added an external dimension (Golusin, Ivanovic, 2009). 

It is a widely known fact that sustainable development includes simultaneously social, economic and 
environmental objectives. The economic, social and environmental dimensions for sustainable 
development can be captured by indicators that characterize these issues at local, regional and global 
levels, but also the related indicators, the relationship between these areas, indicators of which we can 
say that the border is of the three types of capital indicators: environmental indicators (of natural capital), 
economic indicators (of economic capital), social indicators (of human capital / social) link indicators 
(environment-economic, socio-economic, social and environmental ). 

"The characteristics of efficient sustainability indicators are: 1) relevance in relation to an objective - 
showing important features of an observed subsystem, 2) Comprehensibility-understandable to the 
public, not only experts in the areas monitored, 3) Reliability-The information presented that indicators 
should be accurate, 4) data availability- data are adjusted to national statistical system for data 
processing and information. "(Ivanovic et all, 2009) 

In recent years, several authors have been preoccupied with stage of sustainable development for 
countries in southeast Europe. Therefore Golusin, Ivanovic (2009) analyzed the sustainable development 
indicators grouped into four categories-social, ecological, economic, institutional-countries in 
southeastern Europe. “The indicators of economic and ecological subsystem are theoretically the most 
important ones when talking about the entire sustainable development of countries. Alternatively, 
economics and ecology are two mutually directly opposite systems” (Golusin, Ivanovic, 2009). In 
another paper, Ivanovic et all (2009) have pursued sustainable development prospects for countries in 
southeast Europe, countries that are still in a state's primary planning and implementing strategies for 
sustainable development. 
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Black Sea has a relevant strategic location: it is positioned at the crossroads between Europe and 
Asia, between Russia and the Middle East and directly links the South-East Western Europe, the 
Danube River and the Mediterranean, NATO and EU expansion turned her in close proximity to euro-
Atlantic powers. Black Sea shores polarize around its northern Ukraine and Russia in eastern Georgia, 
in south western Turkey and Romania and Bulgaria. 

 Black Sea region have a particular geopolitical, economic and social importance, well being central 
element of many local, national or regional projects, and scientific field interest is also high. In one of 
the most recent works, Tsantoulis (2009) proposes a geopolitical, regional and sub-regional relation 
between the Black Sea countries, concluding that there is great potential, but also a high risk. Black Sea 
region can become the basis of a new regional stability and prosperity zone or catalyst for increased 
competition between regional and extra-regional forces. For now, unfortunately, both scenarios are 
equally plausible(Tsantoulis, 2009). 

 
Research methodology 
 

There are many practices relating to the calculation of the sustainable development level of a 
country-Human Development Index, the index of sustainable economic welfare (Daly and Cobb 
proposed, 1989), grain consumption per capita (for low-income countries), Net Internal Ecoproduct 
(proposed by Wouter von Dieren, in a report to the Club of Rome, 1995), a global indicator of human 
economic development (which contains 13 indicators in part). At European level, Eurostat has 
developed and conceptualized a set of indicators of sustainable development, aimed at monitoring the 
progress of the European Strategy for Sustainable Development in the Member States, More Than 100 
indicators, eleven headline indicators. 

Measuring sustainable development level for countries or regions, is a very difficult process because 
at least the following reasons: lack of standardization in statistical systems, lack of information or 
declaration of false information, the economic context (developing countries, developed countries) , 
policies and legislation, difficult choice of weighting indicators. 

There are six Black Sea coastal countries- Romania, Bulgaria, Turkey, Georgia, Russian Federation, 
Ukraine, belonging to different political and economic blocks- part of the EU countries (Romania, 
Bulgaria), Turkey-EU candidate,  and the former Soviet bloc countries, Russia, Ukraine, Georgia. 
Historical context, geo-politically and economically makes difficult a comparative analysis of indicators 
of sustainable development (social, economic, environmental, infrastructure and technology), especially 
their quantification. 

For a comparative analysis of indicators and the relative level achieved in sustainable development 
there have been selected a total of 18 indicators from a larger group (some important indicators have 
been avoided because of nearby of values recorded-such as those on education, or due to difficult on the 
determination of performance-largest or the smallest). Their selection was based on three criteria, their 
relevance in the economic context of the countries studied, reaching the main areas / topics and their 
widespread practice adopted in international studies. Has been achieved the main areas that add value to 
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the sustainable development, economy, energy, infrastructure, science, technology, social development 
and environment, strictly theirs indicators or being on the edge of them. 

 
Table 1. Explained used indicators of sustainable development 

Indicator Measurement units Explanation  
Mortality rate, under-5 Per 1000 Probability that a newborn will die before reaching age five 
Improved sanitation 
facilities 

% of population 
with access 

Adequate access to excreta disposal facilities  

Unemployment, total % of total labor 
force 

Share of the labor force that is without work but available for and seeking 
employment 

Labor participation 
rate, total 

% of total 
population ages  

Proportion of the population ages 15 and older that is economically active 

GNI per capita, Atlas 
method 

current US$ Gross national income, converted to U.S. dollars using Atlas method 

Total debt service  % of exports  Sum of principal repayments and interest actually paid in foreign 
currency, goods, or services on long-term debt 

Inflation, consumer 
prices 

annual % Annual percentage change in the cost to the average consumer of 
acquiring a basket of goods and services 

Services, etc., value 
added 

% of GDP Include value added in wholesale and retail trade (including hotels and 
restaurants), transport, and government, financial, professional, and 
personal services such as education, health care, and real estate services 

Tax revenue % of GDP Effective governments improve people's standard of living by ensuring 
access to essential services 

Marine protected areas % of territorial 
waters 

Areas that have been reserved by law or other effective means to protect 
part or all of the enclosed environment 

CO2 emissions metric tons per 
capita 

Include carbon dioxide produced during consumption of solid, liquid, and 
Gas fuels and gas flaring 

Forest area % of land area Land under natural or planted stands of trees of at least 5 meters in situ 
Energy use kg of oil equivalent 

/ capita 
Use of primary energy before transformation to other end-use fuels 

Alternative and nuclear 
energy 

% of total energy 
use 

Noncarbohydrate energy that does not produce carbon dioxide when 
generated 

Mobile cellular 
telephone subscriptions 

per 100 people subscriptions to a public mobile telephone service using cellular 
technology 

Internet users per 100 people People with access to the worldwide network 
Research and 
development 
expenditure 

% of GDP Current and capital expenditures on creative work undertaken 
systematically to increase knowledge 

High-technology 
exports 

% of manufactured 
exp 

Research and development, scientific and technical journal articles, high-
technology exports, royalty and license fees, and patents and trademarks 

Source: realized by author  based on  http://data.worldbank.org/ information 
 
Research results 
For all six countries studied, indicators recorded values are listed in the table below. 

Table 2. Indicators values 
No. Indicators\country Romania Bulgaria Turkey Georgia Russian 

Federation 
Ukraine 

1 Mortality rate 12 10 20 29 12 15 
2 Improved sanitation facilities 72 100 90 95 87 95 
3 Unemployment 6,9 6,8 14 16,5** 8,2 8,8 
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4 Labor participation 52 55 47 64 63 58 
5 GNI per capita* 7840 6240 9500 2690 9910 3010 
6 Total debt service 31,4 21,3 41,6 7,3 17,7 36,2 
7 Inflation 5.6 2.8 6.3 1.7 11.7 15.9 
8 Services, v.a. 67 64 65 69 62 62 
9 Tax revenue 17,9 20,9 18,9 23,2 12,9 16,4 
10 Marine protected areas 33,2 3 2.4 0,4 9,1 4,9 
11 CO2 emissions** 4,4 6,8 4 1,4 10,8 6,8 
12 Forest area* 28,6 36,2 14,7 39,5 49,4 16,8 
13 Energy use** 1830 2595 1333 694 4838 2943 
14 Alternative and nuclear energy** 11,2 22,3 4,6 21,1 8,4 17,9 
15 Internet users 36,2 44,8 35,3 30,5 42,1 33,3 
16 Mobile cellular subs. 118 140 84 67 162 120 
17 Research and development 

expenditure** 
0,59 0,49 0,72*** 0,18**** 1,03 0,85*** 

18 High-technology exp. 10 8 2 3** 9 3** 
Source: by author based on http://data.worldbank.org/data-catalog/world-development-indicators  
Notes:*2010, **2008, ***2007, ****2005; 
 
Depending on the indicator (or mode of measurement) it has made the ratio between values obtained by 
each country to the value obtained by the best positioned country (or vice versa), resulting sub unitary 
indexes respectively  value 1 for the country with high performance. Relative index values were totaled, 
resulting a value relative level of the sustainable development for countries of the Black Sea coast. 
 
Table 3. Relative index values and relative level of the sustainable development indicator 
No. Indicators\country Romania Bulgaria Turkey Georgia Russian 

Federation 
Ukraine 

1 Mortality rate 0,83 1 0,5 0,34 0,83 0,67 
2 Improved sanitation facilities 0,72 1 0,9 0,95 0,87 0,95 
3 Unemployment 0,99 1 0,49 0,41 0,83 0,77 
4 Labor participation 0.81 0,86 0,73 1 0,98 0,91 
5 GNI per capita 0,79 0,63 0,96 0,27 1 0,30 
6 Total debt service 0,23 0,34 0,18 1 0,41 0,20 
7 Inflation 0,30 0,61 0,27 1 0,15 0,11 
8 Services, v.a. 0,97 0,93 0,94 1 0,9 0,9 
9 Tax revenue 0,77 0,90 0,81 1 0,56 0,71 
10 Marine protected areas 1 0,09 0,07 0,01 0,27 0,15 
11 CO2 emissions 0,32 0,21 0,35 1 0,13 0,21 
12 Forest area 0,58 0,73 0,30 0,80 1 0,34 
13 Energy use 0,38 0,27 0,51 1 0,14 0,24 
14 Alternative and nuclear energy 0,50 1 0,21 0,95 0,38 0,80 
15 Internet users 0,81 1 0,79 0,68 0,94 0,74 
16 Mobile cellular subs. 0,73 0,86 0,52 0,41 1 0,74 
17 Research and development 

expenditure 
0,57 0,48 0,67 0,17 1 0,83 

18 High-technology exp. 1 0,8 0,2 0,3 0,9 0,3 
 Relative level of the sustainable 

development indicator 13.3 12.71 9.42 12.29 12.29 8.92 
Source: calculated by author based on table 2 values 
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Discussion 
 

The results are between the minimum value of 8.92, corresponding to Ukraine, and Romania’s value 
of 13.3. European Union member states, Romania and Bulgaria, have the best scores, an expected fact. 
Turkey and Ukraine are the only countries which did not obtain first position for any of the 18 indicators 
analyzed. 

Distance from the maximum value 20 (if the country had recorded the best values for all indicators) 
and values of general indicator , show that no country detaches by the group, in terms of sustainable 
development. Also, the indicator values are closely, there is no major difference in the level of 
sustainable development. 

For some indicators-  Improved sanitation facilities, Services, Tax Revenue - registered values are 
closely, and in others, GNI per capita, Inflation, Marine Protected Areas, Forest area – there are 
important differences between countries. 

Recording only for two indicators biggest values - Marine Protected Areas and High-technology 
exports- Romania's position is explained by the average values in the group of countries investigated for 
most indicators, like Unemployment, Services, Mortality rate under 5, Internet users, Cellular Mobile 
Subscriptions- social, economic and infrastructure indicators. Low index registered– reported to the rest 
of the group countries, or intrinsic value- on following indicators- Improved sanitation facilities, 
Participation Labor, Inflation. 

The high value of the other EU member state, Bulgaria, is because  they recorded maximum values 
for five of the 18 indicators Mortality rate under 5, Improved sanitation facilities, Unemployment, 
Alternative & Nuclear Energy, Internet users,  belong to different categories of indicators analyzed,  
giving as the sustainable development level. Lower values are registered for - Energy use, Research & 
Develop. Exp, Marine Protected Areas, looking gaps particularly at the ecological sides. 

In case of Turkey, there is a series of high value relative indicators for Improved sanitation facilities, 
GNI per capita, Services, Tax revenue, mainly on the economic side, but the amount is low due to low 
nearby of values for Unemployment, total debt service , Inflation, Alternative & nuclear Energy, 
Cellular Mobile Subscriptions, high-technology exports. A conclusion can be unbalanced development 
in all areas of targeted research. 

A surprisingly high value has been obtained by Georgia, but this can be explained by the values of 1 
(first position relative level) option for indicators of economic nature. That is also why, for those 
indicators, the other Black Sea littoral states relatively low indexes. Extremely low values recorded 
Indicators for Research and development expenditure, high-technology exports, Mortality rate under 5, 
Marine Protected Areas. 

The Russian Federation recorded performance values for 4 indexes-GNI per capita indexes, Forest 
Area, Cellular Mobile Subscriptions, Research and development expenditure-emphasizing the most 
important economic indicator and investment in research and development, as is normal for a political 
and economic world force. Low index values recorded for Improved sanitation facilities, Inflation, Tax 
Revenue, CO2 Emissions, Energy use. 
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The second country which not performs to any of the indicators, Ukraine, explain their low level of 
sustainable development through low values for Inflation, Total debt service, GNI per capita, Forest 
Area, Energy use, High-technology exports- mainly economic and ecological indicators. In contrast, 
high values are registered for Improved sanitation facilities are, Participation Labor, Alternative and 
Nuclear Energy, Research development expenditure- social and technological indicators. 
 
Conclusions 
 

Sustainable development is the end point of a complex and evolving process. Starting from the 
growth (with its quantitative elements), continuing with development (introducing the qualitative 
elements), the progress (social aspect) and reaching, by adding a large human dimension at sustainable 
development. 

Stage of development of a country can be measured by macro-economic indicators,  by 
environmental, ecological, social, institutional, technological or infrastructure indicators. Sustainable 
development of a country is made based on the relations between them, by making moving mechanisms 
which improve the nation state, the regions of the world and, eventually, leading to improving the 
human condition. Black Sea coastal states are at the beginning the light of those things, if possible, 
avoid or mitigate situations fall into the trap occurred due to the continuous struggle between economic 
and environmental, quantity and quality, purpose and means. Therefore, it is not so important stage of 
development of any kind, but especially the way that will make the next steps, if there is a position on a 
long-term strategy. 
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The Evolution of Credit Risk Modeling 
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Abstract 
Credit risk is the most important risk faced by financial institutions involved in credit-granting. It can be 
defined as the risk that one of the parties involved in a financial transaction will suffer a loss due to a 
decline in creditworthiness or default of the counter-party of the transaction. Several credit risk models 
have been developed until present. The purpose of this paper is to present the evolution of credit risk 
modeling.  
 
Key words: credit risk; default risk; structural form; reduced form 
JEL Classifications: G32, G33 
 
Introduction: 
Credit risk appears when a borrower does not make the foreseen payments, and it is one of the 
fundamental risks faced by financial institutions. Thus, credit valuation process is very important to 
lending entities who seek a good corespondence between the risks assumed and the debt pricing. 
This paper targets the evolution of credit risk models from the pioneering days of Black and Scholes 
(1973) and Merton (1974) to modern times. 
The literature discussing default and credit risk modeling is extensive and growing, and fosused on two 
main approaches. 
The first one models the evolution of the value of the firm considering that it defaults when the value is 
lower than an exogenously fixed threshold or when its market value is lower than the value of its 
liabilities. Called the structural approach, it originated from the works of Black-Scholes (1973) and 
Merton (1974) and was extended by Black and Cox (1976) and Longstaff and Schwartz (1995). It can be 
found also described in many other papers such as Geske (1977), Ingersoll (1977), Merton (1977), 
Smith and Warner (1979), Cooper and Mello (1991), Abken (1993) Hull and White (1995) and more 
modern works such as Crouchy et al (2000), Strebulaev and Schaefer (2004), Cetin et al (2006), 
Ericsson et all (2009) or Onmus-Baykal (2010). 
The second approach is called the reduced form. In oposition to the structural aproach, the default is 
seen exogenously as a phenomenon that occurs unexpectadly and not causally modeled as a relation 
between the firm’s assets or value and its liabilities. 
This approach was used in the reserch conducted by Duffie and Singleton (1999), Jarrow, Lando, and 
Turnbull (1994), Jarrow and Turnbull (1995), Madan and Unal (1994), Arora et all (2006), Bielecki et 
all (2006) Jarrow and Purnanandam (2007) and others. 
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The models used in the credit risck industry can be clasified into 4 main cathegories: models of asset 
evaluation (Portfolio Manager, CreditMetrics), macroeconomic models (CreditPortfolioView), actuarial 
models (CreditRisk), and intensity models (Jarrow, Lando, Turnbull). 
 
Methodology:  
In order to achieve the purpose of the paper we consulted academic research ranging from 1970 to 
present. The research papers were gathered from databases like JStor, EBSCO Publishing, 
ScienceDirect, Scopus, ProQuest and SpringerLink, as well as from the defaultrick.com platform after 
searching key words like: credit risk; default risk; structural form; reduced form.  
 
Structural form models: 
The structural approach goes back to the theories of Black and Scholes (1973) and Merton (1974). In his 
original model Merton (1974) modeled a firm’s asset value as a lognormall process in which the firm 
would default if the asset value A falls below a fixed level X. Thus, default occurs when the market 
value of the firm is lower than that of its liabilities. 
Altman (2006) considers the models of Merton (1974), Black and Cox (1976), Geske (1977), and 
Vasicek (1984) to be part of a first generation of structural-form models. The original Merton 
framework is refined by removing several unrealistic assumptions. 
As observed by Onmus-Baykal (2010), Black and Cox (1976) bring some methods appliable in the case 
in which the valuation of contingent claims is discrete in time. Another focus of their work is the 
introduction of more complex capital structures with subordinated debt. 
In Geske’s model (1977) risky bonds may have discrete interest payments. He develops a general 
valuation equation for a risky coupon bond with a random number of coupon payments and a principal 
payment using the foundings of his earlier works. 
Vasicek (1984) focuses on the distinction between long-term and short-term liabilities in valuing credit 
risk, pointing out that the size of the expected loss depends on the market value of the firm and of its 
total maturing debt. 
Altman (2006) concludes that under all the above models all the relevant credit risk elements, including 
default and recovery at default, are a function of the structural characteristics of the firm: asset levels, 
asset volatility (business risk) and leverage (financial risk). 
Other models, remain in the background of Merton in what concerns the default but also assume that it 
may occur at anytime between the moment of issuance and maturity of the debt. 
Longstaff and Schwartz (1995) modify the original Merton model assuming the existence of interest rate 
risk and the fact mentioned above, that default may arise at any time in the inverval from the issuance to 
maturity. They find a correlation between default risk and interest rate and argue on its effect on credit 
spread. 
Similar models have been developed by Kim, Ramaswamy and Sundaresan (1993), Hull and White 
(1995) and others and are considered to be second-generation structural-form models. (Altman (2006)). 
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Reduced form models 
The main difference between structural form models and reduced form models lies in the fact that the 
second category does not condition default on the value of the firm. The reduced form models assume 
an exogenous rate of recovery independent from the probability of default. Reduced form models also 
discuss defaults that happen suddenly, assuming that an exogenous random variable drives default with 
a probability above zero. 
Jarrow, Lando and Turnbull (1997) in an extension of the Jarrow and Turnbull (1995) model investigate 
the structure of credit risk spreads considering that the default process is following a Markov chain in 
credit ratings. 
In Duffie and Singleton (1999) the market value at the moment of the default is exogenously specified. 
The rate of recovery depends on the pre-default value of the bond. Duffiee (1999) expands the Duffie 
and Singleton model for the pricing of noncallable corporate bonds.  
Çetin et al (2004) try to demonstrate that reduced form models are more suitable in an incomplete 
informational context arguing that the information available for a model is limited by the market.  
 
Credit value at risk models 
The last twenty years have been dominated by a new generation of credit risk models developed by 
financial institution in order to determine the potential loss of value for a risky credit portfolio over a 
certain period. These are called credit value at risk models and they include: Credit-Metrics (J.P. 
Morgan), CreditPortfolioManager (KMV), Credit Risk + (1997) (Credit Suisse Financial Products), and 
CreditPortfolioView (McKinsey) 
Altman (2006) divides credit VaR models in two main categories: Default Mode models (DM) and 
Mark-to-Market (MTM) models. In the Default Mode models credit risk is seen as a default risk and the 
company has only two alternatives: default or survival. The Mark-to-Market models include all possible 
changes of the borrower creditworthiness, technically called “credit migrations” 
Gordy (1998) compare J.P. Morgan's CreditMetrics and Credit Suisse Financial Product's CreditRisk+. 
He shows that despite certain differences the underlying mathematical structures are similar 
Wehrspohn (2002) detailed analysis of the approach to estimate firms' default probabilities as it is 
proposed in the Credit Portfolio View model. He argues that several systematic estimation errors and 
conceptual weaknesses prevent the results from being a credible assessment of a firm's default 
probability and in consequence of a portfolio's credit risk. 
Other significant contributions are present in Table 1. 
 

Table 1 Other contributions 
No Contribution Reference 
1 -define a reduced-form credit portfolio model 

To allow more strong dependence levels between rating transitions for all 
the firms, they extend the 
model by adding a component of heterogeneity, that is defined as an 
inobservable random process. 

Delloye, Fermanian, 
Sbai (2005) 
 

2 -consider the problem of accurately measuring the credit risk of a portfolio 
consisting of loans, bonds and other financial assets. 

Chan, Joshua and 
Kroese (2010) 
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3 -prove a law of large numbers for the loss from default and use it for 
approximating the distribution of the loss from default in large, potentially 
heterogenous portfolios 

Gieseckce (2011) 
 

4 -survey various practices in designing credit risk economic capital models 
with respect to its role within a financial institution. 

Jacobs (2011) 

5 -consider a bottom-up Markovian model of portfolio credit risk where 
dependence among credit names stems from the possibility of 
simultaneous defaults 

Bielecki (2011) 
 

6 -considers a structural model for the estimation of credit risk based on 
Merton's original model. Using THE Random Matrix Theory he 
demonstrates analytically that the presence of correlations severely limits 
the effect of diversification in a credit portfolio.  
 

Münnix (2011) 
 

7 -studies survival measures in credit risk models. Bao (2010) 
8 - develop a generalization of the Black-Cox structural model of default 

risk. It captures uncertainty related to firm's ability to avoid default even if 
company's liabilities momentarily exceeding its assets 

Katz, Shokhirev 
(2010) 

9 - discusses the main modeling approaches that have been developed for 
the handling portfolio credit derivatives. 

Bielecki (2009) 

 
Conclusions: 
In conclusion, the main deficiency of Merton’s model is the fact that he limits the default time to the 
moment of maturity of the debt, not accepting the possibility of a premature default no matter what 
happens to the value of firm before that maturity moment. Following this logic, it does not matter how 
profoundly a firm value descends. If the firm is able to recover and face the paying the debt at maturity 
the default is avoided. The probability of a default occurring only at a maturity of a debt is very 
unrealistic. 
The research that followed the Merton approach brought several improvements but still faces some 
drawbacks. One of them is that structural models consider a continous process of diffusion of the firm’s 
value in a context of perfect information about this value and the default threshold. The difference of 
these two rends the distance until the default and for a high enough value the default probability may be 
close to zero. 
In addition to this, structural form models do not operate with credit rating changes that may occur for 
corporate debts facing a risk of default. It is known that the majority of corporate bonds undergo credit 
downgrades before the default moment. A reliable credit risk model should incorporate credit rating 
changes. 
The main feature of reduced form model is their flexibility. This proves to be both a strength and a 
weakness. Empirical testing of these models is rather nascent.  
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Abstract  

The paper studies the structural convergence of the Central and Eastern European countries (CEECs) 
with the Euro area, in order to determine whether the last decade led an increase or a decrease of the 
gaps between these two regions. The main findings of the paper indicate that only three CEECs out of 
ten reached a higher level of structural convergence with the Euro area in the last decade, namely 
Latvia, Bulgaria and Slovenia. Romania remains by far the country with the highest level of structural 
divergence. The analysis is based on cluster methodology and the structural divergence index developed 
by Krugman (2001).  
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Introduction 

Economic integration as experienced by European Union (EU) countries since the 1980s is 
thought to have a great impact on the economic structure and the macroeconomic dynamics of member 
states. The aim of this paper is to review the structural divergence between the ten CEECs included in 
the EU enlargement process in 2004 and 2007 and Euro area and the changes that have occurred in the 
past decade, considering the fact that all these countries have to adopt the single currency in the next 
future. To date, only three of CEECs joined the Euro area, namely Estonia, Slovenia and Slovakia. The 
adoption of the Euro remains the greatest challenge that Bulgaria, Czech Republic, Latvia, Lithuania, 
Poland, Romania and Hungary are facing.  

The paper assesses these developments from the point of view of their impact on the economy 
and their relevance for business cycles synchronization in the EU. Differences in the economic structure 
across member states have the potential to affect both the volatility and synchronization of business 
cycles. Sectoral composition may have consequences for the transmission of the macroeconomic shocks. 
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Sectors may follow different patterns over the aggregate business cycle depending on their position in 
the value-added chain and their integration in the European single market. Thereby, economies are 
exposed to different kinds of exogenous shocks and the way in which they respond to similar shocks 
may also differ. This is directly related to the fluctuation and amplitude of the business cycles of 
member states and to the synchronization of business cycles across EU countries. 

The remainder of the paper is organized as follows. Section two provides a brief review of 
related literature. Section three explains the empirical methodology used to compute the structural 
divergence index and the clusters. Section four reports the results obtained and section five summarizes 
the paper’s main findings. 

Related literature  

The analysis of the economic structure convergence and its components dynamics has been 
developing in the last years in the light of its influence on the business cycle synchronization. This is 
significant for the way national economies respond to the common monetary policy and other economic 
shocks.  

Convergence analysis of the Gross Domestic Product (GDP) structures are quite numerous. 
According to the Monetary Policy Committee task force of the European Central Bank (2004), the 
composition of the GDP by economic sectors is relevant to the monetary policy, due to its influence on 
the transmission mechanisms. Angeloni et al. (2005) consider that the output composition is an 
important indicator for structural convergence and a benchmark for assessing the stage of economic 
development. Following Krugman’s methodology (1991), the above authors compute the divergence 
index of output structure towards the Euro area and estimate it for the new member states. Von Hagen 
and Traistaru (2005) calculate the dissimilarity index and analyze its dynamics, for the same purposes.  

Darvas and Szapary (2004) conducted an empirical analysis of the behavior of production 
structure components in Hungary, Poland and Slovenia and observed a high correlation to the Euro area 
in industrial production. 

Bojesteanu and Bobeica (2008) found that there is a common business cycle in the Euro area, by 
analyzing the degree of business cycle synchronization between the newest member states and the Euro 
area. In addition, most of the candidate countries to the Euro area record convergence with this group, 
with the remarkable exception of Estonia, Lithuania, Slovakia and Romania. 
 
Research methodology  
 
  This paper uses a quantitative analysis based on a divergence index, but also an exploratory 
cluster analysis in order to emphasize the differences between the economic structures of the CEECs 
and Euro area.           

The analysis developed in this paper covers the ten CEECs included in the EU enlargement 
process in 2004 and 2007. The years analyzed in this study are 2000 and 2010. Using six different 
sectors, the production structure of each country is compared to the Euro area as a whole (the relevant 
benchmark for any country wishing to adopt the euro). 
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  In order to compute the structural divergence index, the gross value added is chose as unit of 
analysis of the activity level because it captures the overall importance of economic activity of a 
country. The output divergence index is based on six main sectors, corresponding to the NACE-A6 
standard: agriculture, industry, construction, wholesale and retail trade, financial services and other 
service activities.   

We use the index of structural divergence proposed by Krugman in 1991 and previously used in 
many other studies (Clark and van Wincoop, 2001; Imbs, 2004; Traistaru, 2005 etc.) for computing the 
sectoral divergence index. The output divergence index was developed in order to measure the degree of 
specialization in any given country compared to another country or group of countries. The index is the sum 
of the absolute differences in share between the given country and the benchmark in six economic sectors. 
The index construction mode shows that a country is more similar to the Euro area as its value is close 
to 0. Structural Divergence Index (SDI) is computed as follows:  

 , where  

SDI i,EA   –  index of structural divergence;  
K – number of sectors taken into account; 
Sk,i  – the share of the gross value added of the k sector in the total gross value added of country i; 
Sk,EA  – the share of the gross value added of the k sector in the total gross value added of Euro area. 

The approach for the testing of convergence between the ten countries is based on cluster 
analysis. The cluster analysis classifies the countries in groups called clusters, in such a manner as to 
find closer countries from the perspective of structural divergence within the cluster, as compared to 
countries included in another cluster. 

In order to group the countries from the perspective of structural divergence, we use the k-means 
algorithm, based on the model suggested by MacQueen (1967). The first step of the procedure requires 
to initially set a number k of centroids, one for each cluster. The centroids should be placed as far from 
each other as possible. The second step is to place every country to the nearest centroid. After this 
preliminary grouping, the centroids are computed again, the clusters are rearranged and the countries are 
re-located in relation to the new centroids. These steps are repeated until the centroids no longer move. 
The objective function is the following: 

 

2    , where  

2 – distance between a country  and the cluster center; 
  – indicator of the distance of the n countries from their respective cluster centers. 

The cluster method is computed in the Statistical Package for the Social Sciences soft (SPSS).  
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Data analysis 
 

Data concerning the gross value added (at constant prices) for every economic sector, as 
percentage of all branches, are taken from Eurostat. The Euro area average is computed by Eurostat. 

 
Table no.1 Structural Divergence Index 

Year 
Country 2000 2010 
Bulgaria 27.9 26.9 
Czech Republic 33.5 34.8 
Estonia 19.8 21.2 
Latvia 28.1 24.3 
Lithuania 30.5 36.7 
Poland 25.8 31.9 
Romania 38.8 47 
Slovenia 17.9 17.5 
Slovakia 29.6 32.3 
Hungary 14.7 19.9 

Source: Eurostat, author’s work 
 

The structure of the economy is a very important and relevant element from the perspective of 
business cycle synchronization. More similar the structures of production are, less likely is that countries 
will face asymmetric shocks.  

The results from computing the structural divergence index indicate important differences 
between the economic structures of the countries considered in this study. All CEECs display a high 
index reported to the average of the Euro area, both in 2000 and 2010. Only Hungary and Slovenia have 
a lower index, while Estonia and Latvia are catching up with them. Romania is clearly the country with 
the most divergent sectoral structure. This lack of convergence implies that most CEECs still have a 
long way to go before they have the same type of economy with the countries of the Euro area. 

Moreover, the structural divergence index has higher values in 2010 than in 2000 in seven out of 
ten countries analyzed. Only Bulgaria, Latvia and Slovenia have reached a higher degree of convergence 
with the Euro area in the last decade.  

The dissimilarities between CEECs and the Euro area are a result of the high share of industry, 
trade and, to a lesser extend, agriculture in the CEECs, while the service sectors (other than trade) have 
a much smaller share.  
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Results 
 
 The cluster analysis used in this paper distinguish three homogenous groups of countries, both in 
2000 and 2010: 
 
 
 

Tabel no.2 Clusters by Structural Divergence Index, 2000 
Cluster 1 Cluster 2 Cluster 3 

Romania 

Bulgaria 
Czech Republic 

Latvia 
Lithuania 

Poland 
Slovakia 

Estonia 
Slovenia 
Hungary 

Cluster Center  38.8 Cluster Center  29.2 Cluster Center  17.5 
Source: author’s work 

 
Tabel no.3 Clusters by Structural Divergence Index, 2010 

Cluster 1 Cluster 2 Cluster 3 

Romania 

Bulgaria 
Czech Republic 

Lithuania 
Poland 

Slovakia 

Estonia 
Latvia 

Slovenia 
Hungary 

Cluster Center  47.0 Cluster Center  32.5 Cluster Center  20.7 
Source: author’s work 

 
As it can be seen in Tabel no.2, in 2000 we can roughly distinguish three clusters. A group of  

three countries has a divergence index of around 17.5. More than half of the countries (six out of ten) 
form a middle group, where the center of the cluster is 29.2. The third group has only one country, 
namely Romania, with a very high level of divergence. Being single in its cluster, Romania was exactly 
the centroid of the cluster, with a divergence index of no less than 38.8.   

Tabel no.3 displays a clear increase of the values representing the centers of the clusters. 
Therefore, Romania remains isolated from the rest of the countries, being the centroid of its cluster, with 
a significant level of structure divergence index of 47, much higher than 10 years ago. The second 
cluster has now five countries instead of six in 2000, Latvia being the only country that progressed from 
one cluster to another. As it can be seen in Table no.1, three countries reached higher levels of 
convergence with the Euro area in 2010 compared to 2000: Latvia, Bulgaria and Slovenia, but only 
Latvia had the necessary increase to progress in the third cluster. The three countries that diminished 
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their structural divergence with the Euro area followed the same pattern: a decrease in the share of 
agriculture and industry and an increase in the share of financial services and other services.    

The cluster methodology allows us to analyze the level of convergence between the clusters in 
the last decade. In this respect we are looking at the distances between the cluster centers: 

 
 
 

Table no.4 Distances between Final Cluster Centers 
Year 2000 2010 

Cluster 1 2 3 1 2 3 
1 - 9.6 21.3 - 14.5 26.3 
2 9.6 - 11.7 14.5 - 11.8 
       
3 21.3 11.7 - 26.3 11.8 - 

 
 Table no.4 displays the changes in the level of convergence between the three clusters in 2010 
compared to 2000. On the one hand, the results show us a higher level of divergence between the first 
cluster and the two other clusters in 2010. This means that Romania, the center of the first cluster, by 
being the only country in this cluster, has reached a higher level of structural divergence with the Euro 
area in the last decade and is now more far away from the rest of the CEECs. On the other hand, in 2010 
the distance between the second and the third cluster centers remains at the level reached in 2000. These 
two cluster centers followed the same path in the last 10 years, attaining a higher level of structural 
divergence with the Euro area. 
   
Conclusions 
 

The main findings of this paper are showing us that the last decade had different impact on the 
CEECs regarding the structural convergence with the Euro area. Only three countries (Latvia, Bulgaria, 
Slovenia) registered an increase in the level of structural convergence, while the rest of them registered 
a decrease in this respect. The closest countries toward Euro area in 2010 are Slovenia, Hungary and 
Estonia, while Latvia is catching up with them. The countries that remain far away from Euro area 
regarding the structural convergence are Romania, Lithuania and Czech Republic. Romania is by far the 
most divergent country and it doesn’t seem to make any step forward in order to achieve a higher level 
of structural convergence with the Euro area.  

The dissimilarities between the CEECs and the Euro area economic structure are having a 
negative impacts on the business cycles synchronization in the EU countries. In this respect, it is very 
likely for the outsiders of the Euro area to face asymmetric shocks when joining the European Monetary 
Union.  
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ABSTRACT 
The evolution of the balance of payments of a country is closely connected to the economic evolution of 
the respective country and reflects its participation in the international economic circular flows. It 
enlightens the operating efficiency of goods and their competitiveness on the international market, from 
the point of view of the quality and the price. The paper will present the impact of euro and other 
significant indicators over the foreign trade of Romania. The method used is a model “Least squares”, 
based on statistic data from 2005 until 2010, on monthly basis. The multiple regression model will 
consider the following factors: the foreign trade balance of Romania, ROL/EURO market rate, the 
money supply in Romania, and the industrial production index in Romania and European Union. 
 
Keywords: foreign trade, industrial production, exchange rate, euro, least squares 
 
JEL codes: C51 - Model Construction and Estimation; F14 - Country and Industry Studies of Trade; 
F15 - Economic Integration 

INTRODUCTION 

 Although economic competitiveness have been associated over time with various definitions and 
interpreted in different ways by economic actors, the topic still being subject to wide debate. So, for 
members of government, competitiveness is a positive balance of payments. The evolution of the 
balance of payments of a country is closely connected to the economic evolution of the respective 
country and reflects its participation in the international economic circular flows. It enlightens the 
operating efficiency of goods and their competitiveness on the international market, from the point of 
view of the quality and the price. Balance of payments is determined in terms of behavior, state and 
national economic structure, by the external factors and by the evolution of exchange rates. Balance of 
payments is an indispensable tool to characterize a country in its relations with other countries and to 
highlight the strengths and weaknesses of an economy in its international relations.  
The balance of payments is a necessity for both long-term nominal convergence, and the real one. 
Therefore, surplus, and especially the external deficit of a country must be assessed not only in terms of 
immediate economic effects, but also in terms of amounts given and borrowed in order to balance. 
My choice for choosing this subject is the perpetuation of the current account deficit and its upward 
trend, more pronounced in recent years. Thus it is necessary to ensure the sustainability of external 
deficit and external debt to Romania to meet the Maastricht criteria. Since external debt and related 
services reach quite high and real economic reform is not completed, the accumulation of deficits 
financed by flows that generate foreign debt can quickly determine critical levels of indebtedness of our 
country.  
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METHODOLOGY 

To analyze the balance of payments and the factors that influenced it were chosen as indicators: foreign 
trade balance in Romania, the evolution of the leu/euro exchange rate (1), intermediate money supply in 
Romania  (2),  index of consumer prices – ICP (3), inflation in EU- HICP (4), index of industrial 
production Romania- IPIRO (5), index of industrial production in EU-IPIEU (6). Data series for the 
variables TB, CvROL / EURO, RO, IPC, HIPC, IPIRO, IPIEU are recorded over a period of 5 years 
from January 2005 till December 2010, once a month. The total number of observations is n = 59. It 
defines multiple regression model associated with the n observations: 

TBt = CvROL/EUROt + M2ROt + IPCt + HIPCt+ IPIROt + IPIEUt 
Where: 

• , , , , ,  - coefficients 
• TB – foreingn trade balance of Romania  
• CvROL/EURO – exchange rate for ROL/EURO 
•  RO – money supply in Romania 
• IPC – inflation rate in Romania (index of consumer prices) 
• HIPC – inflation rate in EU (harmonised index of consumer prices) 
• IPIRO – industrial production index in Romania 
• IPIEU – industrial production index in EU 
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The method used in this model is „least squares” and the data are presented in the table below: 

 

 TBt=-0.483964CvROL/EUROt+0.000344M2ROt-6.120045IPCt+4.385869HIPCt-
0.861188IPIROt +0.209641IPIEUt                                              

ECONOMETRIC ANALYSIS 

Positive regression coefficient of 0.00034 close to ROt indicates a direct linear relation between 
money supply and international trade balance of Romania. Thus, a growth of one unit in monetary 
aggregate RO generates an increase in average of 0.00034 units in trade balance.  
The monetary factor, which has a large influence on the evolution of the Romanian export, consists in 
influencing the reference interest which has an impact on the interest rates in economy and, thus, it also 
influences the volume of the credit for export and the entire economic activity. The evolution of imports 
has an important influence on exports and this can be explained by the fact that the Romanian economy 
highly depends on imports. The monetary analysis on balance of payment which is brought forward by 
Robert A. Mundell and Harry G．Johnson emphasized that balance of payments is substantially a 
monetary phenomenon, the imbalance of payment will change the stock of money, influencing the 
economic development in one country. 
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Negative coefficient of the Industrial Production Index in Romania indicates a reverse relation 
between the trade balance and industrial production. The decrease by a unit of Industrial Production 
Index, the trade balance increases by an average of 0.861188 units, while in EU industrial production 
index coefficient indicates a direct linear relation with the international trade balance, Industrial 
Production increases by a unit generates a growth of 0.20964 units of balance of trade. 
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(Industrial Production Growth Rate (7), http://www.indexmundi.com/g/g.aspx?c=ro&v=78) 

 
Joining the EU from January 1st  2007 makes it difficult for some sectors of our national industry to 
compete concerning the requirements within the EU domestic market. Companies must deal with these 
challenges by reducing costs, absorbing new technologies and mergers. The industrial sector 
competitiveness would be vital for improving exports and have to compensate national currency 
appreciation. 
From the econometric analysis results that inflation has a significant influence on trade balance, it's 
negative coefficient indicating a reverse relation, meaning that a decrease by one unit generating an 
increase of 6.120045 units on the trade balance. Inflation in Romania was high and variable during the 
last decade, due mainly to stabilization efforts interrupted by "stop-and-go" and widespread financial 
indiscipline. This lack of financial discipline has taken various forms over the years, including fiscal and 
quasi-fiscal deficits, high accumulation of arrears, and bursts of wage increases far in excess of the 
productivity. 

Country 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Romania -8.7 8 6.5 6 2.3 4 1.9 5.7 10.6 7.1 -7 1.5 
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Inflation Rate (8), http://www.indexmundi.com/g/g.aspx?c=ro&v=71) 

 
Exchange rate and trade balance are in a inverse linear relation, suggested by the negative coefficient -
0.483964, indicating that a one unit change in the exchange rate, produces an increase of 0.483964 units 
on average in the trade balance.   

 correlation coefficient expresses the role of the endogenous variable on all exogenous variables. As 
it's value is closer to 1, so the relationship between variables is more intense. In our case, the relation 
between exogenous variables and endogenous variables is not a strong one.  
Akaike and Schwartz indicators are used to compare different regression models. Will choose that 
pattern which has the minimum value for one of the two present indicators. The two indicators reduces 
their values along with error adjustment (improving estimates) or with increasing size of the data series 
used to estimate parameters.  
The value of DW test, close to 2 shows the lack of Self-Adjustment of errors. 
 
CONCLUSIONS 

Since the economic relations are complicated, many economic situations need to be examined by 
simultaneous equation models rather than one-equation models. It has been observed that 
macroeconomic variables are mutually effected. Consequently, for analyzing these indicators it should 
be used some complex econometric analyses. 
According to empirical findings of our study, it has been obtained that, the changes appeared in current 
account deficit is highly sensitive to the changes in economic growth in the economy of Romania. In 
2010 the current account deficit dropped dramatically, but the interest differentials, although reduced, 
remained high, suggesting that markets identify other risks that could lead to depreciation. Especially 

Country 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Romania 44 45.7 34.5 22.5 15.3 9.6 9 6.8 4.8 7.8 5.6 6 
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political risk and uncertainty regarding the implementation of necessary reforms and adjustments. The 
risk has materialized and took the VAT increase, leading to higher inflation and negative interest rates. 
These weak anchoring inflation expectations and made it necessary to stop relaxing monetary policy. On 
the other hand, inflation expectations, amplified by food and fuel price developments internationally are 
required to maintain interest rates at relatively high level. 

Notes 

(1) The exchange rate is presented as: 1 euro for x units of currency of a country. Consequently when 
the exchange rate increases (decreases), the respective country’s currency depreciates (appreciates). 
(2) The real effective exchange rate, taken over from the FMI data base and calculated according to the 
effective exchange rate adjusted to all foreign currencies inflation (of the country and of its commercial 
partners) is expressed as an index, this index growth indicating a leu's real appreciation against the 
currencies of the commercial partners of Romania. BNR. 
(3)Index of consumer prices- percentage change on previous period. 
(4)Measuring inflation in  the euro area : the Harmonized Index of Consumer Prices  HICP (Annual 
Percentage Changes); The HICP is also used in assessing whether a country is ready to join the euro 
area 
(5)Industrial production indices, monthly basis on industry activities, NACE Rev. 2 - adjusted number 
of days - base year 2005 
(6)Industry production index - monthly data - percentage change on previous period   
(7)This entry gives the annual percentage increase in industrial production (includes manufacturing, 
mining, and construction). 
(8)This entry furnishes the annual percent change in consumer prices compared with the previous year's 
consumer prices. 

References 

1. Bal, Ana, “Evolutia deficitului de cont curent in contextul aderarii Romaniei la UE”, Revista 
Transilvana de Stiinte Administrative nr. 1(21) / 2008 
2. Calderon, C.A., Chong, A. and Vloayza, N. Determinants of Current Account Deficits in Developing 
Countries, Contributions to Macroeconomics, vol. 2, issue 1, 2002, pp. 1-31 
3. Freund, C.L., Current Account Adjustment in Industrial Countries, International Finance Discussion 
Papers, No. 692, 2000, pp. 1-27 
4. Lucian Croitoru, Răzvan Stanca, Prospects and challenges to recovery and growth – a central 
banker’s perspective, .5.2011  
5. Tudorel, Andrei; Regis, Bourbonnais, Econometrie, Editura Economica, 2008 
6. Annual Reports – National Bank of Romania 
7. www.ecb.int – European Central Bank, Statistics 
8. www.bnro.ro – National Bank of Romania, Statistics 



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

283 

 

9. www.insse.ro – National Institute of Statistics 
 10.www.wiiw.ac.at – The Vienna Institute for International Economic Studies 
11.www.indexmundi.ro 
 
 
This work was co-financed from the European Social Fund through Sectoral 
Operational Programme Human Resources Development 2007-2013; project number 
POSDRU/107/1.5/S/77213 „Ph.D. for a career in interdisciplinary economic research 
at the European standards” 
 

 



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

284 

 

Factors that Influence Online Consumer Behavior 
 

Maria-Cristiana MUNTHIU 
Bucharest Academy of Economic Studies 

cristianamaria10@yahoo.com 
 
 
Abstract 
Electronic commerce has determined great changes in consumer behavior, changes caused by mainly by 
the modification of factors that influence online consumer behavior. The importance of the 
acknowledgement, of the study and maybe their influence for marketers derives from the power that 
these factors have. The paper presents that profound changes that have occured in these factors by 
presenting the opinions of dfifferent researchers. 
 
 
Keywords 
consumer behavior, virtual environment, online consumer, online marketing 
 
 
Introduction 
 
Professor Philip Kotler (2008) has foreseen the fact that “marketers will have to fundamentally rethink 
the processes by which they identify, they communicate and they give value to the consumer, they will 
have to improve their abilities to administrate individual buyers and their allies. They will have to 
include the buyers in the process of collaborating to project the wanted products.” 
The information era has determined the emergence of online marketing and has profoundly changed the 
way the organization creates, communicates and offers value to the consumer, thus exerting a powerful 
influence on his online behavior. Knowledge in this field is at the beginning due to its interdisciplinary 
character and by mixing knowledge out of three fields: marketing, economics and technology. 
Therefore, the study of the impact of online marketing on Romanian consumer behavior, as effect of 
profound technological changes, is highly important. 
The emeritus professor Philip Kotler (2009) rightfully believes that traditional marketing needs to be 
disected, redefined and enlarged so as to reflect the new reality, by becoming holistic marketing and by 
using integrated digital technology in the advantage of interactions that take place between company, 
parteners and clients. 
The knowledge of online consumer behavior in its current state is based on models such as: Technology 
Acceptance Model – TAM, one of the developments of the theory of reasoned actions Theory of 
Reasoned Action – TRA existent in specialty literature (Fishbein, 1975)  and conceived by Davis and 
Bagozzi in 1989. The TAM model comprises two measures of technology acceptance: the ease in usage 
and the utility. Both models have powerful behavioral elements and start from the supposition that when 
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a person intents to react, that person will be able to react without any kind of boundaries. There also 
have to be mentioned the Theory of Planned Behavior – TPB (Azjen, 1991), respectively Innovation 
Difussion Theory – IDT (Rogers, 1983) şi Expectation-Confirmation Theory – ECT (Oliver, 1980). 
Other model is Unified Theory of Acceptance and Use of Technology – UTAUT that starts from the 
premise that the following are fundamental elements: the await for the performance, the await for the 
effort, social influence and benefic conditions, these determining directly the usage intention and 
behavior (Venkatesch et al., 2003). 
 
 
Discussion 
 
Online factors that are continuously transforming determine a different model of consumer behavior. 
Online commerce has triggered the development of new models of personal interactions and impersonal 
transactions, with a higher degree of interactivity an availability, which have caused mutations in both 
individual and organizational consumer’s reactions. The vectors of power have altered in favor of the 
more and more informed and pretentious online consumers. 
Among aspects that influence online consumer behavior there are: web site characteristics, individual 
perception and consumer’s psycho-demografic characteristics, the characteristics of the seller and social 
context. (Agarwal and Karahanna, 2000; Frini and Limayem 2000, Moon and Kim 2001, Torkzadeh and 
Dhillon, 2002). 
Shun and Yunjie (2006) have identified the main products that are sold on the Internet: software, books, 
electronics and music. To buy them, the client does not have to personally examine them and the main 
characteristics may be seen in product descriptions and images. Cotte et al. (2006) have identified four 
groups of online consumers, with different intentions and motivations: exploration, entertaining, 
shopping and information. 
Cheung M.K. et al. (2005) argue that the factors that influence online consumer behavior are: individual 
characteristics of the consumer (behavioral characteristics and endogeneous factors), influences exerted 
by the environment (structural influences – the uncertainty, the concurence, the market concentration, as 
well as national and international regulations and characteristics – the juridic structure, restrictions 
concerning commerce), product or service characteristics (quality, type, degree of knowledge of the 
product), online environment characteristics (attributes of online shoppers – quality, fiability, security, 
the ease of the usage, as well as factors concerning the characteristics of web pages – the ease of Internet 
surfing, the speed of the network) and online organization characteristics (online shops attributes). 
The forces that influence online consumer behavior are suggestively expressed by scheme presented in 
figure 1. 
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Figure 1. Factors that influence online consumer behavior 

 
Source: Constantinides E. 2004. Influencing the Online Consumer’s Behavior: the Web Experience. Internet 

Research, 14, p. 113, adapted after the framework conceived by Ph. Kotler (2003). 
 
Jayawardhena et al. (2007) have analyzed the online consumers’ orientation and purchase intention. As 
result of this analysis, consumers have been organized in five groups: price sensitive, rational 
consumers, brand loyal buyers and confort-oriented buyers. 
In December 2008, Nielsen Online has revealed that a percentage of 81% of online buyers have read the 
opinions and recommendations of other buyers before online shopping. The comments made by other 
clients are an important information instrument for online buyers. A percentage of 71% of clients 
declared that other consumers’ opinions strengthen their belief that they made the right choice. For 36% 
of the buyers it is important to read more comments about eah product, while 14% search for comments 
from a specific source and only 3% guide themselves by taking into account the comments of their close 
ones. These numbers are the result of a survey on 1000 online shoppers in America that had shopped in 
the previous year. 
Larry Weber (2009) argues that intelliegent marketers should encourage consumers’ participation to 
social networks to which they wish to pertain and where the dialogue with the consumers and between 
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them can be solved. Social networks such as MySpace, Facebook or Flickr are the ideal environments 
where this type of communication takes place. In addition to this, from Weber’s viewpoint, Facebook 
will monetize businesses and will outrun Google. Therefore, Facebook will reveal new ways in which 
organizations can make efficient and can influence social campaigns for consumers and shall reveal that 
marketing addressed to mobile social environment will be effectively practiced in the near future. 
iPerceptions Customer Satisfaction Measurement has done a survey on 50000 Internet users which 
revealed that one out of two Internet visitors who enter online with clear intention of buying, drop their 
intention of buying that particular product. Moreover, the study shows people’s motivation to visit 
electronic commerce websites. While for 16% of the total number of visitors the purpose of the visit is 
to buy, their majority has declared that their purpose was to buy products (47%), while 10% visited the 
website to receive assistance. 11% have been motivated by the search for prices and promotions.  
Online marketers may influence the buying decision process of online consumers by using traditional 
marketing instruments and mainly by creating and delivering adequate online experience, of Web 
experience (Constantinides, 2004). From Constantinides’ viewpoint, the Web experience is reprezented 
by a combination with online functionality degree, information, emotions, clues, stimuli and products or 
services, that is by a mix of elements which surpass the traditional marketing mix formed by the four Ps 
(Product, Price, Placement, Promotion). 
The Web experience includes elements such as the research, the browsing, the finding, the selection, the 
comparison and evaluation of alternatives, as well as the interaction and the transaction with that 
particular company online. The consumer’s general impression and his actions (Constantinides, 2004) 
are influenced by the web page design, events, emotions, atmosphere and other elements experimented 
during the interaction with a certain type of website, elements whose purpose is to induce goodwill 
among consumers and which influence the final result of online interaction. 
It is important to distinguish between interaction and interactivity in online environment, both being 
essential website characteristics. Two conceptualizations of interactivit (Song and Zinkhan, 2008) – the 
tele-presence theory and the interactivity theory – show that different elements which precede 
interactivity (number of clicks, reaction time, message type) are important. The same authors, as result 
of experimenting, have found that the personalization degree of the message greatly determines 
consumers’ perceptions on interactivity. In addition, the more the personalization degree increases, the 
more stimulated are the perception on interactivity and the web page efficacity. 
The primary envionment for delivering the Web page experience is the corporate Web site. Web sites 
that deliver a great Web experience are conceived so as to address not only the needs and expectations 
of the consumer, but it also assist the consumers in the buying decision process (Constantinides, 
2004).The same author believes that the Web sites should be envisaged as vital instruments in customer 
service and in customer influence, not only as mere brochures or online catalogues. 
The corporate Web site is meant to build consumer’s goodwill and to supplement other distribution 
channels, more than direct product sale. The marketing Web site determines consumers to act so as to be 
closer to the direct purchase or other marketing outcome (Kotler & Armstrong, 2008). 
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Conclusions 
 
Therefore, actions performed by consumers on the Internet trigger new behavioral dimensions and 
consumers’ possibilities to compare products or services as their new status of online consumers are 
endless. It is thus important for companies to continuously develop their online marketing activity 
which, by using interactivity, allows bidirectional communication in any moment and which has 
become indispensable for successful business development. 

In Romania, the virtual market is emerging, even if, despite the high number of Internet users (the 10th 
place in EU according to Internet World Stats). Online marketing allows products or services 
individualisation and therefore it can satisfy consumers at the most highest level possible. The targeting 
of the clients is much more efficient and can be done in a way that traditional marketing cannot be 
accomplished. In this context, companies should be conscious that the new type of consumer takes his 
buying decisions by surfing on the Internet and that they should practice both traditional an online 
marketing. 
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Abstract 
In 2011, Acccenture published a brief report on the new challenges envisioned by marketing 

directors working in 400 different companies. I used several results of this report in order to show the 
significant aid that could be offered by the implementation of Customer Relationship Management. Also, 
this paper will further help to initiate a research in the Romanian business-to-business domain, in order 
to evaluate the level of interest and understanding of CRM by managers of B2B companies. 

Keywords: business-to-business marketing, relationship marketing, customer relationship 
management, customer loyalty (JEL classification - M31); 

 
The main objectives of the paper are: to make a short review of the main concepts in the 

academic literature and to see how the theoretic ideas are being applied by practitioners based on an 
Accenture quantitative study. Several ideas from the above mentioned study are then presented and 
taken as a discussion foundation on CRM and the benefits of its implementation. In the end, a 
qualitative study is being suggested for the Romanian B2B companies.  
 
Review of Concepts from the Academic Literature 

According to Anghel and Petrescu (2002, pp. 21,23,24), when defining business-to-business 
marketing one has to study the customers’ characteristics and also the market characteristics where the 
companies act, often called interorganizational markets. Therefore, B2B Marketing regards the 
marketing activities specific to firms that sell their products and services to other companies or 
organizations and its main features are : a restraint number of customers, the products’ complexity, 
professional buyers, a complex buying decision, the derived demand and the different priority given to 
the marketing components.  

The concept of “relationship marketing” was firstly introduced in the scientific papers in 1983 by 
Professor Leonard Berry, and has quickly become a key theme for many American and European 
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authors. Consolidating relationships with buyers, and thus, assuring their loyalty, represents the essential 
purpose of all relationship marketing efforts (Florescu, Mâlcomete, Pop et all, 2003, pp. 431). 

In the reference book “Marketing et Gestion de la Relation Client” Nicolae Al. Pop and Eva-
Cristina Petrescu (2008, pp. 30,31), the two Professors underline that CRM is an essential element of the 
economic activity management. There are several main components: (1) managing the process of 
identifying customers and gathering information about buyers’ behavior, (2) Periodic evaluation of the 
customer satisfaction level towards the company, (3) Developing the customer attachment towards the 
firm, (4) Assuring employees’ loyalty by using internal marketing, (5) Complaints Management (6) 
Integrating the customer communication process in the organization’s politics.  

Payne and Frow (2005, pp. 168) developed the following definition: CRM is a strategic approach 
that is concerned with creating improved shareholder value through the development of appropriate 
relationships with key customers and customer segments. CRM unites the potential of relationship 
marketing strategies and IT to create profitable, long-term relationships with customers and other key 
stakeholders. CRM provides enhanced opportunities to use data and information to both understand 
customers and co create value with them. This requires a cross-functional integration of processes, 
people, operations, and marketing capabilities that is enabled through information, technology, and 
applications.    
 
Key Ideas from an Accenture Report: Success Marketing Managers Refocus Front-office Boost Growth 
(2011) 

In order to understand the marketing experts’ opinion on the new challenges, Accenture 
interviewed 400 marketing directors, from companies having an annual turn over exceeding 1 billion 
dollars, representative for all the industries and economic models (B2C, B2B). The study was conducted 
in the United States of America, Canada, the United Kingdom of Great Britain, Germany, France, Japan, 
China, India and Australia and led to a series of interesting conclusions. 

Firstly, after the recession, the marketing directors want to take up the economic growth and re 
launch the demand. Eight in ten directors quote the concept of “profitable growth” as the most important 
axis of the current marketing strategy and almost six in ten hope that the market share and the turn over 
will increase in the fallowing period. Nevertheless, even though the importance of all marketing actions 
seems well understood by the organizations, for many of them, the necessary changes will be made 
having an equal or even a lower budget than the previous period. Only a quarter of them anticipate a rise 
of the marketing expenses in 2011. 

Thus, the marketing directors are changing the strategic orientation and decide to have better 
results under a constant budget than rather have the same results with a lower budget.  

Secondly, the three most important priorities for the marketing directors in 2011 are : improving 
customer loyalty, the acquisition of new clients and stimulating demand among present customers. 
Other, important challenges for the marketing strategies quoted by the study are : the innovative 
products and services, strengthening the collaboration with the other internal functions, confronting the 
new competition, improve the marketing teams’ effectiveness, entering new markets. 
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Figure 1. The most important challenges of the new marketing strategy according to marketing directors 
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Adapted from the PDF Report : “Success Marketing Managers Refocus Front Office Boost Growth”, downloaded from The 
French Edition of the Accenture website (www.accenture.com), pp. 7. 
 

The study presents three main tendencies mentioned by the marketing directors as strong 
customer requirements: the quality/price correlation, products and services quality and the customer 
service. These tendencies are having a great impact over the marketing approach of each company and 
ask for an assessment of the four key competences: customer analysis, innovation, customer 
involvement and marketing function. In the B2B economic model, the marketing directors consider the 
customer analysis and the innovation as important competencies, whereas the other two are rather 
“neglected”. 
 
Figure 2: The hierarchy of importance of the four key competences according to the B2B marketing 
directors for accomplishing the strategic objectives.  
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Adapted from the PDF Report : “Success Marketing Managers Refocus Front Office Boost Growth”, downloaded from The 
French Edition of the Accenture website (www.accenture.com), pp. 10. 
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Thirdly, the participants identified six problems that are currently limiting the company’s results: 

the lack of effectiveness of the operational practice, the general manager doesn’t sustain us financially, 
we don’t seem to cooperate enough with the other functions of the organization, we don’t have access to 
essential technologies and instruments, our colleagues don’t have the appropriate competences, we don’t 
have access to the requested customer data.  

An important aspect indicated by the study was that less than 20% of those questioned use 
efficiently the digital channels (such as company web sites, on-line communities, on-line advertising, 
mobile marketing), the traditional medias (press, television or radio), or even telemarketing.   
 
Discussion 
 

The study presented above doesn’t mention if the companies who participated to the survey have 
already implemented customer relationship management (CRM). Prior research has suggested that firms 
implement CRM to boost their ability to communicate with customers, provide them feedback in a 
timely manner, analyze customer information, and customize offerings (Day, 2003, Krasnikov, 
Alexander, Jayachandran Satich, Kumar, V., pp. 63). CRM include front-office applications that support 
sales, marketing and service and back-office applications that help integrate and analyze the data 
(Greenberg 2001; Jayachandran et al 2005, Krasnikov, Alexander, Jayachandran Satich, Kumar, V. pp. 
63).  

Therefore, one of the six problems mentioned by marketing directors who complain of the lack 
of the necessary customer data, suggests that the firms didn’t implement CRM or didn’t find an efficient 
CRM adapted to the company’s needs. If this hypothesis proves correct, than, one might say that the 
answer to several issues underlined by the Accenture study could be CRM implementation knowing that 
the front-office components of CRM facilitate efficient information flow between a firm and its 
customers through reciprocal communications and by enabling the routing of information (Krasnikov, 
Jayachandran, Kumar, 2009, pp. 63).  

Despite of the amount of published material, most of which is practitioner oriented, there 
remains a lack of agreement about what CRM is and how should CRM be developed (Payne and Frow, 
2005, pp. 167). In the academic community, the terms “relationship marketing” and CRM are often used 
interchangeably (Parvatiyar and Sheth 2001, Payne and Frow, 2005, pp. 167). However, CRM is more 
commonly used in the context of technology solutions and has been described as “information enabled 
relationship marketing” (Ryals and Payne, 2001, p. 3, Payne and Frow, 2005, pp. 167). Payne and Frow 
(2001, pp. 167, 168) discovered during a series of interviews with executives that there is a wide range 
of opinions about what CRM means. To some, it meant direct mail, a loyalty card scheme, or a database, 
whereas others envisioned it as a help desk or a call center. 

An important matter that was presented in the above mentioned Accenture study is that in B2B, 
many marketing directors tend to ignore the importance of two key competences: customer involvement 
and marketing function. This is clearly an approach that moves away the company from a relationship 
marketing strategy and the head management should reconsider these two elements as top priorities.  
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What does customer involvement mean in the first place? The firms should use all the customer 
data and innovation in order to customize products, but they also have to make sure that the customer 
service is well prepared for a direct contact with the customer. The human interface plays an important 
role even if we are discussing about B2B. Customers frequently form relationships with the employees 
with whom they interact, as well as with the firms these employees represent (Bendapudi, Leone, 2002, 
pp. 83). Vendor firms encourage the relationship building efforts of their employees with business to 
business customers (Cravens, 1995; Dwyer, Schurr, and Oh 1987;, Weitz and Bradford 1999, 
Bendapudi, Leone, 2002, pp. 83). There are however risks when a key contact employee is no longer 
available for the customers or he decides to leave.  
 An other issue that is being underlined by the study is a poor exploitation of the digital channels 
by 80 % of the interviewed companies. The marketing directors must be aware that for instance, Internet 
marketing is heralded by some as the new paradigm of marketing (see e.g., Eid and Trueman 2002, 
2004; Hoffman, Novak, and Peralta 1999). Most transactions that occur on the Internet are in the B2B 
domain (Eid and Elbeltagi 2005, pp. 87) and organizations need to understand how to identify the 
critical factors that affect the implementation process and address them effectively to reduce risk and 
realize the potential of Internet marketing (Eid, Elbeltagi, Zairi 2006; Avlonitis and Karayanni, 2000; 
Eid and Trueman 2004, Hamil and Gregory 1997; Hoffman, Novak, and Peralta (1999), Mattila, 
Karjalouto, and Pento 2003, Porter 2001, Quelch and Klien 1996, Eid and Elbeltagi 2005, pp. 88). 

Regarding the most important challenge for the marketing directors, the improvement of 
customer loyalty, there are many strings to be used, all depending on the economic model, the industry, 
the marketing budget etc. Cannon and Homburg (2001, pp. 29) advise suppliers to provide value to the 
customer firms by lowering cost, thus encouraging future purchase. Based on a study conducted by the 
two authors on almost 500 buying organizations, they concluded that an increased communication 
frequency, different forms of supplier accommodation, product quality and the geographic closeness of 
the supplier’s facilities to the customer’s buying location lower customer firm costs. 
 
Recommendations and Conclusions 

Following the line of the studies presented above, the next step would be to conduct depth 
interviews with marketing directors and general managers from B2B companies in Romania. The results 
of this qualitative study should indicate the current level of interest and implementation of CRM. A 
possible approach would be making the survey on Romanian companies in comparison with the 
multinational organizations working in Romania.  

The interview guide would have several sections in which the managers should briefly describe 
the company’s activity, the current challenges and difficulties, and then the respondents would try to 
define key concepts such as relationship marketing, CRM, customer loyalty.  

Therefore, I will try to gather data about B2B companies and then send the interview guides by 
e-mail to managers or marketing directors. I will also establish appointments with several managers in 
order to have free discussions about this subject. They would have to assess the degree of 
implementation of CRM in their company. At the end, I will make an analysis of all the answers using 
qualitative research software such as NVIVO. 
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 The main objective is to see to what extent is CRM considered a strategic weapon by the B2B 
organizations in Romania and which are the fields that need a fast implementation of CRM in order to 
better adapt to the interorganizational market. 
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Abstract 
The paper shows how social media can be used for predicting the success of a product or service. To 
showcase this, two case studies are presented; one is a test made to prove the hypothesis that the 
conversations that take place in social media are a good indicator of success and the second is an 
attempt to predict the winner of the Oscar for best picture in 2011. The methods used are intentionally 
simple and the results are surprisingly accurate. The paper begins with a presentation of social 
networks and existing researches and ends with the case studies and conclusions. 
 
Key words: social media, social networks, prediction, movie, Internet 
 
JEL Classification: C10, D80 
REL Classification: 5I, 7J, 10A 
 
1. Social networks are on the rise 
Social networks are a manifestation of the concept of social media; they represent web applications that 
use the Internet as the backbone for communication and the idea of a social graph in order to allow easy 
communications between its users. A social graph is mapping of the relations between a group of 
people. What is important to take away from this is that social networks are based on relations. The 
nature of the relation can vary greatly, from friendship or kin, as it’s mostly the case of Facebook, to 
professional, for LinkedIN and common interests in a topic for Twitter.  The last few years have brought 
impressive growth to the field of IT&C. Mobile devices have evolved with great speed and smartphones 
are becoming a commodity. Wireless access to the Internet is becoming omnipresent. Mobile means also 
netbooks and laptops and tablets, which have been growing strongly as well. Some predict that by the 
end of 2015 the mobile web will surpass the desktop Internet connections (O’Dell, 2010). Inseparably 
linked to the growth of mobile is the growth of social networks. And if the growth of the mobile web is 
impressive, the growth of social networks is outstanding. Facebook is the superstar of the moment, with 
more than 600 million users (Pingdom, 2011), it became the subject of an Oscar winning movie, and 
Mark Zuckerberg was named person of the year by Times. Adding to this that more than 60% of 
Fortune 500 companies are now using social media as marketing tools (Barnes, 2011), and the number is 
growing. Time spent on social networks has increased in 2010 with 82% over the previous year 
(Nielsen, 2010), (Experian, 2010). With all this it is hard to see social networks as just websites used by 
teenagers. They have turned into tools used by people of all ages to communicate and it is not 
unconceivable that they will turn into something as common as e-mail. One of the most impressive 
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changes of heart towards social media has taken place inside the U.S. Army. If in 2010 the Army was 
banning the use of social networking sites for its members (DOD, 2010), in 2011 it published an 
excellent handbook for the use of social media (U.S. Army, 2011) and embraced the useful parts of 
social media while trying to minimize the negative effects its use can have. In the handbook there is the 
following line „…Social media is not a fad, if the Army ignores it, it will not go away”. This is also the 
opinion of the author of this paper too. All the signs point that social media will continue to grow. It will 
find a way into our daily lives, just as e-mail did and that understanding and using correctly these tools 
is a must for any organization. 
 
2. How social networks can be used for predictions 
Human behaviour is notoriously difficult to predict. What happens with a product or service is based on 
that human behaviour. Studying it has always been a struggle. A good salesman who owns a small shop 
can figure out, more or less, what his customers want and how good his products and services are 
received. But scale this to a giant organization and thousands of people and it becomes impossible to 
tell. Feedback from the market is crucial for understanding customer behaviour. Until not so long ago 
the only way to get feedback was by going out and doing a market research. Social networks bring to the 
table a new tool. In social networks like Twitter the data is publicly available and its many users 
constantly inform their followers about their opinions and beliefs. Users create, consume and share 
information and all these interactions, the messages itself are a snapshot of what happens in the world at 
every single moment. It is a stream of thoughts and opinions that can be harnessed to identify very 
accurately what people think about a product or service. Market research it’s still important. It is not 
possible to extrapolate from and 140 characters message on Twitter all the complex data a well built 
questionnaire can obtain, yet the possibility itself is amazing. From this it is not hard to imagine that 
these thoughts and opinions and sentiments, expressed constantly, can be used to predict how well a 
product, service or organization is perceived. This is the hypothesis that the paper sets out to test. Before 
doing our own studies, a quick look at similar attempts is taken. 
 
3. Previous attempts at predicting 
Social networks and search engines that crawl and constantly take snapshots of everything that is online 
are invaluable sources of information. Besides the historical value, the information available online 
gives a good picture of how the society, at large, feels about the world around it or about specific topics. 
This is at the basis of some of the most interesting researches that use social networks and also at the 
base of the case studies presented in this paper. One of the papers that generated a lot of interest is 
authored by Johan Bollen, Mao and Zeng. Their paper called “Twitter mood predicts the stock market” 
(Bollen etal., 2011) uses a large data set of historical messages from Twitter, which is processed and 
filtered for messages that contain words like “I feel” and that express a state of mind to generate an 
index of the mood of the society at a certain moment in time. This information is fed into existing 
algorithms for predicting of the stock market. The result is that adding the mood of the society improves 
considerably the accuracy of the predictions. They managed to predict with an accuracy of 86.7% the 
evolution of the stock market in the analyzed period. Another fascinating research was done by Hal 
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Varian, as the Chief Economist at Google and Hyunyoung Choi (Varian etal., 2010). They studied if 
Google queries help predict economic activity. They found that data from Google Trends can help 
improve forecasts of the current level of activity for a number of different economic time series, 
including automobile sales, home sales, retail sales, and travel behavior. The approach is different as it 
neglects sentiment analysis which, in this paper, is considered of great importance. A takeaway from 
both papers is that in order to do a good analysis and to make predictions a field is needed that is narrow 
enough to allow focusing on specific topics, and wide enough to have the necessary data. It is also 
important to have accepted metrics, economic or of other nature, which can be the base of the 
calibration and testing of the predictions models. For the case studies in this paper movies were chosen 
as the topic of the prediction. Other researches make use of the same topic. Sitaram Asur and Bernardo 
Huberman (Asur etal., 2010) use data from Twitter to predict incomes from the box-office for a series of 
movies. Other researches (Sharda etal., 2006), (Zhang etal., 2009) take different approaches but Asur’s 
is the most interesting. Google also has an interest in the subject, by using the same approach as in 
Varian’s paper; they use data from Google Trends to try to predict the winners (Google, 2011). All these 
studies are a good example of the possibilities that the data available on social networks and on the 
Internet, as a whole, has. 
 
4. Predicting movie ratings 
In order to test if online conversations can truly be used for making predictions, a case study was built. 
It was chosen the topic of movies, as it is a popular and talked about subject, with enough variety to 
allow calibrating and validating the predictions against ratings from websites like IMDb or against the 
values of the box-office. The study is described by the following statements: the subject of the case 
study are movies; the social networked used for gathering data about the movies is Twitter; the gathered 
messages are analysed using a sentiment analysis tool; the sentiments are used as the primary input in 
the predictions; for sentiment analysis were used two services: Tweet Sentiments and uberVU; the 
calculated metrics were correlated against the IMDb ratings and the box-office. From Twitter a total 
number of 856.196 messages were gathered and processed. The application used for gathering this data 
was purposely built and it ran for a total of 65 days. The messages came from 428.530 Twitter users. A 
number of 30 movies were chosen. The main criterion for choosing the movies was the name of the 
movies. Movies with names that can cause confusion, like “Frozen”, “Cash” or “Robin Hood” were 
avoided. The titles of such movies can be used in phrases that have nothing to do with the movie. On the 
other hand the words “How to train your dragon” are unlikely to be used in a conversation that is not 
about the movie with the same name. It was also a priority to group the movies by release dates, in 
batches of five or more, in order to have as much a homogenous selections as possible. With all these 
precautions there were still a few problems with the chosen movies. Some had a very big budget, like 
“From Paris with love” and some a very low budget, like “Falling Awake”. Also, the sentiment analysis 
tools are not smart enough yet not to be biased by words like “Love” in “From Paris with love”, which 
influenced too much the results for this movie, being overly positive and rending it unusable. After 
gathering all the information and calculating and index that in the paper was sentiment index, 
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correlations were calculated between this index and the IMDb rating and the box office values. The 
index is calculated by using the following formula.  

 
where: 
 Isent – Sentiments index 
 – Number of positive messages 
 – Number of negative messages 
  – Total number of messages, the sum of the positive, negative and neutral ones 
 
After calculating the correlations the conclusion is that there is a definite correlation between the 
sentiment index and the IMDb rate and also the box-office values. Based on the values it was possible to 
identify a linear equation that defines how these values relate one to the other. When it was attempted to 
predict the IMDb rate for movies outside the study the result were not very accurate, showing that while 
there is a definite link, as expected, it is overly simplistic to use just the sentiment index in making 
predictions of exact values like the IMDb rate. 
 
5. Predicting the Oscars 
While doing the research a new and exciting opportunity for testing the power of social networks for 
predicting success showed up. On February the 27th 2011 the 83rd Academy Awards ceremony took 
place. Google attempted to predict the winners by looking at the Google Trends data. They claim that 
this data accurately predicted the winners in the previous 3 years. This year, however, the story was 
different. The most searched movie was “Black Swan”, yet the winner was “The King’s Speech”. For 
best actor, Google put James Franco in the leading spot, while Colin Firth was the one that took home 
the trophy. Google took a quantitative approach. They looked only at the amount of searches. Same 
approach was taken by Yahoo. A company called Webtrends did a poll and so did Yahoo. And another 
company called Elifemaps used the chatter on Twitter for their predictions. From all these attempts only 
the Yahoo poll, whose inputs were the opinions of people, managed to have some accurate predictions. 
All methods that were based solely on the quantity of messages or searches about a certain movie were 
unsuccessful. The approach used for the case study from this paper had as its foundation the 
assumptions that sentiments are the most important, the same used as in the previous example. Data for 
the 2 weeks before the Oscars was gathered about the movies with most chances at winning an Oscar 
and for the actors and actresses nominated for a leading role. Based on the data sentiment indexes were 
calculated by using the same methods as in the previous case study. Only these three categories were 
chosen because many of the movies and actors were nominated in other categories too, for example for 
best sound, makeup, film editing. Because of the difficulties and inaccuracies of differentiating on all 
these categories, only the overall and most general were chosen. From the best movie category only 6 of 
the ten were actually included in the study, the ones that were considered to have most chances of 
winning. In the same time the number of mentions was also collected, for comparison with the results of 
the sentiment analysis and with the result provided by Google trends. The results of the sentiment index 
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was accurate in two of the three cases, the indexes predicting correctly the winner for best picture (table 
1) and for best male actor in a leading role.  

Table 1 Sentiment indexes for movie nominated for best picture 

Movie \ Date 
20 
Feb 

21 
Feb 

22 
Feb 

23 
Feb 

24 
Feb 

25 
Feb 

26 
Feb 

27 
Feb 

Average 
(excl. 27)

The King's Speech  76.50  77.55 78.10 77.05 76.65 75.35 77.15  91.95  76.91 
Black Swan  67.45  68.40 68.40 69.15 69.05 71.90 72.10  81.10  69.49 

The Social Network  75.80  76.45 77.40 77.30 76.45 75.95 75.80  90.55  76.45 
127 Hours  64.70  66.75 66.70 66.95 63.85 56.45 55.90  70.00  63.04 
Inception  79.10  66.85 67.25 68.45 67.70 67.30 66.20  78.55  68.98 
True Grit  76.25  76.60 75.35 73.35 76.30 77.90 76.45  88.15  76.03 

 
In the case of best actress in leading role, Natalie Portman, the winner, was actually last, presumably 
because of the difficult and unconventional role she played. In this case the quantitative approach was 
more accurate. Overall the sentiment indexes calculated based on the discussion from social networks 
have been good and far better predictors of the winners of the Oscars in the main categories than the 
quantitative approaches. 
 
6. Conclusion 
Social media in general and social networks in particular, combined with the rest of the information 
available online through search engines and other services, represent a crawlable, indexable, searchable 
snapshot of the attitudes of society toward specific topics. This information can be used to calculate the 
mood of a group of people toward a specific subject and this, combined with quantitative data and 
traditional techniques, can be used to improve prediction methods or to create new ones. The case 
studies presented in the paper are only the tip of the iceberg. The available information represents a gold 
mine for marketers and economists and will lead to a deeper understanding of consumer behaviour. 
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Abstract 
 Quality of life is a complex and subtle assessment of the well-being of individuals and of society 
in general. The effects and implications are far reaching, from identifying latent tensions to describing 
the motives for migration of people from one region to another. In terms of workforce migration and 
general stability of the European continent, the Black Sea extended region, formed by countries with 
similar cultural, economic and historical backgrounds has acquired great importance. This study seeks to 
identify the quality of life factors of this region and determine the relation that exists between this 
concept and the business environment. 
 
Keywords 
Quality of life, objective indicators, business environment, economic freedom, trade 
JEL classification: A12, F01, M19 
 
Literature review 
 Quality of life is a complex and highly debated concept, expressing individual satisfaction, the 
degree of fulfillment of basic human needs, macroeconomic conditions of society and overall well-being 
of civilization. This topic draws on information from multiple fields of research, from economics and 
politics to psychology and medicine. 
 The values of quality of life have long been considered an important factor and driving force for 
social and economic phenomena such as migration and changes in labor markets (Liu, 1975). A 
significant relation has been determined between the movement of people between regions and the well-
being levels of the particular regions (Findlay, Rogerson, 1993). 
 The restrictive economic perception of the quality of life takes into discussion only the living 
standard defined through average household income or GDP per capita. Nevertheless, economics, as a 
science deals with all the aspects of social life and takes into account all the prerequisites for improving 
the wealth and general well-being of individuals. Assessing the quality of life solely through these 
economic indicators proves to be an erroneous undertaking as GDP disregards the income distribution in 
an economy. Furthermore, GDP was never intended as a measure of population well-being, representing 
merely the tally of products and services bought and sold (Cummings, et al., 2002).  
 The starting point in defining the quality of life is regarded by authors to be the identification and 
understanding of human needs. Either at an individual or at a macroscopic level, the only true measure 
of quality of life is the level of fulfillment of needs. The most basic human needs are described in other 
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studies as: subsistence, reproduction, security, affection, participation, leisure, spirituality, emotional 
expression, identity and freedom (Costanza et al., 2007). 
 The indicators for well-being can be objective and subjective. Objective indicators, composed of 
economic, political, health related aspects sum up the opportunities for achieving a specific level of 
quality of life in a certain region at a certain time, but not the actual level perceived by individuals 
(Costanza, 2008). The way in which people experience their needs, hence, the quality of their lives, is 
ultimately subjective (Ekins, Max-Neef, 2001). Thus, the analysis of statistic indicators has to be 
complemented by an assessment based on direct communication with individuals. 
 Another element that has been shown to have a major impact on life satisfaction and quality of 
life as a whole is the natural environment and the access to such resources (Vemuri, Costanza, 2006). 
 While not exhaustive on its own, the analysis of material endowment of a national economy is 
necessary as it indicates the potential level for quality of life, stressing the actual improvements that can 
be achieved in the short to medium run. Lacking such material support restricts the ability of average 
individuals to fulfill their needs and attain the corresponding satisfaction. Research has indicated that 
natural and human built capital is able to explain approximately 35% of the perceived quality of life, 
making such material indicators very important in predicting and improving the well-being of society 
(Vemuri, Costanza, 2006). 
 Previous studies have focused both on objective and subjective indicators, stating that only by a 
combination of the two can the quality of life be correctly assessed. Recent researches on the topic in 
Europe have focused on the fallowing core areas: employment, economic resources, family and 
households, community life and social participation, health and health care, knowledge, education and 
training (The European Foundation for Improvement of Living and Working Conditions, 2004). 
 The difficulty in determining actual consistent values for measuring the quality of life arises 
from the evaluation of both types of indicators and deciding weather the results can be compared from 
one region to another. While the objective indicators are exact, being based on statistics recorded and 
analyzed by specialized institutions, they lack elements such as equal distribution and individual access 
to certain opportunities. The high percentage of GDP attributed to research and development does not 
mean that every individual in society perceives or actually has the same opportunities for applying and 
gaining scholarships or research grants. 
 On the other hand, subjective indicators have a certain degree of error when extrapolated to the 
entire society, as levels of need fulfillment or even the sources of satisfaction can vary from one person 
to another. The possibility of satisfying the need for leisure for one group can hinder another group’s 
strive for clean air and comfort (Costanza et al., 2007). When utilized to compare the situations of 
different regions, biased results can be generated, as different cultural backgrounds can impose very 
distinct fundamental needs, thus the level of satisfaction can not refer to the same aspects. 
  
Research description 
 The subjective assessment of the level of quality of life in cross border comparisons can produce 
bias results due to the underlying support of the concept, which is the way people are conscious of their 
needs and the desired degree of fulfillment. This holds true in the case of the basic fulfillment of need 
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for individuals in developing economies which may not prove sufficient for people in highly developed 
nations. Access to housing, to nourishment, basic protection and freedom of speech and belief though 
capable of ensuring a maximum level of satisfaction in developing countries, will certainly not generate 
the same results in industrialized and developed economies. 
 As the principles of economics point out, needs are infinite, and the satisfaction of one set only 
generates the need and aspiration for others. Thus it is difficult to clearly define a subjective 
measurement that could be used in international comparisons.  
 Rather than insisting on the perception of the quality of life, in order to ensure a reliable and 
realistic measurement for comparing situations between economies, the paper will identify and assess 
key objective indicators for determining the level of welfare and satisfaction that can be potentially be 
reached and sustained by a given economy of this particular region. Furthermore, the correlations 
between these indicators and the existing proposed quality life index will be determined in order to 
establish if they are compatible (International Living, 2011).  
 The objective indicators used for the analysis are: economic, political, education, health related, 
social and family related, infrastructure and energy represented by GDP per capita, transparency index, 
school life expectancy, life expectancy, birth rate, kilometers of roadway per capita and thousands of 
KWh per capita respectively.  
 The average revenue per inhabitant has always been an important indicator for the living 
conditions and the well-being of a society. While not taking into account the distribution of gained 
wealth and thus not being sufficient in pointing out the exact level for the quality of life, this indicator is 
a prerequisite for a comfortable and satisfying existence.  
 The comparison of GDP per capita recorded in the nations around the Black Sea with that of 
developed countries in Western Europe provides telling remarks. While the value for Greece only 
slightly surpasses that for Spain, there is a sharp contrast, the revenue per inhabitant for other nations in 
the region is less than half of that in the second group. The GDP used for the comparison was in 
Purchase Power Parity, so as not to bias the results with the influence of exchange rates and price 
variation for basic commodities across borders. 
 When comparing the GDP per capita at a regional level, by using the weighted averages 
generated by the above values, the result for the Black Sea area, at around 13.302 US dollars per 
individual stands well below half of the 34.012 US dollars obtained by Western Europe. 
 Thus, in terms of this economic indicator the analysis confirms past research in stating that the 
potential for quality of life in the Black Sea region is well below that in developed economies. With 
roughly equal populations the regions production and revenues are very unbalanced, indicating at least 
one motive for the workforce migration that has been occurring in the recent history.  
 The next objective indicator proposed in the analysis refers to the political background through 
the transparency index. The political influence on the development of economic systems is in many 
cases evident and can induce distortions in the operations of a free market and on the individual 
satisfaction (Desai, Olofsgard, 2010). 
 The clearer the political processes are the more satisfied the individuals become, due to the 
feeling of involvement and control in the government.   
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 While the index for Turkey surpasses that of Italy, other results are clearly in favor of highly 
developed countries. The average for the first group of nations is 3.23 which represents less then half of 
the 7.53 average of the second group. Thus individuals in the Black Sea region are at a greater distance 
from their leaders and governments, a situation which leads to a lower satisfaction and a much limited 
potential for the quality of life. 
 When it comes to school life expectancy, the values for the two regions are not as 
disproportionate. Nevertheless, there is a distinct advantage for the nations in the second group, as their 
weighted average is roughly 16.2 while the result for the first group is 13.69. 
 The average number of years an individual is able to attend school and education is very relevant 
to the present and future well-being of that particular society, as this dictates the average level of 
professional workers and also the ability of a nation to produce ideas and innovations. While it can be 
argued that this indicator is very closely related to the average income, the fact that a nation as the 
Russian Federation scores very low in this aspect while having the largest GDP per capita in its group 
suggests otherwise. Thus, school life expectancy remains a distinct and independent indicator for the 
potential for quality of life.  
 One of the most comprehensible indicators for the well-being of a society is the average life 
expectancy at birth. This shows the general health of a nation and is closely related to the satisfaction 
received by the average inhabitant. 
 The evidence again points to the tendency of highly developed countries in Western Europe to 
obtain superior results, as the weighted average for the first group is 69,65 while that of the second is 
80.6. In this case the results for the top two representatives of the Black Sea region are similar to those 
of the bottom three representatives of Western European nations.  
 A good indicator for social and family related well-being is the birth rate, suggesting that in 
typical cultures, the forming and maintaining of families provides a surplus satisfaction for individuals.  
 In this case, the values generated by the Black Sea area are in part superior to those in the second 
group. The interpretation of this indicator has to take into account the cultural background of the regions 
involved. Whereas families in western countries are satisfied with fewer children, those in the Black Sea 
region, due to their cultural inheritance prefer more numerous families. Thus the actual basic need 
differs from one region to another and it proves very difficult to realistically compare levels of 
fulfillment.  
 In assessing the potential level for the quality of life in the nations belonging to the Black Sea 
region and to Western Europe, the infrastructure has a significant role. A good indicator for the 
available built infrastructure is the overall roadway available to any nation.  
 The values of the first group are strikingly inferior to those in the second one, suggesting that the 
potential for a high quality of life through this indicator is disproportionately in favor of the nations in 
Western Europe. The total build roadway in the entire region is less than half of that in the second 
group, while the overall territory is significantly larger and the population it services is roughly the 
same. 
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 The modern world is run through the power and availability of energy. Thus the electricity 
production of each state in relation to its inhabitants proves to be a good indicator for the potential of the 
quality of life. 
 On average, nations in Western Europe produce far more energy per capita than those in the first 
group. This energy available on average to each inhabitant increases the potential for greater levels of 
quality of life. 
 The correlation coefficient calculated between the above indicators and the existing quality of 
life index for 2011 indicates that there is a significant link with the first four (with values of 0.79, 0.73, 
0.81 and 0.85 respectively) and little or relatively low connection with the rest (values of -0.49, 0.22 and 
0.4 respectively). 
 In order to determine a measure of the impact that the average well-being of individuals, or 
quality of life, as evaluated above has on the business environment, a series of simple regressions will 
be tested between the quality of life index available for all the world countries as an independent 
variable and the average trade per individual and economic freedom index respectively as dependent 
variables, for a number of 174 and 171 observations. This undertaking is consistent as both proposed 
dependent variables have not been used in determining the quality of life index (International Living 
2011 Methodology).  
 Average trade per individual and the economic freedom index have been used to represent the 
state of the business environment, as trading activities and overall freedom for entrepreneurial activities 
are generally associated with strong and developed economies. 
Table 1. Relation between average trade per individual and the quality of life index 

Multiple R 0.389611         
R Square 0.151796         
Adjusted R Square 0.146865         
Standard Error 16613.44         
Observations 174         

  df SS MS F Significance F 
Regression 1 8495894785 8495894785 30.78151 0.0000001
Residual 172 47473112428 276006467.6     
Total 173 55969007213       

  Coefficients 
Standard 

Error t Stat P-value Lower 95% 
Intercept -25805.2 6518.778424 -3.95859564 0.00011 -38672.31258
X Variable 1 611.4545 110.2095467 5.54810834 1.07E-07 393.9171569

 The value of the R Square is small, meaning that there is no significant relation between the two 
series of values. This suggests that the current level of quality of life is not directly tied to the trading 
activity and the intensity of the business transactions. For the Black Sea region in particular, the lack of 
a strong connection between the two proves on the one hand that the improving of well-being is not 
necessarily tied to increasing trade and on the other hand the fact that the business potential of the region 
through trade is not affected significantly by the current low level in the quality of life. 
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Table 2. Relation between economic freedom and the quality of life index 
Multiple R 0.665811         
R Square 0.443304         
Adjusted R Square 0.44001         
Standard Error 8.136774         
Observations 171         

  df SS MS F Significance F 
Regression 1 8909.942 8909.942 134.5768673 0.0000000000
Residual 169 11189 66.20708     
Total 170 20098.94       

  Coefficients 
Standard 

Error t Stat P-value Lower 95% 
Intercept 18.68684 3.605574 5.182764 6.17796E-07 11.56907408
X Variable 1 0.719701 0.062039 11.60073 2.92142E-23 0.597228977

  
While the results for this second regression are slightly improved, the value for the R Square is still 
smaller than 0.5, and well below the optimum level of 0.85, thus a strong relation between the two series 
in this case is also missing. While individual freedoms are used in determining the quality of life index, 
this in turn is not significantly connected with the freedom of the economy and business in general. The 
implications for the Black Sea region in comparison with the Western European countries are multiple. 
First, the fact that the reduced level in the quality of life for individuals is not as a direct consequence of 
economic freedom and also that this low values in wellbeing can not be used to describe the business 
freedom of the economies in the region.  
 When the countries are separated into developed or developing according to the International 
Monetary Fund Classification and the same linear regressions are calculated, the results are similar, 
meaning that there is no significant difference in the phenomena from one group to another. Thus it 
appears evident that other factors account for the fluctuations in business potential from one nation to 
another. 
  
Conclusions  
 Quality of life remains a subtle and open to interpretation assessment of the well-being of 
individual and of society in general. This analysis takes into account a set of objective indicators for the 
potential level of quality of life and compares the results generated by the nations in the Black Sea 
extended region to those available for economies in Western Europe.  
 In all instances, the results for the first group were inferior to those from the second, describing a 
situation in which the objective analysis points to a far lower potential level for the quality of life in the 
area when compared to that in the highly developed countries.  
 Though registering approximately the same population, the Black Sea area provides far less 
reasons for individual satisfaction, a situation which can generate workforce migration and ultimately 
latent tensions.  
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 Nevertheless, the reduced connection between the indicators of the business environment and 
those for the individual well-being, as proven by the last part of the study, indicates that the level for 
individual satisfaction does not account for the potential of a given economy. Where there is a low 
potential in social well-being there can still be sources for economic growth and prosperity for 
businesses. 
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Are Public Employees prepared for eGovernment? 
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Abstract: An efficient administration can not be conceived without the advantages offered by the 
utilization of information and communication technologies in the development of public services. But 
with the adoption of new technologies, it is mandatory the acquisition of specific capabilities by the 
administration's employees. The World Bank illustrated that successful eGov projects are allocating at 
least 10% of their budget on training. In this paper I intend to formulate some guidelines in drawing up 
an eGov training plan, using skill-sets detailed by the European Public Administration Network and the 
U.S. Information Technology Management Reform Act. 
 
Keywords: eGovernment, skills, public services, public employers  
JEL classification: M30, M31, M38 
 
 

Introduction 
With emphasis on the use of information technology in providing services, eGov offers to a 

governmental agency the possibility of rethinking the way in which it offers services. More accurate, it 
gives room to examine its current transactions and procedures, it identifies processes and practices that 
can be rationalized or simplified and implements them, as well as adopting new technologies that can 
increase these improvements. 

While previous studies have concentrated on describing the introduction of eGov in European 
countries under different perspectives, it seems there is a link missing: which are and to what extent 
does the performance of specific eGov public services is influenced by the level of qualification and the 
competences of public administrations employees? Along with factors like financial resources, 
organizational conditions, leadership, frameworks or Information and Technology Infrastructure, the 
reserve of skilled workforce that gives evidence of good learning capacity is one essential factor for 
eGov (Italy Ministry for Innovation and Technologies). This sustains a popular opinion according to 
which the staff is one of the key factors in determining the success or failure of technology applications 
(Schelin, 2004). In fact, the survey carried out by the World Bank regarding eGov projects, revealed that 
such successful projects spend at least 10% of their budget on training (World Bank, 2004). 

This paper highlights the best practices in the development of public workforce for eGov 
provided by the European Public Administration Network (EUPAN) and the U.S. Information 
Technology Management Reform Act (ITMRA). These practices generally refer to: Information 
Management, Technology Management, Leadership, Performance Assessment, Project Management 
and Information Technology. Competences concern specific categories of employees, as well as general 
public officers. 
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Skill Requirements 
EUPAN identified four sets of skills as being essential for eGov: information technology (IT), 

information management (IM), information society (IS) and updated management skills. These skills are 
relevant to government employers and managers in general. Basic IT skills, including working 
knowledge of applications and how they are applied to improve work quality and efficiency must be 
provided to employees, since the integration of Information and Communication Technology into public 
administrations is currently increasing. Managers are as well expected to understand how technology is 
used as a tool in accomplishing and/or improving government processes. Managers are also required 
skills that allow them to work with their organization's IT and IM experts as to match government 
processes with the appropriate technical solutions. The four skill – sets are briefly described below: 
 

No. Competences Description Needed by 

1 Information 
Technology Skills 

Technical skills – IT literacy for all employees; technical skills for IT 
specialists to design and implement technical elements of eGov projects 
(hardware, software, communication). 

All employees, 
managers and IT 
specialists 

2 Information 
Management Skills 

It stands for the division of knowledge in public administrations and 
sharing knowledge with partners and other stakeholders outside the 
institution. 

Managers and 
Information 
Management  
specialists 

3 Information Society 
Skills 

It includes the ability of using ICT resources in order to implement a 
specific eGov strategy accordingly to the general and main strategy of the 
institution. 

Managers 

4 Updated Management 
Skills 

The manager's capacities to improve customer responsiveness, develop 
accountability frameworks, create incentives for cooperation and manage 
relationships with the private sector. 

Managers 

Source: EUPAN (2003) 
 

The Clinger-Cohen Act of 1996, also known as the U.S. Information Technology Management 
Reform Act, directed agencies to assess the requirements established for agency personnel regarding 
knowledge and skill in information resources management and the adequacy of such requirements for 
facilitating the achievement of the performance goals established for information resources 
management. The competencies and the learning objectives that demonstrate competence are revised 
and expanded periodically and are used by CIO University Partner Schools, National Defense 
University’s Information Resources Management College and other institutions of higher learning. The 
revision used in this paper replaced the 2006 version.  
 

No. Competences Description 

1 Policy and 
Organization 

The required skills for this competence include the ability to: develop agency missions, 
organizations, function, procedures and policies; understand the regulations and laws related to 
IT; contribute to government’s decision-making, execution, policy-making and budget 
formulation 

2 Leadership/ 
Management 

Leadership skills extend beyond management to cover the ability to: define roles, skill sets and 
responsibilities of senior officials, CIO, staff and stakeholders; understand the methods for 
building federal IT management and technical staff expertise; provide standards for 
competency testing through certification, performance assessment and other methods 
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3 Process/Change 
Management 

Process and change management skills cover the ability to: know and apply techniques and 
models of organizational development and change; apply techniques and models of process 
management and control; use modelling and simulation tools and methods; define models for 
quality assessment; carry out business process re-design and reengineering 

4 
Information 
Resources Strategy 
and Planning 

Information Resources Management (IRM) strategic planning must begin with the business 
strategic planning process and integrate with the organization's business functions and plans 
since business planning and IRM planning are parallel and coupled processes. Specific skills 
include: define and describe performance goals; evaluate a current baseline analysis; design 
performance analysis; design systems to address interdepartmental, interagency and 
intergovernmental functional analyses; identify and describe approaches that will assess the 
value, benefit, and cost of IT and its impact on the business 

5 
IT Performance 
Assessment: Models 
and Methods 

Performance assessment is crucial for determining if the set goals are being met. Specific skill 
requirements for this competence include the ability to: measure the business value of IT and 
customer satisfaction; monitor and measure new system development activities; measure the 
success of IT initiatives; apply processes and tools to create, administer and analyze survey 
questionnaires; select techniques for defining effective performance measures; and specify 
performance criteria 

6 IT Project/Program 
Management 

The skill-set for this competence includes the ability to define project scope and requirements, 
and to manage project: integration; time and cost performance; quality; procurement and risks. 

7 Capital Planning and 
Investment Control 

This skill-set entails: knowledge of the current and best practices in cost benefit and risk 
analysis; knowledge of the risk management models and methods; ability to evaluate 
alternative IT investments; knowledge of capital investment analysis models; ability to analyse 
business cases; and ability to integrate performance with mission and budget 

8 Acquisition 
The basic skill-set includes: providing acquisition strategies based on strategic and annual 
performance plans; understanding and operating post-award IT contract management including 
evaluation of past performances; and the ability to apply best practices in acquisition 

9 E-Government 

This competence covers the ability to: understand strategic business issues and changes with 
the advent of e-government, e-business and e-commerce solutions; create the strategies for web 
development; understand industry standards, communication practices and channel strategies; 
understand dynamic pricing as it relates to government transactions; evaluate existing customer 
relationship management models and recommend them to the agencies; and identify social 
issues 

10 
Information 
Security/Information 
Assurance 

This skill-set covers: understanding fundamental principles and best practices in Information 
Assurance; recognizing threats and vulnerabilities in IT systems; understanding legal and 
policy issues for management and end-users; providing IT security assistance; and providing 
standard operating procedures for intrusion or misuse of government IT systems 

11 Enterprise 
Architecture 

An enterprise architecture establishes an agency-wide roadmap to meet mission goals through 
the optimal performance of core business processes and supporting information technology 
resources (e.g. systems, applications, databases, websites, and networks). Specific skills 
include: Identify and describe roles in an EA program; describe how strategic planning is 
related to enterprise architecture; describe and discuss impacts of key regulatory requirements 
and guidance as they relate to enterprise architecture; identify and describe the purpose of the 
main elements of an enterprise architecture 

12 
Technology 
Management and 
Assessment   

Since the inception of the Clinger-Cohen Act, the CIO’s role as technology manager has 
become increasingly complex. The ability to ensure effective development and deployment of 
technology requires a broad awareness of current and emerging technology capabilities, 
standards, policies and law. CIO’s must also be able to identify and evaluate the strategic 
benefits of technology applications within the business environment. Specific skills include: 
explain the capabilities and limitations of data transmission; explain data transmission 
concepts, functions, and mechanisms; evaluate the benefits and limitations of commonly-used 
local wired and wireless voice and data communication architectures, devices, and protocols 

Source: 2008 Clinger-Cohen Core Competencies Learning Objectives 
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Recommendations 
I formulated some recommendations based on the best practices presented earlier on the 

development of public workforce for eGov: 
• There has been highlighted a need for creating a human resource development plan for eGov, as 

part of the overall strategic plan; 
• The Government should form strategic partnerships with universities, tertiary education 

institutions and training organizations in order to be able to offer courses and assessment in their 
areas of expertise; 

• The Government should promote the “lifelong learning” philosophy among its staff, necessary as 
it is for the Information Society; 

• The Government should establish and maintain a skill inventory of its employees; also it should 
assess the existing skill–gaps related to eGov necessities; 

• The Government should unlock and begin the development of online learning infrastructure and 
make it easy and accessible to the public workforce, for instance through agency intranets; 

• The Government needs to encourage its staff to define and maintain a self development plan. 
 
Existing eGov projects should be used to refine and implement these recommendations. In 

particular, the Virtual Payment Desk and the Online Submission of Forms (www.e-guvernare.ro) could 
be used to act on the recommendation. 
 

Conclusions 
The human resource development plan should be a key component of the overall eGov strategy 

of any government. This paper has provided some guidelines in drawing up an eGov training plan. It has 
also discussed the skill-sets for eGov as prescribed by the EUPAN and the ITMRA. Leadership, 
schedule management, project management, process and change management, acquisition, technical and 
basic IT skills are some of the core skills that are required from the contemporary public officers and the 
eGov's managers. The paper also puts forward some recommendation in order to prepare and develop 
staff for eGov. Among them is the development of a government–wide training schedule of public 
workforce, leveraging online learning and promoting the ideas of lifelong learning and responsibility for 
one’s self-development. 

Despite the technologic progress, the lack of professionals in the technical and technologies 
domain which stand at the base of eGov services remains a major deficiency in countries with medium 
and low incomes (U.N. E-Government Survey, 2010). Few civil services are capable to compete with 
the wages from the private sector, the inevitable outcome displaying that top personnel has the tendency 
of gravitating towards the private sector. Human Resources Management must be redesigned and 
reconsidered in order to adapt to the real necessities regarding the development and implementation of 
new procedures and processes within public organizations. 

It is also important to keep in mind the resistance that reformers might stumble across while 
confronting a rigid public sector. Beyond technologic changes, profound transformations are imperative 
behind the scene, especially in the context in which some practices are deeply rooted, in case the change 
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of information is more an exception than a rule, and in case the technologic capacity of the public 
administration is limited. For a country to excel in eGov, the policymakers will usually have to join 
forces and change mentalities and behaviors while offering public officers the possibility of achieving 
the necessary abilities in a modern organization. 
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Abstract:   
Health status reflects the degree of development of a population. To maintain a high standard of living every 

country needs a functioning health system. Internationally, Romania is in last position when are presented some aspects such 
as financing the health system, accessibility to health care or quality services. Article aims to present the national health 
system characteristics through a comparison with the most efficient health systems in the European Union. The main 
objectives are to identify directions for improving the functioning of the Romanian health system and propose measures to be 
taken in this regard. 
 
Key words: public health, national health system, medical services, quality health care. 
 
JEL Classification:  I 10,  I 18 
 
Introduction: 

Health, both individual and the public, is an important element of quality of life. Good health is 
essential for a proper quality of life, enabling people to freely pursue their goals, to live a full and 
satisfactory life, and to be active members of their society (Mărginean, et al, 2006: pp. 49). Health 
services are part of everyone's life, regardless of status or social class, the accessibility to quality health 
care services with low cost becoming a concern in the European Union. Living in good health is an 
important element of human well-being. A high standard of national health may also be considered a 
crucial element of a country’s human capital and an asset to its international competitiveness. Providing 
sustainable health services with high quality therefore ranks among the European Union’s four strategic 
policy goals in the area of social protection (Alber şi Kohler, 2004: pp. 1). 

World Health Organisation (WHO) defines the „Health system quality” as „the intrinsic goals of 
health system to improve health and ability to respond to general expectations of the population”. The 
performance concept of WHO is based on three main principles: health improving, increasing 
responsiveness to public expectations and ensuring equity in terms of financial contribution.  

The health insurance status of a country's population consists of all health care providers, 
whether they are natural or legal persons, the most important being medical practices for individual 
practice, diagnostic and treatment centers and hospitals. Each system consists of subsystems and turn 
structure components that should work together for the good functioning of the system as a whole.  

Most European Unions countries have succeeded in creating effective health systems by 
applying appropriate policies to the specific typology of the economy and health care consumers. 
Unfortunately, this is not Romania’s case that still faces some problems in this sector. Though, by 
following the directions for improvement identified by specialists and by implementing appropriate 
measures can be amendable situation. Therefore we considered necessary the comparison with major 
health systems in countries like France, Austria, Germany, Spain. 
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Research method: 
The research behind the article is to study the implementation of several reference works in 

healthcare and national and international legislation. It was necessary to analyze the major health 
systems in the European Union to make a comparison with the situation from Romania. The research 
and implementation of this article have several steps involved, such as: nationally and internationally 
documentary literature,  data interpreting, drawing comparative analysis between the most efficient 
health systems in the European Union and national health system, highlighting strengths and 
weaknesses, identifing directions for improving the functioning of the Romanian health system, to 
propose measures in order to be taken for continuous improvement of medical services.  
 
Romanian health system characteristics: 

It is known that the quality of life in Romania is low, an important contribution in this respect 
taking it the lack of an efficient and effective healthcare. Generally speaking, the situation is far to 
present positive aspects and the health system is currently facing a number of weaknesses. 

This has led to a less favorable image internationally, Romania being always the last position 
when making reference to several key issues such as financing the health system, accessibility to health 
or quality of health care received by patients. Health domain, in terms of quality of life, covers both 
public health and health care services (access, use, features, etc ...). The degradation of health was due to 
economic collapse and its aftermath (lowering of living standards, decrease the share of employment, 
underfunding medical system and severe deterioration of its quality) and due to transition to the social 
security system, etc. (Pop, 2010: pp. 282-283). 

In Romania, the Ministry of Public Health (MPH) is the central decisional authority in health 
field, health system operating based on Law no. 95 of 14 April 2006 on health reform. Until 1997 the 
health system was highly centralized and financed from the state only. From 1998 the Ministry started to 
introduce social health insurance in order to streamline the method of payment, to facilitate people's 
access to medical services and improve quality. Regarding the Romanian health system experts say 
“transition brought solving several problems and created new ones: increased access to new forms of 
treatment, medicines and performing technologies, but led to worsening health of the population" 
(Rădulescu, 2007: pp. 85). 

Landmarks of the Romanian health system refers to the development of compulsory insurance, 
the promotion of an universally accessible and socially acceptable system based on principles of 
solidarity and equity of access for all social categories (including the poor categories) at a basic package 
of health rights and services, reduction of inequalities in services provision and imbalances between 
supply and demand, transparency of resource management system, preventive action, health promotion 
by using the most appropriate and effective methods of treating diseases(Păuna (coordonator) et al, 
2007: pp. 83). 

Although initially wanted to improve accessibility and quality of health services, Romanian 
system of public health insurance is still in crisis after 13 years of reform. Last reform of the Ministry 
aimed at hospitals. To address some of the shortcomings, the Ministry of Health developed the National 
Strategy for rationalization of hospitals between 2010-2012, strategy based on four key elements: 
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equity, focusing on the national system, service quality and responsabilisation, strategy who wants to 
make a modern health system, with flexible structures, organized and accessed so as to take into account 
the needs and preferences of the communities they serve. 

As stated above any system consists of subsystems and components that work together to 
structure a good operation. Romanian health system working with each other independent sectors, 
primary care having not the functional links with the hospital care and health promotion and disease 
prevention having not the functional links with the curative asistance. This is a major problem facing 
our country and has major implications for the entire population. The specialists in health field make a 
warning to this effect noting that the lack of integration of health services within the health system so as 
to ensure continuity of care is a major issue to be resolved shortly. 

The Report of Presidential Commission for Analyzing and Elaborating of Policies in the Public 
Health Field in Romania, made in 2008, highlights that resource allocation method is another area with 
important responsibility where should make changes, especially that functioning by the same methods 
from the last decades. 

"Decisions taken in these areas are not transparent and not be based on accepted criteria, both 
nationally and internationally. Public health resource allocation should take account of the evidence 
available nationally and internationally, quantitative and qualitative statistical data, studies of prevalence 
and trends of various diseases, etc.. in the same time with its integration in the political system of values 
of decidents. 

Decisions without scientific and technical basis acceptable is possible due to lack of viable 
accountability mechanisms so that important health resources in many cases end up being used in 
discretionary way and inefficiently "(The Report of P.C.A.E.P.P.H.F.R: 2008: pp. 22). The method of 
financing is another topic often brought into question. According to the report "Crisis and reform the 
health system" developed by Romania Academic Society (RAS) our country is in last place in the 
European Union on health  percentage expenditure of GDP. 

Internationally, the funding of Romanian health care system is below the average of the poorest 
countries in the world (Fig. no.1). 
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Figura no. 1: Percentage of GDP spent on health systems in poor countries 
Source: www.wall-street.ro 

 
In a European statistical made in the year 2009, Romania was in the penultimate place, 

underfunding of the system being the reason for low quality of health services in our country.  
European Union health systems presents other statistics, both at financing way and at the quality 

of services which are offered to patients.  The most performant health systems are in France, Austria, 
Britain and Germany. 

 
Most important health systems in European Union: 
The health policy in European Union is different from state to state, but is specific to each 

country. However, operating principles that underpin health systems are common. In the European 
Union average of financing health systems is 8.8% percent of GDP. 

 
 

 France: 
According to the World Health Organization Report (WHO, 2000: pp. 200), France it's on first 

place in ranks of countries with most advanced healthcare system. Its good functioning is the result of a 
combination of public sector with private sector, The State is the main actor involved in managing the 
whole system. It has the responsibility to protect the whole population and seeks to improve the health 
of all citizens. The State supervises and manages three separate funds to cover cases of illness, 
allowances, social benefits and pensions. The government controls the relationships between various 
health service organisations. An important aspect is that representatives of health institutions are 
responsible for setting priorities and directions that health policies need to pursued. Measurement of 
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quality level is a constant preoccupation in the continuous improvement of Health Services in France, 
National Agency for Accreditation and Health Evaluation having the mission to assess the quality of 
medical practice and performance of public or private health system. 

 Austria: 
Austrian health system offers high-quality health services being in top 10 positions in the WHO 

report. Social Security covers about 99% of the population (sickness insurance, accident insurance, life 
insurance and unemployment insurance). Half of the total number of insured is satisfied with the health 
insurance system. The whole concept of the Austrian health system is based on preventive measures 
rather than treatment. At present, the Austrian capital is one of the most important centers of high 
performance medicine. 

 Germany: 
German health care system has a reputation as one of the best in the world. There is an extensive 

network of hospitals and doctors covering even the remotest areas of Germany. German health system is 
decentralized, where the central government's role is limited to establishing the legal framework of this 
system. At the federal level, key institutions in medical field and Federal Ministry of Health assist, 
through various specific organisms, to the implementation of this legal framework. The Action 
Consultative Council make the recommendations and give opinions on matters of medical, economic 
and medical research (Vlădescu and Buşoi, 2011: pp. 195). Medical units are equipped with powerful 
technology and almost all German residents have access to health services, regardless of income or 
social status, health insurance system covering almost the majority of medical treatments and medicines. 

 Spain: 
Spain has a population of 45.82 million inhabitants. Life expectancy of Spanish is one of the 

highest in the European Union. Health system development in Spain was made on a regional basis, the 
objective being that each region to manage their own care. And Spain has gone through numerous 
reforms in healthcare domain, but all were under the coordination of performance management with 
control of financial resources. 

Spanish health system is one with a high degree of decentralization, each region can apply 
service that best suits the needs of the population. The establishment's of SNS (Sistema National de la 
Salud) has achieved extensive coverage of services. Effectiveness of structures and services is currently 
a major concern of the Spanish State, but there is a long waiting list that includes many areas. An 
important improvement was noted in the last ten years due to new technologies introduced and 
developed programs within the system (Vlădescu and Buşoi, 2011: pp. 199). 

List of European Union member countries have health systems performance is not limited only 
to countries listed above. Netherlands whose system is based on social insurance and private insurance 
has 40 houses and insurance, Italy (Sistema Sanitario Nazionale) with a solidary and universal public 
healthcare system which guarantees medical assistance of all citizens, indiscriminately, United 
Kingdom whose health indicators are among the best in the European Union can always be an example 
for Romania. 
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Conclusions: 
The main challenges of the current period are to ensure access to high quality health services 

with reduced costs. All European health systems face high costs due to the fact that the population is in a 
continuous process of aging, the medical technology evolving rapidly and new medicines have in their 
back a whole research process. Taking into account that Romania is still in crisis in the health system, 
being the last place to financing and penultimate place of the quality of services received by patients, it 
is necessary to take urgent measures to improve the functioning of the system as a whole. Not only the 
comparison with other European health systems looks very serious situation that is in Romania. We 
make a comparison between different regions of the country, especially between urban and rural areas 
where the differences are enormous both both in terms of access to health services and on health 
services quality evaluation indicators. 

We can make multiple proposals for improving the quality of Romanian health services but we 
must take into account the limited budget allocated for health and especially the poor management of 
scarce financial resources available. After analyzing the current situation, studying the Report of 
Presidential Commission for Analyzing and Elaborating of Policies in the Public Health Field in 
Romania and studying how major health systems in the European Union works we concluded that the 
most effective method would be to put into effect gradually, the idea of Spain, country where the health 
system was developed on regions. Because of discrepancies between urban and rural areas believe that 
the funds allocated to health should be consistent with the reality of each area. Also, in each health unit 
is necessary to create a complete set of indicators to measure quality of health care and implement 
concrete measures to avoid and control of nosocomial infections. It is important to ensure a transparent 
and efficient health system, aimed at health promotion, disease prevention and treatment. Another 
proposal is to initiating a program to inform the citizens about their legally rights as patients and 
encouraging them to make a claim if are infringement these rights.  

Creating an integrated prevention system in the Romanian health system would be the most 
important change in the health sector. Disease prevention, by introducing a set of mandatory tests will 
certainly lead to improved quality of life of citizens. 
 
Acknowledgments: 

This work was cofinaced from the European Social Fund through Sectoral Operational 
Programme Human Resources Development 2007-2013, project number POSDRU/107/1.5/S/77213 
„Ph.D. for a career in interdisciplinary economic research at the European standards”. 

 

Bibliography: 

[1] Alber, J.; Köhler, U., 2004. Health and care in an enlarged Europe. Luxembourg: Office for 
Official Publications of the European Commission, pp. 1; 
http://www.eurofound.europa.eu/pubdocs/2003/107/en/1/ef03107en.pdf 



 
 

 
„Doctorat pentru o carieră în cercetarea economică 

interdisciplinară la nivel european” 
POSDRU/107/1.5/S/77213 

Proiect cofinanţat din Fondul Social European prin Programul 
Operaţional Sectorial Dezvoltarea Resurselor Umane 2007-2013 

 

   

321 

 

[2] Mărginean, I.; Precupeţu, I.; Tsanov, V.; Preoteasa, A.M.; Voicu, B. 2006. First European Quality 
of Life Survey: Quality of life in Bulgaria and Romania. Luxembourg: Office for Official Publications 
European Communities, pp. 49; 
http://www.eurofound.europa.eu/pubdocs/2006/67/en/1/ef0667en.pdf 
[3] Păuna, C. B. (coordonator) et al, 2007. European Social Model - Implications for Romania. Study 
no. 4. European Institute of Romania. Strategy and Policy Studies, Bucharest: pp. 103-104; 
[4] Pop, C. E., 2010. Health of the population of Romania in the European context. An approach 
through life quality. Quality of Life, XXI\no. 3–4, Bucharest: pp. 282-283; 
http://www.revistacalitateavietii.ro/2010/CV-3-4-2010/04.pdf 
[5] Rădulescu, V. 2007. Marketing the health services domain in Romania in the context of 
integration in European Union. PhD Thesis. Bucharest, pp. 85; 
[6] Vlădescu C., Buşoi, C. 2011. Policies of Health in European Union. Bucharest: Polirom Publishing 
House, pp. 195\199; 
*** Presidential Commission for Analyzing and Elaborating of Policies in the Public Health Field in 
Romania (P.C.A.E.P.P.H.F.R.). 2008. The report "A healthcare system focused on citizen needs”. 
Bucharest: pp. 22; 
*** Law no. 95 of 14 April 2006 on health reform, published in the Official Gazette number 372 \ 28 
April 2006; 
*** Decision of Health Ministry for approval the Procedures, standards and methodology for 
accreditation of hospitals, published in Official Gazette number 467/7 July 2010; 
*** World Health Organization (WHO). 2000. The world health report. Health systems: improving 
performance; 
*** Romania Academic Society (RAS). 2010. The report "Crisis and reform the health system". 
Bucharest: pp. 23; 
*** www.wall-street.ro 
 
 
 
 


