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The analysis of multinational enterprises’ activity at industry level  
in the European Union 
 
Ioan Lucian ALEXA 
Bucharest University of Economic Studies, Romania 
lucian.alexa@economie.ase.ro 
 
Abstract. The multinational enterprises (MNE) have a major impact on global economy. The dynamic economic 
environment and the fast technological progress from the last decades lead to a permanent change in the 
paradigm of analyzing the behavior of MNEs. Even though there are certain factors that influence the 
development of MNEs, some behaviors cannot be extrapolated to the activity of MNEs in general, the sector of 
activity having a very important role in evaluating the performance and behavior of MNEs. 
This papers focuses on analyzing the factors that influence the activity on MNEs in the European Union and 
identify their differentiated impact at industry level. The main factors studied account for labor productivity, cost 
structure, investments, value added and are correlated with the intensity of MNE activity to test if the 
aforementioned factors have different impact on the performance of the firms, depending on the sector of 
activity. 
 
Keywords: multinational enterprises, subsidiary activity,   subsidiary performance, panel analysis. 
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1. Introduction 

One of the most important topic of international business is the behavior of MNEs when deciding to 
enter a market. After the decision to enter a foreign market, the firms must consider a variety of factors 
such as strategic objectives of the firm, the macroeconomic and microeconomic environment, as well 
as firm specific advantages (Tallman and Yip, 2009). The factors considered depend on data 
availability and the specific of each particular analysis, thus some may consider the most important 
determinants of the entry of MNE the host country specific factors, firm’s specific factors generated 
by the access to resources and firm specific factors generated by financial and overall performance of 
the firm (Calegario et al., 2015). 

At industry level, expansion combined with diversification plays a very important role, spreading 
fixed cost across more products, increasing overall performance. As shown by Brambilla (2009) for 
manufacturing industry, the technological advantages alongside with labor productivity and 
geographical location play a significant role on the performance of MNE. 

Another factor that can affect the performance of the subsidiaries is the psychic distance between 
subsidiaries and headquarters, which can account for variety of cultural, social and anthropological 
differences. An interesting paradox resides here, the less a MNE knows about the specificity of a 
certain market, and the more it researches about it before entering that market, thus leading to better 
performance after the entry (Dikova, 2009). 

All the aforementioned factors are treated separately, but MNEs react to all the stimuli from their 
environment at a certain time, thus a more comprehensive approach will provide a better explanation 
for their behavior. Looking at the meta-environment it can be observed that the national specific 
endowment factors such as infrastructure or technological development have a strong influence on the 
MNE performance. All these factors are corroborated with local institutional factors such as labor 
regulation, investment promotion and law enforcement affect the conduit of MNE. Moreover an 
approach in which the responses to these stimuli are simultaneous, considering all these factors from 
all the countries in which the MNE have activity that represent the particular meta-environment of 
each MNE (De Jong et al. 2011)  offers a more comprehensive explanation rather than treating each 
individual country specific effects  (Wan and Hoskisson, 2003).  

Another important factor that influences the performance of MNE is the spillovers that are generated 
in host countries. The performance depends on the capacity of MNEs to internalize these spillovers 
depending on the industry in which they activate. Buckley et al. (2007) shows that the spillover 
internalization depends also on the relation between MNE and local owned enterprises, based not only 
on their industry but also on the ownership, whereas Kafouros et al. (2012) shows that firms that 
spread their activity over a larger area have a higher chance of benefiting from more spillover effects 
than the ones that concentrate their activity on specific areas. Moreover, Buckley et al. (2007) shows 
that for China, the private own companies tend to internalize better the spillovers in highly 
technological sectors and the state owned companies tend to benefit more from spillovers in labor 
intensive sectors. Under these circumstances local policies have a high influence on the performance 
of MNEs in order to sustain these positive externalities generated by spillover effects.  

2. Methodology  

This paper aims to analyze the behavior of MNEs after they have entered a foreign market, focusing 
on the EU common market and to identify those factors that influence the activity of the firms on the 
market rather than supporting the entry decision. By identifying these factors, the process can be 
extrapolated to measure how these particular factors can lead to further expansions and entry on new 
markets. 
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The main hypothesis is that the firms react differently to the same category of factors depending on the 
sector of activity.  

The data used are available on Eurostat database, structural business statistics, foreign control of 
enterprises by economic activity and a selection of controlling countries (from 2008 onwards)” 
(fats_g1a_08) and have information for each of the EU member states from 2008 to 2012. Moreover, 
for each selected variable, the data is detailed at industry level, adding more depth to the current 
research. The industries delineation is based on NACE rev. 2 system, and it was took in consideration 
only the first tier of classification of industries. 

Given the structure of the data, a panel approach was used to test the existence of relations between 
the variables. Due to the fact that the cross section component has to dimensions, country and industry 
respectively, in order to be estimated a panel model, a group was generated containing the 
combination (country; industry). Even though this grouping allows a panel estimation by generating a 
one dimensional cross section component leads to a cumulative effect of both country and industry 
when estimating the fixed effects regression model. This primary results will only shed light about the 
behavior of MNEs at an aggregated level, for separating industry or country effects there are necessary 
further estimation that isolate the interactions between variables at industry level or national level.  

3. The model 

The turnover was used a proxy for the intensity of MNE activity. In order to take into account also for 
the new entries and exits and not just for the industry performance overall, the average turnover per 
firm was considered in this model. This was used as the left hand side variable. 

The right hand side variables are intended to explain the performance of MNE and are proxies for the 
average performance at industry level. Because the value added per firm was highly correlated with 
the turnover per firm was left out of the model. Nonetheless, to account for how the overall industry 
influences the individual performance, the value added at industry level was used in an alternative 
version of the model. The other left hand side variables are the Apparent labor productivity (Gross 
value added per person employed), Simple wage adjusted labor productivity (Gross value added by 
personnel costs expressed in percentage points), Number of employees and Investments per person 
employed.  

The estimations of the model are presented in Tables 1 and 2, taking in consideration an estimation 
with and one without the added value at industry level, and various combination of the explanatory 
variables. 
 
Table 1. Variations of the model without considering the value added 

  (1) (2) (3) (4) (5) (6) 

VARIABLES 
turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

labprdcost 18.06*** -24.21*** -25.42*** -22.83***
(6.308) (9.042) (8.271) (8.261)

labprdpers 102.3*** 113.6*** 114.0*** 118.6*** 
(15.71) (14.39) (14.45) (18.11) 

empfrm 268.9*** 253.7*** 474.7*** 454.4***
(18.08) (17.72) (32.21) (33.14) 

invemp -11.20* -12.16 
(6.019) (11.55) 

linvemp 
Constant 24,785*** 25,581*** -112.7 702.8 -23,008*** -9,333***

(1,675) (1,657) (2,298) (2,269) (3,650) (3,241) 
Observations 1,466 1,460 1,460 1,435 1,468 1,446 
R-squared 0.007 0.043 0.200 0.203 0.181 0.147 
Number of cross sections 329 329 329 327 333 332 
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  (7) (8) (9) (10) (11) (12) 

VARIABLES 
turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

labprdcost 24.83*** -30.17*** 19.90*** 
(5.787) (7.502) (5.452) 

labprdpers 123.3*** 117.4*** 81.06***
(18.57) (12.60) (8.856) 

empfrm 245.6*** 464.6*** 240.8*** 230.9*** 231.9*** 239.0***
(18.18) (32.62) (15.77) (16.44) (16.40) (15.88) 

invemp -13.44** -7.759 
(6.176) (11.38)

linvemp 12.49*** 14.44*** 11.52** 9.967** 
(4.599) (4.730) (4.790) (4.590) 

Constant 538.3 -22,494*** 2,465 8,552*** 2,099 78.75 
(2,331) (3,756) (1,999) (1,563) (2,083) (1,773) 

Observations 1,435 1,442 1,315 1,327 1,315 1,319 
R-squared 0.158 0.179 0.246 0.171 0.181 0.234 
Number of cross sections 327 331 310 316 310 314 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

 
Table 2. Variations of the model considering the value added 

  (1) (2) (3) (4) (5) (6) (7) 

VARIABLES 
turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

vafc 1.975*** 1.813*** 1.536*** 1.110*** 1.093*** 0.770* 1.323***
(0.424) (0.230) (0.236) (0.219) (0.212) (0.402) (0.397)

labprdcost 12.97** -18.17** -21.00** -18.49**
(6.179) (8.928) (8.229) (8.210)

labprdpers 77.31*** 95.04*** 95.75*** 109.7*** 
(15.90) (14.70) (14.72) (18.68) 

empfrm 256.4*** 241.1*** 466.5*** 441.3***
(18.06) (17.69) (32.45) (33.28)

invemp -11.73** -12.25
(5.951) (11.52)

linvemp 
Constant 25,715*** 17,614*** 19,279*** -3,466 -2,618 -24,965*** -14,340***

(2,111) (1,869) (1,893) (2,368) (2,333) (3,786) (3,569)
Observations 1,477 1,466 1,460 1,460 1,435 1,468 1,442
R-squared 0.019 0.059 0.078 0.218 0.221 0.184 0.155
Number of cross sections 333 329 329 329 327 333 331 
  (8) (9) (10) (11) (12) (13) (14) 

VARIABLES 
turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

turnover per 
firm 

vafc 1.425*** 0.739* 1.285*** 1.202*** 0.770* 1.666*** 1.592***
(0.210) (0.402) (0.195) (0.196) (0.402) (0.193) (0.214)

labprdcost 20.55*** -24.18*** -19.31**
(5.707) (7.433) (8.171)

labprdpers 114.8*** 65.03*** 95.18*** 109.7*** 77.15***
(19.12) (9.009) (12.90) (18.68) (14.12)

empfrm 230.9*** 456.7*** 225.4*** 227.6*** 466.5*** 215.0*** 
(17.95) (32.87) (15.69) (15.63) (32.45) (16.02) 

invemp -13.67** -8.088 
(6.054) (11.36) 

linvemp 8.281* 10.41** 11.18** 10.61**
(4.503) (4.529) (4.598) (4.984)

Constant -3,754 -24,401*** -3,053* -1,255 -24,965*** 2,428 18,240***
(2,370) (3,893) (1,800) (2,055) (3,786) (1,674) (1,716)

Observations 1,435 1,442 1,319 1,315 1,468 1,319 1,315
R-squared 0.191 0.182 0.266 0.274 0.184 0.228 0.120
Number of cross sections 327 331 314 310 333 314 310 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Both models were estimated using fixed effects, thus isolating any particular effect present at the 
(country, industry) combination. 

In Table 2 it can be observed that the value added at factor costs (vafc) has a positive and significant 
influence on the turnover in each equation estimated. The positive value can suggest that the overall 
performance of the industry reflects also on the performance of the individual firms. Also this positive 
relation can suggest that MNE have the capacity to efficiently sell their production, not generating 
excess inventories. 

Labor productivity measured both reported to the personnel costs (labprdcost) as well as at per 
employee level (labprdpers) has a positive effect on the average turnover. However it can be noticed 
that every time when both of the indicators are introduced in regression, the personnel cost adjusted 
labor productivity has a negative impact on the turnover. This result may be the effect of an 
adjustment of the total impact of the labor productivity on the turnover.  

The number of employees (empfrm) it is also statistically significant and positively correlated with the 
turnover of the firm, suggesting that the performance of the firms depends on the number of persons 
employed.  

Even though the explanatory variables for labor productivity and the number of employees have a 
positive impact on turnover, as the theory would predict, the investment per employee (invemp) has a 
negative coefficient which suggests an inverse relation between the investments and the turnover. This 
result is not necessarily an error of the model, it rather suggests that most of the times the effects of the 
investments develop over time, on short term having the opposite effects by raising costs. Because 
both the values for turnover and investments account for the same period, the negative coefficient 
might suggest that the effects of the investments affect the turnover with a lag. In order to test if this is 
the case, the model was estimated using a lag of one year of investments (linvemp). The coefficient for 
the lagged effect of investments is still statistically significant but with a positive value, adding more 
proofs to support the hypothesis of a delayed effects of investments. 

The purpose of this model is only to analyze aggregated trends at cross sectional level (each pair of 
(country; industry) and, in part, confirms what the economic theory usually predicts:  a positive 
relation between labor productivity and the number of employees and the turnover of the firm. 

In order to isolate the industry specific effects interaction terms were generated. The interaction terms 
are the result of multiplication of each of the right hand side variables and a set of dummy variables 
for each industry. By introducing this interaction terms in the model it can be tested the behavior of 
MNEs at industry level across all the European countries. 

By looking at Table 3 it can be observed that in most of the cases the coefficients are not statistically 
significant, thus it cannot be inferred the presence of an impact of labor productivity at industry level. 
However in two of the cases, for the mining sector and for energy sector, the labor productivity has a 
positive and statistically significant effect on the turnover. This suggest that this two industries are 
more sensitive to their wage adjusted productivity. For further research it could be analyzed the impact 
of the personnel cost on the total cost structure. 

Table 6 shows that for manufacturing, energy and retail sector the turnover is dependent of the number of 
employees. This suggest that the activities in this sectors are mostly scalable with the number of 
employees, and in order to attain a higher turnover an exogenous increase of activity is needed (e.g. retail) 
and such an increase also implies a correlated increase in the number of employees. This result is 
particularly insightful, suggesting that in the other sectors the value added is dependent on other resources 
or factors, such as technological endowment, research or innovation rather than the number of employees. 
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In the case of investments (using a one year lag) per person it can be observed that only the energy 
sector is sensitive to this factor. This may suggest that this sector has a high dependency on new 
investments in order to maintain or increase its turnover.  

It is very important to mention that this interaction terms stress only the influence of each separate 
sector of activity keeping together any heterogeneity caused by country specific context that reflects 
on the performance of the companies.  

4. Conclusions 

The purpose of this paper was to test if the MNEs acting in different industries react differently to the 
same factors that influence the turnover. As it can be seen, all factors took into consideration in the 
model are statistically significant and have a positive influence on the turnover of the firm at 
aggregated level, for all the industries selected, for each of EU member country. However, when we 
go further to isolate the effects of each industry it can be noticed that only some industries react to 
these factors especially to the number of employees (e.g. mining sector, energy sector). Moreover, 
since all the factors included in the model are expressed at “per employee” level, it is not surprising 
that the sectors that react to the other factors other than the number of employees are the same sectors 
that have a high dependency on the number of employees. Still the results prove to be useful for 
further research, suggesting that on the analysis of the aforementioned sectors, the number of 
employees and the structure of labor costs have a very important role, whereas in the other sectors the 
analysis revealed that the added value comes from other sources rather than the quantity of labor. A 
further refinement of the economic factors included in analysis to account for innovation, intra-
industry trade and also for institutional factors such as EU directives, European and national context 
can lead towards a meta-environmental approach as the one suggested by De Jong et al. (2011) but 
instead on focusing on specific MNEs, the focus will be on industries at EU level.  
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Annex 
 
Table 3. The impact of cost adjusted labor productivity on turnover per firm  

 (1) (2) (3) (4) 

VARIABLES 
turnover 
per firm 

turnover 
per firm 

turnover 
per firm 

turnover 
per firm 

vafc 1.315*** 1.467*** 1.063*** 1.749***
 (0.175) (0.166) (0.168) (0.187)
labprdcost -53.68 -114.9** -132.9*** -32.81
 (33.39) (50.52) (48.57) (36.72)
empfrm 234.4*** 213.9*** 223.0***  
 (14.85) (13.49) (13.17)  
Mining and quarrying 101.3*** 160.4*** 104.7** 74.09*
 (34.55) (50.92) (49.48) (37.93)
Manufacturing 56.55 106.8* 115.8* 51.59
 (51.14) (61.93) (59.40) (56.15)
Electricity, gas, steam and air conditioning supply 113.9*** 160.3*** 134.9*** 95.17**
 (34.28) (50.79) (48.93) (37.71)
Water supply; sewerage, waste management and remediation activities 39.66 92.40 85.71 25.80
 (47.10) (59.25) (56.93) (51.61)
Construction 34.61 98.29 94.78 -4.584
 (49.49) (60.20) (57.98) (54.01)
Wholesale and retail trade; repair of motor vehicles and motorcycles 44.72 79.34 96.88* -5.282
 (39.55) (61.24) (58.86) (43.19)
Transportation and storage 52.08 93.22 85.44 14.41
 (52.06) (62.84) (60.35) (57.03)
Accommodation and food service activities -122.5* -66.33 -63.59 -35.53
 (68.48) (76.14) (72.98) (75.02)
Information and communication 53.16 100.2* 86.32 11.03
 (44.94) (57.39) (55.12) (48.43)
Financial and insurance activities - - - - 
   
Real estate activities 53.07 110.6** 97.06** 24.16
 (33.85) (50.56) (48.62) (37.20)
Professional, scientific and technical activities 41.34 59.02 40.32 -4.830
 (46.71) (73.13) (70.26) (48.73)
labprdpers 111.0***  
 (13.31)  
d_administrative_labprdcost   
linvemp 8.981* 8.632*  
 (4.715) (4.630)  
Constant 1,737 6,235 4,166 22,188***
 (3,842) (4,072) (3,932) (3,932)
Observations 1,460 1,315 1,315 1,466
Number of cross sections 329 310 310 329
Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1 
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Table 4. The impact of labor productivity per worker on turnover per firm  
  (1) (2) (3) (4) (5) 

VARIABLES 
turnover 
per firm 

turnover per 
firm 

turnover 
per firm 

turnover 
per firm 

turnover 
per firm 

vafc 0.259 0.174 0.790*** 1.223***
 (0.379) (0.382) (0.178) (0.408)
labprdpers 23.17 111.9 235.7 -102.3 -23.82
 (273.5) (251.4) (369.2) (155.4) (273.2)
labprdcost -22.09***  
 (7.600)  
empfrm 476.8*** 471.8*** 230.6***  
 (28.97) (29.24) (14.12)  
invemp 15.73 -0.0429  
 (11.40) (5.909)  
Mining and quarrying 35.95 -30.51 -152.3 206.3 73.14
 (274.5) (252.1) (369.4) (155.2) (274.0)
Manufacturing 366.6 144.5 42.45 372.0** 185.9
 (340.6) (316.0) (410.3) (170.3) (344.9)
Electricity, gas, steam and air conditioning supply 431.1 297.2 198.9 349.8** 456.4*
 (276.1) (253.5) (370.0) (155.2) (275.4)
Water supply; sewerage, waste management and remediation 
activities 56.84 -26.12 -151.4 203.9 100.6 
 (360.2) (330.3) (428.3) (181.1) (359.5)
Construction -79.20 -70.40 -189.1 143.0 -53.28
 (362.3) (332.2) (425.4) (181.7) (361.4)
Wholesale and retail trade; repair of motor vehicles and motorcycles -45.32 -7.215 -99.84 244.6 -96.16
 (316.9) (291.2) (398.8) (170.4) (316.4)
Transportation and storage 87.38 47.60 -59.53 248.3 102.3
 (382.8) (350.3) (439.7) (185.4) (381.8)
Accommodation and food service activities -92.78 -515.1 -590.6 -341.7 -73.96
 (762.4) (692.9) (738.6) (299.0) (760.7)
Information and communication 52.04 14.50 -96.58 198.1 20.81
 (315.4) (288.5) (392.0) (162.7) (314.7)
Financial and insurance activities - - - - - 
   
Real estate activities -28.41 -94.95 -223.6 148.4 16.27
 (275.8) (253.4) (370.1) (155.5) (275.4)
Professional, scientific and technical activities -111.7 -2.647 -101.1 129.4 -101.7
 (351.0) (321.1) (425.0) (176.4) (350.1)
Constant 24,440** -24,428*** -25,562*** -562.2 23,207**
 (9,626) (9,077) (9,241) (3,640) (9,625)
Observations 1,468 1,468 1,442 1,435 1,468
Number of cross sections 333 333 331 327 333
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Table 5. The impact of investments per employee on turnover per firm 
  (1) (2) (3) (4) (5) 
VARIABLES turnover per firm turnover per firm turnover per firm turnover per firm turnover per firm
vafc 1.889*** 1.585*** 1.155*** 1.155***

(0.201) (0.205) (0.189) (0.189)
Mining and quarrying -11.05 -15.16 -0.921 -6.877 -257.8 

(21.03) (178.5) (20.87) (19.15) (156.9)
Manufacturing 257.0 173.7 272.7 108.1 -142.9 

(539.2) (586.0) (533.1) (488.5) (512.8)
Electricity, gas, steam and air conditioning 
supply 22.53*** 38.23 19.42*** 19.34*** -231.6 

(6.594) (177.3) (6.544) (6.001) (155.8)
Water supply; sewerage, waste management 
and remediation activities -58.79 -65.72 -48.25 -37.61 -288.6 

(140.5) (228.8) (139.0) (127.4) (201.1)
Construction 16.48 22.75 20.45 20.53 -230.4 

(153.8) (238.6) (152.1) (139.5) (209.0)
Wholesale and retail trade; repair of motor 
vehicles and motorcycles 4.103 21.04 5.701 6.180 -244.8 

(21.55) (178.6) (21.32) (19.55) (156.9)
Transportation and storage -30.92 -16.79 -33.65 -85.12 -336.1 

(186.1) (262.3) (184.1) (168.9) (229.8)
Accommodation and food service activities 74.75 70.50 79.96 -288.3 -539.2**

(207.1) (278.8) (204.9) (189.3) (246.6)
Information and communication -31.23 -47.99 -23.73 -41.35 -292.3 

(194.6) (268.7) (193.2) (177.1) (235.8)
Financial and insurance activities -695.8 84.25 -548.5 -1,271 -1,522 

(4,512) (660.6) (4,428) (4,004) (4,007)
Real estate activities -4.571 6.835 -11.74 -11.73 -262.7*

(10.19) (177.5) (10.15) (9.306) (155.9)
Professional, scientific and technical activities 2.314 11.37 1.894 -0.191 -251.1 

(18.11) (178.2) (17.92) (16.43) (156.5)
Administrative and support service activities -10.23 -25.32 251.0 

(170.5) (168.7) (155.7) 
linvemp -9.260 251.0 

(177.2) (155.7)
labprdpers 59.18*** 71.91*** 71.91***

(9.776) (8.994) (8.994)
empfrm 248.8*** 248.8***

(15.48) (15.48)
Constant 28,356*** 36,812*** 23,848*** 119.8 119.8 

(7,825) (7,745) (7,740) (7,154) (7,154)
Observations 1,321 1,329 1,319 1,319 1,319 
Number of cross sections 316 318 314 314 314 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Table 6. The impact of number of employees per firm on turnover per firm 
  (1) (2) (3) (4) (5)

VARIABLES 
turnover 
per firm 

turnover 
per firm 

turnover 
per firm 

turnover 
per firm 

turnover 
per firm 

vafc 0.651** 0.194 0.194 0.185
 (0.309) (0.312) (0.312) (0.315)
Mining and quarrying 166.6*** 99.34 197.1*** 125.7* 124.0
 (61.13) (65.19) (60.48) (75.63) (76.26)
Manufacturing 264.9*** 257.5*** 320.6*** 249.2** 250.8**
 (93.73) (99.42) (92.70) (101.6) (101.9)
Electricity, gas, steam and air conditioning supply 1,474*** 1,423*** 1,460*** 1,389*** 1,381***
 (45.72) (64.56) (45.13) (64.17) (64.83)
Water supply; sewerage, waste management and remediation activities 157.5 99.22 173.8 102.4 102.5
 (113.8) (120.4) (112.1) (120.2) (121.4)
Construction 220.6* 160.0 249.1* 177.7 178.7
 (130.7) (137.0) (128.8) (135.7) (136.5)
Wholesale and retail trade; repair of motor vehicles and motorcycles 464.0*** 460.2*** 571.4*** 500.0*** 508.4***
 (173.5) (175.3) (171.7) (176.1) (189.0)
Transportation and storage 161.1 108.5 190.8* 119.4 124.4
 (112.9) (120.3) (111.3) (119.2) (122.3)
Accommodation and food service activities 44.67 -17.41 62.26 -9.133 -8.603
 (64.77) (78.53) (63.86) (77.80) (78.77)
Information and communication 214.9* 167.6 233.6* 162.2 163.4
 (128.0) (134.2) (126.1) (133.0) (134.9)
Financial and insurance activities 15.52 -33.38 63.37 -8.025 -6.333
 (269.4) (243.1) (265.1) (268.5) (268.3)
Real estate activities 78.92 14.25 134.7 63.31 65.17
 (280.8) (282.8) (277.1) (280.5) (282.9)
Professional, scientific and technical activities 182.2 139.0 257.2 185.8 178.3
 (267.7) (269.1) (264.1) (266.9) (271.0)
Administrative and support service activities 58.64 71.39   
 (46.98) (46.32)   
empfrm 61.95 71.39 72.23
 (46.69) (46.32) (46.56)
labprdpers 102.4*** 102.4*** 106.5***
 (15.67) (15.67) (16.06)
invemp  2.306
  (10.42)
Constant 5,688 6,980 -5,436 -5,436 -5,970
 (6,238) (6,120) (6,370) (6,370) (6,448)
Observations 1,468 1,486 1,468 1,468 1,442
Number of cross sections 333 339 333 333 331
Standard errors in parentheses   
*** p<0.01, ** p<0.05, * p<0.1   
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Abstract. The aeronautics industry is one of the key high tech sectors which contributes to the benefits that 
aviation bring to society. Nevertheless, in the last few decades the aeronautics industry has faced a growing 
competitive pressure. This pressure had some effects on the aircraft industry cooperation, considering the large 
number of actors involved in a program of developing an aircraft. Also, the product features have a direct 
influence on the know-how and technological production. Analyzing the evolution of the European aviation 
industry structure, the consolidation processes, transformation and cooperation have led to improved results in 
the aviation industry. Cooperation between aircraft components suppliers in various forms has influenced the 
increase in market share of European aeronautics industry worldwide. However, cooperation in the aviation 
industry has reached a significant level, mainly due to the need of sharing the development costs. The aviation 
industry includes a series of categories of suppliers that are participating in the development of an aircraft. The 
main objective of this paper is to explain the relationships between the aerostructure suppliers, in order to 
highlight the form that cooperation takes in this sector of aerostructure components. 
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I. Introduction 

Along with the globalization of the economy, the market competition from aircraft industry has 
intensified and the strategies of the development programs have been adapted accordingly. The 
challenge today, whether it is a commercial program or a contract from government is to introduce on 
the market a product that will meet the technical and performance requirements in terms of costs and 
working time. According to the Global Market Forecasts (Airbus GMF 2015 to 2034) it is expected 
that the need for products from the aviation industry will continue to grow in the near future, in all 
segments of the industry. Therefore, to meet the air traffic growth, commercial airlines continue to buy 
new aircrafts aiming to reduce their operating costs. In this context, the supply chains of the 
aeronautical programs have had continuous transformations both on the aircraft manufacturing 
company (OEM) level and also on its suppliers level. They had to optimize their total productivity and 
to maintain a highly dynamic and efficient workforce (Song et al., 2013). Analyzing the evolution of 
the European aviation industry structure, the consolidation, transformation and cooperation processes 
have led to improved results in the aviation industry. Cooperation between aircraft components 
suppliers in various forms has influenced the increase in the market share of European aeronautics 
industry worldwide. However, cooperation in the aviation industry has reached a significant level, 
mainly due to the need of sharing the development costs. The aviation industry includes a series of 
categories of suppliers that are participating in the development of an aircraft. The main objective of 
this paper is to explain the relationships between the aerostructure suppliers, in order to highlight the 
form that cooperation takes in this sector of aerostructure components. 

 

II. Determinant factors of cooperation in the aviation industry 

The efficient administration of each program from the aerospace industry is the main aim of each 
segment of the industry. The ability to coordinate and synchronize every stage of a program in the 
aerospace industry is the key to future competitiveness and long-term success. 

To develop, manufacture, assemble and test their products, aircraft manufacturers (OEM) are based on 
a global extensive network partner. But a prerequisite for the launch of a new important product is to 
create a global secure network. This is necessary in order to create a partnership to operate during each 
phase of the product life cycle, since the design phase of the concept to market exit. Also, in order to 
launch an aircraft development program it is necessary pooling a number of factors, such as those 
mentioned below: 
 Integrating a key set of global partners from different segments of the aircraft industry 

(aerostructures, systems and equipment, etc.). 
 Achieving a significant progress to accomplish a number of critical performance values. 
 Implementing a strategy that incorporates the most advanced manufacturing technologies. 
 Adopting of a plan of services and support that can provide world-class services anywhere, anytime. 

The ultimate goal is to increase the competitiveness of the European civil and defence aviation 
industry by enhancing the collaboration and communication between suppliers and their customers 
(Supply On). Aircraft manufacturers begin to assign increasingly more tasks to their suppliers, by 
increasing their degree of responsibility. The role of suppliers is becoming more and more important 
and this is particularly evident during the development of new aircraft. Therefore, the problems that 
suppliers face, have a significant influence on the aircraft design and manufacturing, and also over the 
entire life cycle of the aircraft. 



The aviation industry organization: Case of Airbus Group aerostructure suppliers 
 

 
 

17

The efficient management of work packages by suppliers, can significantly contribute to reduce the 
production costs of the whole program. But the most important aspect will always be the safety 
objective, the priority of the major aircraft manufacturers who decide the new aircraft development 
programs. An important factor are the common requirements of airworthiness certification of the 
authorities such as EASA (European Aviation Safety Agency), FAA (Federal Aviation 
Administration), CAAC (Civil Aviation Administration of China of). As mentioned by Song et al. in 
his article by this regulations the aircraft manufacturers should assume the responsibility regarding the 
safety target of the aircraft programs. This means that the main producer is responsible for the entire 
systems and equipment made by selected suppliers. 

Therefore, the companies that launch new aircraft programs are forced to expand the organization 
design procedures to their selected suppliers. They can not oblige the suppliers to have a DOA (Design 
Organisation Approval, Handbook, 2009). Companies that launch development programs support their 
suppliers in order to accomplish their responsibilities under the development project of an aircraft. It is 
also necessary not only to continue the process improvement, but to integrate of the external partners 
in the business processes. This is accomplished through the interface between them, in order to build a 
complete system design assurance, which covers all systems and components. The strong and 
intensive cooperation and collaboration with suppliers and high quality requirements, are hallmarks of 
the aerospace industry. Globally, the companies that are operating in all market segments of the 
aircraft industry are Airbus and Boeing. The two companies have very similar product lines. Both 
companies provide aircraft for passengers and for freight. However, Airbus and Boeing are confronted 
with other world competitors, such as Embraer and Bombardier and operators in Russia as Irkut – 
United Aircraft Corporation, China (COMAC) and Japan (Mitsubishi Honda Aircraft and aircraft), 
which in turn focuses on increasing market share. Although these companies manufacture final 
products, such as small airplanes and missiles, none of them manufacture products for all segments of 
the aviation market as the two companies. Airbus and Boeing have adapted their supply chains during 
aircraft development programs. Boeing designed a new supply chain where suppliers became involved 
with their own financial resources in the design, manufacture and integration of major sections of the 
aircraft, based on the general specifications set out in it. Unlike Boeing, Airbus extended its 
outsourcing process but still controls the entire value chain. The company interferes when suppliers 
face a problem. Also, Airbus requires suppliers to meet certain conditions to be able to accomplish the 
necessary requirements, including regulatory requirements. This makes Airbus to understand better the 
ability of suppliers to follow a system design that fits to the needs of the company (Airbus 2014). The 
knowledge and expertise in designing and building aircrafts have become increasingly complex over 
time. Aircraft manufacturers such as Airbus, Boeing, Bombardier and Embraer are therefore unable to 
monitor all the activities involved, and tend to focus on their core competencies by adopting the role of 
integrators, or (OEM) original equipment manufacturer. 

 

III. The European Aeronautics Industry Organisation. Airbus Group 

Airbus, the European company active in all segments of the aerospace industry had as basic strategies 
primarily the industrial cooperation and the creation of partnerships with major companies around the 
world, reaching on a global network with more then 7,000 suppliers. They all contribute to the aircraft 
product line. Over the time, the new aircraft programs have changed the supply chain structure. This 
had also an impact on the suppliers supply chain. In addition, to every step of the supply chain there 
are requirements for traceability and compliance phases. To manage all these complexes, it requires a 
well-thought strategy of the supply chain and the timeliness of production in the supply chain. 
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Airbus has already adopted a partnership model with strategic tasks-sharing contracts. Airbus has 
introduced a new form of collaboration with suppliers called Extended Enterprise to create a better 
collaboration with them. This new strategy was introduced in the last aircraft development program, 
the A350XWB (Airbus 2014). The company's direct suppliers were classified into several categories: 
 Suppliers of aerostructure. 
 Suppliers of components and materials. 
 Suppliers of equipment and systems. 

In addition there is also included the procurement of indirect goods and services for different tools, 
machinery, engineering services, consulting, IT equipment and office this being the responsibility of a 
joint service unit of Airbus Group, as shown in Figure 1 (Airbus Procurement, 2013). 

As indicated by one of the executive directors of a first-tier supplier: the supply chain in the aircraft 
industry consist on choosing the right partners (Wyman, 2015). The new strategy addressed Airbus has 
reduced the number of suppliers in the last A350XWB development program. Compared to the A380 
development program which had 200 direct suppliers, in the last program A350XWB, Airbus has 
reduced the number of suppliers from 90 to 200 (Wyman, 2015) . In 2014 the company published the 
list of her direct suppliers for each category, listed above. Obviously, these suppliers were selected 
based on criteria set by Airbus. Their selection was based on the acquisition of skills such as expertise 
in aerospace, defense and security; ability to be involved during the stages of software development. 
Also, the suppliers must be able to overcome the critical situation to accomplish the proposed work 
package. Such relationships are formed only after a long collaboration with Airbus, allowing it to 
review the quality of suppliers. 

 

IV. Consolidating the relation and cooperation with suppliers 

The trend of the manufacturing companies is to consolidate the supply base recommending to direct 
suppliers to adapt their supply chains. This is evident in the aerostructures segment where 
fragmentation is still high, fig. 2. Airbus has always supported consolidation among its suppliers. They 
also received support from public authorities and, either through existing funding bodies or creating 
dedicated funds to support consolidation. 

An example of consolidation among suppliers of aerostructures is the merger of Aerolia and Sogerma 
Company that led to creation of Stelia Company. Aerolia Company was created when Airbus has 
outsourced its nose fuselages manufacturing parts in 2009. Both companies, Aerolia and Sogerma are 
subsidiaries of Airbus Group. By merging the two, Stelia became the third company that manufacture 
aerostructures on global level and leader on European market (Industry News, 2014). 
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Figure 1. Organisational Structure 

  

 

  
 

 

 

 

 

 

Source: Airbus Procurement Organization & Major Suppliers. 
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Figure 2. Procurement Aerostructure sub-groups 

 

Source: Airbus Procurement Organization & Major Suppliers. 

Also a form of industrial consolidation and cooperation is the partnership BELAIRBUS that was 
formed by Sonaca, ASCO and EURAIR companies. This partnership deals with the management of 
commercial, financial and administrative AIRBUS contracts while the engineering and the industrial 
activities has subcontracted to its shareholding companies (Belairbus, website). 

Another example is the aerostructures supplier Spirit Aero, established in 2005, when Boeing 
Commercial Airplanes sold its Wichita, Kansas division (fuselage and cockpit) (Wiman, 2015). Spirit 
Aerosystems became an independent company. Another form of consolidation that Airbus has tackled 
in the cooperation with suppliers was of intervening when his suppliers face obstacles. PFW 
Aerospace, a leading supplier for the development programs A350XWB and A380, Airbus was 
purchased in November 2011 to overcome major financial problems. Airbus has bought 51% stake 
from German supplier (Flatt, 2011). Latécoère, another supplier of aerostructures, participated in 
negotiations with Airbus Group (EADS at the time) on the possibility of merging or acquisition of 
subsidiaries of  Airbus (Boursier.com, 2008). 

An important element is also the geographical location of the contractor regarding the awarding of a 
contract (Schussel, 1967). To improve responsiveness and diversification of its local units Aerolia has 
created subsidiaries in Toulouse, Méaulte and Saint-Nazaire. Also, they opened a subsidiary in 
Hamburg, which is just near to the Final Assembly Line for the A320 range Airbus aircraft. The 
purpose of this branch is to rectify any complications that arise during the integration of the work 
packages under the responsibility of Aerolia (Aerolia, 2011). The majority of the suppliers are located 
in countries as France, Germany, United Kingdom, Spain, Italy. These are also the countries where 
aerospace sector predominates at European level. Otherwise, the suppliers have expanded workforce 
in developing countries such as Romania and on the global level in India, Mexico, Brasilia, China. 

The research programs are representing also a way of cooperation between Airbus and suppliers. 
Suppliers are becoming more involved in these research programs development. The largest European 
program is Clean Sky. Its mission is to develop innovative technologies to significantly increase the 
environmental performance of aircraft and air transport. 
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Aernnova is one of the suppliers that take part on this initiative funded by the European Commission 
and industry. Aernnova Company was also selected to participate in the two phases of this program, 
Clean Sky I and II. Another supplier GKN Aerospace has been selected as a partner for two projects 
under the EU aeronautical research program, Clean Sky 2. The company contributes significantly to 
the project for the engines development, led by Safran, MTU and Rolls-Royce and on the aircraft 
project large passenger (APL), led by Airbus (CALIENDO, 2015). Moreover GKN Aerospace has 
been nominated for the European Clean Sky Initiative awarded for his results in Clean Sky I (GKN, 
2015). Besides of their relations and co-operations, suppliers should rethink their supply chains to 
offset the weak elements that appear in their value chain management. These challenges have a 
profound impact on the relationship between major industry players, each of them must actively 
integrate more complex activities. Below, it is attached the list with the main aerostructure suppliers 
selected by Airbus to have an image on the complexity of the aerostructures segment. 

Table 1 
Main Airbus Procurement Aerostructure Suppliers 
AERNNOVA 
AEROLIA 
ALENIA 
AVIC INTERNATIONAL 
BELAIRBUS 
DAHER SOCATA 
DIEHL AIRCABIN 

SOGERMA
EFW 
EUROCOPTER 
FACC 
FOKKER 
GKN 
KOREA AEROSPACE 

LABINAL
LATECOERE 
LATELEC 
PFW 
PREMIUM AEROTEC 
SPIRIT 
VOUGHT 

 

V. Conclusions 

Analyzing the organizational structure of the aviation industry as an entire network, we can notice that 
it has made progress in each segment. The knowledge and expertise to design and build aircraft have 
become increasingly complex over time. Aircraft manufacturers such as Airbus, Boeing, Bombardier 
and Embraer are therefore unable to monitor all the activities involved, and tend to focus on their core 
competencies by adopting the role of integrators or OEMs. 

Airbus, the European company active in all segments of the aerospace industry had as core strategies 
primarily the industrial cooperation and the creation of partnerships with major companies around the 
world, reaching on a global network with more then 7,000 suppliers. Airbus has introduced a new 
form of collaboration with suppliers called Extended Enterprise to create a better collaboration with 
them. Such relationships are formed only after a long period of collaboration with Airbus, allowing it 
to review the quality of suppliers. The trend of the manufacturing companies is to consolidate the 
supply base recommending to its direct suppliers to adapt their supply chains. This is obvious in the 
aerostructures segment where fragmentation is still high. In the present study we focused on the 
aerostructure suppliers.  The main objective was to analyze the relationships between aerostructures 
suppliers of Airbus Company. Among this we have highlighted some form of cooperation in this 
sector of aerostructure components, such as the merger between suppliers and tools offered by Airbus 
and other institutions. 

Also, the research programs represent another way of cooperation while supporting the needs of 
society. At the same time air transportation requirements for the 2050s, causes a massive 
reorganization and new partnerships to develop new technologies supported. A number of major 
initiatives at EU level offer a unique opportunity to integrate the research and technological potential 
existing at a global level within strategic partnerships targeting a new air transport system. 

 



Daniela Mocenco 
 
22

 
References 
 
Aerolia magazine (2011). Innovating to win. p. 5. 
Aerospace - Technology & Innovation (2015). GKN Aerospace nominated for Clean Sky ‘best project’ award. 
Airbus Group. (2014).Title: Airbus Global Market Forecast (GMF) – titled “Flying by Numbers,” 2015-2034. 
Airbus Group. (2014).Title: Corporate Responsibility & Sustainability. Report Responsibility Made By Airbus Group, p. 63. 
Airbus Procurement (2013). We make it fly together. Airbus Procurement Organisation & Major Suppliers. 
Boursier.com (2008).  EADS : Airbus et Latecomer mettent fin à leurs discussions sur la cession des sites français (official).  
Caliendo, H. (2015). GKN Aerospace will work on Clean Sky 2 aeroengine projects. Industry News. 
Department of civil aviation Malaysia, 2009. Design Organisation Approval Handbook. ISSUE 1. 
Flattie, J. (2011). Airbus to Buy Majority Stake in German Supplier PFW Aerospace. Aviation Daily. 

http://aviationweek.com/awin/airbus-buy-majority-stake-german-supplier-pfw-aerospace 
Industry News (2014). Aerolia and Sogerma merge into Stelia Aerospace. Source: Composites World. Retrieved at: 

http://www.compositesworld.com/news/aerolia-and-sogerma-merge-into-stelia-aerospace 
Schussel, G. (1967). Characteristics and Problems of Aerospace Company Management. The Journal of the Astronautical 

Sciences. Vol. XIV. No. 1. pp. 27-34. Jan.-Feb. 
Supply On Aerospace Brochure. We make Supply Chains successful. The collaboration platform that ensures successful 

collaboration with your business partners within the aerospace industry. 
Tao Song, Yan Li, Jiashan Song and Zhao Zhang (2013). Title: Airworthiness considerations of supply chain management 

from Boeing 787 Dreamliner battery issue. 3rd International Symposium on Aircraft Airworthiness, ISAA 2013. 
Wiman, O. (2015). Title: Challenges for European Aerospace Suppliers. Marsch & McLennan companies.  



FtableFFet al 
 

 
 

 
 
 

 
 

 
 
 

 
 
 
 

 

The evolution of the living standard and the economic  
crisis in Romania 
 
Raluca Andreea POPA 
Bucharest University of Economic Studies, Romania  
Raluca.popa@economie.ase.ro 
Cristina BOROVINĂ (COJOCARU)  
Bucharest University of Economic Studies, Romania 
C_borovina@hotmail.com 
 
Abstract. The current economic crisis has affected not only the institutions and enterprises but also the main 
standard of living of the population. There are a number of factors, both economic and social in a country that 
shows information about the current state of progress in living standards. It may be listed a number of factors 
which influence the welfare of nations such as per capita income, expenses and the composition of the CPI 
basket, taxes, fees, crediting the charge, access to education and health care. The main goal of this paper is to 
analyze the evolution of living standards of Romania and how the economic crisis has brought positive or 
negative influences. The analysis is structured in four parts. The first part is studying the literature on the topic 
of living standards. The second part comes to providing information on national indicators of living standards, 
in the third part it goes further and provides a regional analysis of indicators of living standards. In the last part 
it is conducted an econometric study of the poverty rate dependence on loans, taxation and aids received from 
the state. All four sides will lead to outlining the main conclusions of the study. 
 
Keywords: economic crisis, living standard, sustainable development. 
 
JEL Classification: I3, C3, O1. 
 
 
 
 
 
 
 
 
 

Theoretical and Applied Economics. Special Issue 
Volume XXIII (2016), pp. 23-34 
 



Raluca Andreea Popa, Cristina Borovină (Cojocaru) 
 
24

Introduction 

The living standard of a nation shows the degree of welfare which has been acquired in time.  Although 
there have been several attempts in this respect, neither nationally nor internationally has an indicator 
been defined, which would include all the aspects of the living standard, and provide a perspective of the 
global positioning of economies. In order to identify the living standard, one often resorts to studying a 
mix of indicators reflecting aspects of income, expenses and increase at the level of households and 
national economy. There are numerous authors who have contributed to the construction of a living 
standard indicator, which was intended to sum up social and economic indicators that imply working 
with scales and weights which do not reflect the foundation of the welfare economy.   

The most often encountered comparisons among countries regarding living standard and development 
are made by means of the gross domestic product per capita. The use of this indicator has repeatedly 
been criticized; the most frequent criticism has reported that GDP mostly includes aspects related to 
the aggregated production of a country, and not the welfare of the population. In the structure of this 
indicator there are no components reflecting the social and environmental aspects, externalities of the 
production and consumption. An example in this respect could be the industries, which have a high 
level of pollution, and cause health issues for the population, which in their turn generate costs for the 
medical treatment; in this case, both the production of the polluting industry and the medical services 
shall be included in the GDP. Consequently, GDP can reflect aspects of the welfare growth in time, 
while other social indicators could record decreases, and on the whole, the impact on the living 
standard would be a negative one. Also, the insufficiency of the income signals an underdevelopment 
of the country but the development cannot only be explained by means of the economic performance.  

The analysis of GDP only as an indicator of the living standard of a country is not sufficient. In order to 
perform a relevant study, social indicators must also be take into account. The Human Development 
Index, launched in 1990, is based on the idea of including human development concepts. Dowrick, 
Dunlop and Si Quiggin (2003) have performed a research on a number of 59 countries, in which they 
suggest a manner of quantifying welfare by means of GDP and other social indicators such as life 
expectancy, salaries, estimated life costs.  Rahman, Mitterlhammer and Wandschneider (2003) suggest a 
composite index of welfare based on eight social dimensions, each including indicators of social 
relations, emotions, health, labour, material welfare, civil and political freedom, personal security and 
quality of the environment. The index has been enforced in 43 countries. McGillivray (2005) has 
performed an analysis of the main components of HDI, to which he has enforced estimations using 
regression in order to extract an aggregated indicator of the non-economic aspects of the human welfare. 

In 2006, the World Bank has brought up notions such as increase quality and pro-poor growth, which 
highlight greater preoccupations for the non-monetary aspects of welfare.  

Considering these researches, we have developed an analysis of Romania's living standard during the 
economic crisis using indicators such as: Per capita GDP, average salary, income inequality index, 
GINI index, poverty rate, social exclusion rate, material deprivation rate, total average consumption 
expenses per household, total average incomes per household.  

 

The living standard in Romania 

Besides the social and environmental aspects, in order to capture the living standard, it is important to 
mention the development degree of a country, as well as the manner of distributing the incomes. In 
order to capture as realistically as possible the situation in Romania regarding the living standard, here 
is the evolution of the GINI index, of GDP/capita, and of the Income Inequality Index nationally. 
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The GDP indicator/capita best approximates the added value of the production in relation to the level 
of population, economic growth and economic development of a country, which shows how many 
dollars, on an average, come to an inhabitant during one year. As compared to countries in the 
European Union, Romania has low GDP values/capita, while there are states with values over 30.000 
dollars per capita, and as one can see in the following table, the highest value of GDP/capita for 
Romania is 9,996.6 dollars in 2014. This value is 5 times lower as compared to Austria, which has the 
best performance, and 4 times lower than the EU average, i.e. 28. However, one can find that, starting 
2009, the GDP/capita has shown an increasing trend, as it is 23.88 higher in 2014 than in 2009. This is 
a positive aspect for the improvement of the low living standard in Romania, as it has the best 
performance in the European Union regarding the economic increase in 2014. 

Table 1. GINI and GDP/capita Indices in Romania, 2007-2014 
  2007 2008 2009 2010 2011 2012 2013 2014
GINI Index (percentages) 37.8 36.0 34.9 33.3 33.2 33.2 34.0 34.7
GDP/capita (dollars) 8,169.97 9,949.1 8,069.02 8,139.14 9,063.70 8,445.29 9,489.69 9,996.6

Source: Data base of the World Bank and Eurostat, 2015. 

Moving forward with the analysis, we have taken into account the evolution of the GINI index, which 
measures the distribution of the incomes in a country among its residents. The index has values 
between 0 and 1 or between 0 and 100%, where the zero value shows the missing disparity between 
the poor and the rich, and 1 shows perfect inequality between the rich and the poor. In the case of 
Romania, the index takes values over 30% but one can see a decreasing trend starting 2007 until 2013, 
and then a 2% increase in 2014. From this point of view, the incomes distribution situation in Romania 
is not very much different from the situation to be found in the developed countries of the European 
Union, as EU 28 recorded a 31% value of the GINI index in 2014, as compared to Romania, whose 
value is 3.4% lower. The lowest value in the European Union is recorded by Belgium with 25.2%, 
while the highest is recorded in Latvia, i.e. 35.5% in 2014.  

For an even more complete image of the inequality of the incomes, they have also analysed the 
Incomes Inequality Index, calculated by the National Statistics Institute, which shows how much 
higher the incomes available per adult-equivalent (including or excluding the equivalent value of the 
consumption from inherent resources) obtained by the richest persons are as compared to the incomes 
obtained by the poorest persons, of the distribution of the population depending on the income 
available per adult-equivalent.  

Diagram 1. Income Inequality Index 

 
Source: own processing, TEMPO data base, 2015. 

The values show that, on an average, the incomes of the rich people are 6.46 times higher than those of 
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income inequality does not reflect an increase of welfare but a decrease of the incomes obtained by the 
rich due to the economic crisis. Starting 2010, the income inequality has started to grow, reaching a 
10% higher value in 2013. 

The national status of welfare is given by the regional evolution of several social and economic 
factors. A regional analysis comes to complete the living standard image. 

 

The living standard in the development regions of Romania 

Romania is divided into eight development regions: West, North-West, Center, North-East, South-
West, South-Muntenia, South-East, and Bucharest-Ilfov, Depending on the economic and social 
evolution in the region, several degrees of development are recorded in their case. According to the 
degrees of development, disparities have occurred in time. The occurred differences affect the media 
and the dispersion, as compared to the average, of the nationally studied indicators, and are reflected 
by the welfare overview of Romania. A comparative analysis among the regions of the indicators 
showing the living standard comes to complete the overview of the national welfare. The following 
factors have been analysed: poverty rate, social exclusion rate, material deprivation rate, incomes and 
expenses of the population at regional level, gross average salary.  

 Poverty rate 

The relative poverty rate is defined, according to the methodology of the National Institute of 
Statistics, as the weight of the poor persons (according to the relative estimation method) in the total 
population. They consider to be poor the persons from the households that have an income available 
per adult-equivalent (including or excluding the equivalent value of the consumption from own 
resources) which is lower than the level of the poverty line. The indicator is sometimes encountered 
under the name of "at-risk-of-poverty rate". In the table below, one can see the description of the 
evolution for the eight regions during 2007-2013. 

Diagram 2. The "at-risk-of-poverty rate" at regional level in Romania, percentages 

 
Source: own processing, TEMPO data base, 2015. 
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The "at-risk-of poverty-rate" in Romania has recorded, during the analysed period, an increasing trend, 
i.e. from 24.8 in 2007 at national level to 22.4 in 2013. Romania has the highest "at-risk-of poverty-
rate" in Europe, i.e. 22.4, being at a double distance from the European average of 11.3%, and at a 
considerable distance from Bulgaria whose poverty rate is 11.4%. Diagram 2 shows that Romania's 
development regions which have recorded increases of the at-risk-of-poverty rate are South-East by 
9% and West by 106%. The doubling of the poverty rate in the Western region shows that the 
economic crisis period has had a strong impact on the deterioration of the quality of life. The alarming 
increase, i.e. by 11.8 %, shows an increase of the weight of the population with incomes lower than 
60% of the national average. As compared to the other regions, for 2013, the Western region is 
halfway in the classification. 

The highest value for the poverty rate in 2013 was recorded in the North-Eastern region, i.e. 33.5%, 
while this has also been recorded by other indicators such as the low level of education, high 
abandonment rate and school leaving, low GDP per capita. As compared to 2007, one can note 
progresses in the region, as the rate value has decreased by 8.7% from 2013. 

The best performance regarding the at-the-risk-of poverty rate is recorded in the Bucharest-Ilfov 
region, where the poverty rate has decreased by 47% in 2013 as compared to 2007. Although the 
economic crisis was also present in this region, the 3.9% value of the poverty rate in 2013 is however 
a true performance from this point of view, as it is lower as compared to the best performance in the 
European Union, i.e. Denmark (5.5%). It is the only region in Romania, which has "at-risk-of poverty-
rate" values which are under the European average, while all the others are over the European average. 

 The social exclusion rate  

This rate is calculated by the National Institute of Statistics. AROPE is a composite indicator adopted 
at the European Union level within the Europe 2020 Program for promoting the social inclusion and 
diminishing poverty, and is the weight in the total population of the persons at the risk of poverty or 
social exclusion.  The persons who are the subject of the AROPE indicator are those who are in one of 
the following situations: 
 have available incomes under the line of poverty;  
 are in a state of severe material deprivation; 
 live in a household with a very reduced labour intensity.  

This is a basic indicator regarding the social exclusion within Europe 2020. The following diagram 
shows the evolution for each region of the social exclusion rate in Romania. 
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Diagram 3. The social exclusion rate at regional level in Romania, percentages 

 
Source: own processing, TEMPO data base, 2015. 

The Bucharest-Ilfov and North-Western regions have the lowest values of the social exclusion rate, 
which means that they have the lowest weight of the at-the-risk-of-exclusion population during the 
entire analysed time. The minimum rate of exclusion was recorded in 2013, i.e. 30.3% in the 
Bucharest-Ilfov region, while the maximum of 53.4% was recorded in the South-Eastern region. There 
is a significant 20 percentages difference between them, which shows that there is a large disparity 
between the regions. Only three out of the 8 regions have values lower than the average, while the 
other 5 record values higher than the 40.3% average in 2013. During 2007-2013, the social exclusion 
rate has decreased in 6 out of the 8 regions, and only for two regions (West and South-East) has it 
recorded increasing values. 

If, as per the poverty rate, Romania records values lower than Bulgaria, in the case of social exclusion, 
Romania is in a better situation, i.e. 20% in 2013. As compared to the average of the European Union 
28, Romania records a situation worse by 13%, and the conclusion is that 4 out of 10 Romanians are at 
a social exclusion risk. For 2013, Romania has a social exclusion rate of 43.6%, 26% lower than in 
2007. The figures prove that Romania is making progress in this respect, and the improvement of the 
social exclusion leads to the improvement of the living standard on the whole. 

 Severe material deprivation rate 

The National Institute of Statistics calculates the severe material deprivation rate, which is the weight 
in the total population of the persons who are in a severe material deprivation state, i.e. the persons 
aged 18 and more, who because of the lack of financial resources, cannot afford at least four of the 
following situations:   
 the payment on time, without arrears, of utilities and other current obligations; 
 the payment of a 1-week vacation per year, far from home; 
 the consumption of meat, chicken, fish (or another protein equivalent) at least every other day; 
 the possibility to cover, using their own resources, unforeseen expenses (equivalent with 1/12 of 
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 the possession of a landline or mobile phone; 
 the possession of a colour TV; 
 the possession of a washing machine; 
 the possession of a personal vehicle; 
 the payment of the adequate heating of the dwelling.  

Diagram 4. The severe material deprivation at regional level in Romania, percentages 

 
Source: own processing, TEMPO data base, 2015. 

At European level, Romania has one of the poorest performances regarding the severe material 
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For each region, the material deprivation situation is shown in Diagram 4. The national average is 
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indicators, i.e. the poverty risk and the social exclusion risk. The 2013 minimum value is reached by 
the North-Western region, i.e. 21.7%, and the highest value is recorded in the South-Eastern region. 

 Incomes and cash expenses 

Poverty and material deprivation are also reflected by the state and evolution of the incomes and cash 
expenses.  In Table 2 one can find the data regarding the difference between cash incomes and cash 
expenses for the 8 development regions, as well as in a series of statistical indicators showing this 
evolution. 
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Table 2. The difference between incomes and expenses at regional level in Romania, RON 
  2008 2009 2010 2011 2012 2013 2014 Semester 1, 2015 Semester 2, 2015
Total 151.1 208 197.6 189 184 197.1 190 272 306
 NORTH-WEST 120 151.1 117.6 167 149 155.2 187 203 236.8
 NORTH-EAST 87.52 109.7 100.5 78.6 95.8 87.18 61.3 160 118.5
 SOUTH-EAST 116.8 174.3 171.6 163 148 163.8 180 200 319.2
 SOUTH-MUNTENIA 100.8 176.1 199.8 202 177 189.1 150 272 208.9
 BUCHAREST - ILFOV 369.4 438.1 390.2 410 376 465.9 471 535 667.3
 SOUTH-WEST OLTENIA 203.5 270.2 275 220 221 206.1 208 342 374.4
 WEST 104.7 165.2 139.6 111 128 129.6 98 258 300.3
Maximum 369.4 438.1 390.2 410 376 465.9 471 535 667.3
Minimum 87.52 109.7 100.5 78.6 95.8 87.18 61.3 160 118.5
Average  156.7 211.6 199 193 185 199.2 193 280 316.4
Standard deviation 87.32 95.92 88.7 92.9 80.5 107.2 115 110 151.6

Source: own calculations, data from the TEMPO Base, 2015 

In the table above, one can find that the difference between cash incomes and cash expenses is a small 
one, which is reflected by the saving degree and low investment at individual level. The maximum 
values are recorded for the Bucharest-Ilfov region, reaching 667.3 RON in the second semester of 
2015, and the minimum values are recorded by the North-Eastern region, i.e. 118.5 RON in the second 
trimester of 2015. We can see that, in 2015, the maximum value was 5.6 times higher than the 
minimum value, while the 2008 report was only 4.2, which means that, sadly, the evolution of this 
indicator does not prove the fulfilment of the objectives set by the European cohesion policy. In 2013, 
most of the regions have recorded increases of the incomes/expenses difference, except for the North-
Eastern and Western regions, which have recorded decreases. The highest increase was recorded by 
the North-Western region, i.e. 55%, while the highest decrease was recorded for the North-Eastern 
region, i.e. 31%.  

The standard deviation measures the dispersion of the values as compared to the average, and the 
higher the data dispersion, the higher the standard deviation. In the case analysed in Table 2, the 
standard deviation has high values, which indicates a large disparity between regions regarding the 
balance of incomes and expenses. Consequently, one can conclude that, at national level, the living 
standard of the population considerably varies among the development regions. 

These living standard differences are also confirmed by the evolution of the gross average salary, as 
reported by the National Institute of Statistics. 

 The gross average salary 

Diagram 5 indicates a large discrepancy between the average earning in the Bucharest-Ilfov region and 
the other development regions, as it is approx. 1.6 times higher than the poorest performance of the 7 
regions. The disparities are not very large among the other 7 development regions, as the lowest value 
is recorded by the North-Western region, followed by the Central region. In 2014, as compared to 
2013, increases of approx. 5% have been recorded for all regions, the highest one being of 5.6% in the 
case of the Western region, and the lowest of 4.8%, in the case of the North-Eastern region. 
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Diagram 5. The gross average salary at regional level in Romania, RON 

 

Source: own processing, data selected from the National Prognosis Commission. 

As one can see, the increase is significantly over the inflation level forecasted by the Romanian 
National Bank for the end of 2014. In the Inflation Report, published on 6 August 2014, the Romanian 
National Bank forecasts an inflation level of 2.2% for the end of the year. Considering these 
evolutions, one can see that there is an increase in terms of the purchasing power owned by the 
households of the population. In nominal terms, the forecasted increase is 113 RON (from 2166 RON 
in 2013 to 2279 RON in 2014), the highest in the latest years. The impact of the gross average salary 
increase and the considerable diminution of the inflation is a positive one on the living standard, 
leading to an increase of the population welfare, even though the modification is very small. This 
conclusion is also supported by the prognoses for years 2015, 2016 and 2017, performed by the 
National Prognosis Commission, and supporting the increase of the gross average salary.  

 

The analysis of dependence relationship of poverty rate at regional  

In the following it is considered the poverty rate that approximates regional living standards in 
Romania. Depending on the available data, the study have focused on the analysis of the relationship 
between several indicators and poverty rate, considered representative to influence the current state of 
poverty at regional level. 

For the study of the dependence of poverty rate (RS) at regional level it have been used the following 
model annual data of the following indicators: loans repaid (CR_RE), taken loans (CR_L), taxes 
(impz), and aid from municipalities (AJT) at regional level during the period 2007-2014. It was 
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Southeast, South, Southwest and West. It was opted to remove from the study Bucharest-Ilfov region 
because its high level of development was altering the econometric results. The data totaling an 8-year 
time horizon which is low, and it was used the panel data analysis in order to maximize the results of 
the study. It was used Eviews 7 software. 

The dependent variable is the poverty rate (used to approximate the standard of living in the region) 
that was obtained from statistical data base of the National Institute of Statistics, TEMPO along with 
other indicators used. Specifically we associate the dependent variable independent variables: CR_RE, 
CR_L, Impz and AJT and tested the possibility of a relationship between them. All indicators have 
entered the regression in a logarithmic form. The equation that is based on this model is: 
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RSit= β + αi,t Xi, t + δi,t + γi,t + εi,t, 

Where: 
RSit is the dependent variable and it shows the poverty rate of the region i at the time t; 
β is the coefficient of the free term; 
Xi, t is the vector of explanatory variables of the model; 
 α i,t  is the coefficient of explanatory variables; 
εi,t  are the error terms, the random variables; 
δi,t şi γi,t  are the values cross-section or period -specific effects ( random or fixed); 
i indicates the region which is based the regression; 
t indicates the year (2007-2014). 

Firstly it was tested if the model is valid using t-test and F-test. Then we resorted to testing regarding 
the chosen method: the method of fixed effects and random effects method. The coefficients of the 
regression equation can be tested by t-test which is used to test the significance of variables in the 
model. If the probability is associated with lower levels of relevance (1, 5 or 10 percent), then the null 
hypothesis is rejected and the coefficient is considered statistically significant. 

In order to make further tests for the model, we used the Hausman test checking if the orthogonality 
hypothesis is violated in the first, namely the case of fixed effects. If the regressors are correlated with 
the error term, then the estimation by fixed effects method is consistent while the estimation by the 
method of random effects is not. Using the fixed effects method, the term could vary between regions 
but do not vary over time, while the slope coefficients are supposed to be constant across regions. This 
method supposes that the free term is deterministic, namely correlated with covariates (the vector of 
regressors) and is based on the inner estimation, namely every observation is inside the "i" country 
throughout the whole period of time. Instead, the random effects method implies that the free term is 
stochastic (random), namely not related to the variables and included in the error term. In other words, 
the random effects method is consistent only if the free term is independent or unrelated with 
regressors or with the error term. The central assumption in case of random effects is that these are not 
correlated with explicative variables. In order to determine which of the two methods is better in the 
studied model, we appeal to Hausman test (1998) (Gujarati and Porter, 2009, pp. 80-277). This test 
compares the estimations in case of fixed and random effects.  

Another indicator of whether the regression model is well specified is R2. It shows what percentage of 
the total variance of the dependent variable is due to the independent variables. R2 can take values 
between 0 and 1. If its value is closer to 1 then regression is well documented 

Table 3. RS equation (poverty rate) taking into account the selected indicators 
Variable  
C 3.75*

(0.0000) 
CR_RE -0.65*

(0.0000) 
CR_L -0.12*

(0.0000) 
IMPZ  0.31*

(0.0000) 
AJT  0.094*

(0.0000) 
Specifications  
R2 0,4232
F-statistic 70,99
Number of observations 392 
Number of regions 7 

Note: *significant for 1%.   
Source: own processing. 
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The chosen method to estimate the model was least squares (OLS) and logarithmic values in order to 
eliminate some errors. Given that the sample contains data for 7 regions for a period of eight years, it 
is necessary to use fixed effects to isolate heterogeneity in individual companies. This approach is 
supported by Hausman test results confirming the correctness of using fixed effects. 

As reflected in the Table 2, all indicators have gone out from regression with the expected sign. The 
test results show that T-test has a degree of significance below 1%, which shows that there is a highly 
significant connection between selected variables. The value of R2 is 0.43 suggesting that the 
information relevance of independent variables to describe the dependent variable dynamic is good. 
The model has the following form: 

RS = 3.75 - 0.65*CR_RE -0.127*CR_L +0.31*IMPZ + 0.094*AJT [CX=R, PER=F]  
Where: 
RS – the poverty rate; 
CR_RE – loans of the households repaid to the banks;  
CR_L – loans of the households taken from the banks I; 
MPZ – taxes to the state; 
AJT– aid to the population from municipalities; 
CX=R – random effects particular to every region; 
PER=F – fixed effects particular to every region; 

The first two indicators studied in the dependence with poverty rate got out from the study with a 
negative sign indicating an inverse relationship with the poverty rate. The model shows that when the 
repaid loans falls by 0.65 percentage points, the poverty rate increases by one percentage point 
considering other factors being constant. Also when the loans taken from banks by the population 
decreases by 0.127 percentage points, it is reflected in an increasing regional poverty rate by 1 
percentage point which indicates that creditworthiness population decreases and the level of loans 
decreases also. This phenomenon can be do also by rising unemployment and therefore a drop in 
individual income. 

The study shows that a significant contribution to the increase in poverty have had higher taxes based 
on a positive sign of the taxes indicator. Therefore if the taxes and contributions increase by 0.31 
percentages this is reflected in the increase in the poverty rate by one percentage point. Last indicator 
studied related to helping the state population by municipalities has a positive sign in relations with the 
poverty rate but compared to the other three, its influence is not very high since only an increase of 
0.094 percentage points of this indicator leads to an increase of 1 percentage point the poverty rate. 
This result indicates that social benefits have a big contribution on reducing poverty rate and it should 
therefore be used other methods to stimulate economic activity at regional level, integration into 
employment of unemployed persons and retraining that part of population who no longer can take the 
step with labor challenges. 

 

Conclusions 

The living standard of a country is an indicator which is difficult to statistically show. The performed 
analysis shows that, out of the 8 regions, Bucharest-Ilfov has the highest living standard as compared to 
the other development regions. The Bucharest-Ilfov region also records high values as compared to other 
developed regions in the European Union. However, Romania has a low living standard, as five of the 
Romanian regions can be found in the classification of the poorest European regions. Considering these 
extremes, the average of the indicators is not a relevant measure, and the analysis must be made 
separately, i.e. the study of the 7 regions and the study of the Bucharest-Ilfov region, separately. 
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The economic crisis has negatively impacted the welfare of the national economy, as reflected 
regionally. During 2008-2009, all studied indicators have recorded decreases, and then they resumed 
their increase. The most affected region, as compared to the evolution before the economic crisis, was 
the Western region, besides the North-Eastern region. Here, the living standard has eroded, being 
reflected by increases of the poverty rate, social exclusion and material deprivation.  
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1. Global perspective of the bio-invasive phenomenon 

Worldwide, the study of the bio-invasive marine organisms took a special scale in terms of launching 
the concepts of the sustainable development and conservation of the biodiversity and the observations 
that some of these non-indigenous species produce real disasters not only ecologically but also in the  
economy. 

In the current period, all over the planet, there is an unprecedented growth of sea trade. As a 
consequence, the ballast water volume increased in direct proportion to the volume of transported 
cargo, with all the implications arising therefrom. If in 1965, the trade carried out reaches, in  value, 
about 192 billion dollars, in 2000 the total figure reached 9 trillion dollars, and most of these 
exchanges – 5 billion tons – is carried by the sea, according to data from IMO and World Trade 
Organization (McNeely and Schutyser, 2003), and the volume of the ballast water.                                          

Figure 1.  Maritime trade between 1965 and 2000 discharged only in US ports, annually, 
 reaches 79 million tonnes (Ruiz, 2000) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Every year, between 3 and 12 billion tonnes of ballast water are translocated worldwide. It is estimated 
that, every moment, there are at least 35000 large transport ships, appreciating that every day, about 
10000 of species are translocated in the ballast water of these ships, around the globe (Carlton, 1999). 
In this way, the impact of the alien species can be enormous, as it turned out, unfortunately, in the 
Black Sea case, where the penetration of a new species has resulted in profound modification of the 
existing organisms associations. 
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Figure 2. Development of the industrial exploited fish species in the Black Sea, between 1980 and 2014  
(from the numeric point of view) 

 

In some cases, these changes have produced major disruptions which were reflected directly in the 
economic field, namely: drastic reduction of the fished stocks, virtually reduced to zero the fishing 
industry developed in certain areas of the Black Sea. Currently, for example, only 5 species of fishes 
can be industrially exploited in the Black Sea, compared to 26 species in the early 1980’s (Figure 2). 

Analysing the list of the penetrated and successfully acclimatized species into the Black Sea, it can be 
seen easily that their number is increasing, the likelihood of new species entering, with also major 
impact, is very high. The study of these species is, thus, a priority for the coastal areas, where there are 
large ports, which are particularly vulnerable areas for such penetration, which, at the present time, are 
extremely hard to be controled. 

 

2. The economic consequences of the bio-invasions 

The invasive species can sometimes produce effects not only on the ecosystems but also on various 
sectors of the economy. Some effects can be relatively minor, such as the North American 
development of Crepidula gastropod populations, on the Atlantic coast of France. Inhabiting the same 
habitat and being more prolific than the native species Haliotis, which was exploited for the restaurant 
industry specialized in marine specialties, Crepidula caused the diminishing populations of Haliotis 
and a series of problems at local level.  

The entering of the Rapana venous predator gastropod in the Black Sea, had the result of decimating 
drastically the native oyster stocks, which currently stand only in some protected areas of the coast of 
the Caucasus and Crimea.  

The penetration of the Ponto-Caspian Dreissena bivalve species in the North American waters caused 
a series of problems, not only in the port facilities, but also in the water feed systems from hydro or 
nuclear stations.  

Soon, these species have become extremely common in much of the US and southern Canada, 
developing not only in lakes and ponds, also in the swimming pools, tailing ponds or various 
adduction installations of wastewater, drinking or industrial,  even in the adduction cooling water 
equipments for the atomic power.  

Dreissena species problem soon became a government priority, and a number of working groups 
dedicated themselves, exclusively, to study how to stop the bivalves populations effects on the 
different types of installations. Direct costs to remedy these problems were valued at about  
500 million dollars, without taking account to the spent on developing methods for protection or 
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research programs. Although it is quite difficult over the global scale, such a study, however, tried to 
quantify the economic impact of the entry of the invasive species in some areas of the globe.  

The evaluation of the impact of invasive species on the US economy, for example, is thus valued at 
175 billion dollars annually (Kolar and Lodge, 2001). 

On the other hand, may appear more serious effects, directly, in the human communities. Although 
most of the immigrant species causes no direct and immediate damage to the human populations, with 
the exception of the toxic algae, still, in the ballast water can be transported and produced some 
microorganisms of serious diseases. 

 Such case happened in 1991, when about one million Peruvians were ill with cholera and there were 
10.000 deaths from the contamination of drinking water with the ballast water, which contained also 
the cholera agent (Kolar and Lodge, 2001). 

 

3.  Study of a particular case of bio-invasive phenomenon and its economic consequences  

First reported in the Black Sea (Shushina and Musayev, 1990; Malyshev and Arkhipov, 1993; 
Harbison and Volovik, 1993) in the port Novorossiysk (Northeast Black Sea), Mnemiopsis became 
very quickly a dominant species in macrozooplankton, developing populations estimated at hundreds 
of million tons in the entire Black Sea basin. 

The penetration of this non-selective predator in the Black Sea took place through the ballast water of 
the ships which were carrying grain, its development was facilitated by the absence of natural enemies 
and the quality more competitive of operation the trophic niche than the others species existing in 
these places (Petran and Moldoveanu, 1994-1995). 

Another effect of the penetration of this predatory species in the Black Sea basin was the drastic 
collapse of many fish populations whose juveniles (larvae) were both competed in the new 
immigrant food and eaten by it.  

Consequently, for a number of species of economic interest, sometimes the fished flocks fell close to 
zero (Niermann et al., 1993). Between 1990 and 1994, the population of Mnemiopsis in the Black Sea, 
quickly eliminating any competition for food, has "exploded", multiplying exponentially. 

Figure 3. The percentage of Mnemiopsis in the total plankton weight (1994) 
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Currently, Mnemiopsis has become the dominant species in the Black Sea zooplankton macro, even if 
its workforce no longer reach the same values as during the exponential growth of its population. 
Since 1989 Mnemiopsis ctenophor is a frequent occurrence throughout the year (especially in winter 
and spring) offshore and near the shores.  

In the last years, the experts mention the penetration of the ctenophor also in  south, it being found in 
the Sea of Marmara, Aegean Sea and Eastern Mediterranean, where it reaches important populations, 
the economic implications of its acclimatization causing the shore states to study this species and the 
phenomenon as a whole (Figure 3). 

3.1. Legislative measures in the Black Sea 

Although in our country there is no currently legislation stipulations on combating the invasive 
species, in international law existed a multitude of regulations for this purpose (Skolka and Gomoiu, 
2004, pp. 25-27), even during the Mnemiopsis invasion.  

In the 29th article of the old law on environmental protection, namely Law No. 9/1973, it prohibits the 
“introduction in the country of any species of foreign fauna, without the competent approval” (Lupan, 
1993, p.131).  

In this context, let’s remember, the 32th and 33th  articles of Law no. 17/1990, which stated this: 
“when a foreign-flagged merchant ship, which is in the internal waters or territorial sea, violates the 
Romanian legislation or the international prevention regarding the  reduction and control of the 
marine pollution, the authorities in law must demand explanations,  the ship can be inspected, and if 
there is unquestionable evidence that  a violation of these stipulations has been committed, the ship 
may be detained and a legal action against it can be started, according to the Romanian laws” 
(Lupan, 1993, p. 111). 

The unexpected and almost complete disappearance of the Black Sea anchovy determined a 
resounding alarm worldwide. Researchers in several countries and environmental organizations have 
moved to the Black Sea in the 90’s and began to study the causes. It should be noted that the 
researches done previously in the Sevastopol bay had a particular importance for the all the other 
approaches. A cooperation of Black Sea countries to combat the invasive species and an appropriate 
legislation could prevent the entry of the Mnemiopis leidyi ctenophor in the Black Sea, but that did not 
happened. 

Today, one can see, however, in the Romanian law, the foundation of introducing the invasive 
species phenomenon into a legal framework, due to treaties, international agreements and internal 
regulations, which were adopted in the meantime and that our country has acceded (Skolka and 
Gomoiu, 2004, p. 27). 

 

4. International law to prevent the economic effects of the worldwide bio-invasive phenomenon  

Only in the last decades of the twentieth century, the phenomenon of bio-invasions came in the 
legislature attention, due to this phenomenon and its economic consequences. The best known of the 
first legislative measures, in order to stop the penetration phenomenon of the invasive species, were 
taken by the US authorities.  

These legislative measures are: National Environmental Policy Act of 1969 and Federal noxious weed 
Act of 1974 (Skolka and Gomoiu, 2004, p. 25). 
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At the same time, in our country, there were made legislative steps to combat the invasive species. 
Thus, in the 29th article, alin. c) of Law No. 9/1973 (former environmental law) is prohibited, as we 
have previously reminded, "the introduction of any species of fauna foreign country without the 
competent approval” (Lupan, 1993, p. 131) Also in this respect, the 12th article of Law No. 26/1976, 
alin. b) prohibits "introducing any foreign fauna in the wild nature of the country, or populating the 
hunting areas, without approval from the Ministry of Environment" (Lupan, 1993, p. 135) 

The environmental protection Law No. 137/1995, which repealed the one in the 90’s, although 
established a modern legal system of environmental protection, did not include any legal regulations to 
combat the bio-invasions phenomenon (“Legea protecţiei mediului”, Law no. 137/1995, M.O. of 
Romania). 

An important forward step on combating the global bio-invasions, was made with the adoption of the 
Convention on Biological Diversity, Rio de Janeiro, 1992. This agreement mentioned clearly that 
"those invasive species that pose a threat to the ecosystems or the native species, must be prevented to 
enter, monitored or eradicated, if this possibility exists." This agreement, together with the ONU 
Convention on Law of the Sea, Montego Bay,1982, are the most important pillars of the next national 
legislative initiatives, having the exclusive object of the prevention, combat and control the bio-
invasive phenomenon (Skolka and Gomoiu, 2004). 

One of these initiatives was adopted by the United States on September 28, 1996 as "National Invasive 
Species Act (NISA)" (National Invasive Species Act of 1996). 

The official purpose of this law was "Taking measures for the ballast water management in order to 
prevent the introduction and spread of the non-native species in the waters of the United States"(The 
Library of Congress). 

The purpose of this law is to amend another law adopted by the United States in 1990, namely: 
"Nonindigenous Prevention and Control Act Aquatic nuisance" (NANPCA) (USDA Federal Laws and 
Regulations, 2011), law that did not benefit, at the time, of the Convention in Rio de Janeiro, and 
therefore, could not effectively combat the phenomenon. NISA expired in 2002, and although efforts 
have been made, to re-entry into lawfulness, the US Congress disagreed. 

 At the European level, we can say that it was created the necessary legislative initiatives on the 
invasive species through the European Strategy on Invasive Alien Species, as part of the Convention 
on the Conservation of European Wildlife and Natural Habitats (Convention on the Conservation of 
Europe Wildlife and Natural Habitats).  

In this convention, they described the problems created by the invasive species and the ways to 
prevent and combat them. Other international conventions and agreements, including measures on the 
invasive species, by 2000, are the following:  
  Biodiversity Regulations - global, regional and national Ramsar Convention (1975);  
  Bonn Convention on Migratory wild species (1992);  
  Convention on protecting wildlife and natural habitats (Bern, 1979);  
  Convention on the Conservation of wildlife and habitats in the Benelux (Brussels, 1983);  
  Protocol on the Implementation of the Alpine Convention in the field of nature conservation and 

habitats (Chambery, 1994);  
  Protocol on Protected Areas and Biodiversity in the Mediterranean (Barcelona, 1995);  
  Understanding the African-Eurasian migratory waterbirds (Hague, 1995);  
  European Union Directives 79/409 / EEC on the protection of wild birds;  
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  Council Directive 92/43 / EEC on the conservation of natural habitats and of wild flora and fauna;  
  CE Regulation 338/97 / EC on the Protection of Species of Wild Flora and Fauna by regulating 

their trade (Skolka and Gomoiu, 2004, p. 26). 

After 2000, there is a globally decrease of interest at the legislative level, for the problem of the 
invasive species. This is both an unwarranted and dangerous context because in the meantime, the 
shipping traffic has increased and the bio-invasive danger is even greater than in the 90’s. However, 
Japanese legislators have developed in the coming period of 2000, one of the most comprehensive 
legislation dealing with the bio-invasive phenomenon on the planet. The main pillar of this legislation 
was the Japanese law on the invasive species or "Invasive Alien Species Act Japan's (IAS)" (Law No. 
78/June 2, 2004). 

In October 2004, they were adopted some fundamental environmental policies, based on this law, 
which came into force in June 2005. The objective of the Japanese law on the invasive species (IAS), 
is to ensure the biodiversity, by safeguarding the ecosystems threats, due to the invasive alien species 
and stabilize the national life, by protecting human body and human life, and contributing to the 
sustainable development of the agriculture, forestry and fisheries.  

To achieve this goal, the growth, planting, storage and transport, as well as importing foreign invasive 
organisms, are regulated by this law.  

Individual violators of this law could face a prison sentence of up to 3 years or a fine of 3 million yen 
(about 30.000 Euro). Legal persons violators risk a fine of up to 100 million yen.  

The severity of these sanctions constitutes an example for the world on how seriously to be treated at 
the legislative level the invasive species phenomenon.  

Selection of the invasive species, according to IAS, is made by a group of experts, whose composition 
and functioning are also governed by the Japanese law.  

To organize such national collaborative researches, including specialists in biology, mathematics, and 
so on, is imperative also in Romania (Skolka et al., 2010).   

Unfortunately, so far there has been no legislative measure in this regard. The measures taken by 
Japan to control the bio-invasive phenomenon, although at first may seem a bit exaggerated, are more 
than justified. Japan, being, geographically, an isolated island, its ecosystems are very vulnerable to 
the biological invasions. 

 

5. Conclusions 

From the above data, emerge some directions to follow in order to control this negative phenomenon, 
both economically and environmentally, at least legally, scientifically-based, on the impact and 
feasibility studies.  

It requires the completing of the current legislation, in each country, based on an economic analysis 
"cost-benefit" for every species to be introduced in any purpose. 

Also, a clear conclusion from the context, is the necessity of the international cooperation, needed to 
only to prevent this dangerous phenomenon, but also to economic supporting of the affected 
geographic areas, due to its unpredictable consequences. 
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Abstract. In the field of social sciences, financial information is really important for all the participants in the 
economic circuit, because it represents the core for the majority of domains. To analyze the relation between 
accounting and taxation, which represents a very complex and interesting topic of debate for each of the two 
areas, but also for economy in general, it is necessary to define exactly the objectives of each domain. Thus, the 
aim of the present paper is to delimit and analyze the objectives for both, accounting and taxation, and to 
determine the influence of these on the relation between the two areas. 
 
Keywords: objectives, accounting, taxation, relation, influence. 
 
JEL Classification: H20, M41. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Theoretical and Applied Economics. Special Issue 
Volume XXIII (2016), pp. 43-52 
 



Mihaela-Nicoleta Băcanu  
 
44

1. Introduction 

The relation between accounting and taxation should be deeply analyzed. This study aims analyzing 
the interests of the two fields which are really important to determine the relation between 
accounting and taxation. In this paper the Romanian accounting and taxation regulations will be 
analyzed to identify the goals of both of the two domains.  

First, we will identify the differences and similarities between taxation and accounting objectives 
starting from the research of the Romanian accounting and fiscal regulations. The way in which the 
financial resources are used (public and private), can also be a criteria for determining the 
differences and similarities between taxation and accounting goals. 

 Further, based on the objectives defined in the first part of the paper, it will be analyzed the 
influence of these on the interdependence between accounting and taxation.  

Finally the study will analyze how the participants in the economic circuit, users of financial 
information, are affected by this relation starting from the goals of each area. 

 

2. Literature review  

The relation between accounting and taxation was analyzed by many researchers. Further we will 
mention some of the ideas presented by them. 

Thus, according to Ciucur and Gurău the differences between accounting and fiscal policies arise in 
integrated relations (engaged), being determined by the intersection between accounting and fiscal 
interest. The main element which is considering the reconciliation of the relationship between 
accounting and fiscality is the taxation of profit as a direct or indirect result of the recognition, 
assessment and depreciation, this also being the field we shall refer to when analyzing the 
accounting and fiscal policies. The objective of accounting policies should be the presentation of an 
accurate image of the economic entity and the purpose of fiscality the taxation of profit. The 
accounting policies are permissive and relative, and raise the issue of accounting objectivity and 
therefore the accurate image of the financial position, outcome and the modification of an entity’s 
financial position (Ciucur and Gurău, 2012, p. 76). 

According to Oprean and Oprean given the development of economic and financial relations and 
increasing trade, the synchronization with the accounting firm's tax system converges towards 
developing accounting methodologies by which to mitigate and to eliminate the carrying distorted 
representation of reality and to express achieving equity in financial accounting reports (Oprean and 
Oprean, 2012, p. 20). 

Accounting is a natural starting point for the taxation of companies, in the opinion of Norberg. Both 
systems are aiming to identify an economic result of the business. Financial accounting principles 
and tax accounting principles are in many ways similar to each other but have different objectives. 
(Norberg, 2007, p. 2) 

According to Băcanu nowadays the accounting and taxation have completely different objectives. 
Accounting objective is to present a true and fair view of the financial performance and financial 
position of the companies, for presenting real information to all categories of users: investors, 
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employees, creditors, suppliers, costumers, the state and the audience. Taxation objective is to 
determine the way in which the taxes are computed, the size of the taxes, but also how to declare 
and collect them. The taxes are the state incomes, which are collected for the good functioning of 
the society (Băcanu, 2015, p. 656). 

All the researchers mentioned above have identified the objectives of taxation and those of the 
accounting, but there is a need to a deep analysis of them. So, this paper aims the analysis of the 
accounting and taxation interests for determine the influence of these on the relation between 
accounting and taxation. 

 

3. Identification and the analysis of the taxation and accounting objectives 

Taxation objectives and accounting objectives can be primarily identified from the fiscal and 
accounting regulations.  

Analyzing the fiscal legislation, we can identify the taxation interest from the first article of the 
Fiscal Procedure Code, but also from the first article of the Fiscal Code. Fiscal Procedure Code 
regulates the rights and obligations of the parties within the fiscal and legal relations concerning the 
administration of taxes and fees payable to the State and local budgets. In other words, by the Fiscal 
Procedure Code are regulated the rights and the obligations of the State and those of the taxpayers 
regarding the establishment, verification, declaration and collection of the taxes, fees and all the 
amounts owed to the general consolidated budget, as well as their tax registration. The legal 
framework for the taxes and fees, which represent incomes of the state budget and local budgets, is 
established through the Fiscal Code. Thus, through the Fiscal Code are defined the mandatory taxes 
and fees, are presented the methods of determining and of paying taxes and fees and set taxpayers 
who owe these amounts. So, through taxation are determined, verified and collected the revenues of 
the general consolidated budget which finance the public expenses.  

From all mentioned above, we can conclude that taxation has several secondary objectives, which 
joined together, help the fulfilling of the main objective: to collect the amounts of money owed by 
the taxpayers as fiscal revenues.  

Among these secondary objectives can be identified the following:  
 defining and setting mode of the taxes and fees; 
 establishing the taxpayers owed to pay these debts;  
 determining the way of paying these debts;  
 tax registration of these;  
 establishing the rights and obligation of the taxpayers;  
 establishing the rights and obligation of the State. 

On the other hand, according to the second article of the Accounting Law, “accounting is an activity 
specialized in the measurement, assessment, knowledge, management and control of assets, 
liabilities and equity, and of the results of activity of the entities specified in the law. In this respect, 
the accounting must provide a chronological and systematic recording, processing, publishing and 
maintaining of information regarding the financial position, financial performance and other 
information related to the activity performed, both for internal requirements and in relations with 
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present and potential investors, financial and commercial creditors, clients, public institutions and 
other users.” In this article can be identified the accounting objectives. Thus, the accounting 
interests are:  
 the chronological and systematic recording of the supporting documents;  
 processing and maintaining the information regarding the financial position, financial 

performance and other information related to the activity performed; 
 presenting the financial position and performance of the entity, both internally, for improving the 

activity performed and for obtaining some better results, and externally for improving the 
relation of the entity with the users of financial information.  

According also to the Accounting Law, the official documents for presenting the economic and 
financial activity of the entity are the Financial Statements, which must offer a true and fair view of 
the financial position, financial performance and of other information, respecting the law, relating to 
the activity performed.  

According to the Order No. 1802/2014 approving accounting regulations on the annual individual 
financial statements and consolidated annual financial statements, annual financial statements goal 
is to provide information about the financial position, financial performance and cash flows of an 
entity that is useful to a wide range of users.  

The entities prepare the financial statements at the end of each financial year, presenting public in 
this way the financial position and performance.  Publishing the financial statements help the users 
of the information available in these statements to adopt economic decisions.  Thus, based on the 
financial information presented in the financial statements, the users can predict future outcomes, 
can help to the improvement and development of economic relations, can identify and understand 
the similarities and differences between the elements presented by similar entities, can determine the 
evolution of the performance of an entity in a certain period.   

 

4. Similarities and differences between the taxation objectives and accounting objectives 

Between the objectives of the two domains can be identified both similarities and differences. The 
similarities can be detected only analyzing the overall picture of the objectives. Looking at a general 
level, both for accounting and taxation, exist various secondary objectives which joined together 
help for fulfilling a main objective.  

Thus, for accounting, the secondary objectives which aim the preparation of the supporting 
documents according to the legislation, representing the prove that there were performed economic 
and financial transactions, organizing them for the chronological and systematic recording in 
accounting, but also processing and maintaining the information regarding the financial position, 
financial performance and other information related to the activity performed and to the financial 
position of an entity, joined together help to realize the main objective, that of presenting a true and 
fair view of the assets, liabilities and equity, of the financial position and of the results of activity of 
the entity. 

As we mentioned in the above chapter, also for taxation exist various secondary objectives (such as: 
defining and setting mode of the taxes and fees, establishing the taxpayers owed to pay these debts, 
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determining the way of paying these debts) which help to realize the main objectives. This aims the 
collection of the amounts which are owed by entities as taxpayers to the general consolidated 
budget. These amounts of money represent the fiscal revenues.  

Even if at first glance a similar element can be identified between the interests of the two fields, that 
both target the economic subjects, the objectives of accounting and taxation are completely 
different.  

As we could see above, the accounting interest is to present an accurate image of the information 
regarding the financial position, but also regarding the entity’s performance. Presenting a true and 
fair view primarily involves respecting accounting policies, general accounting principles and 
presenting the information in accordance with the economic reality of operations. The information 
from the financial statements is used by a wide range of users such as investors, employees, 
creditors, suppliers, clients, governments and the public. It is therefore important that the 
information used by each of these participants in the economic cycle to reflect the reality. 

In conducting economic and financial operations entities are considering their record in supporting 
documents that contain all the details necessary to record those operations in accounting and 
preserve complete information about their conduct. So, the existing data in the supporting 
documents are processed and become financial information that presents the position of an entity.  

Accounting regulations detail the qualitative characteristics that determine the usefulness of 
information presented by the financial statements. Thus, if in the Order No. 3055/2009 approving 
accounting regulations compliant with European Directives were detailed four main qualitative 
characteristics as: understandability, relevance, reliability and comparability, in Order No. 
1802/2014 approving accounting regulations on the annual individual financial statements and 
consolidated annual financial statements, the qualitative characteristics are classified into two major 
categories: fundamental qualitative characteristics: relevance and accurate representation and 
amplifiers qualitative characteristics: comparability, verifiability, timeliness and understandability. 
The first category is the most important, without these features it is impossible for the other 
category of features to determine the usefulness of financial information. We can observe an 
improvement in terms of accounting regulations detailing the characteristics of the information, 
which are important in a true and fair view of the position and performance of an entity.  

The financial information must be relevant, having predictive value and confirmatory value helping 
the users of information in making decisions, being used by them to carry out their own predictions 
about future results. Also, the financial information must describe exactly, completely, neutral (that 
does not distort the position entity) and error-free the economic activities. In this way, users would 
not be positive or negative influenced in decision making. Besides these fundamental qualitative 
characteristics, the usefulness of financial information is intensified by respecting the amplifiers 
qualitative characteristics. Thus, users can better understand the similarities and differences between 
financial information presented by one entity in a given time period, but also compared to another 
entity with similar activity, by comparability, they may ensure that the information presented 
reflects exactly the economic operations that they intend to reflect, through verifiability, they can 
take timely decisions, through timeliness of the information, and can understand the information 
presented in the financial statements, regardless of the domain they belong by intelligibility.  
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Also, to further support the idea of an accurate image, the Romanian legislation brings a 
clarification on the submission of financial statements. Thus, in January 2015 was published in the 
Official Gazette, Order No. 65/2015 regarding the main aspects of preparing and submitting annual 
financial statements and annual accounting reports of economic operators to the territorial 
administrative units of the Ministry of Finance, which clearly states the prohibition of submitting to 
the territorial units of the Ministry of Finance of several sets of financial statements for the same 
financial year. 

 On the other hand, the taxation objective aims to collect the amounts of money owed by the 
taxpayers to the general consolidated budget. Analyzing this objective we can observe two parties 
involved in the fiscal and legal relations: the State and the taxpayers. 

The State is represented by the tax bodies which are organized as follows: central public 
administration authorities (Ministry of Economy and Finances represented by the National Agency 
for Fiscal Administration and its subordinated units with legal personality) and local public 
administration authorities (The territorial-administrative units and their specialty departments, 
within the limits of their attributions)  

The taxpayer is any individual or legal person or any other entity without legal personality who 
owes taxes, fees, contributions, and other amounts to the general consolidated budget, according to 
the law. 

The rights and obligations of the parties involved in the fiscal and legal relations are detailed in the 
Fiscal Procedure Code by defining the tax receivables and the tax obligations. Thus, tax receivables, 
represent determined rights consisting of:  
 the right to collect taxes, fees, contributions and other amounts representing revenues to the 

general consolidated budget; 
  the right to the refunding of the value added tax; 
  the right to the refunding of taxes, fees, contributions and other amounts representing revenues 

to the general consolidated budget; 
  the right of collection of the delay increments, under legal conditions. 

Tax obligations are:  
 the obligation to declare the taxable goods and revenues, or, the taxes, fees, contributions and 

other amounts due to the general consolidated budget, as the case may be;  
 the obligation to compute and record in the accounting and tax evidences the taxes, fees, 

contributions and other amounts due to the general consolidated budget;  
 the obligation to pay at the legal deadlines the taxes, fees, contributions and other amounts due to 

the general consolidated budget;  
 the obligation to pay penalties related to deferred payments of the taxes, fees, contributions and 

other amounts due to the general consolidated budget, called ancillary tax obligations;  
 the obligation to compute, retain and record in the accounting and payment records, at the legal 

deadlines, the taxes and contributions which are paid by withholding the them at source;  
 to fulfill any other obligations incumbent on taxpayers, natural or legal persons, following the 

application of the tax laws. 
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The final goal of all mentioned above is the gathering of the taxes, fees, contributions and other 
amounts due to the general consolidated budget for financing the public expenses. 

As we could see the objectives of accounting and the objectives of taxation are really different. The 
interest of accounting is based on the true image a company must present in relation with all the 
participants in the economic circuit, while the interest of taxation is based on the relation between 
the State and the taxpayer.  

Another difference between the interests of taxation and those of accounting can be the way in 
which the financial resources are used. Thus, by taxation the fiscal earnings are collected from the 
taxpayers. The State has the obligation to manage and allocate the amounts of money collected from 
the taxpayers for various types of public expenses.  So, taxation uses the financial resources for 
public purposes. On the other hand, by accounting an entity must present a true and fair view of the 
performed activities through the Financial Statements, which are analyzed by the company to 
determine its position on the market relating to the other similar companies’ position, to monitor and 
assess its performance, to determine what factors must be improved or must be maintained. So, by 
accounting an entity uses its financial resources for a private purpose.    

      

5. The influence of the interest of taxation and that of the accounting on the relation  
between the two domains 

The relation between accounting and taxation is a complex topic, with various matters of debates. 
Therefore this relation between the two areas should be determined starting from the interests of 
both domains. 

Analyzing the objectives of the two domains we could see above that both have completely different 
interests, this is why accounting regulations and taxation regulations treats the same aspects from 
different points of view. For instance the accounting result of an entity’s economic activity is 
different from the tax result, or the depreciation has a distinct treatment in accounting comparing to 
taxation.  

Further we will analyze if there exits an interaction between accounting and taxation starting from 
the goals of each domain.  

On one hand, accounting goal is to present an accurate image of a company’s activity for all the 
users of the financial information. One category of users is the State. So, the tax bodies analyze also 
the Annual Financial Statements of a company and are influenced by the information provided by 
these. On the other hand, taxation goal is to collect the fiscal revenues. These are collected based on 
the recordings made in accounting by the taxpayers, on the computation of taxes, fees, contributions 
and other amounts due to the general consolidated budget made also by the taxpayers and on the 
statements provided by these. The tax bodies have, of course, the right to verify if the taxpayer 
presents a real and correct fiscal situation. 

We can observe that between the interests of the two domains exists an interaction, because if the 
accounting goal is not entirely fulfilled, the goal of taxation will be influenced. That is why if a 
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company presents unreal information, the computation of taxes, fees and contribution would be 
unreal, so the amounts of money collected would be influenced by this situation. 

 

6. The influence of the relation between accounting and taxation on the users  
of financial information starting from the objectives of each area  

The users of financial information are really important in the economic circuit, because they are the 
participants in the economic system.  

The participants in the economic circuit are the firms, the households, the governments and the 
international. For each category of participants we can correlate some categories of users. Thus, in 
the category firms we could correlate the following categories of users: the investors, the suppliers, 
the clients and the creditors. In the category of households we can correlate the employees. For the 
governments, the users of the financial information linked are the State institutions. Finally, for the 
international we can correlate the audience.  

The firms are those who produce, provide the goods, offer the jobs, and have transactions on the 
market. The investors are those interested in the profitability of their investments, the suppliers are 
interested in receiving the amounts of money owed to them, respecting the deadline imposed by 
them, the clients are interested in the continuity of the activity of a partner and the creditors are 
interested in receiving the loan granted and the interests owed to them, respecting the deadline. 

The households are the persons who work and consume. They are the employees of the companies 
and are interested in the stability of the jobs, in the earnings that could be received from the 
companies, for the work they provide for these.  

The governments are those who establish the taxes, fees and contributions, which finance the public 
expenses. They are represented by the State institutions which are interested in collecting 
information that help them to provide efficient fiscal policies. 

The international and audience are those who research the financial information for developing 
international transactions, or for analyzing the development of a company and of the field of activity 
in which it performs.   

The relation between accounting and taxation can influence the decisions of the users of the 
financial information.  The State is interested in collecting the amounts due by the taxpayers. On the 
other hand, the companies are often interested in obtaining high profits, and paying low taxes. That 
is why the companies use the most favorable fiscal legislative provisions for their business, having a 
legal benefit from tax incentives. This method is named tax optimization and is different from tax 
evasion which represents the application of any means by an entity to avoid paying the taxes and 
fees.  

The companies can use tax optimization in various ways: they can interpret the legal regulations in 
their own advantage, can limit their activity to an aspect that provide the desired fiscal effect, can 
choose for the option most advantageous for them relating to lower taxes. 
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The participants in the economic circuit are influenced by the use of the tax optimization, because, 
for example, by limiting the activity to an aspect that provide the desired fiscal effect the companies 
limit the economic development.  

On the other hand, if the companies choose to avoid the taxes and fees, both objectives of the 
taxation and those of the accounting would be affected. The financial information presented by the 
Financial Statements would not present an accurate image of the company and the State would 
collect lower taxes.  If the Financial Statements don’t present the true and fair view of the activity 
performed, the users would take wrong decisions and their activity would be affected.  

 

7. Conclusions  

The interest of accounting is to present an accurate image of a company’s activity for all the users of 
the financial information. 

The taxation interest is gathering the taxes, fees, contributions and other amounts due to the general 
consolidated budget for financing the public expenses. 

The similarities between the accounting objectives and the taxation objectives are only at a general 
level. Thus, both for accounting and taxation there are various secondary objectives, which joined 
together help for fulfilling a main objective. 

Even if both target the economic subjects, the objectives of accounting and taxation are completely 
different. The interest of accounting is based on the true image a company must present in relation 
with all the participants in the economic circuit, while the interest of taxation is based on the 
relation between the State and the taxpayer.  

Another difference between the objectives of the two domains is that taxation uses the financial 
resources for public purposes, while by accounting an entity uses its financial resources for a private 
purpose. 

Between the interests of the two domains exists an interaction, because if the accounting goal is not 
entirely fulfilled, and it is presented an unreal image of an entity, the goal of taxation will be 
influenced, so the amounts gathered will be based on unreal information. 

The users are influenced by the relation between accounting and taxation, and they may take 
inefficient decisions for their activity if the Financial Statements does not present an accurate image 
of the activity performed. 
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Abstract. The recent financial crisis has significantly affected the economic activity in Romania, decline which 
can be attributed to the worsening of the position of traditional sources of economic growth and to the fact that 
the economic boom was over in some sectors of the economy yet before the start of the crisis. The current study 
aims to assess to what extent the economic crisis has led to a change in dynamics of the structural reforms in 
Romania, both in product market as well as in the labor market, using the year 2008 for comparison. The study 
starts with a literature review dealing with theoretical approaches and empirical tests results. Subsequently, the 
analysis moves on the changes that have occurred in the structural policies in Romania. 
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1. Methodology 

In order to highlight the progress of structural reforms in Romania with the onset of the effects of the 
economic crisis, the reforms made during 2004-2013 in Romania in the goods and services and in the 
labor market were evaluated and classified into in two equal sub-periods: 2004-2008 (pre-crisis) and 
2009-2013 (crisis and post-crisis). The research is based on databases from MICRREF 
(MICroeconomics REForms) and LABREF (LABour market REForms) made available by the 
European Commission (Directorate General for Economic and Financial Affairs - FIN EG); 

MICREF is a tool to monitor and analyze the reform process in EU Member States. The database 
provides a systematic record of effective implementation of reforms likely to have a significant 
economic impact and increase growth potential. The database also provides information about the 
purpose and scope of the reforms undertaken, being organized around three general areas and sub-
areas: 1) open and competitive markets (market integration, competition policy; regulations in specific 
sectors); 2) business and entrepreneurship (start-up conditions; business); 3) knowledge-based 
economy (R & D and innovation, education). 

LABREF offers a complete set of data on the measures taken by EU Member States in areas which 
can have a direct impact on labor market performance. The database contains information on the 
number, type and purpose of the measures adopted, being organized in nine general areas: 1) labor 
taxation; 2) unemployment benefits, 3) public welfare benefits; 4) active policies on the labor market; 
5) employment protection legislation; 6) disability schemes and/or early retirement; 7) wage 
negotiations; 8) organization of working time; 9) immigration and labor mobility. 

The reasons for choosing the two databases is that they allow cross-country analysis but also because 
they provide details about the pace and type of measures adopted within a certain period. The latter is 
relevant for the present research because it shows an overview of the reform strategy before and after 
the crisis in Romania. Another argument is that it allows the assessment of national reform efforts 
under national convergence programs or towards meeting the Europe 2020 objectives. 

 

2. Literature Review 

One of the paradigms in economics is that economic downturns tend to correct the excesses of 
economic systems and to recalibrate unsustainable growth patterns. In light of these issues, structural 
reforms can be interpreted both as preventive measures in an attempt to mitigate economic 
fluctuations, as well as recovery and stabilizing solutions to new economic fundamentals. 

But in the economic literature it is not clearly defined the role of economic crisis as a catalyst in 
generating incentives for structural reforms, despite the fact that most of the works developed in this 
area of research supports a direct causal link between economic crises and structural reforms. 
Uncertainty is that there is an aversion to change caused by uncertainty over the economic 
consequences of structural adjustment programs and that they usually involve social and economic 
costs in the short term, difficult to accept in the conditions of economic recession and financial 
instability. 

The arguments underlying the hypothesis that structural reforms are often undertaken in times of 
economic crisis are that these periods have the ability to expose deficiencies accumulated in existing 
policies, initially hidden by the evolution of the economic cycle. This, together with public anxiety 
caused by the crisis and the pressure on policymakers to take actions to restore dynamism of the 
economy, can reduce the resistance to change. However, there is a risk of adopting measures popular 
on the short-term but inappropriate to raise living standards in the long term. An example would be the 
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introduction of early retirement schemes in many European countries due to the crisis of the 1970s, 
which had the objective of reducing unemployment rates and raise the youth employment. But these 
measures have proven to be inefficient, and required many years for their withdrawal. Another 
example would be the adoption of protectionist policies (in particular those aimed at specific economic 
sectors) as this would delay the process of adjustment to new economic conditions and create 
dependence on public support (OECD, 2009, pp. 19-20). 

Rodrik (1996, p. 27) argues that "the reforms are perceived as necessary when the policy is not 
working. And an economic crisis is just an extreme case of policy failure. Therefore, a crisis that is 
followed by a reform would not be more surprising than smoke following a fire." Moreover, he 
suggests that the hypothesis is non-falsifiable:" ... if the economy in crisis was not reformed, the most 
common explanation offered is that the crisis was not severe enough. " 

On the same note, Drazen and Easterly (2001, p. 132) show that perceptions on the need of major 
reforms are the link between economic crises and inducing incentives for reforms. Thus, only when 
economic conditions become sufficiently negative for economic activity, the need becomes more 
urgent for significant changes in the economic policies rather than temporary measures. 

The hypothesis of crisis-induced reform („crisis-induces-reform hypothesis”) is supported by many 
economists. Drazen and Grilli (1993) argue that countries tend to be constrained to carry out structural 
reforms when confronted with deteriorating economic conditions. Furthermore, the authors argue that 
choosing drastic measures to reform (which may include increasing taxes or decreasing government 
spending) are usually unpopular, but the stress associated with living in conditions of crisis, often 
makes these measures to be accepted by businesses. 

Using a regression model and annual data for 60 countries during 1980-2005, Agnello et al. (2015) 
argue that in times of crisis there is a tendency to accelerate the implementation of structural reforms. 
External debt crises are the main determinants of structural reforms, being perceived as the main 
trigger of reforms in the financial, banking and trade sector. Also, inflation and banking crises have 
significant effect on financial reforms and capital account components. 

Regarding reforms carried out in the financial sector, Abiad and Mody (2005) note, following 
empirical research conducted on a total of 35 countries in the period 1973-1996, that times of crisis 
rather induce additional regulations and not reforms designed to liberalize this sector. Similarly, 
Shehzad and De Haan (2009) evaluated the impact of financial sector reforms on the likelihood of 
triggering systemic and non-systemic financial crises. Using panel data that includes a sample of 85 
developed and developing economies in the period 1973-2002, the authors found that the financial 
reforms (particularly direct banking supervision) contribute to financial system stability and reduce the 
likelihood of systemic banking crisis. However, the results indicate that after the reforms were taken 
the likelihood of a non-systemic banking crisis increased. 

Also, Lora and Olivera (2004) tested the hypothesis of crisis-induced reform in the countries of Latin 
America between 1985 and 1995. The tests included a system of indicators extended in five areas of 
reform and as dependent variables in the regression they used indicators reflecting the effects of the 
crisis, policy indicators and channels of contagion. Results empirically support the hypothesis that 
economic crises contribute to reforms. Additional results shows that the reforms tend to be applied in 
the early periods of a government and crises characterized by reduction of real income and negative 
rates of economic growth facilitate reforms in the goods and services and the labor market, while 
crises in inflation tend to be associated financial market reforms (Lora and Olivera, 2004, p. 32). 
Using the same specifications but on Latin American countries to test the crisis-induced reform 
hypothesis, Campos et al. (2010, page 35) contradict these results. Although some effects of the crisis 
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on indicators of reform have been found in Latin America, these effects disappeared once they were 
introduced in the calculation model and indicators of the political crisis. 

Thus, based on the same assumption, Campos et al. (2010) evaluated what type of crisis, political or 
economic, tends to be a more important determinant of structural reforms. They used a panel data 
comprising 100 developed and developing economies, between 1960 and 2000. The results indicate a 
different effect in the two types of crisis, in the sense that the political crisis is a more important 
determinant of structural reforms than the economic crisis. Moreover, with only a few exceptions, the 
incentive effect of the economic crisis on structural reforms (in this case trade liberalization and labor 
market deregulation) is weak, nonexistent or even inhibit the onset of structural reforms. 

There are two main approaches in terms of economic policies that should be taken after recessions 
caused by economic crises: 
1. Liberal approach, according to which the market system is capable of automatic adjustment of the 

economy, through the relationship between aggregate supply and demand. 
2. Keynesian approach, where the state must intervene in the economy to accelerate the recovery of 

consumption and full employment. 

From a practical standpoint, structural reforms are a combination of the two approaches depending on 
the specific of each economy and its set of needs to remove macroeconomic risks and vulnerabilities. 
As mentioned in the literature, structural reforms have a direct positive impact on potential GDP, but 
their role is not limited to increasing the productive capacity of an economy. There is empirical 
evidence that the structural adjustments address both the internal weaknesses of the economy and the 
determinants causing imbalance in the external accounts, through the effects they generate on savings 
and investment (De Mello and Padoan, 2010 pp. 17-18).  

In order to combat the negative effects of the triple crisis (economic, financial and sovereign debt) in 
European Union countries, a policy mix has been adopted in order to consolidate public finances, 
stabilize the financial sector but also for the recovery of economic growth. In most cases, a 
comprehensive set of structural reforms was applied in the labor market and in the goods and services 
market in order to avoid perpetuating economic instability and contagion effect, to correct 
macroeconomic imbalances but also to restore the competitiveness of Member States (Canton et al., 
2014, p. 1). 

The effects of structural reforms in the economies of the Economic and Monetary Union were 
estimated also by Eggertsson et al. (2013). The results obtained by the authors show that long-term 
effects of structural reforms enhance economic growth prospects in the region. The results also 
suggest that the implementation of such programs in countries on the periphery of the Eurozone could 
greatly reduce differences in competitiveness and income gaps with the core Eurozone. Despite these 
long-term benefits, the authors found that the transmission mechanism on the short-term of these 
reforms depends critically on whether economies are in times of crisis or in normal times. In normal 
times, reforms tend to increase income and boost consumption amid falling prices and the reduction of 
the nominal interest rate by the central bank. 

But the effects are different if structural reforms are carried out in times of economic crisis, because 
they tend to deepen the recession by expectations of a prolonged deflation that increases the real 
interest rate and suppresses consumption. This effect is even stronger when the public expects a 
further easing of reforms adopted and when the nominal interest rate is close to zero ("liquidity 
trap"), and the central bank has a limited capacity to stimulate economic growth (Eggertsson et al., 
2013, p. 34). 
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3. The structural reform process of the Romanian economy  

Besides the negative effects the economic crisis had on the general economic activity, it also led to the 
necessity of a new economic policy, more appropriate for the new conditions. The new cyclical 
position of the Romanian economy has meant adapting structural measures so as to respond to job 
loss, decreased domestic consumption and exports, foreign direct investment collapse etc. In addition, 
the new measures were aimed to offset the structural weaknesses of the domestic economy (hidden 
during the boom), to maintain under control the macroeconomic deficits accumulated in 2000-2007 
and to comply with the terms and conditions of the agreements signed with the foreign creditors: the 
IMF, World Bank and European Commission. 

Using the MICREF database it can be seen that the effects were felt also on the number and typology 
of structural reforms. The number rose to 25 in the economically peak year 2005 (amid accession to 
the European Union that involved structural adjustment towards gradual liberalization of network 
industries and transposing into national law the provisions of EU competition policy) and gradually 
decreased in the next years. 

Chart 1. Number of structural reforms made in Romania with effect in the goods and services market  
between 2004 and 2013  

  
 

 
Source: European Commission. 
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The crisis the Romanian economy went through has modified the template of reforms aimed to 
increase the efficient operation of markets. But switching to other types of reforms has not changed 
significantly, in terms of number of actions performed on sub-domains. Both during 2004-2008 and in 
2009-2013 the focus was on stimulating research, development and innovation through the adoption of 
national programs and the creation of institutions that managed these activities (the National Strategy 
on Research, Development and Innovation 2007-2013; the creation of the National Council for 
Research and Development and of the National Authority for Scientific Research; programs IMPACT, 
CEEX, LCEN, RECL; sets of fiscal measures to stimulate RDI activities; organizing competitions for 
projects involving large research infrastructure; strengthening the protection of industrial property 
rights). Similarly, it can be seen that an acceleration of reforms occurred in the period 2009-2013 in 
the area of general education, despite the fact that there is no direct causal link between the recent 
economic crisis and the significant education reforms. In both periods there have been reforms of the 
Education Law (2006, 2007, 2009 and 2011). 

Also, in the case of public administration reforms there are no significant differences in terms of the 
number of actions implemented or their scope. Both during the pre-crisis period and during the crisis, 
many of them aimed at streamlining administrative and public services, and improving quality of 
regulations. 

Chart 2. Structural reforms for the efficient operation of markets  

 
Source: European Commission. 
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Also the measures to improve the business environment and regulation in field of competition have 
been accelerated in the period 2009-2013 compared to the previous period. The main reforms 
implemented in this area were aimed at improving the access to finance (affected during the crisis), 
reducing administrative burdens for start-ups and simplify the system of taxation. Among these 
measures: Minimis grants for the development or modernization of companies; Program for young 
entrepreneurs and the Kogalniceanu program; operationalization of the fund to guarantee loans to 
SMEs and the creation of the Guarantee Scheme to credit for SMEs; the implementation of the single 
statement 112; eliminating the minimum tax and the reduction of taxes and fees. 

The reforms aiming to improve the business environment intensified and, in conjunction with the 
regulations of the competition, were meant to facilitate the operation of domestic enterprises which 
were already facing decreasing consumption and the flat tax, but also to restore the confidence of 
foreign investors in order to attract foreign capital. 

Chart 3. Reforms on the labor market 

    
 

 
Source: European Commission. 
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But the effects of the crisis were observed rather in the case of labor market reforms. The magnitude of 
the crisis triggered a series of policies directed at areas with broad implications for the social and 
macroeconomic indicators: labor law, active policies, social benefits and unemployment benefits. Also, 
the number of reforms has increased significantly since 2009, compared to previous years. This pattern 
of reforms on the labor market tends to be common in the Eurozone, especially in countries 
characterized by rigid labor markets that record high unemployment such as Spain, Portugal and Greece. 

Between the two periods, there are similarities in terms of the number of adopted reforms in social 
assistance (unemployment benefits and other benefits) and labor mobility. The most important reforms 
refer to the social benefits period and eligibility conditions for unemployment benefits (restricting 
eligibility for successive unemployment periods; differentiation of unemployment benefits according 
to the period of contribution; benefit plan or penalizing those who refuse two jobs at a distance greater 
than 50 kilometers etc.). It should be noted that in the context of the economic crisis triggered in 
Romania, the government adopted in 2009 a temporary measure extending by three months the period 
in which the unemployed received benefits. Also, due to the same negative economic context, 
measures were adopted supporting technical unemployment replacing the permanent loss of jobs. 

Chart 4. Evolution of the number of reforms on the labor market  

 

Source: European Commission. 
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60% and 80 % depending on company size); 2) grants for businesses that make new hires among 
certain vulnerable groups, incentives for employers to create new employment opportunities for older 
workers but also for employers who offer traineeships; 3) more stringent requirements for the 
registration of unemployed persons at the National Agency for Employment; 4) financing the activity 
and reducing financial obligations of employers of apprentices. 

The second type of reforms aimed to amend the legislation on the protection of employment. Since 
2011, the measures undertaken in this area of the labor market were aimed at: 1) extending the 
maximum duration of fixed-term contracts from 24 months to 36 and also extending probation periods 
for permanent contracts from 30 to 90 days for workers and 90 to 120 days for management positions; 
2) additional regulation of dismissal during parental leave; 3) introduction of new criteria for 
collective redundancies (by setting performance the main criterion) and providing additional 
protection for collective redundancies from public companies. 

Measures of wage setting in the public sector were the most controversial policies taken by economic 
policymakers between 2009 and 2013. The reduction of public revenues, combined with the increasing 
cost of borrowing on foreign markets and the pressures of balancing the budget deficit set by the 
stand-by agreements with external creditors led to austerity measures that have affected the labor 
market. In this context, measures were adopted in order to reduce government spending. Thus, in 
2009, policy measures aimed mainly at (1) reducing the time spent at work in the public sector, 
reducing the number of jobs publicly financed in the education sector and reducing non-wage benefits 
(such as meal vouchers, tickets and holiday gift vouchers for public employees), (2) the introduction 
of a unified pay system for public employees. The year 2010 was marked by the reform of the 
collective bargaining, the elimination of a wide range of bonuses (which includes the payment of the 
13th salary) while reducing public sector wages by 25% until 2012, when the policy was reconsidered.  

 

Conclusions 

One of the paradigms of economics is that during economic downturns there is a tendency to correct 
excesses of economic systems and to recalibrate unsustainable growth models. This paper shows that 
the majority of the literature empirically supports the assumption that the economic downturns have a 
catalyst role in triggering the structural reforms, despite the costs they impose on the short term. 

This study illustrates that the hypothesis of crisis-induced reforms applies to Romania. The empirical 
analysis conducted on the Romanian economy in the period 2004-2013 shows that there is an increase 
in the number of structural reforms adopted after 2009, and also a significant change in the area where 
structural reforms were adopted after the onset of the negative effects of economic crisis. 

The most significant anti-crisis reforms were directed towards areas with broader macroeconomic and 
social implications, but also towards restoring confidence in the business environment. The main labor 
market reforms carried out in 2009-2013 were aimed at: adopting active measures to stimulate new 
jobs; protection policies for the dismissed; and setting the salaries of employees in the public sector. 
Regarding the reforms aimed to raise the effectiveness of the goods and services market, most actions 
were meant to improve the business environment and promote competition in order to facilitate 
business activity and market mechanisms. 
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Abstract. The aim of this paper is to study the characteristics of undeclared work in Romania using data from a 
nationally representative survey. The results of the analysis indicated that 12% of the working respondents are 
performing undeclared work. Half of them have medium education level and 38.7% are at most lower secondary 
education graduates. The net monthly income obtained performing undeclared work is rather small: 78% gain 
under 1000 lei per month from undeclared activities. Along with these respondents, 14% of formally employed 
workers are receiving envelop payments every month and 11.5% performed undeclared work outside their 
formal job. Based on logistic regression we obtained that the odds of having an undeclared job are 95.4% 
higher for men compared with women. Also, only the 20-24 age group is less likely to work undeclared, as 
compared to the 25-45 age group and the individuals with tertiary education have a lower probability to have an 
undeclared job (7.4%), compared to those with ISCED 3 level of education. 
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Introduction 

The informal economy and undeclared work are key points on the agenda of policy makers, combating 
these phenomena being of great concern in recent years. The undeclared work has a negative impact 
upon workers, businesses and governments. For workers, undeclared work is associated with: lower 
wages, lower pension rights, less access to healthcare, poor working conditions, little chance for career 
advancement, the risk of not being paid in time or at all, violation of certain rights (Boajă, 2012). For 
businesses, undeclared work can create unfair competition when companies have smaller costs from 
not declaring their workers. The negative effect felt by governments translates into lower revenues 
from labour taxes and social security contributions. In order to design effective policies in this area, it 
is necessary to know the real situation: the size of the informal economy and undeclared work, the 
evolution and the influencing factors, as well as the motivation of the individuals to be involved in 
informal activities (Schneider, 2014). 

A large study on undeclared work was conducted by the OECD in 2009 under the title "Is Informal 
Normal?", covering countries worldwide. The main conclusion of this study was that in the period 
1990-2007, in many parts of the world, informal employment is the rule, not the exception. More than 
half of all jobs in non-agricultural sectors of developing countries - more than 900 million workers - 
can be considered informal and if agricultural workers are also included, the estimated size of informal 
labour reaches about 2,000 million people. In some regions, such as Sub-Saharan Africa and South 
Asia, over 80% of non-agricultural jobs are informal. If agriculture is included, the share of informal 
employment in the regions mentioned above is even higher (more than 90% in South Asia). 

The highest degree of informality is found in developing countries among independent workers or 
those who own their own businesses, generally very small (OECD, 2009). The results of this study 
demonstrates that informal work is the normal case, given the fact that 1.8 billion people work in 
informal jobs, compared with 1.2 billion people who benefit from formal contracts of employment and 
social protection. 

Recent estimates claim that 47.7% of all jobs in Latin America are informal, confirming the 
conclusions of the OECD study mentioned above, and indicating a significant stability of formal 
versus informal employment ratio (Tinoco, 2013). This rate refers to a heterogeneous reality: in Brazil 
the share of undeclared work is 38.4%, in Argentina is 46.9%, in Mexico 54.2%, in Colombia this 
ratio is 56.9%, in Peru 68.8 % and in Honduras, there is an extremely high share of informal 
employment, 70.7%. According to available data, there is a high percentage of undeclared work 
among the self-employed (83%), domestic workers (77.9%), employers (36.3%) and even among 
workers with formal employment contract (29.3%). 

Referring to the situation in the European Union, the undeclared work was integrated into the 
European Employment Strategy since 2001, the issue of undeclared work being considered a priority. 

In 2013, a vast survey was conducted for the 27 EU Member States and Croatia, with 26,563 
respondents included in the study(1). One of the main conclusions of this survey was that Europeans 
most frequently bought goods or services which included undeclared work for: house repairs and 
renovations (29%), car repair (22%) and house cleaning (15%), the reason for preferring undeclared 
work being the lower price (60% of respondents). The most common reason to perform undeclared 
work, cited by Europeans, is that it benefits both parties (50%). Other main reasons are: they could not 
find a formal job (21%), taxes and social security contributions are too high (16%), they have no other 
means of income (15%), undeclared work is a very common practice in the region or in their sector, so 
there is no real alternative (14%). The amount of money received in the envelope („cash-in-hand”) 
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represents 69% of annual income in the Southern Europe, 29% in Central and Eastern Europe, 17% in 
Continental Europe and only 7% in the Northern Europe. 

In Romania, informal employment is one of the characteristics of the labour market, being a 
widespread and persistent problem, even in times of economic growth. Two main groups can be 
identified among people involved in informal employment: 1) those working informally because they 
have no real alternative, the informal work being a survival strategy and 2) those who deliberately 
avoid paying taxes and social security contributions (Ghinararu, 2007; Parlevlie and Xenogiani, 2008). 

Informal employment is particularly common in Romania in the following sectors: Agriculture, Social 
and personal services (such as hairdresser, tailor, shoemaker, babysitter, etc.), Construction, Trade, 
Transportation, Hotels and restaurants, Health and Education (Vasile and Pisica, 2011; Stanculescu, 
2006). 

Three main categories of factors may explain the persistence of informal employment in Romania. 
First, the socio-economic evolution post transition such as: economic restructuring and privatization of 
state enterprises, unemployment and increasing poverty and inequality are among the main reasons 
that push people into informality. Second, institutional factors such as regulations on the labour market 
and the structure of tax and social security systems also determine informal employment. Finally, 
informal employment is determined by a number of social and behavioural factors: the culture of non-
compliance, the lack of trust in public institutions, the negative perception of the government’s role, 
the underestimation or partial understanding of the benefits derived from social security (Parlevlie and 
Xenogiani, 2008; Comaniciu, 2014). 

 

Research methodology 

Our purpose is to study the behaviour of respondents according to their status on the labour market 
(whether they perform undeclared work in any way, or not). Therefore, our dependent variable is a 
binary variable, which typically is coded as 0 for a negative outcome (the event did not occur) and 1 as 
a positive outcome (the event did occur). In our particular case, the dependent variable takes value 1 if 
the individual works without a contract or performs other forms of undeclared work (for example, 
accepts envelop payments) and 0 if he works based only on a legal employment contract. 

Regression models for this type of dependent variables allow us to explore how each explanatory 
variable included in the model affects the probability of the event occurring. Thus, the logistic 
regression, or the logit model, is used to model dichotomous outcome variables.  

According to Agresti (2010), the logit model is a single-period classification model for which 
estimates are based on a maximum likelihood function in order to determine the conditional 
probability of an individual belonging to a category based on the independent variables. The logit 
model describes the relationship between the binary variable Y and k explanatory variables x1, x2,...,xk.  

Starting from the linear probability model: 

Pr 1| ,  

if the probabilities are restricted to be in the [0,1] range, the following model is obtained: 

Ω x
|

|

|

|
. 

The logit model is derived by applying logarithms to these probabilities, obtaining the following 
model: 
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Ω ∑ , .  

This equation is known under the name of logit form of the model, where Ω  is the logarithm of 
the probability for an individual to be part of one category or another in relation to the explanatory 
variables xi,1, xi,2,..,xi,k. in other words, in the logit model the log odds of the outcome is modelled as a 
linear combination of the predictor variables. 

 

Data analysis 

The data used in this paper were obtained from a survey conducted by CURS Romania (Center for 
Urban and Regional Sociology) in the period 12-21 October 2015. The data were collected through a 
questionnaire designed by INCSMPS (National Scientific Research Institute for Labour and Social 
Protection) and CURS, containing 42 questions regarding undeclared work in Romania. The survey 
included 1,002 respondents aged 16 and over, the maximum error for the whole sample being +/- 3.1% 
at a confidence level of 95%. The type of sample was probabilistic, multistage, with random selection 
of polling stations, households in the polling station and respondents within households. 

The interviewed individuals were asked if they are employed and if they have a contract for the 
respective job. The majority of the respondents said that they have a formal full-time job (86%), 2% 
declared that they are working part-time, with contract (less than 8 hours per day) and 12% of the 
respondents said that they are performing undeclared work. 

Figure 1 presents the percentage of individuals working full-time with a formal labour contract and the 
percentage of people involved in informal employment, by age group. At first, we see an increasing 
trend of the proportion of respondents having a formal job, the maximum share being registered in the 
40-49 years age group, where 33,4% of the interviewed individuals declared having a formal full-time 
job. This share becomes smaller as the age increases, which seems somehow surprising. This 
distribution is a characteristic of the Romanian labour market and is explained by the post communism 
transition. The persons aged 50 years and over are the generation that experienced most changes: the 
economic restructuring and privatization of state enterprises left many of them without jobs. Some 
have adapted to the new labour demand by changing their profession, but some have failed to find a 
job. This is why so many of them have resorted to undeclared work, as the only alternative: most 
people in our sample that declared having an informal job are 55 years or older (48.4%). 
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Figure 1. Persons working with 8 hours labour contract vs persons performing undeclared work, by age group 

 

Regarding the education of people performing undeclared work, it can be noticed in figure 2 that half 
of the respondents are high school or vocational school graduates. A significant proportion of the 
interviewed individuals (38.7%) have a low level of education – primary and lower secondary 
education graduates. It is worth mentioning that tertiary education graduates are also engaged in 
undeclared labour activities, even if the proportion is only 4.8%. The study reveals that these highly 
educated individuals perform undeclared work in areas such as house repairs and renovations, IT 
support or tutoring. 

The net monthly income obtained by persons performing undeclared work is quite small. As shown in 
figure 3, an overwhelming share of respondents (78%) gain under 1000 lei per month from undeclared 
activities. Moreover, 17% of informal workers said they have a net monthly income between 1001 and 
1500 lei and only 4.3% of the interviewed individuals gain more than 1500 lei from undeclared work. 

Figure 2. Individuals performing undeclared work, by level 
of education 

Figure 3. Individuals performing undeclared work, grouped 
by monthly net income 
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The results of this survey also indicated that most people performing undeclared work are living in 
rural areas (74.2%). 

Regarding the kind of undeclared work performed, most respondents said they work in agriculture 
(69%) and of these, 39% are farmers, 28% are retired persons, 28% are unemployed or stay at home 
persons and only 1 person is a student and one is an employee. Undeclared labour is sometimes 
present in formal employment under the form of certain amounts of money offered to the employees 
(so called “cash in hand” or “envelop wage”), without being declared to the fiscal authorities. In the 
present study, out of the individuals working with a formal contract, 15.9% declared that they received 
money in cash from the employer, besides the salary.  

Figure 4. The frequency and the average value of envelope payments  

 

Figure 4 summarizes the frequency of such payments in hand, received by employees, as well as their 
average value. The majority of respondents (53%) said they received extra money in cash, besides the 
salary, a few times a year, the average value of these payments being 726 lei. Also, 33% of the formal 
workers declared receiving cash in hand from their employer only once a year, with an average 
amount of 720 lei. An interesting situation resulted from this analysis is that 14% of formally 
employed workers are receiving envelop payments every month, the average amount being 306 lei. 
This means that is a common practice for the employers to avoid paying taxes and social contribution 
by offering a smaller official wage and the rest of the money being cash in hand. Although this seems 
to be a win-win situation, by maintaining a low level of labour costs for the employer and a higher net 
income for workers, on the long run the employees are facing a reduction of their pension rights. 

Another interesting conclusion is that out of the people working with labour contract, 11.5% said they 
performed undeclared work outside their formal job, receiving on average 605 lei for this activity. 
Most of them performed undeclared labour in the construction sector - house repairs and renovations 
(26%) – see figure 5. Workers formally employed who wanted or needed to increase their income also 
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worked informally for cleaning residential and/or commercial spaces (11.3%), in agriculture (9,4%), 
car repairs (5,7%) or tutoring (5,7%). 

Figure 5. The type of undeclared work performed outside the formal job 

 

 

Econometric results 

In this study we selected only several characteristics to explore how each of them affects the 
probability of an individual to work without a legal contract. Therefore, the main variable of interest is 
a binary variable, constructed from the employment status of the individuals who declared to have a 
job: 1 if the individual is engaged in any form of undeclared work and 0 if the individual works only 
with a contract.   
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collects the exact age of the individuals, we decided to use the following intervals: 16-19 years, 20-24 
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dummy variables, each taking value 1 if the respondent is aged within that interval and 0 if not. For 
the logistic regression models, when using such categorical variables transformed into dummy 
variables, one is excluded from the model and the results are analysed according to this excluded 
variable. In our case, we excluded the 25-45 age interval. 

The human capital of the individual was evaluated using its education. Five possibilities were taken 
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of tertiary education (ISCED 5-8). Again, for the logit model we transformed the education variable 
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value of 1 if the individual has the last school graduated in that category and 0 if not). In this case, the 
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category considered as a basis for comparison was that of people with high school or vocational 
education (ISCED3). 

Another category of explanatory variable considered in the logit model was the income of the 
household in which the respondent lives, as a mean value (the household income divided by the total 
number of its members). We constructed the following intervals based on the amplitude of the mean 
income’s variation: 0-500 lei, 501-1000 lei, 1001-1500 lei, over 1501 lei. Accordingly, we constructed 
another series of dummy variables for the household income variable. In this case, the basis category 
was the lowest interval. 

We decided not to report the ordered log-odds (logit) regression coefficients, but the odds ratios, as 
they clearly indicate the probability for an individual to work undeclared, for each considered variable. 
The first obvious thing is that positive coefficients increase the chances that the subject will be 
observed in the targeted category and negative coefficients decrease those chances. 

Regarding our results, we first came at the conclusion that the odds of having an undeclared job are 
95.4% bigger for men compared with women. Therefore, men seem much more likely to work 
illegally then women. As for the residence area, although the probability obtained suggests that the 
individuals living in urban areas are with 37.5% more likely to perform undeclared work, the 
associated p-value is not statistically significant. 

Table 1. The results of the logistic regression 
Dependent variable: 
employment status: 1 for undeclared work and 0 for declared work 

Logistic regression 
Probability z test (p-value)

Gender 
(basis of comparison: feminine) 

masculine 95.4% 2.753 (0,006) 

Residency 
(basis of comparison: rural) 

urban 37.5% 1.213 (0,225) 

Age group (basis of comparison: 25-45 years) 

16-19 years 202.4% 0.837 (0,403)
20-24 years -14% -0.260 (0,795)
45-64 years 70.2% 2.071 (0,038)
over 65 years 841% 2.650 (0,008)

Education level 
(basis of comparison: 
 ISCED 3) 

ISCED 1-2 133.4% 2.040 (0,041)
ISCED 4 78.3% 1.602 (0,109)
ISCED 5-8 -7.4% -0.231 (0,817)

Mean income in household 
(basis of comparison:  
501-1000 lei) 

0-500 lei 126.2% 2.689 (0,007)
1001-1500 lei 11.9% 0.326 (0,745)
Over 1501 lei -35.4% -0.954 (0,340)

Another important conclusion is the fact that the only age group less likely to be involved in informal 
activities, as compared to the 25-45 age group, is the 20-24 age group (with 14% less likely). For the 
young respondents, 16-19 years, the odds of performing undeclared work are 202.4% greater than 
those aged 25 to 45 years. The individuals in the age group 45-65 years have a 70.2% higher 
probability to work undeclared, while the older ones have a much greater probability to work illegally 
(841%).  

Education is another important factor influencing the decision to perform undeclared work. The odds 
of having an undeclared job are 133.4% greater for those with only ISCED 1-2 level of education, than 
for the employees with secondary education. The individuals with ISCED 4 level of education have a 
probability with 78.3% higher to have an undeclared job, as compared to those with ISCED 3 
education. When considering the individuals with tertiary education (ISCED 5-8), the results showed a 
lower probability to have an undeclared job (7.4%).  
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The mean income of the household reveals the fact that only the individuals in those families where 
the income per person is greater than 1501 lei have a smaller probability to perform undeclared work, 
as compared to a mean income ranging between 501-1000 lei. The odds of having an undeclared job 
are 126.2% greater for those individuals that have a mean income in their household of less than 500 
lei per person. 

 

Conclusions 

The informal economy in general, and the undeclared work in special, is a key point on the agenda of 
labour market policy makers. The main argument against the undeclared work is that it has a negative 
impact upon all the actors involved: workers, businesses and governments. Because in Romania 
informal employment is one of the characteristics of the labour market, being a widespread and 
persistent problem even in times of economic growth, we aimed at studying the characteristics of this 
phenomenon via a survey conducted among the individuals. The survey included 1002 respondents 
aged 16 and over, with a maximum error for the whole sample of +/- 3.1% at a confidence level of 
95%. 

The majority of the working respondents said that they have a formal full-time job (86%), 2% declared 
that they are working part-time, with contract (less than 8 hours per day) and 12% of the respondents 
said that they are performing undeclared work. 

Regarding the education of people performing undeclared work, half of the respondents are high 
school or vocational school graduates and 38.7% are primary or lower secondary education graduates. 
A small proportion of tertiary education graduates are also engaged in undeclared labour activities 
(4.8%), the analysis revealing that these highly educated individuals are performing undeclared work 
in areas such as house repairs and renovations, IT support or tutoring. 

The net monthly income obtained by those performing undeclared work is quite small: an 
overwhelming share of respondents (78%) gain under 1000 lei per month from undeclared activities 
and only 4.3% of the interviewed individuals gain more than 1500 lei from undeclared work. 

An interesting situation resulted from our analysis is that 14% of formally employed workers are 
receiving envelop payments every month, the average amount being 306 lei. This confirms the fact 
that there is a common practice among the employers to avoid paying taxes and social contribution by 
offering a smaller official wage and the rest of the money being cash in hand. Another aspect worth 
mentioning is that out of the people working with a labour contract, 11.5% declared they performed 
undeclared work outside their formal job, receiving on average 605 lei for this type of activity.  

Based on the econometric analysis, we came at the conclusion that the odds of having an undeclared 
job are 95.4% bigger for men compared with women and 37.5% higher for those in urban areas as 
compared to rural areas, although the associated p-value of the latter is not statistically significant. 

The only age group less likely to work illegally, as compared to the 25-45 age group, is the 20-24 age 
group (with 14% less likely). The individuals over 65 years have the greatest probability to have an 
undeclared job (841%). Regarding the education only the individuals with tertiary education (ISCED 
5-8) have a lower probability to have an undeclared job (7.4%), compared to those with ISCED 3 level 
of education. As for the mean income of the household, only the individuals in those families where 
the income per person is greater than 1501 lei have a smaller probability to perform undeclared work, 
as compared to a mean income ranging between 501-1000 lei.  
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Based on our results, we can conclude that in Romania the undeclared work is still an important 
problem to be addressed by the policy makers. And although it appears that only the individual less 
educated and with small incomes have a greater probability to get engaged in such undeclared 
activities, there is plenty of evidence that people with tertiary education and good salaries resort to 
such practices. It is desirable to seek efficient methods to better control this side of the labour market, 
in order to become more and more competitive. 

 
Note 
 
(1) Undeclared work in the European Union, Special Eurobarometer 402, Directorate-General for Employment, Social 

Affairs and Inclusion, European Commission, 2014. 

 

 
References 
 
Agresti, A. (2010). Analysis of Ordinal Categorical Data. 2nd ed. New York. Wiley Inc. 
Boajă. D.M. (2012). Influence of undeclared work on the Romanian labor market. International Journal of Academic 

Research in Economics and Management Sciences. Vol. 1. No. 2. pp. 217-223. 
Comăniciu, C. (2014). Theoretical and Pragmatic Approaches of Undeclared Work in Romania. Procedia Economics and 

Finance. Vol. 16. pp. 198-205. 
Ghinararu, C. (2007). Thematic article on Undeclared Work in Romania. update for the European Employment Observatory. 
Parlevlie, J. and Xenogiani, T. (2008). Report on Informal Employment in Romania. OECD Development Centre. Working 

Paper. No. 271. 
Schneider, F. (2014). The Shadow Economy and Shadow Labor Force: A Survey of Recent Developments. IZA Discussion 

Paper. No. 8278. 
Stănculescu, M.S. (2006). Informal economy and unregistered work in Romania. EU-ILO Project on Social Dialogue as a 

tool to address unregistered work in Turkey. 
Tinoco, E. (2013). The trap of undeclared employment in Latin America. ILO Regional Office for Latin America and the 

Caribbean.  
Vasile, V. and Pisică, S. (2011). Trends of employment in informal sector in Romania during crisis. Economic and social 

effects. Annals of the University of Oradea: Economic Science. 20(2). pp. 234-253. 
*** (2014). Undeclared work in the European Union. Special Eurobarometer 402. Directorate-General for Employment. 

Social Affairs and Inclusion, European Commission. 
 



FFet al 
 

 
 

 
 
 

 
 

 
 

 
 

 
 
 

 

Do Consumers Correctly Predict Inflation? 
 
Dinu BARNEA 
Bucharest University of Economic Studies, Romania  
dinubrn@gmail.com   
 
Abstract. Being aware of the degree to which long-run inflation expectations are anchored is essential for the 
efficiency of the monetary policy. It is known that a central bank which is transparent about its inflation targets 
and takes policy measures to anchor agents’ expectations becomes more successful in controlling inflation. In 
this paper, I estimate the extent to which consumer expectations regarding inflation are anchored in the case of 
Romania, using a set of data from the DG ECFIN monthly Business and Consumer Survey. I then transform the 
qualitative answers into quantitative data and test different hypotheses regarding these expectations. I find that 
perceived inflation is usually higher than its actual level, the bias being probably related to poor financial 
literacy and quality of news, while expected inflation is almost always higher than currently perceived inflation. 
Moreover, although expectations are, for the most part, adaptive, recent years have brought a more forward-
looking nature to their formation mechanism. 
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1. Introduction 

Inflation expectations reflect agents’ beliefs regarding future price levels and influence their present 
behavior decisively. In an environment where all entities are, to a certain extent, affected by inflation, 
it is natural that each individual should form his own expectations. 

One of the most important objectives of the monetary policy is controlling for inflation expectations, 
the first step in influencing actual inflation. It follows that anticipations play a key role in 
macroeconomics, and the published literature reports three channels through which they are formed. 
First off, expectations are, most of the time, adaptive. That means that agents learn from their past 
prediction errors and take them into consideration when forming new expectations. Since they do not 
usually hold complete information regarding all macroeconomic variables and the reaction function of 
the central bank, most of these expectations are formed by extrapolating past experiences into the 
future. This is called a backward-looking model. 

Another way through which expectations are formed is heuristics, based on approximations, subjective 
points of view or intuition. In their study on inflation expectations, Brazier et al. (2006) find two such 
methods for expected next-day inflation: the heuristics of lagged inflation, where agents predict the 
same inflation as today and a heuristic based on the announced inflation target announced by the 
central bank, where agents trust the monetary authority and fix their expectations at the same level as 
the targeted inflation. 

On the other hand, the rational expectations hypothesis is a representation of forward-looking 
behavior. It assumes that all agents have and are able to process all available data and information. In 
his paper “Rational Expectations and the Theory of Price Movements”, John Muth (1961) formulates 
the hypothesis according to which agents shape their expectations in line with economic theories 
stating that companies aim to maximize their profitability, while consumers maximize utility. Since 
this behavior is only a natural extension of economic theory, it follows that agents’ forecasts are 
unbiased and that, in the long term, all prediction errors are white noise. If the reaction function of the 
central bank is known and it involves minimizing the deviation of inflation level from its target and 
possibly reducing the volatility in the output gap, the rational expectations hypothesis assumes long-
term expectations regarding inflation to not change with the addition of new information. 

Theories which rely on assumptions about agents’ utility functions include the Brunnermeier and 
Parker (2004) modeling of individual over-optimism or over-pessimism to derive their current and 
future utilities, or the Sims (2002) model of “rational inattention” stating that, since agents have a 
limited capacity to process information, expectations depend on the noise perceived and observational 
errors can be derived from each individual’s optimization problem. 

The level of inflation expectations significantly influences actual inflation and thus the central bank's 
ability to fulfill its primary mission, price stability. Regardless of the mechanism behind the forming 
of expectations, a low and stable inflation level, in conjunction with well anchored anticipations help 
the monetary authority in achieving all of its policy objectives, including growth and financial 
stability. In his 2007 speech on Inflation Expectations and Inflation Forecasting, Ben Bernanke 
defines anchored expectations as being “relatively insensitive to incoming data. So, for example, if the 
public experiences a spell of inflation higher than their long-run expectation, but their long-run 
expectation of inflation changes little as a result, then inflation expectations are well anchored”. 
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Rises in price levels lead to the erosion of the purchasing power of consumers. Therefore, if a high 
level of inflation is expected, employees will demand wage increases to protect their real income, 
incurring increased costs for companies, which will further hike prices in order to make a profit. This 
inflationary spiral is then triggered under poorly anchored expectations, highlighting the important 
role that they play in aiding the central bank’s efforts to stabilize prices. 

In models involving rational expectations, long-term expected inflation and, therefore, actual inflation 
is an equilibrium outcome, heavily influenced by the public’s confidence in the central bank and its 
policies. By setting and achieving realistic inflation targets, the central bank anchors agents’ 
expectations. As uncertainty regarding future prices does influence current consumer behavior, price 
stability can be defined as the state in which agents can make decisions disregarding uncertainties 
related to inflation. 

 

2. Measuring expectations 

Empirical studies show that inflation expectations can be quantified in two ways: measures estimated 
from surveys and measures derived from various financial market instruments. In the first case, the 
advantage is that surveys measure anticipations as an exogenous variable, leaving the nature of the 
mechanism causing them to be analyzed separately. There are also a few drawbacks to this approach. 
Given the low frequency of measurements, although useful for long-term analysis of the properties of 
expectations, it can be difficult to assess the causes behind their formation. Secondly, respondents do 
not have any obligation to behave in line with the statements they make in the survey, they may 
respond differently from how they intend to act. Moreover, the results depend heavily on the wording 
of the questions, possible answers and measurement mode. Finally, survey data can be used to build a 
distribution of expectations, but fails to account for the degree of uncertainty among participants. 

Data from such a survey can be collected in two ways: in qualitative or quantitative form. The first 
involves a balance with several possible answers, where respondents may have expectations of 
inflation growth, stability or decline. Quantitative methods consist of specific questions that require 
the actual level expected by the respondent for future inflation. Qualitative methods are commonly 
used in practice, the reason being that participation in the survey is done on a voluntary basis and 
generally consists of a questionnaire including a wider range of questions; since the surveyors have an 
interest to stimulate individuals to participate, they tend to avoid asking for exact figures, which would 
likely be tiresome and difficult for respondents, discouraging their collaboration. Second, it is assumed 
that accurate estimates, which usually require some degree of calculation, are more likely to yield 
errors compared to qualitative methods, which all participants can respond to more easily. 

The alternative is deriving expectations from inflation-indexed financial instruments. The advantage of 
this approach is that the high frequency data, which is daily or even intra-daily, allows for analyses of 
changes in expectations over a short time horizon and can help assess the impact of news or other 
elements of influence. The instruments used are usually government bonds indexed to inflation. 
Although attractive, the difficulty in extracting expectations from such an instrument stems from the 
multiple elements that form the yield spreads between a regular bond and an inflation-indexed one: 
expected inflation, inflation risk premia, liquidity premia and other technical market factors; isolating 
just the first component usually involves several restrictive assumptions. 



Dinu Barnea 
 
76

Since no such securities are traded on the Romanian capital market, inflation expectations are best 
measured through surveys. The most relevant such survey is the Business and Consumer Survey, 
conducted by the European Commission monthly across the 28 EU Member States and 4 candidate 
states, namely Macedonia, Serbia, Turkey and Montenegro. Participants consist of companies and 
individuals representing five different sectors of the economy: industry, services, construction, retail 
and consumers. The sample sizes depend on the population heterogeneity; in Romania, about 7,500 
companies from the above mentioned sectors and 1000 consumers are usually surveyed. For 
companies, the question related to inflation expectations is "How do you expect your selling prices to 
change over the next 3 months?", offering 3 possible answers: increase, remain unchanged or 
decrease. A secondary question is addressed: "If you expect prices to increase, this will happen at a..." 
with the following options: ‘faster pace’, ‘similar rate’ or ‘slower pace’. The balance in each sector is 
calculated as B = PP + 0.5p - 0.5N - NN where PP represent the expectations of a faster growth in 
prices, P is the percentage of respondents who anticipated an increase at the same rate, N stands for a 
stagnation in prices, while NN expect a price decrease. 

For consumers, there are two questions, one regarding the perceived inflation over the past 12 months 
and another, similar to the one addressed to companies, about expectations for the 12 months ahead. 
The balance is then determined in the same way. The surveys are conducted in a harmonized manner, 
so as to ensure comparability across countries; this is achieved by using the same questionnaire format 
and transmitting the results according to a common timetable. Although respondents are explicitly 
asked to exclude seasonal price variations from their answers, most often a seasonal component is 
present; in this case, the Dainties seasonal adjustment algorithm is used to adjust the series, its main 
advantage being that past results are not revised whenever new data is collected. 

When the survey offers 5 possible answers, it is usually considered that two intervals of indifference 
exist. Let the first such interval be ,  with  and  positive, so that if the balance is within 
this interval, it is generally considered that no price inflation is expected. Another interval of 
indifference is created around current inflation levels: , ,  and 0. Within this 
interval, it is said that respondents anticipate a constant level of inflation. Formally, possible answers 
can be represented as: 

	 																																																 		
	 																																					 			
	 																				 		

	 															 		

	 																																 		

 

For any given distribution of inflation expectations with a density function f(xt+1) the probability of 
each answer can be written as: 

Pr  
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Following Batchelor and Orr (1988), the general solution is given by: 

2
 

where: 

  

and 

 

and by imposing  and . 

 

3. The case of Romania 

The first step is to determine the starting level from which expected inflation will be derived, which is 
the perceived inflation. This is done according to the same principles described above, using the 
survey answers regarding inflation over the past 12 months. In order to determine perceived inflation, 
two elements are needed: an assumption about the distribution of perceptions and a basic level of 
inflation called ‘moderate inflation’. For the moderate inflation we will use the trend rate, derived 
using a simple Hodrick-Prescott filter. With regard to the distribution of inflation perceptions, the most 
widely used in literature is the logistic distribution, also preferred by Batchelor and Orr in their 
extension to the Carlson-Parkin model. The logistic distribution is somewhat close to the normal 
distribution, although it does exhibit leptokurtosis and thicker tails. The inverse cumulative 
distribution function of the logistic distribution is: 

ln
1
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where:  

μ stands for the distribution mean and s is determined from the variance equation: 

.  

By solving for Romanian survey data, we get: 

Figure 1. Perceived inflation 

 
Source: European Commission, National Institute of Statistics, own calculations. 

If consumers would not be able to accurately perceive inflation, it would be possible to use its actual 
level in determining expectations. However, consumers' perception of inflation has improved 
significantly over time, the correlation between the two series being almost 98%. Using the logistic 
distribution hypothesis, we get a root-mean-square deviation of about 2.8 percentage points. 
Generally, consumers perceive a higher-than-actual level of inflation. Periods of lower inflation, 
like the first half of 2007 and the second semester of 2011, correspond to higher perceptual errors, 
consumers being unable to correctly perceive these low inflation levels. The mean absolute error of 
perceptions, determined as the average absolute difference between perceived and actual inflation, is 
about 2 percent.   
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Using perceived inflation as a starting point, and assuming a similar distribution for expectations 
we are now able to derive the expected levels of inflation. Results show that, despite having 
improved in recent years, inflation expectations are systematically biased upward compared to 
actual inflation. Comparing perceived to expected inflation shows that consumers always tend to 
expect a higher inflation in the future than the one they currently perceive. This can probably be 
attributed to the subjects’ poor economic and financial literacy, as pointed out by Burke and Manz 
(2011) and reported by Beckmann (2013) and to the prevalence of alarming news suggesting price 
increases. 

Figure 2. Expected inflation 

 
Source: European Commission, National Institute of Statistics, own calculations. 

Regarding the mechanism behind the formation of these expectations, the adaptive or anticipatory 
nature of expectations can be assessed by estimating a regression of expected inflation on a backward-
looking and a forward-looking component: 

1 2 3 4  

where: 

 2  represents the forward-looking component, measuring the extent to which a consumer 
builds his expectations based solely on his knowledge of future events, while the 3
4  component stands for the backward-looking factor, showing the importance of past 

and current inflation in the forming of expectations. 
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 Coefficient t-statistic p-value 

c(1) -0.862333 -3.706436* 0.0003 

c(2) 10.65924 1.902022 0.0592 

c(3) 118.0888 31.44051* 0.0000 

c(4) 0.245412 7.673411* 0.0000 

* indicates significance at the 5% level 

Although the forward-looking component is not significant at the 5% level, it is very close to being so, 
an encouraging development which has only become apparent in recent years, possibly in relation to 
an increased public confidence in the monetary authority and the development of some financial 
education programmes. Meanwhile, the coefficient corresponding to the adaptive component is 
significantly different from 0. Therefore, we can conclude that Romanian consumers' expectations 
about inflation remain rather adaptive in nature, albeit having an increasingly important forward-
looking component. 

 

4. Conclusion and remarks 

The National Bank of Romania shifted to direct inflation targeting in 2005. Since then, the target 
rate was decreased every year up to 2012, in order to consolidate the disinflation process and to 
reach a sustainable medium-term inflation rate. Starting in 2013, the yearly inflation target has been 
fixed at the 2.5% level, in an effort to achieve an inflation consistent with the ECB's definition of 
price stability. Inflation expectations are a determinant of actual inflation, and the most successful 
instrument in anchoring these anticipations is a credible central bank, that manages to achieve its 
goals through efficient and transparent policies. In Romania, the disinflation process has been a 
constant and consistent one ever since 1989. The National Bank managed to achieve its 2011 and 
2013 targets, enhancing its credibility and contributing decisively to the anchoring of inflation 
expectations. 

We used a method of processing monthly survey data collected by the European Commission on 
inflation expectations and arrived to some conclusions regarding their formation. We computed 
moderate inflation, by filtering actual inflation and used that as a starting point in determining 
perceived inflation. We assumed a logistic distribution for perceived inflation and found that 
consumers do not correctly perceive the short periods in which inflation is unusually low, but are 
more sensitive to rises in inflation. This attitude can probably be related to the greater attention that 
consumers pay to products whose prices increase, while stable or decreasing prices are often 
disregarded. The false perception of inflation could also be due to the media, which predominantly 
relates news showing price increases, even when they are only a possibility, creating the impression 
of widespread inflation. Also, as shown by Georganas and Li (2013), small frequent purchases are 
more strongly perceived by consumers and a marginal increase in volatile prices such as those of 
gas or basic food products may as well lead to overstated perceptions of inflation. 

Regarding inflation expectations, we assumed the same type of distribution and derived them in 
conjunction with the perceived inflation. Expectations are almost always above actual inflation, as 
well as above perceived inflation, highlighting the fact that, most of the time, consumers expect a 
higher inflation in the future. The rational expectations hypothesis can be rejected, since consumers 
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systematically expect higher than actual inflation levels, pointing to a somewhat weak anchoring of 
expectations. However, when assessing the adaptive or anticipatory formation mechanism, we find 
that the forward-looking component is becoming an increasingly important factor when forming 
inflation expectations. 
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Abstract. Because we live in an era when everything changes, the communication also becomes increasingly 
harder to control. People who take decisions depend on information received and on the environmental 
interactions. Although Communicational process is a dynamic process and in a permanent development, that is 
strongly influenced by a series of internal and external factors of public/private institutions, that also have a 
strong impact on their performance. The key of success is given by an implicated and efficient communication, 
which represents the essence of social behavior and personal relationship between people witch is the 
foundation of individual and entrepreneurial success. Communication is a lever in the success of any 
management system in that it is present in all actions taken by the public institutions. 
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Modernity has meant the rise of communication in all its aspects, technical and scientific progress 
favored the advent of the Internet, telephone, fax, increasing communication both between individuals 
themselves but also between communities and institutions. 

Communication is a key factor in the life of every individual and every organization helping 
informing, networking, knowledge, visibility, which all leading to a unique organizational culture 
(Pripp, 2002: 15). However communication remains the most important element of confidence for 
each individual. 

In a public communication is a foothold in achieving common goals while having a crucial role in 
existence, preservation and development of interpersonal relationships. Therefore, group activities are 
impossible without the existence deployed regardless of the communication and the organization 
operates, the communication is included in all activities. Thus, the authors have encountered obstacles 
in conceptual delimitation of organizational communication process and to determine its role in an 
organization. 

Therefore, they were identified and unanimously accepted five roles associated with this process: 
 management functions without communication feature are operational lose because any strategic 

process is based on messaging. Thus, communication becomes essential for achieving 
organizational success while this is the greatest responsibility of a manager; 

 the communication performes and keeps personal relations within the collective that aimed 
messaging for accurate self-assessments against the requirements of managerial and organizational 
culture; 

 feedback helps to correct personal and general results of the institution; 
 the process of communication is located at the base of motivational process. The correct 

identification, use and knowledge of various categories of needs and performance incentives lead to 
the development of labor; 

 communication helps create and maintain relations with both sincere and effective external 
environment and within the organization between managers and staff located at the lower 
hierarchical levels and/or between staff on the same hierarchical level. 

‘The overall objective of communication in an organization is to determine a certain inner change and 
facilitate adaptation, both inner and outer, to this change. This objective is to influence activities in a 
manner that positively affect the company's situation.’ (Bălănică, 2003: 13). 

A good manager can not complete their work out without the existence of communication. The real 
issue is not whether organizational communication managers engage in this process or not, but if they 
communicate well or satisfactorily. 

Situated on the basis of coordination – as a function of management – communication is a process of 
transformation of the information, as symbolic messages between two or more people, some with 
status issue other receptor status, through specific channels (Iacob et al., 2009:  152-153). 

Institutional communication can be defined as synthetic expression of opinions, means, interactions 
and goals that animates at a time on social actors. She is called to serve the interests of the institutions 
and the community in general. 

The report made communication between the individual – institution – society changes constantly. Its 
dynamism is due not only to flexibility objectives, methods and strategies of communication used, but 
also psychosocial changes manifested by social actors in relation to the degree of perception and 
solving complex problems they face in everyday life. Therefore, the communication process is subject 
to permanent institutional adjustment. 
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Defined in general, the institutions appear to be ‘...objective and external social construction of 
individuals, with an inter-subjective nature, which generates a series of communication structures 
capable of generating certain attitudes and behaviors addressed human settlement and the settlement of 
concrete cases’ (Pop, 2003: 98). 

Institutional communication functions based on a code of ethics and deontology which interferes in 
regulating different types of situations. They don't necessary have to be compatible with each other, 
they can act independent. 

It is important that institutional communication between social actors function as a ‘relationship of 
adjusting’ their behavior by creating so-called ‘behavioral jelly’ (Douglas, 1992: 90). 

This communication framework is also known as the ‘queen bee’ behavior and institutional 
communication is responsible for individual behavior. Whether or institutional communication 
between individuals and the community (represented by governmental institutions), it reduces 
uncertainty situations arising, while decreasing costs and social interactions actions. 

Good communication leads to individual success, and this leads to settle functional conflict arising 
between individuals that make us resolve social conflicts and to find solutions for compromise in the 
battle between government, employers and trade unions. This way you can release the tension of 
conflict situations arising between individuals and the state, settling the social conflicts and find a 
compromise in the battle between government, employers and trade unions (e.g. labor disputes in a 
particular sector of activity). Grouping all these circumstances and the gravity of their similarity in 
order to be resolved as fast as possible, represents another responsibility for the corporate 
communication (Miėge, 2000: 60). 

In other words, the stability of a conflict or even a non-confrontational situational context is the first 
step towards its growth institutional communication, for appropriate use of different behaviors, 
attitudes and rules that can govern these situations. 

The stability of a conflict or even a non-confrontational situational context is the first step towards its 
growth rate of communication, for appropriate use of different behaviors, attitudes and rules that can 
govern these situations. As the institutional homogeneity is higher, the information flow will be 
greater and the communication will be done better. 

Any institution, organization, operating based on a set of laws, norms, rules of behavior, traditions, 
values, criteria of “organizational culture”. Communications links of different „organizational culture” 
lead to the formation of so-called “formal organization”. In the framework, their communication is 
fluent, the situational networks are permanent protected by formal regulations, subject to specific 
legislation. 

In this way, ‘’formal organizations’’ as a product of corporate communication, often gather very 
different institutions but whom cooperate well with each other, because they are counting on a high 
degree of tolerance regarding corporate communication and therefore will and a high degree of 
tolerance behavior (Sjoestrand, 1993: 87). 

However, living in a world of uncertainty and discrepancies, corporate communication is not always 
smooth. Most of the times it is deadlocked, creating conflict situations that require urgent solutions. 
Often serious condition in the communication of unrepaired and will lead to institutional change. 

Institutional changes and changes of institutionalized realities occur when:  
 there is a discrepancy between expectations communicational attitudes, behavior, or act of 

individuals (structured in certain social institutions) and micro or macro environment targeted;  
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 new facts, which requires a certain institutionalization, by redefining, in terms of communication, 
the institutionalization of human behavior (exceptions occur: institutional change generated by 
taking into account the rights of national minorities). 

Institutional changes are attributable to changes in institutional structures in response to constant 
communicational interaction between the individual - institution. 

Defining communication of these terms lead us to the identification of its functions (Rogojanu, 2004: 
68) 
 barometer of social changes function;  
 communication function;  
 institutional and organizational monitoring function; 

According to Thomas Jefferson we can say that: rational, socially and scientifically. The importance of 
these issues for anchoring human communities substance of modern social systems is crucial Since we 
are joined by the most important myths of modernity. 

Starting from Thomas Jefferson's principle that ‘in a democratic society, everything depends on public 
consent’ we extend this idea at communicational level. As a result, communication becomes complex, 
dynamic and institutional acquires greater relevance. In terms of emphasizing the uncertainty of the 
modern economy, it is subject to change as the organizational environment is constantly adapting. 

A first approach to institutional communication from the perspective of change leads us to the need to 
highlight new mechanisms and activities arising within the institutional framework (Katz, 1960: 77). 
Changing must be such that it does not operate as a separate entity, but to assimilate frame assembly 
created by internal communication between specialized institutions, but also must involve a number of 
nonprofit organizations, foundations and individuals so that the solutions will be more quickly and 
better implemented in order to solve problems in the field. 

Therefore, designing structures and external corporate communication issues as something individual, 
group or organization, is an illusion. So „dual relationships” are the norm dominant institutional 
practice, as happens most frequently in the present. The proposal of a device group introduces a 
change to the actual operation of the service and must take into consideration all the relevant 
characteristics of the change process in a system organized, devising strategies and mechanisms to 
complete this project. 

Viewed from an institutional perspective, there is a link between change and communication, that 
outlines a new value within the organizational structure. We highlight three key aspects of institutional 
communication:  
 design communication structures;  
 ratio between the new communicational values that will be implemented and the traditional 

communication system;  
 the difference between expediency actions to improve communication within the organization and 

communication of change as a whole. 

Communication can generate institutional changes due to changes in both internal and external on the 
organization leading to highlight institutional values.  

Institutional communication doesn't only depend on the organizing the institutes activity but also on 
the conduct of individuals or prospective customers, as social actors (Conolly, 1991: 41). There for, 
we can say that need for changes in communication at the institutional level is a result of 
reprezentation of the social reports. 
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For example, it's known that a good internal communication between employees and the employers 
creates a climate of creativity and relaxation beneficial to work with appreciable results in terms of 
quality of employees work. 

Depending on their assignment, it is possible o large range of communicational configuration, 
different for each individual or group. Any changing process of institutional communication has 
implications under the terms of external communication (Popescu-Iacob et al., 2009: 56).  

The change is not possible without this second approach of communication, internal and external, 
because it allows simultaneous setting new values. Otherwise, we can not talk of changing the 
communication, but about an adaptation of a “palliative” short term of this communication which is 
specific for the new appeared situation and has to be resolved quickly (Bertrand, 2001: 160). 

Public information is the main source of institutional activity, that can be used as a tool for mixing and 
compatibility which communicated in time both to the internal and external customers make the link 
grow between the individual-individual and between the individual-institution.  

Another feature of public information could be that it is “... working memory organization in the 
database”. Institutions, organizations have the ability to process information and to distribute 
(broadcast) in the form of various communication products. Thus assist in obtaining a wide range of 
written and audio-visual products, addressing both internal public and external one. They materialize 
(reflected) by: articles in newspapers, studies, books, audiovisual and print advertising, radio, TV 
(Zadek, 2004: 123). Status public information processing are essential and covering a wide field of 
reference namely: 
 new information on socio-economic and political dynamics, making references at the institutional, 

national and international level;  
 public social information resulting from social surveys undertaken by competent bodies, which 

locates the current or future problems that the society may face as a result of the manner of 
governance adopted at a certain time; 

 textual data obtained from official publications 
 information audio - visual relates to events captured in a company internal and external life to their 

image, which can be analyzed and improved where is needed; 
 biodata from private and public life of different personalities. 

In these circumstances, access to public information is essential. Strengthens the image and 
recognition for companies, as can exercise genuine control on the population also by manipulating this 
information, so that public opinion be guided in the desired direction of these organizations. 

Capital expires in generic financial and logistical resources available to organizations. The effort to 
equip with modern equipment and adequate use of communication of future performance is rewarded 
by success (Archie, 1991: 345-346). Capital invested in the logistics of the company will generate 
powerful communication products. These can range from leaflets, brochures, catalogs, surveys, press, 
to audio visual, teletext, the Internet, computer networks. Alongside capital and information, an 
important role goes to labor or employees. Efficient use of working time, retrieval and processing of 
timely information leads you to the success of corporate communication. 

To create information flow we need a real feed back. This implies a good communication between the 
interdepartmental level of the organization and the external environment. Feed back is beneficial if 
managers assess after each stage the previous one (Ciucan, 2005: 88-89). Where poor results are 
found, and the organization is in a talemate communication environment targeted, strategy changes are 
made or even chose a different communication channel. 
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Therefore, institutional basis of a communication must sit a so-called „marketing information system”. 
He is the only one who will ultimately determine the organization's strategic decisions or actions. 

 

Conclusions 

The core component of the coordination function is communication. As a process that allows 
relationships between individuals, it makes at the same time, possible to achieve agreement, but also 
the emergence of the disagreement, and imposing manifestation of power like negotiation and 
consensus. 

Thus, communication means a simple fact: practically, a man tries to establish a relationship with 
others that may be disseminated information, ideas, attitudes. Communicating does not mean, 
however, only sounds and words but it does mean at the same time, thinking and knowing. In 
everyday life, people are faced with different situations that require specific behaviors and appropriate 
communication patterns. So they need to have a true culture of communication: how to speak, where, 
when and in what situation. 

Organizational relationships are based on existing communication between individuals. Being a 
complex process it involves communication, however, beyond the structural side, there are other 
aspects of the organization: technical, economic, psychological, educational, cultural, etc. 
Communication Complexity of communication brings a special requirement to the practice for the 
manager: the ability to be a good communicator. This ability develops the idea of understanding the 
role of communication at individual and organizational level. 
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Abstract. The more visible effects of resources overexploitation, like climate change, fear of shortages and the 
consequences of wasteful use of products, led to an awareness of the danger that industrial society represents to 
the planet's future. As the global economic crisis has created favorable conditions for the emergence of a new 
perspective of economic growth in the context of sustainable development, this paper aims to examine how 
government policies influence the relationship between economic growth and natural capital in the post-crisis 
period. Special attention is paid to the relationship between environmental policies, relevant for the economic 
development, and their effects on life quality. The theoretical and practical confrontation between the economic 
growth theory and the theory of conservation of the natural environment highlights both the fragility of the 
global balance, but also the need to seek harmony between economic growth and the impact on the environment. 
The article analyzes the extent to which government policies compensate the market shortcomings in respect of 
development costs. The global crisis has highlighted the problem that finding the optimum level balance level 
between the development social benefits and environmental impact, is harder to solve when the economic 
variables are experiencing high volatility, and political decisions must consider the social factor to a greater 
extent. Therefore a new model of development is outlined, one in which economic-political system can positively 
influence the natural capital stock, by improving the quality of political factors and by investing in the 
knowledge capital. 
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1. Introduction  

The alert development of communication and information technologies generated major changes in the 
world economy. The global crisis required a specific approach in public policy, with direct effects on 
the economy, welfare and environmental protection. Overcoming the crisis period currently allows the 
evaluation of the measures adopted, according to the consequences that they generated. The 
continuously increasing degree of integration that the global economy experiences, which initially was 
considered a weakness, because it favored the spread of the crisis, it turned out to be an advantage in 
the recovery process, in that the elimination of trade barriers facilitated international investment 
(Giddens, 1990, pp. 67-71). The significant reduction of transaction costs was an incentive for 
international trade in all product categories (UN DPCSD, 1997, pp. 282-288). As a consequence, there 
were also negative effects on the environment at a worldwide scale, effects out of which those with a 
major impact have been highlighted: the multiplication of greenhouse gas emissions, global warming, 
ozone depletion, deforestation, excessive exploitation of the natural capital and pollution. It is 
therefore a frequent question whether today's global economy managed to become, to a much larger 
extent, a threat to the natural environment and quality of life, than a global welfare advocate, as 
desired (Walsh and Stiglitz, 2005, pp. 397-408). 

 
2. Political decisions have direct effects on natural capital 

As the economic growth is rather perceived from the perspective of the impact on the environment that 
it generates, it becomes clear that defining it exclusively by GDP variation is poor. An assessment of 
the achievements of major sectors of the world economy based on their contribution to GDP, has led 
to an extension of the activities of each economic sector, in an irrational way, based on environmental 
resources. (Negrei, 2004, pp. 73-99).  A relevant indicator of the environmental impact on economic 
development is the ecological footprint (EF), and the continuous increase of the size of the current 
global ecological footprint is a worrying fact. The ecological footprint is an objective indicator that 
expresses pressure mankind puts on the biosphere through consumption. Part of the environmental 
footprint overall, are in a high percentage agricultural areas, marine fishing areas, areas occupied by 
industrial buildings, infrastructure landscaping areas, human settlements in urban and rural areas, areas 
designed for the storage and waste neutralization, areas for extraction and storage of ores or 
hydrocarbons, deforestation and the recently reforested etc. Global ecological footprint concept was 
used first time in 1992, by Professor William E. Rees at the Canadian University of British Columbia. 
The Ecological Footprint is calculated by dividing human consumption of natural resources to the 
earth's capacity to regenerate these resources and expressed in global hectares (gha). The continuous 
increase in global consumption of goods and services has an extremely important contribution to the 
magnitude of this phenomenon. 
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Chart 1. The ecological footprint of humanity, between 1961-20011 (gha) 
 

 
Source: The Global Footprint Organization, 2015. 

Given these conditions, the sustainable development while increasing GDP is more and more difficult, 
and extensive quantitative growth should gradually be replaced, in line with the economic 
development, with a qualitative growth, where the most important share is allocated to factors of 
economic efficiency (Constantinescu, 1976, pp. 20-48, 119-152). If we refer to the traditional meaning 
of the concept of progress and at the same time we follow the requirements of sustainable 
development, the risks taken by exclusively evaluating GDP growth, actually determine the world's 
economies to depart progress. The development is considers indicators that evaluate besides GDP, the 
biosphere, environmental parameters, strategic reserves of raw materials, quality of life and, not least, 
the ethical level of societal relations (Ciobotariu and Socolescu, 2008, pp. 37-44). Economic capital 
and its contribution to the evolution of GDP cannot be objectively expressed without taking into 
account natural capital (Bran, 2002, pp. 85-106). Since the human activities put more at risk the ability 
of the natural ecological capital to regenerate, determining the human responsibility to increase in 
supporting the regeneration process of human capital by appropriate public policies (Soroceanu, 2000, 
pp. 123-132). The extent to which an area is able to renew its stock of renewable resources and absorb 
waste products represent the biocapacity of that area. Earth's biocapacity is equivalent to its area. The 
level of economic activity sustainability is higher as the biocapacity increases compared to the 
ecological footprint and an area can provide a greater quantity of useful biological materials and can 
absorb more waste. The increase in the amount of resources available at a particular time and for a 
particular population is directly related to the impact that human activity has on Earth's and 
diminishing natural capital resources (Câmpeanu et al., 2004, pp. 103-137). Population growth, 
although uneven at a global level, could result in an overall decrease in biocapacity, by outsourcing, 
while the human efforts to restore natural capital stock determines an increase in the biocapacity 
(Rees, 1992). As the planet's resources are common to all living things, the public policies influence to 
a certain extent the amount of biological material available to all species. Reaching ecological deficit, 
phenomenon emerged with the biocapacity deficit, represented the difference between ecological 
footprint and biocapacity, and it is a serious reason for concern. The biosphere capacity of natural 
regeneration was overcome by human activities since the early 1980s, as a result of continued growth 
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of the demand for biocapacity in global population. The biocapacity per person can vary each year 
depending on ecosystem management, agricultural practices (such as fertilizer and irrigation), climate 
changes and population increase. Footprint per person varies depending on the size of consumption 
and production efficiency.  

The globalization can enable the possibility that, by request, consumers would show their ecological 
footprint both in the residence area, but also in much larger areas, belonging to countries exporting 
goods and services. For example, goods and services produced in China not only meet demand from 
China, but basically target consumers all over the planet. Ecological footprint allocated to worldwide 
consumption is determined for consuming countries and not for those that are exporting. In this way 
the prevalence of consume over production in the sense that, if there was no consume, the production 
would not start. This rule applies also in the case of industrial use of mineral resources. 

Chart 2. EU-28 Ecological Footprint and biocapacity between 1961-2007 (gha) 

 
Source: European Environment Agency, 2012. 

Therefore, consumers’ responsibility for the current situation of the biosphere is much larger and more 
complex than they usually realize. Ecological footprint and biocapacity dynamics are expressing the 
people exploitation of all types of natural resources, in the general approach to meet the increasingly 
high level needs of development. From this perspective, currently, in the world are available resources 
of 1.8 hag / person. But every European uses 4.9 hag and a North American, twice more than a 
European. This is possible but only by reducing the resources available for consume from the 
inhabitants belonging to the other continents. 

 
3. Effective public policies are favoring economic freedom and reduce corruption  

By definition, corruption is a violation of legal rules governing public duty in order to obtain a 
personal advantage. Corruption is actually due to serious market functionality issues. Most often 
corruption manifests itself as power abuse, whatever is the nature of that power. Public policies should 
rather focus on the root causes of these abuses and conditions that facilitate corruption, than on the 
nature of power abusers (Pellegrini, 2011). The scale of fraud to the detriment of public budgets based 
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on corruption facts requires urgent policy measures. Despite the difficulties in quantifying them, their 
influence on economy is substantial, representing a significant percentage of the gross domestic 
product.  

The existence of a close relationship between the degree of economic freedom (as measured by Index of 
Economic Freedom - ILE) and the size of the corruption phenomenon, both in terms of small corruption, 
the one that suffocates citizens, bankrupts small companies and kills, and the big corruption, which dispels 
public resources and degrade the living standard of citizens, which cannot be neglected. 

For analyzing this connection is necessary to clarify concepts and theoretical correlation in order to 
proceed.  

The dimensions of corruption at regions or country level are expressed by the Corruption Perception 
Index (CPI), a composed instrument developed by Transparency International in 1995, which is based 
on results gathered from surveys conducted by independent professional institutions.  

The perception over corruption considers the frequency and size of bribes in the public sector, political 
and private space and take values from 0 (very high corruption level) to 10 (very low corruption level).  

Corruption in the private sector an increase in cost equivalent to the value of unequal parts, and the 
increase in the degree of risk for the respective business because of exposure.  The effects of 
corruption are most damaging when they are produced in relation with public resources, which later on 
impacts the consumers and tax payers. 

Identifying the sources which supply corruption is a necessary initiative in order to expose the relation 
between ILE and CPI. According to Global Corruption Barometer conducted by Τransрarеncу 
Intеrnatiоnal, the people are more and more concerned by the role played by companies in influencing 
the public decisions. Actually, the companies are encouraged in several ways to practice illegal 
activities. Two of these ways are relevant in this context as they influence in a decisive manner the 
companies’ activities: 
1) The stimulants are generated by the decisions made by the governors and which increase the degree 

of regulation, tighten taxation and extend the bureaucracy. In these conditions the companies are 
determined to bribe officials in order to operate. The corruption appears in this way as a means by 
which the companies are avoiding bureaucracy, trying to keep a close relationship with the 
consumers and the market. This evasive attitude allows reaching customer and companies’ interests 
in the same time. 

2) The stimulants are a result of the government’s capacity to rule and impose by coercion the rules of 
the game. Using the public budget resources, based on the policies created, represent another 
important source of rent-seeking. The possibility of some interest groups to benefit of important 
budget resources reveals the apparition of the worse corruption form. We could define this 
corruption as a destructive corruption, as it removes any connection between companies and their 
customers, transforming these companies into political customers of the political governors. 

Based on the perception of the majority that governs are inefficient in this initiative, we can expect an 
increase in the degree of government intervention in the economy and society (Ostrom, 2007, pp. 16-
23). Additional regulation, the extension of the bureaucratic system and, as a consequence, the volume 
increase of resources allocated from the public budget for fight against corruption can become sources 
of this phenomenon. 

Therefore, trying to reduce corruption is not a result of the increase of the regulation. The corruption 
reduction is happening based on deregulation, on the reduction of excessive regulation, on a decrease 
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of bureaucratisation and decrease of taxes. As a consequence, the corruption reduction is compatible 
with economic freedom. 

Table 1. The index of economic freedom and corruption degree 
CPI 2014 ILE 2014
1996 2000 2014 1996 2000 2014 

Denmark 93 98 92 67.3 68.3 76.1 
Finland 91 100 89 63.7 64.3 73.4 
Sweden 91 94 87 61.8 65.1 73.1 
Norway 89 91 86 65.4 70.1 70.9 
The Netherlands 87 89 83 69.7 70.4 74.2 
Germany 83 76 79 69.1 65.7 73.4 
United Kingdom 84 87 78 76.4 77.3 74.9 
Ireland 85 72 74 68.5 76.1 76.2 
Austria 76 77 72 68.9 68.4 72.4 
Portugal 65 64 63 64.5 65.5 63.5 
Poland 56 41 61 57.8 60 67 
Spain 43 70 60 59.6 65.9 67.2 
Slovenia N/A 55 58 50.4 58.3 62.7 
Hungary 49 52 54 56.8 64.4 67 
Slovakia N/A 35 50 57.6 53.8 66.4 
Croatia N/A 37 48 48 53.6 60.4 
Bulgaria N/A 35 43 48.6 47.3 65.7 
Greece 50 49 43 60.5 61 55.7 
Italy 34 46 43 60.8 61.9 60.9 
Romania N/A 29 43 46.2 52.1 65.5 

Source: Τransрarеncу Intеrnatiоnal, www.transрarеncу.оrg and Frasеr Institutе, www.frasеrinstitutе.оrg 

According to Chafuеn and Guzman (2000), the lack of economic freedom explains 71% of the 
corruption. The most important measures out of the interventionist measures generating corruption are 
the authorization of licenses, passes and permits, commercial restrictions and public property on 
natural resources and utilities.  

Nowadays Тransрarеncу Intеrnatiοnal is using three instruments for highlighting corruption: CPI, Global 
Corruption Barometer (survey regarding the experience and attitude towards corruption of large public) 
and the Bribe Payer Index (analyzing the opening of foreign companies for giving bribes). 

Chart 3. The correlation between the economic freedom index and the corruption degree 

 
Source: Own calculation based on data from statistics belonging to Τransрarеncу Intеrnatiоnal, www.transрarеncу.оrg and 
Frasеr Institutе, www.frasеrinstitutе.оrg  
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As the economic freedom increases, the level of corruption is decreasing. Therefore, among the 
European countries analyzed, the highest level of the perception regarding corruption in 2014 is 
registered in Romania, Bulgaria, Greece and Italy. The degree of economic freedom in Romania is one 
of the lowest registered among all the years considered, but in 2014 exceeds the level in Greece. 
Croatia and Italy. At the other extreme, Denmark has a very high level of economic freedom and a low 
level of the corruption degree. 

The results of this analysis are supporting the hypothesis that as the degree of economic freedom is 
higher, the lower is the possibility of finding corrupted practices. This analysis is based on the 
approach according to which the economic freedom is tightly connected to the amount of government 
intervention in the economy. As the government controls less resources and generates less regulation, 
there will be less opportunities to benefit from political privileges and rent-seeking behaviors. In 
countries like Denmark, Finland and Sweden governmental policies have as purpose that their citizens 
have wide access to the information systems and to the norms that regulate the behavior of those 
holding public jobs. Romania, Bulgaria and Greece are at the bottom of the ranking based on the 
corruption index. In these countries the lack of responsible political leaders and efficient public 
institutions outline the need to adopt a stronger attitude against corruption.  

 

4. Economic freedom helps reduce the poverty level 

The economic freedom represent, as well, a fundamental measure of reducing the poverty. The World 
Bank considers that by increasingly supporting the protection of property rights is the “key to reduce 
poverty”, highlighting that ensuring property rights on land is responsible for increasing the wealth of 
the poor population, in some cases being able to double the wealth. 

Therefore, it can be noticed, that for the analysed countries, there is a positive correlation between the 
index of economic freedom and GNI. 

Chart 4. The correlation between the Index of Economic Freedom and Gross National Income (2014) 

 
Source: Own calculation based on data from statistics belonging to Wоrld Вank, www.wоrldbank.оrg, and Frasеr 
Institutе, www.frasеrinstitutе.оrg 

The analysis of the correlation level between IEF and development indexes like CPI and GNI outline 
the importance that governmental policies have in reducing the development costs. Based on this 
analysis conclusions can be drawn regarding important parts of the componence of the development 
indexes that have the capacity to stress or to attenuate the correlation between the degree of freedom 
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and degree of economic development. Each of the indexes analyse has strengths and weaknesses 
regarding the contribution to correlate economic freedom with performance. 

The threats and opportunities come not from the manner in which these indexes are calculated and the 
methodology used, but from the government actions in the economy and society. The tendency noticed 
at IEF level shows, in the case of the majority of the countries analysed, a favourable tendency of the 
scores registered. This can be the consequence of the opportunity revealed under the form of 
institutional competence of governments, from the perspective of globalization. Nevertheless, this 
evolution is not reflected, at least for some countries, in corresponding ranking of the other indicators. 
The benefits obtained as a result of economic development should be balanced with social costs.  

 

5. Conclusions 

The high impact that could be generated by governmental policies which lack efficiency, can be 
concluded by the fact that it can significantly reduce on long term the living standard of citizens. The 
bureaucracy and corruption have negative effects on the management of natural capital stock and also 
on the entire economy, by reducing the current and future development opportunities.  These aspects 
could cause a change in the climate, landscape appearance and environment, or rephrased, they could 
dramatically change the living standards of people. To avoid these effects become irreversible it is 
necessary that actions are taken as fast as possible. 

The measures needed to slow down up to stopping the environment degradation need to ensure, on one 
side, a favourable climate for economic development in the context of sustainable development and on 
the other side, in order to produce the desired effect, they need to have a scope agreed at an international 
level. The common objective of the two action domains needs to be equal support and valuing 
interdependencies with the purpose of attaining sustainable development. In this way, the consistency 
and the manner in which the environmental policies are used, needs to be aligned with the policies to 
reach economic freedom at an international level and to follow interdisciplinary complementarity.  
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Abstract. The present paper aims to analyse the relationship between international and Romanian agricultural 
commodity prices. Given the fact that the cereal market in Romania is highly fragmented, being represented by 
numerous farmers while the demand is dominated by a few international traders with market power, it is 
important to investigate the price transmission from international agriculture commodity prices into domestic 
ones in order to verify whether a long term equilibrium relationship between the two variables exists. To this 
end, a Vector Error Correction Model (VECM) is employed. This study is carried out using Romanian and 
international monthly price data covering the period between 2011 and 2015 for two selected agricultural 
commodities: wheat and maize. The empirical evidence reveals strong integration between domestic and 
international agricultural markets. 
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1. Introduction 

Agricultural sector is an ongoing concern, representing an essential sector of the national economy 
with strong social and economic implications. Agriculture industry accounts for approximately 6% of 
the Romanian GDP and employees almost a third of the country’s workforce. 

Romania has a major potential, due to the favourable geographic position and the climatic conditions.  
With an agricultural area of about 15 million hectares and an arable land of over 9 million hectares in 
2014, the country is one of the EU’s largest producers and exporters of agricultural products. Cereals, 
poultry and dairy products are the main export products. Despite its economic and social importance 
for the Romanian economy, the agricultural sector performance is still poor. Among other aspects, 
numerous farmers with weak bargaining power, lack of storage capacities, high handling costs and 
inappropriate technology are some of the major causes of agricultural sector’s weak performance. 

The agricultural sector is highly fragmented, being represented by over 3.5 million farms. Moreover, 
small farms with below 2 hectares of agricultural area represent the majority, being characterized by 
low financial power, fact which increases their dependence both on the weather conditions and on the 
others participants in the market. On the other side, the demand is controlled by a small number of 
international traders, along with other producers. International cereal trade giants such as Cargill, 
Alfred Toepfer, Nidera or Bunge are those who impose the price, which is generally set on 
international markets, given the export trading activity.  Most of the time, asymmetry of bargaining 
power requires individual farmers to accept the price and the other conditions offered by these large 
buyers. 

Several explanations for market imperfections have been identified in the literature. Among the 
identified causes, one of the most important is market power. It can affect price (setting buyer prices 
above or supplier prices below competitive market levels), reduce competition (for example, by 
keeping out new entrants) and impose standards for a sector of economic activity (Murphy, 2006). 
Collusion may also represent another cause for market imperfections. Generally, oligopolies can 
facilitate a collusive outcome on the market as it is easier for fewer players to reach a common 
understanding on the terms of coordination and to monitor deviations. A collusion is also more 
probably to be sustainable when there are fewer players in the market (European Commission, 2011). 
The same outcome is likely in an oligopsony, as the agricultural market is. 

In our case, given the main market characteristics, namely the reduced number of traders with market 
power who dictate the price and the numerous small farmers who act like price takers and taking into 
account the fact that internationally the cereal price is formed on the stock exchange market and that 
price is used as reference for transactions outside stock exchange being adjusted according to the 
delivery conditions,  I consider important to verify the existence of a interdependence relationship 
between international and domestic prices for selected agricultural commodities.   

Price transmission refers to the way a price at one level of the supply chain responds to a price change 
at another level of the chain or to the price changes in one market due to the price changes in another 
market i.e. spatial price transmission.  The low level of price transmission or the asymmetric 
adjustment may suggest a market failure as a result of anticompetitive behaviour at one of the levels of 
the market chain or in one of the analysed markets. 
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Spatial price transmission has been widely analysed over time in the context of the "Law of one price" 
which implies price equalization across all local markets in the long run, while allowing for deviations 
in the short run. In recent literature, this economic rule has been seen as an efficient market 
hypothesis. Hockmann and Vönecki (2009) investigated the integration of the Hungarian butter market 
with the European one by means of cointegration and found integration between 14 European butter 
prices, suggesting that the EU butter market is highly integrated. Esposti and Listorti (2011) studied 
price transmission for different agricultural commodities during price bubbles and found that price 
bubbles that occurred in the agricultural sector in recent years led to a significant spatial price 
transmission among different markets. Braha et al (2015) analysed spatial price transmission from the 
world commodity markets into the agricultural commodity markets in Kosovo and found strong 
relationship between world and domestic commodity prices, especially in case of maize and barley.   

This paper investigates whether the Romanian agricultural commodity prices have significant links 
with the agricultural commodity prices on international market.  To this end, a cointegration analysis 
has been computed and two cereal markets have been investigated: wheat and maize.  

 

2. Methodology 

In this section the econometric methodology used to investigate spatial price transmission is discussed. 
In order to test the efficiency of agricultural markets and to verify whether a long-term equilibrium 
relationship between international and domestic agricultural commodity prices exists, a Vector Error 
Correction Model (VECM) is employed. Developed by Granger (1982), cointegration represents a 
powerful technique used for detecting common stochastic trends from multivariate time series. Two 
price series are called to be cointegrated if they have a common stochastic trend. The existence of a 
cointegration relationship between two series indicates a long term relationship between them. 

There are several test for cointegration. In our analysis, Johansen (1988, 1991) cointegration technique 
and Engle and Granger (1987) two steps model were used to test the existence of long run relation 
between international and domestic prices. According to Engle and Granger (1987), when the series 
have the same integration level and the residual estimated from the OLS regression is stationary, the 
series are called to be cointegrated. The long run equilibrium between international prices and 
domestic ones can be represented as following: 

=                      (1) 

When finding cointegration between two series, a VECM is used for further investigations. The 
VECM capture both the short-run dynamics between the time series and their long-run equilibrium 
relation. For the relation between international and domestic prices, VECM takes the following form: 

Δ ∆ ∆ +          (2) 

Δ ∆ ∆ +          (3) 

where:  
 is the domestic price,  
 is the international price, 

 ∆ is the difference operator,  
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so ∆ ,  	 , , ,  and  are parameters to be estimated and  is the error term. 
Generally, the most important parameters in the VEC model are  which describes the reaction of one 
price to the variation in the other in the long run and the adjustment parameters and	 . 

In matrix notation and allowing for more than one lag of the price difference terms, the VECM takes 
the following form: 

Δ
Δ

=  + 1					 +∑ 	 
Δ

Δ
 +     (4) 

The VECM determines the effect of each variable on each other variable. Therefore, the two-variable 
VECM determines the effect of international prices on domestic prices as well as the effect of 
domestic prices on international prices for the two selected commodities, namely wheat and maize. 
The present study focuses only on the effect of international prices on domestic prices. 

 

3. Data and results 

For the purpose of this analysis data spanning from January 2011 to August 2015 is used for two 
different commodities: wheat and maize. In order to estimate the transmission of international prices 
to local prices, I used for the international prices, daily quotations for wheat and maize from Paris 
Stock Exchange, expressed in Euro/tonne. For domestic prices, I used monthly producer prices for 
wheat and maize (the price at the farm gate) in Ron/kg, obtained from the National Institute of 
Statistics. For a comparable data set, domestic agricultural prices are transformed from Ron/kg to 
Euro/tonne and converted in monthly data. All variables are transformed into their natural log for the 
analysis.   

This study analyses price transmission from international agriculture prices into domestic prices to 
verify whether a long term relationship between the two variables exists. According to Figure 1 which 
shows the price evolution for wheat and maize for the period January 2011 – August 2015, one can 
observe that the domestic and international prices for the two selected commodities move closely 
together, domestic prices following the international ones. 

Regarding the maize prices, we observe that the domestic maize price has been consistently below the 
international market prices. Generally, the difference between the two variables represents the 
transportation cost. However, as one can see, the wheat domestic price level outruns the international 
one in some periods. A strong increase in the demand on national market may be a possible reason for 
this anomalous situation. 
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Figure 1. Domestic and international prices for wheat and maize (Euro/tonne) 

    

Estimating using a cointegration framework requires two preliminary conditions to be met: non-
stationarity for price series in level and the same order of integration. Therefore, a first analysis of the 
data is made to assess whether the series are stationary. Augmented Dickey Fuller (ADF) and Phillips-
Perron (PP) unit root tests are conducted.  Table 1 shows the results of the two procedures, indicating 
that the price series are not stationary at their level but stationary at their first difference. Therefore, 
the order of the integrations is one. 

Table 1.  Unit Root Tests results 
Variables Level First differences 

ADF PP ADF PP 
Wheat International Price -2.2323 -1.8632 -5.7264*** -5.69***  
Maize International Price -1.4347 -1.4347 -6.0759*** -6.0222*** 
Wheat Domestic Price -2.8482* -1.9927 -4.8779*** -4.92***  
Maize Domestic Price -1.9475 -1.7208 -5.3319*** -5.3319*** 

Note: *,**,*** indicate that unit root  hypothesis is rejected at 10%, 5% and 1% significance levels.  
Source: Own elaboration. 

Once it its established that both series have the same order of integration, the Johansen (1988) 
multivariate cointegration procedure was conducted in order to verify the existence of a long term 
relationship between variables. The trace test and maximum eigenvalue test results are presented in 
Table 2. 

Table 2. Johansen Cointegration Test results 
 Number of cointegrating relations 

under the null hypothesis 
Trace Statistic Prob. Max-Eigen Statistic Prob. 

Wheat 
None 20.827 0.0071 17.2 0.0167 
At most one 3.6268 0.0568 3.6288 0.0568 

Maize 
None 12.75981 0.1239 9.85 0.222 
At most one 2.9098 0.088 3.841 0.088 

Source: Own elaboration. 

Trace test and maximum eigenvalue test indicate one cointegrating equation at 5% significance level 
for wheat and one cointegraing equation at 10% significance level for maize. However, the Engle-
Granger test is also employed to verify the existence of a long term relationship between the two 
variables in case of wheat and maize. Results revealed that for both maize and wheat the two variables 
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share a common trend, the test’s null hypothesis stating the series are not cointegrated being rejected 
at p-values under 5%. 

Table 3. Engle-Granger Cointegration Test results 
Dependent tau-statistic Prob.* z-statistic Prob* 
International Wheat Price -3.9065 0.0167 -23.546 0.0132 
Domestic Wheat Price -3.7585 0.0242 -22.554 0.0174 
International Maize Price -4.1439 0.0090 -22.9029 0.0158 
Domestic Maize Price -4.0695 0.0109 -22.899 0.0158 

Source: Own elaboration. 

Finally, the VECM is estimated. Table 4 shows the estimation results of VECM for wheat and maize 
price. According to the results, there is a strong long term relationship and integration between 
domestic and international prices for wheat.  The high long term elasticity of 0.8711 implies that 1% 
change of international price will result in an increase of domestic price by 0.8711%. The error 
correction coefficient for wheat prices is -0.3452 and it measures the speed of adjustment of wheat 
prices towards long term equilibrium. For maize, the results also show a long term relation coefficient 
of 1.1686 and a speed of adjustment of 0.3069. Moreover, the speed of adjustment coefficients for 
both wheat and maize have correctly signed (negative) and they are statistically significant implying 
that there is adjustment in the local prices of wheat and maize to the long-run equilibrium position 
once there is disturbance due to shocks in international prices. The adjustment coefficients indicates 
that 34.5% (for wheat) and 30.69% (for maize) of the previous month’s deviation from the equilibrium 
position is corrected in a particular month. The short-term elasticity is also high for both markets.  

Table 4. Vector Error correction results 
Dependent Variables Long-term elasticity coefficient (β) Speed of adjustment(α) Short-term elasticity coefficient ( ) 
Wheat Domestic price 0.8711* -0.3452* 0.5897*
Maize Domestic price 1.1686* -0.3069* 0.5515*

Note: * indicate 5% significance level. 
Source: Own elaboration. 

Furthermore, the impulse response functions of domestic prices in Figure 2 indicates that shocks in 
international prices have a positive and permanent impact on domestic prices for both wheat and 
maize. 

Figure 2. Impulse response function for Romanian wheat (left) and maize (right) prices 
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Therefore, empirical estimates confirmed close relationship between international and domestic 
market in case of wheat and maize and a high degree of price transmission from the international 
market to the domestic market indicating log run market integration.  Results suggest that storage and 
transportation for wheat and maize do not represent significant market barriers which would prevent 
price transmission process.  

 

4. Conclusions 

This paper investigates the relationship between international agricultural commodity prices and 
domestic ones by using a cointegration framework. The analysis is performed using Romanian and 
international monthly prices for two different commodities, namely wheat and maize, covering the 
period between January 2011 and August 2015. The Romanian agricultural sector is characterized by 
the presence of large international traders with market power and small and numerous producers who 
act as price takers. The fragmented nature of the supply side in contrast with the oligopsony nature of 
the demand tends to favour market imperfections. Hence, a VECM was employed in order to verify 
whether there is a significant long term relationship among the international and domestic prices for 
two agricultural commodities. The price transmission is an important characteristic of the market 
functioning, therefore measuring the degree of price transmission helps to identify potential market 
failures. Results show that international and Romanian prices are integrated in case of wheat and 
maize. In the long term, international price changes for wheat and maize are highly transmitted to 
prices in Romania, thus confirming "the Law of One Price" for the two analysed markets, which 
assumes that: "In efficient markets, all identical goods must have only one price". There is strong 
evidence about the transmission process for the Romanian  markets as in the long run the international 
prices affect the domestic prices, both wheat and maize displaying elasticities of over 0.85. On the 
other hand, the speed of adjustment coefficients present quite low values which suggest slow 
adjustment of the deviations from the equilibrium; the coefficients are 0.3452 for wheat and 0.3069 for 
maize. Summing up, the strong interdependence between international and domestic prices does not 
rule out any market imperfection in the agricultural sector, but it may hinder the formation of a cartel 
in this sector. Future developments on price transmission in agricultural markets should take into 
account others estimation techniques such as thresholds, the advantage of such technique being its 
non-linear nature. 
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Abstract. The savings play an important role in the Keynesian theoretic framework, where they represent the 
key to new investments in an economy. In addition, the neoclassical theory uses as a hypothesis the fact that 
investments are financed from households’ savings. This paper focuses on establishing a link between the Gross 
National Savings Rate, Labour Productivity Growth Rate and the evolution of the Exchange Rate. The analysis 
was constructed using linear regression model, where the savings’ variable is considered endogenous and the 
other two discussed variables are considered exogenous. Our results confirm the fact that there is a linear 
positive relationship between the savings and the labour’s productivity, while the variation of the real exchange 
rate causes an opposite sign change in savings. 
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1. Introduction 

As a consequence of the economic crisis that started at the beginning of 2008 and having in mind the 
uncertainty generated by this, the national savings rate in the Romanian economy has grown with 
approximately 5 percent. Before the crisis start, the European Union had a higher level of savings than 
the United States.  The data released by Eurostat present how during the crisis, until 2013, the savings 
rate dropped with one percent, from 12% to 11%. Subsequent to this, in the first quarter of 2014, the 
savings rate in the Euro Zone reached the level of 13 percent out of the population’s income. 
According to the same European institution, starting with 2011, the trend of the savings rate was 
slightly ascending.  

The literature in the field describes the fact that on the long term there is an inverse correlation 
between the saving behaviour of households and Consumer Sentiment Index. Matsusaka and Sbordone 
(1995) explain why CSI incorporates the expectations regarding the future evolution of the economy 
(the expected prosperity and welfare). One of the mentioned reasons by these two authors is that the 
households reflect in their saving and consumption behaviour the future path of the economy. Other 
authors who highlight this inverse relationship are Ewing and Payne (1998) and Raaij and Gianotten 
(1990). The Nobel Laureate (1976), Milton Friedman (1983) explains why in the moments with high 
uncertainty, the population will choose to save, because the main characteristic of the money consists 
in liquidity. Also, in the periods when the households expect an appreciation of the economy, they will 
prefer to save in the future, as a consequence of having subsequent higher earnings. For the European 
Union, Simion (2015) shows the same negative correlation between ESI’s (European Sentiment 
Indicator) growth path and the growth rate of savings rate in EU-28 group. Although the R-squared 
value of the model reaches a value close to 0.45, the result of the t test for the dependent variable (ESI 
growth rate) confirms the model. As we have mentioned previously, the savings rate for the Romanian 
economy followed an upward trend from 2007 to 2014, as shown in Figure 1, below:  

Figure 1. Gross national savings rate evolution 

 
Source: Economist Intelligence Unit (EIU).  

The purpose of this paper is to validate an econometric model through which can be described a 
linkage between the gross national savings rate, the growth of labour productivity and variation of the 
real exchange rate, for the Romanian economy. 
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2. Solow-Swan model extension by adding efficient workers 

Assuming that the Solow-Swan growth model is already known in the related field, we will move 
directly to explaining the part that includes that labour productivity, by adding the efficient workers’ 
variable (E). If L is the number of workers in an economy, then the number of efficient of workers is 
described through the L * E relationship. Following, the model’s equation can be re-written as:  

∗ ∗
,
∗

 
(1) 

where:  

k is capital/efficient worker and f(k) is the output/efficient worker.  

Therefore, the curve of capital stock will be influenced by a new force, i.e. the growth of workers’ 
efficiency, noted with “g”. As the growth of L (labour in the Solow-Swan model) requires more 
capital in order to maintain a constant capital/worker ratio, similar, the growth of E requires more 
capital to maintain the same ratio constant. Even if initially may seem that a growth of g will drive the 
model to a lower steady-state, a higher level of efficiency will translate into more efficient workers. 
Considering that the model has been re-written according to equation (1), by adding the E variable, the 
efficiency will grow, but not the capital stock, resulting lower steady state values/efficient worker. 
Further, we will explain why a decrease of the values/efficient worker will produce an increase of 
output/worker. The new steady state condition is provided by the equality: 

 (2) 

while the necessary condition for the “golden rule” (ensuring welfare through a maximization of the 
consumption) is:  

 (2) 

where:  

MPK represents the slope of the production function.  

If we will re-arrange 
∗

 (output/efficient worker), it will result that output/worker will grow with 

the rate E: 

∗  
(3) 

The steady state, in a Solow model, which includes capital’s depreciation, the growth of population 
and an increase in efficiency, can be described by the next figure:  
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Figure 2. Solow-Swan model steady state 

 
Source: related literature.  

As a result, according to this, a growth of efficiency will produce over time a growth of the 
investments and of the savings. We have used this theoretical demonstration, in order to establish and 
to highlight the link between labour productivity and the savings rate, as a starting point for the 
empirical model, which is going to be revealed in next section of this paper:  

 

3. Methodology and used data 

In this analysis, we have used a multiple regression linear model. As a general framework, a multiple 
regression is described through equation no. (4): 

 (4) 

where: 

Y is the endogenous value and X and Z are the independent values. The coefficients of the three 
variables are ,  and  and  is the error term. 

By substituting Y, X and Z, we have added to our econometric model the following variables: 
 Y: Annual growth rate of the gross national savings rate (GNSR_ch); 
 X: Annual growth rate of labour productivity (WaC); 
 Z: Yearly change of the real exchange rate (RExR), calculated as a function of CPI 

The time series have been provided by EIU (Economist Intelligence Unit) and some of them were 
secondary processed, to stationarize the data. The time interval starts in 1996 and it ends in 2014 (19 
observations). The below chart describes the evolution of the growth rate of the labour productivity in 
the Romanian economy:  
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Figure 3. Percentage change of the labour productivity in the Romanian economy 

 
Source: Economist Intelligence Unit (EIU).  

 

4. Estimated results  

First phase consisted in testing the stationarity of the time series. As we have mentioned, the reason 
for which we have used in the model growth rates, is the fact that these provides stationary time series. 
Hence, the values of the three Dickey-Fuller tests run for testing the stationarity were: 0.0562, 0.0128 
and 0.000, for the three-mentioned variable in the previous section. Although the Dickey-Fuller value 
for the first values is slightly above the 0.05 significance level, for practical reasons, we have chosen 
to consider this variable stationary. 

The second stage of model’s development consisted in estimating the correlation coefficients. After 
processing, it revealed the fact that exists a positive correlation between the dependent variable and the 
growth rate of labour productivity; the coefficient equals to 0.5. Between the first variable and real 
exchange rate, it has been observed a negative correlation, of which coefficient equals to -0.4. Thus, 
we have decided that this relationship worth being investigated further, through an econometric model 
(both correlations are bigger than 30%).  

In the third step, we have estimated the regression model. The following table gathers the results of the 
model: 

Table no. 1. Regression model estimates 
Source SS df       MS Number of obs 19 
   F(  2,    16) 3.48 
Model 25.7087789  2   12.8543894 Prob > F 0.0558 
Residual 59.1618724 16   3.69761702 R-squared 0.3029 
   Adj R-squared 0.2158 
Total 84.8706513 18   4.71503618 Root MSE 1.9229 
GNSR_ch Coef. Std. Err.      t P>t [95% Conf. Interval] 
WaC 0.1037754 .0552019     1.88 0.078 -0.0132474 0.2207982 
RExR -0.063535 .0457497    -1.39 0.184 -0.1605201 0.0334501 
_cons -0.0903712 .5234925    -0.17 0.865 -1.200126 1.019383 

Source: own estimations. 
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T test probabilities for the two independent variables, as it can be seen from the above table, confirms 
the fact that the variables are significant for confidence interval of 90% for the first variable, and 
respectively 80% for the second variable. T test value for the intercept expresses that this is not 
significant in our model. Determination coefficient (R-squared) reaches the value of 30%. The role of 
this coefficient is to explain how much of the dependent variable variance can be explained by the 
equation displayed in table no. 1. Although its value is relative small, correlated with t test values, the 
model could be considered one with forecasting capacity. Another explanation for which why the 
value of R-squared is under 50%, is the fact that this equation is trying to shape a psychological 
mechanism: the saving mechanism – in accordance to this, the human actions are more difficult to 
forecast. According to the table 1 estimation, the fitted model can be re-written as: 

0.103 ∗ 0.064 ∗ 0.09 (4) 

Figure 4. Growth rate of the gross national savings rate vs. Fitted values 

 
Source: own estimations. 

The last step consisted in running the post-processing adequate tests. It has been observed that the 
model respects the linear model hypotheses: the errors follow a normal distribution (Kernel Density, 
fig. 5), no autocorrelation was detected (we have used here Durbin-Watson and Durbin Alternative 
tests; d-statistic equals to 1.93) and also no heteroskedasticity was detected (Breusch-Pagan test). The 
multicollinearity phenomena were not observed – VIF statistic values was approximately 1.05 (the 
multicollinearity would have been a problem if the value of the variance inflation factor was bigger 
then 10).  
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Figure 5. Model errors distribution  

 
Source: own estimations. 

 

5. Concluding remarks and further development  

According to equation no. (4), one can observe that an increase with one unit of the growth rate of the 
labour productivity in Romania will produce an increase of the growth rate of the gross national 
savings rate with approximately 10 percent (positive coefficient). In a similar way, an increase with 
one unit of the percentage change of the real exchange rate will trigger a negative change of 
approximately 6 percent of the dependent variable. In other words, when the national currency will 
depreciate, the savings rate in the Romanian economy decreases. The interpretation might misconduct, 
but having in mind the fact that the methodology for calculating the real exchange rate was based on 
CPI, a decrease in the percent variation of real exchange rate, actually represents an appreciation of the 
real exchange rate. Our results are inline with the ones from the literature; in this respect, the most 
relevant work that can endorse our work is Montiel and Serven’s (2008) paper, which have built a 
panel of 94 countries (1975-2005). Their conclusions are that in countries that have strong real 
exchange rate, high savings rate occurs.  

As further developments, we want to develop this model by adding new explanatory variables (a 
weakness of out model might be considered the small value of R-squared) in the linear model or by 
transposing this model into an autoregressive form (e.g. VAR).  
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Abstract. The conversion from conventional agriculture to organic producing systems represents a widely 
discussion subject at multiple levels, starting from contemporary literature and research methodologies to 
European regulations and programs. Global food safety and security issues as well as emerging trends 
transposed into modern common needs (that involve food as a main determinant of wellbeing, constant health 
and environment preservation) are shaping the food market towards more sustainable practices and business 
models. 
Thus, food producers’ attitude regarding organic agriculture has an important role in the process of modeling 
the business community that is constantly adapting to the dynamic requirements of a competitive environment, 
driven by sustainability. 
In this sense, the paper aims to highlight a conceptual model regarding Romanian producers’ attitude towards 
organic agriculture conversion, as a main business solution for sustainable development. Having as a 
background the analysis and synthesis of a past research regarding consumer’s perception and awareness of the 
organic sector, an appropriate questionnaire was developed and applied to a representative number of food 
producers and companies that activate in the agricultural field in Romania. The main objective of the research is 
to demonstrate the constant trends that characterize the Romanian organic food market, from the producer’s 
point of view.  
The present conceptual model takes into consideration both economic and socio-cultural factors that influence a 
food producing company in converting from conventional to organic agriculture and producing systems, from 
both a micro and macro economical point of view. 
 
Keywords: Organic agriculture, Food safety, Sustainable Development, Sustainable business, Innovative model, 
Producer’s perspective. 
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Introduction  

In the las decade, Romania has become an emerging country in the European Union and given its 
status of a new member of the Community, it involved a series of new rules and regulations that 
Romania needed to implement, harmonize and respect. Among these, a very important aspect was 
represented by the implementation and maintenance of an efficient organic agricultural system. In this 
context, Romania met a new and more organized environmental system and a more opened mindset, 
which helped the trend of organic agriculture and organic food products gain popularity among the 
consumers, outlining, in the same time, a well determined national market. 

Building a national organic market, given the novelty associated with these products, required efforts 
in terms of informing and educating both consumers and producers. Thus, the question of changing the 
psychology and even the lifestyle of Romanian food consumers and producers was raised. After a 
decade of developing a rigorous legislation system and continuously improving the organic sector, The 
Romanian Ministry of Agriculture (MADR) stated in 2014 that "organic agriculture represents a 
dynamic sector in Romania which has registered an upward trend in recent years, both in the vegetal 
and livestock production sector." 

Despite of the general positive perspectives, if the statistical data is closely analyzed one can see that 
the dynamics exists, but are limited at a lower scale, Romania not representing a dominant actor on the 
organic food market, neither from a consumption point of view, nor production.  Moreover, the level 
of production in Romania is one of the lowest in the European Union, reporting to the country’s size. 
In this sense an analysis in terms of determinants is essential for identifying some of the key aspects 
that influence the local producers in converting to the organic sector. 

 

1. General framework regarding Romania’s organic food production: the organic producer  
as a main market actor 

Generally, the organic producer’s status is determined by a set of rules and regulations stated in a clear 
legislative framework, harmonized, but strict in the same time, that provides guidelines for all 
involved parts. For Romania, the organic agricultural sector is built around a main legislation act: 
Emergency Ordinance no. 34/2000 on organic food products. The document is elaborated having as a 
starting point EC Regulation no. 834/2007 on organic production and labeling, and itis continuously 
revised and supplemented in order to be linked with European legislation and the continuously 
dynamics of this system. In this regards, the role of this official framework (providing helpful 
guidelines for developing an efficient organic farming sector, increasing number of producers and the 
level of consumption) is highlighted by the increasing numbers that characterize Romania as an 
organic agricultural country in the last years. 

Analyzing the plant sector main indicators from Table 1, Romania has cultivated in 2014 an area of 
289.251,79 hectares of farmland according to European standards.  To this value another 1.78 million 
hectares can be added from spontaneous flora harvesting. 

Table 1. Dynamics in organic farming sector Period: 2000-2014 
Indicator 2010 2011 2012 2013 2014 
Total Organic Operators from which: 3.155 9.703 15.544 15.194 14.470
Processors 84 95 103 88* 61* 
Total organic land (ha): 182.705 229.945,7 288.260,8 301.148 289.251,79
- Grains 72.297 79.166 105.148 109.105.3 102.531
- Protein Crops 5.560 3.147 2.764 2.397 2.314 
- Root Plants 504,3 1.074.9 1.124,9 740,75 626,99
- Industrial crops 47.815,07 47.879,68 44.788,73 51.770,78 54.145,17
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Indicator 2010 2011 2012 2013 2014 
- Green crops 10.325,4 4.788,49 11.082,93 13.184,14 13.493,53
- Other arable crops 579,61 851,44 27,77 263,95 29,87 
- Vegetables 34,32 914,08 896,32 1.067,67 1.928,36
- Vineyards 3.093,04 4.166,62 7.781,33 9.400,31 9.438 
- Grasslands 31.579,11 78.197,51 105.835,57 103.701,5 95.684
- Unused land 10.216,78 9.758,554 8.810,734 9.516,33 9.058,6
Spontaneous flora 7.294,35 33.8051 1.082.138 944.546,2 1.787.548

Source: MARD official data - http://www.madr.ro/agricultura-ecologica/dinamica-operatorilor-si-a-suprafetelor-in-
agricultura-ecologica.html 

In general words, these numbers highlight a positive situation, but looking from an evolutionary point 
of view, we can see in Table no 1 that the organic sector registers an upward trend till 2013. From this 
point the general indicators start to drop, resulting a total of 289.251,79 hectares of organic land at the 
end of 2014, 4% less territory than the total numbers registered in 2013.  

The decrease is also visible if we analyze the dynamics of the total number of producers. From an 
outstanding upward trend, that rocketed the number form only 3.000 in 2010 to more than 15.000 in 
2012 (500% increase in only 2 years), the total numbers of producers decreased to only 14.4 thousand 
in 214. (7% decrease). On the other hand the dynamics determined the average share of organic land 
to mention at approximately same level (registering only a decimal increase from 19.37 Ha/producer 
to 19.99 Ha/producer).  

We can also mention that the largest share of organic indicators is represented by the wild flora 
harvesting: berries, herbs, mushrooms etc.  (1.7 mil hectares in 2014), but as this type of land falls 
under lighter regulations, it is not included in the total organic land calculation. 

However, according to the Institute of Food Bioresources publication - Organic Agriculture in 
Romania. News. Perspective. Certification, Romania has a significant organic production potential, 
which can approximately reach up to 15-20% of the total agricultural area. In this sense the present 
study tries to compare the actual situation with the ideal scenario highlighted by researchers. Thus, we 
can see in Table no 2 the total organic land reported to the total agricultural land of Romania. 

Table 2. Organic area share in the total agricultural land: 2000-2014 
Indicator 2010 2011 2012 2013 2014 
Total organic land (ha): 182.705 229.945,7 288.260,8 301.148 289.251,79
Total Agricultural Land (ha): 7.807.79 8.081.613 8.058.329 8.166.824   8.234.437 
Organic Area - % of total agricultural area 2.34 2.85 3.58 3.69 3.51 

Source: own research, based on MARD and National Institute of Statistics official data. 

Comparing the current share of organic area in total agricultural surface from table no 2 (of 3.51%) 
with the potential 15-20%, we can definitely conclude that the country's resources are inefficiently 
managed. The small share is also highlighted at an international level by the Research Institute of 
Organic Agriculture (FiBL). Moreover, according to FiBL, despite of the big discrepancy between 
potential and actual scenario, Romania is still one of the top ten countries with the highest increase of 
organic land for the year of 2012. 

Moving forward to the distribution of organic land around the country and the organic food available 
assortments, the researchers from the Institute of Food Bioresources also emphasize the theory that the 
largest areas which can be designated to organic production are concentrated in Romania’s hill and 
mountain landforms (statement confirmed by the Ministry of Agriculture – Figure no 1), where the 
technologies of maintenance and exploitation of grasslands were based on traditional - ecological 
methods (using of manure as fertilizer,  exploitation by grazing and / or mowing, the use of fodder 
clover as an soil fertility breeder, using vegetable-livestock mixed system); also the arable land cannot 
neglected from this point of view. 



Maria-Alexandra Toma 
 
116

Regarding the assortment of organic products manufactured in Romania, we can see from Figure no 1 
that it includes a wide variety of food, from cereals and honey, Romania produces today processed 
fruit products (syrups, jams etc.), honey and bee products, processed soy products (vegetable pate, tofu 
etc.), nuts and seeds, herbal teas, cow and sheep milk and processed products (cheese, curd, butter, 
etc.), meat, products, muesli, wine, rice, flour, pasta and bread, oil, meat, snail products, fish products, 
hemp and processed products.  

Figure 1. The distribution of organic production by area 

 
Source: Agricultura în cifre, November, 2012 – MADR. 

Taking into consideration the favorable context for practicing organic agriculture, there is a big gap in 
the production sector that demands further investigations. In other words, the present study focuses on 
identifying and analyzing the main causes that determine a Romanian food producer to accept 
conventional agriculture detrimental to a more sustainable and increasingly demanded system, the 
organic one. 

 

2. Exploratory study concerning Romanian producers’ perception regarding organic agriculture 

Using the characterization of the organic food market obtained by analyzing and correlating the 
statistical data available, the current situation is analyzed at a more detailed level using an exploratory 
attempt. The main focus is identifying and examining the central causes of the discrepancy between 
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Romania’s highly productive potential of organic sector and the low level of acceptance of this type of 
agriculture, from the producer’s point of view. 

The central objective of the present research was to identify the influencers that have the grates impact 
in shaping the producers’ perception about organic food and organic agriculture, especially in report 
with the main demands and requirements that these production sector is subject to. 

In this sense, the results of a questioner based study regarding organic agriculture, from 2012, were 
correlated with some current approaches and with the paper’s statistical results regarding the national 
organic market. The 2012 survey was composed of 3 main parts: A (notional concepts), B (organic 
agriculture acceptance), C (main determinants of conversion) and demographic / economic profile of 
the respondent. The target respondents were local producers (small farms, small scale processors) 
from both urban and rural locations, with a minimum 2 years experience in the agricultural production 
field, subject to conventional agriculture/organic conversion or organic agriculture. 

 The 17 positive responses from the 30 respondents’ sample were considered relevant as they 
represented more than 50% of the expected results. In order to determine a more specific opinion, the 
respondents selected were located in the same region of Romania, more exactly Dambovita and Arges 
country. The results of this study were correlated with the results of a new interview-questioner, which 
was applied at the beginning of 2015 among some of the first respondents, willing to provide new 
feedback. 

The main findings highlighted the fact that the producer’s opinion regarding organic agriculture 
remind the same from one survey to another, that producers are very familiar with the legal 
requirements, organic sector characteristics and benefits of this type of agriculture and that they 
consider having all the necessary resources except financial support from the administrative structures 
and national budgets, a strong marketplace and a high consumer’s demand. Therefore, the two 
questioner based studies revealed some demanding issues that Romanian producers’ are facing and 
which influence their perceptions in relation with the conversion to organic agriculture. Therefore, the 
exploratory study highlighted the following results: 
 Romanian producers are familiarized with the main concepts that define the organic agricultural 

sector and food market, such as legal requirements, conversion period, labelling and certification 
(88% of total respondents). The remaining 12% raised minor issues regarding the lack of 
information/difficult to obtain information regarding the main organisms that must be involved 
when choosing to convert from conventional to organic agriculture. 

 Only 2 of the 17 respondents are practicing organic agriculture in a 70/30 report (70% conventional 
agriculture, 30% organic agriculture), the remaining 15 practicing only conventional agriculture 
and declaring that organic can represent a future development plan for their companies. 

 Even if for Romania the organic agriculture is an emerging sector, the producer’s perception is that 
domestic production is guided by a single factor, more exactly external demand. For the 2 organic 
producers, about 95% of their products are exported to European markets (Germany, Austria, 
Netherlands), only 5% remaining on the local markets. The conventional practitioners’ opinion was 
unanimously that Romania is not ready for a full assortment of organic food products as the current 
economy doesn’t sustain it from both producer and consumer point of view, a high financial 
resource availability and high purchasing power for the consumers representing current issues. For 
food products consumers will always aim for lower prices and producers for technologies that are 
efficient from an intensive point of view (high production in short time). 
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 In this sense 4 of the producers called up the level of individual consumption in Europe that is 
around 150- 200 euros/capita for countries like Luxembourg or Switzerland, while Romania’s 
situation is discouraging, not even the threshold of one euro being met. This represents a very 
interesting proof that the producers are much documented with regards to the organic sector. 

 50% of the respondents considered that a 100% conversion to organic agriculture won’t represent a 
feasible plan from an economical point of view, for supporting the business requirements. The 
other 50% (which includes the 2 producers already practicing organic farming) consider that a 
100% conversion to organic agriculture can represent an option, adding the condition of a strong 
collaboration with an external partner. 

 Regarding the main assortments of food products that can be obtain in organic exploitations, the 
respondents considered that the best approach for the conversion period and after would be the 
plant sector, as unlike animal farms, doesn’t involve that much financial and know-how 
investments and the mandatory certificates are more easier to obtain. Also, in this situation, the 
obtained production is easier to manipulate on the market as it can be placed on the directly as raw 
material, without too much preparation, unlike animal products which must be processed or packed 
and require special transportation/storage conditions.  

 Despite the clear and well-regulated legislation, the producers invoke the slow response of the 
involved organism regarding information requests or different maintenance issues. This situation is 
also highlighted when bringing in discussion the applying forms for regional funds and building an 
eligible project. 

 Among the most common reasons that could determine a producer to convert to organic, 76% refer 
to the future development prospects of this market, which will be a very well regulated and stable 
market in the near future. Other reasons stated are environmental aspects, social impact and 
acceptance, modern trends. 

 Another issue that is highlighted by the producers is the consumer’s lack of information and 
knowledge regarding this sector. This is a very strong issue that Romania is facing, similar results 
were identified in a past research from March 2014, applied to consumers. In this sense, the 
producers that take into consideration converting to organic agriculture are discriminated from the 
start because consumers don’t understand the higher price of an organic food product and also can 
be easily cheated on the local markets to buy counterfeit organic food products as they don’t know 
the main items which can be used to identify an organic product. 

Based on the above results the 3 main determinants of the organic market were outlined as causing the 
main issues: legal and administrative organism that are not providing clear information and guidance 
to the local producers, consumer’s lack of information and financial resources, producers’ lack of 
financial resources and the low level of demand on the national market. 

The figure below highlights where all these issues stand in relation to Romania’s main actors on the 
market of GMO based products 
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Figure 2. Romania’s main actors and issues on the organic agricultural market based on producer’s view 

 
Source: own research. 

Conclusions 

Using the above model, a set of conclusions has resulted from the present research, in relation with the 
producers’ vision regarding the organic market: 
 Organic agriculture definitely represents a step forward for a sustainable business, satisfying in the 

same time a modern emerging need regarding health and environment safety, but the sector cannot 
be adapted to the Romanian consumer’s financial demands. 

 The Romanian market does not meet the necessary criteria from an informational point of view, so 
that any potential consumer can easily identify and organic food product and understand its 
destination.  

 The legal organism can make important steps in developing this sector by providing clear and well-
structured information to the local producer and help promote organic products on the local 
markets and help the producers reduce the level of exports. Thus, Romanian organic food products’ 
lifecycle can be extended by building a permanent interactive relationship between producer and 
main market actors. 
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Abstract. The relationship between budget deficits and macroeconomic variables such as economic growth, 
interest rates, trade deficit, exchange rates has been a widely debated topic in the past.  
The aim of this paper is to test the validity of the Keynesian view in the case of the Slovak Republic by 
empirically exploring the existence of a long-run relationship and the direction of causality between the budget 
and current account deficits using a VAR model and Granger causality test for values ranging from 1999Q1 to 
2014Q2. In addition, the paper uses regression analysis to explore the impact of budget deficit on economic 
growth. 
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Introduction 

The recent financial crisis that affected Europe brought back into discussion the sustainability of 
growing budget deficits and the shaping of future macroeconomic policies in regards to managing the 
impact of budget deficit on trade and economic growth. The impact of budget deficit on the current 
account is a widely debated topic in economics, with mixed results. The Keynesian view states that an 
increase in budget deficit worsens the current account, while the Ricardian equivalence proponents 
believe that there is no causal relationship between deficits. 

Likewise, the relationship between budget deficit and economic growth is hard to quantify. Certain 
studies find that once a debt threshold of about 80%-90% of GDP is crossed, economic growth is 
negatively impacted, while other economists find no evidence of a debt threshold. The purpose of this 
paper is to examine the relationship between budget and current account deficits and between budget 
deficit and economic growth in the case of Slovakia. Part 1 presents an overview of the existing 
literature, while part 2 uses a VAR model, Granger causality testing and regression analysis to 
determine the connection between variables. 

 

1. Literature Review 

In reviewing the relevant literature, it is evident that there are three main approaches to the relationship 
between budget and current account deficits. The Keynesian approach states that an increase in the 
budget deficit can lead to a negative impact on the current account balance. A possible explanation for 
this is the exchange rate mechanism where the government continuously borrows funds to cover the 
budget deficit. At some point the interest rates will rise, attracting international investors and causing an 
appreciation of the exchange rate. This leads to an increase in imports over time and a widening of the 
current account deficit. In addition, according to the Keynesian view, an increase in debt financed 
government spending leads to an increase in the demand for goods. Known as the crowding in effect, 
production increases making private investors optimistic and leading them to invest more.  

This is in contrast to the Neoclassical school of thought which states that a present budget deficit shifts 
taxes to future generations. As a result, current consumption increases leading to a decrease in savings 
and a rise in interest rates in order to bring equilibrium to the capital markets. High interest rates result 
in less private investment, leading to the budget deficit ”crowding out” private investment.  

In addition to the above hypotheses, Robert Barro proposes a Ricardian equivalence, according to which 
there is correlation between budget and current account deficits, but not a causal relationship. Because 
consumers anticipate a future tax increase to finance the present budget deficit, they will save during 
periods with a low level of taxation. This leaves consumer spending unchanged and an increase in 
savings equivalent with the tax reduction, as well as unchanged interest rates and private investment. 

According to a survey of the literature regarding budget deficit and economic performance by Saleh 
(2003), evidence towards supporting the Keynesian proposition in both developed and developing 
countries has been mixed, varying according to the methodology used, country and period studied. 
Both the method of financing the budget deficit and the components of government expenditures can 
lead to different effects on trade and economic growth. In addition, the empirical studies reviewed by 
Saleh find a significantly negative effect of public consumption expenditure on growth, while the 
effects of public investment expenditure are found to be positive although less robust. Likewise, the 
impact of budget deficit on economic growth is hard to quantify. Based on previous empirical studies, 
Saleh concludes that cross-section analysis cannot capture the country specific nature of the 
government spending and growth relationship. 
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Nickel and Vansteenkiste (2008) analyze the relationship between fiscal policy and the current 
account using a dynamic panel threshold model for 22 industrialised countries. They conclude that for 
countries with debt to GDP ratios up to 90% an increase in the fiscal deficit leads to a higher current 
account deficit. For very high debt countries, however, the relationship between deficits turns negative 
but insignificant. 

A case study for Pakistan (Goher et al., 2012) analyzing the budget deficit’s impact on economic growth 
used regression analyses to study data from 1978-2009. Among factors influencing economic growth, 
variables such as inflation, real interest rate, real exchange rate and gross investment were taken into 
account. The study concluded that 1% increase in budget deficit results in 0.11 times decrease in the GDP. 

Osuka and Chioma (2014) study the Nigerian economy between 1981-2012 in order to determine the 
existence of a long term relationship between budget deficit and variables such as GDP, interest rate, 
nominal exchange rate and inflation rate. Using Johansen Cointegration test and Granger Causality test, 
the study finds that budget deficit leads to a crowding-in effect and that there is a long-run relationship 
between budget deficits and GDP in the case of Nigeria. In addition, there is a unidirectional Granger 
causality relationship between budget deficit and GDP with GDP causing budget deficit. 

Bluedorn and Leigh (2011) analyze 17 OECD countries (Australia, Austria, Belgium, Canada, 
Denmark, Finland, France, Germany, Ireland, Italy, Japan, the Netherlands, Portugal, Spain, Sweden, 
the United Kingdom and the United States) over the period 1978-2009. They conclude that a 1% of 
GDP fiscal consolidation raises the current account balance-to-GDP ratio by about 0.6 percentage 
points, supporting the twin deficits hypothesis. 

Kumhof and Laxton (2013) build a model for an open economy with finite-horizon households. They 
find that a permanent increase in a country's fiscal deficit of 1% of its GDP leads to a short-run current 
account deterioration of around 0.5% of GDP, and to a long-run deterioration of between 0.75% for a 
country the size of the United States, and 1% for a small open economy.  

S. M. Ali Abbas et al. (2011) uses panel vector auto-regressions to analyze the link between fiscal 
policy and the current account for a group of 124 countries, using annual data from 1985 to 2007. 
They conclude that a 1% increase in real government consumption leads to a worsening in the current 
account of 0.3% of GDP across samples. The effects gradually fade, becoming insignificant after 2-4 
years. Likewise, a 1% of GDP reduction of budget deficit leads to a current account improvement of 
0.3%-0.5% of GDP. The impact is longer-lasting in emerging and low-income countries, where output 
is above potential or initial debt levels are high. 

In the case of Central and Eastern Europe, several studies examine the link between the fiscal deficit and 
the current account. Among them is Bolat and Belke (2014) which tests the relationship between deficits 
for UE-27 countries, using a method based on the estimation of the panel model with bootstrapping critical 
values. They investigate the 2002Q1-2013Q4 period and find bidirectional causality between budget deficit 
and current account deficit for Belgium, Czech Republic, Denmark, Estonia, Germany, Italy, Spain, and 
UK, no relationship between budget deficit and current account deficit for countries such as: Austria, 
France, Hungary, Ireland, Luxembourg, Netherlands, Poland, Portugal, and Romania, and a causal relation 
from budget balance to current account balance for some EU countries, namely Cyprus, Latvia, Malta, 
Slovakia, Slovenia, and Sweden. In addition, the study revealed the existence of a causal relation from 
current account balance to budget balance for Bulgaria, Finland, Greece, and Lithuania.  

Depending on the time period analyzed and the econometric model used, several studies have found a 
casual relationship between current account and budget deficit for Slovakia. Herrmann and Jochem 
(2005) evaluate the 1994Q1-2004Q4 using a regression model for a panel of the eight central and east 
European countries and confirm the Keynesian hypothesis, even if the net effect of government budget 
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deficits is rather small. In addition, domestic fixed investments are the primary influence for current 
account balance in the case of Slovakia. 

Other studies such as Bagnai (2010), that use panel unit root tests and panel regression, find a weak 
link between current account deficit and budget deficit for Central and Eastern Europe countries, 
period 1995-2006. 

In contrast, Afonso and Rault (2009) validate the twin deficit hypothesis in the case of Bulgaria, Czech 
Republic, Hungary, Poland and Slovakia by using panel data based on SUR systems and Wald tests. 
Likewise, Ketenci and Uz (2010) confirm the existence of twin deficit for Czech Republic, Lithuania, 
Latvia, Slovenia and Slovakia by analyzing the 1995Q1-2008Q3 period using bounds testing 
autoregressive distributed lag (ARDL) model.  

Ganchev, Stavrova and Tsenkov (2012) use a VAR model and OLS panel regression for Bulgaria, 
Czech Republic, Estonia, Hungary, Lithuania, Poland, Slovenia and Slovakia to evaluate the 1998-
2009 period. They find a weak positive connection between the current account and fiscal balance and 
state that other factors can affect the current account. In addition, the VAR analysis finds that the 
fiscal balance is determined by the current account and not the other way around.  

In the case of the budget deficit’s influence on economic growth, several papers have analyzed the 
relationship over the years. Several studies claim the existence of a debt threshold above which 
economic growth is severely affected. Reinhart and Rogoff (2010) find that countries with debt above 
90% of GDP have slower economic growth compared to others.  

Goher, Mehboob and Wali (2012) analyze the impact of budget deficit on economic growth in 
Pakistan for 1978-2009 using regression analyses and conclude that the budget deficit and inflation 
negatively impacts interest rate and as such economic growth. They propose as solutions tax reforms 
such as introducing new taxes and combating tax evasion better. The impact on economic growth also 
depends on the governmental policy used to finance the public deficit, either by money borrowing or 
printing money, the latter which can increase inflation rates. 

Checherita and Rother (2010) examine the average impact of government debt on per-capita GDP 
growth in twelve euro area countries (Austria, Belgium, Finland, France, Germany, Greece, Ireland, 
Italy, Luxembourg, Netherlands, Portugal, and Spain) over a period of about 40 years starting in 1970. 
The paper uses a conditional convergence equation and an estimation technique that consists of panel 
fixed-effects corrected for heteroscedasticity and autocorrelation. The authors find that negative 
effects of high debt over economic growth start showing at a debt level of 70-80% of GDP and that the 
absolute turning point where debt to GDP ratio has a negative influence on long term growth is at 90-
100% of GDP. In addition, the annual change of the public debt ratio and the budget deficit-to-GDP 
ratio are negatively associated with per-capita GDP growth. According to the authors, the transmission 
channels for government debt impact on the economic growth rate are: private saving; public 
investment; total factor productivity and sovereign long-term nominal and real interest rates.  

In contrast, Pescatori, Sandri, and Simon (2014) find no evidence of a debt threshold above which 
medium-term growth prospects are compromised while using historical data from the 1820’s to 2011 
for 34 countries, including Slovakia. In the short term, the relationship between debt and growth is 
rather weak. However, higher debt is associated with more volatile growth. 
 

2. Research Methodology 

The variables used for this study are the budget deficit as percentage of GDP (BD), the current account 
deficit as percentage of GDP (CC), the real effective exchange rate (RER, index 2005=100) and 
economic growth (EG) measured as GDP per capita growth (percentage change over index 2005=100). 
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The data used in this paper was collected from secondary sources, such as Eurostat, OECD and Federal 
Reserve databases. The values are quarterly and the examined period is 1999 Q1-2014Q2. 

In order to empirically explore the relationship between budget deficit and current account deficit, an 
unrestricted VAR model with the following variables: CC, BD and RER is used. 

First, the Augmented Dickey-Fuller (ADF) and the Phillips-Perron (PP) unit root tests are applied in 
order to determine if the series are stationary. Using a 5% significance level, the null hypothesis 
according to which there is a unit root is tested for each variable.  

Table 1. Results of Unit Root Tests 
Variables ADF t-statistic 1st difference ADF 5% critical value PP t- statistic 1st difference PP 5% critical value Order of integration
CC -8.143673 -1.946447 -11.73979 -2.910860 I(1) 
BD -8.077731 -1.946348 -8.319393 -2.910860 I(1) 
RER -2.348073 -1.946654 -6.693602 -2.910860 I(1) 
EG -6.459164 -1.946348 -7.797628 -2.910860 I(1) 

Source: EViews output. 

The null hypothesis is rejected for the first difference. The series are not stationary for I(0) order of 
integration, but become stationary in the first difference I(1). As a result, the variables used in the 
unrestricted VAR model will be the first difference of the data series D_BD, D_CC, D_RER. 

Because the data is non-stationary for I(0)and integrated in the same order, a long run relationship 
between CC, BD and RER can be tested using the Johansen cointegration test. A lag order of 1 is 
selected according to the criteria in the table below. 

Table 2. Lag selection for Johansen cointegration test 
VAR Lag Order Selection Criteria 
Endogenous variables: CC BD RER  
Exogenous variables: C  
Date: 11/21/15 Time: 04:11 
Sample: 1999:1 2014:2 
Included observations: 54 
 Lag LogL LR FPE AIC SC HQ 
0 -496.1691 NA  21463.87 18.48774 18.59824  18.53036 
1 -329.0557  309.4692 61.49020* 12.63169* 13.07369*  12.80215* 
2 -323.6363  9.433864 70.46218 12.76431 13.53780  13.06261 
3 -312.4579  18.21659* 65.55990 12.68363 13.78862  13.10978 
4 -302.5105  15.10526 64.31704 12.64854 14.08503  13.20254 
5 -296.0891  9.037641 72.62851 12.74404 14.51203  13.42588 
6 -291.5938  5.827187 89.25285 12.91088 15.01036  13.72057 
7 -283.5626  9.518516 97.87370 12.94676 15.37774  13.88430 
8 -270.2771  14.26958 90.29545 12.78804 15.55052  13.85342 
* indicates lag order selected by the criterion  
Source: EViews output. 
 
Table 3. Johansen cointegration test 
Date: 11/21/15 Time: 04:12 
Sample(adjusted): 1999:4 2014:2 
Included observations: 59 after adjusting endpoints 
Trend assumption: Linear deterministic trend 
Series: CC BD RER  
Lags interval (in first differences): 1 to 2 

Unrestricted Cointegration Rank Test
Hypothesized  Trace 5 Percent 1 Percent 
No. of CE(s) Eigenvalue Statistic Critical Value Critical Value 
None  0.223654 22.54802 29.68  35.65 
At most 1  0.080950 7.611760 15.41  20.04 
At most 2  0.043618 2.631268 3.76  6.65 
 *(**) denotes rejection of the hypothesis at the 5%(1%) level
 Trace test indicates no cointegration at both 5% and 1% levels 
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Hypothesized  Max-Eigen 5 Percent 1 Percent 
No. of CE(s) Eigenvalue Statistic Critical Value Critical Value 
None  0.223654 14.93626 20.97  25.52 
At most 1  0.080950 4.980492 14.07  18.63 
At most 2  0.043618 2.631268 3.76  6.65 
Source: EViews output.  

According to the Johansen cointegration test the variables are not cointegrated and as such no long 
term relationship between budget deficit and current account deficit exists. The Keynesian hypothesis 
that proposes a long run relationship between the so called “twin deficits” is not validated in the case 
of the Slovak Republic. 

In order to test the short term relationship between the analyzed variables, this paper will use the 
Granger causality test in an unrestricted VAR model. Because the variables are not cointegrated we 
can only use unrestricted VAR model. The Granger test will determine if one of the variables 
influences another and will include a number of lags to reduce prediction errors. The first difference 
will be used D_BD, D_CC, D_RER. The lag chosen will be 4, as seen from the table below. 

Table 4. Lag selection for Granger causality test 
VAR Lag Order Selection Criteria 
Endogenous variables: D_BD D_CC D_RER  
Exogenous variables: C  
Date: 11/21/15 Time: 04:29 
Sample: 1999:1 2014:2 
Included observations: 53 
 Lag LogL LR FPE AIC SC HQ 
0 -339.6325 NA  82.75706 12.92953 13.04105*  12.97241* 
1 -330.5898  16.72033 82.69425 12.92792 13.37402  13.09947 
2 -319.9633  18.44603 78.06688 12.86654 13.64722  13.16675 
3 -313.1995  10.97530 85.71440 12.95092 14.06618  13.37980 
4 -299.4578  20.74208* 72.89287* 12.77199* 14.22183  13.32953 
5 -295.4368  5.614258 90.42258 12.95988 14.74430  13.64608 
6 -288.0879  9.428830 100.3362 13.02218 15.14118  13.83705 
7 -281.5723  7.621977 117.0080 13.11594 15.56951  14.05946 
8 -267.9046  14.44133 106.6434 12.93980 15.72795  14.01199 
* indicates lag order selected by the criterion 
Source: EViews output 
 
Table 5. Granger causality test 
VAR Pairwise Granger Causality/Block Exogeneity Wald Tests
Date: 11/21/15 Time: 05:04 
Sample: 1999:1 2014:2 
Included observations: 57 
Dependent variable: D_BD 
Exclude Chi-sq df Prob. 
D_CC 1.433916 4 0.8383 
D_RER 4.822022 4 0.3061 
All 6.080288 8 0.6382 
Dependent variable: D_CC 
Exclude Chi-sq df Prob. 
D_BD 13.97839 4 0.0074 
D_RER 1.651041 4 0.7996 
All 15.10246 8 0.0572 
Dependent variable: D_RER 
Exclude Chi-sq df Prob. 
D_BD 3.920528 4 0.4169 
D_CC 2.959944 4 0.5646 
All 8.281919 8 0.4064 
Source: EViews output. 
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As seen from the above table, for a 5% significance level, the Granger causality test reveals that the 
budget deficit in the first difference influences the current account deficit in the first difference. This 
means that there is a causal relationship between deficits in the short term, invalidating the Ricardian 
equivalence hypothesis and suggesting that a Keynesian explanation for the relationship exists. This is 
similar to the results obtained by Bolat and Belke (2014) in the case of Slovakia. 

Furthermore, in order to test the impact of budget deficit (BD) on economic growth (EG), Ordinary 
Least Square (OLS) method is employed. The mathematical expression of the model is as follows: EG 
= β0 + β1*BD+ β2*RER + u. 

In order to determine if multicollinearity exists between the independent variables BD and RER the 
correlation coefficients are calculated. 

Table 6. Correlation Coefficient 
 RER BD EG 
RER 1 0.366 0.982 
BD 0.366 1 0.426 
EG 0.982 0.426 1

Source: EViews output. 

According to the table above BD and RER are not significantly correlated. The results of the multiple 
regression analysis with economic growth as the dependent variable are listed in Table 7. 

The results show a significant positive impact of real exchange rate on the economic growth (β2 = 
0.805, p = 0.0000). 1% increase in the real exchange rate will lead to 0.805 times increase in growth of 
real GDP per capita. Likewise, the budget deficit has a positive impact on the growth of real GDP per 
capita (β1= 0.51, p = 0.0027) at 5% level of significance. The result shows that 1% increase in BD 
results in 0.51 times increase in growth of real GDP per capita. R-squared is 0.969, which means that 
96% of the variation in the dependent variable economic growth can be explained by the joint 
influence of budget deficit and real exchange rate. This is confirmed by the Prob (F-statistic).  

Table 7. Multiple regression analysis 
Dependent Variable: EG 
Method: Least Squares 
Date: 11/22/15 Time: 01:17 
Sample: 1999:1 2014:2 
Included observations: 62 
Variable Coefficient Std. Error t-Statistic Prob.
RER 0.805148 0.020614 39.05862 0.0000
BD 0.514658 0.164578 3.127134 0.0027
C 23.44040 2.665565 8.793782 0.0000
R-squared 0.969533  Mean dependent var 107.3887
Adjusted R-squared 0.968501  S.D. dependent var 20.62012
S.E. of regression 3.659680  Akaike info criterion 5.479806
Sum squared resid 790.2022  Schwarz criterion 5.582732
Log likelihood -166.8740  F-statistic 938.7694
Durbin-Watson stat 0.516043  Prob(F-statistic) 0.000000

Source: EViews output. 

Table 8. Other tests 
Jarque-Bera Test Probability J-B Test White Heteroskedasticity Test:Obs*R-

squared 
White Heteroskedasticity Test: 
Probability 

1.520190 0.467622 3.814119 0.431746 
Source: EViews output. 

According to the results in the above table, the residuals are normally distributed and there is no 
heteroskedasticity. 
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Conclusions 

The purpose of this paper is twofold. Firstly, it investigates the short and long term relationship 
between budget deficit and the current account in the case of Slovakia. Johansen cointegration testing 
reveals no long run relationship between deficits, contradicting the Keynesian hypothesis. 

However, in the short term, Granger causality testing for the first difference of the analyzed variables 
reveals a casual relationship from budget deficit to current account, in accordance with several studies 
done for Slovakia, such as Herrmann and Jochem (2005), Afonso and Rault (2009). The mixed results 
could be explained by the methods of financing the budget deficit in the short term and the 
components of government expenditures.  

Secondly, this study uses regression analyses to determine the link between budget deficit and 
economic performance for Slovakia. Using real GDP per capita growth as the dependent variable, the 
study finds the budget deficit and the real exchange rate have a positive impact on the growth of real 
GDP per capita at 5% level of significance. 
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Abstract. The knowledge and ability to create, access and use in the way that is efficient have long been both an 
instrument of innovation, competition and of obtaining of economic success and a key factor for the economic 
and social development. However, a number of dramatic changes recorded in recent years have increased the 
fundamental importance of knowledge within the meaning of the generation of competitive advantage. The 
capacity to process and transmit information at the global level and instantly has grown exponentially in recent 
years due to the combined effect of scientific progress in informatics and informatics distributed, but also the 
exacerbation period of competition, amplification of innovation in all its forms and by reducing the costs of 
operation in global networks of communications. 
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1. Introduction 

Although it is a very new area of management theory and practice, there are many approaches of 
knowledge management (KM), more or less rigorous, some questionable. Karl Sveiby (Hurst, 2002) 
defines it as the art of using intangible assets to create value. Buckman(1999) considers that KM is the 
process and economic solutions implemented in an organization to exploit the knowledge gained 
through experience and generated by the skills of workforce, but also from external sources and 
intellectual capital in strategic applications to improve operational effectiveness, efficiency and 
profitability of the organization. Jan Watson (2002) considers that it involves acquisition, storage, 
retrieval, use, generation and review of the organization's knowledge assets in a controlled manner. 
Kim (2003) approached it as how to improve business performance through the use of knowledge in 
areas such as production, marketing, research and development, personnel, planning and innovation in 
order to gain their competitive capacity through product leadership, operational excellence and strong 
relationships with customers. Bergeron (2003) believes that KM is a business optimization strategy 
that selects the deliberate and systematic, use, store, archive and transmit business critical information 
in a way that enhances employee performance and competitiveness. According to Tsoukas and 
Vladimirou (1996) KM is a dynamic process of change not reflected in practice reflective one by 
determining the rules that guide practice, providing support for a particular form of collective 
organizational understanding and facilitating the creation of such heuristic knowledge. Davenport 
(2001) considered it as the ability to aggregate, analyze and use data and information to make 
informed decisions that lead to actions that generate real value. According to Jennex (2005) KM is 
considered to be the selective application of knowledge gained from previous experiences in making 
decisions to improve the efficiency of the organization.  

However, the success and growth of young SMEs in the economic crisis depends on how well they 
manage the knowledge of their knowledge workers. Entrepreneurs have to recognize that the 
uniqueness and creativity of each knowledge worker will lead to the success of the SMEs in terms of 
economic and managerial performance and competitiveness. It has also been pointed out that SMEs 
have to compete concomitantly with each other and with larger companies for knowledge in order to 
gain competitive advantages. Even more, SMEs do not have much money to spend on KM initiatives, 
so knowledge must be leveraged that goals can be achieved in an effective and efficient manner. 

Unfortunately, in terms of management SMEs do not excel, especially considering methodological 
component. Although SMEs promote innovation, they tend to be less enthusiastic about new 
management tools implementation. This implies that SMEs, and Romanian SMEs are not different, are 
hardly prepared to efficiently connect and exploit opportunities generated by knowledge management.  

 

2. Elements of knowledge management and knowledge organization in young companies 

To get valid information regarding Romanian young entrepreneurs, we have designed a questionnaire 
following a common practice methodology: research design; the investigation; measurement variables; 
analysis, processing and interpretation of data; drawing conclusions. 

We analysed the existence and intensity of knowledge based management and knowledge based 
organization considering four levels of intensity (major, medium, low, none) within young SME of the 
sample. It is one of the most important parts of the research because we can analyse perceptions on all 
subjects defining characteristics and principles of management and knowledge-based organization. 
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The analysis is based on identifying key features and criteria of eighteen knowledge-based 
organizations and framing their responses according to young companies on one of the four intensity 
levels. 

a) Disinvestment for training and promotion of peripheral workers  

Figure 1. Disinvestment for training and promotion of peripheral workers 

  
Source: own research. 

In young companies investing in training and promotion of staff in peripheral groups are more limited, 
mostly and medium in over 70% of them. Usually young companies do not have peripheral groups' 
staff, any one is involved in all activities, however those who has consider they are responsible for 
their own training and professional development. 

b) Redesign of incentive system, focusing it performance and merit for all staff 

Redesign the incentive system for human resources is an important step in transforming young 
companies in knowledge-based organizations. Therefore, significant interest was to analyze how 
rewarding human resources. In most companies, over 70%, it increases performance-based reward and 
credit for all staff of the company, 45.96% of SMEs in the majority, and in 24.84% of SMEs at a 
medium level of intensity. This new reward system motivates the entire staff of SMEs to be more 
effective to focus on results, the performance factors that will be examined during the assessment to 
determine rewards. 

Figure 2. More rewards based on performance and merit for all staff 

 
Source: own research. 
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c) More incentives for peripheral staff based on individual performance 

Intensifying rewarding staff peripheral groups depending on individual performance is considered an 
activity that increases the overall results, in 38.51% of Romanian young SMEs already being 
implemented and it being found at a major level of intensity, and 18.01% of SMEs being found at a 
medium level. 

Figure 3. More incentives for peripheral staff based on individual performance 

 
Source: own research. 

d) Enhancement of global, group and personal incentives for core staff 

Another reason for the shift to knowledge-based organization is the growing use of global incentives, 
group or individual, for the company's core staff adopted by almost half of young SMEs (48.45%) in 
the majority, and the environment the other 21.12% of the companies. Concomitant use of all the 
incentives is the most recommended and beneficial in achieving superior results due to the fact that 
people are trained to do more to demonstrate that they can work equally well independently and in a 
team, are motivated to get superior results for potential rewards, thus grow and self-staff regularly 
quantifying these results today and how should obtain to reach the target. 

Figure 4. Enhancement of global, group and personal incentives for core staff 

 
Source: own research. 
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e) Promoting internal and external recruitment 

Policy on promotion of staff in SMEs initially involves looking young candidates for the position in 
the company and promoting one of them, and if an employee is found not qualified for the post staff to 
switch to looking outside the company. By this procedure to advance their own personal first, young 
SMEs prove that it respects, appreciates, motivate and real opportunities to promote their employees. 
This feature is mostly knowledge-based organization adopted by 39.75% of the company, and at a 
medium level of intensity of 31.68% of young SMEs. 

Figure 5. Promoting internal and external recruitment 

 
Source: own research. 

f) Development of an open, friendly organizational culture 

Figure 6. Development of an open, friendly organizational culture 

 
Source: own research. 
 
Young SMEs promotes open culture within the company between employees, but this type of culture 
is manifested in relationships with customers, suppliers and other stakeholders, also. The development 
of an open, allowing customers and suppliers to participate, the majority adopted only 10.56% of the 
companies, while the low is found in 30.43% of them, and most companies have not developed such 
culture (32.92%). 
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g) Use of multiple forms of collaboration with other companies, in terms of ease, time or cost  

Figure 7. Use of multiple forms of collaboration with other companies, in terms of ease, time or cost 

 
Source: own research. 

SMEs have a tradition of contracting various activities to other support SMEs, like law firms, travel 
agencies, advertising or cleaning. This decision is based on an analysis that takes into account the time 
allocated to these activities using internal human resources, costs and ease for implementation of these 
activities. Thus, 49.07% of SMEs this feature manifests at a major level, 26.71% at medium level, and 
only 3.11% of SMEs do not cooperate with other companies. 

h) Reducing barriers between different categories of human resources, between office and 
teleworking, between individual and organization 

In terms of the reduction of barriers between individual and organization, between work and the home 
office, or between different categories of human resources, most companies have not adopted this 
feature (25.47%) or have adopted at low level (39,13%). Usually work from home is done only in a 
few companies, these having a number of days spent working from home. 

The barriers between individual and organization tend to fade especially due to the new global 
motivation systems, team and personal level, considering that employees are responsible for their 
managers and some projects that are working to achieve superior results for reaching plans basically 
start to realize that work for them, considering their own business projects as. 

Figure 8. Reducing barriers between different categories of human resources, between office and teleworking, between 
individual and organization 

 
Source: own research. 
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i) Major attention for acquiring, use, protection and enhancement of intellectual capital  

Figure 9. Major attention for acquiring, use, protection and enhancement of intellectual capital 

 
Source: own research. 

The situation is favorable in terms of intellectual capital in young SMEs. The importance of 
intellectual capital is realized by management and professional of young companies, more than 
60.25% of them paying major attention to obtaining, using, protecting and valuing intellectual capital, 
29.19% average pay attention to him, and only 0.62% of SMEs are not concerned about intellectual 
capital. 

 

3. Conclusions 

The survey allowed us to identify some key features of Romanian young entrepreneurs: 
 follow consistently to introduce new ideas; 
 has a strong self-confidence; 
 usually ends what started; 
 while not always need advice, accept it sometimes; 
 generally notices new opportunities; 
 seek independence as a social objective; 
 his main incentive is to obtain a substantial gain; 
 the factor that led to start his own business is the extra income; 
 consider he is everything in the company, and the company cannot develop without him; 
 consider the most important elements to an employee: experience, expertise in the field, general 

expertise and sense of responsibility; 
 dedicate between 1-5 days for employee training; 
 participated in at least 2 courses of training and specialization; 
 he is less or little scared of the current economic crisis; 
 accept uncertainty as something natural in business; 
 is able to improvise when situation calls for it; 
 is able to focus in stressful situations and act rationally; 
 partially willing to assume the risks in starting any business; 
 is able to take his own initiative, responsibility and act accordingly without anyone to ask for; 
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 consider the most important opportunities as: increased domestic sales, the assimilation of new 
products and the use of new technologies; 

 for him, competition is a real challenge; 
 in the last year, the business has operated at the same parameters; 
 consider the main difficulties in business activity: low domestic demand; hiring, training and 

retaining staff; increasing salary costs, excessive taxation and poor quality of infrastructure; 
 use the internet most often in the company for electronic payment transactions; 
 has plans for future small investment; 
 consider that his business will have an upward trend in the future; 
 in terms of economic circumstances have had other possibilities for financial support, but preferred 

to start a business; 
 consider social and cultural environment deterrent to youth entrepreneurship; 
 parents and family are those who have a key influence on starting a business; 
 the biggest fear in starting a business were the financial risks, access to finance and corruption; 
 the area where the real difficulties encountered most was on business support and infrastructure; 
 education and educational institutions have positively influenced his career. 
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Abstract. XXI century economy is based on knowledge-intensive, they represent the "core" of assessing the 
competence of organizations. An effective management consists in making the right decisions in a timely 
manner, this being possible by the acquisition of knowledge by individuals of the organization, one of the 
prerequisites for knowledge management. The organization requires capturing and representing knowledge, 
exchange and reuse them for different processes and applications, virtually creating an appropriate environment 
that stimulate the transfer and use of knowledge. 
This paper aims to make known the results of an empirical research on knowledge management in Romanian 
young SMEs, defined as companies established no more than 5 years ago. The study is based on a quantitative 
research conducted on 161 enterprises. Data collection was conducted by the author, both by face to face 
interviews and online questionnaire. Analysing KM in a specific type of SMEs is important because it was not 
performed before, filling a gap in practical research on a crucial sector of Romanian economy. 
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Learning and knowledge have become crucial success factors for many companies. Competitive 
struggle between companies increasingly shift from acquiring and using tangible resources to 
intangible ones. In terms of intangible resources, knowledge and systematic structures designed to use 
it (knowledge management) are among the most important. Generation, acquisition and use of 
knowledge - to name just a few of the transformations knowledge are facing- are extremely important 
for sustainable economic, social and cultural development (Ceptureanu, 2015). As a result, modern 
organizations cannot compete without skilled managers and employees. Therefore, methods that 
companies use to manage and exploit knowledge, processes and technologies specific to their activity, 
including computer technology, are extremely important (Nicolescu et al., 2009). 

 

1. Knowledge and knowledge management 

Knowledge and ability to create, access and use it effectively, have long been both a tool for 
innovation, competition and achieving economic success and a key factor of economic and social 
development. However, a series of dramatic changes in recent years have raised the question of 
fundamental importance of knowledge in generating competitive advantage. The ability to process and 
transmit information globally and instantly increased exponentially in recent years due to the 
combined effect of scientific progress in IT&C, as well as escalation of competition, amplifying 
innovation in all its forms and reduced costs of operating networks of global communications. 

As the barriers to accessing global knowledge are fading, knowledge and skills are becoming 
increasingly key to competitiveness, both locally and globally. Even in traditional economic sectors - 
agriculture and manufacturing - knowledge is more easily and quickly accessible globally, and thus 
their value is increased competitive. 

So, currently economic landscape experience several transformation related to knowledge: 
a) Knowledge becomes the focus of the purchase, sale and production processes. This becomes 

evident when we have in mind the annual amount spent on marketing, amount of R&D expenses 
globally etc. 

b) Knowledge assets have become more important than financial or material and technical assets. 
Many types of companies - advertising agencies, consulting firms, design centers, tourist agencies, 
IT companies etc. possess very few physical assets, but their value come from their brands and 
knowledge bases they developed. 

c) Capitalization of knowledge and intellectual capital requires a new terminology, new methods and 
management techniques, new technologies, and - not least - new strategies. Most current 
managerial approaches are based (Drucker) on a business model centered on natural resources, 
which has become irrelevant.  

Classic view address knowledge as more complex than data and information. In this respect, it is 
necessary to make clear the main differences between data, information and knowledge. 

Jones is the first to distinguish between them, considering knowledge as cumulative stock of 
information and skills, while Stewart argues that information and knowledge differ in size, nature, 
progress and intelligence.  
 Information, in his opinion, are smaller than knowledge, representing components, parts or pieces 

similarly composite products or pieces of ceramic forming a mosaic. 
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 Knowledge always contain the expertise or relevant elements, generating added value and 
economic substance. 

 Manifesting their expertise knowledge implies a temporal progress, giving them a procedural 
character. Typically, knowledge has a lifespan longer than the information, sometimes indefinitely. 

 Knowledge gives elements are embedded intelligence, which led some experts to believe that next 
level of aggregation of knowledge as wisdom. 

According to Coincross (1997), spatial proximity of people is decisive in the generation and use of 
information and knowledge. Boisot (1998) and van den Berg (2013) suggest that the cost, benefit, and 
imitability of knowledge assets largely depend on their form. Therefore, to manage organizational 
knowledge as a strategic asset, conceptualization and partitioning is required.  

Data represent descriptions of actions, facts, events, or processes related to organization. In this case, 
data are flows of signals emulating from a transmitter to a receiver, sets of objective facts about 
events. Information are data sets that bring utility in terms of direct and indirect knowledge to the 
receiver, providing new, useful elements for carrying out the tasks. Information constitutes data sets 
together with corresponding explanations, understandable data, characterized by relevance, meaning 
and purpose. 

According to other experts, data represent a series of observations, measurements or facts while 
information is defined as the act of informing or the condition of being informed. 

Knowledge is commonly distinguished from data and information. It is that which we come to believe 
and value based on the meaningfully organized accumulation of information (messages) through 
experience, communication or inference. As a practical matter, organizations need to manage 
knowledge both as object and process. 

Knowledge is information with added value. For some, it is facts or experiences known by a person or 
group of persons; understanding gained (earned) through experience and learning.  

According to Sveiby (2000), knowledge has four characteristics: 
 knowledge is tacit; 
 knowledge is action oriented; 
 knowledge is supported by rules; 
 knowledge is constantly changing. 

According to Nonaka and Takeuchi knowledge has three key features: 1) is created through human 
interactions; 2) is dynamic in its nature since it is required to create the future but becomes obsolete 
the minute it is created, and 3) has a social agenda of guiding the firm to do what is good, what is 
right, and what is just for the firm and for society. 

Knowledge has two major concepts associated with it - strictness and absorptive capacity. Strictness 
refers to the possibility and the ability to transform knowledge into an explicit, transferable 
information. There are people and organizations that have this capability at a high level and others 
who, while possessing similar knowledge, fail in a less sensitive measure to raise the posts transferable 
(Handy, 1999).  

According to Clarke and Rollo (2001) argues that knowledge management is about dedication of 
organizations to develop production and flow of knowledge, to transmit and use knowledge to create 
economic value (Ceptureanu, 2015).This approach is relevant because it highlights the existence of 
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specific processes of knowledge, viewed as a whole, and the purpose of knowledge management: 
economic value creation. 

Abell and Oxbrow management considers knowledge management as a scientific discipline that 
promotes a comprehensive approach for creation, capture, organization, and access and use intellectual 
capital of the company. In their opinion the core of knowledge management is acting upon the 
intellectual capital. The same authors (Abell and Oxbrow 2002) believes that KM can be treated as an 
economic practice that consists in the acquisition, sharing and use of knowledge in organized, 
including learning and information system (Ceptureanu et al., 2012). 

Buckman, (1999) focuses especially on the economic content of knowledge processes and highlights 
the dependence of KM to human factor, connecting knowledge and intellectual capital and highlights 
the multidimensional nature of processes, economic, cultural. 

Knowledge management gives organizations increased skills in the exploitation of intangible assets, 
recognizing the value of intellectual property, as well as being an internal tool to increase operational 
efficiency in any organization and has the potential to revolutionize company strategic approach. 

 

2. Research Methodology 

The study is based on a quantitative research on 161 young enterprises. Data collection was made by 
the author, 73.91% of the cases through face to face interviews and in 26.09% of cases online on e-
mail distribution. 

The questionnaire is divided into five areas: 
1. Introduction, emphasizing awareness of the knowledge economy and knowledge management, 

perception of entrepreneurs about knowledge management and the opportunities emerging from its 
implementation; 

2. Internal environment and strategies of young SMEs, examining the internal environment of young 
SMEs, main organizational objectives, types of implemented strategies, competitive advantages 
held, use of knowledge and KM management systems; 

3. Organizational learning and intellectual capital, focused on organizational learning with all its 
components in young companies, the training and the frequency with which it is performed, 
analysing the importance of intellectual capital; 

4. Innovation in young companies, examining focus on investment in innovation, the financial results 
of innovative products and use of ICT technologies; 

5. Elements of KM in young SMEs, targeting identification of elements of KM and their level of 
intensity (major, medium, low not at all) within each investigated young SMEs. 

 

3. Elements of knowledge management and knowledge organization in young SMEs 

We analysed the existence and intensity of knowledge based management and knowledge based 
organization considering four levels of intensity (major, medium, low, none) within young SME of the 
sample. It is one of the most important parts of the research because we can analyse perceptions on all 
subjects defining characteristics and principles of management and knowledge-based organization. 
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The analysis is based on identifying key features and criteria of eighteen knowledge-based 
organization and framing their responses according to young companies on one of the four intensity 
levels. 

According to Nicolescu and Nicolescu (2005), Coincross (2003) and Jones (1999), the main features 
of knowledge based organization are: 

Table 1. Main features of knowledge based company 
No. Features of knowledge based company 

1 Downsizing in terms of physical assets, activities and employees, while simultaneously expanding internal knowledge base and developing 
connections with customers, suppliers and external human resources 

2 Outsourcing non-essential activities while internalizing those activities strongly complementary to core knowledge 

3 Use of external human resources or individuals for clerk and maintenance activities 

4 Strategic development of business based on knowledge development 

5 Internal organization is based on less structured networks, semi-autonomous teams, organizational and individual learning capabilities 

6 Maximizing effectiveness and efficiency of business based on team cohesion 

7 Decrease in the number and roles of middle and low level managers, gradual outsourcing of peripheral employees simultaneously with integration of 
knowledge managers 

8 Redesign of managerial and economic capabilities of the business 

9 Focusing investments on training and external labour to replace own staff who are not progressing enough 

10 Disinvestment for training and promotion of peripheral workers 

11 Redesign of incentive system, focusing it performance and merit for all staff 
a) More incentives for peripheral staff based on individual performance 
b) Enhancement of global, group and personal incentives for core staff 
c) Promoting internal and external recruitment 

12 Development of an open, friendly organizational culture 

13 Use of multiple forms of collaboration with other companies, in terms of ease, time or cost   

14 Reducing barriers between different categories of human resources, between office and teleworking, between individual and organization 

15 Major attention for acquiring, use, protection and enhancement of intellectual capital 

 

1. Downsizing in terms of physical assets, activities and employees, while simultaneously 
expanding internal knowledge base and developing connections with customers, suppliers and 
external human resources 

Figure 1. Downsizing while extending internal knowledge base 

 
Source: own research. 
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This is achieved in only 8.70% of the surveyed young SMEs, at a reduced intensity in 29.81 % of 
SMEs, while 48.45% of entrepreneurs are not interested at all. We can see that young SMEs are, in 
this regard, at an early stage, entrepreneurs prefer to capitalize on current activities and employees. 
This is understandable considering low level of assets a small business has. There are many companies 
that prefer to own accounting departments, financial and IT, you might outsource these 
complementary activities together with related personnel. 

2. Outsourcing non-essential activities while internalizing those activities strongly 
complementary to core knowledge  

Figure 2. Outsourcing non-essential activities while internalizing those activities strongly complementary to core knowledge 

 
Source: own research. 

Considering outsourcing non-essential activities while internalizing those activities strongly 
complementary to core knowledge is important for almost half of the responding young SMEs 
(46.58%), while for 22.36% it is not covered at all, and in 19.25% of the sample is performed at a 
medium intensity. Main reason for outsourcing in young SMEs is not similar with large sized 
enterprises. Usually lack of qualified staff for specific activities determines the entrepreneurs to 
contract other enterprises for them, usually other SMEs. Costs and flexibility to requirements can be 
other factors in this decision, too. 
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3. Use of external human resources or individuals for clerk and maintenance activities 

Figure 3. Use of external human resources or individuals for clerk and maintenance activities 

 
Source: own research. 

In terms of changing relations with the external human resources firm, the situation is considered as 
favourable, almost 80% of SMEs resort to this kind of employment. Of these, 44.10% of SMEs turn to 
external human resources at a major level, at medium level for 18.01% and 17.39% at a low rate. Most 
companies begin to realize the urgent need to focus on essential activities firm, and for maintenance 
activities and company clerk to contract various specialized suppliers of such services. 

4. Strategic development of business based on knowledge development 

Figure 4. Strategic development of business based on knowledge development 

 
Source: own research. 

Analysing strategic development of the company based on the increase in depth and/or breadth of 
knowledge, implying that it has the ability to develop its own knowledge base and to recognize the 
opportunities for synergistic cooperation in the field of knowledge, it was noted that in over 70% of 
young SMEs this feature is found, in 40.37% of SMEs it manifests at a major level, and with a 
medium intensity in 30.43 % of the surveyed SMEs. Considering the answers received, we conclude 
that accessing internal sources and exploitation of knowledge are carried out by a vast majority of all 
surveyed SMEs. Thus, there is great concern of most young companies on business development by 
increasing the knowledge base both in width and in depth. 
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5. Internal organization is based on less structured networks, semi-autonomous teams, 
organizational and individual learning capabilities 

Figure 5. Internal organization is based on less structured networks, semi-autonomous teams, organizational and individual 
learning capabilities 

 
Source: own research. 

Young SMEs are still not ready for a radical change in the model of internal organization, still 
retaining hierarchical pyramid shape, only 10.56% of SMEs fully implementing this new 
organizational model based on networks less structured, semi-autonomous teams consisting of 
individuals possessing knowledge, organizational and individual learning capabilities. Individuals 
possessing knowledge, organizational and individual capabilities for learning are valued and given 
great importance, therefore 25.47% of SMEs have adopted this model to a medium level of 
organization and 46.58% at low level. There is problem of providing autonomy and control to these 
types of teams. Although the form of internal organization is hierarchical pyramid for most of the 
young SMEs, they try to compensate by meeting what is done with all company staff, sometimes 
monthly or quarterly in which the involvement of all employees is motivated by expressing their 
opinions, presenting problems facing and proposing solutions through brainstorming, through direct 
involvement in achieving future marketing strategy and sales. 

6. Maximizing effectiveness and efficiency based on team cohesion 

Maximizing cohesion within the team requires intense communication and knowledge transfer across 
teams, divisions or departments, not only in very small groups. 24.22% of young SMEs do maximize 
efficiency by maximizing cohesion across the company while 35.40% of SMEs perform this activity at 
a moderate level. Cohesion within the team is characterized by an intense exchange of knowledge 
between colleagues and increased communication so that each division to act as a whole, must be 
stimulated and motivated. There are therefore SME investment budgets allocated to build the well-
organized teams in terms of transfer of knowledge through meetings and thematic sessions through 
teambuilding and other activities that require time and financial resources involved. 
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Figure 6. Maximizing effectiveness and efficiency based on team cohesion 

 
Source: own research. 

7. Decrease in the number and roles of middle and low level managers, gradual outsourcing of 
peripheral employees simultaneously with integration of knowledge managers 

Young SMEs still rely on a structured hierarchical organization model, in which lower level managers 
as well as managers of key customers and mid-level managers and area sales managers and product 
managers have clearly defined roles. Area sales managers have a coordinated team of medical 
representatives, product managers are also responsible for several drugs and marketing plan 
implementation of those produced by promotional team. Regarding the outsourcing of peripheral 
activities and hence they carry people, young SMEs are among the pioneers of outsourcing and 
outsourcing. 

In very few SMEs in Romania young management departments are based on knowledge and implicit 
knowledge managers, other multinational SME with these departments in the mother country and the 
first director there, but there certainly change consultants and managers in charge of implementing and 
use knowledge management but which are not specified properly. In this case, only 9.94% of SMEs 
fall on a major level of intensity, it achieved 24.84% of SMEs at a medium level and 37.27% at a low 
level. 

Figure 7. Decrease in the number and roles of middle and low level managers, gradual outsourcing of peripheral employees 
simultaneously with integration of knowledge managers 

 
Source: own research. 
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8. Redesign managerial and economic capabilities of the business 

Remodelling management capabilities so that knowledge to be harnessed through the choices, 
decisions and actions that young companies management practice, is performed at a level of intensity 
to 22.98% majority of companies, and in 42.86% of SME a medium level. It is a favourable situation, 
proving again the continuing concern of young companies toward knowledge management, strategies, 
decisions and actions focused on knowledge. 

Figure 8. Redesign managerial and economic capabilities of the business 

 
Source: own research. 

9. Focusing investments on training and external labour to replace own staff who are not 
progressing enough 

Figure 9. Investments on training and external labour 

 
Source: own research. 

Investments in training and external labour is still not a widespread feature in young companies, the 
majority being found in only 6.21% of SMEs and 11.80% at an average level, while at low level 
43.48% is found in or not found at all in 38.51% of the companies. Young SMEs do not usually invest 
in external labour force, prefers to replace staff who are not progressing enough with new labour force, 
internal human resources recruiting new practices. 

 

 

 

0.00% 10.00% 20.00% 30.00% 40.00% 50.00%

Major

Medium

Low

None

Major Medium Low None
Procent 22.98% 42.86% 20.50% 13.66%

6.21%

11.80%

43.48%

38.51%

Major

Medium

Low

None



Knowledge organization features in Romanian young SMEs 
 

 
 

149

 
References 
 

Abell, A., Oxbrow, N. (2002). Competing with Knowledge. Library Association Publishing. London. pp. 20-24. 

Alexander, P.A and Judy, J.E. (1988), The interaction of domain-specific and strategic knowledge in academic performance. 
Review of Educational Research. 58. pp. 375-405. 

Ambrosini, V. (2003). Tacit and ambiguous resources as sources of competitive advantage. Basingstoke. UK. Palgrave 
Macmillan. 

Ambrosini, V. and Bowman, C. (2001). Tacit knowledge: Some suggestions for operationalization. Journal of Management 
Studies. 38(6). 

van den Berg, H.A. (2013). Three shapes of organisational knowledge. Journal of Knowledge Management. Vol. 17, No. 2. 
Blackler, F. (1995). Knowledge, knowledge work and organizations: An overview and interpretation. Organization Studies. 

16(6). 
Boisot, M.H. (1998). Knowledge assets: Securing competitive advantage in the information economy. New York. Oxford 

University Press. 
Buckman, R. (1999). Collaborative knowledge. Human Resource Planning. 22(1). pp. 22-33. 
Castillo, J. (2002). A note on the concept of tacit knowledge. Journal of Management Inquiry. 11(1). 
Ceptureanu, S.I. (2014). Knowledge Based Economy in Romania: Comparative Approach. Journal of Applied Quantitative 

Methods. 9 (4). pp. 51-61. 
Ceptureanu, S.I. (2015). Knowledge management in Romanian young SMEs. Review of International Comparative 

Management. 16(1). pp. 5-22. 
Ceptureanu, S.I., Ceptureanu E.G., Tudorache, A., Zgubea, F. (2012). Knowledge Based Economy Assessment in Romania. 

Economia, Seria Management Review. Vol. 15. Issue 1. 
Ceptureanu, S.I., Ceptureanu, E.G. (2015). Knowledge management in Romanian companies. Quality- Access to success.  

16 (145). pp. 61-66. 
Ceptureanu, S.I., Ceptureanu, E.G., Ivaz, L. and Camenita R. (2012). Knowledge based management survey in Romanian 

companies, International Conference on Information and Knowledge Management (ICIKM 2012), IPCSIT vol.45, 
Singapore. 

Ceptureanu, S.I., Ceptureanu, E.G., Zgubea, F. and Tudorache, A. (2012). Economic Survey on Knowledge Based 
Management in Romanian Companies. Review of International Comparative Management. Vol. 13. No. 2. 

Clarke, Th., Rollo, C. (2001). Capitalising Knowledge: Corporate Knowledge Management Investments. Creativity and 
Innovation Management.10(3). pp. 177-188. 
Choo, C.W. (1998). The knowing organization: How organizations use information to construct meaning, create knowledge, 

and make decisions. New York. Oxford University Press. 
Choo, C.W. (2006). The knowing organization: How organizations use information to construct meaning, create knowledge, 

and make decisions. 2nd edition. New York. Oxford University Press. 
Cohen, W.M., Levinthal, D. (1990). Absorptive Capacity: A New Perspective on Learning and Innovation. in Administrative 

Science Quarterly. No. 1. 
Coincross, F. (1997). The Death of Distance: How the Communications Revolution Will Change Our Lives. 2nd Edition. 

Harvard Business School Press. Boston. 
Coincross, F. (2003). The Company of the Future. Profite Books. London. 
Demsetz, H. (1988). The Theory of the Firm Revisited. Journal of Law. Economics and Organization. Vol. 4. No. 1. Spring, 

pp. 141-161. 
Despres, C. (2011). Leading Issues in Knowledge Management Research. Academic Publishing International. 
Dretske, F.I. (1981). Knowledge and the Flow of Information. Cambridge. MA. The MIT Press. 
Earl, M.J. (1997). Knowledge as strategy: Reflections on Skandia International and Shorko Films. in Prusak, L. (ed.). 

Knowledge in organizations. Boston. MA. Butterworth-Heinemann. 
Evans, M.M. and Ali, N. (2013). Bridging knowledge management life cycle theory and practice. International Conference 

on Intellectual Capital, Knowledge Management and Organisational Learning ICICKM 2013 – Conference 
Proceedings. Washington. DC. Academic Conferences and Publishing International. pp. 156-165. 

Gorga, E. (2007). Knowledge inputs, legal institutions and firm structure: Towards a knowledge-based theory of the firm. 
Northwestern University Law Review. Vol. 101. No. 3. pp. 1123-1206. 

Handy, C. (1999). The Elephant and the Flea of a Reluctant Capitalist. Harvard Business School. Boston. Massachusetts. 
Jones, A.B. (1999). Knowledge Capitalism Business. Work and Learning in the New Economy. Oxford University Press. 
deJong, T., Ferguson-Hessler,  M. (1996). Types of qualities of knowledge. Educational Psychologist. 31(2). pp. 105-113. 



Sebastian Ion Ceptureanu 
 
150

Kogut, B. and Zander, U. (1992). Knowledge of the firm, combinative capabilities, and the replication of technology. 
Organization Science. Vol. 3, No. 2. pp. 383-397. 

Lam, A. (2000). Tacit knowledge, organizational learning and societal institutions: An integrated framework. Organization 
Studies. 21(3). 

Morgan, G. (1986). Images of Organization. Newbury Park. CA: Sage Publications. 
Nicolescu, O. and Nicolescu, L. (2005). Economia, firma și managementul bazate pe cunoștințe. Editura Economică. 
Nicolescu, C. and Ceptureanu, E.G., Romanian entrepreneurial environment, key aspect in investment decision. Economia, 

Seria Management. 12(S1). pp. 234-239. 
Nonaka, I. and Takeuchi, H. (1995). The Knowledge-Creating Company: How Japanese Companies Create the Dynamics of 

Innovation. New York. NY. Oxford University Press. 
Polanyi, M. (1966). The tacit dimension. 1st edition. Garden City. New York. Doubleday and Company. 
Spender, J.C. (1996). Organizational knowledge, learning and memory: Three concepts in search of a theory. Journal of 

Organizational Change Management. Vol. 9. No. 1. pp. 63-78. 
Stewart, T.A. (1998). Leading Edge: A New Way to think about Employees. Fortune. 137(7). 
Sveiby, K.E. (2000). Tacit knowledge, The Knowledge Management Yearbook 1999-2000. 
Tsoukas, H. (2005). What is organizational knowledge?. in Tsoukas H. (ed.). Complex knowledge: Studies in organizational 

epistemology. New York. Oxford University Press. 
Wiig, K.M. (1997). Knowledge Management: Where Did It Come From and Where Will It Go?. Expert Systems with 

Applications. 13. 1. pp. 1-14. 
Zack, M.H. (1999a). Managing Codified Knowledge. Sloan Management Review. Vol. 40. No. 4. Summer. pp. 45-58. 
Zack, M.H. (1999b). Developing a Knowledge Strategy. California Management Review. 41. 3. pp. 125-145. 
http://www.theoryofknowledge.info/what-is-knowledge/types-of-knowledge/ 
http://www.skyrme.com/pubs/lawlib99.htm 
 



FFet al 
 

 
 

 
 

 
 

 
 

  
 

 
 
 
 

 

Is there the risk for a new real estate bubble? 
 
Mădălina CHEPTEA  
Bucharest University of Economic Studies, Romania 
mada0100@yahoo.com 
 
Abstract. Almost zero interest rates in 2015 USA financial market, a building and erection activity similar to 
2008 in Romania, auctioning bigger prices than the asked selling price in different economies, insignificant 
down-payments at house loans do sound familiar? Was this not the scenario of 2008 world real estate crises? 
During the past years, more and more countries have realized the importance of measuring the happiness of its 
people, as well as of identifying the instruments that lead to a state of well-being and happiness.  
The paper tries to overview different real estate markets in multiple countries in order to evaluate if prices 
continue to outpace inflation and income, issue that may become problematic and be the signal for a new real 
estate bubble. 
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1. Introduction 

Residential and commercial real estate, so damaged during the last economic crises, seem to recover 
after the last difficult years and in the same time go back to the same destructive behavior. 

Investors, banks and simple people seem to have forgotten all the troubles negligent risk evaluations 
done by financial institutions- in their rush to spread money in the market- and bank evaluators caused 
starting with 2009 up to 2013 for other countries and to late 2014, 2015 for Romania.  

The present paper studies both residential and commercial real estate markets in different countries of 
the world, naming boom/busts in different world economies, the ultimate goal being the identification 
of common traits of economic crises in the attempt to clarify if a new real estate bubble is on the road, 
and will hit soon. 
 
2. The Residential Market 

After the world economic and financial crisis in 2008, considered the biggest after the Great 
Depression in 1929-1933, the US real estate market seems to revive in the last few years. 2012 marked 
an increase in home prices, increase that also continued in 2013 and up to present.  

The S&P/Case-Shiller U.S. National Home Index mentions a 4.2% increase of prices in February 2015 
(Kathryn Vasel, 2015: cnn.com).  

Trulia reports that in San Francisco 74% of homes listed earlier this year, sold within two months of 
hitting the market.  

Also, the same report shows that areas in California are experiencing real estate booms.  

S&P/Case-Shiller U.S. National Home Index shows that home prices in Denver and Dallas have 
exceeded the levels of prices they had during the real-estate boom. 

The prices are growing in USA due to the following factors: the owners of the houses are not selling, 
because their majority is afraid of either not finding another home or not being able to recoup the 
value the house had before the crises, the builders are not building, they are still very cautious. The 
US market usually sells 1.600.000 single and multi-family homes, but in 2014 only 1.000.000 were 
built, 70% of them being single-family homes. Lenders are not lending, since 2008 it is more difficult 
for applicants to obtain real estate or mortgage loans (Kathryn Vasel, 2015: cnn.com).  

The fact that the prices of real estate are growing and there is a tight inventory may be seen as some 
warning signs for a new bubble. 

Experts say that we cannot predict yet whether we are really facing an incipient phase of a new 
bubble, and even if this is the case, it is a different type of bubble than in 2008.  

The 2008 real estate crisis was determined by supply and demand. Demand was then stimulated by 
very accessible mortgage lending practices. In the general euphoria, buyers were encouraged to take 
loans they couldn't really afford.  

 At present rising prices are determined by actual market forces, by real money.  

Specialists say that we may face only bubbles on local markets.  

A recent study performed by the Federal Reserve Bank of San Francisco examined 17 advanced 
economies since 1870, namely the long-term economic impact of housing bubbles, equity market 
bubbles and bank loan booms (Matthew Goodson, 2015: nzherald.co.nz). 
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The findings are that the financial stability risks of a moderately leveraged equity market boom/bust 
are very small but the risks from a loan-financed housing boom are huge. 

2000 NASDAQ crash had a limited impact on the wider economic and was very critical for those who 
paid huge prices for companies specialising in vapour-ware. 

Interest rate cuts by the Fed almost down to 0 resulted into an unprecedented flourishing of the real 
estate and financing domain, leading to the 2008 crisis, a crisis that we are still recovering from. 

The same study above mentioned revealed that prices in real estate grew spectacularly and dropped 
from the 1870s to the 1950s, after which due to the accessibility of bank loans they have increased 
significantly (Matthew Goodson, 2015: nzherald.co.nz).  

We may enumerate examples of past boom/busts: the Australian real estate boom of the 1880s 
financed by overseas inflows and immigration which blew apart in the early 1890s and caused a deep 
recession verging on depression, the US real estate boom/bust in the 1920s centred on outside money 
investing in Florida and preceded the equity market crash of 1929 by several years (JL Yastine, 2015: 
thesovereign.com).  

Rather than immigration, financial deregulation was the driver of the Scandinavian boom of the 1980s 
and bust of the 1990s. 

Japanese real estate peaked in 1991 and the study points out that by 2012, the nominal value of real 
estate was about half of its 1991 level. 

Opposing, the study finds numerous examples of popped equity bubbles that did not turn into wider 
financial crises because they had very little bank finance underpinning them.  

Without a parallel credit boom, equity bubbles have no statistically significant effect on the depth of 
the economic recession that follows their bust, or the speed of recovery. 

When an equity bubble coincides with a credit boom, the subsequent economic recession lasts a year 
longer than it would otherwise have and there is a 3 per cent drag on the level of GDP per capita after 
five years; that is, the economy is 3 per cent smaller than it would otherwise have been.  

As an example we may take New Zeeland in the aftermath of the 1987 crash. 

Conversely, house price bubbles have been less frequent but their busts have been far more damaging 
due to their loan financing frequently taking the banking system down with them.  

A house price and credit bubble crash may throw economy into crises for several years, and in the 5th 
year the economy is operating below the level it was at the start of the recession. Spain and Ireland 
since 2009 are clear recent examples along with those cited earlier (Kathleen Harris, 2015: cbc.co). 

 

3. Commercial Real-Estate Market 

Investors are making commercial real-estate prices reach record levels in cities around the world, 
giving birth to concerns that the global property market is overheating. 

Industry tracker Real Capital Analytics is drawing attention that the valuations of office buildings sold 
in London, Hong Kong, Osaka and Chicago hit record highs in the second quarter of this year, on a 
price per square meters, and reached post-2009 highs in New York, Los Angeles, Berlin and Sydney. 

The value of U.S. commercial real-estate transactions in the first half of 2015 jumped 36% from a year 
earlier to $225.1 billion, overcoming 2006. 
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In Europe, transaction values grew 37% to €135 billion ($148 billion), the biggest value since 2007. 

Low interest rates and cash being put into economies by central banks have made commercial real 
estate look attractive compared with bonds and other assets. 

Big U.S. investors have settled on their real-estate investments, buyers from Asia and the Middle East 
have become players on this market (Art Patnaude, Peter Gtantthe, 2015: wallstreetjournal.com). 

The effervescence for commercial property was compared to the boom of the mid-2000s, which ended 
in busts that put to ground developers from Florida to Ireland. The recovery, which started in 2010, 
has gained considerable strength in the past year. 

Regulators are watching the market closely, since it is not a good thing to put too much money into an 
asset class. 

Federal Reserve states in its semi-annual report to Congress that “valuation pressures in commercial 
real estate are raising as commercial property prices continue to increase rapidly.” 

Commercial real estate has become a very treasured investment, especially in major cities where 
economies are growing strongly.  

A 10-year Treasury note is yielding about 2.2% while New York commercial real estate has an 
average capitalization rate – a measure of yield – of 5.7%, according to Real Capital. 

Money has been invested into commercial property; U.S. pension funds, have now 7.7% of their assets 
invested in property, up from 6.3% in 2011; foreign investors also have been doing this. In February 
2015 China’s Anbang Insurance Group has bought New York’s Waldorf-Astoria for $1.95 billion, a 
record price for a U.S. hotel.  

Sunshine Insurance Group Co., also a Chinese insurer, purchased in May this year New 
York’s Baccarat Hotel for more than $230 million, which means a $2 million per room.  

China Life Insurance Group Co. and Ping an Insurance Co.  bought in April a majority stake in a $500 
million development project in Boston. 

China is investing in other markets also. China’s most important wealth fund bought nine office 
towers in Sydney and Melbourne, and also 10 shopping centres in France and Belgium. 

In Europe, investors are investing into markets like Madrid and Dublin, where property values haven’t 
regained pre-crisis values. 

U.K. firm M&G Real Estate made its first investment in Spain, paying €90 million for a vacant 35,000 
square meter (376,740 square feet) office building in central Madrid that it will refurbish and rent to 
U.K. advertising agency WPP PLC. 

M&G Real Estate has spent €360 million in Denmark, Italy, Germany and France since March this 
year, and they are still buying in Spain since they consider that they buy at the low point. 

Investors also began buying multifamily buildings on the correct assumption that the carnage in the 
housing market would result in surging demand for rental apartments. 

Blackstone Group LP bought from RXR Realty (which began buying Manhattan office buildings in 
2009) RXR Realty’s stake in six buildings, the later winning more than twice that they have paid for 
(Art Patnaude, Peter Gtanthe, 2015: wallstreetjournal.com). 

 



Is there the risk for a new real estate bubble? 
 

 
 

155

4. Conclusions 

Analysts warn that property values could fall if interest rates rise sharply. The Federal Reserve has 
signaled it’s moving toward interest-rate increases later this year. A surge in rates could have 
repercussions throughout global financial markets, especially if falling prices trigger a wave of 
defaults on mortgages. 

But even if interest rates rise, property values might not necessarily be hurt if higher interest rates are 
accompanied by higher inflation, which typically allows landlords to raise rents. They also point out 
that so far this cycle hasn’t seen the kind of overbuilding that has destabilized real-estate markets in 
the past. 
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