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Foreword
Critical examination of the Romanian economic evolution in the
post adhering period to the European Union is a strong provocation not
only for scientific environment. To the internal constrains in substantiate
and implement macroeconomic policies are added the restrictions
imposed by the European Union. It is evident that only the advanced
capacity of the monetary and fiscal authorities to extricate themself from
the dilemmas of nominal convergence, real convergence, small budget
deficit, massive investments for modernization, leu appreciation against
increase of exports competitiveness, could assure the success of the first
year in post adhering of Romania to the European Union.
The symposium „Romania integration in European Union:
opportunities and provocations”, organized by the General Association of
Economists in Romania, in April this year, represented an objective
radiography of macroeconomic evolution of Romania looking for
solutions regarding solving the difference between nominal convergence
and real convergence.
In the Volume I of the symposium communications you could find
rational answers to the possibility of making a mix of coherent economic
policies aiming to reach the nominal convergence. This Volume II intends
to depict the fundament of a Romanian sub model as part of the European
model trying to rely to the good governance practices at the European
level, a deficit process to be implemented in existing conditions of the so
called phenomenon „type hands of authorities” who decide
macroeconomic policies in the member countries. The wide process
aiming to anchor the economic reforms to „the best practices at
European level” will represent a test for capacity of the Romanian
authorities to be part of the processes of elaboration and coordination the
economic policies in European Union.
If Romania manages to harmonize adaptation processes to the
European governance with the need to modernize Romanian economy
and to conciliate the respecting of criteria’s of nominal convergence, with
the real convergence then our economy will be a net beneficiary of the
adhering to the European Union, even in a short term (two or three
years). If Romanian authorities do not manage to harmonize these
processes, our country goes to the ranks of the countries which in a
period of 10-12 years after adhering to the European Union felt all the
net real costs of adhering (see the case of Ireland, Portugal, Spain, and
particularly of Greece).

8

8

Integrarea României în Uniunea Europeană. Provocări şi soluţii

EUROPEAN GOVERNANCE THROUGH
ECONOMIC POLICIES


Ion Bucur
Ph.D. Professor
University of Bucharest

Abstract. The economic policies are exerting a significant role in carrying out the
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The reformation of the European government
The expanding and extending of the European integration increases the importance
of the mechanisms and the instruments of the policies’ substantiation, elaboration and
application, identification of the characteristic feature of the decisional process on a
communitarian level, as well as the assimilation of the European practice and usage.
Being under the impact of the covered integration stages, the European process of
elaborating the policies is shaped by rules and procedures which have developed with
successive modifications and extensions.
The great changes which are dominating the European policies’ evolution are
caused by the expansion process and by the heterogeneity of the European Union. The
Member States are scoring different developing rhythms, and there are significant
institutional differences regarding the work markets, structure differences of the banking and
financial markets, fiscal systems with specific elements, a great variety of national
settlement contexts and so on.
The dynamic of the European integration has been accomplished around the
policies whose objectives and promoting instruments have developed in closely concordance
with the stages of this process.
The present features of the communitarian policies emerge both from the new
context given by the Euro Zone, and the necessity of getting over the present institutional
crisis and the fulfilment of the European cohesion and convergence. A whole vision of the
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conceiving and application mechanisms requires the thinking of the juridical-institutional
and theoretical-ideological basis, of the ruling actors and processes, as well as of those
factors which are inculcating distinct features compared to the similar processes which take
place on a national level. Firstly it is a matter of a great complexity of treaties, juridical and
financial institutions and instruments based on which the European policies are conceived.
The elaboration processes of the European Union’s policies is based on the
experience of the Western Europe countries with market economies and liberal-democratic
political regimes, but which are not totally belonging to a determined political and
economical model.
The political institutions are those which are establishing the rules regarding the
elaboration of the policies. In most cases, the politics has played a more significant role than
the economy in foreshadowing the European policies (Tsoukalis, 2005, p. 118).
For a better understanding of this process there are used the theoretical instruments
of the compared policies, as well as the formal and informal models taken from the rational
choice theory. The conceiving and the expressing of the communitarian policies are
dominated not only by theoretical traditions, but also by certain thesis which may be
regarded as ideologies rather than scientific theories. Thus, the Keynesian macroeconomic
administration policies were followed by politics which have created the premises of a
uniformity tendency of the economical practice which was set up through the neo-liberal
revolution (Stubbs, Underhill, 2006, p. 81).
An intensely debated issue is the elaboration of the European policies and is
reflecting a complex division of power and responsibilities. The Member States are
transferring power to the supranational organisms in order to decrease the transaction costs
characteristic to the elaboration of the policies and in order to ensure their credible
participation to certain international agreements. Nevertheless, the national actors are
exerting an influential role in all the stages of the policies elaboration processes. The
national legislatives are the institutions which are most affected by the appearance of a
powerful European dimension of elaborating the policies. This one calls for the adequate
knowledge of both the national institutional context and the institutions from the European
Union’s level in order to get thoroughly into the ensemble of the European policies
elaboration process (Wallace, Wallace, Pollack, 2005, p. 7).
From the perspective of the authority exertion level, there is exclusive or
communitarian competence, with references to the Union allocated tasks and decisions,
apportion competence, whose content is represented by the tasks for which the responsibility
is divided between the European Union and the national governments, and national
competence.
The flux of the European policies takes place in a wider context given by the
European Union’s international activity which represents a paradox within the global
political economy. While the integration process on a global level is studied by the authors
of the policies from the national and international arena, the Union expresses a powerful
regional and institutionalized integration both in the economical and political sphere.
Two phenomena may be identified for the international activity of the European
Union. Firstly, “the externalization” process through which the internal affairs of the Union
are interconnected with the global economy. Secondly, “the internalization” process through
which the internal evolutions and the world actors may become part of the development
typical to the European Union. The open nature of the policies elaboration process ensures
the intervention within the process of the so-called “insiders” (the European Union
government members, the lobbyists) and the “outsiders” (multinational governments, other
international organizations).
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The policies elaboration processes have changed in time depending on the objective
evolution and the instruments of realizing the integration. By transferring the responsibility
of adjusting the unique market to an European level, the common policies (the agricultural
policy, the commercial policy and the transportation policy, stipulated in the Rome Treaty)
and also the policies from the exterior trade and the competition domain, the regional
development policy, etc. have continuously developed.
The gradual integration which has characterized the European Union evolution has
generated the trend of approaching the policies by segments, based on objectives and
instrument categories. Such an approach may have consequences over the ability to
guarantee the cohesion of the communitarian activity.
The complexity of the policies and of the connections with the correspondent
national policies discourages the tendency of a presentation on the whole. Simultaneously,
the overcoming of the difficulties engaged in the separate study is necessary, thus hiding the
way in which the policies are connected or considering that the same analysis scheme may
be transposed from one policy to another, although they are subjected to different logics.
Thus, there are highlighted the risks of the generalizing approaches or of the exclusive
focusing on a certain category of policies. New perspectives of understanding the conceiving
and the elaboration of the European policies are given by their classification following
certain criteria. Thus, one may distinguish the policies whose objective is the market
making, for instance, the competition policy, from those which are aiming at the marketcorrecting, like the policy of the environment protection, the policy of the consumers’
protection, etc.
Another refinement reports on the policies for which the state members are
transferring totally or partially the competences on a European level and the policies for
which the European institutions play just a coordination role. Therefore, there are processes
based on integration and supra-nationality and processes grounded on the intergovernmental
cooperation.
An important limitation of the Union’s competences results from the introduction
of the subsidiary principle. This principle does not apply within the fields in which the
Union has exclusive competences, but it functions in those cases in which the competence is
divided with the Member States. According to this principle, the Union can interfere only
when the pursued objectives may be better achieved on a communitarian level. The
proportionality principle is complementary with the subsidiary principle and states that “the
activity of the Community must not exceed what is necessary in order to achieve the
objectives of the Treaty”.
From the making use of the legislation and the budget perspective, one may detect
adjusting policies which concern the protection and control of the market and the actors’
activity based on the legislation which determine rules and means of control, as well as
distributive or redistributive policies mainly based on the usage of the public credits.
(d’Arcy, 2003, pp. 43-44). Compared with the communitarian level, with the importance and
the gravity of those two categories of policies on a European level, the distributive or
redistributive policies have a limited character being represented especially by the common
agricultural policy and by the regional development policy. Within the Member States, the
share from the national income which is assigned as taxes and other mandatory contributions
is significantly superior to the one registered within the Union. If on a national level there
are promoted distributive and redistributive policies of great extent, on a communitarian
level the adjusting policies are the ones which prevail.
It results, from analyzing the academic literature and the established experience, the
appearance of several variants of the policies elaboration European process: the traditional
communitarian method; the European Union adjusting method; the European Union
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distributive method; the coordination of the policies; the intensive trans-administration (H.
Wallace, W. Wallace, M. Pollack, 2005, pp. 74-75).
The continuously developing diversification of “the policies elaboration methods”
is due to the existing controversies over the competences to be transferred on the European
Union level, as well as to the wide gamut of European policies.
The White Book, named “European government”, was adopted for the purpose of a
most ample participation in the elaborating the decisions, for the purpose of adjusting the
policies to the demands of a changing agenda and for the purpose of ensuring a
responsibility equilibrium between the European and the national authorities.
The notion of “government” designates the rules, the processes and the components
which are influencing the exertion of power on a European level, especially from the
opening, the participation, the responsibility, the efficiency and the coherence point of view.
The economic government refers to the combination in optimal proportions between the
state and the market, between the public and the private interests, as well as between the
compromises between the economic efficiency, stability and impartiality (L. Tsoukalis,
2005, p. 116).
The European government reform is a strategic objective of the Union, whose
achievement is conditioned by vast and complex measures and changes. The target is the
widening of the policies elaboration process, not neglecting the fact that it is characterized
by an advanced participation and responsibility, a better power usage that must ensure a
more adequate combination of the various instruments of public policies such as the
legislation, the social dialog, the structural financing and the action programs.
Basically, the White Book suggests a new method of elaborating the policies, by
their interactive elaboration, by the setting up of a new consulting culture, by adopting a new
code of conduct which settles the minimal norms, by establishing some partnership
agreements, by combining various public policies instruments with the purpose of carrying
out the assigned objectives.
In order to grasp the features of the European government reformation process and
the complexity of the proposed measures, it is considered to be legitimate the usage of the
notion of “government”. This way, the institutional arrangements and the associated
processes may also be grasped.
To ensure the improvement of the policies’ quality and efficiency, one must
promote the principles of an efficient government: openness, participation, responsibility,
efficiency and coherence. The application of these principles leads to the strengthening of
the proportionality and subsidiary principles. From the conceiving of these policies until
their carrying into effect, the choosing of the intervention level (communitarian or local) and
of the instruments must be proportional with the aimed objectives. The suggested changes
aim at some essential fields: the means of strengthening the participation to the elaboration
and the application of the European Union policies; the communitarian policies’ quality and
application improvement; the emphasizing of the connection between the European
government and the role of the Union in the world; the perfecting of the institutions’
activities.
The efficient elaboration of the policies is also asserting the utilization of some
adequate public policies instruments. “The open method of coordination” offers a mean of
encouraging the cooperation, the good exchange of experience and the establishing of
common objectives and orientations for the Member States, sometimes with the support of
the national action plans, like those regarding the occupation, the struggle against social
exclusions, etc. This method must complete and must not exclude the communitarian action.
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Another included instrument as a result of the Lisbon process is “the integrated
approach” of the policies, through which the combination of many policies within more and
more complex strategies becomes possible.
The preoccupations regarding the realignment of the European policies and
institutions require, within a global evolution vision of the European Union, the more
accurate identification of the objectives on the long term, the adjustment of the institutions'
responsibilities, as well as the more efficient involvement of the national actors in the
elaboration, the application and the controlling of the communitarian rules and programs.
The present realities emphasize the existence within the European Union of a
“governing without a govern” system, founded on a government with many levels within
which every actor is cooperating according to his competences. Within such a system, the
problem is to establish precise rules of executing the division of the competences, and not
the separation of the competences, which to ensure a better support of the citizens' and the
Member States interests.
The monetary and fiscal government
The deepening of the European economical government is contributing in a
decisive manner to the carrying out of the strategic objective of the Union for the following
period. The accomplishment of a adequate government principles must be accompanied by
the economical increase, competition, the occupation of the labor force, the lasting
development, the cohesion policy. The European economical government's dilemma and
contradictions are emphasized also from the analysis of the elaboration and application
mechanisms of the main economical policies categories. Thus, the European integration has
started off with economical instruments, and the economical policies continue to remain its
spinal column.
The creation of the European Monetary Union has contributed to the appearance of
a new context for the economical policies in the Euro zone. Concomitantly, the European
integration project, part of the neo-liberal globalization process, will depend upon the
geopolitical and geo-economical evolutions from the global system. Prior to the founding of
the monetary union, the national decisional factors were intensely involved in the monetary
policy by “the intense trans-government” of elaborating the policies.
The European Union has stepped into the 21st century with a decreased inflation
due to a significant change of the economical policies authorities' preferences. The increased
interest for the monetary stability, compared to the economical development, has
materialized into the assignment of the monetary policy authority to the Central European
Bank (CEB), while the other key elements of the European Union, especially the fiscal
policy, are remaining under the national authorities' supervision. Thus a partial economical
government system is constituted, a system which is defined in the specialized literature as
“multi stratified government” with recipes for the policies elaboration (Wallace, Wallace,
Pollack, 2005, pp. 36-38).
Under these circumstances, one of the major problem is the identification of the
economical public functions transferred to the European Union's level and to those who are
about to remain on the Member States level.
Although the trend of totally or partial Europeanization of some economical
policies is manifesting, the significant processes of the macroeconomic policies are
remaining within the national decision sphere: the supervision of the banking system,
responsibilities regarding the taxing and public costs, etc.
The autonomy loss in the economical policies domain must not conduct to the
disproof of the national states as important actors of the policies elaboration process within
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the European Union. Throughout its features, the European Union represents a mixed
participation, adjusting and action system which must be studied within the modification of
the global order context.
The economical interdependencies show that the economical policies adopted in a
national context, especially with the developed countries, are exerting a powerful influence
upon the other economies, especially through the interest's installments, the exchange rates
or the inflation rates. National policies have international consequences, as the organizations'
international activities has national consequences (Nayyar, 2002, p.11).
The global economic management must be carried out under political sovereignty
and economical interdependencies conditions, which makes the coordination of the policies
more difficult than the previous period, when it was focused on the exchanging rate and the
payment balance sheet. Nowadays, the active coordination activity is under the influence of
the consensus in favoring the prices' stability, as a single target of the monetary policy and
the central banks interdependency towards the political authorities.
Within the international context, the European Union represents a regional
government system as part of a forming process to the economical and political government.
The economic policies in the Euro zone
By creating the European Monetary Union, the stabilization function is given a
powerful European dimension. In addition to preservation the macroeconomic stability, to
stimulating the increase and the occupation of the labor force, the macroeconomic policies must
ensure the transition to a economy of knowledge, which requires a changed role for the
structural policies. From the '80, the settlement the dominant paradigm, within which an
important role is exerted by the experience accumulated in time, under the shape of the
communitarian acquis. The monetary union implies the renouncing of the monetary policy as a
macroeconomic stabilization instrument. Within the monetary union, the monetary cooperation
is institutionalized and the principle “a single currency, a single monetary policy” is applied.
The monetary union becomes the most attractive monetary regime, compared to the
independent monetary authorities, if the shocks which are affecting the country members are
symmetrical. When the shocks are asymmetrical, this advantage of the monetary union
disappears. (De Grauwe, 2005, p. 23).
There are numerous controversies regarding the estimation of the monetary union's
nature. By some estimations, there are four definitive elements: the centralization of the
monetary policy, the centralization of the exchange rate policy, the stability of the prices and
the independence of the Central European Bank (Pelkmans, 2006, p. 401).
The transition from a national monetary regime to an European one has led to the
separation of the monetary policy from the political authorities. The Central European Bank is
also independent financially speaking, it has its own budget, separated from the European
Union's budget. The Central European Bank may be considered as a first real federal element
on the European integration. Due to the very technical nature of the monetary policy, the
participation of an extended number of actors to the objectives and promoting instruments
establishing becomes less possible. Within a democratic system, delegating the administration
of the monetary policy to an independent authority raises the Central European Bank's
responsibility issue. Therefore, the independence must be accompanied by supervision
procedures which must allow the control exertion. Basically, the democratic responsibility is
exerted through references and transparency. The centralization of the monetary policy on an
European level has significant implications for the national fiscal policy.
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One must notice the absence of a “federal” fiscal institution of guiding the fiscal
policies which remain under the national responsibility. In other words, the content and the
configuration of the fiscal policies remain a national prerogative.
The monetary union has been created despite the fact that there is no significant
European budget. This raises the problem of the way in which the national fiscal policies
will be led within the monetary union. Two orientations were constituted in this respect. The
first orientation is suggesting that the national fiscal authorities have enough flexibility and
autonomy. The second one is stating that, in a monetary union, the management of the fiscal
policies must be disciplined through explicit rules regarding the weight of the national
budgetary deficits.
In order to observe the decentralization level of the fiscal policy, one must separate
two aspects: one which is structural and microeconomic and another which is
macroeconomic and refers to the possibility of using the fiscal policy as an anti-cyclic
instrument (this represents the stabilization element of the fiscal policy).
In a monetary union, the fiscal policy represents the only available macroeconomic
instrument. In practice, the fiscal policy is more difficult to activate and less reliable
compared to the monetary policy. The fiscal actions of a country may also have an external
impact through various channels: incoming and costs, inflation, credit costs, etc. These
effects represent externalities and signifies the fact that the fiscal policy actions must be
coordinated although the fiscal policy remains a national prerogative. The budgetary
stability pact has determined the rules meant to coordinate the budgetary administration. The
starting of a regime which is strict for the national budgetary policy through the Stabilization
and Increasing Pact (SIP) is meant to strengthen the fiscal credibility in euroland.
The Stabilization and Increasing Pact is placing the budgetary policy under the
monetary policy trust. In this context, the maneuver reserves of the budgetary policy become
limited. Within the European Union there are three significant aspects of the fiscal policy:
the adjusting obligations for the national fiscal policy; the problem of coordinating the
macroeconomic policies; the option for the stabilization function on the European Union
level. The Stabilization and Increasing Pact proved to be an inefficient instrument of
coordinating the fiscal policies. Its rules represent some of the most controversial element of
the European Monetary Union. It is invoked the lack of a scientific base of those two
budgetary norms, and the supporters of the Stabilization and Increasing Pact re-formation
are suggesting the ensurance of a bigger flexibility and the granting of a bigger importance
to the level of duty in estimating the fiscal position of the Member States.
In order to improve the bringing of he Stabilization and Increasing Pact into operation,
measures were adopted regarding the reinforcing of the supervision of the budgetary positions
and of the economic policies' coordination. The Stabilization and Increasing Pact has proved its
utility as an instrument of the budgetary discipline, also contributing to the assurance of a high
level of macroeconomic stability. The new Stabilization and Increasing Pact emphasizes the
preventive sides and wishes to ensure the viability of the public finances on a long service, to
promote the economic development, to avoid the enforcing of some excessive tasks to the next
generations, to ensure the economic and budgetary supervision with the purpose of
guaranteeing the efficiency of the set up rules.
In conclusion, the elaboration of the macroeconomic policies in the Euro zone
represents a mixture of centralized monetary policy and decentralized fiscal policies, being
under restrictions. The primordial objective is represented by the permanent adjusting to the
demands of the economical government in Europe.
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Abstract. Until the introduction of the Euro, the new EU member states have to
reach a high degree of sustainable convergence that assures the adoption of the common
currency. While Slovenia joined the Euro Zone on January 2007, most countries are
struggling to meet the convergence criteria, especially those regarding inflation, budget
deficits, stability of exchange rate and legal compatibility. Many countries have dropped
target dates for Euro introduction Euro. According to forecasting, the Baltic States, Poland,
the Czech Republic, Hungary, Romania and Bulgaria are expected to wait for Euro until the
next decade.
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The participation to the Euro zone represents the last target for the new EU member
states. They will be integrated in a single monetary policy, oriented on price stability and in
the ECB exchange rate policy. Until the introduction of the Euro, Maastricht Treaty requires
these countries to reach an advanced degree of sustainable convergence to assure the
adoption of the common currency.
Although they represent a heterogeneous group, for these countries can be identified
some common features:
• The level of GDP per capita, even if it is different between countries, it is
placed to a half against average of the Euro zone. These discrepancies can be reduced taking
into account the potential growth rates higher than in the Euro zone, but the achievement of
real convergence will remain a key policy theme for many years to come;
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• While the transition process officially finished with EU accession, still it can be
observed post-transition features as the need of capital and the structural changes; these are
still quick and ongoing, and require to be managed effectively, especially in the financial
sector;
• Following the growth of productive capital through important public and
private investments, most new member states register sizeable deficits of current account as
the process is not fully matched by domestic savings;
• Sustainability of the current account is not a major concern, generally assuring
a high level of macroeconomic stability and significant weights of foreign direct investments
in current account financing. It is enforced a distinct attention to assure that these unbalances
do not become unsustainable or make the economies vulnerable to shocks;
• A major achievement of these countries is the disinflation success. The
monetary policies and the central national banks are credible in their mandates to assure the
price stability.
Until the Euro adoption, the new EU member states have to participate in the
Exchange Rate Mechanism - ERM II for a minimum of two years. They have different
exchange rate regimes, each proposing to join the ERM II and introduce the Euro after a
period from the integration. For these countries, such as for Portugal, Italy, Spain and
Greece, the stimulants for Euro earlier after accession are strong (Eichengreen and Ghironi,
2001).
They do not enjoy the possibility to remain outside the Euro zone after accession
(the "opting out" clause). They have to accept the conditions foreseen in the Maastricht
Treaty, namely to prepare for the monetary union and to adopt the Euro when they are
prepared. When a country meets the convergence criteria it can adopt the Euro and the
central bank becomes part of the Eurosystem.
These countries satisfy much less the optimum currency area criteria comparative
with the way in which the old EU member states did. They are countries having reduced
sizes, commercial relations with EU more or less developed and they expect to obtain
benefits from single currency introduction.
There are voices that recommend the Euro adoption after a period of two years from
accession. Their arguments are based on the fact that a new country entered into European
Union will have to outface competition on single market and challenges of global capital
markets (Szapary, 2001).
The advantages and the disadvantages of Euro adoption in the new EU member
states can be analyzed through the optimality criteria, considering that a country which enter
into a monetary union does not have to be subject of asymmetric shock and, as a
consequence, to follow cyclic developments like those of the monetary zone.
The substitution of national currency with a common currency brings both benefits
and costs for that country and their monetary policy.
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First, there are effects of macroeconomic stability, that come from the elimination of
exchange rates, the enforcing of a fiscal discipline and the implementation of single
monetary policy, such as:
• Diminishing of exchange rate risk. The European Monetary Union supposes the
disappearance of the national currency and the exchange rate against Euro. According to
European Commission’study, the gain that can be obtained from the renunciation at the
national currency is placed to 0.4% of GDP. Because the most important part of the new
member states trade unfolds with the old states of EU – Euro as contract currency –
exchange rate risk can decrease and prices can be more easily compared.
• Decreasing of interest and inflation rate. Entering into Euro zone, the Central
and Eastern European countries reduce the costs determinate by the exchange rate volatility.
On short term, the speculative interest for some currency will raise, this fact having major
implications on economic and exchange rate policies, current account liberalization and
structural reforms. On long term, the economy will benefit from the Euro introduction because
the smaller interest rates can facilitate the financing of economic reorganization.
• Development of trade, growth of investments and competition. The renunciation at
national currency reduces the costs of transaction while resources reallocation can lead to a
GDP growth estimated to 0.18-0.3%. The adoption of the euro determines a GDP increase with
0.55-0.76% through the trade development. An IMF’study estimates that a growth of GDP in
the Euro zone states with 1% determines, in the candidate states, an increase of GDP with 0.20.5% and of the exports with 0.7-1.6% (Kohler, Wes, 1999). The economic and monetary
union intensifies the competitive pressures associated with market integration and leads to
growth of the investments through creation a favorable climate.
On the other hand, through the elimination of the exchange rate uncertainty and the
cost of transaction can be obtained microeconomic gains, those countries with trade relations
with the Euro zone having more benefits from the participation as part of monetary union.
The costs regard the institutional implications generated by the achievement of the
convergence criteria (the participation to ERM II, the independence of central bank, the
interdiction of budget deficit financing by the central bank, the liberalization of capital flows,
the creation of sound financial sector, the harmonization of payment system for integration in
the TARGET system), the loss of the modalities for adjusting asymmetric shocks, the growth
of unemployment and the disappearance of the monetary policy autonomy.
While the loss determined by the disappearance of the instruments of monetary and
exchange rate policies remains limited, the gains of the entrance into a monetary union are
substantial. A National Bank of Hungary’study estimates a long-term effects of single currency
adoption through a GDP growth with 0.6-0.9%, created by the trade development and interest
rates decreasing after the adoption of the Euro (Csajbók, Csermely, 2002).
Seven of the ten new EU members have joined Exchange Rate Mechanism - ERM II
after a certain period from accession: Cyprus, Estonia, Latvia, Lithuania, Malta, Slovakia and
Slovenia (until January 1, 2007).
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Slovenia, Estonia and Lithuania participate in the ERM II with fluctuation margins of
±15% – the last two without modifying their exchange rate arrangements of the currency board
type – their domestic currencies being pegged to the Euro through a fixed ratio of 239.640
Slovenian tolars (SIT), 15.6466 Estonian crowns (EEK) and 3.45280 Lithuanian litas (LTL).
Since May 2, 2005 Latvia, Cyprus and Malta – by setting fix exchange rates vis-à-vis
the Euro to 0.702804 Latvian lats (LVL), 0.585274 Cyprus liras (CYP) and 0.429300 Maltese
liras – and since November 28, 2005 Slovakia, too, the Slovakian crown being pegged to the
Euro at a fixed rate of 1 EUR = 38.4550 SKK.
Since January 2007, Euro was introduced in Slovenia and central bank became
member of the Eurosystem.
The Czech Republic, Poland and Hungary still remain outside the ERM II.
According to Convergence Program, Romania proposes the period 2010-2012 for the
ERM II entrance and 2012-2014 for the adoption of the Euro. The improvement of real
convergence has to take place so that do not affect the achievement of nominal convergence
criteria, through maintaining the macroeconomic equilibrium.
The Euro zone countries reject the quick Euro introduction in the new member states
based on the idea that different levels of development characterize these countries, less than
EU-15 average, and they have to achieve the nominal and real convergence.
After 2004, the new EU member states recorded the strongest economic growth since
beginning of transition, remarked both in the group of Central European economies and in the
Baltic States. Output growth gained supplementary in the region in 2006, but it is expected to
be moderate in 2007. All these took place in spite of national currency appreciation against
Euro and Dollar and moderate economic growth in the Euro zone.
The current account deficits stressed in 2006 in many cases. Internal demand was
associated with increase current account deficits and lower rhythms of export growth. While
the external deficits remained low in Poland, the Czech Republic and Slovenia, in another
countries they were limited at 10% of GDP. The foreign direct investments covered the deficits
of current account in the Czech Republic, Poland and Bulgaria, but many deficits in Hungary,
Slovakia and Romania. The banking system played an important role in financing the deficits
in the Baltic States as well as in Romania.
In these circumstances, the economies of the new EU member states are confronted
with difficulties in the achievement of convergence criteria. Thus, regarding budgetary criteria
– budget deficit and public debt – that created problems for countries as Italy, Spain and
Belgium, these states are found out in a favorable position how long disposed of uninflationary
options to financing the deficits and they inherit low public debts. The entrance into the
European Monetary Union supposes the disappearance of the autonomy of monetary, exchange
rate and fiscal policies.
In the period 2004-2006, Slovenia, Baltic States, Romania and Bulgaria carried out the
budget deficit criteria, 3% of GDP. Decreases of the budget deficit were registered in Cyprus –
from 4.1% of GDP in 2004 to 1.9% of GDP in 2006 –, in Malta – from 5.0% of GDP in 2004
to 2.9% of GDP in 2006 – and in Poland – from 3.9% of GDP in 2004 to 1.9% in 2006. On the

20

Theoretical and Applied Economics. Supplement

21

other hand, the fiscal deficit increased in Hungary (from 6.5% of GDP in 2004 to 8.6% of GDP
in 2006), in Slovakia (from 3.3% of GDP in 2004 to 3.7% of GDP in 2006) and the Czech
Republic (from 2.9% in 2004 to 3.5% of GDP in 2006). The budget deficits increased in most
countries in spite of significant economic growth and budgetary incomes increase. For 2007,
Hungary has planned a strong fiscal consolidation while Slovakia and Poland targeted low
deficits.
Looking at public debt, the level of 60% of GDP fulfilled in 2006 neither by Malta
(69.6%) and Cyprus (64.8%) nor at the level of the Euro zone (70.8%).
The achievement of the inflation and long-term interest rate criteria remains a major
challenge, in the developing economies the inflation tending to be high, reflecting the BalassaSamuelson effect that is estimated by John Rogers at 2 points supplementary annual rate of
inflation. If this leads to exceed it with more of 4% the inflation rate in the monitoring period,
the exchange rate will be appreciated with 4% in order to bring the inflation at the EU average.
The inflationary tendency characterized many countries in the region. While the
inflation is under control in Poland, the Czech Republic and Slovenia, another countries fight
with this scourge. In the Baltic States and some Southeast European countries, the strong
growth of wages and credit leads to a superheating and generates significant inflationary
pressures. In another countries, the weakness of some currencies in the period May-June 2006
created prices pressures higher than in the previous year, especially in Hungary. The
adjustment of the administrate prices and increasing of the indirect taxes added to the inflation
in some countries from region. For the year 2007 it is expected in most countries a new wave of
administrate prices growth, with a pronounced impact on inflation in Hungary, the Czech
Republic, Estonia, Lithuania and Romania.
The accession in European Union represented a key factor in the process of real
convergence that will intensify and culminate with the introduction of the Euro.
In November 2004, the European Commission’first report on the new member states
preparation for the introduction of the euro underlined that this process should be faster and
smoother than for the current Euro zone members. The Commission expected several EU-10
countries to introduce Euro in a "big bang" process, without transition periods.
Indicators of Convergence in the New EU Member States (2004-2006)
Table 1
Countries
Year
Indicators
Bulgaria

2004
2005
2006

Budget
Public
Inflation
Deficit debt
Real GDP
rate
Surplus +
(% of GDP.
(%)
(%. annual
(% of
ESA95)
average)
GDP)
6.1
5.0
7.4

2.7
2.4
3.2*

38.4
29.8
29.0*

5.6
5.5
4.5*

Long
term
interest
rate (%.
annual
average)
3.8
3.8

Exchange
rate
(n.m./EUR
annual
average)
1.956
1.956
1.956
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Countries
Year
Indicators
2004
2005
2006
2004
Cyprus
2005
2006
2004
Estonia
2005
2006
2004
Latvia
2005
2006
2004
Lithuania
2005
2006
2004
Malta
2005
2006
2004
Poland
2005
2006
2004
Romania
2005
2006
2004
Slovakia
2005
2006
2004
Slovenia
2005
2006
2004
Hungary
2005
2006
2006 reference value
Czech
Republic
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Budget
Public
Inflation
Deficit debt
Real GDP
rate
Surplus +
(%)
(% of GDP.
(%. annual
(% of
ESA95)
average)
GDP)
2.6
1.9
2.1
1.9
2.0
2.2
3.0
4.1
4.4
6.2
6.9
6.6
1.2
2.7
3.8
2.7
2.5
3.1
3.5
2.1
1.4
11.9
9.1
5.0
7.5
2.8
4.5
3.6
2.5
2.7
6.8
3.6
3.5
2.8

-2.9
-3.6
-3.5*
-4.1
-2.3
-1.9*
2.3
2.3
2.6*
-0.9
0.1
-1.5*
-1.5
-0.5
-1.0*
-5.0
-3.2
-2.9*
-3.9
-2.5
-1.9*
-1.4
-0.4
-1.0*
-3.0
-3.1
-3.7*
-2.3
-1.4
-1.6*
-6.5
-7.8
-8.6*
-3.0

30.7
30.4
30.9*
70.3
69.2
64.8*
5.2
4.5
4.0*
14.5
12.1
11.1*
19.4
18.7
18.0*
70.9
74.2
69.6*
41.8
42.0
42.4*
18.8
15.9
13.0*
41.6
34.5
33.0*
28.7
28.0
28.0*
59.4
61.7
60.0*
60.0

4.2
6.1
4.4*
4.1
3.8
3.0*
8.1
10.5
7.3*
8.5
10.2
8.0*
7.3
7.6
6.2*
0.1
2.2
0.5*
5.2
3.4
4.5*
8.4
4.1
5.0*
5.4
6.0
6.0*
4.6
3.9
4.0*
4.9
4.1
4.4*
-

Long
term
interest
rate (%.
annual
average)
4.8
3.5
3.8
5.8
5.2
4.1
4.0
4.2
4.9
3.9
3.9
3.7
4.0
4.7
4.6
4.3
6.9
5.2
5.2
6.5
7.5
5.0
3.5
4.3
3.8
3.8
6.6
7.1
6.2

Exchange
rate
(n.m./EUR
annual
average)
31.89
29.78
28.34
0.582
0.577
0.576
15.647
15.647
15.647
0.665
0.696
0.696
3.453
3.453
3.453
0.428
0.430
0.429
4.527
4.023
3.896
4.05
3.62
3.53
40.02
38.59
37.23
239.09
239.57
239.60
251.66
248.05
264.26
-
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Source: ECB, Central Banks.
* European Commission projections for 2006.
The Convergence Report of European Commission (December 2006) considers that
countries candidate to the Euro zone did not activated enough to fulfill the Maastricht
criteria. It is expected that Czech Republic, Cyprus, Estonia, Latvia, Lithuania, Malta,
Poland, Slovakia, Hungary and Sweden to introduce the Euro soon after they achieve the
nominal convergence. Except Slovenia, the other countries have problems related to
decreasing budgetary expenditures and maintaining low inflation.
The Convergence Report of ECB (December 2006) keeps the same line: it is
considered that since 2004 some of these states made progress in economic convergence, but
in another countries are delays. The European Central Bank imposes an interpretation in
sustainability terms; the convergence have to be achieved generally, and not at a certain
moment.
The Credit Suisse’study (January 2007) suggests that Malta and Cyprus will be
prepared to adopt Euro in 2008 and Slovakia in 2009. According to Credit Suisse
forecasting, the Baltic States, Poland, the Czech Republic, Hungary, Romania and Bulgaria
are expected to wait for Euro until the next decade.
The enthusiasm for early Euro adoption diminished. While Slovenia joined the Euro
zone on January 2007, most new member states are struggling to meet the convergence
criteria, especially those regarding inflation, budget deficits, stability of exchange rate and
legal compatibility. Most countries have dropped target dates for the introduction of the
Euro. Lithuania’s request for the entrance in the Euro zone in January 2007 was rejected in
2006 due to inflation concerns, and the new target is 2010. Estonia and Latvia have delayed
their Euro adoption plans for the same reasons and propose a new target, 2008.
For the other states, initial terms remain valid: Cyprus and Malta – 2008, Slovakia –
2009, the Czech Republic and Hungary – 2010, while Poland – has not a target date. To this
group added, since January 2007, Romania and Bulgaria, for which the reasonable time for
the Euro introduction is 2012-2014.
The enlargement of the European Monetary Union brings forth the costs and
benefits it involves; thus, we should find out the degree to which the “new Euro area” will
be an optimum currency area. The traditional theory on the optimum currency area
developed by Mundell (Mundell I) brings on a little skepticism. Because heterogeneity will
increase in an enlarged Euro area, the probability that asymmetric shocks should occur will
increase as well; this is the reason why such enlargement is not recommended (De Grauwe,
Schnabl, 2004).
Nevertheless, some countries declared their intention to join the Euro zone as soon
as possible, this fact being possible for Slovenia on January 1, 2007. The explanation should
be found somewhere else the traditional framework of the optimal monetary area. As
Mundell states in his work, in a world in which expectations are always changing, the
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fluctuations of the exchange rate do not work as stabilization tools used when facing
asymmetric shocks. In this convention, called Mundell II, immediate entrance into the Euro
zone could be the optimal solution.
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Abstract. The alternative of the universal bank – specialized banks in contemporary
banking systems constitutes a theme for reflection in all the debates having as subject the
perspective of banks, in the context of capital liberalization and the creation of financial
conglomerates. The pros and cons of banking specialization or universalization are based
on the effectiveness of universal banks as opposed to the expertise assigned to specialized
institutions.
Of the numerous answers to the tendency of banking universalization, the creating
of alternative banks under the form of ethic and ecological banks stands out; this privileges
other objectives and values than economic growth and effectiveness.
For the Romanian banking system, the alternative of specialization is motivated
through the actual characteristics and the context of European Integration.
Key words: universalization of banking; banking specialization; ethic bank;
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The modifications resulted from the financial liberalization process, in a highly
competitive environment, have become permanent preoccupations in the debates regarding
the future of financial Europe. Regarded as an ensemble of three liberties, respectively
institutional, capital flow and financial services, Europe formulates interrogations regarding
the future of national banking systems and within them of the universal banks, as well as the
extent to which these may affect the stability of the European banking system.
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Pros and cons to banking specializing and universalization

The role of universal banks may be understood to the extent to, through their
organizational structure, fulfill the objective of maintaining tight connections and financing
of all the requiring societies. The typical model of functioning is represented by Germany’s
Grossbanken, which from the beginning of their activity have a considerable consultative
organism whose main purpose is the obtaining of information in order to correctly evaluate
the risks inherent to projects proposed for financing. Starting with the end of 19th century,
Berlin banks have totally or partially financed productive investments, a way through which
total control on the enterprises could be exerted. This example can be confronted to the
situation present in those times in countries such as France, where there were no universal
banks just business and deposit banks; and Italy, which constituted a unique example, in the
way that the State and intervention of the Central Bank, in banking risk situations, could
replace the lack of a consultative organism within the enterprise as opposed to the German
banks.
This short incursion is highly significant, as nowadays, the new European banking
legislation sustains the orientation of banking systems to the universal bank, capable of
resisting foreign competition.
In the European Union, universal banks and conglomerates are approved by The
Second Banking Directive (1989), implemented in all the states, and which has adopted an
ample definition of credit institutions, after the German model of universal banks.
Financial conglomerates, as a group of institutions which offer a large array of
financial services, are encouraged by European banking legislation, through the fact that
there are no limits of reciprocal participations on the capital of a financial institution (bank,
investment company, insurance company) within the group.
As Rudi Vander Vennet says, banking universalization could bring into the
European Union an increase in discipline, through the application of an appropriate
corporate management and a more effective restructuring of banks, allowing economies of
scale and combined financial services, the main disadvantage brought on by banking
universalization being conflict of interests and power concentration.
According to the Banking Directives, the universal banks aren’t classified
according to the origin country, but to the type of organized corporation, which leads to a
double regrouping of European banks: financial conglomerates and universal banks.
Through the Second Banking Directive differences between credit institutions have been
eliminated (commercial banks, savings banks, credit unions) as well as the demarcations
between the activity of commercial banks, insurance companies and companies dealing with
state titles. As a consequence, banks can sustain activities both specific to insurance
companies as to state titles dealing, directly or through subsidiaries. The Directive also
regulates the owning of participations in the capital of non-financial companies. Thus,
universal banks are defined as diversified banking institutions which own large enough
participations in order to monitor corporations, and specialized banks are defined as those
institutions involved in the traditional mediation activities (transformation of deposits in
loans).
Encouraged by the Second Banking Directive, universal banks generate a series of
interrogations regarding the impact on the banking system and the advantages and
disadvantages involved. Thus, about universal banks it is said that they are integrated, in the
sense that all their activities are controlled by a central organism. Most often, they exert the
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role of both borrower and shareholder for the societies they finance. The studies done on the
Japanese banking system led to the following conclusions:
• In the first place, universal banks adopt mixed investment strategies (both as a
shareholder and as a creditor) so they could maximize their net profit. The participation of
banks as a shareholder generates a level of debt that exceeds the required level for
optimizing the enterprise value. Such a solution is preferable for the bank, as the losses
produced by a under evaluation of assets are compensated by an increased level of credits at
a significant interest rate;
• Secondly, the bank partly covers the industrial risk of the enterprise and for this
reason has the right to influence industrial decisions of the enterprise it owns participations at.
Such a scenario valid for Japan is also valid for the majority of European countries.
Beyond the advantage mentioned before, universal banks do not have the capacity
of developing market mechanisms and instruments, only to the extent to which they have to
solve conflicts between investment and commercial banks. If the bank fails, it losses an
important part of its transactions. In this context, the regulating of universal banks’ activity
is important, emphasizing the solvency risk rather than the risk of interest rate variation.
Of the interrogations formulated, the one referring to the extent to which universal
banks constitute a threat to the stability of the banking system, thanks to size and the large
array of financial services which it undertakes, is important.
The supporters of universal banks are based on the argument referring to the
capacity of these institutions to obtain information regarding the correct risk evaluation of
investment projects. The cost generated by this activity is often inferior to the one that may
be incurred at the level of specialized credit institutions. If banks have a real informational
superiority, this is shown through an increased level of performance. A comparison between
universal banks and specialized credit institutions shows that a combination between credit
allocation and supervision leads to a better performance as well as for the enterprise and for
the bank, without knowing which factor has supremacy.
Financial specialists’ considerations state that the dimension of the institution may
bring increased performances through the following three ways: lower administration costs;
the use of the most modern intermediation techniques; reduced commercialization costs.
Regarding this aspect, the question appeared if the dimension of the institution
represents an essential criterion for achieving superior performances, possible through a
large diversification of risk. Tests done on results obtained by the most representative banks
in Germany, Great Britain, France and Spain, from the profit variability point of view, have
highlighted the superiority of performances thanks to perfect capacity of risk diversifying.
Numerous studies (Clarke, Guiness, 1987, pp. 1-2; Muldur, Sassenou, 1989, pp. 455; Canals, 1993, p. 220) insisted on the correlation between bank dimension and level of
performance. In this sense, a regression function was created to check the correlation
mentioned above, for a sample of 80 American banks. The negative result reached
highlighted that profitable banks are the smaller ones. According to other authors’ opinion
(Steinherr, Huveneens, 1992, p. 55), universal banks present increased stability, as it results
from the comparison of profit of the largest European banks and the average of the banking
system, in the 1980’s. Without accepting this hypothesis in an unanimously manner, the test
emphasizes the standard deviation between the net income and/or of German and French
banks, thanks not only to bank dimensions but especially to the capacity of risk diversifying.
The modelling of the alternative universal banks-specialized banks is found in numerous
essays, of which we mention the Dominique Torre model, whose results are presented in
Annex 1.
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Following the synthesizing of these ideas, the conclusion is that universal banks do
not have a competitive advantage, as it is stated in the specialty literature.
Numerous other researches have shown that these banks register a controversial
type of increase, in the sense that any additional increase generates perverted effects for
other banking entities in the system, which creates the need for a counter-power, necessary
in order to profit from the benefits of an universal banking system without unwanted effects.
The answer to the question: which are the remedies in order for the universal banks
not to become a factor of instability depends on the way in which different national
authorities can cooperate, considering that European Central Bank is neither a bank of banks
nor a counterpart against universal banks. Against the dimension of universal banks it is
important to know how national central banks may react in order to fulfil the role of last
rank borrower, a central bank is also needed which should be the same size, strong,
determined and independent.
The conclusion of all the studies is that the advantages of universal banks were
overestimated and the risks minimized, in order to justify the actual trends manifested in the
European banking system, which gives birth to the question which will be the future of the
universal banks. The option for the future may be an equilibrium between universal banking
institutions and specialized ones, with the scope of maintaining the potential advantages of
universal banks and eliminating specific risks.
The alternative universal banks-specialized banks must be situated in a wider
context, specifically an old discussion referring to the conditions of exercising the optimal
financial intermediation. In this context, the banks, indifferent of the ensemble of activities,
must ensure monetary, credit and finance intermediation, respectively a financial system that
would separate the attributions and specializations of institutions should be promoted.
Debates on this subject were fueled by Irish and British experiences of universal banks
following the introduction of specialized bank system by the United Kingdom, as well as the
influence exerted on the US system. A contrasting geography is offered to us in the present:
an Anglo Saxon world attached to the separation of financing activities as opposed to the
German and Japanese tradition which privileges the universal bank. The effectiveness of the
universal banks may be opposed to the expertise attributed to specialized institutions. The
dimension and diversity of products offered by universal banks allow the exertion of a
selection of investment projects which supposes the combination of assets and liabilities,
manifesting the capacity to adapt to competition, favourable aspects for both themselves and
for the customers’ interests.
The success of the universal banks in Japan and Germany, in the sense of a better
profitability, increased security and dynamism at the financed enterprises level, as well as
the possibility to benefit from the results of companies through participation, proves the
decisional capacity of universal banks. Thus, the universal bank solves one of the main
agent problems generated by financial intermediation, through the expression of strategic
complementarity between the decision and the financing of the investments.
The expertise of specialized banks results from a very good knowledge of the
product and the specifics of an activity field. The security offered by the specialized
institutions is linked to the optimum structure of banking assets and liabilities, as well as a
better diversification within a risk type. Their small dimension makes them evolve in a more
powerful competitive universe than that of universal banks.
In order to appreciate the effectiveness of a financing system, the choice of a
evaluation criterion is important. If it is considered that firms and banks do only volunteer
actions and information is imperfect but complete, than the effectiveness of the system is
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analyzed through its capacity to ensure a maximum of projects. The aversion to risk of the
players, and especially of the banks, leads to cautious choices from the macroeconomic
point of view. Thus, all the observations undertaken suggests that a system of specialized
banks is preferable when the couple of values profitability – risk is in favor of the activity of
specialized institutions in financing own enterprise capital.
Ethical banks and social responsibility
As an answer to the multitude of pros and cons against universal banking systems is
the creation of some specialized institutions to act according to the principles of social
responsibilities.
Thus, from the answers offered, through specialization, to the trend of
specialization is the creation of alternative banks under the form of ethical and ecological
banks.
Ethical banks have appeared in the last years in Europe, Japan and Canada, and, in
a fundamental way, these institutions set out to prove that sums drawn from the depositors,
large and small, can serve a just cause, without giving up classical banking services. The
slogans of certain banks are explicit: “the best interest is the general interest”, as it was
launched by Italian Ethic Bank. In Great Britain, Cooperative Bank directly approaches
potential customers through the line “Are you going to continue closing your eyes to what is
happening with your money in a bank, or do you prefer the application of our principles?”
In Japan, the “Citizen Bank” states that “it privileges other objectives and values
than economic growth and effectiveness”.
The general concept of “ethical finance appeared in the US in the 20’s in the time
when the Methodist Church decided to invest in the Stock Market, so that alcohol
manufacturers and enterprises considered vicious shouldn’t benefit from the capital offered.
Afterwards, the concept was revaluated, and in the 60’s the notion of social responsible
investment appeared. In mid Vietnam War, certain groups of citizens decided to boycott the
manufacturers of napalm, a substance used by the US army in the Vietnam war which had
an evil effect on the whole population. Starting from this event, foundations and universities
became more and more interested in the destination of deposits. Presently, the notion is
utilized to assign an important number of banking products.
Ethical investment funds analyze the activity of enterprises whose shares they
acquire, eliminating form their portfolio those society which do not apply a correct social
and wage politics.
The ethic character of the shares of some banking institutions result from the offers
in the form of current accounts better remunerated for those enterprises that commit
themselves to invest part of their profits in development projects.
Certain banking institutions, called ethical banks, function as any other bank, with
branches, ATM’s and checks. Other are in the form of mutual banks or credit cooperatives.
In France, for example, Nouvelle Economie Fraternelle (NET) functions, which finances
projects from the following fields: pedagogy, health, agriculture, biology. Last, certain
ethical players focus on the cybernetic space, as it is the case of Universal Ethical Bank in
Padova, whose sole purpose is to protect the poor. Presently, the bank runs over 50 projects,
in Italy and abroad, in 3rd World countries, specializing in the following fields: cooperative
sector, environment, cooperation, charity.
Ethical banks represent a concrete answer to the critical aspects of the economic
system and mainly the search for maximum profit. This is the debut of a true revolution
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which proves that it is possible for an economy based on solidarity, environment, peace,
respect, human centered economy to exist.
Related to this impact of ethical banks, there is a question, formulated by numerous
bankers of classical banks, if the deposits of the ethical bank don’t represent an advertising
campaign for the amelioration of image and acquiring new customers. Also, the moral
notion of ethical bank does not have the same significance for all the ones who study the
phenomena. Some find it outrageous that banks finance arms and cigarettes manufacturing
but do not do anything to stop them. Other prefer that banks invest in literacy programs, in
organic agriculture or solar energy. For example, Triodos Bank emphasizes the social
economy in Belgium, charity associations in Great Britain and environment protection in the
Lower countries.
A distinct form of this type of banking entity, based on the principle of solidarity
and social responsibility, are the ecological banks.
In France, ecological deposits are very rare, while in Germany, the “Umweltbank”
institution is considered as an ecological bank, in a period of 3 years, managing to increase
its customer number 3 fold and its turnover 4 times which poses the question whether this is
a model to be followed.
“Umweltbank” or the “Environment Bank” is defined as a counseling bank.
Mainly based on ecology, it proposes its customers different financial products available on
the market, which correspond to precise ethical and ecological criteria.
Besides the financial products, the bank proposes, in an equal manner, credits for
its customers who wish to build or renovate a habitat or finance ecological projects,
biological farms. The more the projects suppose respecting the environment, the more the
terms of the loan are more advantageous. In this way, “Umweltbank” combines ecology and
economy, as opposed to other institutions in the field which are based on the principle of
solidarity. Launched in 1997, the bank that is involved in ecological businesses, which have
a turnover of 231,30 million EURO, shares being quoted at the stock exchange (7,5
EUR/share in 2001 and 12,1 EUR/share in 2004).
Germany is also representative for another type of specialized institution
“Gemeinschaftbank” (GLS-Bank), which is a bank in the service of the community, being
the oldest ethical institution in Germany (founded in 1974, it defined its line of action by
founding ecological and social projects). The acquisition of Okobank for 1 million EUR
strengthens GLS’ position on the German ethical market which is currently divided between
Umweltbank and the recently formed through the merger Ethikbank (which owns businesses
of 410 million EUR).
As a feature, GLS-Bank stands out through the fact that it does not lend money to
natural persons, only to local communities, in the view of financing ecological farms,
cultural projects, alternative habitats projects, recyclable energy.
In the United Kingdom, the ethical bank appeared with a non-lucrative scope, so
without considering profit, being designated “Charity Bank”. The basis postulate of this
bank is not to make a profit, only ethical financing through the awarding of credits to charity
associations. As opposed to the traditional bank which is oriented towards maximum
productivity, lack of transparency, financial scandals, losses the ethical bank in the UK
directly addresses to the citizen accustomed to making donations to charity.
A banking system made out of a limited number of universal banks and a multitude
of small and very small banks, a banking system where 22 banks have a market share of
7,7%, a banking system involved in European competition, this is the argument for bringing
in attention the alternative universalization or banking specialization.
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The increase in competition will bring changes in banks strategy which will bet on
mergers and acquisitions; the future development of small and medium enterprises, housing
construction and agriculture can become niches for specialized credit institutions; the
diversification of banking products and the attraction of new customers from a series of
“exotic products”, these are a few landmarks of the development direction of banking
activity. Aware that they can only rely on strictly specialized products, banks with reduced
market shares practice an offensive policy of development, which gives the Romanian
banking system the option of banking specialization.
Preoccupied with profit maximization and significant market shares Romanian
banks are far from applying, in their activity, of the principles of social responsibility and of
those who privileges other objectives and values than economic growth and effectiveness.
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Annex 1

The synthesis of the DOMINIQUE TORRE model: Specialized banks –
Universal banks and coordination of the financing activity
The hypothesis of the Dominique Torre model
- Companies have at first own funds, their value being yi/2 for the enterprise I, all
the companies being of the same dimension: yi = y, whatever i.
- Each company has ex-ante-probability p of financing production and (1-p)
represents the probability of non-return on investment; R is the profitability ratio of the
investment.
Obtaining production and the request for financing the companies aren’t
conditioned by their economic profitability (the hope of profitability of the economic
capital) or financial (the hope of profitability of own capital) but by the profitability of the
portion owned in their capital, respectively the portion of capital being in the possession of
the shareholders (which do not belong to the financial or banking sector), capital is
denominated with y/2.
- r represents the rate of interest for loans (considering inflation 0), and e is the
portion of borrowed capital that is external financed: 0 ≤e ≤1
Starting the previous mentioned denominations, the following equalities must be
respected:

p[Ry/2 + (

(1 − e) y
y / 2 + (1 − e) y

y/2
y / 2 + (1 − e) y

) (R-r)ey] + (1-p) max {-y/2, -ey - max [0, (y/2-ey)(

)]} ≥ o

- The first condition that variables p, R, r and e must respect in order for the
production to be undertaken and financing be requested by the company is to be neutral to
risk. It is the following:
p[R/2 + (R-r)e/(3-2e)] + (1-p) max {-1/2, -e - max [0, (1/2-e)(

2 − 2e
3 − 2e

)]} ≥ o

If the company shows aversion to risk, then the previous condition is modified by
deducting the risk premium π.
The need for financing of one company can be satisfied:
- entirely with credits
- half with credit and half with own funds
- entirely with own funds, so the liabilities of the company may have one of the
following configurations:
(I) Internal own funds → y/2
External own funds possessed by the bank i → y/2
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External own funds possessed by the bank j → y/2
(II) Internal own funds → y/2
External own funds possessed by the bank i → y
(III) Internal own funds → y/2
External own funds possessed by the bank i → y/2
Debts to the bank j → y/2
(IV) Internal own funds → y/2
External own funds possessed by the bank i → y/2
Debts to the bank i → y/2
(V) Internal own funds → y/2
Debts to the bank i → y/2
Debts to the bank j → y/2
(VI) Internal own funds → y/2
Debts to the bank i → y/2
Banks i and j have the identical capacity of financing for a level z. They can make
the financing offer by allocating credits or taking over the company’s capital. No bank is
offering financing above the level z.
In order to make the first offers, banks have imperfect information, they know that r
is an exogenous variable, p and R are communicated by the companies, and e is an ignored
variable. Each bank makes propositions to finance the company, which can be altered at a
later stage when information regarding the value of e becomes available.
The function of utility for the banks, considering the aversion to risk, will be the
following:
u(g) = -g-1
g is the random gross income, which can be displaced following the use of z
finance capacity.
The proposals of banks are definitive and financing are done, when the financing
offer of each credit institution constitutes the best answer to the proposals formulated by its
competitors, considering the companies’ reactions.
In a formal mode, financing become effective and production is done at Nash state
of equilibrium, in a game where banks are the players, actions are financing proposals and
earnings are the expected utilities of future gross income.
The results of the model:
The application of this model led to the following conclusions:
- given two banks and two companies, banking specialization is susceptible to
generate unpredictable and suboptimal equilibriums;
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- financing through universal banks (which lose in expertise and win in flexibility)
shows the fact that as the financing sources are more numerous, the more chances are for
observing the regrouping of banks on certain investment projects, because the agents’
choices are done according to the noticeable features of projects to be financed;
- From the point of view of partnership at the universal bank level, the result of the
model shows that the presence of two banks and two companies checks the following
correlations, taking into consideration the durable partnership relations between the bank
and enterprise ushers in the amelioration of financing solutions’ effectiveness, solutions
proposed by the generalized banks.
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Abstract. After more that fifteen years of transition, ownership and farming
structures of Romanian agriculture are characterized from size point of view by out the
coexistence of two farming categories – small size (households) and large size (associations,
trading companies), and from efficiency point of view, low productive, being not in
concordance with the high economic performance notion met within the European Union’s
trading agricultural farms.
Starting from these appraisals and taking into consideration the developed
European countries’ experiences and results, re-dimension of agricultural farms, as an
important task of agricultural policy, it should be considered the dimensioning criteria,
optimum size and the increase tendencies demonstrated during the time in the European
Union member’ states.
The priority objectives in order to achieve performance agriculture in Romania are
centred on the concentration of agricultural areas with a view to configurate the efficient
agricultural farm which should develop high efficiency agricultural activities. Under these
conditions, land market actions, entirely, can offer a wide manifestation framework of the
interests which converge towards the increase of agricultural exploitations dimensions.
Key words: land fusion; land concentration; farm size; land management; land
ownership.
REL Classification: 15B, 15E

Between Romania’s agriculture and the EU countries agriculture, there are, and are
manifesting obvious gaps in the plan of performances, efficiency, but also at the living
standard of the farmers. These gaps are major concerns of agrarian policy, for the solving of
which a special attention is given to performances growth, referring to returns and labour
productivity. The performances in the production are claiming, firstly, for a structural
adequate frame, that is agricultural units of optimum sizes, which should permit a maximum
support of the production factors. But, the production structures in our country’s agriculture
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and especially the subsistence peasant households, which count a high number (over 2.2
million has up to 1 ha), do not allow, due to their very reduced size, the realization of the
previously mentioned goals. As a result, the agrarian policy, in an imperative formulation,
has to identify, and at the same time, to apply those measures which should have as finality
the solving up, in a reasonable period of time, of the problems risen by the peasants’
households with special hints to the subsistence ones.
In our view, for the next period, two major objectives are getting shape, with regard
to the ownership structure and farming in agriculture:
¾ The reduction in the number of the subsistence household, for which the
Romanian state took its responsibility towards the European Council, that until 2010 year it
should diminish their number up to half;
¾ The consolidation of the agricultural farms, regardless the size, juridical status,
structure, etc., that is of those farms with real performing chances, purpose for which the
following three steps should be taken:
- land fusion that is the grouping of the dispersed parcels, pertaining to the same
owner, into compact bodies of lands;
- land concentration, by grouping the lands of more farms (either by
association, cooperation, lease or rental); process by which it is wished the achievement of
an optimum level of the size;
- capitalization, fact which means the attraction of investments, leading to the
increase of technical endowment of the production and labour.
From the range of these actions, in the followings, we shall analyse the land fusion.
Our approaches will focus upon the concept, procedures and the Romanian and
European experiences in the domain, as well as upon the principles, characteristics and
measures necessary for the promotion and adjustment of fusion within the future measures
of agrarian policy.
We address ourselves this way to the learned reader, but also interested in the
formation of an opinion current in favour of this measure, so necessary today, but
approached in the concrete facts’ plan, in a diffuse superficial manner, and many times
timidly and distorted. In fact, our study, even if synthetically, we hope for it to be interesting
and convincing on the purposed goal.
Technically, land fusion is done by parcels’ exchange, with natural values
(solvency notes) and economic ones, close between the owners situated in the ray of
comprising the same locality or in neighbouring localities. Obviously the exchanges must be
done democratically, within a local land (stock) exchange. The direct and unconditional
effect of fusion is the reduction of the fragmentation degree by parcels of the peasant
agricultural farms.
In a larger context, land fusion is an extra-economic measure, which together with
the agrarian reforms is determining the land ownership movement. But, opposed to the
reform, by fusion it is realized the consolidation of areas and not their dispersion. As result,
consolidation is the first step the agrarian policy should take in the direction of
landownership consolidation, so dispersed today in the Romanian agricultural background.
Opposing to concentration, which emerges and is manifesting as a necessity
coming from the objective action of the free market and democratically forces, which
directly and immediately minimized the states’ intervention, land fusion is an action of
territorial management, being under the public power’s management (Râmniceanu, 2002, p.
9). Thus, concentration is developing through the land market actions (sale-purchase,
cooperation, association, lease, rental) and presupposes at least two actors (the landowner
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and the buyer or user of lands), as well as the market categories being negotiated (price,
dividend, lease, rent).
Land fusion presupposes the gathering into single mass, or in a single body of the
parcels of agricultural land, pertaining to the same owner, in order to be more easily, more
productively farmed (Marea Enciclopedie Agricolă, vol II, 1938, p.141).
In synthesis, we could conclude that both fusion and concentration have in view the
juridical and economic relationships regarding the land fund between the economic agents in
agriculture, but they have as result:
- concentration, the increase in the agricultural farm’s size;
- fusion, the increase in the land parcel’s size.
In the field of economic policies and of the configuration of the political decision in
support of the performances in agriculture, a special attention should be paid to the
relationship between the territory land management and parcels’ fusion. The relationships
between these two concepts are from the whole to the part, as management (organization)
(term with a large meaning) creates multiples opportunities for the application of the
projects, for systematization and management (renovation) of the cores of the villages’
infrastructures and of the production centres, as well as the soil protection against erosion.
At the same time, land management has in view also the fusion of the parcels in the same
agricultural farm. That is why parcel’s fusion, naturally, must be inscribed in a more vast
complex of works, and namely of those in the field of territorial organization (land
management).
Besides the theoretical debates above, is also important the adoption and
development of fusion as major action of economic policy, the goal of which is the
performance of the peasants’ households. In this equation, two documentation sources are
relevant: Romanian and European.
In Romania, land fusion, approached from historical perspective, has, synthetically,
registered the following evolution periods:
• In the period until the First World War, there were fusioned the land
ownerships form over 700 communes in Transylvania and around 20 in Basarabia, works
which after the war “they not been re-taken (…) because State could not grant the subsidies
necessary, or because by the agrarian reform application (that of the year 1921) the need for
those works was less felt” (Marea Enciclopedie Agricolă, vol II, 1938, p.141).
• In the period between the Two World Wars, the land fusion, opposing to the
previous years, was a subject of approach only in theoretical and legislative plan and not in
the practical one. For example, M. Kogalniceanu, in 1918, in the exposition of reasons to the
agrarian reform law – was making the affirmation that “in order to stop fragmentation of the
peasant ownership, already so parcelled, we have foresaw the individualization of the lots
sold today and the obligatory fusion of the whole peasant ownership, when the dwellers will
ask for it. This fusion of the small ownership, which could repeat at each 30 years is the
simplest way to stop the land’s parcelling under the limit of its economic use. Land fusion is
imposing itself also for the ownership organization, in ratio with the region’s crop rotation,
especially that now, with the landlord’s disappearance, peasants have to manage (organizes)
the crop rotation only on their land” (Kogalniceanu, 1921). As a result, in the contents of the
agrarian law in 1921, at articles 135-150 “there were well thought distributions that, together
with the application of the agrarian reform, land fusion should be made”. That law was
approved by the Senate, but, unfortunately “the Deputy Assembly postponed for later on this
matter, for the reason that (…) the Cadastre was missing, but especially for speeding-up the
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villagers to own their land, with which they were proprieted” (Marea Enciclopedie Agricolă,
vol II, 1938, p.141).
Much later, respectively in the year 1937, by the Law of organization and
encouragement of agriculture, land fusion was made law full in board lines, by the
foundation of “rural communities for fusion and agricultural advice”, with the goal of:
- impede upon the process of agricultural land fragmentation (1);
- potentiate and cultivate the weakly productive or abandoned land (moors, salty,
floods, ponds) (2),
- develop the land amelioration works (irrigation, drainage, fight against the soil
erosion, etc.).
Regarding the foundation of those “rural communities”, the law was setting a
minimum number of conditions. First condition was referring to the members founders, who
had to be 40 peasants, with good material state (leaders) and from this particular commune.
The second condition had in view “that at least 66% of the owners’ number with less than 10
ha ownership, not consolidated into a single body and governing together at least 51% of
total area of these ownership categories re- deciding to consolidate (amalgamate) their
ownership, their decision being obligatory for all owners in the respective field (The law for
organization and encouragement of agriculture, OJ 67/22 March, art. 2, line 9). The third
condition was that the “decision for fusion was valid if the number of owners was at least
51%, and their ownership of at least 66% (The law for organization and encouragement of
agriculture, OJ 67/22 March, art. 9, line 10).
In order to make this law applicable and on its grounds, the Ministry of Agriculture
and Domains, through the Cadastre Directory, with the two specialized services – for land
fusion and agricultural amelioration -, together with the Central of Cooperatives for advice
and control have designed the “Project of the rural community’ status for fusion and
agricultural advice”, project having 7 chapters and 74 articles. After that, for 3 year there
have been studied the organization and functioning of these rural communities in over 30
communes in the country. They concluded that these rural communities must continue their
activity and to give an impulse it was required, through the Internal Affairs Ministry, that the
prefects and the County Agricultural Chambers should designate one commune per county
where there could be more easily constitute the rural community, which later the
Government should support.
But, the historical events which followed, respectively the Second World War and
the Soviet Domination, impeded upon the application of the Law.
• In the communist period, land fusion was equally the result of the two actions
of economic policy: the stabilization and collectivization, as vectors to impose the
totalitarian state’s power. Principles and regulations for land fusion were adopted(3), special
and original, by their antidemocratic contents, opposed to those promoted in the previous
periods in Romania and especially in the West European Countries. By the forced overtake
of lands from the right owners, their fusion was possible into very big bodies, of thousands
and tens of thousands hectares, which generated another major impediment in the domain of
the efficient manifestation of the decisional act, which is: the excessive gigantism.
However, in the organizational plan, gains were obvious, as the new configuration
of the agricultural farms on soles and bodies of big size land, was making possible the
application of some rational crop-rotations, as well as at performance parameters of the
mechanization, the use of selected seeds, the knowledge and results of the scientific research
etc. In consequence, the trend of yields per hectar and head of livestock was constantly
increasing, but with small oscillations, from one period to another.
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• In the post-communist period, by negotiation of the private ownership right
upon the agricultural lands, the picture of ownership and production structures in the
Romanian agriculture is re-configuration itself, approximately, on the same coordinates of
the period of after the Second World War.
The experience of some European, ex-communist countries, reveals the fact that,
even under the conditions of land’s privatization, it was possible the keeping of the
cooperative agricultural units or of state “communist” ones as types of agricultural farms
and not as ownership type (this configuration caused many problems to the Romanian
reforms, in which there had already been fusioned big areas of agricultural land. For
instance, in Germany’s case after the re-unification, the state “consequent to the law of
agricultural production’s concentration (…) did not spray the ex agricultural into small
family farms of 5-10-20 ha, did not physically liquidated the big agricultural holding, but,
through a juridical transformation, it re-established the ownership common right upon land,
buildings and machines into private farms. Also, other state, ex-socialist ones, kept in share
70-80% the big cooperative type farms, in sizes from 500 to 1500 and 3000 ha” (Timariu,
2002).
In the post-communist Romania, the land’s management (territorial organization)
was supported even in the first law of agricultural reformation, respectively Law
no.18/1991, which foresaw that “the de-limitation of the territory of the new ownership,
resulted from the application of this law, is made on the basis of some projects for
organization (management) and parcelling made by the specialty bodies” (Law no. 18/1991
regarding the Land Fund, art.44). In fact, within the mentioned law’s frame, this article wad
practically cancelled, when there was established, through another article, the reconstitution
of the ownership right, as a rule, on the old placements (art.13).
Also, the action of land management is more clearly contoured in the Law
no.166/2002 regarding the agricultural farms, which foresees that the land management of
the agricultural farms presupposes the framework necessary for the good developing of the
production processes, by the establishment of the lands’ utilization categories, the lands’
exchange, boundaries modification, placement and farms’ sizing of parcels and plots. The
goal of these actions has in view the followings:
- Reduction of dispersion of the non-economical utilization categories situated in
small, isolated, intermingled parcels.
- Correction of the non-rational placement of some utilization categories towards
the territorial elements’ ensemble, relief, production centres, ways of communication,
drainage channels, irrigation channels.
- Increase of area of the superior utilization categories, mainly the arable one.
- Creation of some compact areas by each utilization category, of economic sizes
within each agricultural farm.
- The putting into value of the weakly productive lands areas for agriculture.
- Permanent correlation of the local social-economic conditions to the ecological
ones.
- Application of scientific research results in the domain.
Upon these objectives, a minimum attention must be paid. First, it is remarked the
extremely general character, without specifying the degree of the involved factors’
responsibility: state, administrative units, economic agents, households. Second, there are
lacking the equations by which technical instruments are operated, the juridical and
economic investments also, so necessary for land fusion, for its adequate functioning.
Thirdly and last, all the goals established by law let us understand, from reasons we miss
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now, that the law maker did not know or he did not wanted to take things to the ends,
because, in the formulation in cause, the consolidation actions are without contents, putting
it in another way, they are dead actions.
• In Western Europe the land fusion process has a greater age than a century and
they accomplished with a special attention; in European countries like Germany, Austria,
Denmark, Norway, France, Switzerland land fusion registered high levels, even since the
first half of the past century.
We have to mention that, after the Second World War, in all countries of West
Europe, there were elaborated special programs for the land management, with exact
objectives, referring to: agricultural production growth for labor efficiency in agriculture,
land settlement for use of mechanization in the production processes, continuous growth of
agricultural farms’ size in order to permit the use of technical scientific revolution results as
support of the process of increasing the level of civilization at villages.
The special results obtained by the above mentioned counties after the adoption and
development of these actions were possible by respecting the following principles:
- juridical, lands exchange were recognized;
- economic, exchanges had at their basis the equivalent of the productive value
of lands, established by unitary norms, by commissions and specialized staff;
- democratic, only if the owners of the parcels, constituted into a cooperative or
union, express their wish agreement in a majority share of 51-60%;
- agronomical, fusion was inscribed in the sphere of land improvement
(melioration) works, that is, it had the same support regime on behalf of the public authority,
as digs, irrigations, drainage, etc.;
- technical, there were established limits and size criteria, form, placement and
execution of agricultural works on the parcels subjected to exchange. For instance they
could exchange parcels smaller than 8 ha; those having a regulated geometrical form, that is
rectangular (only if length did not exceed 20 times the width), square, trapeze, and they were
positioned on the level curve and were comprised in the consolidation plan.
But the European agricultural policy did not limit itself to the foundation of some
objectives, principles or laws and institutions, by which the consolidation activity should be
managed. From the information, it results that the EU states have subsidized in a share of 80
to 100% expenses necessary for the management and settlement of the agricultural lands.
The results were felt, especially in the size of the agricultural farm. Thus, in the period 19751995, in the Western Europe, the average area per farm grew from 15.3 ha to 18.7 ha, and its
economic size grew by 3.2 times, as result of increase of the agricultural production
intensification degree.
Important for this study is the fact that, in the EU, the concern regarding
consolidation, by re-organization of the agricultural territory (the land management) are
continuing also at present, through laws of the rural development and settlement.
To obtain superior yields we need, first of all, a new re-dimensioning and
reconfiguration of the ownership structure and production, mainly of the peasant
households. That is why, it is necessary and it is time that, in the agrarian policy plan, the
public power should elaborate a normative special frame and concrete actions programs for
the reduction of the parcelling degree through the fusion of the land ownership.
In such situation, recommendable in the plan of knowledge for the decident of
agrarian policy – are the following characteristics of land fusion:
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- the objectives character, caused by the continuous growth of the parcelling
degree, a consequence of the juridical way of ownership fragmentation, between the lawful
heirs;
- the democratic character, determined by the need to express the will agreement
(with) of the land owners;
- the repetitive character, expressed by the need of the legislative promoting of
consolidation at time intervals. For example, M. Kogălniceanu was proposing the time
interval of 30 years, approximately equal to the period of activity of a farmers’ generation;
- the character of value equivalence or fertility of parcels making the exchanges’
object;
- the character of free competition, between the ownership within a local stock
exchange of parcels exchanging;
- the technological performance for the realization of a ration crop rotation by
each landowner;
- the obligativity for land registration and land cadastre for all movements in the
juridical regime of the land ownership.
The European character, resulted from the comprising land fusion into the sphere of
land amelioration works, could attract a close regime, if not similar, of support on behalf of
the common agricultural policies. Romania, as well the European countries, has in this
regard a special experience referring to the previous or between wars period and mainly to
the communist one. As we mentioned before, the agrarian policy in legislative plan
acknowledges the necessity of agricultural lands’ management, while land fusion is not
explicitly or distinctly mentioned.
In conclusion, keeping account of those said previously, it appears the necessity of
agricultural policy restatement regarding the land consolidation; in this purpose a normative
framework suitable for requests of agricultural farms dimensions consolidation has to be
established.
Notes
(1)

Due to the fact that the land areas were too fragmented becoming nonprofitable, it was
foreseen that under 2 ha they could not divided through sale or succession. These areas
represented, at the country’s level, over 60% of the total of agricultural ownership. By
Ciulei Constantin, general inspector, “Measures for agricultural ownerships’ consolidation”,
ASAFSA, file 12/1937
(2)
It was appreciated that at least 20% of the area of total arable or over 4500 thousand ha
were occupied with not cultivated lands or with weak and inconstant yields because of
moors, salts and damages caused by waters. By Mihalcea Alexandru, Forms of associations
and cooperation in the Arad’s agriculture – past and present, SIRAR, Arad branch, p.3.
(3)
See D nr. 280/1955 and GD no. 1240/1955, both referring to the organization and
execution of land accounting (evidence) with the main goal of serving to the agricultural
land consolidation in the action for agriculture’s collectivization; Law no. 12/1968
regarding the appreciation, consolidation and utilization of agricultural land.
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Abstract. This article is a short incursion in the tax system in Romania between
1990 and 2006, emphasizing mainly its level, as a discouraging factor for the business
environment in our country. There are also reviewed the requirements existing at European
level in matters of taxing, making assessments on the degree in which these can determine,
for short term, modifications of the Romanian fiscal law.
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Besides the function of financing public expenses, the tax system can also fulfill, if
used correctly, a genuine economic function, contributing to the development of the
business environment and attracting foreign investments.
In Romania, the transition from the communist system to the market economy
required, among others, the achievement of an ample reform in the field of public finance,
within which the reform of the tax system occupied a special place. Furthermore, once the
negotiations for Romania’s joining the European Union opened, the Romanian tax system
underwent ample modifications aiming at achieving the process of harmonization of the
Romanian fiscal laws with the communitarian ones in the field.
In the substance of these reforms, the tax system did not always contribute to the
increase of Romanian economic activity. The main reasons of this situation had their
generating point in the level of taxing and the permanent modifications operated to the mode
of regulating fiscal collections.
Where fiscal pressure is concerned, in Romania, between 1990 and 2006, quantified
with the aid of the indicator degree of taxing, the said pressure had a descending evolution,
being reduced from 35.5%, in 1990, to 27.25%, in 2006. Determined on the basis of taxes,
duties and contributions effectively collected to the consolidated state budget, that indicator
does not reflect the fiscal burden imposed on the tax-payers but only the burden they accept.
Reduction of the weight of compulsory collections in the gross national product
may be attributed to two main factors: the decline of the taxing basis following the decline
of the real economy and the diminution, in real expression, of the gross national product,
especially in the first 10 years of transition and the general trend of fiscal relaxation,
especially after the year 2000.
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Figure 1. Degree of general taxation in Romania
However, in both cases, the reduced level of the taxing degree is also given by the
degree of voluntary conformation of the tax-payers to the tax and, implicitly, by the level of
fiscal evasion. It is interesting that, although the taxing quotas for the main taxes were, in
Romania, during transition, established at levels comparable to those of the European Union
countries (sufficiently high, in fact) or even those in other ex-communist countries in
Eastern Europe, in transition as our country, the recorded degree of taxing was situated, in
its major part, under the one from those countries where voluntary conformation to tax
payment, fiscal evasion registering lower levels.
Total fiscal income in percent from the gross national product
in UE-19
Table 1
Country
1990
1995
2000
2002
2003
Austria
39.6
41.1
42.6
43.6
43.1
Belgium
43.2
44.8
45.7
46.2
45.4
Czech Republic
37.5
36.0
37.0
37.7
Denmark
47.7
49.5
50.1
48.7
48.3
Finland
44.3
46.0
48.0
45.8
44.8
France
42.2
42.9
44.4
43.4
43.4
Germany
35.7
37.2
37.2
35.4
35.5
Greece
29.3
32.4
38.2
37.1
35.7
Hungary
42.4
39.0
38.8
38.5
Ireland
33.5
32.8
32.2
28.7
29.7
Italy
38.9
41.2
43.2
42.5
43.1
Luxembourg
40.8
42.3
40.6
41.3
41.3
Holland
42.9
41.9
41.2
39.2
38.8
Poland
37.0
32.5
34.7
34.2
Portugal
29.2
33.6
36.4
36.5
37.1
Slovakia
34.3
33.0
31.1
Spani
32.1
31.8
34.8
34.8
34.9
Sweden
53.2
48.5
53.9
50.1
50.6
Great Britain
36.5
35.1
37.5
35.6
35.6
EU-19 - total
39.3
39.9
40.4
39.6
39.4
Romania
35.5
28.8
29.3
27.6
28.0
Source: Information taken from the site of the Organization of Economic and Cooperation
Development, www.oecd.org
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Consequently, it can be assessed that, taking in calculation a certain level of fiscal
conformity, opposed to the level of taxing, the fiscal pressure imposed in Romania was
higher that the accepted one.
The excessive taxing, suffered in full by the Romanian tax-payer, manifested in the
transition period especially in the direction of taxing salaried work, being most of the times
placed at the highest level as compared to other countries in Central and Eastern Europe,
contributing significantly to the amplification of moonlighting and in this manner, the
evasion of numerous revenues from taxation. Although, starting with 2002, the contributions
owed for incomes from salaries were reduced, both for employees and for employers, taxing
of the labor force continues to remain at a high level, of 33% for employees (including the
income tax) and approximately 30% for employers.
Also in the business environment, taxing was perceived as a de-capitalization of the
economic agent, being practically a form of aggression imposed on its activity, by the
distortions it generates with regard to the level and rhythm of the cash. In very many
instances economic agents in our country complained about the excessive character of the
tax system, harmful to the capitalization requirements and economic boost, generating at the
same time an acute lack of capital, affecting amplification of the arrears of enterprises and
generalizing the financial blocking. In appreciable measure, this resulted in the orientation
of tax-payers to obtaining revenues of illicit character and transfer of many economic agents
to the underground economy.
In time, the political decision-makers understood that a cut-down of taxing may act
favorably both in the direction of attracting investors and in that of increasing the fiscal
revenues collected to the state budget. The reductions operated within the last years in the
taxation of companies and the income of physical entities can be assessed as important steps
of relaxing the tension on the business environment, stimulating private initiative and
encouraging the surfacing of the hidden economy.
On the other hand, the modifications suffered by the Romanian fiscal legislation,
especially where indirect taxation is concerned, were not, as a whole, a consequence of the
instability of decisions of domestic fiscal policy, they being imposed also by Romania’s
joining the European Union, and aimed at harmonizing the Romanian fiscal laws with those
of the Union in this field.
The European Union is the largest competitive internal market in the world, with
over 485 million consumers; in this context taxation must not impede, but, on the contrary,
must promote good operation of this market. The priorities in this field are connected to the
elimination of bureaucracy, reduction of conformity costs and elimination of double
taxation.
Where taxation is concerned, the Community acquis includes provisions regarding
three aspects:
→ indirect taxation – which implies firstly harmonization of the legislation where
the value added tax and excise are concerned;
→ direct taxation – the Community acquis makes reference to aspects related to the
taxation of corporations and the capital tax. The steps in this field aim at facilitating
administrative cooperation between the national authorities and eliminating the obstacles
encountered by companies with international activity;
→ administrative cooperation and mutual assistance – communitarian legislation
in the field offers instruments to avoid intra-communitarian fiscal fraud and evasion, and
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allows the member countries to obtain information on economic agents from other member
states, both automatically and on request.
Where indirect taxation is concerned, it must be said that this requires a high level
of harmonization, since it influences free circulation of goods and services. Article 90 of the
European Community Treatment forbids any discrimination, direct or indirect, by taxation,
which can create an advantage to products of one member state over the products coming
from other member states. Article 93 of the Treaty requests harmonization of the taxes for
turnover, excise and other forms of indirect taxes.
As for VAT, the European Union regulations provide for the application of a
standard rate of minimum 15% and the possibility to apply maximum two reduced rates (of
minimum 5%) to certain goods or services of social or cultural nature. Also, the member
states have the possibility to set for a limited period of time, rate zero or under 5% for
certain products.
In matters of excise, the general regulations refer to the products forming the
subject of excise and the possession, circulation and monitoring of such products (Directive
92/12/EEC). These regulations, with application as of January 1, 1993, form the basis of a
strategy regarding the approximation of the tax rates, harmonization of tax structure and
establishment of the general framework regarding possession and circulation of products.
The regulations apply to alcoholic beverages, processed tobacco, energetic products and
electric energy. According to communitarian legislation, these products are subject to excise
irrespective if they come from another member state or third countries, and excise is
collected by the state in which consumption takes place, at the level of rate applied in that
country. During the joining negotiations, Romania was granted a number of transitory
arrangements to adjust the excise level applied to various energetic products (unleaded gas,
gasoil, natural gas, fuel oil) and electricity. Romania was also granted a transition period, up
to December 2009, to continue application of an excise rate under the minimum applied in
the European Union to cigarettes.
In the matter of indirect taxation Romania is aligned to the Community acquis,
continuing to remain in the time horizon 2010-2011 the achievement of increasing the level
of certain excisable products at the minimum level imposed to member states of the
European Union, which will determine an increase of the level of taxation.
As for direct taxation, the European Community Treaty does not specifies expressly
the alignment of these taxes and, by virtue of the principle of subsidiarity leaves the
regulation of these taxes at the latitude of the member states. However, where direct taxation
has an impact on the free circulation of goods, services, persona and capital, as well as on
the right of individuals or companies to take residence, the member states must set up a tax
system at national level observing these fundamental rights, according to Articles 94 and
308 of the Treaty.
The appearance of special situations, such as double taxation or international
economic activities, imposed the adoption of certain legislative measures common to all
member states, measures applicable to special to companies. These were initiated in 1990
and are materialized by two directives and an agreement:
- „Parent Subsidiary” Directive (90/435/EEC), on the abolition of double
taxation between the parent company resident in a member state and its branches, set up in a
member states;
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- „Merger” Directive (90/434/EEC), having in view the reduction of the fiscal
burden, which can prevent company reorganization;
- Agreement 90/436/EEC, based on Article 239 of the Treaty, introduces an
arbitrary procedure of avoiding double taxation regarding adjustment of the profit between
associated companies residing in different member states.
In 1997 there was adopted a package of measures regarding direct taxation, which
has in view the control of harmful fiscal competition, intending to support fiscal
coordination inside the European Union. Its scope is to reduce the differences in direct
taxation, according to the objectives of the plan of action for the unique market, and
readjustment of the national tax systems, so that they lead to a better employment of the
labor force.
The proposed package of measures includes three components:
- A code of conduct for business taxation which, although is not a compulsory
legal instrument, helps prevent economic distortions and erosion of the taxation basis inside
the Community, the member states undertaking to observe the principles of an honest fiscal
competition and to refrain from fiscal measures harmful to it;
- Measures aimed at achieving a high degree of alignment between the member
states, the taxation systems of income from economies, by which a minimum level of
interest taxation is established;
- An arrangement for a joint system of taxation applicable to the payment of
interests and royalties between associated companies from different member states.
Although in the field of direct taxation there existed in the last years opinions
supporting creation of a joint consolidated taxation basis in the European Union, in order to
eliminate the majority of fiscal obstacles encountered in the case of international
investments, at present this proposal remains in a long perspective, the European Council
reminding recently that the member states are free to design their direct taxation systems, by
virtue of the principle of subsidiarity, in the interest of internal policy objectives and
requirements, as long as these are as per the communitarian laws.
Consequently, at present there are no reasons, imposed by certain European norms,
which are to determine modifications of the taxation of companies or the income of physical
entities, the only compulsions which can exist being of internal nature, according to what is
pursued by the policy makers by way of the fiscal policy corroborated with the trends
manifesting today at European level to reduce the level of taxation.
To conclude, it must be underlined that a member state of the European Union must
necessarily take into consideration, in conceiving its tax system, the four fundamental
freedoms of the European Union Treaty, that is free circulation of goods, services, persona
and capitals, the inciting instrument in this direction being from now on the threat of action
to the European Court of Justice.
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Abstract. Although present times seem pretty bad, forecasts show that Romanian
tourism is very much entitled to have one of the most dynamic developments in all Europe,
having possible resources to represent a 7-per cent contribution in Romania’s GDP, too.
In this respect, the creation of the country brand can significantly support the
development of Valcea’s tourism, but the latter cannot exist without long-term strategies,
which are meant to ensure its competitiveness at domestic and foreign level.
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Within the current context of Romania’s EU accession and its effective integration
efforts, there is an urge to reconsider the share tourism has in the country’s economic and social
growth.
Valcea county enjoys valuable tourist resources determined by the variety and beauty
of its relief forms, a large number of spas with rich therapeutical mineral waters, its cultural and
folklore richness, its favourable geographic position. Yet, the resources are not rendered
valuable according to high standards. The data about Valcea’s tourist visits which rank it
among the first in the country, its tourist supply attractiveness indices are some elements that
positively influence a better valuation of the county’s tourist resources by taking steps to
modernize and develop tourist equipment, to improve and diversify tourist forms, to enlarge
supply, to improve service quality and to promote various programmes.
The spas on the Olt Valley are rich in mineral resources with highly efficient
therapeutical features that might be promoted at international level, but the former do not
provide the entire range of spa-related activities and services, as the treatment centers and
accomodation units need rebuilding. In order to efficiently value them, there is a need to have
an overlook on their organization and improvement. The systematization studies drafted for the
spas set the following maximum number of people accomodated: Calimanesti Caciulata –
12,700 people, Govora – 8,000 people, Olanesti – 6,000 people. The figures represent the
maximum spatial development of the spas which can be accomplished theoretically, but not
practically, as it is directly influenced by treatment factors’ potential, forecast of tourist
demand, as well as demand’s growth regarding spas’ profile.
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Another factor to be taken into account when designing the new equipment is the fact
that the spas’ building area is pretty large as compared to their total area. Consequently, the
new endowment is to be reduced in terms of accomodation capacity, yet increased in terms of
its comfort and meant to especially attract foreign tourists. The network of food units is to be
effectively complied with that one of the accomodation units. Special issues in this respect arise
in Olanesti and Calimanesti-Caciulata, where the food units are both quantitatively and
qualitatively inadequate as compared to accomodation capacities and this flaw could be settled
by taking steps to improve and enlarge the public food units’ network.
In order to achieve the spas’ spatial growth, one should consider a certain element to
measure the value of tourist supply as main factor of demand, that is the attractiveness index. It
is determined based on the factors defining an area’s tourist supply and shows the attractiveness
degree of the respective area:
n

I = ∑ q i × ci ,
i =1

where:
I = attractiveness index;

qi = share of each supply component;
ci = tourist supply quality;
n = number of tourist supply components.
The values c = 1 indicates a low level of supply;
c = 2 indicates a middle level of supply;
c = 3 – indicates a high level of supply.
The components defining tourist supply and being taken into account when one
calculates the attractiveness index are shown in table 1 (exemplified in Baile Govora Spa).
Calculation of attractiveness index for Baile Govora Spa
Table 1
Current
no.

Tourist supply elements

1

Natural resources:
- landscape
- climate
- therapeutical mineral waters
- forests

2

Anthropic resources:
- archaeological monuments
- history and art monuments
- folk architecture monuments
- ethnography and folklore

3
4
5

50

Economic and social environment
Access ways
Technical and material basis

Share
(q)
28%
5
5
16

Quality
(c)
3
3
3

2
14
1

1
1

0,02
0,01

3

1

0,03

5
5
10
10
20

2
2
2
1
2

0,1
0,1
0,2
0,1
0,4

qxc
0,15
0,15
0,48
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Share
(q)
18
10
4
2
2
--

Tourist supply elements

6

Tourism forms:
- bathing
- relaxation and rest
- cultural
- weekend
7
TOTAL
Source: www.valceatourism.ro

Quality
(c)
2
2
1
1
--

qxc
0,2
0,08
0,02
0,02
2,06

In table 2, one can see that Calimanesti-Caciulata, Olanesti and Govora spas have
their attractiveness index between 2 and 3 (2<Ia<3), which means they are part of the tourist
potential areas that may be valued and promoted on the international tourist market.
Attractiveness index
Table 2
Current
no.
1
2
3
4
5
6
7
8
9

Tourist area
Calimănesti-Caciulata
Olanesti
Govora
Voineasa
Rm. Valcea-Ocnele Mari
Munţii Coziei
Horezu
Depresiunea Lovistei
Dragasani

Attractiveness index
2,20
2,09
2,06
1,91
1,38
1,3
1,2
1,15
1,13

Source: www.valceatourism.ro
The attractiveness index of the other areas is between 1 and 2 (1<Ia<2), which
means that their tourist potential is limited and they are valued locally and very little
nationally. Those areas having a value of Ia less than 1 are not interesting from the tourist
point of view.
Valuing Bathing Resources
Baile Govora Spa has several elements favourable to bathing tourism: atmosphere
serenity, high concentration of aeroions which are significant in a spa specialized in curing
breathing diseases, various chemical hydromineral substances which are valuable from the
therapeutical perspective. The works done in the area have shown the fact that geological
resources are useful in chlorinated, iodided and sulphurous waters, too. The bathing
activity’s development can be realized due to the high demand of treatments typical to the
spa and also thanks to large mineral substance reserves.
The assignment of the ultimate development capacity should also include the
judicious correlation between the spa’s bathing potential and its new endowments since they
are influenced by tourist demand, too. Taking account of all the factors determining the
spa’s growth, a maximum level of 2,300 accomodation places can be set. Subsequently,
another 400 places can be built. During the primary stage, one can consider modernizing the
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old villas, then building a bathing hotel for 300 people especially for foreign tourists,
endowed with treatment centers, swimming-pool, gymnastics room. Besides building a new
treatment center, it is necessary the existent center be modernized and certain installations
and medical appliances to be replaced or improved.
There should be real medical units, adequately endowed and complied with the
requirements of modern medicine, with specialized functional components, ranging from
emergency intensive care services to entertainment sectors designed for circumstantial
therapy, relaxation, for services ranging from a pharmacy providing all types of drugs to a
mineral waters bar or a gym room. The spa should provide the tourists with whatever is
necessary in order to cure their diseases.
The spa can also specialize in pathology fields, since curing factors are so important
in treating respiratory illnesses. It is recommended that Govora Spa render services
especially for that kind of diseases.
As far as entertainment is concerned, it is advisable that current equipment be
modernized and some new ones be created in accordance with the spa’s present capacity.
Much attention should be given to sports fields, as movement is a significant curing factor.
Olanesti Spa. The set of physical and chemical features of the mineral waters in
Olănesti can be used under all forms typical to bathing treatments: internal and external,
preventive, therapeutical and recovery treatments in a large number of diseases. In addition,
some of the spa’s bathing treatments are unique at national level, this being the only place in
our country where people having various allergies are cured by mineral water injections.
The central aim of restructuring tourism in Olanesti Spa is the accomplishment of
modern, competitive tourist supply, open to the international market. In this respect, it is
necessary that both the old and new accomodation units be modernized. The villas’
modernization is an economically profitable solution, as it ensures the former’s full
occupation and it is also aesthetically important, as it improves the aspect of some valuable
architectural buildings that give the spa a certain personality or are located in favourable
places.
Due to the lack of building sites in the spa, the accomodation capacity can be
limited to the current level. A solution to fulfil the accomodation requests is the
accomodation provided by private individuals, properly organizing the spa in this purpose.
Yet, the curing factors’ quality and volume justify the accomplishment of high comfort
accomodation capacity. As far as foreign tourists are concerned, a three- or four-star hotel
could be built, comprising 200 accomodation places, with its own treatment center located
outside the spa area. However, in September 2004, procedures were launched to build a
four-star hotel with 600 accomodation places and a treatment center; the total investment
was estimated at around 20 million Euros.
Another special issue is the modernization of public food units, the improvement of
services and the achievement of a food unit specialized in diet menus, diary products or
cofee houses, confectioneries. Board and lodging canteens are also among the units that
have to be modernized. Another 660 seats in public food units will have to add to the
demand of the new unit types, at the same time achieving the compliance between the
accomodation and food capacity.
As for the treatment, modernization is required, by improving the treatment centers,
endowing them with modern devices and building another treatment units.
In order to ensure entertainment, short trips and hikes may be organized to Lacul
Frumos, Peştera Pescarului, Comanca Chalet, to Mounts Buila, Vanturarita, CalimanestiCaciulata.
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Sports activities: in the swimming-pool; or another pool could be made near the
lake; the cycling practised by people suffering from kidney and digestion diseases could be
done in very good conditions (there should be a place where people could rent the sports
equipment); bowling fields in the open air, on the meadows near the alleys; indoors bowling
room; catch and release fishing on the Olanesti River; multifunctional play-room (for
volley-ball, basket ball, tennis etc.); a links or a shooting range in the forest might be built
since the spa is to join the international tourist network.
Also, an entertainment club could be built, with a show-room, conference-room,
exhibition hall, music-hall, discotheque, open-air festivals. Olanesti Spa can be the host of
various festivals, congresses, conferences on any topics, such as: “Olanesti – A ScienceFiction Town”, by setting up clubs, watching movies to attract the fan of the genre.
In order to prevent tourist activities from becoming seasonal, miniclubs in every
villa might be organized in winter time (with club games, music, table-tennis).
Calimanesti-Caciulata Spa. The appraisal the mineral waters in this spa have
obtained at various international meetings, the magnificent natural landscape of the Olt
Valley as well as the large hotels built in Caciulata are factors that have favoured the spa in
becoming part of the international tourist network. Yet, a series of steps are necessary in the
following directions:
- a primary step is to continue modernizing the old buildings and improving their
comfort level, as the buildings are mainly solid and properly located. Secondly, new
accomodation units should be built (4-5 villas), having high comfort and aiming at attracting
foreign tourists;
- numerically speaking, the restaurants and boarding houses are scanty and another
530 seats are required to diminish the current quantitative lack. The newly-built units shall
be ranked as ”luxurious” and provide the units’ diversification. Another solution to suitably
value the reduced area of the spa is to set up food units on the board of small ships on the
Olt River bank;
- the activities of protecting the hydro-mineral resources should be enhanced;
- the mineral waters of Pausa should be valued, maybe within a sanatorium for
children. Mention should be made about the area’s attractiveness rendered by a picturesque,
unpolluted environment;
- the spa’s bathing profile can be supplemented with a recreation one as this aims
at attracting a segment of tourists less frequently met in such resorts, namely young people.
In order to do that, it is necessary to endow the spa with river entertainment equipment, such
as boats and hydrocycles. The small Ostrov Island gives the proper conditions to organize a
recreation-entertainment center, after an additional improvement as a fun park.
Mountaineers are offered hikes on the Cozia Mountains, to the Lotrisor Waterfall or the Olt
Valley.
Cozia Spa, a new resort, has hypotonic, sulphurous and calcium water wells that are
increasingly used in associated intensive treatments. Since the spa is located on the Olt
Valley near Calimanesti, it is easily accessible to transients. The tourist equipment
development aims at building a bathing hotel with a modern treatment center and food unit
endowment.
Ocnele Mari-Ocnita Spa is a locally attractive resort, with mineral waters and
therapeutical mud. The analyses have established the possibility to use the mineral waters
and fossil sapropelic mud to cure locomotor system diseases, gynaecological and
cardiovascular illnesses. There are no difficulties in supplying the necessary amount of salt
water. The feature of curing factors and its location near Ramnicu Valcea make the
arrangements in Ocnele Mari and Ocnita possible to be used for pleasure and treatment.
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Since the existent villas and bungalows are highly degraded, it is necessary that new modern
accomodation places be built along with several food units.
Unfortunately, the all-out exploitation of salt mines and the non-compliance in
observing the standards for their maintenance have lately brought about real disasters, by the
fall of some mines’ ceilings and the creation of a lake, which endanger an important part of
the spa and consequently its future as a tourist resort.
Mineral water sources are also to be found in other places in Rm.Valcea. Generally
speaking, the springs are not collected and the waters are empirically used by the
inhabitants, so the former will still be used locally in the future. The curing value and the
significant amounts of the springs in Muiereasca, Fedelesoiu render their large-scale use and
in order to do that it is important to better know underground mineral resources and their
protection.
Valuing Mountain Areas
The natural environment provided by Valcea county’s mountains allows mountain
tourism to develop under various forms: hiking (in all the spas, with numerous access
opportunities but in need of some improvement), climbing (practised in perfect conditions in
the Buila-Vanturarita Mountains), winter sports (tourist endowment is to be built in the
Lotru area).
Little mountain tourism has been in Valcea county as a consequence of the small
number of height endowment and the recent marking of the Cozia Mountains.
The trends in tourist flows over the latest period indicate an orientation especially
towards mountain areas, since they rank the first when it comes to tourists’ tastes and that is
determined by the fact that mountains can be accessible throughout all the year. By properly
endowing the mountain area of Valcea county, tourist flows will be ascending.
Voineasa Spa will also be arranged in order to attract youngsters in a nationally
important spa, by building another 300 accomodation places, under the following forms:
bungalows for student camps (for 200 people), small concrete buildings with four or five
rooms, a tourist camp with small cabans (for 100 people) and adequate food units.
The entertainment equipment will aim at setting up a youngsters’ microcenter
endowed with a bowling hall, pool games, discotheques, sports contests rooms.
Since Voineasa Spa does not provide favourable circumstances for winter sports,
tourists will be able to practise them on the nearby Voinesita Peak.
Vidra Spa will be able to join the tourist network again after the modernization the
access way from Voineasa and the existent villas, as well as when two new hotels (for 250
people) and a public food network will be built. The spa offers recreation and rest tourism
facilities, and winter and water sports opportunities. The nearby Vidra Lake can be
appropiate for water sports by equipping it with motor-boats. For winter time there are
possibilities to fit up a bobsleigh track, a sledge track and a less difficult ski track. The
supportive factors would be the skiing area of 62 hectares; modern road; downhill run tracks
– 8 (easy and difficult level); 2315-meter height difference; cable transport – 5 units.
The Lotru tourist area has wild scenery, deep valleys, rich vegetation and
numerous ways to get inside the mountain. The basis of its fitting will be Voineasa and
Vidra spas. The Lotru Valley does not have the tourist endowment specific to the Prahova
Valley, neither does it enjoy the thermal water resources of the Cerna Valley, but it can be
an attraction area for those people who cannot afford to go on luxury trips as to Spain and
especially for the young people who are in search of an environment typical of their age.
Subsequent to the analysis of the possibilities to develop and increase in value
opportunities a tourist resort at Obarsia Lotrului, meant both for rest and winter sports, the
following results have been obtained: the skiing area – 146 hectares (the resort capacity
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should be somewhere between 1,250 and 5,300 people as compared to the skiing area
capacity and use); downhill run tracks – 7 (easy, middle and difficult levels), endowed with
ski-lift (5 units); its geographical position – at the crossing of some major tourist roads, 160
km far from Sibiu Airport and 300 km away from Bucharest; electricity; running water;
wind-shelter placement.
But there are some negative factors, too: a 17-km deteriorated access way; the lack
in infrastructure and technical and town endowment; the 4-5 km distance to the skiing area;
forest clearing in some sectors.
The Buila-Vanturarita Mountains offer suitable environment for climbing and
winter sports. In this respect, a ski track and a chalet are to be built where people could rent
sports equipment.
In order to improve the Cozia Mountains from a tourist perspective, it has to be
aimed the approvement of the access ways, the motor-road to the Cozia Peak, fit the Cozia
National Park and promote it by brochures and leaflets.
As concerning to build up accomodation units, one should keep in mind that the
Cozia Mountains do not have a high retainig capacity and the two cabans between Cozia and
Fagaras are scanty.
Besides the tourist forms mentioned above, the mountain areas in Valcea county
attract lots of amateur hunters and fishermen by their hunting richness and prey value. The
easy access to the mountains, the building of hunting cabans on the Latorita Valley, the
hiking where tourists are accompanied by hunter-guides, the setting of still-hunting spots are
all meant to considerably support that form of tourism.
Cultural and Monastic Tourism
The large number of monasteries, churches and hermitages on the present territory
of Ramnicu Valcea Bishopric which are nationally and internationally appraised are as many
testimonies of our traditional faith and devoutness, with strong connotations in our national
history and in the Romanian people’s creative power. This is proved by the 13 monasteries,
272 churches and 22 hermitages – a patrimonial inheritage that values much in terms of
impressions and emotions and ranks Valcea county the second in the country as to monastic
establishments.
The impressive value of the patrimonial inheritage is also rendered by:
- the archaelogical components – sites, archaelogical monuments and
reservations. Among these, there is the Buridava Dacian citadel and the Arutela Roman
camp, situated on the famous ”Traian’s Road”, then there is the ”La Canton” Roman camp
in Daesti village and the Titesti-Perisani Roman camp, which date back in the first centuries
of the first millenium;
- memorial monuments and buildings (Anton Pann’s Memorial House, 1st
World-War Heroes’ Cemetery, Knaves’ Cross, Ruler Barbu Stirbei’s Monument, Mircea the
Old’s Statue that can be all seen in Ramnicu Valcea, Hetaerists and Pandours’ Monument in
Dragasani, Heroes’ Monument in Brezoi etc.);
- architectural monuments, buildings and reservations (historic urban areas in
Râmnicu Valcea, Horezu, Calimanesti, Balcesti, Costesti, Vaideeni, and the entire Milostea
village in Slatioara);
- ethnographical and folk art elements, namely open-air monuments and
museums (the Bujoreni Village Museum, the Maldaresti Fortresses) and the splendid
worship architecture, a representative feature of the Romanian Middle Ages;
- another important anthropic tourist resource is represented by the museums set
up in 16 specialized units all over the county.
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Developing Rural Tourism
A new tourism category, rural tourism, is increasingly developing in Valcea county.
The Romanian rural places are among a few in Europe where traditional spiritual traits have
remained unaltered, especially those related to ethno-folklore, social and economic life, and
environment. Having these qualities, the rural area offers the best conditions for rural
tourism. Valcea’s villages as well as all Romanian villages enjoy diversified tourist
resources: ethno-folklore traditions and values (folk architecture, crafts, customs, folklore
shows, etc.), history and art monuments, unpolluted diverse environment. In addition, there
is a proper infrastructure (electricity, running water, accessibility, other technical and town
endowment), cosy households and last but not least the traditional hospitality of Romanian
peasants. All that allows the organization of a large supply that addresses all types of
tourists.
In late 2006, in Valcea county there were 25 rural tourism units affiliated to the
National Association of Rural, Environmental and Cultural Tourism (ANTREC), with
accomodation capacity for 250 people. However, the number of rural tourism units in the
county is much higher. Yet they have to join ANTREC which would not only help tourists
that want to find out about accomodation in certain areas, but also support the units
themselves by being admitted as part of the tourist network, with sure publicity.
But at international level and especially in Germany and France, rural tourism (as
domestic tourism) is practised mainly by families with children and low-income people. So,
for Valcea, too, the development of rural tourism would be a chance to stir the tourist
demand of certain social categories that have economic disadvantages: young population,
old-age people, low-income inhabitants etc.
The following ideas are supportive in this respect:
a) rural tourism supply is different from that of traditional tourism by: originality,
peculiarity, wide diversification as compared to geographical areas, customs, traditions, the
range of agro-food products that differ from one place to another and within the same area;
menus containing local agricultural products, even some environment-friendly ones; wide
approach of rural tourist supply that can meet even within the same single area a large
variety of demands: rest, recreation, education, training, knowledge, sports, hiking, etc.s;
b) rural tourism gives urban inhabitants the chance to better know rural areas with
all their natural, spiritual and occupational features;
c) as far as tourists’costs are concerned, rural tourist supply is more advantageous
than the classical one, as it is much cheaper;
d) rural tourism does not cause crowding and tourists can feel free in nature,
without any stress specific to tourist resorts.
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Abstract. Being a succession of stages through which the local budgets are
crossing as financial balances, in connection with the substantialisation and the
achievement of the registered indicators in these, the local budgetary process is ruled by a
series of principles. These are a synthesis of the budgetary practice but also of the demands
and of the exactingness supposed by the process of elaboration and execution of every
budget. Also, the local public finances’ legislation is based on these principles and enhances
them to the rank of juridical norm. The applicable principles of the local budgetary process
are those of: universality, transparence and publicity, unity, anuality, budgetary
specialization, equilibrium, solidarity, local financial autonomy, proportionality and
consultancy.
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With the integration of Romania in the European Union, the local public finances
suffered a reassessment by the entrance in force of the local public finances’Law at the 1st of
January 2007.
The strategy of reform in the local public administration, the economy’s
transformation, the transfer of the responsibilities for some public activities from central
level to local level, the necessity of increasing the local autonomy and the tackle in a
transparent manner of the local public administration domain determined the need of the
elaboration in an improved manner of the local public finances Law. The elaboration of a
new law of local public finances was also determined by the requirement of improvement of
the principles and budgetary procedures relying on the European countries’ experience and
especially on the financial rules applicable to the European Union’s budget. In this way, four
new principles were introduced: the principle of local financial autonomy, the principle of
consultancy, the principle of proportionality and the principle of solidarity.
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The budgetary principles appeared in the same time with the victory of bourgeois
revolutions, which included among the major objectivities desired also the establishment of
some rules in public finances. In this manner, the classic budgetary principles appeared,
which, although recognized in the present moment, suffered some adjustments in application
as a result of the apparition and the development of some phenomena specific to modern
society (Filip, 2002, p. 283).
The budgetary principles are a synthesis of the experience of budgetary practice but
also of the demands and of the exigencies implied by the process of elaboration and of
execution of any budget. The budgetary legislation relies on these principles and enhances
them at the rank of juridical norm. Their juridical reflection cannot be illiberal, but adapted
to the interests and economic particularities which characterize not only the state but also the
local collectivities.
The incomes and the spending of the territorial administrative unities are foreseen
in the budgets that are elaborated for each budgetary exercise. The elaboration, the approval
and the execution of local budgets are ruled by a series of principles which can also be
considered as part of the other public budgets, but not entirely.
a. The principle of local financial autonomy
It is foreseen by the article 16 from the new Law of local public finances which
stipulates that ”paragraph 1: the territorial administrative unities have the right to enough
financial resources which can be used by the local public administrations authorities in the
exercise of their attribution relying on and in the limits stipulated by the law; paragraph 2:
the local public administration authorities have the competence of establishing the level of
the local taxes and duties, in the conditions of the law; paragraph 3: the allocation of
financial resources for the equilibration of local budgets mustn’t affect the budgetary politics
application belonging to the authorities of the local public administration in their domain of
competence; paragraph 4: the deducted sums with special destination are used by the
authorities of the local public administration in accordance with the legal stipulations”.
Therefore, according to the principle of local financial autonomy, the authorities of
the public administration manage, or, by the case, have financial resources but also public
property goods of the communes, cities and county. The local autonomy is reflected by the
organization and the independent work of the public administration, the assurance of the
capacity of the juridical person of public law, of the right to elaborate, approve and execute
the own budget and to collect taxes in the conditions of the law and to administrate financial
resources. In the sphere of the local board attributions is included the local budget approval,
the administration of financial resources, the execution of the budget, the approval of the
credits transfer, the manner in which the budgetary reserve are used, the income of closing
the budgetary exercise. The mayor, in his capacity of executive authority, works out the
project of the local budget, the account of closing the budgetary exercise which he presents
for approval to the local board, he exercises the function of credit chief accountant, he
supervises the collection of incomes and the spending of the sums from the local budgets.
The communes, the cities, the municipalities, the Bucharest city provinces, the counties
work out a budget in the conditions of the local autonomy.
Therefore, the elaboration, the approval and the execution of the local autonomy
proceeding from the finances of the communes, cities, municipalities, counties are
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administrated independently, but keeping into account the legal stipulations (Voinea, 2002,
p. 109).
Despite the progress Romania has made, one can’t speak about a real local
financial autonomy. Local budgets depend very much on the resources they receive from the
central level, their proportion exceeding 50% in most of the cases. Very few local
communities are those who succeed to realize enough personal incomes. At the same time,
the equilibration of the budgets is a necessity. Nowadays, a large part of the Romanian local
communities have a pronounced rural character which does not allow them to achieve
enough incomes.
b. The principle of equilibration.
This principle appeared in the context of the classic liberal financial doctrine and
supposes the equalization of the incomes with the spending placed in the budget. The
principle suffered interpretations and reconsiderations in modern conception, allowing first
of all the possibility of some discordance determined by the different dynamic of the
budgetary collection and payment. This is how it was acknowledged that the needed
expenses usually outrun, in the first period of the budgetary year, the current incomes
collected minuses or sometimes surplus and implicitly deviations from this principle. At the
level of the local budget, the principle of equilibration supposes that the budgets of the
territorial administrative unities whose personal incomes do not cover the necessary
expenses in order to benefit of deducted sums or shares from the state budget income tax, as
well as transfers. In the spirit of the equilibrium principle, the authorities of the local public
administration must collect the personal incomes beside the received incomes by
redistribution in order to cover the spending stipulated in the budgetary year’s budget.
In this context comes the problem regarding the way in which the equilibration of
the budget is made, inciting to violent discussions every year, until now not being able to
find a proper solution to this. Besides, criteria also suffers changes. Most of the suspicions
concern the repartition of these sums to the counties due to existing influences of political
nature. One solution would be that a higher percent from the income tax to remain on the
local plan, so that case the number of localities that would need the sums for equilibration
would evidently decrease.
At the same time, the responsibility for the assurance of enough new local incomes
mustn’t belong in a high degree to the central authorities. The local authorities should be
preoccupied first of all with the finding of some solutions of supplementation of the local
incomes and afterwards obtaining some increased stocks from the central level.
c. The principle of annuality
Relying on the principle of annuality, the period for which the local budgets are
elaborated and executed is delimited. The budgetary exercise is yearly and coincides with
the calendar year and closes proceeding from the norms established by the Ministry of
Finance.
The collecting and payment operations made during one year in the account of the
local or county budget belong to the financial administration exercise of the budget. The
budgetary execution, which closes on the 31st of December, supposes that every uncollected
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income and every expense unmade until the 31st of December is transfered in the next year’s
budget account. The unused budgetary credits until the closing of the year are cancelled.
The motivation of this principle consists in the fact that the interval of one year
presents the advantage of some period for which predictions (proposals of incomes and
expenses) have a good chance of achievement and avoid the prolongation of the pursuit and
the control on a longer interval (2-3 years or more). One of the recent critics brought to this
principle refers to the fact that at least, for the investment expenses, the interval of one year
is relatively short. This drawback appears also in the case of some programs that refer to
objectives whose fulfillment requires plenty of years.
The advantage of this system (system of financial administration) is that at the date
of the yearly closing it is well known how the budget is ended (what is the resulted balance)
and in what way (per cent) the incomes and the expenses approved initially have been
realized in the given interval.
d. The unaffecting of local budgetary incomes
A premise of the application of this principle is the thesis about the
depersonalization of incomes assumed at the local budgetary stock in accordance to which,
once collected at the budget, the currency resources are used globally, loosing the
connection with the source from which they came. In accordance with this thesis, the
principle of unaffecting the local budgetary incomes supposes that the incomes, no matter
the source from which they came, should not be designated to the financing of some
stipulated actions. According to the stipulations of this principle, the incomes from local
budgets are used for the covering of all expenses, no matter the nature or their destination. In
accordance with the valid legislation, the local budgets’ incomes divide in current incomes,
capital incomes and special destination incomes. Current and capital incomes can be used to
cover all the expenses from local budgets, in the spirit of the principle of unaffecting the
budgetary incomes. On the other hand, special destination incomes turn away from the
mentioned principle, because they are used only for expenses necessary to special
destinations.
On the other hand, we can say that the motivation of this principle consists in the
fact that it is heavy and uncomfortable to create a special income for a certain expense. The
unaffecting generates a great flexibility in using incomes, because any of them or various
amounts could contribute in general or at a certain moment to cover of a public need.
e. The principle of unity
This principle requires the existence of a unique local budget, in which all
stipulated incomes and approved expenses of some territorial administrative unity is
reflected. In the spirit of the budgetary unity, the incomes and the expenses from the local
budgets include, besides the current and capital incomes and expenses, the special
destination incomes and expenses. By the application of the principle of unity at the base of
local budgets, the knowledge of all budgetary incomes and demands of financing of actions
and public services, of the correlation between these, the improvement of the substantiation
of priorities, and options, and the exercise of the control over the formation and utilization of
currency resources through the budgets of territorial administrative unities (Voinea, 2002, p.
110).
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The motivation of this principle consists also in the demand of knowing the relative
importance of the category of incomes and expenses, but also the final state of the budget or
at a certain moment: surplus, in a deficit, well-balanced.
The law nr.273/2006 of local public finances stipulates at the article 10 also the
principle of currency unity consisting in the fact that all budgetary operations express
themselves in national currency. We remind in this context the constitutional provision
according to which: “The national currency is the leu and its subdivision, the ban. In the
conditions of the adhesion to the European Union, by organic law, it can be recognized the
circulation and the replacement of the national currency with that of the European Union”.
Therefore, the application of the principle of currency unity represents a way of assuring the
unity of expressing in the matter of planning and executing the incomes and the expenses of
the local budget.
f. The principle of budgetary specialization
This principle supposes that the movement of the incomes and expenses in local
budgets, the approval, the pursuit of execution as well as in the field local public institutions
to be made relying on an obligatory grouping based on some determined criteria. The
obligatory grouping of incomes and expenses which are stipulated and collected through
local budgets is elaborated by the Ministry of Finance and it is compulsory applied of the
budgetary process. Relying on the classification of incomes and expenses from local
budgets, the administration of local financial resources, the observance of financial
discipline and the pursuit of the usage of the resources from the local budgets are assured.
The budgetary classification of incomes and expenses from the local budgets and
from the frame of local public institutions supposes the accomplishment of some demands:
to express the origin of the incomes, the destination of expenses, to assure the knowledge of
the resources of incomes of the local budgets and the main destinations of the expenses and
to allow the exercise of the control over the budgets of territorial administrative unities.
The motivation of this principle consists in the structural order generated by the
classification from which results the possibility of some relevant analyses at the contribution
of different sources at the distribution of the fiscal “load”, at the relative report among
destinations or among needs, at the role played by different categories of tax payers in
sustaining the public needs.
The budgetary classification of incomes and expenses from local budgets suffers
some modifications together with the validation of the new Law of the local public finances.
g. The principle of universality
This principle refers to the fact that the incomes, as well the expenses of the local
budget are included in these gross sums, mentioning that the budgetary incomes cannot be
directly affected by some budgetary expenses. They are collected, constituting larger public
stocks from which some sums of money are allotted to certain destinations in order to cover
some expenses, according to the yearly budget. Exceptions from this rule are only the
donations and the sponsorships for which are established distinct destinations, usually being
granted for certain destinations according to the donor’s or sponsor’s will.
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h. The transparence and the publicity of the local budget

This principle accounts for the need to let the inhabitants belonging to territorial
administrative unities know about the proposals of incomes and of expenses from local
budgets by publishing in the press or by posting at the headquarters which can formulate
appeals and proposals which must be taken into consideration at the local budget’s debate
and approval.
In this purpose are used the information and publicity ways, respectively the press,
the radio, the television, etc., so that the citizens dispose of useful information and know
also, the specialists’ points of view. The new law of local public finances stipulates at art. 8
the principle of transparence and publicity: “the budgetary process is open and transparent,
this being achieved by:
- publishing in the local press, on the internet page of the public institution and
the posting at the headquarters of the respective local public administration of the project of
local budget and of its yearly account of execution.
- public debate of the project of local budget on the occasion of its approval.
- the presentation of the yearly account of execution of the local budget in public
meeting”.
- although sometimes it is considered that the information of the population
concerning the real content of the local budget is insufficient because the form in which it is
given to publicity allows only a restraint number of citizens to make a complete and correct
image. We can affirm that for the unspecialized in the domain the budget appears as a
„graveyard of numbers” hard to understand.
The principle of transparence and of publicity of the local budgetary process
imposes that local authorities should include as much as possible the civil participation in
the decisional process as a basic principle of local public administration. In the frame of this
process there are two directions: the first direction is represented by a constant flux of
information from local authorities to the community. This should maintain the community
informed with the new plans – budgetary expenses for the next year, the planning of
economical development, the projects of investment of capital, or other important local
initiatives; the second direction of this process is the invitation of the citizens to contribute
effectively with ideas, to present their problems and to participate in a real manner in the
decisional process. This aim is not easy to be achieved. Placing the information at the
disposition of the citizen and the listening of their ideas requires time and resources. The
exchange of ideas does not mean that automatically everything will be all right. But only in
this way, a viable partnership between community and local authority can develop and, as a
result, the democratic rule is strengthened. The essence of democracy represents a system of
government which is with and for the people. Democracy represents much more than free
elections, being only the starting point. The governace with and for the people must become
and remain a partnership between citizens and chosen officials in whom they invested their
trust. This trust must extend at all the public office workers and at all administrative
institutions. In democratic countries, from all over the world, this trust is established by
honesty and transparence coming from the officials, and by the opportunity offered to the
people of playing a role in the process of ruling, even in daily activity. The citizens’
responsibility is to find advantages in these opportunities, and the administration, both the
central and the local one, should encourage the citizens to participate day by day at the
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process of ruling. Nowadays, in Romania, this process is well outlined, but there are more
things to accomplish until the final achievement. The authorities, as well as the citizens, are
in a complete process of development of the understanding capacity over power and
democracy potential in Romania. The partnership between humans and administration
depends on the measure in which the citizens have access to the information that influences
their life.
The authorities should encourage more the citizens to participate actively to the
meetings of the local board and the procedure by which a decision or another is taken to be
given wide-open to publicity. To help the administration to accomplish their responsibilities,
as efficient as possible, the citizens should be invited to participate as volunteer
representatives of the community in different groups of work, committees of specialty or
civil committees of consultancy. In these kinds of structures, the role of citizens could be
very creative and useful in finding solutions to the problems with which the community is
confronting; at the same time, they could help solving daily work charges. Local authorities
that use an approach oriented towards citizens create the possibility of a trustful climate in
the administration.
i. The principle of solidarity
According to this principle through local budgetary politics the territorial
administrative unities can be helped as well as the one of physical persons in situation of
extreme difficulty, by the allocation of sums from the stock of budgetary reserve formed in
the local budget. From the stock of budgetary reserve constituted in the local budget, the
local County Boards or the General Board of Bucharest city, by case, can approve the
granting of help towards the territorial administrative units in situations of extreme
difficulty, at the public demand of the mayors of these territorial administrative units or by
personal initiative.
j. The principle of proportionality
This can be explained by the fact that the financial resources of the territorial
administrative units must be proportional with the responsibilities of the authorities of the
local public administration established by the law and not to be distributed according with
other criteria as it is the politic al one (see art.17, law nr. 273/2006).
k. The principle of consultancy
According to the new law of local public finances, this principle supposes that the
authorities of local public administration, through their associative structures, must be
consulted concerning the process of allocation of financial resources from the state budget to
the local budgets.
The observance of these principles will bring in our opinion an improvement of the
elaboration, approval and execution activity of the local budget, improvement which will
have a positive impact regarding social-economical life of the local collectivities.
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Abstract. This paper represents an overview of the Romanian MBA market, with its
main players, along with the profiles of MBA students and professors; it presents the MBA
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Academic Standards in the MBA Programs in Romania
The profile of MBA Students in Romania
In order to be able to discuss the academic standards in the MBA programs in
Romania, one must consider a specific factor for these programs: the students’ profile, from
an age and experience point of view, as well as from an educational background and
industry point of view.
Comparative analysis of the MBA students profile for the main MBA programs in
Romania, in 2006
Table 1
Male/
EconoOther
Average
Average
Foreign
Female Engineers mists
specialiage
Experience students
ratio
zations
BSM
33
7.9
7%
34/66
31%
41%
28%
ASEBUSS
34
N/A
N/A
35/65
38%
49%
12%
CEU
28
4
N/A
38/62
22%
57%
21%
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As depicted in Table 1, the profiles of the MBA students in Romania are very
heterogeneous. They come from various educational backgrounds and they work in various
industries.

5% 3% 2%

General Management
33%

16%

Marketing/ Sales
Finance/ Accounting
IT

20%
21%

Project Management
Business Law
Human Resources

Figure 1. Structure of the ASEBUSS students by position
(Academic Year 2006-2007)

Moreover, the MBA Programs providing training in the Romanian market are
targeted especially to working students.
The positions in which the MBA students are employed are also very varied, as it
can be seen in figures 1 and 3.

7%

2%
7%

General Management
25%

13%

Marketing/ Sales
Finance/ Accounting
IT

5%

41%

Project Management
Business Law
Others

Figure 2. Structure of the BSM students by position
(Academic Year 2006-2007)
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24%

25%
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Finance/ Accounting
12%
5%

12%
15%

7%

IT
Project Management

Figure 3. Structure of the CEU students by position
(Academic Year 2006-2007)

It can be also observed that the structure, from the viewpoint of the positions within
companies, does not differ very much between the three considered programs; for instance,
the Romanian-Canadian MBA Program has 25% in the General Management field, while
ASEBUSS has 33%. Also, 5% of the ASEBUSS students, 7% of the Romanian-Canadian
MBA Program and 12% of the CEU students are working in Project Management.
The profile of the professors in the Romanian MBA Programs
Although there are no relevant data regarding the professors who teach in the Romanian
MBA Programs, one can sketch the profile of the “ideal professor” for an MBA program.
The professor, in order to be able to interact and to deliver courses targeted for the students
categories described in the „
The profile of MBA Students in Romania”, must be a very good professional in the
field he teaches. In completion to the practical skills, the ideal professor must be a very good
theorist regarding the subject matter, as the practical experience has little value outside the
theoretical foundations, especially in a graduate program of a certain standing.
A second fundamental characteristic of a good professor in an MBA Program is his
attitude towards the students. As opposed to undergraduate or even graduate programs (such
as the masters programs), in an MBA program the students’ profiles impose a different style
of teaching. From an attitude viewpoint, this materializes in perceiving the students as
dialog partners.
A third important skill for a good MBA professor in Romania would be given by
the knowledge of the local business environment. It is true that there are many case studies
regarding various business situations, but the distinctive factor in this case is precisely the
ability of the professor to make reference to the current Romanian environment, considering
factors such as national culture, the socio-political environment or the characteristics of the
transition economy in which Romania has been and still is.
Also, a good MBA professor must know the main topics of the related courses, if
not of most courses in the program he teaches. This way, overlaps or non-synchronization
are avoided.
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Not in the last place, the ideal MBA professor must have been exposed to the
business environment outside Romania, or at least must have been in contact with
multinational companies or foreign partners. The reasons for this are multiple, ranging from
a better understanding of the business culture of the partners and clients to better
understanding the differences between Romania and the more advanced economies in the
world.
The problem of fluency in a widely-used language is also one which must not be
neglected. The professors in MBA programs in Romania must be fluent in at least one
widely-used foreign language, as the MBA programs within ASEBUSS, BSM or CEU are
delivered entirely in English. The MBA program delivered by INDE is taught in French
(Institutul Naţional de Dezvoltare Economică, 2006); there are MBA programs delivered
entirely in German, such as the Executive MBA – Entrepreneurial Management, organized
by the Academy of Economic Studies Bucharest, in cooperation with Fachhochschule
Gelsenkirchen Germania (Academia de Studii Economice din Bucureşti, 2007).
The personality of the ideal professor is very important as well. This has to be
energetic, enthusiastic, well prepared and a good pedagogue. In this regard, the important
MBA programs active on the Romanian market periodically organize pedagogical seminars
with their faculty members.
The profile of the MBA students, as shown in the
The profile of MBA Students in Romania section, determine another characteristic
of the professor who can successfully perform in front of such an audience: capacity to work
with heterogeneous groups.
As a consequence of the above discussed necessary skills and aptitudes, the number
of Romanian instructors who can successfully teach courses in MBA Programs is relatively
small. A factor which contributes to this situation is the duration of forming a MBA
professor. Even if all the above conditions are fulfilled, the to-be professor needs special
training for teaching within MBA.
The procedure followed by the experienced MBA programs on the Romanian
market, in order to bring in a new faculty member, is an extremely rigorous one. At
Bucharest School of Management, part of the Academy of Economic Studies Bucharest,
which hosts the Romanian-Canadian MBA Program for the last 14 years, the procedure is as
following: in the first place, a CV selection is organized. After carefully reviewing the CVs,
according to the above mentioned skills and aptitudes, the selected candidates have an
interview with representatives of University of Ottawa (the Canadian partner of the
Program) and with representatives of Bucharest School of Management. Those who are
selected – usually 2 or 3 candidates for every available position – are invited to deliver a
short course session within the MBA program, as visiting professors within a course. After
this session, the to-be professors are evaluated by the MBA students, and if the evaluations
are satisfying, those selected leave to Canada for a period between 3 weeks and 3 months; in
this interval, they have as a sole objective the preparation of the MBA course. Upon their
return to Romania, the professors must have prepared the course materials, the course
manuals, the exams, the presentations, and in general everything that concerns the course.
The preparation of the course in Canada is made under supervision of a Canadian professor,
and after the return to Romania, the two professors, the Romanian and the Canadian, deliver
the prepared course in a “co-teaching” manner. A new evaluation is made by the students for
the Romanian professor, and only after this second evaluation, should it be a good one, the
professor can have the responsibility for the whole course.
The initial preparation is not enough, however, for the professor to keep up the
good performance within the MBA program. He must be continually formed and trained, as
in some fields (such as technology and human behavior – related disciplines) things evolve

68

Theoretical and Applied Economics. Supplement

69

very fast. For instance, the Romanian-Canadian MBA Program, part of the Academy of
Economic Studies from Bucharest, annually organizes at least one pedagogical seminar with
its professors, so that they are up to date with the newest techniques used in business
education. Also, periodically, the professors teaching courses related to the two main
disciplines in the MBA (marketing and finance) meet, in order to discuss the way to update
and synchronize their courses.
The academic standards within an MBA program consist mainly of: 1) the
academic standards from a students’ point of view and 2) the academic standards from a
professors’ point of view.
From a students’ point of view, the majority of the MBA programs are not
extremely restrictive concerning the admission. Thus, the Romanian-Canadian MBA
Program requires at least 3 years of work experience, ASEBUSS requires at least 3 years of
managerial experience, while INDE, similar to the Romanian-Canadian MBA Program,
requires at least 3 years of work experience.
However, when it comes to continuing the MBA and finally to graduating such of a
program, things change. A good example in this regard is the Romanian-Canadian MBA
Program where, in order to be able to graduate, the students must follow a strict set of rules.
Thus, in this program an exam can not be given twice. An exam, once failed, stays failed.
The exams are graded according to the North-American system, where the passing grade is
65%. A student can postpone up to 3 exams out of the total of 23 for medical or business
reasons. Also, a student can fail up to 3 exams, and still graduate the program under certain
conditions. The course attendance is mandatory, and failure to attend can result in
withdrawal (Bucharest School of Management, 2006).
These academic standards are very high on the Romanian educational market,
where distance-learning and continuous learning do not distinguish themselves as having
rigorous academic standards. Along with the fact that the students are generally managers
with multiple responsibilities and with very little time to spare, these standards lead to a
failure rate of up to 10% in the MBA programs. ASEBUSS claims a graduation rate of 95%,
while the Romanian-Canadian MBA Program, Bucharest School of Management has an
even lower graduation rate, approximately 92-93%.
From a professors’ point of view, the effort to teach in an MBA Program is much
higher than with other types of programs. The main reason is given by the typology of
students, presented above, the fact that these pay consistent amounts for the courses, and
also the fact that the students evaluate the professors at the end of the course.
Thus, in the Romanian-Canadian MBA Program, not only that the professors are
evaluated by the students at the end of the course, but also the payment of the professors is
done according to their performance in the class. The procedure is implemented as follows:
at the last hour of the course, the professor finishes 10-15 minutes earlier and leaves the
classroom. A staff member enters the room with a set of evaluation forms, which the
students complete. The questions from the evaluation form are of two types: 10 closed
questions, with numerical answers from 1 to 5 (1 being the lowest evaluation, and 5 being
the highest), regarding both the course and the professor, and two open questions, where
students can express their opinions about the ending course. After collecting the forms, these
are sealed in an envelope, and one of the students signs it. The forms are kept sealed until
the professor posts the grades; at this time, the Academic Director opens the envelope along
with the professor. Only then the professor knows what his evaluations are, and his
retribution is calculated.
From the professors’ point of view there are a series of extra regulations related to
the academic standards. For instance, the professors must submit to the MBA office, 2
weeks prior to the course beginning day, the course outline, the course materials and the
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PowerPoint presentations; these must be as professional as possible, and must summarize as
well as possible the information which needs to be transmitted to students.
All these standards place, from an academic point of view, the Romanian MBA
programs at the same level as the other MBA programs from Europe or even North
America. This thing has emerged also from the discussions kept with the students from
Darden School of Business, who were visiting Bucharest School of Management in March
2007 (Darie, 2007).
The educational system in Romania is mainly based on lecturing. As a
consequence, the majority of the professors, especially those with extensive teaching
experience, tend to abuse this formula, and to extrapolate it also for the MBA programs.
The experience of the world’s MBA programs has shown that lecturing in the
programs of this type can not work unless it is accompanied by other methods, such as case
studies, simulations or team work.
The history of the MBA programs in Romania
Types of MBA programs in Romania
The main players in the MBA programs market in Romania (Todoran, 2006) have
been, until Romania’s integration in EU, CODECS, ASEBUSS and the Romanian-Canadian
MBA Program. Immediately before the integration (in 2006) a series of new players – CEU
(Central European University) and Sheffield College UK – penetrated the market.
Along these, a series of smaller players exist, such as Institutul National de
Dezvoltare Economica of the Academy of Economic Studies Bucharest, or Romanian
Banking Institute, along with Tiffin MBA belonging to the University of Bucharest and the
Romanian-German MBA from within the Academy of Economic Studies Bucharest.
The MBA programs in the Romanian market can be classified as following:
A) By the class frequency and delivering type:
a. Intensive MBA programs. The Romanian-Canadian MBA Program falls into
this category, through its “Intensive” version; this version lasts 12 months, and the students
have courses every day of the week. The target audience for this type of program is
represented by graduates of universities, who can financially afford to quit job for a year,
and to invest this time in their education. Among the advantages of this type of program one
can find the fact that the study period is only one year, and as a result the return on
investment is shorter. Not to be neglected is the cost factor; in the Romanian-Canadian
MBA program the cost for the Intensive version was much smaller than the cost for the InAction version.
b. The In-Action or week-end MBA. Most of the MBA programs in Romania fall
into this category. For instance, Bucharest School of Management offers courses on
Wednesdays, between 18 and 21, and Saturdays between 9 and 16.30; INDE offers two
types of MBA programs, one held during the evenings, everyday of the week, from Monday
to Thursday, and a week-end MBA, held two week-ends a month. The Romanian-German
MBA holds courses twice a month, on Fridays, Saturdays and Sundays.
A distinct category is the programs which self-describe as EMBA. A series of
sources define the EMBA concept (MBA GURU, 2007): “The Executive MBA is
particularly designed for people who have attained long years of expertise in their fields but
who still aim to be promoted to higher management positions. Specifically, this degree is for
people holding managerial and executive positions, such as senior managers with at least
ten years of experience, who still see themselves as having more corporate responsibility. “
This concept is also endorsed by various other sources, such as The Executive MBA Council
or the well-known on-line encyclopedia Wikipedia.
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According to this definition, in Romania there is no EMBA program yet. There
are some programs which promote themselves as being EMBA, such as Tiffin or
ASEBUSS. As it can be seen from the section
The profile of MBA Students in Romania the two main conditions of the above
definition are only partially fulfilled – 33% of the students have general management
positions, while the required experience when entering the program is between 3 and 5 years
(Institutul de Administraţie Publică şi a Afacerilor Bucureşti, 2004). The courses from this
program are also from the “in-action” category, being held alternatively on Friday or
Saturday, every week.
c. The “open” or “distance-learning” programs. The MBA program offered by the
Open University UK in collaboration with CODECS falls into this category. The study method
within this kind of program is a particular one, as the students must allocate a number of 6 to 12
hours per week for preparation, and have a tutor accessible by e-mail, regular mail or
telephone. The students write a series of papers within any course, papers necessary for the
final exam of that course (CODECS, 2007).
B) By the certification
a. Programs with foreign certification. From this category we can mention
CODECS, Sheffield and CEU, which offer degrees of business schools from their origin
countries: CODECS offers a degree from Open University UK, Sheffield offers its own
degree, as well as CEU.
b. Programs offering a Romanian degree along with a foreign degree. In this
category fall the small programs affiliated to Romanian universities. The most significant
(based on the number of graduates) program from this category is INDE, followed by
University of Bucharest Tiffin, and the Romanian-German MBA from the Academy of
Economic Studies Bucharest.
c. Programs which offer a Romanian degree along with a MBA certificate issued
by the foreign partner. In this category falls the Romanian-Canadian MBA program and its
partner, University of Ottawa, ranked by the Business Week in the top of the EMBA
programs outside the United Stated of America (Business Week online, 2005) and
ASEBUSS, having as a partner Kennesaw State University from the United States of
America.
C) By the affiliation to international accreditation institutions
a. Accredited schools. In general the foreign universities offering a degree in
Romania, in partnership (CODECS) or directly (Sheffield), are accredited by one or more
accreditation institutions. Thus, the MBA courses from CODECS are accredited by
AMBA(1), AACSB(2) şi EFMD(3), while those at Sheffield are accredited by institutions
which are not specialized in MBA programs, such as BAC(4) or BCS(5).
b. Schools accredited through their partners, and members of associations of
business schools. In this category we can find BSM and ASEBUSS, which are CEEMAN(6)
members and which offer an MBA certificate from the partner institutions, University of
Ottawa and Kennesaw State University, respectively. BSM, through University of Ottawa,
has a triple international recognition (AACSB, AMBA and EQUIS) and ASEBUSS through
Kennesaw University offers an AACSB accreditation.
c. Schools which are not accredited by international institutions.
As it can be observed, the Romanian market started to define itself from the
viewpoint of the MBA programs. Two main competitors are in the market (BSM and
ASEBUSS) and the market niches uncovered by these are slowly but surely occupied by
various other smaller programs.
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Market evolution

In 1991, through a common effort of the Academy of Economic Studies in
Bucharest, and CNAM Paris, INDE is founded in Bucharest. The market of MBA programs
has begun to form in Bucharest in 1992, when ASEBUSS was founded by the Academy of
Economic Studies Bucharest, in partnership with Washington State University from Seattle,
USA. Immediately afterwards, the Canadian MBA Program has been founded in Bucharest,
in 1993, by the same Academy of Economic Studies Bucharest and Université de Québec a
Montréal. Open University from UK, by CODECS, enters the market in the same year. In
1997 the partner of the Canadian MBA Program has been changed, the new partner being a
consortium of two Canadian universities, University of Ottawa and HEC Montreal. Until
2005, the structure of the market remains unchanged, having these four institutions as main
players. The only significant event in the market was the launch, in 2002, of the In-Action
form of its MBA, by the Romanian-Canadian MBA Program.
In 2005 a few major changes occur: ASEBUSS changes the American partner,
Washington State University, with another partner, Kennesaw State University. The
Romanian-Canadian MBA Program ends its partnership with HEC Montreal, and the only
Canadian partner in the program is now University of Ottawa. Also, in 2005, the Academy
of Economic Studies Bucharest launches the Romanian-German EMBA Program with
Fachhochschule Gelsenkirchen Germania, and Tiffin University enters the market in
partnership with the University of Bucharest.
In 2006, CEU launches its MBA program in Romania; City College from
Thessaloniki, Greece, affiliated with Sheffield College UK, enters the Romanian market as
well.
In the same year, Graduate School of Management, the host of the RomanianCanadian MBA Program, changes its name in Bucharest School of Management.
In 2007, RBI(7) will start an MBA program, scheduled to begin in April,
specializing in Financial Management. Also, Bucharest School of Management will drop the
Intensive version of its MBA.
Also in 2007, Romania is “put on the map” of MBA programs by the World MBA
Tour, event held at the Mariott Hotel on the 14th of March (World MBA Tour, 2007).
At the level of 2006, the MBA market in Romania was estimated at about 2.5
millions euro, and the number of MBA graduates to about 300 per year (Ziarul Financiar,
2006). It is estimated that the market will continue to grow organically, due to factors such
as the discrepancy between offer and demand on the managerial market, the possibility to
create a local networking, and the existence of many entrepreneurs wishing to improve their
managerial knowledge and abilities in order to develop their business (Todoran, 2006). The
current structure of the market is illustrated in Figure 4. It can be observed that BSM is on
the first position, and it is closely followed by INDE and ASEBUSS. “Others” include
CODECS, for which the number of graduates is not publicly available for 2006, and also
some other small programs active on the market.
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22%
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BSM
20%

ASEBUSS
INDE

21%

Altii

Figure 4. Structure of the MBA market in Romania
(as number of graduates) in 2006

MBA Culture
The MBA Programs from Romania have always been a promoter of the business
culture as it is perceived in the developed economies of the world. Thus, the RomanianCanadian MBA Program and ASEBUSS are the promoters of a North-American business
culture, CODECS and Sheffield bring to the Romanian market a typical British business
culture, and INDE and the Romanian-German MBA bring a French, respectively German
business culture.
This kind of culture is developed in the Romanian environment through several
components. There is in the first place a component related to the case studies used, and also
to the teaching methods. Then, the foreign professors bring a major cultural contribution,
due to the business environment to which they have been exposed. For instance, 30% of the
courses of the Romanian-Canadian MBA Program, hosted by Bucharest School of
Management are held by Canadian professors. In the third place, the academic standards at
the heart of the MBA program bring their own contribution to forming MBA students’
culture. Imposing of strict rules, dead-lines and high academic standards in assignments and
team projects forms the students in during the MBA to think in the terms of another culture
than their native one.
Another especially important component of the MBA culture, from a students’
point of view, at least in the North-American programs, is teamwork. As it has been shown
in section, they come from very different environments, but their common characteristic is
their managerial positions and the fact that they wish to advance their career. When they
enter an MBA program, they are assigned on teams, heterogeneous regarding their skills,
previous experience, business experience, sex and academic background. This pushes to the

73

74

Romania’s Integration in the European Union. Opportunities & Challenges

limit their capacity to work in teams, to integrate in an environment which they do not
control, and to support the success or failure of the team as a whole.
From the viewpoint of the professors teaching in an MBA, the MBA culture is shown
in the first place in their level of professionalism. The fact that they are carefully selected,
trained, and afterwards evaluated, puts its mark on the quality of their work. Moreover, there
are moments, during MBA courses, when professors can learn from students – the former, due
to their experience and skills, are not passive watchers, they are merely active participants to
the course. Not rare are the moments when spirits go high when students debate various
business issues.
Although the environment is very motivating from a professional development
viewpoint, even for the professors the pressure is high, and many of them decline teaching in
MBA after a while. For instance, in the Romanian-Canadian MBA Program, more than 60
Romanian professors have been trained in Canada. Out of these, currently only approximative
20 are still teaching in the Program. It is however beyond any doubt that those who are still
teaching, at least in the case of the Romanian-Canadian MBA, are au pair with their Canadian
counterparts within the same program.
In any MBA a fundamental role is held by the association of graduates, or the
Alumni Association. The graduates are the business card of any program, and their role is
extremely important in the development of any business school. The Alumni Association
has the role to promote the MBA Program in the business environment, to support the
Program they have graduated from both a financial and relationships point of view. The
graduates are practically the force that stands behind any big MBA from the local market.
Both the Romanian-Canadian MBA, as well as ASEBUSS, has more than 600 graduates
each, some of them with key positions in the business environment. The main differentiator
is given precisely by the large number of graduates, which 1) can appreciate another
graduate of the same program, 2) can offer a job to another graduate of the same program
and 3) can relate more easily with a member of the same Alumni Association.
Another important component of the MBA culture is given by the Advisory Board.
The mission of such an organism is to support the MBA Program in providing relevant
content, to lobby for the MBA Program and to support the students and graduates, and also
to support the philanthropic initiatives (Bucharest School of Management, 2005). The
members of the Advisory Board are usually personalities of the business environment, with
a high morale standing, and who can and wish to promote the School through their actions.
Outlook
The MBA market in Romania is still not mature. The big players from the world
MBA market are not directly present – they just recruit candidates from Romania for their
programs, without having a clear localization here. This phenomenon has been seen at the
World MBA Tour, organized in Bucharest in March 2007.
The local programs, on the other hand, feel the lack of a solid international
accreditation, as well as the lack (in some cases) of prepared and capable instructors for the
MBA level courses.
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Development outlook for the local MBA programs
There is a series of enabling factors for the development of the Romanian MBA
programs:
1. Specificity of the Romanian business environment, and as a consequence the
need that managers feel to prepare specifically for this type of environment.
2. Growth of the economy per total.
3. Maturing of the Romanian and foreign companies from the market, and as
consequence the increase of the degree in which these are inclined to invest in their
employees. A study made by PriceWaterhouseCoopers, quoted by Business Magazin
(Todoran, 2006) shows that MBAs are among the most popular long courses sponsored by
companies. In the last years one can observe an accentuated growth of the students whose
studies are sponsored totally or partially by their companies. Thus, in the RomanianCanadian MBA, approx. 90% of the students from the In-Action version have their studies
supported by their company. At ASEBUSS this represents the rule of thumb, the exception
being when students themselves support their studies (ASEBUSS, 2004).
4. Maturing of the partnerships between the MBA programs and companies. In
the USA, for example, or in Canada, the MBA programs have developed strategic
partnerships with companies, which send annually a certain number of candidates, support
the programs by sponsorships or by jobs for the graduates.
5. Integration of Romania into EU. This is a very important enabling factor for the
MBA programs from Romania. The MBA diploma given by a Romanian institution will
become a Europe-wide recognized MBA, and therefore world-wide recognized. This can
lead to a regional expansion of the Romanian MBA programs, same way as the programs
from Slovenia or Hungary, for instance, have expanded East in the years following their
integration into EU. This factor is, however, the most exposed to risk, due tot factors
presented in the
6. Threats for the local MBA programs section.
7. Development of the Alumni network. One of the main advantages of the MBA
programs in the local market is the Alumni network. In the conditions in which the main
buying criterion is, according to a study made by Dadalus Consulting in 2006, the
recommendation of a graduate from the same program, the fact that BSM or ASEBUSS
have more than 700 graduates represents a net advantage over any new entrant to the
market.
Threats for the local MBA programs
Along with maturing of the market, and with the stronger and stronger
globalization, the business schools from Romania will not have to face the internal
competitors alone. The companies will afford more and more to send their employees to
study in other countries of the European Union, especially for week-end MBA programs. As
a consequence, one of the main threats for the local business schools’ development is, on
one side, entrance to market of strong business schools, willing to invest considerable
amounts, and on the other side, competition from the European business schools (IEDC Bled
School of Management, 2007). This factor will not be visible immediately; only when the
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economic development will allow companies to sponsor on a large scale their employees to
participate in MBA programs with higher costs, the effects will be felt.
Another possible threat for the MBA programs is the lack of accreditations
according to international standards. One way or another, the Romanian MBA schools are
accredited through their partners, but do not have their own accreditation. This can impact
their long-term evolution, as the main programs in the market are functioning based on
commercial contracts with foreign partners.
The legislation in Romania represents another potential problem for the MBA
programs. Currently, the Romanian MBA programs issue a degree of Master, with the
specialization of MBA, but not a MBA degree as such. Regulating this aspect represents one
of the essential conditions for the organic growth of the Romanian business schools, by the
model of IEDC Bled School of Management, from Slovenia. Also, the legislation, when it
comes to higher education, does not promote rewards according to performance – and a top
MBA program can not function well unless the professors and the staff are paid also
according to their job performance.
Also, in the Threats category for the Romanian MBA programs can be also found
the possible future lack of specialized instructors, who can cumulatively fulfill the
conditions expressed in the
The profile of the professors in the Romanian MBA Programs section. As shown,
forming a MBA professor can last up to two years, and if the investment in forming new
professors stop, the effects will be only visible in a 3-4 years interval, and fixing of the
possible damages will last probably same as much.
Another possible problem is raised by identifying and motivating the Advisory
Board members – those who correspond as a profile are usually very important people, who,
although they want to get involved, not always can find the proper time to do it.
Conclusions
Although started in a hostile environment, being seen more like a threat than like an
opportunity, the MBA programs in Romania have had and continue to have a strong impact
on the managerial culture and on the educational process in Romania, from several
viewpoints:
- The educational standards in the institutions which host MBA programs have
been improved considerably, due to factors like:
o Professors teaching in MBA programs have transferred their knowledge and
teaching methods on the university activity;
o The standards and procedures have been taken by some universities from MBA
programs. For instance, the Academy of Economic Studies from Bucharest has adapted part
of its professors evaluation procedure from the same procedure used in the RomanianCanadian MBA program.
- The managerial culture, be it North-American, British of French, brought by
these programs, assures to the graduates both a common language with their foreign
business partners, and the necessary opening to perform in a global economy.
The MBA programs continue to have a challenge in:
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- Keeping a certain level of financial and managerial autonomy, which is very
important in the conditions in which most of the partners are coming from the private sector.
- Decrease of the number of MBA candidates, worldwide; this leads to fiercer
competition on the market.
- Although they are not a direct threat for the important programs, on the
educational market of Romania have emerged a series of masters programs which have
“MBA” in their name, and which have a price significantly lower than the MBA programs
well-known in the market. The challenge from this perspective is to reflect the price
difference in quality, standards, and resources.
- International accreditation.
The current conjuncture, of economic growth and of maturing market, can be only
beneficial to the MBA programs in Romania. However, with the increase of competition,
with the increase of the interest for Romania from the big business schools, and with the
globalization, the business schools in Romania can only bet on the quality of the didactic
process, on keeping high academic standards, and on the differentiation due to experience
(both educational and business) in a developing economy, atypical, such a Romania’s.
Notes
(1) Association of Masters of Business Administration
(2) The Association to Advance Collegiate Schools of Business
(3) European Foundation for Management Development
(4) British Accreditation Council
(5) British Computer Society
(6) Central and East European Management Development Association
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Abstract. A competitive market in services is essential in order to promote
economic growth and create jobs in the European Union. At present numerous barriers
within the internal market prevent providers, particularly small and medium-sized
enterprises (SMEs), from extending their operations beyond their national borders and from
taking full advantage of the internal market. This weakens the worldwide competitiveness of
European Union providers. A free market which compels the Member States to eliminate
restrictions on cross-border provision of services while at the same time increasing
transparency and information for consumers would give consumers wider choice and better
services at lower prices.
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I. Introduction
The unblocking of the market forces in the field of services is a key-element of the
Program of Lisbon, and it is a major preoccupation of the European Commission. The main
instrument for the realization of this objective was the project of the services directive
presented by the Commission on January 13th 2004. According to this, a greater fluidity of
the intern market of services would stimulate the productivity of the activities of the firms,
the economic growth and the labor force in a field that uses 70% of the European active
population, and would consolidate the competitivity of other sectors which resort to services
as intermediary inputs (Bénassy-Quéré et al., 2006, pp. 24-29); the gains of efficacy will
favor the innovative capacity on the entire European Union.
The European Parliament forwarded, in February 2006, amendments to the text
proposed by the Commission in January 2004; these amendments have suppressed the
controversial principle of the “country of origin” and they have excluded a certain number
of sectors from the sphere of applicability of the directive. Repeating the essential of those
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amendments, the second version of the directive was presented by the Commission in April
2006.
The services directive is founded on the articles 43 and 49 that aim “the free
performance of services within the Community”. But, in practice, these principles meet with
a great number of difficulties, as in 2002 The European Commission wrote dawn an
exhaustive list in which the main restrictions were as follows:
9 The existence of national monopoles, especially regarding certain postal
services.
9 The quantitative restriction that limits the number of foreign services
performers favorable to national operators through the angle of potential investments.
9 The obligations associated to the obtaining of the residentship have
repercussion both on the shareholders and on the staff engaged in certain settled professions.
9 The interdiction of providing certain services by the same enterprise may
hinder the sales in the countries in which such restrictions do not exist.
9 The favorable fiscal treatment may be reserved only to services that are
procured from local suppliers.
9 The differences between the fiscal regime of the enterprises and between the
accountancy rules may stimulate high costs imposed by the respecting of the regulations by
the foreign providers who operate at international scale, especially in the case of small and
medium enterprises.
9 The exception from the rule according to which the tax on added value is owed
to the country of establishing may complicate a lot the refunding of VAT for the suppliers of
international services, who will be disadvanced in comparison with the autochthonous
enterprises.
9 The rules regarding professional qualification, which require compulsory
certain diplomas, may have as consequence the restriction of the providers established
abroad if the equalization of the diplomas is not possible.
9 The national technical norms may disadvantage the potential foreign
investments. The telecommunications and the aerial transportation are the most affected by
these obstacles.
9 The economic criteria imposed by the authorities of the host country, through
which they assure that the demand is sufficient for permitting the economic viability of the
commercial presence, may represent obstacles for the entrance on the market that guarantee
the protection of local enterprises.
9 The application of the rule of the host country to the providers who are
original from another member state (for example, the necessity to create a local
infrastructure or to dispose of a local guarantee).
The services directive aims the application of the principles enunciated previously
in the assembly of the European Union, the jurisdiction having an essential role in spreading
this “liberty” at large scale. But the jurisdiction of the European Court presents a series of
deficiencies from the point of view of the regulation that manifests on three plans. From the
qualitative viewpoint, it is remarked the failure of the European Court to draw an acquis in
the matter and an asymmetry in imposing its decisions to the member states. The safety of
the regulation is threatened by the incertitude that hangs over the eloquence of the decisions
for situations with different circumstances, and the members holding back from giving their
agreement in those problems that concern the national sovereignty influence its legitimacy.
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II. Bolkestein Directive Controversys
In this context, the European Court focused its efforts of realizing the free
circulation of services in an ample project of Directive in this domain, first known as “The
Bolkestein Directive”, after the name of the ex-commissary responsible with the Internal
Market between 1999 and 2004.
The objective of the services directive is to realize a true internal market of services
by suppressing all the juridical and administrative obstacles that inhibit the development of
tertiary activities between the member states. The directive guarantees a greater juridical
security to the providers of services in exercising their fundamental rights (the liberty of
establishment and the liberty of performing services) guaranteed in the EC Convention.
The Commission’s initial proposal has caused ample disputes in the member states,
the polemics being determinate especially by the dispositions that refer to the free
circulation of the services which statues the practicability of the country of origin principle,
that is responsible in some peoples eyes for the spreading of the social dumping. In
accordance with the country of origin rule, the services providers would have been able to
offer their services in other member states than that of origin without being forced to submit
administrative and legal demands other than those imposed by the country of origin.
Although the principle of the country of origin is nothing else but a codification of
the principle of mutual recognition by the member states of their settlements in the absence
of a communitarian harmonization, it has been the reason for some ample discussions
caused by the following aspects:
9 the country of origin neglected its surveillance and control obligations in the
context in which the provider carries on very limited activities in its country of origin (ECB,
2006, p. 15);
9 emoluments of the labor force in conditions that are not in accordance with the
legislation of the country of destination for preventing the avalanche of workers who would
make more difficult the mission of the local authorities to control properly this situation;
9 the intensifying of the competition between the national systems of regulations
in the attempt to offer a competitive advantage to its own resortants.
Another controversial aspect was the control exerted on the enterprises
establishment in other member states. According to those who opposed to the directive, the
insufficiency of inspections stipulated through this document would permit to a firm to
establish it’s headquarter in a less social protected country in order to provide services
cheaper than those from the country of origin.
The low clarity of the text has caused animosities, for the exclusion of services of
general interest from the field of application of the directive had not been specified in the
initial proposal, the dispositions regarding the conditions of work being obscure (the write to
work and the collective conventions).
III. Final compromise on services directive
At a first look, the eurodeputies have substantially reshuffled the “Bolkestein
project”. The parliamentarians especially resorted to the abolishing of the principle of the
country of origin and they brought various modifications to the initial text in order to
prevent juridical conflicts with the regulation in force. Relying on this, the Commission
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adopted, on April 4th 2006, a modified proposal, which includes the quasi-totality of the
amendments voted by the parliamentarians.
The services directive in its new format hints the installation of service providers
in another member state and the transfronterian practice of their activities. It covers a large
fan of economic sectors, under its incidence entering only the services provided in exchange
of an economic counterpart. The text states clearly that the directive is not to be applied to
the services of general interest and it does not affect the right to work and the legislation
concerning the national security in the member states.
The directive stipulates an administrative simplification by setting up unique
offices in each country in order to provide information and to allow the carrying out of the
formalities necessary to the activity of the services providers. Their measures may be made
easier by the use of the electronic medium in order to improve the administrative procedure.
The consignees of the services may address, in an equal measure, to these unique points in
order to obtain the necessary information.
The state that has the obligation to respect the provider’s right to supply services
and to guarantee his free access to the activity of services, as well as the free exercising on
his territory may limit the exercising of those freedoms from reasons that depend on the
public order, the social security, the protection of the environment and of the public health,
but with the mention that those restrictions respect three criteria that result from the
jurisprudence of the European Court of Justice: the indiscrimination, the proportionality and
the transparency.
The principle of the country of origin was omitted when redacting the directive in
the advantage of the principle of free services providing, but not without a certain redaction
ambiguity that doesn’t always allow appreciating the point from which the law of the host
country may be applied. The principle of the country of origin, which is only an innovation
of a liberal European Commission, stays dissimulated and shall be applied in the virtue of
the article 49 of the CEE treaty. In exchange, the abusive use of the rule of the country of
origin gave birth of worries regarding the unfair competition. In order to limit this risk, the
national control procedures of the service enterprises have been consolidated and efforts
have been made to cooperate in order to materialize an electronic system, which allows the
efficient change of information between the member states. The capacity of control is the
key element of the mutual confidence principle that constitutes the basis of the principle of
the country of origin. Even if the directive does not mention this principle directly, it
becomes the first step towards the harmonization of the national rules and it stops being a
lever of the national interests (Garabiol-Furet, 2006, pp. 19-23).
The dimension of the directive’s applicability field represented the real challenge
of the debates, as it is known that it was never supposed to substitute the ensemble of sector
directives. In this way, the services of general interest are excluded from its field of interest;
the services aimed are health, private or public services, transportation, including harbors.
However, under the directive’s incidence are the services of general economic interest, as
well as the services of water distribution and purification, the postal and energetic services,
the transforming of wastes, while the social services that revels economic aspects of general
interest have been put on the list of exclusion. The agencies for periodical work and for
security are also excluded, as well as the service of audio-video, gambling, professions and
activities that participate at the exercise of the public authority, the fiscality.
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The services of general economic interest have been, in fact, the main challenge
of the negotiations. A certain number of states have sustained the extension of the aria of
application of the directive because the list of exclusions made by the Parliament has been
considered excessive. In this context, the Commission has reintroduced the juridical services
excluded in the sphere of action at the directive.
However, the list of services of general economic services that enter under the
incidence of the directive has been the nucleus of the negotiations. At the end of the lecture
by the European Parliament, these services did only benefit by dispositions referring to the
right to establishing and they were submitted to specific restrictions, which were supposed
to be protectionists. We are talking here about services with a strong lucrative character as
the supplying of water, of gas and of electricity. Despite the great pressure exerted in order
to eliminate these restrictions, they have however been maintained by the Commission. The
directive’s sphere of action stays limited in the virtue of exerting the mission of the public
services.
The directive also simplifies the regimes of authorization so that they do not act as
hidden protective barriers. Certain demands with discriminatory tint have been prohibited,
for example those regarding the nationality or the necessity of registering in the professional
registers of more member states.
IV. Economic effects of services directive
Surveys on economic effects of services’ directive can be summarized in three
remarks: a relatively limited number of studies, theoretical effects easily evaluated and a
difficult estimation of the real impact of services sector liberalization (Artus, 2006, pp. 1824). The first remark hints at the relatively limited number of studies because before the
initial proposal regarding services’ directive, from February 2004, the problem of opening
this sector was not one of the economists’ preoccupations and nowadays the researches in
this field remain rather limited. The low interest is due to the fact that the liberalization of
services was considered as a mild extension of the effects noticed after 1992, after the
spread of the goods’ free exchange.
Theoretically the effects of liberalization of services’ exchange are clearly
evaluated. Opening markets determines benefits due to the focuses of the countries related to
their comparative advantage. The potential of these benefits is revealed through prices
differences inside European Union. The advantages come also as a consequence of the
producer surplus increase which has the comparative advantage (he takes advantage of his
access to a large market) and a consumer surplus increase (he takes advantage of the price
decrease). Otherwise, opening services market can improve productivity through scale
economy or removing the less productive enterprises from the market. All these aspects
lead to an acceleration of the economic growth potential.
The third remark refers to the real impact of researches on services’ liberalization,
which are less numerous but unanimous in regards to the real effect. Thus, the empirical
researches of OECD confirms that the opening of services’ market could have important
positive economic results and could generate earnings equal to the ones that followed goods’
free exchange.
From this perspective of its large usability, the directive can generate consistent
benefits from the number of workplaces and welfare point of view. The European
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Commission estimates that the EU gross domestic product will increase from 3% to 6% as a
consequence of applying this directive, estimating a 600,000 working places to be created
and a reduction of services fees with 7% (Artus, 2006, pp. 18-24).
The fragmentized and diffuse character of the impediments of goods’ free
exchange makes very difficult to quantify its effects. According to the Commission, creating
an unique functional market of services could generate benefits equal to the ones estimated
after applying The Programme of Unique Market on goods (an increase of 1,8% from gross
domestic product and 2,5 billion of working places) (Jervelund, 2005, p. 125). At the same
extreme, a careful estimation of Copenhagen Economics (2005) made public the increase of
benefits like welfare and working places with 0.3% and 0.7%. Yet the numbers given by
Copenhagen Economics take into account only the statistical effects – even though the
advantages of an increasing competition are rather dynamical and could underestimate the
advantages.
Another study undertaken in Netherlands by Planbureau Central (CPB) suggests
that the emplacement of the Bolkestein directive would increase the number of bilateral
exchanges of services from 15% to 35%, as well as gross domestic product of EU from 1%
to 3% (Artus, 2006, pp. 18-24). CPB was tempted to estimate the effects from individual
country perspective, so that the biggest earnings would have been for Denmark (an increase
of exchanges with over 31%), Germany, Austria, Greece, Italy, Ireland (10-20%) and France
(less then 10%). This situation could be explained by the structure of exchanges. The
countries engaged in exchanges with partners that have the same level of services free
exchange obstacles had less important effects.
Besides the efficiency advantages – especially the decrease of prices and increasing
competition – estimated to occur after emplacement of the directive, the liberalization of
services can also have important redistributive effects (Schwellnuss, 2006). These are the
object of the criticism around the directive. In fact, the opponents are afraid of the salary and
workplaces losses in comparatively disadvantaged services.
V. Measures for applying the services directive
Shaping the measures that come with the directive emplacement makes necessary
to study the nature and aspects of opposition. On economic level the antagonism developed
on sectorial bases. The opponents were either less qualified workers or highly qualified
work force. Another important aspect regards their geographical origin.
The services directive raised reactions, especially in Western Europe, but they
weren’t unanimous: certain countries pleaded in favor of the directive (United Kingdom,
Ireland), others were strongly against it (Germany, France). This difference of reactions
comes from the countries various inter-sectorial mobility (for example, employment costs
are a real barrier on this mobility). In France or Germany, where the working force market is
less flexible then in the Anglo-Saxon countries, this mobility has a very low rate.
There are two kinds of measurements associated to services directive emplacement:
on one side the measures that are in favor of the political adoption of the directive with no
limit to efficiency, and on the other side the measures that sacrifice some of the benefits
(Schwellnuss, 2006). In the first category we have the measures that refer to the increase of
inter-sectorial mobility with the shape of programmes for professional forming and
indemnity.
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Another category of measures are those referring to sacrifying some of the benefits.
In this area are included all derogations and dispensations already taken into account or the
ones to come that hint some quality, security, environmental norms or the politically
sensitive sectors. Having the purpose of limiting efficiency losses, these measures should be
adopted only on short term so that the sectors will have time to adjust or for permanent
measures there is a need for a periodical checking system that will justify their existence.
V. Quantifying the effects for Romania
Regarding Romania, the services’ directive will allow Romanian citizens to work
in any other EU country, after it’s emplacement – two years from now on at latest. Free
circulation of services on the internal market will facilitate, for local workers, the
establishment of professional activities inside EU area by eliminating discriminatory
bureaucratic restrictions and giving the possibility to obtain information that will ensure an
efficient functionality. There is no more need to prove their steady residence inside the
country they will work temporary but they will have to comply with the working laws and
social legislation of the country he works in. The employees sent by their employer to work
on temporary basis in foreign countries will have the same rights as their local counterpart
(security rights, working hygiene, working hours and conditions, minimum wage). National
suppliers will no longer have to create their own infrastructure on the host country territory
nor to register on any professional system. More then that they gave up the idea of
contractual engagements between supplier and consumer.
Romanian entrepreneurs believe that the new law will make easier the access of
Romanian software and services companies on European unique market. The directive is
taken as a transition period profitable for Romanian companies, being able to minimalise the
impact of EU integration. It is all about a larger market and the possibility to our presence
on European level. Another effect of directive’s emplacement could be the focus of local
companies shifting towards an increasing quality of products.
No matter which form will be approved, the services’ directive will be a new recess
of opportunities for Romania. Extremely weak on services „chapter”, Romanian economic
structure has a huge development potential by its own market’s ability of absorption, where
can be a large place for operators from other member states. The unemployed work force
resulted from the restructuring process (especially in agriculture, which absorbs now the
most inefficient segment of the active population) will find its value on an open market,
leading to increasing of profitableness of the economic processes and in the end increase of
Romanians’ welfare.
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Abstract. European approaches to Quality Management are structured in a
choerent assembly which comprises competitivity improvement actions mainly directed by
European Commission. Quality, as a concept, is included and widely analysed in
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1. Introduction
European approaches to Quality Management (without referring to an opposite
model to the American or Japanese ones) is found to the communitarian forums concerns of
the oriented in the direction of the development and consolidation of the technical
infrastructure of quality and the accomplishment to one of the industrial and economical
initiatives like benchmarking, quality prizes, auto-evaluation. The goal of all these
approaches and actions is to assure the coherence, the direction and the sense necessary to a
European level for various initiatives that are set up at a local, national and communitarian
level, looking for optimizing the expected results.
At the root of the quality approach at a pan-european level is the objective of the
single market creation and the free circulation of commodities, possible only by creating
some common characteristics that assure the interconnection and that lightens a real
competition. This initiative was stated by the directives(1) for technical alignment, especially
by the 1985 decision of the Council of the European Union (the Council of the Ministers)
about passing “the New Approach” that wants to reduce the communitarian legislation.
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According to this decision, the legislation considers only the essential requirements and,
after that, detailed specifications will be mentioned by the standardization organisms in
standards elaborated for the firms. Both “the Old Approach” and “the New Approach”
reprezent a suitable instrument for accomplishing this principle, by creating the necessary
conditions for the mutual evaluation of conformity.
The European approaches to Quality Management are materialized by some
fundamentals actions, like The European Award for Quality, Benchmarking, the European
Week of Quality and the European System of Certifying Quality Professionals.
2. The European Award for Quality
One of the means of the answer to the challenges of the environment, in which
quality becomes an essential element, is the European Foundation for Quality Management
(EFQM) approach. This foundation was founded in 1988 at the initiative of top European
companies (as Volkswagen, British Telecom or Phillips). The approached quality model of
this foundation can be used both as an auto-evaluation instrument at all levels of an
organization and as an audit reference for candidacy to the European Award for Quality. In
1999, EFQM Model was reviewed and became the European Model for Excellence, but the
principles remained the same. According to the Foundation principles, Quality Management
must focus on all the activities, at all levels and it must represent a continuous improving
performance process. The essence of this approached model is that performance must satisfy
the expectations, the demands and the needs of all the partners interested in the good course
of the organization: shareholders, employees, suppliers, banks, the local community, the
government, etc. This description of Quality Management is related directly to Total Quality
Management and to the Excellence of the Organization.
The European Model for Excellence has some similarities with the Malcolm
Baldridge American Award for Quality(2), as well as with the Deming Japanese Award for
Quality. The Baldridge Award was introduced with the Improving Quality Law an it stated
by a very detailed plan with criteria and procedures to be used in order to appreciate the
quality of an organization. This prize has seven evaluation dimensions named the Seven
Piles, while the European Award for Excellence has nine evaluation dimensions. Criteria for
Baldridge are reviewed annually.
In EFQM Model has been stated since its beginning in 1993 an annual reviewing
procedure. According to this procedure, in 1997 the Initiative Group was founded for the
purpose of proposing a better version of the model. The first step was to collect a large
amount of suggestions for improvement and to analyze them using the Concept Map. At the
second step, the model was tested and analyzed by over 500 European users. The final
improved configuration was named the European Model for Excellence, exposed in the
spring of the year 1999, with the occasion of the Geneva meeting EFQM representatives,
and was accepted as an approach for the next years. Comparing it with the old 1997 model,
the 1999 one has some modifications, as: while the number of considered criteria, the base
structure and the fundamental concepts remained the same, the meaning of the 32 subcriteria is changed in the new model, saying a more powerful focalization on performance,
results, clients and partners.
The European Model for Excellence is a generic model of quality management,
which can be used in any kind of organizations, despite of its domain, size, structure or
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maturity. The essence of the approach is the model with nine dimensions, called criteria,
like: leadership(3), people, policy and strategy, partnerships and resources, processes, people
results, customer results, society results and key performance results. The nine criteria are
classified in Enablers and Results. The criteria from the Enablers category refer to the way
the organization gained its performances, using particular approaches, and involves
processes, structure and resources dimensions. The Results criteria refer to aspects regarding
performance, in a large approach. The Model starts with the premise that Enablers are
directly connected with Results. In figure no.1, percents between brackets indicate every
criteria share and are used for evaluating candidacies for the European Award for Quality.
The most important Enablers are considered processes and leadership, while the most
important Results are customer results and key performance results.
The Model isn’t based on any particular definition of quality and it isn’t mandatory.
Judging by this model, it can be accepted the following definition of quality: customers,
people and social results can be gained by the way strategy and people policy, partnerships
and resources are managed, achieving key performance results. Every criteria of the model
is divided in sub-criteria, the model totalizing 32 sub-criteria. The Enablers are divided in
24 sub criteria used for appreciating the approach, growth and evaluation of the system.
Results criteria are divided in eight sub-criteria, which determine real appreciations
based on data and facts, offering the possibility of comparison with other organizations. The
appreciation of every sub criteria is made using 172 areas to address and measurement.
Using these areas enables sub-criteria a plus of comparison and accuracy. An overall vision
of the connections between the two categories mentioned is introduced in table 1.

People
9%

People results
9%

Policy and strategy
8%

Customer results
20%

Partenerships and
Society results
resources
8%
Innovation and Learning
8%

Key performance results
20%

Results (50%)

Processes
14%

Leadeship
10%

Enablers (50%)

Figure 1. The European Model for Excellence
The European Approach to Excellence is applied at the organizations level in three
means: it represents the base for quality management to an organization; it is an instrument
of self-evaluation; it is used for awarding the national and the European prize for quality
using the evaluation of the criteria.
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Criteria
1.
2.
3.
4.
5.
6.
7.
8.
9.
Total

Leadership
People
Policy and strategy
Partnerships and resources
Processes
People results
Customer results
Society results
Key performance results

Sub-criteria
4
5
5
5
5
2
2
2
2
32

Table 1*
Areas to adress and
measurements
24
28
30
33
29
8
5
8
8
172

* Overall look on the sub-criteria and the areas to address and measurement
Many firms, institutions or organizations chose the European Model for Excellence
as reference for evaluating the quality policy. In most cases, the general manager, the
president, the top management or the Direction Committee take the decision of using The
European Approach to Excellence as a result of an investigation and documentation process
or due to the fact they carry out their activity in a very competitive environment. The next
stage is, in many of the cases, a large program for training the employees, which facilitates
the comprehension and assuming the specific mentality. We can now align the quality policy
and the improvement projects at the nine criteria of the model, simultaneous with
performing the comparative analyses (benchmarking) and evaluating.
The European Model for Excellence is applied in self-evaluation purposes too,
which frequently represent a valuable instrument of improvement. There are six methods of
self-evaluation, developed with the help internal or external consultant, which prepares and
realizes the self-evaluation together with the executives. The nine criteria and evaluation
system are used as an instrument to identify the strengths and weaknesses of the
organizations quality management.
The European Excellence Model can represent the starting point for the
organizations efforts, with a mature system of quality management, to candidate for the
national and European prizes for quality. In this case, a team of managers or skilled
consultants in quality area collect the information and draw up a report which is accepted
and evaluated by the EFQM’s assessors. If the report gains over 500 points, the organization
will be visited for another evaluation. If, after the visit, the assessors evaluate the
organization at over 550 points, the organization will be one of the finalists, and at over 620
points, the candidate is one of the winners of the Award. The European Award for
Excellence Jury will choose the best of the winners of the prize for awarding the European
Trophy for Excellence. The Trophy is awarded on different categories for large enterprises
and for medium and small sized enterprises. In 2006, the winners of the Trophy were: BMW
Group Chassis and Driveline Systems Production, Grundfos A/S and TNT Express, St
Mary’s College for public area organizations. At the category of small and medium sized
enterprises, the Trophy wasn’t awarded.
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3. Benchmarking
Together with the European Award for Quality, benchmarking is an important
instrument for spreading the best management practices so that the producers of goods and
services can benefit from the best experience. Access to this kind of approach for improving
quality is possible, at the organization’s levels, through the initiatives and the benchmarking
program.
Besides the initiatives of the European Commission for support in using
benchmarking, in some fields and specific projects, there are initiatives from some of the
member states. Therefore, in Sweden and in Italy we can find benchmarking networks.
Great Britain is one of the top European states in this field of initiatives, with programs like:
PROBE (of the British Industrial Confederation), ASSESS (of The British Foundation for
Quality), the SMMT/Bywatter partnership and as well the one of some industrial British
associations or of the Management School in Cranfield. Another initiative belongs to the
Commerce and Industry Department in the British Government, also called National
Scheme for Benchmarking, in which the above mentioned organizations play the role of
partners for facilitating data spreading at a national level and identifying the best practice.
By the Global Benchmarking Network model, which has as main objective and
facilitates sharing the best approaches, its European members created The European Best
Practice Benchmarking Award.
For the multitude of technologies and processes involved in producing goods,
promotion becomes difficult in appropriate and useful conditions of management
techniques. In these conditions, creation of cooperation networks between enterprises in the
best practice field could be a very useful solution for the accomplishment of an European
production model as a method for consolidating the European economy and for insuring it’s
competitively on the global market.
4. European week for quality
One of the most important means of improving quality is the notification and
sensitization campaigns of the public regarding the social importance of the concept and
building a national European mentality.
This kind of action takes place in the whole world with the occasion of Global
Quality Day, which is held in the second Thursday of November, together with every
national quality day in every country. In some countries, there is a quality week or even a
quality month. At the initiative of the European Commission, the European Foundation for
Quality Management and the European Organization for Quality (EOQ) collaborated for the
purpose of the national initiatives in being at the European correlation level so that they have
coherence and reflect the dimension and communitarian objectives.
The first European week of quality was organized between 6 and 10 of November
1995, within which took place events in all the member states under the motto Quality in
Europe – The Road towards Excellence. Because of the success of the first edition, which
was considered a test-project, the European Week of Quality continued to be organized
within the European framework, approaching specific European themes.
The European Week of Quality was celebrated in Romania, too, even from the first
edition and the Global Quality Day is stated from 1990. Now, the event, organized under the
shield of the European Union, is called the European Week, with the signification of much
wider themes taken under consideration. Between 2005 and 2006, within the event
framework, it was paid a special attention to health management and labor security,
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regarding the communitarian strategy in this field, passed under the name of Welfare to
work, defined as the physical, moral or social state, which expresses much more than
decreasing the number of work accidents and professional illnesses. The concept of Welfare
at work is correlated with the concept of quality growth at work. Obviously, health and
security are key elements in terms of work quality and they represent one of the work
quality indicators recently chosen by the European Union.
5. European system for certifying the quality experts
Proceeding for educational and training programs is one of the most important
methods used for a coherent approach to quality at European Union’s level, using similar
approaches in quality management, and it answers properly to the more and more demands
of enterprises and institutions to hire adequate educated and with an European vision
engineers and managers. Organizing these programs isn’t the European Commission’s
responsibility, even though they proceed under its guidance; Commissions involvement has
the purpose to encourage these institutions and organization that have the competence
necessary to create a clear, opened and credible European system for certifying the quality
professionals.
European Organization for Quality had an important contribution in this system by
creating, in 1994, the Harmonized Scheme for Certifying and Registering Quality
Professionals. According to this scheme, passed by a lot of organizations in Romania since
1995, at beginning of 2001 existed nine categories of specializations: EOQ – Quality
Professional, EOQ – Quality Systems Manager, EOQ – Quality Auditor, EOQ –
Environmental Systems Manager, EOQ – Environmental Auditor, EOQ – TQM Leader,
EOQ – TQM Assessor, EOQ – Health and Safety Systems Manager, EOQ – Health and
Safety Systems Auditor.
Starting with 2002, the Romanian Professions Classification (COR – Clasificarea
Ocupaţiilor din România) includes the root group 2423 called Standardization, audit and
conformity evaluation professionals, which contains the following professions:
242301 Quality professional
242302 Quality system manager
242303 Quality auditor
242304 Environmental systems manager
242305 Environmental auditor
242306 Standardization expert/professional
242307 Quality analyst
242308 Metrological measurements analyst
242309 Materials survey analyst
242310 Quality system consultant
242311 Environmental monitor
242312 Ecological conformation inspector
242313 Standardization assistant.
6. Conclusions
Quality approach as a major concern for European forums is an immediately
consequence of the fact that global markets need global strategies. Lightening the access of
the whole European economy and using the appropriate quality instruments, progress and
growth are possible within the global framework by increasing competitively. Furthermore,
some researches made at the request of the European Commission regarding the effects of
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quality system on economical performances of enterprises, stating that applying quality
management strategies involves improvements to enterprises performances (by reducing the
defects rate, the reject rate and the unconformity rate) and to processes performances.
Besides the reduced costs and profitability growth benefits, the turnover of the enterprises
that implemented a quality management system raised on the average of 6%, according to
other studies as well.
Approaching and implementing the strategies regarding quality represents,
essentially, the enterprises responsibility. Public authorities, at any level, by their initiatives,
assure the legal, politic and macro-economical framework, favorable for economical
developing in competitive conditions. The increase of these concerns, especially in the last
years and with special regards to quality management, is notable by introducing the aspects
referring to quality to other Union’s policies too (industrial policies, environmental policy,
social policy, regional policies, structural policies), assuring a trans-sectorial coherence and
a adequate integration of the applied measures in these fields.
Organizations quality system certification represents only a first stage within the
efforts on increasing competitivity, but it cannot be sufficient criteria for economical
survival. This statement seems to be obvious if the European Business Excellence Award
compared with the requirements of the quality system. It can be noted that while the
European Business Excellence Award criteria refers to all the managerial aspects of an
organization in a very comprehensible manner, the EN ISO 9001:2000 standard
requirements superposes only in a small measure with these criteria, because of different
objectives. While ISO standards and Malcolm Baldridge model refer to products and
services quality, the European approach targets the quality of the organizations oriented in
customers satisfaction and continuous improvement by involving all the personnel. This
state of spirit is created both at the enterprise level by accepting the European Excellence
Model and searching the best practice and at the social level with communication processes
and creation of a specific European mentality, together with the uniform approach to
standardization and professional regulations in the domain.
Notes
(1)

Directives are over-states regulations, specific for the European Union. Their importance
is their mandatory character for the member states, transposing over the national law.
(2)
Malcolm Baldridge National Quality Award, 2007 Criteria for Performance Excellence.
Gaithensburg: NIST, 2007.
(3)
This criteria is defined by a term without adequate equivalent. In Romanian language, it is
referred to the mean in which all managers of an enterprise initiate, support and assures the
promotion of the TQM culture (Total Quality Management). LEADERSHIP term refers both
the capabilities of a leader and the organization’s management.
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Abstract. The process of accounting normalization can be defined as being the
process of regulations of the accounting and to issue the norms which organize the accounting
practice of a state.
Harmonisation represents an institutional process whose target is assurance of the
divergence of the norms and national accounting practices and in which it is showed the
facilitation of the comparison of the financial situations produced by the enterprises from
different countries.
In Romania the state plays the main role – being helped by the Ministry of Public
Finance to elaborate and use the norms which organize the accounting practice.
Key words: accounting normalization; omogenuous information; international
standards; financial situations.
REL Classification: 14I, 20H

The accounting literature and the accounting practice define the accounting
normalisation as being the process of stating the accounting and releasing the rules which
organize the accounting practice in the financial system of a country.
The process of normalisation of accounting must get on behalf of the public governing
some information about the activity spent in each plant, to compare it in time and space.
In this respect professor Bernard Colasse shows that the international accounting
“harmonisation represents an institutional process whose target is assurance of the divergence
of the norms and national accounting practices and in which is showed the facilitation of the
comparison of the financial situations produced by the enterprises from different countries”.
(Colasse, 2000, p. 757)
Globally they tried a balance of the way of organizing and ruling the management of
the accounting in various countries so that to achieve the next purposes:
a) improving the organization and the accounting management in various country;
b) a better understanding of the acounting information ant it’s control;
c) comparison the accounting information in time and space.
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That’s why, to coordinate the activity of balancing the book keeping, in 1973, it was
set out in London, The International Accounting Standards Committee IASC), having the board
in London, which tries to acchieve the following goals:
1. writing and publishing the accounting rules which must be respected when writing
the financial reports, as well as their using throughout the world;
2. supervising the balance of the procedures of writing the book keeping.
The normaisation of the accounting is asked, mainly, by the important international
investors, which wish to compare using equivalent criteria, the oportunity to send the capital in
different countruies.
Following ahead the history of IASC, in 1987 it was initiated the process of revising
the standards, which set the rule to cut down the numbers of the allowed choices. The process
ended in 1993, when they adopted ten revised standards.
Due to the requests camed from the International Organization (IOSCO), The
Committee for International Book Keeping Standards (IASC) founded in 1995 a tehnical
committee which established the necessity of a set 40 rules of essential standards which were
promoted globally.
This process was accelerated during 1997-1998 by the Asian crises, when the flood
investors realized the lack of honesty of the national accounting systems from some countries,
which allowed the manipulation at hand of the anually accounts of some societies in the asiatic
stock. This lead to an imposibility of detecting rapidly the fincncial difficulties which
characterized the Asiatic companies and retreating of the flood in an organized way. Due to a
shortage of credible accounting systems, the foreign investors were forced to apeal for a
performant accounting system, which turned out to be that promoted by IASC.
Investors and financial analists must understand the financial situations of the foreign
companies, whose shares they’d like to buy.
They’d also like to compare the financial situations of some companies placed in
different countries and to assure that the information are important and certificated by auditing.
Companies which wish to enter some national cash flow markets will be obliged to
elaborate financial situations which must be accordingly to the book keeping practices from
that country.
The process of updating the accounting systems used throughout the world evolved so
much that in 2000 IASC changed its structure and status, adapting the model FASB (an
American Orgamism which set the accounting rules), transforming it into IASB.
The incapacity of the national accounting systems to produce an accounting
information at the highest standards, which were asked by the foreign investors, forced the
adopting of by most of the conutries of the international referential accopunting, as a system of
draftinh the The financial situation for the companies which are listed on the flood market.
The correspondence of the Romanian accounting system with the international
accounting rules asked various and big renowing activities and normalisation of the accounting.
In Romania, the main objectives of the normalisation programme are:
1. The Assurance of the conformity with the international accounting standards, with
the annual accounts structure, of the financial reports and of the yearly report.
2. The implementation of some new accounting principles such as:
• Principle of the dominance of economics towards justice.
• Principle of separate evaluation of the activ and pasiv elements, to respect the
requirement of a true image.
• Elaborating professional guides to aply accordingly the programme of developing
of the accounting system.
• Implementing step by step of the accounting norms, integrated with the 4th and the
7th Directive of the European Economics Community and with the International Accounting
Standards, according to the regulations imposed by the developing of the stock market.
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Presently there are two main conceptions for the accounting normalisation:
1st , accordigly to which the normalisation in accounting is realized with a law
mechanism or other government norms, or the Ministry of Public Finance or other institutions.
2nd , accordigly to which the normalisation is realized by the institutions of the liberal
accounting profession. In this situation, expert accountants, authorized accountants and othe
professionists in the field of book keeping, organized in professional associations, elaborate and
impose a series of principles and accounting conventions which has the role to guide the
activity in book keeping.
In Romania the 1st conception is used. According to that, the government has, being
helped by the Ministry of Public Finance, the main role in building and using the regulations
which organize the accounting practice. In this situation, the main characteristic is the existance
of an accounting law, together with a general account plan, respecting to some using norms.
The Accounting Law nr. 82/1991 reformed the actual accounting system in our
country, taking into account the 4th Directive of CEE, about the annual financial situations
written by commercial companies. According to this law, The Accounting Legislation General
Direction from the Public Financial Minister elaborated the Regulation about the using of the
Accounting Law, of the metodological norms necessary at the accounts utilization, of the types
of the accounting books and of the synthesis financial situations, of the draft and using rules.
The efforts in the field of perfecting the accounting came to an end in the Accounting
Developing Programme in Romania, issued in 1997, whose main purpuse is the compatibility
with the International Accouting Standards released by IASC.
Professor N. Feleagă chose “ the defining of an accounting system in which must to be
take into account the environment accordingly to the European context and, implicitly, to the
accounting international norms”. (Feleagă, 2000, p. 254)
A first step in the process of the compatibility was accomplished by the large
companies listed in the Stock Exchange, companies and national societies which used the rules
OMFP nr. 94/2001, respecting the CEE Directives and the International Accounting Standards.
The second step in the process of compatibility asked for the goinf on with the micro
enterprises and small ann large enterprises, which starting with 1st January 2003 used the new
regulations OMFP no. 306/ 2003.
According to these regulations, the correspondence was achieved at two levels:
1. European level, for small and large enterprises, at which the correspondence is
relied on the following CEE Directives: 4th, 7th and 8th.
2. at international level, when speaking about large and huge enterprises, when the
correspondence is relied on IAS/IFRS.
The third step marks a progress in correpspondence of the Romanian accounting,
which relied on the OMFP no. 175/2005, whose regulations started to be legal from the 1st of
January 2006 (the OMFP regulations no. 94/2001, no. 306/2002 were abrogate.
The actual norms show the format and the content of the Yearly Financial Situations,
the accounting principles and the rules of evaluation as well as the drafting rules, aproving,
auditing and issuing of the Yearly Financial Stituations.
These rules are used by the following categories of juridic persons:
a) Commercial Societies/Companies
- general partnership companies
- general/ordinary companies
- partnership limited by shares
- SRL companies
b) National Societies/Companies
c) The autonomous societies
d) National Development and Research Institutes
e) Cooperative Societies
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f) Subunits without juridic personality with the connection abroad, which belong to
the persons seen at the lit. a)-e), with the place in Romania, as well as the permanent residence
in Romania which belog to juridic persons with the place abroad, respecting the present
regulations.
The accounting takes place in Romanian language and the national currency. The
operations effected in international currency are recorded in book keeping both in national and
international currency.
To have an internal way of getting information, the entities can choose to draw the
yearly financial situations in a different currency.
The exchange rate used to convert into national currency of the yearly national
situations, drawn in another currency, is the exchange rate announced by the National Bank of
Romania, valid for the deadline of the balance sheet. This rate is presented in explained papers.
Accordingly to the OMFP provisions no. 1752/2005, starting with the 1st of January
2007, the entities which at the date of the balance sheet exceed the limits of two of the
following volume criteria:
Total assets: 3.650.00 Euro
Gross turnover: 7.300.000 Euro
- medium number of workers during the financial year: 50 work out annual return
which consist in:
- balance sheet;
- profit and loss account;
- situation of the change of the capital;
- situation of the own treasury cash flow;
- narration notes at the yearly balance sheets.
Annual returns of these entities are audited, accordingly to the law, by authorized
auditors.
The entities, which at the date of the balance sheet don’t respect the limits of two of
the size criteria, mentioned previously, elaborate annual returns simplified which contain:
- short balance sheet;
- profit and loss account;
- narration notes at the simplified annual returns;
They can also optionaly elaborate the other two situations.
The annual simplified returns are certified, accordingly to the law, by censors elected
by the annual general meeting.
The process of accounting normalization can be defined as being the process of
regulations of the accounting and to issue the norms which organize the accounting practice of
a state.
In Romania the state plays the main role – being helped by the Ministry of Public
Finance to elaborate and use the norms which organize the accounting practice.
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Abstract. Today Romania is member of European Union, having terrible challenges
inside this European Institution. Conveniences are not waiting to rise. In spite all of this, we
still have strong lack of balance, witch affects our European Union member quality. Along
with the managerial and political altercation, as an element of European equilibrium
disturbance, we can observe the presence and extension of the Romanian fraud. In this
context, it is required fiscal pressure analysis in connection with property and
individualism, as main characteristics of actual market economy.
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“The avoidance of taxes is the only intellectual ambition behind
you can fell rewarded.”
J. M. Keynes
“United State” of Europe and the challenges of the moment
Motto
„Will be one day when France, Russia, Italy, England, Germany,
all continent nations, withought loosing distinct qualities and
glorious indivauality, will become only one superior Unite and
will form european fraternity.”-„European United States”.
Victor Hugo
European Union is the third world government entity as dimenssion. It’s 455 million
people are spred on half of United States of America teritory. In the next few years the union
citizens will ratify a Constitution, promising solemn their lifes and fortunes tying their personal
and community destiny with the political success of the European Union.
The scientists sustain that Europe has a common cultural inheritance, having as main
argument its roman-greek roots, Christianity and the Enlightenment of XIII-th century. From
their perspective, Europe is a way of seeing things, which came from a common past and
destiny. Till now it wasn’t possible such an entity as European Union. The legislative frame is
available for all its 27 members. Euro currency is used by many of Union members. It

100

Romania’s Integration in the European Union. Opportunities & Challenges

regulates the commerce and exchanges and also coordinate energy, tansports, communications and
education. Union’s citizens are traveling free having common passport. It has a personal
Parliament and a Court of Justice, whose institution decisions are binding for Member States and
their citinzens. It has a president and an army force. European Union has a lot of main
characteristics of a state, although it can not impose taxes on its citenzens (Rifkin, 2006, p. 166).
In order to talk about taxes, we must know, forst of all, the individual as a pasive side
and the state as an active component, in this one-direction process. For those reasons I suggest
two relevant aspects to be analyzed: individual vs. individualism and private property vs. public
property.
Why fiscal pressure arouses in us property feeling?
After 1990, Romanian fiscal system was characterized by scarce financial resources
and a big demand of public funds. From previous experience, state authority used the easiest
way of getting resources which is raising taxation. This attitude persisted for years, without
taking into account the fiscal pressure generated, a side effect. In 2007, when Romania joined
to European Union, our fiscal system has to be conducted on positive influence of the tax
payer, and the fundamental aim must be the increase of the acceptance level for taxes (Pătroi,
2007, p. 79).
Fiscal pressure is considered by the specialists as the strongest cause for having and
developing the underground economy, since the Enlightenment. In a study presented at the
conference named “Underground economy impact”, organized by Fraser Institute from
Vancouver, April 1994, Peter Spiro used Canada’s example to show the impact of the rising
taxes and introduction of other new ones on tax payer mind (Spiro, 1997). So that, after
introducing the tax for goods and services in 1991 (GST- Goods and Services Tax), the
underground economy has rise at the middle of 1992 with 0,8% and 2% an the end of 1993,
summing 14 billion Canadian dollars of national income that was not under tax cut. This tax
became the most unpopular tax imposed by the Canadian Government in time of peace. The
periodicals were full of titles such as: “Arguments for a revolution against GST”; “Two parts
from three of the Canadian people are against the tax”; “Crashed by taxes during campaigns
simple get away”; “How much can Canada handle this”, etc. Psychological studies on tax payer
behavior revealed a strong increase of fiscal evasion, only if tax payer considers the tax is
dishonest. If the citizenry admits that the tax is due to a free agreement and not an arbitrary
decree, the conscience will follow him to pay state fees. This kind of behavior for which most
of us are pleading is a truth known for a long time, so that Adam Smith, in his paper “Wealth
of nations”, was writing: “those corrupt Governs where exists at least one general suspicion
with an useless expenditure or an un-proper usage of the public income, laws are not totally
honored”.
Relevant with taxing system from one country is the theory of Laffer curve, according
which tax rate will produce the reduction of the income collected by state budget (Covaci,
2006, p. 520). The economic theory comes to complete Arthur Laffer theory which consists in
the following: a tax rate higher than optimal level of taxation has a bad effect on the investors
and employees. This theory is followed by a decrease of production, of the number of tax
payers, and certainly of the budget incomes from taxes. After Laffer curve, our country taxation
system has a behavior which seems to be typical. Ronald Reagan mentioned that “the
economist is the person that discovers something that works in practice and is wondering if it
will function in theory. So, why when we confront with something that is function in practical
and in theory, most of us is tended to refuse believing”. Laffer curve shows that a govern may
increase tax rate till to the maximum of the curve, and this level of imposing assures the
maximum level of gathering. Seeming paradoxical, the income obtained from taxing may rise
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when the rate of taxation is dropped. The reasoning is the following: if the tax rate is 0% the
Government collects 0 lei, and if the tax rate is 100%, people has no gain and in this case the
Government gains zero lei. The maximum point of the curve makes this problem uncertain.
Laffer theory was completed by Gutmann, which shows that a perception of rising taxation by
the state determines the people to have tax dodger behavior, although the effects are not present
in that moment (Gutmann, 1979).
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Figure 1. Laffer curve

where:
T = budget incomes from taxation;
t = taxation rate;
xt = optimal level of taxation rate, when the budget incomes are maximum.
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Figure 2. Gutmann curve
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where:
T = budget incomes from taxation;
t = taxation rate;
xt = optimal level of taxation rate, when the budget incomes are less than
maximum.
yt = optimal level of taxation rate, when the budget incomes are maximum.
The Laffer-Gutmann theory is very ambitious for explaning tax dodger behaviour
of the people, but it can not give the complete explanation because this phenomenon is
mainly of social nature not only economic one, with strong psihological implications. The
economical literature has fulfill the solution with this explanation: ”is human nature to save
and to avoid as much as possible the yielding parts of its income” or “humans are all the
time adversary reaction with authority, which tries to cheat” or “individualism is a human
being characteristic more powerful then collectivism”, an so the question that comes to my
mind is: Does human being born evil? (Le Bars, 1979). After Anthony Giddens sociological
studies, which present in detail steps in human being evolution, according to Charles
Darwin studies, we may conclude that human nature is liable to “natural selection”, like
animals that shares same territory and fights for supremacy (Giddens, 2000, p. 27). This
means that in order to survive and linger the specious, human being is part of the selection,
who is more gifted, who has the informational power, is gifted by nature, has acquired
ability and abundant resources, that one will resist, that one will procreate, that one will have
the supremacy and resist to natural selection that Darwin talks about. From the very
beginning of its evolution, humans tend to be more individualist than collectivist, what came
from natural protection instinct. So, the plausible explanation about human behavior related
with taxation is that even when tax rate is raising the citizen must spent mor for tax
payments, so that we have to deal with property defend instinct. Comparing those two types
of behavior, of the animals and humans, we can conclude that: animals attack only if they
are aggressed, and we can not conclude that animals are evil. In the same way human
releases its defense instinct when it is aggressed by state authority, which comes and
diminishes incomes and slow down contractor spirit, which anyway is downgraded in our
country. The conclusion is that humans are not born evil, but they have a developed defense
filling which allows him to “procreate homo” in time and space, without which the instinct
homo is sorted to disappear.
Tax flat, failure or economic success?
The normal questions are: what is the optimal level of taxation and what is the
method to establish this level? In what conditions the decrease of taxation would have
positive effects for Romanian economy?
As it was mentioned before, the decrease of tax influences the aggregate demand as
well as the aggregate supply. It is demonstrated that the modification on tax rate has more
powerful impact on aggregate demand than on aggregate supply. The increase of aggregate
supply is realized by increasing workers motivation to do a better job, but GDP is raises on
short term. GDP potential raises with a lower rate than GDP on short term, that comes from
the growing of aggregate demand. The effects of reducing taxation upon aggregate supply
must be analyzed on economical segments: workforce environment, stock asset, budget
income collected, the effect on informal economy, etc. About increasing incentives for
workers, tasks are not so clear, and when I am saying this I refer to the behavior of rational
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worker, which most all the time is working for selfinterest. The studies shows that low
marginal taxation rates influences potential output within an economy, by quantitative and
qualitative influence of the decrease of the tax level affects the number of houres from
worker’s activity, on one side, and, on the other side, is affected the quality of work. For
instance, the effort sustained by an employee, or his chosen level of education will be
affected. The short-term analysis show that a lower marginal tax rate brings more money for
the employee for each worker hour, which encourages workers to work harder. A long-term
analysis shows that the more money will have the employee for the same number of worked
hours, the less he will want to work. Another way in which the tax cut may affect the
number of worked hours is the changes in people expectation regarding to the future fiscal
policy. A tax cut will generate on long term (10 years) deep budgetary deficits, people will
wait in the next moment the tax rates to rise for covering the budget deficits. If the
employees are expected to pay more for taxes or to have less or poor public services, they
will chose to work more now when the tax is low and less when the tax will rise. So, even if
the aggregate supply will rise on workforce market, that will become more unsure with the
state authority; this behavior on long-term will result in unbalances and un-normal
behaviors. On long-term, the level of occupation will not rise because it cares high social
assurance payments, and also the quantity and structure of productive asset stocks are
influenced by reducing tax rates. A low taxation will affect the dimension of the asset due to
the consumptions and savings. How are influenced consumption and savings by low
taxation? Reducing taxation will generate more money for the citizen. How will he spend
those extra-income? Tax cut effects on aggregate demand must be studied from all sides, so
that the theory can reflect as much as possible the reality. It is hard to estimate the way
Romanian people will react, with extra money over night in his packet, between
consumption and saving. For a better understanding we have to take into account the market
signals such as: “Romania is a consumption oriented market”. This fact is proved by the
high level of consumption indicator of the population, especially food consumption. 52,1%
from Romanian population consumption spends are on food consumption. Hired population
spend 45,4% from their consumption spends on food consumption, unemplyed people use
55,8% from total consumptio, pensioners 56,5% and farmers spend 68,9%. Other important
element that will inflame aggreggate demand is the rising of consumption credits that are
offerd by the financial institution to the people. All this will conduct to a strong increase in
long term infaltion rate. After few estimation of Finance Ministry it shown that medium
income on population has incresed by 21% in first four month of 2005, comparing with the
same period of 2004. Other estimation of Mercury Research shows that the majority of
Romanian people, about 65%, affirm that they didn’t felt any welfare after first of January
2005, and other 12% sustain that with the tax flat they have lower welfare feeling. In this
case more than ¾ of Romanian people doesn’t feel any good effects of the tax cut. It is well
known that from the 16% tax cut, only housekeeping with high incomes will gain, while
housekeeping with medium or low income will not feel any improvement, as Mercury
Research reveal. So, by the good changes of the new taxation will benefit only a small
percentage of Romanian population. It is certain that a rise in agreggate demand will
overcome the increase in potential GDP, while the work productivity has a slow increase
(Dinu, Socol, 2005). On long term, fiscal incomes for the budget will rise with a lower rate
than the decreasing rate of budget incomes, followed by strong inflation pressure, and on
long term inflation rate will rise. Under caeteris paribus conditions, a high level of present
consumption brings with it less resource for productive asset investment. The statistics
show that the number of tax payer doesn’t rise up lately, fact that is clear for the lack of
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reaction in tax payer behavior to incentives. Do you think that Romanian people will be
determined to declare his real incomes only because of the tax cut with 9%? This seems to
be impossible when we all know that Romanian people mentality is to gain more as possible
in less time.
Individual vs. individualism. Public property
vs. private property
The above analysis came to sustain a strong rooted thinking trend in economical
theory environment. Attached to this analysis it seems to be proper a sociological analysis
but with strong economical recomendations.
I suggest to study individual as a rational and social human beeing, not omitting the
biological provenience of individuals. When we think to our individualistic characteristic as
European citizens, we tend to believe that is not our main characteristic. The first nation that
you take into consideration, when you use the term “ individualist “, may be is American
people. Although European Comission studies about antrepreneur shows that while 2/3 from
americans prefer to work for themselves, a half of European Union citizens prefer to work as
other’s employee.
Unusual, individualistic characteristic is american’s atribute,
individualism doesn’t show up in American society but it is made on European teritory.
Because of the science progress, philosophy, politics, commerce the idea of the rational
people came into sight. Eventhe living conditions changeement between the Middle Age and
Modern Ages contributed to autonomous individual. In Middle Age, the house was a public
place, while in Moddern Age the house was a private space very well defined in which the
person was aware about his property. So, started to be used more often words and
expressions like: me, self-care, self knowledge, self compassion. In art started to be in used
self-portrait and the bourgeois houses were decorated with large mirrors which shows selfassesment and the preocupation for the other ones perception.
John Locke is one of the time fanatic for private property. He consideres that
private property is natural and immutable right. Locke demonstrate that each person creates
it’s own property adding his work to the staple, transformig it in valued objects. He has
admited that the earth and all it’s creatures belongs to the people, but each man “has a
property of his own...to which nobody has the right”; he also sustained that “ his body work
and his hands work...are only belonging to him”.
Conclusion is that: “everything he takes from nature, he put his work in it, so
putting something that is his property, the final result will belong to him”. At the time that
the substance is out of the natural moment, with his work put far away other ones right on
that product. Because this work is the property only of the worker, only him has the right on
the added value, at least when it still remains sufficient and good enough for the others”.
Those evolutive steps conduct us to the first step of private property, which is today
the main source of isolation for the individual and for hole society, too. The answer for the
question how much ground can have a person in property, Locke said: “as much as he can
plough, he can plant, he can improve, he can plant and he can use the result of his work, this
is the dimension of his property”.
David Hume, Jeremy Bentham and John Stuart Mill, Georg Friedrich Hegel, added
value to property notion, adding utility to property. Today property notion is an extension of
personality and a stamp of ego. Property in European space is deffined with the affirmation
“mine vs. yours” , slogan carried by the Europeans.

104

Theoretical and Applied Economics. Supplement

105

The representants of the Enlightenment see private property as the freedom to
exclude others. Property means “mine not yours”.
In this context the state has it’s role as the protector of private property relations
and to create the properly conditions for asimilation and development of the property.
Jean Baptise Say has observes that when the Govern “practice steeling or is not able
to abolish it, and when the property is coverd by legitimation incertitude”, the market can
not function. His argument is that only when property rights are protected by low
“production sources, namely the ground, labour and capital, can have their maximum
productivity”.
These tendencies exprese different positions against the private property. The
opponents of private property sustain that a society based only on private propriety and on
the attitude “mine vs. yours” will result in to the civilissation distruction. Relevant in this
sence is Jean Jacque Rousseau contribution, pleading for his idea (Rousseau, 1755): “The
first person that, after enclosed a pice of ground, decided to affirm this is mine and he fond
close people enough naive to belive him, was the real founder of the civil society. How
many crimes, wars, murders and misery and human beeing was exempt, if someone was
pulling the pale and yale: Do not believe this impostor. You are lost if you forget that
ground fruits belongs to everybody, while the ground is belonging to nobody”.
In spite of the fact that Europe was considered “nursery” (Rifkin, 2006, p. 126), for
the development of private property always there were altercations and controversies.
Conclusion of this study is that private property creates isolation, not cooperation
and social cohesion, as the main characteristics of European Model.
Property feeling is the one that starts the running for saving. Wanting to have more
luxury the individual will be tempted to elude tax paying to the state.
Fiscal fraud shows up from the property feeling or from the private property right.
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Abstract. This paper gives an overview on indicators of agricultural development
in the EU and the place of agriculture in the economy of the Member States. The data are
extracted from various collections of Eurostat’s statistics: national accounts (within theme
economy and finance), labour force survey (LFS) (within theme population and social
conditions), aggregated data on external trade and agricultural labour input.
The second part of this paper presents some rural development statistics based on
the degree of urbanisation concept dividing the EU territory in thinly populated areas,
intermediate areas and densely populated areas.
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1. Agriculture in the economy
This part of paper gives an overview on indicators of agricultural development in
the EU and the place of agriculture in the economy of the Member States. The data are
extracted from various collections of Eurostat’s statistics: national accounts (within theme
economy and finance), labour force survey (LFS) (within theme population and social
conditions), aggregated data on external trade and agricultural labour input.
The share of agriculture, hunting, forestry and fisheries in total employment in
2005 is 4.9% in the EU-25. It is also shown that labour input to the agricultural industry
follows a negative trend.
The National Accounts measure the money value of the goods and services
produced by a country. The breakdown by economic activities shows that the share of
agriculture, hunting, forestry and fisheries in gross value added (GVA) at basic prices is
1.9% in the EU-25.
The external trade database contains data at a detailed commodity breakdown. It
may be seen that agrifood trade represents 4.9% of the total exports and 6.6% of the total
imports value of the Union (excluding intra-EU-trade between Member States).
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industrie, 27.50%

agricultura,
vanatoare şi
pescuit, 4.90%

servicii, 67.60%

Source: The external trade database.
Figure 1. Share of economic activities in total employment
of EU-25, 2005
Labour force in agriculture
Table 1
1995

2000

2005

1000 AWU

1995-2000

2000-2005

annual change:% p.a.

EU-25

:

10540

9310

:

EU-15

7209

6529

5797

-2

-2.5
-2.3

BE

84

75

71

-2.3

-1.2

CZ

:

166

157

:

-1.1

DK

90

76

65

-3.3

-2.9

DE

792

658

583

-2.9

-3.2
-10.2

EE

70

65

38

-1.7

EL

654

586

610

-1.9

0.8

ES

1102

1102

989

0

-2.1

FR

1137

1028

943

-2

-1.7

IE

232

172

167

-5.8

-0.5

IT

1463

1383

1159

-1.1

-3.5

CY

:

24

22

:

-1.7

LV

:

149

136

:

-1.7

LT

:

187

151

:

-4.1

LU

5

4

4

-2.6

-1.4
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1995

2000

2005

1000 AWU

109
1995-2000

2000-2005

annual change:% p.a.

HU

780

676

521

-2.8

MT

5

4

4

-0.4

-5.1
-0.8

NL

221

220

197

-0.1

-2.2

AT

198

175

169

-0.4

-0.7

PL

:

2495

2292

:

-1.7

PT

619

503

370

-4.1

-5.9

SI

111

104

91

-1.3

-2.6

SK

203

143

101

-6.8

-6.6

FI

141

111

96

-4.6

-2.8

SE

90

77

76

-3.3

-0.2

UK

391

334

299

-3.1

-2.2

BG

:

771

626

:

-4.1

RO

:

3645

2515

:

-7.2

Source: Eurostat, Agricultural labour input statistics
Extraction date: 1 Oct 2006
The labour force survey (LFS) defines employment in agriculture, hunting, forestry
and fisheries on the basis of the main income of the natural persons.
The LFS reports that, in 2005, 4.9% of the total labour force in the EU-25 is
employed in agriculture, hunting, forestry and fisheries (EU-15: 0.7%). Countries with a
share of more than 10% are Greece, Latvia, Lithuania, Austria and Poland.
Labour input according to the definitions of the agricultural labour input statistics is
measured in Annual Work Units (AWU’s), which are defined as full-time equivalent
employment, i.e. as total hours worked divided by the average annual number of hours
worked in full-time jobs within the economic territory. It covers all persons providing
salaried and non-salaried labour input to the agricultural industry (more detailed
methodological notes are available on the Eurostat website). Over the period 1995-2000, the
agricultural labour input has declined by 2.0% p.a. in the EU-15. This rate of change has
speeded up since 2000 to -2. % for the period up to 2005 (EU-25: -2.5%).
2. Labour in rural areas
This part presents some rural development statistics based on the degree of
urbanisation concept dividing the EU territory in thinly populated areas, intermediate areas
and densely populated areas.
The definition of the “degree of urbanisation” is based on the following criteria:
• densely populated area: contiguous set of local areas with each of these local
areas having a density >500 inhabitants per km2 and a population of at least 50,000
inhabitants for the whole set,
• intermediate area: contiguous set of local areas not belonging to a densely populated
area with each of these local areas having a density >100 inhabitants per km2 and either a
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population of at least 50,000 inhabitants for the whole set or located adjacent to a densely
populated area;
• thinly populated area: contiguous set of local areas neither belonging to a densely
populated area nor to an intermediate area.
A set of local areas totalling less than 100 km2 and not reaching the required
density but entirely enclosed within a densely-populated or intermediate area is to be
considered to form part of that area. If it is enclosed within a densely populated area and an
intermediate area it is considered to form part of the intermediate area.
It is noted that a “local area” corresponds to the communes or municipalities in
most of the cases in all Member States. This concept is also used for the Labour Force
Survey (LFS) and the Survey on Income and Living Conditions (EU-SILC).
Data presented in this paper are extracted from the Labour Force Survey collection
(2005) of Eurostat. Data from the following Member States were not available: France,
Poland and Slovakia. Therefore, the terms EU-14 and EU-22 are used.
Unemployment rates by degree of urbanisation, 2005

Densely populated area

Table 2
%

Intermediate area

total

women

men

difference

total

women

men

EU-22

8.6

9

8.4

0.6

7.4

8.5

6.5

difference
2

EU-14

8.7

9.1

8.5

0.6

7.3

8.4

6.4

2

BE

10.5

11.3

9.9

1.3

5.9

7.2

4.9

2.2

CZ

7.4

8.6

6.4

2.3

8.7

11

7

4

DK

5.4

5.5

5.3

0.2

4.7

4.5

4.8

-0.3

DE

12.8

11.9

13.6

-1.7

8.9

9

8.8

0.2

EE

9.8

8.4

11.2

-2.8

8.4

9.1

7.7

1.4

GR

10.4

15.6

6.6

9

9.6

16.3

5.5

10.9

ES

8.8

10.7

7.3

3.5

9.8

13.4

7.4

6

IE

4.8

3.8

5.6

-1.8

:

:

:

:

IT

8.2

10

6.9

3.1

7.3

10

5.6

4.3

CY

5.9

6.8

5.2

1.7

4.2

6.2

2.7

3.4

LV

9.8

9.9

9.7

0.2

8.5

12.2

5

7.2

LT

7.9

8.2

7.6

0.5

:

:

:

:

LU

5.3

6.2

4.6

1.6

4.1

5.5

3.1

2.4

HU

5.5

6.1

4.9

1.2

7.2

7.1

7.3

-0.2

MT

7.6

8.6

7.2

1.4

5.4

9.4

3.5

5.9

NL

5.3

5.4

5.1

0.3

3.9

4.4

3.5

0.9

AT

7.3

6.5

8

-1.5

4.6

5.4

3.8

1.6

PT

10

10.5

9.5

1

6.5

8

5.3

2.7

SI

7.3

6.9

7.7

-0.8

7

7.5

6.5

0.9
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Densely populated area

Intermediate area

total

women

men

difference

total

women

men

difference

FI

7.5

7.1

7.9

SE

8

7.7

8.2

-0.7

9

9.6

8.5

1.1

-0.5

7.7

7.8

7.6

UK

5.4

4.8

6

0.2

-1.2

3.4

3

3.8

-0.8

Source: Eurostat, Labour Force Survey.
Extraction date: Nov 2006 FR, PL and SK: data not available.
Unemployment rates by degree of urbanisation, 2005

Thinly populated area
total

Table 2
%

Total

women

men

difference

total

women

men

difference
1.4

EU-22

8.1

9.3

7.1

2.2

8.1

8.9

7.5

EU-14

8.1

9.5

7

2.4

8.2

9

7.6

1.4

BE

8.4

11

6.5

4.5

8.5

9.5

7.7

1.9

CZ

7.3

9

6

3

8

9.9

6.6

3.3

DK

4.7

5.8

3.7

2.1

4.9

5.3

4.5

0.8

DE

11.8

12.3

11.4

0.9

11.3

11

11.6

-0.6

EE

6.5

5.8

7.1

-1.2

8.2

7.2

9.1

-1.9

GR

9

14.2

5.8

8.5

10

15.4

6.3

9.2

ES

9.7

14.7

6.5

8.1

9.2

12.2

7.1

5.1

IE

4.2

4.2

4.2

0

4.4

4

4.7

-0.7

IT

8.2

10.9

6.4

4.5

7.8

10.1

6.3

3.8

CY

5.2

6.1

4.5

1.7

5.5

6.6

4.6

2

LV

8.5

7.6

9.3

-1.7

9.2

8.8

9.5

-0.6

LT

8.7

8.7

8.8

-0.1

8.4

8.4

9.3

0.1

LU

3.7

5.7

2.4

3.3

4.5

5.8

3.5

2.3

HU

8.7

8.9

8.6

0.3

7.2

7.4

7.1

0.4

MT

5.9

13.5

2.3

11.2

7.4

8.9

6.6

2.2

NL

4

4.7

3.4

1.3

4.8

5.1

4.5

0.6

AT

3.7

4.5

3.1

1.4

5.2

5.5

5

0.5

PT

6.6

8.2

5.3

2.9

8.1

9.2

7.1

2

SI

6.2

7.1

5.5

1.6

6.7

7.2

6.2

1

FI

8.8

9.3

8.4

0.9

8.5

8.7

8.3

0.4
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Thinly populated area
total

SE
UK

7.5
3.5

Total

women

men

difference

total

women

men

difference

7.2
3.5

7.6
3.5

-0.4
0

7.6
4.8

7.4
4.3

7.8
5.2

-0.3
-0.9

Source: Eurostat, Labour Force Survey.
Extraction date: Nov 2006 FR, PL and SK: data not available.
In 16 out of 22 Member States, total unemployment rates are higher in densely
populated areas. Only in 6 Member States the difference of the total unemployment rate
between the different areas is 3% and more. Two Member States (LT, HU) show highest
total unemployment rates in thinly populated areas.
Women unemployment rates are generally higher than men unemployment rates
across the different types of areas. A tendency that women unemployment is higher in thinly
populated areas than in other areas can not be observed.
If one looks at gender differences in unemployment rates inside the different types of
areas, women unemployment is obviously higher (3% or more) than unemployment of men
especially in some Mediterranean Member States (Greece, Spain, Italy, Malta) and Czech
Republic, but only in few cases this effect is more pronounced in thinly populated and
intermediate areas than in densely populated areas (Spain, Italy, Czech Republic). In densely
populated areas of 8 Member States the unemployment rate of men is higher than of women.

10
8
6
4
2
0

thinly populated area

intermediate area
women

men

densley populated area
total

Source: Eurostat.
Figure 2. Unemployment rates by gender and by degree of urbanisation, UE-25, 2005
Figure 2 shows that gender differences in unemployment rates tend to be bigger in
thinly populated and intermediate areas than in densely populated areas.
Looking at EU-22 data, employment rates for men are considerably higher than
those for women across all Member States and all different areas (14,5 – 16,2% points).
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Almost no differences are visible when employment rates for men or for women are
compared between the different types of areas.
However, if one looks at the Member States individually, in some of them the
gender difference in employment rates in all types of areas is very big especially in the
Mediterranean countries (21 – 40% points) excluding Portugal. Another group of Member
States where this difference is big is the benelux. In contrast, smallest differences can be
observed in the Baltic and Scandinavian Member States (up to 8% points).
The difference in employment rates between men and women is slightly lower in
densely populated areas compared to intermediate and thinly populated areas.

8
6
4
2
0

thinly populated area intermediate area
women

men

densley populated
area

total

Source: Eurostat.
Figure 3. Employment rates, 2005
Figure 3 illustrates that in 2005 employment rates in all types of areas were very
similar and that the gender differences in employment rates are almost the same across the
different areas.
Employment rates by degree of urbanisation, 2005
Densely populated area
total

Table 3

Intermediate area

women

men

difference

total

women

men

difference

EU-22

64.9

57.7

72.3

-14.6

65.3

56.3

74.3

-18

EU-14

64.9

57.6

72.4

-14.7

65.6

56.5

74.7

-18.2

BE

58.9

51.8

66

-14.3

63.9

54.6

72.3

-17.8

CZ

66.6

59.9

73.6

-13.8

63.5

56.7

70.9

-14.2

DK

75.2

72.6

77.8

-5.2

76.7

72.6

80.8

-8.2

DE

63.3

58.2

68.4

-10.2

67.7

60.8

74.5

-13.8

EE

68

66.2

70.1

-3.9

64.2

60.3

68.5

-8.3
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Densely populated area
total

women

men

Intermediate area

difference

total

women

men

difference

GR

59.4

46.3

73.1

-26.8

60.6

43.8

76.8

-33

ES

65

54.9

75.1

-20.2

61.9

48.4

75

-26.5

IE

67.9

60.8

75.2

-1404

:

:

:

:

IT

57.7

46.5

69.2

-22.7

58.1

45

71.1

-26

CY

68.1

59.4

77.8

-18.4

69.6

57.4

82

-24.6

LV

65.9

61.9

70.4

-8.5

68.2

53.6

98.4

-35.8

LT

66.2

63.4

69.4

-6

:

:

:

:

LU

66.2

57.9

74.4

-16.6

61.8

51.8

71.7

-19.9

HU

62.9

57.9

68.6

-10.8

56.9

50.8

63.2

-12.4

MT

53.9

33.9

73.7

-39.8

56.8

34.6

78.4

-43.8

NL

72.9

66.7

79

-12.3

73.9

65.7

81.7

-15.9

AT

66.3

61.8

71

-12.3

69

61.8

76.4

-14.9

PT

65.6

61.5

69.8

-8.2

68.8

61.7

76.1

-14.4

SI

64

60.2

68

-7.8

65.3

61.1

69.3

-8.2

FI

72

70.8

73.2

-2.3

68

65.9

70.1

-4.2

SE

72.6

70.8

74.4

-3.6

72.3

70.3

74.3

-4.1

UK

70.1

64.2

76.2

-11.9

75.3

70.2

80.6

-10.3

Source: Eurostat, Labour Force Survey.
Extraction date: Nov 2006 FR, PL and SK: data not available.
Employment rates by degree of urbanisation, 2005

Thinly populated area

Table 3
%

Total

total

women

men

difference

total

women

men

difference

EU-22

65.1

56.7

73.4

-16.7

65.1

57.1

73.1

-16

EU-14

66.2

57.4

74.8

-17.5

65.4

57.2

73.5

-16.3
-14.5

BE

61.3

51.7

70.4

-18.7

31.1

53.8

68.3

CZ

65.6

56.3

74.6

-18.3

64.8

56.3

73.3

-17

DK

75.9

70.6

80.9

-10.2

75.9

71.9

79.8

-7.9

DE

67.2

61.1

73.1

-12

65.4

59.6

71.2

-11.7

EE

61.2

58.3

64.3

-6

64.4

62.1

67

-5

GR

62.4

46.9

76.6

-29.6

60.1

46.1

74.2

-28.1

ES

61.1

45.8

75.6

-29.8

63.3

51.2

75.2

-24
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Thinly populated area
total

women

men

Total

difference

total

women

men

difference

IE

67.5

56.9

77.8

-20.9

67.6

58.3

76.9

-18.5

IT

55.7

42.2

68.9

-26.7

57.6

45.3

69.9

-24.7

CY

68.6

56.6

80.3

-23.7

68.5

58.4

79.2

-20.8

LV

61

57

65

-7.9

63.3

59.3

67.6

-8.2

LT

60.1

56.5

63.9

-7.4

62.6

59.4

66.1

-6.7

LU

62.7

50.3

74.4

-24.1

63.6

53.7

73.3

-19.6

HU

52.5

45.7

59.3

-13.6

56.9

51

63.1

-12.1

MT

49.1

28.9

69.2

-40.3

53.9

33.7

73.8

-40.2

NL

73.9

66.5

81

-14.6

73.2

66.4

79.9

-13.5

AT

70.5

62.2

78.7

-16.5

68.6

62

75.4

-13.4

PT

69.4

61.9

76.8

-14.8

67.5

61.7

73.4

-11.7

SI

67.1

61.9

72

-10

66

61.3

70.4

-9.1

FI

66.6

64.2

68.8

-4.6

68.4

66.5

70.3

-3.7

SE

72.1

70

74.2

-4.2

72.3

70.2

74.3

-4.1

UK

74.2

67.7

80.9

-13.2

71.6

65.8

77.6

-11.8

Source: Eurostat, Labour Force Survey.
Extraction date: Nov 2006 FR, PL and SK: data not available.
Youth unemployment ratio by degree of urbanisation, 2005

Table 4
%

Densely
populated area

Intermediate
area

Thinly
populated area

Total

EU-22

8.1

7.3

7.4

7.9

EU-14

8.3

7.4

7.9

8.1

BE

8.1

6.3

10.2

7.5

CZ

6.5

6.8

6.1

6.5

DK

5.6

6.4

5.7

5.9

DE

8.1

6.9

8.2

7.7

EE

7.4

2.6

4.1

5.5

GR

7.9

10.3

11.4

8.8

ES

9.5

9.9

8.7

9.4

IE

4.9

:

4.4

4.6

IT

8.4

7.7

8.1

8.1

CY

6.1

4.1

6.9

5.9
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Densely
populated area

Intermediate
area

Thinly
populated area

Total

LV

6.3

14

4.1

5.1

LT

4.1

:

3.8

3.9

LU

4.7

3.3

4

3.9

HU

4

5.1

6.1

5.2

MT

9.5

6.7

6.3

9.1

NL

6.3

4.9

5.6

5.8

AT

8.6

5.1

4.6

6.1

PT

7.7

6.1

6.7

6.9

SI

6.1

7.4

6

6.5

FI

9.4

11.2

10.3

10.2

SE

11.3

11.9

10.5

10.9

UK

8.6

6.4

5.7

8.8

Source: Eurostat, Labour Force Survey.
Extraction date: Nov 2006 FR, PL and SK: data not available.
Youth unemployment ratio: unemployed aged 15-24 as a percentage of the total population
of this age group.
The youth unemployment ratio represents unemployed aged 15-24 years as a
percentage of the total population of this age group. EU-22 data suggest that the problem of
youth unemployment is almost equally distributed across the different types of areas.
Significant differences by degree of urbanisation can not be detected. Only in four Member
States the youth unemployment ratio is significantly higher in thinly populated areas than in
the other areas (Belgium, Greece, Cyprus and Hungary). More often it is the other way
round i.e. lowest ratios can be found in thinly populated areas.
The agricultural sector, which covers around 5% of the EU workforce (and a
considerably higher proportion in the new Member States and candidate countries), is
currently going through major structural changes, also because of the reform of the Common
Agricultural Policy and the Union's recent eastward extension.
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INTERNATIONAL MIGRATION.
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Abstract. International workforce migration represents nowadays an important
part of globalization phenomenon that we are currently witnessing, having enormous
implication for growth and welfare in both origin and destination countries. Currently
nearly 200 million people live outside their birthplace countries and the number of
international migrants is set to increase in the years to come.
Where are people migrating today and why? What are the implications for the
world's developing and industrialized economies? Moreover, what are the key issues facing
policy makers in migrant’s origin, destination, and transit countries? This essay tries to
answer these questions, having as initial point Eastern Europe and Central Asia (ECA)
cases, with special attention for Romania.
Key words: brain drain; brain waste; circular migration; remittances; trans-frontier
commutation.
REL Classification: F24, O15

Brief introduction in international migration
International workforce migration represents nowadays an important part of
globalization phenomenon that we are currently witnessing, having enormous implication
for growth and welfare in both origin and destination countries. It is now an essential,
inevitable and potentially beneficial component of the economic and social life of every
country and region.
There are various types of migration, each with its own characteristics, which
depend on migration reasoning (forced or voluntary), the immigrant intention once abroad
(temporary, permanent, circulatory, transit) and a multitude of other objective and subjective
factors (monetary, preferential).
Generally speaking, people who migrate are from less developed and less well-of
regions and choose to go to better-developed and relatively richer economies. It is not
difficult to understand why people from the poorer regions of the globe wish to migrate to
more prosperous countries. People have always moved within regions or from one region to
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another in order to improve their standard of living, to give their children better
opportunities to get ahead, or to escape from poverty, war and famine. This is the iron rule
of migration that has governed since the beginning of time.
The question is no longer whether to have migration, but rather how to manage
migration effectively to enhance its positive and reduce its negative impacts.
2006 was the “Year of Migration and Development,” culminating in a September
High Level Dialogue at the UN General assembly meeting in New York. Currently nearly
200 million people live outside the country of their birth and the number of international
migrants is set to increase in the years to come. Future pressure on international level
concerning migration will be great, driven by the difference in demographics and real
incomes between counties. The major issues are how to adept the large-scale international
migration and improve its development impact.
The multiple and complex dimensions of migration include circular migration,
trans-frontier commutation, brain waste, brain drain.
9 Circular migration – oscillator and continuous movement between a
provenance country and one or more destination country. The staying period in different
locations is determined by the preferences of gaining in the host country and spending in
provenance country.
9 Trans-frontier commutation – regular movement in order to carry on activities
in another country without changing the provenance country. A similar category is the one
of the working tourists and the retail commerce: persons that earn their living mostly by
visiting on short term other countries. The status of these persons can easily be confused
with the emigrants.
9 Brain drain – leaving of educated workers from a country, economic sector or
field, in order to benefit of a favourable remuneration and living condition.
9 Brain waste – the waste of abilities that take place when high-qualified workers
migrate to employment forms that do not require the use of abilities and experience achieved
at the old working place.
An interesting aspect of international migration is the so-called “brain drain” or
“human capital flight” – representing an emigration of trained and talented individuals
(“human capital”) towards other nation or jurisdiction. This issue poses troubling dilemmas
for many smaller low-income countries.
Remittances (the money sent by emigrants to their home country) are one of
international migration immediate consequence.
Recorded remittance flows to developing countries are estimated to reach $199
billion in 2006. The true size including unrecorded flows through formal and informal
channels is believed to be significantly larger.
Remittances
Migrant remittances, defined as transfers of funds from migrants to relatives or
friends in their country of origin, have become an increasingly important feature of modern
economic life.
Remittances are now recognized as an important source of global development
finance. They provide much sought after foreign exchange to recipient countries, while
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supplementing the domestic incomes of millions of poor families across the world. Three
factors explain the growing importance of remittances:
9 Remittance flows are now the second largest source, behind foreign direct
investment, of external funding for development countries;
9 Remittances are one of the least volatile sources of foreign exchange for
developing countries;
9 Remittances are expected to rise significantly in the long term.
From a livelihoods perspective, policy and institutional reforms have a significant
role to play in removing formal banking systems barriers that restrict poor access to
appropriate financial services. Livelihoods perspectives can help to explore the flow of
remittances on entry, for example between urban and rural areas and at the micro-economic
level. They might also provide a framework for understanding the linkages between macrolevel shocks on remittance volumes (e.g. war, currency volatility) and micro-level livelihood
vulnerability and coping strategies.
International migration and remittance in Eastern Europe
and Central Asia
When talking about international migration, this phenomenon in Eastern Europe
and Central Asia (ECA) is unique and significant: according to World Bank “Migration and
Remittances” 2006 report, ECA accounts for one-third of all developing country emigration
and Russia is the second largest immigration country worldwide. Migrants’ remittances, as a
portion of gross domestic product, are also large by world standards in many of the net
emigration countries of the region. Economic motivations and expectations regarding
improvements in the quality of life at home currently drive short-term, long-term, and
circular migration flows within ECA and between ECA and Western Europe.
On the other hand, remittances, because of migration increase, became an important
source of income for people in the region. For many ECA countries, remittances are the
second most important source of external financing after foreign direct investment and in
many poor countries, they are the largest. An examination of the economic impact of
remittances reveals a positive impact on long-term growth. The links between remittances
and poverty, on the other hand, are complex. According to World Bank experts, those
amounts that are an important revenue sources for those economies behave as a buffer stock
against social and political turbulences. This money became consumption request source,
their iteration and low individual volume being furthermore oriented towards demand
stimulation than for productive investments, and then for increasing local welfare. This trend
cause in fact transformation and maintaining of emergent economies in consumption
markets for those products that belongs to remittances origin countries. Thus, the
remittances flow back in their origin countries.
According to World Bank “Migration and Remittances” 2006 report, migration in
and from transition ECA economies was high and will continue to grow as the decreasing
birth rate from region biggest part will lead to an increasing request of young work force.
An analysis of migration and population change among the ECA states begins at a
broad level by dividing the countries into groups according to their recent patterns of
migration and natural increase in population (figure 1). Natural increase is the difference
between the number of births and deaths and is a function of the age structure of the
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population and levels of fertility and mortality. These figures are compared to net migration,
which is the difference between the number of immigrants to a country and emigrants from a
country.

Source: National statistical office of the ECA countries and UNICEF, TransMONEE
Database.
Figure 1. Natural Increase (Decrease) and Net Migration
in the ECA Region, 2000–2003

As it results from above histogram, Romania belongs to third quadrant, along with
other nine countries, most of them being part of last EU adhesion wave or new candidates
for (Ukraine, Bulgaria, Moldavia, Croatia, etc). Its characteristics show that it experiences a
continuous natural decreasing due negative difference between deaths and births and an
increased trend in migration abroad phenomenon.
Romania is the country with the highest proportion of persons who emigrate from
the six panellists countries (Bosnia and Herzegovina, Bulgaria, Georgia, Republic Kirghiza,
Romania and Tajikistan) but most of Romanian emigrants claimed that they intend to return
in their origin country. Over 20% of panellists sustain that they wish to stay abroad for a
long period, but they plan to return in the country at a certain moment.
In line with the above six countries, Romania has, after Bosnia and Herzegovina,
the smallest percentage of persons who leave temporary and return relatively soon in native
country. In addition, considering the same panel, Romania registers the smallest percentage
between persons who leave temporary abroad, without the return plans.
Romania represent now a typical example of emigrant country from Eastern Europe
toward West countries, especially Germany, Spain, Italy and France which host officially
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more then two million Romanian citizens (the real numbers are estimated to quote over 4
million). The displacements abroad for business or for work have become a life strategy for
many Romanians. Routes like Bacau-Torino, Sibiu-Germany, not to mention the small
border traffic or trans-frontier commutation with multiple local forms, are a part of the
Romanians socio-territorial mobility scheme. The main reason for which Romanians
emigrate is the economical one, at which secondary reasons can be added as family joining
and affiliation to a certain ethnical or religious group.
The temporary migration abroad can become a life strategy widely adopted in
Romanian society since joining the European Union. The liberation of visas constraint
through entering Schengen space can have important structural effects over circular
migration. Tourism industry and working abroad increased opportunities will contribute,
most probably, at the decreasing of the permanent emigration towards Western countries and
to internal economical development acceleration processes. The increased chances of
attaining this kind of consequences arise from the increase currency income transferred by
circular migration in the countryside communities, but also new mindset associated with
Occident experience.
In what concerns the remittances to Romania, their contribution to the economy is
insignificant. Remittances were higher than foreign direct investments in 2002 and kept this
top position in 2004, fact that underlines their immense potential for economics
development. Romania registers higher ratio of remittances to export and import than the
other EAC countries, but lower than the two less developed countries of the UE, Greece and
Portugal. Now, when visa and work permit requirements are levied, the numbers of workers
abroad and remittances will increase significantly.
According to Migration Office statistics, from 50.000 people who left working
abroad through The Work Force Migration Office in 2006, over 70% have the age between
25 and 45. Muntenia, Central area, Bucharest-Ilfov area and Southeast region represent top
migration sources. The destination countries are mainly Germany (over 38.000), where
Romanians gain almost 100 million Euro, and Spain (over 10.000), with incomes of 50
million Euro. Most Romanian emigrants work in agriculture, with a labour contract between
one month and one year and with salaries between 670 and 1,200 Euro.
Despite this above results, remittances contribution to Romanian GDP (official
figures from 2004 shown in below figure) was insignificant until 2004 related to other
European countries. At time being there is a systematic lack of data regarding the migration
of high-qualified workforce and official remittances.
According to the 2006 World Bank report, Romania is, next to Bulgaria, one of the
states with the highest percentage of emigrants with working purpose, but the money sent in
the origin countries count a relatively small proportion in GDP. International Monetary Fund
(IMF) data, quoted by World Bank, show that the money sent back in their origin country by
Romanians that work abroad represent in 2004 below 0.3% of the GDP, while for Moldova,
these amounts weighted in 2004 over 26% from GDP.
The World Bank report revealed that not all the emigrants send money back in their
origin country. “The surveys made for this report have shown that for Bulgaria, 80% do not
send the money back in the country; in Bosnia and Herzegovina, 37% and in Romania
62%”, revealed the World Bank study.
In relation to international migration, Romania is considered an emigration country,
labour migration being the dominant national feature. With a labour market less attractive to
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the immigrants, Romania is more interesting in terms of opportunities of transit to developed
countries. The main reason for Romania migration is economic, but it can also be included
reasons of family reunifications and belonging to a different ethnic or religious group.

Source: IMF Balance of Payments Statistics.
Note: Received remittances = received compensation of employee + received worker’s
remittances + received migrants’ transfers. Albania and Slovak Republic are 2003 data,
other countries are 2004 data. GDP is $ converted current price.
Figure 2. Remittances as a Portion of GDP in Eastern Europe and the Former Soviet
Union, 2004
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On the other hand, remittances from Romania to the other countries cannot be
neglected. After the Revolution of 1989, an important outflow of money and capital from
Romania took place and most of it was done illegally. In addition, the immigrants from
Romania remit to their families in their country of origin. There are immigrants who decide
to come in Romania for a longer or a shorter period, enticed by new UE membership. The
immigrants belongs to different world development countries: Arab or Muslim countries,
China, Moldavia (over 57% from total), experiencing also remittance toward their origin
countries.
Conclusions
Migration is considered one of the major global issues from early twenty-first
century, as more and more people are on the move today than in any other point of human
history. There are now about 192 million people living outside their place of birth, which is
about three per cent of world’s population.
This means that roughly one of every thirty-three persons is a migrant. Between
1965 and 1990, the number of international migrants increased by 45 million, representing
an annual growth rate of about 2.1 per cent. The current annual growth rate is about 2.9 per
cent, even higher.
Discourse on migration involves many perspectives. There is growing recognition
that migration is an essential and inevitable component of the economic and social life of
every state, and that orderly and properly managed migration can be beneficial for both
individuals and societies.
The need to manage international migrants growing flows for the benefits of
sending, receiving, and transit countries as well as for the benefit of the migrants themselves
become nowadays one of most important challenges of the 21st century.
Well-informed choices by migrants, government, home and host communities, civil
society, and private sector can help in achieving the positive potential of migration in social,
economic and political terms.
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Abstract. The rural touristic offer is in fact identified with the rural touristic
product, which at present is in ever greater demand on the touristic market. Detailed
preparation activities of this type of offers, at all levels, can be turned into practice only by
means of a functional, local and global management in conditions of observing lasting
development principles.
Research programmes and projects should be placed according to domains of
biotechnology, ecological and sociological economy and culture; priority holds the
preservation of riches and patrimony diversity by protecting traditions and forms of
expressing connections in the area of consolidating cultural identities of the population and
stimulating associative life.
At a nationwide level it is necessary to apply a rural development policy, capable of
stimulating the efforts undertaken to bring Romanian villages out of their isolation, to
establish regulations allowing for their use, as well as to create institutions functioning with
the same purpose in view, and last but not least, to secure the existence of funds
appropriated for the desired purpose.
The role of global management is to gather all individual initiatives in view of
channeling them towards national and international networks, to ensure their
accomplishment at easily accessible standards, both as to how they can be run and for the
rural touristic offer.
Key words: rural touristic product; the rural touristic offer; development
principles, european touristic market, global management.
REL Classification: 14F, 15D

Traditional Romanian hospitality, a specific brand of the Romanian farmer,
becomes the offer of rural tourism, in conditions of channeling it towards upgrading
farmers’ households to reach the stage in which they become carriers of commercial offers.
It has to allow for services rendered both for obtaining income, which partially is
being reinvested for development purposes, and for augmenting offered services.
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Each household owner should be given assistance and help to get license for his
home to be capable of rendering touristic services, thus conveying him the right to be placed
on the data bank and implicitly on the rural touristic network, in this way becoming known.
The managerial structure and technique should be created to supervise the
preparations of the commercial offer of the households. It is necessary to secure relations
between the rural touristic offer and tourists – consumers of the rural touristic programmes.
The detailed activities for preparing rural touristic products at all levels, for
preparing the households and business agents, can not be carried into practice unless a
functional, both local and global management exists.
The intermingling of local and global management is presented in detail through
their components, as a management of rural tourism in diagram no. 1.
The way of identifying the rural touristic potential under all its aspects should be
taken into account, and this potential should harmoniously gather and blend natural, material
and cultural factors, both from the point of view of the host and from that of the tourist. To
harmonize these resources, to begin with, it is necessary to identify and test the person who
has a minimum of qualities and necessary knowledge, who implicitly will be trained,
becoming that factor to take action and prepare the local rural tourist potential.
Assessment of the rural tourism potential is being done through “agreeing” with the
area from the point of view of a minimum infrastructure, of a built framework that is
harmoniously blending with the landscape, of the possibilities to identify and achieve certain
rest and pleasure programmes, which should enliven trades and crafts that will become
elements of attraction for the tourists.
Global assessment
of area potential

Identification of
operators

Acknowledgement
of the area
Training of operators
& nomination of local
agent
Identification &
acknowledgment of
households

Working out of
selection procedures

Training & acknowledgeof operators &
Business agents

Management of rural tourism

Global

Local
M

Working out of
classification criteria

t

Cataloguing of
households

Setting up of regional
area networks

Preparation
of the offer

Setting up of the
national networks

Achievement of the rural
touristic programme

Marketing programme

Promotion

Figure 1. Basic components of rural touristic management
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The local agent, trained and acknowledged, has thus turned to carrying out activities
as part of agencies or organizations with a view to connecting the area to the national and
international network.
In order to facilitate correspondence with the domestic and foreign partners, at all
levels, horizontally and vertically, it is necessary to adopt certain standards as to the
assessment criteria, the way of advertising, the signs used etc.
Rural tourism is one of the development solutions for the entire countryside. Its
appearance and lay out within the village environment offers new income sources to the
population, particularly when the area has a special potential, human resources of real
quality, as well as an adequate infrastructure.
The expected success can be achieved by an over-all development of the rural
environment, against a moderate increase in time and to the benefit of the rural area, since a
rapid or disorderly development of rural tourism can spoil the environment, may lead to the
background of the local population being affected. Moreover the local population should be
socially and professionally prepared for touristic activities, and through market feasibility
studies, the food production should be organized by complying with request, as well as
through tourist motivation. Thus, rural tourism can be associated to the over-all tourist
activities of the area, as well as within the integrated regional policy.
Each folklore product is part of the diversity of a certain unique model. It becomes a
collective model because it includes the sum of all elements expressed by the entire
community. The folklore of rural areas, that is of villages, is generally speaking the best
preserved, coherent and balanced. It offers and secures the identity of each geographical area
of the country.
Unquestionably, in time, oral culture, customs and folklore have been powerfully
influenced, determined by the development process of unavoidable socio-cultural changes.
Nevertheless, one can say that the Romanian village has successfully experienced the less
favourable periods of our history, preserving its century old culture, to a great extent
unaltered.
Modern society, quite dynamic, will further promote new cultural values and new
creators of spiritual values. But for the respective values to be lasting, it is necessary for
those who create them to have competence and correct and complex estimated information
and oral culture preserves as everlasting products only those which represent a real need.
Rural architecture has in its turn unavoidable problems which it faces. The village,
as an important element of the administrative structure, is the specific result of social
development and history. Rural settlements are equally the product of different communities
and of time. They must be preserved as a cultural heritage of mankind.
Under the circumstances of marked industrialization after the Second World War,
the exodus of the rural population towards cities took mass proportions all over the world, a
fact which entailed urgent problems concerning the preservation of the rural habitat.
The conservation issue is placed in a much larger framework than the built
environment conservation policy. It is obvious that village inhabitants want and have to
profit by the progress of modern life. Consequently, the aspect of villages changes from one
day to another, men integrating in their epoch. As a result, there is a conflict between
tradition and modernity, between conservation and development, which is visible in
different manners, according to the conditions of each geographic area.
With a view to solving this conflict, one has to consider both the integration of these
constructions into the traditional sites and their spiritual continuity.
A response in favour of conservation is manifested all over the world, no matter the
reason, and they triggered off a concerted action at world level.
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There are two imperatives for the areas in which the habitat is being preserved as in
traditional forms: on the one hand, the need of the preservation of villages and nature with
all the elements forming a coherent environment, and, on the other hand, a maximum effort
to arouse the conscience as to the priceless cultural heritage with a view to preserving
cultural identity.
The revival of rural settlements, the transition from traditional to modern
architecture without hampering one another is a difficult effort requesting studies, time and
funds; the most enticing solution to revive villages is to introduce them into the touristic
network. But the idea has to be accepted only after taking corresponding measures, since
tourist groups are not always directed towards learning about and respecting rural
civilization, causing, in individual tourism, quite often a material degradation of monuments.
With this aim in view it is necessary to intervene setting out from the drawing up or
improvement of the judicial framework allowing for some villages or part of them to be
declared law protected sites, taking into consideration all the implications deriving from the fact
that the respective monuments are almost in their entirety private property, the working out of
priority and future programmes concerning conservation and restoration of rural architectural
ensembles and monuments, their inclusion in international touristic itineraries, the setting up of
local associations which are to take part in the conservation of monuments and watch over their
use, the publication of monographs to contribute to understanding values, the involvement of
the representatives of regional and local administration and, last but not least the support of the
population in achieving housing and construction projects, by using documentation on local
traits, the preservation of traditional architecture, etc.
All these conservation and revival programmes should be conceived in the cultural
development and in relationship to other social and economic development aspects. That is
why it is unconceivable to have a separation between traditional architectural conservation
and the new constructions without approaching the issues of the way in which at the
regional cultural identity level, well represented by architecture, its specific features make
their appearance; it is only through this perspective that tradition conservation becomes part
of the development programmes in which natural environment, economy and culture are
developing, opening a constructive dialogue between conservation and the development of
old architecture and the new, modern orientations in this field.
As to the diversification of activities in the Bran-Moeciu area, there is a tendency of
favouring small, non-polluting industries of handicraft production, influencing the
infrastructure and administrative and fiscal procedures and supporting initiatives in the rural
tourist field. Moreover, also pursued is the use of local resources, the rational use of the
hydropower potential, the promotion of alternative and regenerating power, as well as the
improvement of the heating systems in homes to get better efficiency by using wood
residues and other secondary resources.
The research programmes should involve domains such as biotechnology,
ecological economy, sociology and culture; the conservation of patrimony riches and
diversity by protecting traditions and the forms of expression of relations in the sphere of
consolidating the cultural identity of the population and the stimulation of associative life
are among the priorities.
The role of global management is to unite all individual initiatives with a view to
relating them to a national and international network, to secure their turning into easily
attainable standards, both in management and in the touristic offer.
The organizational form under which this type of management is taking place is
either a professional or non-profit association or a trading society having the role of a
dispatch that can form its own network of agencies, local branches specialized in such
services.
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From this point of view in Romania, the Romanian Mountain Development
Federation has worked out such a global management to develop rural tourism, materialized
in its own conception, by which a standard has been created in organizing and implementing
this type of tourism. It has its own network, created on the basis of the worked out standard
to which rural touristic activities are also related.
Action is also being taken in the same sense through the Satellite Account of
Tourism (SAC – CSTin Romanian) initiated by the EU Statistical Office (EUROSTAT), in
cooperation with OMT and WTTC.
SAC is the statistical instrument used for the purpose proportionate to the goods and
services according to international standards concerning concepts, classifications and
defining that facilitate the achievement of comparisons viable with other industries, between
countries or group of countries (Huidumac, 2002). It achieves the relationship between nonmonetary information about tourism (motives of the trip, number of arrivals, duration of the
sojourn etc.) and the financial ones (the consumption of visitors, value of tourist production
etc.) consisting in a set of economic flows (monetary) pursued from the tourist consumption
units to those of production, which deals with the production or import of goods and
services purchased by tourism.
The information included in the TSA refers to (Iordache, 2004):
- macroeconomic components to describe the size and economic importance of
tourism and how it is ensured by the native offer and imports;
- detailed data about touristic consumption and how it is ensured by the national
offer and by imports;
- detailed production accounts on tourist industries including data about employment
places, enhancement of investments etc.
TSA implementation involves the following stages:
- ensuring or creating basic instruments;
- facilitating or creating basic conditions;
- defining project priorities;
- defining priorities;
- development monitoring;
- synthesis and comparison of obtained results.
This TSA implementation process is the first stage in setting up an integrated
information system on tourist demand and offer, therefore implicitly of rural tourism, its
importance lying in the very priority of improving statistics as a need approached by
national touristic administrations and statistics offices in the country and abroad.
It is necessary at national level to turn into deed a rural development policy which
should be capable to stimulate the efforts made to take the Romanian village out of isolation,
of regulations allowing for its use, as well as of institutions functioning with the same
purpose and last but not least the existence of funds to be allotted to the desired direction.
For Romania at present, these concerns widened, the acceptance of this
development being a responsible way of medium and long term development, in line with
national interest and with requirements of international cooperation.
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Abstract. The globalization of the last two decades has showed the world the economic
power and the transformative valences of the transnational or multinational corporations, the
decisive role of the Foreign Direct Investments (FDI), of the delocalized flows of capital and
migration of workforce in the evolution of the national economies. This presentation wants to
illustrate some aspects related to the multinationals, the pro and cons of their presence within
the local areas, the national ones. Without exaggerating the “negative” effects, we must keep
in mind that globalization “has not diminished poverty nor has it brought the stabilization of
the economy” in any of the developing countries or of those passing through a time of
transition. Moreover, one can easily demonstrate that “the market fanaticism”, that is the
doctrine promoted by the International Monetary Fund at all costs – sometimes even by means
of compulsion – intending for “the markets to lead to the economic efficiency spontaneously”,
was profoundly corrupted, as Joseph Stiglitz also used to warn.
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The last two decades in the activity of the university and academic global people have
made a duty of honor in focusing on the analysis and prediction regarding the phenomena of
global transformations known to everyone as globalization. But it is owing to this very
multitude of approaches, sometimes belonging to a political party, sometimes sequential, and –
most of the times – simply characterized by one’s exuberance in applying to the writing of an
argument “on fashion”, that a certain type of interlock becomes ever more present in the
contemporary intellectual world, which tends to determine a continual crisis in the management
of the globalization process unfavorable to the strategies and political personalities.
Any specialized scientific analysis must start out from an obvious reality: by
globalization we may surely understand the transformation of the guiding principle of the
contemporary world. For the comprehensive understanding of this truth we have to begin every
process of analysis of the phenomenon having at the foundation the explanatory model of
contemporary, modern world. And this is because, if we take into account Ulrich Beck’s
warnings (Beck, 2003): according to which “globalization is undoubtedly the word (key word
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and disputation) most used and abused, the least defined and probably the least understood,
foggy and spectacular from the political point of view of the last and future years”, we also run
the risk of blocking ourselves in analytical stereotypes and/or explanatory reflexes which
inevitably leads us to the twisting of the scientific truth.
Beside the profoundly transformative and organizing character of the world, one can
surely say that globalization is a contemporary facet of the internationalization of knowledge,
tightly related to the informational era and the conquests of the internet, that it represents an
inevitable stage of post-capitalism. Analyzing the contemporary transformations at the global
level, we cannot fail to see that this phenomenon is present on the transnational level, mostly
manifesting by means of fundamental changes in the global economy. At least, these few
elements have determined many economists to say that globalization represents the moving
force that radiates existential unadjusted elements and replaces them with requests, limitations,
but also satisfactions – for few persons – changing the global international picture. Although by
means of exacerbating the effects of the globalization phenomenon the nation-states tend to
gradually lose their role within the international context, this effect must not to be exaggerated
more than necessary and we must keep in mind that, in some regions of the Globe, there still
are areas where the nationalist feeling is extremely present, being also a matter binding the
native populations (Sklair, 2002).
Should we add one more assuredness to this part of our analysis, it is enough to
mention that, according to the same author (Sklair, 2002): “the global, international business
activities have altered the traditional relations between the organizations and the nation-states.
Although most of the international bodies and organizations have at the base of their foundation
traditional values presented and promoted by the nation-states, contemporary business
activities, as well as the bodies spreading them allover the universe, act more for the benefit of
a global culture than in order to organize themselves in receivers of national values and
cultures”.
The subject of this presentation is the very phenomena of the global networks of
production, the role of the multinationals in promoting the globalization principles, the
migration of capital, the infusion of foreign capital and their consequences at a local level.
“Soon after the colossal series of national movements meant to overthrow the socialist
regimes in Central and Eastern Europe, the global factors of strategic decision, stimulated by
the recent UN proposals and some other institutional voices, which requested a rapid and
substantial decrease of global poverty, decided that they must take into account this area which
has undergone a remarkable transformation, in a period of only 15 years: post-communist
Eastern Europe (was stated in an analysis published in the United States). Although this region
is unique from several points of view, still – the quoted material illustrated – this could teach
some important lessons to other developing countries of the world. And a crucial factor for the
success of such a demarche has been the influence of the multinational companies, whose
potential role is often ignored when it comes to developing strategies decided at the central
administrations level of the nation-states”, was presented in the summary of the analysis in
"The International Herald Tribune" (IHT) on the 14th of February 2007.
Since the fall of communism in 1989, Eastern Europe has attracted more than 300
billion dollars in foreign direct investments. But the multinationals coming here have done
more than simple money investments. They have offered technology, expertise and access to
foreign new markets (meaning not traditional markets for the host-country) and, most
important, they have introduced higher standards of performance, ethics and practice, aspects
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which have spread throughout the entire region. “In the regions where these multinational
corporations are strongly represented – especially in the new EU member-states from Central
Europe and the Baltic region, as well as from the countries in the Balkans –, these
multinationals have brought numberless benefits: the creation of global employment
opportunities for the brightest minds from the new generation; the re-qualification of the former
labor force, often bad treated in the former organizing regime at the local level: the
improvement of the preservation of the environment; the saving of some factories and,
implicitly, of some villages set up around industrial centers; the creation of new industries; the
installing of new telecommunication networks; the stabilization of banking systems; the
regeneration of local brands; the stimulation of economic growth through the increase of
exports etc. Consequently this is not a bad achievement for the supposedly rapacious
companies interested only in their own profit, as they are often portrayed by those organizing
anti-globalization campaigns”, was stated in the American analysis previously quoted. But the
exaggeration of the credits is not characteristic for a scientific research presentation either.
First of all, we have to stop for a second in order to notice that such concepts as
“global economy”, “global market” and “globalization” have become habitual ideas, sometimes
even empty of value, especially due to the ease of their ill-suited use by the pseudo-specialists
in everything or nothing. I am referring not only to the economists’ world, which could have at
least a partial excuse that they are supporting a certain formation school and especially a certain
period of time when they have completed the studies, but mostly I am observing the errors of
political people, mass-media representatives and even of those left with no jobs, as a
consequence of the privatization most of the times coordinated towards bankruptcy. The
terminology above quoted originates from the economic researches at the beginning of the ‘70s
and from the dissensions existing between the thinking trends related to the “nation’s welfare”
notion. The dissolution of some economic, political, as well as social researchers from the
majority of the intellectuals who saw the main achievements of “welfare” illustrated in the
development of the nation, especially cultural, through the increase of the living standard of the
population and the presentation of the idea according to which this benefit would be more
completely “translated” by a set of interactions at the societal level with an immediate effect on
the acknowledgement of the aggressions the individual existence has to bear from the
aggressive expansion of “the global system” focused on the idea of the supremacy of Europe
(Wallerstein, 1974, Frank, 1978). The economic analysts of the time have noticed the existence
of numerous “networks” of a “global” nature or with a “global” impact, and, with the gradual
progress of the researches, they have surprisingly identified that these network typologies were
present and active from at least 600 years before.
Now, 20 years away from the modern improvement of the “nations’ wealth” notion
and with the identification of our global modern system of international finances, the researches
are somewhat unilateral focused on the study of the sociological specialists regarding the
history and evolution of “the whole system”, as well as the impact on the local, national and
regional entities, which are the constituents of this “whole”. For example, certain contemporary
researches compare the modern contemporary system focused on the European idea,
functioning for more than 500 years, with the intersocietal networks of a smaller range and
dimensions existing millennia ago (Frank, Gills, 1993, but also Chase-Dunn, Hall, 1997).
The first objective in analyzing the contemporary global transformations is that of
determining the historical context of the translation of the responsibilities and liderance at the
global level. A quick look on the issue of the global systems shows that the intersocietal
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geopolitics and geo-economics has been the close-up of the competition between the nationstates, the economic companies, but also the social classes for thousands of years. The degree
of interconnectivity of the economic, political, military and cultural networks was relatively
high ever since the end of the 14th century and the beginning of the 15th century. The first
“transnational corporations” were the maritime transportation companies responsible for the
trade with the New World or from Asia. They are “responsible” for the birth of the relation of
production and commercial trade at the global level.
The rise as well as the fall of the hegemonic central powers, which go on today with
the respective nuances of downhill of the hegemonic American system installed with the
decisions from Bretton Woods, are obvious semblances with the rise and fall of the Dutch
hegemony (Modelski, Thompson, 1996).
Starting from these first observations, we may say that the phenomenon of
globalization has a long-term impact at the level of the global effects on the political and
economic changes. The latest technological changes, as well as the expansion of the economic
and commercial exchanges, are just constituents generated by the globalization on the longterm.
Commerce, were we to use as theoretical reference base the book of Held D. McGrew
A. and others – “Global Transformations. Politics, economy and culture”, would represent the
economic activity that realizes a connection between the much distanced markets, so that
seasonal elements, national elements are eliminated, and everything is up to the market’s will
all throughout the year. The commerce is also the one who has brought a revolution in the
perspectives of all industries, by assuring the free access to all natural resources or raw
materials of every investor in the field, even when the location of the investment does not have
its own reserves from the perspectives of the raw material or resources requested by the
production process. Practically, the construction industry is the only one still linked to the
“local” element, using local cheap workforce in the region of the investment, locally produced
materials or about to satisfy local necessities in the future, the rest and – especially – the fixed
capital coming from dissociated places, most of the times unidentifiable (as investment funds).
Under the globalization requests today, its impact implies more than the mere analysis
of the changes on the commercial trade between states, requesting also the study of the
evolution of global markets for the goods and services traded. The globalization of commerce
implies the existence of several significant levels of inter-regional commerce, so that the
markets of transactional goods functions more like global markets than the intra-regional ones.
Thus, a global market infers the existence of significant levels of exchanges regularized at the
inter-regional level that is without any obstacles acting as barriers, particularizations by means
of protecting measures, prohibitive prices of transportation to an area or another etc. This brings
to a transborder competition in which producers in one region can come into markets
traditionally supplied by local producers. The increase of the level of such a specific type of
competition turns an inter-regional market into one with global characteristics, the unique
criterion of success being the quality of products or services offered. Practically, the supply and
demand initially acting at the local level only have gradually advanced towards the regional
level and, finally, towards the global one. In order for the information not to seem somewhat
abstract, we make the example of large urban centers commercializing basic goods or materials
– the specialized stock exchanges in London, Amsterdam or New York. Besides the vital role
in transactions, these specialized stock exchanges also have the important role in disseminating
the information related to a certain global market.
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Owing to its growth, commerce has always been an easy way of evaluating the power
of nation-states, especially due to the fact that, once a state proved to be opened to commerce,
analysts considered this demarche not as an illustration of the internal power of purchasing
power of the respective state, but mostly the state’s capacity to make its internal market
adjustable to the specific prices practiced at the global level, the only allowed modification
being through the application of the currency exchange rate. This way, the traded goods would
have the same prices reflecting the production costs allover, at the global level, rather than the
“local” correspondents of this price. The reality in opening an internal market, starting from this
one premise, illustrates the increasing social volatility of a nation-state to the global pressures
of the global commerce.
The infrastructure of the new global commerce was cleared with the significant
lowering of transportation prices, the expanding of its networks and the boom of the cheap
media communication system. Within the same time frame we have witnessed the
“institutionalization” of liberalization of global commerce.
If in the classical approach the evolution of the economic cleavage and specialization
of nations was identified with the distribution of factors of production rich or poor, in their
classical meaning (earth, production powers and capital), the contemporary times, through the
boom of cheap communication means, but also through “identified accumulations of capital”,
request a detailed analysis of the evolution process of contemporary financial globalization,
known owing to the fact that “The Era of Knowledge” has also brought with it the
preponderance of capitals within the quality of final goods offered to commercial exchange.
The intensity and expansion of financial flows between various states, that is global transborder
exchanges, have reached such a high level of development that practically not one single state
of the world was left outside the system. If the system put up at Breton Woods provided for
specific measures which aimed at the control of capital exchanges and regularized the way and
the situation in which the transfers were allowed, the spatial-identification nuances and control
of capital flows have dissociated to the dissolution since mankind has entered the “Internet
era”. Practically, the evolution of the stock exchange field, even identified by means of the
headquarters, has simplified the instantaneous transfer of large amounts of money from one
side of the world to the other. Financial liberalization and deregularization have significantly
contributed to the increase of the number of financial union patterns. Additionally, owing to the
measures established by the GCO regarding the opening of financial services, it is expected that
the number of these phenomena will increase.
Speaking about “the hegemony of markets”, the famous Nobel winner for economy
Joseph Stiglitz said in his essay Making Globalization Work that he does not agree with “the
validity of general statements regarding the efficiency of the market and some fundamental
beliefs about globalization” and supported the opposite to the postulate according to which
functional market economy automatically determines peoples’ welfare. Practically, the essay
took up again some past contradictory themes formulated by Stiglitz in his book
“Globalization. Hopes and Disappointments”. In this book, the author says that, although the
West has declared onto the developing countries that “the new economic system shall bring an
unprecedented richness”, the reality of globalization has proved the opposite and imposed onto
them “an unprecedented poverty”. Thus, globalization “did not diminish the poverty nor
stabilized the economy” of any of the developing countries or those in transition, proving that
“market fanaticism”, that is the doctrine promoted at any costs, sometimes even by compulsion,
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by the International Monetary Fund who “wishes for the markets to spontaneously lead the
profoundly corrupted era to economic efficiency”.
The continuously growing power of capitals and private economic agents leads to the
corresponding diminishing of authority and sovereignty of public power, regardless of their
“space-localization” in the world. Almighty, the markets are the ones deciding, establishing
prices, and sacrificing local, national and sometimes regional interests for the disadvantage of
the supreme king “money”. Certainly there is a tyranny of the market which we can all feel, but
authorities don’t have but “local” answers to the global problems mankind is facing,
fragmentary answers marked by lack of coordination. The forming of a global financial market,
especially as a consequence of liberalization and deregularizations between 1980 and 2000,
proves to be the most important element in judging the present global development. There are
two important evolution tendencies within the field of globalized economy: the unprecedented
expansion of the financial superstructure related to real economy, or, better said, to that which
we still identify as being economy and the quick privatization of the very same superstructure,
that is the concentration of its control in always fewer bodies. The second tendency is marked
by the inevitable, but gradual, diminishing of the interventionist power of the nation-state in the
financial field.
Thus, the real and effective power passes in a decisive way to the global markets; the
so-called shift de la Gemeinschaft to the Gessellschaft. In an ever more dematerialized
economy a new financial society is born, dematerialized, and able to produce immaterial goods
(knowledge, soft, instantaneous communication etc.), but also money or its equivalents
(electronic money). This has all been the result of gradual liberalization of capital markets.
Additionally, the transforming of the economy of nation-states obeys the modeling rigueur of
the supplement of investment capital, of which only a small part originates in the territory
considered “local” or national. In fact, which is the true role of these “capital infusions” of
external origin, far more familiar by the name of Foreign Direct Investments (FDI)?
Obviously, we must make some general observations:
1. In contemporary world, no country, no matter how big or rich it may be, regardless
of the economic potential and its level of development, cannot isolate itself from the global
market, the contemporary economic and socio-human progress being absolutely connected to
the international economic relations, to the global economy. Such a situation is determined by
the implications of the contemporary scientific-technical revolution, by the uneven distribution
of resources on the planet, by the differences in the cost of the same product in different
economies and by the fact that economic agents in every country enjoy competitive advantages
in certain activities, which impose them on the global market and of which the participants in
the international economic transactions can benefit reciprocally.
2. Mankind today is faced to a series of global problems, the causes of which are
different. Thus, some of them are purely economical; others are ecological or socio-human.
And it is because they are global that they cannot be solved if not through global approaches
and solutions, although in adopting or applying the decisions on strategic solutions, the
participation of the states is joint, but uneven. It is also obvious that responsibilities, although
joint and uniting, finally seem to be uneven, at least from the point of view of the economicfinancial element.
3. We are witnessing the intensification and diversification of international economicfinancial relations, mostly in the context of the increasing of power and role of TNC who
become the main subjects of global economic relations. It is from the TCN towards the true
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structures of TNC that most part of the global flows are carried out. Obviously they carry out
their activity in a different state every time. The statistics illustrate international transactions as
being under the “aegis” of a state or another, but the actual subjects (“de facto” subjects) of
these transactions are mainly TNC. Their contribution to the whole of commercial and
financial-monetary flows, to the production and scientific research activities, to the ownership
of patrimony and global incomes is overwhelming.
4. The economic interdependencies between the countries become more visible both as
a result of the increase of the volume of reciprocal transactions and especially of the
diversification of the content and of the types of international economic flows; they develop
both in width and in depth, concomitantly with the unprecedented diversification of the relevant
types. Given the context, the role and the significance of the international capital flows become
more evident – the central element being the foreign investments. Between 87 and 93% of the
Foreign Direct Investments (FDI) is made in the economically developed countries, by means
of cross flows ensured by the mechanisms of the TNC (transnational corporations) oriented
towards the exterior, towards the activities by means of which they obtain sustainable
competitive advantages; the majority of the FDI is oriented towards the services sector latu
sensu, which becomes the component with the highest economic efficiency, conditioning the
level of profitability of the “traditional” economic sectors. At the end of the last decade, 69% of
the FDI of the companies in the EU was oriented towards the services sector: at world level, the
flow towards this sector represented 56% of the total FDI.
The contemporary economic analyses are mainly focused on the Foreign Direct
Investments (FDI). This is due to the fact that they represent the most important component of
the international investment flows. Thus, in 1980 the FDI represented 5-5.3% of the Gross
World Product, whereas in 1997 they represented 11.8% of the GWP and in 2005 the FDI
reached over 14% of the GWP.
At the same time, the FDI bring about the broadest consequences on the issuer, as well
as on the receiving economy. This accounts for the fact that FDI represent the most dynamic
world flow, presenting an increase which is greater than that of the Gross World Product and of
the international commerce. At world level, there is an increased focus on the officialization of
the FDI; thus, several international bodies have been set up at world level, with a view to
monitor and especially to liberalize and allow for this type of investments. They are mainly the
result of the initiatives and of the interests of the developed countries which, among other
things, wish to minimize the risks hovering over the FDI.
The aforementioned does not exhaust the numerous facets of the theory of
international investments and of the relevant types. We have taken the liberty to handle with
this issue only if additional explanations are necessary.
We believe that the approaches which consider that the if policy of foreign
investments, no matter how stimulating and well drawn up it might be, surpasses the rhythm of
the economic reform, it may become inefficient, are not exaggerated; equally, the absence of a
domestic strategy related to the FDI is just as harmful; unless the economic reform is sustained
by the foreign investments, it cannot develop beyond a certain limit. Eventually, the economic
reform must lead to an increase in the efficiency of the process relating to the use of the factors
of production – as a result of the restructuring and modernization and, implicitly, of the
improvement of the living standard. However, it is hard to attain these objectives even without
a significant infusion of foreign investments. This is where the duality of the attraction of
foreign investments (the component which points out that the investment decision of the
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transnational companies comes in at the exact moment when the company can maximize its
profits by exploiting the resources, the labor force and even the capitals of the host country) is
evident.
Therefore, it is necessary to set some principles meant at governing the relation
between the policy of foreign investments and the rhythm of the reform in any developing
economy or transition economy, that is in Romania, as well, the implementation of the national
strategy for economic and social development, respectively. Practically, the main concept is the
coordination of a set of “local” reactions to the challenges and opportunities presented by
globalization. We do not have to forget Joseph Stiglitz’s warning according to which TNC
offer asymmetric, imperfect information which only serves their interest. “When some people
know what others ignore”, the abuses of personal interests, as well as of external sponsors and
of the multinational companies are more frequent. “The citizens of the highly-industrialized
countries, together with the citizens of the new member-states of the EU share a common
interest: they have to monitor the well-being of globalization”, added the winner of the Nobel
prize for economy.
Therefore, coming back to our topic, the legislative and institutional organization of
the reform and privatization process in Romania must lead both to the exploitation of the
existing unused or inefficiently used resources and to the mobilization and free investment of
people’s funds. Concomitantly and with the relevant economic effort, there is the possibility for
the foreign investments to be made both as companies and in many other types of portfolio
investments (mutual funds, placement funds, negotiation of shares, bonds and other titles, etc.).
The coherence and the success in attracting foreign capital in Romania are directly
related to the percentage in which this decision-making process is associated to the rhythm of
the reform process, the way it becomes and is maintained active and adjustable and is governed
in compliance with the future needs and interests of the country. This organic association is
possible by analyzing the objectives of the government reform program from the perspective of
the objectives of the policy for the attraction of foreign capital.
Therefore, the main issue is to find the most suitable methods to attract FDI, to
liberalize the relevant process and to promote an active policy for the future, structured on areas
and industries and combined with the medium-term reform strategy for economic and social
development. The risk belongs both to the donor (external investor, in most cases of the TNC
category) and to the recipient (the foreign country receiving the investments), by the
consumption of the internal resources and the exploitation of the local labor force, with no
guarantees as to the social protection, with the exception of those provided for in the
privatization agreements. One last issue to consider is that of the technological contribution,
concomitantly with the implementation of a TNC in a receiving country. It is well-known that
over 50% of the world total of intellectual properties is held by transnational and multinational
companies. We must therefore ask whether there is a significant difference between the benefits
of the simple FDI and those brought about by the investments implying important contributions
in technology and/or high technology. It is obvious and it has been economically proved that
the second category is “the winning ticket” for any receiving-economy.
The governments of the countries receiving technology by means of the FDI can
promote several types of economic policies relating to the presence of the TNC in the domestic
economy. The limit situation is that when the government of the receiving-country promotes no
special policy as to the attraction of advanced technology by means of the FDI. We consider
that this is the case of the policy for the FDI that was promoted by the Romanian authorities in
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the decade 1991 – 2000. This period was characterized by the tendency to progressively
liberalize the FDI (this was included in a more general evolution in the area and even at world
level), while taking no specific measures by means of economic and financial factors, so as by
means of the technological flow owned or managed by the issuer by means of the FDI, it may
contribute to the economic growth and to the general increase of the economic efficiency. The
regulations adopted in the industry between 1991 and 2000 promoted “the lack of attitude of
the authorities” with regard to the technological component of the FDI. As a rule, the main
objective was the attraction of FDI by granting certain facilities not dependent on the
technological level of the FDI and the dispersion, in various ways, of modern technology in the
receiving economy. Even if this has been sometimes stated, it has not been expressly stipulated
in the legal acts or in the agreements entered between the parties. As a rule, the issue of the
level of the technology and of its dispersion in the Romanian environment has been left at the
discretion of the issuer of FDI. Undoubtedly, there has been a certain impact on the Romanian
economy, though not consciously directed. This situation was not due to the lack of power and
of the capacity of the Romanian authorities to negotiate with the issuers of FDI; it can be
accounted for in several ways:
• Romania has not had a coherent medium-term strategy relating to the structural
economic policy to be monitored by the authorities, with accurately set targets adjustable to
newly-occurred situations. Thus, neither the FDI nor their technological component have been
set accurate targets;
• It has been automatically considered that any FDI would be promoter of
innovations – whether technical ones, managerial ones, relating to organization or to marketing
– capable of generating competitive advantages and of contributing to the modernization and to
the efficiency of the various activities. In fact, a significant number of FDI have been so
insignificant that they have not been capable of bringing a technological contribution; other
FDI originated in economies which did not hold any competitive advantage in the industry in
the country of origin and neither when compared to Romania; in other cases, it has been
considered that the economy is in an extensive development stage and any investment is in
itself promoter of growth and of competitive economic advantages;
• The attitude – or yet better, the lack of attitude – of the Romanian authorities
regarding the technological component of the FDI seems to have been also originated in a
certain mental reminiscence, brilliantly expressed by Porter M. in “The Competitive
Advantage of Nations”, according to which the Romanian economy (similarly to that of other
countries in transition), is in that initial stage of development when the competitive advantage
is originated in the equipment with inherited factors of production, especially primary factors;
the only issue regarding these factors is that of their insertion in the economic circuit by means
of significant investments capable of generating a new economic space where an increased
volume of technical capital can be put to use;
• As a rule, Romania has requested, especially by means of the sale agreements
entered with the foreign investors in relation to the privatization, to preserve the jobs for a
certain period and to make a certain volume of investments. In some cases, the preservation of
the company’s scope of activity has been added, the issue of the level and structure of the
technological component of the investment being left at the discretion of the investor.
It is worth noticing that most of the FDI promoted in Romania (as well as in the other
countries in the area) “focus on the market, on the attracting of the demand of this area,
Romania respectively, where the population has been deprived for several decades of the basic
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consumption goods, not to mention the complex ones …” (Porter M.). However, even this type
of FDI focused on the market performs a transfer of technology capable of competitive
advantages. The capitalization of the potential of creating added value characterizing the
components of the traditional capital and of the technology as new factor depends exclusively
of the managerial and organizational practices by which the factors of production are used.
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Abstract. The aim of the paper is to underline the importance of innovation for
Romania – a catching up country within the European Union. By several comparisons with
other European countries, Romania proves to be one of the last ranking countries in the
innovation field, according to different benchmarking systems. Seen in the integration process
context, innovation is one opportunity that Romania cannot miss because it is the only way of
reducing differences between itself and the other members.
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The European Union is meant to be one of the most competitive economies – if not
the most competitive according to some authors – and in a struggle to stay so it has to play
tough in this world competition. The European Union distinguishes itself by its efforts to
coordinate a network and not a hierarchical system. In a network, not all the “hubs” are equally
strong, but they are potentially equally strong. So, it lies within each country’s responsibility to
create ways of becoming as strong as the other “hubs”. Likewise, it is within the responsibility
of the network to enable adequate inflows and outflows to and from the weaker hub. This is
only a metaphor to describe how the relationship between the European Union members are.
Despite the large differences of development between Romania and other European
countries, the gap can be tightened more rapidly than expected. The environment, the
breakthroughs and opportunities are all on Romania’s side so that it can accomplish this task.
Creativity and innovation are only some of these factors that can work magic for Romania.
Skipping steps of development is the only way of catching up with the other countries in a
shorter period and innovation and creativity can help to do this. But the way of skipping steps
should not be misunderstood; form over substance methods and a similar course of actions will
never work. That is why substance has to be created. “A new economy is upon us. The essence
of this new economy is a deep and fundamental shift from physical effort to knowledge and
intelligence as the primary source of value, productivity and economic growth” (Florida, 2004:
www.creativeclass.org).
Innovation could be one way of discarding the already obsolete image and reality of
the economy, in an attempt to accelerate the pace of development. However, innovation
without the necessary funding to make it work to the benefit of one economy is not possible.
Romania and the European Union, to a large extent, share the same challenge, which is to
improve both employment rates and labour productivity in order to strengthen competitiveness
and respond to one of the major structural changes facing Europe, which is globalisation
(Almunia, 2006). So, globalization is seen as an opportunity or a challenge and not as a threat.
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Also, as a member of the European Union, Romania has to share the common
European response in the Lisbon Strategy concerning both growth and jobs. The stress will no
longer be on keeping costs low, but on specialization, high-skill industries and innovation in
general. This is because Romania faces a twofold competition. On the one hand, Romania has
to face the threat of low-cost countries that can take over low value-added industries market
share from Romania. For example, the global market opening of textile trade in 2005 generated
the decrease of Romania’s exports in this industry. On the other hand, creating cost efficiency
and changing production structures are critical for Romania, especially in sectors that consume
energy in a non-efficient way.
Another opportunity that Romania can benefit from is the large home market it can
exploit in doing business, of nearly half a billion people alongside with all the funds coming
from the European Union. If properly used, this context can make Romania a more competitive
economy that can fully enjoy its strategic resources and position. All is only natural since
enlargement of the internal market acts as a catalyst for economic growth by opening business
and investment opportunities to all European companies, including Romanian companies.
Enlargement is therefore an ideally win-win situation should all efforts were made to reach the
common European targets.
Successful integration in the European Union requires both sufficient amounts of
human capital and of physical capital. Investment priorities have to be carefully considered, as
there is a large need for further development. Projects must prove quality for the finance they
apply for. Over 6 billion Euro will be made available by the European Union during the first
two years after the accession under the European Structural Fund programmes. Using these
funds properly can propel the economy into real and noticeable growth. For all these to happen,
the Lisbon Strategy has to be implemented. Product, labor, capital market weaknesses; human,
physical and knowledge capital; low productivity and employment; population ageing; all these
are threats to Romania’s future, not only socially or economically, but considered as having
impact on the country as a whole.
All these changes have to start from the very increase of investment in research and
development and education in to order to enhance Romania’s capacity to innovate. It also
means cutting red tape, removing obstacles to the mobility of workers and developing better
regulation to improve the business environment in Europe. Structural changes though
generalized in Europe and following overall policy guidelines are tailored for specific needs of
each country. For Romania, one of the main ways of adding value to its outputs is knowledge,
moulded into research and development, better education, simpler regulation, reforms
concerning the labour market that are meant to boost job creation and productivity growth.
The Lisbon Strategy, which is currently working well in Europe, is fully valid for
Romania as well. The European Union renewed strategy for growth and jobs has the potential
to create millions of new jobs and give a significant boost to long-term growth.
Strengthening competitiveness and reaping the benefits of European integration are
extremely important to the future economic success of the European Union and to unleashing
the growth potential of Romania. But the path to follow is long and hard and it requires
commitment to a long-term programme of vigorous reform efforts.
Since innovation is seen as the key to further growth and competitiveness creation,
there have been established some ways of measuring it. There are more indicators used for
benchmarking innovation, but we are mainly going to refer to the European Innovation
Scoreboard and to the Global Innovation Scoreboard.
The first indicator will speak by itself about the weaknesses of Romania’s innovation
system and about its evolution throughout the past few years. Using this indicator can be a way
of predicting the future performance of our country and of outlining the main obstacles in the
way of its development. Also, it serves as a benchmarking instrument to compare Romania’s
evolution to the evolution of similar countries of Europe. And why not, it may be an indicator
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that can show the fact that it is possible to start up from a very low position and over the years
to become part of a different group of countries on a superior level of development and
innovation.
The European Innovation Scoreboard responds to an explicit request of the Lisbon
European Council. At Lisbon, the Union set itself the combined goal of strengthening social
cohesion and becoming the most competitive and dynamic knowledge-based economy in the
world within the next decade. “The Union has set itself a new strategic goal for the next
decade: to become the most competitive and dynamic knowledge-based economy in the world
capable of sustainable economic growth with more and better jobs and greater social cohesion.
Achieving this goal requires an overall strategy aimed at: preparing the transition to a
knowledge-based economy and society by better policies for the information society and R&D,
as well as by stepping up the process of structural reform for competitiveness and innovation
and by completing the internal market…and modernizing the European social model, by
investing in people and combating social exclusion”. (Lisbon European Council, 23rd and 24th
March 2000, Presidency Conclusions).
A preliminary European Innovation Scoreboard was published in September 2000.
Initially, the European Innovation Scoreboard contained 17 indicators, selected to sum up the
main drivers and outputs of innovations. In the 2002 report there was no reference whatsoever
regarding Romania.
The next European Innovation Scoreboard report in 2003, the 4th edition, included
Romania and Bulgaria as well, and the scoreboard was comprised of 20 indicators, under the
following chapters: human resources, knowledge creation, transmission and application of
knowledge, and innovation finance, output and markets. Two summary indicators where also
established, Summary Innovation Index-1 and Summary Innovation Index-2. The Summary
Innovation Index-2 used only the twelve most widely available indicators but it covered all
countries, including Romania. Within this indicator, countries were classified into 4 groups:
moving ahead, losing momentum, catching up and falling further behind. From this standpoint,
in 2003, Romania found itself in the catching up group of countries.
The 2003 competitiveness report elaborated on the acceding countries' dependence on
foreign direct investment for growth as being the only solution unless there is an improvement
in the innovative capabilities of domestic firms. At that time the Czech Republic, Estonia,
Hungary, Lithuania and Slovenia were the most innovative acceding countries. For Romania,
the major relative strengths were considered to be education, public research and development
and USPTO (United States Patent and Trademark Office) patents, while the major relative
weaknesses were found to be the tertiary education and all current patents.
The European Innovation Scoreboard 2004 confirmed that the innovation gap
between the European Union and the United States was not reduced since the adoption of the
Lisbon agenda. For this year, Romania was to be found once again in the Summary Innovation
Index classification in the catching up group of the countries under study. Taking values from
0 to 1, the European Innovation Scoreboard 2004 ranked Romania on the 32th place out of the
34 countries. Romania’s score was 0.15, followed only by Poland and Turkey with 0.14 and
0.05.
In order to offer a cleared image of innovation, the European Innovation Scoreboard
2005 came with a strengthened methodology and a revised list of 26 indicators, grouped into:
innovation drivers, knowledge creation, innovation and entrepreneurship, applications and
intellectual property rights. The general conclusion was that so far Romania did not cope well
in building a national innovation system. Its performance was rated as very poor on innovation
creation indicators, and poor on innovation diffusion. So, only one year before its accession to
the European Union, Romania still did not make significant progress to change the label of the
previous years.
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Consequently, a major challenge was to substantially improve lifelong learning in
order to create the necessary skills within the workforce for adopting new technologies. A
second challenge was to substantially increase ICT (Information and Communication
Technology) expenditures, which only accounted for 1.5% of gross domestic product in 2005.
Other requirements included improving the share of small and medium enterprises that
cooperate on innovation projects and the percentage of firms that receive support for innovation
projects.
In 2005, Romania ranked second to last on the Summary Innovation Index out of 33
countries. Countries losing ground were Estonia, Spain, Bulgaria, Poland, Slovakia, Romania
and Turkey. Romania’s worst performance was for intellectual property rights, with almost no
USPTO patents. It performed very poorly on innovation drivers, knowledge creation and
poorly on innovation and entrepreneurship and applications. Only two indicators were above
the European Union average: the percentage of small and medium enterprises that have
introduced non-technical change and the new-to-market product sales. It is assumed that
success on these two indicators was probably due to very poor initial conditions. Moreover,
Romania's supply of new science and engineering graduates doubled between 1998 and 2003
and there was a slight fall in the proportion of the population with a tertiary education between
2002 and 2003, which could be explained by substantial emigration during these years. Also,
2005 findings show clearly that while Romania did not score well on innovation inputs ranking
last, it scored much better on outputs (23rd out of 29 countries for which there were available
data).
Another 2005 study showed it that Malta, Slovakia, Romania and Italy are all
countries with the highest proportion of pro-innovation citizens, meaning that Romania is
among the countries where innovation demand is high, where citizens feel attracted by
innovative products or services. This is a clear sign of how demanding the population is and
what its expectations are from the internal and external market, especially in the context of
Romania’s accession and then integration in the European Union in 2007. This situation is
characteristic to these countries as all of them have better results for the output indicators of the
European Innovation Scoreboard than for the input indicators if compared with European trend.
Despite the fact that Romania had one of the worst performances among the countries
under study, there cannot be established a “peak” year concerning this ranking, because the
methodology changed every year. This happened because the benchmarking system constantly
evolved to become richer and more explicit every year. However, it cannot fail to give a
general view of how the Romanian innovation performance was as compared to other
countries.
The second indicator comes as a proof that the innovation analysis deepens more in
2006, bringing on a new benchmarking system: Global Innovation Scoreboard (GIS). This
time, more countries are analysed: the 25 EU members and the major performing countries in
the world. This paper shows that Romania spent only 0.02% on research and development,
while countries like Spain, Poland, and Hungary are far above Romania. A whole methodology
is used to sum up all aspects of innovation, and in this computation Romania ranks last. This is
Romania’s mark one year or less before becoming full rights member of the European Union.
More precisely, Romania’s global innovation performance is expressed by the Global
Summary Innovation Index taking the value of 0.11. In this general and aggregating ranking,
Poland scores 0.18, Bulgaria 0.22, Hungary 0.33 and Slovenia 0.36.
As for each performance chapter, Romania scores a little more than 0.05 on
innovation drivers on a 0-0.25 scale, less than 0.05 on knowledge creation on a 0-0.25 scale,
almost 0 on diffusion, less than 0.05 on applications on a 0-0.20 scale and almost 0 on
intellectual property on a 0-0.25 scale. Relatively, Romania ranks 9th to last for the first
criterion, 4th to last for the second criterion, last for diffusion and second to last on applications
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and intellectual property. We are being offered almost the same information about Romania as
in the previous years indicators, with no consistent climbing.
Within the 2006 working papers methodology, countries that have similar
performance are grouped into clusters. This benchmarking system is more illustrative than the
Global Summary Innovation Index because it considers more aspects than just a ranking. Under
these circumstances, figures show it that Romania is currently in the same cluster with
countries like: Cyprus, Mexico, Poland, Bulgaria, Portugal, Greece, Lithuania and Slovakia
(cluster number 4 out of 5). Cluster 5 is comprised of countries like: Argentina, Brazil, India,
Latvia, Turkey, South Africa and China. The overall performance of the Global Summary
Innovation Index of these two clusters is almost identical. While Romania and countries in its
cluster do better in innovation drivers, countries in cluster 5 perform better in diffusion. Also,
Romania’s cluster is made up of countries whose number of researchers, scientific articles and
patents is higher, but whose research and development intensity is not as strong as for cluster 5
countries.
As for the performance over time, Romania and Brazil are among the very few
countries clearly falling behind in the 2006 study. Now, as Romania has already become a
member of the European Union, it is clear that it is one of the countries with poorest innovation
performances. However, the EU-25 cannot be still compared to evolutions of countries such as
Israel, Japan and the United States. The differences between countries in the now EU-27 and
EU-15 or EU-25 are large and Romania has to catch up a lot in order for the large Union to be
able to compete with the above mentioned top performance countries.
There have been debates on how important economic growth is on calling a country
developed or not. Some authors diverted their attention from the traditional measurement
indicators such as the gross domestic product onto more complex indicators, including
innovation benchmarking systems. There is a slight difference on the conclusions reached when
using the traditional method and the new and complex sets of indicators. On the one hand, it
has been found that economic performance and innovation performance are positively
correlated. So, more innovative countries do have higher levels of productivity and income. On
the other hand, studies show it that there is no such strong relation between economic growth
and economic performance. Romania is one of the countries where this correlation is negative.
Generally, there is more rapid growth in the less innovative countries.
Preliminary results concerning research and development in the EU-27 show it that
Romania is among the countries that have one of the poorest performances. Thus, the weight of
enterprises active in innovation in Romania is 20%. This proportion is comparable to Bulgaria
(16%), Latvia (18%), Hungary and Malta (both 21%). Also, figures show it that research and
development intensity varies from 0.4% of gross domestic product in Cyprus and Romania to
3.9% in Sweden. Romania is seen as the lowest limit of the EU-27 according to these initial
results.
It is within Romania’s responsibility to intensify efforts in order to change the status
quo that figures focus on. For instance, the same reports show that research and development
intensity, expressed as research and development expenditure as percentage of gross domestic
product, was only 0.39 in 2001 and 2004 for Romania, with 235 million Euro in 2005 as
research and development expenditure and research and development expenditure financed by
business sector as percentage of total, 44%.
Business-financed research and development as a percentage of industrial output is
the lowest in the European Union and is not able to sustain competitive research projects. A
similar situation characterises the number of researchers and scientific publications and patents.
This is also shown by the reduced number of programmes presented by Romania in Framework
Programmes. Causes galore can be found: institutional and legislative malfunctions, improper
infrastructure, isolation from the international research community, lack of good track records
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of past collaborations, low present participation and poor cooperation between research
institutes and industries resulted in very few partnerships and scientific collaboration.
One starting point is the underdeveloped national innovation system, despite the
remarkable progress Romania has made in stabilisation, growth and poverty reduction in the
last six years. This brittle progress is only a matter of short term opportunity that has to be
reinforced with new knowledge and efforts on behalf of the country on a long term
commitment. It is within the previous indicators conclusions that there is no such thing as
national innovation system underway. Investment in innovation and creativity is the condition
for further development of the fields on which Lisbon agenda is primarily focused.
With very few exceptions, the information and communications technology sector is
characterized by low wages rather than by innovation. The lack of an internal competitive
environment, the absence of a domestic innovation culture in the small and medium enterprise
sector and of financial instruments all contributed to this situation. No consistent policy in
creating a proper innovation culture is one of the obstacles in Romania’s way to speed up the
innovation process. So, one opportunity of having become a member of the European Union is
the obligation of reinforcing research-related administrative capacity and infrastructures. The
accession to the EU may help Romania in this process, as it creates increasing competition and
larger foreign investments.
The engine of the innovation mechanism has to be the potential of domestic demand
from both the private and the public sector, together with the foreign direct investment in
information technology and lifelong learning opportunities. Only by creating new technology
materialized in the emergence of new solutions can Romania skip steps that took many more
years in other more developed countries of the European Union. Another condition for the
acceleration of the innovation process is the improvement of industry-university collaboration
and development of technology transfer centres, aims that are strengthened by relatively high
skilled and low cost workforce.
Another opportunity for Romania once it became full rights member of the European
Union is the emphasis of the latter on interdisciplinary approaches and research projects with
strong implication of ICT industry doubled by our country’s capacity lying in professionals
(both social scientists and ICT experts) able to deal with knowledge society issues, studies,
think-tanks, workgroups, institutions and projects.
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1.1 The constitutionalism and the national sovereignty
1.1.1 The national sovereignty
The national sovereignty formula in a larger meaning brings in foreground the
phenomenon of identifying a nation by culture, religion, and its political identification, as a
national state with an authentic conception.
The nation can overlap in many situations with the people concept and defines
sovereignty position by geographical sovereignty of the territory on which this people
depend on.
The concept of national sovereignty is a fact that has its routs in Renaissance’s age,
but with time can be found at writers as Sieyes, and it is also founded in the idea that the
sovereignty actually belongs to the people which is looked as an abstract entity, named
NATION.
The nation is a moral person, different from the individuals composing it and has
sovereignty own will. In this case the nation’s juridical status is the first law, the
Constitution. By this are consecrated the organisms that represent it. Representative for a
nation are not only the chosen people but also the ones “declared” in this role by the
fundamental law. The quality of representative is ascribed to the deliberative organism and
not to its members, in an individual way. This carry out a mandate without being forced to
keep an ear opened for the one who chosen them.
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1.1.2 The popular sovereignty

The “popular sovereignty” phenomenon can be attributed to J.J. Rousseau and has
as a discussion background the contractual bond between power and social. The sovereignty
beneficial in this case is the people, and the notion of people is understood as being “the
totality of individuals on a certain territory”. In this case each individual is the beholder of a
quota of sovereignty, all citizens being the beholders of equal quotas. As a consequenc, the
people’s sovereignty is the sum of the individuals’ wills, the power belongs to the people,
and to the governors only the power of carrying it out is entrused. The governors are playing
only the part of mandatories of the people, the community exercises its will through its
delegated pylons. The people sovereignty isn’t considered as a juridical entity different from
the individuals composing it, and it means that the general will be the on of the greater
number, of the majority.
The administration must be exercised by the citizens. It doesn’t exist a
representation of the popular will in a single unit. Considering the fact that the sovereignty is
unassignable, the leaders are not the representatives of the sovereign – of the people, they
appear as an executive organism of the general will.
1.1.3 The European sovereignty
During the last years the concept of sovereignty has suffered some essential
modifications attaining to its participative form, the discussions about limiting the
sovereignty appear as a new concept, but founded on traditionalism.
Considered as the result of the traditional state doctrine, the traditional concept of
sovereignty expresses the right of state to behold and exercise its supreme authority on its
hole territory. This is independent by all the others types of powers from the interior of a
state or in its relationships with others states and supposes the creation of laws that govern
the life of the state.
The sovereignty is an attribute of the state that has as a purpose the representation
of the interests. In the democratic societies, the supreme authority is usually exercised
through the legislative institution or the presidential one, but finally it belongs to the people.
Since one’s state population decides through referendum if it wishes adherance to
UE, with an ulterior transfer of its national authority at Bruxelles, in this account it can’t be
considered that the sovereignty is lost, but it suffers a transformation through transferring
the supreme authority to some national administrative institutions.
Once a member of the UE, the state, based on the agreement signed with UE,
transfers a part of its national powers from different political domains to the Union’s
institutions. The procedures through which the national powers are distributed between
different Union’s institutions, and the domains submitted to this procedure, were created by
the member states in the evolution process of the European community and consolidation of
the cooperation at all levels.
Through the adhesion to UE of a small state, this one can consolidate its
participation together other states to the process of the taking decisions at an economical and
political level.
The conservation of its national sovereignty has become a truly impossible mission
since the intesification of the globalization processes and its development, this fact
diminishing the national liberty of actions or, in other words, the exploitation of the national
sovereignty.
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As a background procedure in the virtue of the frequent utilization of the “European
integration” concept, the definition of Europe is still ambiguous. What can Europe mean to
the states adhering to UE? The starting of political and virtual process for the security and
the stability of the entire European continent, project involving financial and economical
costs. This project favours the creation of a favourable situation for integration, but the
impediment appears because the internal conditions of the candidates or of the new members
that still cannot adapt 100% to the new requirements.
2.1. The European Government and the European Constitution
The government represents a dynamical process of democratization of the institutes
and community policies. This form of government is connected with the European
conceptions of permanent and global dialog. The European government corresponds to a
capacity of synthesis that creates the competences belonging to: traditional state (whose
competences find themselves in a substantial manner, in the European construction); to the
enterprise which presence is more and more dynamical in the economical order specific to
the European government and the global one; to a new political management concept related
to the coherence of means and instruments requisite to the law state; to the principle of a
good government; to the social dimension of internet and all strategies proceeding from the
application of social responsibility and from the administration of social, ecological or
economic risks.
The democratic Europe and the perspective of the constitutional order of Europe
appear through the European constitutional project, which is a decisive stage in
accomplishing the political objective of the community unification. From this reason, this
text is based on European common values and, also, on the dynamical line of European
citizenship. In some point of view, it can be remarked the role of the European Charter of
the fundamental right of the European citizens, incorporated in the text of the constitutional
project.
In a permanent evolution, those two concepts synthesize the social values of the
public action as democracy, responsibility, efficiency and transparency. These last constitute
the principles of the good government underlined in the White Book of the European
government.
The participative development and the good government beneficiate of important
licenses accentuated in the last decades and for which existed different attitudes of different
organisms and public international or national institutions. The 90’s masked an
intensification of the preoccupations of the international organisms facing this problematic.
The relation between the participative development and the good government becomes part
of the same unit and it manifests, it develops in a systematical conception in the general
context of the European space the globalization phenomenon can be considered as a stamp
of the government which extends through different organisms involving itself in the state of
law.
Through the background modification that were brought to the Romanian
Constitution in 2003, the constitutional reform that harmonized it with the requirements of
the UE, it was followed an alignment with the European states and concepts. The
Constitution revised in 2003 responds even now to the position in which Rumania is
situated, namly as a state which closed its adhesion negotiations, signed and approved the
adhesion treaty with UE through the Law no. 157/ 2005 so that on the 1st of January 2007
the European adhesion came true. Nevertheless it is pursued the starting of some points of
view on some modifications that should be brought to the constitution according to the
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constitutional account of UE. It is to be noted that the Romanian constitutional law –
basically national – will subscribe in the general tendency of becoming more European.
Taking into discussion the historical, juridical and political meanings of the
European Constitution, its role in elaborating the European process and the remodeling of
the administrative systems of the UE members, but also sovereignty implications in a larger
area of the cultural values and its educational programs regarding the construction of an
European identity, in various plans, actually means taking into discussion the position of the
Romanian Constitution in the context of the European events that are unreeling in our days.
The importance of this process of constitutionalizing is a decisive step to the
clarification of the functional accounts between UE institutions and the member states, with
the purpose of giving communitary institutions the democratic legitimity and decisional and
administrative influence demolish the old concepts and implements the new. It is easy to
make a comparative analysis, showing the similarities and the differences between the
national constitutions and the European one, starting from the question if the constitutional
treaty can fulfill the same juridical and socially political functions for UE that the national
constitutions had for the modern national states in various stages of their evolution. The
European Constitution came to be as an answer to the democratic legitimity crisis of the
integrative institutions, at an overnational level, trying to harmonize two different sources of
legitimity: the will of the member states and the will of the citizens. Although the
constitutional treaty succeeded in formulating an acceptable compromise regarding the
repartition of the competences between the communitary level and the national one, the
problematical nature of this double legitimities came out to light recently, in the moment in
which the European constitution was rejected by citizens through 2two referenda from
France and Holland. Starting from these two juridicial and political aspects of European
integration, we can speak about the reformulation the role of the union states and of the idea
of jurisdiction and the problem of the cultural and linguistic identities of the European
countries.
The UE motto “unity and diversity” is associated with the thesis that the European
strength stands in its cultural diversity, and the emergence of a European unity involves the
canceling cultural differences and the national belongings.
3.1. The globalization and the constitutional state of law
The globalization is a multi-dimensional process that transforms in a fast rhythm
and in deepens the national and global activities, but also the interaction between the social
actors. The changes made have implications in all life aspects. The speed, the ampleness and
its character differ according to the considered field: economical, political, social, etc.
Although an universal definition of globalization doesn’t exist, usually it is
considered as a process in which the borders in face of international goods, services, and
information markets fluxes are corroded and even eliminated.
Persently there is a huge debate on the greatness and duration of this entire process.
Some specialists like John Gray state that globalization represents a huge transformation of
capitalism that was already accomplished; being inevitable and irreversible, the moving of
this event supposes the corrosion of the borders and the state is losing its characters. Other
personalities (Paul Hirst or Graeme Tompson) sustain that the dimension of the
globalization is exaggerated and we don’t have to deal with a phenomenon but with an
acceleration of the process of internationalizing of capitalism and of the market in which the
state, as an organism with clear elements (territory, population, sovereignty), participate
directly to this phenomenon. The comparison of this type are hard to realize because of the
complexity of the statistical data that must be gathered.
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On the whole, the globalization can be defined through the perspective of three
main theories: the global system theory; the political global organization and the global
culture theory. According to the global system theory, the globalization represents a process
ended in the 20th century through which the capitalist system was spread around the world.
As long as this global system maintained some of its main characteristics along the centuries
we can say that the globalization isn’t s a new phenomenon. At the beginning of the 21st
century the capitalist world’s economy is in a crisis; the explanation consists in the fact that
in the 20’th century the global system has reached his geographical sovereignty, so it has
transformed the state in a huge surface to which the globalization has manifested, through
the extension of the capitalist markets. From the global politic point of view the
globalization is the growth and the adoption of the world culture no matter of the state type.
Starting with the second half of the 19th century a new world, national and cultural
order crystallized, which consists in models that can be applied at a global level that
configures states, organizations on self-individual identities. The concepts about progress,
sovereignty and rights gained a higher authority structuring states and individuals actions
and giving a common background to the international disputes.
In the acceptation of the global culture theory globalization refers to the world
compressing and the consolidation of the visions as a unit. The pioneers of this theory are
considering that at the end of the 20th century and even earlier the globalisation transformed
the world order into a problem. Each of us should respond reflexively to the hard situation
resulted from the new order, thing that brings to the creation of some different visions about
the world.
Still we can say that globalization refers to the extension of the global connections,
at he global life organization and at de development of a global conscience, with the task to
consolidate a global society without calculating the existence of the state as a constant
product. The globalization is a phenomenon that indirectly influences the sovereignty
through the form of international organisms which will decide the political power of the
state.
3.1.1. The globalization and the nation-state identity
The concept of globalization defines a process through which the events, the
decisions and the activities taking place somewhere in the world can have huge
consequences over the individuals and communities in the other part of the globe. This
meaning shows that the nation-state, creation of the European modernity, already seems
compromised. Today the goods, the capital, the people, the scientific knowledge, the
images, the communications, the crimes and the pollution don’t seem to care about the
borders with only few exceptions.
The concept of globalization itself defines a process through which the events, the
decisions and the activities that take place in one part of the worlds can have important
consequences on people and communities in another part of the world. Thus we emphasize
the idea that the nation state concept seems already compromised. There are no barriers
nowadays, as the goods, the capital, the crimes, pollution a.s.o. don’t respect borders.
All these speak about a universal space of the humanity developed on economic,
political and socio-cultural levels.
The globalization in economy involves two more domains: the political one, and we
can speak about a global policy, and the cultural one, based on the idea of a global culture.
The interrelation among the domains, the fact that they influence each other give us the right
to underline the idea that the process of globalization must be understood in the terms of a
multicausal logic. As Giddens remarks, the factors that interact towards the globalization are
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the capitalism, the inter-statal system, the militarism and the industrialism. All these
phenomena cannot function without a juridic background, fact that made possible the
development of the international organisms which involve the states in political economic
interrelations.
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The taxation system, a product of the human factor thinking,
decision and action, has been initially created in order to comply with
certain financial objectives, to which economic-social objectives have
also been subsequently added.
Within a market economy, the taxation system represents one of
the most important instruments that the State uses for managing the social
and economic activity. The entire taxation system has as a main goal
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increasing the level of freely accepted taxes and duties orientated towards
their awareness concerning the fiscal obligations incumbent on them.
Taxation can also be considered the key factor through which the
European Commission intended to systematically and constantly
influence the harmonization of the member states. Thus, by acting at the
level of each member state through the implementation of certain guiding
lines in the taxation field, we obtain a beneficent effect in complying with
certain principles such as proportionality and equitability.
On the other hand, under the circumstances of a centralized
economy, it could no longer carry out its legitimate functions of
assignment, distribution and stabilization or contribute to the budget
reorganization during the transitory period.
During its initial stages, the taxation system reform aimed at the
development of a new taxation system, while the old economic structures
are taken down, this new taxation system being able to provide, under the
new conditions, appropriate budgetary revenues, in a fair way and with
minimum price distortions.
The value added tax, introduced in Romania through the Order no. 3/
1992, approved through the Law no.130/19.12.1992 as from July 1st,
1993, replaced the tax on the wares circulation that had certain
inconveniences. Later on, certain modifications occurred concerning the
taxation basis, the taxable persons, the taxation scope and rates – thus
from 18% and 0 for export in 1993 to 18% the standard rate and 0 for
export in 2000. In 2001, we eliminated the 0 rate, and in 2004 we
introduced the reduced rate of 9 %.
Within the Economic European Community, the value added tax
was introduced in 1970; it replaced the different taxes on production and
consumption that rendered more difficult the commercial exchanges
between states. Since it has been introduced and up to the present, the
value added tax has been unceasingly modified, the goal consisting in
harmonizing the VAT provisions and application between member states
(Tatu, Cataramă, 2005).
Thus, in 1977 through the Sixth Directive, we laid the bases of the
VAT harmonization between member states, a common trim being set for
this tax. This directive also represents an actual law concerning the VAT
substantiation method at the community level.
The VAT transitory system valid between January 1st, 1993 and
December 31, 1996 cancelled, both for natural and legal entities, the
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fiscal control at the communitarian borders. Eliminating the fiscal borders
required harmonizing the taxation rates of the value added tax. According
to the provisions set by the Directive 92/77/CEE, the Member States can
apply the following types of VAT rates: the standard rate and one or two
reduced rates. The VAT standard rate has been set to at lest 15% and the
reduced rates should be of 5% at least.
The increased VAT rates are eliminated, but they are still valid in a
transitory manner: the 0 rate or the extremely reduced rate (lower than 5%).
We also established that, in the case of certain products, we would be able
to apply a reduced rate that could not be lower than 12% (parking tax).
A specialized strategy in the VAT field has been published in
October 2003. One of the main objectives of this strategy is that of
simplifying the taxation system concerning the VAT, as we noticed that
the fiscal obligations related to this tax implied the existence of a
disproportioned fiscal charge within the European Union.
A remark made by the European Commission is that the VAT is a
consumption tax and that, consequently, the revenue coming from this tax
should be obtained by the country where the respective consumption is
achieved.
Up to now, the taxation principle provided that goods delivery was
taxed in the country of destination, but services were taxed in the country
of residence of the service provider. Yet, we consider that it is necessary
to alter this principle in order to obtain an income distribution as fair as
possible, since an increasing number of companies that provide services
set their country of residence based on fiscal reasons.
The VAT is a revenue that also supplies the European Union
budget since the member states pay a quota of their takings on account of
the VAT to this budget. The VAT harmonization to this budget implied
concerning the application scope, the taxation bases or the exempted
operations.
An alignment of the rates level and number has not been
accomplished in the EU member states yet, but the European Commission
proposed two rates: the standard rate (15-25%) and the reduced rate (5%
at least). For example, in Germany the standard rate is of 16% and the
reduced rate is of 7%, in Italy the standard rate is of 20% and the reduced
rate is of 5% (for food products), in France the standard rate is of 19%
and the reduced rate is of 5,5%, in Poland the standard rate is of 22%, the
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reduced rate is of 7% (for food products) and the extremely reduced rate
is of 3% (for unprocessed food products such as milk and honey).
As for the tax on profit, in Romania, in 1990, through Law no.
54/1990, we created the legal background for the small and average
enterprises (IMM) activity that involved the introduction of certain
compound progressive rates (10-15%) with an exemption up to 50.000
lei. On January 1, 1991 legislation is again modified, by introducing 66
installments (up to 25.000 lei exemption included) with progressive rates
ranging between 2,5% and 77%. The great number of taxation levels
caused difficulties in point of application, while progressive taxation
discouraged the economic agents to obtain high profits.
As a consequence, in 1992 we introduced the taxation method with
proportional rates in two installments, respectively: 30% for less than
1 million and 45% for more than 1 million.
We exempted from taxation: economic agents within the field of
industry, agriculture , constructions, for a period of 5 years, the units that
provided services for a period of 1 year, trading companies with activities
in the field of commerce, tourism, bank insurances for a period of 2 years,
and exemption for an unlimited period for organizations of blind persons,
disabled persons and handicapped persons.
We granted tax reductions of up to 50% for using profit for
investments, as well as for protecting the environment.
In 1995 the taxation system is improved by becoming more similar
to the taxation systems of the developed states and we introduce an
unique rate of 38%.
In 2000 the taxation rate is reduced to 25% and we introduce fiscal
facilities, such as: for the activities carried out in duty-free and
unfavorable areas, the economic agents were exempted from paying the
tax on profit; reinvested profit was not taxed, while for investments and
for creating a place of work the taxable profit was reduced with 50%,
AND with 20 % respectively.
Starting with January 1, 2005 the taxation rate for taxable profit
becomes 16% in Romania, while in certain European countries the
highest level of the profit taxation rate is reached in Germany – 38,8%,
followed by France – 35,4%, Italy – 32,3%, Great Britain – 30%, Sweden
– 28%, Czech Republic – 26%, Slovenia – 25%, Sovakia – 19%, Letuania
–15%.
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Besides the strategies elaborated in the field of indirect taxes, The
European Commission issued in 2003 a specialized strategy concerning
tax on profit, even if, concerning direct taxes, it is not necessary to
harmonize the member states legislation, the European regulation bodies
mostly interfering by issuing certain recommendations.
The Eropean Commission also noticed the need for eliminating the
measures that can facilitate fiscal practices that distort competition as well
as for avoiding the introduction of such measures in the future, by
publishing the identification criteria specific to such measures.
A fiscal measure having a negative impact can be identified
through a taxation level that is inferior to that existing in the respective
country, through fiscal benefits for non residents, through fiscal facilities
granted to certain activities that are isolated from the internal economy
and that, as a consequence, do not have an impact on the national income,
through granting advantages even in absence of an actual economic
activity, through the rules used for setting the taxation bases for
companies within a multinational group that are very different as
compared to those internationally accepted.
As for the evolution of the Romanian accountancy, it should be
analyzed in close connection with the national historical background, on
the one hand, and with the evolutions in the field of accountancy at an
European-international level, on the other hand. The change that occured
at the level of the political system in 1989, the transition from an
excessively centralized economy to a market economy, the successive
reforms that affected the Romanian economic environment also caused an
accounting system reform. As a matter of fact, we replaced the monist
accounting system, that had as an object providing the information
necessary for planning and controlling the national economy, with
another one, a dualist one which, from a theoretical perspective, marked
an opening towards both the internal and external users of financial
information. Neither the standardizes nor the practitioners granted an
essential role to the issues related to external financial information.
The Romanian accountancy reform started when we adopted the
Accountancy Law no. 82/1991 and its Application Regulations, the
Government Decision no.704/1993.
Thus, the first stage within the accounting system reform is
represented by the need of harmonization and extends until December 31,
2005.
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The reform aimed at creating a Romanian accounting law
concerning accounting concepts and practices specific to entities that
carry out their activity under the conditions of the market economy.
Romania had to adopt either a continental or an anglo-saxon
accounting system. In fact, the promulgation of the Romanian General
Accounting Plan through the Accountancy Law no. 82/1991 is a retort to
the French Accounting Plan elaborated in 1982. The choice made also
complies with the decision of the Romanian authorities concerning
Romania’s adhesion to the European Union. In the context of our country,
the French system constituted a pattern that the Romanian economy
assimilated quite easily.
The year 1994 brings the completion of the accounting system
which becomes applicable starting with January 1 for all the Romanian
companies; banking companies also adopted an accounting system having
French origins, starting with January 1, 1998.
The accounting system of the year 1994 was one that corresponded
to the level of the economic development characteristic for Romania
during that period and did not constitute a major obstacle for Romania’s
adhesion to the NATO and to the European Union structures (the cause
may rather consist in the entities’ lack of performance).
The Romanian accountancy development program has been first of
all settled through the Finance Ministry Order no. 403/1999, that was
afterwards approved in 2001 by means of the the Finance Ministry Order
no. 94/2001 ,,Accounting regulations harmonized with the 4th Directive
of the European Economic Community and with International
Accountancy Standards”.
As a matter of fact, we witness a change of attitude of the
Romanian accounting doctrine through its reorientation towards the
international reference system philosophy that implies an opening
towards the anglo-saxon accounting concepts and practices.
The accounting regulations harmonized with the 4th Directive of
the European Economic Community and with the International
Accountancy Standards have been applied along with: the accountancy
law no. 82/1991, republished; the general framework for drawing up and
submitting financial statements elaborated by the Committee for
International Accountancy Standards; The International Accountancy
Standards; Professional Guides.
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In April 2002, through the Order of the Public Finance Minister no.
306/2002 we approved the simplified accounting regulations, harmonized
with the European directives.
These regulations were applied until the end of the financial year
2005, by economic agents that did not fulfill the dimension criteria
provided for the application of the Accounting Regulations harmonized
with the 4th Directive of the European Economic Community and with
International Accountancy Standards, approved through the Order of the
Public Finance Minister no. 94/2001, with the ulterior modifications and
completions.
Within the accounting system development process, a main
objective consists in providing the accounting information accuracy
which supposes not only the accounting regulations development, but also
their related practical application as well as carrying out a financial audit
that may give the necessary signals for supporting and protecting the
internal and external capital investment.
For completing the Order of the Public Finance Minister no.
94/2001, we have also issued: the Order of the Public Finance Minister
no. 2332/2001, the Order of the Public Finance Minister no. 990/2002, the
Order of the Public Finance Minister no. 1784/2002, the Order of the
Public Finance Minister no. 705/2003, the Order of the Public Finance
Minister no. 1827/2003, the Order of the Public Finance Minister no.
1775/2004.
Through the Order no.1827/2003 concerning the modification and
the completion of certain regulations in the field of accountancy, the
Romanian standardizes expresses its position concerning the continuation
of the Romanian reform in the sense of the accounting harmonization
with the international reference system. As a matter of fact, through this
regulation, the Ministry of Public Finance applies the International
Standards for Financial Reporting - IFRS starting with the fiscal
statements for 2005.
The taking over in the national legislation of the European
directives texts in the field of accountancy has been carried out through
the Order of the Public Finance Minister no. 1.775/2004 concerning
certain regulations in the field of accountancy.
Thus, for the financial year 2005 we applied the simplified
accounting Regulations, harmonized with the European directives,
approved through Order no. 306/2002, with the ulterior modifications and
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completions, as well as the accounting Regulations harmonized with the
4th Directive of the European Economic Communities and with the
International Standards of Accountancy, approved through the Order no.
94/2001, with the ulterior modifications and completions.
In order to provide the compliance with the European directives in
the field of accountancy starting with January 1, 2006, the 4th Directive
of the European Economic Communities concerning annual accounts and
the the 7th Directive of the European Economic Communities concerning
consolidated accounts make an integrant part of the accounting
regulations applied to economic agents according to the Order of the
Public Finance Minister no.1752/2005.
The first stage of „compliance” is thus carried out starting with
January 1, 2006.
The continuous improvement of the business environment
represents a main priority of the Governments in consolidating the market
economy functioning, and on a short term, the accomplishment of the
objectives aimed at within Romania’s adhesion program to the European
Union. In this context, the general background for financial reporting
continuously improves the quality of the accounting information through
the application of the accounting regulations in compliance with the
Directives of the European Economic Community (the 4th and 7th
Directives).
According to the Order of the Public Finance Ministry no.
1752/2005, the annual financial statements are elaborated according to the
4th directive of the European Economic Community, thus the legal
persons that, on the balance date, do not exceed the limits of two of the
following three criteria: total assets 3,650,000 euro, net turnover
7,300,000 euro, and an average number of employees of 50 during the
financial year draw up simplified financial statements, while the legal
persons that exceed these criteria draw up annual financial statements.
A parent company shall elaborate consolidated financial
statements, but it can also be exempted from drawing them up if on the
date of the consolidated balance, the companies that are going to be
consolidated do not exceed together, as per their latest financial
statements, the limits of two of the 3 following criteria: total assets 17 520
000 euro, net turnover 35,040,000 euro, employees average number
within the financial year - 250.
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The third significant stage within the accounting system reform is
represented by the implementation of the International Standards of
Financial Reporting.
Transposing the European Community Regulation no. 1.606/2002
meant introducing the Order of the Public Finance Minister no.907/2005,
concerning the approval of the legal entities categories that apply
accounting regulating in compliance with IFRS, respectively accounting
regulations in compliance with the European directives.
According to the Order of the Public Finance Minister no.
907/2005, IFRS application in Romania in 2006 becomes an obligation
for the credit institutions that have to create a distinct group of financial
statements for the users’ own information needs, oher than the State
institutions, and an option for the other entities of public interest.
IFRSs application in Romania in 2007 relies on the the Order of
the Public Finance Minister no. 1.121/2006, which becomes mandatory
for the trading companies whose securities on the balance date are
admitted for transactions on a regulated market and which elaborate
consolidated financial statements – through the IFRS application, and an
option for the information users other than the State institutions.
Taking into account the contemporary tendencies, the accounting
system is at the confluence between information demand and supply in
the context of the economies modularization and of the financial markets
globalization.
The optimization of the information supply and demand ratio aims
at using as efficiently as possible financial statements by internal and
external users. Accounting products are thus submitted to the economic
and financial diagnosis and analysis patterns as well as to decision
patterns that information users are going to take.
Adopting IAS/IFRS both at the companies level and at a
macroeconomic level provides a transparent reporting system that leads to
the reduction of the capital cost and have direct consequences on the
development of the Romanian business environment.
The corporate financial reporting improvement, a key component
for a sustainable economic development in Romania, contributes to the
consolidation of the country’s financial architecture, reduces the risk of
financial crises and scandals, contributes to drawing foreign investments,
to promoting Romanian companies at an international level and supports
the local economies and investments mobilization.
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ECONOMIC GROWTH –
COSTS AND DEVELOPMENT DISCREPANCES
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Abstract. The economic growth shows an ascending tendency of the economic
evolution over a long period of time, having favorable social and economic effects.
Each economic growth factor acts simultaneous trough three dimensions.
Key words: economic growth; economic factors; development discrepancy; the
cost of economic growth.
REL Classification: 8E

The economic growth shows an ascending tendency of the economic evolution over
a long period of time, having favorable social and economic effects.
The economic growth is under the conjugated influence of several factors with
direct or indirect action. Each economic growth factor acts simultaneous trough three
dimensions: structural, quantitative and qualitative.
Economic growth is the result of the combined action of the three dimensions of
each growth factor. Also, the process of economic growth is the result of the combined
dimensions of all growth factors. The growth of real production, total production and
individual production, expressed as a macro-economical indicator, is the result of interaction
between the volume of available of growth factors and the efficiency of using them.
The economical investment is the base of economical growth and has the effect of
enlarging the productive potential, accumulating human and material capital.
The types of economic growth are based on criteria as:
The contribution of factors;
The way the economical growth is made;
The growth rhythm of the indicators;
The compatibility of economical effects with the social and ecological effects.
By those criteria the economic growth can be: extensive, intensive, consolidated,
balanced, durable, negative, zero.
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The intensity of economic growth it is measured by the rate of individually and
generally growth, which, on medium or long term must, be positive:

R ce =

∆PIB r
× 100
PIBr 0

R ce =

∆PIB r / loc.
× 100
PIB r / loc.0

where:
Rce – the rhythm of economic growth;
PIBr – real gross domestic product obtained by deflating nominal GDP;
PIBr/loc – real gross domestic product per inhabitant;
∆ – variation
0,1 – year of reference, current year.
In economic literature there is the tendency to delimit the economic growth and
development. The last concept reflects simultaneous structural, qualitative and quantitative
aspects of economic evolution in correlation with demographic evolution, general human
problem and ecological balance evolution. Economic growth has a larger knowledge
implying qualitative modifications and especially mentality changes and also implies better
living conditions.
Economic growth is the fundamental factor of human development. It is
expressing the increase capacity of an economy to supply more goods with the structure and
quality asked by consumers. Economic growth makes possible the growth of economic
welfare, educational level, medium life expectancy. Also the human development becomes a
factor for sustaining the economic growth.
The economic growth has costs and benefits. The primary cost of economic growth
is the consume scarified for investments and savings. Every economic growth needs material
and immaterial investments whose primary source are savings, part of income. So, to make
savings and investments, part of the income must not be transformed in current
consumption.
The relative and absolute proportions of primary cost of economic growth are
dependent of factors like:
- The level of accumulation rate and economic development rate expressed by
the level of GDP per inhabitant;
- Type of growth: extensive or intensive;
- The phase of economic cycle;
- The rhythm and type of technical progress;
- The investments type;
- The amplitude am foreign investments;

166

Theoretical and Applied Economics. Supplement

167

- The quantity and quality of natural reserves;
- The size of external credit
.
The process of economic growth in an economy with a low level of development
demands relatively greater and less supportable sacrifice. The relative and absolute cost of
economic growth is bigger in stages where scientific and technical changes take place, and
by default structural, profound and rapid changes, or when the economy is in the stage of
extensive growth. In expansion stage the absolute costs are bigger and in the depression
stage the relative costs are bigger.
The costs of economic growth are supported entirely by socio-vocational categories
and generation of population. The immediate and direct costs are supported in different
proportions by present generations and in a different manner by vocational categories. For
enterprise with own middles the costs are supported felt directly them. The costs of
economic growth are supported by population directly through the rise of prices and taxes.
These costs have the meaning of an opportunity by cost because represent the immediate
effort for obtaining the economic growth, and it is the price paid for future potential benefits.
Economic growth has long term costs also, represented by consumed natural resources,
interventions on natural environment which are supported by present and future generations.
On long term the consume rises compensating the reduced consume from present, allowing
the savings and investments.
The benefits generated by economic growth are represented by the growth of
production, incomes and consume, which express the growth of living standard. Evaluation
of benefits for economic growth is made by comparing the current consume with the
sacrificed anterior one and adjusted with a rate oscillating around interest.
Concomitantly with the growth of incomes and consume the structure of incomes
changes. The costs for education and health growth too. As a rule, we observe a tendency for
extending the accessibility to long term use goods, for using utilities with superior quality
than in past times.
The economic growth is preceded by changes in economic-social system,
represented by personal costs as:
- Losing jobs;
- Moral deterioration of knowledge and loosing the intended effects by investing
in human capital;
- Moral deterioration of technical capital;
- Moral deterioration of organization, marketing and administration methods.
The economic growth generate changes in the territorial allocation of socioeconomic activities, in the places of labor and in socio-cultural medium of inhabitants.
These changes generate personal costs although many of them are not recorded by the
National Account System.
Among the costs supported by some categories of active population and by the
family, which are not registered by National Account System, could be included: costs
determinate by changes in labor market which contribute to insecurity on the market; costs
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generated by the deterioration of collective patrimony of nation; costs determinate by the
process of alienation induced by economic growth to individual persons or group of persons.
The economic growth is the main factor which determines the rise of life standard
on long term, being, for this reason, the central political and economical objective of macroeconomic politics. In this way, the richest countries who offer to habitants greater life
standards are the countries developed economically, which, due to economic growth, have
the biggest level of gross domestic product per inhabitant. The developing countries or the
poor countries have incomes per inhabitant much more reduced in compare with the rich
countries and have a life level much lower than rich ones. The effort for economic growth in
poor countries is a complex task, many governments not succeeding, despite the efforts
made.
For the countries economically poor, the problem of economic growth is more
actual, these countries making efforts for get rid of under development. In the last two
centuries, when the national economies have had become more inter-related, the differences
between developed and poor countries became more visible, as international economic
shifting. The differences of GDP per inhabitant between developed and underdeveloped
countries have increased from 3:1 in year 1800 to 10:1 in 1990 and 60:1 in year 2000.
In Romania, between 1990 and 2000, the economic progress have accentuated due
to sustained economic growth. In contrast with medium GDP per inhabitant in EU, the GDP
per inhabitant in Romania represents 27%, in contrast with 60% in Czech Republic, 68% in
Slovenia, 49% in Hungary, 39% in Poland, 46% in Slovakia and 36% in Estonia. The
process of economic growth is a priority in Romania. Between the level of development of
Romania and the mean development level in EU the shifting has accentuated in time. The
shifting between EU and Romania was 3,9: 1 in 1950, and in 1990 was 4,6:1. The level from
1950 in Romania was close to Swedish level in 1830, and the one in 1990 was close to the
level of England in 1873.
After 1950, for four decades, the Romanian economy had developed under CAER
regional European organization. At the time, when CAER was created the GDP per
inhabitant of Romania had a difference in comparison with the medium of component
countries of 2,3:1. The shifting against with the country with the highest levelCzechoslovakia – was 2,9:1. Romania had the level reached by Czechoslovakia 80 years
before, in 1873. In 1990 the shifting in comparison with medium in CAER organization was
1,8:1. This shows the shifting had reduced, but the level was not equalized as it was desired.
In 2000, the shifting between levels of development in Romania and EU was 1:5,2.
Today EU represents an attraction for the ex-CAER members including Romania. From
1957 until today, EU had not integrated countries with such a high shifting. The level of
GDP per inhabitant in Romania in 2000 was reached by the 15 members of EU 90 years
ago, in 1910. Reducing the shift implies the intensification of economic growth in our
country and, simultaneously the improvement of structure and quality of produced goods.
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In our country between 2001-2002 the level of real GDP raised with 4%. In 20022006 period Romania scored an uninterrupted growth, and as a result in 2006 has had the
biggest economic growth in Europe.
The Economist Intelligence Unit analysts published a prognostic that in 2006 the
Romanian economy will grow with 7 percents comparatively with 4,1 percents in 2005, the
growth being sustained by direct foreign investments and public expenses increase politics.
The GDP rate of growth will slow down a little in 2007, but will stay at a relative high level,
of 6 percents. Investments will stimulate the economic growth. Our country will continue to
receive direct foreign investments, which will finance vast projects. After EU adhering the
budget politics will continue to increase expenses.
The EIU estimation is similar with the one of National Prognostic Commission
estimation, which stipulated for 2006 an advance of 6,5 percents. The Romanian economic
overheat danger is not imminent, because the economic growth and macroeconomics
invariance are into sustainable levels. Besides an accelerate economic growth, the economic
overheating may be determined by unsustainable levels of current account deficit and budget
deficit. The risk level will raise in case the expenses generated by the deficit growth will be
directed to population consumption.
The Romanian economic growth is in conformity with her potential. The current
account deficit is financed, preponderant, by EU investments and transfers and not just by
credits. From 2007, the EU finances will continue to grow. At global level, the recent
industrialized countries from ASIA and India will be in the top of economic growth, and
will be followed by the countries in North America and EU.
The American economy has a growing rate, after the beginning of years 2000 when
it was in recession. The growth was favored by low interests at mortgage credits and
stimulative financial offers for buying auto vehicles. It was applied Keynes rule so public
money was injected in economy in the decline period, and also the measures of fiscal
stimulation have limited the decline and lead to a remarkable rate of growth (the growth was
2,7% in 2001 and 5% in first trimester of 2002).
EU integration won’t make the level of prosperity from the states in center and
western Europe. The level of prosperity is in direct relation with de level of economic
growth and rising of macro-economic indicators per inhabitant.
After a decade from integration, Romania will still be one of the poorest countries
from EU. Although, if the economy will work fine, the distance from European states
economic performances will shorten considerable. By some prediction, in year 2017, the
GDP will double, and the average wage could become triple.
In 2002, the Great Britain capital represented the most powerful European
economic region (from the EU members and integration candidates). At the other end of
classification it was the North-East region from Romania (with the counties: Suceava,
Botosani, Iasi, Neamt, Bacau and Vaslui). The GDP per inhabitant was, in 2002, 13,9 times
greater in Inner London than in Moldova. An year later the ratio decreased to 12,8, and
accordingly to the latest estimations in 2006 the London GDP is “only” 11,5 times greater.
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The discrepancies are unfavorable also in average wage. In November 2006 the
average wage was 260 Euro in Letonia, 500 Euro in Hungary, 1000 Euro in Slovenia, 1350
Euro in Spain, 2600 Euro in Sweden. Only in Bulgaria, the wage of 200 Euro is smaller than
in Romania. Inflation, of 4,9% is still one of the greatest from EU, and commercial deficit is
10% of GDP.
Accordingly to National Prognostic Commission, in 2008 only three Romanian
development regions (Bucharest, center and western) will have a GDP per inhabitant greater
than the mean of the country, the other five regions (north, eastern, and south) will be placed
below the mean.
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Figure 1. The GDP per development regions in Romania in 2008
(from NPC)
The great european economical powers have a GDP per inhabitant above the
European mean. But the new entered countries are much under the mean.
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Figure 2. The GDP per inhabitant in Europe (from Eurostat 2005)
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The points of view regarding romanian economic evolution in the next 10 years are
different. The analyst Ilie Serbanescu says: “If will continue to be an economy without an
infrastructure we will be exposed to changes. A possible global recession will affect us
drasticaly and only if the global economy will prosper we will be fine.”
A different point of view has the director of National Economic Research Institute
form Romanian Academy, Professor Constantin Ciutacu, who says: “I believe we could be a
pleasant surprise for Europe, a second Ireland, and moderate economic growth of 7% per
year, would make over a decade to have a GDP double from the one today. Let’s not forget
in 1992 the GDP was 15 billion Euro, and today is approaching 100 billion Euro.”
The director of Economic Prognostic Institute of Romanian Academy, Professor
Lucian Liviu Albu, beliefs that the Romanian GDP will have a medium growth of 5% per
year until 2016, the GDP per inhabitant will become 40-50% from European mean. “The
incomes will rise, and the inflation will be in the second part of next decade in the interval 23%. The unemployment rate will maintain in the 4-7% interval, while the rate of employed
population will slowly decrease. Both imports and exports will grow faster than GDP, and
commercial balance will register a rising deficit in first years of integration. ”
Between the Romanian regions are great discrepancies. The GDP per inhabitant in
Moldova and Oltenia is two times less than that one in Bucharest. It is possible the
discrepancies will grow slowly, and after a period is expected a process of discrepancies
diminution. According to calculations, if Romania will grow with 5% per year, and EU with
3%, in 2016 our country will have a GDP of 47% from European mean. Also a medium
growth of 7% in Romania and 2% in EU will make after 10 years, our GDP per inhabitant
will become 62% of European one. After another 10 years in the same rhythm of growth we
will equal the rhythm of EU.
Reaching those objectives is conditioned by several factors such as qualification of
employed people, the poor infrastructure and the problems in agriculture. A restrictive factor
could be the establishment of production quotes implied by the EU integration treaty. In the
context of these quotes which limit the economic independence it is expected to obtain great
growth of services.
The medium wage has growth with 50% in the last 3 years (2004-2006) and the rate
of growth could become greater in the first years after integration.
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Abstract. Determination of the profit tax, calculation and accounting thereof is an
issue of maximum topicality in our country, considering the international accounting norms.
In this spirit, IAS 12 defines both the current tax as well the deterred tax regarding profit.
The temporary differences which give birth to debts or liabilities regarding deterred taxes
have in view the balance sheet approach and represent the differences which appeared
between the taxing basis of an asset or a debt and its accounting value registered in the
balance sheet.
Key words: deterred tax; temporary difference; liability regarding the deterred tax;
debt regarding the deterred tax; benefits.
REL Classification: 14I

The impact of taxing over accounting differs from one country to another,
according to the involvement of the state in accounting normalization. Accounting reform in
Romania, by creating the general framework regarding presentation of financial statements
according to Directive 4 and the International Accounting Standards, may create in future
the premises of an autonomous accounting law, clarifying without polluting accounts the
divergences imposed by the fiscal law.
Unlike Romania, the accounting system in the United Kingdom is independent
from the fiscal one. In this country, each company carries out its own accounting, this being
unobstructed by fiscal rules. In France, the role of the tax system is much larger, deterred tax
being applied compulsorily to consolidated financial statements. In individual accounts,
accounting of deterred tax is optional and, as such, most companies use the method of
exigible tax. In the USA, accounting of benefit tax is regulated by norm FAS 109. Similar to
the international accounting norm IAS 12, Accounting of profit tax, the variable carry-over
method based on the balance sheet approach is being used. The assets and liabilities of
deterred tax are recalculated at the end of each period for all temporary differences which
existed between the accounting value and the fiscal value of the asset and liability elements.
The calculation is based on the tax rate in force, which will be applied when the difference
reverses.
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The European Directives do not deal with the issue of accounting benefit tax.
However, Directive 7 requires that, in the case of group accounts, latent fiscal expense
should be considered.
According to the accounting in our country, the profit tax is determined applying
the tax rate on the fiscal result. The taxable result is determined by the following formula:
Taxable = Accounting – Non-taxable + Non-deductible
result
result
revenue
expenses
The non-taxable revenue category include:
- dividends received by a Romanian legal entity from another Romanian or foreign
legal entity;
- favorable value balance differences pertaining to participation titles due to
incorporation of reserves, benefits or issuing premiums or compensation of liabilities at the
company where participations are being held;
- revenues of expenses generated by cancellation of debts or collection of liabilities
due to the transfer of shares from “FPS” according to contraventions;
- revenues resulting from resuming provisions for which deductions were not
granted as well as revenues resulting from the rectification or recovery of non-deductible
expenses.
The non-deductible expenses category include:
- expenses with the tax for profits from any Romanian or foreign source;
- fines, seizures, increases for delays and penalties owed to Romanian and
foreign authorities;
- public relations expenses exceeding the allowed legal limits;
- per diem expenses exceeding the legal limits set forth for public companies;
- amounts used to constitute provisions exceeding legal limits;
- expenses recorded in the accounting based on documents which do not meet
the conditions of justifying document according to the accounting law;
- sponsorship expenses exceeding legal limits;
- expenses with interest related to loans, other than those granted by banks and
other authorized legal entities as per the law, which exceed the average bank interest, as
communicated by the National Bank of Romania;
- other non-deductible expenses from the fiscal point of view.
According to accounting norm IAS 12, current tax represents the tax to be paid or
recovered for a certain period of time, usually one year. Current tax is determined applying
the income tax rate on the taxable profit.
Taxable profit represents the profit pertaining to a period in which tax will be paid
and is determined based on the following formula:
Taxable = Accounting – Fiscal
profit
profit
deductions

+ Non-deductible +/– Temporary
expenses
differences

Profit tax = Current tax + Deterred tax
expenses
expenses
expenses
The emerging issue is that of the temporary differences which give birth to deterred
tax.
The old international accounting norm IAS 12 defined taxable profit as being the
result of the exercise established on the basis of fiscal rules set forth by the fiscal
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administration and which serves for the calculation of the exigible tax. The exigible tax
method characterizes an imperative tax system, using only the incidence of permanent
differences over the accounting result in order to calculate the fiscal result. The use of this
method has a negative influence on the achievement of an accurate image in the sense of not
connecting revenues with the related expenses, generating a short-time increase of the
benefit and a long-term decrease thereof.
The deterred tax method, as opposed to the exigible tax method, appeared due to
the incidents the temporal differences had on the results of the exercise and aiming at
observing the accounting principles.
Temporary differences have in view the approach based on the profit and loss
account and represent the differences between the accounting profit and the taxable profit,
which originate in the current period and are reflected on one or more ulterior periods.
The current international accounting norm IAS 12 defines profit as being the profit
(loss) of the exercise determined according to the rules set forth by the fiscal authority, on
the basis of which the profit tax is due (recoverable) and authorizes the method of variable
carry-over, based on balance sheet approach, analyzing the consequences of temporary
differences.
Temporary differences have in view the balance sheet approach and represent the
differences appeared between the tax basis of an asset or a liability and its accounting value
recorded in the balance sheet. In order that deferred tax is recorded, the differences between
the accounting basis and the tax basis must be reversible and the assets and liabilities to be
subject to tax. Temporary differences can be:
- taxable temporary differences are those differences which will result in taxable
values in determining the profit tax of the future periods, when the accounting value of the
asset or liability is recovered or extinguished;
- deductible temporary differences are those differences which will result in
deductible values in determining the profit tax of future periods, when the accounting value
of the asset or liability is recovered or extinguished.
Temporary differences give birth to debts or liabilities regarding deterred tax.
The debts pertaining to the deterred tax are represented by values of the payable
profit tax in future accounting periods, with regard to taxable temporary differences.
The liabilities pertaining to the deterred tax are represented by values of the
recoverable profit tax in future accounting periods, with regard to: deductible temporary
differences, reporting of unused fiscal losses, reporting of unused fiscal credits.
A liability pertaining to the deterred tax must be recognized for the reporting of
unused fiscal losses and fiscal credits, within the limit of the probability that there will be
available sufficient future taxable profit, against which unused fiscal losses and credits cane
be used.
The taxing basis of an asset or a liability has in view the assessment thereof
according to the fiscal consequences determined by the fact that the society expects to
recover or to liquidate the accounting value of its assets and liabilities.
The taxing basis of an asset represents the value which will be deducted in fiscal
scope from any economic benefit which will result at a company when the accounting value
of the asset is recovered.
Where such economic benefits are not taxable, then the taxing basis of the asset is
equal to its accounting value.
Where the accounting value of an asset is grater than the taxing basis of that asset,
then the taxable temporary difference represents a debt pertaining to the deterred tax (e.g.:
amortization of an asset is expedited in fiscal scope).
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Where the accounting value of an asset is smaller than the taxing basis of that asset,
then the taxable temporary difference represents a debt pertaining to the deterred tax (e.g.:
accumulated amortization of an asset in the financial statements is greater than the
accumulated amortization allowed until the date of the balance sheet in fiscal scopes).
The taxing basis of a liability is its accounting value less any amount which will be
deducted in fiscal scopes with regard to that liability in future accounting periods.
Where the accounting value of a liability is greater than the taxing basis of that
liability, then the deductible temporary difference represents a debt pertaining to the deterred
tax (e.g.: debt for the expenses engaged with regard to the warranty of a product).
Where the accounting value of a liability is smaller than the taxing basis of that
liability, then the taxable temporary difference represents a debt pertaining to the deterred
tax.
According to IAS 12, current tax and deterred tax must be debited or credited
directly in the own capital when these taxes are related to the elements which were debited
or credited directly in the own capital in the same period or in a different period.
At the level of the profit and loss account, there is presented the expense with the
profit expense which includes both the expense with the current tax and the one with the
deterred tax.
At the level of the balance sheet, there is found the liability, that is, the debt
pertaining to the deterred tax. However, the standard stresses that this must not be included
in the category of current assets or liabilities.
To conclude, we ponder, on the one hand, on the moment the Ministry of Finance
is going to give green light for this IAS, and on the other hand, on the modalities of
technical-accounting instrumentation it will adopt, considering the implications generated by
temporary differences on the treasury. What is certain is the fact that application of this IAS
in practice, both by the technical difficulties and the diminution in time of the financial
resources to the state budget, will create for the legal entities a “breathing” period in
effective payment of the profit tax.
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Abstract. In this paper we use the problem of determining the feasibility of system
of difference constraints. A difference constraints is of the form x - y ≤ b, where x and y are
numeric variables and b is a constant. Systems of difference constraints occur in many
economic applications. For example, the unknowns x and y may represent the moment of
times at which events are to occur. Each constraint can be viewed as stating that one event
cannot occur too much later than another event. In the end, an experimental analysis of two
heuristics is presented for the problem of the negative cycle’s detection.
Key words: difference constraints; negative cycle; algorithm; constraint graphs;
pseudocod.
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1. Introduction
A difference constraints is simple linear inequality taking the form x-y ≤ b or x - y
< b for numeric variables x, y, and constant b. Given m difference constraints involving n
unknowns in which each constraint is a simple linear inequality of the form xj— xi ≤ bk
where 1 ≤ i,j ≤ n and 1 ≤ k ≤ m. This is a system of difference constraints. It can be written

Ax ≤ b, A being a m x n-sized matrix and b being a m-sized vector. Each row of the linearprogramming matrix A contains one 1 and one -1, and all other entries of A are 0.
For example, for 9 difference constraints, involving 6 unknowns, such that
difference constraints are satisfied:
x1-x2 ≤ 7,

x2-x3 ≤ -3,
x1-x4 ≤ 8,

x5-x6 ≤ -4,
x1-x6 ≤ 1,

x4-x5 ≤ -3,
x3-x1 ≤ -4,
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x3-x6 ≤ -3,

x4-x5 ≤ -3
The system of difference constraints is:

 1 − 1 0 0 0 0
 7
 0

 − 3
1 − 1 0 0 0

x   
 1 0 0 − 1 0 0  1   8

 x2
 
1 − 1   − 4
 0 0 0 0
 x3 
 1 0 0 0 0 − 1 ×   ≤  1

 x4
 
1 − 1 0    − 3
 0 0 0
x5
− 1 0
1 0 0 0   − 4

  x 6  
1 0 0 − 1
 0 0
 − 3


 
 0 0 − 1 1 0 0
 − 3
Two solution to this problem are x=(5,-2,1,-3,0,4) and x’=(6,-1,2,-2,1,5).
Are there any other solutions?
Lemma 1

Let x = (x1,x2,...,xn) be a solution to a system Ax ≤ b of difference constraints,
and let k be any constant. Then x + k = {x1+ k,x2 + k,..., xn + k) is a solution to Ax < b as
well.
Proof

We have (xj- + k)-(xi + k) = xj- xi,. for each xi, and xj. Thus, if x satisfies Ax ≤ b, so
does x+ k.

2. Constraint graphs
Let Ax ≤ b a system of difference constraints, the n x m linear-programming
matrix A can be viewed as an incidence matrix for a graph with n vertices and m edges.
We define G = (V, E), a weighted directed graphs, with the vertex set V =
{v0,v1...,vn}, consisting of a vertex vi for each unknown xi, plus an additional vertex v0. The
edge set E contains an edge for each difference constraint, plus an edge (v0,vi) for each

unknown xi. If xj - xi ≤ bk is a difference constraint, then the weight of edge (vi,vj) is
w(vi,vj) =bk. The weight of each edge leaving v0 is 0.
The additional vertex v0 is incorporated to guarantee that every other vertex is reachable
from it. For a system of difference constraints from the previous example, a constraint graph
is in figure1.
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Figure 1. Constrain graph for the previous example
Theorem 1

Given a system Ax ≤ b of difference constraints, let G = (V,E) be the
corresponding constraint graph.
a) If G contains no negative-weight cycles, then feasible solution for the system of
difference constraints can be obtained by finding shortest-path weights in the corresponding
constraint graph.
b) If G contains a negative-weight cycle, then there is no feasible solution for the
system.
Proof
Let x, the vector of the shortest-path weights from v0 to the other vertex in graph, x
satisfies equation x = ( δ (v0,v1), δ (v0,v2), δ (v0,v3)...., δ (v0,vn)).
a) Equation gives a feasible solution, if G contains no negative-weight cycles.

∈ E. By Lemma 1, δ (v0,vj) ≤ δ (v0,vi) + w(vi,vj) , or δ
(v0,vi) ≤ w(vi,vj). Thus, letting xi- = δ (v0,vi) and xj = δ (v0,vi) satisfies the
0 j
difference constraint xj-xi ≤ w(vi, vj) that corresponds to edge (vi,vj).
Consider any edge (vi,vj)

(v ,v ) - δ

b) If the constraint graph contains a negative-weight cycle, then the system of
difference constraints has no feasible solution. The vertex v0 cannot be on negative-weight
cycle c, because it has no entering edges. Without loss of generality, let the negative-weight
cycle be c ={v1v2, .,.,vt), where v1 = vt. Cycle c corresponds to the following difference
constraints:
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x2-x1 ≤ w(v1,v2) , x3-x2 ≤ w(v2,v3) , xt-xt-1 ≤ w(vt-1,vt) , x1-xt ≤ w(vt,v1) .
Since any solution for x must satisfy each of these t inequalities, any solution must
also satisfy the inequality that results when we sum them together. If we sum the left-hand
sides, each unknown xi is added in once and subtracted out once, so that the left-hand side of
the sum is 0. The right-hand side sums to w(c), and thus we obtain 0

≤

w(c). But since c is

a negative-weight cycle, w(c) < 0, and hence any solution for the x must satisfy 0
0, which is impossible.

≤

w(c) <

3 Negative Cycle Detection. Edge relaxations method
Negative cycle detection for a constraint graph G = (V, E) is generally
accomplished by augmenting G with a new source vertex s, and adding edges {(s,v) |v V}
with weight 0. In the augmented graph, we solve the single source shortest path (SSSP)
problem, which is to say we find the shortest path from s to each vertex v V. The SSSP
must fail to find a shortest path if there is a negative cycle.
There are many different SSSP algorithms, but the most widely used variants are
based on edge relaxations. For example, if for one edge (u,v) a relaxation step supposes the
decrease of the estimated value for the shortest-path weights to v, d[v] and the upgrade of
v’s predecessor’s value. pred[v], in pseudocod is:
Relax(u,v,w)
If d[v]>d[u]+w(u,v) then
d[v]=d[u]+w(u,v)
pred[v]=u.
The Bellman-Ford (BFA) algorithm utilizes a d table in which it memories the
changes in the estimation of minimal distances and the predecessors’ vector. The algorithm
follows the fallowing steps, taking the vertex in a pre-established order.
p1. Initialize table and predecessors
p2. repeat the following v-1 times:
• for each edge (u, v) in the graph
d(v) = min[d(v), d(u) + w(u, v)]
• if a distance is revised, note new predecessor
p3. checking for negative loops
• for each edge (u, v) check to see if d(v) − d(u) > w(u, v).
Complexity consideration
• p1 initialization: O(v)
• P2: O(ve)
• p3: O(e)
total: O(ve).
The common Bellman-Ford algorithm always runs in the worst case
time V

×E

.

A variant of the algorithm above is the Bellman-Ford-Moore algorithm, BFMA,
which uses the push-relabelled method. With this method, a queue is maintained containing
all the vertices which have been relabelled with a new distance. One vertex v at a time is
removed from the queue and relaxations are performed on qualified outgoing edges (v, w).
Each such w is then pushed onto the queue. This algorithm does not terminate when there is
a negative cycle. A pseudocod for Bellman-Ford-Moore Algorithm with negative cycle
detection is:
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n:=0
Q:={s}
while:

Q ≠ Φ:
u:=pop(Q)
n:=n+1
if n mod

V

= 0 then cycleCheck(u)

for each edge (u,v) with weight Wuv:
if δ(v) < δ(u) + Wuv then
δ(v):=δ(u)+Wuv
parent(v):= u
push(v,Q).
This algorithm is better than the basic Bellman-Ford algorithm at negative cycle
detection, but still is unable to identify negative cycles exactly when they occur. Moreover,
it was shown in [4] that cycles can appear and then later disappear from the shortest path
tree, making it possible for this algorithm to run long beyond the appearance of the first
negative cycle.
There are two SSSP algorithms which identify negative cycles immediately, and
they are in some sense duals of each other. Both maintain a queue just as in the pushrelabelled method. The first is due to Tarjan. Using this algorithm, immediate negative cycle
detection is possible without affecting the overall

V ×E

runtime.

A dual of this algorithm is due to Goldberg and Radzik. This algorithm performs
depth first search on each vertex v with an updated distance. The depth first search
propagates the distance updates to any vertex reachable from v in the admissible subgraph.
This method also offers immediate negative cycle detection, and in some sense is better than
the subtree disassembly method because it checks for cycles in the whole admissible
subgraph.
A pseudocod for Tarjan’s subtree disassembly algorithm is:
Q: = {s}
while:
Q ≠ Φ:
u: = pop(Q)
for each edge (u,v) with weight Wuv:
if δ(v) < δ(u) + Wuv then
for every w a descendent of v in the shortest path tree:
detach w from the shortest path tree
remove w from Q
if w = u then there is a negative cycle
δ(v): = δ(u) + Wuv
parent(v): = u
push(v,Q).
Pseudocod for the Goldberg-Radzik algorithm is:.
Q: = {s}

while:

Q ≠ Φ:
u: = pop(Q)
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dfsScan(u,Q)
def dfsScan(u,Q)
visiting(u): = true
for each edge (u,v) with weight Wuv:
if δ(v) < δ(u) + Wuv then
δ(v): = δ(u) + Wuv
parent(v): = u
push(v, Q)
if visiting(v) then there is a negative cycle
if δ(v) ≤ δ(u) + Wuv and v is not yet scanned then
dfsScan(v, Q)
visiting(u):=false.
The Goldberg-Radzik algorithm and Tarjan’s subtree disassembly method proved
most efficient and robust. Tarjan’s subtree disassembly method was often slightly faster than
the Goldberg-Radzik algorithm, but there were some cases where the Goldberg-Radzik
algorithm is more efficient.
4. Heuristic method for Negative Cycle Detection
This heuristics method can be applied only to use algorithms for negative cycle.
We show two heuristics based on observation that modified algorithm BFMA and TA.
4.1 Heuristic for pumping Negative Cycle, ME1
The first heuristic method is based on an observation that, in any negative cycle,
we can find a negative weighted edge e such that when we travel through the negative cost
cycle starting from e, the accumulated costs are always negative. The proof of this is easy.
Modification of BFA or BFMA is simply, the algorithm will run for different vertex as the
source each time and add a condition for the relaxation process, a relaxation can only
continued if the accumulated cost is negative. Else a new source will be chosen. This
method can be implemented for TA algorithm. We observed the improvements are
sometimes dramatic.
4.2 Keeping cost method, ME2
This heuristic method proposes not deleting the labels on the vertices when moving
one pass to another with different vertices at the source. Let v be a vertex which relaxes
another vertex with label that is not marked o. If the label is smaller than the accumulated
cost, v has been travelled previously as is has label that is not 0 and the accumulated cost of
the previous travel must be smaller than current cost accumulated cost as the label is smaller
than the current accumulated cost. This method can be implemented for BFMA algorithm by
keeping the cost label on each vertex unchanged when we start a new pass with a new
source.
5. Experiments
We realized experiments to verify the performances obtained with the modification
of the heuristic algorithms ME1, and also to test the feasibility of the system’s of difference
constraints. The problem generator was developed by the author Andrew Goldberg. I have
downloaded it from website http://www.avglab.com/andrew/#library.
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There are 5 test cases for each row shown in the following tables. We observed that
more than 40% of the studied cases sometimes increased with 55%, but there are cases in
which heuristic algorithms can be slower.
Results for no cycle graphs LNC01
Table 1
Nr. vertices
LNC01

Average

M1

TA

Improve

8295

14123

21323

33,77%

31757

52014

101345

48,68%

65531

117551

211004

44,29%

242125

472513

814822

42,01%

424289

945123

1633441

42,14%

86927

164050

287124

42,19%

Results for a few short cycle graphs LNC02
Table 2
Nr. vertices
LNC02

Average

M1

TA

Improve

8295

3123

5245

40,46%

31757

22137

47124

53,02%

65531

35824

48542

26,20%

242125

472513

612542

22,86%

424289

385123

493431

21,95%

86927

133399

178363

35,64%

Results for many short cycles graphs LNC03
Table 3
Nr. vertices
LNC03

Average

8295

M1
127

TA
138

Improve
7,97%

31757

42

49

14,29%

65531

81

79

-2,53%

242125

106

102

-3,92%

424289

129

125

-3,20%

86927

89

92

3,95%
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Results for a few long cycles graphs LNC04
Table 4
Nr. vertices

LNC04

Average

M1

TA

Improve

8295

15371

37142

58,62%

31757

123452

153426

19,54%

65531

374538

387438

3,33%

242125

1234345

1563425

21,05%

424289

4587526

4632451

0,97%

86927

436927

535358

25,63%

6. Conclusion
The System of difference constraints is an interesting class of problems and a
theme for study. The Negative Cycle Detection problem has numerous applications, and
parallel algorithms have been, in the past years, an investigation theme with many
achievements. In this case, also, performant heuristic algorithms are to be imposed.
They open the way to the solution of new economic applications.
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Abstract. This paper presents the basic qualities of an investment in shares. First,
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1. Financial investments. Ground rules
While for most economies the gain is represented by the paid interest, for
investments the gain has different forms. Therefore, an investment in stocks, if it is inspired,
may bring the investor important and various gains:
- dividends are paid every year by the company at which it owns shares;
- the rise of stock prices;
- free shares offered by the companies during the process of increasing the
capital stock, process made by incorporating the accumulated profits;
- subscription rights which give the stockholder entitlement to purchase new
shares issued by the corporation at a predetermined price (normally less than the current
market price) in proportion to the number of shares already owned.
When we talk about an investment on the financial market we must have at least
four important factors in mind, which must be taken into account when we decide to invest.
We will now present these factors and their importance.

Yield =
where

Profit
Invested Capital

Profit = Sale Price - Aquisition Price + Interest
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The net profit may be hypothetical (calculated at a given moment, depending on the
market price of the shares, which are still owned) or final (calculated at the time of the sale,
depending on the selling price). By dividing this profit to the value of the initial investment
we can obtain a percent yield, which then can be recalculated so that it may be compared to
the yields of other financial instruments (for example, a deposit interest or the interest paid
by a bond). When recalculating, we divide the initial yield to the number of days during
which the placement was owned and then we multiply the result with 365. The new result
represents the hypothetical yield, which could have been obtained if the placement would
have evolved in similar conditions for an entire year and would have been owned through
out the period.
The risk of a placement is given by the possibility that the value could evolve in a
negative way on short term or even on medium or long term, and therefore at the time of the
sale the income is lower than the investment. In technical terms, the risk is a statistical
measurement of the possibility that the market price will evolve in a different way than the
initial estimation (which is usually an average of the last period). In order to simplify, we
can consider the risk to be the difference between the buying price and the minimum price at
which the investor believes that the shares could drop during the time he owns them. The
importance of calculating the risk is represented by the possibility it gives to estimate the
effects that could affect the investment if it would happen. It is very useful to compare the
risk to the possible gain of the placement. If the risk is grater than the gain, then the
placement may not be that efficient. However, if the possible gain is grater than the risk,
then the investment should be made.
The liquidity is an important part of the stock market and should never be ignored.
The liquidity of a placement is defined as the possibility to turn a placement into money in a
short term without decreasing its value.
By diversifying we mean investing the money in as much instruments and equities
as we can, in order to minimize the risk of the portfolio. Studies made in mature markets at
the beginning of the ‘90s shows that an efficient diversification of the portfolio is made by
equal investments of the money into 9-12 different stocks, from different areas of the
economy. For portfolios with a lower value, it is recommended to split the capital in two or
three distinct equities.
2. Fundamental Analysis (FA) of a share
This type of analysis is made in order to determinate a value of stocks as close to
reality as possible based on the financial situations of a company, the area in which it
operates, the investments made and the equities owned.
The purpose of this analysis is the selection of those stocks for which, at the given
time, the market price is lower than the value of the analysis, meaning that there is a
possibility that in the future the market will recognize the value and the price might rise.
Generally, a fundamental analysis consists of calculating certain economical instruments,
starting from the financial and accountant situations of the company.
We will now refer to the most important instruments used by investors and stock
market brokers for evaluating the efficiency of an investment, trying to explain their
meaning and how they can be used to take decisions.
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Accountant value

Accountant value =

Owned capital
Number of stocks

where
Owned capital = total equities – total debts
Price/Accountant value (P/B or P/BV)

P/B =

Price
Accountant value

Net profit = Total Profit – profit taxes
Total Profit = Total income – total spending.
This financial instrument shows us how cheap or expensive a stock is, because it
can compare shares of different listed companies.
Net profit per share

EPS =

Net profit
Number of shares

where
Net profit = Total Profit – profit taxes
Total profit = Total income – total spending.
When evaluating the profit, the best results are obtained when taking into account
the last 12 months.
The result (EPS) represents the theoretical value that the stockowner will obtain,
if we consider that the company gives the entire profit to the shareholders, without using any
of it for investments or capital reserves. In practice, this is the add value that the company
generates during the financial exercise for each owned share.
The relation between price and net profit per share (P/E or PER)

PER =

Pr ice
EPS

Economic efficiency rates

Profitability =

Net profit
Turn over
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Re turn on asset ( ROA ) =

Net profit
Total assets

Re turn on equity ( ROE ) =

Net profit .
Owned capital

We usually calculate these instruments for an entire year, in order to eliminate the
season factors.
Dividend yield

Divident yield =

Net divident
Pr ice

Usually, dividends are paid in maximum 6 months after the board decided they
should be accorded. By reporting the dividend to it’s cashing period (in number of months)
and multiplying with 12 we obtain the annual yield of the dividend. The result of these
calculations is then compared with the interest rates from the monetary market or the
interests given by bonds.
G. The rates of growth of total income, profit and dividend

Growth of turn over = 100 ×

Growth of profit = 100 ×

∆ Turn over
Turn over 0

∆ Pr ice , both calculated
Pr ice 0

during the period of

analysis.
Debt/equity ratio and index of liquidity
These are a special category of indexes, which try to tell how much a company is
indebted towards its creditors and if it has the possibilities to deal with the immediate pays.

Debt/equity ratio =

Total debts .
Total Assets

The debt/equity ratio shows us how much the companies’ assets were financed by
borrowings and which have to be repaid. It is considered that a debt/equity ratio lower than
60% is a very good situation and it reflects a constant growth of the company, a balance on
long term between its external financing and the one from owned resources.

Index of liquidity =
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The index of liquidity shows the balance on short and very short term between
liquidity and the debts that have to be paid at once. If the index of liquidity is grater than 1,
then the company has a good situation of liquidity, and if the value exceeds 1,5, then the
company has no problems regarding the payments of debts, so there is no risk of bankruptcy.
3. Technical analysis (TA) of a share; Bollinger lines
3.1. General fundamentals
The technical analysis is an instrument made for investors who have certain gain
targets on short and medium term, which means a maximum 9-12 months, taking into
account also a higher risk. The ones that use this type of analysis try to make decisions
based on identifying the common behavior of sellers and buyers, using price diagrams to
estimate the future evolution of the price. Therefore the technical analysis is a graphical
analysis of the past tendencies of the market prices, which tries to identify the evolution
models that might repeat themselves in the future. Practically, the technical analysis consists
mostly of statistical calculations and measurements, starting from two major information
categories: the market price from every day and the volume of the transferred shares from
that day.
The typical software of TA incorporates the following fundamental functions:
charting – the graphical representation of the price and volumes, in function of
time;
technical indexes – a set of mathematical formulas, which graphically represents the
situations of buyers and sellers, in function of price. The technical indexes are the main part
of the software. There are certain indexes, such as mobile medians, RSI, MACD,
Momentum, rate of change, the Bollinger lines, SAR, and more exotic ones, such as linear
regression, standard deviation, and specific ones. Most of the times the indexes are based on
the price (mostly, the closing price). There are also indexes that take into account the price
and volume, the volume being recommended, but not especially needed.
3.2. The Bollinger lines (BL)
The course of any share, stock market index or exchange rate evolves between
diverse levels of support and resistance.
Support represents the value of the share at which the course stops and goes back;
the comeback takes place after a drop. Buyers and sellers usually see this level as a point of
balance, when selling comes to a stop and the buying is commencing. The more times this
point is reached, the stronger it is. When it breaks, it becomes a resistance for the past
evolution.
The resistance represents the value of a share at which the course stops and goes
back; the comeback takes place after a growth. Buyers and sellers usually see this level as a
point of balance, the selling starting and the buying commencing. The more the resistance is
reached, the stronger it is. When it is broken, it becomes a support for the past evolution.
Along with the mobile medians, the Bollinger lines are probably the most important
technical index. This quality comes from the observation that between them, in the space
delimited by plus or minus two standard deviations towards the arithmetical average of the
price from a 20-day period, there is 95% of the price population (we are talking about the
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closing price, “close”, even if we can use any type of price). In other words, in 95% of the
cases, the closing price must be placed between these lines, having the parameter BL(2,20),
where 20 is the number of the periods taken into account, and 2 represents the number of
standard deviations towards the 20 day median. From 100% there are less than 5% cases in
which the closing is situated outside the lines (upper or lower). Every case up to 5% will
return in the space between the lines.
BL are now part of every program of technical analysis and are used mostly to
determine if the actual volatility is too low or too high. A lower volatility (which means that
the BL lines are closer) shows us that the action is a compressed arch. The more this period
goes on, the higher the potential of a price boom. Once the price “booms” (because it will
most surely do so), the volatility will grow, ending with a trend that might be descendent or
ascendant. After a period of widening out, the lines tend to get closer (the volatility drops),
as a result of the tendency of consolidation after a trend.
A set of Bollinger lines is characterized by the following elements:
- The arithmetical median of the price for n periods, AM(n);
- The superior BL found at +x standard deviations towards AM(n);
- The lower BL found at –x standard deviations towards AM(n).
The results obtained from applying the BL have showed us that 2 standard
deviations and 10 days are a set of parameters that give relying results.
4. The evolution of a share
It is known that the stock market evolves in cycles. The cycles exist inside other
cycles, which are also part of others. The next step is to find out if we find ourselves in a
situation of:
a) an ascending trend;
b) a descending trend;
c) no trend.
If we cannot see the trend (case c)), it is recommended not to have deals on the
stock market. The best opportunities of gain are in case a) and the best case of keeping the
capital without dealing on the stock market are b) and c).
A trend has four stages: the beginning, the maturity, the aging and the
disappearance or change of the trend. The best stage for an investor on short and medium
term is the maturity; the beginning of a trend is insecure, while the aging offers a very low
potential of gain. It is very important for an investor not to try to go with the entire trend, but
only with the confirmed and the most secure part and to set an exit depending on the risk he
is willing to take. The determination of the trend and remaining in the correct part of it is a
combination between science (technical indexes) and art (drawing the trend lines, fixing an
exit point before or after the trend change).
5. The usage of the “trend strength” index for identifying
the optimal moment of buying/selling of a share
For an investor, on short and medium term it is recommended to try and identify a
certain type of trend and to go in the same direction with it, and not against it. We will now

190

Theoretical and Applied Economics. Supplement

191

present an index that measures the strength of a trend. This is called “Trend strength”, and
the calculation algorithm is the following:
We calculate
the simple mobile median of 2n periods, after the formula
2n

∑p

i

.
We then2calculate
the deviation of every closing price (pi) from the last n periods
n
towards MMS(2n).
The deviation is positive if pi>MMS(2n) and negative if pi<MMS(2n).
The values of the positive deviations are calculated as a difference between pi and
MMS(2n), and the value of the negative deviations are a difference between MMS(2n) and
pi.

MMS(2n ) =

i =1

We calculate the Trend Strength (TS) after the formula:

TS (n) =

the sum of positive deviations
× 100
he sum of positive deviations + he sum of negative deviations

The values of the TS are placed between 0 and 100 and show the percent of the
positive deviations from the last n periods, having MMS(2n) as landmark. When TS>50,
then it shows an ascending trend. The closer the TS is to 100, the more powerful the
ascending trend is. The closer the TS is to 0, the more powerful the descending trend is. The
finding of the optimal value of n (for obtaining correct information regarding the trend’s
direction) is not easy, but it has been proven statistically that for n=10 we get the best
results. It is recommended that if the TS is growing and has a value of at least 80, the share
should be bought, and if TS is dropping and the value is at least 20, the share should be sold.
6. Conclusions
Because the technical analysis completely ignores the economical situation, the
signs offered by them are independent of the ones given by the analysis. A decision of
buying should be made if the two types of analysis have similar signs. The two types of
analysis should not be viewed as canceling one another. An investor that prefers the
fundamental analysis can use the technical analysis in order to optimize the time of entering
or exiting from a share. Also, for an investor that uses most of the times the technical
analysis, there are moments when the graphics do not show a clear trend, situation when
helping criteria can be used, which are linked to the financial situation, in order to find out
the most probable evolution of the price.
The correct finding of the trend of a share creates the basics of a successful deal on
the stock market. Trend strength is an index that follows a trend and shows it’s strength.
Values grater than 50 suggest an ascending trend and the ones under 50 a descendent trend.
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Abstract. The main objective of health management is to understand and stress the
role that health in general and the state of health specially has in the individual’s life of
collectivity and nation. It's perfecting, consist in the main factor of increasing the efficiency
which aims to obtain a better health. In conceiving and exercising the managerial functions and
relations within an organization with attributions in the health field an important role belongs to
the methodological-managerial system which comprises three categories of elements namely:
managerial systems, managerial methods and managerial techniques.
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Management is present today in all the economical and social field and, consequently,
in the sanitary domain its improvement representing the main factor of increasing the efficiency
which aims to obtain a better health.
Within this context the management of health can be defined as the aggregate of the
activities methods and techniques which suppose the programming organizing the coordination
and control of the resources of the sanitary organization carried on effectively and efficiently
aiming to assure the health services.
Both the organization in the health field and its management represent systems with
different characteristics from the point of view of processes, components, mechanisms, inputs
and outputs processes.
The main objective of health management is to understand and stress the role that
health in general, and the state of health specially, has in the individual’s life of collectivity and
nation. Outlining and realizing the system of objectives in the health field supposes its approach
from two points of view: promoting and maintaining health or healing all the diseases. In this
sense, the health activity (the one centered on disease) restructures its options by acting for
health and the healer becomes health provider and from cure we pass to care.
The field of action in health management must take into account management
processes and relations identified both at the level of national and international organisms, with
attributions in the sanitary field, but also at the population level. Health analyses must be
realized by taking into account the local national and international framework reason, for which
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the mutations which take place in the health management must confer the coordinates of a real
reform, set on fundamental values and principles.
The fundamental values which must be taken into account in determining the
processes and relations of health management have on the basis:
- ensuring a coherent functioning of the managerial process and the entities
structures with attributions in the health field;
- analysing all the endogenous and exogenous factors which influence the
relationships of the sanitary institutions with the economical social and political field;
- identifying the best methods of using the resources meaning to maximize the
fundamental objective of health management;
- elaborating a realistic and favorable health politics, based on efficiency and
efficacy.
Identifying the health management characteristics presumes: the specificity of the
relations between the medical unity the health providers care consumers the financers of health
services; the tasks and functions which belong to the unites with attributions in the health field;
the professional and economical dimension of the relations in the health system; the volume
and quality of the caring delivered; cumulative accomplishment of equity, acceptability,
efficiency, efficacy and optimizing conditions for a performant functioning of the health
system; the rights and obligations of the medical staff; the rights and obligations of the patients.
From this point of view when the health management problem is tackled we refer to
the management practiced at the hospital, clinics, chemistries laboratories, medical services,
providers surgeries level.
In conceiving and exercising the managerial functions and relations within an
organization with attributions in the health field an important role belongs to the
methodological-managerial system, which comprises three categories of elements: managerial
systems, managerial methods and managerial techniques.
The managerial system from the health system is a coherent strict complex managerial
construction through which is exercised the aggregate of managerial processes and relations
from the organization with attributions in the health field.
The managerial health method is a coherent strict construction formed of phases
components precisely outlined rules through which a restrained segment of processes or
managerial relations from the sanitary unit is exercised.
The managerial technique from health field is a simple managerial construction
through which it is exercised a certain management task.
Choosing the methodological-managerial system from the health field supposes to
identify the specific characteristics in the field and establishing the way they are used in
carrying on the functions of health management.
The main systems methods and techniques used in practicing the management
functions are (Nicolescu, 2000, pp. 24-28):
⇒ Prevision – ABC, The algorithm Deutsch-Martin; The strategic alliance; The
organization’s mark; Morphological analysis; Decision tree Pertinence tree; Collective card;
5W 2H; The Correlation coefficient; Regression coefficient; COM; The box with ideas;
Delbecq; Delphi; The critical approach; ELECTRE; Extrapolation; The working graphic of
management; Gant; TEMPLATE; grid ISO 9000-14000; The managerial game; Just in time;
The chain of value; Crawford technique; The matrix of discoveries; The method of technical
distance; The method of potentials, Markowitz method, The method of updated value; The
method of scenario, The method of multiple incorporated objectives network; ORTID; The
business plan, Propex; The critical point; The correlation report; The block scheme 66; Philips
session; Decisional stimulation; The expert system; SSA; SWOT; The table of taking
decisions; The theory of waiting rows.

194

Theoretical and Applied Economics. Supplement

195

⇒ Organization – ABC; The algorithm Deutsch-Martin; The strategic alliance,
Morphological analysis; Job analyses, Analyses of value; Analyses of organizational variables;
The functional appreciation; The global appreciation; Self photographing the day at work;
Bedeaux, Brish; Collective card; CEGOS; Quality circles, 5W 2h; The Correlation coefficient,
Regression coefficient; COM; Comparison according to the main hypostases of the
organizational variables; Comparison on unity groups; Standard costs; CPM; Timing; The box
with ideas; Delbecq; ASMe diagram; The complex diagram; SCOM diagram; The critical
approach, Extrapolation; Filming the day at work; Photographing the day at work; The working
graphic of management; Job improvement; Just in time; The chain of value; Enlarging the job;
Crawford technique; The matrix of discoveries; The method of technical distance; The method
of potentials; Momentary micro observations; Monte Carlo; Momentary observations;
Orlogram; Organization chart; ORTID; PERT; Phill Carol; The technological scheme plan;
The dynamic programming; Linear programming; Post rotation; The expert system.
⇒ Coordination – Hyjmans graphicPlanus graphic Linear responsibility graphic
PERT.
⇒ Training – Job analyses; Functional appreciation; Global appreciation; Self
photographing the day at work; Bedeaux; Quality circles; Timing; The box with ides; Delbecq;
Filming the day at work; Enriching the job; Enlarging the job; LIFO; Momentary micro
observations; The model of multiple incorporated objectives network; ORTID; Career plan; Job
rotation; The scheme of flexible benefits the tariff -hour-car.
⇒ Assessing control – ALSCAL Organization’s stamp, The audit of managerial
culture, Benchmarking, CPM, Timing, The critical way, Extrapolation, Filming the day at
work, Photographing the day at work, Gant, ISO 9000-14000, Momentary micro-observations,
The model of multiple incorporated objectives network, Notation, PERT, Block scheme,
SWOT, Test of analyzing the personality, Administrative standard times, Work factory.
⇒ The process of management in the whole – Rating; Brainstorming; Brainwriting;
Check-list the questionnaire; The delegation; Diagnosing; Interviewing; Kaizen; Total quality
management; Matrix management; Participative management; Budget management; Costs
management; Exceptions management; Reengineering; Sinetics; SCOP; Synaps; The meeting,
Board table; Gordon technique.
The management through objectives aims the drawing up of the objectives by the
managers subordinated from the sanitary units carrying on the management functions by
correlating the system of objectives units with the interests of those involved.
The objectives will be set up on the basis of strategy and the performance, of the
management responsible for adopting the decisions will be determined by the degree in which
the objective was accomplished.
In the health field the management through objectives will be met both at the national
level as well as at each unity level with attributions in the health field.
Exercising the management through objectives supposes the permanent setting up of
the interdependence between the health management and the politics in the field of health,
namely:
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The mission of health institution
The institution profile

External medium

Long term objectives

Annual objectives

Global politics
Operational politics
Tactics
Institutionalizing the politics in
the health field
Control and assessing

Figure 1. The interdependence between the health management and the politics in
the health field
The objectives must be established so that they will assure the favorable health
conditions of the individual and collectivity.
The budget management is the system which assures the provisioning the control and
assessing the unit’s activity with attributions in the health field and its main structural and
processual components with the budget’s help.
An important request which generates multiple exigencies for the managerial success
is the budget’s problem.
Preparing organizing and monitoring the financial activities in the departments of any
sanitary unit supposes the using of a key-instrument for planning and control which represents
the budget.
The managers have chances of succeeding if they understand and use the budget drew
up by well defined criteria, both for the personal and managerial process.
For sustaining the stated above it could be taken into consideration the following
(Brookson, 2001 pp. 6-65):
- the budget is useful for the coordination of the managers actions and assures the
end of the activity with the expected results;
- the budget allows the adjustment to the requirements of the external medium;
- the budget allows a clarification of the objectives;
- the information included in the budget due to incomes and expenses offer a better
understanding of the costs;
- by monitoring the budget we can analyze the deviations, discrepancies, behavioral
problems skills;
- the budget must be understood by the staff of the sanitary unit so that it can be
used as a successful managerial instrument.
A very complex variable at the management level in the health field is costs problems.
No matter the level he is the health manager releases actions with effects by the resources
consume.
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If, at a company level, when it is tackled the costs problematic, we follow the
maximizing of the profit and the efficiency increase, at the health field units level the notion of
profit has other connotations.
In respect of the management basis through costs we must take into account the
following:
- the way of composing the cost: fix cost (the sum of expenses which remain
unmodified on a long term, no matter the volume of medical services ensured by the medical
structure in the time unit); the variable cost (the sum of expenses which modify in a time unit in
report to the volume and/or the health services quality offered); semi-variable cost (the sum of
expenses which varies but not proportional with the volume and/or the health quality services);
- the incidence degree of costs: direct costs (expenses for the staff equipments
medicines various materials); indirect costs (expenses for diagnosis tests radiographies);
invisible costs (expenses for performance increasing which does not raise the production
expenses of the medical act);
- the modality of payment of the medical staff (the payment of the salary, the
payment “per service” , the payment “ per objective”, the payment “per capita”);
- the modality of payment of the sanitary units (the payment “per provided unit”,
payment through budget, payment through contract);
- setting the cost through the contract signed between the supplier the third payer
and the caring unit (cost ”per diagnosis”, cost ”per case”, cost per hospitalizing, cost “per
service”);
- the budget type (normative cost clinical, cost historical, cost per capitation);
- costs on the basis of the contracts signed (cost-volume, global cost);
- the existence of co-payment system of health services (supporting a fix percent
from the therapeutically act required – “ coinsurance”, supporting a fix sum from the medical
service –“co-payment”);
- packets of basic medical services.
These elements are related to the techniques conceived and used in the economical
evaluation field of the health services, namely (Luchian, 2005, pp.107-111):
- efficiency cost- we quantify health contribution to the active population in
monetary terms by neglecting the moral-social criteria;
- efficacy cost – we quantify the global impact of health services by including the
inactive population whose caring is expensive the effects being appreciated on the basis of
social human criteria;
- utility cost – quantifies the results of medical services as economical utility by
expressing the active years of life which have been won the recovering percentage of the
population with health problems and increasing the life quality as a result of the administration
of medical services in health or including them in health problems;
- volume profit cost – quantifies the relation between the volume of therapeutical
acts offered their costs and the resulted profit;
- minimizing the costs – selection of the minimum cost from several possible
managerial alternatives;
- the control cost/service - adopting some measures regarding the perfecting of
some organizatorial structures, contractual limitation and procedure of the number of medical
services, the optimal composition of therapeutically acts from quantitative and valuable point
of view applying some principles based on standards, supervising the consume indicators,
improving the administrator process of the resources;
- network analyses - assessing the programs and health projects by using the
techniques based on the graph theory;
- equity analysis – comparing the counter value of the medical services benefited
by the members of the community with the level of contributions in financing the health public
services.
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The main object of the management through projects is the prevention or foreseeing
the risk and uncertainty elements always present.
Because the health system is included in the social system, the projects carried on in
the health field must emphasize and quantify the inputs and outputs from the system, so that
these should be: comprising (to cover all categories of health care, inclusively those of
preventing or chronically diseases); functional (systemic structures); economical (illustrated by
reduced costs a definite and sufficient financing).
On the basis of these reasons the project management is a main instrument of planning
coordination and control of the complex activities in the health domain, the content of each
project reflecting upon: the objective of the project; the structure of the project; the
competencies and responsibilities of the managers; the necessary activities; the requested
resources; the final and intermediary terms; the methods of monitoring control and assessment.
Conclusions
The purpose of health management consists of the services quality and a better using
of the resources.
Approaching the concept and the functions of management supposes to take into
consideration the fact that health is a subsystem of social and economical efficiency and the
improving of the individuals collectivity and nation state of health can be achieved by
practicing a performant management.
All managerial health actions must lead to:
- increasing the hope of life;
- a decrease of maternal and infantile death;
- increasing life quality;
- a prevention of the diseases which can be avoided;
- increasing the accessibility and availability of health services from the society;
- positioning the health in the centre of social economical development of the
national groups.
By means of health management functions we decipher the content of science and
management practicing in health domain it is defined the managerial process in health field and
assures the conceiving of health management system namely the organization structure the
informational – decisional system managerial methods and techniques and the motivational
system.
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Abstract. The legislative framework of the regional development was established in
1998, after a careful research of the specific Romanian situation and the one that must be
adopted for promoting and implementtation of a new policy of regional development after
the European model. This research was made as part of the Phare program for the policy
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1. Chapter 21 of negotiations with the European Union:
Regional policy and the coordination of the structural
instruments
For the adhesion to the European Union, Romania must adopt, apply and develop
the communitarian acquis. This represents the primary and derived legislation, and the
ensemble of the policies and institutions created to insure the application, respecting and
the appropriate and continuous development of this legislation. The communitarian acquis
comprises 31 chapters. The biggest part of the communitarian acquis must be taken as it is,
only the exact and difficult aspects are meant to be negotiated.
After the negotiations, there can be demanded some periods of transition (for
example in order to adapt the economy to the European one or to obtain a period of time
necessary to put into application and insuring the respecting of such disposals) or some
special adaptations of the acquis, for the case in which the national legislation is more
evolved in comparison with the European one (Prisăcaru, 2002, p.131).
In the document of position concerning the Chapter 21, Romania declares the fact
that it accepts entirely the communitarian acquis at the 31st of December 2000, and after
that will take the necessary measures for the effective putting into practice of it till the date
of the adhesion. Romania did not request periods of transition or derogations.
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2. The regions of economic development in Romania

In Romania, the territorial administrative structure comprises a regional level
(counties) an a local one (communes, towns, municipal towns), but have already begun to
make proposals for the two regional additional levels, for the future integration in the
structures of the European Union, but also for internal reasons, determined by the necessity
of the elaboration of new programs for different social-economic fields that are not
addressed directly to the existing territorial administrative structures (Nicolae,1998, pp. 3334).
At this moment, according to the “Nomenclature of the Territorial Statistic Unity
“(NUTS), that classifies the regions of the member states taking into consideration a series
of socio- economic variables, the territorial structure of Romania is assimilated as it
follows:
Level NUTS I: Romania;
Level NUTS II: 8 regions of development, with a medium population of 2.8 million
inhabitants;
Level NUTS III: 42 counties, that reflect the territorial administrative structure of
Romania;
Level NUTS IV: not applicable, because there were not identified associations of
territorial unities.
Level NUTS V: 265 municipal towns and towns, 2686 communes with 13092
villages, that reflect the territorial administrative structure of Romania.
The policy of regional development is a concept relatively new for Romania.
Beginning with 1998, the country was structured in 8 regions of development (level NUTS
II), grouping the 42 existing counties, as it can be seen in the map present below(Popescu,
2003,pp.93:
- Region 1 North-East: Bacau, Botosani, Iaşi, Neamt, Suceava, Vaslui
- Region 2 South-East: Braila, Buzau, Constanta, Galati, Vrancea, Tulcea
- Region 3 South Muntenia: Arges, Călărasi, Dîmbovita, Giurgiu, Ialomita,
Prahova, Teleorman
- Region 4 South-West: Dolj, Gorj, Mehedinti, Olt, Vilcea
- Region 5 West: Arad, Caras-Severin, Hunedoara, Timis
- Region 6 North-West: Bihor, Bistrita-Năsăud, Cluj, Sălaj, Satu Mare,
Maramures
- Region 7 Centre: Alba, Brasov, Covasna, Harghita, Mures, Sibiu
- Region 8 Bucharest- Ilfov: Bucharest, Ilfov
3. The legislative framework of the regional development
in Romania
The legislative framework of the of the regional development was established in
1998, after a careful research of the specific Romanian situation and the one that must be
adopted for promoting and implementation of a new policy of regional development after
the European model.
This research was made as part of the Phare program for the policy of regional
development during 1996-1998 period and meant to offer assistance to the Romanian
Government for preparing the necessary conditions for introducing the specific measures of
regional policies. In this program it was made the first analysis on the regional dissimilitude
in Romania and it was elaborated “The Green Charter of the Regional Development in
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Romania” that facilitated the ulterior actions of definition of the institutional legislative
framework.
3.1. The legislation of regional development
The fundamental law of the regional development in Romania is the Law no.
151/1998 that establishes the objectives, the institutional framework, the necessary
instruments and abilities for promoting the policy of regional development.
The next objectives are considered by the law as principal for the regional
development (Mosteanu, 2001, pp. 27-28):
- the diminution of the existing regional imbalances, through stimulating the
balanced development, through the accelerated recovery of the delays in the development
of the disfavoured areas, as a consequence of some historical, geographical, economic,
social, political conditions, and the prevention of producing new imbalances.
- The preparation of an institutional framework in order to respond to all the
criteria of integration in the structures of the European Union and access to the structural
funds and to the Funds of Cohesion of the European Union.
- The correlation of policies and the governmental sector activities at the level
of regions, through stimulating the initiatives and through the capitalization of the local and
regional resources, for a long lasting economic- social development and their cultural
development.
- The stimulation of the inter-regional cooperation, internal and international, the
trans border, including in the euro regional framework, the participation of the regions of
development to the European structures and organizations that promote their institutional
and economic development, in order to carry out projects of common interest, according to
the international agreements of which Romania is part.
Until now, this law was modified and completed by ordinances or decisions of the
government, without changing these objectives. Also, this law was and it is supposed to be
correlated with other similar fields.
Thus, the present legislative framework that supports the putting into practice of
the regional policy also includes:
- the Law no. 189/1998 concerning the local public finances, with the ulterior
modifications and completions;
- the Law no. 143/1999 concerning the state grants and other settlements
regarding the state grants;
- The Governmental Statute no. 119/1999 regarding the internal accounting
counselling and the preventive financial control;
- The Statute of Emergency no. 63/1999 regarding the administration of the
non repayable funds given to Romania by the European Community, and the afferent funds
of co- financing, approved by the Law no. 22/2000;
- The Statute of Emergency no. 75/2000 regarding the regime of the
disfavoured areas and other settlements on this theme;
- The Statute of Emergency no. 60/2001 regarding the public purchases;
- The Law of the local administration no. 215/2001;
- The Law no. 350/2001 regarding the disposition of the territory and the
urbanism.
Starting from the moment of joint, the settlements that govern the coordination of
the structural instruments will be compulsory and straight applicable to Romania under
the same conditions as for any other member states.
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3.2. Decisional and administrative structures at a regional level

At a regional level, the policy of regional development is thought and put into
practice by two types of structures created as a consequence of the recommendations of
the work ”The Green Charta of the Regional Development in Romania”: 8 Councils for the
Regional Development and 8 agencies of Regional Development.
The Councils for the Regional Development are structures made of:
- The presidents of the county councils from the region;
- A representative of the local municipal councils from each county of the
region;
- A representative of the town local councils from each county of the region;
- A representative of the communal local councils from each county of the
region.
According to the law, the most important attributions of the Councils for the
Regional Development are the following:
- it coordinates the activity of the Agency for the Regional Development, it
supervises the policy objectives for the regional development are respected and insures an
equal and correct treatment in which concerns all the counties that are part of the region;
- it analyses and approves the strategy of regional development;
- it analyses and approves the criteria and priorities of selection of the projects
of regional development and the granting and destination of the resources from the Fund of
Regional Development;
- it analyses and approves the projects of regional development proposed by the
Agency for the Regional Development;
- It approves the elaborated documentation for obtaining the statute of
“disfavoured area”;
- It analyses and approves the proposals of the Agency for the Regional
Development for carrying out the Fund for the Regional Development.
The Agency of Regional Development is a non governmental organism, non-profit,
of public utility, with judicial personality that acts in the field of the regional development.
The agencies are organized and function under the conditions of the Law for regional
development no. 151/1998 and of the statute of organization and functioning, approved by
the Council for Regional Development. The main responsibilities of the agencies are
(Prisacaru, 2002, pp. 80-81):
- It elaborates and proposes to the Council for Regional Development, for
approval, the strategy of regional development, the programs of regional development and
the plans for the funds administration.
- It puts into practice the programs of regional development and the plans for
administration of the funds, according to the decisions taken by the Council for Regional
Development, respecting the legislation, and it is responsible for their carrying out.
- It identifies the disfavoured areas from the development area, together with
the local or county councils, after case, and takes forward the necessary documentation,
approved by the Council for Regional development, The Ministry of Development and
Prognosis and the National Council for Regional Development.
- They insure the specialty technical assistance, together with the local or county
councils, after case to the individuals or judicial persons, with a private or state capital, that
invest in the disfavoured areas.
- It advances to The Ministry of Development and Prognosis financing
proposals, from the National Fund for Regional Development, the approved projects of
development.
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- They act to attract financing sources to the Fund for Regional Development.
- They administrate the Fund for Regional Development, in order to carry out
the established objectives in the programs of regional development.
- They are responsible in front of the Council for regional development and in
front of the authorized bodies by law in order to correct the administration of the allocated
funds.
The agencies of regional development are placed in the most important centres of
the eight regions.
3.3. Decisional and administrative at a national level structures
The National Council of Regional Development (CNDR) functions at a national
level as an institution without judicial personality, with the purpose to promote the basic
objectives of the policy of regional development.
CNDR comprises presidents and vice presidents of the councils for the regional
development and, at parity with them, representatives of the Government (central public
administrations). The CNDR president is the Minister of Development and Prognosis.
CNDR has the following responsibilities (Prisăcaru, 2004, pp. 102-103):
- It approves The National Strategy for the Regional Development and The
National Program for the Regional Development.
- It presents to the Government proposals concerning the elaboration of The
National Fund for Regional Development (FNDR).
- It approves the criteria, priorities and the way of allocation of the resources.
- It follows the use of the allocated funds to the agencies for the regional
development from FNDR.
- It follws the carrying out of the objectives for regional development including
the activities of external cooperation of the regions of development, trans-border type,
interregional, at the level of euro regions.
- It proposes to the Government the declaration and delimitation of the
disfavoured areas.
3.4. Consultative structures
For the elaboration of the national plan of development, it was funded, at the end of
the year 2002 (The decision no. 1323), The Partnership Inter-institutional Committee, which
represents the partnership framework of the National Council for Regional Development
for the elaboration of PND, having a consultative role. This Committee formulates
recommendations and proposals about the PND content, and, in order to cover all the
included and treated by PND, it has in its composition representatives, at the decisional
level, of the ministries, agencies for regional development , central public institutions,
institutes of research and institutes for higher education, and representatives of the
economic and social partners. In a similar formula, it is founded, at a regional level,
partnership regional committees (Prisăcaru, 2004, p.108).
Another important institution that contributes to the elaboration of the policies for
regional development is the Centre of Excellency from the “Alexandru Ioan Cuza”
University from Iasi, founded in 2000. The Centre functions as a department inter-faculties
of the University and acts as an element of connection in the academic field, the factors of
political decisions and the local and regional business fields. The Centre offers academic
programs of education, research and consultancy, meant to promote the European values,
to encourage the dialogue in the problems concerning the European integration and to
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contribute to preparing the access of Romania into the European Union. Its activities have a
practical finality, connected to the elaboration of the policies in fields such as the regional
economic development, urbanism, territorial facilities and environment.
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Abstract. In order to reduce the disparities that separate us from the other member
countries and to improve our living standard we have to use, in an intelligent manner, the
opportunities offered by European integration, learning, at the same time, from the
experience of the Central and Eastern European countries joined to EU in 2004. Starting
from this idea, the present study introduces a comparative analysis of the progresses
achieved towards the economic convergence accomplishment of Romania and the other 8
CEE countries that integrated in 2004, finalized with a possible scenario of Romania
macroeconomic evolution after integration.
Key words: integration; opportunities; economic growth; convergence; and social
cohesion.
REL Classification: 20B, 20F

Theoretical aspects
The Maastricht Treaty stipulates that one of the European Union’s main purposes is
to “promote the social and economic progress at a higher level of professional occupancy as
well as to target a solid and balanced development, mainly by creating an inner space that
faces no barriers, by strengthening the economic and social cohesion by creating a monetary
and economic union….”. The population living in such a community shall benefit from the
same advantages, no matter the place they live or work.
The European pattern purpose supposes the construction of an unitary community
inside which every party is functionally adapted to the whole, thus being capable to adopt
the communitary core behavior. As a consequence, the aim of the European integration is to
adapt the economy at the performing core standards (UE- 15) by convergence and economic
and social cohesion processes.
The convergence implies the reduction of the existing disparities between the
different European Union countries, at economic, political, or social level. Consequently,
the economic growth, the stability and social cohesion are complementary processes of
the European model, given that any accelerated, sustained and lasting economic growth
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relies on well-conceived macro-economical and cohesive policies, whereas a higher level
of economic growth engenders long-term stability and social cohesion. Consequently, the
rapid economic growth represents the fundamental pillar of the European model
sustainability based on the economic and social cohesion.
From the economical point of view, in order to accomplish the real convergence,
the poor countries need to register growth rates that are superior to the rich countries, to be
able to reduce the income difference between them. The GDP per capita represents the most
frequently used index to measure this concept, being expressed as the purchasing power
parity.
The cohesion policy aims at establishing an inter-regional convergence by means of
applying efficient policies of regional disparity reduction and at accomplishing the
convergence between the member states. Consequently, the cohesion policy represents the
communitary instrument to promote the economic convergence.
The specialized literature defines the two main convergence concepts, namely: beta
convergence (β) and sigma convergence (σ).
The beta convergence that translates into the moment the poorer countries register a
higher growth rhythm than the developed countries implies an inversed relation between the
income initial level and the economic growth rate.
The sigma convergence shows the decreasing variation of the income per capita
level in a group of countries.
The beta convergence is necessary but not sufficient for the sigma convergence. In
other words, although the disparities within a group decrease in case the poorer economies
grow faster that the richer economies, it is possible for a country to grow more than the other
countries, without reducing the development discrepancies among them.
The relationships between the beta and sigma convergence can be summarized for
the following three scenarios:
- Scenario no.1: corresponding to both beta and sigma convergence absence. In
respect of the European Union, Greece dealt with such a situation, in which the long term
non accomplishment progress concerning the beta convergence process generates an
accelerated deepening of the income disparities as opposed to the UE-15 average;
- Scenario no. 2: corresponds to the existence of both the beta convergence
(income disparity reduction) and sigma convergence (income dispersion reduction);
- Scenario no. 3: reflects the possibility of a beta convergence with no sigma
convergence, in other words, the poorer country achieves the catching-up process in relation
to the European Union, following an increase of the revenue dispersion among them. This is
the case of Ireland, “European Union’s wonder child” that at the time of the integration
registered a GDP per capita representing 65% of the European average and, at present, this
indicator exceeds 40% in relation to the EU average.
To sum up, the social-economic convergence assumes targeting some indicators
that reflect the criteria beyond the convergence requirements. As the criteria differ in terms
of both moment and country, the convergence targets are defined and updated as per the
historical moment imperatives.
In Romania’s case, it must be taken into account the development stage of the
Romanian society, the implications of the process it has been engaged into and the fact that
the European regulations are founded on the occidental values of the post-modern societies.
Therefore, during the performance of the Europeanization process, it must be taken into
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account the undesired, perverse effects that can arise due to a non-discriminative approach
of some institutionalized models and social and economic European mechanisms.
In order to wisely act towards integration, Romania must acknowledge the strong
and weak points, learning in the same time from the experience of the other Central and
Eastern European countries that joined EU in 2004.
Starting from this idea, we shall continue by presenting a comparative analysis of
the progresses achieved towards the economic convergence accomplishment of Romania
and the other 8 CEE countries that integrated in 2004: The Czech Republic, Estonia, Latvia,
Lithuania, Poland, Slovakia, Slovenia and Hungary.
The analysis shall emphasize the evolution of the main macro-economic indicators
(the gross domestic product, inflation rate, unemployment rate and budget deficit) for the
last four years before the EU integration, as follows:
- During 2000-2003, for the eight countries from CEE that joined EU in 2004.
To ease the expression, this group of countries shall be marked with EU-8;
- During 2003-2006, for Romania.
Comparative analysis
The evolution of the Central and Eastern European countries (CEE) was highly
influenced by the revolutionary changes that took place between 1989-1990, things that
brought about economic crisis never met before in that area. The economic recession had
durations and forces that differed from one country to another, prevailing in Eastern
European countries. Nevertheless, in 2000 all the candidate countries registered positive
rhythms of economic growth. In effect, 2000 marked a turning point in the evolution of the
CEE countries and the beginning of an accelerated development stage of the economies in
this area.
Gross Domestic Product (GDP)
Evolution of real GDP growth rate (%)
Table 1
Region/
Country
EU-8
Romania

2000

2001

2002

2003

2004

2005

2006

4.7
2.1

4.4
5.7

4.3
5.0

5.2
4.9

8.3

5.7

6.0

Source: Eurostat statistical data and EU reports.
For the other 8 CEE countries, the slowdown of the economic growth during 2001
and 2002 was mostly due to the economic decline registered at global level (increase of the
crude-oil price, investment minimization, the terrorist attacks on USA from September
2001). The negative influences of the global economic background have not been felt with
the same intensity in the entire region, namely:
- The Baltic countries-Estonia and Latvia registered the highest rhythms of the
EU-8 countries, due to the restriction of the internal negative influence by increasing the
internal demands;

207

208

Romania’s Integration in the European Union. Opportunities & Challenges

- Poland, the country where the economic growth has not been supported by the
internal demand, registered minimum value (1.1%).
The year that preceded the CEE 8 countries’ integration in the EU was
characterized by the acceleration of the economic growth (from 4.3% to 5.2%), with
registered maximums in the Baltic countries (6.7% - 9.7%), as the history shows for the
previous years.
The main factors that supported the economic growth were the internal demand, the
exports (oriented towards the developed countries) and the investments. In 2004, the direct
foreign investment stock as percentage in the GDP of these countries significantly exceeded
the EU average (31.3%), with registered maximum value in Estonia (85.1%), Hungary
(60.7%) and The Czech Republic (52. 7%).
As opposed to the average rate of economic growth registered by the EU-8 during
the years that preceded the integration, Romania knew a faster economic growth, with rates
ranging between 4.9% and 8.3% in the last four years (2003-2006). As opposed to the CEE
countries that joined the EU in 2004, the Romanian economic growth was not highly
supported by the exports and investments. For example, in 2004, the direct foreign
investment stock weight reflected in the gross domestic product represented 25.2%, value
rated below the EU-15 European average (31.3%) and significantly lower than the figures
registered in most of the new member countries (e.g. Estonia, Hungary and The Czech
Republic).
Given that the development level of one country is synthetically expressed by the
GDP in the purchasing power parity, we shall proceed to an analysis thereof.
GDP per capita (PPP) as percentage in EU-15 average (%)
Table 2
Region/
Country
EU-15
EU-8
Romania

2000
100
50.0
25.2

2001
100
51.5
25.5

2002
100
53.0
28.5

2003
100
54.6
29.5

2004
100
31.6

2005
100
32.7

2006
100
34.0

Source: Eurostat statistical data and EU reports.
Although the CEE countries committed to reach a 70% level of the European Union
average at the aderation moment, the target was achieved only by Slovenia (76%). The other
countries recorded a GDP/capita figure ranging between 40% (Latvia) and 68% (The Czech
Republic) of the EU-15 average level.
As absolute values, during 2003, the GDP per capita recorded an average value of
11,614 Euro/capita, as opposed to 25,350 Euro/capita, corresponding to the EU-15 average.
All the other eight countries (EU-8) registered a GDP per capita that exceeded 10,000 Euro,
with a range between a minimum of 10,310 Euro/capita (in Latvia) and a maximum of
20,640 Euro/capita (Slovenia).
To conclude, there are deep disparities between the European Union member states
and the new CEE member states, as well as among the other Central and Eastern European
countries that joined the EU in 2004.
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As regards Romania, the reduced GDP/capita level reflects the existing disparities
compared with both the EU-15 countries and the new member countries. Romania is far
from reaching the EU-8 minimum level registered before the moment of their integration –
about 3,000 Euro/capita as opposed to 10,310 Euro/capita (in Latvia).
This is to certify that the increased rates of economic growth have not been
sufficient to catch-up with EU countries. As so, the situation requires higher economic
levels, based on both the external demand (export) and the domestic and foreign
investments.
Therefore, in our opinion, the Romanian economy reduced level before the
integration represents one of the weak points that must be considered by the decision factors,
given the impact that the integration process can have on a less developed economy.
Moreover, the experience of the states that joined the European Union proves that the close
effect translates into a deceleration of the economic growth rhythm, thing that amplifies the
risk of negative feelings among the population (unfulfilled expectations) that can register
undesired consequences on the future economical development. For example, in Portugal,
20 years after the aderation, almost 70% of the population lives in poverty, the average wage
representing one third of the European average.
Inflation (Price Consumer Index)
Evolution of inflation rate (%)
Region/
Country
EU-8
Romania

2000
7.3
45.7

2001
5.0
34.5

2002
3.5
22.5

2003
2.8
15.3

2004
11.9

2005
8.9

Table 3
2006
6.3

Source: Eurostat statistical data and EU reports.
Inflation represents one of the most important and painful phenomenons that CEE
countries had to deal with, engendering repercussions on both the business environment and the
direct foreign investment flows.
As regards the European Union, starting from 1990, the inflation rate recorded
continuous decreasing tendency, reaching 1.2% in 1999, period followed by a slight increase,
during 2003 exceeding 2%.
Although different, the performance recorded by the CEE 8 countries that joined the
European Union in 2004 regarding the inflation control were characterized by a continuous
diminution. Therefore, in the year preceding the integration, the average inflation level of the
new member countries (2.8%) drew to the close figures registered in the European Union.
This may not be the case for Romania that registered one figure-based inflation 8 years
later than the EU-8 countries (2005 versus 1997). As opposed to the Central and Eastern
European countries that joined the European Union in 2004, the inflation level corresponding to
the integration preceding year is much higher, being assessed at 6.3% for 2006, versus 2.8%,
which is the average registered in CEE countries before the integration.
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In conclusion, in our opinion, although it has been registered a positive influence in
overcoming the inflation, this still represents one of the weak points of Romanian economy, as
it is to hope for a growth of the inflation rate after joining the European Union.
Unemployment
For the Central and Eastern European countries, the unemployment is a relatively
new phenomenon, given that before 1990 there were only few states that officially registered
the existence thereof (for example Poland and Hungary).
Following the revolutionary changes during 1989-1990, the unemployment
recorded rapid growths in the entire Eastern and Central Europe. Its evolution was litigious,
meaningly several states reached values of 15-19% (Slovakia, Poland, Lithuania, Latvia,
Estonia) while in other countries like The Czech Republic, Hungary, Slovenia, never
exceeded 10%.
Evolution of unemployment rate (%)
Region/
Country
EU-8
Romania

2000

2001

2002

2003

2004

2005

12.7
7.1

12.5
6.6

11.7
8.4

11.3
7.0

8.0

6.6

Table 4
2006
5.9

Source: ILO statistical data and EU reports.
The low level of unemployment registered in some CEE countries (for example:
Hungary – below 6.4%; Slovenia – below 7.2%; The Czech Republic – below 8.8%) can be
explained by means of:
• Maintaining a low wage level, thing that reduced the pressure on the enterprises;
• Delaying the process of industrial reorganization;
• The reservation in applying the bankruptcy procedures in the case of the
enterprises that registered losses, thing that determined the postponement thereof;
• The rapid development of the third sector (services) that absorbed a major part of
the dismissed labor force from the other sector (industry).
In 2001, compared with 2000, the unemployment rate decreased in most of the
Central and European countries submitted to analysis, except for Poland (18.2 % against
16.1%), Slovakia (19.2% compared with 18.6%) and Lithuania (17.4% as opposed to
16.4%).
The same tendency and divergent evolution maintained for the following years,
namely 2002-2003, when most of the candidate countries recorded an improvement of the
unemployment rate, except for Poland (19.9% in 2002 and 18.2% in 2001), The Czech
Republic (7.8% in 2003 and 7.3% in 2002).
During 2003, one could notice a slight tendency of convergence, due to an
unemployment rate growth inside the European Union (8%), as well as the reduction thereof
in the CEE candidate countries (11.3%).
As for Romania, the unemployment level was relatively low as compared to the
other CEE countries, registering values close to 7% (the EU-15 average) for the entire
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period of time submitted to analysis. Given the evolutions for 2006, namely the
unemployment rate growth in EU-25 and the Romanian reduction thereof, we consider the
low unemployment level as being one of the strong points, considering that we can expect
for a sensitive unemployment growth after the integration, due to the restructuring of some
core activity sectors.
Budgetary deficit
The deficit of the budgetary balance during the economic crisis registered the early
90’s represented one of the constraining factors of the economic growth and of the Central
and Eastern Europe recovery. Later on, during the revival of the Central and Eastern
European economies, it has been registered a positive trend in most of the CEE countries.
Despite all these, the comparisons made between the 8 countries from CEE shows
the divergent evolution of the budgetary deficit, expressed as percentage in the gross
domestic product, as follows:
• Estonia and Lithuania recorded a constantly positive evolution for the entire
period submitted to analysis. Starting from 2001, Estonia has registered a budget
surplus;
• In other countries, namely Latvia, Slovenia, Poland and Slovakia the budget
deficit values kept below the rate of 3% of GDP, though the budget deficit evolved
on a changing trend;
• The Czech Republic and Hungary dealt with a budget deficit growth during
2000-2002, from 4% of GDP to 6% of GDP for The Czech Republic and from 3%
of GDP to 9% of GDP for Hungary, afterwards having been decreased to 5%, respectively
6% of GDP.
As for 2003, the year preceding the integration only three countries recorded a
budget deficit ranging around 1% of GDP, namely: Latvia, Lithuania and Slovenia.
In Romania, in the last years, the budget deficit reduced appreciably, therefore
during 2004 the value thereof represented 1.4% of GDP and during 2005 the level thereof
was about 0.5% of GDP. Given the relatively increased values registered by the majority of
Central and Eastern European countries during the year preceding the EU aderation,
Romania has a higher stand in what regards the budget deficit. As a consequence, we
consider the budget deficit low level as being one of the strong points, considering that a
growth thereof is likely probable.
In conclusion, in our opinion, Romania’s situation concerning the macroeconomic
stability, prior to the European Union integration as compared to the economical background
recorded in the 8 Central and Eastern European countries that joined the EU in 2004,
involves the following characteristics:
• a better unemployment rate (6% against 11%) and budget deficit (below 1%);
• a subordinated position in relation to the inflation rate (6.3% compared with
2.8%);
• a major disparity in relation to the development level, measured by GDP per
capita expressed in the power purchase parity (around 30% of the EU-15 average versus
55% recorded by the EU-8).
Pursuant to this analysis, we shall further provide you with the possible evolution of
these indicators following the aderation given the experience of the Central and Eastern
European countries that joined the European Union in 2004.
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A possible evolution

The communitarian experts consider the European Union expansion towards the
eastern part a “complete success”, due to an economic growth within the new member
countries (EU-8).
Although the 8 new member countries recorded a GDP per capita growth, the
average level represented only 56% of the EU-25 level corresponding to 2004, respectively
58% for 2005. Only two countries managed to reach the 70% target of EU-25 average,
namely Slovenia (78%) and The Czech Republic (70%)
The factors influencing the economic development in these countries were, partly,
the followings:
• The positive impact of the EU integration, fact shown by the analysis made by
the European Union experts;
• Intensifying the foreign direct investments, encouraged by the fiscal pressure
reduction inside the new country members and the economic boom inside EU-15;
• Work productivity growth, following up the restructuring of some core activity
sectors.
This positive evolution was mostly based on the internal demand growth and has
been supported by the productive investments, stimulated by the existence of a proper
economic, financial and social climate.
As for Romania, the EU integration is bound to stimulate the economic growth,
though, similar to most of the new country members, it will be recorded no significant
disparity diminution in relation to the development level of European Union. Given the GDP
per capita small value recorded the years that have preceded the integration (30% of the EU
average), the disparity diminution shall represent a lasting process, whose success is not
granted by the integration, depending mostly on the own efforts (the case of Ireland as
opposed to Greece represents a very good example in this respect).
Once integrated into the European Union, the EU-8 average inflation rate recorded
a boom, increasing from 2.8% to 4.3%, the trend being negative in most of the new member
countries. During 2004, accelerated growths of the inflation rate have been registered in The
Czech Republic, Poland (from 0.7% to 3.6%), Estonia (from 1.4% to 3%), Latvia (from
2.9% to 6.2%) and Hungary (from 4.7% to 6.9%).
Part of the inflation rate growth causes include: price alignment for some goods and
services; fees and tax growth imposed by the quality of EU membership; the BallassaSamuelson effect, the global crude oil, gas and some raw materials international price
growth.
As such, the new member countries’ authorities shall be bind to adopt inflation
control measures for the following years, in order to proceed to the next step, namely joining
the SME.
In Romania case, thinking of the inflation rate which is much higher then EU
average (6.3% against 2.8% in 2006), the adoption of the inflation control measures is
imperative, in order to balance the expected inflation rate growth.
For the 8 Central and Eastern European countries that joined the European Union in
2004, the unemployment left a problem difficult to solve. In 2004, the unemployment
evolution rate had a divergent development:
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- some countries registered a slight growth of the unemployment rate: Lithuania
(12.8% from 12.4%), Slovakia (18.1% from 17.4 %), The Czech Republic (8.3% from
7.8%) and Hungary (6.1% from 5.7%);
- other countries registered a slight diminution of the unemployment rate:
Poland (from 19.6% to 19%), Latvia ( from 18.1% to 17.4%), Slovenia (from 6.6% to 6.1%)
and Estonia ( from 10 % to 9.7%). The same year, these countries had to face accelerated
inflation growths (around 2.5-3%).
In Romania, a potential increase of the work places number, due to the industry
relocation (foreign activities transfer, following the labour force low costs), is bound to be
accomplished concomitantly to work places reductions, as a result of the restructuring
process that would affect most of the economic areas. Therefore, the unemployment rate is
unlikely to lower too much. It is to consider that a slight unemployment rate growth (EU-8
registered a growth below 1%) is preferred to the insignificant reduction thereof (0.2-0.5%
in EU-8), along with an inflation rate growth (as per the Phillips curve theory), this being the
case in some of the CEE countries that integrated in 2004.
During 2004, most of the Central and Eastern European countries that joined the
European Union recorded a budget deficit reduction, following the application of some
austerity programmes, along with new tax collection methodologies (the EU medium term
development programme, 2004-2008). Despite all, the forecasts on short term sound
pessimistic, as it is to expect for an outrun of the 3% from the GDP undesirable level in 4 of
the 8 new member countries and a budget surplus diminution in Estonia.
The budget deficit in Romania, following the EU integration, shall highly depend
on the budget programmes to be adopted, though it is to hope for a budget deficit growth,
considering the increased dynamic of the expenses as opposed to the revenues.
Conclusions
For Romania, The European Union integration represents a possibility of using, in an
intelligent manner, the opportunities offered, in order to overcome the disparities that separate
us from the occidental countries and to improve the Romanian living standard. This depends on
the way we manage to follow our interests and the responsibility with which we act towards
edifying a lasting economy. We must understand that the integration doesn’t assume the
reduction of the disparities that separate us from the member countries and the improvement of
the living standard. This aim can only be achieved by joining our efforts towards obtaining a
competitive production, especially in the high value added areas.
Despite the disparities and the malfunctions the Romanian economy has to deal
with, we consider that Romania has got a potential that shall engender a competitive growth,
provided that it should receive a correct evaluation and be directed accordingly, as to be able
to cope with competitive pressures and the European market forces.
We are now facing major challenges in all the economic, political and social
life sectors to achieve the real social economical convergence with the European
Union. The way we face these challenges is only up to us!
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Abstract. In 2007, in Romania is continued the gradual implementation of the
International Financial Reporting Standards which includes: the IFRS, the IAS and their
Interpretation as approved by European Union, translated and published in Romanian. The
financial statement must achieve one major purpose that is to provide information about the
financial position, financial performance and changes in financial position of that entity. In this
context, the accounting policy elaborated and assumed by the management of the entity must
offer an information that is relevant and reliable for a wide range of users.
Key words: financial statements; prior period material errors; retained earnings.
REL Classification: 14I

Nowadays, Romania faces irreversible processes, of a great importance for our
national accounting system: an increase of power and number of the international companies,
the increasing of the globalization process, especially the financial markets. In these
circumstances, the financial statements must provide information in a common accounting
language. The most important process is related to the accounting practices: transparency,
accountancy, debts concerning presentation of information, standardization efforts, motivation
of the harmonization necessity and exchanges control. The result consists in financial reporting
quality, the explicit embracement of accounting standards, investment decisions, the access to
the global capital markets and economic wellness.
The only solution to achieve these achievements and results consists in the compliance
of the Romanian accounting system to the European Directives and, in the same time, the
factual appliance of the IFRS. The financial statement presented by entities must achieve one
major purpose that is to “provide information about the financial position, financial
performance and changes of the financial position”.
The management, by the accounting policy, previously elaborated and assumed by
the entity, must offer an information that is relevant and reliable for a wide range of users.
Accounting policies consists in principles, bases, conventions, rules and practices
applied by an entity in preparing and presenting financial statements. The accounting policy
applied must take into consideration the fact that the financial statements have to present all the
information necessary to the external users in order to make decisions: the information measure
according to the activity purpose, the information importance no matter of their measure, the
degree of information concentration. Otherwise, any information with relevance value must be
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presented separately by the financial statements and the insignificant values with the same
nature and functions must be added.
The accounting policies, presented by the IRFS, must not be applied when the effect
of their appliance is not relevant.
IAS 8 “Accounting Policies, Changes in Accounting Estimates and Errors ” has the
most importance in: selecting and changing accounting policies, together with the accounting
treatment and disclosure of changes in accounting policies, changes in accounting estimates
and corrections of errors. It also refers to the way the financial statements must be presented in
order to enhance its relevance and reliability and defines the significant errors that may occur
and misstatements.
The financial statements are not complied with IFRS when significant errors occur.
All material prior period errors must be corrected retrospectively in the first set of financial
statements authorized for issue after their discovery.
Regarding the material value for certain items, in practice are used the following
percentages:
- income and expanses: 0,5% -1% of total amount;
- assets and liabilities: 2%-5% of balance;
- items influencing financial performance: 2%-5%;
- the prevalence of one item in total assets or liabilities: 1%-2%.
For example, financial statements will present each item or similar items that represent
2% of total assets, separately. By no means, all this percentage will be considered as examples,
deciding the material value is a matter of professional judgment.
Regarding the material errors, prior period errors are omissions from and
misstatements in past financial statements, which arise in current period. Such errors are a
result of mathematical mistakes, mistakes in applying accounting policies, misinterpretation of
facts or fraud. As a rule, the material error must be corrected affecting in this way the net
income of that entity.
When this kind of error determines a significant impact on one or more periods
presented, and when the financial statements are losing their credibility, the correction is being
made by restating the comparable information proper to that periods, in order to maintain
comparability.
The correction of prior errors is separated from the profit or loss of the period in
which the errors were discovered. Any information regarding prior period(s) presented, in
which the errors occurred, including other statements, must be restated starting with the earliest
possible moment in the past.
In order to present the way the retrospective correction is being made, we will
present the following example: At 31.12.N, ALFA had reported more inventory as follows:
goods available for sale in value of 1,300 lei. These goods were sold in that year. Considering
these terms, for year N, the financial statement of our entity was:
Income statement for the Year Ending 31.12.N
Sales
Cost of goods sold
Gross profit
Income tax (16%)
Net income
*lei
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N*
14,700
-10,700
4,000
-640
3,360

Table 1
N-1*
10,000
-8,000
2,000
-320
1,680
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Other information regarding the state of Alfa at the end of year N
- Balance forward of retained earnings accounts from earlier years: 4,000 lei;
- Balance of retained earrings: 6,800 lei;
- Income tax percentage: 16%;
- There were no incomes and expanses;
- Capital stock: 1,000 lei;
- There is only one component of shareholders equity (other than capital stock):
retained earnings;
At the end of year N+1, the financial statement of our entity is:
- Sales:20,800 lei;
- Cost of goods sold: 17,300 lei;
- An error regarding the balance forward of goods available for sale in value of
1300 lei, included in “cost of good sold ”;
- Income tax: 560 lei (20,800-17300) * 16%.
Income Statement for the Year Ending 31.12.N+1
N+1
20,800
- 16,000*
4,800
- 768
4,032

Sales
Cost of goods sold
Gross profit
Income tax (16%)
Net income
* 16,000 = 17,300-1,300
** 12,000 = 10,700+1,300

Table 2
N
14,700
-12,000**
2,700
- 432
2,268

Statement of changes in equity for the Year Ending 21.12.N+1
Table 3
Items
Balance (31.12. N-1)
Net income after restate
Balance (31.12. N)
Net Income (31.12.N+1)
Balance (31.12.N+1)

Capital
Stock
1,000
1,000
1,000

Retaind
Earnings
4,000
2,268
6,268
4,032
10,300

Total
5,000
2,268
7,268
4,032
11,300

According to IAS 8, Notes, comprising a summary of significant accounting
policies and other explanatory notes must present different aspects regarding prior errors
such:
- The nature of the prior period error;
- The amount of the correction at the beginning of the earliest prior period
presented; and
- If retrospective restatement is impracticable, an explanation and description of
how the error has been corrected.
Financial statements of subsequent periods need not to repeat these disclosures.
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In order to summarize, we will underline the following aspects: the inventory for
the year ending N included more goods available for sale in value of 1,300 lei. These goods
were sold in year N. The error is material and was discovered in year N+1. The financial
statement of year N+1 was restated in order to correct this error. The consequences of this
correction are presented below. There are no consequences for year N+1
The consequences of correction of material errors
Table 4
The increase of cost of goods sold
The decrease of income tax expense
The decrease of net income
The decrease of inventory
The decrease of income taxes payable
The decrease of stock capital

(1300)
208
(1,092)
(1,300)
208
(1,092)

(640-432)
(3,360-2,268)
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MULTIPLE EQUILIBRIUM IN DECENTRALIZED
COMMERCE AND NEGOTIATIONS MODELS
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Abstract. In a market in witch the growth of the population is determined
endogenous we will try to model it. The buyers and the salesmen are arbitrary distributed.
Once they enter the market they start a process of bilateral non-cooperative negotiation. We
will impose the idea that for the methods of general allocation between the buyers and the
salesmen leads in most cases to multiple equilibrium. Up to 4 equilibrium can appear and
can always be ordered according to the population dimension. In some conditions all the
equilibrium can be Parreto-optimal. This sum of equilibrium depends on the relative mass of
the population and of different types of potentials understanding, the cost of entering the
market and the degree of difference between agencies are the same.
Key words: buyers; high cost sellers; low cost sellers; multiples equilibriums; the
Pareto dominated equilibrium.
REL Classification: 9B, 10D

1. Introduction
The objective in this paper is to study the factors which affect the formation and the
dimension of the market. How much participation can we expect from different types of
agents and which are the implications on the wealth of the market ? This question becomes
more and more relevant once the market regulators become more and more interested in its
mechanisms. Thus, the model created here is one of decentralized commerce because there
does not exist a formal mechanism for pairing agents which implies a dependence over the
growth of the population. Such a model seems to be correct in order to describe new and sub
evolved markets in which there are very few sophisticated mechanisms for facilitating
commerce. Thus we will analyze a series of initial conditions which reveals the level of
equilibrium on market participation, the equilibrium of market participation over the mode
of comparison of the market population and the wealth proprieties for different equilibrium.
The model implies a single product and two types of salesmen and a single type of buyer.
The buyers have the capacity to distinguish between the two types of salesmen. The
salesmen have a single unit of product which they can sell and the buyers have a necessity
based on the units and thus the agents enter the market only once before thy come out. The
two types of salesmen are different one form the other by the income they obtain through
exchange that appears in the moment in which they undertake transactions. All the agents
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obtain their income in the absence of the exchange procedure. The buyers value the same the
good that is offered to them but they prefer to exchange which the salesmen who have lower
production costs because they offer a bigger negotiations margin. The agents who leave the
market are replaced with new ones form the exogenous defined population. The agents enter
the market only in the case that the expected income is larger than the cost for entering the
market. A relevant aspect of this paper is that the assigning technology for modeling
satisfies the returns to scale which is plausible and empiric proved to be the correct
assumption. This propriety represents a important factor created to explain the multiple
equilibrium that we can observe in reality.
2. Model
2.1. General structure
The general assigning technology and the negotiation will be described first and
then we will present the principal deviations from this model.
2.1.1 Time
The sequence of events in the negotiation game is:
• t=0:
- each potential participant decides if he enters the market or not;
- all the agents that enter are arbitrary assigned;
- an agent in every pair is arbitrary chosen to make the offer.
The agent which remains in each pair responds to the offer by approving and
disapproving the offer. The exchange appears only in the case in which they reach an
appointment. The agents exit the market once the exchange has taken place and the
consumers consume the product once they enter in it’s propriety.
• t=1 : new agents enter the market to replace the ones that exited the market. All
the agents enter the assignment pool if they haven’t proceeded with the exchange.
• t=2… : the same as in the first case.
2.1.2. Eentrance on the market
Given the two exogenous defined populations that exist at t = 0 we will mark the
population for each type of agent with Ni>0 , i = b,l,h where: b-consumers, l-salesmen with
low costs, h-salesmen with high costs.
All agents of a certain type are identical. In the market entrance state the agents
move simultaneous choosing to enter or not on the market; in this case only the pure
strategies are taken into account. At
t = 0 a certain population profile is described by the
(nb,nl,nh) which simultaneous enter the market where ni ∈ [0,Ni]. Each implies a tax of
e ∈ (0,1/2) once it enters the market. This cost is identical for all the agents and is
nonrefundable. Once the agents execute a successful exchange they never enter the market.
The agents obtain 0 utility if they enter the market. The entrance on the market in
overlapping periods is not modeled here and so the profiles that enter the market at t = 0 are
identified as a flux of agents defined exogenous in overlapping periods and which provide a
stable market equilibrium. The source of this flux is not modeled here – we suppose that it
has already been determined.
2.1.3 Assignment and negotiation
The consumers and the salesmen on the market are paired at the start of each period
in an arbitrary mode. The probability that they will be paired in a certain period is defined
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by the pairing methodology. We will constrain our interest to the methodologies for which
the pairing probabilities are determined by the market population for each type of agent.
This pairing process emphasis the concept that in decentralized markets the salesmen and
the buyers cud use simple procedure of research and obtain information on the other agents
before they actually meet.
The pairing probabilities are:
The probability (b paired with l)= αl the probability (b paired with h)= αh;
The probability (l paired with b)= βl the probability (h paired with b)= βh.
The two type of salesmen are similarly by the way of the pairing process and so in
this case βl = βh. So we will replace βl = βh = β .
Because the market population represents a stabile state αl, αh and β are invariable
over time.
There is a strictly positive probability that an agent be unpaired for each period (e.g.

α l + α h <1, β

<1).

Once the pairing process takes place there is a 0.5 probability that one of the two
agents makes an offer.
The proposal represents a price of z ∈ (0,1) that the salesmen receives in the case of
a final successful exchange. The other one will respond to the offer in the same period either
with yes (y) or no (n). If an understanding is not reached both agents enter the pairing
population again. If one of the agents receives a new negotiating partner the last pairing is
abandoned and each agent starts the biting with his new partner.
If one of the agents finds a pairing partner the other one has to wait up until the next
period for a new pairing opportunity. If both agents remain unassigned they continue to
negotiate together. The agents that ricked an agreement leave the market, the negotiation
income for the ones who don’t reach a agreement is 0 implying that the net income is –e.
2.1.4 Preferences
The agents maximize the market utility and represent utility functions identical like
U(z,t)= δ t z, where z represents the surplus quantity obtained at the t period.

The discount factor δ is supposed to be the same for all the agents where 0< δ <1.
The consumers assigned with the salesmen with low costs negotiate over the surplus of 1
and negotiating over the surplus of 1- c , where c ∈ (0,1), implies that the pairing has been
done with a high cost salesmen.
If P’ represents the price over which the two agents have become stable at the t
moment then we have that: ub = δ t (1-P`)-e, u l =

δ t P`-e and uh = δ t (P`-c)-e.

2.1.5 Negotiation strategies
Each agent knows the type of agent which he is paired and the population of each
agent over the market assures that the paired probabilities are known to all the agents. Also
we suppose that each agent knows it’s negotiation history with his partner but he does not
remember the events prior to the negotiation. This ensures that the agents adopt a semistationary negotiating strategy that always implies that the same strategy for a certain type of
partner.
•

H 0t ,bi represents the consumers history that is paired with the type l where the

buyer must make an offer at the t moment.
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•

H Rt ,bi defines the consumer paired with a type l that responds to the offer.

•

H 0,bi and H R,bi represent the history of salesman l that makes the offer and

responds.
The historical sets defined by H 0t ,ij

∩

H Rt ,ij include the whole history which

implicates the agent and its action at t. The strategies represent a pattern of historical actions
containing offers and their response.
f it ∈ [0,1] if h t ∈ H ot , i , otherwise f it ∈{Y,N} if h t ∈ H Rt , i

f bt ∈ [0,1] if h t ∈ H

t
o , bi

otherwise {Y,N} if

ht ∈ H

t
o , bi

2.1.6 Negotiation equilibrium
At equilibrium, the expected utility of each agent is determined by his own strategy
which evaluates the opponents strategy to which he cud be paired.

Ui

*

*

t

( f b , f l , f h )( h ) be the expected utility of the i agent with ht history at
the start moment t before assignation begins, given that all the agents use the specified
strategies. A sub-game of perfect negotiation represents a triplet of semi-stationary strategies
*

Let

( f b , f l , f h ), so all the possible histories of type i chose the
do ne better than in the case of this strategy.

f i*

strategy so that they can

U i ( f i* , f −*i ) ≥ U i ( f i , f −i ), ∀(i, f i ) ∈ {b, l , h}xS i
In the following we will concentrate over the equilibrium in which an
understanding is reached right away over all the equilibrium effects.
The strategies of negotiating equilibrium in this case are:

f b*

x*
 *
v
=
" Y "
" N "


if

h t ∈ H 0,bi

if

h t ∈ H 0,bh

if

h t ∈ H R ,bl

 y*

f l* = "Y "
" N "

f h*
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if

h t ∈ H o,l

if

h t ∈ H R ,l

w*

= " Y "
" N "


and

y ≤ y * or if h t ∈ H R ,bh and w ≤ w*

if

h t ∈ H o,h

if

h t ∈ H R ,h

and

v ≥ v*
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The negotiating income represents the income of the agent from reaching an
equilibrium.
The equations 1 through 3 offer the solutions for the expected value of the
negotiation in any sub game with perfect equilibrium in which all the agents which enter the
market reach an understanding aver the made offers.
^

Vb =
^

Vh =
^

Vl =

δ × [α l + α h × (1 − c)]
2 − 2 × δ + δ × αl + δ × αh + δ × β

(1)

^
δ×β
× [1 − c − Vb ]
2 − 2× δ + δ×β

(2)

^
δ ×β
× [1 − Vb ]
2 − 2×δ + δ × β

(3)

Thus, the expected income for each agent rises with the probability of being paired
and decreases with the probability that the agents in the other part of the market are
assigned.
Also, once the expected surplus over the negotiation decreases, the consumers and
the salesmen with high costs obtain a low expected income, but the low cost salesman have
a high expected income – the reason for this is obvious.
2.2. Pairing methodology
Let us consider a certain fezable set over the equilibrium market
[0, N b ]x[0, N l ]x[0, N h ]

with

the

elements

σ ≡ (n b ,n l

,n h ).

A

Σ≡

methodology

m ≡ ( α l ( σ ), α h ( σ ), β ( σ )) represents a mapping of the population aver the
probabilities as for example: m: Σ → [0,1] × [0,1] × [0,1]
It is clear that the assigning methodology affects the expected income of the market
and thus the equilibrium strategy of each agent. To determine the equilibrium population
density we need precise knowledge of the assigning methodology. Because we wish to
establish a coherent analysis, it is sufficient to understand the general proprieties of the
pairing methodology: thus in this case it is necessary the mathematical sign of the
components in the general mathematical expression which implies the modality in which the
market expected income of type i modifies once with the population density of type j.
^

^

^

^

∂ Vi ∂ V i ∂α l ∂ V i ∂α h ∂ Vi ∂β
, i, j ∈ {b, l , h}
+
+
=
∂β ∂n j
∂α l ∂n j ∂α h ∂n j
∂n j
We will concentrate our attention over the M set of pairing technologies which
satisfy the following I-III proprieties:
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I. The probability that the salesmen be paired rises once with the rise of the buyers
population.
This implies that

∂ (.) 2 is of opposite sign with the first.
∂ni2

The consumers are assigned with a bigger probability to the salesmen with low
costs once the population ratio of low cost and high cost increases. The pairing probabilities
are continuous and uniform in the population of the same type of agent and with the borders
[0,1].
II. The total number of consumers and salesmen that is expected to be paired must
be equal. Thus ( α l + α h ) nb = β ( nl + nh ).
III. The pairing methodology implies rising returns to scale by the number of agents
on the market.
Thus if the populations of consumers and salesman are proportionally increased the
probability that each agent to be paired weakly increases. Thus we have that:

∀ m ∈ M ;m( lnb , ln l , lnh ) = lφ m( n b , n l , nh ) when φ ≥ 0;
lim l →0 m(ln b , ln l , lnh ) = (0,0,0) ; lim

l→ ∞

m(ln b , ln l , lnh ) =

nl
nh
nb
(
,
,
) if nl + n h > nb and lim
nl + n h nl + n h nl + n h
(

l→ ∞

m(ln b , ln l , lnh ) =

nl , nh ,1) if +
n l nh ≤ nb .
nb nb

It is relevant that the obtained equilibrium is not robust when is compared with
more general pairing technologies which we take into account here.
3. Market equilibrium
3.1. The existence of market equilibrium
We restrain our attention on the market stable equilibrium in this chapter. Thus if a
certain profile σ ∈ Σ of inputs at the time t = 0 is identified as a market equilibrium then
the following hypothesis in which a certain flux of agents is necessary on the market in the
next periods to ashure that σ maintains in a stable state. The source of this flux of agents is
not modeled also we have to make a distinction between negotiating methods and market
equilibrium.
A negotiation equilibrium appears in the moment when the strategies form 2.1.6
form a sub-game with perfect equilibrium. Because the cost of entering the market are
implemented in the negotiation game, the equilibrium implies that more and more agents
have to reach an understanding that leaves them with an income smaller than the cost of
entering the market. The lower margin for the income is equal to 0 for all the agents in an
negotiation equilibrium because any agent can obtain 0 in the case that they never reach an
understanding. A market equilibrium appears where all the agents chose entrance strategies
represents the best response to the entrance strategies of the other agents given the proposed
negotiating strategies and assuring the negotiating equilibrium. Entrance on the market is
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^

optimum only if V i -e ≥ 0 because the 0 income is achieved in the case in which they don’t
enter the market. A characteristic of the market environment is ( α h , α l , β , δ , c )
equivalent to ( m(σ ), δ , c) . We are talking about an equilibrium reached in the conditions
of low cost and buyers who reach an understanding under weak pairing equilibrium.
The negotiation equilibrium that implies that both types of salesmen reach an
understanding with the consumers and in which all the offers are accepted in equilibrium
means a high participation (pairing) equilibrium.
In this section the sufficient and necessary conditions are established for the
existence of an high pairing equilibrium on the market.
A necessary but sufficient condition for modifying the market in order to sustain a
high pairing equilibrium is that
If

v* ≤ c ,

v* ≥ c .

then it is clear that we prefer a high cost salesman to repel the

consumers offer because if it does not reach an understanding it’s income will be bigger then
*

0. Also because 0< x <

y * <1 the low cost agents always obtain a positive income in the

case of a negotiation equilibrium.
Given

Σ 0 ≡ [0, N b ]x[0, N l ]x[0, N h ]. The next identity develops the necessary

and sufficient conditions for the existence of an high pairing negotiation equilibrium.

Lema 1. For all

δ , m, Σ,

and

σ ∈ Σ0

^

there are

c ∈ (0,1) so that σ sustains a
^

negotiation equilibrium of high participation if and only if c ∈ (0, c ].
The consumers accept offers made by the salesman of high cost just in the case in
which the income brought by the high probability exchange overcomes the exchange cost
for a smaller surplus when c → 0 the cost of burgeoning with the sellers with high cost
disappears but the income remains invariable bigger in most cases than 0. So for a c value
sufficiently small it must be more profitable for the buyers to accept the offer 1-

w * of the

*

salesman with high cost. Similarly, because w >0 it must always exist a c value
sufficiently small so that the salesman with high cost to prefer to accept the consumers offer
*

( w ) then to decline it. So the buyers and the salesman come to an understanding at the
equilibrium if c value is sufficiently closer to 0. The next identity establishes that the
expected income of the negotiation process for the salesman with low cost and bigger than
in the case of salesman with high cost in the case of any high pairing negotiation
equilibrium. So, if a positive number of salesman with high cost enter equilibrium then all
salesman with low cost also enter equilibrium on the market. Given

ni*

represents the

population of i agents in a market equilibrium.
Lema 2. In the case of any equilibrium with high participation we will have that
^

^

Vi ( σ * )> Vh ( σ * ) so then nh* >0 ⇒ nl * = N l
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Because the surplus offered by the low cost salesmen they have an advantage in a
negotiation. Then it must be preferable for the low cost salesman to enter the market if it
becomes profitable money-wise for the low cost consumers. So for an Nl it is sufficient to
determine the market entrance of the buyers and high cost salesman to establish the high
pairing market equilibrium. The conditions which ensure the existence of a high pairing
equilibrium are now identified.
Lema 3. For all δ , n, Σ if both c and e value are sufficiently small then it exists a

δ σ ∈ Σ 0 and what means a high pairing market equilibrium.
Identity 3 emphasazes that without taking in consideration the pairing technology
the potential entrance population’s dimension and even the low cost salesman are
sufficiently similar and the cost of entrance on the market are sufficiently low, so then there
is a market equilibrium in which both types of salesman enter the market.
3.2. Market equilibrium characteristics
It becomes useful to distinguish between the two types of equilibrium with high
participation that appear. The first implies a subset of consumers entering the market and
salesman with high cost. Thus we have that

nb* ∈ (0, N b ) and nh* ∈ (0, N h ) – means an

internal equilibrium. The second implies that all the consumers on the market which initially
enter the market or the salesman with high cost which potentially enter the market. The
further analysis evaluates identifying the conditions under which an equilibrium can exist.
Any inner equilibrium

σ*

^

satisfies

^

Vb ( σ * ) = e and Vh ( σ * ) = e because the

agents with high cost must be indifferent in the choice of entering the market and in such a
equilibrium a positive number of agents have the tendency to deviate from their strategies.
The market conditions are now identified and satisfy more or less the necessary condition
^

for the existence of an unique inner equilibrium. Thus given Nl the
a unique point of existence in

Lema 4. Given any

[0, N b ) × [0, N h ) .
σ and δ then there

is a m

^

= e and

Vh

= e have

∈ M so that if the c value is

sufficiently close to 0 then dnb (V^ = e) > dnb (V^ = e) > 0 for all
b
h
dnh

Vb

σ ∈Σ

and e > 0. We will

dnh
^

show a positive curve propriety for the Vb . In this case if in both cases of salesman the
surplus is of comparable value then the expected buyer’s income rises once with the rise of
the growth of the population of high cost salesman. The positive effect over the expected
earning of the buyers to be paired with a bigger probability compensates the negative effect
of them being paired with a low surplus salesman.
Because the expected income by the consumer decreases in their population, in this
^
conditions we have dnb (V = e) > 0 . A similar argument can be made for the high cost
b

dnh

salesman wich implies dn b

dn h
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The curving probability can be ilustrated by examining the pairing methodology
wich presents the increase in income in the case that c=0. In this case all the salesman are
identical and they are defined as ns. Rise in income implies that
^

^

^

^

Vi (knb , kn s ) > Vi (nb , n s ), i ∈{b, s} for every k>1. Thus Vb (nb, , kn s ) = Vb (nb , n s ) if
^

^

nb, > knb and Vb (nb,, , kn s ) = Vb (nb , n s ) if nb,, > knb . So we will try to

dnb ^
dn ^
(Vb = e) > b (Vh = e) > 0 for everyu c value wich tends to 0. Let us observe
dn h
dnh
that the identity 4 is not satisfied if the salesman are identical and the pairing tehnology has
constant returns to scale. In this case Vb = e and Vh = e are paralel and

[0, N b ) × [0, N h )

implies that there doesn’t exist a inner equilibrium. Identity 4 works if the salesman are
different and/or the pairing methodology has increasing returns to scale. So now we will
emphasize the fact that a set of entrance costs which satisfy the above conditions implies the
existence of multiple market equilibrium.

δ , m, Σ, c satisfying

Proposition 1. For any
sufficiently large relative to

Nl ,

N h and N b are

^

then there exists some 0= e < e < e <1/2 such that the

fallowing proprieties can exist;
(i) two high-participation
iff e ∈ (

Lemma 4, if

and

no

low-participation

market

equilibria

eˆ, e ).
(ii) two high-participation and two low-participation equilibria if
(iii) one

high-participation

and

one

low-participation

e ∈ ( e, eˆ ).

market

equilibrium

if e ∈ ( 0, e ).
(iv) an unique equilibrium involving no agents entering the market iff

e =( e ,1/2).

The high participation equilibrium with the higer market population is also Pareto
dominant.The same is true of the low-participation equilibria. Moreover, high participation
equilibria have a strictly higher market population and Pareto dominate low participation
equilibria.Thus, all equilibria are rankable on the basis of market size and welfare.
That is, if the potential entrant populations of buyers and high cost sellers are
sufficiently large, and high and low cost sellers sufficiently similar, then there exists a range
of market entry costs for which there exists two high-participation market equilibria. Over a
range of lower entry costs there exists an additional two equilibria involving no high cost
sellers entering. For even lower entry costs, there exists only one high and one low
participation market equilibrium. Lastly, if entry is sufficiently costly, no agents enter the
market in equilibrium. In summary, if any positive number of agents enter the market in
equilibrium, then almost everywhere there exists two or four market equilibria.
The condition that Nb and Nh be large is required to ensure that matching becomes
^

sufficiently efficient at high market populations so that the interval ( e , e ) is of positive
measure. In the case of both low and high participations equilibria, the boundary equilibrium
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involves a strictly higher market population of buyers and sellers, who intend to enter with a
lower gain and also a positive measure with a higher expected gain. That is, in both cases the
boundary equluibrium Pareto dominates the interior equilibrium.
Lemma 5. If Nb is sufficiently large relative to Nl and Nh and c is sufficiently large,
then there exists some m ∈ M ,
^

^

∂ Vb ( σ

^

)/ ∂nh <0 for some σ

δ

and

^

e

^

Vb ( σ

such thath

^

^

) = Vh ( σ ) = e and

∈Σ .
^

The existence of some population profile, σ , satisfying the above properties
requires the two seller types to be sufficiently different in the sense of c being large.Two
^

distinct, opposing factors determine the net effect on

Vb of an increas in the market

population of high cost sellers. First,buyers benefit from being matched with higher
probability since this lowers the expected delay before trading. Secondly, buyers have a
prefernce for being matched with low, rather than high,cost sellers since the former offer a
larger surplus to bargain over. As c increases, being matched to high cost sellers becomes
less desirable, and above some critical level of c the « surplus effect » dominates the
^

« probability effect » causing

Vb to be decreasing in

nh.

The market equilibria under conditions consistent with Lemma 5 and
^

^

^

^

∂ Vb ( σ
∂ Vb ( σ

)/ ∂n h <0 are now characterized. The prof of Lemma 5 reveals that
)/ ∂n h <0 is consistent with the conditions of Lemma 5, requiring just that

α l be

sufficiently small.We first impose the following assumption.

Assumption 1.

dnb ^
∂ ^
dnb ^
Vh ≥0⇒
( Vb = e )<
( Vh = e ).
∂nb
dnh
dn h
^

Equivalently, if

Vb

^

=

e and Vh = e are both negatively sloped in

[0, N b ] × [0, N h ], then the former is assumed to be steeper than the latter. We also
restrict attention to conditions under which these two lots are monotonous on

[0, N b ] × [0, N h ], that serves only to limit the set of equilibrium possibilities. Let nb' be
^

defined by

^

V h ( nb' , N l ,0)= e . Let nb'' be defined by V h ( nb'' , N l ,0)=

e.

It follows

'
''
that nb > nb . The different possible market equilibria under the conditions of Lemma 5 are

now characterized.
Proposition 2. Consider some
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^

∂ Vh ( σ )/ ∂nh >0, there exists some N b ∈ ( nb+ , n b ) and N h > n h+ , then

there exists four market equilibria. The configuration of equilibria is of the same form as
identified in Proposition 1, but also a complete Pareto ranking is not possible. For almost all
other Σ there exists either two market equilibria, or a unique equilibrium in which no agents
enter the market. In the former case, one equilibrium involves a higher market population
and pareto dominates the other.
^

(ii)

^

~

~

∂ Vh ( σ )/ ∂nh ≤ 0, there exists some nb such that for all N b > nb there

exists two marchet equilibria. One involves a higher market population and strictly Pareto
dominates the other.
For almost all other Σ there exists a unique equilybrium, in which no agents enter
the market.
If there exists two market equilibria, the Pareto dominated equilibrium involves no
high cost sellers entering the market, the other one implying high cost sellers entering the
market only

Nb

is sufficiently large.

Thus, even if the two seller types are very different, up to four market equilibria
may exist. However, now the possible equilibrium configurations may be very sensitive to
the magnitude of the potential entrant populations in a way not previoisly seen. For example,
a small increase in the buyer potential entrant population can be sufficient to reduce the
number of market equilibria from four to two. Under yet other conditions the market
equilibria are shown to be unaffected by arbitrary increases in the magnitude of buyer and
high cost seller potential entrant populations.
4. Discussion
One implication of the analysis here is that even in relatively simple models of
market interaction, welfare analysis of market oriented policy reforms, as we observe in
enviromental regulation and transition economies, can be complicated by the existence of
multiple equilibria. Unless more restrictive equilibrium concepts can be successfully
applied, it would be, difficult to predict likely market outcomes.
Matching technologies displaying constant or increasing constant returns to scale
have been considered, with this restriction being motivated by the small amount of empirical
evidence that exists. Many real technologies, however, may exhibit increasing returns to
scale only at low market populations,while displaying constant or possibly even decreasing
returns to scale at higher populations, possibly due to crowding effects.
Such tecchonolgies will often support an even richer set of market equilibria than
that identified here. Also, the assumption of exogenous constant flows of agents into the
market is obviously strong, and further modeling of this aspect of the model is warranted.
An examination of the conditions under which it is desirable to invest in improving
the efficiency of market matching is a natural extention, since the institutions underlying the
matching technology are often a selection variable.
The benefits due to lower costs of delay and higher levels of market participation
must be weighed against the costs incurred in implementing more efficient technologies.
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Abstract. For the satisfaction of the manager’s necessity, accountancy has been
confronted with the necessity of elaborating its own procedure for generalization and
synthesizing the accountancy dates, which involved the elaboration of an appropriate
instrument, the balance sheet.
If the balance sheet appears as an accountancy instrument, reflecting the
enterprise’s patrimony and the results of the economy activities in a year, in time the
concept is extending using a current language in a vast meaning, being generalized at every
activity. This is the reason why The Romanian explanatory dictionary defines the balance
sheet in a vast, generalized meaning, as being “the sintetic result of an activity which take
place in a period of time”, while as an accountancy instrument it is ”an accountancy image
of the enterprise’s assets and liabilities or of an financial activity for a certain period of
time”
The balance sheet is important in methodological attendance, in using, explaining
and defining the mechanism of double-entry bookkeeping.
Key words: the economical-financial analyses; patrimony; the balance sheet;
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The balance sheet- definition
For the satisfaction of the manager’s requirements, the accountancy has been
confronted with the necessity of elaborating its own procedure for generalization and
synthesizing the accountancy dates, which involved the elaboration of an appropriate
instrument, namely the balance sheet.
Although double-entry bookkeeping exists from a half millennium, only in the XX
century, through the big industrial and commercial enterprises, it starts measuring periodical
the patrimony, with the help of the balance sheet.
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The expression “balance sheet” comes from the Latin “bilanx”, since the V-ft
century, meaning “with two scales” (bi= two, lanx= scales) or “billancium”, meaning a
weighing machine, weighting the fortune in which are always in equilibrium.
If the balance sheet appears as an accountancy instrument, reflecting the
enterprise’s patrimony and the results of the economy activities in a year, in time the
concept is extending using a current language in a vast meaning, being generalized at every
activity. This is the reason why The Romanian explanatory dictionary defines the balance
sheet in a vast, generalized meaning, as being “the sintetic result of an activity which take
place in a period of time”, while as an accountancy instrument it is” an accountancy image
of the enterprise’s assets and liabilities or of an financial activity for a certain period of
time”1.
The encyclopedic dictionary it defines the balance sheet from an economical point
of view, being the inventory of what the enterprise possess (the assets) and what it owes (the
liabilities)” and from an accountancy point of view it presents the balance sheet as “an
document which reflect synthetically, in a value expression, in the assets, the economical
resources according to their material components, while in the pasive the same means after
their sources in a economical or administrative unit.”2
The balance sheet is important in methodological attendance, in using, explaining
and defining the mechanism of double-entry bookkeeping.
The balance sheet points out, in a value expression, in a certain moment, the
stability between the economical resources and the subsidizing resources, as well as the
economical results obtained as a result of investment, consumption and reproduction of the
assets.
The balance sheet must be formulated so that to present in a syntactical and
systematical form the resources that the unit has under a concretely aspect and in the aspect
of their provenience.
In a general form, so a simplistic one, the balance sheet was and still is considered
as a document which allows the knowing at a certain moment a trader’s patrimony, natural
person or conventional person, the patrimony being defined as the trader’s ensemble of
rights and obligations (Feleagă, Ionaşci, 1998, p. 74).
Through the balance sheet is achieving, into syntetical form and pecuniary
expression, the double-entry bookkeeping of patrimony: the balance’s and the patrimony’s
modelation.
The balance sheet point out the equilibrium which has to exist between the fortune
elements (goods and economical resources) and the financing sources, as well as the
financial results obtained as an effect of displaying the economical activity.
From an Anglo-Saxony and North American point of view, excluded the
patrimonial ideas, the balance sheet is the document which restore the positions and the
evolution of financial situations (Feleagă, 1996, p. 126).
The balance sheet offers the entity’s image which is forward transformed by the
financial analyst (Deaconu, 1994, p. 42). The reviewing of the synthetic documents allows
the comprehensive of the entity’s subsystems functionality.
1
Academia Română, Institutul de Lingvistică „Iorgu Iordan”, Dicţionarul Explicativ al
Limbii Române, Ediţia a II-a, Editura Univers Enciclopedic, Bucureşti, 1996, p. 98.
2
Dicţionar enciclopedic, vol. I, Editura Enciclopedică, Bucureşti, 1993, p. 217.
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As a model of administration, the balance sheet serves at moving the proper
machinery of the subject, orientated in assuring in efficiency conditions of a patrimonial
reproduction. The decisions concerning allocation, financing, using and recovering of funds
are based on the balance sheet. Also, the balance sheet is organized the control on achieving
decisions, assuming rights and obligations, establishing responsibilities and co-interests
regarding at managing and patrimony’s developement (Georgescu, 1999, p. 17).
Adopting in the Romanian accountancy of the notion “balance sheet” is motivated
by the fact that balance own model is characterizing the patrimony in his universality and
it’s assuring the synthetic and analytic information which is referring to the financialpatrimonial situation, to the integrity and the economical efficiency of using the patrimony’s
holder results.
To face the requirements for which it has been created, the balance sheet was
composed and structured as a models set (synthesis situations).
Starting from the definition of “model”, which from an economical point of view
represents an abstract, simplistic scheme destinated for elementary representation of
economical processes and phenomena, it can be stated that the balance sheet has obtained
the attribute of basic model, in his quality of financial situation account, because he posses,
on one side, a different structure and it has his own content, and on the other side it is drawn
up in a systematical shape and according to a procedure established on the basis of a unitary
methodological standard.
The balance sheet is an instrument with the help of which the accountancy
synthesizes and generalizes accounting dates.
Being the object of many studies and analysis, the balance sheet was multilateral
researched for establishing its origin, its technique and its functions both in its period of
accountancy materialisation and in the circumstances of using this sintetic calculation in the
process of economical-financial abstract of the entity.
The balance sheet points out, by figures and by monetary etalon, the equilibrium
between goods and their financing sources, as well as the issue obtained as a result of
investment and utilization of the assets. This accounting sintetic document is simultaneous a
structured and global model through the instrumentality of which is providing a
representation of the patrimony from his characterizing component parts through its
ensemble features.
The balance sheet classifies, systematizes and puts into words the common and
general characteristics of patrimonial structures.
Most of the authors define the balance sheet in closely correlation with the
patrimony concept, as a research object of accountancy, presenting synthetic definitions or
more enlarged depending on the angle considered (Tabara et. Al., 2001, p. 90).
Periodically elaboration of the balance sheet as characterizing a company position
in a certain moment of the entity is officially stipulated in all countries (Colesse, 1995, p.
94).
The entity’s official administration document is the balance sheet, this being
elaborated compulsory in every year, as well as in fusions or cessations by self management
entities, trading companies, public institutes, co-operatives, associations and other
conventional persons or natural persons having the capacity of trader.
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Choosing the balance sheet as an official document of the financial exercise which
is superpose with calendar year, the accounting Romanian system recognize the annuality of
the financial exercise and desire comparability with the continental accounting system.
The balance sheet is the accounting sintetic document through which are presented
the economical goods, the rights and the debs of one entity (assets and liabilities), at the
exercise closing. Being the sintetic official enterprise’s document, the balance sheet gives
just an instant image, a mirror in the entity’s patrimony which is continuously modifying.
The balance sheet is the chart that contains the presentation into syntactical form
and pecuniary expression of the economical resources, of the financial resources and the
financial effects obtained as a result of developing the activity on a period of time (Luca,
2001, p. 249).
The balance sheet is a table which presents the economical goods, the rights and the
obligations of an economic agent under the shape of an equality that reflects the equilibrium
between patrimonial assets and liabilities (Pantea, 1999, p. 559).
The balance sheet is presented as a complete arranging of accounts with the help of
who are organized and centralized the dates from book keeping no mater the activity object,
the size, the propriety or activity’s complexity (Dragan, 1993, p. 274).
Double-entry bookkeeping of patrimony
Double-entry bookkeeping of patrimony, of the existence and the provenience sources
are achieved with the help of the balance sheet by the instrumentality of its activ and passive
structures, at the end of the exercise.
The minimal contents of the information presented in the balance sheet are
provided in the Application statues of the Accountancy Law. The conviction of doublerepresentation of patrimony is effected in the entity’s fortune reflection under two aspects:
a) under the material aspects of structure and usefulness in the activity that is
developed by economical agents, goods which are the object of the propriety and for which
it is used the notion of economical resources;
b) under the aspects of propriety rapport in which are acquired the elements of
fortune, respectively the way of obtaining, provenience, for which are is used the notion of
resources.
Double book-keeping of fortune, as a patrimonial element, constitutes the esential
characteristic of accountancy, a permanent and universal law.
The double book-keeping characteristics are integrated in the accountancy’s
method through the balance sheet. So, putting in a moment, face to face, the value of
concrete, economical resources under the material aspect of the role which they are
accomplishing in the developed activity and the provenience resources of those, it is
obtained an equality which can be compared with a balance having two equal arms, which is
no less then the balance sheet in the simplified form.
According to the double book-keeping, the relationship between the patrimonial
structure at a moment, as well as the moving of economical values which interpose in the
patrimonial mass, are analyzed and made evident as an equivalent report, as a value equation
between two terms, namely: the allocation and the destination of values on one side as well
as the values provenience and financing on the other side (Dumitrean, 1994, p. 20).
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The meanings of the terms are differentiating in comparison with the object of
double book-keeping. So, if the object is patrimony, in a global manner, the terms of the
equation are the assets and the debts. In the left side of the equation the assets will represent
the assigning as well as the destination of the patrimonial elements, and in the right side of
the equation the debts will represent the origin and the financing of the same elements.
If the internal transformer activities are representing the object of the double bookkeeping, the equation will be:

EXPENDITURES
±

=

RESULTS

INCOMES
where:

Expenditure – allocation/ destination of resources
Results – provenience/ financing of resources

If the object of double book-keeping is formed by individual values movement, the
equivalence report is between the debit (left side of the equation) and the credit (right side of
the equation). The debit will represent the allocation, the destination of economical values
and the credit - the origin, the financing of the economical value.
The balance sheet – structure and presentation
The balance sheet expresses both the economical structure and the juridical
patrimonial structure, the economical patrimony being the effect of the juridical patrimony
and the juridical patrimony being the cause of the economy patrimony.
The qualitatively structures used as part of the balance sheet for modeling the
patrimonial situations are the assets and the liabilities. They are being explained and
simultaneous defines form juridic, economic and financial point of view (Calin et. Al., 2000,
p. 34).
From a juridic point of view, the assets through his composition order in real goods
and claims (rights towards a person), and the liabilities in proper capital and debs.
From an economical optic, through the asset and liability’s subdivisions, it must
exist distinguish between the structures concerning the investment activity and the exploited
activity. So, the assets are divided in investment assets and exploitations assets (stocks,
claims, liquidates), and the passive in proper capital and debs, the debts being financial or
exploitations.
From the financial point of view, the assets are arranged in the balance sheet after
the liquidity criteria, breeder, meaning that the assets easily transformed in cash are situated
down, at the lower part of the assets. The liability part, from this point of view, are arranged
after their exigibility, the less exigibil debts (which has the distant term of payment)
occupying the upper part of the liabilities.
So, each assets element represents allocations of funds for constitute an adequate
production structure.
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The first group of assets, because of the slowly reaction of the investment capitals, are
known as “permanent allocation (lasting, acyclical)”, and the second group is known as
“cyclical allocations (temporary)”, because the recovering of the invested capitals is made after
finishing an exploitation course- commercializing (Stark, Pantea, 2001, p. 31).
In the liability’s structure are distinguish proper capital, this resources being called
“permanent sources”. In this category are the financial debts on medium and long term
because of their distant payment term.
The short term debs, also named cyclical sources (temporary) are the most exigibles
elements of the passive.
In the situation in which the object of balance modelation is substantiating on
category of economical resources, the assets are designating the resources used in the
economy or in the social activity, and the liabilities, the origin and the provenience of
resources.
In the assets are delimitated the permanent or durable uses of resources under the
shape of investment goods, temporary or current uses under the shape of stocks, claims,
movables plasament values and reserves and uses “loses” generated by a deficient activity
regarding resources consumption. The passive through its structure is delimitating the three
ways of resources forming, namely: “permanent resources” or long time resources, provided
by the owner (individual or associates) “temporary current resources” provided by the third
part (suppliers, banks, bond owners) and “issue resources”, under the shape of profits
realized at the end of each financial exercise.
Starting from the upper classification, the accountancy conciliates the three
interpretations, offering an integrative optic on them (Calin, Ristea, 2000, p. 35). So, the
assets, through its components, point out the destination and the liquidation of economical
goods, and the liabilities, the classification of financial resources depending on their manner
of constitute (proper and foreign sources) and their exigibility.
Analyzed through the adaptation theory, the balance sheet is simultaneous a
structural and global model, through the instrumentality of which is providing a patrimony
representation starting from its component parts by its ensemble characteristics.
The balance sheet orders, systematizes and gives in a sintetic expression the common
and general features for the patrimony’s structure.
The order of disposing the positions in the balance’s sheet assets is, as a rule, the
one reverse to the asset’s liquidity from the less liquid as the unsubstantial immobilizations
to the monetary reserves which are already in the shape of money. The order of sequence of
liabilities is reverse to the exigibility of the financial sources, starting with the elements of
proper capital continuing with the long term debts, with the curent and with the ones on
short term.
In the Anglo- Saxon model of accountancy, the assets are decreasing arranged in
the balance sheet by their liquidation, ant the liabilities in decreasing order of exigibility.
Unaffected by the chosen criteria for hierarchic patrimony elements in the assets
and liabilities, it is necessary that by this order to be ensured a correlation between the
asset’s liquidity and the liability’s exigibility.
The structure of the balance sheet regarding to the patrimony’s situation presented
in table 1 is a horizontal one, separating the patrimonial elements of assets and liabilities in
the left and in the right side, under the shape of a balance. The general scheme of
presentation for the balance sheet is also known as the account balance sheet.
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The perpendicular balance sheet (the list balance sheet) has the same structure, but
the order is reversed:
A- assets (utilization ) on the patrimonial structure as in the horizontal balance
sheet
B- liabilities (resources) on the opened horizontal balance sheet.
Unaffectedly by the type of horizontal or perpendicular balance sheet, the dates
regarding to the patrimonial size of elements, the assets and the liabilities are presented at
the start and at the end of the financial exercise.
The size of each patrimonial element is determined with the help of balance
relation, namely:
SS = SI + C - M
where:
SS – the balance at the end of the patrimonial element;
SI – the balance at the beginning of the carry over period of the patrimonial
element;
C – the growth during the carry over period of the patrimonial element;
M – the movement during the carry over period of the patrimonial element.
Unlikely the account balance sheet, the list balance sheet has a bigger opening for the
accounting-financial analysis, through the presentation of debts on two exigibility categories,
which is favorable for calculation of indicators such as “circulating funds” (Tabără et. Al.,
2001, p. 98).
The Romanian rulers have chosen as a presentation manner only the account
balance sheet, without being stipulated the alternative, the list balance sheet.
Through his asset and liabilities structure, the balance sheet achieves a double
representation of the patrimony’s situation and movement, determined by economic and
financial operations as an equality connection between allocations (destinations) of the
patrimonial resources and their origins.
As an ensemble, the balance sheet represents a knowing and characterizing
instrument, in a certain moment, of the economical and financial situation of an entity.
The general characterizing of the patrimonial entity’s structure presumes the
investigation of the assets, respectively of the liabilities, through the dimension and their
share in the entity’s patrimony.
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Abstract. In the last decades, economic theory and practice revealed numerous
situations in which the success of the economy was linked not only to radical reforms, but
also to the valuation of the border zones between economic, social and political subsystems, where there are periods of time in which the result creates an equilibrium and an
optimum from all the three of them, even if sometimes the exigencies of a sub-system are
prevalent.
Such a zone is represented by taxation, which, being based – mainly – upon the
exigencies of the economic sub-system – may create conditions for the optimum state also
for the political and social ones.
Financial relations, in their essence, lie at the border between economic, political
and social sub-systems, but when the economic area is mainly involved, the exchanges must
be based on equivalence, even if this one is not total, direct and immediate.
As regards taxation, the interest of the public power is evident, (mainly of the
executive ones), not to create premises that conflictual situations to arise between the
factors of production – especially between capital and labor.
Thus the idea of flat taxation is not only a strictly economic requirement – equal
conditions and treatment within production process – but also a politicalal imperative.
Key words: equivalence, equity, convergence, legal taxation quota, taxation, direct
and indirect taxes.
REL Classification: 3B, 8K
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The economic successes registered by the developed states can be explained by the
economic-social approach from the neoliberal perspective that is the market
fundamentalism. In this sense, in order to bring economic increase, authority structures
require efficiency and social protection.
Significant are Edmund Phelps’s assessments (the American Edmund Phelps is the
laureate to the Nobel Prize for Economy (2006)). In his assessments the following are to be
found: “reasonable settlement of economy”, “a balanced unemployment rate“, “adequate
salary”, “efficient salary”, “flourishing by working”, “the public goods for the population’s
help are financed from the taxes”. Their diminution would affect the “providence state”,
social protection, collective goods whose deterioration would lead to the deterioration of
living standards” (Popescu, 2006).
Each state establishes its own economic policy upon the following criteria: its
development level, its economic increase potential and last but not least the authorities’
options.
Therefore, in the last few years, when in the USA neo traditionalism was replaced
by a balanced liberalism, Sweden made an option for liberalism, as in the present coalition’s
vision: “the difference between working and doing nothing must be made. The
unemployment benefit should support the people after losing their job, it doesn’t have to
become a long term way of living…”.
As far as Romania is concerned, we appreciate that the economic policy must be
liberal with multiple libertarian connotations – promotion and creation of the necessary
conditions for the practicing of fundamental rights, especially for property, liberty and a
decent living standard.
These coordinates are recommended not only by the economic development stage,
but also by the objectives imposed by the integration in the European Union, out of which
building a functional and competitive market economy and Lisbon Agenda requirements
are of utmost concern. In this complex and difficult demarche, Romania is aware that it must
ensure the formation and development of its middle class, especially of the elite, and the
economic agents’ selection based on economic criteria.
During the last decades, the economic practice and theory recorded several cases in
which the economic success has been linked not only to the radical reforms, but also to the
valorization of the boundary areas between the economic, social and political subsystems,
where there are periods in which although the exigencies of a neo system dominate, the
resultant creates a balance between them.
Such an area is represented by the taxation policy which is mainly based upon the
economic system exigencies; it may create the appropriate conditions for the optimal state in
both social and political systems. Obviously, by observing the taxation policy principles, we
must find and keep a certain characteristic note of the respective stage.
In this context, we underline the interest shown by the USA during Roland
Reagan’s regime in the personal income tax diminution from 70% to 24%, and in the profits
tax diminution from 46% to 34%. The effects were really spectacular, especially during the
first year, the incomes to the budget diminished, but for the entire period they were doubled.
At the same time the annual rhythm of the gross domestic product increase roughly reached
6%.
Economic life offers examples which may constitute arguments in regard to which the
economic space becomes a production factor and which, for the time being, do not have the status
of any of the very well-known J.B. Say’s trinity, but it also cannot be treated as any other neo
factor.
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Without treating the economic space problem, we assess that its place and
implications towards the economic strategy of any other country may be also underlined by
figure 1.
Given the above-mentioned facts, we consider that Romania must maintain the
same flat tax for the income resulted from labor and profit, during the entire period
comprised between 2007-2014 – period which laps the accomplishment of the Maastricht
Treaty.
In the context of the existent interferences between the elements subscribed in figure 1
– on the background of recognizing the determinant purpose of the internal factors, including
the mentalities – it results the existence of several market economy theoretical and concrete
patterns. Practically, each authority structure in each country builds, on the basis of the political
and economic components, an economic pattern in which we can find the national interest
involved in each scope or coordinate of the economic policy. At the same time, the national
economic interest dimensioned and motivated from the perspective of the EU and NATO
economic space.

Economic

Social

Technical

Political

Figure 1. The place of economic, political and military spaces within a nation’s sub-systems
and its cultural model
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Given the above-mentioned facts, at the level of a country member of the EU
economic space, it is quite normal to encounter structures of economic policy impregnated with
elements specific to the cultural pattern and economic areas of the different authority structures.
With reference to the taxation policy, there are elements specific to the developed countries.
In this sense, Germany is practicing a profits taxation favorable to shareholders (by
taxing the dividends at low quotas or not taxing them at all), Great Britain has a separate
taxation for dividends and the profit remained after their deduction, meanwhile Denmark and
Holland are practicing the double taxation, respectively they tax the total profit first, and
afterwards the dividends allotted from the net profit.
The Flat Tax of the Fundamental Direct
Incomes – Salary and Profit – Expression of the Essential
Exchange Relations
As known, market economy means exchange. At the same time, the essence of the
exchange relations is equivalence. The market economy requires that any economic act should
be based on equivalence, on an exchange based on equal values, respectively. Any type of
breach, regardless of its sense or measure, generates tensioned situations leading to conflict. By
their essence, financial relations are situated at the boundary between the economic, political
and social subsystems, but when the economic aspect is directly involved exchanges based on
equivalence must accomplished, although it is not total, direct and immediate. (1)
The equivalence within the taxation policy is not direct and immediate, but it is
implied, firstly in the central and local budgets order, by the balance between incomes and
expenses. In case the incomes, in our case the incomes and taxes, have different owners, the
equivalence bears the unique quotas form, for each class of income.
In the economic theory and practice, the main compulsory taxes resting with the state
have their origin in the production factors’ incomes – labor, nature and capital – the salary, rent
and profit, respectively. Subsequently, by the increase in the state’s role in society, especially
in economy, the most used grouping is represented by direct, indirect taxes and social
contributions. Lately, the following grouping has been used: consumption tax (VAT, excise
duties and customs duties), income taxes (for private individuals, and companies) and social
contributions.
Without analyzing in detail the evolution of the incomes and taxes structure from the
perspective of the three elements – consumption taxes, income taxes and social contributions –
we consider useful the enumeration of the main tendencies established during 2005 by the
OECD, as a result of the study made for the ‘60s and the beginning of the actual millenium:
1. increase in the fiscal income share resulted from the consumption, especially in
the ones obtained from the VAT and excise duties;
2. decrease in the fiscal incomes share resulted from labor incomes taxation,
especially on the basis of wages tax reduction;
3. reduction of the fiscal incomes share resulted from the companies’ taxation;
4. consolidation of the social contributions’ dominant role;
5. increase in the fiscal incomes share in the gross domestic product (PIB).
From the analysis of the tendencies regarding the three classes of fiscal incomes, there
results the necessity of reducing the wages and profits share.
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With reference to the justifications, they are multiple and diverse, reason for which we
shall separately justify the introduction of the flat tax quota for wages and the reduction of the
unique quota for profits tax at the level of the wages quota taxation.
The Same Flat Tax – Equivalence of the Income Tax
Resulted from Labor and Profit
Motto: “The liberal conception of equality does
not suppose the promise of giving back to the
people an equal state in wealth, influence, honor
or prudence (moderation). On the contrary,
what it promises is the fact that if the extrinsic
inequalities due to the privileges and
prerogatives are abolished, the intrinsic
superiorities will manifest.”
Walter Lippmann
The authority structures of each state are determined to create the necessary
conditions for a relatively stable balance between the multiple force centres imposed by the
existent interests, generally, within society, but especially in economy. Regarding fiscal
policy, the state authorities’ power is obvious, especially that of the executive ones: to create
premises not for the production factors, but for capital and labour or not to allow the
existence of certain tensioned periods.
Consequently, the idea of taxation with the same unique quota of the incomes
resulted from labour or profit, is not only a strictly economic request - conditions and legal
treatment within the production – but also a political imperative.
Not accidentally, such arguments can be found in the economic sciences most
famous writers such as Adam Smith who underlined that: “each state submissives must
contribute as much as possible to the state support, terms of their possibilities, that is terms
of their income, and under the state protection they can use it.
From the observance or non-observance of this principle results what we call –
taxation justice or injustice, equity or inequity. Once and for all we shall take into account
that any tax based only on one of the three above mentioned types of incomes (profit, salary
and rent), is inequitable as long as it is not also based on the other two of them” (Smith,
1992, pp. 242-243).
The discrimination regarding the taxation quota level of the essential production
factors – labour and capital – determines a series of “financial engineering” by means of
which the less taxation as amount, shall be ensured at the level of the company. The same
taxation quota eliminates such concerns, although it does not exclude certain solidarity.
We hope that the Romanian experiences (we believe that they do not represent
unique cases, although we desire that) regarding the directocracy and sindicatocracy
possible only under the state property condition, remain only history!
The practice has proved that when the income, labour and profit taxation are
realized under the same unique quota (in case of Romania 16%), there is a concordance
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between the employees and owners in diminishing the illegal economy, and last but not
least, labour documentation “whitening”.
Concretely, either the employees or the owners are more interested in the labour
agreements elaboration, as under this agreements the employees may benefit of pensions,
vacation leaves, free medical services, meanwhile the owners eliminate the eventual
penalties (material but also penal). Furthermore, by practicing the same unique quota of the
profits tax, the owners enacts a profitability state in continuous growth, which ensures them,
increased competitively and credibility.
Within the European space, especially the European Union, the number of states
practising the same unique quota increased. For the time being, only five states are
practising the same unique quota, namely Malta, Estonia, Slovakia, Serbia and Romania.
The fact that Kovaks Lasylo, the European inspector for taxes, described the as absolutely
lawful represents a justification for such a taxation strategy argument.
The Flat Tax Applied to Salaries – Equitable Expression
for the Incomes Resulted from Labor Taxation
As it is already known, the economic activity is aimed at attenuating the
contradiction between the multiplication, diversification and growth of necessities and the
limited character of resources, which brings people’s satisfaction. In accomplishing these
objectives, important is either the production area, or its results distribution. Human
experience has proved that, as much as we concentrate upon the distribution of value, (the
newly created value) what we can get, by forcing rationalization, is a distribution of the
consumption area based on cards and these are established terms of the physical parameters:
age, sex, weight, height, etc.
Consequently, each production factor must receive a part corresponding to its
contribution to production growth. Salary taxation under the unique quota ensures not only
the improvement of the equivalence state, but also the diminution of costs and the setting up
of salaries, taxes and fixed costs.
From this perspective, a normal state of equivalence would have imposed even
digressive taxation (the state would diminish the salary tax, but it would increase indirect
taxes, or exclude from the share in profits those employees who do not accomplish the
planned norms). In fact, the profit is obtained by the employees who fit the specific
consumptions standardized levels.
Introducing the flat tax for salaries determined the growth of employees’
consumption potential (the employees who increased their production results).
The novelty is represented by the administered consumption increase, decided by
the producer not by an intermediary – the state and its institutions – which is not always the
most efficient.
Practically, final personal consumption shall increase, to the prejudice of public
consumption. In case consumption becomes ostentatious or luxurious, the state may
interfere by means of differential taxation.
With reference to the countries which were CAER members and which joined the
European Union in 2004 for ideological reasons easy to understand, the official statistics
kept on avoiding this phenomenon, the occidental sociologists assessed the emergent middle
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class in 30% from the population of The Czech Republic, 20.25% in Hungary and 15% in
Poland (the figures make reference to the year 1989).
Towards the tendencies of the central-European countries, i.e. of introducing market
mechanisms and even private economy forms, Nicolae Ceausescu applied a total and exigent
etatism which was applied even to the state control of all economic and social processes,
including the rural production adjustment by means of the police.
As a result, the well-off social class, starting with the party nomenclature,
represented only 4-5% of the active population.(2)
The middle class formation and development necessity is not only a political
necessity but an economic one, as its low level constitutes a serious restriction regarding the
European cohesion and structural funds attraction and use.
A distinguished local consultant for the World Bank underlined: “the situation is as
much absurd as in our country the European Union programs are working slowly or not
working at all, and the main reason for the failure is not the money but the public
institutions’ ability to generate and administer projects’’.
As our complete report shows, we have a management and organization deficit, not
a money- related one. In other words, although it may sound paradoxical, the Romanian
public sector eligible for the EU funds has a larger amount of money than it may use, even
on the national co- finance part.(3)
Salaries taxation with the flat tax is a way of encouraging performances,
respectively the employees’ selection and orientation by economic criteria.
In case of the flat tax, the difference between incomes shall be made in terms of the
labor results, the performant employees shall not be preoccupied with finding different
limits of the law in order to receive the incomes that they deserve.
Reducing the Flat Tax for the Profits Tax – Expression
of the External Competition Pressure
In 1993, at Copenhagen, Romania committed itself that in order to adhere to the
European Union, as far as the economic aspect was concerned, to build a functional market
economy, thus exceeding all competion pressure and the market forces within the new
economic space.
Creating and developing a competitive national economy supposes a selection of
producers following certain economic principles, such as equal treatment regarding the
access to the business environment.
Consequently, any kind of tax or differential tax release, adjournment or reducing
and, last but not least, any kind of subventions are excluded. Thus, the profits tax may be
realized by practising flat tax which, given Romania’s present situation, should have been
kept unique but also reduced.
On the increase in the ability of exceeding the European Union competence
background, the option for the reduced flat tax of the profits tax from 25% to 16% had in
view the increase in the the company’s investment potential from its own resources, the
direct foreign investment attraction and equality when speaking about taxation of the other
essential production factor, respectively labor, whose fundamental income, the salary, is
taxed with a 16% unique quota.

245

246

Romania’s Integration in the European Union. Opportunities & Challenges

The fact that the Romanian authority structures made the option for the application
of the profits tax unique quota is the result of the analysis regarding the of the national
economy’s potential of meeting the European Union’s exigencies.
With strict reference to the taxation policy, we may say that there is a relative
convergence regarding the consumption tax domain (indirect tax) and social contributions.
As far as convergence in the income tax domain is concerned, there is no
harmonization plan at the European Union level. At the same time, there are certain
concerns for detaching a harmonization process for the profits tax. In this sense, even since
2001, the European Committee has elaborated a legal background by means of which it may
ensure a unification of the taxation policy rules by adopting a common consolidated taxed
base (CCCTB).
During the second half of the year 2006, the Economic and Financial Council
(ECOFIN) approved the CCCTB implementation strategy and consequently, shall pass
concretely to the taxed base amortization.
In the context of what we presented above, we may say that Romania, by means of
reducing the flat tax of the profits tax, benefited from the possibility of transforming profits
taxation into an arm for economic increase and competence stimulation.
During the last 15 years Estonia, Lithuania, Latvia and Slovakia have introduced the
flat tax es. The fact that such options are positive is explained by the favorable appreciations of
the American magazine Newsweek (2005), where the following is underlined: “when speaking
about capitalism, old Europe has something to learn from the new one (The Eastern Europe –
our note)”.
In case of reducing the flat tax, it is obvious that either the own resources for financing
will increase or the efficiency with which the additional production capacities are created and
used. This is possible, as the remained additional profit is inverted by the one creating it.
Anyway, in case the additional remained profit under the form of the profits tax went
to the state budget, or even used for investment, its efficiency was lower, for the simple fact
that the state is a less efficient economic agent than the private owner.
Maintaining the Flat Tax Quota – Condition
for the Convergence of Romanian Economy with
The European Economic Space
The rapid and efficient integration of the national economy in the EUM requires, at
least for the pre-adhesion period, the direct involvement of the power structures, and mainly of
the legislative and executive ones. Concretely, there is a need for a strategy aimed at ensuring
the convergence of our national economy to the European space exigencies. In case the
governmental income rate and expenses is accompanied by the diminution of the annual
economic increase rate, we consider that Romania shall not force the taxation policy in order to
align to the present levels of public incomes and expenses rates within the EU.
We shall not remain at the level of 25% established by J.M. Keynes during the interwar period and probably not even to the 30% although the letter level is appreciated as being:
“the appropriate one for the European central Bank, called “The public sector efficiency,
evidence from new EU member states and emerging markets”.
There is a link between the restraint public expenses level (the authors recommend
30% of GDP - our note) and the accelerated economic growth, and GDP per individual.
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In the authors’ opinion, the optimal public expenses shall be more restraint within the
states members of the EU and within the states from the emergent markets.”(4)
The external pressures and unfortunately also the external ones, in order to increase the
governmental incomes and expenses in Romanian GDP (gross domestic product) enter in direct
conflict with the idea of eliminating the owner statute from the economy, encouraging the
private sector, corruption diminution, selecting the economic agents’ terms of the competitivity,
attracting foreign investors and last but not least encouraging the national elites.
The collaboration of the fiscal policy with the economic policy and the money policy
does not exclude the fiscal policy administration improvement, in the sense of unpaid taxes and
rates and subventions elimination, especially of the ones related to the exploitation losses.
The economic agents encountered in this situation must be eliminated as they do not
have any chance of meeting fiscal obligations in time.
Convinced that during 2007-2014, on the background of the fiscal policy convergence
in the excise duties, VTA, custom duties and social contributions domain from Romania with
the EU, shall not exist reasons for giving up to the 16% unique quota for the personal incomes
and profit, we are aware of the fact that there is room for the compulsory social contribution
diminution in favor of the voluntary ones, the social contributions diminution and giving up to
the dividends and last but not least the flat tax by means of the flat tax fragmentation in restraint
but homogeneous segments.
The supporters of the idea that observing the devoted and verified principles as
performance source is imperative, we appreciate that the land-tax must be re-set in terms of
labor and profits tax.
The implications of applying the same reduced unique quota for the personal incomes
and profit cannot avoid the incomes polarization, which in the case of applying the same unique
taxation quota for personal incomes and profit shall favor the persons accomplishing larger
incomes.
Vilfredo F. Pareti established that only 20% of the population detains 80% of the
realized incomes.
If these reports can be associated to a certain stage of economic development which
did not have in view an equitable distribution of incomes (the period up to the end of the XIX
the century), at the mi of XX th and after, new voices appeared such as dr. Joseph Juran who
found again the 20:820 report.
Without giving more details, it seems that we can find in nature Pareto’s proportions,
for example the oxygen-nitrogen report in case of air, dry and water at the level of earth or the
solid and liquid report in case of human organism.
In the context of the above presented, it is said that the incomes unique taxation quota
for private individuals and the companies incomes – application of the 16% unitary quota –
represents the maximum level up to which it can be educed, as Romania achieved the 20:80
report.
Romania has developed direct taxation because of its freedom of choice. This fact is it
possible because there are many rules and directives in the field of indirect taxation and the
Member States of European Union are obliged to apply this kind of taxes. In table 1 we can see
the percentage of indirect taxes in GDP in the Member States of European Union:
Direct taxes are not so reglemented at the EU level because there are four fundamental
rules of freedom which have to be guaranteed. So, any fiscal national law that diminishes these
rules is immediately canceled. The EU member states have to respect the EU Treaty (table 1).
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Taxes rates in EU-15 (1995-2005)
Table 1
Impozitul pe forţa de muncă
2001 2002 2004
2005

1995

Impozitul pe capital
2001 2002 2004

UE-15

24.5

29.4

28.4

-

-

37.3

36.8

36.3

25-50

Belgia

23.7

28.8

30.1

33

35

44.1

43.9

43.5

25-50

25-50

Danemarca
Germania

26.4

30.8

28.8

30

30

40.7

41.5

39.9

38-59

18-26.5

21.2

22.4

20.9

27.9

25

39.5

39.9

39.9

19.9-42

2005

1995

25-50

Grecia

12

18.6

18.1

35

35

34.1

37.6

37.8

19.948.5
5-40

Spania

20.7

27.5

29.6

35

35

28.9

29.6

30

18-48

15-45

Franţa

31

38.2

36.6

34.3

35.4

42.2

42.7

41.8

10-49.6

10-48

Irlanda

21.6

31.4

32

12.5

12.5

29.8

27.5

25.9

20-42

20-42

Italia

26.3

28.1

28.1

34

33

37.8

41.5

41.1

23-43

23-43

Luxemburg
Olanda

24.9

31.1

32

30.4

30

29.5

29.2

28

6-38

6-38

23

30.1

29.6

34.5

34.5

35.1

31.8

31.9

0-52

0-52

Austria

23.5

30.1

28.5

34

25

38.7

40

39.2

21-50

21-50

5-40

Portugalia

20.7

31.7

-

30

27.5

31

33.3

33.7

15-40

15-40

Finlanda

27.9

27.8

30.3

29

29

43.9

44.4

43.9

12-35

10.5-33.5

Suedia

18

32.3

31.5

28

28

48.4

47.9

46.6

20-60

20-60

Marea
Britanie

27.8

34.1

30.8

30

30

25.7

25.4

24.6

0-40

0-40

Source: Documents of the EU and www.worldwide.tax.com
The most part of the rural duty is absolutely necessary so that the land price is real.
The land alienation would not have created so many land owners over the night
(owning hundred of un-plowing hectares and a permanent negative balance over 1,2 billion
dollars annually of the commercial balance) with agro-alimentary products if we take into
account that the Romanian rural potential normally valued may ensure food, according to
FAO for almost 60 billion persons.
At the same time, the normal taxation of the nature factor would give the right to
the” Nature philosophers”, who during almost 3 decades fought for explaining the life
substance, starting with Thales, who had water in view, Empedocles who launched the
notion of fire, Anaxides for whom the air played the most important role and ending with
Empedocles who made the notion of earth known. Probably not by hazard, the most part of
the humanity difficult problems in the present phase, are linked to nature, respectively water,
fire (electricity), air and land.
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Certainly, the taxation of these factors would not ensure them only the necessary
protection, but also the necessary resources for their regeneration by means of their own
forces, state of things necessary for Romania in valuing the cohesion fund and the structural
funds which are mainly allotted for the environment, agriculture and rural development.
In the ’30s, the great philosopher Constantin Noica, analyzing the daily policy from
the human perspective, made the following remark: “Do you know what we are really
doing? We are serving the human being of tomorrow. We postponed all problems and we
are preparing for receiving the human being of tomorrow. The charity societies created
special dispensaries where the human being of tomorrow can hygienically make the step in
his life. Engineers build the streets and architects luminous buildings. Doctors discover the
remedy for all diseases – for him … Does the human being of tomorrow feel well? No, he
doesn’t feel well yet. He also needs a pillow. The electric light is too strong for his eyes.
Turn the radio up. Are you feeling well now? I sometimes wonder which way he is going to
end. What if he didn’t have time to think? What if he ends on our planet, or he tries to live
on another one. If this kind of human being is going to die geologically or astronomically,
instead of dying in spirit? … it seems to me that we are playing games with our life.”
(Noica, 2004, pp. 134-135).
After decades of bearing several transforming without precedent, his great disciple
Andrei Pleşu, referring to Romania in train of adherence, suggested the following:
“Accomplishing the levels for different stages of convergence, we must impose ourselves to
find answers to the following questions: “What’s next?”, “What is the significance of the
end of the road in the European sense?” an organized administration and wealth equitably
distributed, a little bit of anti-Americanism and a few ideas about the human rights… I do
not think that the human rights must become something monumental … I am afraid that at a
certain moment we are going to encounter the problem of an Europe without any objectives
– a kind of agreeable reservation, where we shall build something. We are going to have a
context without a text. Who is going to be the person giving us the text? It is a real fight for
the specialists in order to create the context. My question for the specialists is: which is the
text? Are we really thinking about that when we use to sharpen the knives? … A soul for
Europe … we have to give him a substance, beyond the living together - although I
recognize that the living together means too much. Consequently I wander if is not
necessary for us to make a debate about what we are going to do when everything has
already been done. This question should be asked now, in order to give a certain color to all
our efforts of going just to the target”.(5)

Notes
(1)

Seeing the wealth content and structure (we shall come back with details regarding the
implications) it is difficult to establish the equivalence, but it doesn’t mean it does not exist,
although in many cases it starts only by being suggested. Any other way of thinking denies
the reality – the existence of the economic intentions.
(2)
See in Dilema veche, IIIrd year, no.130, July the 21st -27th 2006.
(3)
See in Business Digest, 22.06.2206, The Truth about the Unique Quota.
(4)
See in Săptamâna Financiară, 25.09.2006.
(5)
See in Dilema Veche, IId year, the 8th -14th of December 2006.
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MONEY LAUNDERING – THE CONSEQUENCE
OF THE FINANCIAL GLOBALIZATION
Carmen Boghean
Candidate Ph.D. Lecturer
„Ştefan cel Mare” University of Suceava
Abstract. Money laundering is a method of disguising the origin of unlawfully
obtained capital; accordingly, the initial definition was phenomenological: “Money
laundering is the process by which one conceals the existence of an illegal source, or illegal
application of income, and disguises that income to make it appear legitimate”.
As an organized form of financial management money laundering is not new. In
Palermo back in 1957 the Mafia bosses Luciano, Sindona and Lansky agreed on transport
routes for heroin, financing methods and money laundering techniques. Clearly, attempts
had been made before then to disguise the proceeds of crime in the past, but it did not
become a professional activity until then.
Key words: money laundering; financial institutions; globalize world; financial
techniques.
REL classification: 11B

Money laundering is now a legal concept, as indicated, for example, in section 261
of the German Criminal Code and international provisions. A money launderer is someone
who conceals or disguises the origin of property obtained as a result of an unlawful act.
Money laundering is also where the following are made impossible or endangered:
- the discovery of origin;
- physical location;
- forfeiture;
- collection;
- seizure.
Anyone obtaining, keeping or using property obtained as a result of unlawful
activities for themselves or third parties may also face punishment for money laundering, if
the person knew of the origin of the property when it came into their possession. The
German legislator has opted for the principle of specified offences. This means that only
legally defined criminal offences can be classified as a predicate offence to money
laundering.
Attempts are also being made to define money laundering in abstract terms, and
have resulted in European Parliament and Council Directive 2001/97/EC of 4 December
2001 amending Council Directive 91/308/EEC on prevention of the use of the financial
system for the purpose of money laundering, which entered into force at the end of
December 2001. The Directive defines the following activities as money laundering:
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- the conversion or transfer of property, knowing that such property is derived from
criminal activity or from an act of participation in such activity, for the purpose of
concealing or disguising the illicit origin of the property or of assisting any person who is
involved in the charge of such activity to evade the legal consequences of his action;
- the concealment or disguise of the true nature, source, location, disposition,
movement, rights with respect to, or ownership of property, knowing that such property is
derived from criminal activity or from an act of participation in such activity;
- the acquisition, possession or use of property, knowing, at the time of receipt, that
such property was derived from criminal activity or from an act of participation in such
activity;
- participation in, association to commit, attempts to commit and aiding, abetting,
facilitating and counseling the commission 'of any of the abovementioned actions
Even if the acts necessary to launder the property are committed on the territory of
another Member State or a third country, they still constitute money laundering.
However, legal definitions are less important than the realization that money
laundering is changing in response to the innovative potential of financial markets. The
invention of financial techniques and products such as derivatives has altered the behavior of
money launderers. In the old days, when the world was organized on a small-scale, only a
few steps were needed to launder money but, in a globalize world, this phenomenon
becomes very complicated. A three-stage model is still widespread, however, although its
weaknesses are becoming increasingly apparent.
- The first stage involves placing money obtained on illegal markets with financial
institutions (placement).
- The second stage, known as layering, involves attempting to disguise the illegal
origins of the money by creating confusion.
- The third stage sees the laundered money brought back into the legitimate
economy (integration).
As long as the technical approach to the fight against money laundering continues
to view placement as the key starting point, it is informed by small-scale ideas and assumes
that criminals act like any upstanding master craftsman and take their loot to the bank.
Modern methods of payment and the corresponding capital flows make many of the ideas
about money laundering that were developed about 15 years ago seem truly quaint. Layering
is a process that mostly involves systematically creating a cascade of transactions involving
states with strict banking secrecy or largely unregulated offshore locations. At this point, it
becomes hard to separate the proceeds of tax evasion from the proceeds of other crimes.
Integration brings with it the constant danger of criminal organizations taking over
important positions in a national economy. This scheme has quietly developed out of the bipolarity of the East-West conflict, with its clearly divided economic hemispheres and its
business circles still largely national in outlook. The law enforcer's worldview was already
superseded when it was developed, at least from an economic point of view. Nobody ever
devoted any specific thought to the fact that brokers, banks and investment companies could
behave in an organized but improper manner. The model in no way reflects the process of
globalization, which, after the fall of communism, led to a completely differentiated division
of labour, with the financial economy and its appendage, money laundering, developing
alongside. In practice, one of the consequences was that cash was increasingly laundered in
the former Eastern bloc States or other economically unstable countries.
In highly developed countries, cash transactions have become largely insignificant.
Yet attempts to combat money laundering in Western Europe, the USA and other
economically advanced countries still focus primarily on placement, on insignificant cases.
For this reason they amount to little more than a token effort. There may be a dilemma
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underlying this state of affairs. Checks to prevent money laundering may make the dollar
less attractive as an international means of payment and also prevent the influx of capital
from (supposedly) less serious offences (such as tax evasion). This will reduce the
competitiveness of North American banks and financial centers. The dilemma is that while
the law must be enforced, it is important to avoid damaging one's own economy and in the
circumstances it is hardly surprising that money laundering is still very much a matter for
national definitions. The national scope for power games remains very high.
The inconsistency of the policy to counter money laundering - it is proclaimed with
vehemence but implemented only very selectively - makes it a typical product of deregulation
and the ambivalence generated by it.
Functionally speaking, money laundering is the financial concomitant of the
untrammelled play of market forces and their unlawful expressions. To a certain extent it is a
driving force, galvanizing contradictory social, political and economic systems. It is also true that the
possibility to launder money freely is an expression of a position of power. During the Cold War,
intelligence services secretly transferred money to political groups to help them topple awkward
but legally elected Governments. Secret services are often associated with the term money
laundering (although whether the term can be used in this context is debatable from a legal
point of view). This blurs the distinction between legality and illegality, which sometimes
makes it impossible to clearly identify ethical guidelines. Ultimately the likely scenario is that
organized crime will come to bear a greater resemblance to waging war and founding a nation.
However, the realization that the financial markets have shifted the balance is even more
important. There is evidence that the influence of the traditional spymasters and their networks
has declined dramatically and it is increasingly common for information for analyzing aspect of
foreign affairs to be supplied by investment companies rather than the CIA. At the end of the
day, this contributed to the loss of profesionalism and failure of the secret services that resulted in
the events of 11 September 2001. It also means that investment companies have a sound basis
for influencing one of the secret service's (supposedly) important activities: money
laundering. However, the key objective is no longer to move hidden amounts of money
around to influence a particular group, the aim nowadays is to help favourites with insider tips
or by destabilizing potenţial and actual opponents and competitor by spreading effective rumours
on the stock market.
If it is assumed that the main objective of money laundering is to transform money
acquired unlawfully into “legal” assets, it is extremely difficult to find a separate legal
interest for the offence. They also believe that the offence has a general deterrent effect,
which is debatable. The idea is that if it is impossible for the proceeds of crime to circulate,
the committing of precursor offences will become “unattractive”. They accept, however, that
this objective could apply to only a small number of precursor offences and would be
realistic only if it were possible to conduct near-blanket checks.
The deterrence argument also reveals an attitude that does not reflect the criminal
nature of the offence. As anyone committing a precursor offence is not punishable under
accusation, potential offenders would have to be deterred from committing one of the
specified offences because a third party could be punished. Such an effect is unlikely.
Overall, they contend, the focus is on the deterrent effect of section 261 of the Criminal
Code. The section tends to address the secondary effects rather than the prosecution of
clearly ascertainable wrongdoing. Calls to extend the material area of criminal liability and
expand the range of procedural instruments mostly feed off the conclusion that the offence
has so far failed to have the desired effect. It seems as if the very ineffectiveness of the
offence repeatedly confirms the danger it is intended to counter.
Given that money laundering is seen as a typical, and possibly even necessary,
concomitant of a broad spectrum of criminal activities, the cay for money laundering to be
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eradicated, as voiced at the special European Council in Tampere of 15-16 October 1999,
seems almost comical and the aim unachievable in a “free society”. Yet although the attempt to
mould a police investigation on strategy in the form of a criminal offence is a dogmatic failure
in terms of policing strategy and criminology and is obsolete in terms of crime policy, the
legislator has not given up. On the contrary, the Tax Evasion Act and the Fifth Act amending
the Tax Officials Training Act and Tax Legislation of 23 July 2002 are new measures that
succeed in making it even more difficult for the criminal offence of money laundering to
achieve the objective of recovering the proceeds of crime than was previously the case. This
thinking is based on the hope that, like section 129 of the Criminal Code, if the point of
departure is as broad-based as possible, the concomitant procedural possibilities will make it
possible to enforce the law more effectively with regard to specific areas of criminal activity.
Even in terms of its basic scope, it is doubtful whether organized crime can be cleared up by
working backwards. Calculations regarding unlawful drug trafficking have given rise to claims
that there is a 90% probability that after a few years all the assets in circulation will have been
laundered and that not much of this will have been done in good faith. Attempts to enforce the
law, it is pointed out; continue to ignore capital assets deriving from the proceeds of crime. This
is seen as especially surprising since the strategy assumes that immeasurable amounts deriving
from criminal activities have found their way into legitimate sectors of the economy. The
assumption is that between 2% and 5% of all economic assets have been laundered. The
criminological conclusion that asset-related crime basically functions in accordance with the
same principles as legitimate economic sectors does not really surprise some critics. They see
the explosive aspect of the conclusion in the (apparently) inferred counter-conclusion.
The idea that every tax system encourages crime may be based on the basic
practical realization that every legal system “encourages crime”, but a legal system that to
combat crime first defines everyone as a criminal so that it can then “pragmatically” select
the worst has no raison d'etre. It abandons the guarantee of the offence, the fragmentary
nature of criminal law and the presumption of innocence, in short the rule of law, replacing
it with the vision of a “security state”, which views crime as omnipresent simply because it
cannot be distinguished from legality. Even assuming that certain forms of crime (such as
drug dealing, corruption, terrorism and even child pornography) have become the “bases for
social exchange” and their traces, which should be eradicated, can be found in every
account, in every purse and on every hard disk, a whole series of other offences would need
to be taken into account (moonlighting, genocide, water pollution, fraud and circumventing
embargoes).
Not even the greatest optimist could expect the part of Germany's national wealth
that is contaminated with funds from non-time-barred acts of genocide to be taken out of
circulation or hundreds of billions of euros to be prevented from flowing back into
legitimate sectors of the economy. An objective of this nature, which would, if successful,
put an end to crime or lead to the abolition of money, is clearly unrealistic and it leads
almost inevitably to the conclusion that there may not be a clear line between legality and
illegality and that at least a majority of the population are permanent crime suspects if they
engage in social interaction. Using an adequacy theory, supported by economic,
phenomenological and pragmatic considerations, the (supposedly obvious) dangers of a
“security” strategy, within which tax evasion is “a declaration of war on the State as an
enforcement agency”, cannot be constrained by the rule of law.
The prosecution of money laundering has proved to be a largely self-perpetuating
system, the material costs of which are a thousand times greater than the value of the
recovered proceeds of crime. Organized crime is not on the decline and this war cannot be
won because from the outset there is no chance of victory: “How can you defeat an enemy
who is perfectly concealed in the midst of society?”
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The heated debate about laundering money through defense counsel fees is an
excellent example of the extent to which the intrinsic and inevitable consequences of a
“modern criminal law system” are underestimated and misunderstood. The whole strategy
for combating money laundering has become so complex as to be almost impenetrable. The
glaring discrepancy between the need for it from a legal point of view and its ineffectiveness
is alarming. To date, the concept expressed in section 261 of the Criminal Code has affected
almost only innocent people, it is the basis of a duty of private persons to help the forces of
law and order provide protection against dangers that actually have their origins in society's
guaranteed freedoms and justifications of legitimacy. It is hard enough to get round the
concept by “pragmatic” lobbying at the centre but by exempting specific privileged
professions it is completely impossible: “The concept itself may endanger the fundaments it
is intended to protect”.
Some years ago the European Parliament became interested in the impact of
unlawful money transactions on monetary policy and their macro-economic consequences
(the speed at which money circulates, the money supplies of countries involved in the
money laundering, methods of investing unlawful proceeds, transfer methods and the
stability of the financial markets affecting by the money laundering circuit). The subject has
also been brought to the attention of the IMF, which has conceded that it is impossible to put
exact figures on the amounts involved and the extent of criminal activities, although it
believes the unlawful earnings generated have an impact on the national and international
allocation of resources and on macroeconomic stability.
The IMF assumes that
money laundering is taking place on such a scale that it has an independent effect on the
economy as a whole. As a rule, money launderers do not seek out the highest yields; they
look for the financial centre or investment most likely to enable them to successfully
“recycle” the money. A lower yield is a price worth paying and consequently, background
economic data show atypical capital movements. Money is moved out of countries with
successful economic policies and high interest rates to countries with worse policies and less
lucrative rates. This prevents the optimization of international capital investment. Counterintuitive capital movements can confuse political decision-makers and cause them to take
inappropriate measures. The apparent demand for money caused by money laundering not
recorded anywhere may affect the volatility of interest and exchange rates. As the financial
markets are tied into a worldwide network, money laundering that causes capital movements
can have destabilizing consequences on a global scale. National problems become systemic.
The development of profitable and stable financial markets depends on the operators'
confidence in them. Contamination by money controlled by criminals encourages
exaggerated reactions to rumors because of false statistics.
Money laundering can clearly threaten key elements in the workings of national
economies. They include the transparency and soundness of financial markets, where money
laundering exposes the people working to the dangers of bribery. Once credibility has been
lost, it is very hard to regain.
The study of the impact of money laundering can be particularly helpful when
trying to understand macroeconomic shifts in certain countries, notably States where drugtrafficking or other unlawful movements of goods take place. However, an important role is
also played by countries where the weakness of the tax system is conducive to money
laundering. There are links between money laundering and tax evasion techniques that
increase harmful macroeconomic consequences.
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Abstract.
Economic sustainability or intergenerational equity entails maintaining
social well being by decisions about investments in different types of asset. Under certain
conditions, consumption can be sustained by depleting resources, or various kinds of natural
capital, while building up other kinds of capital. Theoretically, the choices involve the use of a set
of accounting prices. The question becomes one of finding and implementing accounting prices
that express the roles of the various capital goods in achieving the objective of the economy.
Hartwick's rule holds that an economy can be sustained if the value of the total, net
investment in the economy, evaluated at those accounting prices, is zero. The rule applies to a
special, abstract economic model which expresses a social objective different from the utilitarian
objective on which national accounting is based. Different objectives give rise to different
accounting prices. Because the prices may not be right, the zero-net-investment rule using
available national-accounting prices cannot generate a condition for sustaining an economy.
Still, environmental accounting is a tool which, used prudently, can make an
important contribution to social decision making. This paper expands upon these ideas by
discussing the incorporation of natural resource and intangible environmental costs and benefits
into green accounting at the firm as well as the economy level. Common techniques of mine
valuation and standard corporate accounting are the bases for this extension to the valuation of
and accounting for decisions concerning the environment.
Key words: sustainability; green accounting; accounting prices; investment.
REL classification: 15C, 15D

1. Economic Statistics and Decisions
What does it mean for a society to be sustainable or sustained? What should the society
attempt to sustain? Can the “degree” of sustainment be measured? In reading about such questions
one is impressed, not by progress toward the goal of sustaining society, but by the vagueness of the
concept. In a frequently cited statement, the Brundtland (1987) Report argues for a balance
between the needs of the present and of the future. But needs are not specified and more
importantly the balance to be implemented is not defined. In the intervening years, the notion of
sustainment has come to encompass all that the proponent thinks would be ideal in a society,
including such diverse goals as environmental protection, climatic stability, elimination of poverty,
concern for the well being of future generations, good corporate and social governance, social
inclusiveness, maintenance of small communities and ways of life, and so on.
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An economist approaching the question of sustainability asks whether the concept can be
defined precisely, and in particular whether there are statistics that can indicate how well society is
doing at sustaining itself. Economic statistics are gathered by governmental statistical agencies that
record consumers' expenditures, firms' transformations of inputs into outputs, and the activities of
non-profit organizations. Each component is observed as a market transaction involving a quantity
of some good, a price of the good, and the product of the two, revenue. The revenues for different
goods can be added together to form statistical aggregates. The most famous such aggregate is the
gross national product, which is used by government for making policy to influence the levels of
employment and inflation. There are, however, a large number of sub-aggregates.
Much that is important to modern society can be expressed using such statistics, but
much cannot. For many environmental “goods” there is a measurable quantity but no price. These
goods cannot be incorporated into the market statistics, and so the statistics are incomplete in
recording what “matters” for policy.
Some environmentalists feel that the incompleteness is inescapable, that the (market)
economy is only apart of the environment. In an obvious, physical sense, all activity occurs within
the natural world. In an abstract sense, though, the economy is not limited to marketed goods.
Economics is the study of how and why people make decisions. Society continually makes
decisions about the environment: how much land to set aside as wildlife reserves, how much to
invest in pollution control, and so on. In this way the environment becomes a part of the economy.
The decisions balance different, often conflicting, underlying values. To an economist
this balance entails an implicit price. Without an explicit price, however, there is no way to
compare the environment with the part of the economy that is mediated in markets and has prices.
There is no consistent way to make or to evaluate decisions. How can a statistician make the
implicit prices explicit?
This question raises a deeper question about the ultimate meaning of the statistics. The
meaning needs to be clear if society is to use the statistics for making and evaluating policy. Much
effort has been exerted in economics to understand the meaning of the statistics and to estimate
prices for non-priced goods. Economics has an underlying criterion called welfare that gives
meaning to a particular aggregate, the net national product (NNP). All that contributes to welfare,
however, must be aggregated into NNP. That means finding prices for non-priced goods such as
the environment.
Some economists have also attempted to use the same statistics to try to measure
sustaining of the society. This paper argues that the focus of economic accounts should be welfare
and that sustaining is not readily measured. Still, using the precepts of accounting, extensions can
be made to incorporate the environment in a way that expresses social values.
2. Green Accounting
In a real economy there are many types of capital. Capital is any good, even an abstract
one such as knowledge or environmental quality, about which decisions are made over an interval
of time in order to contribute to some underlying purpose or objective. A change (positive or
negative) in any capital good is a net investment. The value of a net investment is obtained by
multiplying the physical change by a price that summarizes the contribution of the capital good to
the underlying purpose.
Economists usually represent the underlying purpose using a utilitarian welfare function.
Utilitarian welfare is the present value of all future consumption. The method of compound
interest is used to discount the level of future consumption at any future time back to the present
by multiplying it by a discount factor that is lower for times further in the future. The discounted
values for all future times are summed over the indefinite future to yield the level of welfare.
A utilitarian welfare function can be manipulated mathematically to show that current
'interest on social welfare' (the interest rate multiplied by the level of welfare) is equal to the sum
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of the value of consumption and of net investment, or NNP (Weitzman 1976). The most general
form of income is interest: even one's wage can be considered “interest on” one's lifetime capacity
for work. In theory, NNP is equal to the income from the total value of social capital.
In practice, however, NNP excludes many non-priced goods that contribute to welfare,
either as consumption goods (e.g. beautiful scenery and pollution, considered a “bad” with a
negative price) or capital goods (e.g. the capacity of the environment to absorb pollution). The aim
of green accounting is to make NNP more comprehensive by including as many non-priced goods
as possible.
NNP can be made closer to comprehensive income by estimating prices for non-priced
goods through cost-benefit analysis. The estimation is difficult and subject to error and
interpretation. More fundamentally, if an analyst's view of social welfare does not coincide with
what is implicitly being pursued by the economy then the observed market prices used in
comprehensive NNP are not the desired or 'right' accounting prices.
It is difficult to imagine using other than the observed, market prices in economic
statistics. Otherwise, an unimaginably far-reaching analysis would have to be undertaken, itself
subject to error and still subject to the analyst's own perception of how to express social welfare
mathematically. People do base their decisions on market prices and do adjust to them. There is
some justification for using market prices in general as measuring social value and adjusting those
that are obviously wrong, provided that one is prepared to accept that the market, as constrained by
government, does an acceptable job of promoting social welfare.
3. Sustainability
Sustaining means many things to many people. However, any definition of sustainability
must encompass what is known as intergenerational equity. In analyzing the use of an exhaustible
resource, oil, through time, Solow (1974) applied the following criterion: a society's success
should be judged by the standard of living of the least fortunate generation looking forward from
the present. His objective, called the maximin objective, was to maximize that minimum standard
of living, an objective that contrasted starkly with the utilitarian one of maximizing present value.
Discount factors, by which the consumption of future generations had steadily decreasing weight
in utilitarian welfare, were not considered equitable and were not applied. In Solow's model it was
mathematically certain that, with an exhaustible supply of oil and a constant interest rate, society
could not be sustained if it maximized present value. On the other hand, if manufactured capital
(or any other productive stock over which society had control) was sufficiently substitutable for oil
(natural capital), then there existed a constant level of consumption that could be enjoyed forever
by building up manufactured capital as the natural capital was depleted asymptotically to zero.
A mathematical condition for intergenerational equity in a general maximin problem,
with many types of capital goods, is Hartwick's rule, that the total value of the net investments in
the economy be equal to zero at all times (Hartwick 1977). The appropriate prices, as well as the
changes in the levels of stocks, are part of the mathematical solution to the maximin problem.
4. Sustainable Development
The interest of developing countries is in an extension of sustaining that encompasses
increasing consumption until a 'developed' state is reached. Mink (1993) discusses links between
poverty and environmental exigencies, and policies to break out of the trap of poverty with a
degraded environment. Solow (1993) is clearly sympathetic.
In Finance and Development, 1993, the World Bank considers various perspectives on
valuing the contribution of the environment. Serageldin (1993) puts the case persuasively that the
concepts of green accounting and sustainable development are important to many developing
countries which produce and export resources. These countries need to ensure that the use of their
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resources is consistent with their chosen criterion of social development, and hence that
environmental deterioration and resource depletion are correctly recognized in their decisions.
However, Serageldin argues that "conventional national accounts...do a poor job of measuring
sustainable income or changes in a nation's productive capacity." (It is argued below that these two
concepts are not necessarily the same, and that sustainable income cannot be measured with
available statistics.) Steer and Lutz (1993) convincingly argue the case for green accounting and
entitle their paper, “Measuring Environmentally Sustainable Development”. The problem is
pressing: Rees (1993), an ecologist, complains that “well defined and generally accepted measures
of environmental and natural-resource management are in short supply.”
Since the 1970s, natural resources and the environment have been the main motivators of
extending the national accounts, especially to extend NNP to incorporate all measurable
contributors to social well being. They have served a similar purpose in discussions of sustaining
the economy or of sustainable development. Each has a mathematical representation of a social
objective that gives rise to accounting prices. Many observers have the impression that the
accounting prices are the same for both purposes. As a result, since the late 1980s, green
accounting has been strongly associated with accounting for sustainability and for sustainable
development. The “zero-net-investment rule” has been applied to evaluate the degree of
sustainment, and then extended to prescribing positive net investment for sustained development.
The national accounts provide valid expressions of national income and net investment
only if the social welfare function is utilitarian. Many argue that a possible criterion of sustaining
the economy is that the present value does not change through time. It is mathematically true that
net investment is zero if the present value remains constant, and vice versa. This result looks a lot
like Hartwick's rule for a maximin economy. Furthermore, if net investment is positive, the
welfare function is increasing, and vice versa. This result looks like a neat prescription for
sustainable growth or development. But the theoretical justification for Hartwick's rule applies to
constant consumption in a maximin problem, not increasing consumption in a utilitarian problem.
In accounts that refer to a utilitarian objective, net investment can be shown to be zero or positive
only for the current moment. Sustainable development would require that net investment be zero
or positive forever, not just currently or even over the next several years.
This seemingly esoteric point has real implications. Environmentalists claim that growth
in a market economy can continue for a period (even several decades) before the economy
depletes its natural capital sufficiently to enter a long-term decline. The possibility of this decline is
the reason for studying sustainability. Implementing zero comprehensive net investment using the
accounting prices that pertain to a utilitarian welfare function is no guarantee that decline will not
set in eventually. Solow's example, in which sustainment is mathematically possible but a
utilitarian economy eventually declines, is theoretical evidence of that point.
5. The Economic Implications of Green Accounting
Computing the maximin prices rule for sustaining an economy would demand formidable
knowledge on the part of statisticians. Sustainability accounts would not be an adjustment or an
extension to, but a total break from, the national accounts. Also, there is no provision for growth
(sustainable development) in a maximin program. In practice, sustainability accounting would
have the following serious drawbacks:
1. Accounting prices of all resources would have to be determined from the solution
to the infinite-horizon problem of finding the sustainable level of consumption.
2. In an uncertain world, the prices would have to be updated with each major
realization of a stochastic environmental event through a new computation of the optimum.
3. The optimum would have to be computed without the aid of market prices.
Rent seeking is a term referring to the use of a government's powers for the
advancement of special interests opposed to the general interest. The economics of rent seeking
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suggests that the authorities in any real economy would be subject to interest-group pressures in
determining the prices to be used in implementing policy on sustainability. Among the special
interests one must include environmentalists. Like everyone else's, their policy proposals usually
demand sacrifices from people other than themselves. Hotelling (1931), for example, warned that,
by advocating increases in price to reduce demand, conservationists might play into the hands of
monopolists. The pressures would recur with the realization of any significant uncertain event.
They could be strong, with especially detrimental consequences, in developing countries.
In practice, a society concerned about its future is thrown back on the use of economic
statistics. Such statistics find their main justification in the model of an ideal, so-called perfectly
competitive economy and are appropriate for the utilitarian measure of welfare. Economists have
listed many discrepancies between the market outcomes that are summarized in the accounts and a
particular, possibly even persuasive, version of welfare. The main interpretational difficulties are:
1. If there are important divergences from competition, market prices are not the right
ones for utilitarian welfare.
2. The statistics imply discounting the well being of future generations. Discounting is
an unappealing feature to many and is contrary to the value expressed in sustainability.
3. Hartwick's rule for sustaining an economy is not applicable when prices pertaining
to utilitarian welfare are the basis for evaluating net investments. The national accounts are no
guide for sustainment or sustainable development.
Even so, society does function in an economy and responds to market prices.
Especially in a democracy, the market economy does at least as well as other types of economic
organization in achieving the common good. Extending the national accounts to include the
services and degradation of the environment does have positive features:
1.
Although non-ideal prices are used, the method is based on a theoretical ideal that is
well understood.
2.
To the extent possible, the accounts use observable, market prices.
3.
The market prices adjust to all available information about exogenous and random
events. Therefore, computing stochastic accounting prices is not necessary.
4.
If there is no market price or the market price is far from the appropriate accounting
price, an accounting price can be determined using cost-benefit analysis.
5.
The potential for abuse of cost-benefit techniques is well understood.
Consequently, the effects of rent seeking are more transparent.
6.
If development, defined as steadily increasing comprehensive NNP toward a
'developed' level, is successful, then there should be improvements, not just sustaining, of the
environment and other features of the quality of life, as perceived by society in general if not
environmentalists. The way to improve the environment may be to increase people's general
income.
What of sustainable development? It is wise to accept that there is no statistic that can be
devised to measure sustainment or especially sustainable development. In poor societies, growth is
a good thing, and continuing increases in general productivity (positive net investment) will
achieve that growth. The maximin model reminds the analyst that protecting the environment is
not an absolute value, but that the environment contributes to human well being. Positive net
investment is not always a good thing, however. Brundtland requires that present needs, too, be
considered, Especially if it is anticipated that future generations will be much better off than the
present one, intergenerational justice may be served by increasing current consumption and
reducing investment.
Firms too are expected to do environmental accounting. Green NNP may appear to be an
abstract, overly aggregated measure that is not relevant to a firm's decisions. As a summary
statistic for the entire economy, it does not express the great diversity of decisions made in an
entire economy. But it would be a misapprehension to condemn it for being the summary that it is
intended to be.
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Extending the national accounts is practical in that it yields a firm-level method for
accounting. Like the traditional national accounting of which it is an extension, green NNP is a
linear aggregate (a sum of prices times quantities) of the values of the activities occurring in
society. The traditional aggregate is obtained by observations of the decisions of a myriad of small,
diverse decision-making units. The accounting identities – the equality of income and product –
and the double-entry bookkeeping that maintains the equality apply to the decisions of the small
units as well as to the whole economy. Since all the statistics are sums of revenues, the data
gathered for the small units can be aggregated in any way that the user wishes. Many intermediate
aggregates are quoted in the national accounts. The summary statistic, gross national product
(GNP), is reported because of its usefulness for economic policy. Similarly, NNP is a useful
expression of aggregate income.
As in the conventional national accounts, however, firms do not explicitly account for the
use of the environment, because, having no price, this scarce, valuable resource is exploited as if it
were free. Many observers have pointed out that a mining firm, say, does not record in its accounts
the fact that the mineral, a social resource, is being depleted, and have claimed that the failure is
significant.
Only in a very nuanced sense is the claim valid, and the nuances have not been taken into
account adequately in most economic analysis to date. It is true that, while the mineral is being
depleted, the social value added by the firm is less than is recorded in its income statement. An
inconsistency arises, however, from the uncritical application of simple economic models.
In normal accounting, a part of cash flow is set aside for depreciation of the
manufactured capital invested in the mine. Likewise a part should be set aside as depletion of the
mineral. According to economic theory, the recorded depletion (depreciation of the value of the
mineral) should be the value that is given up in the future because the resource is extracted for use
now. If there are constant returns to scale in mining, Hotelling's rule from the economics of
exhaustible resources suggests that what is given up is equal to the entire net income of the mining
firm. Constant returns are a reasonable approximation, routinely used by engineers. This reasoning
implies that the value added by a mine producing at constant returns to scale is nil: society would
be as well off without the mining industry as with it! The implication is not plausible and Cairns
(2004) has found that the reasoning behind it is not valid. The correct depletion is small compared
to what is proposed by an analysis that does not recognize the investment of manufactured capital.
It is a fraction of the net income that is reported in the corporate accounts.
The argument leading to this conclusion may be unfamiliar because it is a combination of
reasoning from economics and accounting, and so it may require some contemplation before it
reveals itself as straightforward. If the depreciation of the value of the mineral is to be recorded
then it must be the depreciation of an investment. When a mineral deposit is developed by
combining it with other capital to create a mine, someone (a private concern, a government, an
aboriginal people, humanity in general) must, in a very general sense, own it. In effect, the owner
invests the deposit in the enterprise. It is an accounting and an economic principle that over the life
of an asset depreciation sums to exactly the value of the investment made. If green accounting is
done correctly, the value of the investment is equal to the present value of the deposit. In turn this
value is equal to the total (undiscounted) value of the depletion that will be reported as the mineral
is extracted.
Some comparisons spring to mind.
1. If a large firm buys the rights to a property from a small firm, the cost is recorded as
an investment in the large firm's accounts. The investment is expensed or depreciated.
2. If a firm develops a discovery on government land, the investment by government
is, in theory, equal to the present value of the mineral.
3. In either situation, the owner may not be able to obtain the full present value
because of, for example, a lack of information or bargaining power. In this case, the shortfall is a
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transfer from the owner to the firm. A government “invests” the present value of its royalties and
the firm 'invests' the shortfall.
Whatever may be the transaction, the total 'investment' is the net present value. In the
aggregate account (for NNP), the utilitarian analysis (based on the present value of consumption)
also holds that the present value is first invested and then depreciated.
If the owner's investment is correctly recorded, over the life of the mine the algebraic sum
of the investment and the (undiscounted) depreciation is zero. In current practice it may be that
none or only a part of the investment is recorded. In current practice, then, over the life of the
mine, the algebraic sum is zero. Standard corporate accounting does not correctly record (all of)
the investment and its depreciation. The method is imperfect. Still, the present value of net income
recorded by the firm and the owner is the same in both the ideal green account and the corporate
account. Also, the accounting method, including the accounts of the firm and the owner, 'corrects'
itself in the sense that, at the end of the mine's life, the difference between investment and
depreciation is zero.
Surprisingly, there is a conceptual and practical gain from the imperfection. Ideal green
accounting requires an estimate of the investment made by the owner. This present value is the
present value of the mine minus the investment of other capital. By recording only observed
payments (purchase price, royalties, etc.), traditional accounting avoids the need (a) to estimate a
present value of the mineral at the time of initial investment, and (b) to update that estimated
present value throughout the mine's life as the ore is mined, adjusting not just for physical
extraction but for price movements as well. The gain is very great: green-accounting estimates of
the depletion of oil reserves over the past half-century, even when done in hindsight so that the
true path of prices is known, have all had to deal with enormous annual revisions of mineral values
because of price changes. The reported figures have looked silly and have been useless for policy
analysis.
The upshot is that the traditional accounting for the commercial aspects of mining (and
other) enterprises is adequate for use in the green accounts. It does not need adjustment, and any
attempt to adjust leads to reports that are difficult to interpret. Mine valuation using standard
accounting techniques is valid and is the correct basis for commercial decisions concerning
investment in and production from mineral deposits.
Indeed, if one has a good economic intuition about the role of such an economic
institution as accounting and about the role of the mining engineer, then one should expect to
conclude that they have evolved to use methods and to report figures that are the best attainable
estimates of the commercial value provided by mining enterprises. As further introspection
suggests, if one applies economic reasoning correctly one should conclude that the mining and
petroleum and forest and other resource industries provide substantial value to a modern society.
Traditional accounting, however, was devised for commercial transactions, not for the
non-priced effects that are created by economic activities, including the resource industries'. There
ought to be an adjustment, using the 'right' prices, for any harm done to the environment by, say, a
mining enterprise. How can one estimate the right prices? One must refer to social norms, as
expressed in regulations, laws, customs and accepted practice, and let the prices evolve as these
underlying features of the society are changed. Cairns (2004) suggests a conceptual method, based
on techniques of commercial mining valuation, to account for environmental costs by a mining
firm. In general, non-market valuation is a difficult, contentious subject of economics, pioneered
by environmental economists and still being researched.
6. Conclusion
The way forward seems clear: Accept the accounts as they are for commercial
transactions. Adjust for non-priced costs and benefits to provide a statistic that can be used in
making and evaluating social policy in the same way that commercial accounting is used in
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commercial enterprises. Correct accounting is good economics and good economics accounts
correctly.
Society can benefit by using economic accounts prudently and not demanding from them
what they cannot deliver. Anyone who is sceptical of the market as a social institution, including
anyone who thinks that the market and economic growth will lead to ecological and social decline,
will doubt the national accounts, even if they are adjusted to include cost-benefit estimates of the
use or abuse of the environment. Green accounting does not provide a method of accounting for
sustainability and cannot be massaged, manipulated or extended to do so. If one is prepared to
accept the proposition that the market, as controlled and constrained and hindered by government,
serves society tolerably well, then one can accept that green accounting provides a way of
incorporating social values of non-priced goods into economic thinking, so that some of the costs
of and the potential to attain some of the vague social objectives listed in the first paragraph can be
understood more fully.
Theory is easy compared to implementation. Transparency is an extremely desirable
feature of policy, especially to developing countries. The national accounts are easily understood
and easily calculable, using well understood procedures. They reduce the scope for rent seeking.
Extending the accounts may be the practical step to recognizing the role of non-priced goods and
services in economic decisions which is sought by Solow (1993).
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problems which should be faced. Since the 1990 changes have been made as to integrate other
assurance systems categories into the state’s assurance system.
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Conceptually, the pension system is not only an element of social protection and politics
but also a component of market economic system. This system is made up as a budget system
comprising incomes and expenses. Incomes come from obligatory contributions of the population
represented by employers and employees and expenses represent transferring this contribution to
the beneficiaries: the retired persons.
The value of the pension is constrictive. Initially (1990/2000), the pension value was
calculated not only according to the period but also according to the medium income registered in
the most “valuable” five work years from the last ten. However this system produced a series of
inequities among which we mention the consequences of anticipated retirement.
Permissive legislation practiced in the ’90 allowed anticipated retirement to the persons
approaching retirement age. In this way the state tried to “equilibrate” unemployment expenses
transforming potential unemployed persons into retired persons/pensioners.
This measure was took to the detriment of the report between the number of tax payers
and those number of pensioners, to a lower rate of replacing salaries by pensions which do not
cover the necessities of a decent living in their majority. All these took to a crisis of pension
financing. The necessity of a reform appeared.
Thus in March 2000 a new law concerning pensions was adopted (law no 19/17 March
2000 regarding the public system of pensions and other social insurance rights). This law tries to
co-relate the level of the contribution and that of social insurance; it is also an attempt to recorelate pensions by payment for eliminating distortions appeared in the period 1989-2000.
In this new formula, contribution level depends on work conditions. The law stipulates
that a third from the contribution should be supported by the insured, two thirds by the employee,
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while the payment of both contributions should be done by the state. Salary and contribution
payment should be done simultaneously under bank control.
According to the aforementioned law there are four categories of obligatorily insured
persons: those employed with an individual work contract; persons that detain elective, executive,
legislative or judiciary functions during their and the members of handicraft cooperation; people
working on their own, agriculturers, priests under religious service recognized by the state and
others. For unemployed persons (persons who benefit from unemployment indemnity),
contributions are undertaken by the unemployment fund. Contributions are non-taxable.
There are other persons that can be included in the public system of pensions according
to a contract of social insurance. The following categories are excluded from the public system of
pensions: military, magistrates, lawyers and, from 2003, diplomatic and consular staff.
The calculation of individual contribution to social insurance starts from the salary
(including primes and bonuses), plus insured monthly incomes, that cannot be smaller than a
quarter from the medium salary.
The calculation of the contribution level is established each year by the Law concerning
the social insurance budget.
The law brings modifications in so far as the standard retirement age is concerned as well
as the minimum payment period. The limit for receiving a complete pension is 60 years for
women and 65 for men. This age limit is supposed to grow progressively until 2013. The periods
of minimum and complete contribution were raised up to five years. This is expected to grow
progressively simultaneously with the age limit.
Certain specifications and eligibility criteria were changed once the new law was
introduced.
The criterion of calculating the amount of the pension represents the basic axis of the
new law and the innovative element brought to the system of national social insurance. The level
of pensions is calculated starting from an average annual score realized by the insured during his
contributive period, multiplied with a percentage of the medium salary.
The annual average number of points is calculated by summing the number of points
gathered during the work period and sharing this number to the number of months in which the
person paid taxes to the social insurance fund. The annual number of points is calculated as the
average of the monthly points, established by sharing the monthly medium income to the monthly
medium salary, according to the National Institute of Statistics and Economic Studies.
The maximum value of the average annual points cannot surpass 5 points, from the year
2003. The minimum value of a pension point is of at least 45 % from the medium salary for the
year. It is approved according to the law concerning social insurance budget. Thus the pension is
indexed at the same time with the medium salary.
For the year 2006 the value of the pension point is of 323, 1 lei, therefore the pension
value will be of 1615, 5 RON.
Adopting the Law of the public system of pensions represented undoubtedly a step
forward in the reglementation of the system: it introduced order, by taking all revenues into
account; it linked pension calculation to the entire period of work, not only to the best 5 years of
the last 10; it opened the way to the private system of pensions; it stimulates a longer period in the
work field; it stimulates employment.
But the law has its own minuses: the retired persons receive redistributed incomes
(because of the PAYG scheme). They do not receive their own economies and the indexation of
the point system is limited to 5 points even if the person surpasses these points; in this case the
importance of points calculation is essential.
The Emergency Ordinance no 49/2001 emitted as an amendment to Law no 19/2000
introduced new inequities between pensions especially in the case of the persons with a period of
0-50 years of work and who come from highly specialized fields.
Another inequality is the disadvantaged persons retired before April 1st 2001.
In the present, it is expected to be applied the private administrated pensions law.
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Each participant to tax payment will have their own count, will be permanently informed
on the amount of money, will be able to select the fund, or to change it. What is more important:
no one will pay some other person’s pension.
There will be two systems of administrating private pensions; pillar II (obligatory) and
pillar III (not obligatory but stimulative as far as economizing is concerned).
At retirement the client will be able to benefit from three pensions: one from the state –
due to his contribution to pillar I, the second from the obligatory pension fund, but privately
administrated – pillar II and the third from the private pension fund, pillar III. The first two are
paid by a state agency. Its role is to organize the amounts of money into the two systems
mentioned, according to the client option for pillar II. The third will be paid directly to the
administrator of the private pension fund.
In the case of the voluntary system, the tax payer can choose receiving the total amount at
the end of the contract. The contribution of each person to pillars II and III is definite and in the
case of death the sum of money will be inherited.
In the last 16 years the retirement rate constantly raised. In 2003 it registered 171,
43% of the persons retired in 1990, after a climax reached in 2003 of 173, 36 %. At the end of
2004 a diminution of the number of retired persons is registered. At the time there was a number
of 6,212,000 pensioners.
This evolution of the total number of pensioners is partially determined by the economic
and social measures taken in Romanian economy which in their turn produced essential changes in
the socio-economic structure of the population. Not to forget the diminished natality rate and an
ascendent mortality evolution.
From 1990 in order to prevent an unemployment raise, the retirement age and the tax
payment period lowered down. The number of employees was reduced to a half if compared to
1990. The number of the persons working in the economic field was reduced too.
Starting with 1997 the number of pensioners surpasses the number of employees.
From 1995 the Social insurance fund registers an annual deficit of 3 % from its annual
income.
The level of social insurance benefits as well as agriculturers’ pensions went down in real
terms in the past years. In 1997 the most dramatic situation was registered; the pension level of an
agriculturer was of 26,6 % from the medium pension of social insurance. In 1997 the medium
pension of social insurance was of 37% from the value registered in 1990.
The actual medium pension level in the period 1990-2005 under the value registered in
1990. This can be explained by the fact that starting with year 2000 a new pension system was
adopted, but also due to the descendent evolution of the prices index and of the economic
development rate registered in Romania.
The expenses from the social insurance fund started growing from 1994, gradually
surpassing the level registered in 1991.
In this context new sources must be found necessary to the payment of pensions and
social insurance. Moreover new possibilities of raising these payments/revenues are requested in
order to balance inflation effects.
The value of a pension point starting with September 2003 was brought up to date by a 2,
655 index. By applying measures of social protection, the medium pension from the state was
raised to 1 953 676 and the pension for age limit to 2 652 511 lei.
In 2004 pensions were successively raised and the law concerning pension raise and
correlation was adopted. Figures prove a significant raise of the amounts paid to retired persons
but they are not important since the basic amounts were extremely low.
Thus in 2004 the medium pension for a person was of 2,514,630 lei/month while an
agriculturer pension was of 792 666 ROL/month. The report between the average pension of
social insurance and the medium salary was of 37, 5% in 2004; the report between the monthly
average pension and the average salary of agricultors was much lower at the same time. Covering
the necessities of these categories is still far from a normal level of survival.
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Starting from this matter of fact and from the previsions made by the organization for
Cooperation and Economic Development in order to avoid the failure of the pension system at
European level, a solution might be prolonging professional active life. Legislative measures
adopted should have in view eliminating the temptation of unemployment in the case of aged
persons or of considering them disabled. At the same time, there must be created conditions for
implementations of pensions with private capital as a means of completing and balancing public
pensions.
In 2006 the percentage of those who have an investment product for the private pensions
in Romania is 7 % of the active population .
This percentage is smaller than the average one of the region which is 20 %.
Pension funds with private administration should attract more and more tax payers,
offering them a large variety of possibilities of “investment” of the attracted amounts.
The investing portfolio should consist not only of investments on monetary, financial,
currency markets, but also on other markets such as real estate market, not only on internal
markets, but also on external markets too.
These funds should subordinate to economic laws of market. Those who opt for this kind
of funds should be convinced that the invested sums will have a sure increase at least equal with
that of an own investment on medium or long term (for example in a real estate activity or in
investment in state titles)
However, pension funds which have been capitalized and privately administrated have
one more obstacle to overcome: the mistrust of the population which sees them through the recent
“history”: CARITAS, FNI. etc. This obstacle can be overcome also by a better transparency of the
activities of these types of funds.
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The study of external trade (and implicitly of tourism as element of it) as an
economical growth factor and the propagation of expansion or recession phenomenon, from
one country to another, resorts to “request optics” and Keynes’s concepts. These have an
especial effect on analyzing some aspects related to international work and international
exchange division, as well on existing correlation between exterior commerce and
economical growth.
Within his paper named “General theory of using the manpower, interest and
money” from 1936, J.M. Keynes opened new horizons within the analysis of studying
phenomenon considering the macro-economical and international points of view.
Among the range of concepts and instruments issued by J.M. Keynes, the most
useful of international macro-economy have proven to be the most reunited within
multiplier’s mechanism, which allow description and evaluation of effects intensity of
training or dis-training propagated through the agency of external commerce channels
(Pralea S., 2006, pp. 92).
The phenomenon of multiplying the incomes is named multiplier, and J.M. Keynes
has the merit of revealing the significance of mechanism for describing the growing process,
integrating it within economic analysis of the most interesting aspect of training effect,
spread over the monetary flows’ channel (Todosia, 1987, pp. 45).
The multiplier of investments, described and used by Keynes, has become the
starting point for investigating some aspects if training effect from different fields of
activity, especially within analyzing the export fluctuations’ incidence, over the economical
growth, as well as of propagating the fluctuations of world economy. Later, other
remarkable economists have extended the Keynes’s theory of the multiplier, on conditions
of participant economy on international exchanges, elaborating “a multiplier of external
trade”.
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This multiplier of external trade has special signification on analyzing the
fluctuations’ analysis over international level. Therefore, the growing or recession
phenomena propagate from one country to another, through the channel of external trade
exchanges. Dumping of national income growth within a country, upon the basis of some
programs supported by internal investments, can be favorably reverberate over the partner
countries through an increased import request, training those on economical growth way.
The process of ascension can continue to world economy, or contrarily, the break down
might include all the participant countries to international exchanges (Pralea, 2006, pp. 9798).
The approach of external trade relations through the angle of Keynes’s theory
multiplier can explain the most of processes and phenomena from world economy, but a
significant contribution over analyzing in real terms the training effects was brought by the
French economist Fr. Perroux, by the so-called “multiplier of significant sector”.
The applicability of training effect over the tourist’s activity is referring to
correlation existed between this activity and the structure of request and consumption (as
parts of tourist’s market).
The tourism can be an important integration factor for the countries within world
trade and international circuit of values by the training powerful character of consumption
which is generated by it. The offer of tourism is formed by goods and services specific to
tourists, but the great part of it is constituted of products that concomitantly serve to other
consumptions, too: transport, communications, restaurant, foods, clothes, general loisir,
financial and insurance services, health, etc. All these consumption generate direct incomes
through made expenditure over hotels, restaurants, indirect incomes generated by successive
transactions between the companies by tourist’s consumption and induced incomes, through
growth of consumption of those that earn form tourism. The direct cashing is thus on the
origin of a transactions chain, which exert a stimulating part, training for a series extremely
different of productions (Pascariu, 2006, p.165).
These training flows represent the multiplying principle, particularized for tourism
by François Vellas, through four types of multiplications:
- multiplying of sales, representing the surplus of business amount within direct,
indirect and induced transactions, provoked by a supplementary tourist’s expenditure;
- multiplying the production, representing the growth of production, inclusively
the progress registered on capital’s level; hotels, restaurants, parks etc;
- multiplying of cashing, representing the incomes generated by the progress of
tourist’s expenditure;
- multiplying the jobs, representing the progress of work due to tourist’s
activities (Vellas, 1987, pp. 184-185).
The process of multiplying depends upon categories of tourist’s expenditure and of
local economy particularities, especially by the angle of economical structure and
economical agents’ behavior.
The structure of implanting economy is the determinant factor of multiplying level,
by the range of internal activities that satisfy the tourist’s consumption and by the adapting
to offer capacity. Multiplication of an initial income progress will be determined by the
receiving economy of internal offer structure, by its possibilities of answering to request and
by production elasticity within each trained branches. In countries in progress of
development, the offer is more often inadaptable to foreign tourist’s request and it is
relatively rigid; the insufficiency of resources, the static character of production function on
short and mean term, the limits of technical endowment risk to generate, by the request
growth, inflation and dependence toward imports. As the capacity of adapting of national
production is smaller, as much the effect of multiplying is reduced by the loss due to imports
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and inflation. Completing the offer on tourism with imports have influence over trade
balance, growing the dependency over the external flow and limits the training effect over
the internal production and occupying level.
An instrument of analysis frequently used is the external trade multiplier. The
conclusion that results – within theoretical level, is that the effects induced on economy in
the view of developing international tourism will be as much important as: the part allocated
to goods and services consumption form local production is greater. On internal level, there
are available resources to be attracted or the offer’s structure is diversified and easily
structural adapted to preferences and fluctuations of the request; the part used for completing
exports is smaller; the tourist’s flow of export is bigger and constantly in time.
The analysis through the angle of training effect leads to other some necessary
conclusions, in the view of dimensioning the multiplying process. This will be as much
ample, as the training investment is greater, the trained internal productions being more
different, and their productivities high. Each of these productions yet assumes a
consumption of factors and outcomes of finite products. If the internal resources cannot
answer to request, either quantitative or structural and qualitative, a growth in imports will
take place; therefore it is not necessary to calculate performed productions, by training
process. In each step of multiplying, the necessary of import and export coefficients will be
taken into consideration. The result of weighting will give the net income contribution
achieved upon basis of direct investment.
Completing an analysis is also imposed, concerning the evaluation of marginal
inclination towards consumption as essential factor within propagation of multiplying the
income progress. If the greatest part of initial income is transformed in request of
consumption and investments’ goods, a stimulating effect over production will result;
depending on offer elasticity, the propagation phenomenon within economy for the
multiplying reaction is more or less ample, more or less fast.
The marginal inclination towards consumption also influences the speed of
induced transactions. As much as the tendency of consumption is greater, as much the
incomes will fast transform in expenditure and again in incomes. The circulation speed
grows; the monetary mass grows, as well as the possible volume of transactions. Depending
of factors, as incomes level, preferences, tastes, the report related to present and supplied
income etc., marginal inclination to consumption, being yet difficult to meet and can vary
even for a short period of time. It was observed that it is variable, especially for the
segments of mean and big incomes, which offer the most of tourist’s flows fact for which its
analytical calculation of each income period is an essential condition of relevance for
tourist’s multiplier.
In conclusion, using the multiplier’s mechanism within international tourism
economy for evaluating the tourism’ impact over growth over receiving economy is
extremely difficult due to practical impossibility of disposing of statistic data need to
analysis, and o the other side, by the limits induced to multiplier: elastic offer on all
production sectors and marginal constant inclination towards consumption (Pascariu, 2006,
pp.166-169).
The main activity fields trained by developing the tourism are constructions,
handicraft industry, transports and agriculture.
- Developing the tourist’s function of an economy (national, regional or local)
trains the most powerful – and it seems that the most brutal, creating a strong lack of balance
– the sector of constructions. As mean, it is appreciated that to a hotel bed correspond a 2.7
jobs/year. The most important problem runs from the fact that after an extremely dynamic
initial period, necessary to accomplishing the transport infrastructure, of constructions for
accommodation, pleasure, administration etc., following a slowing step of activity and
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generating real lacks of balance on work market. As conjuncture effects, the inflation
tensions, artificial growth of wages, movements of manpower from one sector and region to
another, altogether with social problems raised by this immigration.
- The handicraft and trade sector knows, after that of constructions, training
effects almost spectacular. Within the regions with strong anthropogenic or natural potential,
the tourist’s activity is correlated to “accompanying elements”, adapting to tendencies on
evolution of tourist’s consumption preferences. Therefore, the local values become an
important source of increasing the incomes.
- The transport represents a powerful sector trained by tourist’s consumption.
Within the total of holiday expenditure, the transport can reach 40% of the lump travel price,
to which the expenditure for travels made at destination of almost 10% of the total local
expenditure is added.
- Developing the tourism inevitably produces effects of training over the
agriculture, also. The tourism can have a stimulating part upon renewing the family
agriculture and steadiness of rural life, within a series of regions being on demographical
and economical decline, over restructuring the agricultural production and adopting of
modern systems of production, bringing supplementary incomes to terrain owners, by
selling or renting those for tourist’s utilizations and offering a solution to occupying
requirements on partial times to manpower of rural environment.
Drawing a conclusion, the tourist’s activity is a solution of stimulating the economy,
with important effects of training over different activity branches, especially for the
developed countries, if the economical point of view is taken into consideration. Developing
the tourist’s activity has determined not only numerous effects on economical level, as result
of training an important volume of investments for creating specific material basis and for
developing an important sector of complementary services, but also on psycho-social level,
due to solutions that it offers over superior spending of free time, developing personality and
creativity of potential tourists, etc.
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1. Non-technical introduction:
1.1 . Study’s objectives
The study proposes to realize an image of economical challenges related to
Romania integration in the EU, to establish a minimal set of causal factors for the actual
development level of our country and to highlight possible ways to reduce the gaps between
us and developed EU countries.
1.2 . Methodology
The methodology consists of:
a. Critical analysis of transition and the evaluation of the actual status of the
Romanian economy.
b. Logical analysis of the indexes system of real convergence.
c. Comparative analysis of real and nominal convergence indexes.
1.3 . The author’s contribution in the field
- the study proposes a complete and consistent analysis of real convergence and
highlights the fact that this is the essence of Romanian’s EU integration.
2. Romania’s convergence to EU – conceptual frame, status
2.1. Convergence concept
The convergence is defined as a staged process which engages one or more entities
aspiring to the achievement of some existing or fixed references, starting from personal
realities through an assumed or/and agreed reference. The realization of this process implies
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the participation of entities, the assuming of unique or unitary convergence’s references,
observance of established or assumed conditions, yet the liberty which consists of tools and
policies of reference fulfilling. The “convergence” term has multiple connotations, having
importance for institutional frame and also for the nominal and real economy. As types of
convergence we can delimitate the formal convergence, the real, the nominal, etc.
2.2. The formal convergence
From the very beginning we have to acknowledge, regretfully, that the level of
development in Romania after 16 years of transition does correspond neither with the
country development potential nor with the population expectancy, that the Romania’s
economy has many of the characteristics of underdeveloped countries, is less competitive
and with a reduced convergence potential. The structural transformation started once with
the December 1989 events, known as “transition”, had a background weakness: has grown
in the absence of a Romanian institutional change and economical and social reform
projects. The European and euro-atlantic integration stand as such a project from where
arose the lack of organic structure. In the name of integration good things have been made,
but in the same time has arose a real plunder of national economy, through fraudulent
privatizations, through systematic wastage of the public wealth, through many “moral
reparations”, in the name of communism’s abolition, that have cost and will cost tens of
billions Euro.
The main cause of the transition’s failure, from centralized planned economy to
competitive market economy, is determined by overlapping the governmental errors with a
primitive structured economy, from the market functional and competitive economy
perspective and the lack of a coherent strategy, of a visionary development model.
Now, when Romania became a EU member, we notice that for the majority of
population the democracy was a tricky ideal, that the self interest was more powerful than
the attempt to find a common interest, that the intellectual and spiritual stimulation is no
more than a slogan, that the political system is based on corruption and does not satisfy the
yearnings of people. It is evident that only the concentration based on the deference of EU
standards and on the indication FMI or other international institutions (OMC, MB, etc.) have
never been enough for the modernization of Romania’s economy. The European model
doesn’t totally overlaps the tendencies imposed by the globalization process; there are
annalists that state that the European model is an approximation of globalization. The
understanding of the European model philosophy, the fact that this does not absolute the
market virtues, but rather keep the place of coordinated market economy logic, is not only an
economic model but also a social one, which requires, besides economic growth, social
cohesion and convergence, is essential. That because besides the fact that this gives us the
convergence’s direction it also offers the needed support to fulfill this process. If we
wouldn’t know to use in a sustainable way this opportunity, Romania will be condemned at
underdevelopment.
Another cause for the failure of Romania’s transformation is the delay in this
process which put us in front of some historical realities that we only can accept them. Thus
what we have named as “adhesion negotiation” was anything but negotiation. And this
couldn’t be otherwise due to the fact that we haven’t been part of the process which led to
the structuration of institutions and to political, economical and social mechanisms which
are operating in the Union. All we could negotiate was the necessary time for the
implementation of the communitary acquis, not its content, obtaining longer or shorter postadhesion terms to fulfill a series of peculiar conditions.
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The realization of formal convergence of Romania with EU has been confirmed by
two events: the close of adhesion’s negotiations in November December 2004, and the sign
of the Adhesion Treaty in April 2005.
The first stage of structural convergence, named as transition stage, closed at 1st of
January 2007, being the moment when it passed from formal convergence with European
Union, represented by the 25, through the real convergence. We have entered the EU with
one of the most polarized society, dominated by poverty and exclusion, by development
differences between regions, villages and cities, where the chances equity is a baleful joke,
with a week state, which cannot offer for its citizens even the minimum of goods and public
services necessary for the maintaining the national and social cohesion, a state corroded by
corruption, inefficiency, with a “primitive capitalism”, which exhausts the resources and
creates an undeserved rents system, through the privatization of profit and nationalization of
losses in the economy public system. Romania is the country where the public function is
used mainly to satisfy the political customers of the persons who are representing the state,
regardless of its ideological nature and not for the public wealth achievement.
We have entered in the EU as the nation the most allergic to any cooperation and
solidarity required effort. The way the transition passed by, and also a specific type of
citizen reporting to society and state, gave birth at some surviving strategies, which are not
over an individual or its momentary interests. Not even now, in a European and EuroAtlantic Romania, Romanians cannot project themselves their image in the future, thinking
long terms projects. Or, the real convergence imperiously ask for the drop out of the
surviving strategies and the transition to durable development strategies, as a stage of
differences reduction which separate us of the developed world’s countries and the
foundation of premises of a durable development, is a complex and long term process which
implies the convergence with countries from EU based on the assumed and established
criteria, and also for a coherent integration process.
The big defiance of Romania UE integration becomes very highlighted now, having
in the background a political instability also marked in the absence of a big national
modernization project, of structural post-adhesion transformation.
3. The real Romania convergence to EU
3.1. The necessity of building the new model
If in the process of formal convergence the fact that we had an exterior project
which structured the transformations of Romania’s economy and society never constituted a
too big obstacle, although was extremely expensive, especially through generated social
costs, the lack of this national project, in the stage of real convergence, will constitute a
major handicap in Romania’s development. It is about the correct hierarchicalisation of
social and economical development priorities, about the bench-marks of modernization
definition as targets of real convergence, regarding the elaboration of over passing
communitary burroracy capable projects and which are financed from European funds.
Beyond any ideological issues, this should give us the insurance of attaining some
essential objectives: distinguish and consolidation of a functional democracy, the
reorganization of political class and its moralization, the reduction of development
differences, drastically reduction of poverty and polarization, not only for incomes, yet for
the one aroused from the access to knowledge, in a conjuncture where the wealth of nations
and of individuals is more and more linked to knowledge and to production of “symbolic
goods”, the inversion of movement of social escalator, through the development of an
extended middle class, the foundation of a new set of moral, ethic and political values,
according to our new statute.
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Here comes in discussion the need of defining a new Romanian social model,
according to the European social model. Or, with other words, what kind of society we want to
build in a European Romania? This social model is the Europe’s weapon in the global
competition. The actual Romanian social model, resulted as a follow of welfare state disorganization, in its esthetical variant, it’s an example of what non-tempered by the public intervention
liberalism means. It is, now, a brake for the durable economical development. We shouldn’t be
left deceived of statistics and by the last years of economical growth. The adhesion shock will
highlight its unhealthy and unsustainable part, its social costs. The majority of Romanians
which are leaving to Europe’s countries are doing this especially because the Romanian social
model is deeply inequitable and insupportable. That’s why the real convergence should start, in
our opinion, with a redefine of the actual social model. If we don’t do this, the hemorrhage of
qualified working hands and the run of brains will continue, building the premises of Romanian
development and EU integration.
3.2. The real convergence – the essence of Romania EU
integration
The 2007 represents a year of radical challenges for the national economy, being
the first year in the EU, with an economical growth and a macroeconomic stability which
has an uncertain consolidation. The unbalance of current capital account, the reduced
capacity of fund’s absorption from the EU, the chaotic liberalization of markets in the
domain of public utilities, the reduced predictability in the fiscal domain, the powerful
conflict mix between monetary and fiscal policies and the block of investments in road
infrastructure and the political instability, represents threats which are attacking the
Romania’s economy. Otherwise both IMF and European Commission “reclaim” the
incapacity of Romania to build coherent mix of economical policies.
The real convergence, apparently, dress the normative form, yet is much more
complex as conceptualization and measurement, comparing to nominal convergence, even if
this presents clearer define criteria. In relation with the real convergence, the ability of a
country to have a real convergence process is influenced by certain factors: employment
(reorganization of economic activity is imperative), accumulation of capital (through direct
foreign investments, structural funds or financial sector), increase of factor’s total
productivity (because of the technical and technological progress, economic and institutional
environment, level of education and labor formation).
In the lack of some criteria clearly stipulated in the treaties, we can consider that
the most important real convergence criteria concern: the grade of aperture of economy
(expressed as a weight of imports and exports in GDP of a country) the weight of bilateral
commerce with EU members states in total exterior commerce, the structure of economy
(expressed as a weight of big sectors in GDP: agriculture, industry and services) and, the
most synthetic criteria, the level of GDP/citizen (expressed in nominal exchange rates terms
or through the standard purchasing power) .
Analyzing the real convergence suppose a coherency of policies mix which confer
it the characteristics of an staged process from a dispersion of starting points to a
concentration of reference points means the proximity of a convergence process with a
development model which is not imposed, because this tends through a new complexity.
In this context the real convergence appears as a mirage, as a far away from reality
dream, but who does not target sky doesn’t reach the stars. In this process mainly counts the
social action, the target and the trend. These should stay as the main concerns in the
modernization of Romania. They have to understand that, concerning the efficiency of real
convergence, a nuanced synchronization that is developing upon the spread of central and
integrated European environment, and the quantifiable consistent results which can prove
the possibility of activating the functional communitary convergence policies dedicated to
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such common objectives. This suppose the existence both of a functional and competitive
economy with an urban sector dominated by the industrial actual paradigm and a rural sector
at the level of average productivity of EU, and also institutional structures that can offer the
guarantee of a dynamic evolution concerning the contraction of differences in the domain of
real economy and of insurance of sustainability both of nominal criteria and use of unique
currency.
From here arise the necessity of real convergence, and also the necessity of
compatibility of the nominal convergence with the real convergence both empowering
themselves through a medium and long term sustainability.
These are only a few elements that make obvious the fact that, although unofficial as
obligation, the real convergence is the essence of Romania EU integration, with a fundamental
role in synchronizing the Romania economy with the EU. The main objective of government
economic policy is to promote a sustainable economic growth, in a competitive environment,
which will ensure the nominal and real convergence with the EU. The improvements
concerning the real convergence must be made in a manner that should not affect the nominal
convergence criteria, in other words maintaining the macroeconomic equilibriums.
3.3. Real convergence approaches
In the specialty literature at least two ways of viewing the convergence with EU
countries exists.
A first view is to anticipate a possible growth of the countries being in the integration
process based on the long terms observed models in other countries. Methodologically
speaking, these studies are based on the long term association which can be tested between
economic growth and a series of factors, the estimation being made for a big number of
countries. Based on these kind of studies have been tried a calculation of a horizon of time
necessary for the transition countries to catch up with the EU member states. Although the
calculated time period is different from a study to another for each country, the common
conclusion is that the process of real convergence realization is long term and very difficult,
being measured in decades even for the most advanced candidates. Thus, corresponding to a
study of Romanian Center for Economic Policies (CEROPE), Romania may catch up the
European GDP/citizen in about 20-30 years, that in the case of an economic yearly average
growth of 6-7%, and of a maximum 2-3% for the EU. The reduction of differences of Romania
up to EU, but also of regional discrepancy, depends, firstly, on the acceleration of economic
advance, covered by an equilibration of growth factors, also in territorial profile. This can me
manly made through a raise of contribution of raw capital formation, sustained by intern saving
and UE transfer. Last year, the Romania’s economic growth was of 7.7% for this year PNC
anticipating a 6.5% growth. In the next years, the growth rate will be reduced at 6.3%, next
year, 5.9% in 2009, 5.8% in 2010 and 2011 and 5.7% in 2012 and 2013. The recovery of this
handicap will put the Romanian economy into an extremely tough struggle with the time and
which is aiming at an increase of the future growth rate, but especially structure necessary
modifications and, accordingly, of the desired functional mechanisms, from where, in present,
the existent differences are being fed.
The second possible point of view is to find the factors that determine the delayed
process of recuperation towards the member states. Knowing that this is a long term process,
logically results the link between the real convergence and the evolution of factors which
ensure the long term growth, meaning the factors which are contributing at the realization of
high productivity and efficiency rates. This kind of approach is based on the total
productivity of factors methodology (TPF), initially proposed by Robert Solow and later
developed in many studies.
The neoclassical theory of growth shows that all economies characterized through
same main parameters (linked to the production function) will reach the same level of
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development, regardless of their initial position. Based on this conclusion in the
convergence’s theory have been formulated three hypothesis of real convergence:
- The absolute convergence hypothesis (unconditioned) – the level of revenue per
citizen in different countries will converge on long term period independently of their initial
conditions.
- The conditioned convergence hypothesis – the level of revenue per citizen in
identically fundamental structure countries will converge on long term periods
independently of initial conditions. This type of convergence appears then when it can be
observed a negative correlation between the increase of GDP and initial GDP.
- The hypothesis of “club convergence” – the level of revenue per citizen in
identically fundamental structure countries will converge on long term periods supposing
that the initial conditions are the same.
The empirical testing of these hypotheses led to the quantitative definition of two
types of real convergence:
- β type convergence which shows on long term, in the context of absolute
convergence, that the poorer countries tend to growth faster than the wealthy ones, and in the
context of conditioned convergence, same phenomenon linked to some determinative factors.
- Σ type convergence which shows a decreasing variation of revenue per capita in
a group of countries.
3.4. The analysis of real convergence indexes
The study performed in this subchapter analyzes the Romania’s economy not only
through the surveillance reports, but also through the structural causes of its status, using the
backward induction method. This study will follow, comparatively, the Romania’s
performances against the two reference systems:
a. Reference level established by the EU.
b. Performances of two countries, structural alike with the Romania, south
European countries (Spain, Greece and Portugal) and Czech, Hungary and Bulgaria.
Level of GDP/capita at the purchase power parity(1)
In Romania, GDP/capita at the purchase power parity towards the average of UE25 is at a level of 36% in 2006, lower than Czech (75%), Hungary (63%) and higher than
Bulgaria (33%). In this context, considering a growth annual average rate of 4% in Romania
and 2% in UE-25, our country needs 52 years to catch up the UE-25.
GDP/capita evolution for 201-208

EU - 25
Bulgaria
Czech
Republic
Greece
Spain
Hungary
Portugal

2001

2002

2003

2004

2005

2006

2007

Table 1
2008

100
28.0
65.8

100
28.3
67.7

100
31.0
70.7

100
31.8
72.1

100
32.9
73.6

100
34.2 (f)
76.1 (f)

100
35.5 (f)
78.0 (f)

100
37.0 (f)
79.9 (f)

73.2
93.2
56.9
79.8

77.2
95.2
59.1
79.5

80.2
96.7
60.8
73.5 (b)

81.4
96.6
61.3
72.2

84.1
97.9
62.5
71.7

84.8 (f)
97.7 (f)
63.4 (f)
70.4 (f)

85.7 (f)
97.7 (f)
63.6 (f)
69.3 (f)

86.7 (f)
98.2 (f)
64.1 (f)
68.6 (f)

Source: EUROSTAT.
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The structure of economy (based on gross value added(2)) and the occupational
structure of population show that this didn’t substantially modify in 1995-2004. Romania
has one of the lowest values from all the former communist states, which is significantly
affecting not only the population income. Thus the occupational structure of population
regarding the three primary, secondary and tertiary sectors is very important due to the fact
that it highlights the interdependencies between socio-economic implied factors, and
because it shows their contribution in the national production. This leads to the express of
labor productivity level, of production factors in every sector, the efficiency of each sector
separately. Consequently the causes that lead to huge income differences in different groups
of countries can be ascertain.
Sectorial income evolution, in some different countries
Table 2
Gross added value in:
Country

Bulgaria
Cezch
Republic
Romania

Agriculture,
Hunting,
Fishing

Industry,
Including
Energy

Constructions

Commerce,
transport,
communications

Business and
financial
services

other
services

2004 2006
10.7 -

2004 2006
25 -

2004 2006
5.1 -

2004
23.3

2004
19.9

2004
16.1

-

25.4

16.3

17
11.9

3.3

-

14.3 12,8

31

-

28.2 31,1

6.9

6.7 7,2

23.1

15.8

Hungary

3.8

-

25.5 -

5.1

-

20.5

20.5

24

Greece

5.7

-

13.3 -

8.3

-

30.6

19.1

22.4

Spain

3.5

-

19.1 -

10.7 -

25.6

20.9

20.8

Portugal

3.3

-

18.7 -

6.5

-

24.6

20.8

26.3

UE-15 /
UE-25

2.1

-

20.5 -

6.1

-

21.6

27.1

22.6

Source: EUROSTAT, RNB, NIS, 2006.
The wealth of citizens, expressed based on the Romania’s prices comparing to the
price and incomes (salaries(3)) average in UE-25. The speed of price convergence in
Romania comparing with the price average in the UE-25 (43,2%) is faster that the speed of
incomes convergence comparing to the EU-25 average (9,2%). The gross average salary in
Romania is only 362 Euro in 2005 while in UE-25 is about 3215 euro.
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Price convergence in several countries
Price
convergence in
2003

Gross average
salaries
convergence in
2003

%

euro

Price
converge
nce 2005

%

%

Table 3
Gross average
salaries
convergence in
2005
euro

%

Bulgaria

42.6

202

7

43

284

8,8

Cezch
Republic
Romania

55.5

777

26.9

58

1022

31,8

41.5

245

8.5

53

362

11,2

Hungary

59

763

26.4

62

994

30,9

Greece

84.5

1984

68.7

87

2120

65,9

Spain

86.6

2017

69.8

92

2210

68,8

Portugal

87.3

1343

46.5

86

1593

49,5

UE-15/
UE-25

100

2888

100

100

3215

100

Source: EUROSTAT, INS, 2006.
The increase of labour productivity(4). The way out from the vicious poverty circle
is a part of the labour productivity increase. Thus the salaries may grow, the growth rates
increase, the life standards also, etc. Starting from the hypothesis of a 10% productivity
annual increase, and in UE-25 of 5%, Romania will have the same productivity of
labour/capita in about 36 years.
Labour productivity evolution (2001-2008)
EU - 25
Bulgaria
Czech
Republic
Greece
Spain
Hungary
Portugal

2001
100
32.6
59.1

2002
100
32.6
60.3

2003
100
33.3
63.8

92.0 (e) 97.1 (e)
99.7 (e)
97.7
98.9
99.0
65.5
67.8
68.6
71.6
71.4
66.7 (f)

2004
100
33.4 (f)
65.2

2005
100
34.0 (f)
66.0

2006
100
35.2 (f)
68.4 (f)

2007
100
36.3 (f)
70.3 (f)

Table 4
2008
100
37.7 (f)
72.2 (f)

98.4 (e)
97.3
69.8
66.0 (f)

101.3 (e)
102.2 (f)
97.0
96.2 (f)
71.3
72.6 (f)
66.1 (f)
65.6 (f)

103.0 (f)
94.9 (f)
73.3 (f)
65.2 (f)

103.9 (f)
93.8 (f)
74.1 (f)
64.8 (f)

Source: EUROSTAT.
The attenuation of economic differences in the labour productivity domain can be
fast realized in two ways:
a. The investment in human capital. The weight of public educational expenses in
GDP (3,9%) is the lowest in the UE-27 (5,4% of GDP). The Czech Republic spend for
education 4,6%, Hungary 5.7% of GDP and Bulgaria 4,2% from GD (Spain 4.6%, Greece
4.1%, Portugal 6.1%)(5).
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b. The investment in advanced technology, know-how, research-development etc.
The weight of research expenses in 2006 was 0.6% of GDP, and in 2002-2004 Romania
allocated the lowest weight for research and development activities comparing to all UE-27
countries excluding Cyprus and Latvia.
4. The Romania nominal Romanian convergence to EU
4.1. MEU compulsory stage for adhesion countries
The EU integration process practically started at 16 April 1947 once with the
foundation of the European Organization for Economic Cooperation (EOEC) and today has
reached the stage of Economic and Monetary Union, compulsory stage for the adhesion
countries. The European Commission permanent preoccupation is represented by the
coordination of economic policies and budgetary surveillance, as a necessity for the increase
of interdependences, generate by the finalization of the Unique Market and European and
Monetary Union. Moreover, the budgetary assistance in EU is promoted based on the deep
and correlated analysis of the Stability programs or of the Convergence programs.
For Romania, the beginning of the qualification in Euro adopting constitutes an
excellent opportunity for continuing the reforms and for regional economic differences
reduction. The schedule for euro adopting represents a temporary optimization problem, in
which the speed is dictated by a cost-gain analysis, conform the following exigencies:
- Fulfill based on a durable basis of the nominal convergence criteria.
- The realization of a satisfactory level of real convergence criteria.
- The reduction of the time departure in ERM 2 at the lowest compulsory 2 years
duration.
EMU is characterized of stability like that:
- It is ensured the stability of the exchanges rates and thus eliminated the
exchanges rates risk of volatility.
- It is supervised the stability of prices as a CEB main objective.
- The monetary construction is based on fiscal stability.
- The necessary conditions for the financial system stability are being created.
According to the EU conditions, the following aspects ask and favor the formation
of EMU:
- EU countries, same with other developed economies, are being characterized
through a growth if economic interdependencies, declared through the growth of reciprocal
exchanges weight in GDP – expression of exterior widening rate. As a result, a very close
cooperation in the all the measures that affect the reciprocal commerce become compulsory
if it needs the achievement of some common objectives.
- The existence of Intern market, of Unique communitary market, where operates
the four movement liberties: of goods’, services’, capital’s and people’s. The complete
advantages for such liberalization can be achieved only by avoiding the costs on many levels
of utilization of different currencies.
- Due to the fact that internal market, through the removal of all commercial
barriers, including the customs control, means the impossibility of any protection at customs
points, in the absence of monetary union, some countries may be inclined to practice a
competitive devaluation ("beggar - thy - neighbor").
- The liberalization of capital movements, essential component of internal market,
undermines the effects of an independent monetary policy. Moreover, this forces the
countries to coordinate their monetary policies or to apply a single monetary policy, to
answer to the effects produced by the capital movement.
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- Another argue favorable for monetary union with a single currency refers to the
fact that EU wants to increase its competitive force in the global context, the utilization of a
single method contributing at the amplification of commercial exchanges not only for inside
euro zone but also in the relations with the rest of the world, at the increase of the financial
operations volume. This way, appears the favorable effect of “the economies due to the
dimension of the economic activity” - high importance aspect in the competition with the
big American and Japanese companies.
4.2. The criteria of nominal convergence
The adoption of unique currency it’s an evaluation object based on the nominal
convergence criteria established through the Maastricht Treaty stated that the measurement
of convergence grade should be made through many macroeconomic performance indexes,
as follows:
a. The size of inflation rate (HICP= Harmonized Index of Consumer Prices). How
big the inflation rate should be? The EMU participants have to register an inflation rate that
should not get over with more than 1,5% the average of the three most competitive countries
in the price stability domain, that’s mean 2.8% in 2006 (Romania – 6,56%).
b. The exchange rate. The nominal exchange rate doesn’t have to be modified for at
least two years before entering the stage three scheduled in the Dellors Plan, the stage of
passing through a single currency (see the participation at the European Monetary System).
Naturally, fulfilling such a condition stated in the Maastricht Treaty was linked with the manner
of EMS operating at that date. The European Momentary System, appeared in 1979, has in its
center the scriptural ECU currency, calculated on a basket of currencies basis, for which has
been established an admitted fluctuation of + / - 2.25%. As a result of the crisis from 1992-1993
has passed to what is called New European Monetary System, in which the fluctuation admitted
limit is + / - 15%, what practically represents a quasi-flotation. In such a wide channel, any
currency could be maintained without a devaluation or revaluation. It can be says that from the
admittance of this new system, the condition of non-changing the parities, as this have been
formulated in the Treaty, is not longer of present interest. Important is, however, the exercise of
participation at a mechanism that “simulates” a cooperation within a zone, and, especially,
important is the realization of “de facto” exchange rates stability, (Romania would accomplish
this condition for a central parity of 3,60 RON/EUR), (Romania - +10,0/-6,1)(6).
c. Long term interest rates. Between inflation rates and interest rates exists a very
close relation: The nominal interest rate > Inflation rate, to have a real positive rate,
respective: Real interest rate = Nominal Rate – Inflation Rate.
Short term interest rates are, normally, fluctuating. Long term interest rates
(debentures, T-notes etc) are those which express the grade of credibility regarding the
fundamental economic conditions, of inflation rates evolution. These are an anticipative
barometer of economical fundamental conditions evolution. But, as an instrument of
monetary policy are rather used the short term interest rates which express the situation of
the ratio demand-offer and its effect on currency. The Maastricht treaty stated that, for the
Member States the long term interest rate should maintain inside a limit of +/- 2% against
the average from the three countries that obtained the best results concerning the inflation,
meaning that in august 2005 to have the value of 6,2% (Romania – 7.49%). Bigger
differences regarding the interest rates would express the anticipation of non-convergent
economies evolutions and a movement of capital in concordance with such an evolution.
Important is the fact that the capital placing doesn’t have to be speculative and does
not have to take place just only for profiting of the differences of interest rates, but to follow
an allocation depending upon profitability criteria.

282

Theoretical and Applied Economics. Supplement

283

d. The fiscal criteria has two forms
d’. The admissible size of governmental or budgetary public deficit doesn’t have to
outrun 3% from the GDP (Romania -2.4% of GDP in 2006). What is the reason why the
budgetary deficit should be maintained in such strict margins? The answer is known and is
referring to the fact that any deficit should be covered, financed in a certain way. The
financing is made through:
- The sell of governmental debentures – T-notes – inside and outside country with
an attractive interest rate for creditors, competing with bank rates and with their guarantee
through budgetary incomes. The effects of a such way of guarantee are felt on many plans:
the banks will record a liquidity deficit, that rise the interest rate level on the monetary
interbanking market; the currencies market will “relax” and the pressure against exchange
rate will be reduced through the reduction of currency buys from the ones that are oriented
through buying consols; this will lead to heavy debts for the future budget and for the future
budget beneficiaries;
- The cheap credits from the central bank or even the transfer of some budgetary
“engagements” (expenses) towards central bank, in the total subordination of it under the
government; the possibility to appeal at such a deficit financing source will lead to a
relaxation of government policy both for the fiscal domain and also for the incomes’
expansion, with possible inflationist traces;
- Budgetary uncovered emission that represents an inflation source and a modality
to erode the government debt. Such a method is applicable in the situation when the central
bank is subordinated to government, contributing to the practically use of its unhealthy
policy.
If the budgetary deficit is growing as a sign of a future inflation, it also can record
the capital run towards countries with a more economic stability.
d’’. The total public debt – internal and external, local and governmental. The
accumulated deficits conduct to a public debt which will represent a burden for the next
generations, will carry out the need of bigger taxes, which will negatively influence the
investments and economic growth. If the debt is going over a certain value, this will raise
big problems regarding the repayment. That’s why the Maastricht treaty established that the
admitted public debt size not to be over 60% of GDP (Romania – 12,8% of GDP in 2006).
5. Conclusions
To see the finality of this extremely complicated process, the governmental
behavior has to change. The gropings and mass actions we have confronted with in the last 2
years have to disappear. The Romania Integration into the European community, the
completion the convergence criteria, the introduction of Euro require a long term political
project that cannot be the privilege of a single party and of a single government. Moreover,
all the engagements Romania is assuming in front of the European forums have to belong to
society and not to a certain party or government.
We may be tempted to say that Romania fulfills, already, some of these
convergence criteria. The external debt is reduced reporting to GDP. Unfortunately,
however, the short time external debt is preponderant and has a very high growth rate which
could lead to financial medium term tensions. We praise that we will increase the wages.
Same time, however, the labour productivity growth rate is reduced, and the competitiveness
of the Romanian products is still low. Romania needs now stability for the public finances
and coherency between fiscal and monetary policies. Romania has to learn from the
mistakes of the ones that have adhered before. From a year to another, more and more lastly
adhered countries postpone the moment of introducing the unique currency, exactly because
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the fulfilling of convergence elements is a complicated and long process. Romania doesn’t
have to repeat the errors of countries like Hungary or Poland and has to promote a prudential
fiscal policy, to try to accommodate the public deficits depending on economical evolution.
The increase of public deficits, when the economy has a fast growing rate and the
external deficits explode, represents a model of prejudicial economic policy. Slaughtering
economy for political reasons is a mistake. Also others have tried this model and nowadays
are confronting serious problems. Until 2014-2015, when probably Romania will introduce
Euro, our country will have to consolidate its economy, to ensure the financial stability and
to close the structural reform into important segments, as education, health and pension
systems.
Romania EU integration is not justifying its legitimacy and is not ensuring the social
adhesion if doesn’t have as a result the real convergence, the functionality of the growthdevelopment-modernization concept. Related to this the post-adhesion strategy is a
fundamental program for the future of Romania, and the labour flexibility, development of
services, the foundation of a technological infrastructure, the growth of investments in develop
and research, innovation and human capital represents public policies options necessary to
attenuate the economic differences between Romania and developed EU countries.
Notes
(1)

) GDP per capita in PPS – EUROSTAT, 2006
The contribution of sectors at the creation of gross value added in 2004 – Romania – UE25 comparation.
(3)
The price convergence versus the gross salaries average (comparison Romania-UE-25).
Source: Eurostat, 2006.
(4)
Labour productivity per person employed – EUROSTAT, 2006.
(5)
Source: EUROSTAT 2006.
(6)
Source: EUROSTAT, BCE, INS, BNR.
(2)

Bibliography
Baldwin, R., Wyplosz, Ch. (2006). Economia integrării europene, Editura Economică,
Bucureşti
Ciupagea, C., Fugaru, A., Idu, N., Mihăescu, F., Pâslaru, D., România într-un cadru
comparativ. Convergenţa nominală şi convergenţa reală în procesul de pre-aderare la
UE. www.gea.org.ro/ro/cvro/ cvdragospislaru.
Dinu, M. (2000). Economie contemporană. Ce este globalizarea?, Editura Economică,
Bucureşti
Dinu, M., Socol, C. (2006). O schiţă a ieşirii din periferie, din volumul România în UE.
Potenţialul de convergenţă, Editura AGER, Bucureşti
Isărescu, M., Drumul spre euro, comunicare, site-ul BNR, www.bnr.ro.
*** ec.europa.eu/eurostat/

284

PROFITABILITY IN THE ECONOMICALFINANCIAL PERFORMANCES SYSTEM
OF A COMPANY – WAYS OF MEASUREMENT
AND APPRECIATION


Mihaela Bîrsan
Ph.D. Senior Lecturer
Ştefăniţă Şuşu
Candidate Ph.D. Assistant
“Ştefan cel Mare” University of Suceava
Abstract. The financial-economical performances aim to attain the highest levels
towards the objectives, competition and the past years situation, quantizying some results
with the help of a volume indicator (quantitative) and efficiency indicators (qualitative) of
which the managers have to take into account and to assure high managerial and
economical performances achievements, in an instable, complex, disordered competition
environment with managerial redesigned help.
Key words: performance; result efficiency; management; effort.
REL Classification: 14I

Management and performance
Managers, whatever their position within the company, are frequently asking the
following question:
How we can ensure the getting of high managerial and economical performances in
an instable, complex and turbulent competition environment?
The answers to this topic must be nuanced according to the nature of the managerial
interventions, to the type of organization they refer to and to the economical-financial
situation of this one.
We do know for sure nowadays that the success of a business depends on the
managerial team’s abilities to obtain performances taking into account the opportunities and
the risks identified in the external environment of the company and the strong and weak
points known in the internal environment of this one.
What are a company’s performances (or an activity’s)?
How can we measure them?
Which are the accelerators of the economic performance?
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Even hard to define, the specialty literature attributes to the performance numerous
acceptations. We are even talking about a reevaluation of this notion and especially about
searching for an index to make it measurable.
Performance(1) represents, on a general manner, a special achievement in an activity
field.
For some authors, performance represents “a state of competitiveness of a
company, reached by a level of efficiency which ensures it a durable presence on the
market” (Niculescu, Lavalette, 1999, p. 256).
The diversity of acceptances for this concept demonstrates that it is differently
defined by the users of financial information according their interests. Thus, managers are
oriented on the global performance of their company, the present and potential investors
perceive performance through the profitability of their investment, the employees manifest
interest for stability and profitability of the company, the creditors for its solvability and the
clients for the company’s stability.
A company’s performance, under all its aspects (Zybaczynski, Manole, 2005, p. 16)
(technical, economical, social, ecological, managerial performance) can be expressed with
the help of the financial and non-financial indexes, the quality of the internal measurement
system and the balance of the results, conditioning in a decisive level the evolution of the
quantitative and qualitative variables of their activity.
The performance criteria according to which the company’s and the managers’
activity are appreciated are measured with the help of a system of indexes to which there are
attached some limits according to which the appreciation is done.
We could consider:
- the efficiency indexes that permit the establishment of the results’ conformity with
the expectations of the shareholders and of the others “stakeholders” category.
- the efficiency indexes that measure under different forms the costs and the results
of functioning;
- the amelioration indexes that measure the process registered by the company
according to the medium or long term established objectives.
We will stop in this work at the economical performance measured by profitability
indexes as it is a current practice in the Romanian companies to measure with priority the
financial performance on the basis of the accounting data given by the financial situations.
The occidental literature underlines the preference to measure a company’s
performance for the liquidity fluxes: “the economical decisions which are taken by the users
of the financial situations, need the evaluation of a company’s capacity to generate cash or
the equivalent of cash”(2). The information related to profitability are subordinated to the
objective of measuring the liquidities as they must permit “the anticipation of a company’s
capacity to generate fluxes of treasury with the existing resources” (3) because the foreign
investors are not interested by the present profits of the company, but especially by its
capacity to pay future dividends.

The economical performance, measured by the liberated cash
fluxes, remains the subject of a (some) future work(s).
Performance and profitability
The chosen criteria to measure a company’s performance guidethe analyst either
towards a financial optics (related to the evaluation of the financial fluxes and to their
impact upon the company’s liquidity and solvability), either towards the accounting optics,
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the analysis being oriented towards the level and the variation of the result indexes and their
impact, through determinant elements: incomes and expenses, upon profitability.
Profitability is defined as being the company’s capacity to liberate a financial over
plus from the performed activities, this being the survival and development condition for the
company (Andronic, 2000, p. 49). The calculus of some absolute values is not enough,
profitability being by excellence a relative notion as the profit cannot be measured in a
pertinent way unless compared to the invested means for their getting (assets, capital etc.).
The profitability analysis by the rates method
Within the assembly of the economical-financial indexes, the profitability rate
represents one of the most synthetic indexes for efficiency of the company’s activity. The
profitability rate is a relative dimension which expresses the degree in which the capital in
its whole, the permanent capital or the own capital brings profit. It is the only index which
makes the difference between companies with the same profit but with different
profitability, further to some different costs and prices policies (Petrescu, 2004, p. 172).
The different factorial models used have different informative power, reflecting the
efficiency of different sides of the economic activity of the company and they will express
either the investors’ interests (case in which the indexes will be built according the advanced
capital), either the interests of the company’s manager (case in which indexes will be built
according to the consumed resources).
The main indexes are:
a) the commercial profitability rate, as an expression of the commercial policy of
the company (purchase, stock, sale) or of the prices policy. According to the objectives of
the analysis and the investigation area this index can be calculated by considering, in effect
quality, of the gross result of the operation (EBE), the operation result, the result
corresponding to the turnover, the net result for a period.
It is calculated in the following manners:
1. the gross commercial profitability rate (the rate of the gross margin) which
reflects the gross over plus from operation or the operation result at 100 lei turnover.

rcb =

EBE (Re)
Ca

× 100

2. the commercial rate corresponding to the turnover:

2.1.

n
n
∑ qv i × p i − ∑ qv i × c i
i=1
rc = i =1
× 100 ,
n
∑ qv × p i
i =1 i

in which:

n
∑ qv i × p i
i=1

- the sold production expressed in the selling price, VAT excluded

(turnover)
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n
∑ qv i × c i
i=1

– the sold production in production cost.

2.2.

n
∑ g i × rc
i
rc = i =1
100

,

in which:
gi – the structure of sales on groups of products (services, activities);

rci –

the commercial profitability corresponding to each group of products

(services, activities).
For the companies in the commercial area
2.3.

rc = K − Nch ,

in which:

K

- the average quota of commercial added tax (the commercial margin)

Nch – the relative level of the circulation expenses ( Nch

=

Chc
Ca

× 100 )

3. the net commercial profitability rate (the rate of the net margin) shows what net
profit (net result-Rn) of the operation is obtained at 100 units from the realized turnover.

rcn =

Rn
Ca

× 100

Comparing this index to similar indexes of the competition companies we could
appreciate in which measure the company valorized the market’s potential and the changes
produced within it and the efficiency of the application of the market and prices policies.
The main reserves for the increase of the commercial profitability rate refer to:
- the increase of sales;
- the increase of the negotiation power of the company with the suppliers of the
company and the getting of some acquisition prices for the raw materials and materials, for
advantageous services;
- the improvement of the sales structure meaning the increase of the importance of
those with a greater individual commercial margin;
- the acceleration of the stock rotation, the optimization of the expenses, the
maximization of the selling prices etc.
It is recommended to act on the potential reserves for the increase of profitability:
the increase of the turnover as the most important factor as each sold merchandise unit is
bearing a gross income, especially if the rhythm for selling overpasses that of costs, the
optimization of the consumption of resources, the corresponding orientation of the
commercial policy and logistics etc.
b) the profitability rate of the consumed resources (Rc) shows their capacity to
liberate by a gross profit consumption. Mathematically it is obtained as a balance between
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the gross result (for a period, current, of the operation, corresponding to the turnover) and
the own effort reflected in the costs which determine the respective results, such as:
Rc =

the result (for a period, current, of the operation, corresponding to the turnover)
Expenses (total, current, of the operation, corresponding to the turnover)

× 100

c) the economic profitability rate (Re)
This rate has formulated different acceptations:
1. the assets profitability rate (ROA - Return on Assets) measures the performance
of the total assets or of the operation asset (without financial assets which are not directly
connected to the current activity of the company) (Mironiuc, 1999, p. 109), shows the
efficiency of using assets in the profit generation and it is the expression of the manager’s
capacity to ensure an efficient administration of the operation activity.

Re =
=

Ptb (EBE, Re)
Total assets (fixed and circulating)

× 100 =

Ptb (EBE, Re)
Fixes gross assets + NFR + money availabilities

× 100

An economical profitability rate greater than the inflation rate ensures the renewal
and the increase of its assets in a short period.
For the thorough study of this analysis, this rate can be decomposed in explicative
rates, such as:

Re =

Ca
At
Ptb
Ca

Ptb
At

× 100 =

Ca
At

×

Ptb
Ca

× 100 , in which:

- the rotation of the asset through the turnover

× 100

- the gross margin rate (the commercial efficaciousness of the

company)
The increase of the economical profitability can be realized either by the
acceleration of the assets rotation, either by the increase of the commercial margin (the
difference between the turnover and the costs). In the economical practice these two
possibilities are differently valorized according to the nature of the activity. For instance, for
the same turnover more economic means are necessary in industry than in commerce. In the
same sector, there are significant differences between companies due to the specific strategy
of each of them etc.
2. the invested capital profitability rate (ROI - Return on Investment) (Niculescu,
1997, p. 313, Mozer et al., 2007, pp. 14,115)
This approach has in view the fact that in the appreciation of the economical
profitability one must take into account that it should have a dimension to permit the
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company the remuneration of the shareholders and of the creditors according to the risk
level they assumed in the company or when obliging it.
Mathematically it is defines as being the percentage balance between the result for a
period before deducting the fiscal charges (Ptb) (the gross operation over plus-EBE, the
operation result-Re) and the invested capital (Ci), own (Kpr) and obliged (D – on long,
medium and short term), showing that the results comes back to 100 invested capital units.

Re =

Ptb
Ci

× 100 ,

Ci = Kpr + D = gross fixed assets (net, according to the case) + need of working
capital + availabilities.
Under these conditions, the economical profitability rate must be equal to at least
the balanced average cost of the capital (CMPC), calculated as follows:

K pr
D
CMPC = r1 ×
+ r2 ×
K pr + D
K pr + D

,

in which:
r1 – the remuneration rate of the own capital;
r2 – the remuneration rate of debts;
Kpr – the own capital;
D – debts.
The economical profitability is sufficient if:
Re > CMPC
d) the financial profitability rate (Rf) (ROE – Return on Equity)
It is an index through which the capital holders appreciate the efficiency of their
investments or, according to the case, the opportunity to maintain them. It is the effect of the
global administration of the company (operation, financial, extraordinary), showing the
capacity of the company’s management to ensure the profitability of the capitals which were
confided by the shareholders and creditors. It is calculated in two ways (Bîrsan, 2003, pp.
97-98):
1. the financial profitability of the own capital as a percentage balance between the
net profit (the result for a period) and the own capital:

Rf =

Pn
× 100
K pr

2. the financial profitability of the permanent capital, as a percentage balance
between the net profit and the permanent capital:

Rf =
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The analysis of the financial profitability can be done by the decomposition in
explicative rates following the system:

Rf =

Pn
P
Ca
× 100 =
× n × 100 ,
K pr
K pr Ca

in which:

Ca
K pr

– the rotation rate of Kpr

Pn
× 100
Ca

– the economical profitability rate.

The maximization of the financial profitability supposes:
- the maximization of the result for a period on the basis of the increase of the total
assets volume and of the amelioration of the margins, based upon the optimization of the
activity in the internal organization fields, stock administration, quality of the products and
services, commercial administration etc.
- the increase of the profitability of the invested capitals by the intensive use of the
tangible assets and the reduction of the need for working capital (especially by reducing
stocks and the debts of the clients);
- the minimization of the own capitals engaged for a given volume of invested
capitals, under the condition that the obtained income by indebtness to be higher than the
costs of the debts.
The financial profitability is the main index regarding the performances of the
company (even affected by the accounting conventions which are the base of the
determination of the net profit and by the fiscal elements) which depends on the commercial
policy justness (the commercial profitability), on the efficiency of the invested capital (the
economical profitability) and on the financial policy (the financial structure, the way in
which the company finances its activity: by own capitals or by credits) of this one.
The interdependence between the three forms of this profitability is underlined in
the relation:


ci 
D  
 ,
R f =  R e + R e − rd ×
 × 1 −
K
100
pr  



(

in which:
Rd

–

the

average

 S d (the interest sum )  ;


D (debt )



)

rate

of

the

interest

to

the

borrowed

capital
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D
K pr

– the financial lever rate (the indebtness coefficient);

ci – the tax/profit quota.
The modification of the financial structure determines variations of the financial
profitability. Thus, further to the increase of the indebtness coefficient the financial
profitability will increase only if the economical profitability is greater than the cost of the
borrowed capital on medium/long term by banking or obligatory credit. The increase of the
credit weigh in this case is useful for the company and value generator for the shareholders
(Manate, 21002). If the cost of the borrowed capital is greater than the economical
profitability, any increase of the indebtness degree will diminish the financial profitability
and will lead to the decrease of the company’s value.
If the economical profitability is equal to the cost of the debts, the increase of the
indebtness degree does not affect the financial profitability and, under these conditions, the
decision on the financial structure must have at base other criteria than the profitability of
the own capitals such as: the accessibility to different alternative way of financing (credits or
share emission) and the follow of a balanced structure between the interest groups of the
owners.
Notes
(1) In accordance with definition given in Dicţionarul explicativ al limbii române, Editura
Univers Enciclopedic, Bucureşti, 1996
(2) Art. 15 din Cadrul contabil conceptual IASB
(3) Art. 17 din Cadrul contabil conceptual IASB
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In order to emphasize the role and importance of the banking system in the
economy of one country I believe it is necessary to present the notions of bank, banking
device and banking system.
According to Law no. 58/1998 regarding the banking activity, law with its ulterior
modifications, one understands by bank the „entity that develops with a professional title an
activity of attraction of deposits or other non refundable funds from the public and granting
credits in its own account” (Law no. 58/1998).
For Costin Kiriţescu, the author of the paper „Currency. Small encyclopedia”, the
bank is „a state or private financial and credit institution whose main functions are:
attracting client’s temporary available money means in the accounts opened for them; giving
performing credits for different limits; making bank transfers between the clients’ accounts
and transfer accounts opened with other banks; issuing credit instruments and making
transactions with such instruments; selling and buying of foreign currency and other foreign
currency operations” (Kiriţescu, 1982. p. 58).
The notions of banking device and banking system are considered complementary
notions among them existing a tight connection that results from the definition given to the
banking system by the same author in the paper named „Banks – small encyclopedia”,
according to which this represents the „assembly of active and passive operations and
transactions performed by the banking device” (Kiriţescu , 1998, p. 15). The banking device
is defined in the same paper as being the „assembly of various bank categories with
autochthon or private capital, as well as their mixed combinations, that develop their activity
on one country’s territory.”
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In the opinion of the author Constantin Rotaru the elements of the banking system
that define and condition from a systemic point of view one bank’s activity, are composed of
(Rotaru, 2001, p. 19):
1. Entries – in the banking system – represent the element that determines the
existence and the function of other components of the system, but that are in close relation
of interconditioning. The entries enclose the following elements:
- Human recourses;
- Economic environment;
- Financial resources (deposits, inter banking resources, other captured
resources);
- Information.
2. The transforming structure represents the bank with its organizational structure;
3. The exits – products and banking services – represent the result of the actions
among the first two, by the quality of this action depending finally the value of the multitude
of exits. The exits are made through the bank’s interface and consist of:
- Banking system: the foreign currency changing operations, operations of
arbitrage on monetary markets in the name of the bank or of the clients, assistance services
in financial, juridical and patrimony domain;
- Bank products: payment and discount instruments, transfer checks with or
without limit of amount, checks for sum cashing, issued guarantee checks, credit contracts,
bank account resumes regarding the operations performed in the opened accounts for
customers.
4. The managing structure of the bank has as objective the organization, planning
and control of the elements from above with the purpose of achieving the strategic
objectives. It refers mainly to the consolidation of the bank’s position on the market, fact
that implies the increase of the profit on this basis, the development of structures and the
variation of the bank’s offers.
The structure of the banking system in one country implies (Şpulbăr, 2005, p.5):
- On one hand the institutional framework, composed of the central bank with
coordination and supervising role and commercial banks and other financial institutions
assimilated to those, having the role of main intermediary in the relation economies –
investments, and
- On the other hand, the legal framework made of the assembly of settlements
that governs the banking activity taking a decisive action in the creation and functioning of a
performing banking system.
The existence of a proper law system, permanently related to the country’s realities,
and to the international principles and standards, can offer trust in the banking system. The
solidness and credibility of the banking system depend on a series of variables in the
economic environment that are influenced by the performances of the state managerial
structures and that are given by two factors orientated towards two poles of the economic
and social life (Şpulbăr, 2005, p. 5):
- In the political area, with its influences on the quality of law and performances,
competition and real economic stability;
- In the intern area of the bank system, that is in the banking management.
In the main developed countries the banking systems are heterogeneous, that is they
enclose a various bank typology, but manifest a tendency of uniformity in the context of the
financial globalization process.
According to the opinion expressed in the specialty literature from the country and
from abroad, the role of banks is, if not unique, at least special, compared to other economic
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agents from the real or financial sector, the banking development ensuring, eventually, the
necessary structure for the functioning of the market economy.
The market economy implies the existence of money economy, considering that the
banking system must ensure the framework that allows the possibility of mobilizing the
money funds available in economy and their allotment on longer or shorter periods mainly,
by the most secure or efficient investments on the basis of a thorough credit analysis.
In the contemporary period, the place and role of banks in economy are closely
related to their quality as main intermediary in the relation economies – investments,
decisive relation in the insurance of the economic growth.
The role of banks in economy can be emphasized also through the functions that
they, as economic agents, fulfill, and that is:
- Attracting money availbilities that are temporarily available from different
economic agents;
- Giving and distributing money means to different economic agents;
- Creating credit instruments for monetary circulation;
- Increase and diversification of the financial service offer for various clients,
individual and legal persons.
Commercial banks or deposit banks that are the main link of every banking system,
and perform any type of banking operations having the role of intermediary between agents
from the non banking system and fulfill more functions.
Referring to the Central bank, the specialty literature presents variably its functions.
The majority of the specialists in the area considered that the Central bank fulfills, from the
banking system point of view, the role of “bank of banks”, thus having the following main
functions:
- Emission function;
- State, administration and public services’ bank function;
- Bank’s bank function;
- Foreign currency center and management foreign currency reserve function;
- Crediting function;
- Prudential and supervising function.
The place and role of banks in the economic environment as well as their structure
are determined also by the monetary creation, a factor specific to their functionality in
economy. Banks have proven essentially to be monetary institutions, having the quality to
transform the monetary actives into currency, the emission of banknotes representing the
main form of the monetary creation, as well as transforming the non monetary actives (bills,
obligations, etc.) into payment instruments, by registering in the bank accounts the given
credits, representing the moment of the creation of the scriptural currency.
Along the way, non monetary intermediaries have affirmed themselves within the
financial – banking activity, intermediaries that in spite of their functioning under the name
of a bank do not create currency but use the mobilized capitals or the capitals that are made
available for them.
The credit relations through banking intermediaries can be emphasized by the
following chart:
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We can conclude that an instable banking system or one that presents some flaws
affects the efficiency of the monetary policy established by the central bank, and may lead to
the registration of some high costs for the salvation of some banks within the system.
In the context of the market economy, the banking system must ensure the
framework that offers the possibility to attract or mobilize all the resources available in the
economy and their orientation or temporary allotment towards economic activities,
especially to those more productive.
As the national and international financial fluxes amplify, the role and importance
of banks increase, as a consequence of the general development of the society.
The development of techniques and means of communication have amplified the
role of banks in the circulation of the monetary resources, on one hand, and the role of the
main investors in the investments in economy, on the other hand.
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Abstract. In the European Union, enterprises are an important factor important of
economical development. In order to build a strong economy, the European Union aims to
strengthen the entrepreneurial spirit and to provide the necessary conditions to develop the
innovative practices leading to setting up and development of enterprises. In achieving these
goals it is essential to provide economical sustainability necessary to support the social
progress and environment protection. The radical transformations occurred in the world
economy generated great discussions especially on explosive increase of unemployment,
uncontrolled inflation rates, inconsistent evolution of economic integration process,
budgetary deficiencies, technological modifications, competition scramble, environment
pollution, all these together being considered major problems which solution has not always
regarded as a satisfactory one.
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Romania adhered to the European Union on 1st January 2007; this date was
proposed at the Salonic summit in 2003 and confirmed by Bruxelles on 18th June 2004. The
country report regarding Romania’s progresses in October 2004 has also established the
date of 1st January 2007 as date of adhesion for Romania and Bulgary, the two countries
signed the Adhesion Agreement on 25th April 2005. After having signed the Adhesion
Agreement, Romania has become a country in course of adhesion, obtaining the status of
active observer at the level of all community institutions, the presence of the Romanian
representatives being necessary in the European institutions and their working departments.
The status of active observer allows to Romania to express its point of view, without any
right to vote, in the decison making process within the community, thus having the
possibility to influence these decisions and to promote its national interests.
In the European Union, enterprises are an important factor of economical
development. In order to build a strong economy, the European Union aims to strengthen the
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entrepreneurial spirit and to provide the necessary conditions to develop the innovative
practices leading to setting up and development of enterprises. In achieving these goals it is
essential to provide economical sustainability necessary to support the social progress and
environment protection. The European Union policy regarding the enterprises addresses
itself to the entire business medium and has as goal to encourage and facilitate the setting up
of new enterprises, to establish a dynamic business medium wherein each enterprise should
have real access to the markets of services and products inside and outside Europe.
The European Union policy regarding the enterprises involves three areas of
interests: encouraging of enterprises, promotion of innovation and change and the analysis
of economical European competitiveness and correlation to other EU policies. EU
Commission defines three categories of small and middle enterprises:
- Microenterprises; enterprises with less than 10 employees and an annual business
number or a social capital which should not be more than 2 million Euro;
- Small enterprises; enterprises with a number of employees between 10 and 49 as
well as an annual business number or a social capital which should not be more than 10
millions Euro;
- Middle Enterprises; enterprises with a number of employees between 50 and 249
, and an annual turnover no higher than 50 millions Euro (or a social capital no higher than
43 millions Euro).
Small and middle enterprises have always played an important part in the
economical and social life of any country, being the basis of economy development.
Dynamism, flexibility, adaptability, mobility, innovating potentail are some of the
characteristics that small and middle enterprises have and which are considered essential for
the harmonious development of economy in any country. Thus the cohesion of economic
structurea and healthy economic development are provided and certainly new jobs are
created. In order to analyze the problems regarding small and middle enterprises, first it is
necessary to define them. In order to classify the enterprises existing on a certain market, it
is necessary to choose some rules according to which the indicators allowing a certain
structure should be identified. The main rules should solve at least the following problems:
1. the number of indicators that will be used simultaneously (one, two or more);
2. the field in which the indicators are applied to (in general or on branches)
3. the type of indicators used (quantitative or qualitative)
In the case of first rule it is important to choose how many indicators are going to
be used at the same time in order to make a classification of enterprises. The easiest way
would be to use a single indicator, but keeping in mind the complexity of economic activity,
it is recommended that a battery of more indicators should be used. However, one should not
exaggerate by using a too high number of indicators as problems may appear when
enterprises are registered into a certain category, especially when the so called allocation is
done (in the case of some indicators, the enterprise belongs to one group, in the case of other
ones, it belongs to another one). That is why it is important for indicators to be chosen in
such a way that one should avoid as much as possible the situations when the same type of
enterprise, with the same potential belong to different categories.
The fields wherein the indicators are applied established to be used in order to
classify enterprises can be sometimes very different. Thus, there may appear particularities
determining the use of other levels of chosen indicators (for example, in Japan SME
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definition is done differently depending on the field in which the enterprises carry on their
activities).
At present, in most cases the definition of the enterprise type is based on the use of
a set of indicators which, normally, is applied identically to all (or to most fields) analysed
companies on a certain market. Among the indicators used for this definition we mention:
annual business turnover of the enterprise, the number of employees, annual net profit,
structure of social capital social, dimension of social capital, localization of enterprise,
dimension of products range made by the enterprise, oldness of the enterprise. Among these
indicators, the most frequently used are the number of employees, annual business turnover
of the enterprise and the annual net profit. Also, in many countries the level of the indicators
used to define different types of enterprises on the market is different depending on the field
analyzed.
The existence of SME-s is necessary for the working as harmonious as possible of
modern economy, these being present almost in all economic sectors and adapting more
easily to changes occurred under social and economic conditions. They carry on their
activity especially at national level, but they are influenced by the communitarian legislation
regarding taxes and duties, concurrency, legislation of commercial companies, social and
regional policies as well as the legislation on customs formalities. Consequently, European
Union policy in this field consists of measures meant to promote the interests of SME-s and
to remove the obstacles that may block their access on the market.
In Romania the defining of SME-s is still different from that of European Union,
being put into practice on the basis of the provisions of Law no. 346/2004 regarding the
stimulus to set up and develop small and middle enterprises. Comparing the defining of
SME-s in Romania to that recommended by the European Commission one may notice that
it is identical only from the point of the employees. From the point of view of turnover, the
Romanian definition is more restrictive, its maximum level being of 8 millions Euros
irrespective of the enterprise categorization into one of the three types (micro, small or
middle). In addition, the net profit of small and middle enterprises can not overpass the
equivalent in lei of 5 millions Euro and they should be independent. According to article 3
of the law above mentioned, they consider the small and middle enterprises independent
those which are held in proportion of over 25% of social capital or the voting rights by other
enterprise or by many enterprises together, which do not belong to the category of small and
middle enterprises. However, by exception from provisions of this article 3, an enterprise is
considered independent if it is in one of the following situations:
a) the enterprise is owned by public companies of investments, by companies with
risk capital, institutional investors, universities or non-profit research centers, on condition
that those do not exert, individually or together, the control on the enterprise;
b) the capital is divided in such a way that the owners can not be identified, the
enterprise declares in good-faith, on its own responsibility, that it is able to make
supposition that it is not owned in proportion of 25% or more by other enterprise or by
many enterprises together which do not belong to the category of small and middle
enterprises.
It is expected that UE extension to have a positive impact upon Romania economy,
having in view that it will stimulate significantly the economic development so needed at
present, as well as the prosperity of the whole country. The external trade between Romania
and all other UE. Member States will record continuous increases for the future due to
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elimination of tariff and non-tariff barriers. A transfer of labor force will take place from
industrial intensive branches to industrial sectors based mainly on abilities. This will
enhance productivity taking into consideration the existence of the unitary cost, still reduced
of labor force, as well as the continuation of privatization process. Romania should be an
attractive target for internal and external investors; plus, total implementation of UE
legislation and increased investments of fix and human capital as well as research and
development expenses also will contribute to productivity increase. However, none of the
above mentioned objectives can be carried out in the absence of functional market
mechanisms and predictable policies based on strict rules.
Despite the fact that the general integration impact will be profitable for the economy
on the whole, it is possible to be distributed unequally and some categories (for example big
enterprises in state property, industrial organizations that work to the bad) will take advantage
more than others, such as small and medium companies of productive sectors.
The integration impact upon small and medium enterprises depends generally on type of
company. Production and service companies carrying out export activities of medium dimension
will have to deal with an increased competition on the unique market, and at the same time, they
will take advantage of the opportunities offered by an extended market. In order to get profit under
such conditions, companies will have to find the power and desire for innovation. In other words,
they will have to adapt their strategies, products and services to a new working medium. In order
to take advantage of new opportunities, they should also get acquainted with new legislative
demands in the field, such as the quality standards and certification. On the other hand, the
companies non-oriented to export will not face too many short-term changes, but very likely longterm ones, that they will have to deal with increased competition even at internal market. Getting
adapted to new medium will be only a matter of time.
Production, products, services. A real convergence to UE production structures and
income levels does not necessarily mean the disappearance of traditional Romanian
industry. Instead, it is necessary to transform intensive labour force-based enterprises into
enterprises based on advantages offered by advanced technologies and/or creativity. The
ones that will not be able to get reorganized will not make rapid enough progress, but they
will be able to go on their activity by grouping. The internal Romanian market will be
represented by local producers and, therefore original research and development activities
should be carried out. Their objective will be local production encouragement that has its
target in the local market, because this is the main modality to make easier the inescapable
task of efficient reorganization and penetration on a unique enlarged market. An important
constituent of cost regarding activity carrying out is the stocks cost associated with
unfinished production (PN). These are the products from manufacture flow or in stock. For
many companies in Romania, PN includes a great part of company active total. As
compared to other actives of the company, PN does not contribute to profit make, and the
managers are not interested in reducing or eliminating them. For the companies that are
possible to get on the unique market on competitive bases, it will be necessary to adopt the
philosophy “order production” (OP) which goal is to make a product only on demand, thus
reducing PN to minimum. The same concept OP is applied to raw material delivery and
stock (corresponding quantity to manufacture needs), as well as finished product
manufacture (contingent quality depending on customers’ real demands).
Consumers. Romanian consumers will estimate more accurately the products
offered by producers. Unlike the past, these ones will become more and more aware of
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product diversity available on the market and therefore will research more attentively their
product consistency with the established standards and norms, their quality and price. The
estimated impact upon the Romanian customers will differ from the simple participation in
free exchange trade, having in mind the entrance in a strongly integrated zone. Moreover,
this combination of transition with integration has already given interesting results
associated to some imperfect competition mechanisms. The inevitable phenomenon of
“passion for variety” has already appeared concerning goods. The Romanian consumers are
already facing a huge diversity of products as compared to planned economy. This
phenomenon generated an important commercial deficit for many categories of goods that
should naturally equilibrated by an export of the same dimension of the local goods
(Romanian), but this has not happened yet. Although it is difficult to assimilate this behavior
and conduct of the Romanian companies, however they are pushed towards a conjuncture
that changes significantly the conditions of their activity carrying out, especially for
investments and profit reserve. It is noticed that although investments are low, commercial
additions reach disproportioned levels that make products less competitive.
Competitiveness Within a knowledge-based economy, competitiveness of Romanian
enterprises, small or big, will depend more and more on their capacity to provide high added
value products at competitive prices. On one hand globalization and on the other trade
liberalization will force most Romanian companies, small or big, to become internationally
competitive even when they function totally on the Romanian market. Small and medium
Romanian firms need a coherent strategy in business, a constant increase of efficiency, cost
production reducing and quality and image improvement of products in order to become and
remain competitive. This strategy should include: investments in research and development;
acquisition of new technologies; improvement of managerial practices; creation of innovative
and attractive projects, and an efficient marketing of products.
Intellectual property right has been created in order to facilitate innovation, promote
use and dissemination of new knowledge. A Romanian company which wants to make
progress should manage efficiently and practice a suitable marketing of the intellectual
property portfolio. That is why it is very important for every company manager, not only
those working in juridical departments, to understand and take into consideration not only
what intellectual property is but the way this one may be exploited as efficiently as possible.
In order to take advantage of intellectual property small and medium companies of Romania
will have to carry out specific marketing actions such as:
- Commercialization on one’s own account; invention patenting and its selling or
license to a third part that will commercialize it;
- Keeping invention secret and product commercialization; drawing of a business
plan (a new business or product development);
- Export strategy/ market segmentation;
- Identification of financial sources;
- Investment security for business setting up or extension.
There is a question for small and medium Romanian firms: if they know or not the
best modalities to protect their actives such as individual property by commercial secret that
can be as efficient as the patents for providing new technologies and processes, especially in
the fields where high technologies evolve rapidly. The goods free circulation represents
foundation stone for the unique European market and its basic principles, and producers will
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not have to satisfy some different demands for unique market and internal market, but they
will have to apply a unique evaluation procedure of conformity.
Marketing. Marketing promotion is a social and managerial process through which
individuals and groups obtain what they need and want, by product creation and value
exchange between them. Marketing is actually a direct means of a product selling. Small and
medium companies often perceive marketing as secondary activity that can be commissioned
or even ignored and function on the presumption basis that they have a product wanted by
consumers and consequently, the only problem is its delivery in sufficient quantities. Taking
into consideration that marketing is an activity that requires significant resources, small and
medium companies posses generally limited resources, the Internet may play an essential
part in this field. By opening a web page in order to promote the company and
products/services or a solution of electronic trade, small and medium companies may be
present on the Internet at relatively low cost and may compete with bigger companies in
terms of equality. So, the market research may become more accessible for small and
medium enterprises, and consumers’ reactions can be known by using on-line form that
customers can fill in to express their own opinions on the services/products of the respective
firm. The electronic trade contributes more and more to: creation of new on-line markets for
the existing products; creation of new products and services dedicated to on-line markets;
opening of international markets by means of virtual markets; advantages for those full of
initiative; lower logistic cost (always opened virtually); lower transaction cost (lower cost of
payment making, reduced as compared to classical modalities, printing, mailing and so on);
lower store cost; lower rent cost; lower delivery cost (for software and services); staff
recruitment; lower personnel cost; without intermediaries; identification of new financial
resources. The above mentioned stimuli and opportunities show the comparative advantages
that the firms using electronic trade take advantage of as compared to those which choose to
go on their activity traditionally or by integrating this process at minimum level. The
enumerated advantages and new opportunities show the way firms can increase their
competitiveness versus those which adopt slower electronic trade. Small and medium
enterprises which adopt electronic trade as means of business development can take profit
qualitatively that will strengthen their position on a very competitive market. These
advantages are:
- possibility of drawing new customers more rapidly;
- possibility to reach new sale markets more rapidly
- possibility to create new products and services
- higher flexibility at market demands; possibility of reducing time taken by
access on market
- shorter/faster delivery period;
- better relations with customers and more conditions to keep them;
- firm image as being advanced from technological point of view;
improved informational and communication fluxes;
opportunity to adopt new modalities of promotion/marketing.
Electronic trade also offers firms the chance to extend on world level and gain
customers all over the world. This feature is extremely important for small and medium
enterprises because they can compete with big firms on Internet. En-detail trade offers to
SMF the chance to get closer to their customers, thus it is easy to create and maintain data
bases, full of information related to customers, resulting from transactions. Firms can
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understand better customers’ needs and interests, focusing then on product sale wanted by
the customer, obtaining in some cases reactions from the customer’s part regarding that
product. Technical and scientific information represent a primary strategic resource in
assuring competitiveness of small and medium enterprises. They depend more than other
firms on external sources of information because they have a limited capacity of producing
at internal level technical and scientific information. By using the internet and besides their
capacity of localization resources currently used, small and medium firms can identify new
sources, get information on new products and innovating technologies, new markets, new
suppliers and potential business partners all over the world. By using electronic mail (email), staff cost may be diminished and time economy can be done, having in view that
fewer employees are needed to take care of customers on phone. Small and medium firms
can improve their services delivered to customers because web pages allow interaction with
customers, and the latter ones can observe directly their orders. In addition to service
improvement for customers, cost is also reduced.
Customers’ questions may be sent directly to the employees in charge to answer
them, thus offering a better quality service for customers. As for e-commerce status in
Romania, mention must be made as follows: e-commerce is considered very important for
economic development of the country. The ripeness reached by Romania from the ecommerce point of view is about 40-50% regarding technical infrastructure, legislative field,
market structure and business relations, social medium and financial viability. Legislative
insufficiency, lack of trust in electronic transactions and lack of international collaboration
are considered to be the most important barriers against e-commerce development.
Access to financing sources. Access to financing sources has been one of the major
impediments regarding development of Romanian enterprises during the transitional period.
Banks require high collateral guarantees, that many enterprises, especially the small ones, do
not possess and in the case they find them, they have to pay extremely high interests which
overload them supplementary in comparison to guarantees. However the situation must be
examined from other perspectives, among which, the most important is the general lack of
knowing the principles of business relations. The financial innovating means such as capital
of risk, business angels and other institutions that give finance, including guarantee funds
are somehow reluctant as for financing small and medium enterprises because of the reasons
mentioned previously. Still there is not an obvious desire and especially the capacity to
change this situation, though there is the possibility to obtain considerable profit out of funds
circulation that may be absorbed by small and medium enterprises. There is the risk for
small and medium enterprises which do not have managerial expertise and are not
sufficiently consolidated to be strangled by the difficult access to financing.
Although the commercial banks are the main source of external source, public
support is given to market zones where they come across great difficulties. Here there are
two of the financing types (“donators”) existing on the market:
• The programs PHARE include measures to improve access to external
financing such as: support for loan guarantee, micro-financing or schemes for the capital of
risk. Other measures, such as grants (subventions, donations) for investments or rates of
subsidized interests, have in view reducing of external financing cost. These programs,
carried out with pre-adhesion funds, have been distributed mainly as donations/subventions,
profitless. Generally however, subventions do not have a positive impact on medium and
long term upon business initiatives.
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• The financing facility for small and medium enterprises represents a common
initiative of Program PHARE, European Bank for Reconstruction and Development
(BERD), European Development Bank of European Council in association with German
Kreditanstalt fur Wiederaufbau (KfW) and European Bank of Investment (BEI). These
finance loans, leasing and participation in capital for intermediaries of the financial field
(commercial banks, leasing firms and funds for capital of risk) in order to increase their
capacity to give loans or to invest in small and medium enterprises.
The effects of European integration will differ from sector to sector depending on
the specific character of each one. Therefore, it is important to mention the PECA agreement
which is in a negotiation phase with EU, and which will provide some industrial sectors with
the conditions of” conformity evaluation and acceptance of industrial products”. The
bilateral relationships between European communities and member states are governed by
European agreements. The Community signs “the protocols of European agreements
regarding conformity evaluation and acceptance of industrial products” (PECA) with the
new candidate-countries to adhesion, as instruments of the pre-adhesion strategy in the free
circulation field
Bibliography
Burda, M, Wyplosz, Ch. (2002). Macroeconomie: perspectiva europeană, Editura All Beck,
Bucureşti
Gherasim, T. (1993). Microeconomie, Bucureşti, Editura Economică
Oprescu, Gheorghe (2000). Microeconomie, macroeconomie, Editura Economică, Bucureşti
**CEMATT. Microeconomie aplicată: Revistă trimestrială cu participare internaţională

304

