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THE WORLD ECONOMIC AND FINANCIAL CRISIS KEYNES
VERSUS FRIEDMAN? OSCILLATIONS BETWEEN
ECONOMIC ETHICS AND THE SPECULATION ECONOMY
Abstract: In his famous work “The General Theory of Employment, Interest and
Money”, released in London in 1936, John Maynard Keynes was critically referring to
an essential tenet of the capitalism of his times - significantly amplified in the capitalism
of out times - namely “The Love of Money”. The confrontation between an ethic
characterized more by its absence, and a genuine ethic, closer to a moral economy in
the Christian meaning of the word has never been harsher or more obvious, with an
clear tilt towards the former, in particular the exaggerated love of money - writes
another outstanding philosopher of economics, Jean Paul Fitoussi. Such a positioning,
Fitoussi was showing, a positioning which is quite lame, has led to such extremes as
extravagant wages and incomes for the wealthy, often low social and sometimes even
productive yields, of a chimerical type, in negatives, the extension not only of misery but
also of its obscenities, the exploitation of inequities, the extreme degradation of the
environment, etc. “Could the current emergence of a certain moral ethic be a reaction
to a spectacle grieved by the economic and social consequences of an unethical
economic world?” the author mentioned before was also wondering. And the answer is
bound to be positive, the arguments not being easy to dismiss…
Keywords: crisis, economic ethics, capitalism
JEL Classification: G01, N00, N10

“It is the duty that creates the law,
not the law that creates the duty”
Chateaubriand
One cannot actually reject the hypothesis according to which “today’s”
and “yesterday’s” lack of ethics has led the system to and into a crisis. Coming
back to Keynes, did he not stress that the two big vices of the world we live in
are the fact that complete employment is not ensured and that wealth,
opportunities and incomes are distributed arbitrarily and unfairly? And the
problem has since been amplified …
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Giving credit to Fitoussi and other researchers in the field- for example the
American Frederic Morton or the Europeans supporting the positions of their
respective states in G20- the irresistible drift of Political Economy from a moral
science to an entirely scientific economy, has to a large extent materialized into
the concept of the “Market Economy”, stripped, even apparently, of any social,
historical of institutional connotation. However, we have to return to Marx, as
capitalism constitutes a form of historic organization, “a means of production
born from and on the ruins of the old system.” “Its destiny, Fitoussi shows, is
not carved in marble.” It is precisely the interdependence between the state of
right and the economic activity that confers unity to capitalism. The strict
autonomy of the economy thus appears as an illusion, and so does its capacity
to exclusively self-regulate. “As the balance has been tipped towards these
illusions a little more than it should have been, we have reached the current
rupture” the quoted researcher concludes. And he goes on to say: “Such a
tipping of the balance has corresponded and is still corresponding to an
inversion of values: ethics would be better served if the activity of the state, of
its institutions were better regulated, in a restrictive way of course, and the
markets were more unregulated. Wrong, totally wrong. The ingeniousness of
financial markets at first and their blindness at last, have done the rest”…
The flaws of contemporary capitalism ethics lie in the internationalization
of poverty, even in the developed states, where there are islands, enclaves of
poverty which are neither few nor small. Secondly, we are faced with the sine
die acceptance of an unsustainable degree of inequalities in the democratic
regimes. Our system is developing a tension, now amplified, between two
principles, that of the market and of inequality (in other words “one euro, one
vote”) on the one hand, and that of democracy and equality (in other words
“one person, one vote), on the other. Which has always called and it is still
calling for a compromise. A compromise that might be centered on the idea that
the obvious tension between the two principles and its negotiation will allow
the system to adapt. On the idea that the survival of capitalism as a dominant
form of economic organization has been possible mainly as a result of advances
on the path to democracy and not in the opposite direction.
The general meaning of capitalist evolution, with its concrete types of
market economies, from the Anglo-Saxon one to the West European one, from
that of the social market economy to the north European one and the paternal
one, is extremely convincing from the perspective described so far. It is
necessary that it should be pursued and not interrupted from the angle of an
economy, actually considerably deregulated. What has clouded the temporal
horizon is “the spectacle of easily obtained money”, the spectacle governed by
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the motto “we speculate, we don’t produce”, the fuzzy spectacle of unnaturally
high financial yields which now, when such a system has stumbled, is
stumbling badly, are going to be compensated especially from the purse of the
poor …
The motto that dominated the G20 confrontations of April, with a view to
finding solutions to the present economic and financial crisis, was the
oscillation: “growth” or “regulation”? The United States have been and mainly
still are in favour of a new growth plan, while most of the G20 European states
and not only they, have aimed at imposing new world financial regulations. We
had better, the representatives of these states stated, wait for the outcomes of the
existing growth plan before launching a new one, but proceed as soon as
possible to the creation of new bodies for the regulation of financial markets.
The representatives in question also asked for “a strong delimitation and
regulation of hedge funds and of the respective agencies, institutions”.
Notwithstanding different shades of meaning, an older confrontation is now
being restaged between the intransigent adepts of Adam Smith and Milton
Friedman, on the one hand, and those of Keynes and of institutional theories, on
the other. We do not need too many arguments to prove that the latter group is
not at all without “weight”, that it is evolving in a direction which present times
acutely emphasize and even validate. Of course, more details can add some
meaning:
Adam Smith himself, the father of economic liberalism, was initially a
professor of morals, a quality he never renounced and which is evident in his
writings;
b) the illustrious English thinker, when it came to the national interest, put
it before the liberalism of protectionist institutions (see “Rules of Navigation”),
which again speaks volumes;
c) to a large extent, as practice and even statistics reveal, not few of those
advocating massive deregulation of the economy have made huge fortunes
through speculation and not through production, while not few of those finding
some support in regulations - of course not in their excessive form- have made
a fortune as well but mainly through production …
From such a perspective many problems are posed in the present
Romanian economy. Why such resentment against state employees - who, of
course, should not to be excluded from a process of reorganization- when, after
all, it is the “generalized corruption”, stealing from the state through pernicious
deals which have been and still are the factors significantly deteriorating our
evolution? What are we going to do so that the current loan will not deteriorate
the lives and opportunities of the poor even more, what will be done so that the
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effects of the downturn will be borne by everybody, including those with huge
profits?
There are other problems as well. It has been pointed out that the virtual
economy, the economy amplified by fiction value, has not appeared by itself. It
has been created mainly by speculators, too many and too “deregulated”. Why
should their possible losses and still expected gains be fueled only from public
money, without important participation share from them? Borrowed money is
to be used for ending the credit crunch. Which is very good. But are banks not
to be blamed as well for the creation of the present situation? Should not they
help rectify it according to their respective responsibility? Are we alone to pay
for them? It is within this framework that we think the “bulk” of the Romanian
problems lies. The present lack of profitability partly has its origin in the
destructive, inefficient manner in which privatization has been carried out, in
the mega-businesses some “promoters” and “developers” have done with the
state, so damaging for the latter but with hallucinating profits and incomes for
the former. In the “loss”, the selling out of resources, of banks, and
consequently of large profits. In the pernicious transformation of the economy
into a more than loyal and ever so generous importer, including of nutritional
resources in proportion of 75-80%... There are other causes, of course, there are
the “state employees” as well, but the answers should be sought mainly in these
dark areas, in the loopholes in the law system. And it is from these areas that
actions should be taken in order to expand the economy, to increase
employment. I do not believe that, in general, we can speak about
“premeditation”, about a “world conspiracy”, as it is stated in many western
articles, in the international press. There have always been “stories”. But I think
we can speak about system deficiencies, processes calling for a thorough
reflection exercise, followed by the necessary actions and measures.
I have presented the two positions held by the participants to the G20
in London, at the beginning of April this year, positions which have largely
been maintained. We can say, however, that most of the summit conclusions
have relatively reconciled these points of view. Once more, the pervasive belief
is that “any attempt to rescue economies from recession must be made through
cooperation and even consensus between countries.” According to which the
creation of a new international financial order involves “a new era of
international cooperation”, “joint action”, “the necessity to take serious
measures”. In other words “aim taken, aim hit” in several directions. As regards
its synthetic effects, such a program worth over 1,100 billion dollars will
support - we hope - the resuming of credits, of economic growth, of job
creation worldwide. “An increase in the global GDP by 4%, with an accelerated
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transition towards a greener economy” is estimated- just estimated- by 2010.
The environment, a last problem, a very important one…Mrs Angela Merkel,
the German chancellor, was pointing out at the end of the summit of the 20
developed and emerging countries that in London “a historical compromise
was made for an exceptional crisis”. A final opportunity was actually taken
advantage of before the global recession, which will thus receive an important
blow, although it might not be defeated. And there is one more thing that
interests us directly. And not only us. Namely, if the efforts to fight corruption
efficiently and effectively were bigger than, or at least equal to the efforts
regarding the “fundamentals” of budgetary amputations- which could,
however, be diminished- we would have only to gain.
This is where the world is heading: “together towards welfare”. We hope,
at least, even if we are cautious. This is not so much about ideological
principles, as about concrete market and institutional measures to prevent us
from plunging into recession, or at least to help us get out of it as soon as
possible and restart economic growth, this time a real economic growth less
based on the speculation economy- an economy which, as we can see, has not
brought us only good things. And one more thing which is not at all
insignificant. The G20 summit confirms once more a certain democratization of
the economic world at a global level. China, but also Brazil and India, top
emerging countries are now already members, “with integral participation” to
what is about to become –of course, with some relativity- “The Directorate of
the World Economy”. The strengthening of the G20, even more so in the
conditions of the world recession, somewhat reduces the power of the G7,
which, according to many will become a sort of an “Electoral Committee of the
Rich” and even the power of the G8. Although these are institutions that are not
by far in the past, as they should not be. The fact that development is
dependent, for now, on resources, on the demographic force, not only as a
labour resource but also as a market, the fact that the emerging countries are no
longer obedient followers of the G7 and G8, impose G20 as well, but at a
fundamental level. And proposals in this direction do not delay to appear. For
example, the South-African finance minister, Trevor Manuel, calls for the
creation of another organ to compete with G20. This should be a Council of
Ministers made up of 24 members – mainly finance ministers- with more
numerous and more widely recognized attributions, to replace the 24 member
Council which is said to be currently running the IMF, but has in practice rather
limited powers. This would be to a larger extent in accordance with what is
called “universal legitimity”, close to “The United Nations Development
Program” too, and also closer to what the French president Nicolas Sarkozy
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was referring to some time ago as “the planetary resource management”. These
constructions do not seem unimportant to me at all.
But let’s stay for the time being within the G20 area. At the first G20
summit there were the “principles”, at the second one, in London, the
“operativity”, and at the third G20 summit which will take place in New York
in September, right after the UNO General Meeting there will be the
“conclusions”. There are many voices claiming that G20 “must exist as long as
there is a crisis”, in other words it should live for a long time from now, not in
confrontation but in accordance with many of the developments described here.
…We are actually faced with a world crisis of the speculation economy (a
short cycle of the economic activity, 2-3 years) laid over a paradigm crisis (long
activity cycle, 50-70 years), this “paradigm crisis” being bound to continue for
many years from now. And it is the important merit of the G20 summit in
London to have noticed and brought to attention this intermingling- which we,
and not only we showed a long time ago- linking directly the fight against the
present crisis and the recession it developed, with the necessarily strenuous
concerns for the healthy, durable and sustainable development of the planet.
Bibliography:
1. Mark Blaug, La penséc économique, Editions Economique, Paris, 1999
2. John Maynard Keynes, Teoria generală a folosirii mâinii de lucru, a
dobânzii şi a banilor, Editura ŞtiinŃifică, Bucureşti, 1970
3. Dan Popescu, Istoria Gândirii Economice – de la Sismonde de Sismondi la
postkeynesism, Editura Continent, Sibiu – Bucureşti 1997
4. Dan Popescu, Cataclismele economice care zguduie lumea, „Transilvania”
nr. 2/2009, Sibiu
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THE WORLD MACROECONOMIC DILEMMA 2008-2012.
WORLD MONETARY STABILIZATION PLAN
Abstract: What global macroeconomic consequences will emerge from the economic
and monetary policies adopted by the governments in the face of the current crisis? The
present document contributes some novel theoretical and empirical ideas different from
the general Keynesian and Neoclassical spirit. The considerations of this paper stem
from the Natural Macroeconomic Model (NMM); this is a positive general equilibrium
model of global scope.
Key words: economic and monetary policies
JEL classification: E, F, G

2008 world economic crisis. Water even in the foundations of the System.
The world economic system has commenced a complex process of
destruction of wealth. The present crisis has overwhelmed the most prestigious
Economic Institutes and Central Banks. However this should not be seen as a
criticism since a process of destruction of wealth once initiated is, in truth,
simply unpredictable. There is no model that can gauge the feeling of
uncertainty and widespread panic. The Central Banks have acted so far in a
sensitive and diligent manner with regard to the situation. But given the high
degree of globalization of the world economy, the present crisis could well
become the most voracious of all. The future is bleak and the social cost is
already beginning to be high. Naturally, a great deal of uncertainty is hanging
over the Financial System. Unfortunately, this reasonable doubt about the
fragility of the Economic and Financial System is surpassing, to a greater or
lesser extent, the effectiveness of the measures being taken, the foreseeable
stages and the expected time frame of the crisis itself. Uncertainty and lack of
confidence do not make the best foundation on which to build the economy.
But this world economic crisis has not only affected the real economy but
has also dealt a blow to the doctrinal spirit which inspires it. We witness almost
daily “revolutionary” aspects relating to the behavior of the world economy.
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The widespread adjustment of the financial markets and macroeconomic
variables shows, in a very pragmatic way, the reality, the vast and intense world
economic interrelationship. All the indications are that the world economy is
interdependent and interrelated. Moreover, even a child can see that in the
financial markets, the values of assets adjust over time in relative terms from
one side of the planet to the other (with the exception of the price of money).
This pragmatic undeniable evidence leads us, surprisingly, to a very simple
conclusion: the world is round and the economy as well. The prices of the
economy as a whole, despite being geographically very far apart at times,
communicate with each other; they maintain a continuous dialogue which is no
more than the real monetary substratum of what we call “economic
globalization”.
Nevertheless, all this evidence so perceptible at present in the fields of
macroeconomics and finance would seem to be interpreted as being contrary to
the basic tenets of Neoclassical economic thought which is the intellectual
support of the current system. Thus, it is clear that a notorious silence extends
over the intellectual background of the crisis. However, in spite of the silence,
the waters of the current storm have reached the very foundations of the
System. It may be stated that the current crisis has not only overwhelmed
traditional Western economic policy but has also represented a severe setback
for the economic thought underlying it. In short, a great new challenge for the
future in which, once again, we will undoubtedly encounter the controversial
work of Friedman: “The Methodology of Positive Economics (1953)”. Here, as
it is well known, he suggests that “economic theories should be evaluated
according to empirical criteria”. Or, in other words, one day the empirical
evidence will determine and substantiate true economic theory.
The economic year 2009
The world economic outlook for 2009 is not optimistic. The information
in the World Bank report “Global Economic Prospects” indicates that the crisis
will get much worse in 2009 with an important number of high-income
countries experiencing recession. The volume of world trade will fall drastically
and inflation will remain low in the more-developed countries. The scenario
described by the World Bank presents a situation of (near) deflation in the
more-developed economies.
With respect to the developing countries –Asia, Latin America, Eastern
Europe-, the analysis of 2009 data shows a general fall in GDP of these
economies but in a situation of higher inflation. The IMF inflation forecasts
indicate that the developing economies will continue with high inflation
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throughout 2009. Thus, the developing and peripheral economies could be
entering into a situation of stagflation.
World economic growth will fall to 0.5% in 2009 according to the IMF.
Given the scenario described coupled with a risk of possible deflation, the
Governments of the more-developed economies are conducting a dual and
pragmatic -“Keynes-Fisher”- approach to the problem:
1.approval of substantial public investment packages (and tax
incentives)
In an effort to check the economic decline. These measures will have an
important effect on the fiscal deficit and an immediate increase in the
government debt of each nation.
2.future increase in the monetary mass
The quantitative loosening of monetary policy links in with the reflections
of Friedman and Schwartz in “A Monetary History of the United States” (1963)
on the root causes of the Great Depression, reflections which are shared by the
U. S. Federal Reserve.
One of the conclusions of Friedman and Schwarz was that in the short
term, variations (decreasing) in the rate of growth of money can have
devastating consequences either on prices or on real production. As a result, as
is well known in the 1929 Depression, the recession became a disaster.
While both policies are the most suitable for the current situation, a lesson
which was learnt at a high cost in the Great Depression and later years,
nevertheless there would seem to exist at least one transcendent aspect which
has not been taken into account from the macroeconomic point of view: the
degree of present globalization is not the same as 1929. Thus, in a round world,
what world consequences will result from the above policies?
The inflation differential and the asymmetrical impact on world growth
It is well known that the above policies generate inflation. But, is there a
relationship between economic growth and inflation?. Will the increase in the
level of prices in the developed countries have an effect on the inflation and
state of economic growth in the developing nations?.
The empirical evidence provided by the Natural Macroeconomic Model
(NMM) indicates that the economic and monetary policies mentioned above
could indeed give rise to serious economic alterations at the world level.
The effects and the relationship between inflation (monetary policy) and
economic growth have been intensely studied by many economists. The NMM
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(see dispersion graph below) shows the existence of a universal relationship
between the inflation differential and the economic growth of each nation.
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Considerations:
1.- Friedman Rule, the Tobin Effect, Taylor Principle, and the Phillips Curve
To the extent that a nation has a low inflation differential relative
(positive) to the other nations with which it trades and competes, the GDP will
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grow more than its competitors. On the other hand, if a nation has a high
inflation differential in relative terms (negative), the GDP will grow less than its
competitors. Thus, the main cause of the short term relative competitiveness of
a nation, in terms of economic growth, is the inflation differential.
The Friedman Rule, the Tobin Effect, the Taylor Principle are well known
although there exist many other related studies, Phelps, Lucas, Mundell … The
final question is the same in all of them: is there an ideal monetary policy in
terms of interest rates, inflation and economic growth?.
According to the NMM, the most favorable monetary policy of a nation is
that in which the inflation differential is “zero”. But, the best inflation
differential determines, also, an “optimal real interest rate” –equilibrium(Taylor Principle) for each country; and an“optimal nominal interest rate”
according to the Fisher effect.
The NMM, just like Friedman, views the monetary mass as being the key
variable to give direction to monetary policy. The growth rate of the monetary
mass is one of the appropriate tools to use to attain the optimal rate of the
inflation differential. Here, contrary to the opinion of Friedman, the growth rate
of the monetary mass would not be constant but variable. In other words, the
inflation differential of a nation is not determined by domestic monetary policy.
The inflation differential is the result of the monetary policy of a country in
relative terms to the actions of all the other monetary policies. Thus the
dynamic nature of the complete monetary process means that the rate of
creation of money, while it is a domestic action, must necessarily be dynamic if
the objective is to reach a “monetary optimum”.
The inflation differential, in view of the above, is a new strategic
monetary variable since it helps to adjust the domestic monetary policy in its
quest for greater relative competitiveness in terms of growth. From a different
point of view, it could be said that the inflation differential highlights the
changes in the relative world purchasing power within the domestic monetary
policy.
Is it absolutely necessary to always look for the monetary optimal?.
Possibly in the short term different monetary strategies may be followed, it
difficult to say … but in the end the important thing is to ensure a stable
economic growth since this affects the level and growth of employment
(Okun's law). Stable economic growth occurs from being close to the monetary
optimal.
How would the Phillips curve fit in with the statement on the inflation
differential?. The Phillips curve is absolutely true, but only on occasions. The
situation may arise where a country has increasing inflation and that it is close
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to its “zero” inflation differential, so the unemployment rate will decrease.
What is important is not inflation in itself but rather the inflation differential and
its grade of convergence to its own “optimal value”. Each country has a distinct
optimal value.The graph below shows the path of economic growth of each
nation for different levels of inflation differential: competitive economic
growth, deflation, stagflation or hyperinflation.
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2.- Reformulation of the Fisher equation of exchange
Taking into consideration the empirical demonstration just presented, the
Fisher equation of exchange can be reformulated from a global point of view or
in terms of purchasing power parity. The reformulation would mean the
acceptance of something quite simple: the level of production of each nation is
affected by the relative changes between the domestic and foreign purchasing
powers. Friedman proposed that monetary policy should have control over
money supply but what really matters is the supply of money expressed in
terms of purchasing power (not textual) “The Quantity Theory of Money, A
Restatement” (1956). Thus, the Fisher exchange equation would be as follows:

MNID V = P QNID
NID = National Inflaci ón Diferencial
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3.- The price gaps between different production systems are corrected in a
natural way through variations in the exchange rates.
The (free) exchange rate market corrects the price deviations among all
existing economies in a natural way.
Thus, the devaluation policies which aim to force a more rapid
international competitiveness of economies via prices are often dangerous.
Each time devaluation is used as an instrument of monetary and/or economic
policy, the value of financial assets is affected in relative terms and the value of
the domestic production system is altered in relative terms of other production
systems. The consequences and posterior scenarios may be different since they
ultimately depend on:
• the degree of reaction caused on the various factors which act on the
financial markets (distrust), -stock market, bond market, alteration of the
flow of capital, slowing down or not of direct foreign investment and
domestic investment -;
• and the reaction of the system of production itself. In general, the joy in the
exporting system of production (sole beneficiary of the devaluation) will
soon come to an end, since the greater pressure of the external demand will
tend to correct the relative imbalance in prices by increasing their value.
Thus, over time, the devaluation can give rise to a further increase in the
domestic price level which will feed back into the existing inflation,
reducing the competitiveness temporarily gained and further slowing the
economic growth towards a state of stagflation of hyperinflation. It is very
attractive and simple to devaluate from a political point of view, but
dangerous in macroeconomic terms and even more so in the current
convulsed situation. Prices together with the law of supply and demand
always relate, act and react in relative terms.
Inflation is the most complex macroeconomic variable. Inflation can be
produced domestically; or it can be imported from external sources without
consent and cost (loss of competitiveness). Regardless of its ultimate origin,
(outside the scope of this paper), nevertheless, it is important to reiterate that the
exchange market acts in a silent and permanent way restoring equilibrium
between the financial system and the production system. This is reflected in the
diagram below.
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4. Uncertain “Nash equilibrium” in macroeconomics
In macroeconomics “the Nash equilibrium” is uncertain. Although
(international) macroeconomics may be defined as a non-cooperative game
(game of strategy), the empirical evidence discovered through the NMM
suggests the non existence of the “Nash equilibrium”. The world economic
system permanently tends to general equilibrium, although the characteristic of
this general equilibrium is that it always produces real winners and real losers.
Game theory is a wonderful tool for the analysis of human behavior and
for situations of conflict among humans. But game theory is not only uncertain
in the explanation of the macro-economy (and its global functioning) but is also
uncertain in the explanation of just one price (free). The economy is prices, and
to understand how prices come into being, relate with each other and adjust
over time is to understand the economy. We are well aware that the formation
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and adjustment of prices are based on the law of supply and demand
(Marshall), but, alongside this, prices relate with each other in relative terms.
The ultimate reason for this is complex. In any case, prices (free) do not move
nor adjust in a “behavioral” way but rather in a “rational” way. Thus, for
example, the prices of all financial assets at the world level, along with the
transitory variations in supply and demand, move, relate and adjust in terms of
rational expectations. But these rational expectations, in the end amount to a
single axiom; maximum profit with minimal risk: Thus, the whole world
Financial System functions, relates and adjusts in a permanent manner in terms
of “real relative gains” (to the delight of Von Mises and Hayek); the
functioning of the system over time is empirically demonstrable. The wellknown “dilemma of the prisoner” does not exist. All financial assets are
“prisoners of the same dilemma”: higher returns with lower risk.
5.- “Competitiveness and Productivity”, key macroeconomic distinction
The above claim that the inflation differential is the actual mechanism that
determines the level of competitiveness of a nation in the short term might seem
surprising but it is really quite the opposite. To understand the simplicity and
validity of the above, it is interesting to briefly consider the distinction between
the terms “competitiveness and productivity”.
The empirical evidence of the NMM shows that, in the medium to long
term, the causes of growth of any nation are: a) productivity, (since we are
talking about a global setting: relative productivity), (Solow); b) the
quantitative and qualitative growth in the human capabilities and skills
(population growth – human capital), (Marshall, Kuznets, Schultz, Simon,
Becker, Sen…).
What really happens? Productivity should be one of the two most
important causes which determines economic growth; however inflation has
introduced perturbations in the logical economic growth of the nations giving
rise to a situation where this monetary effect takes priority, to a certain extent,
over the other causes of growth. Thus, the inflation differential directs all the
variations in the GDP of the nations. If we accept that the nations with lower
productivity are more vulnerable and the nations with higher productivity are
less vulnerable; then to the extent that a nation is more productive and
maintains low inflation differentials, its economic growth will accelerate at the
direct expense of the interconnected nations which are worse positioned in both
variables.
The phenomenon just described has been perceived and described in
various ways for some time by many prestigious economists. Thus, for
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example, the following consideration by Samuelson1 is of interest “when we
compare economic results, we must distinguish a nation's competitiveness from
its productivity. Competitiveness refers to the extent to which a nation's goods
can compete in the marketplace; this depends primarily upon the relative prices
of domestic and foreign products. Competitiveness is, however, quite distinct
from a nation's productivity, which is measured by the output per unit of input,
for example, the output per hour worked. Competitiveness in the U.S. fell
sharply during the 1980s. But the cause was not a deterioration in productivity
growth. Rather, deteriorating competitiveness during the 1980s arose because
the appreciation of the dollar raised American prices relative to those of its
trading partners. In fact, there was no major change in the overall trend in
productivity growth during the 1980s, and if anything, productivity probably
grew more rapidly during that period than in the prior decade. Make sure you
understand this fundamental point about competitiveness: nations are not
inherently uncompetitive. Rather, they become uncompetitive when their prices
move out of line with those of their trading partners because of an overvalued
exchange rate”1.
Would this have anything to do with the Paradox of Leontief (1953)?
Could the inflation differential be an important cause of the increase or decrease
in the exports of each country?.
Macroeconomic situation 2008- 2012
With reference to the current situation, if inflation increases too much in
the more-developed economies as a consequence of the monetary expansion
and the excessive public deficit, it is possible that:
a.- Financial Market
The fall in production against a backdrop of rising inflation in the
emerging economies (stagflation), will, no doubt, lead to devaluations. Such
devaluations will have different effects, but given the current climate of
instability and insecurity, perhaps, they will give rise to notorious exchange
collapses and massive capital outflows. Where will this capital end up?. Will
the Central Bank reserves be wiped out in countries like Iceland and others?.
Will some countries default on their foreign public debt?. Will the IMF be able
to cover the temporary insolvencies of a large number of countries?. Who will
finance the IMF?. Many economies could enter into states of hyperinflation in
view of the above.

1

Samuelson Paul y Nordhaus William, “Economía”, p.754, McGraw
Hill, 1996
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Unfortunately the world of devaluations can become very complicated.
The devaluations of some may encourage others. Will we witness an especially
massive “jumble sale” of economies in their effort to be more competitive in
relative terms as quickly as possible?. Latin America is already heading in that
direction.
In this situation, we have the possibility of the emergence of protectionist
processes, processes which are harmful to the freedom that should guide the
action of the world economy: nationalizations, excessive protections of foreign
trade.
In view of the above, it might be concluded that the future situation of the
emerging countries could become extremely complicated while at the same
time the actions taken by the developed countries would worsen this situation.
The world economic recovery would be compromised; the volatility of the
exchange markets and the stock exchange would be even more affected as
would the credibility of the actions taken and ultimately the expectations of
recovery of the entire system.
b.- World Trade
When there are significant increases in the levels of inflation, the
currencies in countries of the Western world tend to depreciate at the world
level (US$, Euro, Pound, Yen…). As these economies are the main importers
of the world (excepting China), the less advantageous relative position of the
exchange rate will slow down the imports and ultimately world trade will not
make the desired recovery, this will have a direct effect on the exports of
emerging economies. Alongside this, it must be taken into account that in the
current situation of a severe contraction of the world economy, exports will
inevitably decrease in all countries, with particular impact in those countries
where this variable (net exports) represents an important part of the GDP.
c.- Commodities
The loss of buying power of the more important currencies will lead to a
future rise in the price of commodities (especially energy and gold). The
relationship between the buying power of the dollar and oil prices is well
known. Similarly, it is well known that an increase in the price of commodities
(especially oil) directly affects inflation at the world level with the elasticity of
the emerging economies much higher than that of the developed economies.
The marginal gain from the rise in prices of the commodities (energy) will only
benefit a small number of countries, the producers and exporters of oil and
related industries. The remaining countries face a more delicate economic
scenario with possible endogenous increases in inflation.
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Could additional measures be taken as a precaution against a possible
severe reprimand of the emerging economies?.
The answer may be affirmative.
World Monetary Stabilization Plan
Perhaps it would be desirable to stabilize, temporarily, the entire world
monetary system.
1.- Provisional system of “fixed parities” at the world level
An important part of the existing stress and imbalances occurs or
inevitably affects the exchange rate system. The exchange rate system, while it
is the best of the possible systems, at the present time, can only introduce more
instability into the financial markets and the existing relationship among the
different production systems. Therefore, it would be desirable to temporarily
establish a system of fixed parities at the world level (all existing currencies)
(with narrow bands or not … it is irrelevant). A period of 24-36 months would
be sufficient time for calm to return to the markets and for the world economy
to commence a new cycle of growth.
2.- World Monetary mass
Control of the world monetary mass during the stated period in all
countries. This means the non-increase of the monetary mass and obviously in
no case a decrease. The non-increase of the monetary mass would be a
necessary evil so that the system of parities is fair and credible from an
economic standpoint. In a global system of fixed parities, any increase in the
monetary mass of one country increases the buying power of this country with
respect to the remaining countries.
3.- Preferential interest rates in countries in deflation (developed)
The interest rates in developed countries should be nominally zero,
negative in real terms.
4.- Preferential interest rates in countries in stagflation (emerging)
The interest rates in emerging economies and economies in development
should be nominally positive, zero in real terms. The non-increase of the
monetary mass will encourage the stabilization of price levels and indeed their
decrease. The non-negative (zero) real interest rates in these economies will
avoid massive capital outflows
5.- Productivity versus nominal wages
According to the NMM, the causes of the generation of inflation are
varied. From the point of view of this model, some quantitative hypotheses
would be correct as would some Keynesian hypotheses. In a hypothetical
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environment of high monetary stability, inflation, from the point of view of the
NMM, would only have a small “vent” through which to surface, the inflation
which arises from the mismatch between the increase in wages and the amount
produced (productivity) (cost inflation – Keynes ). Thus, it is sufficient that the
variation in the nominal salaries in all the most developed economies should
remain at zero. In the emerging countries, this would also be desirable even if
there is a certain loss in purchasing power (there is a loss at the domestic level
but there is a gain in the exterior). In this hypothetical scenario of almost
complete monetary stability, the competitiveness of a nation and its relative
productivity, even though they are distinct economic terms and effects, would
tend to converge. The greater relative productivity will relaunch the economies
of some countries more rapidly than others. Any deterioration in the relative
productivity will reduce the potential of economic growth.
6.- Change in the existing expectations
An important part of the short-term evolution of each economy is linked
to the expectations which are shared by the different economic and social
agents. The current deterioration in the economic expectations at the world
level is particularly striking. Moreover, there does not seem to be anything
inherent in the present situation that could rescue the world economy from its
state of prostration and apathy. In view of this, perhaps we need some new
brilliant political action, an action which would change the tendency of the
economic expectations thus avoiding future risks and giving credibility to the
stability of the world economic and financial systems.
The macroeconomic dilemma 2008-2012
It is true that for the more developed economies, many of them beginning
to undergo a process of deflation, to ask them to forego the increase in the
monetary mass as one of the best medicines to promote a more rapid recovery,
is a painful decision. This measure would lead to a slower recovery.
However, it must be taken into account that with a totally stabilized
monetary system, the “serious and unpredictable” deterioration of the
developing and peripheral economies could be avoided. The responsibility of
these latter economies in the crisis is impossible to justify, moreover the
deterioration of these economies would have general consequences. In terms of
population, these economies represent more than two thirds of the planet.
This is the real current macroeconomic dilemma:
should the first economies of the world act in a sovereign way in the face
of the world Economic System as a whole, using all available medicines to
alleviate their domestic crisis; although, these same medicines could cause
undesirable side effects in countless third countries?.
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But the real world is more complex. Is it possible, from a political view
point, to achieve a system of fixed parities at the world level all at once? Will
all the countries be fully responsible for their obligations with respect to
monetary policy, or the temporary non-action on the monetary base? Will all
this have influence at the geopolitical world level?.
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A possible hope for the long-term: “early warning system for financial
crises”
During 2008 some politicians declared the necessity of constructing an
“early warning system for financial crises” (Mr. G.Brown, U.K. Prime
Minister). Is such a system possible? The truth is that nobody has every
explicitly specified such an idea.
Prior to the consideration of the real possibility of an “early warning
system”, it is necessary to tackle a controversial question what is the origin of
the financial crises?. The answer to this question could help to situate the
primary objective which should cater for a possible “early warning system for
financial crises”.
To answer the question it is of interest to distinguish between “formal
cause” and “efficient cause” of the financial crises.
Formal origin
The formal origin of all the financial crises is always the same: “financial
bubble”. Just like the flu virus, the financial crises, whenever they reappear,
always portray some type of mutation whether it is in their active origin or
whether it is due to other monetary, macroeconomic and/or environmental
circumstances. In the current crisis, together with the U.S. real estate bubble and
the widespread sub-prime assets, the transitory raw material and food bubble.
Efficient origin
Financial crises are always linked to a process of distrust. This coupled
with a lack of credibility on behalf of the main actors in the market of the values
of assets, or even worse, a lack of credibility in the functioning of the System
itself, its institutions and instruments which is the case at present. Thus,
financial crises are no more than downward adjustments, abrupt and
widespread, in the monetary value which assets have accumulated over time.
These adjustments impact, to a greater or lesser extent, on the real economy
through well known side effects: paralysis of investment, credit restriction
(illiquidity), fall in consumption, increase in unemployment …ultimately an
enormous loss of monetary wealth.
Thus, independently of the formal origin of each crisis, the efficient cause
is, also, always the same, “the lack of some objective and explicitly shared
reference on the accumulated value of assets over time (economic equilibrium
value)”. It is true that many mathematical and statistical techniques exist for the
valuation of assets and moreover these techniques are universally shared by the
economic and financial community. But, to date there is no link (empirical)
between the accumulation of value of assets over time and the economic
development of society. This link, were it to exist, could be called the
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“economic equilibrium value”. Economic history shows, time after time, that
after a period of intense accumulation of monetary value in assets (whatever the
asset), the market vacillates about the veracity of the values assigned.
Ultimately, this market uncertainty about the assigned accumulated value to the
assets will end up converging in time with some formal cause (at present
subprime crisis and credit crisis) thus instigating a process of destruction of
monetary value which always advances relentlessly, spurred on by an irrational
feeling of panic. The fall in value of some assets (market), forces other assets to
adjust in terms of relative value. The greater the level of globalization the more
the effects transcend from the domestic sphere to the world stage.
Despite what numerous economists say, there is no cyclicity of any type
in financial crises, rather there is an unpunctual and disordered process of
distrust which transmits its distress to the rest of the economy. Thus, financial
crises are no more than flu’s self-generated periodically by the Financial
System itself, these flu’s, strange though it may seem, purge the not completely
objective monetary valuation accumulated by the assets over time. Once a
process of destruction of value has commenced and moreover this process has
been transmitted to the economic system, as Keynes would say, “there is
nothing inherent in this situation that is capable of rescuing it”. Investment
disappears into thin air and aggregate demand plummets, leaving State aid as
one of the few options to stimulate and correct the situation.
Is the existence of an early warning system possible?
Yes, it is possible.
At the world level, the financial markets function based on the law of
markets (Marshall's Law). But, alongside this, the financial markets tend to
permanently adjust in terms of “real relative profitability”. This curious
financial and macroeconomic phenomenon means that, from a long term
perspective, the financial markets function in a harmonic, rational,
interdependent and empirically demonstrable manner at the world level. The
disclosure and acceptance, theoretical and pragmatic, of this singular
macroeconomic phenomenon of natural origin or at least with no conscious
human cooperation, would make the existence of economic equilibrium values
possible for distinct markets of key assets (world stock market, world bond
market, world exchange rate market, short term public debt market, world
property market, …). The economic equilibrium values would allow us to link
the monetary value attained by the assets with the very foundations of the world
economic system, its own development over time. All this would help to avoid
new processes of destruction of wealth thus cooperating in a greater future
worldwide financial stability. The invisible hand of Smith would be visible. To
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the satisfaction of all, the “invisible hand” in the financial market arises simply
from the free, healthy and rational arbitration between millions of agents who
make up this market, always with the ultimate objective of obtaining the
greatest profitability with the least possible risk. In other words, the invisible
hand emerges from the rationality of the monetary action of the human being,
from the individual and/or collective common sense. But in order that the
“invisible hand” continues its action of rebalancing the markets over time,
“price freedom” should remain the most valued banner of the world economy.
Conclusion
The macroeconomic policies adopted by the world's largest economies to
curb the current financial crisis are fully appropriate and necessary from the
domestic macroeconomic perspective. The monetary authorities and
Governments have shown a commendable coordination, a coordination without
precedent in the history of economics.
But the world is round and the economy also. Thus, curiously, the policies
adopted may generate very serious macroeconomic side-effects, especially in
the emerging economies and other economies in development... Were these
effects to occur, they could ultimately end up in reverse (“boomerang effect”)
and impact on the most developed economies.
The world economy has need of a novel and swift action. An action which
avoids future risks (emerging economies). An action which ensures the full
stability of the world financial and economic system.
Perhaps, the world monetary system should be stabilized in its totality.
Once stabilized, it will be easier to peacefully solve the bank-credit-illiquidity
crisis and the world economy will foreseeably begin a tremendous recovery.
The year 2008 will take an outstanding place in the history of economics.
A change has begun.
2009 will consolidate this change.
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The World Government Bond Market Function
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THE CONCEPT OF INTELLECTUAL CAPITAL IN
DEVELOPMENT SYSTEMS
Abstract: The human capital and structural capital constitute the primary assets of
every organisation and more and more every territory: on urban, local, regional,
national and global levels. Restructuring technique, technology, organisation of
production and work (means of production, subjects of work, power factors and
economic factors) necessitates great knowledge, competence and skills, as well as the
right organisational culture and philosophy. These factors constitute the basic elements
of human capital. Mutual dependency of these factors results in the need of proper
management of planning, organisation and motivation as well as of controlling human
capital.
Business practice confirms the need of developing basic organisational features
that would result in creating a unique corporate image. It turns out that an individual
character of a company facilitates its winning competitive advantage. Shaping the basic
variables in corporate resources enables one to identify technical, organisational,
economic and social features. Creating an individual character of a company on the
basis of primary material resources rarely brings the desired effect.
The material character of technical, organisational and economic resources is a
feature that may be easily copied by competitors. Among the distinguished features, only
human capital may thus decide on the individual character of a company.
Key words: human capital, intellectual capital
JEL Classification : J24, O15

The concept of human capital
The concept of human capital may be considered as capital itself.
According to a dictionary definition, capital is every value that brings added
value1. There is no clear definition of human capital in the literature. Some
experts dealing with the problem of corporate capital stress the role of tangible
and financial assets, devoting less attention to human capital. A number of
1

Skrzywan S., Small Encyclopaedia of Accounting, PWE, Warszawa 1961, p. 78
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authors identify human capital with the knowledge and skills of managers only.
The definition is often limited to social factors describing human capital.
Recently, human capital is most frequently defined as knowledge and
skills acquired in the process of learning and professional training as well as
health and vitality (…) that cannot be the subject of market turnover and cannot
change its owner as it is an individual feature of this owner1. In relation to
business activity, human capital may be described as a combination of the
following factors2:
- human features: intelligence, energy, positive attitude, reliability and
involvement,
- ability of a person to learn: receptivity, imagination, creativity and
sound reason,
- motivating employees to share information and knowledge: team spirit
and objective-orientation.
The existence of numerous factors characterising human capital is
confirmed by the cycle of human capital development and by the fact that
knowledge management has been accepted as the basis of human capital
management. According to J. Naisbitt and P. Aburdene, the traditional
understanding of strategic resources concerned mostly material assets, that is
traditional production factors, whereas the contemporary definition of these
resources stresses the importance of three elements: information, knowledge
and creativity [Naisbitt, Aburdene1985] 3.
In present economic reality, knowledge constitutes one of the most
important factors determining competitiveness of economic organizations and
in spatial context like urban and regional competitiveness. The above statement
finds its application not only in case of various categories of economic entities
but also on the level of regional and national economies. Condition for
economy based on knowledge require precise strategies to be implemented by
local authorities. Those strategies have to take into account a particular role of
intellectual resources while winning competitive advantage on a market. Top
priority of knowledge in modern economy was noted among others by P.
1

KoŜuch B., Investing in Human Resources and Economy Development, Papers of the
Polish Economic Society, VII Congress of Polish Economists, Session IV:
Entrepreneurship and competition, Book 12, Agencja Wydawnicza INTERART-TAL,
Warszawa 2001, p. 5
2
Fitzenz J., ROI of Human Capital, Dom Wydawniczy ABC, Kraków 2001, p. 9
3
Naisbitt J., Aburdene P., Reinventing the Corporation. Transforming Your Job and Your
Company for the New Information Society, A. Warner Book, New York 1985 (in:)
Wawrzyniak B., Corporate Human Resources Management. (in:) Human Resources
Management 2001, No 3-4, p. 52
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Drucker who at the same time determines traditional means of production as
being of secondary importance. Knowledge is understood as utility and means
to achieve social and economic results. It is a basic asset applied to introduce
innovations systematically [Drucker 1999] 1. L. Edvinsson, one of pioneers of
the intellectual capital concept, stresses that in a situation of economy of
knowledge, value of countries, regions, organizations and individual units is
directly connected with their knowledge and intellectual capital [Edvinsson,
Bounfour 2004] 2.
A concept of intellectual capital that goes back to the beginnings of the
90’s of the 20th century became an interesting notion to investigate for
practitioners and researchers from various scientific disciplines. Different
conceptual approaches accepted by the scientific milieu and a constant
development of theories in this field have not resulted so far in creation of a
standard and widely accepted definition of the intellectual capital. Multitude of
definitions and conceptual approaches may result from a broad and
interdisciplinary character of the intellectual capital as well as from different
approaches presented by researchers working in economic and social fields.
The second half of the 20th century constitutes the beginning of a new
stage of development of social and economic relations. The shift concerns
abandoning production of material goods and concentrating on production,
organization, transfer and exchange of knowledge [Delanty 2001] 3. The
mentioned shift caused conceptualization and perception of modern phenomena
as the knowledge society [Giddens 1991] 4. The authorship of this notion is
attributed to Daniel Bell, the author of The Coming of Post-Industrial Society:
A Venture in Social Forecasting issued in 1973 [Bell 1973] 5. In his work, Bell
points at decline of knowledge as well as society of practical knowledge
(technical, professional) and the beginning of theoretical knowledge
domination. This includes development of technologies based on advanced
research and theoretical works “a new intellectual technology”. Simultaneously,
it is recognized that the beginning of the “knowledge society” era, is
1

Drucker P.F., „Społeczeństwo pokapitalistyczne“, PWN, Warszawa 1999, str. 40-41.
Edvinsson L., Bounfour A., “Assessing national and regional value creation”,
Measuring Business Excellence, Vol. 8, No 1/2004, p. 55.
3
Delanty, G. (2001), Challenging Knowledge: The University in the Knowledge Society.
Buckingham: SRHE & Open University Press.
4
Giddens, A. (1991), The Consequences of Modernity. Cambridge: Polity Press, Knorr
Cetina, K. (1999), Epistemic Cultures: How the Sciences Make Knowledge. Cambridge,
MA: Harvard University Press.
5
Bell, D. (1973), The Coming of Post-Industrial Society: A Venture in Social Forecasting.
New York, NY: Basic Books.
2
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accompanied by growth of importance of education, particularly on higher
education level.
The intellectual capital
The intellectual capital became a subject of investigations for economists,
sociologists, specialists in management and accounting. According to literature
studies presenting different scientific approaches it may be concluded that the
main source of intellectual capital is knowledge understood as a factor of
primary importance for any organization’s value. While attempting to define
the notion of the intellectual capital for the needs of the present paper it can be
assumed that its main source is knowledge understood as a factor of primary
importance for economic value. Understanding knowledge as a source of value
was confirmed by Wriston who claims that “the new source of value is not
material, it is information, knowledge used for creating value” [Wriston 1992]
1
. The literature on the subject most commonly defines the intellectual capital as
“knowledge that can be transformed into value or profit” [Edvinsson, Sullivan
1996] 2. The intellectual capital approached at an enterprise level is understood
as “intellectual subject which has been formalized, seized and used to create
assets of high value 3”[Edvinsson, Sullivan 1996].
According to a present stream of evolution of intellectual capital theory
certain attempts have been made to transfer and apply this concept on national,
regional and urban systems. The above approach fits into innovative policy
foundations which aims at constructing economy of knowledge. Intellectual
assets localized in regions become determinant for their future development.
They also constitute a certain base for creation of regional and urban
innovations systems and winning competitive advantage. Edvinsson in his
discussion over one of the first complex works concerning intellectual capital in
regional and urban context (Bounfour A., Edvinsson L., eds., “Intellectual
Capital for Communities, Nations, Regions and Cities”) points out that
intellectual capital considered in this sense can be seen as capacities to achieve
regional and urban competitive advantage in the future in the following
1

Wriston W., „The Twilight of Sovereignty”, Scribner’s New York 1992 [after] Edvinsson
L., Malone M. S., “Kapitał intelektualny”, PWN, Warszawa 2001, p. 10
2
Edvinsson L., Sullivan P., “Developing a model for managing IC”, European
Management Journal, Vol. 14, No 4, Aug 1996, p. 357, Stewart T.A. “IC: the new wealth
of organizations”, Doubleday/Currency, New York 1997, Sullivan P.H., Harrison S.,
“Profiting from IC. Learning from Leading Companies”, Journal of Intellectual Capital,
Vol. 1, Issue 1, 2000,
3
Edvinsson Leif, Sullivan Patrick, „Developing a model for managing IC”, European
Management Journal, Vol. 14, No 4, Aug 1996, p. 357.
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contexts: human, infrastructural and in relations between single units.
According to the author, intellectual capital of a region is a capacity to generate
constant wealth for its dwellers in the future1. Bontis on the other hand, while
conducting research on measuring the intellectual capital of countries, defined it
as hidden values of units, enterprises, institutions, communities and regions that
constitute a present as well as potential sources of wealth creation [Bontis 2004]
2
. Authors of another research project concerning investigation of the
intellectual capital of one of Polish regions propose to define intellectual capital
as “region’s ability to a qualitatively new approach towards joining capacities
that the region already possesses in order to create new values3. All the
definitions proposed let us understand the intellectual capital of a region as
common knowledge of single regional entities. This knowledge constitutes a
base for realization of specific strategies and taking effective measures in order
to assure constant socio-economic development. The above ability and
effectiveness in use of common resources of knowledge is determined by
collective actions that aim at preservation of the effect of intellectual synergy.
In order to transform individual knowledge of single actors of the socioeconomic sphere into a common value, it is crucial to engage specific stimuli
i.e. social capital as a factor favoring knowledge processes.
A modern paradigm becomes the fact that IC defines organization’s
competitiveness, also in global conditions. However, IC is not a static
phenomenon and its level is changing, thus competitive capacities of the
organization change as well. IC should be perceived through a dynamic
systems based on system approach.
The concept of intellectual capital in regional and urban system context is
also frequently associated with investing in knowledge, in other words called
non-material investments. On the one hand such approach may be considered
as fully justified since to achieve a high value of intellectual capital it is
necessary to engage certain expenditures which in turn generate specific
intellectual assets. Investments in knowledge coming from public and private
sources determine future development and growth of the intellectual capital of a
region. The above category of investments is defined as expenditures aiming at
1
Edvinsson L., discussion on an internet forum: http://www.knowledgeboard.com,
27.01.2005.
2
Bontis N., „National Intellectual Capital Index. A United Nations initiative for the Arab
region”, Journal of Intellectual Capital, Vol. 5, No 1/2004, p. 14.
3
Projekt „Kapitał Intelektualny Lubelszczyzny. Badania potencjału regionu” (The
Intellectual Capital of the Lubelszczyzna region. Research on the potential of the region”
project), www.kapitalintelektualny.pl
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reinforcing the existing knowledge, acquiring new knowledge and favoring the
circulation of knowledge. The result of investments in knowledge is generation
or diffusion of knowledge. According to the approach presented above,
expenditures on education, research and development, trainings, innovations
and software are perceived as main categories of investments in knowledge
[Khan 2005] 1. This approach, among others, goes together with the approach
accepted by the OECD in reports published on the economy of knowledge of
different countries. The enumerated above categories of investments are often
identified with development of an economy based on knowledge.
On the other hand however, identifying knowledge-absorbing investments
with the level or sometimes even value of the intellectual capital seems to be, to
say the least, superficial. It lacks deeper analysis of processes of creation and
use of knowledge resources in creating value. Despite the existence of an
obvious correlation between investments in research and development as well
as in education and the level of innovativeness, on this basis it is hard to
conclude clear-cut about regional or national creativeness. An important
element that has to be completed seems to be the effectiveness in use of
investments made to create economic value.
Closing remarks
It has to be stressed that the future of scientific thought as well as that of
tools for practical application in the process of urban and regional development
is more and more frequently associated with concepts of knowledge creation,
management and benchmarking of intellectual capital. The concept of IC could
be regarded as a sign of system thinking and “a holistic vision”. The notion of
IC constitutes a certain form of “complement” to the previously presented
vision of the economic reality.
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THE INFLUENCE OF THE EUROPEAN FUNDRAISING
OVER THE ECONOMICAL CRISIS IN ROMANIA.
Abstract: The evolution of the effects generated by the international economical –
financial crises in Romania has to be analyzed in a direct link with the results registered
as an effect of the EU fundraising process. The negative aspects have to be treated with
a major responsibility, beside the abundant political approaches. The effects of the
crises would be less dramatically provided that the structural instruments were
attracted more actively, the abortion conditions were monitored and closely respected.
Key words: structural instruments, regional development, economical – financial crises,
priority fields, member state.
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Related to the importance of the crises that Romania is going through
which must be considered in a normal economical cycle passing from
economical rise to economical decline, there are opinions which state that the
actual crises is not as critical al the one from 1998, when the inflation raised
exponential to 300%, influencing in a negative manner the economical
activities, the foreign investors which were not interested in the Romanian
business environment and the Romanian currency devaluated critically.
A rigorous analysis of the Romanian society evolution after the 1989
revolution could lead to the conclusion that we may talk about more or less
acute aspects of the crises in all priority fields. The drop of the state industry
related to the doubtable privatization, the solution to the multiple agricultural
problems, from which we expect an important contribution to the relaunch of
the economical rise (taking into account the fact that this year will be a dry one
and that the state represented by the minister have not done anything in order to
develop a national irrigation system which used to be functional before 1990),
the under financing of some priority sectors which are not supported by
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economical (research, education, social assistance, etc) efficiency criteria,
justifies the support of the above mentioned idea.
European funds, Structural instruments.
Within the given international context, e good chance for Romania could
come from the European Union budget through the funds that are available for
the states, during the pre-adhesion and after, throughout the aid of the structural
instruments.
If the implementation of the pre-adhesion projects are on the way of being
finalized in Romania, the structural funds can be now be absorbed. These are
financial instruments through which the European Union acts in order to reduce
the economical and social disparities between regions, to reach social and
economical cohesion.
In order to absorb the structural instruments, there were established 3
major objectives, for the 2007 – 2013 programming period:
Convergence objective
The rationale of the Convergence objective is to promote growthenhancing conditions and factors leading to real convergence for the leastdeveloped Member States and regions. In EU-27, this objective concerns –
within 17 Member States – 84 regions with a total population of154 million,
and per capita GDP at less than 75 % of the Community average, and – on a
“phasing-out” basis – another 16 regions with a total of 16.4 million inhabitants
and a GDP only slightly above the threshold, due to the statistical effect of the
larger EU.(this objective is available for the whole surface of Romania)
Regional Competitiveness and Employment objective
Regional Competitiveness and Employment objective aims at
strengthening competitiveness and attractiveness, as well as employment,
through a two-fold approach. First, development programmes will help regions
to anticipate and promote economic change through innovation and the
promotion of the knowledge society, entrepreneurship, the protection of the
environment, and the improvement of their accessibility. Second, more and
better jobs will be supported by adapting the workforce and by investing in
human resources. In EU-27, a total of 168 regions will be eligible, representing
314 million inhabitants. Within these, 13 regions which are home to a total of
19 million inhabitants represent so-called “phasing-in” areas and are subject to
special financial allocations due to their former status as “Objective 1” regions.
European Territorial Co-operation objective
European Territorial Co-operation objective will strengthen cross-border
co-operation through joint local and regional initiatives, trans-national cooperation aiming at integrated territorial development, and interregional co-
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operation and exchange of experience. The population living in cross-border
areas amounts to 181.7 million (37.5 % of the total EU population), whereas all
EU regions and citizens are covered by one of the existing 13 transnational cooperation areas.
These 3 objectives are financed through 3 European funds dedicated to
the regional development: the European Regional Development Fund, the
Social European Fund and the Cohesion Fund. The first two funds are known
as structural instruments.
Beside the actions that are supported by the structural instruments,
investments in the rural field are supported by the European Agricultural fund
for Rural Development, which finances investments in order to rise
competitiveness in the field of agriculture and forestry, environment protection,
the improvement of the life quality and the diversification of the economical
activities in the rural area and in the field of fishery through the European
Fishery Fund, which supports a sustainable development of the fishery sector
and costal areas where this sector persists.
Coming back to the structural instruments of the European Union, these
have the role to stimulate the economical growth of the EU member states and
to lead to the diminution of the disparities between regions. The absorption
needs a governmental and local contribution.
The European regional development fund
The ERDF contributes to the financing of assistance towards the
reinforcement of economic, social and territorial cohesion by reducing regional
disparities and supporting the structural development and adjustment of
regional economies, including the conversion of declining industrial regions.
The ERDF will focus on financing in the following areas:
Productive investment
• Infrastructure
• Other development initiatives including services to enterprises, creation
and development of financing instruments such as venture capital, loan and
guarantee funds and local development funds, interest subsidies, neighborhood
services, and exchange of experience between regions, towns, and relevant
social, economic and environmental actors
• Technical assistance
The type and range of actions to be financed within each priority shall
reflect the different nature of the Convergence, Regional competitiveness and
Employment and European Territorial Cooperation objectives.
Under the Convergence objective, the ERDF shall focus its assistance on
supporting sustainable integrated regional and local economic development by
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mobilizing and strengthening endogenous capacity through programmes aimed
at the modernization and diversification of regional economic structures,
primarily in the following areas:
• R&D in technology, innovation and entrepreneurship;
• Information technology;
• Environment;
• Risk prevention;
• Tourism;
• Investment in transport;
• Energy;
• Education;
• Health;
• Direct assistance for investment in small businesses.
Under the Regional Competitiveness and Employment objective, the
ERDF shall focus its assistance, in the context of regional sustainable
development strategies, on the following priorities:
• Innovation and the knowledge economy, through support to the design
and implementation of regional innovation strategies conducive to efficient
regional innovation systems;
• Environment and risk prevention;
• Access, outside major urban centers, to transport and telecommunication
services of general economic interest.
ERDF assistance under the European Territorial Cooperation objective
also targets three key areas:
• Developing cross-border economic and social activities through joint
strategies. This mainly involves encouraging entrepreneurship, collaboration in
the field of environmental protection, and reducing isolation. The Fund can also
help promote the integration of cross-border labour markets, local employment
initiatives, equal opportunities, training and measures to combat social
exclusion, as well as the sharing of human resources and facilities for
technology R&D;
• Establishing and developing transnational cooperation, including
bilateral cooperation between maritime regions. Priorities will be managing
water resources, improving accessibility, risk prevention and creating science
and technology networks;
• Making regional policy more effective, i.e. encouraging regional and
local authorities to form networks and share know-how.
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European Social Fund (ESF)
The European Social Fund (ESF) is the EU's financial instrument for
investing in people. The ESF channels European funds into helping Member
States meet the goals they have agreed together to create more and better jobs.
Its mission is to help prevent and fight unemployment, to make Europe's
workforce and companies better equipped to face new challenges, and to
prevent people losing touch with the labour market.
The ESF provides support for anticipating and managing economic and
social change. It will be implemented in line with the European Employment
Strategy and will focus on four key areas:
• Increasing adaptability of workers and enterprises;
• Enhancing access to employment and participation in the labour market;
• Reinforcing social inclusion by combating discrimination;
• Facilitating access to the labour market for disadvantaged people, and
promoting partnership for reform in the fields of employment and inclusion.
As one of the EU's two Structural Funds – the other being ERDF – the
ESF aims to reduce the differences in living standards between the people and
the regions of the EU by pursuing the following Objectives:
Convergence objective – aims to strengthen human resources so as to
increase employment prospects, boost labour productivity and stimulate
growth, as well as to support good governance and the strengthening of the
institutions and administrative capacities.
Regional Competitiveness and Employment objective - the actions will
concentrate on the ability of workers and firms to adapt to change, access to job
market, social inclusion of the most disadvantaged, fight against discrimination
and development of partnerships and networks for employment and social
inclusion.
The ESF will finance up to 75% of public spending in areas covered by
the "Convergence" objective and 50% in those covered by "Regional
competitiveness and employment".
The cohesion fund
The Cohesion Fund is a structural instrument that helps the less developed
Member States to reduce economic and social disparities and to stabilise their
economies. The assistance is focused to cover major transport and
environmental protection infrastructures.
The Cohesion Fund supports the following types of projects:
a) Environment projects helping to achieve the objectives of the EC treaty
and in particular projects in line with the priorities conferred on Community
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Environmental policy by the relevant Environment and Sustainable
Development action plans.
The Fund gives priority to drinking-water supply, treatment of wastewater
and disposal of solid waste. Reforestation, erosion control and nature
conservation measures are also eligible.
In this context, the Fund may also intervene in areas related to sustainable
development which clearly present environmental benefits, namely energy
efficiency and renewable energy and, in the transport sector outside the transEuropean networks, rail, river and sea transport, intermodal transport systems
and their interoperability, management of road, sea and air traffic, clean urban
transport and public transport.
b) Transport infrastructure projects establishing or developing transport
infrastructure as identified in the Trans-European Transport Network (TEN-T)
guidelines (railways, road traffic, inland waterways, civil air transport, etc.).
The priority measures concern:
• Completion of the connections needed to facilitate transport;
• Optimization of the efficiency of existing infrastructure;
• Achievement of interoperability of network components;
• Integration of the environmental dimension in the network.
The eligible countries for Cohesion Fund are the least prosperous Member
States of the Union whose gross national product (GNP) per capita is below
90% of the EU-average. This currently includes the 12 new Member States as
well as Greece and Portugal.
COMPLEMENTARY FUNDS
European Agriculture Fund for Rural Development
European Agriculture Fund for Rural Development (EAFRD) is one of
the two instruments financing the Common Agricultural Policy (CAP) It will
finance actions in the field of rural development in the Member States in line
with the rural development plans submitted by each country.
The main objectives of EAFRD are:
• Improvement of the competitiveness of agriculture and forestry by
supporting reconstruction, development and innovation;
• Improvement of the environment and the countryside by supporting land
management;
• Improvement of the quality of life in rural areas and encouraging the
diversification of economic activities.
EAFRD comprises four axes:
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Axis 1 – Competitiveness Measures aimed at promoting knowledge and
improving human potential, and restructuring and developing physical potential
and promoting innovation.
Axis 2 – Land management Measures aiming to improve the environment
and the countryside including measures targeting the sustainable use of
agricultural and forestry lands. Payment for Natura 2000 is included in this axis.
Axis 3 – Wider rural development Actions aiming to improve the quality
of life in rural areas and the diversification of the rural economy.
Axis 4 – Leader axis The Leader approach is a bottom-up approach
aiming to build local capacity for employment and diversification of the rural
economy. It has a multi-sector design and the implementation of the strategy is
based on the interaction between actors from different sectors of the local
economy. Local action groups (LAGs) implement the local development
strategy.
Of these, the Leader axis will contribute to the priorities of the other axes
and will also play an important role for improving governance and mobilising
the endogenous development potential of rural areas.
Eligible areas for funding under EARDF are all rural areas for the first
three axes, and only selected territories under the Leader axis.
European Fisheries Fund
The European Fisheries Fund shall grant financial aid to the European
fishery sector in order to reach the main objectives of the Common Fisheries
Policy (CFP) and to help the sector to adapt to the evolving needs. It will
replace the Financial Instrument for Fisheries Guidance (FIFG) and promote a
sustainable European fishery and aquaculture industry.
EFF aims at strengthening the competitiveness and the viability of the
operators in the sector, to promote environmentally friendly fishing and
production methods and to foster sustainable development of fisheries areas.
EFF has five priorities:
• Adapting fishing capacity and effort to available fish resources;
• Supporting the various industry branches;
• Aid for organizations, which represent the collective interest of the sector;
• Sustainable development of fisheries-dependent areas;
• Technical assistance to Member States to facilitate the delivery of aid.
As regards the implementation of the fund, each Member States establish
a National strategic plan, which present an overall strategic vision and the
medium term development policy of the fisheries and aquaculture sector. This
plan covers all areas of CFP and forms the background for actions selected to
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be financed by the EFF. The measures financed by the Fund, are parts of the
National operational programmes submitted by each Member State.
The Member States will decide how they allocate the financial support
between the priorities of the fund.
The Commission does the initial breakdown by Member state on the basis
of the EFF regulation. This breakdown indicates separately the earmarked
amounts for the Convergence areas.
The methodology used for the allocation of funds to convergence areas is
the same for all Structural Funds and based on historical shares of each fund
compared to the overall envelope for all structural funds per Member State.
For the non-convergence budget of the EFF, the Commission allocates it
between Member States on the base of the objective criteria set out in the EFF
regulation.
The degree of the European funds absorption. 19.05.2009
The result of the structural funds abortion in Romania is a poor one.
Between the 22nd of December 2008 and may 2009 there were submitted
projects worth three billion Euros, from which were approved projects worth
one billiard Euros. The payments towards the beneficiaries of the project sum
up around 10 millions Euros.
Based on the report concerning the absorption of the funds for the
Regional Operational Programme, the average of the absorption degree is 30%.
Through this programme the allotted sum for Romania is 3 billion Euros
representing no-reimbursable contribution, but the amount of the funds
overpasses 4,5 billion Euros, if the national contribution is added.
In 2009, throughout the Regional Operational Programme, 450 million
Euros are being allotted from European funds, but the absorption degree in the
8 development regions in different.
The North – eastern Region have 35% of the contracts signed for the
allotted funds, the Central Region has 32%, whereas the Ilfov – Bucharest or
the Southern and Western regions have very small percentage witch do not
exceed 2% of the allotted funds.
Until the end of April 2009, 7738 projects were submitted for evaluation.
The approved ones represented 34% of the allotted funds. The Transportation
Operational Programme which have an allotment of 1,3 billion Euros for the
period 2007 - 2013 registers poor results. The development of the
Administrative Capacity Operational Programme has an allotment of 89 million
Euros and the absorption degree is 0. The interesting thing is that these
programmes are dedicated to public authorities which are in charge with their
management.
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Causes which delays the fund accessing:
The identification of the causes that lead to the poor absorption of the
European funds is an important priority considering their important influence
over the state budget, and over the relaunch of the economical growth. The
elimination of these couses will determine the relaunch of the investment
process in Romania, will lead to the elimination of the development disparities
between Romania and the member states, and the negative effects of the
economical – financial crises will be diminished.
A first cause of the poor absorption is the fault of the management
authorities which mange the amounts coming from the EU and which are
accredited by the European Commission.
The accreditation process of the institutions was extremely long, and the
accreditation was not done at the foreseen institutional performance. The
legislative forums did not stipulate the possibility of financial stimulation of the
personnel that manages European funds at the level of the public institutions
from the local and central level.
Concerning the maturity of the projects that are being submitted, and the
justification of the project some causes could be identified at the level of the
applicants. The documents that are submitted with the application forms are not
always at the required level. Some problems could be identified at the level of
the applicant but as well as at the level of the consultancy firms which do not
always treat the project at the required standards.
A cause of the low abortion degree consists in the lack of financial
resources motivated by the fact that post integration programs assume that the
beneficiaries of the projects have to pay first the expenses of the projects and
than, after submitting a reimbursement demand they will receive de spent
money.
Such difficulties concerning the European funds absorption are also met
by the SME-s. The SME-s also blame the low financial resources, the long
evaluation period, the reimbursement of the eligible costs as well as the difficult
identification of the eligible costs. Another problem is that the programmes do
not finance start up firms. They only finance the extension of the activities.
Undertaken measures at the central level:
As a result of the analyses, Romania has the quality of net contributor at
the budget of the European Union. After 2 years from Romania’s integration
the amount that Romania contributes with, is of over 1,8 millions Euros, and
the absorbed funds are of 176 millions Euros1.
1

Vasile Puscas , head of European Affairs Department, ex negociator of Romania.
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The intervention
measure

Allocated sum

Number of submitted
projects*

Total eligible amount

Number of rejected
projects

Number of projects
under evaluative

Total value of
projects under
evaluative

Number of contracted
projects an projects in
the pre contractual
period

Total eligible amount
of contracted projects
an projects in the pre
contractual period

Available amount of
money

At the beginning of the year, within the state treasury the available amount
was of 1,2 billion Euros, and the deficit based on analyses in of over 500
million Euros. These sums exist just as financial allotment, and they are going
to be used for eligible projects, based on the approved contracts.
Therefore the executive power reacts in order to influence the rithem of
EU fundraising.
First, the authorities intend to create a short term loan guarantee fund,
dedicated to guarantee the credits taken by the local authorities. The important
thing is that the idea must be put into practice in the shortest time.
Another measure is the rise of the refinancing percentage of the projects
cofinanced from EU funds. Initially, the refinancing rate was of 15% calculated
to the total eligible costs of the project. Now the percentage is of 30%.
Results registered at the level of the Central Regional Agency.
A summary of the results registered at the level of the Central Regional
Agency, concerning the absorption of European reveals that the absorption rate
is high.

1.1

151,64

9

0,00

0

0

0,00

0

0,00

151,64

2.1
3.1
3.2
3.3

95,56
18,91
10,85
10,85

32

223,66

12

14

114,53

6

50,78

-69,75

3

2,25

0

3

2,25

0

0,00

16,66

6

3,22

1

5

2,55

0

0,00

8,30

1

8,48

0

0

0,00

1

8,48

2,37

3.4

31,06

17

21,36

7

10

15,07

0

0,00

15,99

4.1

29,91

9

44,29

5

4

24,49

0

0,00

5,42

0

0,00

0

0

0,00

0

0,00

25,66

169

15,43

87

0

0,00

82

6,68

24,48

15

48,51

4

9

26,11

2

12,05

-12,50

37

46,52

23

13

22,23

1

0,84

12,90

0

0

0,00

0

0,00

16,39

139

58

207,23

92

78,83

197,56

4.2
4.3
5.1
5.2

25,66
31,16
25,66
35,97

5.3

16,39

0

0,00

Total

483,62

298

413,72

* Source CRDA Note: the exchange rate of the infoeuro from April 2009: 1 euro=4,2238 lei, and
at point 4.3 it was used the infoeruo exchange rate from June 2008: 1 euro=3,6445 lei
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The situation of the projects submitted within the ROP, at the level of the
Central Regional Agency is presented in the above table.
The situation of the projects is represented in following scheme:

Source: ADR CENTRU

The situation of sums representing the submitted projects until 30 April
2009 at the CRDA, and of the available budgets:

Source: ADR CENTRU

Considering the given data it can be appreciated that the total eligible
value of the contracted projects and projects under evaluation within ROP at the
level of the CRDA represents around 61,23% of the allotted funds for the
Central Region through ROP for the programming period 2007 – 2013.
This situation is a result of the fact that in the mentioned period at the
level of the Agency some efficient activities were realized concerning the
information and the communication, from which we mention the following:
• The elaboration Plan for the ROP at the level of the Central Region. This
was accepted by the ROP management Authority in the 24th of April 2008
and approved by the CRDA through Decision nr. 17/2008.

49

Revista economică

•
•
•
•
•
•
•
•
•

The distribution of REGIO publicity materials, elaborated at national level
by the MAROP
The monthly distribution of the financial sources calendar by CRDA
The realization of the Focus Regio Center newsletter and the distribution of
12 editions
The elaboration of the brochure Central Region Projects, 3 apparitions
Materials like “the evaluation and selection procedure financed by the
ROP”, “Element that give credibility to a project”, “The credibility of the
project in the eyes of an evaluator”, in a number of 5800
The creation of the information distributors network concerning the ROP at
the regional level
Multiple information seminars at the level of each county where the ROP
was presented and analyzed
The organization of the regional conference concerning the state of the
ROP implementation at the level of the Central Region
Consultancy towards potential beneficiaries.
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EMPOWERMENT AND MOTIVATION
Abstract: Empowerment means giving someone power-granting the authority to do
whatever is necessary to satisfy customers and trusting employees to make the right
choices waiting for management approval. By empowering employees, organizations
drive decision making down to its lowest possible level. Managers in many companies
have found that giving people throughout the organization the power to make a
difference contributes greatly to providing quality products and services to their
customers.
Key words: Aggregate Human Capital , Human Capital; Skills; Occupational
Choice, Human Resources; Human Development
JEL Classification: E24, J24, O15

Empowerment is a natural extension of employee involvement concepts
such as worker participation in decision making. In some companies
empowerment is used as the umbrella term for increasing employee
involvement in decision making. Empowerment is more than another term for
involvement, however. It represents a high degree of involvement in which
employees make decision themselves and are responsible for their outcomes.
This is a more radical change than having employees merely participate in
managers’ decisions, even when they are given some influence (see Figure 1).
For empowerment to occur, managers must undertake two major
initiatives (1. J.A.Conger, R.N. Kanungo, 1988)
• identify and change organizational conditions that make people powerlees,
and
• increase people’s confidence that their efforts to accomplish something
important will be successful.
The need to do both these implies that organizational systems often create
powerless employees and that these systems must be changed first. Examples
of systems in need of change are those that specify who can (and cannot) make
certain types of decisions and systems of standard operating procedures (and
who can override them). Even when systems are changed to permit
empowerment, individuals who have lived under those systems are not readily
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able to operate in an empowered manager. The other need in empowering
people is to deal with the psychological aftereffects of powerlessness by
convincing people that they are in fact able to “make a difference”.

Participation
Low
Small

Empowerment
Involvement
Change from Traditional Organization

High
Large

Figure 1 Continuum of employee involvement practices

Empowerment is an application of the teamwork principle of total
quality, embodying “vertical” teamwork between managerial and
nonmanagerial personnel. If employees are given important responsibilities-and
the authority that goes along with them-it is more realistic to describe their
relationship with management as teamwork than it would be in a hierarchical
system. After all, people can hardly be seen as team members if they only
execute decisions made by others.
The need to empower the entire workforce in order for quality to
succeed has long been recognized, even if it is only recently coming into
practice. Five of Deming’s 14 points relate directly to the notion of
empowerment.
Point 6: Institute training.
Point 7: Teach and institute leadership.
Point 8: Drive out fear. Create trust. Create a climate for innovation.
Point 10: Eliminate exhortation for the workforce.
Point 13: Encourage education and self-improvement for everyone (2.
Phillip A. Smith, William D. Anderson, Stanley A. Brooking, 1993).
Juran wrote that “ideally, quality control should be delegated to the
workforce to the maximum extent possible” (3. J.M. Juran, 1989).
Empowerment resembles Juran’s concept of “self-control”). For employees to
practice self-control, they must know their unit’s goals and their actual
performance and have a means for changing performance if the goals are not
being met. (4. J.M. Juran, 1989). Although it is a difficult struggle,
organizations are increasingly meeting these conditions.)
The objective of empowerment is “to tap the creative and intellectual
energy of everybody in the company, not just those in the executive suite,… to
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provide everyone with the responsibility and the resources tot display real
leadership within their own individual spheres of competence” (5. M.J.
Kiernan, 1993).
Empowerment is important primarily because it improves organizational
performance. A recent survey of 55,000 workers by the Gallup Organization
found that four employee attitudes, taken together, correlate strongly with
higher profits (6. Linda Grant, 1998).
Workers feel they are given the opportunity to do what they do best
every day.
They believe their options count.
They sense their fellow workers are committed to quality.
They’ve made a direct connection between their work and the
company’s mission.
Everyone in an organization is an asset, albeit an asset whose value is
not automatically realized. If money is put into a closet instead of a bank, it will
not gain interest. Employees who are put into jobs that are like being in a closet
(in the dark, isolated) similarly will not provide value to the organization.
Giving employees responsibility for their own work has led to
improvements in quality, productivity, motivation, customer service, and
morale, as well as in the speed of decision making (7. Lawler, Mohrman,
Ledford, 1992).
Although empowerment is relevant for all aspects of organizational
performance, it plays a special role in quality improvement. Total quality
requires people to make real changes in the way work is done and relies upon
in-depth understanding of the current system. Only employees involved in the
system day to day possess such an understanding, which is why so many
managers see employee involvement as an integral part of total quality. As one
survey concluded, “Employee involvement…may be viewed as creating the
organizational context needed to support quality improvement processes (8.
Lawler, Mohrman, Ledford, 1992).
The relationship between empowerment and quality is summarized in
Figure 2.
Although many organizations have undertaken the journey toward
empowerment, many have become lost along the way. Empowerment may
sound easy, but there is a lot more to it than telling employees they are (poof!)
empowered, like the Fairy Godmother’s transformation of Cinderella before the
ball. A number of principles are involved in successfully giving power to
employees.
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Continuous
Improvement
Quality Products
and
Customer Service

Empowerment

Job
Satisfaction
Figure 2. How empowerment leads to quality

Empower Sincerely and Completely: It should go without saying that
empowerment must be done sincerely. It can not be done superficially. To gain
its benefits, managers must empower for its improvement value, not for its
public relations value.
Further more, nothing could be worse for employees than to be told they
are responsible for something, only to be jerked back at the first sign of trouble
or uncertainly. Managers must think long and hard before making the
commitment to empowerment / once done, it can’t be done halfway. Semiempowerment just doesn’t work.
This does not mean that there should be no limits. On the contrary,
managers must be clear or exactly what responsibility and authority rests with
employees. Questions such as “What procedures can we change?” and “How
much money can we commit?” must be answered ahead of time. Finally,
managers must be willing to wait for results-miracles don not happen overnight
(9. Lawler, Mohrman, Ledford, 1992).
Establish Mutual Trust: As Juran put in, “The managers must trust the
workforce enough to be willing to make the delegation, and the workforce must
have enough confidence in the managers to be willing to accept the
responsibility (10. J.M. Juran, 1989). Trust is not created just by saying you
trust someone; it must be backed up by actions. For management, this might
mean granting employees access to information, such as their personnel files,
and resources, such as the quality improvement budget (11. A.R. Tenner, I.J.
DeToro, 1992).
In one plant utilizing self/managed teams, trust was symbolized by
giving each new employee a key to the plant, a highly unusual practice (12.
Mark Kelly, 1990). The ultimate issue for many employees, however, is job
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security. They must trust that management will not take advantage of
productivity increases to cut the workforce, in effect working themselves out of
a job. Firms embarking upon employee involvement activities often make
explicit commitments to this effect to employees.
Provide Employees with Business Information: For empowerment to
succeed, it must focus on making the organization more competitive (13. Dan
Ciampa, 1991). Empowerment can contribute to organizational performance
only if employees have access to the necessary information about the business
and its performance. Information about the employees’ department or other
subunit is particularly necessary, because this is the level of performance they
can affect. Sharing business information with employees relates directly to
quality, customer service, and competitiveness.
In the absence of appropriate information, empowered employees may
squander their power on problems that are not very important. As Peter Senge
put in, “Empowering the individual where there is a relatively low level of
alignment [between organizational and employee goals] worsens the chaos and
makes managing…even more difficult (14. Peter M. Senge, 1990).
The criticism of misplaced goals was often leveled at earlier employeeinvolvement efforts, such as quality circles. Although managers formerly
blamed employees for having wrong priorities, sophisticated managers today
recognize that they are responsible for providing employees with the
information necessary to develop educated priorities.
Ensure That Employees Are Capable: “You can’t empower
incompetence”, says one manager, If employees are going to take on important
organizational responsibilities, they must be prepared to do so. To operate in an
empowered, TQ environment, employees must possess not only technical skills
(including statistics), but also interpersonal and problem-solving skills.
Unfortunately, many people entering the workforce today lack even the most
basic skills in reading and math, let alone these relatively advanced skills.
Employee capability can be ensured through selection and training
processes. Unless the human resource processes are adapted to provide capable
employees, empowerment cannot succeed, and management’s worst
nightmares will be realized. Unfortunately, many employees are not trained in
these areas, which helps explain the mixed results many organizations have had
with empowerment.
Don’t Ignore Middle Management: A well-known principle of
organization theory popularized by Deming is that organizations are systems.
When changing one part of an organization, it is necessary to consider the
effects of the change on other parts of the system.

55

Revista economică

Thus, managers must consider how empowering lower-level employees
will affect middle managers. If the needs and expectations of middle managers
are ignored, empowerment will be confusing at best and disastrous at worst.
Among the roles for middle managers in organizations with empowered
workforces are:
• maintaining focus on the organization’s values,
• managing solutions to system-level problems (those that involve many
functions and departments), and
• acting as teachers and coaches.
It’s tempting to think of middle managers faced with empowerment
efforts as dinosaurs, rapidly becoming extinct because the world has changed
too quickly for them. However, remember that most middle managers are a
product of their organizations and have attained their level of success in an
environment that rewarded different things than are needed from managers
now. Given a new set of instructions from top management, backed up by new
performance appraisal criteria, many (but far from all) managers will be able to
make the necessary transition.
Change the Reward System: Rarely can substantial organizational
change be created without changing the reward system. The reward system
includes all of the rewards that employees receive, as well as the criteria for
distributing these rewards. An organization is to its reward system like a boat is
to its anchor: unless the reward system is changed, the organization may drift a
little bit in one direction or another, but it won’t get very far.
It is hard to specify exactly that kinds of reward system will be needed to
complement empowerment. Some of the practices common to organizations
utilizing employee involvement include pay-for-skills, in which employees’
pay increases as they learn new job-relevant skills, and profit sharing, in which
employees receive bonuses related to the profits of their organization. Nor
should intrinsic rewards be overlooked: A picture in the company newsletter or
an evening of celebration upon a major accomplishment may be of tremendous
value to employees who have seldom received any recognition in the past.
The TQ approach to managing employees in general, are empowering
them in particular, is quite consistent with organizational behavior (OB) theory.
In fact, most of TQ thinking about empowerment and motivation is derived,
directly or indirectly, from OB theory. Managers’ willingness to accept these
ideas and put them into practice, however, has been greatly increased by
incorporating these ideas into the total quality package.
A few examples should serve to make our point. The idea that quality
problems are usually attributable to management-created systems rather than
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employee motivation was proposed by organizational psychologist Chris
Argyris (15. J.J. Riley, 1987). Rensis Likert described an organizational system
he called “System IV”, which featured empowerment work groups and crossfunctional teams. Douglas McGregor developed the well-known “Theory Y”
approach to managing employees, which is based on the assumption that
people wish to do a good job and emphasizes that people in organizations
should make decisions for themselves. These are the fundamental principles of
the TQ approach to managing people, but they were developed decades ago by
theorists concerned with reconciling the psychological needs of people and the
economic needs of businesses.
The TQ philosophy is also consistent with several more recent theories
of work motivation. This means that implementing TQ should result in
increased employee motivation, because the kinds of changes that TQ
represents are among those that theories say will result in increased effort on the
job. Specifically, the following sections discuss the TQ approach in terms of job
characteristics theory, acquired need theory, and goal-setting Theory. The
theories them-selves are not described in detail, as they are covered in OB and
management textbooks. Here they are compared to total quality practices.
Job Characteristics Theory: The job characteristics theory (JCT) states
that people will be more motivated to work and more satisfied with their jobs to
the extent that their jobs possess certain core characteristics: skill variety, task
identity (doing a meaningful unit of work), task significance, autonomy, and
feedback. If jobs do not have such characteristics-that is, involve few skills and
give workers little control over what they do-most employees are likely to be
unmotivated and dissatisfied (16. J.R. Hackman, G.R. Oldham, 1980).
In general, we would expect TQ to increase the motivating potential of
jobs through increases in the foregoing task characteristics. In fact, TQ practices
resemble some of the steps recommended by job design experts for making
jobs more motivating. For example, getting people involved in problem solving
and other quality improvement activities should increase both the variety of
skills they use in their jobs and their perception of doing a meaningful unit of
work. Empowerment should increase the degree of autonomy people feel they
have in doing their work. Focusing their efforts on increasing customer
satisfaction should increase people’s perception of the significance of their roles
in the organization.
Acquired Need Theory: Another perspective on employee motivation
states that people are motivated by work that fulfills their needs. The need for
achievement, the need for affiliation, and the need for power have been the
subjects of extensive research (17. D.C. Mc Clelland, 1971). People who have a
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strong need for achievement will work hard to reach high standard of
excellence. The need for affiliation refers to the desire to have close
relationships with other people, for example as part of a team. The need for
power is the desire to have influence over one’s environment and the people in
it.
How the implementation of TQ including empowerment will practices,
influence people who are motivated by these need? Since research has not
addressed this question, we can only speculate. The need most likely to be
fulfilled by participation in TQ is the need for affiliation. The most obvious way
this would occur is through the formation of self-manager or cross-functional
teams. TQ promotes close relationships between people in the same or different
subunits and even in different organizations in customer-supplier chain.
The connection between TQ and the need for achievement is a bit
murkier. Effective utilization of TQ should organizations to achieve higher
levels of performance in such areas as quality and customer satisfaction, but
these achievements are likely to come through, rather than individual, efforts.
Thus the opportunity to participate in such efforts is likely to motivate people
with high achievement motivation only if they can see the relationship between
their own work and team performance and feel a sense of achievement on that
basis.
TQ and empowerment are likely to be motivating for employees with a
high need for power. In fact, employees with a high need for power are likely to
be quite frustrated with traditional organizations that give them little influence.
Empowerment, if it follows the principles described in this chapter, should go a
long way toward reducing this frustration and provide newfound motivation for
individuals with a high need for power.
However, empowerment can be a double-edged sword. Middle
managers whose subordinates are being empowered may feel that their own
needs for power are less fulfilled under TQ. This need not occur, as
empowerment of lower-level employees should be accompanied by finding
new and fulfilling roles for middle managers. Many organizations will not be
able to accomplish this, however, and even if they do, a certain number of
middle managers with a high need for power will miss the old “command and
control” type of organization.
Goal-Setting Theory: The central insight of goal-setting theory is that
people whose goals are clear will work more quickly, perform better, and
generally be more motivated than people who lack clear goals. A great deal of
research has been performed on goal-setting theory, and it generally supports
the theory’s predictions. According to the theory, goals will motivate people
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when the goals are specific and difficult and people accept them as their own
(18. Edwin Locke, 1968).
How does goal-setting theory relate to total quality in general and
empowerment in particular? This connection has not been the subject of
research, but we can offer some conjecture about it. One likely link between
empowerment and goal-setting is the goal-acceptance aspect of the theory.
Although there has been some debate about this among scholars, it seems that
people who set their own goals (as in empowerment) are likely to be more
motivated by them than are people whose goals are set by others (as in the
traditional organization).
People who set their own goals may also find that their goals are clearer
(to them, at least).
The principle that goals should be specific and difficult can be related to
total quality and empowerment. In general, the principle of continuous
improvement leads to fairly difficult goals. In traditional management, when an
acceptable level of performance is reached, people simply try to maintain it.
Under TQ, an acceptable performance level would be a stepping-stone
to further improvements. Therefore, the difficulty of goals would be enhanced
by TQ.
One wonders whether this compromises the long-run specificity of
goals.
Continuous improvement is a noble ideal, likely to spur heroic efforts in
many cases. When, if ever, is the goal reached? Can workers be motivated by a
goal of eternal improvement or must milestones be placed along the way to
maintain motivation and enthusiasm? Perhaps as organizations gain more
experience with TQ, such questions will be answered. Given the increasing
importance of continuous improvement for competitiveness, organizations will
need to find ways to motivate employees for sustained improvement in order to
be economically viable in the twenty-first century.
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HISTORICAL CONTEXT OF INDUSTRIAL DISTRICT
EVOLUTION - CASE STUDY OF UPPER SILESIA REGION
Abstract: The article describes the evolution from the 19th century to
contemporary times. The research in question refers to the following periods:
the birth of the heavy industry in the 19th century and the period between the
First World War and the Second World War, the period of the socialist
economy and contemporary times.
Key words: Economic Development
JEL Classification: O16

1. Introduction
In researching the evolution, a division into the periods of the
development phases was applied because it is possible to distinguish the
differences in terms of the political situation and economic strategies. The first
aspect is “from the 19th century to 1918” which was the time when the Polish
state was not in existence as it was divided into three parts by Russia, Prussia
and Austria. Silesia as the border region was also divided into three parts by
Russia (north-east part of the region), Austria (south-east part) and the
remaining part which was the biggest proportion of the region was in the hands
of the Prussian state. The period of “1918 – 1939” was the period from the end
of the First World War (when the Polish state regained independence) till the
beginning of the Second World War. In this period the region of Silesia mostly
belonged to the Polish state but part of the area was still in the hands of
Germany. The second period is the “age of socialism” from the end of the
Second World War until the collapse of socialism in 1989. As a result of the
changes in the borders in Central Europe after the Second World War and the
division of Germany into two states (Western and Eastern), the whole Silesian
region became the territory of Poland. The last period which is analysed in the
article relates to the period after 1989. It is a time of transition from the socialist
economy towards the market economy and the application of Central European
countries for membership of the European Union.
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In the process of restructuring old industrial regions, the reconversion of
the industry constitutes one crucial aspect (Pachura, 2003, p. 12). The
significance of the complex change is highlighted by growing social and
environmental problems in the region (Pachura, 2003, p. 68, Pachura, 2006, p.
477). The purpose of this article is to introduce the evolution of an industrial
district bound up with declining industries, social and environmental challenges
towards a competitive and innovative region (Scott, 1993, p. 25).
The subject matter of this research relates to the processes that exist in this
industrialized area (Kulke 1998 p. 435) which is characterized by the following:
high level of concentration of employment and industry, domination in the
industrial structure of large enterprises that are of a hierarchical nature,
domination of mass production with low flexibility, lack of spatial composition
that involves the mosaic distribution of housing and industrial complexes as a
result of the previous phase of industrialization, as well as degradation of the
natural environment.
The area of analysis in this paper has been restricted from a geographical
and ethnographic point of view to the region of Upper Silesia. From a
geographical and historical point of view, the name of Silesia refers to the large
territory between the Oder, the Sudetan lands and the Vistula, which includes
Lower Silesia with its main city in Wrocław, Śląsk Opolski with its main city in
Opole, as well as Slesko - Moravski Kraj with its main city in Ostrava (Czech
republic).
From the middle of the 19th century to 1918 this region belonged to
Prussia and subsequently, largely to the Polish state. Following the Second
World War and during the period of socialism and the first decade of the postsocialist administration, Upper Silesia was to be found in the province of
Katowice, while as a consequence of administrative reforms of 1999
(adjustment of the regions to EU standards) Upper Silesia in its entirety
becomes part of the province of Silesia. In the following paper these phrases are
used interchangeably: Upper Silesia, region of Upper Silesia, region of Silesia
as well as the province of Silesia. The area under analysis shall always be
related to the historical formation (peripheral region), geographical elements
(rich resources of coal and other mines), cultural elements (Polish, German and
Czech influences), social elements (homogeneity, strong identification of
inhabitants with the region) – of the territory of Upper Silesia.
2. Evolution of industrial development
The region of Upper Silesia has been at the German, Polish and Czech
borders of culture and influence for many generations. Over the generations
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Silesia has changed its state identity which has shaped a specific type of social
relations (social capital) characterized by the existence of relations of a family
or neighbourly nature rather than a national one. Simultaneously, due to the rich
mining resources, as well as iron-ore, this region has always been attractive for
the neighbouring countries.
In the period of the early Middle Ages, Silesia remained under the control
of Polish and Czech princes. From the 12th century the mining of iron-ore lying
just under the ground surface, as well as precious metals came into being. The
dynamic excavation of natural resources commenced with the annexing of
Silesia into the state of Prussia in the 18th century. This resulted in the dynamic
industrialization of this region which to a large degree was of a plundering
nature (Suchocka, 2005, p. 18). From the point of view of Prussia, Silesia was a
peripheral region and its multinational demographic structure, as well as
historical and cultural conditioning led to the policies of exploitation on the part
of Prussia that were of a colonial nature (Partsch, 1911, p. 4; Lakomy, 1936, p.
16).
Following the First World War when Silesia was within the state borders
of Poland up to the Second World War the region experienced a period of
relative prosperity and development that was based on large autonomy.
However, this period was also one of huge exploitation of natural resources and
a concentration of heavy industry that was then run within the framework of the
state economic policies of Poland. The reborn Polish state needed dynamic
economic development with the aim of rebuilding the whole territory of the
reactivated Polish state, as well as creating the basis of the military sector from
the beginning.
During the Second World War and in the period of socialism Silesia once
again became “colonized”, this time on the basis of the “socialist economy”
which involved the dominating role of heavy industry, mining, metallurgy and
electric engineering, as well as the vision of the “industrial working class”.
Following the fall of the socialist economy in 1989 and the integration of the
former Soviet Bloc countries into a zone of the market economy, the region has
gone through a very difficult period of economic and social transformation
particularly characterized by social problems (unemployment), as well as
counteracting the degradation of the natural environment (Balcerowicz, 1997,
p. 353).
Dynamic industrialization of the region has been mainly associated with
the mining of pit coal whose development was witnessed in the period of
implementing the first railroad in this region between the years 1845-1847. The
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railroad was built from three sides in the direction of Silesia: from Berlin via
Wroclaw, from Cracow and from Vienna (Pawlicki, 1898, p.18).
A further factor in the development of the mining industry was the
changes in the sphere of managing the mines Up to 1860, mining law dating
from 1769 was in evidence with regard to which the owners of mines were
practically deprived of the opportunity to manage the mines, as they were
managed by the mining authorities (higher level of mining institutionDirektionsprinzip) (Kossuth 1965 p. 35). The new mining law restricted the
influence of this mining institution in favour of that of the owners whose
interest related to increasing the exploitation.
An important phenomenon which has been characteristic for the heavy
industry of Upper Silesia and the character of the surrounding region for many
decades (up to contemporary times) is the process of concentrating the industry
(Przewodnik gospodarczy..., 1938, p. 11, Balcerowicz, 1997, p. 354, p. 356).
The process of concentration involved accumulating production lines and
employment numbers in large industrial plants. This phenomenon was
particularly in evidence from the middle of the 19th century. The main areas of
concentration were those of mining and metallurgy. The process of
concentration led to the emergence of huge industrial complexes and continued
uninterrupted from the middle of the 19th century to the 1990s.
3. Silesia in the period of the socialist economy
The Polish economy after the period of occupation by both Germany and
the Soviet Union was ruined both as a result of military activities as well as the
plundering of machines and equipment by the occupants. However, it is
important to note that the production plants in Upper Silesia did not suffer
many losses as a result of military operations during the Second World War.
The biggest losses were noted where a significant amount of machines was
taken by the Soviet army from factories in Upper Silesia as loot (losses
amounted to approximately 40% of pre-war figures) (Report of the
Central...,1947 p. 15). Despite this, Silesia as the most industrialized region of
the country which had succeeded in retaining its industrial infrastructure to a
large degree, became practically the only engine of growth in the socialist
economy of Poland after the Second World War.
Furthermore, the notion of the socialist planned economy, as well as the
communist ideology caused the situation whereby the development of Silesia
was an essential element in building the “socialist society” by creating the
following: resources of large industrial classes recruited from the rural
population; social reconstruction of villages; facilitating collectivization of land
ownership; “propaganda” of economic success and industrialization as factors
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in building the socialist “consciousness”. The fact of following the role model
of the experiences of the Soviet Union in the sphere of rapid industrialization in
the 1930s (the name of the main city of Upper Silesia-Katowice was changed to
Stalinogrod after Joseph Stalin).
Alongside the process of further concentration of industry and wasteful
exploitation of pit coal resources very important changes in the social structures
took place. The society of Silesia was characterized by a strong homogeneity
that was reinforced by strong blood ties and professions (mainly the traditions
of a miner), the phenomenon of “inheriting” the profession was quite
characteristic (Czakon 2003 p. 27). The situation of homogeneity of the people
in the region changed in the period of socialism with reference to the large
migration of rural people to the industrialized Silesia which was supported by
the socialist authorities. Apart from the development of labour resources,
migration was aimed at disrupting the state of homogeneity of the inhabitants of
Upper Silesia.
Another important issue from a social point of view was the lack of
housing infrastructure due to the growing employment numbers in the socialist
industry of Silesia and large influx of people from outside the region led to the
necessity of building new flats. The result of this was the concentration of
housing districts in the form of multi-storied tower blocks situated beside one
another in districts without any recreational or cultural infrastructure. The
outdated construction technology and haste in completing as many flats as
possible led to the completion of flats of very poor standard. The construction
of housing districts deepened the negative aspect in the area of managing the
spatial areas of cities.
Another very significant effect of industrialization was the huge
degradation of the natural environment. In socialist times attention was mainly
paid to the problem of falling and moving soil due to mining activities. Serious
attention started to be paid to the problem of environmental pollution at the end
of the 1980s when the level of degradation significantly threatened the
existence of people in this area. In the region of Upper Silesia which covers
2.1% of the surface area of Poland, there was an accumulation of 42% of all
industrial waste, 25.3% of dust emissions and 31.2% of gas pollution in 1985
(Rocznik Statystyczny... 1986).
4. The evolution of the restructuring process in the Silesian industrial
region in the reality of post-socialism
The development of the post-socialist countries of Central and Eastern
Europe is associated with great challenges from on one hand, the socialist
economic, social and cultural systems that are undergoing degradation, while
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simulataneously on the other hand, these countries are becoming an element in
the worldwide processes of globalization and Europeanization in the areas of
the EU. Simultaneously, the beginning of transformation was most frequently
associated with the paradigm of neoliberalism (Balcerowicz, 1997, p. 362-364)
which led to a lot of social tension.
The process of restructuring industrial areas associated with pit coal
mining in Poland does not differ to a large extent from the programmes applied
in other European countries (France, Belgium, Germany) (Pachura, 2002, p.
260- 290), but the essential difference is the fact that this process has lasted
much shorter, as well as the fact that Western European countries have had a
much better developed economy at their disposal and greater financial
resources [Pachura, 2003, p. 260- 290). Furthermore, there is also a
fundamental difference in the abundance of deposits- the deposits of Upper
Silesia are estimated to last approximately 200 years (Gilejko 2006 p. 77). This
causes the situation of on one hand, the huge need for systemic change in the
social, economic and environmental sphere, while on the other hand, the desire
to maintain the level of mining and preserve the industrial nature of the region.
The basic difference coupled with the difficulty of the first period of
transformation involves the lack of opportunities to run an effective regional
policy or restructuring of the given region on the basis of a system of regional
policy.
5. Beginning of the process of transformation of the region
In the years between 1989 – 1999 the Polish system of territorial
organization of the state constituted a “relict” of the period of socialism which
made it impossible to run a regional policy. The state system was built in a
centralized manner with the exception of local councils, which had limited
financial resources at their disposal. This situation resulted from the same
philosophy of putting all state activities around the country into the order of a
centralized policy.
Regional authorities constituted a representative of the state, or in other
words a governor (a voivode) who was delegated and subjected to the President
of the Council of Ministers and did not have the authority to act independently
on behalf of the region (voivodeship).The role of the governor involved
distributing the money from the governor’s budget” as part of the central
budget according to the plans laid out. These funds did not constitute a form of
grants or aid but were integrally associated with the state budget.
Up to 1999 one of the few and first attempts of a solution in the process of
transforming the region was the example of Upper Silesia (the province of
Katowice from an administrative point of view). Due to mainly the social
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activity of the region with the support of the government on 5 October 1996 the
“Regional Contract for the Voivodeship of Katowice” (The Regional
Contract..., 1995) was signed which constituted the strategy of restructuring for
the region. This document was negotiated and subsequently signed by the
representatives of the state (governor, ministers of finance, agriculture and
administration) as well as the so-called social side represented by trade unions,
social and economic organizations (Majcherkiewicz, 2005, p. 265). The main
aim of the contract was to fight the huge concentration of negative aspects,
including all the regions of the country of course, but without the same intensity
in the other regions. The most significant aspects of the region of Upper Silesia
in the first years of post-socialism should be listed as follows: large
concentration of heavy decadent industries (mining and metallurgy) with the
domination of state ownership, - outdated technical infrastructure and
decapitalized production assets, congestion of communication infrastructure,
poorly developed financial and services system, degradation of the natural
environment, threat of structural unemployment and the degradation of human
settlement systems (mining districts) (The Regional Contract..., 1995).
Furthermore, (Szczepański 1992 p. 78): - the anachronic employment
structure, unfavourable structure of exports (raw materials), very low level of
innovation and technological backwardness, low work efficiency and the lack
of connection between the work input, qualifications and remuneration,
unfavourable indicators of development in civilization (child mortality rates,
death rate, occupational illnesses).
The Regional Contract constituted the first attempt at restructuring the
region with a regional focus (in its entire form) and not sectorial. Its
construction was based on a complex approach to restructuring. The
fundamental solution on which the Regional Contract was based was the
intention of increasing the level of authority in local and regional communities,
together with competence in the field of setting targets and realizing regional
policies. The basic category associated with designing and realizing the aims of
such an institution was created and was known as Local Segment. These
segments constituted local council associations that were called for the common
realization of the supra-local council’s policy of development while taking
account of restructuring and economic activation of these regions. The basic
aims of the activities of these Segments were as follows: - active fight through
the creation of new workplaces, as well as the coordination and running of
retraining and increasing professional qualifications and supporting SMEs (The
Regional Contract..., 1995). Local institutions emerging from the framework of
the Local Segments, first and foremost the Agency of Local Development, had
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to take on the form of a trading partnership company.
The internal
composition of the institution-segment included training and advisory centres,
and incubators of entrepreneurship. In the first year of realizing the Contract, 11
Local Segments were called: two agricultural and nine industrial ones. (The
Regional Contract..., 1995).
6. Closing remarks
The economic process of evolution in the region of Silesia which is
presented as an example of an area with a prominence of decadent industrial
sectors was aimed at illustrating the transformation from a historical point of
view with relation to the strategic changes in the basis of developing this region.
The basis for developing this region involved moving away from the traditional
dominance of heavy industry and mining.
The region of Silesia for decades constituted a “colonized area”, both by
the economic systems of the state (Prussia, Poland), as well as ideology
(socialism) aimed at the intensive exploitation of human resources and natural
resources. Democracy and self-governance of regional communities constitutes
the conditions necessary to work out the foundations of development and run
an efficient policy which is pro-development that is in the interests of the
inhabitants.
The distance in the level of economic development that separates the
regions of new EU member states from the developed EU member countries is
very large. Levelling off the differences in the level of development apart from
many macro-economic factors shall depend on the successful implementation
of innovative regional development strategies of the EU forces the new
member states to adopt strategies based on the paradigms of the importance of
knowledge and innovativeness in socio-economic development.
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HASTENING GROWTH OF E. EUROPE COUNTRIES
PERSPECTIVES ON DEVELOPMENT STRATEGY
Abstract: Development of E. European nations is a challenge that only few think about
it. The Globalization process that helps larger and richer nations hampers the growth
of those nations, by increasing free import and destroying local industries. The
following seven steps are proposed for assisting small countries to develop themselves:
a. Maintaining a stable regime, b. Encouraging individuals creativity and
entrepreneurship atmosphere, c. Developing a sense of social solidarity, d. Supporting
cooperation and Public Private Partnership, e. Developing and protecting indigenous
industries, f. Maintaining an independent banking system, and g. Establishing a
compulsive military or a national service. Moving along these lines could accelerate
the development of many countries.
Key Words: Development, globalization, government, corruption, entrepreneurship,
social responsibility, national service
JEL classification: O10, Q01, L80

Preface
This paper is prepared as a position paper, which expresses the ideas of
a senior development specialist who acquired his vast experience in Less
Developed Countries in Asia and Africa. For the last ten years the author is
engaged in occurrences and conferences in East Europe, partly as a consultant
and partly as a lecturer in some public institutions and Universities. From that
reason the paper is prepared as a lecture and does not always comply with all
the academic requirements.
Introduction
The Rationale for Updating the Strategy of Development
The present recession of world economy has a significant impact on
economies of many nations and also on E. European countries.. After decades
of growth of the EU only limited success could be observed in the economies
of the new members. Although the association with the EU opened new
horizons for these countries, there are still many obstacles in their way. This
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paper addresses some reasons for that shortcoming and points on several
corrective methods for accelerating their economic growth.
A Devastating Impact of the Perplexed Global Economy
The current recession of global economy demonstrates the failure of the
radical Neo-liberal Capitalism to provide satisfactory solutions and
protection against the “market failures”. The excessive desire of the free
market proponents to build a system that will solemnly maximize their profit
and ignores any social commitment led to this sick situation. This type of
desire affected not only the people in the capital markets but also had a
significant impact on many institutions and people. In many cases both
education and hard work were ignored since they cannot make money fast
enough. Resulting from the financial difficulties, which emerged from the
insolvent conditions of many corporations orthodox “free market” supporters
call for a governmental intervention. The free market ideological proponents
were forced to ask government help in contrast to their major teachings. Today
it is almost clear to everyone that pure economic globalization and world
markets concerns could not provide solutions for problems created by the
value-less greediness of the Big Business. All agree that when one country
reached bankruptcy (Iceland), scores of banks lost their solvency and citizens
lost their savings, the system must be reorganized. How to reconstruct a better
global economic order is a serious undertaking, but it is beyond the scope of
this article. This article, however, intends only to focus on the issue of
development in countries of East Europe.
Drawbacks in the Development of Countries in E. Europe
Ten to fifteen years have passed since these nations got their renewed
political independent, establishing there a free market economy and a
democratic type of government. But, despite the relative long period that has
passed there are still many differences between those countries and the original
members of the EU. One who wish to accelerate economic growth of these
nations must, therefore, acquaints him/her self with the obstacles and
impediments obstructing the development process. Below some of the main
problems in this regard are addressed.
The Negative Impact of Globalization
There is no need to address the positive effects of the Globalization
process on world economy. But, the Globalization also creates some
significant negative effects on economies that are not mature enough and were
not properly prepared for this change. Due to the globalization delusion,
Governments reduced efforts of developing their own economies, they
neglected the development of their natural resources and waited for foreign
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investors to come and do the job. Resulting from this transformation and the
growing import of foreign goods many lose their jobs and unemployment grew.
Many, professional and none-professional workers left their homeland and
went abroad seeking for work. In this way the local economy changed its face,
it became more trade oriented and less and less connected to indigenous
enterprises. Workers remittances became an important source of currency
inflow, used for consumption and financing the growing import. At the same
time the government opened almost completely the borders and enabled
unlimited imports from all foreign firms to challenge and endanger local
manufacturers. This policy put at risk most of the native firms, contributes
significantly for destroying the indigenous industries and increases
unemployment. Thus, a casual visitor to such a nation’s capital is amazed
seeing almost a virtual picture where large amounts of luxurious goods from
aboard are well demanded and sold to wealthy consumers. The fact that in
those countries so many expensive cars and luxurious goods are openly used
indicates that something wrong is happening in the local economy. This is an
indication of a false national wealth, a GNP per capita, which rests mainly on
private consumption leaving almost nothing for investment in infrastructures
and other national projects.
Corruption and Misuse of Foreign Assistance
After many nations regain their political independence they asked for
economic aid from all the relevant institutions. These institutions, like the
World Bank, the European Bank for Development, the United Nations different
agencies and other international funds, directed their assistance through national
government and their agencies. In this way big amounts of money were
generated and became available to individuals in power. This phenomenon,
which occurs in many aid recipient countries, not only in Europe, is one of the
largest corruption’s generators. From the early days of history it is known that
the linkage between power and capital produces unlimited dominance,
especially when it receives the official blessing of Government. In addition,
and due to the fact that because of the fashionable trend of Privatization many
public enterprises were soled by the government to very few individuals in
ridiculous prices, explains how the economy of many countries became
controlled by some powerful tycoons. These economies suffer nowadays from
a lack of funds for investment, their leaders depend on proper connections and
corruption is almost everywhere.
Israel as a Good Example for learning Development
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There is no question that the case of Israel is a special one. But, putting
aside all the unique problems of this nation, much could be learned from its
march to prosperity.
This year Israel celebrates its 60th anniversary with the following main
achievement: a. Population – twelve times increase, from 600,000 to 7,250,000
citizens.
b. Gross National Product – 125 times growth, from 1,5 Billion to 200
Billion Dollar
c. GNP / per capita – eleven times growth, from 2500 $ to 28,000 $ per
year.
Today Israel has a strong export-oriented economy, which survives
effectively the prevailing international monetary crises. Israel’s three
industries, Agriculture, Diamonds, and High-tech are very sophisticated and
advanced and are considered in their field as world leaders.
Despite its heavy defense burden and many troubles with it neighbors
Israel initiate and maintained a successful track for sustainable economic
growth and socio-economic comprehensive development. The major building
blocks of this strategy are detailed in the following pages, but its principal
principle is simple: Cooperation, Collaboration and Working hard
Together.
Guidelines for Proposing a Development Strategy
In order to present a comparative out look some major characteristics
were gathered and present in Table 1. Six nations is presented: Czech Republic
and Hungary, which are EU members for several years. Bulgaria and
Romania, which are the last two nations that joined the EU, Serbia, which is
still out of the EU and Israel, which is of another area. Some will argue that
the association with the EU is the key factor responsible for the faster rate of
growth of the Czech Republic and Hungary. Although the EU helped these two
nations during the last decade, I argue that there are some internal factors that
play an important role in the march to prosperity. Along the following pages I
will discuss and portray these elements, which are crucial for further
development.
The issue addressed by this paper has two facets: a. how to accelerate
the economic growth of countries in E. Europe? And b. how to maintain a
system that will divide properly the growth’s benefits? Although the answers
are complicated, it is necessary to pay attention to both of them. The lesson
learned from the last Capitalist recession, which basically was caused by
greediness and financial adventurism of irresponsible individuals forces
everybody to refer to social accountability. Thus, it is reasonable to assume that
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people in well organized nations, and their political representatives will demand
from governments, transparency, financial accountability and fairness in
distributing public funds.
Table 1. Nations in Development
Area, Sq.Km
Population
GDP ppp $B.
GDPppp-p/c
GDP - $B.
GDP- $-p/c
Labor Force
L. For. Ocup
Agriculture
Industry
Service
Exports
Imports
Exter. Debt

Czech R
78,866
10,212
266.3
26100
217.2
21270
5,370

Hungary
93,030
9,906
205.7
19800
131.4
13265
1,781

Romania
237,500
22,215
271.2
12200
213.9
9630
9,320

Bulgaria
110,910
7,205
93.78
12900
49.43
6820
2,440

Serbia
77,474
7,380
80.74
10900
52,18
7070
2,961

Israel
20,770
7,234
200.7
28,200
188.7
26085
2,950

3.6
40.2
56.2
145,8
141,4
88,74

5,0
32,4
62,6
109,3
107,5
144,2

29.7
23.2
47.1
59.75
92.09
92.76

7.5
35,5
57,0
22,3
35,3
54,01

30,0
46,0
24,0
8,824
18.35
26,24

2,0
16,0
82,0
54,16
62,52
91,25

Source: CIA- The World Factbook
Maintaining a Stable Economic Regime – Having a System that run
the country for years, steadily and effectively
This principle is addressed first for demonstrating its crucial importance.
Economic growth and development is a mission, which demands generating
many resources and efforts for achieving gains. It must be the ultimate goal of
both the regime and the people. In many cases this endeavor precedes even a
full democratization process. Decades ego, the four Asian Tigers (Singapore,
Hong Kong, Taiwan and South Korea) concentrated their efforts on economic
development while maintaining for years just a “contained” democracy. The
case of China today also well demonstrates how a less democratic country can
achieve a tremendous growth.
To make it clear, the author does not recommend renouncing democracy
in Eastern Europe. However, weak governments, which change frequently,
could not bring salvation. Governments must present a national vision
convincing its people to interpret it into a personal set of goals and objectives.
Since democracy replaces the coercion power with a demand for conviction
and inspiration, governments must find appropriate ways for generating and
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mobilizing national resources for both developing the country and bettering its
citizens standard of living.
Encouraging Private Initiative, Creative Thinking and a Sense of
Entrepreneurship
Figure 1: Number of entrepreneurs and the rate of encouraging
Number of Entrepreneurs
Small
Large
Low
I
III
Few Entrepreneurs
Many Entrepreneurs
Rate of
Low Encouraging
Low
Encouraging
Encouraging
Atmosphere
Atmosphere
Atmosphere
II
IV
Few Entrepreneurs
Many Entrepreneurs
High
High
Encouraging High Encouraging
Atmosphere
Atmosphere
There is no developed country without developed people. As in other
phenomena people are distributed “normally” by their skills, abilities and
potentials. Nevertheless it is the regime’s obligation to see that maximum
people will be maximally developed according to their talent and
capabilities. The matrix in figure 1 demonstrates the relationships between the
number of entrepreneurs and the country’s surrounding atmosphere.
The matrix presents four theoretical situations in this regard:
I. The worst situation – there are only few entrepreneurs and the
encouraging atmosphere is low.
II. An intermediate situation – there are only few entrepreneurs but the
encouraging atmosphere is high
III. An intermediate situation – there are many entrepreneurs but a low
encouraging atmosphere.
IV. The best situation – there are many entrepreneurs and the state
generates a high supporting and encouraging atmosphere.
In fact every society starts with being in situation I. Development means
moving forward on this scale, increasing the number of innovators and
simultaneous building an encouraging atmosphere in the country. It is a longterm and a continuous endeavor that could bear fruits only in due time.
It is also necessary to emphasize that whereas the number of creative
thinkers, innovators and entrepreneurs is somehow given, and is also a product
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of culture, tradition and education, creation of a supporting and encouraging
atmosphere depends on the government and the surrounding society.
Developing a Sense of Social Solidarity and Accountability
Even in the 21st Century, and despite the teaching of some extreme Neoliberal economists, people must realize that they live and act in a social
environment. The supporters of the individualistic approach and the radical
callers for private freedom cannot ignore the pitfalls of egotistic individualism.
Many agree that the present tumult in world economy had incepted due to the
greediness and unlimited wish for fast and high profits expressed and executed
by individuals who were able to take advantage of the situation. In fact it was a
very egotistic move that demands later the financial support of the general
public. The only consolation to this bad occurrence is the hope that in the
future, people and institutions will refuse to leave so much power and influence
in the hands of this type of egotistic individuals.
As a result, national leaders, prominent statesmen and social dignitaries
should promote moving back to the old cultural and traditional values of
solidarity, accountability and fraternity. Nowadays society must be
reconstructed and be built on the hundreds years old Christian-Jewish
foundations of hard work, saving and maintaining a community orient
society. Technology, affluence and prosperity should not divert people from
being responsible members of their community.
The individual self interest, which is of great important in initiating
entrepreneurship and motivating innovators to create something new, must be
properly intertwined within this type of social set ups. Future advanced
societies, which will contain a variety of economic and social flows, links and
powers, that would build and maintain a dynamic equilibrium. Such
equilibrium could be achieved when individuals’ demand for extra freedom
will be balanced by society demands for cooperation and participation. As
mentioned at the previous section, progress and advancement materialize when
creative thinking, innovation and entrepreneurship flourish. These crucial
factors depend on both the number of the qualified individuals and the support
and encouragement of the social environment.
Only a coherent community maintaining personal freedom on one hand
and ensuring solidarity and responsibility could meet both requirements.
Establishing a Constructive Cooperation & Partnership between the
Public, Private and the NGO Sectors.
One of the major leverages for a significant economic growth is
cooperation. Although competition is one of the Capitalist system main
features all parties must realize that developing a country is such a tremendous
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undertaking that it requires a joint effort of all participants. The common term
in use is PPP meaning Public Private Partnership. Neither the Public nor the
Private sector could undertake alone such a mission. The public sector usually
is short in budgets and entrepreneurs for advancing big development projects.
The private sector lacks, frequently, seeing the whole picture and encompassing
the general consequences.
Cooperation with NGOs and volunteers organizations is required
because they are better in providing humanistic and social services and they are
much more flexible and less formal in maintaining relationships with authentic
groups.
Government officials and public administrators tend to carry out
operations “by the book” whereas NGOs and businesspersons conduct their
activities in accordance with the surrounding conditions.
The point is that it is quite difficult to establish PPP because of mutual
reservation and little trust. Public officials, besides their disliking of innovating
entrepreneurs, are afraid of losing control and power. They tend, therefore, to
tie every project with endless formalities and red types. Businesspersons and
volunteers, on the other hand, strive to meet the project’s goals and accomplish
their undertakings within the shortest possible time. As private persons they see
no place for such a firm supervision, which inhibits operations and increases
cost.
This type of complex relationships and concealed emotions exists in
many countries. Their existence does not hamper too much the course of life of
the already developed nations. But it is a crucial issue, which significantly hold
back the development of Less Developed Countries.
Developing Indigenous Industries and Protecting Local
Agriculture and Industrial Enterprises
The Globalization mood confuses both thinkers and practitioners in Less
Developed Countries. Apparently the global market was opened for their
products and services and they were able to increase their export and gains from
the International trade.
But, in reality, a contradictory situation emerges, import grew fast and
products from all over the globe dump the local markets. Consequently, one
can see in stores of many Eastern Europe cities all kind of merchandize
imported mainly from Asia and China in particular. The misfortune is even
greater when conserved and processed food, made in Europe, is imported,
replacing local suppliers and indigenous manufacturers. This open borders
and free trade policy in many cases is wrong. Even if such a policy enables
having in the local market much merchandise in relative low prices, a favorable
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situation for local consumers, it pulls the carpet under the local manufacturers
and beats the economy.
Sixty years ago, the classical development theory writer (Joseph
Schumpeter) allows and even recommends to have some grace period for
“baby industries”, which need such a period for building themselves and
engraving their share of the market. It is, therefore, unfortunate to see how
governments forgot, or maybe dismiss this recommendation and by a naïve or
even mistaken policy contribute to damaging their own economy. The bravest
entrepreneur and the most devoted manufacturer cannot compete with
unlimited and wild imports in dumping prices. A similar story is with the
agricultural sector. It is a well-known story that the main large members of the
EU maintain a policy that supports and subsidizes heavily their agriculture.
However, when it comes to Eastern Europe they export their surpluses to these
countries preventing them from having their own protective policy. In this way
they significantly harm the local agriculture.
Setting up an Independent Banking System keeping politicians out of it
The present crises of world economy was caused mainly because greedy
individuals and institutions preferred to run risky operations out of the
traditional conservative banking system. In some East Europe countries
independent financial transactions lead to improper use of foreign aid moneys.
In others, flows of remittance payments and other amounts of free capital
transferred and injected into the country in unofficial ways and by so encourage
misuse of funds and enable the spreading of corruption.
Using the political establishment or the legislature for fighting against
corruption and improper use of money is a time consuming endeavor and a
very tiresome undertaking. Such a move is feasible and has some chances of
success only if a strong, professional banking system will be maintained and the
government will steer all its financial operations through it. Even for this move
firm relationships and mutual understanding must be reached with foreign
banks and with the European and the World banking systems. It is not within
the scope of this paper to deal with all the details and the technicalities of the
proposed policy, but without changing the current situation development will
suffer.
Establishing a Compulsive Military or National Service
Last but not least, we believe that it is good for the country and it is very
important for its young people to experience some kind of compulsive military
or national service. Young people must feel and realize that after graduating
from high school they are obliged to give back something to their homeland.
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Such a service could contribute to deepen their patriotic feelings, encourage
their sense of social obligation and prepare them better for further high
education.
Conclusion
Economic development as such is a complex issue. Economic
development of small nations with almost no natural resources and lack of
comparative advantage is even more complex. Accelerating economic
development of a country that sees itself as an advanced one and feel as part of
Europe is much more complex. Like in other issues, the necessity of
development and the ability to carry it out contains three phases: Recognizing
the need for change, diagnosing the main maladies and recommending on the
relevant strategy for progress. This paper tries to follow this line of thought
emphasizing the crucial role of both the people and government and their
ability to have common vision and objectives while maintaining a collaborative
partnerships.
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A CHALLENGE FOR THE TOURISM INDUSTRY: HUMAN
RESOURCES
Abstract: This paper aims to address the issue of human resources development,
especially of education and training of people in an industry that heavily depends on the
performance of its employees in dealing directly with the customer.
In a changing world, the tourism industry is changing also, globalization and
technology are important factors in this respect, and human resources have to keep
pace with all these changes
Key words: human resources development, tourism, education, globalization
JEL classification: J5, J6, L8

A changing tourism industry; globalization
The late ‘60s and ‘70s developed mass tourism in and from the
industrialized countries as a product. The overall economic growth and other
socio-economic changes, technological revolution, new management practices
have transformed the tourism industry from mass tourism to the so-called new
tourism, which has a connotation of responsible, green, soft, sustainable tourism
and refers to the diversification of the tourism industry and the development of
its niche markets. In the new tourism competition is increased due to
diversification and market segmentation (ecotourism, cultural tourism,
adventure tourism).
Customizing the products to the individual needs of the clients plays also
an important role transforming this industry. Nowadays, clients with their new
behavior and values direct the changes in the industry, the new tourists being
more experienced travelers. Having more experience, being more flexible and
independent are generating the demand for better quality, more value for
money. The population is ageing; household size is decreasing and has higher
disposable income, which takes us to a new customer profile. Changing values
are creating demand for nature-oriented environment-protection vacations.
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If on the demand side consumer preferences for more flexible services are
developed, on the supply side technology plays an important role in engineering
new tourism. The application of technology to the tourism industry allows the
supply of new and flexible services that are cost-competitive. Suppliers can
react rapidly to market demand they can offer new combinations of services
and improve costs due to new technology: computerized reservation systems,
management information systems, video brochures, teleconferencing,
electronic funds transfer system, a.s.o. Use of the Internet for booking and
planning expanded rapidly. The quick spread of information technology in the
tourism industry improved production efficiency and services quality.
There are several driving forces of globalization that have an impact on
tourism:
Liberalization of air transport: is the key determinant in the development
of tourism industry and is mainly located in industrialized countries. It is
expanding twice as fast as the general output of the world economy, with
further growth potential over the next decades.
Liberalization of trade in services: trade in services comprises the crossborder movement of services; movement of consumers; commercial presence;
presence of natural person, according to GATS (the General Agreement on
Trade in Services) standards.
Economic integration: world economy is facing two important trends,
globalization and regionalization. In this context companies and countries
develop different strategies in order to become more competitive. The shifting
patterns in production and consumption resulted in the rise of new international
tourism destinations and in new challenges in terms of investment, human
resources development (training, labor mobility).
Information and communication technology in the hotel, catering and
travel sector: computerized reservation systems and global distribution system
have become the main distribution and marketing tool in the international
tourism trade; they enhanced the efficiency of travel agents.
Emerging use of Internet for marketing and sales has given rise to
electronic tourism markets and at present tourism is among the most important
application areas in the World Wide Web.
Human resources in the tourism industry of tomorrow
People are an important resource to most organization, but in the service
sector it is often the human resources that represent the key factor in delivering
successful performance.
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Worldwide employment is estimated to reach 250 millions jobs (1 in
every 11 jobs) according to the World Travel and Tourism Council. The
industry employs a large proportion of young and female employees and has a
large number of part-time and seasonal workers. Also it is characterized by high
staff turnover, recruitment difficulties, and poor level of training and low pay.
In these conditions, the challenge for managers is to recruit and retain
well-motivated employees. In order to do this, employers may offer more
training opportunities, provide higher levels of payment and redesign of jobs
and roles through:
• job enlargement (jobs are made more interesting in the way there are more
tasks to carry out),
• job rotation (employees rotate jobs between them so that teamwork is
encouraged, knowledge and skills are gained),
• job enrichment (employees are empowered to make decisions),
• job sharing (between two or more employees thereby sharing
responsibilities.
From the customer’s point of view the immediate evidence of service
quality occurs in the service encounter when the customers interact with the
organization, it is a moment of truth. The tourism industry presents particular
challenges in the management of the face-to-face encounter due to the
fragmentation of the customers’ experience, in a holiday package being
involved a wide range of intermediaries (travel agent, insurance company,
transport, hotel, tour services, emergency services, etc).
The nature of tourism activity, its fluctuation, has as effect the creation of
mainly atypical jobs (part-time, seasonal). This makes difficult the working
conditions, with high risks. How can be transformed this reality in order to
allow to those working in this sector to see a personal and professional future?
At the European level a study was developed that concluded that the working
conditions are difficult. In eight EU countries the working time is more then 40
hours a week. In five EU countries more than 30% of the employees have labor
contracts on limited time. The part-time job is for more than 50% of the
employees in Holland and up to 50% in Scandinavia.
In a world of increased competition for tourism destinations, the future of
the European tourism depends on the service quality. This objective asks for
professionalism of those that work in the industry. The tourism companies have
in consequence to recruit young people and to develop their loyalty through
attractive working conditions and perspectives for their professional
development.
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In such an industry, highly seasonal, and where defining the final product
is equivalent to putting together many different services, the role of social
partnerships becomes essential in order to:
• negotiate acceptable conditions for everyone
• reduce the precarious character of employment
• develop continuous training over the professional life
Dealing with the education of human resources for the needs in tourism
we speak about a permanent education, training and improvements. The
fundamental principles which are important in the educational process
(education, training, improvement) are the following: motivation, individual
differences, knowledge and transfer of knowledge.
Training is considered as a tool of management of human resources for
the needs in tourism. Successful training depends on factors like: Systematic
approach which includes a needs assessment, stable formation of the
programme itself, and evaluation of results.
Due to the new developments in the tourism industry, there are some
fundamental changes that are to be made in the education of workers:
• take into account both the company needs that deals directly with the
customer and the individual needs of human resources who are employed
in the tourism sector;
• big efforts to adjust the needs of companies in this sectors to the individual
needs of every tourist;
• encourage permanent education in tourism sector;
• training for individual education;
• establishing systems of continuous learning and efficient transfer of
knowledge;
• exposure of interdisciplinary knowledge;
• training for change management.
According to the present needs and demands in tourism the education
alone is no more sufficient. Is needed an aggressive strategy in the field of
education of human resources for tourism.
The most successful organizations in global competition are those that in
the area of human resources are innovative, are capable to adapt quickly to
changes in the environment, have a cooperative style of management, learn
quickly and change rapidly their procedures, accept human values, their
employees have the ability for fast learning.
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The human resource function was constantly improved at the company
level, so that we can identify now more demanding functions, more specialized,
more responsible.
The companies that register above average success are those where
employees are motivated, have the ability to adapt quickly, have flexible
development strategy, have a democratic style of management, have respect for
individuals, and are learning fast.
The companies that register below average success have no innovation, no
adaptation to new conditions, rigid development strategy, autocratic style of
management, no willingness to learn, lack of respect for individuals. The main
reasons that can be identified are poor organization, low level of knowledge,
missing work experience, incapable leaders.
An important factor for the success of the tourism activities is qualified
personnel. The main task of the human resources department is to closely
examine and satisfy its personnel needs and taking care of the training and
motivation of employees.
The modern organization use more and more active methods for training
human resources in the tourism industry like discussion methods, role playing
and case studies. A lot of emphasis should be put on training for computer
work.
Employee training policies fall in the responsibility of the whole
management team, not only human resource department. In order to be
competitive and to further develop an organization, including a tourism
organization, it is necessary a regular employee training. The company can
fulfill its goals having as a main tool the employee training. Important attention
is to be given to the content of training programs that should be based on the
needs of the employees and their work. Training and improving employees’
qualifications is needed not only for the current job but also to the adaptation to
new working conditions.
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CREDITOR CONTEST IN A WORLD WITHOUT
BANKRUPTCY
Abstract: In this article a simple model of creditor behavior is developed to analyze the
implications of a first-come, first-served rule in the case of investor bankruptcy.
Creditor behavior is assumed to be a monitoring contest. Since the monitoring contest is
very costly, interest rates are high. The model provides interesting implications for the
design of bankruptcy rules. It also provides a motive for financial intermediation.
Key words: Bankruptcy; Liquidation, Monitoring, Contest
JEL Classification: G33

Introduction
This paper examines a simple model of creditor behavior in a world
without bankruptcy. If a debtor is unable to honor his loan contract in a world
without a regulated bankruptcy procedure, creditors seize the debtor’s assets in
order to be compensated for unpaid debt. If a creditor is able to seize assets first,
he is likely to be repaid. The next creditor trying to seize assets has already
fewer assets at his disposal, since the common pool of assets was reduced by
the first creditor. This process continues till there are no further assets left.
Usually, the debtor’s assets do not cover all his debts, meaning that in a world
without bankruptcy creditors liquidate debtor’s assets under a first-come, firstserved rule.
It is assumed that the creditors monitor their debtor closely in order to be
first in line in case of debtor insolvency, thereby increasing the probability to
get paid. The result is a creditor monitoring contest. The better a creditor
monitors his debtor, the higher the probability of being first in line to seize
assets. Moreover creditors are likely to ignore any possibilities of restructuring,
since their actions during the above mentioned liquidation process are
uncoordinated. Therefore it is safe to assume that some portion of the assets’
value is destroyed in the process. Arguably, the destruction of firm value
resulting from uncoordinated liquidation actions by lenders is the main reason

85

Revista economică

for existing bankruptcy rules around the globe. But as the following model will
show, it is not the only reason. If a creditor monitoring contest takes place,
creditors must decide how many of their resources they want devote to
compete. These resources make a loan contract in terms of interest rates very
costly. As result bankruptcy rules are in fact rules to protect creditors from
themselves, instead of protecting the debtor from his creditors.
The model was inspired by papers of Longhofer and Welch.1 Longhofer
developed a model very similar to the one that follows. In his model the
probability, that the lender will learn the projects outcome first is exogenous.
The main contribution of the following model is that it provides a new model
structure with an endogenous probability of learning the projects outcome first.2
Welch also applies contest theory to a bankruptcy problem. His work differs
from this paper, since in his model a contest between creditors takes places in a
world with bankruptcy rules after the debtor declared insolvency. In this paper
the contest happens before the debtor is bankrupt.
The paper is organized as follows: section 1 presents the model structure,
in section 2 the monitoring decision based on a creditor contest is analyzed. The
final section 3 draws some conclusions in a short résumé.
Model
Assume there is an investor with the possibility to run a business, but he
owns no funds. He needs an initial investment to start the business. For
simplicity, suppose that two creditors
provide the needed amount of
money. Suppose that is also indicating the order in which creditors sign a
contract with the investor. The loan agreements obligate the debtor to repay ,
at
.
At
each creditor lends
with
because the
creditors as well as the investor are cash constrained. With no loss of generality,
. Creditors and investor have no
creditor lends more than creditor :
possibility to secure the credit. The credit market is assumed to be perfectly
competitive.
The investor can invest the amount in a risky project. The project has a
high cash flow
at
with exogenous probability and a low cash flow
with probability
.
The entrepreneur can repay his creditors only in case of a success. The
creditors have to find out which state of the world has been realized. In
1

See Longhofer (2004) and Welch (1997).
Where Longhofer (2004) simply assumes, that the probability will be
will show, exactly why it has this value.
2
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creditors receive the information if the debtor is able to pay his dues. They
receive information about the realized cash flow.
Especially, they learn if the cash flow is sufficient for the repayment.
Conditional upon the observation at date 1 a creditor decides about the
continuation or liquidation of the project. The term “liquidation” refers only to
the removal of the control rights over the assets from borrower. In case of
default the control of assets is assigned to the lenders. Creditors prefer to
and to continue if
. The sufficient
liquidate if they observe
conditions for this to hold are:
(1)
The lender’s decision to monitor the debtor depends on the probability to
be able to seize enough of the debtor’s assets to satisfy his claim. The
. The
probability to be the first in turn depends on the monitoring effort in
structure of this decision problem is like a contest among the creditors.1 A
contest is a game where each player must decide how much resources or effort
to exert, thereby increasing his probability of winning.2 The assets of the debtor
under a first-come, first-served rule (”the Rule”) are allocated to lenders in a
manner that is best described as “the devil takes the hindmost”.3
The first creditor commencing bankruptcy at the court is also the first
who is allowed to seize assets. As a consequence of the Rule, the items seized
by one creditor could not be claimed by the competing creditor because these
items are already no longer the debtor’s property (rivalry of seized items).4
Therefore every lender seizing items provides a negative external effect for the
other lender. Firm’s assets often have the feature to generate synergy effects
which means that the value of the firm is more than just the sum of all asset
values.
If a creditor removes assets he likely destroys firm value by reducing
synergy effects. The rush to transform assets into cash (asset fire sales) destroys
some firm value. Even a single creditor who seizes the complete liquidation
value could be harmful to himself, because asset fire sales cause a disposal of
liquidation value. Moreover, unilateral, uncoordinated liquidations may ignore
better possibilities of asset redeployment or a single creditor is simply not able
1

See Hirshleifer(2001) for a theory of contests.
See Wärneryd(2001) for a distinction between fair and unfair contests.
3
See Bowers(1997), p. 92. Due to its nature the Rule has a lot in common with a
childhood game called ”Musical Chairs” also known as ”Going to Jerusalem”.
4
See Bowers(1997)Bowers97, p. 91.
2
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to run the business like the entrepreneur did. To capture these effects, it is
assumed that an unilateral liquidation (firm run) always results in the disposal
of the portion of liquidation value .
As project matures at
creditor receives the repayment
in
return for lending from the project’s cash flow . The lending market is
perfectly competitive, so that each creditor earns zero profit in equilibrium.
Both creditors and the investor are risk neutral and maximize profits.
Monitoring decision and creditor contest
be the probability that lender learns at
that
Let
given the vector of the creditors’ monitoring effort
. The probability to discover insolvency first
depends on the monitoring effort of lender and the monitoring effort of the
other lender.
(2)
The probability
is contest success function. There is also the
possibility to model this probability with the exponential function and
differences of monitoring effort. But then a creditor could find out about by
chance without exerting any effort. Although such a situation may occur in
practice it is also clear that it more an exception than a rule. Hence the contest
success function as a simple fraction “we over us plus them”.
If none of the lenders monitors the debtor, insolvency is not recognized
by them until period 2. An implication of equation (2) is that a lender who
assigns no resources to the contest has a winning probability of zero while his
opponent will win with certainty, since
and
are likelihoods. The
lenders’ monitoring contest is considered to be a fair contest. In an unfair
contest the monitoring efforts in (2) would have different weights. In this
manner the monitoring effort of a lender would be more efficient.1
The monitoring decision depends on the prize to win the creditor contest.
For creditor the prize of winning the contest
is the exclusive right to seize
assets as first. Obviously the value of this prize
depends on the liquidation
value. If a creditor loses the contest he gets whatever is left after the winner
took his stake away from the liquidation value of the firm. The value of the

1
See Clark(1998) for unfair contests in general. Such a contest is called unfair because the
probability of winning is not independent from the characteristics of the contestants.

88

Nr. 3 (46)/2009

second prize is
depends also on the liquidation value, the claim of the
winner and the destroyed value .
The winner of the contest at best gets back his share or the hole bunch of
assets thereby destroying the fraction of liquidation value:1
(3)
The loser takes the rest if any which is:
(4)
each lender has to maximize his payoff out of the

This means at
creditor contest:

(5), given
the optimal response
of his opponent. To solve this contest game, the first
order conditions are derived, set equal to zero and solved after
and
. As
a result we obtain the optimal monitoring efforts
and
:

(6)
The equations for the optimal monitoring efforts reveal the driving force
behind the creditor contest. It is the difference between the value of winning
and losing for each creditor :
(7)
Liquidation value
Contest result
Creditor 1
Creditor 2
Liquidation value
Contest result
Creditor 1
Creditor 2
Liquidation value

Win

Loss

Win

Loss

1

We assume for the sake of simplicity that is independent of the assets that the winner
took away. A more sophisticated model should capture the effect
.
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Win
Contest result
Creditor 1
Creditor 2
Table 1: Some Differences

Loss

between winning and losing the contest

An additional observation now helps to further simplify the structure. As
table 1 delta shows clearly, the differences between winning and losing are
always the same for both opponents for a given liquidation value
and a
fraction of it that is destroyed :
(8)
Using all these results, the optimal monitoring efforts simplify to:
(9)
Given the optimal monitoring strategies it is now easy to calculate the
probability of winning the contest for each creditor:
(10)
Equation (10) confirms the assumption by Longhofer, that the
probability of observing the bad state of the environment will be
.1
With optimal monitoring efforts and the winning probability in
equilibrium, we are now able to calculate the equilibrium contest payoff:
(11)
what only means that although both lenders devote the same resources to their
contest, they have different expectations, what about they might get out of it.
Note that up to now the amount of money the lenders gave as a loan in
is
the only distinction between creditors.
As a consequence from equation (9) the creditors are willing to devote
half of the difference between winning and losing to the contest in order to
win it:

(12)
1

See Longhofer (2004).
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A bankruptcy procedure should avoid these costs or at least it should be
able to allocate the liquidation value at lower costs.

Figure 1: Liquidation value

and optimal monitoring effort

Equations (9), (12) and table (1) show that the monitoring cost reach a
maximum for
, since the difference between winning and losing
reaches a maximum. The contest is losing gradually its bite as the liquidation
value reaches zero, since there is not much left worth fighting for. As for the
liquidation value is reaching the investment sum , the contest is also getting
softer. Figure 1 shows the optimal monitoring effort in equilibrium for
.
in
?
What is monitoring contest’s impact on the agreed interest
Both lenders have to anticipate the creditor contest. The resulting contest costs
given a liquidation value
, a fraction and a borrowed amount of
money have to be incorporated into the interest .
Lets assume that the liquidation value is uniformly distributed over the
domain
and both creditors share the same knowledge about the
resulting probability density function
.1 The expected payoff for both
lenders before signing a contract with the debtor can be calculated as:
(13)
with
,
and
as expected values for the three different domains of
liquidation value . More precisely they can be computed as:
1

A specific assumption about the probability distribution function has no impact on the
character of the following results.
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(14)
(15)
(16)
Let’s now assume fraction of the liquidation value is zero.1 Under this
assumption the creditors sets repayment
for a loan contract over the amount
equal to:
(17)
with superscript
indicating the repayments for uncoordinated liquidation.
The interesting question is now, how much “damage” is the monitoring contest
of creditors causing? To answer this question the social welfare is chosen as a
measurement. All welfare is transferred to the investor, since the lending
market is perfectly competitive. Social welfare is equal to the gains of the
project in case everything is going well:
(18)
The reference point for comparison is a fully coordinated solution of
bankruptcy. A bankruptcy procedure coordinates the liquidation activities of
both lenders in order to preserve the common pool of assets and thereby
maximizing payoffs for the lenders. Under the given assumptions a bankruptcy
rule allocates the assets proportional to the borrowed amount of money. Hence
agreed repayment of creditor would be calculated with:
(19)
(20)
where the superscript indicates a fully coordinated resolution of insolvency.
Social welfare in this case is:
1

Again, this has no effect on specifics of following results. It is merely a simplification.
Otherwise case differentiation will be necessary adding no further insights other than the
ones presented here.
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(21)
The loss of social welfare caused by the creditor contest is the difference
between the welfares of a fully coordinated solution and the uncoordinated
solution:
(22)
This fairly simple equation tells an interesting story. Recall that the only
distinction between the creditors is the individual loan amount . Without any
other characteristics the loan amount is the driver of social welfare loss.
Moreover we are able to calculate exactly, when the welfare loss is worst.
Equation (22) can be rewritten as:
(23)
If this expression is differentiated with respect to
equal to zero the result is:

and solution is set

(24)
If the creditors give exactly the same amount
as loan,
then the creditor contest will produce the worst result in term of social welfare.
A second look at figure 1 leads exactly to the main idea, why it must like this.
Ceteris paribus the monitoring effort reaches a maximum, if the liquidation
value equals the amount of the smaller creditor (for
). If the two value
and
getting closer to each other the monitoring effort increases
accordingly.
A debtor should therefore have one big lender and one small lender. If
the debtor only uses one financier the problem of the contest disappears. In the
financing stage the debtor should search for lenders with big differences within
their characteristics, because this helps to relax the creditor contest in a world
with bankruptcy and thereby reduces repayments .
The same argument is valid, if we consider monitoring costs. Note that
the underlying assumption was a one-to-one relation between monitoring effort
and its associated costs. If this is true for both creditors, the costs of monitoring
are equal, i.e.
. If the assumption of equal monitoring costs is relaxed
the creditors get an additional feature of distinction. Not only does this change
the costs of monitoring,
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(25)
it also changes the winning probability.
(26)
The total costs of monitoring in this case summarize to:
(27)
Given these results the repayments can be calculated:
(28)
With the reference point of a coordinated bankruptcy resolution, it is
possible to derive the social welfare loss, if creditors have different costs of
monitoring their borrower:
(29)
Figure 2 shows clearly the impact of different cost characteristics for the
lenders. The bold black line represents all places at which
. The debtor
could relax the creditor contest at
by choosing at
a creditor with
low costs of monitoring and another with high cost of monitoring. Ceteris
paribus the greater the difference in monitoring costs between the creditors, the
softer the contest and hence the smaller social welfare losses.
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c2

Figure 2: Cost characteristics and welfare loss
Résumé
The exogenous probability of Longhofer was confirmed. But this
assumption is fragile. Here the monitoring effort has a one-to-one relationship
with its associated costs of monitoring. If we allow different monitoring costs
for each lender (i.e.
), Longhofers assumption of a probability is
instead it becomes:
not
(30)
Since Longhofer assumed there are no costs of acquiring the information
leading to a liquidation decision by a lender, probably all his results have to be
reviewed. On the other hand, he did not model a creditor contest to explain
probability . Insofar the given model is able to explain under which conditions
the result of Longhofer for the uncoordinated liquidation remains intact. A
winning probability of
can only be reached, if both creditors have
identical monitoring cost functions, i.e.
for
.
The different characteristics also explain why somebody would need a
specialist to finance projects. First, a specialist could lend higher amount and
second he has lower cost of monitoring, might even he invest into a new
technology to further decrease his costs of monitoring. This explains the need

95

Revista economică

for financial intermediation in a world without bankruptcy. Welch developed a
model in which he considered a contest in a world with bankruptcy. In his
model the contest occurs after insolvency. He simply assumed that one of the
contestants has lower costs (in his case litigation costs). In the given model this
was not even necessary. If the debtor can chose his creditors at financing stage,
he will search for one creditor with a competitive advantage over the other.
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MANAGEMENT MISTAKES IN CONTEMPORARY
CORPORATE DECISION-MAKING
Abstract: Intensive and extensive, radical and dynamic changes in the today’s
environment require adjusted, creative and innovative managerial developmental
solutions, also based on the fuzzy logic, needed for strategic decision-making in
contemporary business conditions, otherwise the management cannot be able to
successfully ensure further existence and development to the organisations. Although
the state of crisis in the company can be affected by various interrelated external and
internal causes, which as to intensity and appearance vary by company, the essence of
the causes surely lies in the management of the company. Despite the fact that the
hypothesis of existing a pattern of management mistakes which follows the changes in
political and economic environment cannot be completely reliably confirmed some
outlines of such pattern are in spite of all seen. In highly complex business environment,
characterized today by financial crisis, recession or slowdown of world or national
economies, when much more fuzzy logic in management decision-making is needed,
management mistakes can derive also from incapabilities to cope with such complex
environment.
Key words: complex environment, crisis, decision-making, management mistakes,
transition
JEL classification: M10

1. Introduction
From business practice and academic literature it is well known that
management mistakes can be a prevailing internal cause of corporate crisis.
However, the management mistakes are usually treated as a homogeneous
group neglecting that they are actually deriving from different basis,
circumstances and periods. A classification of management mistakes are
sometimes recommended, especially when crisis solving or radical changes is
needed in a company in order to improve the chances for further existence and
faster development. In highly complex business environment, characterized
today by financial crisis, recession or slowdown of world or national
economies, when much more fuzzy logic in management decision-making is
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needed, management mistakes can derive also from incapabilities to cope with
such complex environment.
In this empirical and comparative article we tried to find and form a
pattern of management mistakes characterised for a country in transition where
business conditions changed dramatically in short period of time. Based on
several empirical researches and author’s own strategic management and
restructuring consultancy practice in 57 companies from various branches in
Slovenia from 1994-2008, working also as crisis management, some
managerial implications are formed as a conclusion of the paper. Despite the
fact that the hypothesis of existing a pattern of management mistakes which
follows the changes in political and economic environment cannot be
completely reliably confirmed some outlines of such pattern are in spite of all
seen.
2. Roles and tasks of contemporary management – review of key findings
A theoretical frame of today’s business can be presented by at least
fifth theories which on the basis of theoretical discourse influence the forming
of various business approaches and models, and at the same time they lower the
reliability and applicability of corporate ling-term planning. These theories are:
theory of chaos, theory of complexity, theory of contingency, “gestalt” theory
(theory of shape) and theory of synergy. The afore mentioned theories are not
newly discovered and their roots already date back to the 60ies, although they
are more easily utilised for interpreting the contemporary corporate
developments today in comparison to the mechanistic or the basic statistical
views.
In the past managers have frequently relied upon the general
managerial approaches containing the key presumption that a defined level of
predictability and order exists. Such presumption, based upon the Newtonian
science as the base of the scientific management, stimulates the simplifications
that are useful in regulated circumstances. Since the circumstances change such
simplifications are (no longer) not useful. If short and middle term plans are not
sufficient or directly applicable for planning the strategic developmental
orientations (the future of the company in question), since the latter had been
prepared according to the corporate circumstances in a particular environment,
and the circumstances have significantly changed up-to the point of their
implementation, the corporate vision i.e. the visionary capability of the
management becomes much more significant as it defines the corporate “course
of navigation” (development).
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Therefore, since the developments in the environment ever more
intensify, while simultaneously being less linear and predictable i.e. predicted,
developments in the environment must be accordingly more attentively
monitored and the company simultaneously adjusted (actively or reactively,
evolutionally or revolutionally) to such changes. This, once again, places
continuous attention and preparedness for changes in front of the management,
as the passive approach cannot be successful. This does not only concern well
developed systems and development of processes in the environment but also
their introduction into the company and the adjustment of the company to the
detected changes. One can determine that the previous managerial models and
patterns represent a useful aid, although not sufficient. Modern, quality strategic
management becomes even more significant for efficient and successful
operation of the company, while strategic decisions, containing a wide
spectrum of possibilities of decision-making, must be passed more rapidly and
in ever more uncertain circumstances, which demands continuous attention and
activities of the management. There will ever be less opportunity for a slow,
intrinstic and non-creative operation i.e. operation without a visionary
brightness and knowledge of most various factors of the contemporary
environment and the contemporary forms of business operations.
Research has shown that the managers who are successful in the
circumstances of higher level of turbulence in the environment much better
comprehend how to design an organisation (the management, culture,
structures, entrepreneurial behaviour) that is to be successful in such an
environment. Internally orientated managers operating within the so-called
closed minded system are less successful on average (Snowden in Boone 2007;
Underwood 2002, 53). Managers leading a company in particularly demanding
and open competition environment much more rapidly and successfully
develop efficient strategic approaches in comparison to e.g. managers in
monopoly or state-owned companies not facing the competition i.e. the global
competition.
Although there is an abundance of data and analyses experienced
managers under pressure must rely upon the right instinct in regard to passing
difficult decisions (Matzler, Bailom and Mooradian 2007); this frequently
exposes intuitive decisions in front of the analytical and routine ones, while
there is ever less possibility and opportunity for the latter ones. Routine
decision-making is effective on one hand but it possesses limited effectiveness;
analytical decision-making is rational, but it soon surrenders when faced with
complexity. Therefore, particularly in complex circumstances intuitive
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decision-making prevails – based upon thoughts, ideas having its roots in the
deep memory (Tavcar 2008, 144).
The increased complexity of the strategic management is influenced
also by changed tasks, jurisdictions and responsibilities of managers that, due to
contemporary characteristics of business operations, do not only include
responsibilities for the organisational unit (company, corporate system, sector,
department) but for the entire planning, harmonisation, leading and monitoring
the operations that, with the use of strategic partnerships, capital mergers,
outsourcing etc., do not take place merely within “their” organisational unit but
also in other companies. Consequently, responsibility for the successfulness of
“one’s own company” (organisational unit) is replaced by the successfulness of
operations superseding the company, while this is crucial for the successfulness
of the company (corporation, legal entity) itself being managed. The
management in this case also master the relations with other participants,
frequently operating in other countries i.e. in different political, economic and
social environments, if they are to fulfil the afore mentioned role that deviates
from leading the company to leading operations. This, once again, requires
new, additional competences that might not have been mandatory in the past.
Such operation can only be mastered by a global manager (Ernst 2008, 323)
with global reasoning, cultural adjustability, multi-cultural values, cultural
intelligence, and capability for learning and global managerial competences.
If changes in the environment become ever more frequent, more rapid
and less predictable what rules or formulas are to be followed by the
management in order to avoid the emergence of a latent or acute crisis in a
company and further assure existence and (rapid) development? Due to
particularities of each individual case (company) there is actually no formula.
Therefore, in regard to contemporary developments in the environment, the
corporate practise permanently develops new approaches on how to survive
and be successful in such a turbulent, complex and chaotic environment, and
they are all based on the inevitability and continuity of the so-called three-level
action:
• monitoring the developments and changes in the environment,
• transfer of present and future characteristics of the environment into the
company,
• implementation of changes in the operations of the company, based on this.
Only in this way a company can respond to the turbulence in the
environment that is beneficial from the point of view of its operations today and
totally hostile tomorrow, while the three-level action must not be a temporary
or occasional task but a means of the continuous operation of the management.
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In our researches (Dubrovski 2004, 2004a, 2009, 2009a) some following
characteristics of roles and tasks of contemporary management can be
summarised:
•
operations of an individual company must not be opposed to the basic
characteristics of the general macro-trend of the today’s environment
(internationalisation, flexibility, informatisation, marketing, innovativeness),
while it is most beneficial, if they are completely harmonised, meaning that the
company, when setting-up the vision and strategic orientations for ensuring
further existence and development, must account for continuous development
of new managerial approaches and methods besides new products and services
and new technological and manufacturing procedures;
•
contemporary company is simultaneously flexible, agile, dynamic, flat,
virtual, network-organised, modular, adaptive, project-organised, intelligent and
continuously learning, as it contains all characteristics of the afore mentioned
connotations;
•
changes in the contemporary corporate environment in all domains are
extremely dynamic, turbulent and unpredictable, and the latter demand
permanent adjustment of the company by preparing and implementing both
active and reactive on one hand and evolutionary and revolutionary methods of
company renovation; “hyper-competition”, i.e. dynamic and unpredictable
environment requires flexible, innovative and creative organisations that can
rapidly adjust to the altered rules of the competition arena;
•
developments in the contemporary environment are not predictable nor
linear (linearly proportional) but are based upon the most various events and
phenomena that frequently cannot be causally linked (cause-consequence
relation), while this fact burdens managers when planning the long-term
development;
•
dynamic changes in the environment and unpredictable changes face
the contemporary management with continuous preparedness for implementing
changes with the use of the three-level model (monitoring, transfer,
implementation) in order for the company to follow changes in the
environment;
•
since the changes bring about new quality in a dialectical way
(negation of negation) routine decisions, based on similar previous events in the
past, become less useful, while analytical and moreover decisions having
intuitive character become significant, when solutions are sought outside the
well-established reasoning frameworks based on innovative and creative
approaches;
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•
numerous business models that might have represented the basic frame
for decision-making in particular previous situations are (no longer) not
applicable or their applicability is significantly reduced due to numerous
limitations or invalidity of presumptions that they are based upon; in
contemporary business circumstances previous (archaic) managerial models,
approaches, stiles and competences (skills, knowledge and capabilities) are no
longer sufficient, therefore, new ones, frequently innovative ones, have to be
created;
•
on one hand extreme intensity of changes in the macro and microenvironment and, on the other hand, inapplicability or limited applicability of
previous models, methods, procedures and approaches places the management
in an extremely demanding position, since in the circumstances of incomplete
information, risks and uncertainty, when the previous practice (routine) or preprepared plans cannot be relied upon, the most optimal decisions have to be
made, frequently radical ones, while being time pressured;
•
therefore, due to the all afore mentioned, the role and complexity of the
management (in the so-called demanding or chaotic context) increases, while
the headway in the information-communication technology and models for
predicting the future does not substitute the management but can only serve as
an aid and support; and moreover, due to the very extreme headway in most
various technologies and the extent of the available information, frequently
non-processed and even contradictory, the subjective assessment of the
management including the social, environmental and ethical responsibility is of
the key significance.
Intensive and extensive, radical and dynamic changes in the
environment require adjusted, creative and innovative managerial
developmental solutions, based also on fuzzy logic, needed for strategic
decision-making in today’s business conditions, otherwise the management
cannot be able to successfully ensure further existence and development to the
organisations.
3. Causes of crisis
A crisis is inseparably connected to contemporary companies
(organisations). With the rise of complexity of companies that is interactively
connected to various social spheres, the possibilities for the emergence of a
crisis rise again, while the range of causes that can lead to a crisis also rises. If
all other crises are added to this domain, we may consent that a crisis is as
“inevitable as death and taxes” (Fink, 1986, 67) in today’s business. »Sooner or
later, every business will be confronted with a crisis of some type. Its ability to
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manage the crisis successfully can mean the difference between survival and
disaster.« (Spillan, 2003).
When talking about a company crisis, a crisis can be defined as a
short-term, undesired, unfavourable and critical state in the company which has
derived from both internal and external causes and which directly endangers the
further existence and growth of the company (Dubrovski, 2004a; cf. e. g.
Barnett & Pratt, 2000; Barton, 1993, 2; Buchalik, 2004, 30; Fink, 1986, 15;
Heath, 1998, 13; Kraus & Becker-Kolle, 2004; Lerbinger, 1997, 4; Mitroff,
Pauchant & Shrivastava, 2006, 51; Moore & Seymour, 2005, 31; Neubauer,
1999, 8; Roux-Dufort, 2003, 51; Slatter, 1987, 61; Smith, 2006, 7.).
Hart, Heyse & Boin (2001) point out that the practice of crisis
management has significantly changed during the recent period, which is
indicated by the following characteristics (cf. also Boin & Lagadec, 2000): the
society has transitioned from the industrial into a more risky one, globalisation
enables a more rapid and simplified movement of products, services,
technology, people and information, therefore, in the environment of such
complex network of links the level of risk increases; if the level of safety in the
society increases, the people and institutions become more vulnerable when
something unpleasant, dangerous happens; instead of a heroic answer to a
crisis, multi-domain and cross-border measures are required (a crisis affects
both the local and the regional as well as the national level, occasionally the
multinational as well); instead of episodic measures during a crisis, a
continuous crisis management is to be developed (preventive and curative
treatment and learning from the crisis).
In spite of the fact that the literature states various classifications of the
causes of crises (some sources are e.g. Bellinger (1962, 58), Buth & Hermanns
(2004), Kraus & Becker-Kolle (2004, 15-16), Mitroff, Pauchant & Shrivastava
(2006, 51), Müller (1986), Pate (1999, 55), Richardson (1994), Slatter (1987,
25-55), Turner & Pidgeon (1997), Wildemann (2004, 193), and
www.infoquelle.de), it is nevertheless possible to say that the definitions of the
causes are, more or less, similar but differ in their terminology, time when they
were drafted, the domain that they refer to and the type of business which is
predominant.
The causes of emergence of crises may be divided into: external and
internal. The external causes of crises are usually those that have emerged in the
environment of a company, while the latter had no significant influence on their
emergence. Therefore, they are frequently denominated as objective or
exogenous. The internal causes, on the other hand, are those that have emerged
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within a company and, therefore, are denominated as subjective and
endogenous.
Although the external causes play the key role for the emergence of a
corporate crisis in many cases, those that emerge within a company itself
nevertheless predominate. The external environment, in principle, represents
the aggregate of uncontrollable variables that have to be adjusted to by the
company, along with its internal processes, structures, strategies and the
marketing mix, which represent the aggregate of controllable variables. If a
company does not adjust to the external variables, then it may be possible that
the internal causes exist regarding this. Or to put it differently: potential external
causes of a crisis can be successfully eliminated by internal changes
(adjustments) in the company.
It was already pointed out at defining a crisis that, in principle, both
internal as well as external causes intertwined brought about a critical situation
(the so called multi-causeability of a crisis or also “polymorphous
phenomenon” according to Hensen, Desouza & Kraft (2003)). Mellahi &
Wilkinson (2004) state that the organizational failure is connectively influenced
by environmental factors (technological uncertainty, regulatory changes,
economic changes), ecological factors (density, size, age, industry life-cycle),
organizational factors (management tenure, homogeneity and successions, past
performance) and psychological factors (managerial perceptions). According to
Hamilton & Micklethwait (2006, 1) the main causes of failure can be grouped
into six categories: poor strategic decisions; overexpansion and ill-judged
acquisitions; dominant CEOs; greed, hubris and the desire for power; failure of
internal controls at all levels from the top downwards; and ineffectual or
ineffective boards.
When the management merely analyzes the causes, it, almost without
an exception, overestimates the external causes while underestimating the
internal ones, which is reasonable since the latter are a direct criticism of the
same management up to the point in time in question. Therefore, in the case of
a detailed analysis of the causes, an objective and neutral, in regard to the
implementer, overview of the causes must be prepared by all means, which
may be most effectively carried out by skilled consultants, owners, debtors,
industrial experts and others and not be left to the existing management.
Researches also show that people tend to overestimate their own influence on
successes while they blame failure on external uncontrollable factors (Mellahi
& Wilkinson, 2004).
The key cognition in this part of the debate is that the analysis of the
causes of a crisis must not be left solely to the views of the (existing)
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management, since its selection of causes can lead to a wrongful resolution of
the crisis, which only deepens the latter.
4. Types of management mistakes
The emergence of a crisis is influenced jointly, i.e. parallel and in an
intertwined manner by both the internal and external causes (events,
phenomena and processes). Very few critical circumstances exist that are an
exclusive consequence of the first or the second type of causes.
Although the state of crisis in the company can be affected by various
interrelated external and internal causes, which as to intensity and appearance
vary by company, the essence of the causes surely lies in the management of
the company (Clarke, Dean & Oliver, 2003; DiNapoli & Fuhr, 1999, 6;
Hamilton & Micklethwait, 2006, 1; Kraus & Gless, 2004, 116; Müller, 1986,
376; Platt, 1998, 16, 17).
Management mistakes can be divided into three groups:
•
different acting of the management which proves to be inadequate or
less appropriate, regarding the perceived problem (wrong or bad business
decisions, mismanagement),
•
omission of the correct and timely acting when any decision is made
despite the fact that actions are necessary (stoppage or redirection of negative
flows, lost opportunities, etc.),
•
immoral behaviour (unethical decisions, abuses, deceptions,
accounting scandals, criminal offences).
While the erroneous managerial decisions (e.g. unelaborated
investments into new technologies, a takeover of a company), which can be
influenced by the external causes, are visible, ascertainable and provable, the
omission to act, on the other hand, which was necessary in a particular moment,
is less ascertainable, although this very group can be considered as the most
dangerous causer of crises. Hartley (2005, 2) divides management mistakes in
two main groups: mistakes of omission (no action was taken) and mistakes of
commission (bad decision, wrong actions taken, etc. Evaluation of the
successfulness of the management will often be possible in a longer period by a
comparison with the competition or with the average of the industry, while
actually one can never ascertain whether a hypothetically different management
would have been more successful in the same circumstances. What does e.g. an
overlooked business opportunity taken by the competition mean? What does
the developmental (technological and programme) passiveness mean? What
does unpreparedness for carrying out fundamental interventions into inefficient
structures and processes mean? All these cases are not about erroneous business
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decisions, but about a lack of whatsoever decisions and practices that can
trigger a severe crisis as a consequence of their adoption of erroneous decision.
Sheppard & Chowdhury (2005) pointed out that there are four
essential points one needs to know in order to understand organizational failure:
•
failure is not typically the fault of either the environment or the
organization, but rather it must be attributed to both of these forces as failure is
the misalignment of the organization to the environment's realities;
•
because failure involves the alignment – or misalignment – of the
organization and its environment, it is, by definition about strategy;
•
because failure deals with strategy, we can make choices to accelerate
it or avoid falling into its clutches;
•
because organizational failure can be avoided even after a decline –
rapid or prolonged – the ultimate failure of the organization really stems from a
failure to successfully execute a turnaround.
In business literature regarding mistakes of the management various
theoretical debates can be found on the question of how such mistakes came
about. On the one hand classical industrial organization and organization
ecology scholars have typically assumed a deterministic role of environment
and argued that managers are constrained by exogenous industrial and
environmental constraints leaving them with little real strategic choice, and
hence managers' role should be ignored. Sometimes a change is hard to predict
and it heightens uncertainty for key organizational members. Criticism is
related with the question of why it is that firms in the same industry facing the
same industry-level constraints fail while others succeed. In addition, studies
demonstrated that performance is determined by the firm strategy more than the
industry. On the other hand, the organization studies and organizational
psychology literature takes a more voluntaristic perspective and argues that
managers are the principal decision makers of the firm and, consequently, their
actions and perceptions are the fundamental cause of organizational failure.
Critical remarks of the latter are connected with over-reliance on internal
factors (Mellahi & Wilkinson, 2004).
Mistakes are a constitutive element of the process of strategic
management and, due to an unpredictable and turbulent environment, will
always exist. There is no 'right' or 'wrong' in making business decisions –
decision-making is not like mathematics where you can prove that something is
'right' (…) Business decision-making is far more situational – the right decision
today is really just the 'best decision' based on the current situation, what is
known, and what the options are« (Kow, 2004). Omissions of the correct and
timely acting are of key importance for further development of a company,
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when measures, activities, developmental programmes and so on are not being
carried out, which represents a loss of opportunities that would enable further
existence, i.e. a more rapid growth, while simultaneously the competition is
taking advantage of the same opportunities and increasing its power at the cost
of the inactive company. “Even the most successful organizations make
mistakes but survive as long as they maintain a good ‘batting average’ of
satisfactory decisions” (Hartley, 2005, 333).
5. Empirical findings - The case of transition period in
Slovenia
The period of transition has caused similar macro-economic
consequences in all transitional countries. At the beginning of the transitional
period the countries lost markets in Eastern Europe and in the Balkans, which
initially led to a decline in GDP and a higher unemployment rate. Such
circumstances led to a decreased aggregate demand and supply, i.e. to
stagnating economies. The companies from transitional countries, sometimes
facing deep crises, were forced to refocus their operations towards the markets
of the EU, which required integral and drastic restructurings. A rapid and
expansive privatisation of companies, in state ownership, was the primary
objective of all socialist countries, since it was expected that the privatisation
and autonomy of companies would trigger an increased interest both on the part
of the labour force and on part of the management for improvements in
efficiency and successfulness of ventures.
Slovenia, according to numerous indicators, is completing the
transitional period that begun in 1991 by the formal emancipation from the
prior federal country of Yugoslavia and that was followed by the formal
transition from the socialistic social order, by the transition from the one-party
party system to the pluralistic parliamentary system and the transformation of
the state (social, public) ownership into the private (the process of
privatisation).
The political changes had profound economic impacts, particularly for
those industries and companies that were entirely or predominantly oriented to
the relatively favourable Yugoslav market, which was practically completely
closed in that period due to the events that followed the disintegration of
Yugoslavia. Therefore, the management, which were not accustomed to highly
competitive environments typical of global markets, were forced to seek
substitutive markets actually “over-night”, whereas superior quality, attractive
prices and an appropriate marketing approach had to be provided. It can be
concluded from the stated excursus that the position of an individual company
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within an industry must be monitored from the perspective of the circumstances
in the industry, which can be identical to the economic conditions in the region
or the country; it may also be better or even much worse.
Profound revolutionary changes both on the domestic as well on the
world scale (globalisation) had brought tremendous pressures on the existing
management. At that point in time extensive manufacturing orientation
dominated, typical of all socialistic economies, a spontaneous (ad-hoc)
approach prevailed in comparison to a planned and systematic one. There was a
deficit in knowledge in other domains (primary marketing) and a poor
acquaintance of the international trade (varied among industries), since most of
the transactions were carried out in the internal (ex-Yugoslav) market.
Consequently, the first stage of the transition (1991-1996) was not
characterised so much by erroneous (bad) management decisions but
predominantly by omissions to act, i.e. preparations for and carrying out
measures for an integral strategic (programme-market, developmentaltechnological, manufacturing, financial, personnel, organisational,
informational, etc.) restructuring. A lack of experience and knowledge in the
field, sometimes also a lack of political will, prevented a more successful
restructuring of numerous Slovene companies that either ceased operating or
underwent a perspectiveless agony with the help of state aids.
According to the German model (Treuhandanstalt), Fund for
Development was established in Slovenia that became the owner of 98
companies, employing 56.000 people, i.e. 10 % of all employees. The
aggregate loss of these companies, which was defined as irresolvable without
state aids, amounted to approximately 1 billion EUR. Until the end of 1993 new
management replaced the prior ones in 70 % of the cases. Since the new
temporary “state” managers were insufficiently skilled, a series of numerous
erroneous strategic managerial decisions were taken in these companies, while
somewhere even immoral deeds were not a rarity. In the companies, which had
been in one way or another taken under state umbrella, thus, omissions of acting
did not dominate, since the temporary managers were forced to carry out any
measures available, but an abundance of wrong or bad decisions followed as a
consequence of insufficient skilfulness and unorganised operation that could
have been avoided in many cases. Mistakes of the management were “covered”
by the additional state aid.
After a relatively short period of independence many companies faced
a new shock, when Slovenia became a member of the European Union in 2004
(rules of the EU were actually effective even before, as of the StabilisationAssociational Agreement), once again differently among industries and
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individual companies. Likewise, the story from the beginning of the transition
repeated once more when many companies did not adjust their operations to the
new circumstances (omissions of management to act), although, due to the
bitter experiences from the past, there were yet considerably fewer such failures
(the reason can also be found in the private ownership of the companies). Those
industries, which had been in a more or less healthy state due to the
protectionisms, again having various origins regarding both the Slovene as well
as the former Yugoslav market space where these companies were dominant
(e.g. food-processing industry), reacted worst. By the accession to the EU,
Slovene companies lost their competitive advantages in those markets in
comparison to other EU countries.
During the period of transition all types of management mistakes could
be found in Slovene corporate systems, which is not surprising or on the
contrary to the other economic environments. Their influence (extent) differed
during individual periods and with regard to the characteristics of the external
and the internal environment, where individual companies operated, thus,
fundamental typical patterns evolved.
One can ascertain that the omissions of the correct and timely acting
played the key role during the period of transition and erroneous decisions, on
the other hand, to a lesser extent, while the latter predominated in cases when
the company was receiving significant state aids. The mistakes, by all means,
are a constitutive part of the management process. Where the environment is
more turbulent, as was true it for Slovenia, there are greater possibilities for
mistakes that, in regard to the dramatic changes in the environment, were
generally not “too extensive” at all. If a company operates in an industry, which
is characterised by a high, above average, growth rate, then the mistakes or
troubles that would represent a severe critical situation in a poorly positioned
industry will not have lethal impact. This means that the subjective decision
(the internal cause) was directly connected to the events in the environment (the
external cause). Simplified, it is still true that a company, operating in a
stagnating industry, must make more key decisions in a short time period and
often without an appropriate support, which, all together, only increases the
possibilities for mistakes.
In the second period of the economic part of the transition the objective
for Slovene companies was to increase primarily their competitiveness, i.e. the
value productivity and to catch-up the developed countries. According to the
value-added per-employee indicator (31.000 EUR) Slovene processing industry
is lagging behind the average of the EU-27 40 % (2007), although this varies
among industries. Regarding the fact that Slovenia was the most developed
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accession country, according to most indicators, at the point of accession, a
comparison with the “older” members (the EU-15) would show a lag of 2 to 4
times.
Slovene companies, therefore, will have to boost the development of
products incorporating a higher value added, which, once more, demands a
complete commitment and skilfulness of the management. On the average, an
insufficient part of the developmental, innovative component in products and
services of producers is one of the key problems of Slovene economy.
International comparisons indicate that the intensity of restructuring in
the processing industry in Slovenia in the second half of the 1990ies was higher
than in the eleven out of thirteen countries of the EU (for Ireland and Spain the
data are missing) and slower comparing to the three transitional countries, for
which the data (UMAR, 2002, 24) are available (Hungary, the Check Republic,
Slovakia). Although the value added per employee has increased in real terms,
the contribution deriving from factual successful restructuring of companies is
far lower, since quite a few large unsuccessful companies have disappeared in
this period and their absence from statistics had a significant influence on
calculation of the average. Since the value added in real terms also rises in the
EU, Slovenia’s lagging according to this indicator is not decreasing, taking into
account for the afore mentioned influence of the “failed” companies. This
practically means that it cannot achieve the EU-27 average by an evolutionary
change. The solution, therefore, can be sought in a revolutionary change of the
economic structure that is ever more being characterised by sophisticated
services. Simultaneously this solution is to be sought in abandoning and
outsourcing the unprofitable mass non-sophisticated production in individual
industries, as well as in individual companies, where transition into narrower
market segments and market niches represents a real opportunity, likewise in a
revolutionary manner. Exactly at this point a danger lurks again that the
restructurings are not sufficiently rapid, integral and radical, i.e. the danger of
omission of the correct and timely acting appropriate and timely reactions by
management, which is, due to a required compensation of the lagging regarding
the developed countries, actually necessary.
When considering crisis management less critically, there are often
opinions to be heard that the latter is typical only of periods of the so-called
transition of the economy, when the weak companies that are allegedly in the
need of crisis management are presupposed to go bankrupt, while only the
successful companies, not operating according to the principles of crisis
management, are to survive, therefore, the significance of the latter will
diminish. Unfortunately, the international and the domestic experience indicate
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differently. If, presumably, Slovenia completed its “period of transition” with
the accession to the EU, then the period of severe crises in companies has not
ended, on the contrary, for many the latter has just begun due to this very
reason. A significant lagging of the Slovene processing industry behind the
average of the EU-27 (even more of the EU-15) indicates that the Slovene
management will be forced to draw rapid and often radical and environmentally
appropriate moves in the future, where there will be increasingly less space will
there be for management mistakes that could have been kept secret during the
period of transition (Table 1).
Table 1: A pattern of management contribution in Slovene transition period
Period
Key features

Prevailing
management
approach

Prevailing
management
methods
Prevailing types
of management
mistakes

1991-1996
Lost markets,
stagnation, deep
crises
Spontaneous, ad hoc
approach, lack of
strategic
management

Crisis management
•
Omissions
of the correct and
timely acting

1997-2003
programme-market
restructuring, state
aid
Introduction of
planned approach
with basic
elements of
strategic
management
Restructuring
projects

2004 - 2008
EU integration,
higher value added
is needed
Planned, systematic
approach, further
development of
strategic
management

•
Wrong or
bad decisions
•
Immoral
behaviour

•
Omissions
of the correct and
timely acting

“Classical” strategic
management

Because the environment for conducting business is becoming ever
more complex and turbulent, crises become ever more complex, interrelated
and interdependent as well (Boin and Lagadec, 2000). Even small deviations
from the initial guide-lines may lead to a rapid escalation of the problems.
Therefore, the measures for remedying the crises are becoming more
demanding and extensive.
6. Managerial implications – discussion
In the economic perspective of transition, the management in Slovenia
played one of the key roles, since they had to operate in circumstances
characterised by the domestic as well as the foreign environment, both rapidly
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and drastically changing (globalisation). Beside numerous successful
restructurings of companies, all types of management mistakes occurred, which
were characterised by certain peculiarities in the transitional period. While the
extent of immoral behaviour can be suppressed on the longer run by a greater
assertion of moral codes, on the one hand (»One natural way to facilitate moral
outcomes is through organizational cultures where certain principles, norms,
and values are internalized and fully motivating.« (Smith, 2005)), and by a
more efficient control, better accounting standards and even penal policy on the
other, the erroneous behaviours (wrong or bad decisions) by the management
can be reduced by their greater skilfulness regarding the complex processes of
restructuring and the catching-up with the competitions. The omissions of the
correct and timely acting of the management, on the other hand, can be
prevented by a decreased influence of the state.
The omissions of the management, as one of the groups of mistakes,
are otherwise problematic for identification (whether a different management
would have been more successful during the same period), therefore, strategic
alternatives ought to be pointed out, where even the supervisory body (board)
can have a significant consulting role. This body, however, needs to be
adequately qualified. If management mistakes take place during a period of
emergence of a crisis, then the mistakes are not to be given opportunity during
the period of crisis healing. The greater the political influence, the visible
management mistakes are less frequent, since a wider consensus of the
participating sides is usually reached prior to making decisions, while the
influence of omissions of the management is greater. The state aid, therefore,
must not be an abetment to the management for the strategic decisions not to
take place. Lesser the political influence, more activities will be required,
whereas the mistakes can be more frequent but still less fatal than the potential
passiveness (the failure to act).
Thus, the hypothesis, that the omissions of the correct and timely
acting of the management during the transitional period may be more
dangerous for a company, since they are more vital for the existence and the
development comparing to the classical mistakes, is confirmed in basic
outlines, taking into consideration the related categories as they are explained
and understood in this article. The omissions are only more visible on a longer
run and often scientifically not possible to confirm. The companies or
industries, lagging behind the competition or the previously set developmental
objectives, cannot afford omissions to act even for the potential cost in the form
of mistakes. If there is really a more or less valid pattern of management
mistakes in corporate crises and these mistakes appear differently with regard to
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changes in political and economical environment in countries in transition, this
could help decision makers with a more grounded choice in the process of
appointing new crisis or restructuring managers, every time according to their
most appropriate competencies, including the capability for fuzzy logic in
decision-making.
By taking into account many limitations of the mentioned confirmed
hypothesis there are a lot of space for further and deeper researchers.
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SOME TECHNICAL ANALYSIS INDICATORS
Abstract: Technical analysis of the stock market is a way to forecast the future evolution
of stock rates, taking into account their past and including a multitude of highly varied
techniques. This kind of analysis implicitly assumes that there is a dependency between
the future rate and its past values. In other words, changes in stock prices from the past
are important in order to forecast their future evolution.
Keywords: accountancy analysis, stock prices
JEL Classification: C79, D11, H54

In the past, technical analysis has been highly used on capital markets
around the world and continues to be similarly used at present. That does not
mean that the use of various technical analysis methods has not or has not had
its fervent opponents. In the economic literature, the moments when the
opponents and the partisans of technical analysis seemed to gain ground have
alternated since the middle of last century. Fama (1965,a) asserts that there are
two approach categories of those who try to predict the future evolution of the
shares’ trend: the Chartist approach, which involves the use of technical
analysis and the fundamental analysis theory. Both assume that the prices of
shares can be reliably estimated for a certain future period, but the techniques
used in these theories are different. If Chartists study the behavior of prices in
the past in order to determine how they will evolve in the future, the advocates
of fundamental analysis attempt to determine the intrinsic value of the shares
according to their capacity to generate returns and if the current price is below
or above their intrinsic value. The hypothesis from which fundamental analysis
departs is that in time, the price of stocks has a tendency towards their intrinsic
value.
In antithesis to both technical analysis and the fundamental theory is the
theory of random walks. According to traditional approaches, on the efficient
capital markets, characterized by the existence of a large number of rational
competitors pursuing the maximization of profit and having real-time access to
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market information at almost no cost, the current price of a stock at any given
time reflects both the information generated by past events as well as
information related to events known to occur in the future. For this reason, the
advocates of the random walks theory argue that the future development of the
rate cannot be forecasted. A large number of studies conducted in the middle of
last century using classical statistical tools support the theory of random walks
through the obtained results, or, even if they admit the existence of a certain
dependency between past and future stock rates, consider that it is much to
small in order to be used for the obtaining of profits that are higher than trading
costs. In this respect we mention the papers of Kendall (1953), Cootner (1962),
Godfrey, Granger and Morgenstern (1964), Fama (1965,b), Jensen and
Benington (1967).
But there are also studies like those written in the same period by
Alexander (1961) and Levy (1967) whose authors provide, through the
obtained results, arguments for the use of various categories of instruments
specific to technical analysis.
If the first academic papers in the field of technical analysis were mostly
subordinate to the idea of its uselessness, even considering it an "anathema for
the academic world" (Malkiel, 1981), we observe that, in the last period of time,
the efficient markets hypothesis has been reviewed (Timmermann and Granger,
2004) and the ratio of forces has changed. Many papers show the existence of a
link between past developments and future rates. Studies such as those
published by Sweeney (1988), Jegadeesh (1990), Brock, Lakonishok and
LeBaron (1992), Chopra, Lakonishok, and Ritter (1992), Gencay (1997),
Dempster and Jones (2001), Austin, Bates, Dempster, Leemans, and Williams
(2004), Grant, Wolf and Yu (2005) are relevant in this respect. Recently, the
opponents of the technical analysis concept have become opponents of the
various techniques of analysis in use. For example, Marshall, Young and Rose
(2006), remark the inefficiency of the candlestick trading strategies on Dow
Jones Industrial Average stocks during the period between1992-2002.
Nevertheless, this result does not confirm the inefficient putting into practice of
this strategy or of other trading strategies on different bonds, markets or
periods.
Through the ideas expressed in this paper we take the side of the technical
analysis advocates both due to the obtained results and to an argument of a
more general nature, namely that the market uses the various tools of technical
analysis since many decades. If some of these wouldn’t have yielded any result
within such a long period of time, they would have been certainly long
forgotten. Thus, we also support the idea that certain instruments used in
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technical analysis to study the future evolution of prices are more sensitive to
market reactions for the study of which they were created compared to the
general statistical tools and, therefore, more accurate when used for the capital
market analysis.
The paper aims to present two of the instruments frequently used by the
technical analysis particularly useful to the individual investor on the capital
market because of their easy way to use: the Relative Strength Index (RSI) and
the Moving Average Convergence Divergence (MACD).
Developed by J. Welles Wilder and introduced in his 1978 book, New
Concepts in Technical Trading Systems, the RSI is an extremely useful and
popular momentum oscillator. The RSI compares the magnitude of a stock's
recent gains to the magnitude of its recent losses and turns that information into
a number that ranges from 0 to 100. It takes a single parameter, the number of
time periods to use in the calculation. In his book, Wilder recommends using 14
periods.
The RSI's full name is actually rather unfortunate as it is easily confused
with other forms of Relative Strength analysis. Most other kinds of "Relative
Strength" stuff involve using more than one stock in the calculation. Like most
true indicators, the RSI only needs one stock to be computed. In order to avoid
confusion, many people avoid using the RSI 's full name and just call it "the
RSI".
For each day an upward change (U) or downward change (D) is
calculated. "Up" days are characterized by the daily close being higher than
yesterday's daily close, i.e.:
U = closetoday − closeyesterday
D=0
Conversely, a down day is characterized by the close being lower than the
previous day's (note that D is nonetheless a positive number),
U=0
D = closeyesterday − closetoday
If today's close is the same as yesterday's, both U and D are zero. An
average for U is calculated with an exponential moving average using a given
N-days smoothing factor, and likewise for D. The ratio of those averages is the
Relative Strength,
This is converted to a Relative Strength Index between 0 and 100,
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This can be rewritten as follows to emphasise the way RSI expresses the
up as a proportion of the total up and down (averages in each case),
The EMA, in theory, uses an infinite amount of past data. It's necessary
either to go back far enough, or alternately at the start of data begin with a
simple average of N days instead,
and then continue from there with the usual EMA formula,

The RSI can be constructed for any number of days that the technical
analyst considers useful. Wilder's original suggestion was as we said before 14
days, but many analysts today will use a faster, more sensitive indicator, such as
a 5, 7 or 9 day RSI. Overbought and oversold levels are usually drawn at 70 and
30 or at 80 and 20. The most reliable RSI buy and sell signals usually occur
after RSI fails to confirm a new low or a new high in prices. Bullish divergence
between a lower bottom in prices an a higher bottom in RSI sets up a potential
buying opportunity, and bearish divergence between a higher top in prices and
a lower top in RSI sets up a potential selling opportunity. When a trader
identifies a bullish or bearish RSI divergence, he should then focus his attention
on the price action of the market itself and wait for prices to confirm the RSI
signal.
Developed by Gerald Appel, MACD is one of the simplest and most
reliable indicators available. MACD uses moving averages, which are lagging
indicators, to include some trend-following characteristics. These lagging
indicators are turned into a momentum oscillator by subtracting the longer
moving average from the shorter moving average. The resulting plot forms a
line that oscillates above and below zero, without any upper or lower limits.
MACD is a centered oscillator and the guidelines for using centered oscillators
apply.
The standard periods recommended back in the 1960s by Gerald Appel
are 12 and 26 days:
A signal line (or trigger line) is then formed by smoothing this with a
further EMA. Sometimes, SMA is used for signal. The standard period for this
is 9 days,
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The difference between the MACD and the signal line is often calculated
and shown not as a line, but a solid block histogram style. This construction
was made by Thomas Aspray in 1986. The calculation is simply
histogram = MACD − signal
There are three common methods used to interpret the MACD:
1. Crossovers - when the MACD falls below the signal line, it is a bearish
signal, which indicates that it may be time to sell. Conversely, when the MACD
rises above the signal line, the indicator gives a bullish signal, which suggests
that the price of the asset is likely to experience upward momentum. Many
traders wait for a confirmed cross above the signal line before entering into a
position to avoid getting "faked out" or entering into a position too early.
2. Divergence - When the security price diverges from the MACD. It
signals the end of the current trend.
3. Dramatic rise - When the MACD rises dramatically - that is, the shorter
moving average pulls away from the longer-term moving average - it is a signal
that the security is overbought and will soon return to normal levels.
Traders also watch for a move above or below the zero line because this
signals the position of the short-term average relative to the long-term average.
When the MACD is above zero, the short-term average is above the long-term
average, which signals upward momentum. The opposite is true when the
MACD is below zero.
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A NEW GENERATION OF PAYMENT SERVICE COMPLETE AND COMPETE THE TRADITIONAL
SERVICE Abstract: The aim of this paper is to go over the main points findings from mobile
payments research, and to suggest promising directions for future research. The
information presented here analyzes the competitive environment on the level of
business units, and relates the average profitability of the participants in this area. The
mobile payment services may be supported or inhibited by the advancement of the
structures of financial services markets within various countries. The developments in
information and communication technologies will continue to have, widespread
influences on how the finance industry operates. Transmitting money electronically and
making online payments are increasingly popular.
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There is an increased addiction on global electronic payment systems and
the ability to move large amounts of money expeditiously across different
jurisdiction, it is more and more require in spite however, exposing both
payment processing companies and consumers to an evolving spectrum of
threats.
A new generation of payment service providers were able to emerge to
complement, and sometimes compete with, existing service providers. When
electronic commerce created need for electronic payment services, financial
institutions brought to markets new services extending traditional card and
account-based payment instruments, and introduced Internet banking/
payments, e-invoices, and e-direct debit/credit assignments for bill and invoice
payments. The development of mobile commerce establishes the basic demand
for mobile payment services. If mobile payments diffuse, then the use of some
traditional payment services has to decrease at least proportionally.
Mobile phones have deeply transformed telephony. They are set with
functionalities which exceed telephony needs, and which inspire the
development of value-added mobile services, the use of mobile phones as
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access devices, and mobile commerce in general. Purchased products and
services have to be paid for. Initially, fixed-line telephony billing systems were
modified to charge mobile telephony. Later, mobile telephony billing systems
were introduced, and used also to charge various mobile services when such
services emerged. Yet, payments based on billing systems have several
limitations. These include comparatively high payment transaction fees,
merchant and service provider complaints about unfair revenue sharing, and the
necessity to provision services to billing systems [H. Tewari, D. O’Mahony,
Real-time payments for mobile IP, IEEE Communications Magazine 41 (2)
(2003)].
New features of mobile technology such as contact-less payment schemes
may make some traditional instruments disappear (e.g., contactless magnetic
cards). It is, however, also possible that mobile phones are just a new access
channel for current card and account-based payment services.
As businesses continue to engage in electronic commerce, they will
become increasingly globalised and interconnected. A correspondingly large
increase in electronic banking has also been observed. This is hardly
surprisingly as the financial incentive to do business electronically in today’s
highly competitive market is significant, with the cost of an online transaction
often being a fraction of a non-electronic transaction [R. Javalgi, R. Ramsey,
Strategic issues of e-commerce as an alternative global distribution system,
International Marketing Review (2001)]
Credited payment services to third parties, in the European Union areas,
require a (limited) credit institution license. The lack of suitable payment
instruments has for a long time been regarded as a factor that obstructs the
development of mobile commerce.
Mobile payments, as all other payments, fall broadly into two categories:
payments for daily purchases and payments of bills (credited payments). For
purchases, mobile payments complement or compete with cash, cheques, credit
cards, and debit cards. For bills, mobile payments typically provide access to
account-based payment instruments such as money transfers, Internet banking
payments, direct debit assignments, or electronic invoice acceptance.
According to the literature, the strengths of Porter’s model are that it
provides one simple approach to analyze industry structure, identify and
determine the attractiveness of an industry, reveal insights on profitability,
inform important decisions about whether to leave or enter industries or sectors,
and develop strategic options to improve relative performance in the industry or
influence relative position in the industry.
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Various parties assuming these roles in the market include consumers,
merchants, financial institutions and telecom operators. The main players in the
mobile payment services market are mobile payment service providers and
their customers. Additional parties, typically vendors of handsets, software,
networks and other technologies may also be involved. The power and the
interests of these parties impact how technologies and other resources are
orchestrated into mobile payment services, and how these services are offered
to and used by the market. Moreover, mobile payment services compete for the
attention of customers and other parties against physical and electronic payment
services. Mobile payment services are a natural choice to pay for mobile
services. Yet, to succeed, mobile payment services may have to offer added
value and be available for other relevant payment environments as well.
Porter’s [M. Porter, Competitive Strategy, Free Press, New York, NY, 1998]
competitive factors strategy model, or the five forces model, describes both the
key role of a mobile payment service provider, and other market factors.
If we regard a mobile payment services market as the unit of analysis
(organization), these other factors become contingency factors, which influence
the performance of the unit but are beyond the influence and control of that
unit, as defined in the contingency theory. Hundreds of mobile payment
services, including access to electronic payments and Internet banking, were
introduced all over the world. In the early 2000s, mobile payment services
became a hot topic and remained so even after the burst of the Internet hype.
Strikingly many of these efforts failed. For example, most, if not all, of the
dozens of mobile payment services available in EU countries and listed in the
ePSO database in 2002 [G. Carat, epayment systems database – trends and
analysis, Technical report, Background Paper No. 9, Electronic Payment
Systems Observatory (ePSO), 2002.] have been discontinued.
The involvement of merchants in the design and development of mobile
payments services is decisive. There is a need to better understand what roles
merchants should have in the development process. Many failures of payment
services may be explained by the lack of involvement of merchants during the
early stages of design. Merchants need incentives to adopt mobile payments. At
the same time, the participation of the merchants is the key in securing a high
number of acceptance points for mobile payment instruments.
Changes in technological, cultural, commercial and legal factors, together
with the competitive forces of financial services market, drive financial services
development. Javalgi and Ramsey[R. Javalgi, R. Ramsey, Strategic issues of ecommerce as an alternative global distribution system, International Marketing
Review 18 (4) (2001)] suggested that information technology and
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telecommunication, social/cultural, commercial, and government/legal factors
impact the diffusion of global eCommerce. Mobile payments research on this
factor was expected to examine the impact of regulation, legislation and
standardization on the development and success of mobile payment services
markets.
There is a theory emphasizes the importance of environmental influences,
especially technology, on the management of organizations, and suggests that
there is no single best way to manage or organize. In addition to technology,
other representative incident factors include cultural, social and economic
factors. The identification of contingency factors is one typical research theme.
In the context of mobile payment services markets, it is natural to include
regulation, jurisdiction and standardization factors too because financial
services and telecommunication are among the most regulated industries, and
the use of standards is characteristic to telecommunication.
The theory claims that the environment, such as the amount and type of
regulation, impacts the structure of the organization, by, for example,
influencing which entities have incentives to become mobile payment service
providers. This, in turn, impacts performance, such as adoption interests of
merchants and consumers.
Currently, the mobile payment services market is at a pre-standardization
phase where no collective standards have been achieved and where various
industries and consortia, most notably the financial and telecommunication
industries, compete to form the dominant standard. There are many research
that focus on the process of standardization for mobile payments. The cited
studies identify various organizations that aim to standardize and develop
mobile payment services but also note that none of these organizations has a
dominant role in standardization and that there are differences in the
requirements and in the preferences they set for standards.
Research was expected to evaluate the implement-ability of proposed
technologies, as well as to achieve expected technical and technology enabled
improvements with prototypes, pilots and with evaluations of implemented
payment services. Studies were expected to apply constructive approaches and
to verify the proposed construction with evaluative empirical evidence.
Technological environment consists of wireless and other related technologies
which are used to develop and produce mobile payment services. Some of these
technologies develop slowly, such as mobile network technology or transaction
protocols. Some other technologies have very short development cycles, such
as mobile handsets and their components. Continuous development of
technologies facilitates more reliable, user friendly, versatile, and functionally
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rich mobile payment services. Research on technologies was expected to
analyze the strengths and limitations of various technologies and to propose
new technological advancements to improve mobile payment services and
remove identified technical limitations.
As expected, proposals of technical constructions for mobile payment
systems and mechanisms addressing overall architecture, security and trust,
transaction protocol details, and the use of short-range wireless technologies are
well represented. On the other hand, there were no real technical comparisons
over alternative security and trust mechanisms. What was even more surprising
is that research on roaming between networks is almost non-existent. The
absence of transaction standards other than those for voice and basic messages
in the second and third generation mobile telecom specifications prevents
interoperability (roaming) between networks for mobile payment transactions
and advanced mobile commerce transactions in general.
The contingency factors (changing social/cultural, commercial, technical,
and legal/ regulatory/standards environment) have significant impacts on the
mobile payment services market but are outside of the influence and control of
the market. The ability to understand and explain these impacts is important for
both researchers and managers C. Jayawardhena, P. Foley, Changes in the
banking sector – the case of Internet banking in the UK, Internet Research 10
(1) (2000).
Social and cultural environments affect people’s consumption habits,
buying behavior, and thus their needs for new payment services. Changes in
these environments can trigger various needs and thus affect the supply and
demand of new payment services. Examples include, but are not limited to,
changing payment cultures, greater mobility of people, and increased
appreciation for leisure time. Mobile payment research on these factors was
expected to compare the characteristics of various social and cultural
environments, and to examine which characteristics affect the development and
success of mobile payments services markets.
Relevant research reports and studies within related fields (other payment
services or wireless communication) have identified specific social and cultural
issues that may be important to mobile payment studies. These include
distinguishable payment cultures in various countries, industry strengths,
electronic banking readiness of consumers, strong mobile phone inclination of
certain nations; cultural similarity and adoption timing; demographics and
lifestyle characteristics, or cultural differences in developed and developing
countries[K. Bohle, M. Krueger, Payment culture matters – a comparative euus
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perspective on Internet payments, Technical report, Background Paper No. 4,
Electronic Payment Systems Observatory (ePSO) 2001].
Research on mobile commerce has discussed the impact of lifestyle and
cultural differences on the formation of mobile commerce market and on the
adoption of mobile services. These studies have enhanced knowledge on
mobile commerce adoption and also questioned some common but ambiguous
conceptions such as the positive impact of commuting on the use of mobile
services L. Srivastava, Japan’s ubiquitous mobile information society, Info: the
Journal of Policy, Regulation and Strategy for Telecommunications,
Information and Media 6 (2007)].
It is expected that mobile payments research in this factor had looked at
how market structures, business practices and infrastructures have changed, and
how these changes influence the development and success of mobile payments.
Some incumbents have launched mobile payment services where financial
institutions and mobile operators are used only as vendors with limited roles. In
addition, some merchants have taken an active role and become payment
service providers (e.g., public transportation operators). These developments
could become a threat to financial institutions especially, unless they respond to
these developments.
Reviewing existing literature not only leads to a better understanding of
the state of the research in the field, but it also discerns patterns in the
development of the field itself. The organization of the mobile payment
services value chain has a significant role in the development of mobile
payment services.
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Abstract: The increasing communication possibilities in recent decades have
contributed to increased and blurred situation as regards information dissemination
and feedback among participants in various types of dialogues and communities. This is
true especially in tourism industry where it is of vital importance for marketers to
integrate their efforts in order to provide stronger influence to the customers, in order
their offer to be heard and accepted. The role of IMC nowadays is even more powerful
when combined with online distribution of tourist product.
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Today the world is completely different than even a few years ago. This is
especially valid regarding contemporary business world and international
economies which are undergoing dynamic and significant changes. The critical
key to success is no more connected to huge production industries but with the
service sector and the drivers for services development on a global scale.
Actually fast and qualitative services supply and demand is an important
indicator as regards developed countries. On the other hand the processes of
internationalization, liberalization and globalization serve as major factor for
interrelation and connection between distant industries which are possible to
appear profitable on the marketplace because of the extent their unification.
Tourism industry is a real example which depends and is functioning
according to above mentioned contemporary processes. Tourist sector is a
service sector including movement of people from different countries for a
period of time for the purpose of visiting certain destination and obtaining a
range of benefits at visited place. The services of travelling, accommodation,
recreation, education or for business purposes include only a limited number of
the whole range, still there is one common thing and it is the distance between
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real and potential tourists and tourist destination. On the one hand this means
tourists don’t know the destination prior their visit and they count on the
information provided regarding their trip. On the other hand they can not try
any samples of this product in order to decide whether to buy the trip or not.
These two important factors give critical importance to the ways and
content of communicated message as regards the trip and lead to the conclusion
for the critical importance of a consistent dialogue with potential and real
tourists in order to attract them as consumers and to retain them as loyal
customers. This dialogue is possible through the ways of delivering marketing
tourist product messages and through seeking constant feedback prior and after
the tourism experience. This adds value to the product offering because of
building real relationships through marketing communications.
This paper aims to clarify the role of marketing communications,
respectively the concept of Integrated Marketing Communications/IMC/ for
online tourist product distribution, respectively online tourist product sale.
The elements of marketing communication are usually listed as/Pickton
D., 2005/:
• Advertising
• Public Relations
• Direct Marketing
• Promotions
• Personal selling
Some authors /Schultz,2000, Tannenbaum,2003/ point above mentioned
elements could be four when unifying personal selling with direct marketing,
still all of listed elements are marketing communication components. What is
common for tourist companies nowadays is they usually apply some or all of
them without combining their usage so that to achieve synergy in the impact of
marketing message and stronger influence on tourists perceptions. The concept
of IMC proposes exactly this – to unite all or used marketing communication
elements in order to influence in a stronger way, to remind constantly and no
intrusively of tourist product offering and to be forgotten by the market. IMC
propose synergy effect of communication with the market and penetrates
through al of the noise and thousands of competitive messages in
communication environment.
IMC in tourism industry use in unique way the advantages of detached
application of separate marketing communication elements and compensate the
disadvantages of same, providing tourist companies with the ability to exercise
individual marketing, a one to one communication and communion, taking into
consideration personal purchase requirements of potential and real tourists.
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Thus consumer behavior process is managed in the most efficient way as IMC
provide insight view in internal conscious and subconscious systems of tourists
and huge possibilities for building reliable, up-to date clients’ data bases.
Having in mind all mentioned positive aspects of IMC concept and their
potential for acquaintance of specific internal customer characteristics, tourist
companies are better prepared to distribute/sell their offering as they already
know exactly how and whom to concede the product offering. As tourist
product distribution is mainly connected with selling information in respect of
destination, place of accommodation, additional tourist services it is of
significant importance for tourist company success to use the advantage of state
of the art information technologies/IT/, respectively world wide web, computer
networks and new computer reservation systems. As maximum as possible the
convergence between IMC and online tourist distribution appears to be strategic
source of competitive priority of tourist companies with vision for the future.
Nowadays the distribution of tourist products is facing considerable
evolutionary and revolutionary process, characterized by significant deep
changes in last years. Next to the traditional distribution (travel agents), internet
and multimedial channels have been developed in recent years: distribution in
tourism industry, in fact, is already defined as ‘multichain’. Widespread
Internet adoption for more and more purposes contributed to the compulsory
computerization and network connection of many tourist businesses. This led to
the appearance of huge amounts of information on the disposal of billions of
people including tourists who altered the ways of seeking information regarding
their trips and holidays. A new type of customer is already on the scene – active
to seek and receive the best offer, sophisticated and informed, aware of their
travel needs and requirements. New clients already have different bargaining
power on the marketplace and tourist companies should struggle for their
attention and retention. These are some of the factor which contributed for the
displacement of traditional tourist product distribution to online methods for
delivering tourist offering. When application of IMC concept is added in online
environment it is more suitable for the tourist to find the product easier in the
web media, to memorize the message, to meditate on it and decide upon the
purchase. If satisfied with the consumption after that the tourist will come back
and will buy easier next tourist experiences. Thus effective application of IMC
concept and brands being created through this concept could serve as some
kind of guarantee in the purchase process.
Focusing attention on the evolution of the traditional form of tourist
product distribution (travel agents), we have to take into account the role and
importance of information and communication technology in the industry.
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Tourist products have always been sold through travel agents. These usually
were independent companies or units of multiple chains (such as TUI). Both
means of distribution show several advantages and disadvantages: more
flexible, but strategically and financially weak the former, more rigid but better
managed and organized the latter. Contemporary tourists look for more rapid,
more convenient ways in their consumer behavior, so they are directing their
efforts when seeking for trips and holidays to Internet because of fast access to
information, possibilities for instant reservations and buying on Internet. IMC
could successfully facilitate and accelerate this online distribution process
through delivering true and consistent message within the marketing
communication elements continuum.
In a hypercompetitive sector like tourism industry, marked by rapid
changes in tastes and preferences of individual tourists, growing variety and
variability in demand, global and highly information and knowledge-based
competition, traditional travel agents are facing a very difficult and complex
scenario, where airline companies, tour operators and hotel chains tend to
disintermediate, adopting ICT opportunities. The process of disintermediation
could be compensated by integrated marketing message directing through
different unified communication elements to one and the same companies in
online environment. Besides, within the tourist industry, travel agents, apart
from national or international chains, have always had a very low bargaining
power. For this reason, small and medium enterprises in particular have been
seriously menaced during recent years. Before analyzing the innovations in the
distribution of tourist products, it is necessary to understand the meaning and
contents of these kind of products. There are different possible configurations
that can be taken into account (Rispoli, 1999) and can be synthetised as follows:
-package solutions, where the different services (travel, accommodation,
excursions, lunch, dinner, etc) can be included at different levels: this is the
typical situations where tour operators create the product, assembling the
different parts according to a creative process;
-network products, where there is some kind of planning and interaction
among the different companies in the industry, allowing to client to choose
among a range of possible different combination of products;
-point-to-point solutions, where the tourist creates his/her own product,
buying each service individually or directly.
All these choice versions coexist and can be sold both through traditional
channel (travel agencies) or by multimedial channels/computer networking
channels/. However, for companies it is important to promote through the IMC
concept the first two solutions, trying to create more value for the clients
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providing them with sufficient and up-to date, consistent tourist information
with multiplied effect on the perceptions, and maintain sustained relationships
for better service prior and after the purchase. The value for the client in this
case is given by the difference between the advantages he can receive by
acquiring the package through the tourist seller rather than buying single
services and the cost of getting it (that, in case of organized offer, has to be
cheaper to have success on the market).
So it’s rather simplistic to think that Internet will substitute the more
traditional channel. The author’s aim is to examine the relation IMC-online
tourist product distribution deeply, in order to better understand the
evolutionary process that is taking place in the distribution process itself. It is
rather difficult to think about the substitution of the immaterial aspects of tourist
product offering with technology. However, a severe selection process has been
taking place in the last years. To respond to this situations Internet networkings
and partnerships seem to be a possible pattern that is worth analysing, with
particular reference to:
1) networks’ creation and development: different forms have been
analysed, from the more traditional and structured forms to the new and
“slimmer” ones – which is possible by efficient coordination between the
participants and internal communication process
2) partnerships, especially with regard to incoming initiatives (that is
promotion in terms of IMC of cooperation in offers that promote and sell
destinations).
In countries where there are several small and medium enterprises
(SMEs), especially European countries, the concentration process is developing
more than direct investments, through inter-firm cooperations (networking and
partnerships). These intra company partnerships could happen on the line intra
IMC messages which promote in online environment companies strong aspects
and positive characteristics. These forms of cooperation among firms differ a
lot concerning the level of partners’ autonomy from the leader and the creator
of the network or of the partnership. Tourist companies in certain destination
remain autonomous and they unify their efforts for selling tourist product, they
develop one unified IMC message and distribute it in online environment.
Tourism industry has been affected by a growing uncertainty due to deep
and rapid changes in demand, global competition and concentration (increasing
process of acquisition by large firms), widespread deregulation in several
connected industries (such as the airline industry, and the impact of the
newcomers on competition), as well as the critical importance of ICT solutions
both in B2B and B2C models (Buhalis, Licata, 2002). Research in strategic
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management describes this process as ‘hypercompetition’ (Grant, Baden Fuller
2003). Most of these factors have an impact even on the distribution channel
configurations and on the strategic behaviour of firms operating within the
tourism industry. IMC could facilitate the condition of ‘hypercompetition’ as
they propose a wide variety of ideas and wide range of possibilities to promote
and present company message in a unique and distinguished way. It is
important to underline that the tour operator is a ‘producer’ rather than a simple
‘seller’ of tourist products (Rispoli, Tamma, 1996). It is also the ‘core
company’ that assembles the different single services of the complex product
and, at the same time, is particularly involved in the distribution process, since
its activity is particularly risky. In general, there are different distribution
channels for tourist products: from the long and indirect one to the short and
direct one. IMC could serve as tool to shorten the distribution channel and in
this way to provide opportunities for the final customer and different
intermediaries in tourism. ICT solutions are having a deep impact on all these
configurations, influencing backward and forward vertical integration
strategies, as well as disintermediation strategies or even different kinds of
networking and partnerships.
Partnerships and networking can be seen as configurations that:
• facilitate uncertainty control through communication and in between
coordination
• develop flexibility and rapid adaptation to external changes by efficient
communication;
• support growth corporate strategies;
• defensive solution to industry competition based on the complementarity of
resource/including information/ sharing among partners.
Travel agencies aggregations are sometimes a competitive reaction
against the disintermediation process that is supported by new technologies.
Bill Gates with Expedia.com believed that travel agencies would have
disappeared because of the development of Internet. As it could be seen, travel
agencies are far from disappearing, but surely they are reorganizing in a
completely different way and, at least for the more competitive companies, new
information technologies often are much more an opportunity to catch than a
threat to avoid. The sequence of tourist product distribution is complex. New
firms advancing on ICT are coming into this business, some of them as a result
of a forward vertical integration strategy, some others as totally new
competitors (Internet travel providers coming form ICT or communication
industry). Newcomers are breaking the traditional rules of competition and
have a deep impact even on the consumer behaviour. They are able to access

134

Nr. 3 (46)/2009

the internal processes of purchase behavior and to influence by one strong
consistent message to their real customers and prospects. Consumer can skip
the travel agent using Internet to choose a destination, a tourist product, a hotel,
an airline flight and to get in touch directly with suppliers. The main reasons for
the development of the different forms of cooperation among travel agencies
can be found also by analysing the main promoters of the initiatives. It
sometimes happens that these forms of online aggregations are favoured by the
tour operator itself, which creates the tourist product, and tries to build a sort of
constellation system (Normann, 1995) around it, in order to get much more
control of final demand and better plan its products’ sales. This means they
have the right information which could be extracted in the process of intensive
and efficient communication with different stakeholders. This can take place
through different forms of aggregations (franchising rather than specific
contractual agreements), allowing the tour operator to better govern and control
distribution, reducing, at the same time, the risk of opportunism in transactions
(Williamson, 1991) and reinforcing its brand and its products penetration on
markets served by the aggregation mainly by delivering consistent message.
In other cases, the online aggregation process is started by travel agencies
themselves (Buhalis, 2006), in order to get more market power, both on the
supply and on the demand side, in order to increase market share or develop,
anyway, horizontal integration strategies. The extension and development of
the aggregation therefore become strategic factors for the defense and/or
growth of the entire network, compared with more direct web-based solutions
that, however, are not ‘physically’ connected to the territory. They are
connected to the internal knowledge of buyers’ preferences and the ability to
provide right product in the right way.
These collaboration forms and configurations are resource and
competence-based because they are primarily based on organizational
competence sharing to develop products and complex systems. They differ
from direct investments formulas because they are by far more flexible and can
be easily changed in the relations and in their forms. In their base there is the
possibility to exchange customer and product information, possibility for
mutual efforts which is possible through intensive communication which builds
long-term relationships. At the same time, a certain standardization of daily
routines and general skills (IMC promotional campaigns, lay-out schemes,
information and control systems, IMC communication flows) favours
‘repetition economies’ and the development of ‘network economies’: the
resource sharing process plays a role of multiplier of know-how and learning
(including error corrections in the monitoring process), for the perspective
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better development of common network strategies (Contractor, Lorange,
2002). Moreover, for the single company that decides to be within the online
network, some advantages can be reached, differently very difficult to achieve
by themselves: from interrelation economies (Gulati, 1998), to scale and scope
economies. For newcomers, it can be an easy way to overcome entry barriers
and quickly acquire some knowledge competences (know how, ICT, etc.) that
otherwise would require much more time to be developed by the firm itself.
Risks and costs sharing in the entrepreneurial process of the network are
another strategic factor for similar forms of constellations, that can refer to both
the network’s inter-firm organization process and its relations with external
stakeholders (from tour operators, to single suppliers, to financial institutions,
local and central Governments, etc.).
Consequently, specific commercial agreements, strategic alliances, and
networks can be conceived as the different phases of a partnership’s
development process. These different stages are characterized by a growing
degree of trust between the parts and a growing level of strategic resources
sharing and objectives interactions among partners. In this perspective, the
creation of online network forms, such as franchising or profit sharing
associations have, of course, also to fase several organizational and operational
problems, in the resources, skills and competences generating process. ICT, in
this case, rather than represent a menace, can become a useful support tool to
favour more rapid and efficient two-way information flows within the network
and between this one and the external context – first of all, the market. Thus by
IMC messages and two-way communication processes strategic and trustful
relationships with the stakeholders are being built and companies are stronger
on the market and in front of the society. Therefore, web-based tourist product
distribution solutions find space both in the disintermediation process as well as
among the more traditional distribution channels in the industry, favouring the
collaborative and/or conflictual potential in vertical relationships, especially
between tour operators and travel agencies. Integrated marketing
communications serve as powerful tool to enhance the possibilities of online
distribution and to facilitate the selling process, thus increasing opportunities for
sophisticated contemporary buying process. Clients are more satisfied when
buying tourist products online as they know which company to choose, they are
aware of their needs and they know which the best, suitable offering for them
is.
Relation between IMC and online tourist distribution is strong and those
of participants on tourist markets which are able to adopt them will be some of
few strategically successful on highly competitive tourist marketplace. They
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will be able to create and provide their offering with minimum level of risk as
real tourists and prospects will actively seek them in their quality of reliable
tourist experience providers.
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THE SELF-ORGANIZATION AND SUSTAINABLE
DEVELOPMENT OF THE GLOBAL SYSTEM: MODEL AND
THE MAIN PRINCIPLE OF THE SIMULATION MODELING
Abstract. The phenomenon of states changes of the world economy during the last 200
years shows that there is a certain 70-year regularity in its development, which is
expressed in increased structural complexity of the global economic system every 70
years. The development happens after certain periods of bifurcation (up to 50 years)
accompanied by the lower rates of economic development, and periods of adaptation
(up to 20 years) with the higher rates. The theoretical justification of this process shows
that the increased structural complexity of the global economic system is the external
manifestations of the self-organization process in a large complex system we call the
“world economy”. This process of development is based on two fundamental laws of
nature: the principle of minimum dissipation of resources, and the law of conservation
of economic potential; and is realized via two types of development mechanisms –
bifurcation and adaptation. The nonlinear dynamics model of the social system
development , that is based by this principals is offered for the analyzing of the
development process.
Key words: System sustainable development, System self-organization, sustainable
development of the global system.
JEL classification: O10, C53 ,C50, F50

1) Introduction
Scientists’ interest in problem of economic development increased in the
second part of the XX century when there arose a sharp contrast between
developed countries of “the golden milliards” and the third world countries
which were defined as developing countries or countries with developing
economy. The contrast in the level of income among countries of the world
community determined scientists’ interest in analyzing conditions for nation
welfare as well as in maintaining these conditions for highest possible period of
time. The necessity of such analysis predetermined using the mathematic
modeling of the economic growth. The first significant result was the combined
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model of Harrod-Domar based on changes of the main economic parameter
which influences economic growth – the rate of investments. With increase in
understanding influence of human capital, technologies and population upsurge
on economic growth, the task of optimal economic growth was developed in
the form of Solow and Solow-Swan’s model with the equation of CobbDouglas to be used. The growth of technologies and the population upsurge are
also introduced into the model. These factors influence the main parameter of
economic growth – fixed capital per worker, which defines efficiency of labour
that is the economy growth rate.
Later there appeared models of economic growth by Ramsey, Braun, P.
Romer, the models of technological changes, the model of Uzawa-Lucas with
two sectors, Schumpeter models of endogenous growth. With the help of these
models scientists studied factors that influenced economic growth, among these
factors were human and physical capital, technological changes, diffusion of
technologies, migration and population upsurge, environmental pollution.
Besides, an American economist W.Rostow studied conditions for sustainable
growth of long duration. The works by S. Kuznets became the base for further
development in understanding sustainable economic growth. According to
Simon Kuznets, sustainable economic growth is a process of increase in
productivity of national economy which has to exceed the population upsurge
for the highest possible period of time. Thus, efforts of economic theory in the
XXth century were directed at analyzing conditions that provide long-run
economic growth. Then the concept claiming that economic growth lies in
necessity of maintaining equilibrium state of economy with economic methods
during the highest possible period of time was formed.
Almost all these approaches being expressed by mathematic models of
economic growth did not find their qualitative application in economies of
developing countries and later in the second part of 80-90es of the XXth century
they did not find an application in analysis of economic behavior of countries
with transitive economies.
There were approaches towards forming models of economic
development including those which take into account structural changes in
economy. For example, Arthour Lewis’s model with two sectors; later this
model was expanded and formalized by J. Fti and G. Ranis, the model of H.
Chenery and others.
Being based on the experience of countries with developed economies,
these models and theories connected with them turned to analysis into
developing economies of the third world countries.
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Further the elaboration of sustainable development theory reached the
basic formal assertion widely accepted in the world as a category that sounds
like “Sustainable development is the development that serves needs of today’s
generations and does not place possibilities for their usage by future generations
under the threat” (WСЕD, 1987).
Correspondingly, the basic category of sustainability has the following
formulation: “Sustainability is putting technical, scientific, ecological and
economic social resources in order so that the resulting system can be
maintained in an equilibrium state for some time and in space” (WСЕD, 1987).
The work of G. Brundland’s committee resulted in categories stated
above.
Thus, “sustainable economic development” and “sustainability”
categories came from the environment of analysis into conditions for optimal
economic growth basing on the postulate which necessitates exceeding the
growth of national production against population upsurge. However, today
there is no well-founded answer to the question: “Why have these models not
given the practical result in countries with developing and transitive
economy?” What do the existing models of economic growth not take into
account?” Why are the existing models of development inadequate for changes
occurring in many kinds of economies in the world?
2) The system of approach to the theory of sustainable economic
development
It is obvious that the reason why existing models of economic
development are inadequate for actual changes in economic life consists in
approach towards understanding the concept of the following categories:
“development”, “sustainability” and “sustainable development”. There is a
need for accurate understanding the content of these categories; understanding
should be based on adequate mathematic apparatus from natural sciences.
The analysis shows that models of economic growth as well as
development models based on this approach do not function during long
periods of time in economies of countries with an unstable (transitive) political
system. Institutions of implementation of economic policy strategies that are
based on applying existing models of economic growth are missing. This fact
causes all attempts to create qualitative economic changes in society during all
periods of time to fail.
In accordance with N. Kontradiev’s and Schumpeter’s approaches
contemporary scientific theory has a great number of works on models of cyclic
economic growth. Owing to these works we can clearly see time limit of classic
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and neoclassic models of economic growth; these models describe only one
stage in a cyclic development – equilibrium or the stage of economic growth.
Models of cyclic development are not a substantial instrument for
analyzing the process of economic development either.
The general theory of systems and the information theory provide other
approach to qualitative understanding of the phenomenon of economic
development.
Development is considered as the process of accumulating structural
information that increases the level of system organization.
The general system theory holds development as the change of system
states during a long period of time. Every state of a system is characterized by
structural and quantitative characteristic.
Thus, in the process of system development there is a change of structural
and quantitative characteristic. It shows the evolution of the system structure
that adapts the latter to environmental impact. In economic system
environmental pressure lies in population development and in limit of natural
resources. The adaptation of the system takes place due to accumulating
structural information, which raises sustainability on the basis of increase in the
quantity of system organization.
Materials covered above testify the following conclusion: the model of
economic development should contain the parameter that would characterize
the structure of economic system in the sense of conditions and interaction
regulations of economic agents among themselves. Numerical solutions of this
model should show the evolution of this structure, which provides sustainability
of a social system during a long period of time in the sense of its integrity. The
political structure and the monetary system serve as a structure for a social
system.
Thus, the category of “sustainability” takes a new content. The theory on
sustainability which originates from works by Puankare and Lyapunova has a
rule to answer two key questions:
What exactly do we investigate for sustainability?
Sustainability concerning what or in a sense of what do we investigate?
From all abovementioned information in the context of systeminformation understanding of sustainable development of social system we can
claim that:
We investigate the process of social system development for
sustainability; this system consists of political and social subsystems where the
political system is the structural characteristic whereas the economic system
gives the quantitative indicators of its states.
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We investigate sustainability in the sense of maintaining integrity of the
social system during a long period of time with regard to population
development in the condition of limited resources.
The sustainable development of a social system is the consecutive change
of its states during a long period of time, directed at increase in system
sustainability (in a sense of maintaining its integrity) on the basis of
restructuring its relations – evolution of a system structure. In a mathematical
sense we can give more strict definition as to sustainability of social
development that is based on availability of undetermined behavior in a social
system.
The sustainable development of a social system is a consecutive change of
states where all possible trajectories of its development are attracted to the area
of sustainable positions in a phase space. The area is defined by the set of
attractors characterizing the treatment of system functioning for a given period
of time.
4.1 The set and the structure of attractors are defined by the quality and
the type of a political structure.
4.2. The sustainable development of a social system is the movement of
economic environment where solution to the system non-linear differential
equation, describing it in the form of equation of economic environment
movement, is sustainable against impact of managing parameter.
3) Self-organization of social systems
As we know the concept self-organization came to social sciences from
physics, after the phenomenon chaos was discovered through the works by G.
Haken, I. Prigojin and other scientists.
In natural sciences self-organization independently complicates the
structure in conditions of strong instability of environment with the aim to
maintain its sustainability against impact of environmental factors. Selforganization is peculiar to objects of inanimate and animate nature.
In case of social systems self-organization has a few levels:
The first level is a microlevel – the level where economic agents compete
among themselves for limited resources and wealth; it results in optimizing
their market distribution.
The second level is a macrolevel – the level where rules of economic
game among agents concerning resource allocation and wealth distribution
based on political subsystems as an optimal macroeconomic policy are formed
independently. It maintains optimal resource allocation and wealth distribution
among economic agents during a long period of time.
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The third level is a metalevel – the level where the political structure and
institutions of a social system are restructuring independently; we can witness it
in the countries with transitive economy and we call it the process of
transportation.
Correspondingly first two mechanisms of self-organization are
implemented within sustainable functioning of a system. The third mechanism
appears when the integrity of a system is under threat that is sustainability
exceeded its boundary values.
Thus, the constant optimization of resource allocation and wealth
distribution among system agents is the base to maintain its integrity for a long
period of time. It is implemented through independent actions of economic
system agents; actions are based on regulations laid down in a political structure
that is through developing and implementing macroeconomic policy.
4) Correlation between self-organization and social system development
The process of forming and implementing optimal macroeconomic policy
as well as its flexible correction in case of inaccuracy is the process of
accumulating structural information for a long period of time. It connects with
the fact that system being based on feedback laid down in a political structure
receives the information about its current state. This forms the managerial
decision by way of macroeconomic policy.
We can witness the evident fact about interrelation between selforganization and social system development as well as connection between
level of self-organization and sustainability of system in the sense of its
capacity to optimize macroeconomic policy and to react to economic and social
destructive changes.
Self-organization is the mechanism of social system development where
the quality of political structure defines possibilities of social system concerning
sustainable development in the sense of transfer from crisis to economic growth
without conflicts.
5) Principles of self-organization and sustainable development
There are two laws playing a defining role for sustainable development
aimed at maintaining integrity of a system in conditions of population surge:
Principles of minimum dissipation of system resources are formulated as
follows: “Every subsequent state of a system dissipates less resource than the
previous one. In economic sense in every subsequent state resources are
allocated in more optimal way than in the previous state; it expends economic
effect, compensating increase in environmental impact.” The principle of
minimization of dissipation or scattering minimization that is optimization of
resource allocation for production and distribution of goods for consumption
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naturally decreases resource dissipation. In other words the process of
optimizing or implementing the principle of minimization of dissipation has a
reverse direction concerning resource dissipation – production output (Y). The
counteracting force F as for dissipating of system resources called as the
principle of minimization of resource dissipation opposes to economic growth
or rate of production output Y / with the coefficient k that reflects structural
qualities of the system – its institutions (political system) to produce useful
work concerning optimization of resource allocation for producing goods to be
consumed as well as reaction rate of the political system towards unfavorable
economic changes in the form of structure adjustments in the current
macroeconomic policy and changes of its direction in case of fallacy by nonconflict way through changing party in power to opposition. Putting it in other
words, it is force that reflects the value of self-organization of the social system
S. It can be recorded as:
(31)
S = −Y / K
S

the sign «-» means opposition of effect of force that compensates
dissipation where S – the quantity of self-organization;
Y'- economic growth;
KS – structural coefficient reflecting usefulness of the system structure as
for producing economic effect when optimizing resource allocation for
production and goods for consumption.
The law of conservation of system economic potential.
Economic potential – system ability to produce economic effect.
Social system transferring from one system into another in the process of
social and economic development maintains economic potential unchangeable.
It means the following:
When in the process of economic growth social system transfers from one
state into another one it maintains the ability to produce economic effect and to
create economic effect necessary and sufficient in order to maintain system
sustainable in terms of preserving its integrity.
Economic potential of the social system is the ability to execute the work
as for producing economic effect; this ability is produced by the system
transferring from one state into others, which provides system integrity or
sustainability of economic development process.
Economic potential is the potential ability of the economic system to
execute the work as for producing economic effect when transferring from one
state into another one in the process of economic development necessary and
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sufficient in order to guarantee system integrity or sustainable development in
conditions of increasing population and scarcity of limited resources.
(32)
P( E1) = P( E 2 ) = const
Interrelation between sustainable development and self-organization can
be seen in the figure 1.
6) Mathematical formalization of sustainable development
From information stated above it follows that the model of economic
development should show:
• the evolution of social system structure during some time
• boundary conditions of sustainability of system development
• replacement for treatments of system functioning
This is extremely important! Being based on economic growth models,
economic development models show only one treatment of functioning adaptation, that corresponds to economic growth state – equilibrium state. At
the same time we know that restructure of economic relations that forms a new
structure and maintains sustainability occurs at times of crises laid in nature of
economic cycle through bifurcation treatment of functioning.
Mathematical apparatus that corresponds to issues was created long ago
and it was meant to solve tasks of non-linear dynamics. The contemporary
methodological problem of applying non-linear models in economic theory
consists in applying mathematic apparatus of discreet dynamics where it is
impossible to point out the structure and to show its evolution during some
time. It can be done only with models of non-linear dynamic systems that
function non-stop.
7) The model of development and self-organization of the world economy
The example of self-organization and development of a complex system
can be seen while studying changes in the states of the world economy during
the period from 1825 to 2035.
In the context of growing conflict tendencies of the XXIst century it is
getting evident that existent institutions of the global system – supranational
organizations and the system of international exchange of resources – do not
provide development of the global civilization without conflicts. Therefore the
most urgent task of nowadays is to make a forecast as to forming such social
institutions that can guarantee coexistence of local civilizations without
conflicts as well as sustainable development of the global system of the XXIst
century.
The system of rules about interaction between civilizations as a political
structure of the global system of the XXIst century on the basis of the common
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planetary constitution can be referred to these institutions. The system of
international monetary and financial relations that is the basis for exchange of
resources among civilizations should be stated in the common planetary
constitution as well.
The global system is aimed at maintaining its homeostasis or keeping
humankind safe. Sustainable development of humankind lies in maintaining the
global system integral for a long period of time. The necessary condition for
this sustainable development is institutions which provide compromise base for
interaction between local civilizations within the global system. To solve this
task we need to define conditions which form both stability of a social system
“the global system” and boundary limits of stability ensured by rules of
interaction and in the context of which sustainable development occurs.
Thus, the forecast concerning sustainable development of the global
civilization is the task of forecasting and forming institutions of the global
system which can provide sustainable development of humankind.
The solution of the task about defining conditions of sustainable
development of the global system helps us to make the following conclusions:
• general approach allowing us to describe the main properties of the global
system in a simplified form and its development with indicating feature
parameters.
• mathematical formalization of the global system and its development
basing on outlined characteristics as a non-linear dynamic system.
• making simulation modeling on the basis of laid down system of
differential equations describing development of the global system.
• analysis of experiment results that can help to realize the following items:
• about the character of the global system behavior in the process of
development.
• about the main system properties that form the process of development and
its stability.
• about conditions for system functioning; the conditions have to be
implemented to provide stability of development.
8) Sustainable development of the World Economy: system approach
The author of the monograph “Self-organization of the World Economy”
formulated the concept of development and self-organization of a social system
the world economy (the global system) and made the corresponding model.
The model represents the main characteristics of the system itself and its
development. The model is represented in the figure 1.
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The system development is regarded as the process of changes in system
states. Every system state has a structural and quantitative characteristic and
specific time interval during which the structure keeps its integrity.
The model of the world economy development describes the system
behavior within the period 1825-2035.
The idea about development process lies in the base. The process is
considered as accumulating structural information on the basis of mechanism of
self-organization as the result of struggle between two contrary tendencies:
organization and disorganization. Definite structural and quantitative
characteristics allow us to define three states of the world economy system in
the process of its development. The first two states are real whereas the third
one is predicted. The structural characteristic for every state is the system of
international monetary and financial relations that function during specific time
interval. Political structure of the global system– availability or absence of
supranational institutions of regulating interactions among ordinary system
agents as to exchange of resources on the basis of international labor division –
can also be referred to structural characteristics.
The process of GDP growth for countries that participate in international
exchange of resources can be called the quantitative characteristic. Countries
making up the so-called “triad”: Europe – the USA – Japan are taken as the
base as more than 60% of world goods turnover during specific time interval
falls on these countries.
Every state of the global system corresponds to a 70-year cycle of
development. Every cycle combines conflict as well as non-conflict phase of
development. A conflict phase is implemented through the bifurcation
mechanism of development and low rates of GDP growth. Non-conflict phase
is implemented through the adaptation mechanism of development and uneven
increase in GDP. Every phase of a cycle corresponds to a definite period of
development that changes each other like mechanisms of development.
We consider sustainable development as a change in system states that
keep its integrity and maintain it within boundary limits of stability for a long
period of time. It happens on the basis of forming a new structure of a system
with adaptation to environmental pressure: population growth and limited
resources. The stated above conflict trends are external demonstration of the
pressure.
Thus, we have the following description of the global (the world
economy) system development.
9) Development and Self-Organization of the World Economy System.
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According to already defined criteria, the historical period, that is being
studied, concerns development of the world economy system for over the
period from 1825 till 2035.
Basing both on the periods when indicated systems of international
monetary relations are functioning and on the quantitative characteristics we
define the time limits when three states of the world economy system exist in
the process of its development. In other words we determine the time periods as
to three cycles and six periods of development of “the world economy” system.
[table 1]
These time limits are represented as follows:
The first state
The first cycle of the world economy system development is the period
when the gold standard system functions: 1825 – 1875 – 1895.
The first period in the first cycle of “the world economy” system
development:
• the period from 1825 till 1875. Transformational period. The period of
forming the gold standard system;
• the period when the bifurcation mechanism of development is functioning;
• the rate of the world economy growth corresponds to 1.5%.
The second period in the first cycle of “the world economy” system
development:
• the period from 1875 to 1895. The period of active functioning of the gold
standard system;
• the period when the adaptation mechanism of development is functioning;
• the rate of the world economy growth corresponds to 2.6%.
The second state.
The second cycle of “the world economy” system development is the
period when the Bretton Woods system functions – 1895–1945–1965.
The third period in the second cycle of the world economy system
development:
• the period from 1895 till 1945. Transformational period of forming the
Bretton Woods system;
• the period when the bifurcation mechanism of development is functioning;
• the rate of the world economy growth corresponds to 1.8%.
The fourth period in the second cycle of development:
• the period from 1945 till 1965. Active functioning of the Bretton Woods
system;
• the period when the adaptation mechanism of development is functioning;
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•

the rate of the world economy growth corresponds to 5%.
The third state
The third cycle of “the world economy” system development is the period
of Jamaican system – 1965 – 2015 – 2035.
The fifth period in the third cycle of “the world economy” system
development is the period of transforming the system of international monetary
relations and forming its new structure;
• the period from 1965 till 2015;
• the period when the bifurcation mechanism of development is functioning;
• the rate of the world economy growth corresponds to 3.4%.
The sixth period in the third cycle of the world economy system
development is the period which can be forecast, the period of active
functioning of a new system of the international monetary relations:
• the period from 2015 – 2035 (predicted);
• the period when the adaptation mechanism of development is functioning;
• the rate of the world economy growth corresponds to 8 – 9% (predicted).
Basing on the system states outlined above we form the model of selforganization and development of the world economy. (Figure 1)
10) Sustainable development of the global civilization – non-linear
dynamic system
Above-stated model of development and self-organization of the global
system (the world economy) allows us to make the following conclusions about
properties of the model under research.
Table 2.
States of
the
world
economy
system

Time
intervals

The first
state

18251895

The
second
state

18951965

The third
state

19652035
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Periods of
functioning

Structural
characteristic of the
state

the Ist
1825-1875
the IInd
1875-1895
the IIIrd
1895-1945
the IVth
1945-1965
the Vth
1965-2015
the VIth
2015-2035

Functioning of the
Gold Standard system
of international
monetary relations
Functioning of the
Bretton Woods system
of international
monetary relations
Functioning of the
Jamaican system of
international monetary
relations

Mechanisms of
implementation
Bifurcation
Adaptation
Bifurcation
Adaptation
Bifurcation
Adaptation

Quantitative
characteristic.
Development
rates in
percentage
1,5
2,6-3
1,8
5
3,4
forecast
8-9
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There are two oppositely directed processes lying in the basis of system
development; originally they are its natural quality: dissipation – resource
dissipation and the principle of minimum dissipation – scattering, expressed by
optimizing resource allocation for production and goods for consumption on
the basis of current stipulated rules of cooperation – institutions.
The factor that produces dynamics is population growth for a long period
of time.
The natural property of the system – dissipation of resources – is
expressed by unlimited consumption of goods in conditions of limited
resources for their consumption; it also predetermines the necessity of
independent forming the system structure in order to provide efficient resource
allocation for production and goods for consumption, i.e. self-organization. The
natural property of the system – non-equilibrium – is also caused by two
contrary trends.
All hierarchic types of the social system have the property of dissipation
and min dissipation of resources, for example, a country, a regional, civilized
system and a global civilization. We can see the fractal symmetry of the main
properties of the social system “the global civilization”.
The system development happens by cycles with the interval of about 70
years. Every cycle of development goes through a conflict stage (50 years) and
a non-conflict stage (20 years). They are implemented through the bifurcation
and the adaptation mechanisms of development correspondingly. Old system
relations are being restructured and new relations are being formed at the stage
when the bifurcation mechanism of development works. This process is
followed by decreasing quantitative indicator of development.
Whereas at the stage of the adaptation mechanism the development occurs
without conflicts and is followed by uneven growth of quantitative indicator.
Every cycle of development corresponds to one system state. Every
consecutive state of the system possesses more complex structure and from the
economic viewpoint it is more effective than the previous one: it provides the
system integrity in conditions of the environmental pressure. Stability has its
borders within which sustainable development occurs. When the system leaves
the limits of stability it stimulates states of extremely non-equilibrium kind. It
also leads to further indefinite behavior of the system where the global conflict
can happen or self-destruction of the humankind can be one of the possible
versions of development.
Therefore the main condition for keeping the system integral consists in
maintaining stability of the system “the global civilization”. The main objective
of studying non-linear dynamic system behavior – development of the global
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civilization on the basis of modeling and conducting numerical experiments –
is to calculate the stability limit as well as the conditions for maintaining the
system within the estimated borders
We can also see the complication of the system structure: selforganization in the form of the mechanism that implements sustainable
development on the basis of spontaneous complication of the system structure.
We can make the conclusion that “the global civilization” system has
properties peculiar to non-linear dynamics. The system can function in two
different modes – bifurcation and adaptation converting from one functioning
mode to another one in the developmental process. The system has the property
of self-organization as well. The main function of the system lies in the
development through which its aim (to maintain the integrity) is implemented.
The processes of production and consumption are regarded as the main
properties of the system that generates development.
The fact that the system is maintained in limits of sustainable
development through the process of development helps to keep the system
integrity.
11) Formalization of the global system development
The global civilization system is regarded as global economic
environment where countries and their group organizations are ordinary agents.
Every agent has the same properties as the system: they can be open, nonequilibrium, dissipative, self-organizing; they can also have the aim – to
maintain integrity through the main function (development). Development is
caused by contrary processes – the process of production and the process of
consumption and is implemented through two types of the development
mechanism: the bifurcation mechanism and the adaptation mechanism.
We can watch the fractal symmetry of all general properties ranging from
the global system to its ordinary agent.
Development, the main function of the system, is viewed as the
movement of economic environment. Basing on the assumption about
maintaining boundary limits of system stability we solve the task of stable
movement of environment and sustainable development of the global
civilization in the context of fixed main properties and system characteristics.
At the first stage we study behavior and properties of an abstract nonlinear dynamic system on the basis of reduction and fractal symmetry of the
main properties. At the second stage we model and examine the behavior of
specific the global system.
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Period of action
of adaptation
mechanism

2035

Vl- th
period
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2015

Period of action
of bifurcation
mechanism

Development of spiral turns

V-th
period

3,4%

lll-rd period
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period

2,6%
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of bifurcation
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1825
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International monetary system
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International monetary system

1965
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of bifurcation
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International monetary system

Fig. 1. The model of development and self-organization of World economy for interval of time 1825-2035 years
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12) Modeling of development of the global system.
On the basis of outlined properties we make a mathematical model of
non-linear dynamic system – development of the global system, where:
phase variables – ordinary agents of a country that has a property to
dissipate resources in the form of production and consumption expressed by
rate of production output Y / and its index – economic efficiency E y and
property of optimizing resources for production and goods for consumption
expressed by value of self-organization S and its index K S – structural
coefficient of self-organization;
space they belong to is the phase space or global economic environment;
the main function is the development expressed by global economic
environment traffic. Thus, ordinary agents of the system can be described by
two phase variables ( E y , K S ), correspondingly phase economic space they
belong to is recorded as F = F ( EY , K S , t )
where E y - economic efficiency – qualitative characteristics of
development, parameter that characterizes system capacity – ability to produce
economic efficiency and dissipativity;
K S – coefficient of self-organization – structural characteristics,
parameter that reflects economic usefulness of system structure and
characterizes minimization of dissipation or ability to optimize resource
allocation for production and goods for consumption;
t – time
Development of the system global socium is recorded in the form of
environment traffic equation like Burgers
(
dY /
dY /
d 2Y /
+Y/
= KS
33)
2
dt
dLQ
dLQ
where: t – time interval during which system is investigated
Y – production output during time interval under analysis (estimated in
GDP)

dY
- rate of production output or economic growth during time
dt
interval under analysis (for further record of equitation we take Y / = G
Y/ =

(growth))
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Y // =

2

dY
- rates of economic growth of a system during time interval
dt 2

under analysis.
LQ - qualified work that produces additional product (number of
population in time interval under analysis)
Quantity of self-organization S = Y / K S – counteracting force F as for
dissipating of system resources called as the principle of minimization of
resource dissipation opposes to economic growth or rate of production output Y'
with the coefficient K S = S / Y / that reflects structural qualities of the system
– its institutions (political system) to produce useful work concerning
optimization of resource allocation for producing goods to be consumed as well
as reaction rate of the political system towards unfavorable economic changes
in the form of structure adjustments in the current macroeconomic policy and
changes of its direction in case of fallacy by non-conflict way. In other words, it
is force that reflects the value of self-organization of the social system S.
13) The analysis of equation shows that
Equation contains nonlinear term Y /

dY /
dLQ

since qualification of

ordinary agent’s work is the factor that originates nonlinearity proceeding from
/
/
the simple consideration Y = Y ( LQ ) . Nonlinear term shows the system
property – dissipation, and reflects the accumulation of structural information in
time and also dependence between rate of production output and change of
population qualification along with change in its number. This term reflects the
influence of structural information accumulation over the rate of production
output.

d 2Y /
, which reflects the system
Equation contains adhesive term K S
dL2Q
ability to resist resources dissipation or implement the principle of minimum
dissipation of system resources that is to optimize their distribution on the basis
of current structure.
Equation shows the evolution of structure, which enables us to make
forecast.

155

Revista economică

Sustainable decision of this equation will be a shock wave owing to
competition between two opposite tendencies: dissipation and attenuation –
minimum dissipation.
Equation shows the wave nature of economic cycles.
14) The model of global civilization system development
The model is recorded in the following way:
(34)
dG
dG
d 2G

dt

+G

dLQ

= KS

dL2Q

The managing system parameter – economic efficiency EY. Equation is
examined by stability of decisions depending on value of managing parameter.
It is necessary to determine what dimensions the managing parameter should
have so that solution of equation could be stable. It is also necessary to
designate what geometrical image of obtained solutions of equations will be
equal to stable states. To get a numerical result we create the algorithm,
program and carry out numerical experiment.
15) Objectives of simulation modeling
To get some idea as to qualities and properties of attractors in the given
system of both modes of functioning which the system forms in the
development process. Attractors are mathematical images of determined modes
of functioning. Change of modes – switch of functioning from an ordinary to a
chaotic (bifurcation) mode shows the change of quantity and character of
attractors. In “the global civilization” system attractors are supranational
institutions that determine rules of behavior for system agents. These attractors
also decrease indefinite trajectory of development which helps to maintain
system stability in a mathematical sense of description. Thus we receive a
mathematical concept of institutions necessary for maintaining sustainable
development of global civilization system.
To make a numerical calculation of borders of stable environmental
movement within which the global system develops.
To get some idea about the character of change in number and in
properties of system attractors for maintaining boundary limits of sustainable
development of the global system.
To show interaction of sustainable development, self-organization and
available boundary value of the stability of the system under study.
To show evolution of the structure of an abstract social system under
research.
To show evolution and to make a forecast of the structure of international
monetary and financial relations of the global system.
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To show evolution of the structure and to make a forecast of forming the
main political institutions of the global system in the XXIst century.
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RELATION “ENTREPRENEURIAL CULTURE –
ORGANISATIONAL CULTURE” IN THE PROCESS OF
BUSINESS DEVELOPMENT
Abstract: The present article is on overview of the change of the entrepreneur s value
system in the process of development of the business under the joint effect of a complex
of various internal as well as external factors. The analysis is twofold – a study of the
degree of change observed in the significance of values in the development of the
business and a ranking of the values by importance to the entrepreneur in the beginning
and after the start on the business. By combining the values of the above criteria there
has been built a matrix, in which there have been identified three value zones in
accordance with the degree of influence those have over the behaviour of the
entrepreneur and managerial decisions in the process of development of the business
activity. There are drawn some conclusions concerning the effect of the transformation
under study over the economic and social behaviour of the entrepreneur.
Key words: culture, entrepreneur, business development
JEL classification: M12

1. Transformation of the entrepreneur’s values – the basis for the
transition ‘entrepreneurial culture – organisational culture’
The terms ‘entrepreneurial culture’ and ‘organizational culture’ came into
the range of economic and applied business research in 1980s. Ever since, the
problem of the similarities and the differences between the two terms has been
the subject of a number of discussions and definitions. On the one hand, the
discussions have added up to the content of the two categories; on the other –
they have highlighted two contrasting approaches. The first one, which
emphasizes the similarities, finds its grounds in the opinion that the differences
between the two terms are too few and indistinct against their common
background – presenting and analyzing the aspects of culturological knowledge
in the economic and, more specifically, in the managerial theory1
1

Bl. Kolev comments: ‘One group of authors stress the influence of ethnopsychology, the
second - the influence of financial education, the third group stress the influence of the
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The second approach concentrates on the differences between the two
terms – differences determined by the specific nature of the terms, as well as by
the factors that have an impact on their manifestation2.
From the point of view of structural linguistics3, both approaches have
their scientific justification. On the one hand, the terms ‘entrepreneurial culture’
and ‘organisational culture’ have a common base word – the noun ‘culture’.
Therefore, when studied, ‘culture’ has first to be defined by its constituents, or
its so-called ‘traditional’ elements – values, traditions, symbols, rituals,
practices, etc. From the same point of view, that of structural linguistics, the two
terms carry a different delimiting, or complementary, element – the adjectives
‘entrepreneurial’ and ‘organisational’. For this reason, the differences between
the categories in question are rooted in the specific nature of the subject of
research: entrepreneurship, as a socio-psychological and economic
phenomenon, and the organisation, as an institution and orderliness.
If we deploy the behavioural approach in entrepreneurship4 when
analysing the differences in the object of research, we will find out that it is in a
way conditional. The reason is that this approach focuses on the entrepreneur’s
deeds, not the entrepreneur’s personality. In other words, the behavioural
approach adopts the establishment of a new organisation as the most important
level of analysis5. This is the key to understanding the relation ‘entrepreneurial
culture – organisational culture’: at the start–up stage of a new organisation
entrepreneurial culture is prevalent while in the following stages,
social groups, the fourth – the influence of entrepreneurs, the fifth group compare the
economic culture of Bulgaria and that of other countries. However, the differences seem
insignificant if we keep in mind that which brings them closer – the effort to define and
clarify the various aspects and factors that have an impact on the formation of economic
culture.’ (Kolev, Bl. The Iconomic Culture. IU Stopanstvo, Sofia, 2002, p. 7.)
2
In support of this, M. Paunov notes: ‘By adding ‘organizational’, ‘corporate’,
‘entrepreneurial’, or ‘company’ to the noun ‘culture’, we denominate something that is
smaller than the social system but bigger than the human personality…The clarity of the
attribute ‘company’ is beyond doubt. With ‘corporate’ we could have two basic meanings
of the word…’Organization’ is a term which might mean at least three things: order (a
situation of non-chaos); the process of creating this order; institution.’ Paunov, M.
Organizational Culture. SD DINO-IM, Sofia, 1996, p. 22
3
Rusinov, R., St. Georgiev. Encyclopedia of the Contemporary Bulgarian Language. St.
Patriarch Turnovski, Veliko Turnovo, 2000.
4
Todorov, K. Strategic Management in Small and Medium-sized firms – theory and
practice. Ciela, Sofia, 2001, p. 69-85.
5
Luthans, F., B. Envick, R. Anderson. A Proposed Ideographic Approach to the Study of
Entrepreneurship. AEJ, Vol.2, pp. 1-13; Vesper, K. Introduction and Summary of
EntrepreneurshipResearch. Prince Hall, Englewood Cliffs, 1982, p.11
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organisational culture gathers importance. The transition from the initial stage
to a more matured one has been studied by researchers through a range of
economic factors such as: number of employees, average increase in turnover
per year, the hierarchy in the managerial structure, virtual and/or legal
independence of the organisation, market share, etc. The listed economic
indicators are quite precise when it comes to studying the transition from the
initial to the subsequent stages in the development of an organisation. However,
the indicators of the transition ‘entrepreneurial culture – organisational
culture’ are cultural rather than economic. With the rise of the science of
culture, they (the indicators) have been differentiated as a separate category of
phenomena and represent the structural elements of culture listed above.6
In this respect out thesis is that the transition ‘entrepreneurial culture –
organisational culture’ on an organisational level takes place through
transformation of the cultural elements. Moreover, the transformation of the
cultural elements is a bridge between the two cultural forms – entrepreneurial
and organisational. Having stated our thesis, the purpose of the present article is
to provide evidence for the transformation of the entrepreneur’s values (basic
structural element of culture) at the start-up stage and the subsequent stages of
the existence of an organisation, and, on these foundations, to study and analyse
the scope of the transformation as one of the indicators of the transition
‘entrepreneurial culture – organisational culture’.
The particular object of the empirical study is owner-entrepreneurs who
run their businesses either single-handedly or in partnership. In defining the
target group we took into consideration the following two points: first, ownerentrepreneurs are creators and carriers of entrepreneurial culture; second,
despite the involvement of the other members of the organisation, the decision
making process related to the formation and adoption of organisational culture
is a prerogative of the entrepreneur. The empirical study, carried out in 1994,
covered 457 entrepreneurs – owners of businesses based in the Northeast region
of Bulgaria7.
2. Empirical study of the transformation of entrepreneurial values
To study the transformation of entrepreneurial values and the transition
from entrepreneurial to organisational culture, we analyse the significance of
the values in two different moments in time: at the start-up stage, and at a later
6

Whyte, L., The Science of Culture, Nauka i Izkustvo, Sofia, 1988, p. 115.
96% of the firms have up to 20 staff, and 4% of the firms - 20 to 100 staff. 37% are
production firms, and the rest 63% provide services.

7
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stage in the development of the firm. We have verified the assumptions
concerning the shift in the leading entrepreneurial values by estimating the
percentage of entrepreneurs who defined a certain value as significant in the
dependent samples. The findings are presented in Table 1.
Table 1.Changes in the Significance of the Entrepreneurs’ Leading Values at
start-up and at later stages
Entrepreneurs’ Values
Industriousness
Responsibility for the family
Fairness
Independence
Personal success
Freedom of choice
Protection of private property
Thrift
Economy of time
Defending other people’s interests
Protection of competition
Freedom of the press
Modesty
Right of legal protection
Protection of the environment

Significance at
start-up (%)
82
81
76
72
71
63
54
50
50
48
46
44
44
36
28

Significance at a later stage (after
establishing the business) (%)
94
81
77
82
87
87
71
54
66
65
65
56
33
57
35

McNemar’s non-parametrical X2 test is used as a statistical verification of
the assumption that the change in value significance is law-governed and not
accidental.9
Studying the degree of change in value significance in the course of
business development
To classify and highlight the changes in values according to the degree of
transformation we have grouped them in four sets: values with diminishing
8

Whet selecting the values, we have taken into account previous studies of
entrepreneurship done in our country, described and analyzed chronologically in the period
1990 – 2002, such as: Davidkov, Tsv. The New Entrepreneurs. Findings of the empirical
sociological survey ‘The Private Business in Bulgaria’. Sofi-R, Sofia, 1993, p.48; Pachev,
P. The Bulgarian Entrepreneur – Half-face and Full-face. Ikonomika magazine, 6/1992,
pp.17-18; Nikolov, St. The System of Values and Motivation of Entrepreneurs in the Third
Bulgarian Sector. Sotsiologicheski Pregled magazine, 2/1994, pp. 88-89; Todorov, K.
Entrepreneurship and the Small Business. Martilen, Sofia, 1997, p.81, etc.
9
Lambova, M., Vunova, K. A Survey of the Change of Entrepreneurial Culture in
Business. Izvestiya na IU-Varna magazine, book 4, Barna, 2004, pp. 85-94.
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significance (negative change); values showing a slight increase in significance
(between 10 and 20 points), and values showing a considerable increase in
significance (over 20 points)10. The results of the change in significance of the
fifteen entrepreneurial values in the course of business development are
presented in table 2.
Table 2. Sets of Values According to the Degree of Change in Their
Significance for the Entrepreneur
Group 1
Values with
diminishing
significance
(%) (-)
Modesty (11)

Group 2
Values showing a
slight increase in
significance (%)
(0 – 10 points)
Responsibility for the
family (0)
Fairness (1)
Independence (10)
Thrift (4)
Protection of the
environment (7)

Group 3
Values showing an
average increase in
significance (%)
(10 – 20 points)
Industriousness (12)
Personal success (16)
Protection of private
property (17)
Economy of time (16)
Defending other people’s
interests (17)
Protection of competition
(19)
Freedom of the press (12)

Group 4
Values showing a
considerable increase
in significance (%)
(over 20 points)
Freedom of choice
(24)
Right
of
legal
protection (21)

The group of values with diminishing significance includes some which
in the start-up stage were more important for the entrepreneur than in the later
stages. The results reveal that modesty is the only value in this group. A logical
explanation of this fact is that, with the expansion of the business and the
increase in income, the entrepreneur’s confidence grows, too. Therefore,
modesty loses its significance as a personality trait, all the more that the
development of a business requires some huskiness and aggressiveness, i.e.
qualities opposite of modesty.
The group of values that show a slight increase in significance includes a
set of virtues which do not have a direct impact on the company growth:
responsibility for the family, fairness, thrift, and protection of the environment.
It could even be assumed that these values impede the company’s moves
towards a more prosperous state. This fact supports the popular saying that
doing business successfully requires a certain deviation from common moral
standards.

10

The bordering values of the change in significance have been defined expertly.
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The only value in this group which is somewhat different from the ones
described above is the pursuit of independence. The low ranking of this value
(10 points) can be explained by the specific conditions in the Bulgarian market,
where independence hampers rather than favours successful business
development. This is due to the fact that the market environment in the
Bulgarian economy has been warped by the prevailing influence of a number
of non-economic factors such as corruption, racketeering, the ‘marriage’
between business groups and political power, nepotism15, etc.
The group showing an average increase in significance includes values
that actually boost the entrepreneur’s business. They could be further divided
into three groups according to their general characteristics.
The first group includes all virtues required by the market –
industriousness, protection of private property, economy of time, and protection
of competition. The increase in significance of industriousness is logical – in
running their businesses entrepreneurs soon discover that however big the
effort, it almost never yields the expected results. At the same time, the
evolution in the significance of the other categories is brought about by redefining the entrepreneur’s priorities.
The second group includes values with an indirect impact on business
activities – defending other people’s interests, and freedom of the press. These
are values related to the development of democracy as an institution of modern
society and market economy.
The third group can be defined as development of superior needs. The
study shows that one of the values with an average increase in significance is
personal success. By and large, it can be concluded that, with income and social
status elevating, one is climbing up the hierarchy of needs. Therefore, the
presence of such motivator-values in the group that grows in significance is
quite natural.
The values showing the highest increase in significance highlight the
difference in the entrepreneur’s thinking patterns at a later stage of the
development of the firm as compared with the start-up stage. The most
dramatic change is seen in the freedom of choice (24 points). We believe that
this is due to two synergistic causes: 1/ freedom of choice is among the highest
needs in the hierarchy1 and 2/ the absence of restrictions of any kind is a key to
a successful completion of the business operations. The synergistic effect,
15

Manifested by the popular practice of cashing in on useful ‘connections’.
As we have noted, it is those needs that the entrepreneur is striving to gratify at this
stage.
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however, has its impact on the entrepreneur’s inclination to manifest his/her ego
in both company and family matters. The other value that shows a considerable
increase in significance is the right of legal protection. With the expansion of
the business and the growing complexity of the whole network of customers,
suppliers, banks, etc., the entrepreneur’s encounters with judicial institutions
become more and more common. One of the reasons for this is the relationship
between partners, often marked by impropriety and wrongdoing. In this line of
thought, a stable judicial system, one that can protect the entrepreneur’s rights,
is becoming a prime need.
Ranking of values according to their significance for the entrepreneur at
start-up and after establishing the business
The ranking of entrepreneurial values at start-up and after establishing the
business, and the changes in the position of the different categories are
presented in Table 3.
Table 3. Ranking of values according to their significance for the entrepreneur
Ranking of values at start-up (%)
1. Industriousness (82)
2. Responsibility for the family (81)
3. Fairness (76)
4. Independence (72)
5. Personal success (71)
6. Freedom of choice (63)
7. Protection of private property (54)
8. Thrift (50)
9. Economy of time (50)
10. Defending other people’s
interests (48)
11. Protection of competition (46)
12. Freedom of the press (44)
13. Modesty (44)
14. The right of legal protection (36)
15. Protection of the environment
(28)
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Ranking
of
values
after
establishing the business (%)
1. Industriousness (94)
2. Personal success (87)
3. Freedom of choice (87)
4. Independence (82)
5. Responsibility for the family
6. Fairness (77)
7. Protection of private property
(71)
8. Economy of time (66)
9 Defending other people’s
interests (65)
10. Protection of competition (65)

Change in
position
−1 ← 1
↑5 ← 2
↑6 ← 2
−4← 4
↓2 ← 5
↓3 ←6
−7 ←7

11. The right for legal protection
(57)
12. Freedom of the press (56)
13. Thrift (54)
14. Protection of the environment
(35)
15. Modesty (33)

↑ 14 ← 11

−8 ←8
↑ 10 ← 9
↑ 11 ← 9

− 12 ← 12
↓ 8 ← 13
↑ 15 ← 14
↓ 12 ← 15

the
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We cannot help noticing that at start-up the leading values are not ones
that are directly related to business activities but ones that can be defined as
universal: industriousness, responsibility for the family, and fairness. The main
reason for this is that at this stage the personality of the entrepreneur is shaped
by universal moral standards, not by the realities of the business environment.
As a result, the typical business values such as the right of legal protection and
protection of competition are located in the lower sector of the chart. A
relatively high position at start-up occupy those motivator-values that belong to
the higher levels in the hierarchy of needs: independence, personal success and
freedom of choice. The fact that they are located in the middle of the chart
shows that they are not yet domineering in the entrepreneur's mind for a
number of resons19. By and large, we can draw the following conclusion on the
basis of the results: in a novice businessman, the social side prevails over the
entrepreneurial side.
The development of the business activities is accompanied by a
transformation in the entrepreneur's value system. The following trends are
distinctly seen:
In the course of business, industriousness continues to occupy a leading
position, increasing its significance. It is obviously considered one of the most
important success factors and is highly unlikely to see any devaluation in the
future.
Motivator-values such as personal success and freedom of choice climb
up while responsibility for the family and fairness move down the chart. The
reasons for this have been explained above.
Values such as independence, protection of private property, economy of
time and freedom of the press keep their positions, increasing their significance
for the entrepreneur. This allows us to describe them as 'steady' values,
occupying a proper position regardless of the concurrent stage of business
development.
Two categories show a dramatic fall down the scale - thrift and modesty.
As we have already pointed out, these values are contrary to what business
development requires. Therefore, the decrease in significance is quite logical.
All this said, we could conclude that, in the course of business, the
personal value system evolves from a more universal to an entrepreneurial one.

19

Entrepreneur's anonymity, low income level, limited business operations, financial
restraints, etc.
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The significance attached to each value, and the transformations of the
value system are of interest for the researcher. For the purpose of the analysis,
we have outlined the following groups of values, according to their significance
for the entrepreneur: values of low significance (0% - 40%); values of average
significance (40% - 60%); values of high significance (60% - 80%); and values
of very high significance (80% - 100%). The grouping of the values according
to this criterion is presented in Table 4.
Table 4. Grouping of values according to their significance for the entrepreneur
Groups of values
according to their
significance for
the entrepreneur
Group 1
Values of very
high significance
80 - 100%

Ranking of values at start-up

Ranking of values after establishing
the business

1. Industriousness (82)
2. Responsibility for the family (81)

Group 2
Values of high
significance
60 - 80%

3. Fairness (76)
4. Independence(72)
5. Personal success (71)
6. Freedom of choice (63)

Group 3
Values
average
significance
40 - 60%

7. Protection of private property (54)
8. Thrift (50)
9. Economy of time (50)
10. Defending other people's interests
(48)
11. Protection of competition (46)
12. Freedom of the press (44)
13. Modesty (44)
14. The right of legal protection (36)
15. Protection of the environment (28)

1. Industriousness (94)
2. Personal success (87)
3. Freedom of choice (87)
4. Independence (82)
5. Responsibility for the family (81)
6. Fairness (77)
7. Protection of private property (71)
8. Economy of time (66)
9. Defending other people's interests
(65)
10. Protection of competition (65)
11. The right of legal protection (57)
12. Freedom of the press (56)
13. Thrift (54)

of

Group 4
Values of low
significance
up to 40%

14. Protection of the environment (35)
15. Modesty (33)

After a comparative analysis in a temporal aspect, we can detect a few
trends in the development of an entrepreneur’s value system:
After establishing the business, values such as personal success, freedom
of choice, and independence increase their significance from high to very high,
while responsibility for the family continues to hold its position in the group,
although it loses some of its significance as compared to the others.
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Values such as protection of private property, economy of time, defending
other people’s interests, and protection of competition increase their
significance. They form a central group of values of high significance for the
established entrepreneur, as compared to the start-up stage when their influence
on the entrepreneur’s behavior is middling.
The right of legal protection, the most dynamic value, makes a transition
from low to average significance while modesty moves in the opposite
direction. The reasons for these trends have been explained earlier.
Generally quite dynamic, the overall level of significance of the studied
values has increased.
3. Summary of the results and main conclusions of the study
The results of the analyses can be summarized in a matrix that combines
the meanings of the criteria – changes in the significance of the values and the
level of significance for the entrepreneur after establishing the business. As a
result, we have sixteen groups of values (see Table 5), each having a different
impact on the entrepreneur’s behaviour and the decision making process in the
course of business.
Table 5 . Differentiation of entrepreneurial values according to the criteria:
change in significance and level of significance after establishing the business
Values of very
high significance
80 – 100%

Responsibility for
the family
Independence
Fairness

Values of high
significance
60 – 80%

Values of
average
significance
40 – 60%
Values of low
significance
up to 40%
-----------------Change in
significance

Thrift

Industriousness
Personal success
Protection of private
property
Economy of time
Defending
other
people’s interests
Protection
of
competition
Freedom of the
press

Modesty

Protection of the
environment

Values
of
diminishing
significance

Values
showing
slight increase in
significance

Values showing an
average increase in
significance

(−)

(0 to 10 points)

(10 to 20 points)

Freedom of choice

Values showing a
considerable
increase
in
significance
(over 20 points)
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We think that the groups of values fall into three zones according to their
influence on the entrepreneur and the business organization:
Zone 1 (6 groups located in the upper right corner of the matrix) – values
that provide motive power for the business;
Zone 2 (5 groups located along the diagonal of the matrix) – neutral
values;
Zone 3 (5 groups located in the lower left-hand corner of the matrix) –
values that impede business development.
The following main conclusions can be drawn:
In the course of business development, the entrepreneur’s value system
undergoes a gradual transition from one built of universal values to a more
business oriented one.
The values that provide motive power for the business have a strong
impact on the transition from entrepreneurial to organizational culture. It should
be noted, however, that this impact becomes indirect as the entrepreneur’s
abilities to shape organizational culture are gradually enervated with the
expansion of the business20.
Finally, it can be inferred that in the process of accession of Bulgaria in
the EU, the transformation that we have studied will take new turns. Other
values might come into the researchers’ field of vision, or the existing ones
might change their status. This will pose the problem of studying the
consequences of the potential value shock in the entrepreneur and the
mechanisms for a subsequent recovery.
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AN EMPIRICAL STUDY ON MEDIATED MULTI-ROUTES TR
MODEL BASED ON SC PLATFORM
Abstract: With the new era of intellectual economic, intellectual capital became the
critical components of wealth creation. Core employees with higher organizational
performance characteristics are often entitled Talent for their key networking status in
creating the organizational intelligent capital values. They can also be competed hotly
by other competitor in human capitall market. In the field of talents’ retention (TC), the
empirical study of relationship-oriented between talents’ performance and voluntary
turnover by modeling is taking lead way in highlighting the talents’ turnover
mechanism. This paper, after survey in the cross- industries samples, developed talents’
performance characters- withdraw tendency model by introducing social capital (SC)
construction and way of combination of the literature methodology and the empirical
study.
Keywords: Talent retention, Social capital, Performance character, Withdraw tendency
JEL codes: M12, M54, O15

1. Introduction
In the 21st century, the prolonged high economic growth does bring about
fortune to the whole society and promote tremendous changes of organization
environments. With the dependence of the organization for competitive
advantage on the intelligence intensive economy predominated by talent
capital, the functional management modes of traditional human resources may
be influenced as follows: on the one hand, the organization may pursue the
accuracy, agile and network organizational structure through the transformation
so that the organization should cross-over the traditional organization boundary
on the human capital allocation and “the internal and external blending and
interactive network cooperation pattern may be formed” (Wang jianyou 2005);
but on the other hand, considering effective constructing of the organization
core competitive advantages and the obtaining resources ability in the network,
the organization need more talents urgently than ever, which may be the
relatively stable core human capital carrier, because the supply of the special
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characteristic talents with high performance “may be unable to follow the
market demand growth”. According to the investigation report published by the
management consultant firm - Handwrite Corporation (Hewitt Associates LLC,
Oct 2006): “there are 43% of essential position personnel and enterprise leaders
for voluntary turnover in China; comparatively, it is only 5% and 11%,
respectively, in Singapore and Australia” (Wozniak 2006).
Under the present background of the intensifying HR competition, “the
talent war” may be increasingly fierce regardless of how the labor force
demands may fluctuate (Capelli, P.A 2000). However, as for the dynamic
development of organization, any member will not forever be at fixed position,
and the employee movement behavior will occur frequently. In view of the
economic globalization today and the competition of talent and its development
momentum, the Asian developing countries’ enterprises may follow the
contingency management concept, which may invest the organization’s limited
resources in the effective core talents. Therefore, the objective of this study are:
First is to explore the effective mediated multi-routes between talent’s
performance characters and withdraw tendency and test their strength of effect;
Second is to identify the mediated effect of Job coupling between talent’s
performance characters and withdraw tendency; Third one is to indetify the
effect of moderating variables on the relationship between talents’ performance
characters and the observable variables. Obviously, the significance of theory
and practice of current research content may indicate: The talent retention
theory and model based on job-coupling may be with good serviceability and
validity in view of the oriental organization culture. Therefore, the management
theory contents may be enriched and also be advantageous to constructing the
employee’s performance – the withdrawal tendency relation research pattern in
theory; and the inciting link of the double relationship of retention or loss on the
high organization performance characteristic talent and the corresponding
withdraw tendency may be cleared up. As for the research factor, job-coupling
model of talent retention and the corresponding construction of related
performance appraisal system, they may be not only advantageous to the
theoretical but also to experimental employee movement management.
2 Literature Review
2.1 Main conception related
Talent in the workforce refers to people who have high potential, crucial
knowledge and skills, and can successfully lead transformation and change
within the organization (Lewis & Heckman2006). The Org-talents should be in
the organization society network system, who are responsible for the creation of
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multiplicity connection value influence personnel to other points in the
organization network and usually are the knowledge or executive staff (such as
the technologists, expert and managers) with the key event characteristics and
the high individual human capital value in the organization network (Dess,
Gregory G., & Jason D. 2001; Liao jianqiao. 2007). In this study, the concept
will be used, which are based on the modern organization social capital
coupling performance view and suitable for today’s organizations. Key degree
scale (KDS) as indicator of talent’s organizational performance, will be
measured by 7 items, which as interconnection, transfer advantage, trustiness,
team affinity, influence of associate performance, inreplaceability and
innovation. Validity of KDS tested by WB, Sharan (2008), showed satisfied
statistical result with α values above 0.7, thus key-degree measuring indicator
can be extended in anonymous questionnaire surveys in Talent Management.
Social Capital, Hanifan (1980), described this terminology as the most
valuable “intangible substances” in the people’s daily life. Along with the 21st
century knowledge society's flourishing gradually, the organization's
competitive advantages may be considered with the effective utilization of the
“intangible asset” for creating new value. And this effective utilization enables
social capital which may be foundational and with the knowledge economy
attributes in the knowledge creation processes may be becoming one emerging
management domain (Puente, Eva. 2003). Western scholars have applied the
social capital theory to the organization’s management domain, and the concept
may be defined as the trust (standard), relation, value sharing and behavior
mode, network, cooperation, common commitments and understanding
between the organization and the individuals (Nahapiet, J. and Ghoshal, S
1998). In this view, the social capital may be the resources and information
pools which may be brought about by actor's social relation network. Effective
operation lacking these qualities of social capital cannot be imagined, and
therefore social capital may enable the organization to create values, solve the
problems, achieve goals and realize their missions (Guo yi, Zhu xi 2006). The
modern enterprise network theory believes that the social capital which can
bring resources and continual competitive advantages to the organization, may
be the strategic network established by organization special target, may be the
organizational living style adapted by modern society due to globalization,
pursuing technological innovation, realizing the resources of digitization and
competition network (Moller, Kristian 2003).
For turnover or withdraw tendency, we can mentioned Price (1977),
namely “the change of the individual status as organization members”, whose
denotation may include employee recruitment by the organization namely the
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exterior inflow, the staff allocation and adjustment within the organization
namely the inner flow, the staff reduction or dismissal and so on decided by the
organization namely involuntary turnover and the voluntary turnover decided
by employees. But the “Withdrawal Tendency”, which is closely related with
the “Turnover Intent” and is in the equal status put forward by Mobley (1982),
from “thinking of quitting” to the “job searching”, the “intention of turnover”
and the “voluntary turnover” behavior occurring, and the concept may be
simplified the turnover tendency without including the turnover behavior
(Jaros, S.J. et al 2001; Hanish, K.A 1991). However, Hanish started the
variation processes from the changing of employee organization performance
to the turnover behavior, which may be extended to the performance decisionmaking factor, and consider that the withdrawal organization tendency may be
the general processes containing the employee organization performance
lowering to the final turnover decision-making, therefore, the above was
formed as the foundation of the research path on the relation between the
employee organization performance and the voluntary turnover behavior. For
simplicity and being advantageous to analyze the effect of the employee
organization performance and the withdrawal tendency intermediate variables,
the dependent variable “Withdrawal Tendency” may be used as equivalent to
the voluntary turnover tendency here.
2.2 Periods of Turnover Model
The Primary Period of Employees’ Turnover Thinking can backward in
1938, Chester Barnard from the perspective of organizational society, personal
psychology and interaction of economic interest, made profound discussions
about organizational “inducement” for attracting organizational members in his
Function of the Executive (Barnard, C.I, 1997).
The “Decisions to Participate” Period of Employees’ Turnover Model. It
is generally believed that the source is a combination of the developed
organizational equilibrium theory in the classic work “Organization” of March
and Simon (1958), and the researches on the turnover decision behaviors of
organizational employees (Xie jinyu. 2003; Lee, T.W., Mitchell et al. 2004).
March and Simon divide the organizational employees’ decision-making
behaviors into individuals’ “Decisions to Perform” organizational activities and
“Decisions to Participate” in organizations, and then they put forward the
earliest overall model about employees’ voluntary turnover, or the so-called
model of “decision to participant”. The model consists of two sub-models: one
for analyzing the turnover desirability from organizations perceived by
employees, and the other for analyzing the turnover mobility. But for limitation
of them are lack sufficient demonstrative and empirical researches, and at the
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time of analyzing employees’ turnover, the simple relation between two
variables is stuck into many variables. March and Simon’s organizational
equilibrium theory indicates clearly that the movement desirability and
apperceived mobility by employees are the most important theoretic precursors
variables for their turnover behavior, so as follow gradually established –
namely the so-called “Job attitude model”.
Classic mainstream research model, “Job- Attitude” Period: Following the
direction of “decision to participate” developed by March and Simon (1958), in
different period, model variables generate increasingly abundant. For instance,
the psychological process model of Price (1977) ; the turnover model of
“Extended Media Chain” with job satisfaction as the direct mediator variable
by Mobley (1979); Steers and Mowday (1981) introduced organization
commitment as a mediator variable; In 1990s Lee-Mitchell’s Unwrapped
Model (1999, 2001, 2004) multi-route turnover model; Follow Mitchell model,
Zhang mian (2005) point out that some turnover decisions which are
independent from the degree of job satisfaction, are induced by “system
shocker”. Up to that Griffith in 2000, conducted a review research in the mode
of element analysis on all papers on employees’ volunteer turnover published in
classic management magazines, related variables around attitude models
reached: 11 kinds of demographic predictors; 16 kinds of sub-structure
variables related to job satisfaction and organization factors and work
environment factors; 6 kinds of variables related to job content and external
environment factors; 3 kinds of other behavioral predictors; 9 kinds of adjusting
variables for withdraw process (Griffeth etc 2000).
The New Development of Employees’ Turnover Model: Allen & Griffeth
(1999), put forward a comparatively complete integrating research model
hypothesis for discussing the relation between employees’ performance level
and their voluntary turnover, and the model consists of 3 analytic routes.
Limitation lie in that visibility of individual performance just be only operated
as employees’ promotion in “operable/ maneuverability” view, so we believe
that the operation connotation of visibility should be expanded into social net
area. Professors Lee, Mitchell (2001, 2004) constructed job-coupling model
based on the theory of social capital, above 92% samples were interpreted
satisfactorily for their turnover behavior through combining social background
on which employee’s turnover decisions and multi-route analyzing angle.
Discovered that “on-job coupling” is of significant forecasting force to
employees’ organizational performance and “off-job coupling” is of significant
forecasting force to employees’ withdraw tendency and turnover, possibly a
pair of relatively independent factors influencing employees’ turnover. Their
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research also reveals that “job coupling” may have obvious adjusting effect and
even mediating effect to the relation between the variables of employees’
organizational performance and withdraw tendency. The research provides a
basis for empirical studies on the introduction of job-coupling analyzing mode
into the employees’ performance- turnover tendency/ behavior.
3 Methodology
3.1 Framework and Sample Design
This study will develop assumptions and the practical experience
verification of introducing the Job- coupling pattern to the referential Allen
(2001) research model under the corresponding organization culture
background in China. The work thought in the first stage may include the
studying model elements (variables) and model structure element relation
domain, and the research assumptions formed by the literature is integrated
with exploring practical experience verification of the actual research object.
Second stage is the data collection in stratified random sampling- MBA
candidates, fitness test of assumption model will be carried out by the SEM
(LISREL) and the OSL Regressive analysis in SPSS.
For ensuring serviceability of stratified randon sampling, this study
investigat the specific talent potential community - MBA group as object
sample designation because: MBA belong to the outstanding specific
community with accumulating the profession elite set in various industries, they
are with quasi experiment background superiority (Debackere, K. etc 1996);
Another is the higher turnover rate seriously in the commercial domain along
with the deepening talent marketability degree. For stratified and representative
random sampling, this study adapts “stratified sampling” and “simple random
Select the suitable
sampling” to collect data as the following 4 steps:
sampling frame: 128 famous public Business Schools were approved to operate
MBA project in China from1991. We partitioned all the schools into 3 areas
(north, middle and south of China) and connect with the area-top 6 business
schools in official business ranking (MBA annual report, 2007) respectively to
get support. Finally, choiced 3 target Business Schools as target; Select the
stratification variable and the number of strata: this study treat “semester-year”
as the academic standard of “strata”. For represent the new economic
background, the MBA respondents of 2006-2008 semester years are treated as
the target sampling; Divide the entire population into 3 strata (2006/2007 to
2008/2009) and choiced randonmly 6 semester classes, in each stratum, number
the element of MBA classes and draw out the target classes randomly as
disproportionate sampling.
3.2 Expansion Hypothesis
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As demand of SEM, we operate the primary analysis before expansion
questionnaires. For the logistic model, we test correlation among these variables
firstly in limited 108 samples, and result of correlative coefficient matrix
analysis (see Table 1) on the structure variable of sample data; it is obtained
through using SPSS statistical software and targeted at investigating the
correlation of the sample’s main structure variables. Anticipated, the result
showed us suitable correlation among these variables, so we can introduce the
social capital into model of Allen (2001) logistically. From the logistic model,
expansion hypothesis follow: H1: Job-coupling is negatively relates to
Withdraw-tendency, means the higher the JC of talents, the lower their WT
from organizations; H2: The talents’ performance features influences their WT
from organizations is mediated by JC; H3: The relationship between
performance and on-job-coupling is moderated by reward fairness and family
responsibility; means the interconnection of reward fairness moderate the
relation, the higher the reward fairness, the stronger the positive effect between
talents’ organizational performance and on-job coupling; but negative from
family responsibility; H4: The relationship between performance and off-jobcoupling is moderated positively by off-job recompense; H5: The relationship
between performance and apperceive mobility is moderated positively by
performance visibility; H6. The relationship between on-job coupling and
withdraw tendency is moderated negatively by reward fairness.
Table 1: Sample’s structure variables’ Correlation Matrix (N=108)

Note: Significance “*” means p＜0.05; “**”means p＜0.01; Two-tailed tests
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4 Extended Analysis of Model Fitness and Interaction
4.1 Goodness of fitness of the model
In order to further test the research model hypothesis in the common
samples across industries, we expand samples into 700 MBA candidates from 3
business school as stratified random sampling mentioned above, got 510
satisfied questionnaires. In the process of analyzing the modeling (routes) of
structural equation of the hypothesized model, the goodness-of-fit of LISREL
for the hypothesized route relation of the model is first investigated according to
the above “addition strategy”, in allusion to the mediator route relation of the
model variables which are to be tested. As is indicated by the fitness analysis
result of LISREL (MI index), the route relations of selectable on-the-model
variables are tried step by step, which is judged on the basis whether χ2 is
improved or significantly improved. In this way, the following route relations
are added successively: talents’ performance to withdraw tendency directly,
off-job coupling respectively to job satisfaction and organizational
commitment, and on-job coupling and off-job coupling respectively to
perceived apperceived mobility directly, but no significant improvement are
found to the increment of model fitting index of χ2, etc. See Figure 1 and Table
2 for the final route relations of model variables fitted by LISREL and
goodness-of-fit.
Moment Desirability
0.07

-0.33*
0.57**

Performance
Characters

0.32*
0.28*

On-job coupling
Off-job coupling

-0.30*
-0.31*

0.41**

Withdraw
Tendency

0.72**
Apperceive mobility

Figure 1: The routes test of JC talent’s performance--withdraw tendency model.

LISREL model fitness actually reflects the integral consistency degree
between the variance-covariance matrix (theoretical model) which is induced
from the set model parameters and the variance-covariance matrix of the
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observed variables and it can, from many analytic angles, be used to appraise
the integral consistency or the so-called fitness between theoretical model and
data, by way of constructing corresponding fitness indexes (Hou jietai, 2004).
Along the increasingly mature application of LISREL, scholars put forward
many common indexes for inspecting fitness, such as those shown in Table 2,
and they also believe that those indexes should be combined, in terms of their
functional advantages in inspection, for comprehensive application (Bollen,
K.A.. 1990).
Table 2: Index for the goodness-of-fit of model estimated in LISREL
χ2

df

χ2/ df

RMSEA

GFI

AGFI

CFI

NFI

PNFI

PGFI

292.94

152

1.927

0.067

0.92

0.9

0.93

0.91

0.62

0.56

Wherein, χ2 is the most common chi-square test on model’s goodness-offit. In the application of LISREL, the bigger χ2, the more difference between the
theoretical model and the observed model. However, this statistic quantity is
very sensitive to the amount of samples, so for minimizing its impact on the test
of fitness, the ratio between χ2 and the responsive degree-of-freedom (df) is
usually used as a “rough rule of thumb” for appraising the model’s goodnessof-fit. If the ratio is lower than 2, the fitness is deemed as desirable. The test
value of the model fitting in the paper is about 1.93. The fitting degree is
generally acceptable if RMSEA is below 0.10; and it is fine if the RMSEA is
lower than 0.08. The test value of the model fitting in the paper is 0.067 within
the required confidence interval. GFI, AGFI (Joreskog and Sorbom, 1993) and
CFI, NFI (Bentler, 1987), it is generally believed when they are higher than
0.90 can be accepted. The four indexes of the model fitting in the paper are both
higher than 0.90. PNFI (parsimony normed-fit-index) and PGFI (parsimony
goodness-of-fit index), put forward by James, et al (1982), are the modification
indexes respectively to NFI and CFI, and mainly reflect the balance relation
between model adequacy and degree-of-freedom. If these values are 0.50 or
above, then the model can be accepted. The two indexes of the paper’s model
fitting is both higher than 0.50. Therefore, based on the result of the goodnessof-fit estimated by LISREL for the hypothesized model of the paper, the
indexes of fitness are all in the reasonably acceptable.
4.2 Analysis on the standard route coefficient
Table 3 lists out all standard route-coefficients finally estimated in
LISREL model fitting in Figure 2. From the perspective of the hierarchy of
LISREL model route fitting analysis on the model’s identified variables, the
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fitting of routes relation from talents’ key-degree to withdraw tendency is
basically consistent to the route relation of the model hypothesized in the paper,
and all standard route coefficients exhibit relatively high significance (P<0.05
or P<0.01) except the standard route coefficient from key-degree to job
satisfaction and organizational commitment (P>0.1). Wherein, the significance
of talents’ key-degree is mediated by on-job coupling and off-job coupling, it
exhibits obvious negative correlation with withdraw tendency from
organizations (P<0.05).
Table 3: Final estimated standard route coefficients of model fitness

Note: significance as T test, “**” means p< 0.01; “*” means p< 0.05; double tail test.

4.3 Discussion of HRA on the adjusting variables
In order to inspect the interactive effects, which may exist theoretically,
between the adjusting variables hypothesized in the model and the major route
effect variables, based on the structure hierarchies of routes and variables in the
model, divides the interactive effects of such model’s adjusting variables into 2
analytic hierarchies: exogenous independent variables (key-degree), possible
endogenous independent variables (on-job coupling); and with the front route
effect variable of the corresponding hierarchy as the dependent variable, the
interactive effect (Allen, D.G. etc (2001) of adjusting variables are inspected in
two steps, through covering into corresponding variable systems and then
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increasing interactive factors. Wherein, the maximum VIF value is below 4.7,
and the inspection result and discussion are as follows: Inspection on interactive
effect between related adjusting variables and talents’ performance features.
The result of Table 4 shows the moderating effect (interactive effect) of the
key-degree interaction between the adjusting variables hypothesized in the
model and the level of talents’ organizational performance features to the direct
dependent variables (mediator variable): the interaction of key-degree and
reward fairness can significantly improve talents’ job satisfaction (0.67,
P<0.01) and organizational commitment (0.83, P<0.01), this indicates that
reward fairness is determinate factor for improving talents’ performance and
elevating job satisfaction and organizational commitment; the interaction
between family responsibility and key-degree significantly strengthens the
negative effect of key-degree to job satisfaction and organizational commitment
(-0.32; -0.37, P<0.05); the interaction between reward fairness and key-degree
may significantly improve the on-job coupling level of employees (0.46,
P<0.01); off-job recompense and key-degree has relatively significant
promoting effect (0.35, P<0.05) to off-job coupling. From the perspective of
apperceived mobility variables, the interaction between talents’ performance
visibility and their performance exhibits significant elevating effect (0.89,
P<0.01), and this is consistent to research result of Allen (2001). In Step 1, the
direct effect relation between key-degree and each route’s mediator variable is
also consistent with the above route effect relation of SEM fitness. All of these
reveal the consistency and reliability of the logic relation between sample data
in different statistical analysis methods.
Inspection on interactive effects between related adjusting variables and
on-job coupling: The result of Table 5 shows the moderating effect of the
interaction between the adjusting variables hypothesized in the model and
talents’ on-job coupling to mediator variable: the interaction of reward fairness
and on-job coupling can significantly improve talents’ job satisfaction (0.87,
P<0.01) and organizational commitment (0.91, P<0.01); the interaction
between reward fairness and on-job coupling may significantly reduce the
possibility of talents’ turnover from organizations (-0.78, P<0.01), and
meanwhile, the interaction of on-job coupling and family responsibility may
also significantly take from the possibility of talents’ resignation from
organizations (-0.42, P<0.05). This preliminarily shows the guiding effect of
on-job coupling in adjustment. In the same way, the direct effect relation
between on-job coupling and each route’s mediator variable is also consistent
with the above route effect relation of SEM fitness.
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Table 4: The interactive effect HRA result between adjusting variables and
talents’ performance feature (N=510)

Table 5: The interactive effect HRA result between adjusting variables and onjob coupling feature (N=510)
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In the study, confirmatory studies are conducted the expansion hypotheses
for the model of talents’ organizational performance – withdraw tendency from
organizations, which is put forward in the paper based on the job-coupling
mode, by making use of samples’ sectional data. The results of inspection on
the representative of investigated samples – the model’s confirmatory tools ,
internal consistency reliability of questionnaires’ measuring indicators, and
structural validity of major variable constructs show both relatively high quality
of data measurement. It is the first try to introduce job-coupling variable into
the multi-route media chain model for the relation between talents’
organizational performance and withdraw tendency, with significant
verification result; and thus the research expands and verifies the conception,
which is put forward by Mitchell (2001), to study turnover model with jobcoupling as mediator variable, which is of the same position as that of job
attitude variables (job satisfaction and organizational commitment), and the
possibility of covering job-coupling into mediator relations to study, which is
indicated by Lee, et al (2004) in their empirical research on the interactive
effect between job-coupling and talents’ performance. Although this study
focus in the MBA candidates’’ cross-industries sampling (just focus banking or
medical industries in former study), the sampling should be extended, and more
direct influence factor such as performance shock may be consider in the model
in the future study to realize an optimal situation of “function retention” in
organizations, especially in an age with increasingly frequent personnel
turnover occurring and the human-oriented management being highlighted in
modern organizations.
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