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LEADERSHIP AND THE SOURCES OF POWER

MARINESCU Paul*, TOMA Sorin-Georgé

University of Bucharest

Abstract

The aims of our paper are ttemonstrate that power can influence the quality
of leadership in a system and, that the leader of an organization can choose to
delegate power to the employees, keeping them motivated and improving the overall
performance of the organization. The abiltty influence others is based on native
traits and constitutes a product of personal development. The TeamWork association,
comprising students mainly from the Faculty of Administration and Business,
University of Bucharest, is a good example of the wayhith power and leadership
influence each other contributing to the development of a system.

Keywords:leadership, power, team, strategy

JEL classification: M12

1. Introduction

Since the earliest times, the subject of leadership, viewed as both the
art and the science of organizing people to achieve a common goal, has beer
the subject of numerous researches. Philosophers, military, political and
economical leaders have all tried to shad light on the specific abilities that
allow some people to have sifjoantly better results then others in leading,
motivating and influencing people or groups.

! Professor, Faculty of Administration and Business, Department of Economical Science, University
of Bucharest, Romania, paulmarinescul@gmail.com

2 professor, Faculty of Administration and Business, Department of Economical Science, University
of BucharestRomania, tomagsorin62@yahoo.com
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Like any subject that arouses such interest the study of leadership has
yielded an extremely large but not always extremely relevant literature. In the
rush to idetify different points of view, authors have analyzed the styles of
different military leaders (from Attila the Hun to Abraham Lincoln),
phil osophers (Alf Aristotle Ran Ger
Most Common Problems in Business: And Hdasus Would Have Solved
Themo) and even ficthePonah ohamnNantag
making this ocean of writings extremely difficult, and sometimes even
frustrating, to navigate.

Even the seemingly simple task of defining leadership provédse to
more complex then would seem at a first glance, because different schools of
thought view leadership and the attributes that make if effective from different
angels, highlighting some aspects and disregarding others. In short, we think
that leadership an be viewed as the ability to organize people and there
efforts in a certain direction. In this respect, it is very important the ability to
bring different forces together, to motivate them to work together, but above
all else the ability to determine éefine common goals or ideals.

The aims of our paper are to demonstrate that power can influence the
guality of leadership in a system and, that the leader of an organization can
choose to delegate power to the employees, keeping them motivated anc
improving the overall performance of the organization.

2. Leadership Theories

The multitude of theories on leadership makes an exhaustive
presentation extremely difficult, however we think that this theories can be
grouped in three main categories based on tpecaghey find dominant.
From these point of view we can identify theories that focus of the leaders
traits, theories they emphasis the leadership style and theories that study th
conjuncture in which leadership takes place.

From a historical point of ew the first approach considered that
leaders owe there success to some innate traits that differentiate them from the
rest of the people, this is known as the trait theory of leadership. This school
of thought began with the ancient philosophers, esihed®lato in The
Republic and Plutarch in Parallel lives tried to find an answer to the question
"What qualities distinguish an individual as a leader?". The same path was
foll owed by Tho ma ©n HeeeslaydlHero Wdrship dnch |

8
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the Heroic inHi storyaaBgzped t he i mport a
leadership had on the evolution of human society.

In his work Hereditary Genius (1869) Francis Galton examined the
leadership qualities present in the families of powerful man. After having
analyzed tb number of brilliant persons among the first and second degree
relatives of powerful people, and observing a decrease among the latter, he
concluded that | eaderods abilities &
born and not formed.

The biggest diwback that critics of this school of thought have
identified is that by focusing on innate abilities leadership becomes the sole
attribute of a few Achosen by dest
people. In analyzing this view we have to take axtoount, in our opinion, the
historical cont ext i n which it evol
could hope to achieve positions of power in society, so it was easy to consider
leadership as the trait of an elite. It is also clear that membehgsddlite had
every reason to portrait themselve:c
justify the privileges they held.

Although this initial theories are now outdated, some aspects of the
trait theory of leadership are still relevant, even if thene igtle resemblance
with the original. Al t hough the i de
success as a leader is a thing of the past, there are a few configurations of trait
that seem to be common to a series of top level managers in publicizate
organizations, among this the most frequently mentioned are: intelligence,
initiative, selfc onf i dence and the ability t
conducting a study among tégvel managers John W. Hunt of the London
Business School concled that some of the factors they consider most
important are: the ability to work with different types of people, taking on
global responsibility for important tasks, setting high goals for personal
development, extensive experience in management poditmnsearly in the
career.

An alternative school of thought focuses on the way leaders behave in
order to determine individuals and groups to accomplish a certain task.

Leadership styles became a subject of analysis after the publishing, in
1983, of the Whe and Lippit study in which the authors identify three
different styles that can be chosen by a leader, each with its own advantage:
and disadvantages. The authors identified the autocratic style, in which the
leader makes all the decisions, and whidaytbonsider functional only if the

9
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leader is always present; the democratic style, in which decisions are taken
after consulting all the members, a style they consider most efficiensuaiti

and the laissefaire style, in which the members of the growmrk
independently, the leader being generally absent, and which they consider
efficient only if the tasks and objectives are clear to all the members
beforehand.

One very useful model in the leadership style theory is that developed
by American psychologts Robert Blake and Jane Mouton. In this model they
rank leadership style according to the relative importance they give to two
aspects, they consider of paramount importance: focus on production and
focus on people. From this point of view focus on paidim means the
importance leaders put on completing the organizational goals and the authors
guantify this on a scale from 1 to 9-(fiotally unimportant and -fotally
important), and focus on people means the importance given by leaders to
motivating tearmembers, satisfying there needs and creating a friendly
atmosphere, quantified on the same scale.

In this frame of reference the authors identify five basic styles: style
1,9CountryClub Management (highest interest for people, low interest for
productobn, strong chances of not meeting the goals because of the atmosphert
being to friendly), style 971 Authority-compliance Management (highest
interest for production, low interest for people, likely to generate tensions
between group members and the lepdayle 1,1 Impoverished Management
(low interest for people, low interest for production, total lack of interest from
the leader, high chance of inefficiency), style -5Middle of the Road
Management (medium interest for people, medium interest éaluption, an
overall balanced style, should aim to become 9,9), style Ygam
Management (high interest for people, high interest for production, maximum
involvement by leader, is very likely to lead to efficiency).

The leadership style approach offersnore indepth approach to the
study of leadership because, according to this view, a manager can change an
improve his leadership abilities, the accent being put not on innate and thus
impossible to duplicate abilities, but on the effort made by ewsagdr on
personal development and optimal use of the authority of position to influence
individuals and groups.

The third school of thought considers leadership as the product of a
series of circumstances and, from this point of view, one can not define an
ideal style of management, but should struggle to find the best option in every

10
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given situation. This school of thought analyzes leadership at an even deepe
level then the leadership style theory because it treats every situation
differently and takesino account ot her variabl es

The most influential authors that support t@njuncture theory are
RobertTannenbaunand Warren HSchmidt who, in 1958, developed a model
that analyses the connection between the way leadetherseauthority and
the freedom of choice there followers have. From this point of view a leader
starts by holding most of the decision making powers himself, and then begins
to gradually delegate them to the members of the group once they start gaining
ahlities, maturity and involvement. Although the trend is towards delegating,
the leader maintains the ability to act in an authoritarian way if the
circumstances demand it (for example, if a situation arises in handling which
the group members lack experie).

A very important aspect according to this school of thought is that the
decisions that a | eader makes arendt
this remains an important factor) but also on the interactions with his
followers (their abilitiesattitudes, etc.), the task at hand and the context in
which he (and his group) have to function. Seen from this point of view
|l eadership isnét regarded as an ind
one, as we can not analyze a leader in the abseha team, and we can
hardly understand a team disregarding the task or the environment. This

approach focuses on the | eaderbds ¢
navigate in and, on the other side, suggests that he might, at some point, creat
cont ext s. We can, to some extent, c
become tomorrowds reality.

In the contexts he has to act in, or that he creates, the leader has tc
balance the abilities his team members have and the roles assigned to them, ¢
oneside, and the completion of the tasks at hand according to the applicable
performance criteria, on the other.

3. Power sources and strategies of influence

Whichever of the models presented in this paper, or for that matter,
whichever of the many different models available in the literature we decide to
choose, it is clear that we canot
catalyst, and that is powelf we define power as the ability of an individual
or a group to influence other persons or groups, the next notion we need to

11
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define is that of influence. Generally influence is viewed as the process
through which a person or a group gains the abibtyaffect what another
person or group does or thinks. From this point of view, it is clear that the bear
nature of a leader is strictly connected to his ability to hold and use power over
the members of his group, t omerhbers ¢
and to the way he can gain authority over them.

The power of a person or group is not a inherent trait, rather it is based
on a few sources, or basis. The way in which these are held and used in ¢
certain context determines the level of powet tha person or group actually
holds.

Generally we can differentiate between power based on resources,
social power, expertise power, personal power, power based on information
and power based on force. At the level of a group or organization some of this
sources are considered legitimate, while the use of others (like physical force,
for example) is banned.

Power based on resources is based both on the rarity of those
resources and on the ability of the holder to use them according to his will. In
casetts t wo conditions arenodt meet at
power at most. At the same time the value that others place on those resource
determines the exact level of power the holder has.

Power of expertise is based on the professional diajgsbthe holder
has and, at the same time, on the value the group members place on the
knowledge at a given time. We can differentiate between technical knowledge
and process knowledge (the difference between knowing how something can
be done and howosnething should be done).

Personal power is given by the qualities a person has, and is from this
point of view, close to expertise power, in some instances the two can overlap.
Usually, these qualities are hard to quantify and measure as they also depen
on the way a person is viewed by the group members.

Social power depends on the position formally held in a group or
organization but also on the more complex social relations a person has
developed, both formally and informally, with the stakeholderdatf group
or organization, the latter being usually the most important.

Power based on information gained a paramount importance in
todaybés context when, although the
the importance they hold in any organizatismnparalleled.

12
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The way in which a leader uses the sources of power available to him,
as well as the way he employs strategies to influence the behavior of the grour
members determines how successful he is, and more often than not, how
efficiently the objetives of the group or organization he is part of are met.
Generally we can differentiate bet
persuasion, preparation and prevention strategies.

APusho strategies are based on
person or group that is in contradiction to the requirements set by the leader.
These kinds of strategies rely heav
and may | ead to tensions because of
are used on.

i P u | tdatégiessrely on offering an incentive when a behavior
according to the | eaderds demands a
tot al opposite of Apusho strategi e
former represent tdter ditsagickd.r dlhye sk
power to offer rewards and on the importance placed on them by group
me mber s. An usual form of Apul |l 0 s
recognition and respect when a person shows a desirable conduct. Offering
material rewards tends to be efficient mostly in short term because, once the
reward is given, the receiver t end
motivation requires more rewards.

Persuasion strategies focus on giving arguments and, generally,
apoealing to reason, on reaching consensus on a giving subject. Because o
this, this strategy relies heavily on the expertise and personal powers of the
leader, as well as on a very good knowledge of the people on which it is
applied.

Preparation strategief®cus on insuring the optimal conditions for
future persuasion efforts, they rely on the personal and, usually, social powers
of the leader, on ensuring good relations with the person or group in question
or, in a larger picture, with the stakeholdershaf organization.

Prevention strategies are aimed at avoiding undesirable situations,
either by defusing them or by blocking them, or the people that might conduct
them, before they have a chance to occur. The degree to which this king of
strategies are lawed depends on every particular group or organization, in
many cases there use being unadvised.

It has to be said that the existence of the various, and sometimes ever
conflicting, theories about leadership, the acknowledgment of power bases anc

13
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influence strategies available to leaders, as well as the various models that
facilitates there understanding, are just useful tools and can not guaranty the
efficiency of a person as a leader, being in no way a substitute for experience.
Usually a person can beove a proficient leader only thru practice, by
analyzing the problems he faces, and the less then optimal decisions he took i
the past. From this point of view leadership is not a subject that can be
mastered exclusively at a theoretical level.

4. The TeamWak association: a case study

Understanding the relationship between leadership and power, viewed
both as a means of influence and an action, is made easier by analyzing
organizational dynamics. To highlight both the visible and the hidden links
between thevarious organizational leadership components, we considered it
useful to present the way they occur in the case of the TeamWork association.

To aid students in developing leadership skills, in spirit of what we
mentioned above, the TeamWork associationcions in the Faculty for
Administration and Business since 2002. It is a-gowernmental, noprofit
organization for young people focused on learning thru project management; it
is structured on departments, comprised of and managed by young people
replicating the structure of a company. The organization also has an important
civic orientation, aiming to offer its members, and youth in general, contexts
in which they can grow as people and as professionals. This department base
structure also offers embers the opportunity to gain useful leadership
capabilities regardless of the place they hold in the organization or of the
activities that they feel close to.

Below we offer a brief presentation of the structure of TeamWork
along with its main projects as presented on its website
(http://www.teamwork.org.rp The following organization chart can help us
better envision the importance of leadership at the level of a system and the
correlation it has with the optimal distribution of power throughout a orétw

14
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Figure 1: TeamWorkobs organi ze

[ Founding Members ]

[ Founding Member's General Assembly ]

President

Vice-president

I | |

Department of Department of HR Training TeamWork School
Communication Department

International
Relations

Department of Communication

The Depart ment 6s of Communi cat.
directions: internal and external
of information to and from members of every department, while externally it
has the role of maintaining propees with other organizations (NGOs,
advertising and PR agencies, masdia, sponsors, etc.) and promote
TeamWork among students and youth in general.

The members of this department aim to find original and creative
ideas for implementing new projects thare both meaningful and visible
without generating high costs. To this end the members try to adjust to the use
of newmedia, each project being mostly promotedina. The efficiency of
this department is reflected by the number of successful project i
implemented (Botanic Gardemy c¢i tyés Garden, the
for TeamWork, TAC Think-Act-Change, etc.).
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Department of HR

While documents, achieves, data bases, contracts, signatures,
qguestionnaires would be the terms that best describesth depar tr
activity in short, it also has the very important task of identifying suitable
candidates and volunteers for TeamWork and insuring that they integrate
smoothly in itds the organizational

Training Department

This department has @&¥ role inside TeamWork, as one of the main
objectives of the organization is to prepare students for entering the labor
market, an thus combat the widespread opinion that, upon graduation, student
have theoretical knowledge but lack practical, applicakilés. To this end the
department holds various training programs aimed to help students acquire
useful new skills, especially soft skills, in an informal atmosphere in keeping
with the concept of permanent learning.

TeamWork School

The missionofti depart ment can be summ
AiLearn by teaching otherso. ltds p
work, the integration of young people from disadvantaged backgrounds in
society. To this end the department has initiated varpargnerships with
foster schools and high schools from impoverished areas and tried to helps a:
many people as possible gain access to higher education.

International Relations

This department offers members of TeamWork the opportunity to
participate in,or even launch, international exchange programs, with a
powerful intercultural focus. These projects, financed through the Youth in
Action program, or by private sources, help the participants better understand
and accept cultural differences and alloerh to acquire extracurricular
knowledge in an informal environment.

Inside TeamWork the democratic leadership style was adopted by
which all major decisions were taken after consulting all department
coordinators and members, in all the activities of dssociation a style of
management that balances the interest for production and the interest for
people (see the Blake Mouton model) was used, that way TeamWork also

16
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became a school of management in which the people in charge tried to give all
members theopportunity to hone there leadership skills. We would like to
mention that in the last 10 years TeamWork helped over 1000 students many
of whom are now Ph.D.s, managers, consultants or professionals in various
fields.

The selection of students to enter &sork was done by using
criteria similar to those of the business environment, so the organization
attracted people with skills regarding working in a team, persistency, the
ability to finalize, etc. The personal development of members is a mix of
leadersip skills and strategies of influencing the behavior of group members.
Power was distributed by the management team to each individual member of
the organization, with regard to the contexts created and personal merits
(Figure 1).

The power of informatiorgained a particularly important place as
each member of the association realized that when career is concernec
knowledge represents an essential strength. The students who gainec
experience in top fields (IT, foreign languages, business, etc) discovated th
this offered them the invaluable power of expertise. The department
coordinators have also obtained the power of position and the power of
hierarchy and, to some extent, social power. At the level of the organization
we can talk about a meritocracy bese the access to the above mentioned
sources of power was based solely on personal merit. In the personal
devel opment of members al l types of
strategi es, Apul |l 06 strategi esategiger s
in connection with the contexts in which the teams had to perform but also
with the objectives the associati ol
this the members of the organization understood that that you can have the
power to influene others, but at the same time you have to use it with regard
to morality and ethics both in normal and in special circumstances.

In Figure 2 we suggest the way in which synergy can play an essential
role in syncing TeamWor k$fosicecaromital i t
entities (family, school, NGOs, public institutions, the business environment).

Synergy can become the connector between the complexity of
leadership and the force of power distributed along a network because it can
assure a multiplying &ct based on value generating collaborations. The
synergic effect is also based on the thorough knowledge of members in
partnerships at both int@ganizational and intesrganizational levels.

17
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Figure 2: TeamWork, a synergic system

‘l UNIVERSITY I'
|

PUBLIC INSTITUTIONS TEAMWORK FAMILY

S

GOs SCHOOL

Asf
L

BUSINESS ENVIROMENT

Leadership, power and synergy represent concepts which define the
real ities in which people act, and
realities becoming the realities of tomorrow, that is why the ability to
influence contexts and people today danthe source of future challenges.
Leadership has to make the best use of people but, at the same time, has |
help them develop according to carefully chosen value systems, we are talking
here about organizational culture that can become a liaison drettne
members of each group and a force that helps them reach the organizationa
goals.

Synergy can facilitate the relations between various entities, offering
each of them the chance to increase its performance by syncing its activity
with that of variaus stakeholders.

5. Conclusions

In analyzing the leadership of an organization we have to use concepts
borrowed from different fields such as management, marketing, psychology,

18
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sociology, anthropology etc. that is why, in this paper, we took the liberty to
make short referrals to those fields, which demonstrate once again that
leadership represents the capacity to apply a set of principles from various
areas in contexts that are often hard to decipher at a first glance. Leadershiy
means training but also digty in organizational relationships, which are
more often than not unstable and which create the need for motivating there
members. One form of motivation is the distribution of power along a network
(in its ability to influence people and realites)aacdi ng t o eact
merits.

Leadership is the engine of an organization, but one that depends on 8
Asparko, a part of which is power.
differences lead to an idea that became more and more tangible, wiiah is t
of global leaders, leaders who act in irtaltural environments.

Multi-cultural awareness becomes (along with power) a form of
motivating the members of an organization, if it is used as a way that bring
different interests and ideals in tune if, Fewer, it is used in the opposite way
it can be (as power distributed across a network in a flowed meaner) a cause
for organizational meltdown.
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Abstract

Contagion phenomena are a real challenge for economists and economic
theory, and in the same time they induce important policy issues at national and
international level. Despite significant progress has been made in recent years, there
is still no consensuon their definition. This paper aims to contribute to the contagion
literature on two levels: (1) a synthesis of theoretical and empirical contributions to
contagion - definition, contagion channels, classes of contagion and transmission
mechanisms, theelationship between contagion and crisis; (2) a new definition of
contagion.

Key words:Contagion, globalization, international financial contagion, crises.

JEL classification: FO1, F40

1. Introduction

Issues such as globalization, contagion, financial crises are current
themes of economic theory, whilst at the same time being acute subjects of
economic policies at a national and international level. We can mention that a
consensus concerning the defmit of globalization, financial crisis or
contagion has yet to be met, in spite of a considerable progress which has
occurred in recent years. We know that financial crises and contagion are
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bound in an intrinsic manner, and the effects of contagion agan crises

are propagated between countries or markets. The debate concerning
contagion and the transmission of economic and financial crises has generatec
in recent years, an increased interest towards globalization and its effects, in
order to separatit, in a conceptual fashion, from international economic
integration or the definition of relations with financial contagion.

In such a context, the paper aims to contribute to the specific literature
dedicated to contagion in two ways: it creates rtmsis of theoretical and
empirical contributions in the tackling of contagion phenomena; it proposes
the definition of the contagion phenomenon by identifying the required and
needed specific predicates, which follow from the globalizatia@ontagion
relationship. The issue of defining the contagion concept is extremely
controversial and there is no single approach within the specialized literature,
although efforts are being made in this direction. The synthetic presentation of
significant contributionsallows for the identification of yet unsolved
conceptual issues but also to help summarize formulated theories, their critical
evaluation and grouping.

The contagion concept is somewhat new within the economic
literature. It appears during the mid 90snce globalization and the
manifestation of economic turbulences of the global environment occur.
Pioneer works within this field, ergo financial crises and contagion have been
motivated by the attempt to explain the mechanisms of crisis transmission and
the need to answer the question of whether or not countries other than those ir
which the crisis occurred support, in an unjustified manner, the negative
effects of events which they did not cause and thus, can not control. Beginning
with the middle of 1997almost all the articles which used the term contagion
made reference to the spreading of financial markets turbulences betweer
countriegClaessens & Forbes, 2001

Theoretical literature concerning contagion begins with the models of
currency crises. In general terms, we can mention that there are three
generations of model(®larcal, Pereira, Martin, & Nakamura, 200%he first
model was developed by KrugmaiKrugman, 1979 amd explains the
presence of currency crises within the context of the fixed exchange rate
regime. The crisis occurs within the balance of payments due to a speculative
attack on the fixed currency which leads to a depletion of reserves; the model
does not dke into account the possibility of apparition of contagion
phenomena. Macroeconomic indicators (macroeconomic fundamentals) and
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the rationality of economic agents are relevant characteristics of the model.
The second generation of modé€Rood & Garber, 198is based on the
existence of multiple equilibria: the hypothesis of economic agents lead by
irrelevant variablessingot) which transform into sefihdulged expectations
during crises, imply multiple equilibria. The rationality of economic agents
and fundamental macroeconomic indicators continue to be fundamental traits
of the model, although the possibility of contagenists. The third generation

of models explains currency crises through the existence of speculative
bubbles and of moral hazafidrugman, 1998

Like any metaphor, the use of contagion within economics has the
power to both enlighten as well as creating confusion. To a certain extent,
contagion makes us think of an epidemic. Question which ensue are thus
invariably linked toits effects as well as to the mechanisms which help o
spread it. The negative meaning of the term was reflected within the economic
literature particularly through its association with crises. Recent financial
crises have lead to a strong contraction wiecomes to income and the
reduction of the standard of living for numerous individuals which can
underline a disease. Contagion however is also linked to the transmission of &
disease. It is obvious that it is paramount to understand not only the cluses
crises apparition but also their means of transmission, which can be direct or
indirect contact. This is also one of the major debate themes concerning the
specialized literature. A currency crisis is transmitted through direct economic
channels, suchsabilateral commercial flows or indirect relations, as well as
changes within investor expectations? Having considered all these, to limit
contagion only to the transmission of negative phenomena and/or of crises is
not justified and reduces the explairelability of the concept. At least for
now, it appears that the tackling of contagion, starting from the initial sense
has not yet reached its full potential. In a book published in 2011, named
Financial Contagion: The Viral Threat to the Wealth of Nati@ikeslb, 2013,
the dominant themes within contagion theory are found within their whole
sense: their analogy to medical aspects, the idea of a threat, the focusing ol
the financial aspects.

The lack of consensus concerning the definition of contagion or a
restrictive definition of contagion has leaded, more than once, to contradictory
conclusions within the specialized literature. Ergo, in a paper published in
2006, thus before the crisis @0072009 began, which resuscitated the
interest for contagion phenomena, Didier et{Bidier, Mauro, & Schmukler,
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2009 cl ai ms t hat ot he decreased | ev
determined several obvers to ask themselves whether or not contagion has
become somewhat obsolete, with markets which can tell the difference
bet ween countries with good and bad
year later, specialized publications bring forth the pobbf contagion and of
crises propagation at a global level.

The specialized literature concerning contagion mainly tackles three
aspects: the definition of contagion; contagion channels; the identification and
measurement of contagion. There are two sypé€ articles: theoretical and
empirical, the empirical ones defining contagion in a narrow fashion. Almost
all the articles refer to financial contagion and in general, the areas of interest
include crises and the propagation of negative phenomena. €ongidhe
mentioned coordinates, the paper aims to tackle these aspects in the following
order: the presentation of theoretical and empirical phenomena concerning
contagion, which is structured on the following directignslefinitions of
contagion, chante of contagion, contagion classes and transmission
mechanisms; the evaluation of the globalizationtagion relationship and the
definition of contagion as a species of the globalization phenomena.

2. Contagion definitions

The specialized literature is plentiful in terms of approaches towards
contagion. The starting point in most papers consists of the idea that there is
not a generally accepted definition for contagion, a reason for which, taking
the objectives of the reseh into account, the authors choose one of the
following categories of definitions:

(1) a general process of transmission of shocks between countries:
Pritsker(Pritsker, 2001 defines contagion as the apparition of a shock in
one or several markets, countries or institutions which spreads onto other

markets, countries or ingtions. This definition of contagion is equivalent to
the one of event effects propagation and offers a general landscape on the
vulnerability which a country has towards a crisis which has origins outside of
that respective country. The author distinpges between rational and
irrational contagion. In the latter, the shock is transmitted between countries as
a result of the participants within a market, which follow portfolio strategies
which are not rational eante, for example, the agents do not afieno
maximize their utility, given the environment and the behaviour of other
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economic agents. The theory of multiple equilibria differs from irrational
contagion, as economic agents act rationally in each equilibrium situation, be
it good or bad.

Analyzing the relationship between financial globalization and
contagion effects, Schmukler et éhchmukler, Zoido, & Halac, 200@lefine
contagion as the propagation of phenomena aeitsie country of origin.

Pure contagion is also mention@darcal et al., 200Pas a situation in
which a crisis in a country generatesrasis in another country, without any
connection to the fundamental macroeconomic characteristics of the latter,
probably as a function of the changed feeling on a market concerning the
evaluation of an existent information. For other authors, contagi@nsrto
the phenomena of transmission of shocks between markets or countries,
without taking into account if the transmission phenomena are intense or not.
This approach is known under the nas
contagion/contagionbasd on f undament al prerequ

The contagion effect is defind®inga, 2009 as being the behaviour
which is not established by a model of economic rationality (and, in general,
can not be dynamically modelled), rather, it representsmatation, both
delayed and simultaneous of the behaviour of similar economic entities and
with a similar role within the general economic system. Due to this reason, the
contagion effect can have a catastrophic dynamic which is difficult to forecast
andeven more difficult to manage. The contagion effect is extremely powerful
within integrated systems, like the banking system.

(2) The higher than expected propagation of shocks between two

countries:

Contagion is defined as an increase of connections betwadets after
the apparition of a shock within a country. Not any strong links which exist
between countries represent contagion. Numerous economists, and particularl
those who analyze contagion effects in an empirical way, prefer a very strict
definition of the concept, as being an increase of connections between two
countries, during a crisig-orbes & Rigobon, 2002To this end, the authors
define contagion as an increased probability for the apparition of a crisis
within a country, due to the fact that a crisis occurred within another country,
eliminating the effects of interdependence and of fundamental indicators,
contagion refers to the residual character of the crisis which affects countries
in an unforeseeable fashion. They analyze the impact of crises in Asia and
Mexico and of the 1987 New York Stock Exchange crash on capital markets
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within developed and deloping countries and have reached the conclusion
that most changes were are due to interdependency and that contagior
increased the correlation within price movement during crises propagation.

A variation of the mentioned definition is the one whicheas that
contagion is the unanticipated transmission of shocks. When the links between
countries are anticipated for example, through financial and commercial
links T or a priori links 1 they represent fundamental links and not contagion.
Specialized terature tends to adopt definitions of contagion which are
specific to each application, and we can say that given the difficulty of
defining appropriate control variables this option can be adequate. As a result,
contagion can be a concept defined in trefa with a particular set of
indicators, so the right definition is the correlation of excessive effects from
another county, after the identification of the effects of the specified
fundamental indicators. Contagion is defined in a relative manner exitra
identified fundamental indicato(®ungey & Tambakis, 2003

Contagion can be defined as the transmission of crises between
countries beyond what would imply the presence of common sliDatisr et
al., 20®). A necessary but insufficient condition for these channels to operate
is of course a substantial level of commercial and international integration.
From this point of view, links between countries have deepened substantially
during the last two decead, and as a result, the conditions for the
manifestation of contagion effects.

(3) The modification of transmission mechanismbich takes place
during times of turmoil and can be appreciated througigaificant
increase of market correlations
Another caggory of definitions is the one in which the contagion term

is used to describe a temporary and significant increase of links between
marketg(Bodart & Candelon, 2009

In such situations, another method of measuring contagion is proposed,
which allows for a clear difference between temporary and permanent
modifications within market links: the first case is idked as contagion,
where as the second one is simple a measurement of market interdependency

Significant increase of correlation between markets may appear as a
result of psychological reactions of transaction participants. We include,
within the categor of those who believe that the cause of contagion is
psychological reactions and herd behaviour, the paper of Calvo and Mendoza
(Calvo & Mendoza, 1999through which a model of portfolio selection is
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proposed, in which financial globalization decreasesrthvation to support
gathering and processing of information costs which are specific to every
country, which leads to an increase of the contagion effect. This happens
because: (a) globalization can decrease gains which could result from the
payment offixed costs with information and (b) in the presence of variable
costs concerning performance, globalization increases the area of portfolios
which investors might copy in order to reach optimum. Numeric simulations
have revealed that these two effects da@ significant as quantity and can
generate important capital flows which are not linked to fundamental
indicators specific to each country. The accepted definition for contagion is
the situation in which investors follow the maximization of utility whic
choose not to pay for information which might prove relevant for their
portfolio decisionsi which makes them become susceptible to react to
rumours linked to a countrly or choose, in an random way, to copy certain
market portfolios.

Dornbush, et al(Dornbusch, Park, & Claessens, 2pG@iopt the
definition of contagion as beinfe dissemination of market perturbations, in
most cases with negative effects, from a developing market to another, and
can be observed through correlated movement of the exchange rate, of prices
of sovereign risks and of capital flows. In these situnstidhe measuring of
contagion is often realized through croserenced coefficient based
procedures, techniques which are based on the modification of several co
integration vectors and the direct estimation of specific transmission
mechanisms.

Syntheic approaches of contagion appear within the specialized
literature, revealing the need of a landscape image concerning the respective
phenomena. Pericoli and Sbradiericoli & Sbracia, 2001 mention five
definitions of contagion: 1) when the probability of crisis appearance within a
country increases due to its presence within another country; 2) when
volatility is propagated as a factor gfowth of uncertainty from the crisis in
one country to the financial markets of another; 3) when there is an increase of
correlated movements of prices due to crises on one or more markets; 4) wher
there is a change within the transmission mechanisimeocdntagion channel,
with its increase after the crisis; 5) when correlation movements occur, which
can not be explained through fundamental indicators. These imply two major
theoretical groups, different because a structural modification within the
markes, due to the crisis. From the empirical perspective, the determination of
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this rupture remains a controversy. A synthesis of the theoretical approaches
concerning contagion is found at Asongu as Wsdlongu, 2011

The exact definition of contagion remains an open question within the
specialized literature. To this end, we can mention that not only there is no
consensus in defining contagion, but there is no correct / accepted
methodology in order to test tlgistence of contagion.

3. Contagion channels. Contagion classes and transmission
mechanisms

The issue of contagion channels is both theoretically and empirically
interesting, but also from the perspective of economic policies. Any possible
means of limiting the negative effects generated by contagion phenomena
must start from the identificationf @ontagion channels. An event produced
within a country can generate effects within the economy of another country
when there are commercial flows between the two. In the absence of real
connections, countries can be linked via financial flows. Theses ladcur
when financial investors extend their global financial portfolios and connect
various economies, financially. Countries which have financial assets which
are traded globally tend to be a subject of contagion. Banks and institutions
can transmit therisis from a country to another.

The most frequent approach within the literature is formed as a trinity
among the real and financial flows, as countries and markets are linked via
psychological reactions of participants to transactions. The contagion
phenomenon is produced: (1) if there are real connections which are often
associated with commercial links (trade links); (2) through financial links
which occur when two economies are connected through the international
financial system; (3) due to the pa@and the herd behavior which is the result
of asymmetric information, financial markets should transmit market shocks
(Asongu, 2011). In the same direction, Schmukler e{&thmukler et al.,
2006) identify three main channels of contagion: real connections, financial
connections and herd behaviour. Real links / flows explain the transmission of
effects through the existence of commerce and of foreign direct investments.
When between two couigs we have commercial flows or when they
compete on a third market, a devaluation of the currency of one of them
reduces the competitiveness of the prices of the other country. Ergo, if a
country chooses to devalue its own currency, the pressure ircreaste
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other country with which it has connections (direct or indirect ones) which
will determine the devaluation of the currency within the latter country in
order to balance things. Recent crises had such spread effects that it is hard t
demonstratehiat real flows explain the transmission of shocks.

Didier (Didier et al., 200pidentify the two main contagion channels:
commerce and finance. Commercial links function through the impact of
devaluations associated with &ss They generate two sorts of effects, which
can be amplified through credit restrictions: the competitiveness effect
(through relative price changes) which affect the ability of a country to
compete on external markets) and the income effect (to thetdktg crises
reduce the income measured in foreign currency, and in doing so they modify
the import demand curve). Financial links operate in a typical fashion through
the capital account within countries connected to the international financial
system.In few cases, crises are transmitted between countries because of
direct links between their residents. More frequently, they require the
existence of an international investor (common creditor) in financial centres,
which transmit the crises between vagostates in which they have assets.
Financial relations can also result from factors dealing with investor behaviour,
such as risk aversion, information asymmetry, herd behaviour, the prifcipal
agent issue.

Even if there are no real or financial flowstional and international
markets can transmit shocks between countries dueerd behaviour or
panic. The origins of this behaviour lie within asymmetric information.
Information is costly; as a result, investors are often uninformed. They will try
to anticipate subsequent modifications of prices on the basis of reactions
which are manifested on other markets. The problem of herd behaviour is one
of multiple equilibria. In a world of multiple equilibria, external shocks can
easily determine a country ®wi t ch from a Agoodo e
equilibrium. When investors come to be concerned about a market, regardless
of the motivation, Wall Street and the European markets react. When investors
notice a crisis in Thailand, they act thinking about aepwal crisis in
Indonesia and Malaysia, which creates another crisis. Both the markets of
developing countries can be the subject of such behaviour. Due to the fact tha
investors know very few about developing countries, they are liable to such a
behaviarr. Uninformed investors are those who consider that modifications on
such markets to have a higher informative value.
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Real and financial flows aside, other contagion channels are being

mentioned, like resemblances between economies, the coordinagiolicas
and geographic proximitfBodart & Candelon, 20Q9Also, if the propagation
of other phenomena is Ing) analyzed, such as economic refor(@assebner,
Gaston, & Lamla, 2008the most important channel can différin the
mentioned case ftroved to be geographic and cultural proximity, rather than
commercial connections.

Contagion has generally been studied in crises context, but it can equally

appear during Agood ti meso. For e X
flows towards develdpg countries (which lead to them being over credited)
or the financing of I' T firms (whict
type of Airrational exuberanceo or

the end of the 90s.

Theoretical instrumentssed to identify the presence and importance
of contagion channels become more complex and refined every day. Kali and
Reyes for exampléali & Reyes, 201panalyze the patterns of international
trade using the network theory. Thasis for the empirical analysis consists of
three evaluation indicators, concerning the connectivity level of a country with
the global system: the importance of the node, the centrality of the node and
the maximum flow, which allow for the evaluationtbE connection level and
through that of the potential of manifestation for contagion phenomena.

The degree of anticipation of crises can influence the occurrence and
amplitude of contagion phenomen®annan & KohlerGeib, 2009 a
comparative analysis of crises beginning of the 90s reveals that contagion
channels which are generally accepted such as the excessive exposure
investment funds, commercial links or common creditors, uncertainty
concerning macroeconomic conditions may explain the scale / amplitude of
contagion phenomena. The connection between the ability to foresee and the
occurrence of contagion has determined several authors to consider the
element of surprise as one of the pgeiisites for contagion occurrence,
together with a sudden change of the direction of capital flows and the
existence of a common creditgtaminsky, Reinhart, & Vegh, 2003

In most cases, financial contagion is considered the main form of
contagion and the role transmission vehicle is played by the banks. Moreover,
it is believed that within the current crisis the contribution of the other forms
of contagion was less signifiot(Kollmann & Malherbe, 2010
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Contagion is not limited to financial markets and crises. If we accept the
idea that a contagion phenomenon implies the existence of an event and the
propagation of its effects, it is obvious that restricting it to the negative effects
of financial crises does not assure a relevant approach. Contagion can be
analyzed in relation wh the domino theory.

Baldwin and JaimovichBaldwin & Jaimovich, 2010 analyze the
increase of the number of increased free trade areas as an effect of contagior
They develop the theory concerning the multiplication of trade unions as a
result of the domino effect created by Baldwin in 1993 and they extend it to
free trade ageements, whose multiplication is explained with the help of the
contagion concept. The theoretical model is based on assimilating the domino
effect with the contagion effect, through which the signing of a free trade
agreement between two countries praueffects on a third country. To
measure the intensity of such an effect a contagion index is being proposed,
which takes into account the commercial relations which exist between the
three countries.

In a more general fashion, models of financial cgimia can be
classified as being fundamental or behavidiaungey & Tambakis, 2003In
the first category, the analysis is based on the event, where the event is usuall
a financial crisis. On the other hand, behavioral models considea ttenge
in expectations and herd behaviour determine the transmission of shocks
between countries. A useful distinction between biologic and behavioural
models refers to the fact that biologic model operate on a time frame, which
follows an event, wheras fundamental models operate with both time series
and with transversal di mensi ointee A
unanticipated transmission of shodks often associated with herd behaviour,
this is not a mandatory condition for contagion.

Contagion is often identified as an equilibrium phenomenon. On the
other hand, if contagion is due to herd behaviour, it can be seen as a rationa
response from investors when there are fixed costs for obtaining and
processing information concerning a ctyn On the other hand,
macroeconomic models based on rational anticipations generally have simple
solutions. The issue of unique equilibrium versus multiple equilibria is bound
by the debate between first generation models (which are based on
fundamental macroeconomic conditions) and second generation models
(which are behavior based) used to explain foreign currency crises.
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Numerous papers try to determine the extent to which it is possible to
affirm that contagion was generated by financial events whijgheared
starting from the mid 90¢Bodart & Candelon, 2009 A series of crises
occurred due to the synchroation and intensity and we can state that there is
rapture between the traditional way of event propagation. Financial
globalization is the result of a control reduction and an increase of capital for a
group of countries. Financial integration on the othand is a part of
globalization and refers to the insertion of a country / the participation of
international capital markets. Globalization has generated the growth of
expansion and depth of global commercial flows and of financial flows in
different cauntries, regardless if they have good or bad macroeconomic
indicators. Marcal et al(Marcal et al., 200Qinvestigates the presence of
contagion phenomena and / or interdependency between countries during 1994
T 2003 on the basis of stock market indexes yields, concluding that we can
talk about regional contagion in the crises of Latin America and Asia.

The sources of contagion can be palntait, keeping account of the
particularities of the parts involved: 1) when two neighbouring countries have
integrated capital markets; 2) when we have significant commercial flows
between countries; 3) when major institutional investors are presenivend g
up their positions on emerging markets, with low liquidity, thus determining
an important and generalized price decrease; 4) when foreign investors
transfer their resources from developing markets to more trustworthy or
accessible markets; 5) when taology factors linked with a local industry
affect the growth of a country or when there is political instability; 6) when
the Aalienationo effect occurs, for
agents changes, even if it is not based on the changendhmental
macroeconomic conditions, which determines the grouping or convergence of
them towards these expectations.

In conclusion, we accept the idea that there are two types of
contagion: fundamental and irrational. Fundamental contagion describes the
process through which a crisis can produce effects on the fundamental
indicators of an economy. A devaluation of the foreign exchange rate can have
consequences on imports and exports, but also on capital flows from the
respective country. The other typé contagion, the irrational one, is spread
through the fear of foreign investors. When they see major loss on Wall Street
they expect things to go worse. Their first reaction is to close their positions as
quickly as possible. We can mention, as fundaale#uses of contagion and
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transmission vectors: 1) those bound by fundamental economic conditions,
such as common shocks, commercial relations, alterations of the exchange
rate, etc. 2) those who are not bound by economic conditions, which make
referenceto investor behaviour: restrictions concerning liquidity and issues
concerning stimulus, asymmetric information, the existence of multiple
equilibria, the changing of the rules of the game.

4. Conclusions

In conclusion we propose the definition of c@iten as thahecessary
process of shock transmission between the subjects of a sydidike
normal, current flows which link the subjects of the system, the identification
of contagion implies the existence of amtial shock or an unpredictable
eveni which can be generated by an institution, a human factor, a natural one,
etc. The necessity takes into account the fact that the existence of connection
before the initial shock makes it impossible to stop the propagation of effects,
as they become necesg within the logical sense of the term. We consider
that irreversibility is not necessary to make a difference between contagion
phenomena, and we believe that there are contagion phenomena which hav
an irreversible character.

Shock transmission meatiams call for the existence of connections
between the subjects of the system. Each subject (country, firm, institution,
and individual) is connected to the other subjects of the system via real
channels, financial or informational which allow for therfation of flows
and transaction participation. Globalization has made these links permanent
and has multiplied them, ergo the attempt to stop contagion phenomena car
only consider a temporary isolation of affected subjéeatsiaranting which
can be reafied only by the temporary blockage of the channels.

The evaluation of the potential of an event to produce contagion
effects can be made considering the intensity of the impulse and the
characteristics of the system component on which the initial evest w
produced (the degree of connection with the other elements of the system, its
importance). We believe that this definition of contagion cancels the limitation
of the phenomenon to financial markets (contagion which is propagated
through flows, markets rofinancial institutions becomes only a contagion
classi financial contagion) and has the potential to allow for the creation of
an evaluation system of the intensity of contagion phenomena.
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Abstract

The product of the economic information system is being represbptdte
financial economic information on the basis of which through analysis, diagnostic,
management , t he corporationds manager
regarding the necessary patrimonial changes for the economic situations in a
continuous chage. Taking into consideration the complexity of the information
system we considered necessary the implementation of its intimacy so that its
projection be made on scientific basis, not chaotically according to the current
demands of the activity regarditige entity.

Key words:system, information system, accounting system, audit, internal control

JEL classification: D 83, G 34

1. Introduction

From the very beginning it is necessary to point out that the separation
of an objective or subjective régland its treatment as a system is being done
according to rules well and unanimously accepted of the general theory
regarding systems.
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Consideration things (objects, phenomena and procésssgective
or subjective existences made Upas system has a gnoseologic significance
and is not determined by the objects, phenomena or processes as such, even
they reflect certain traits and objective characteristics.

2. Economicinformation system

The system is a concept by which the field vimich there is the
investigation ofthe objective or subjective things as concrete, real or abstract
forms of existence. In fact, one thing becomes a system only within the
process of knowledge. To have a system it is hecessary:

A the exi stiedesigeed asfa single blject ritangible, real,
abstract, mental);

A the existence of a researcher;

A the existence of a goal of rese

It is assumed that any definition of a system is arbitrary, considering that
the system is a subjective tool farjedivesand processeand phenomena.

Accordingto research, the same thing can be defined as a system in
the most varied ways.

To study those, things should be separated from other things,
individualized, rigorously and unequivocally defined as unigjpjects.

Only under these circumstances the object becomes a system, namely
an objective spatigkmporal field, structural and structuring for research.

The aim of the research determines the boundaries (limits) of iwork
conceived as a unigue objeceparated from the outside environment and
treated as a system. The objedas a unique objectmust be conceived as a
set of items (concrete, abstract, real) mutualierrelatedwhen they are
treated as a system.

The elements and connections thabke up a system are its
fundamental components.

The item is a quality, a property, a subdivision of an object regarded
asinsubordinate part of the analysis by division in subpdite items are
fixing the limits of the infinite within any concretep that it could be looked
at as a system. Defining the elements as parts of the unique object for researc
is not steady but is being applied according to the research.

Connections represent a relation between the elements, joining them
within the sysem. The connections can be causal or coordination links,

37



Revista Economic® @63)/2012

successions or simultaneous, subordination relations which do not express the
causal relationships, etc. Connections reunite elements in a whole as compare
to the coming into being and functionin§the system by delimitating it from

all the others. The connections establish the limits of the synthesis for certain
parts of a thing within the system. The conaapphasizes theonnectiorand
interdependencef systems .The evaluation of the parilesharacterising the
whole suggests the existence olesst twotypes ofrelationshipswithin the
systemconfiguration:

a) the relationship of subordination, regarding the relation between the
whole and the part ,the relation between the system acaonitgonents;

b) coordination relations: the relationships of either the elements that
compose the system or only the relationship among systems or among
elements of different systems.

Out of the combination of these two types of relationships it goes
like: both the relativity of concepts as whole and part (each part being
simultaneously a whole in relation to the underlying reference systems, each
whole being also part in relation to the overlapping reference systems) and the
synthesis ofstructuralrelaions and functional reports in characterizing the
systems. Any part being a whole(due to the subordination of other elements)
and any whole being part or in relation of functional relation with other
wholes the result is that any other system is opened.

Seen in connection with the environment, any system has: an entry, an
exit, a behavior and functions.

A systemds entry represents t h
environment acts on the work intended as a system.

A systembs exit r & throughsvehicht tise worlg e
conceived as a system, acts on the environment.

The systemb6s behavior is repres
undertakes both on itself, as well as on the environment, as an adapting
reaction to the influences of the outsid®rld, dynamic requirement in a
continuous movement, transformation, development, change etc.

Furthermore, the nemechanic systems, which are born, live, grow,
die, going through evolutions, revolutions or involutions, have in particular the
negative anaf positive feedback processes.

The negative feedback process has the purpose to maintain the
balance, alleviating or suppressing change when it threatens to exceed eé
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certain level which could question the stability of the system, and in extreme
cases, eveits existence.

At the beginning of the 6006s, [
much attention was given to the stability and too little to changing the
systems. He pointed out the necessity of a deeper study of the positive
feedback, namely the proses which do not suppress change, but amplify it,
do not maintain stability, but they put it under demand, and sometimes even
break it. As Maruyama emphasized, positive feedback can amplify a small
deviation or smudge within the system, transforming ib iat seism of
proportions which endangers the whole structure.

While the first type of feedback is negative, meaning that it reduces
change, the second type is positive because it amplifies change.

Given the fact that positive feedback breaks stability #@adif
powers, it allows auto stimulating processes to be explained.

Linking negative feedback to the positive one and noticing how varied
the both totally different processes combine in complex bodies, from the
human brain to the economic systems, we teat we are being suggested
multiple knowledge possibilities still unknown. It has to be admitted that very
complex system$ biological organisms, cities from a corner of the world,
economic, social and political systems étdave inside them amplifisy as
well as change reductors, curls of positive feedback as well as negative
feedback existing in interaction, which makes us notice a whole level of
complexity, not known until now, in the world we are confronting.

Another important step in the sameaedition is acknowledging the
fact that these reductors and amplifiers of change are not necessarily preser
from the very beginning in the considered systems. They can miss at the
beginning, and then they can appear
event can trigger a fantastic chain of unexpected effects, hard to control. We
now understand why it is frequently hard to find out the trajectory of the
evolution of a moving system and, more importantly, to extrapolate the
direction, the way of movementye understand why changes bring us so
many surprises. We now understand why a slow and peaceful process car
suddenly convert to an explosive change or vice versa. This way we can
explain ourselves, furthermore, how you can get to ulterior different sesult
from similar initial conditions. Causality, seen through the prism of future
civilization, based on knowledge, shows us a complex universe with
interacting and inteconditioned forces, an amazing world with amplifiers and
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reductors of change and with myamore unnamed elements, unthinkable until
now. Here we ar e, at crossroads, W
dynamic systems being governed by h

Dr. llya Prigogine and his team of collaborators from the Bruxelles
Free University poved that through the combined action of hazard and
necessity the systemsdé structures t
complexity. Prigogine started from an apparent contradiction. On one hand,
physicists live with the belief in the entropieinciple, which says that the
universe decomposes with time, that all organized phenomena degrade
themselves sooner or later. On the other hand, biologists live believing in the
principle of the evolution of living organisms, which says that life means
organization, a continuous production of higher and higher states of
organization, and also more and more complex. Entropy indicates a direction
in the movement of complex systems, and evoldtitme opposite direction.

Prigogine noticed that: regarding yasomplex system, its parts go
through continuous changes. They always fluctuate. The inside of any
complex system has a continuous vibration.

In certain casesvhennegativefeedbackoccurs these fluctuationare
dampedor suppressedhe system maintaiimg its balanceWhen this positive
feedback occurssome ofthese fluctuationsare highly amplified and can
disrupt the whole systemAt this point there might be addedcertain
fluctuationsfrom the external environmenfurther amplifying this vibration
until the entirebalanceis destroyed andhe existing structurevould break
apart.

Whether it is the result of uncontrolled internal fluctuations or
external forces, or both, the disruption of the old balance often entails not
chaos or collapse of tteystem but the creation of a completely new one, a
superior. Hence complex systems have to be designed as being structurec
These new structures can be more complex and complicated then the old one:
requiring most of the timesto maintain stability- more information, energy
and matter, and so, Prigogine named them dissipative structures.

He suggests thagvolution itself can be regardedas a procesghat
leads to biological and social organisms that aranore complexand
diversified by the emergencef newdissipativestructuresat a superior level.
Living in phenomenological world of interdependencigberenothing isthe
productof a single causeve must accephe ideathat evolution cannobe
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plannedor predeterminetdy amechanistiavay, butis subjected tahe hazard
that dominates thehange.

Prigogine is the first to combi
necessity and gives an explicit formulation of the relationship between them.
He believes that just the point where the structure woutdgjuo a new level
of complexity, in practice, even as a principle, it is impossible to predict what
form it takes. But once it stabilizes a particular way and a new structure
emerges, the determinism dominates agRingogine uses the example of
termites which build their cleverly structured their nest a seemingly
unstructured. Termites begin by moving randomly on a piece of land, stopping
here and there to deposit small amounts of "goo". These deposits are
distributed randomly, but have filed a compadnerhemical substance
(feronomi) that attracts termites. Thus deposits of "goo" are beginning to come
in some places, gradually forming a column or wall. If these constituents are
isolated, the termites stop working. However, if it happened to be sidddyy si
they result in a complex architecture of the nest itself. What began as a
random activity ultimately lead to extremely sophisticated structures. Here,
Prigogine gives, the example of "spontaneous formation of coherent
structures”. Order from chaos.

Functioni from the theory of theystems is an essential attributef
any systemwhich performs inits reporting requirementgo other systems
serving tointegrate(coordinate)elementsin it or in its context expressing
actionswhich are performedby passingfrom potencyto act within structural
diachronic Functions as basic directions of action are components of a system
which help to reach its construction as a whole.

Anything considereds a systeras compared tibself, hasa structure
a statea calendara directoryand transformatian

The structure is a relatively stable order, its quality being determined
by connectionsestablished amorgystem elements. It should not be seen only
through terms of law but rather through the forms it can {@kaica C., 1980,
p.119)In the same group of elements there can be different structures and
connections, all these being connected to the system. In other words system:
can be allotropic.Systemstability condition is given byconnectionsin a
certain tine. Connection®of a systentanchange over timand with them the
changesand system statu§he changereflects thedynamism ofpossible
stateswhilesthe system essential attributef all thingsin a worldbecoming
everphenomenological
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Transformation- marking systemtransitionfrom one statéo another
T it represents the quality moment of a dynamical, complex systefact,
the universal law oimpermanence under whicheverythingarisesasa result
of combinatiorelementspecessarily have tisintegratevhen there are being
expressedsome of the different causeghat led to theformation of the
compound- governingthe unfathomablealepths ofspace life itself or even a
particle of dustEachatomincorporationlives perpetuadramaof birth, aging
anddeath Nobodyand nothingcan escapperpetuabecoming.

The systemds r e p e rpossibley statesfo n s i
thesystem

The systemobs calendar IS gi ven
corresponds to one state.

If the structure reflects the spatiality and the synchronicity of the
system; the transformation, the repertory and the calendar describe the
chronology.

The generally accepted conclusion is that: the whole is more genuine
than the part, the movementatm t he st at e, hori zon
security.

In terms of the economic and financial information system of a
lucrative company, it is not an exception of the rule and behaves like any
known system. The subsystems, part of the informational syatenin a
dynamic related with interdependency

No natural or social system is possible without an exchange of
information, between the components of the system and between the systen
and others systems from outside.

For a system, information is a messaghose existence is intrinsically
linked to the existence and functionality of that system.

Within the economidinancial mechanism, an important position is
being held by the economic informational system, the promotion of modern
methods and of modelinggchniques of economic and social activities, in
order to ensure a dynamic coupling of the two components: leader and led by
making all direct and reverse links between them, in condition of maximum
efficiency.

The accounting systemas the main compent of the economical
informational system, is a set of axioms, principles, regulations and rules of
assessing a company; through which the financial transactions are processe
through an accounting technigues. The accounting system identifies correlates
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calculates, analyses, records and provides all information about transactions o
events that occurred within a company during a determined period of time.

Figure 1: Accounting Informational System

EXTERNAL AUDIT |

lethodsand tech Evaluation External
iques of auditing of internal contrel financial audit

Reports - financial and
economic information

Documents supporting the econ
omic and financial operations

INTERNAL CONTROL

Compliance Audit Performance audit Financial audit

]7 INTERNAL AUDIT |

Internal control is the system of procedures developed by the
administration of a business, in order to insure its objectives regarding the
efficiency of its activity, protecting its assets, prevention, discovery and
correction of errors, the accuracy and realitytiogé technical process of
accounting, so as the financial information be credible.

Internal control must be developed within companies acting on the
two main components, as follows:

A) inside environmenfavorable for internal control given by the
generahttitude and by the actions lead by management according to the inside
control system, with outcomes on control procedures that were applied.

B) control procedurexonceived and developed by the management
in a procedures of intern control manual, in orteachieve the managerial
objectives.

Through the proceeded missions in independence and objedtinty,
intern auditing gives the management and not only the assurance about the
level of control about economic and financial operations, guides it &r ¢od
improve its activity and contribute to the adding of value. Concerning the

mission of intern auditing we find conformity auditing, performance auditing
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and financial auditing. Unlike the legal financial auditing, proceeded as a
mission by the interlauditing, an entity can ask for a legal financial auditing
from outside; in this situation he has to sign a contract with a financial
auditing.

Financial auditing is an activity lead by independent professional
people in order to verify and examine the aotting informational programs
and of controlling a working unit, in order to express a motivated and
objective opinion about its financial statement. Financial auditing tries to
make accountant information more credible, as one of the main qualitative
patticularity of this accountant product.

As a main instrument of the management of a working unit, the
economic analysigepresents a set of methods and techniques which controls
the economic information in order to give clear solutions about the economic
issues that causes problems to the management of the companies.

According to the results of economical and financial analysis one can
see the situation of a company at a certain time and also its economic anc
financial performance.

Economic piloting processhas to be one of the main concerns of a
working unit in order to obtain efficient decisions. The essential element is the
time factor in generating the information in order to allow quick reactions of
the management on certain disturbing phenomena bef@g become
irreversible. The lack of it can entail the company problems in taking
performing decisions.

Since the complexity of the informational system of any entity, it is
imperative that its projection be made on scientific basis not chaotically
accordng to current requirements of the activity.

3. Conclusions

The general theory of systems is applied in order to separate an objective
or subjective reality. A system requires an object, a research subject, and ¢
purpose of research. An econoniidormation system must be developed
based on scientific principles in compliance with the actual requirements
specific to the area of activity.
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Abstract

Employment in Romania faces developments, processes and trends that reflect
direct and indirect influences of the national economic system, suggesting that the
problems of employment are far from being solved quickly and efficiently. The
economic situationtriggered changes on the labour market, characterised by
employment rates lower than European averages, unemployment rates that had
entered on a downward trend but that are now back as an extremely serious problem
brought by the economic crisis. The sbagstem is mainly affected by the situation
on the labour market, reflected by the evolution of indicators regarding the
employment rate and the employment structure by age groups, industries, labour
productivity indicators, and those who emphasise th@cems of structural
unemployment. Overall, prospects outline minimal changes in the living standards,
especially in the current economic context.

Key words: human resourcessustainable development, work force, employment,
unemployment

JEL classificaion: E24

1. Introduction

Making performance by using labour resources is conditioned by the
features of employment pattern, which, as part of the working mechanism of
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the labour market, reflects the relations regarding the allocation, reallocation,
remuneation, social protection insurance and labour force reorientation. In
Romania, structural changes of the transition period have brought a substantia
reduction of labour force and employment on the labour market and also
significant adjustments of the eammic sectors, regions, property, age and
professional status, demographic trends and massive migration also
contributing to these changes.

2. Employment dynamics

Active population and employed has decreased until 2005, and then
we notice a slightlyincreasing trend in 2006, in the following years values
fluctuating around the same figures. In 2009, the numbers of all indicators on
labour force have decreased, as a reflection of the questionable economic
situation generated by the crisis. The activitye and the employment rate
have had the same dynamics. The employment rate of the population agec
between 264 has been of 63,5%, at a distance of 6,5 percentage points from
Lisbon objective recommendation (a 70% rate of employment). An analysis of
the evolution in time of the labour force structure reveals a clear tendency of
shift of employment from urban to rural areas, especially during the first year
of transition, when restitution of land stimulated employment in agriculture.
This tendency is morebvious in poor regions, where subsistence farming is
the only source of income.

Table 1. Evolution of main indicators on employment, 2002009

2001 | 2002 | 2003 | 2004 | 2005| 2006 | 2007 | 2008 | 2009

Active 11.15| 10.07 | 9.91 | 9.95 | 9.85 | 10.04 | 9.99 | 9.994 | 9.93

population | 1 9 5 7 1 1 4 0

Employed | 10.44 | 9.234 | 9.22 | 9.15 | 9.14 | 9.313 | 9.35 | 9.369 | 9.09

population | 0 3 8 7 3 2

Employees | 4.623 | 4.619 | 4.56 | 459 | 5.92 | 6.167 | 6.19 | 6.131 | 6.07
7 0 1 7 7 5

Activity 67,7 | 63,6 |624 632|624 |637 |63 62,9 | 62,9
rate

Employme | 62,9 | 58,0 | 57,8 | 57,9 | 57,7 | 58,8 | 58,8 | 59 57,3
nt rate

Source: National Institute for StatisticsLabour force indicators (AMIGO
data), www.insse.ro, supplemented with data from the National Commission for
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PrognosisProjection of main macroeconomic indicators #092014 5 November
2009, p 35

The greatest decrease in the employment rate is for the age group 15
24, respectively 584. In the first case, the explanation is given by the
increase of people attending higher education, while in the second case, the
situation occurs as @&sult of the increased competition on the labour market,
older people not being able to adapt to the new requirements imposed by the
market economy (knowledge of foreign languages, computer skills). This
feature is common to both women and men, but wiigaificant decrease for
women in the age group &Bl. (Zaman C., 2007)

In 2009, the employment rate of working age population6dswas
58,6%, down from the previous years. This indicator had, as in previous years,
higher values for men (65,2% versbti2,0% for women) and for people in
rural areas (60,7% versus 57,1% in urban areas). The employment rate for
young people (24 years) was 24,5%, while the employment rate for older
people (5564 years) was 42,6%. The highest employment rate for people of
working age has been among higher education graduates (84,1%). As the leve
of education decreases, the level of employment also decreases. Therefore
62,2% of the people with medium level of education were employed and only
42,0% of those with low level afducation. Although lower than the previous
year €104 thousand people), employees have the largest share (67,2%) in tota
employment. In 2009, seéfmployed and unpaid family workers represented
31,3% of the employed population. The distribution of oetiom groups
shows that farmers and skilled workers in agriculture, forestry and fishing
accounted for 24,0% of total employment. A significant proportion (15,8%)
was held by the categories of craftsmen and skilled workers in trades.

One of the most relent features of the general employment pattern is
employment by sectors, because its analysis may emphasize a number o
defining features of the national economy, such as: the historical economic
and social development stage of a country, materialisedwerl or higher
levels of concentration of the population employed in agriculture (primary
stage), industry (secondary stage) and services (tertiary stage), as well as th
efficiency of using labour force in those three sectors, since it is well known
that each sector has a specific productivity, usually lower for the primary
sector and higher in the tertiary sectotlfBad G., 2000).

We are thus witnessing the-salled reorganisation process, under
poor efficiency due to changes in the structure of ajual property and of
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the fact that agriculture absorbed people laid off from privatization. Although
numbers on employment in agriculture have decreased by approximately 10%
and it is projected to have a more pronounced decline in the future, Romania
hasa different situation from the other member states-{BUin 2003, 4% of

the employed population worked in agriculture), because of this extremely
high percentage of population working in agriculture, which is considered a
socicdemographic and economidownfall. The decrease of population
employed in agriculture is subject to the time related to the process of giving
up subsistence farming.

In the secondary sector, with the highest loss of jobs, the employed
population has dropped significantly durirtgetfirst years of transition, then
levelling off at around 24%, the prognosis unrevealing significant changes in
the future. From the total of persons employed in industry, almost 90% belong
to the manufacturing industry.

In the services sector, altlgh we are withessing an increase of the
percentage of the population employed by approximately 10% and even a
more significant increase is expected, the economy does not manage to creat
but a small number of jobs, and as compared to the situation ipd;wbere
the percentage of the population employed in services is of approximately
70%, we are still very far. This increase in the number of people employed in
services is not the result of job transfer from the two first sectors, but it is the
effect ofindustrial activity decrease. The service sector has not demonstrated
its role of |jobsd generator and abs
agriculture turned into an area of refuge.

The prognosis from the National Prognosis Commission does not
reveal a positive outlook for the reduction of disparities from the EU.
Therefore, it is predicted that at the end of the time period, 16% of the
population is employed in agriculture, 10,8% in constructions, 24,2% in
industry and 49% in services. Thesgufies do not take into account the
mutations on the labour market, which occur due to the problems generated by
the economic crisis. To reduce disparities in the employment rate,
employment in the tertiary sector should increase because, currently,
employnent in the tertiary sector is the most important factor for changing the
occupational structure. The main advantage of a majority occupation rate in
the tertiary sector is increasing flexibility in the operation of the productive
sector and increasing lalmoforce movement.
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Changing pattern of employment, no matter how difficult and
expensive it may seem, is more than necessary, is even required to move fron
poverty to economic welfare. We believe that in Romania, both the secondary
and tertiary sectorsithave great potential to exploit.

Employment by professional status is a criterion for assessing the
processes and tendencies in the labour market. Romanian statistics
distinguishes the following categories of persons grouped according to the
professbnal status: employee, employer, satfiployed, unpaid family worker
and member of an agricultural company or a cooperative. The sizes of these
categories may characterise the labour force dynamics and the economic
social development.

The employee statuselongs to the large industrial and service
productions, with protection and special rights, but also with obligations,
while the other categories require a high degree of risk and insecurity. We
may tal kr efhurme matoinond pr ocmduse, daefto t h
the rapid loss of the number of employees, with all its negative effects on
work productivity, size and structure of population incomes and on budgetary
revenues.

In the distribution of employed population by types of property, we
notice pogress, namely the reduction of population employed in the majority
state sector, at the same time with the increase of people employed in the
private sector.

An analysis of the population employed by hours worked shows that
in 2009, 90,2% of the persomsnployed worked fultime, but only 9,8%
worked parttime, which reflects the phenomenon of underemployment. The
parttime employment rate in Romania is under the level of that registered in
the EU (approximately 20%).

In 2009, the average actual workingek for the primary activity was
39,4 hours per week; 277 thousand people carried out secondary activities,
working on average 14,4 hours a week. The average actual working week in
the primary and secondary activity was 39,8 hours a week. There is a greate
inclination for the less than 40 hours work in the female employment, as
compared to the employed male population, while for the over 40 hours work,
the situation is reversed.

There should be mentioned that, usually, the option for a working
schedule ofover 40 hours is related to the need for survival and success of
small businesses, and it does not favour the quality of life, but it even
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increases the risk of reducing it. Moreover, the preponderance of women in
parttime employment or underemploymeastriot a matter of preference, but a
requirement imposed by family and society.

The increase of employment uncertainty is caused by employment in
occasional jobs, with low wages, when there is a parallel labour market,
various seasonal activities, subdgiin of labour contract with civil
conventions and the existence of certain atypical types of employment.

Another indicator regarding the labour market reflecting the economic
development is the work productivity. On the overall economy, labour
productivity has advanced during 202807 with a higher rate than the gross
average wage. Labour productivity increased by 30,5% in 2003, by 26,9% in
2004, 18,7% in 2005, 18,9% in 2006 and by 17,8% in 2007, according to the
National Institute of Statistec In 2009, labour productivity has increased in
most Romanian economic fields, as related to the previous year, because the
number of employees has decreased more than the turnover in that sector.

Labour productivity has not been a major focus of managéin the
last years, while the domestic market grew by itself, but the crisis may be a
good opportunity to reconsider the productivity factor within companies and
institutions.

With regard to the average gross wage, it increased by 24,8% in 2003,
by 233% in 2004, in 2005 it increased by 18,3%, in 2006 by 18,4%, while last
year the increase was of 22,6%. Productivity growth was higher than wages
until 2006, in 2007 the situation being reversed, a thing expected to happen in
2008, too. For the overall indtry, labour productivity increased by 9,9% in
2007.

There are however some doubts regarding these statistics because thi
labour productivity index globally is somehow an illusion, because if for the
denominator there is something objective, namely thaber of workers in
the economy, the numerator collects value expressions, not only from the
actual sector of the economy, but from other sectors that are not sources o
productivity, such as many activities in services, including the financial ones.
Therdore, the global increases of labour productivity of the last years are
positive and not because these are the results of the real economy, but becau:
both t he consumpti on gr owt h witho
achi evement s éspecultivetateas ofthe ecanaonay iara ¢ounted.

If we were to examine the productivity of industry, we could also not
consider this indicator relevant if we were to consider the place and role of
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industry in the economy, and in Romania, industry is a sector tdradsson
the defensive, in which productivity gains occur not necessarily from
production bonuses, but especially on account of restructuring.

With all these optimistic figures, Romania occupies the last but one
place among EU states regarding labouodpctivity per employee, at
approximately half the European average.

3. Unemployment problem

At the end of 2009, the number of unemployed reached 709.383
people, a level unattained since April 2003, which corresponds to an
unemployment rate of 7,8%. bang the first months of 2010, the
unemployment rate was situated at approximately 7,4%.

An analysis of the unemployment structure by sex, age groups and
education reveals that at the begin
of the unemployed, anthen beginning with 1997, it reduced, as a result of
collective redundancies in constructions, mining and metallurgy, sectors
predominantly with male employees. Another factor that contributed to lower
unemployment for women was the increase of clothing) faetwear sector
where the labour force is mostly made up of women.

Table 2. Evolution of unemployment rate, 2002012
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PrognosisProjection of main macroeconomic indicators 6092014 5 November
2009, p 35
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In terms of unemployment structure by age groups, the most affected
category was the 134 years group, followed by the 2B} years and that over
50 years. Therefore, the greatest difficulties are for the young and for those
close to retirement. The most alarming structural problems are the increase of
unemployment for young people, i.e. legm unemployment.
Unemployment rate for the young population is growing, showing the lack of
new and attractive jobs for them, considering that the education of new
generations and their expectations have increased. Nearly 60% of the
Romanian unemployed amnder 35 years, a fact with negative economic
consequences (the most creative human resources are not being used) ar
social (their attitude towards work is affected in a negative way) (Vorzsak M.,
GusC.; 2008).

With regard to unemployment duration, tlemgterm one tends to
become a serious problem. Letegm unemployment has implications both in
terms of professional integration, which is becoming increasingly more
difficult as time passes and the antisocial manifestation that this phenomenon
generates(Pirciog S. 1996)

According to the data from the National Institute of Statistics, in 2009,
long-term ILO unemployment (unemployed for a year and over) was 2,1%.
The incidence of longerm ILO unemployment rate (the percentage of people
unemployed for ayear and over in the total number of unemployed) was
30,9%. Longterm unemployment was more strongly manifested at men
(31,6% as compared to 29,8% in females) and in the urban areas (32,2% a
compared to 28,7% in the rural areas). For the youti?41$eas), longterm
unemployment rate (unemployed for six months and over) was 10,3%, and the
incidence of longerm unemployment among the youth was 49,5%.

In terms of education, around 70% of unemployed have medium
education studies, approximately 24% havemelatary education and
approximately 6% have higher education. In time, the rate of unemployed with
primary and secondary education increased the rate of unemployed with
secondary and paesecondary education decreased, while the percentage of
those with hgher education remained the same. The data from 2009 also
certify that unemployment has affected to a greater extent low and medium
education graduates for which unemployment rate was 7,5% and 7,2%, much
higher than the rate of unemployed with higher etiong4,3%).
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Therefore, we can state that the most affected categories of the
population are the people over 45 years, the youth and people with low levels
of education.

A thorough analysis of the unemployment phenomenon should also
take into account themasking methods, which have made it that the maximum
levels of unemployment are approximately 10% lower than those from the
new member states during the transition period. Restructuring of the
Romanian economy was partial and delayed, with negative carssggion
the economic development.

One way of masking unemployed is as pensioners. Approximately 1/3
of the population has benefited from this status, although only one of three
retired persons met the retirement age. As a result of the economic
restructuing process, many people who met the seniority requirements, but
not those of age have been retired. Between 2002 and 2005, the number o
people retired earlier increased by 50%, and for the partial early retirement by
84,1%, such a phenomenon being abrar

Also, the activity of subsistence in agriculture disguised many
unempl oyed in farmers. I n the mid
urban to rural areas started, those laid off from industry returning to their
villages. Thus employment in agritwre has increased substantially,
especially until 2000.

Then, another way of masking unemployment was by consistent
external migration. We may talk about masking the unemployment methods,
while the decrease of unemployment did not correspond to therfioral
increase of employment. This suggests that, due to the limited employment
opportunities, part of the labour force left the labour market, another focused
on agriculture and another on black labour.

To solve these problems, it is necessary to awgraccess to
educational programmes, to secondary and higher education, especially amon
rural population, to improve access to training programmes for employees and
unemployed, to increase active measures for testing and evaluation of change
on the labar market, to provide assistance for people looking for a job, to
ensure equal opportunities and promote the active role of social partners.
Another important element would be to provide access and participation in
life-long learning, providing a correlati between existing skills and market
needs, entrepreneurial education for adults and increased number of supplier:
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of training programmes. But none of these will work unless the economic
situation improves and it is able to provide new jobs.

4. Faecasts for 2013

The National Commission for Prognosis estimates for ZIIB
period an increase of the active working population by approximately 145
thousand people. The working age employment will increase by
approximately 340 000 people, mainly due the increase of foreign
investments, increase of competitiveness and not least, the increase of salaries

It should also be underlined that the labour resource requirements will
be maintained over the possibilities of the working aged population. We are
talking about the fact that although the degree of inactivity will reduce, the
percentage of those who, for various reasons, do not want to work in the
labour market remains high.

In 2009, the active population of working age was 62,4% of the total
working age population (9,4 million as compared to 15 million); it is estimated
that in 2013 around 400 000 jobs will be covered by other categories of active
population, either outside the working age, or from foreign sources.

Due to structural changes, theerpentage of employment in
agriculture dropped in 2009 compared to 2005 by 4,3 percentage points (from
36,4% to 32,1%) and it increased in services (3,4 percentage points) and
constructions (1,0 percentage points).

During 20092013, the percentage of thmopulation employed in
agriculture will decrease by approximately 16 percentage points, and that of
services will notice an increase by 11,5 percentage points. The increase of
employed population will be considered as being correlated to the dynamics of
eqnomic restructuring, the basic functional and productive structural changes
of the economic and social system.

Human resources development, on a global labour force, was an
important factor to be taken into consideration when these projections were
made.The Romanian population will continue to decrease due to the decrease
of birth rates, while active population will increase slightly, and the
employment rate will grow to approximately 60% until 2013.

Romani adés adhesion to thslafoW | &
force mobility, attracting and losing workers. It is estimated that Romania will
have a balanced position in this process. If in 2005 we have witnessed an
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accelerated decrease in the activity rate of the working population by 0,8
percentage poiatas compared to 2004, during 2€0@8L3 there will be an
increase of it from 62,4% in 2005 to 64,3% in 2013, due to the fiscal policies,
the creation of new sustainable and competitive jobs and of a balance betweel
occupational flexibility and job security

The number of employees will show an upward trend mainly due to
the effect of the fiscal reform, after a decrease of 1,9% in 2005 compared to
2004. In 2013, the average number of employees is estimated to be at the leve
of 6085 people, up by 2,8% tham2005. Significant increases in the number
of employees are found in services and constructions and decreases ir
industry.

Table no 3. Structure of employees by economic sectors, 200213

2002 2004 2005 2013
TOTAL 100 100 100 100
Agriculture 3,5 3,2 3 3,6
Industry 39,4 38,4 37,3 35,1
Constructions 6,3 6,6 6,9 7,6
Services 50,8 51,8 52,8 53,7

Source: National Commission for Prognosis

It is noteworthy that in 2013 the navage employment population
will be maintained at a constant level, meaning that the reduction of
population employed in agriculture (exclusively employees) will be set off by
the increase of newage employed populatip such as employers, self
employed, etc. The phenomenon already exists and it is explained, on one
hand, by the fact that agriculture modernization programmes lead to the
reduction of population in this sector, and, on the other hand, the economic
and so@l development have stimulated the expansion of liberal professions.

Unemployment rate was and will be one of the main concerns of the
Romanian Government. In 2005, unemployment rate was 7,2%, 0,8%
percentage points lower than in 2004. This decreasealsdl manifest in the
future, a rate of approximately 6,0% being estimated for 2013. This decrease
will be possible due to the more efficient implementation of employment
policies.
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2. Conclusions

Labour market is characterised by continuously decreasing skilled
labour force, as a result of massive migration, employment rates below the
European averages, considering that the economy has not generated enouc
new jobs, and the people laidf from industry found refuge in agriculture and
not in the services sector, as it would be normal, an unemployment level that
went on a downward trend towards figures considered acceptable, although
largely masked (through early retirement, migration to abroad and
agriculture), but which in the current situation is again increasing, due to the
fact that many companies restrict or even cease their activity, global economic
and financial imbalances which resulted in restricting consumption. Romania
has had for a goodhile the advantage of skilled labour force, but its gradual
loss has negative consequences on its development potential.
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PURCHASE STRATEGY i NECESSITY AND CONSTRAINTS
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Abstract

Aiming the insurance of natural resources, the purchase or supply represents
one of the essential activities fany company. The operation of a company, as well
as the general efficiency of the company relies on the purchase manner. Through its
importance and its status of permanent interference with the environment, the
purchase is a highly complex and difficulttizity, even a high risk activity. This
paper attempts to illustrate the actions to be taken, to insure, within the manifestation
of an economic and financial crisis from the purchase point of view, the undisturbed
operation of a company.

Key words:purchase, company, market, purchase strategy, economic and financial
crisis.

JEL classification M21

1. Introduction

The economic strategy, within which the purchase strategy has an
important and well established place, is assessed as a constructionakesh
into consideration the requirements of the market, the objectives established
being mainly economic. In order to fulfill its objectives within efficiency
conditions, the economic strategy uses as action manner the same mean:
namely economic.

Currenty, regardless of the level where it is designed and made
operational, the economic strategy currently finds itself within an objective

'Professor PhD., Faculty of E ¢ agityoahSikiu, omanie,n c e s
email: crisan_s@yahoo.com
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and significant reconsideration process, in terms of a company, field of
activity, area or country.

Even if it takes int consideration the absolute novelties or just
modifications, more or less important, currently, but also in the future, the
means of approach of the economic strategy is imposed by two causes, whict
have to be considered at their actual influence powsichns very high.

First of all, we are talking about the actual evolution context of the
national economies and of the world economy, evolution within which the
negative effects of the financial and economic crisis have not significantly
reduced as inteitg and influence parameter. Secondly, we are talking about
the sustainable development, orientation and option, both, for a long period of
time, insistently claimed by the overall human society.

2. Economic strategy and sustainable development

Despite he fact that the reconsideration process of the economic
strategy is a general one, where the claimed and foreseen changes will be larg
and intense, the importance of the economic strategy will not be reduced. On
the contrary, the necessity and importamfethe economic strategy will
increase. And this because, from the point of view of the consequences, the
economic strategy conceived from the point of view of the sustainable
development will exceed by far and with more implications the economic field
and more obviously, by influencing in a determinant way the social life in all
its structures.

Significantly advancing the perimeter of certain theoretical debates,
becoming a highly complex and important issue for any company, the
sustainable developmenikés into consideration, among others, the adoption
of the economic strategies which, through the activities generated, would
insure the current satisfaction, both of their personal needs, and the various
interests of the entities with which the companyvaleps business
relationships or other type of relationships (shareholders, customers, suppliers
credit institutions, local communities, institutions of the local and central
power), while they have to insure not only the protection, but also the
developnent and perpetuation of the natural and human resources necessary
the future generations.

Only to the extent where, on one hand, we will think and act within the
spirit of the sustainable development, and on the other hand, we objectively
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and responsilkl assess the importance of the material and financial resources
consumed within any labor process developed within a company, we will be
able to create the premises to avoid both the excessive usage of humat
resources and a reckless consumption and eveegeadation of human
resources, which could be not only extremely severe, but also irremediable.

Obviously, the approach from the perspective of sustainable
devel opment s necessity and obligal
company, group of compgas, economic field or national economy.

In order not to affect the capacity of the future generations to promote
and develop their businesses in view of satisfying their own needs, the
sustainabl e dev el teppmEpresentiphalasophyddieb e ¢ o
each participant within the world economy (including the consumers and the
government) have to subscribe

Nowadays, the concern of various companies with national or
multinational representation regarding a concrete harmonization between the
economicinterests, the strategic approach and the environmental protection
i ssue, w h i al the gpinitgal, intéllectual &nd physical activities
insuring the perpetuation of the human species, its mental and physical health,
respectively a decent life oBartho |, definitely became
challenges of the human society.

Due to the fact that there still is a significant increase of the material and
energy flows, valid not only for the strong economically developed countries,
but also for certaimmerging countries, the issue which has to be solved, not
only fast enough but also-gtepth, is to find certain means through which the
economic and social progress would not be so strongly conditioned by the
significant increase of the consumption ofteral resources (taken from then
nature and which are subsequently more or less processed) and energeti
resources.

The importance of this approach and obviously the identification of
certain realistic solutions to solve the dependency between the economi
development and the natural environment made the object of certain debates
which took place innMaraolat 20bal wREeE
T IRP, group created in 2007 by UNEP United Nations Environment
Programme.

The declared purpose of tliebates was the development of certain
holistic approaches related to the management of human resources a
worldwide level, launching the idea of a possifiled e coupl i ng o
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wel fare from the c¢ons ulipdan lem@chieved by a t
finding and using certain technologies which would require less raw materials
originating from the nature, less water and less energy, which would lead to a
ficleaner econonty, namely an economy where
obtain would not be beneficialnly for the human being or for the society,
society created and dominated by the human being, but also beneficial for the
environment, environment which the human being, as much as he would have
liked, he will be never able to completely subordinate. ®glpromoting and
devel opi ng cleandr ecangmiyt ewm @ an r each t
necessary survival and perpetuation of humans and of the overall human
civilization. At the same time, along with the insurance of survival and
perpetuation of the man civilization at the highest expression parameters,
we can create the conditions which would lead to a certain reduction of social
inequalities and, throughout time, to eradicate the poverty.

The financial crises whose debut is assessed to be on AgRe07,
when the French bank BNGnn& aaar allbhes ¢
paymenté a n d invite é&reat Britain, certain financial institutions start
to tighten the conditions for credit granting towards the customers considered
badip a y e #rangly affected the production of goods and services, which
form the justifiably called real economy.

The economic development up to the appearance and extension of the
financial and economic crisis was possible and it was realized through the
elaboration and application of certain economic strategies where the
continuous and significant usage of the material resources represents ar
objective which, under no circumstance, does not present the slightest signs o
doubt. Subsequently, the consumption of niateresources at the level
imposed by the economic strategies adopted by the companies, at the
fundamental level, cannot be suspected that it did not have an incorrect anc
unrealistic objective and that it cannot be fulfilled in efficacy and efficiency
conditions.

An aspect recognized by all the parties involved in the economic life is
that within the conditions of a normal evolution of an economy, both the
existing realities and the future forecasts demonstrate the fact that the
abundance of material regoes makes room for their scarcity. This means the
continuous endearment of the material resources, which determines a rea
difficulty of the companies, not only to acquire them, but also to maintain
them, as costs, at a level which would not affect thalilgu and
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competitiveness of the products they obtain or the services they provide.
Moreover, within the current conditions of the economfmancial crisis, the
overall problem of the material resources becomes an acute, high risky
problem. Subsequenthoth in present and in the near or far future, it is
possible that the shortage of the natural resources necessary for the
functioning of the world economy and human society would be a large or very
large one.

Under these conditions, another possipilito redistribute the
responsibilities regarding the manner in which, through the economic activity,
the human needs are going to the satisfied, becomes a concern of the
companies, governments and states. This is the reason why another approac
has to be gtablished, as radical as possible, for the strategies which aim the
economic development and the launch of the economic strategies which would
create the obvious welfare and reduction of the current social inequity.

Likewise, it is very important that thinew way to approach the
economic strategies would take place with the reduction of the destabilization
and even destruction risk of the fragile balance still existing in the
environment. And we have to mention the fact that the environment continues
to be the sole and large supplier of natural resources, resources which,
regardless of their nature, ndirenewable (minerals and fossil fuels),
renewable (water, air and soil) or permanent (solar, geothermal and wind
energy) can and are used by the humanimwitiie various economic activities
which he permanently develops (lonescu, 2003).

3. Purchase strategyi general considerations

As the operation of a company, and by means of extension of an
economy, cannot be conceived without an adequate insuranc®tefial
resources, the supply issue cannot be minimized or ignored. Taking into
consideration the fact that within the particular current and future conditions,
where, due to the economic and financial crisis, the operation of the market
mechanisms is dérent from the known one, new approach means are
imposed for the supply of companies with materials.

This means another knowledge, understanding and reaction manner to
the effects generated by the evolution of the exterior environment.

As mentioned beforehe economic development, registered especially
throughout the last decades, was based in a significant and often uncontrollec
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manner on a continuous and strong increase of natural resource consumptior
Under the conditions of an economic and financidis, this issue acquires
stronger significances, the environmental deficit and the natural resource
deficit can have a negative impact on the development of the entire human
society, which is not only strong, but also has a long duration.

This is explaied by the fact that, at the wdlknown and admitted
scarcity of material resources we must add the particular sensibility of the
prices reported to the malfunctioning occurring  within the business
environment, sensibility which actually has a single apakticularly
consequent expression, the price increase. The increasing and justified
concerns related to the evolution on long and very long term of the
environment, the fragility of ecosystems due to the absence of certain concrete
and durable measuregyerding the protection of the natural environment, the
necessity to promote and support the sustainable development inevitably leac
to a radicalization of the environmental policies applied not only by the
economically developed countries but also by theetbping countries, the
later representing an important, and often the only source of raw materials.

Within this context of evolution of the natural environment, both the
production of raw materials and their consumption are experiencing a difficult
situgion. Both the production decrease and the increasingly reduced
consumption possibilities of the companies and of the population are strongly
perceived in all the structures of the human society, without the possibility of
a realistic assessment regardthg duration of these negative manifestations
in the economic and social life.

4. Purchase strategy and company macro environment

If a general characterization of the economic environment was
attempted within the conditions of the economic and finamreisis, it would
definitely include assessments as: fewer and increasingly unconvincing
possibilities of the governments to insure the budget balance, situation which
is due to the significant decrease of the budget revenues and to the increase ¢
the presure on the expenses, an actual and profound crisis of sovereign debts
the dramatic decrease of commercial transactions on the market, the
accentuation of the problems from the finandiddanking market, the strong
decrease of profit for most of the coampes, regardless of their field of
activity, size and importance, the manifestation of certain high imbalances
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between the labor demand and offer, which determined an almost generalizec
increase of unemployment, t hestititgnt i

own capacity to satisfy, at a desirable level, the current and future

consumption needs, the disappointment and disorientation of investors, the
decline risk of the middle class and the transformation, for a certain period of
time, in poor classr even in irremediably poor class.

All these have as direct, constant and lasting effect the decrease in actua
measures of the general welfare, welfare which, in a certain measure,
characterized the evolution in the last decades not only of the strong
economically developed states, but also of the emerging states.

In terms of the manner in which the technological environment
influences the material entries in a company, at least two essential elements
have to be taken into consideration.

First of all, wehave to consider the fact that, through the globalization
phenomenon, among other important benefits, a continuous and significant
increase of the commercial exchanges was registered. This omnipresent
phenomenon present at the level of an important gatieoworld countries
allowed that any company, at leas theoretically, to have a more free access fc
the important results of the progress registered by the science and technique
The me mtt least ntheofetically i s necessary, be
assinilate what science and technique provide from the point of view of the
technological environment, the companies have to demonstrate that they holo
a certain economic, technical and financial capacity which would allow them
to benefit from such opportunise Only the companies which hold the
previously mentioned potential can purchase more performing technologies
and new materials, with a higher quality where the technical progress can be
found.

Thus, the premises of an efficacious and efficient activitylEacreated
or, according to Peter Drucker, they aredble o d o t h e(efficacyy h t
andiit o d o (effitiency). (Prudkey, 1993).

Secondly, within the initiation and development of an economic crisis,
the companies can deal with a certaistability, usually large and very large,
of the business market. The economic and financial crisis, along with the
environmental crisis, forces the producers to outsource their business towards
locations where the costs with the labor force are maivlet. Thus, the raw
material resources market necessary for the companies extends, along with it
lack of knowledge, and subsequently, the increase of business risk. In order tc
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avoid the occurrence of difficulties in the achievement of material resources,
the companies will have to perform a series of action which would allow a
fairer and opportunistic knowledge of the market, which means large and very
large expenses.

In order to avoid the major risks which can occur within the insurance of
the material @sources necessary to develop their own activity, the companies
have to develop certain market studies, even if their result is not always and
entirely useful for the company.

In terms of another component of the macro environment, namely the
political andlegislative environment, it is known that, for many companies,
the internal and international policy of a certain state, as well as the legislation
promoted and adopted, present a special interest. The sensibility of the
companies towards the political dategislative environment is explained by
the fact that, through the policy and legislation, a certain state expresses its
own attitude towards businesses.

A state, whose political system is democratic, established in time and
recognized as such, is able promote and develop a coherent legislation,
friendly for the business environment and significantly stable. Such a political
system and such legislation, on one hand, warrant and protect the rights of the
investors, thus observing the initial undertakinpased on which the
investments were performed, and on the other hand, can clearly mention anc
request the complete observance of
various state bodies.

If we also take into consideration the fact that the polititabibty
decisively influences the current and future behavior of he financial market,
the immediate and consistent reactions of the business environment toward:s
the political and legislative system as component of the macro environment
are fully justified Moreover, in the economic and financial crises, the
reactions generated by the situation of the political system, by the current
legislation and by the eventual amendments to be made to the legislation, are
more than obvious, reasonably determining ataderexpectation of the
investors in the development of their own businesses.

Another component of the macro environment is the international
business environment thegdédl condiiams hovih i
the enterprises are organized in thai;eworldd ( Jour nal of E
in Economics and Management Sciences (JETEMS) 2 (5), Scholarlink
Research Institute Journals, 2011). The globalization phenomenon, the
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significant progresses in various field of activity and the unprecedented
developnent of the free trade, determined that the influence of the
international business environment on the national economy is not only a
permanent one, but also significant an continuously increasing. While the
domestic and the foreign investor acts onamark char act ea i z e
variety of languages and time zotes ( Scheui ng, 1989, p
no longer report only to the business environment from the country where he
acts, but he also has to know and objectively evaluate a series of ecamomi
social aspects of the international business environment, among which the
most important aspects are related to: the appearance and development ¢
certain new markets where the competition has expression levels, equally high
and different, the freeirculation of goods, capital and labor force between
certain countries, especially between the strong economically and socially
developed countries, the various cultural barriers which still exist between
various countries, the different exchange ratedhefturrencies.

In the current stage of an important part of the world economy, when the
effects of the economic and financial crisis, and even the crisis itself did not
disappear, the need of a regeneration through modernization of the busines:
environmeh appears as an absolute necessity.

The modernization of the internal and international environment has to
take place within the conditions of a new approach, where the achievement of
profit with any costs would not represent the only concern of a busimelss
where, on one hand, the protection of the natural environment would be a
permanent and quageneral obligation, and on the other and, beyond the
objectives aimed by the competition and competitiveness, the general strategy
of a company has to compaly include the social, human and moral
strategies.

5. Purchase strategyi elaboration and operational particularities

These particularities of the mac
the modification of the behavior expressed by the supplierscastbmers,
modifications which can be atypical due to the effects of the economic and
financial crisis, have to be objectively and responsibly considered when
raising the issue regarding the design and elaboration of a purchase strategy
as important compwent of the general strategy of a company.
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Even within the conditions of larger or lower constraints related to the
budget assigned for purchase, the general principles which have to orient a
purchase strategy do not have to be abandoned.

Beyond the important role to insure the material resources necessary for
the development of various activities within any company, the purchase also
playsia key role in the long term pl e
c 0 mp a$cheaing, 1989, p.34).

The determining role in the operation and development of a company
provides to the purchase the attribute of strategic activity, the purchase
strategy being the component of the general strategy of a company. Being
def i neadgrowpsof rdles which etermine the configuration of the
purchase effort of a company throughout time as response to the changes
taking place in the environment and within the competition and to allow it to
take advantage of t h(8cheaimppl®89tpudOhe i e ¢
purchase strategy will take into consideration, as main objectives: the
establishment of sources where the material resources will be purchased
necessary for t he devel opment of
establishment of the optimal moments wheders for the purchase of what
was expressed through the necessary items to be supplied are going to b
launched, a necessary adaptation of the purchase behavior to the current an
future market requirements, requirement supplemented by an accurate
assaesment of the life cycle stage of the products which make the object of
purchase.

According to the quantitative and qualitative history of each of the
previously mentioned objectives and according to the options of the
companyds t op mableafaq these objectives td be fosnd g0 S
variants of the purchase strategy, namely the identification strategy, the
coordination strategy and the adaptation strategy.

Regardless if we are talking about the objectives of the purchase
strategy or about the mutives of the specific strategies which take into
consideration certain components of the complex process of raw material
purchase, we will take into consideration the manifestation particularities of
the business environment within the conditions ofdbenomic and financial
crisis, the particularities which equally aim the macro environment and the
microenvironment of a company.

This is especially important because the behavior of the companies can
be different or very different. Subsequently, objeslitv considering the
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constraints imposed by the manifestation economic and financial crisis, a very
good knowledge of each company is imposed, which will make the object of a
possible business which aims the purchase of raw materials and materials.

First of all, we have to take into consideration the indices for the
characterization of the economic activity of a company, along with the various
social aspects.

The main indices for the characterization of a company, possible future
partner in the purchase aaty, would be: the level of turnover registered and
the evolution tendency of the turnover throughout a certain period from the
past, the evolution of sales, the market share and the evolution of the market
share, the investments in researctievelopmentn view of modernizing the
products in manufacturing stage and to launch certain new products on the
market, the concerns for the systematical market research, the existence an
application of certain programs to reduce the manufacture costs, the price
palicy practiced and the eventual discounts provided, the potential to create a
certain competitive advantage reported to the competitors, the capacity to calm
down or even to stop an eventual erosion of the competitive advantage
acquired, the services ingadr in the consumption and usage process of the
products sold, the provision of warranties for certain products sold, the
management of the relationships with the suppliers, customers, credit
institutions and with the state, local and central authorities, dustomer
satisfaction level, the labor satisfaction level of the employees, the concerns
related to the increase of qualifications of the personnel, the functioning of
feedback within the business relationships undertaken by the company, the
existence bcertain environmental protection programs, the capacity of the
possible partner company to engage in partnerships.

Obviously, throughout this period when the strictly specific elements are
strongly represented, all these extremely important aspectge in th o mp a n
approach to elaborate a purchase strategy or to correctly and efficiently
manage an actual purchase activity have to be approached through the
evolution particularities of the environment, namely, both from the perspective
of the continued mafastation of the effects of the economic and financial
crisis, and from the perspective of another possible recession.

This in the only manner in which the company will be able to prove its
organizational and action capacities through which it can dedl thie
economic and financial crisis, through which it can attenuate or even
annihilate the effects of the production cost increase, the increase of crediting
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costs, the reduction of consumption expenses, the practice of lower sales pries
the significant eduction of revenues and the often drastic reduction of the
innovation activity.

1.
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SEVERAL COORDINATES REGARDING CIVISM TAXATION

COMANICIU Carment, BUNESCU Liliana?

Lucian Blaga Universityf Sibiu

Abstract

A real partnership between the state and taxpagetermine civism taxation
development. What is civism taxation? Which are the bases of civism taxation? What
is evolution of civism taxation? Are just some of the questions this article may provide
answers. Thus, from the definition of civism taxationtrwéo offer shares by the tax
administration to increase civism taxation, strengthening the role of taxation in the
life of any nation.

Key words: civism taxation, taxpayer behavior, taxpayer assistance, rights,
obligations

JEL classification:H 20, H 21, H 30

1. Introduction

Whetherwe refergenerallyto taxation,or assessmeni@re madeon
the fiscal systemgr tax policy, or tax administrationin fact the wholeissue
grafted aroundcompulsory levies around taxes andcontributions from
individualsor legal

In order tounderstand the purposadrole of taxation any required
sampling should answetthe questionsWhy? and For whaP In fact the
answersarelikely to explain, based afconomictheory thenecessityof a tax
obligation and how to use theesourcesbtainedfrom it. In otherwords it
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should be notedhat throughtaxes andcontributionscan ensureeconomic
growth and developmentespectivelydevelopment ofhe personality of each
citizen

These statementsindicate concernfor the development of civism
taxation. Thusthrough thisarticle we presentthe significance of concept
civism taxation the importance of thactivity for guidance and assistantte
taxpayerstherelevanceof taxpayercharter

2. The significance othe concept of 'civism taxation"

Taxpayerbehaviorto tax liabilitiesrequires the existence tfe notion
of civism taxation The meaning ofthis conceptis fully understood if is
understoodhetermof civism.

According with thedefinitionscontainedn dictionaries the notion of
civism means'attitude,zeal anddevotionwhich demonstrata goodcitizen'
(DEX, 2009), "patriotism" (DEX, 2009),"deep sense ofove and civic
commitment (NODEX, 2002), "political and ethicalattitude zeal which
demonstree a good citizeéh(Marcu, 2000), patriotic devotion' (Marcu and
Maneca, 1986).

Thus civism taxationcanbe defined as thattitude of a taxpayerto
tax obligations respectively, thevoluntary complianceof taxpayersin tax
obligations

Degree ofcivism taxationlargely depends othe sensitivityof the
taxpayer'sax andthe level ofeducatiortax.

A real partnershippbetweentaxpayerand tax administration which
mustto generatea responsible relationshigetweencitizen andfiscal officer,
contributeto development civism taxation (Taxpayer Charter, 2010).

In this respect¢learknowledgeof rights andobligationsto taxpayers
by establishing discal pressuresn termsof rationality, by fair and impartial
application oftax laws can issueclaim that the taxesis aimed atshaping
civism taxation (Leptdatu, 2007) .

Analysis of civism taxationwas in the attentiomf many specialists
(Bell, 1899), 6t. John, 1899poking elements that defirtbe termandbasic
principles In this respectstudying he taxpayers behaviphasbeenemitted
the principlesof civism taxationstill in theearly 90 (The Examiner, 1919).

At any institution in charge with the tax is the concern for increase
civic taxation, reason why these institutions thyough theiractivities to
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demonstrate efficiency and effectivenesdtizens' perception othe tax
authorityis an essential conditidior increasingeivic taxation,and agoodand
timely informed taxpayeris a nationalfiscal discipline QOfficial site of
GenerabDirectorateof PublicFi nance Ar geH) .

Also, external communicatioras a major elementin tax policy,
concerns improving civic taxatioand establish acommon framework of
relationsbetween fiscal administration atekpayers (OPANAF 422/2005).

3. The importance of theactivity for guidance and assistanceo
taxpayers

Activity for guidance and assistanttetaxpayersupposdrom thetax
authorityto providegeneral informatiorabout therights andobligations,in
respectof taxes social contibutions and other revenuesdministered byhe
National Tax Administratiodgency (OPANAF 1338/2008).

The structures of guidanand assistance ttaxpayer are founct
central level(Department forguidance andassistance tdaxpayersin the
National Tax Administration Agency) and the territorial level (Services/
taxpayerassistanceffices in the General Directoratef Public Financeand
Public FinancéAdministration$.

Provide assistance ttaxpayerscan be directly to thefiscal unit
throughspecalizedstaff, in writing, bytherequests made kpxpayersby e
mail; by phone Regardless of the methaged resolutionthe fiscal problems
in good time is one of the performance indicators oNational Tax
AdministrationAgency.

A critical role for guidance and assistance tdaxpayersis the
presentatiorof eachfiscal institution through the websiteThus the official
site of Romanian National Tax  Administration Agency
(http//www.anaf.ro/public/wps/portgl in the section taxpayer assistance
includesthe following:

1 information about the income tax;

9 instructions for electronic payment of tax liabilities and tax
liabilities list that can be paid with the card;

9 form for complaints, in cases of complaints against the conduct of
fiscal activity;

1 a dadbase of questions frequently asked by taxpayers and their
answers;
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information on pollution tax;
information on value added tax;
information on excise duties;
average prices of agricultural products which tax is calculated on
the rental income, expressiednature;

9 timing of tax liabilities;

9 useful software for declaration of tax liabilities and financial
statements;

9 form for taxpayer assistance bymil;

9 tax forms ordered by number with explanations;

9 rules of income;

i archive material produced byNational Tax Administration

=a =4 -8 -9

Agency,

7 catalogs of: liabilities to the state budget; independent activities
that can determine the net annual income based on the rules; legal forms
forms of ownership;

1 information on the classification of occupations;

1 IBAN relatedincome and expensecountsare usedy individuals
and legal entities

1 NationalClassificationof Economic Activities

1 Exchange Rates

T list of double taxationagreementoncludedby Romaniawith
other states

9 list of phone numbers faaxpayerassistange

 addressebor the fiscalauthorities;

9 treasuryofficeswhere taxpayers cgraytaxesowedto thestate

9 other information.

Guidance and assistand® taxpayersactivity should havean
important role its work is extendedbeyondincreasingvoluntary compliance
so thateach taxpayeto understand the purpose taikation(Tudor, 2011)and
to actaccordinglyto the content ofmicro and macrofiscal decisions(Brand,
2000).
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4. Therelevanceof taxpayer charter

Taxpayer chartgpresents clearly argl/nthetic, the rightand obligations
of taxpayerdo tax administratiorandtax administratiorrightsand obligations
on taxpayers (Taxpayer Charter, 2012).

Taxpayer chartehas its sourcen the constitutional provisionsn
public contributionghroughtaxesanda fair distribution otax burdens.
In asymmetricaland balancedaxpayer chartegpresent

Figure 1: Defining elementsof the taxpayer charter
CR—

An administration that
simplifies life

A citizen taxpayer

A taxpaver
cooperative

A loyal contributor

An administration that
respect person and his

rights

A fair administration

- A 0

ﬁ

LR

Sourcehttp://static.anaf.ro/static/10/Anaf/.../CARTA
20CONRIBUABILULUI.10.03.2010.pdf

The fiscal administration is intended to be administration that
simplifies life taxpayerghrough: the existence of available and identify
officials; establish commitments to facilitate the declaration and payment of
tax; communication madey modernmeans: listening the taxpayer wishes to
correct any errors; provide a fair treatment during the fiscal control, using a
language clear and understandable; providing information materials to support
the steps taken by the taxpayers; support the establishofiebusiness;
support in completing tax returns; providing online services for the declaration
and payment; a reasonable application of a sanction.

A citizen taxpayeris a taxpayer that: recognizes the legitimacy of the
principle of taxation; is aware ahe obligations it has; submit tax returns on
time limits; pay obligations in legal terms; is reactive; help modernize
procedures concerning the relationship with fiscal administration; recognizes
the foundation of the fiscal control.

To giverespectto the taxpayerand his rightsthe tax administratian
is presumedthat the statementsiade by contributors are complete and
accurate is assumesngagemento acts performedprovidesexplanationfor
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the correct applicationf law; respectaxpayerrights defined andyuaranteed
by law; facilitate understanding oflecisions madeallows the taxpayer
contesting decisions made recognizes the importance of speednd
effectivenesof tax administratioractiony protectsthe privacy oftaxpayers
processing datandinformation throughcomputer applicationsespecting the
rights oftaxpayers

Cooperating taxpayer is the taxpayemwho. manifest fairness and
courtesyto tax officials; they behavdn a responsible mannavith the tax
inspector; contribute to the smodt control operations assumes
responsibilities

Law enforcement witmeutrality, developmerdctivitieswith realism
and impartiality respect andunderstanding of thalifficulties taxpayers
develop a clear decision maintaining the partnership taxpayers - tax
administrationare the mairelementsthat conferthe tax administratignthe
natureof fair administration

Loyalty to a taxpayer considersthe informationcontainedin tax
returns information whichmust besincere complete and irmccordancevith
reality.

Without taking into accountthe number ofrights and obligations
which taxpayerthey have, taxpayercharter has acritical role for civism
taxation, if tax administrationpresents cleaand concise his structure and
responsibilitiesvision, mission core valuesandservicegdBentley, 1995).

5. Effects ofcivism taxation in Romania

According to data presentedoy the National Agencyfor Tax
Administrationthe revenues conducted general consolidated budget the
year2010werein the anount of 141,288.10million lei, increasing by.51%
comparedwith 2009 respectively,with 0.54% comparedto the program
established by the Ministryf Finance structurebudgetsbeing state budget
67% social securitjpudget- 23%, the single nationafund of health insurance
- 9%, the unemployment insurance 1% (National Tax Administration
Agency, 2010).

In 2011 the structure ofevenuesarnedpn budgetcomponentsvas
the state budget 68%, social securitybudget- 22%, the single nationafund
of health insurance 9%, the unemployment insurance 1%., budgetary
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revenuesbeing collectedin the amount 0f37.146.8million. (National Tax
AdministrationAgency, 2011).

Table 1: Evolution of budgetary revenuesin Romania, during 20052011

Year Budgetary revenues Rate over the
realized (million lei) previous year (%)
2005 79.306 15,0
2006 96.671 22,0
2007 116.407 20,4
2008 143.145 23,0
2009 133.915 -6,4
2010 141.288 5,51
2011 157.503 10,7

Source:Performance Report of National Agerfoy Tax Administration20052011

Analyzing budgetaryrevenues realizeth Romania durin@20052011
(according to data presentedTable 1l andFigure 2) showsa decreasat the
level of 2009 whenit occurred,on the one hand comprehensive reform of
Natioral Agency for Tax Administrationand on the othehand, there were
manybusinessem financial difficulty.

Figure 2: Rhythm achieving budgetary revenuesin Romania, betweer?0052011
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SourcePerformance Report of National Agerfoy Tax Administration20052011

Based ontwo fundamental principlegequalto the tax payersand
collection efficiency of revenue} the three priority guidelines for the
fulfillment of National Agency for Tax Administratiorare: voluntary
compliance fraud control, efficiency and effectivenesa collectingtaxes and
contributiong(http://www.anaf.ro/public/wps/portal/ ANAF/Prezentare).
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As the degreeof voluntary compliancen reportingand paymentof
individuals and businessets evolutionin Romani, betweer2006 - 2011
(according to data presentedTable 2and Figure 3) wasrecordedbelow of
most EU Member Statésespectively 085%).

Table 2: Degreeof voluntary compliance, in Romania, during 20062011

Year Voluntary compliance at:
Declaration Payment (invalue)
2006 84,5 72,1
2007 80,7 79,0
2008 83,2 79,4
2009 83,9 77,4
2010 84,6 78,9
2011 87,3 77,9

Source:Performance Report of National Agerfoy Tax Administration20062011

Althoughin the period 20062011, the degreeof voluntary compliance
in Romaniaincreasedby 2.8 percentage pointfor declaration and by.8
percentage point®r paymentthe degre®f voluntary compliancen payment
of taxis 10.7® morelower thanthe degree of voluntary compliance iax
obligationsdeclarationin the year2011.

Figure 3: Evolution of voluntary compliance, in Romania, during 20062011
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SourcePerformance Report of National Agerfoy Tax Administration20062011
6. Conclusions
The theoreticaland pragmaticcoordinates presented accordance
with civism taxation, highlight th@eeed to increaseoluntary compliance, so,

it must be takenfurther measures to improvéhe assistance provided to
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taxpayersand to simplify proceduresand measuresto help financially
distressedaxpayers

Measuredaken toimprove assistance providetdxpayersshould lead
to: simplification of declarative systerny reducingthe number ostatements
development information systemis order to increaseonline filing of
statementghe expansion dfmplementation the Nation&lectronicPayments
System on-line, implementation ofcourses of action contained ithe
compliancestrategy risks

Measures to béaken to supporfinancially distressedaxpayersare:
providing rescheduling cancellation omeductionof interest onoutstanding
obligationsrelateddelay, change the ordesf distribution andextinction oftax
liability, so thatpayments madéy taxpayersshould settle first major tax
claims

Also, for non-paying category taxpayers fiscal institutions must
continue toapply enforcement measure@ttachmentof cash from bank
accounts attachment ofncomefrom third parties putting liens on movable
property attachment oimmovable property
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THE ROMANIAN VILLAGE IN THE CONTEXT OF ITS
TRADITIONAL ISSUES AND OF THE PRESENT GLOBAL CRISIS

POPESCU DorisLouise’, BELAKCU Luci an

Lucian Blaga University of Sibiu

Abstract

It is obviousthat nowadays the Romanian village is confronted with major
transformations. As a fundamental social and economic entity, it accumulated, over
the centuries, a large series of important issues. Especially "the peasant issue", which
took shape at the begimg of the XIXth century, is still influencing the evolution of
the rural world, being present with both its dimensions. The aim of this paper is to
present how the land issue continues to play a crucial role in theprafitable
Romanian agriculture, olicting the exploitation of its considerable potential. This
aspect is far more complex as we are still passing through a difficult economic crisis,
not to speak of the world food crisis.

Key words:agriculture, land useagricultural exploitation

JEL classification: Q 15; R 14; R 52

1. The Law No. 18/1991 on the Land Resources. Premise Shaping the
New "Peasant Issue".

In the new context created after 1989, the legal framework favoured
the return to a pluralism of forms of property, established when the-much
debated Law No. 18/1991 (The Law No. 18/1991, Monitorul Oficial, No. 37
from 20/02/1991) was adopted. Besides otspects, the aforementioned law
brought about the reform of Romanian agriculture by restoring the right to
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private property over land, along with other changes. Thus, based on article 8,
the Law on Land Resources stipulated the "establishment of ppraperty
right on the | and which is in the a
[ €] by reconstituting the property
Law No. 18/1991, Monitorul Oficial, No. 37 from 20/02/1991).

Besides reconstituting/cditsiting a fundamental right, the law also
contained a limitation of this right, the property title being issued "within the
i mit of a minimum area of 0.5 ha
maximum of 10 ha per family, in arable equivalent" (The Law N&/1991,
Monitorul Oficial, No. 37 from 20/02/1991).

Not only arable lands represented the focus of this law, but also other
assets belonging to the former agricultural production cooperatives. Thus,
article 28 referred to" the agricultural and zootgchconstructions, small
industry workshops, machines, tools, and other similar fixed assets that
belonged to the wounrdp agricultural production cooperatives, as well as the
underlying ground and the land required for their normal use;grioing
and fuit-growing plantations, and the animals" (The Law No. 18/1991,
Monitorul Oficial, No. 37 from 20/02/1991). All these categories were to
become the "property of the members of private type associations with legal
personality, if they were set up" (The LaMo. 18/1991, Monitorul Oficial,

No. 37 from 20/02/1991).

The condition mentioned above becomes even more relevant since the
law further stipulated that if no such private type associations were set up, the
respective assets were to be sold by publidiens to natural or juristic
persons or were to be transferred in the private property of the communes,
towns, and municipalities where they were situated falling under the
mayoraltiesd management (provided t
the winding-up date of the agricultural production cooperatives).

At first glance, the provisions of article 28 seem innocuous.
Nevertheless, they proved detrimental, indicating a profound ignorance and
negligence concerning the property of the former agricailt production
cooperatives, and representing the starting point for the wingifdissolving
of the material assets of the entire Romanian agriculture. Therefore, the lack
of strict measures regarding the preservation of this considerable capital,
accounted for its alienation / liquidation, depriving the new owners of the
much needed tools required to work the land they had recently gained.
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These are just a few of the elements which turned the Law on the
Land Resources into an extremely sensitive arwhtroversial topic.
Undoubtedly, the focus of the law was the act of justice. Equally true, though,
is the fact that the text of the law, as well as its subsequent amendments,
contained numerous inaccuracies, proving a total lack of vision regarding the
ewlution of the village/agriculture, allowing for a series of interpretations and
circumventions, which, amongst others, led to major controversies.

As a matter of fact, the new agrarian law did not contribute to solving
the precarious state of tRomanian village, but it revived the former complex
"peasant issue" which had a tfad dimension: agrarian and agricultural. In
this respect, the decentralisation of Romanian agriculture and putting entitled
persons into possession caused, once morepataelling of land resources
and consequently made it impossible to have an efficient agriculture. In
addition, one must remark the incomplete nature of the law which aimed
mainly at retrocession and less at other, equally important, aspects.

Thus, the dw made no reference to subsidizing/assisting farmers in
order to exploit the land resource; from this point of view, it is perfectly
justified to conclude that althougl
right over land, paradoxically, it also imened in this matter since farmers
found themselves deprived of not only technology, financial resources, and a
market, but also specialized assistance (Pasti, 1996).

The effects of the 1991 Law soon became apparent, being among the
most negative; to nmtion just a few: the extreme parcelling of agricultural
land; the poor utilization of agricultural land owing to the lack of technical
means and other resources; the increase in uncultivated land; compromising
the system of irrigations; destroying theheral and material assets and in
doing so compromising the mechanization of agriculture. In broad terms, this
was the context in which, immediately after 1990, an ample process of
degradation of agriculture and the rural world in Romania.

2. The Number of Agricultural Exploitations.

The 1991 Law on the Land Resources brought into discussion an
extremely sensitive socieconomic issue, namely the issue of property over
land. On the one hand, we witnessed a just action: the restitution of formerly
collectivized properties. On the other hand, the process of retrocession had
negative consequences, reflected mainly in the extreme parcelling of the land
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resources. Thus, reconstituting/constituting the property right triggered the
fragmentation of land, a tendgnidlustrated by statistical data.

In fact, with the 1991 Law, Romanian agriculture returned to a
pluralism of forms of property, the arable land from our country being part of
individual farmsteads, agricultural societies with legal personality, family
associations and agricultural joistock companies (the former State
Agricultural Enterprises).

The absence of certain regulations meant that returning to this
pluralism of forms of property, mainly private property, represented the
starting point of numrous problems related to the characteristics of land
resource distribution.

Concerning the overall situation, analysis indicates that in 2000 (ten
years after the law came into action) there was a total of 4,129,958 agricultural
units in Romania. As coeens their legal status, one can remark a series of
discrepancies related to the distribution of land resources per various
categories of agricultural units. Thus, according to the same statistics (2000),
at that moment, individual agricultural farmsteadpresented the main
percentage, the 4,119,631 individual exploitations representing an
overwhelming percentage of 99.75% of the total exploitations.

Family associations came next, though far less numerous, with a
number of 6,264 exploitations, namelyl®% of the total. Concerning
agricultural societies with legal personality, there were 3,573 such forms of
organization of agricultural production, namely 0.09%. The smallest number
of agricultural exploitations was represented by the agricultural-took
companies; the 490 exploitations belonging to this category represented only
0.01% of the total land resources properties.

The figures above illustrated the supremacy of private property-in de
collectivized Romanian agriculture. Individual agriculturaxploitations,
agricultural societies with legal personality and family associations, all of
which constituted the private sector of the Romanian agriculture, represented
78.9% of the total arable land of Romania and 99.9% of the total number of
exploitaions registered in 1999.
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Table 1. Agricultural production according to organization structure

(2000).
Agricultural | % from the
0,
Property Number of % from the surface total of the The.
. total of ; averaje
forms properties . (thousands | agricultural
properties surface
ha) surface
Individual
agricultural | 4,119,631 99.75 9,377,299 63.4 2,28
farmsteads
Agricultural
societies
with legal 3,573 0.09 1,415,539 9.6 396
personality
Family 6,264 0.15 868,809 5.9 139
associations
Agricultural
joint -stock
companies
(former 490 0.01 1,658,338 11.2 3,384
State
Agricultural
Enterprises)

Source: Popescu, M. (2001)

Compared with the figures available for 2000, the data from the
General Agricultural Census of 2002, as well as those from the Agricultural
Structure Surveys for 2005 and 2007 bring a series of necessary additional
points. Thus, from the perspective of rwers, compared to 2000, in 2002
there were 4,484,893 agricultural exploitations registered. No substantial
changes can be noticed even in the following period, if in 2005 the total
number of agricultural units increased to 4,256,152, in 2007 it decreased t
3,931,350 exploitations.

From the perspective of the legal status of agricultural exploitations,
one can notice that individual agricultural exploitations are the predominant
ones with a number of 4,462,221 which constituted 99.49% of the total
exploitations registered in 2002. The same situation is encountered in 2005
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and 2007. More precisely, in 2005 the 4,237,889 individual farmsteads
constituted 99.57% of the total exploitations whereas in 2007 the 3,913,651
units represented 99.54% of the total.

As regards the agricultural units with legal personality, numbers
demonstrate that, at the level of Romanian agriculture, they represent a modes
contribution. If in 2002 this category counted 22,672 units which represented
0.51% of the total exploitationsyer the next period there was a decreasing
trend. Thus, in 2005 their number decreased to 18,263 (0.43% of the total), in
2007 statistical data revealed the existence of 17,699 such units (0.46% of the
total).

Among exploitations with legal personalitthe predominant ones,
numerically, were the joimstock companies (6,138 in 2002; 4,824 in 2005;
5,147 in 2007, namely 27.07%; 24.41%; 29.08% of the total), but also public
administration units (5,698 in 2002; 4,818 in 2005; 4,177 in 2007, namely
25.13%;26.38%; 26.60%).

Table 2. Classification of agricultural exploitations according to legal status
(2002; 2005; 2007).

The legal status of
agricultural 2002 2005 2007
exploitations
Individual
agricultural 4,462,221 4,237,889 3,913,651
exploitations
Units with legal
personality (among 22,672 18,263 17,699
which)
Societies /
Agricultural 2,261 1,630 1,475
associations
Joint-stock 6,138 4,824 5,147
companies
Public adm_|n|strat|on 5698 4.818 4177
units
Coopera_tlve type 87 108 71
units
Other types 8,488 6,883 6,829
Total 4,484,893 4,256,152 3,931,350

Source: The Statistic Annuary of Romania, 2008.
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Table 3. Agricultural exploitations, arable land used and the average arable
land used per agricultural exploitation according to the legal status of
agricultural units (2002; 2005; 2007).

The average arable

Legal status land used per

of the The arable land used (ha) agricultural
agricultural exploitation (ha)

units 2002 2005 2007 2002 | 2005 | 2007
Individual
agrlcgltu_ral 7,708,757,6| 9,102,018,2| 8,966,308,5 173 | 2,15 | 2,29
exploitations 1 2 5

Units with

legal

personality | 6,221,952,4| 4,804,683,0| 4,786,737,9| 274,4 | 263,0 | 270,4
(among 9 6 4 3 8 5
which):
Agricultural
associations | 975,564,26 | 742,06539| 61580692 | 14| 452:2] 4175
Joint-stock | 2,168,792,0| 1,780,787,8| 1,951,114,5| 353,3 | 369,1 | 379,0
companies 3 4 9 4 5 8
Public
administrati | 2,867,368,4| 2,124,736,6( 1,872,193,7| 503,2 | 441,0 | 448,2
on units 1 3 6 2 0 1
Cooperative |, 36514 | 324642 | 1508811 | 27,19 30,06 | 1%
type units 1
Other types | 547 862,65 | 153,846,78| 332,444,56 | 24,49 | 22,35 | 48,68

13,930,710, 13,906,701, 13,753,046,
Total 10 28 49 3,11 | 3,27 | 3,50

Source: The Statistic Annuary of Romania, 2008.

3. The size of agricultural exploitations.

The extreme parcelling of the land coupled with the issue of the actual
size of the agricultural exploitations. Using 2000 as the reference year, it
became apparent that Romanian agriculture was dominated by farmsteads of
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i 5 ha with 2,037,471 such unitsamely 49.32% of the total exploitations. As
concerns the area, thei 15 ha exploitations occupied 5,448,334 ha, namely
40.90% of the total area. Equally well represented was the category of
agricultural exploitations below 1 ha. In this respect, siedisdata reveal a
number of 1,619,482 exploitations below 1 ha, namely 39.21% of the total,
which exploited 7.23% of the total arable land, more precisely 962,427 ha.
The following category includes agricultural units of 80 ha. Although less
numerous the 448,147 exploitations, 10.86% of the total, exploited a
consistent agricultural area, more precisely 2,801,778 ha, 21.03% of the total
area.

As concerns average size exploitations, these were almost inexistent.
Thus, the 14,970 exploitations of 1050 ha constituted only 0.37% of the
total agricultural units. Equally limited was the land exploited by these units,
the 183,867 ha represented 1.38% of the agricultural land.

As concerns large exploitations, over 50 ha, they had the weakest
representatin within the structure of agricultural exploitations. There were
approximately 9,886 such units, which meant a modest 0.24% of the total
exploitations. Despite this fact, agricultural units over 50 ha exploited a
significant part of the arable land, th@©33,579 ha exploited by large units
represented 29.46% of the total, namely a third of the agricultural land.

Equally interesting is the study of the average surface allotted to each
category of agricultural exploitations. From this point of view, cae remark
the two ends of the cline, on the one hand, exploitations below 1 ha, with an
average surface of 0.59 ha, and, on the other hand, exploitations over 50 ha
with an average surface of 396.88 ha. A smaller average surface, of only 2.67
ha can be fond in the case of exploitations of B ha. Agricultural units of 5
T 10 ha had a relatively similar situation, the average of such an exploitation
being of 6.25 ha. A different situation is encountered in the case of average
size exploitations, in thesituation, the average was 44.89 ha / exploitation.
Taking into consideration all these numbers, one can conclude that, at the enc
of 1999, in Romanian agriculture, the average surface per agricultural
exploitation was of 3.22 ha.
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Table 4. Structureof agricultural exploitations according to size group,

2000.
Group Number of | % fromthe | Surface (ha) | % from The
size (ha) | agricultural total the total | average
exploitations | number of of arable | surface
exploitations land (ha)
Sub 1 ha 1,619,482 39.21 962,427 7.23 0,59
1-5 2,037,471 49.32 5,448,334 40.90 2,67
5-10 448,147 10.86 2,801,778 21.03 6,25
10-50 14,970 0.37 183,867 1.38 44,89
Peste 50 9,886 0.24 3,923,579 29.46 396,88
Total 4,129,956 100.00 13,319,985 | 100.00 3,22

Source: Popescu, M. (2001)

Table 5. Agricultural exploitations according to size of arable land used

(2002; 2005; 2007).

Group size (ha) Total
2002 2005 2007
Under 1 ha 2,169,257 1,851,835 1,685,500
1-5 1,850,286 1,883,983 1,765,660
5-10 218,880 289,575 299,996
1050 46,885 82,024 86,235
50-100 3,850 4,939 4,791
Peste 100 10,203 8,891 9,608
Agricultural exploitation 4,299,361 4,121,247 3,851,790
using arable land (total
number)
Agricultural exploitations 4,484,893 4,256,152 3,931,350
(total number)

Source: Théstatistic Annuary of Romania, 2008.

A relatively similar distribution of the land resource can be
encountered in the statistics on agriculture following the year 2000. Both the
General Agricultural Census of 2002 and the Structural Enquiries in
Agriculture of 2005 and 2007 highlighted, without doubt, the predominance of
small property, the gap between this and the rest of the categories being
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significant. Small property is the leading category since, out of the total
exploitations, the I 10 ha ones, 4,83423 (2002); 4,040,393 (2005) and
3,751,156 (2007) constituted 94.50% in 2002, 94.93% in 2005, and 95.41% in
2007 of the total exploitations.

Compared with 2000, the same sources indicate a significant increase
in importance of average size farmsteatls, tumber of units of 10 50 ha
increasing from 14,970 in 2000 to 46,885 (2002), 82,024 (2005), and 86,235
(2007). Despite the ascending trend, relative to the total, average size propert
continues to remain a modest presence in the Romanian villageo4irD
2002; 1.92% in 2005, and 2.19% in 2007 of the total agricultural exploitations.

Compared with 2000, the large size land property recorded, in its turn,
a series of increases (from 4,886 exploitations in 2000, to 14,053 in 2002,
13,890 in 2005, and 4,399 in 2007). Nevertheless, according to statistical
data, large size property has the least representation in Romanian agriculture
(0.31% in 2002; 0.32% in 2005, and 0.36 in 2007).

Some conclusions The 1989 Revolution and the decades after
brought forth the opportunity of revival, former traditional rural economic
problems, including the "peasant issue", being revived and revealing even
today new facets. The land issue and the controversial distribution of rural
property caused the fragmentationagfricultural exploitations, the small size
of rural property and the extreme parcelling of the land (along with a
multitude of other factors) making of the Romanian agriculture not a motor
generator of wealth but a perpetual source of crisis.
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Abstract

This paper aims to present the knowledge based economy as a pillar of the
knowledge society, due to the fact that in the past decades there has been a series ¢
transitions of the global economy from the development based on traditional factors to
a knowledge based economy, in which intangible goods are of vital importance.

Key words tangible assets, intangible assetsowledge based economy, innovation,
knowledge revolution
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From the oldest times, wealth and power have been associated to
owning physical resources. The traditional production factors were
predominantly physical. This is why thecessity to have knowledge was
limited. However, in the future we witness a slightly different situation. In the
society of knowledge. the world of ideas becomes a priority in connection to
the world of tangible objects, and the intellectual capital imesoprominent
in the context of all other physical forms of capital.

As a confirmation to the famous
the knowledge society represents the high point of the development of human
society, in which knowledge is the central nes® of the economiy through
i ts capacity to substitute througtl
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materials, transports, energy, time or space, the final and the highest
fundamental source of powérsucceeding to the other two sources that have
marked the development of human society: violence (foréegonverted
progressively in law, and wealth (money)transposed, in its turn, into
knowledge. (Ogrear2007)

Ever since the year 1969, Peter Drucker, the brightest mind in
economics, according to spedsés, has warned about the emergence of a new
economy. In his paper entitled fAThe
predicted the coming of the HAknowl
Revolution meant a huge increase of productivity by théacement of the
people in the process of goods manufacturing with automated machines,
which led to the increase of the quality of life, nowadays, in tiec2mtury,
we are in a full period of knowledge revolution, the result of which is the
efficowhedfgknbased economyo, wher e
from intangible intellectual resources.

The revolution of knowledge is one of the tendencies of the past
decades, revolution which is now only at the beginning. The undisputed
existence of a knowtlge economy is reflected in the practical approach, but
also scientific approach of organizations.

The debates that took place in the World SME Convention WASME
which was organized in Bucharest betweeri 1B May 2005, and had as a
central t érretioealizatibneandfevolution to the knowledge based
economyo have reconfirmed the fact
especially in the developed countries, takes place a knowledge revolution.

In essence, the knowledge revolution refers to finedamental
transition from the economy based mainly on physical resources to the
economy based mainly on knowledge. (Bogd#09)

According to the opinion of specialists (Nicoles2003), knowledge
revolution leads to essential changes in all fieldsa@inomic life. The impact
of the knowledge revolution becomes visible in the volatility of the market,
the incertitude regarding the direction of economic activity, the instability of
work places etc. The result of the knowledge revolution is the knowledge
based economy. It is believed that in the first part of tHéchtury, the
knowledge revolution will be more intense and, as a result, the knowledge
economy will spread fast into the developed area of mankind.

The main causes of this process@rasidered to be the following:

1 the complexity of change;
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1

T
T

the multitude and heterogeneity of economies (e.g.: the digital and
electronic economy);

the diversification of economic branches, regions and companies;
the different degree and nature of the etloba information,
objectives, resources etc.

At a worldwide level, the stock of knowledge is growing faster than in
the past. At the same time, there takes place a reduction of dependence o
classical resources, with an increase in importance of knowledge as main
capital of the organization. For exph, in the USA there has been a decrease
by 20% of tangible assets in order to produce sales of one USD, as compare
to a quarter of a century ago.

OCDE (OCDE 1996) has formulated, through its specialists, the
following definition of the knowledge baseztonomy: the economy based
directly on the production, distribution and usage of knowledge and
information.

The new economy is an economy which crates, distributes and makes
use of knowledge, all these in order to increase its quantity and complexity.

Therefore, in the new context, knowledge has the following economic
roles or functions (Nicoles¢i2005): raw material, production factor, finite
product, capital, without which the new economy could not work.

1

As raw material, knowledge takes part to a lamdent to
obtaining modern products. It is obvious, for instance, that
building a computer does not require only metal, plastic, or other
materials, but also much knowledge. Furthermore, in the value of
the products, knowledge has the largest share.

The function of production factor refers to the participation of
knowledge together with the other classical production factors to
all the stages of production, starting with obtaining raw material,
their processing and ending with selling the resulting product
However, to the same extent, knowledge represents also a finite,
self existing product. The best known forms of knowledge are
software, technical projects, patents, quality standards, analyses
and studies of management and marketing etc.

The function of capital resides in the fact that, in modern
organizations, knowledge tends to have an increasingly larger
share and present value which is expressed financially.
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It is well-known the fact that, within the Lisbon Council from March
2000, the EU (CE2005) umched a set of objectives for the following 10
years, which can be reached through implementing the support of structural
reforms, involved in accomplishing the general strategic aims: transforming
the EU in the most competitive and dynamic economy invtwdd, based on
knowledge, capable of constant economic growth, with better and more
numerous work places and a higher social cohesion.

One of the specialists in the field (Ulsee2001) has formulated a set
of principles referring to the new knowledgasied economy, principles that
bring extra knowledge and systemisation and which we hereby present:

9 The value of the organization is determined mainly by the value of

the intangible assets

In other words, value is represented mainly by its knowledge wsyrker
the ideas and information they have, which become the main assets of the
company.

9 The importance and importance of geographical distance on the

localisation and organization of businesses has decreased largely in

the past periods.

Currently, the commuaoation of the organization with its clients and
suppliers, regardless of their position on the globe, can be done
instantaneously. Therefore, the strategic implication of geography in the
economic activities has lost its relevance.

1 The time periods necsary to innovating and penetrating

innovations have contracted considerably

The knowledge based economy places on higher grounds innovation
and its process. Innovation represents the process of creating new products
services, technologies and managemeut marketing processes. As Peter F.
Drucker showed: AThe strategies of
are as important as innovation oriented towards a purpose and managemer
based on the entrepreneurial spirit. Together, the three constituteation
and entrepreneurshipo(Drucker, 2000

Renowned specialists (Kotler, 1997) believe more and more that
within the new type of economy, markets are more competitive. The third
millennium, from this point of view, faces organization with numerous
problems, but very few solutions, which is why the great contemporary
scholars draw attention to the fact that the transition through these evolutions
can be done only through innovatibthrough transforming inventions from a
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mere idea, to a continuous pration of new performances. In the specialized
literature (Diny 2006) it is considered that a sustained process of economic
growth exists only if the humber of new and applied ideas is increasing over
several periods.

The speed of renewing knowledge, duwots, technologies etc. has
increased considerably. Consequently, innovations take place more rapidly,
spread with a higher speed, and the importance of time decreases. Fol
instance, the access to the world wide web of more than half of the global
populaton has required only 5 years.

1 Knowledge owners represent the most valuable asset of a country or

organization;

In the context of the knowledge based economy, human resources
become more and more important and complex than in previous economic
systems. The new competitive advantage and the new hurdle for the
organizations of the 2'century is represented liye knowledge of the human
resources (Chan, 2002). Undoubtedly, as business evolve from the industrial
to the informational age, the knowledge and experience of the employees
become the most valued advantages of a company. The foundation of succes
in conpetitions is not represented by proprieties or products, but mainly of
valuable people.

The continuous education and training of the human capital as carrier
of knowledge represents a great necessity for the progress of the organization
The mannersat do this are varied, adaptable to the benefit and orientation in
the HR policy of each organization and materializes in the following:
training/education at the work place, resorting to education institutions or
specialized training organizations, progsanf continuous learning, used for
creating specialists or temporary ones, involving clear periods of preparation
and the more and more present progr
t he spoto wi t h a determining rol e
organization.

9 The acceleration of the economic development and increase through

using computer networks

Creating networks within the company, which integrate economic
agents of various sizes, oriented towards value, generates a fast economi
growth. Throutp these networks, the speed of the technical, human and
economic flows, grows immensely, often generating explosive economic
effects.
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9 The value of products increases exponentially with the value of the

market segment where the company is active

If recently, the more rare a product was, the higher value it had,
nowadays the situation is different, meaning that the volume of certain
products is amplified differently: the more they have a larger market share, the
higher their value. An example would be in ttese of cell phones, the more
numerous they are, the higher their value and utility, due to the network effect.

1 The importance of the intermediate levels in the economy is greatly

amplified

The occurrence of a category of intermediaries is corresporaliig t
current transition towards the knowledge based economy. They are cold info
intermediaries and they contribute to the transformation of data in useful
information and even knowledge. It is obvious that the amplification of the
volume and complexity ofnformation and knowledge determines a fast
growth of the number of infontermediaries and their impact on the
functionality and performance of the economy.

9 Buyers have a greater power, and sellers have new opportunities

With an intelligentsoftware and a simple click, buyers have the
possibility to obtain quickly the information regarding the best products, at the
most convenient prices. Therefore, they have the possibility to opt for the
desired product or service and to obtain it quicldy.the same time, new
opportunities are created for the sellers, as they acquire detailed information
on the market and know very well at which prices they have to sell.

1 The transaction of businesses and services becomes more and mort

individualized

The fast and cheap access to information regarding the specific
requirements of clients is reflected in the fabrication and selling of products
according to the express requirements of the clients. This ensures an increase
personalization of the offer of prodts, which leads to a substantial decrease
of stocks and stalling times in the economic processes.

9 The increase of availability of all products

In the context of the new economy, which requires the operation with
new concepts and theories, the develogn@neconomic commerce is a
reality of the past.

The development of electronic commerce was possible due to a very
important aspect in the separation of the traditional commerce from the
electronic one, which is the time needed for the commercial tramsact
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Electronic commerce reduces the importance of time by shortening the
production/selling cycles, allowing companies to have a more efficient
operation and consumers to take part in transactions at all times.

Although the benefits of the knowledge bdi®Eonomy are huge, and
can lead to the increase of the quality of life, of the living standards,
eliminating poverty, reducing the pollution of the environment, and many
other, the transition to the knowledge based economy can generate also threat
forogani sati ons,, 2089 f ol l ows (T tu

I adecrease in the demand for many traditional products and services;

I creating new, very expensive and advanced equipment and
technologies, which condition the survival of the companies;

1 the acceleration of the rhythnof moral degradation of the
equipment used by companies, which makes it necessary to change
them after 23 years;

1 the increase of the necessary financial resources to create and/or
modernize companies, especially in the industry, agriculture,
constructionfransport or services;

1 the great competition among transnational companies for most of
the products, and of large companies on local and traditional
markets;

1 the migration of very good specialists from the small companies to
the large and transnational es) which offer them better working
conditions and salaries. The capitalization upon the opportunities,
and elimination of threats by organizations requires major actions on
multiple levels, which require reunited efforts of entrepreneurs and
the other orgnizations of the business persons and national
governments, organizations and international authorities.

The state has a major role in the knowledge based economy, which
refers to promoting public policies which stimulate investments in the sector
of R&D& |, considered the engine of the development of this type of economy.

In the opinion of specialists (Bogda2007), the research activity, in
the context of the knowledge based economy, organization and management
becomes decisive, for organizations aond people and individuals alike. It
also employs more and greater resources, and especially time. Scientific
research must produce effects that compensate these efforts and lead to a
increase in value for the organization and for its participants, therbéang
stimulatory for all those involved.

Furthermore, on an economic level, productivity and competitiveness
will increase based on the level of knowledge. The general reconsideration of
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the economic system, through an immense innovative effort leadirige
knowledge based economy, is therefore a characteristic of treeatury.

By launching the National Strategy in the field of Research
Development and Innovation, Romanian presents its political decision to
create a knowledge based economy, openvélue and international
competition, which would ensure a harmonious economic and social
development. The strategy has as objective the overcoming of the existing
gaps with the other European countries, and prepare the RDI system in
Romania to identify ad consolidate, through international connections,
partnership and competition, those areas in which Romania can excel.

The strategy comprises a list of 25 priorities grouped according to 8
domains, described in this document as priorities of the publiEstment in
researci{ B r t t Gumjn2007); The basic principles in the field of RDI are:

1 evaluation of policies, programs, projects;
9 international evaluation of public institutions (universities and
research centers);
the coordination between instiimal financing and performance;
the advancement in the career based on internationally recognized
performances;
9 supporting the mobility of researchers; attracting young PhD students,
postdoctoral students,
as well as experienced, valuable researchergardéess of
nationality;
9 the intensification of scientific and collaboration links with the
Romanian scientific Diaspora;
1 the development of international collaboration and supporting the
participation in programs and projects;
9 supporting innovation, alsiirough the increase of the public demand
for innovation;
the increase of the state aids for supporting innovation;
permanent dialogue with society.
We believe that, although the main resource of the new economy is
knowledgei intangible resources, the tangible resources, which are limited,
should not be overlooked, but, on the contrary, used to identify new manners
of protection and conservation ofethenvironmental resources. The new
economy, the environmental economy, promotes economic increase in the
context of increased protection of the environment, accelerating the reduction
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of physical consumption and favouring the usage of information and
knowledge, shifting the importance from investment into fixed assets to
investment in human capital.

Conclusions

The obvious reality of our days is the coming of a new type of
economy, an economy very different from the industrial one or from the post
indudrial one, one that already is functioning in the more developed areas of
the world economy in the past decades. The world we live in is marked by the
fast evolutions of technology and efficiency, is the world in which information
means power. Market gloligation, technical and technological revolutions
are transforming the contemporary economy into what specialists call
knowledge based economy, in which the business world is characterized by
new types of organisation, which requires developing competeacds
generalizing the advanced technologies, thorough knowledge and a higher
responsibility. Nowadays, in the context of the knowledge based economy, the
competitive edge is obtained through science, through the widespread use o
knowledge, through innovian and qualified workforce.

In the future, the differences between rich and less rich countries will
not reflect in the owning and using the classical production factors, but will be
represented by the production, access to and usage of knowledge. dthe gre
scholar, Peter Drucke(1993) cl ai m&hbat we m@awt medn by
knowledgeis information effective in actionjnformation focusedn results
These results are seen outside the pergorsociety and economy, or in the
advancement of knowledge itself.

In the new knowledge economy, the role of the state becomes crucial
due to the fact that economic competiveness cannot be stimulated without
investments in researéhdevelopment innovation.
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WOODS, THE MOST COMPLEX TERRESTRIAL ECOSISTEM

BLAJ Robert*, SAND Camelid, CIORTEA Gligor *

Lucian Blaga University of Sibiu

Abstract

A forest ecosystels a terrestrial unit of living organisms (plants, animals and
microorganisms), all interacting among themselves and with the environment (soil,
climate, water and light) in which they live. The environmental "common
denominator" of that forest ecologicabmmunity is a tree, who most faithfully obeys
the ecological cycles of energy, water, carbon and nutrients.

A forest ecosystem would be considered having boundaries and would include a
forest of trees out to the limit of tree growth. Rememberftrasts are not the only
ecosystems. There are hundreds of thousands of defined and undefined ecosysten
that can cover the broadest to the tiniest of areas. An ecosystem can be as small as
pond or a dead tree, or as large as the Earth itself.

Key words forest, biodiversity, ecological

JEL classification: Q 19

1. Introduction

Ecological addressethe maincomponents of thiorest (the
mostcomplex terrestriakcosystemare:
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1 forestbiocoenosisvhichis composeadf all living
organismgplantsandanimals)that inhabit thdorest,forming
with it a whole.

9 biotais thelimited environmenin whichliving organismghat
inhabit theforestinhabit therelativelyhomogeneousonditions.

2. Body text

Biocoenosis is supraindividual level of organizatmnliving matter
and describes all living organisms, vegetable (phytocenosis) and animals
(zoocenosis) that interact and coexist in a given environment (in the case
presented forest environment), forming with it a whole and is in a dynamic
equilibrium dependent on that environment. It is characterized by a certain
model structure and operation time of circulation of matter, energy and
information.

Biotope covers all abiotic environmental factors in the biocoenosis
evolves (grows, it experiences) and ghhhas close links: substrate litho logy,
soil, wind, precipitation, humidity, heat, etc.. Biotope includes all the
relationships between environmental factors.

Ecosystem is a function and organization unit of the ecosphere,
consisting of biota, biocenissand the relationship between them, capable of
biological productivity.

It is estimated that specific forest biocoenosis forests in Romania
include over 200 species of woody, herbaceous species around 1000 and man
other species of mosses, lichens, fig)qalgae, bacteria, parasitic plants and
semiparasitic plants, and a countless number of animals (mammals, birds,
reptiles, fish, animal organisms) (

The biotope of the forest ecosystem, in turn, consists of several
componentsamong which the most important are:

Soil - is the top, loose, land cover, from which plants derive their
water and nutrients necessary for physiological processes and the environmen
in which they landed. The soil is the living environment for some alsinBy
its structuralcharacteristics (cohesion, compactness, grain size), quantity
(depth) and quality (content of water, air, humus, nitrogen, potassium,
calcium, etc..) It plays a critical role, existence and evolution of biocenoses
and forest essystems, and could significantly impact them. (Florescu, 2003)

102



Revista Economic® @63)/2012

Atmosphere- is the medium in which plants develop the air and the
specific animals inhabit most forest ecosystems (except fish, some organisms
etc.). Role in forest ecosystems atmosphersignificant, it may influence
other components there of by: cloudiness, heat, concentrations of chemicals
vital as water, oxygen or carbon dioxide and other chemical concentrations
(nitrogen compounds, of sulfur and other polluting chemicals, etc..), speed
direction of movement of air masses), the nature and amount of precipitation,
etc..

Orographic factorsby components such as-a|
ground, closely related to geographical location (latitude and longitude
marked), can significdly influence the structural and qualitative
characteristics of forest biocoenoses both directly and indirectly through
their influence on components and
2001)

In the forest ecosystem, its components, althowgth great
heterogeneity belonging to two systems (one organic and one anorganic),
however, reacts after a definite order, based on the exchange of matter, energ
and information, forming connections during development interspecific
complex of great impoance for both components and the system's full, which
ultimately increases its integrity. Forest ecosystem components interact with
other systems in a uniform way, they are subordinated to the whole system
and not just an element of the system.

Compared tawther terrestrial or aquatic ecosystems, forest ecosystems
are able to achieve, overall, superior internal organization, which is reflected
by the integrity, ability of self and enhanced regenerative capacity.

The most suggestive that this organization nsrrored forest
ecosystem is a complex material flow, and improved circuit formed during the
evolution of these ecosystems.

Forestry zoocenosis and the forest
Of all terrestrial forests hosting the rich and varied number of animal
species (mammals,rolis, reptiles, fish, animal organisms). (Blaj R., 2009)
Analyzing the influence of forest ecosystems on zoocenosis can
distinguish several cases:
AFor species whose habitats overlap several types of ecosystems
(forest, pasture, water, etc.) Forest isacplwhere they can find a safe shelter,
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food and last but not least peace of mind. Populations of these species there i
forest, although not mandatory, has a beneficial role.

AFor species whose habitats overlap only over forest ecosystems,
forest influere is much stronger in this case relations (especially trophic)
established among populations and forest animals are much closer, the fores
represents a necessary and obligatory the existence and development of thes
populations.

AFor species whose hakiis overlap although forest ecosystems, it is
bordered by the forest indirectly exercise a positive influence on them. This is
manifested either by purifying the air and wind speed reduction, or by
modeling the thermal and hydric regime (other terrestoalfiltration and
flow regulation (if aquatic ecosystems).

Regarding the influence of zoocenosis, the forest, since it is
characterized by mobility, usually it does not influence the forest ecosystems.

However, the cultivated forest management, shouldidened several
categories of animals that are of particular interest, both in terms of
maintaining a good healthy forest vegetation and in the maintenance and
development of specific biodiversity.

Thus, forest life xilofagus and defoliator insects canehavmajor
negative impact, so it needs to monitor the evolution of their populations in
the forrest. The purpose of monitoring is to limit development beyond certain
limits of insect populations, population growth may lead to destabilization of
forest ecogstems.

Also, in order to maintain biodiversity, particularly mammals and
birds of medium and large size (bear, wolf, fox, deer, red deer, chamois, lynx,
rabbit, grouse, etc..).Are monitored to maintain of the actual optimum,
ensuring development for popitions and species.

Man in forest life

If the early development of the human society, human impact on
forest ecosystems was insignificant man like other species consuming, getting
most of the food and the protection they needin this ecosystem, with the
development of society, its requirements from the wood increased, causing
them at the beginning of this millennium, most of the virgin forest character to
lose, and under anthropogenic influence to transform the forest crop.(Berca,
2000)
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Anthropogenic actin on the forest, manifested very aggressive in the
last three centuries, has had and continues to have both pros and man
negative consequences.

Positive consequences of human activities on forest ecosystems
designed in particular to obtain stands totlespond to social and economic
goals assigned to it. These will be dealt with separately in the second fourth of
the work- silvotetechnick. It should be noted that some forest management
activities to management goals proposed at first glance mayrapgmgive in
the development of stable forest ecosystems (promotion of tree species,
sometimes of a single species, and the decline of other). Must have, in these
cases, the account on one hand that planted forest is unable to perform al
functions within its self and on the other hand that planted forests, as opposed
to virgin or cvasivirgin, were assigned to multiple functions depending
protection and timber production, the technically superior.

Also, man has made, especially in the last century, shares the
installation / reinstallation of degraded or unproductive forest land (both forest
land and agricultural land), complex works being carried out in this privilege
of some branch of forestrydhare dealing with planting trees of degraded or
unproductive and maintenance pending massive dtatests, improve their
characteristics through the foregorest amelioration, etc..

It should be noted that, in time, man has had and continues ¢o hav
many activities that have been negative on this ecosystem, of which some are
mentioned below:

Awood massexploitation, activity in Europe has reached maximum
values 300 to 400 years ago, leading to reduced surface area covered by the:
ecosystems.

Agrazing in forests, activity with negative impact on seedlings, but
also on soil compaction and dismantle it, changes that have major impact on
the existence and especially phytocoenoses forest regeneration, and the
number of species richness in zoocenfisisst population.

Aair pollution, water and soil if it exceeds some critical value can
cause major instability of these ecosystems.

Acan be remembered some silvicultural mistakes in forest
management, the most popular being able to include:

A promoton monocultures in decline of mixtures of species in stand
composition, activity on the one hand led to the creation of trees more
unstable factors in the environment and on the other resulted in

105



Revista Economic® @63)/2012

discontinuation of food chains followed by a decreasiggpecific variety,
can lead to endangering the existence of a population or even species.

A promotion of some species (especially pine) outside their ecological
area, activity appeared in the economically si@linded, but green was not
sufficiently substantiated, were seen during the development of these stands
are numerous obstacles: stands had instability enhanced the biotic and abioti
factors (insects and phytopathogenic fungus, wind, snow,etc..), wood product
they no longer present the samphysical and mechanical properties are more
porous due to faster growth, any breakdown in the food chains the forest
degradation (lowering the pH), etc..

Athe use inside a forest and its surrounding areas of insecticides and
fungicides nonspecific,specially the so called persistent organic products
toxic chemicals that uncharacterized by high chemical stability, with effect
for long periods, accumulate in animal tissues and are transmitted through
food chains of prey in predator body, causinglegical imbalances (perhaps
the most publicized case is that of DTT's (dimethytti -toluene, which
widely used as insecticide in the 786 resulted in the death of many natural
predators of insect).

Aa forest resort pr o mo v etetativae t
propagation (sprouts, suckers) in declimentul multiplication of seed activity
led to the development of economically valuable trees less unstable and
sometimes even destabilizing the environmental factors.

Athe use of seeds without takingunt of its origin, as reported in the
gualitative characteristics of trees from which it derives, as reported in the area
and region of origin, activity monitored badly, visible only after long periods
of establishment culture.

A promovation of artifical regeneration to the decline of natural on
economic considerations, even if natural stand is best suited to specific
environmental conditions, showing the highest stability to it.

Alinsufficient promovation of a species with high economic value and
ecdogical composition of stands consisting of mixtures of several species.

Aexploitation of forest areas regenerated without their surrounding
areas, do not stand on flat surfaces causing loss of that specific microclimate
of the forest, providing bett&onditions for growing new generation.

Both human activities that support the forest ecosystems and those
who had a negative role on them are also of interest in forestry practice,
addressing specific issues among this sector and also drawing atteritien to
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harmful effects of human actions insufficient based economic and ecological
especially, in a way to stop promoting them in the future.

3. Conclusions

A forest ecosystem is one major ecologic unit that exists as "home"
for a community of both native amtroduced, classified organisms. The forest
ecosystem is just one of a number of unique ecosystems including prairies,
deserts, polar regions and great oceans, smaller lakes and rivers. A fores
ecosystem typically is associated with land masses coverteeleis and those
trees are often classified by foresters ifiti@st cover types

The word "ecology" comes from the Greek "oikos, meaning
"household" or "place to live'These ecosystems or communities are usually
self sustaining. | say "usually" because some of these communities can
become unbalanced very quickly when detrimental factors occur. Some
ecosystems, like tundra, coral reefs, wetlands and grasslands afeagdey
and very small changes can effect their health. Larger ecosystems with wide
diversity are much more stable and somewhat resistant to harmful changes.

A forest ecosystem community is directly related to species diversity.
Generally, you can assurtteat the more complex the structure, the greater is
its species diversity. You should remember that a forest community is much
more than just the sum of its trees. A forest is a system that supports
interacting units including trees, soil, insects, anipetsl man.
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THE LIVING LOGICAL SYSTEM PARADIGM T ON THE
KNOWLEDGE OF THE ECONOMIC PROCESS

BRI TI AN \OPREAN @amelid
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Abstract

The paradigm of the Living Logical System puts into discussion the logical and
ontological bases of orthodox economic models concerning the knowledge of the
economic processes. The economic process can be known by the economi
phenomenon, as it represeritee measured form of the economic process. Through
the LLS we increase the comprehensibility of the economic phenomenon, and through
the economic phenomenon we gain knowledge of the economic process. The curren
paper intents to approach the knowledgehsf €conomic process from two points of
view, as follows: from the perspective of the principle of sufficient reason of the
economic or of the economic process, and from the perspective of the LLS
respectively.

Key words:living logical system, economicqress, economic phenomen.

JEL Classification:B41, B52

Introduction

This study is a continuation of our research within the paradigmatic
framework of the Living Logical System.

The knowledge of the economic process is, in our opinion, creatable
considering two main directions of research, as follows:
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1 A direction of research which has as foundation the principle of
sufficient reason of the economic;

9 A direction of research which has as foundation the economic
phenomenon.

Concerning the first appach, we believe that the establishment of a
basic principle of the sufficient reason of the economic is necessary, because
such a principle represents the grounds for the knowledge of the economic
process.

Concerning the second approach, we menthat the economic
phenomenon is the measured form of the economic process, and through the
economic phenomenon we can know and comprehend the economic process.

The concept of Living Logical System,raciuced by Professor Emil
Dinga, was defined witlthe purpose of reputing into discussion the logical
and ontological basis of the orthodox economic models concerning the
knowledge of economic process.

This concept creates an increase of the comprehensibility of the economic
process, and through the aconic phenomenon we can gain knowledge of the
economic process.

In the following, we will try to establish:

- The form of the principle of sufficient reason of the economic or the

economic process;

- The restraining of the concept of Living Logical Systenthe level of

the economic organization.

The used method in our research is #pecification methodvhich
implies the fact that from a generic concept, which is very comprehensive, one
can subtract various species which are contained by it, and tletiesgf
such entities must not be uselessly diminished.

In one of our previous papers, concerning the economic living logical
system, as a species of the living logical system, the starting point which we
established was a premise which became the phanoi sufficient reason for
social sciences, whose component is economics, and from here, eact
knowledge would ensue. In this paper we bring several logical clarifications
which we believe have not been sufficiently expressed in the previous paper.
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On the principle of sufficient reason

The principle of sufficient reason is given to us by Leibniz and is the
principle of any explanation, meaning to explain something reduces its
existence to a random hypothesis of the principle of sufficient reason,
according to which that something mustthe way it is.

In fact, establishing a principle of sufficient reason in science has, in
our opinion, an important methodological importance, as any explanation must
be founded on something.

The methodological consequence of the existence of a penoipl
sufficient reason in science makes that processes become known to us by th
law that governs them.

In other words, the principle of sufficient reason is knowledge
foundation, because something should rather be than not be.

One must distinguish beeen the difference between basis of
knowledge and basis. The principle of sufficient reason is the one that contains
the basis (cause) for something else. The basis (cause) initiates a real proces
whereas the principle of sufficient reason, as knowleolgsis, is used to
fundament judgment.

On the principle of sufficient reason of action

We consider that the principle of sufficient reason of action is the
principle of sufficient reason to which we must make reference in order to
know economic processes.

The principle of sufficient reason of action is given to Schopenhauer
and is debatechi hi s p a p enrthe sqnareiraol of tthe pfinGiple of
suf fi ci e®chopenteawzes 2008)

This principle, according to Schopenhatsats on the class of objects
given by the faculty of representation of the internal sem#@ch are
generaed by motivations and which is an expression of will determining the
sufficient reason of every action.

The restraining of the sufficient reason of action

Several statements:
- Concerning the act and the human process:
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Concerning the logical perspectiveetween act and human process
there is not a qualitative difference. The act and the human process are
equivalent (the same author mentions).

- Concerning the social act and social process

From the logical perspective, between the social act and social
process there is not a qualitative difference. The social act and the social
process are equivalent (the same author mentions).

- Concerning the economic act and economic process

From the logical perspective, between the economic act and
economic process theigs not a qualitative difference. The economic act
and the economic process are equivalent (the same author mentions
(Dinga, 2009)).

- Concerning the act of the economic organization

From the logical perspective, between the economic organization act
and economic organization process there is not qualitative difference. The
social act and the social process are equivalent (the same author
mentions, (Dinga, 2009).

- Concerning the proxial genre of the social act or social process

The proximal genre of the social act or the social process is the act
- Concerning the proximal genre of the economic act or economic

process

The proximal genre of the economic act or the economic process is
the social act
- Concerning the proximal genre of the economic organization act or

the economic organization process

The proximal genre of the economic organization act or the
economic organization process is the economic act
- Concerning the human action

The human action refers to any act (or activity, defined as a
convergent ensemble of acts), which have as a subject the human subjec
(Dinga, 2009).

- Concerning the social action

The social action refers to any social act (or activity, defined as a
convergat ensemble of social acts), which have as a subject the social
subject.

- Concerning the economic action
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The economic action refers to any economic act (or economic
activity, defined as a convergent ensemble of acts), which have as a
subject the economic subject.

- Concerning the economic organization action

The economic organization action refers to anyadhe economic
organization (or activity of the economic organization, defined as a
convergent ensemble of acts of the economic organization), which have
as a subject the institutionalized subject.

- Concerning the human subject

The human subject is a tutal subject.

Through cultural subject we understand a subject which has a
conscience, meaning a subject which shows that he knows.

- Concerning the social subject

The social subject is a multiple or composite cultural subject.

Through cultural subjectwve understand a subject which has a
conscience, meaning a subject which shows that he knows.

- Concerning the economic subject

The economic subject is a practical cultural subject,-gpacialized
and contingent (nomecessary).

- Concerning the institutizalized subject

The institutionalized subject is an economic subject, normatively
regulated.

- Concerning the act and causality

1. The human act gains the expression of the exteriorization of the
intentionality of the human subject. The causality ofiln@an act is
one interior to the human subject under the form of the motivation of
its will, determining the sufficient reason of every action.

2. The social act gains the expression of the exteriorization of the
intentionality of the social subject. The cality of the social act is
one interior to the social subject under the form of its motivation as
an expression of its will, determining the sufficient reason of any
action.

3. The economic act gains the expression of the exteriorization of the
intentionality of the social subject. The causality of the economic act
is one interior to the social subject under the form of its motivation as
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an expression of its will, determining the sufficient reason of any
action.

4. The economic organization act gains the exgims of the
exteriorization of the intentionality of the institutionalized subject.
The causality of the act of the economic organization is one interior
to the social subject under the form of its motivation as an expression
of its will, determining thewsficient reason of any action.

The principle of sufficient reasdngenre and species
Statement 1
The principle of sufficient human reason is the sufficient principle
reason of the human action.

Statement 2
Social is a species of the humane.
Conseqgence:
The principle of sufficient reason of the social is the principle of the
sufficient reason of the social action.
Statement 3
The principle of sufficient social reason is the principle of sufficient
reason of the social action.

Statement 4
Economics is a social species.
Consequence:
The principle of sufficient reason of the economic is the principle of
sufficient reason of the economic action.

Statement 5

The principle of the sufficient reason of economics is the principle of
sufficientreason of the economic action.

Statement 6
The economic organization is a species of the economic.
Consequence:
The principle of sufficient reason of the economic organization is the
principle of the sufficient reason of the action of the economicnizgtion.
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On the knowledge of the human process

In our opinion, from the logical point of view, a human process or act
can be known using the principle of sufficient reason of action or by using the
systems theory.

Concerning the usage of the prineipf sufficient reason of action in
gaining knowledge of the human process we notice great difficulty, meaning
to what extent can we, using this principle, to know the human process as we
do not know the motivation of the human subject. On this matteraweot
yet pronounce ourselves, but research will follow.

What we do know however is that the phenomenon is the measured
expression (thus, quantified in an interpersonal communicative manner) of a
process (Dinga, 2009).

In order to increase the comprebiility of phenomena, we use the
systems theory which has the finality of the process as object of research.

To this means, we will continue to refer to the concept of LLS and we
attempt to restrain this concept to the level of the economic orgamizatio

Restrain of the concept Living Logical System

We propose the following scheme:

General subject Finality LLS

Cultural subject Purpose HLLS

Social subject Social purpose

Economic subject Economic purpose

|
1 The concept of Living Logical System (LLS)i sufficient and
necessary attributes

Sufficient attributes, which are independent and consistent, for the living
logical system (LLS) (Dinga, 2009), are:
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1.
2.

It is a system (S);

Has a dissipative charactermeaning an evolution far from
equilibrium, meaning it maintains and even lowers its entropy from
within the membrane at the price of accelerating the entropy of its
surroundng environment;

On the basis of things mentioned above, we can conclude drvihg
Logical System as follows:

The Living Logical System (LLS) represents that real system which
verifies the sufficient attributes above.

The sufficient attributes, whicare independent and consistent (and

which will be necessary attributes), once verified, generate three other new
predicates:

Has an self requlatory capacitymeaning the capacity to heal itself,

to generate itself, to self organize, to avéproduce);
Complex_systen(which is characterized by ndimear dynamics),
meaning that it does not allow predictions, only the movement of
uncertainty concerning the future;

Total complexity invariancemeaning the maintenance of invariance,
with a permanent charaer of the logical sum from the internal
complexity of the LLS and its external complexity (also called
ecological complexity, expressing the degree of metabolism with its
environment)

Observations:

1.

Sufficient system predicates (S) (Dinga, 2009) are:

To establish the distinction between the environment which finances
something and that something. In other words, the system has a
membrane which established the difference between the carving in
cause and its environment;

To contain _a lot (numerable or notpf composing elements
(discernible or not);

To establish a lot of connection (material, substantial or energetic,
entropic, informational, etc) between the composing elements as well
as between them and the environment.
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These sufficient attributes of th®/stem, which are independent and
consistent (which will obviously be necessary attributes), once verified,
generate two other new necessary attributes:

1. Has a metabolism (reactions);

2. Has a qualitative identitymeaning that it contains a set of invariants

which are reproduced as a result of metabolism and which ensure the
logical continuity of the system.

- The selfregulatory capacity in biology, which combines the defining
elements of life, meaning the physical border and the metabolic
relation, with the purpose of maintaining the same ensemble structure
of the organism in spite of a continuous flow and of changing
components. Of course, this matter less because the biologic living
logical system must also be a species of the living logical system.

9 The concept of Human Living Logical System (HLLS)i sufficient
and necessary attributes

In the following we attempt gestraining of the concept of livingdecal
system (LLS) to the humartevel, with the purpose of increasing the
understanding of human phenomena.

Sufficient attributes, which must be indeperidand consistent, for the
Human Living Logical System (ELS), are:

1. ltis aliving logical system (LLS),

2. ltinvolves the culturalsubject,

3. Purpose.

Sufficient attributes, which are independent and consistent, will be
necessary predicateOn the basis of the above, we believe that we can
conclude on théluman Living Logical System as follows:

The Human Living Logical System (HLS) represents that real system
which verifies the sufficient predicates mentioned above.

1 The concept of Social Living Logical System (SLLSj sufficient
and necessary attributes
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In thefollowing we attempt a restraining of the concepthafmanliving
logical systemHKILLS) to the social level, with the purpose of increasing the
understanding of social phenomena.

Sufficient attributes, which must be independent and consistent, for the
Sodal Living Logical System (SLLS), are:

1. Itis a human living logical system (HLLS),

2. ltinvolves the social subject,

3. Social purpose.

Sufficient attributes, which are independent and consistent, will be
necessary predicateOn the basis of the above, we believe that we can
conclude on th&ocial Living Logical System as follows:

The Social Living Logical System (SLLS) represents that real system
which verifies the sufficient predicates mentioned above.

I The concept of Econorit Living Logical System (ELLS) i
sufficient and necessary attributes

In the following we attempt a restraining of the concept of living logical
system (SLLS) to the economic level, with the purpose of increasing the
understanding of economic phenomena.

Sufficient attributes, which must be independent and consistent, for the
Economic Living Logical System (ELLS), are:

1. Itis a social living logical system (SLLS),

2. ltinvolves the economic subject,

3. Economic purpose.

Observation:
- the subject economic hass purpose the entropic changes with
naturei economic purpose

Sufficient attributes, which are independent and consistent, will be
necessary predicate©On the basis of the above, we believe that we can
conclude on th&conomic Living Logical System fmdlows:

The Economic Living Logical System (ELLS) represents that real
system which verifies the sufficient predicates mentioned above.
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9 The concept of Economic Organization Living Logical System
(EOLLS) 1 sufficient and necessary attributes

In the fdlowing we attempt a restraining of the concept of economic
living logical system (ELLS) to the economic organization level, with the
purpose of increasing the understanding of economic organization phenomena

Sufficient attributes, which must be indepent and consistent, for the
Economic Organization Living Logical System (EOLLS), are:

1. Itis an economic living logical system (ELLS),

2. ltinvolves the institutionalized subject,

3. Organizational purpose.

Sufficient attributes, which are independent and test, will be
necessary predicateOn the basis of the above, we believe that we can
conclude on th&conomic Organization Living Logical System as follows:

The Economic Organization Living Logical System (EOLLS) represents
that real system which verifis the sufficient predicates mentioned above.

Conclusions

i Concerning the existence of a principle of sufficient reason in the
knowledge of the process (the act), we must mention the fact that it is
paramount. Such a principle says that nothingrsundless, for which
something should rather be, than not be.

U The principle of sufficient reason used in knowing the actual economic
process seems to be the principle of becomingtife Schopenhauer
sensg which governs the class of objects of empiriegresentations and
takes the form of causality: any status is preceded by another one which
results with necessity.

U In our opinion, the principle of sufficient reason used in knowing the
economic must be the principle of sufficient reason of the economic
action.

i The proximal genre of the principle of sufficient economic reason,
meaning of the economic process, is, in our opinion, the principle of
sufficient reason of the social action.
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U Concerning the necessity of the concept of living logical systenstate
that this is a good logical instrument through which we can increase the
comprehensibility of the economic phenomena, and through them we can
know economic processes.

ACKNOWLEDGEMENT

This paper profited from fi natnci
Ph.D. Studies in Economics: The continuous formation program for elite
researchers S P O D E dinarced from the European Social Fund, Through
the Human Resources Development Program ZWIA3, POS DRU contract
no. 89/1.5/S/61755

References:

1 Bkt i &asile (201), The Mathematical Modeling Within
Economicsi a Critical Approach Ovidius University Annals,
Economic Sciences Series, Volume XI, Issue 2;

1 Dinga, Emil (2009, Studii de Economi¢ Cont r i but i i (
l ogi ct, epi stemoliogi cBdi tsur amek
Bucuresti, 2009;

i Dinga, Emil (2011),Unel e aspecte privi,nd
Academi a Rom®©nt, Bucuresti, 2011

1 Kant, ImmanuelCr i t i ca r BdiurauUmivers Emciclopedic
Gol d, Bucur eHt i ;

Schopenhauer (2008), Adr, Despre”" mpttrita rtdkbcin

ratiunii suficiente Editura Humanitas, Bucuresti.

120



Revista Economic® @63)/2012

OPTIMAL FISCAL SYSTEM AND PUBLIC FINANCE
SUSTAINABILITY INDICATORS
IN EAST EUROPEAN COUNTRIES WITHIN THE EU27
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Lucian BlagaUniversity of Sibiu

Abstract

The aim of the paper is to outline the characteristics that an optimal fiscal
system has to fulfill. Starting from the hypothesis thgh-debt EU countries may be
suffering from higher tax induced distortions to theirmmmy whereas the lowelebt
counterparts will ngtwe expect taxes to influence public deficit rate and study its
influence on the level of public debt ratio and determine the regression equations.
Further, we discovered using SAS software that the influenstronger on individual
countries studied than on European lev&hdings are a signal to be considered by
policymakers when setting the automatic stabilizers.

Key words:optimal fiscal system, public debt, public deficit,-texGDP ratio

JEL classification:C 32, C 53, E 63

1. Optimal fiscal system

Generally, a tax system promotes optimum performance, when
dealing with the 4E, which are: equity (balancing social distribution of income
in society and stimulate employment and entrepreneursteffjcacy
(avoidance of taxes that produce distortions of the economy); economy
(referring to possible cost reduction in government revenue collection and
payment of costs of tax}efficiency (promoted by a tax system optimal that
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maximizes government remge generated(Bailey, 2004)Besi des t h
the characteristics obptimal tax systemare divided into fourcategories
according to a classification proposed by PricewaterhouseCoopers
(Commision, 2010)

Table 1: -Somepossible hallmarks of a good tax system

Clear purpose Coherent «ki effi

-Raises revenues to fund pub -Minimises  the  administrativg
expenditure burden
-Balances the budget (over a period| -Clear and unterstandable rul
time) -Consistent with wider (non tax) law ar
-Meets social objective| international principleg
-Improves human development - Consultation on  policy an
administration

Strategic Fair and transparent

-Stable and consistent, enablil - Based on law rather than t
long-term business investme| practice of tax autoritie
-A fair value for natural resource] - Consistently enforce(
-Encourages international tra¢ -Independent and effective route f
-Encourages change in behaviour wh| resolving disputes with thiax authority
society has agreed on

Source Doing Business, 2010

According to recent studiethe Laffercurveis notperfectlysymmetric
but asymmetri¢cwith a maximumnotedin the chartwith M, arounda rateof
70%. The studyestimateghat thepoint M, correspondingo a maximumtax
ratewould be betweet®0-70%, this ratebeingvariableaccording to countries
type of tax analyzedand circumstancesonsidered (Trabandt and Uhlig,
2009).

Figurel: Lafferds curve revisit
M

35% 70% Tax rate

SourceTrabandt and Uhlig, M. H. (2009).
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As for the figure presented below the minimum tax rgtéstappropriate
a minimum operating budget to ensure minimum bureaucracy of a state with
maximum efficiency (for arultraliberal state in which the state's role is
reduced to a few vital functions, namely: defense, diplomacy, public policy).

Figure2-Laf f er s cur ve
100%

t 4

Tax

|
V1max Tax

v

\%
SourceTrabandt and Uhlig, M. H. (2009)

The optimal tax rate, notegl,tis the rate which providdke state, the
largestamount of tax revenues. All rates possible between poirisdAM on
the graph are the tax rates that may be used in an efficient state in economi
activity. Maximum tax rate marked on the graph tmax, tends to 100%, but will
never reach this amount. When the tax rate rises above the optigntima,tax
yield will decline due to reduced tax base.

Studies are broadly divided into theoretical and empirical ones. The
former are mostly econometrical in nature and are carried out through formal
growth models. This offers a quantitative measurement of the effects of tax
policy changes. Empirical studies typically compare cammtry and time
series data to estimate whether there is a link between taxes imposed an
economic growth rates observed. The results differ between them depending
on the parameters chosen.

However, over time the results have become more pronounced in the
sense that taxes indeed affect economic grofvérmeend W., 2008)
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In this sense, we present in the table below the link between taxation
and fiscal implications of policy decisions on the deveiept of a state with
the models studied.

Table 2: Studies on taxation and economic growth

Engen and
Skinner (1992)

107 countries ove
19701985

Holding average tax rates constant,
decrease in marginal tax rates of 10
points, increases per capita income
7.4%

Cashin (1995)

23 OECD countries
over 19711988

1%-point of GDP increase in taxatig
reduces output per worker by 2%

Leibfritz et al. | OECD  countries| 10% point of GDP increase in tax to GD
(1997) 19651995 ratio redues growth by 0.8.%-point
Mendoza et al.| Theoretical and 10% tax cut increases investment by-(Q
(1997) empirical 2%, negligible effect on growth
framework
European Model simulations| 1% of GDP reduction of taxefcreases
Commission by QUEST model | GDP between 0.5 and 0.8%
(2000a)
Fol ster Sample of 29 rich 10%point increase in tax to GDP rat
Henrekson OECD and non| reduces GDP growth by 1ffoint
OECD countries

over 19701995

Bassanini et al.

21 OECD countries

1%-point increase in tax to GDP rati

(2001) over 19711998 reduces per capita output by @¥H%
Barton and | 18 OECD countrieg 1% of GDP increase in distortiona
Hawksworth over 19761999 taxation reduces GDP growth by @2%
(2003) points

Lee and| 70 countries ove| 10%point corporate tax cut increas

Gordon (2005)

19701997

growth by 2%-points

Source: Vermeend W., Rick van der Ploeg, Timmer Waxes and the
economy: a survey on the impact of taxes on growth, employment, investment,
consumption and the environment, Ed@208, p. 47

According to the economic literature a sustainable tax system is linked
to a sustainable public debt and deficit and sustainable economic growth.
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2. Tax-to-GDP ratio within the EU27

The overall taxto-GDP ratio of Romania was at 27.0 % 008, nine
percentage points lower than the EU27 average (35.8%). The level of
taxation in Romania is the lowest in the EU apart from Latvia, but
comparable to the level of taxation in Slovakia (28.8%) and Bulgaria (28.9
%). When sorting the public debt i@tfrom smallest to largest, Romania
occupies the forth place among the EU27 countries with 23.6% in 2009 and
31% in 2010 and it is thought to stabilize as 40% but with the condition of
having econonomic growth of about 2% considering an analyze from ZF.
(Medrega, 2012) Still, the budget deficit in Romania was high, in 2009
being of-9 (place 8 among EU27 sorting descendent from the biggest to the
lowest) and6.9 in 2010 (place 11 in EU27).

In this context we tried to find the correlations, if any, betweertotal
tax to GDP ratio, the budgetary deficit in GDP ratio and public debt as
percentage of GDP. First, we have presented in the following table, the
evolution of total taxes starting from 1995 till 2009, when we found
comparable date on EUROSTAT dadises, ordered from the biggest to the
lowest rates considering the year 2009.

Table 3: Evolution of total taxes (including the SSC) as a % of GDP in
UE27 , between 1992009

Ranki Difference(  in I(?Neli\llenue
"g PP) Euro
Countries 1995 | 2000 | 2009
1995 1 500010
2009 to 2009 2009
2009
1 Denmark 48.8 | 49.4 48.1 | -0.7 -1.3 106,958
2 Sweden 479 | 515 469 | -1.1 -4.6 136,381
3 Belgium 43.9 | 45.2 435 | -0.5 -1.7 147,417
4 Italy 40.1 | 41.8 43.1 | 3.1 1.4 656,168
5 Finland 457 | 47.2 43.1 | -2.6 -4.1 73,838
6 Austria 41.4 | 43.2 427 | 1.3 -0.6 117,059
7 France 42,7 | 44.1 416 | -1.1 -2.5 792,984
8 Germany 39.8 | 419 39.7 | -0.1 2.1 952,050
9 Hungary 40.8 | 39 395 | -14 0.5 36,673
10 Netherlands | 40.2 | 39.9 38.2 | -2 -1.7 218,380
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11 Slovenia | 39.2 | 375 [376 |-16 |01 |13,308
12 Luxembourg| 37.1 | 39.1 371 |0 -2.1 14,098
13 Estonia 348 |31 359 |11 |49 | 4,969
14 Cyprus 267 |30 | 351 |84 |52 |5955
15 | United 347 (367 |349 |02 |-18 |546,075
Kingdom
16 Czech 362 | 338 |345 |-17 |06 |47.265
Republic
17 Malta 268 | 282 | 342 |75 |6 1,095
18 Poland 371 | 326 |318 |53 |08 |98727
19 Portugal | 295 | 311 |31 |15 |01 |52,089
20 Spain 327 | 339 | 304 |23 |35 |320,764
21 Greece 291 | 346 |303 |12 |43 |70,704
22 Lthuania | 275 | 301 | 293 |18 |08 | 7,778
23 Bulgaria | 30.8 | 315 | 28.9 | -2 27 | 10121
24 Slovakia | 403 | 341 | 288 | -115 |53 | 18,135
25 Ireland 331 | 315 | 282 |49 |33 | 45056
26 Romania | 275 | 302 |27 |-05 |-33 | 31658
27 Latvia 332 | 295 | 266 | 65 |29 | 4938
EU27
: weighted | 39.4 | 405 |38.4 |-1 2 i
average

Source: Commission serviceg011

Considering the member states of the European Union, Romania is
ranked on the 26th place after Latvia. In comparison with the states that have
attended the European Union in 2004, Romania had in 2009 the lewelst
27% , a level closed to the level in Slovak Republic, 4.8 p.p lower than in
Poland, 10.6p.p lower than in Slovenia, 12.5 p.p lower than in Hungary, 8.9
p.p lower than in Estonia and 7.5 p.p lower than in Cech Republic.

2.1. Evolution of public finance sustainability rates in Eastern
European Countries between 1995 and 2009

We have chosen to study the evolution on one hand in Cech Republic,
Estonia, Hungary, Poland, Slovenia, Slovakia and the other in Romania. The
six countries proposed had jointetteuropean Union in 2004, one period
before Romania and Bulgaria had became members. We have chosen the firs
two indicators because of the limits imposed by the Fiscal Treaty that almost
all the states asumed (60% maximum public debt and 3% budget)deficit
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Table 4: Evolution of budget deficit/GDP, public debt/GDP ratios

Budget

deficit cpp | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002
Czech 128 | 31 | -36 | 48 | 36 | -36 | -56 | 6.5
Republic

Estonia 11 | 03 | 22 | 07 | 35 | 02 | -01 | 0.3
Hungary 88 | 44 | 6 8 | 55| 3 | 41| -9
Poland 44 | 49 | 46 | 43 | 23| 3 | 53 | 5
Romania 2 | 36 | 44 | 32 | 44 | 47 | 35 | -2
Slovenia 83 | 11 | 23 | 24 | 3 | 37 | -4 | 24
Slovakia 34 | 99 | 63 | 53 | 7.4 | 123 | 65 | 8.2
EU27w.a . . 27 | 19 | 1 06 | -1.5 | 2.6
Budget 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
deficit/ GDP

Czech 67 | 28| 32 | 24| -07 | 22| 58
Republic

Estonia 17 | 16 | 16 | 25 | 2.4 | 29 | -2
Hungary 73 | 65 | 79 | 93 | 51 | -3.7 | 46
Poland 62 | 54 | 41 | 36 | -1.9 | 3.7 | 7.3
Romania 15 | 12 | 12 | 22 | 29 | 57 | -9
Slovenia 27 | 23| 15 | ‘14 | 0 19 | 6.1
Slovakia 28 | 24 | 28 | 32 | -1.8 | 21 | -8
EU27w.a | 32 | 29 | 24 | 15 | 09 | 24 | 6.9

Public

debyCDP 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002
Czech 14 | 119 | 12.6 | 145 | 158 | 17.8 | 239 | 271
Republic

Estonia 82 | 7.6 7 6 65 | 51 | 48 | 57
Hungary 85.6 | 72.4 | 62.9 | 60.9 | 60.8 | 56.1 | 52.7 | 55.9
Poland 49 | 434 | 429 | 389 | 39.6 | 36.8 | 37.6 | 42.2
Romania 6.6 10.6 15 16.8 21.7 22.5 25.7 24.9
Slovenia 186 | 21.9 | 22.4 | 231 | 241 | 26.3 | 265 | 27.8
Slovakia 221 | 31.1 | 33.7 | 345 | 47.8 | 50.3 | 48.9 | 43.4
EU 27 w.a . 69.9 | 68.3 | 66.4 | 657 | 61.9 | 61 | 60.4
Public

debyCDP 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
Czech 286 | 289 | 28.4 | 283 | 279 | 287 | 344
Republic

Estonia 5.6 5 4.6 4.4 3.7 4.5 7.2
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Hungary 58.6 | 59.5 | 61.7 | 65.9 67 729 | 79.7
Poland 47.1 | 45.7 | 47.1 | 477 45 47.1 | 50.9
Romania 215 | 18.7 | 158 | 124 | 128 | 134 | 23.6
Slovenia 272 | 273 | 26.7 | 264 | 231 | 219 | 353
Slovakia 424 | 415 | 342 | 305 | 29.6 | 278 | 355
EU 27 w.a 61.9 | 62.3 | 62.8 | 615 59 625 | 74.7

Sour c e : compildtidn@fte®Taxation Trends database

Because the level of public debt reported to GDP is an important
indicator regarding the sustainability of public finance together with structural
gaps, we have to refer to the evolution of public debt, as well.

Public debt was found to lead to asymmetries in the levels of taxes and
primary expenditures across EU countries, with high debt countries having
smaller public sectors and higher taxes, at least in the short run, than low debi
countries, all else equaloreover, the data used in the cited study did not
reject the hypotheses that capital mobility may increase these asymmetries
while also triggering crossountry asymmetries in the tax mix of EU
countries. Thus, when capital mobility increases, the taxe&ses made
necessary by higher debgérvice obligations may fall mostly on labour income
and consumption rather than on capital. But these findings have several
implications like, highdebt EU countries may be suffering from higher tax
induced distortionso their economy whereas the lowdabt counterparts will
not. (Krogstrup, 2002)

Table 5: Evolution of the taxto-GDP ratio

Total taxes

(incl. SSC) as| 1495 | 1996 | 1097 | 1998 | 1999 | 2000 | 2001 | 2002
a percentage

of GDP

Czech 362 | 347 | 35 | 333 | 34 | 338 | 34 | 348
Republic

Estonia 348 | 335 | 344 | 343 | 325 | 31 | 30.2 | 31
Hungary 40.8 | 39.3 | 37.8 | 376 | 383 | 39 | 382 | 37.8
Poland 371 | 37.2 | 365 | 354 | 34.9 | 32.6 | 32.2 | 32.7
Romania 275 | 259 | 26.4 | 29 31 | 302 | 286 | 281
Slovenia 39.2 | 381 | 37 | 37.8 | 382 | 375 | 37.7 | 38
Slovakia 403 | 39.4 | 37.3 | 36.7 | 354 | 341 | 33.1 | 33
EU 27 w.a 39.4 | 40.1 | 40.3 | 40.3 | 40.8 | 40.5 | 39.6 | 39
Total taxes| 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
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(incl. SSC) as

a percentage

of GDP

Czech 35.7 | 374 | 371 | 36.7 | 372 | 355 | 345

Republic

Estonia 30.8 30.6 30.6 30.7 31.9 32.1 35.9

Hungary 37.8 37.4 37.5 37.3 39.9 40 39.5

Poland 32.2 31.5 32.8 33.8 34.8 34.3 31.8

Romania 27.7 27.2 27.8 28.5 29 28 27

Slovenia 38.2 38.3 38.6 38.3 37.8 37.2 37.6

Slovakia 32.9 31.5 31.3 29.2 29.3 29.2 28.8

EU 27 w.a 39 38.8 39.1 39.6 39.6 39.3 38.4
Sour ce: aut hords compilation after

However, we consider that governments are not paying enough
attention on fAinegativeo taxes (for
and services consumption which goelluting the environment), but tend to
have high rates for taxes on consumption (which in fact generates work
places), maybe to high in relation with direct taxes and social contributions.

The tax structure of Romania stood out in several respects in 2009
Romania has the ninth highest reliance on indirect taxes in the EU. Indirect
taxes supply 40.9 % of total tax revenue compared to a 37.7- 2 EWerage,
while the share of social contributions accounts for 35 %2F31.4 %) and
direct taxes only for£22 % (EU27 31.1 %). The share of VAT on total tax
revenue in 2009 (24.8 %) was the fifth highest in the Union. The low level of
direct taxes is mainly due to low personal income taxes (merely 3.5 % of
GDP), while the ELR7 average is 8%.

Central governma revenue forms more than half of the total (61 %),
while local government revenues are marginal, consisting of only 3.5 %. The
revenue shares received by the social security funds account for 35 %, almos
four percentage points above the-BUaverage (B4%). In per cent of GDP,
however, the revenues of the social security funds are 1.4 percentage point:
below the EU average, which means that social contributions do not fulfill all
the 4E. The taxo-GDP ratio declined noticeably between 2000 and 2084 (s
Table 4), then picked up until 2007 as GDP growth accelerated.

In the subsequent two years the tax ratio fell by two points due mainly
to a sharp drop in VAT revenue. In 2009 the short term economic outlook for
Romania was worse than expected with aehG@PP drop of 7.1 percentage
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points (annual average) compared to 2008. Inflation remained elevated, having
been pushed up by increases in tobacco excise duties and the VAT rate (fron
19 to 24%) and higher fuel prices. Financial market conditions in Romania
remained fragile.

Romania has received financial assistance (through a borrowing
mechanism) from the EU in 2009 and 2010 in exchange for a package of fiscal
measures such as adoption of a draft pension reform, adoption of a
comprehensive Fiscal Responbipi Law, full implementation of fiscal
consolidation measures. A humber of minor measures were agreed on the
revenue side, including the broadening of the personal income tax base to
lunch vouchers, incomes from capital gains, interests on bank depuodits a
severance payments as well as the broadening of the tax base for socia
security contributions to intellectual property rigti&ervices, 2012)

2.2 Simulations between tasto-GDP ratio, public debt ratio and
budget deficit ratio with SAS programme

We have used ESA95 classification due to a widely Eurostat database
compared with National Institute of Statistic which assured the comparison
between european member states.

The purpose of the modelling done in SAS programme is to highlight the
conexionbetween the variables when setting the automatic stabilizators (on
one hand the rate of budget deficit as percent of GDP, the rate of public debt
as percent of GDP and on the other hand total tax ratio as percentage of GDP)

Generally, the fiscal policy nfluences the macroeconomic
sustainability throw three different channetse effect of distortionary taxes,
the precycled public expenditures, and the effect of automatic stabizators.
The European Commission show that the majority of fiscal policidgniife
EU are discretionaryDinga, 2010)

We have used the EUROSTAT database for the mentioned variables.
In order to be comparable we have chosen beside Romania the six membe
states that have became European Union members in 2004 namely, Cecl
Republic,Estonia, Hungary, Poland, Slovenia and Slovak Republic. We have
also compared the results with the EU27 weighted average.

The influence of taxto-GDP ratio on public debt ratio on the
european level.In order to process this simulation we have used EU27
weighted average regarding the total -teeGDP ratio and the general
government gross debt. The conclusions were:
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- the probabilistic value according to Fisci8eddecor calculated was 0.9476
- the same weak influence is revealed when calculating the YatuStudent
distribution equal with 0.07 (when the value is close to 0 it means the
influence is weak)

For the general form of the regression equation, whicEdaation
(1) Y=a+b*X,

the values fom andb are the followinga=59.49842[coresponding to a T=0.86

and p(t)=0.41], and the value for the regression coefficielmt@s11782(T= 0.07, iar
p(t)=0.9476). Thus, the regresion equation becameSquation (2)
Y=59.49842+0.11782*UE2+ For exemple,if the taxto-GDP ratio in 2009 was
38.45 then the public debt to GDP considering the european level be&amasion
(3) 59.49842 + 0.11782*38.45= 64.029

In order to study the correlation coefficient, according to Pearson,
SAS programme use the following formulRootz, 2000)

Equation 8) CORREL (X,Y)=——2x1 19F X"y

Bo; {ze ZBua:: =2¢
The correlation coefficient can take any value betwegrl]. When
the values are closer to 1, tma¢ans a tight relationship.

After, analising the correlation coefficient between the two variables and
the result was 0.019 which means a weak relationship between the variables
acording to EUROSTAT databases.

The influence between public debto-GDP on tax-to-GDP ratios
at european level. The regresion equation becames of the two variables
becomeSEquation (5) Rpresfiscale/pis= 39.39 + 0.00319* Rutorieipublice/PIB The values
taken for variablea is t=12.91, and p(t)=0.0001, and for the regression
coefficientb we obtaint=0.07, iar p(t)= 0.9476The correlation indicator does
not change for the same variables even if we change the influences. In the
graph below we present the relationship between the 2 variables:
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Figure 1: The relationship between taxto-GDP ratio and public debt-to-GDP at
the European level

£ £ 40

SourceAut hor 6s compilation using

The graphic has been generated with the GPLOT procedure in SAS
programme andutlines the liniar relationship between the variables analized,
having set the trust limits to 90% probability.

The influence of taxto-GDP ratio on public debtto GDP ratio in
Romania. Considering the same databases, and havingot®DP as
independentariable, the regression equation becomes:

Equation 6) Rparpweis = 26.707+ 0.081 X Res fiscale/rie

For exemple, if we will have an increase of 10 p.p ofteassDP ratio in
Romania, the public debt ratio in GDP will rigéth 0.81 p.p. The regression
coefficient (R=0.34) means that the relationship is not at all strong, but
stronger as it is on the EU level.

The influence of public debtto-GDP ratio on tax-to-GDP ratio in
Romania. In this case the regression equation bexsankquation (7)
Rpres.fiscalerris= -24.253 + 1.48 X Rypwris CoNnsidering Romania, an increase by
10 p.p of the public dedb-GDP generates an increase by 14.8 oftta®DP
ratio.
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Figure 2: The relationship betweenpublic debt-to-GDP ratio and tax-to-
GDP in Romania
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SourceAut hor s compil ation wusing

Comparing the two figures (the EU level and Romania), we came to
the conclusion that in the case Bomania the increase of téo-GDP
determined an increase of public d
mention.

The influence of public deficit 1to-GDP ratio on public debtto-

GDP ratio on EU level. In this case the regression equation becames:
Equation (8) Ryapwris= 59.221 + {1.68444)*Rietvugpis

The values coresponding to variablaret=41.24, andp(t)=0.0001, and
for the regression coefficientb we havet=-3.25 K ip(t)=0.0077. The
correlation coefficient R€.7002means a strong but negative relationship. If
the public deficito-GDP increases , it will also increase the public debt
GDP ratio, an answer we expected.

The influence of public debtto-GDP ratio and public deficiti to-

GDP ratio on EU level. In this cae the regression equation becames:
Equation (9) Rdefpb/p|B= 16.27255+ -(002907) *Rjatpb/p“g

The values coresponding to variablaret=2.85«k p(t)= 0.0158 and for
b aret= -3.25k p(t)=0.0077 the correlation coefficierlieing the same.
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Figure 3- The relationship betweenpublic deficiti to-GDP and public debt
to-GDP on EU level

Sour ce: Aut hordés compilation

The relationship betweenpublic deficiti to-GDP ratio on public
debt-to-GDP ratio in Romania. In this case the regression equation becames:
Equation (10) Ryapweis= 15.19 + 0.66)*Ruetvugirie

The values coresponding to variabl@aret=5.10, andp(t)=0.002, and
the values for the regression coefficibraret=-0.89k p(t)=0.3921

The relationship betweenpublic debt-to-GDP ratio and public
deficiti to-GDP ratio in Romania. In this case the regression equation
becamesEquation (11) Raeougrie = -1.94+ €0.09)* Ryapwipie

The values coresponding to variablaret=-1.09 andp(t)=0.2939, and
the value for the regression coefficiérdret=-0.89k p(t)=0.3921

Some future research theoretical and empiracal studies are neccesan
in order to came up with precise conclusions about the influence of each type
of tax on the revenue collection and if they determine variations on public
deficit ratio as a percentage of GDP and public-ieb&DP ratio.
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3. Conclusions

Starting from the chacteristic of an optimal fiscal system, where
apply four main principles (cait, efficacy, economy and efficiency) , we
have presented some implications of theta$&DP ratio within the EU27.

Referring to the overall tato-GDP ratio of Romania, whicls being
the lowest in the EU apart from Latvia but having almost the same level like
Slovakia and Bulgaria, with a public debt still at a reasonable level but
continuously rising and a high public deficit considering the other european
states (ranking othe 8th place in 2009 and 11th in 2010 sorting from the
biggest to the lowest), we wonder whether the fiscal system is sustainable on
medium and long term or not?

Considering the economic crises when the public revenues collection
declined more than thpublic expenditure we have focused on finding the
relationship that may occor between -texGDP ratio, public deficit and
public debt. Analisying data from the EU level, using SAS programme, we
couldnot find a relationship between téo«GDP ratio and pulr debt due to
the large differences between countries on many levels.

Although, we could find analyzing the correlation indicator at the EU
level that budget deficit ratio as a percentage of GDP have an intense, but
negative relationship with public diebatio to GDP ratio. However, if we
analyze the east European countries in particular the relationship can be stron
or weak depending on the country( for example, on Poland, Slovak Republic,
Slovenia the relationship is weak and on Hungary, RomaniaEstdnia) the
relationship is strong.

Comparing the generated results (from EU level and Romania), we
came to the conclusion that in the case of Romania the increasetoiGaP
determined an increase of public debt during 12989 , which on the EU
level we coul dndt mention (considerin

The conclusions that can be drawn by this study is that the political
decision making should consider the corellation between the other
variables,too, when the tag-GDP modifies and when setting parameters for
automatic stabilizators. Also, it has to safer the specific of the country in
order to respect the caractheristic of an optimal fiscal system because a wronc
decision will have a high influence on public finance sustainability in a
context that already affects all the european countries butnhptleem. We
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consider Romania has to take some decisions but very well fundamented in
order to strength the public finance sustainability.
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EVOLUTION OF INCOME DISPARITIES AND MIGR ATION
WITHIN ROMANIA: BRAI N DRAIN OR BRAIN GAI N ?

BUNEA Daniela

Academy of Economic Studies

Abstract

This paper carries out an internal analysis of convergence and migration in
Romaniaat county level over the period 192808. The econometric technique
applied is the tweaway fixed effects panel data model which controls for spatial
dependence between neighboring counties.

The main results show that migration was oscillatory, sigiivargence was
accompanied by beteonvergence, and the country was submitted to a brain gain
phenomenon in which lagging counties were favored by migration and increased their
growth at the expense of leading counties which slow down growth. This brain gain
effect is associated with positive migration effect and rising -beteergence,
meaning that migrants were mainly heterogeneous

Key words:income convergence, internal migration, spatial fixed effects models,
brain gain, Romania

JEL classification: R11, R23

1. Introduction

According to the Eurostat NUTS classification, Romania is divided
into 8 regions of development (NUTS 2 level) and 42 counties including the
capital Bucharest (NUTS 3 level). The NUTS 2 classification was carried out
in 1998 (Lav no. 151/1998) at the request of the European Union while the
NUTS3 units date from 1392, were later abandoned in 1948 by the communist

1 Ph.D. Candidate, Academy of Economic Studies Bucharest,Romania,daniela.bunea@yahoo.com
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regime and revalidated again in 1968.
According to the Romanian National Institute of Statistics (INS), the

average dnd area of a county in Romania is 5,809%2kmith the county of
Timis (8,697 knd) the largest one and the county of lifov (1,583%krthe
smallest one. As for the population density (nationally, 90.1 inhabitarﬁ)s/km
the most densely populated are Buelsa (8,169 inhabitants/l@w and llfov
(297.3 inhabitants/kﬁ) while the least densely is Tulcea (29.1 inhabitants

/km2) in 2009.

The present research is performed at NUTS 3 or county level because
of its higher relevance and covers the period 1B®8. Its main structure is
the following: section 2 offers a theoretical background of convergence and
migration, section 3 presents the evolution of internal disparities of income
distribution, migration and education in Romania, section 4 investigates on the
nature of sigmaand beteconvergence and other interesting features of the
beta phenomenon, and finally, section 5 offers some insights on future work.
To my knowledge, there is no other study that analyzed convergence anc
migration using the present rhetdology for Romania; a similar technique was
applied by Arbia, Basile and Piras for Italy in 2005.

2. Theoretical background of convergence and migration

2.1. Implications of convergence

Nowadays there are numerous studies about income convergence with
contradictory results. The focus is more on regional convergence within EU
than on regional convergence within a singular country. The issue of
convergence is problematic starting with the conflict of arguments belonging
to the two main economic growth twes, neoclassical and endogenous
growth. This is why today we are talking about unconditional, conditional,
stochastic, club and other types of convergence. Besides this typology concern
another point of interest rest on the general impact of migratentype of
migration (net or gross) one should consider, and on the human capital
structure of migrants (homogenous or heterogeneous).

Regional convergence is crucial for the European Union integration
and, in general, for getting political support fory economic integration. As
the integration process became deeper and wider, the issue of regiona
economic disparities both withitountry and betweeoountry grew in
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intensity, especially if we refer to the desire of new Eastern EU members to
catch up vith the core EU members.

Regional convergence within one country is also important because
one cannot talk about international integration as long as internal disparities
persist and thus slow down the catchupprocess. One important mechanism
that contributes to dilute interhdisparities could be migration.

2.2. Main types of convergence

The neoclassical growth model predicts that the income growth rate of
a region is positively related to the distance that separates it from its-steady
state (Dall Eer ba. Bamd and ®urlasfa (1996) defing 0 (
convergence as a process by which each region moves from disequilibrium tc
equilibrium and distinguishes between global convergence (difficult to reach)
and local convergence (more plausible).

Convergence should be inpeeted in two different ways (Fischer and
Stirbo°ck, 2005) :

U convergence in terms of income levetegions similar in technology,
preferences, legal system, etc. tend to reach the same -stataly
income level in the long run;

U convergence in terms of inome growth all regions will reach the
same steadgtate growth rate if technology is a public good.
Convergence can be divided mainly in sigomsvergence and beta

convergence, each with its functions (Barro and-&Martin (further BSiM),
1992; Marque and Soukiazis, 1998):

U sigmaconvergence (traditional type developed by Baumol, 1986):
measures the temporal dispersion of real output across regions using
the standard deviation or the coefficient of variation; convergence is
when the dispersion falls exvtime, otherwise there is divergence;

U beta-convergence(neoclassical type developed by Barro et al., 1991):
measures the relationship between the previous per capita income anc
current income growth rate using the lengp regression:

[}

dp 6 N (1- e-b T ~ (-
lo To /T=0- Y€ " Jxiog(gdp, )+ XiT +

(1)
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where 9T and 9% are the per capita income in the final year T and t, T the

l engt h of ti me, U tdhteateeutgmowtohu s 1
convergence rateliT a vector of structural exogenous variables influencing
gr owt h, idiosyhcratic etron.fe positive convergence rate reflects
convergence

Furthermore, both can be unconditional and/or conditiokiagolute
(unconditional or strong) betaconvergenceis when homogenous regions
(in technology, preferences, institutions,daage, etc., or in initial conditions)
tend to reach the same steady state in time, i.e. beta is obtained without
introducing any structural variable X, whilelative (conditional or weak)
beta-convergenceis when heterogeneous regions (although with lami
initial conditions) tend to reach their own steadsgte levels, i.e. beta is
obtained including some structural variablesMile sigmaconvergence tests
the evolution over time of the distribution of per capita income, -beta
convergence tests the nildp of per capita income within the same
distribution Thereforepeta-convergence is a necessary but not a sufficient
condition for sigma-convergence(stronger); thus, these two concepts are

more complementary than substitutable (S$d#artin, 1995). @ , t he |
concept examines how fast poor regions become richer and rich regions
become poorer; i nstead, the Tfsi gms

incomes become more similar (Magrini, 2007).

Maurer (1995) explains the statistical relation betwdka two
concepts of convergence in six lemmas based on Ceaatyarz inequality:
8-conver gence i mponiergence®b-divergence mpliesy b
neces sdvergehcg, S6conver gence-cegmnesgaviadd
divergence, 40-diver gence sgincer gveadrhergérme, 5bbH
constancy -syneer guéanstandyp rand Bd-constancy
syncs -cwintvke r ig €onstamcy.or D

Although sigma and beteconvergence are the most debated in the
convergencditerature and practice, Baumol et al. (1994) identified a total of
seven types of convergence:

U homogenization or sigrreonvergencereduced variance (dispersion)
of per capita income over time;
U catch up narrowing gap between leading region and laggig@res;
U gross or unconditional convergencgoorer regions grow faster than
wealthier regions without controlling for any conditioning variables;
U explained or conditional convergengeoorer regions grow faster than
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wealthier regions after controlling foelevant conditioning variables;

U residual convergenceafter conditioning for relevant variables, the
unexplained part of per capita variance tends to decrease over time;

U asymptotically perfect convergenadue to no change in technology,
which is a perfecgood, all regions converge to the same income level
or steady state;

U bounded convergencd the time paths of the per capita income are
heading to destination points not necessarily identical but close enough
according to some predetermined criteria.

2.3. How important is migration for convergence?

Usually, migrants move from regions with low incomes and high
unemployment to regions with higher incomes and better employment
opportunities. This contributes to the adjustment to asymmetric shocks. But if
labor is rigid, the regional disequilibria will persist unless other mechanisms
intervene (Fidrmuc, 2004).

Standard growth models assume that migration adds to convergence
and explain its impact on the convergence process by the mobility of labor
from capitl-poor regions to capitalealthier regions until wages equalize,
thus, all regions will tend to reach their steatigte equilibrium with the same
capitatabor ratio and income (Faini, 2003).

Empirical convergence across countries and regions hasdstatte
the work of Barro et al. in 1991. Afterwards, an extensive number of studies
flourished. The majority of them were based on the neoclassical growth
theory. According to this, in time, poorer regions (with a lower capital
intensity or ratio capitaldlbor) catch up richer regions (higher capital
intensity) in their GDP/capita level due to decreasing returns to capital.
Moreover, allowing for mobility (people/labor) across regions would speed
the rate of convergence only if migrants are homogenousein tuman
capital content. Within developed countries, migration is expected to have a
rather small impact on convergence (BSiM, 2004), whereas within developing
countries its impact is expected to be higher as migrants are in general low
skilled and movefrom poor agricultural regions to wealthier urban ones
(Kirdar and Saracojlu, 2007).

Net migration or gross migration? The impact of migration should
be assessed considering both net and gross migration. Using gross (arrival
and departures) and net migoat (balances) could yield different results

141



Revista Economic® @63)/2012

becausen- and outmigration may not work symmetricallin the growth rate
equation and, hence, should not be treated as such. It is possible that eve
when net migration is null, gross migration may condudtgortant regional
redistributions of human capital and, in turn, regional traits may reflect
differently on gross flows. Another way put, a subtle variation in net migration
rate can be accompanied by large variations in botlard out migration

rates Therefore,using only net migration instead of both net and gross
migration could be misleadingAccording to the neoclassical approach, in
migration should negatively impact on convergence while-nugtation
positively (ITstbye o®008). Westerlund,

Are migrants homogenous in their level of skills?As mentioned
before, migration should impact negatively on growth and add to
convergence if migrants possess similar human capfta. are homogenous)
by increasing the capital intensity in regs with net migration outflows and
lowering it in regions with net inflows. But if migrants do not have the same
human capital content, the net effect (favorable or not) depends on the
following two situations (Istbye an

U if migration leads to an increase in human capital in the lagging
regions and to a decrease in the leading regions or, simpler, lagging
regions are favored by migration, we say that the quantity (negative)
effect is dominated by the composition (positive) effect, whgh
called in the literaturerain gain;

U if migration boosts human capital in the already leading regions and
diminishes it in the lagging regions or, simpler, leading regions are the
net gainers from migration, we say that the quantity effect is stronger,
phenomenon callelrain drain .

In the case of brain drain, migration impacts negatively on
economic growth and betaonvergence decreases, whilst in the case of
brain gain, migration impacts positively on an increasing betanvergence.

Therefore, when controlling for the human capital endowment, i.e.
taking account of heterogeneity among migrants, migration could act as a
favorable or unfavorable tool for i
(2007) states thaf out-migrants are moe skilled than nommigrants this
could lead to (negative) ouhigration slowing down growttbecause the loss
in human capital per head may exceed the gain in physical capital per head
Additionally, if in-migrants are more productive than host inhabitantisis
could lead to (positive) kmigration raising growth because the gain in
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human capital may exceed the loss in physical capital.

But what is the implication of higher skills? According to the
exogenous theory, a higher education generates a highircgixity and thus
a higher level of output (Etzo, 2008).

2.4. Some previous empirical results

Rey and Montouri (1999) employed a spatial econometric perspective
in analyzing the dynamics of regional income convergence patterns in the US
over the period19291994 and using crossectional data. Their results
revealed the existence of spatial correlation in growth rates. Because regions
cannot be treated as f#fisolated isl
should consider the spatial dependence of regigrowth, i.e. one region is
also dependent of other regions growth due to various interactions (trade,
labor markets, information, knowledge, etc.).

BSiM (2004) estimated convergence in per capita personal income
across 48 states of USA over 19P890using crosssectional data and found
significant but different conditional convergence rates for each decade. They
used as control variables the population density (and its square value) and the
heating degree days. Also, they estimated convergence fanekmp
prefectures over 1958990 and also found significant but different rates of
conditional convergence. The conditioning variables used were the extreme
temperatur e, each prefecturebds own
They employed a Tw&tage Least Square (2SLS) method of estimation.

Arbia et al. (2005) used spatial fixeffects panel data in modeling
regional convergence and growth within Italian provinces over -2980.

The motivation for using both fixeeffects panel data and spatial
econometrics is to separate the individual effects of spatial dependence anc
spatial heterogeneity/omitted variables. When testing for conditional
convergence using crosectional data they obtained convergence for the
whole period and both stferiods 9511970, 19762000). When estimating

a fixedeffects spatial lag model, all beta coefficients fall although remain
robust, adjusted R2 rose, the spatially lagged term of growth rate turned
positive and significant, thus confirming the positive effectemhnological
spillovers, factor mobility and trade on convergence. Afterwards, when
estimating a fixeekffects spatial error model, the authors obtained significant
spatial autocorrelation coefficients and similar beta coefficients as those
obtained usinghe standard fixegffects model. Hence, it results that SER
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was more suitable.

Kirdar and Saracojlu (2007) anal
Turkish provinces for the period 192800. They used panel data, employed
also 2SLS method and conteadl for provincial fixed effects. The variables
used were real gross provincial product per capita, net internal migration rates,
provincial population densities and state of emergency status. Their results
showed a strong negative impact of migration oavjmcial convergence
because of two main reasons: first, most Turkish migrants were low skilled
workers leaving rural areas for urban ones and, secondly, migration within
Turkey reached high levels.

Il stbye and Westerlund (20 ®dogss ma
Swedish and Norwegian counties during the period -298D. Apart from the
standard variables, real GDP per capita and migration (net and gross), the
authors also used: the share of population with a college degree as proxy for
the educational attament, the share of the employed in the working age
population as proxy for employment opportunities, the share of real added
value from primary production as proxy for different industry structures,
climate and population density measures (each difféyenbuntry) as proxies
for regional amenities. The method of estimation employed was the
Generalized Method of Moments. The two researchers employed two versions
for each country: without human capital and with human capital. Within each
version, migratia was first excluded and after included in its both forms (net,
and after, in and out) from/in the convergence equation. The results of the
most advanced estimation (human capital with net migration) pointed out at
migration being an imbalance factor fooiMegian convergence (brain drain)
and an equilibrating one for Swedish convergence (brain gain). Moreover, for
Norway, net migration turned negative while &md outmigration acted quite
symmetrically although with the correct signs according to thelassical
theory. For Sweden, net migration turned positive whi{eaimd outmigration
also returned opposite signs.

3. Income, migration and education disparities within Romania

Data. This article uses the following indicators: nominal GDP per
inhabitant level and growth (no price index available by county), net and gross
migration rates and the university graduation rates. Data were obtained from
the Romanian National Institute of Statistics (INS) database and processed by
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me.
Figure 1 reflects the coty maps of relative values (to national
means) of indicators such as per capita income level, net migration and
university graduation rates (all averages 12088). One can observe that the
leading counties are situated in the regions Buchdéfegt Centre and West
and recorded values above the averages. Also, the figure shows that Timis
Arad, Constanta, Cluj, Sibiu, Bucharest, Bihor and Brasov had all positive
average balances, and above average GDPs per capita and higher educati
during 19952008. ¥ counties had GDPs above the average, 13 counties
recorded net inflows of migration and also above average education rates.

Figure 1: County map of (a) per capita GDP; (b) migration balances and (c)
university graduation rate

Source - Own elaboration based on INS data

Figure 2 displays the ye#ry-year evolution of internal migration,
both numbers and rates of migrants. The lowest values was registered in 200(
(both absolute244,507 persons and relati¥e0 . 8 9 a ) a nst onésh e
(389,254 persons and 18.08a) in 200
311,300 persons and 14.11a with a
subperiod 19952001 migration recorded relatively lower Ievels and rates
compared with those ca@sponding to 2062008. Another distinctive fact is
the presence of two time spans with continuous migration growth, i.e- 2001
2004 and 2002008.
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Figure 2: Numbers and rates of internal migrants in Romania, 1992008
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4. Statistical and econometric testing of Romanian income
convergence

4.1. Sigmaconvergence

In order to assess sigrocanvergence, | compute the following three

indexes of inequality: the coefficient of variation, the Gini index and the Thell
index. Figure 3 is representative: all indicators reflect a similar general upward
trend in income levelsalthough with ups and downs. Therefore, | can

conclude that Romania witnessed a sigiive@rgence process.

Figure 3: Inequality indexes / sigmaconvergence for per capita GDP (1995=100)
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Source: Own elaboration based on INS data
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4.2. Betaconvergence

In this subsection, | analyze conditional batanvergence and try to
identify if a brain drain or brain gain process took place using the variables
described in table 1. The dependent variable is the GDP per capita growth rate
whereas the indgmdent variables are the GDP per capita level, net migration
and gross migration rates, and the percentage of higher education graduate:
Covariates are lagged one year, data are used in panel form and the number ¢
observations is 546 throughout the asay

Table 1. Descriptive statistics of the model variables

Variable Obs | Mean Std. Min Max
Dev.
Growth rate (log) 546 | 0.024 0.013 -0.0087 0.075
(Calarasi 2005) (Bucharest
1997)
GDP/capita (GDP) | 586 | 7343.27| 7457.68 214.528 60334.9
(Vaslui 1995) (Bucharest
2008)
Net migration rate 586 | -0.079 2.716 -7.716 32.14
(NET) (Hunedoara | (llfov 2008)
1997)
In-migration rate 586 | 13.75 3.806 5.46 47.825
(INM) (Maramures | (lifov 2008)
2000)
Out-migration rate 586 | 13.83 3.168 6.43 26.5
(OUTM) (Satu Mare (Bucharest
2000) 2008)
Education rate 586 | 3.19 5.041 0 47.34
(EDU) (many) (Bucharest
2007)

Source: Own elaboration based on STATA 9/S.E results.

NB: Net migration ratds computed as the ratio between the difference-ofigrants
and outmi gr ant s in/from a province at t
population at the beginning of period t.

h €
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The methodology employed tests for spatial dependence in the form
of spatial Durbin model (implies introducing the spatial lags of both
regressant and regressors in the rggntd side equationypatial lag model
(implies introducing only the spatial lag of the regressanpatial error
model (using the spatial lag of thexror term). If none results to be an optimal
feasible option, | will use aon-spatial panel dataversion. All regressions
include both countyand perioespecific effects, i.e. models are tway fixed
effects, in order to control for omitted, time inant variables (county
effects) and common shocks to all counties (time effects). For more details on
spatial econometrics, see Anselin (2010) and Elhorst (2010b).

Elhorst (2010a) applies two approaches in order to establish which
model best describesdhdata, spatial Durbin model (SDM), spatial lag model
(SAR) or spatial error model (SEM). The first, called Hpecificto-general
approach implies the estimation of the n@patial model and tests it against
SAR and/or SEM. The corresponding tests heedlassic and robust LM tests
which work under the null hypothesis of no spatial lag or no spatial error. The
second, thgeneralto-specific approachmplies the estimation of SDM if the
nonspatial model is to be rejected and tests if this last moddvesimplified
to SAR or SEM. If both approaches point to the use of SAR or SEM, one
should use the right one; but if the regpatial model is rejected in favor of
SAR or SEM while SDM is not, one should use SDM. The corresponding tests
are the Wald andR tests, both working under the null hypotheses that SDM
should be simplified to SAR or SEM. If both hypotheses are rejected, then one
should use SDM. But if one of them cannot be rejected, e.g. SAR, then one
should use SAR only if the (robust) LM testsalpoint to this model.
Moreover, if the (robust) LM tests point to another model than the Wald/LR
tests, then SDM should be applied.

From table 2, | can observe that only the classic LM tests turned
significant values at 1% threshold level; thus, | cannot totally reject the spatial
lag or the spatial error. Instead, the Wald and LR tests strongly reject the SDM
in favor of SAR or SEM.n consequence,prefer to test both SAR and SEM
in order to see which returns the best results according to estimates and the
Akaike and Bayesian information criteria (AIC and BIC). Hence, my
regressions take the following two forms:

logYi; =a +h;+nt- b*logXj -1+ (1- /W)~ 16‘i,t - the spatial error
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model (SEM), ©))

wherep;andntar e the fixed effects,-coyntycap

spil |l over s spatiacorcermtpn ofare ®mittedh variables, and W
is a predetermined matrix of exogenous weights and, in my case, is the
contiguity matrix which takes values of 1 if two counties share the same
boundaries and O otherwise.

The results from tables 2 ar@l can be summarized the in the
following points below:

U Betaconvergence rate varies within the range [3%%5%)] in the non
spatial model and [2.92.16%] in the spatial models; also, beta is
relatively higher in the noespatial model, no matter the inslan of
net or gross migration, or education; instead, when estimating SAR and
SEM, | obtain almost the same beta rates, smaller than those obtained
with the nonspatial lag model,

U When controlling for education, beta increases, no matter the type of
migration; but when replacing net with gross flows, beta decreases, no
matter the inclusion of the education rate;

U The half life, i.e. the number of years necessary to cover half the
distance from the steadyjate level, rounds the interval [28];

U Net migraton turns positive and significant values in all cases, while
in- and outmigration estimates turned opposite signs (i.e. worked
symmetrically), also significant;

U Net mi grationds i mpact is small e
spatial model. When introduwy education, its impact increases in all
cases; the same things hold fomiigration, but not for ouinigration
whose impact on SEM is superior than on SAR and inferior than on the
nonspatial model;

U The education rate is throughout positive but onlyusbtbwhen
controlling for the net migration rate (in both mgpatial and SAR
models);

U The goodnessf-fit measures, R2 (highest), kigelihood (highest)
and AIC and BIC (smallest), indicate that the model which best
describes the data $AR with gross igration and education rate

U The positive and robust -imigration rate coefficient means that in
migrants were more skilled than host inhabitants, or the gain in human
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i

capital per head overhauled the loss in physical capital, thus boosting
economic growth.Instead, the negative and robust -migration
coefficient means that oumigrants were more skilled than nron
migrants, or the loss in human capital per lead exceeded the gain in
physical capital per head, thus slowing down growth (interpretation
offeredbyl st bye and Wgsterlund, 2007
The spatially lagged growth rate and the spatial autocorrelation
component both show significant estimates, thus confirming the
correctness of using SAR and SEM,;

After controlling for education endowment, net migration éases its
favorable impact on income convergence whose rate also-lgteps
thus pointing to the existence of l@ain gain effect (dominant
composition effect over the quantity one), i.e. migration favored
lagging regions at the expense of leading regions;

The combination of sigmdivergence and betzonvergence is
compatible with the Cauckgchwartz inequality and, especially, with

Maur er 6 < lefradr@rioned3arlier.

Table 2: Nonspatial model estimations, 1992008

Net migration Gross migration

Non-spatial model no education no Education

education education

; ok . — -
GDP 0.0251 0.0265m 0.0248 00055
Beta (%) 3.04 3.25 2.99 3.14
Half life (years) 27.3 25.8 27.6 26.5
NET (%) 0.077** 0.081*** - -
INM (%) - - 1.35%* 1.39%*
OUTM (%) - - -1.21%* -1.30%**
EDU (%) - 0.068** - 0.057
R2 0.895 0.895 0.896 0.896
Log Likelihood 21734 2175.5 2176.6 2178.1
AIC -4342.8 -4345 -4347.2 -4348.2
BIC -4341.3 -4342.8 -4345 -4345.2
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LM test SAR 9.88%*** 9.97*** 10.01%** 10.05%**
Robust LM test SAR 1.94 3.42 3.01 4.04**
LM test no SEM 8.05*** 7.24%** 7.48%** 6.99%**
Robust LM test SEM 0.12 0.68 0.48 0.98
LR test - no spatial fixed 143.11** | 139.10*** 145.83*** | 141.32***
effects

LR test - no time fixed 762.20%** | 761.81*** 765.35%** | 761.96%**
effects

*** Significant at 1% threshold level; ** Significant at 5% threshold level

Table 3: Spatial lag model and spatial error model estimations, 1995008

Non- Net migration Gross migration

spatial No education Education No education Education

mode| SAR | SEM | SAR | SEM | SAR | SEM | SAR | SEM

- - - - - - - | 0.025

GDP 0.0245| 0.0246| 0.0259| 0.0259| 0.0243| 0.0243| 0.0254 2
*kk *k% *kk *k% *k% *k%k *kk *k%

Beta

(%) 2.95 2.96 3.16 3.16 2.92 2.92 3.08| 3.05

Half-

life

(years) 27.9 27.8 26.4 26.4 28.2 28.2 26.9| 27.2

NET 0.074*| 0.072* | 0.078*| 0.076* - - - -

(%) *% *% *% *%

INM - - - - | 1.30** | 1.26** | 1.34* | 1.30*

(%) * * * *%*

OUTM 1120 | 1.14% | 1.21% | 1.23*

(/0) * * * *%

EDU - - | 0.069*| 0.062 - - 0.057| 0.052

(%) *

Rho 0.237* - | 0.236* - | 0.244* - | 0.238* -

*% *% *% *%
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Lambd - | 0.19** - | 0.172* -| 0.173* -| 0.168

a * *% *%

R2 0.897| 0.894| 0.898| 0.895| 0.899| 0.896| 0.899| 0.896

Log

Likelih 2181.

ood 2178.2| 2177.4| 2180.3| 2179.1| 2181.5| 2180.3| 2182.9 6

AIC - - - - - - | 4355.
4350.4| 4350.8| 4352.6| 4352.2| -4355| 4354.6| 4355.8 2

BIC - - - - - | 4352.
4348.2| 4349.3| 4349.6| -4350| -4352| 4352.4| 4352.1 2

*** Significant at 1% threshold level; ** Significant at 5% threshold level
5. Future research

In a future article | intend to employ a dynamic spatial panel data
model to assess convergence amigration to overcome the possible
drawbacks of the static model used here. Also, | plan to analyze convergence
through the distribution dynamic approach.
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A MULTIREGIONAL ANALYSIS OF THE ENTREPRENEURSHIP IN
ROMANI AS RURAL AREAS I N THE CONTE
FUNDING OPPORTUNITIES
BURCEA Marin?!

University of Bucharest

Abstract

One way to overcome the economic crisis is that of taking advantage of the
business opportunities and financing within the regional development. The aim of the
present paper is to underline the importance of being informed about the business
opportunitiesand analyze the results of a research related to the cooperation between
parties interested in local and regional developmeAt.set of two hypothesis has
been tested using information from a survey questionnaire based. The results of our
research undeihe that the relationship established between the business environment
and public local authorities, ownership associations are influenced by the access to
information on financing opportunities and obtaining European funds.

Keywords: entrepreneurs, potential entrepreneurs, public administration, European
funds, regional developmei® Bold Italic

JEL classification M13; R58; 018; P25

1. Introduction

The importance of entrepreneurship for the development of national
and regional ecamies has been widely recognized in the business literature
(Tamasy, 2006). Entrepreneurship represents a possible lever both for regiona
growth and national development in Europe, and has a great impact upon
human life (Braun, Diensberg, 2007). In essmegional success is the result

! Lecturer, Faculty of Administration and Business, Department of Economics and Public
Administration University of Bucharest, Bucharest, Romangrinburcea67@yahoo.com
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of the regional capacity to exploit the local resources (e.g., financial resources,
natural resources, social and human capital) by using institutional capacities,
community participation and intangible aspects (e.g., epneneurship,
cultural identity) and facilitating local and foreign direct investments (Pezzini,
2003).

Particularly in the rural regions, there is typically little business
activities to provide enough opportunities for the residents (e.g., jola), an
only fAa proactive stance towards e
the number of Dbusinesses that start
this point of view Romania constitutes a valuable example because
approximately 45 % of the total polation lives in the rural regions. Romania
provides in the rural areas a wide range of attractive natural and cultural
opportunities in order to be exploited by entrepreneurs (Nemirschi, Craciun,
2010). That is why the interest for rural entrepreneurshipomania has been
enhanced especially in the last decade by the specific programs implementec
by the European Union for the development of remote areas (Gurau, 2009). In
spite of the fact that in Romania the rural entrepreneurial activity is rather low
and the rural areas are rather characterized by high conservatism (Tudor.
2008), there is a huge potential for its development in these areas. In this
respect the project -201R,urunably theeMationat p r
Foundation of Young Managers (FNI) co-financed from the European
Social Fund, has been a trigger for the development of rural entrepreneurshig
in Romania.

Having as a starting point the above statements, some questions arise
about information related to business and financing oppoigarand business
environment in rural areas, also about how the interested parties collaborate or
local and regional development. The questions are:

1 Is there any information deficit among rural entrepreneurs on
business opportunities?

1 To what extent haveEuropean funds been used by rural
entrepreneurs?

1 Which is the collaboration level of the parties interested in local
and regional development?

In order to have the answers a methodological approach has been use
based on a soci ol agdo@p!l survey (Rot

The first part of the paper deals in detail with the research
methodology. The results are analyzed and interpreted in the second par
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which deals with the main questions from the questionndiree final
conclusions follow.

2. Research methodolgy

The aim of the paper is the assessment of cooperation between the
palyers interested in rural development in the targeted regions. The objectives
are:

O1. Identify the information level of the entrepreneurs and potential
entrepreneurs related to buseepportunities in rural areas;

02. Identify to what extent the European rural funding opportunities
are used by the rural business environment;

03. Measure the cooperation degree of the players involved in rural
development;

Having the objectives clearlgtated, the following hypothesis have
been formulated:

i The better the entrepreneurs and potential entrepreneurs are
informed about business opportunities, the more enhanced is the cooperatior
with the relevant players involved in regional devlopment;

9 If the economic players have used European funding, the
cooperation with the parties interested in regional development is greater

The study involved carrying out a questionnaire on four distinct
development regions: Souluntenia, SouttWest, NorthWest anl West.

The number of respondents: 1,448 aged 18 and over. Table 1 shows the
distribution of respondents sample.

Tabel 1: Distribution of respondents according to region and their
entrepreneurship status

Entrepreneurship status
Development region Owner / Calculation basic
self potential number
employed | entrepreneur
South-Muntenia 24.5% 75.5% 554
South-West 17.6% 82.4% 279
North-West 19.9% 80.1% 337
West 25.9% 74.1% 278
Average on the 4 regions 22.4% 77.6% 1448
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Calculation basic number ‘ 324 ‘ 1124 ‘ 1448 ‘

The sample size of the survey consisted of people interested in using
European funds and who attended the Young Managers National Foundation
Conference held in Februaily April 2011. The YMNF Conferences were
advertised in the local and national media badefited from the support of a
national network of consultants who informed about the venues of the
conferences in the 4 regions. Public local authorities also supported the
organization of the conferences.

The sample size was picked at ramdom. Thecsefe process of the
respondents was achieved through a statistic stance from the conference
participants. Thus the sample is representative for the entrepreneurs anc
potential entrepreneurs who are interested in European funding opportunities
of the 4 deelopment regions and the margin of error is 2t6% at a reliable
level of 95%.

The interviews werefaceto-face and were carried out in an
environment specially equipped to enable confidentiality. The survey was
carried out by the author of the paptiralso had the support of professors
Dumitru Sandu and Sor@eorge Toma from the University of Bucharest,
specialists in regional development and entrepreneurship. The questionnaire:
have been stored in a data base and syntax of answers variablezdasd ¢
labeling has been created. Information has been processedSiatigiical
Package for Social Sciences (SPS$2.0. Figures and graphs are in
Microsoft Excel.

2. Results of research

2.1. The first tested hypothesis refers to the correlatietween the
information degree about business opportunities and cooperation with the
players relevant to the regional developméiie access to information affects
the collaboration with the people involved in local and regional development.

The rural ownes deem themselves less informed about business opportunities
than those from urban environment (71%). 18.1% consider they are just
rightly informed and only 1.7 % consider they are better informed than their
urban peers. Apart from the people from the Wds/elopment region, at a
greater extent the owners consider themselves less informed than those whi
say they want to start a business (see Table 2).
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Table 2 Perception of the rural entrepreneurs and potential entrepreneurs
regarding businessopportunities in the area (%)

Developme

South-Muntenia South-West

nt region

Entreprene
urship
statute

Owner / self
employed

potential
entrepreneur

Owner / self
employed

potential
entrepreneur

Better
informed
than those
from urban
areas

2.2

2.4

0.0

1.3

Just rightly
informed
as those
from urban
areas

18.4

21.1

14.3

15.7

Less
informed

73.5

68.4

77.6

73.9

Do not
know

5.9

8.1

8.2

9.1

Total

100.0

100.0

100.0

100.0

Calculation
base

136

418

49

230

Developme
nt region

North

-West

w

est

Entreprene
urship
Statute

owner / self
employed

potential
entrepreneur

owner /self
employed

Potential
entrepreneur

Better
informed
than those
from urban
areas

15

0.7

0.0

2.4

Just rightly
informed
as those
from urban
areas

194

13.3

23.6

194
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_Less 71.6 74.4 65.3 67.0
informed
Do not 75 115 11.1 11.2
know
Total 100.0 100.0 100.0 100.0
Calculation 67 270 72 206
base

Those who consider themselves just rightly informed are very pleased
with the APL collaboration, ownership associations and central public

authoritiegsee Table 3).
Entrepreneurs and potential entrepreneurs from rural areas who say
they are less informed are rather dissatisfied with local public authorities and

ownership associations.

Table 3: Satisfaction degree towards the parties interested in regial
development * access to information relatied to business opportunities

Better Just Less Do not
informe | rightly | informe know
Satisfaction d informe d
degree Relationship with d
APL 37.5% 27.9% 21.2% 9.0%
Ownership 83% | 115% | 6.5% 3.7%
Very association
satisfied APC 4.2% 11.8% 5.4%
APL 25.0% 36.6% 37.7% 17.2%
Ownership 33.3% | 40.8% | 38.2% | 17.9%
association
Satisfied APC 25.0% 24.4% 25.0% 12.7%
APL 8.3% 9.2% 14.8% 5.2%
Ownership 12.5% | 9.5% | 11.7% 4.5%
association
Dissatisfied APC 4.2% 13.4% 14.0% 7.5%
APL 4.2% 6.9% 5.8% 3.0%
Ownership 42% | 38% | 2.3% 1.5%
Very association
dissatisfied APC 4.2% 3.8% 6.9% 0.7%
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| have not 0 0 0 0
had any APL 25.0% 19.5% 20.4% 65.7%

coIIabqratl Ownership 41.7% | 34.4% | 41.2% 72.4%
on with. association ' ' ' '

ther':;yvm" APC 62.5% | 46.6% | 48.7% 79.1%

The formulated hypothesis is confirmed. Improvement of the
relationship between the parties involved in regional development can be
achieved only if equal access to business opportunities is being provided.

3.2. The secondested hypothesis relates to the use of European funds
and collaboration with parties interested in regional development.

2.2.1 Testing the hypothesis at sample level. The data confirm that
there are not dramatic differences between the number of Bmrqse
adherence funds and peastherence ones until the date of the survey. It
emphasizes a certain practice, a pattern how companies accessed Europe:
funds(see Table 4)

Table 4: Access to nowrefundable financing in rural areas: pre-adherence aul
post-adherence funds(%)

Have you accessed any nen
refundable pre-adherence fund Have you accesseq
(PHARE, SAPARD, ISPA) with your any post
company or another one? adherence fund?
Yes, | got 12.9 12.3
financing
Yes, but | have not
got the funds 57 4.4
| have not tried 81.4 83.3
Total 100.0 100.0
Number 1448 1448

We can see that the business environment of the Sdagh region
had taken the least interest in accessing pre andagbstence funds
compared to other regiorfsee Table 5) There the success rate was lower
than in other regions
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Table 5: Access to nowrefundable financing in rural areas: pre-adherence
and postadherence funds on development regions firmelor cu interes

Have you accessed any nerefundable pre-adherencefund (PHARE, SAPARD,
ISPA) with your company or another one?
South- South-West | North-West West
Muntenia
Yes, | got financing 14.8% 7.9% 10.7% 16.9%
Yes, but | have not 6.1% 4.7% 5.6% 6.1%
got the funds
| have not tried 79.1% 87.5% 83.7% 77.0%
Total 100.0% 100.0% 100.0% 100.0%
Have you accessed any structural fund (after the accession to EU)?
South- South-West | North-West West
Muntenia
Yes, | got financing 12.8% 6.1% 10.4% 19.8%
Yes, but | have not 5.1% 4.7% 4.2% 3.2%
got the funds
| have nottried 82.1% 89.2% 85.5% 77.0%
Total 100.0% 100.0% 100.0% 100.0%

Our hypothesis underlines the relationship between access to
European funds and public local authorities, central and professional
organizations. One can see that there is a dietationship between access to
preadherence funds and collaboration with local authorities, central and
business ownership associations.The closest collaboration has been with APL
T 93%, followed by business ownership association81.7% and public
cental authorities 70.1%.

Also, satisfaction degree related to the relationship with the three
institutions is increasing. The greatest satisfaction and the closest
collaboration is with APL: 74.3% (see table 6).of those who obtained-a pre
adherence nerefundable fund, then business ownership associati@1s9%

(see table 7).and public central authoriiie®3.9% (see table 8).
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Table 6: Correlation between satisfaction degree and colaboration with APL and
obtaining a pre-adherence fund

Yes, | have | Yes, but |
got pre- have not
adherence got any | have not
non- pre- tried to Weight
refundable | adherence access total
Satisfaction degee financing fund such funds | sample
Very satisfied 31.0% 19.3% 20.2% 21.5%
Satisfied 43.3% 45.8% 33.4% 35.4%
Dissatisfied 12.8% 12.0% 12.8% 12.8%
Very dissatisfied 5.9% 7.2% 5.6% 5.7%
I have not had any
collaboration with them 7.0% 15.7% 27.9% 24.5%
until now
Total 100.0% 100.0% 100.0% | 100.0%

Table 7: Correlation between satisfaction degree realted to the colaborationith

the ownership associations and obtaining pradherence funds

Yes, but |
have not
Yes, | have got any
got pre- non-
adherence | refundable | | have not
non- pre- tried to Weight
refundable adherence | access such total
Satisfaction degree financing fund funds sample
Very satisfied 18.7% 3.6% 5.6% 7.2%
Satisfied 49.2% 54.2% 33.5% 36.7%
Dissatisfied 12.8% 13.3% 10.1% 10.6%
Very dissatisfied 1.1% 6.0% 2.5% 2.6%
I have not had any
collaboration with them 18.2% 22.9% 48.2% 42.9%
until now
Total 100.0% 100.0% 100.0% 100.0%
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Table 8 : Correlation between satisfaction degree related to the
colaboration with public central authorities and obtaining pre-adherence funds

Yes, but |
havenot
Yes, | have got any
got pre- non-
adherence | refundable | | have not
non- pre- tried to Weight
refundable adherence | access suchl total
Satisfaction degree financing fund funds sample
Very satisfied 13.4% 8.4% 4.7% 6.0%
Satisfied 30.5% 22.9% 22.8% 23.8%
Dissatisfied 17.1% 22.9% 11.8% 13.1%
Very dissatisfied 9.1% 8.4% 5.0% 5.7%
| have not had any
collaboration with them 29.9% 37.3% 55.8% 51.4%
until now
Total 100.0% 100.0% 100.0% 100.0%

Those who obtained European funds had a better collaboration with
the public local and central authorities than those who accpssadherence
nonrefundable financing. Collaboration with APL rose from 93% to 96.1%,
business ownership associations from 81.7% to 84.8% and public central
authorities from 70.1% to 74.7%.

Satisfaction degree (very satisfied and satisfied) towards coditno
with APL has increased slightly from 74.3% to 75.91%. A higher satisfaction
is towards the relationship with the business ownership association from
67.9% to 71.9% and with public central authorities from 43.9% to 46.1%.

Those who tried to obtain Buropean financing and did not succeed
are less satisfied with their relationship with APL than those who tried to
obtain preadherence funds: 61.1% as opposed to 65.1%. The same happen:
with business ownership associations 57.8% to 53.1%.

Satisfaction dgree towards the collaboration with public local
authorities of those who tried to obtain a-pdherence fund is almost the
same with those who wanted a padherence financing. The satisfaction
feeling is strongly correlated with an expectation feelingother words, the
expectations from the part of the public local authorities are greater than from
the part of the Government and other central authorities.
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The weight of the dissatisfied respondents towards public local
authorities, business ownership associations and central authorities for those
who did not try to access peslherence funds remained constant: I8 2%
relationship with APL, 12-42.8% reftionship with business ownership
associations and 1635.5% public central authorities. However we can see a
significant statistical association of dissatisfaction of not obtaining European
financing and satisfaction degree towards the public centrabaties which
is not observed in similar cases in the relationship with public local authorities
and ownership associations. They are to be blamed for unsuccessful attempt

to financing.

Table 9: Correlation between satisfaction degree related to the

colaboration with APL and obtaining postadherence funds

Yes, but |
Yes, | have have not | have not
got post got post tried to Weight
adherence adherence | access such total
Satisfaction degree funds funds funds sample
Very satisfied 29.8% 23.4% 20.2% 21.5%
Satisfied 46.1% 37.5% 33.7% 35.4%
Dissatisfied 14.0% 12.5% 12.6% 12.8%
Very dissatisfied 6.2% 7.8% 5.6% 5.7%
| have not had any
collaboration with them 3.9% 18.8% 27.9% 24.5%
until now
Total 100.0% 100.0% 100.0% 100.0%

Table 10 : Correlation between satisfaction degree realted to the
colaboration with the ownership associations and obtaining postdherence funds

Yes, but |
Yes, | have have not | have not

got post got post tried to Weight

adherence adherence | access such| total
Satisfaction degree funds funds funds sample
Very satisfied 11.8% 10.9% 6.3% 7.2%
Satisfied 60.1% 42.2% 33.0% 36.7%
Dissatisfied 10.7% 14.1% 10.4% 10.6%
Very dissatisfied 2.2% 6.3% 2.4% 2.6%
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