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STUDIA UNIVERSITATIS BABES-BOLYAI, NEGOTIA, LIV, 1,2009

THE ANALYSIS OF RESIDUAL INCOME - THE EMPIRICAL
EVIDENCE FROM SLOVENIA

IGOR STUBELJ®, MATEJA JERMAN 2, PRIMOZ DOLENC ?

ABSTRACT. In this study we were interested in the residuabme of
selected Slovene companies. This parameter of aoyigpefficiency not only
looks at return on invested funds, but also imfiyictompares it with risk
adjusted opportunity cost of such investment. thexefore argued that this
parameter is a better performance measure thalysacgounting performance
measures. Our results based on selected listedarespn Slovenia showed
that residual income was far from being positiveleast in year 2006. In
year 2007 the situation improved when three ouenfselected companies
had a negative residual income which means thapaaies did not create
value for their shareholders and that they didgsoterate enough profits to
cover the appropriate cost of capital, i.e. thet afscapital that take into
consideration the risk adjusted opportunity cost.

Keywords: residual income, risk-adjusted cost of capital,fgrenance
measure

1. Introduction

Normally investors and managers have the ambitioknbw, what
the value of their business, company, the competdéompany or maybe the
company in which they intend to invest their cdpgalt is the postulate of
financial management theory that managers’ prinodjgctive should be to
increase the value of investors’ (i.e. owners’)iggcapital, i.e. the value of
the company or the stock price of company. But kmeelect the appropriate
decision-making measure(s) and find factors théience on stock price?
Glen (2005) argues that without being aware ofdHastors, managers will
not be able to define the consequences of theiageral decisions.
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One of the possible solutions is the concept atluss income as a
performance measure and valuation tool. The congagtintroduced in early
1920s; however, it was not frequently used sinespite its interesting
underlying. The stimulus for its return to the nmgaraent financial horizon was
Stewart's publication in 1991 in which the authopsesented their
“modernized” version of residual income: Economialié Added or EVA®
(Christensen e.a. 2002). According to this modetoepany’s profits (as
accounting category) do not necessary imply tr@mapany is creating value
for its owners.

One can argue that more the company invests intaibté projects,
higher the profits are. But does the company cresdtee? Not necessarily. This
depends on the costs of the sources the comparging. In order to create
value, investments’ returns are higher than (rdjksted) cost of capital.

A positive residual income is the key value in thsidual income
valuation model. The estimated fair value of thenpany in this model is
the sum of company’s book value and a present \&ltige expected future
residual incomes. If the present value of the comijsaexpected residual
incomes is positive then the company value is akibeebook value of
equity and a company adds value for their investiirscase of negative
residual income investors are loosing value ofrtbapital.

This paper tackles the above dilemmas from the ppetve of
Slovenian case. We aim to analyze the residualmecof selected “first
class” Slovenian listed companies and find whethey have positive or
negative residual income, i.e. if they make or éowalue for their owners.

Following the rising stock prices of Slovenian paltompanies in
the period before year 2007, the obvious hypothsgtse following:

H1: The majority of selected “first class” listedbmpanies have
positive residual income.

The paper is organized as follows. After the intrcitbn we present
the theoretical background of the research (herpregent also the basis for
the calculation of the cost of equity capital). Timrd part explains the
material and methods in use. The fourth part ptesére results and the
discussion. In the fifth part follows the conclusio

2. Theoretical background

2.1 Residual Income

The Residual Income Valuation model or RIV has bee@rominent
in the accounting literature during the past dec@tie reason is its apparent
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ability to give a constructive role to accountirgjalin equity valuation. The
valuation based on the future cash flows in cohtsaggests a general
irrelevance of future earnings and other accourdatg (Ohlson 2005).

The RIV model is theoretically equivalent to thedabof free cash
flows that belongs to equity capital and to theidbwnd discount model.
Both models are derived from dividend discount ntoB&/ model can be
expressed as following (Halsey 2001):

V, =Y (1+k)" Div,,,, [1]
=1
Where:
- Vi = value of common equity capital at tie
— k= cost of common equity capital,
— Divy, = cumulative expected dividends at titne z.

The model defines the value of equity capital &sptresent value of
expected dividends.

The book value of common equity can be expressed as

BV, =BV, +E, - Div,, [2]

Where:

- BV, = book value of common equity capital at titne

— BW.1 = book value of common equity capital at titvig

- E;=netincome at timg

— Divi= cumulative dividends at tinte

The residual income at timewith the following equation can be
expressed as:
RI, =E, -k [BV,, [3]
Where:
RIl; = residual income at tine
E: = net income at timg
k = cost of common equity capital of the company,
- BV.1 = book value of common equity capital at titre

In residual income model dividends are determingdthe book
value of equity capital and residual income, thus:
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Div, = (1+k)[BV,, -BV, +RI,.  [4]
As mentioned, RIV model is derived of from dividedidcount model
(i.e. from the above definition). The model expessthe value of common

equity capital as the sum of the book value ofdbexmon equity capital
and the present value of residual income (Hals&1p0

V, =BV, + i(1+ k)" ORI, ), [5]

=1
Where:
- Vi = value of common equity capital at tie
— BV, = book value of common equity capital at time
k = cost of common equity capital,
- R4, = expected residual income at titre.

Assuming stable growth rate of net incomes, the ehadn be
simplified with the constant growth model. The \&bf the common capital
can thus be derived form the infinite future floefsconstantly growing net
incomes. First the residual income and the valueexjected residual
incomes are expressed as:

RI, =E, -k *BV, [6]
and

Rl, _E,—k*BY, 7
k k

Finally the value of common equity capital with stant growing
expected residual incomes can be calculated as:
RI, - BV, + E, -k BV, ’ 8]

—Or ~Ori

V, =BV, +

where:

- RI; = expected residual income,

- E; = expected net income,

- BV = book value of common equity capital,

— k= cost of common equity capital,

— Ori = expected growth rate of residual incomes.
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Following the assumption that a company is addalge/for its owners,
I.e. the value of equity capital to be higher thank value, the residual income
should be a positive value. Otherwise the valuegafty capital would be lower
than book value and the owners would be loosingaypon

According to the RIV model the value of equity ¢apis calculated
as the sum of book value of equity capital and gmewsalue of expected
residual income in subsequent years. The RIV madélfree cash flows to
equity model (DCF) are theoretically the same. Aentioned above, both
models have the same theoretical background: tlodly derive from the
underlying assumption that total common equity gala equal to the
present value of expected dividends. The free dbwth model merely
defines dividends in term of free cash flows arel iésidual income model
defines them in terms of residual earnings (Hag1).

And what is the performance of RIV model comparioegother
possible methods? In his study relating investnpentormance of the RIV
models on German stock market Jamin (2005) fouati-thn contrast to the
theoretical prediction — the performance of the Rhédels is not much
better than simple ratios analysis.

Some recent studies compared RIV and DCF modefseg$tonating
the value of shares these studies showed thatlthésRnore accurate than
DCF models and dividend models (Halsey 2001).

Many studies have focused also on residual inconte BVA as
performance measures (see Dodd and Chen 1996,eBeddl 1997, Chen
and Dodd 1998). EVA can be calculated as:

EVA, =NOPAT, ~-WACC, [IC,_, =EBIT, {1-T)-WACC, OC,,, [9]

where:

-  NOPAT = Net Operating Profit after Taxes in year
- WACQG = Weighted Average Cost of Capital in yéar
- ICt1 = Invested Capital in ye&fl,

- EBIT; = Earnings before Interest and Taxes in year
- T=taxrate.

In principle the residual income is equal to ecoimowalue added
(EVA), which was developed by Joel Stern and Benaeid is often called
simply residual income (see Rawley and Schostag)20lhe difference
between RIV model and EVA is that in RIV model tresidual income
relates to residual income of equity capital an@&WA the residual income
relates to residual income of the whole capitalcitre. However, the

7
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findings of empirical studies were not unanimougarding the superiority
of single/individual performance measures and thality of their results
explaining the market values.

2.2 Cost of equity capital

The cost of capital is an essential parameter éndhlculation of
residual income. The cost of equity capital is tfieimum return investors
request on their invested capital; therefore tised as a discount factor for
the future earnings and cash flows from the nevestment opportunities.
Even a small change in the cost of capital causeshar extensive change
of value. The profitability on the level of the dab cost is not an added
value; it is a cost of the invested capitalis a profitability that investors
demand for the risk they bear.

The equity capital is not “working” for free, fotsi use owners
demand certain compensation. It is a scarce goodggiregate it is limited
to the amount that people in the whole world aringi to save (invest).
The task to earn a capital cost is not a questfocompany financing or
worse defined subordinated to other company gedig;h many managers
think. To earn a cost of capital is the market na@dStewart 1991).

In the oft-cited publicatioistocks, Bonds, Bills, and Inflatidbbotson
and Sinquefeld wrote: “Estimating the cost of calpis one of the most
important and difficult tasks performed by finaricamalysts. There is no
clear consensus on the best way to approach tbisgon. Because of the
impact that the cost of capital can have on vadumaéind financial decision
making the analyst should typically use at least tmethods to derive the
cost of equity” (Ibbotson Associates 1997 in Borgraad Strong 2006).

Many models and techniques are developed to estithat cost of
equity capital, such as: the Capital Asset Pridingdel (CAPM) (Black
1972, Lintner 1965, Ross 1976, Sharpe 1964), timeaFand French Three
Factor Model (Koller e.a. 2005, Estrada 2005),Ah@trage Pricing Theory
and others.

The primary conclusion of the CAPM is that the velat risk of an
individual stock is its contribution to the risk afwell diversified portfolio.
According to CAPM required rate of return foth share is calculated as
follows:

I, :rf+,8i[(rm—rf), [10]
Where:
ri — required rate of return,
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r¢ — risk free rate,

S — beta coefficient,

rm— market rate of return

(rm— 1) — market risk premium.

Several shortcomings arise from the following agsions on which
CAPM is based: a) asset returns are linearly reledeheir covariance with
the market’s return, b) assets with higher systemagk have a higher
return than do assets with lower systematic riskl assets with the same
systematic risk should give the same return, aettgeno relationship between
firm-specific risk and returns because specifik dan be eliminated through
diversification (Gunnlaugsson 2006), and d) thaltoisk of a stock is a
combination of systematic (market) and nonsysteEmggpecific) risk
(Antunoviéc 1999). McNulty at al. (2002) found three centdabcomings
of CAPM: a) the validity of beta, b) the reliandehistorical data, and c) the
indifference of holding period (Zellweger 2007).

However, surveys have found that CAPM approachyidan the
most widely used method (Brigham and Ehrhardt 2008)s is probably
due to a very simple reason: it yields an essentiafjnitude, the return
investors should require from an asset given tBetasrisk (Estrada 2005).
Interesting are the results of the study of Gunggson (2006) made on the
validity of the CAPM on the small Icelandic stockarket. They indicate
that the CAPM has worked well in the small Icelanstiock market and that
it, or the beta coefficient, does explain returetdr than on larger foreign
stock markets. A in the research strong relatign&i@tween the beta and
stock returns was found. Further, the stock retwrith high betas were
higher than one would expect, according to the CAREQel, Peterson and
Prati (2007) have conducted empirical tests onerbfit cost of equity
estimation methods based on historical returnsghéndirect comparisons of
these methods, they have found that the ba&shnteestimation method
available to financial managers is essentiallyGAd°M with beta restricted
to one; that is, a naive model where the cost oitggapital equals the risk-
premium added to the risk-free rate.

3. Material and methods
3.1 Data
We have selected ten publicly traded companies.cohgpanies are
listed in prime quotation on Ljubljana Stock Excbarand are all part of
general Ljubljana Stock Exchange Index (SBI20) ites five other
9
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stocks). These companies were selected becauke dhata availability and
high liquidity of their stocks.
Table 1 shows data from companies’ consolidatedi@meports.

TABLE 1.

Data of the selected Slovene publicly traded congzan

Net Income (E) € Book value of equity capital (BV) €
Company 2005 2006 2007 2005 2006 2007
Aerodrom Ljubljana, d.d. 8.019.231 8.801.933 16.701.642 91.264.732  97.171.482 110.291.482
Gorenje, d.d. 21.373.955  22.316.000 23.664.000 245.100.937 254.433.000 350.985.000
Intereuropa, d.d. 9.601.583  6.742.000 26.477.000 176.104.203 181.340.000 186.154.000
Istrabenz, d.d. 13.027.959  28.686.519 116.391.348 364.973.107 402.357.530 447.490.787
Krka, d.d. 97.335.154 112.086.000 132.853.000 479.585.321 570.905.000 680.913.000
Luka Koper, d.d. 20.098.403  20.702.547  30.865.130 271.009.761 294.887.189 340.663.798
Mercator, d.d. 13.626.208  30.149.000  43.814.000 551.175.107 647.880.000 688.196.000
Petrol, d.d. 35.061.788  49.830.421 53.275.106 355.772.516 396.397.488 440.217.925
Pivovarna Lasko, d.d. 5241673 19.204.783  61.290.469 175.940.071 303.411.848 322.929.993
Sava, d.d. 38.466.242  34.078.000  39.262.000 393.015.507 432.532.000 545.408.000

Source: consolidated annual accounts

For the calculation of betas daily data on relewsrdre prices and
stock-exchange index was downloaded from the LgjualjStock Exchange
(2009) web site.

3.2 Cost of equity capital

The cost of equity capital was calculated with CARKtording to
eg. [10]. Three input variables ware estimated:ri{dl-free rate of return,
(2) market risk premium and, (3) beta coefficient.

Market risk premium

Risk premium was calculated using the Damodaraf9qRtnethod,
which calculates the market risk premium based omagket risk premium
of a mature US market plus country risk premiume Tiarket risk premium
for Slovenian market was 5,66% in the year 2007 &54% in the year
2008 (see Damodaran 2009 for details).

Risk-free rate of return

Risk free rate was calculated as the sum of thiel yee maturity of
30-year inflation indexed US Treasury Bond andupper limit of the ECB
target inflation. The later was used as the béishate of the future inflation in
Slovenia (part of EMU area). Yield to maturity d-8ear inflation indexed

10
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US Treasury Bond was 2,28% and 2,3% in Septemb@7 2td 2008,
respectively, so relevant risk-free rate of retiamSlovenia were:

Mooy = YTM, +i =2,28% + 2% = 4,28% [11]
and

Moo = YTM, +i =230%+2% = 4,30%, [12]
where:

- ri=risk-free rate,

- YTM, = Yield to Maturity of 30-year inflation indexed SJ
Treasury bond (Federal Reserve Bank of St. Lui®900

- 1 =the ECB target inflation rate (<2%) (ECB 2009).

Measure of the market risk — beta
In developed markets (i.e. US financial marketevaht betas are
usually available on-line (see Bloomberg, NYSE, Ddaran online or
others financial web sites). However, in Slovertiase betas are not computed
and published, at least not regularly, therefotaseere properly estimated.
Beta coefficient was estimated from historical deda
Cov, ,

B=—7", [13]

g,

m

where:

- Covn = covariance between returns of the investment and
market portfolio,

— on? = variance of returns of market portfolio.

However, the same specification of beta comes #&sm linear
regression, according to which it can be easilynagéd. Beta is a slope in the
linear regression equation where the dependerdhlaris the past returns of
an individual investment and the independent végiabthe past returns (a
proxy) of a market portfolio, therefore:

=0+ B, [14]

where:

- I, = expected market return of the stock,
— rspipo= return of market index SBI20,

- o = intercept,

S = slope — beta coefficient.

11
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In our case beta was estimated as regression @eeffias it follows
from eq. 14. The analytical problem in calculatibgta is which time
intervals should be used for calculating betahis tespect analytics usually
suggest using different intervals in order to aw&ithjectivity. Therefore we
calculated betas using the following set of data:

1. for betas that were calculated on the basis oféfirtg days data
for 4 years (2004-2007) was used;

2. for betas that were calculated on the basis ofddirg days data
for 2 years (2006-2007) was used;

3. for betas that were calculated on the basis oadirig days data
for 1 year (2007) was used.

With change of intervals on trading days we singgithe calculation:
we eliminated the disturbances of non-trading days.

We have calculated the share and index return®lbsvE below.
The date of the end of the previous interval is #te date of the start of the
next interval.

Interval return of market index SBI120 was calculcas:

V0 t
r =0t -7, [15]
SBI20 v,

where:

— rsgipo= interval market index return,

- Vo = value of index on interval start date,

- Vo« = value of index on interval end date,
— t=length of interval in days: 5, 10 or 20.

Interval return of-th stock was calculated as:

o=t [16]
I:)0
where:

— 1 = interval market return ofth stock,

— Po = market value of stock on interval start date,
Po+t = market value of stock on interval end date,

— t=length of interval in days: 5, 10 or 20.

12
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As mentioned, we calculated three sets of datetiffee intervals of
5, 10 and 20 days) and then we finally calculatezt@ge estimates of betas.

3.3 Residual income calculation
We have calculated the residual income as:

RI, =E, -k *BV,_,, [17]

where:

— RI; =residual income for yedy

- E;=netincome for yedr

- BV.1 = book value of common equity capital at the efdhe
yeart-1,

k = cost of common equity capital.

Further we have calculated the return on equitytaa{iROE) as:
Et

ROE, = (100, [18]
t-1
where:
- ROE = return on equity capital for yegr
- E:= netincome for yedtr
- BV.1 = book value of common equity capital at the ehdhe
yeart-1.

It is worthwhile noticing that we have used est@datost of equity
capital in September 2007 for calculating residnabme of the year 2006.
This decision may be debatable, but we argue avicelas follows: investors
can evaluate the respective residual income obdbis of published, possibly
revised, data. This data is available at the lateiie 2° half of the year for
previous year. And not before then can they apgmdyrelevant cost of equity
capital and calculate residual income followingdbeve methodology.

Following equations [17] and [18] residual income % was
calculated as:

RI,

RI, (%) = =ROE, -k [19]
t-1
where:
- ROE = return on equity capital for yegr
- E;=netincome for yedr

13
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- BW.1 = book value of common equity capital at the efdhe
yeart-1,
— k= cost of common equity capital.

4. Results and discussions

Table 2 presents estimated betas for selectedl lsdenpanies on
Slovenian Stock Exchange and their respective cobtequity capital,
estimated for September 2007 and 2008. Averagefbett) companies is
near 1, but not exactly 1, because Stock Exchandexl consists of 5
additional stocks. The cost of equity capital ranfmm 8,2 to 14,6% in
September 2007 and from 8,8 to 12,7% in Septenfi@s.2

TABLE 2.

Estimated cost of equity capital for selected Sheveompanies

B Cost of equity capital %
Company Sep. 2007 Sep. 2008 Sep. 2007 Sep. 2008
Aerodrom Ljubljana, d.d. 1,17 1,22 10,9 11,1
Gorenje, d.d. 0,83 0,84 9,0 9,0
Intereuropa, d.d. 1,55 1,07 13,1 10,2
Istrabenz, d.d. 1,83 1,31 14,6 11,6
Krka, d.d. 0,69 0,92 8,2 9,4
Luka Koper, d.d. 1,28 1,16 11,5 10,7
Mercator, d.d. 1,20 1,00 11,1 9,8
Petrol, d.d. 1,15 1,52 10,8 12,7
Pivovarna Lasko, d.d. 1,36 0,82 12,0 8,8
Sava, d.d. 1,08 1,12 10,4 10,5
Average 1,18 1,09 11,0 10,3

Note: Average is calculated as weighted averageanheight is market capitalization.

Results in table 3 draw our attention. As we canfsem the above
table in 2006 just two companies (Krka and Petnal positive, whereas all
others had negative residual incomes. This is tnaightforward, because it
means that the later companies (8 of 10) did noh ea sufficient to
compensate their investors!

In the 2007, however, the situation improved, hilt three out of
ten companies “earned” a negative residual incaee (able below). On the
other hand, three companies (Istrabenz, Krka amovBrna Lasko) earned a
substantial residual income.

14
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TABLE 3.

Residual income and return on equity for selectedpanies

Residual income Return on equity ~ Cost of equity ~ Residual income
(RI) € (ROE) % capital (k) % (R) %

Company 2006 2007 2006 2007 2007 2008 2006 2007
Aerodrom Ljubljana, d.d. -1.147.931  5.955.642 9,6 17,2 10,9 111 -1,3 6,1
Gorenje, d.d. 311.328 883.087 91 9,3 9,0 9,0 0,1 0,3
Intereuropa, d.d. -16.244.882  7.929.907 38 14,6 13,1 10,2 9,2 4.4
Istrabenz, d.d. -24.737.514 69.889.279 7,9 28,9 14,6 11,6 -6,8 17,4
Krka, d.d. 72.830.023 79.206.199 234 23,3 8,2 9,4 15,2 13,9
Luka Koper, d.d. -10.530.786 -765.649 7,6 10,5 115 10,7 -39 -0,3
Mercator, d.d. -30.877.108 -19.937.392 55 6,8 111 9,8 -5,6 31
Petrol, d.d. 11.446.124  2.850.174 14,0 13,4 10,8 12,7 3,2 0,7
Pivovarna Lasko, d.d. -1.868.615 34.460.366 10,9 20,2 12,0 8,8 11 11,4
Sava, d.d. -6.767.316  -6.174.622 8,7 9,1 10,4 10,5 -1,7 -14

Obvious question that arises after thorough exatmimaf the above
results is, how come that some companies do nobh esmough to
compensate a normal cost of equity for their ownd&¥e believe that
companies in Slovenia (owners and managers) mdsilyw accounting
parameters of managerial efficiency (i.e. ROA ar@BR and some other
parameters (e.g. market share...). Although thesanpeters might be of
some use, they lack of crucial information, at idasinvestors: what is the
opportunity cost of the investment, taking into @aat the risk they are
taking. Accounting parameters do not take into antomeasures as
opportunity cost and risk and, are thus spuriouss Tnight derive from
Slovenian transition and ownership structure oé&eld companies. First,
some of these companies were somehow “privatizad1990s and the
ownership is usually not concentrated in singlegmup of strong private
owners. Instead, the usual ownership structurdnésd companies is such
that there are many small investors with an imparshare of stated funds
and maybe one or two stronger private investorl wishare less than 25%.
Such ownership structure usually does not resulitiong supervision of
results. Second reason might be that even in coepavith concentrated
private owners these are not aware of the real obsequity capital
(including its opportunity cost and especially #ppropriate spread for risk
they are taking). This might be more relevant imaB private enterprises,
though, but it might hold also for some selecteshganies in our sample.

It is, though, obvious that some changes incume20i07, compared
to 2006. The reasons for extensive differencessidual incomes in two
subsequent years can arise from two sources: apames might have
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increased substantially net incomes relativehhohook value of the equity
capital (ROE); and/or b) companies lowered substiiynthe cost of capital
in 2007. In order to get a broader picture we healeulated the index rate
of ROE change and the cost of capital, the remiltsthe table below.

TABLE 4.

The rate of change of ROE (2006 to 2007) and ttimated cost of capital (2007
to 2008) for selected companies

Company C-ROE % C-k %

Aerodrom Ljubljana, d.d. 78,2 1,4
Gorenje, d.d. 2,2 -0,3
Intereuropa, d.d. 281,4 -21,6
Istrabenz, d.d. 268,0 -21,0
Krka, d.d. -0,4 14,8
Luka Koper, d.d. 37,0 -6,9
Mercator, d.d. 23,6 -11,1
Petrol, d.d. -4,0 17,9
Pivovarna Lasko, d.d. 85,1 -26,2
Sava, d.d. 4.7 1,1
Average 77,6 -5,2

Note: C-ROE is the percentage change of returngafty from the year 2006 to
2007 and C-k is the percentage change of cost wifyeqgapital from September
2007 to September 2008.

Companies have substantially increased the retamsquity in
2007. This means that they have increased thenpeinies relatively to the
book value of equity capital. The increase of teincome can arise from:

a) better performance of companies’ investments (& ¢hse of
largest increases (Istrabenz and Intereuropa)whs due to profits from
financial investments);

b) increased reported earnings due to fiscal charngeddx rate for
profits decreased from 25% in 2006 to 23% in 200d the effects of this
change was studied by another study (Stubelj angrido2009), which
found a negative shift in the explanatory poweths net income growth
rates from 2006 to 2007 (using the same estimatiethodology) which
can be contributed to tax reform; and

c) lower cost of equity capital (the average cost @iy capital
decreased in one year for 5,2%; regarding thetfatt estimated risk free
rate and the risk premium were the same in theaesyéhe decreased cost
of capital arises from lower estimated beta, tlouwgek risk for investors).
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5. Conclusions

In this study we were interested in the residuabme for selected
Slovene companies. We found (and not confirm oupokiyesis) that
residual income in some selected companies wdsdiar being positive, at
least in year 2006. In year 2007 the situation owpd and only three out of
ten selected companies had a negative residuammashich means that
companies did not create value for their sharemsldad that they did not
generate enough profits to cover the appropriaseé @bcapital, i.e. the cost
of capital that take into consideration the risjuated opportunity cost.

These results raise many questions for furtheriplessesearch. We
have speculated that abstained results might beelated to ownership
structure in Slovenian companies and that the tacktrong, pretentious
owner might allow managers to lead the company maaner where the
cost of (equity) capital is not its first preocctipa. This might be due to
transition from previous system and still importgatvernment ownership
where the risk adjusted opportunity cost is of |Iowmeportance. These
speculations are worthwhile examining in the futuvéhere corporate
governance and awareness of cost of capital by geasaand investors
could be taken into consideration in a rather dgai@he research.

Another point that might be of interest based @séhresults is how
the stock market reacts on published results. idspect was not examined
yet in Slovenia, but is seems that investors orksi&xchange evaluate
companies’ results more or less through comparndgast and new results,
degree of growth, and comparison of results of laimgéompanies, but not
through the perspective of cost of (equity) captad residual income.
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ABSTRACT. The increased prevalence of diabetes mellitus, Iynainthe
non-insulin dependent has brought about more sHlesal anti-diabetic
drugs. Starting from the sales in the interval 22087, we tried to make a
medium term estimate of sales for the period 200832 The software
Statgraphics Plus and the index method have bessh Results show that
the best sold medicines for the interval in questicere Siofor (Berlin
Chemie), Amaryl (Sanofi-Aventis) Diaprel (Servier) andslibomet (Berlin
Chemie), and the same products are supposed teasetin sales in the
interval 2008-2010.

Keywords: diabetes mellitussurvey of anti-diabetic drugs market, sales
estimate, index method, Statgraphics Plus

Introduction

Diabetes mellitus is a metabolic disease with mldtiand serious
consequences upon the individual and society ak We¢ disease has an
alarming dissemination in the world with rising yaéence in developed
countries and similar trend in developing counir&sch as Romania. If in
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1995, 195 million persons had diabetes mellituth@world, in 2006, their
number increased to about 246 million, and it tested that in 2030, the
diabetic population will number 380 million. In Ramia, at the end of 2007,
there were 600.000 patients diagnosed with thesadis, but it is presumed that
an equivalent number of patients have not yet lkagnosed. 90% of the
patients suffering of diabetes mellitus are notedelent upon insulin, meaning
that the majority of the patients are treated witid anti-diabetic drugs (Hancu
et al., 2008) (IDF, 2003).
Under these premises, we developed a study withitheof making

a survey of the evolution or oral anti-diabeticgbsales in the period 2004-
2007, starting from the assumption that their tewgleis also to grow.
Another supposition is that for the newly therapngtrating classes of
drugs that exhibit higher pharmacological and theutic properties sales
will also grow up despite their high price. All g suppositions are in
correlation with the present-day tendencies oratitediabetic drug market.

Material and method

The authors have assessed the market and its toentte basis of
the following materials: sales reports publishedtaninternet, final activity
reports of the companies Novo Nordisk and Sanof#is, market research
company-produced reports (Business Insights, CEGEPharmMIS etc.).

The research methods include: the exploratory reseaethod, the
comparative method, the logical method, the capsadiction method and
statistical methods as well. The exploratory andcdptive methods are
used to identify and detail accurately the featwfethe market and factors
intervening in its operation. Causal, logical amedictive methods help the
marketing researcher find information on the phesmominfluencing the
market and on its tendencies during a given intef7aey also have an
important contribution to predicting the evolutiam time of the market
related-phenomena and dimensions fra2002).

The present study has performed a survey of vahdeamounts of
sales for the interval 2004-2007, by means of therage modification
index (IMM). Then, sales were forecast for the & 2008-2010. Market
dynamics and the introduction of new moleculeshierapy determined us
not to perform a long term study and focus uporediom term study.

The value and quantity of sales estimation forgagod 2008-2010
was made with the help of the software callddATGRAPHICS PLUS.
The software in question helped develop more $tlsmodels; one of
these will be presented below. It is the model gilg the software when p
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has the lowest value (test ANOVA). The correlatoaefficient (R) and the
determination coefficient @ were also defined (Chifu, 2008).

Results and discussion

In 2005, the overall anti-diabetic drugs value hemk 18,2 billion
USD, of which 59% represented oral medication aridb 4insulins.
(Chambre de Commerce et d’'Industrie de Paris, 2006)

Hauber and Gale (2006) estimated that in 2005, atttediabetic
drugs reached the level of 17,8 billion USD, ofathi-57% will be represented
by oral medicationthiazolidindione: 4 billion USD; sulfonylurea: 2,2
billion USD; biguanides: 1,8 billion USD; alpha-glucosidas inhibitors:
0,8 billion; other drugs: 1,4 billion.

Other data reveal that the market of oral anti-gli@bdrugs (ADO)
exceeds, in 2005, 10,8 billion USD (Frost & Sulinaesearch, 2006).

A study published in France in 2006 shows thatosiyliureas are in
a constant decline. In 2000, sulfonylureas salemdd 22% of the world
ADO market. The authors of this study estimated th&003, ADO sales
will reach only 13%, while in 2007 not more thar?d bf the sales at world
level (Chambre de Commerce et d’Industrie de P26i86).

The most significant producers of oral anti-diatein the world are
Takeda in partnership with Eli Lilly, Glaxo, Novoolisk, Sanofi-Aventis,
Servier, Novartis, Merk KgaA and Bayer. (Brandga&@D6) The top of the
10 best sold anti-diabetics in the world includes oral drugs:Avandia
(Glaxo), Amaryl (Sanofi-Aventis),Basen (Takeda),Metformin HCI (Bristol
Meyers Squib) andAvandamet (Glaxo), the first two entering the blockbuster
group, with sales over 1 billion USD/year (Chamiste Commerce et
d’'Industrie de Paris, 2006).

A) Market analysisfor the period 2004-2007

Oral anti-diabetics had a percentage of 43,7% duthe overall
value sold in (62.308.123 EUROS) and a weight o8dg5% of the total
volume sold in 2007 (6.509.831 boxes) (SC Allofé&@RL, 2008).

In 2007, the value of the Romanian market for @uafi-diabetic
drugs represented 27.236.501 Euros (compared # 2015,48% increase,
from 18.594.273 EUROS), and the overall marketedwar represented
5.256.334 boxes, with 54,73% more than in 20049RM@4 boxes) (SC
Allofarm SRL, 2008). Most prescribed ADO drug ckessas value and
quantity as well includedsulfonylureas (10.142.638 EUROS- 2.145.669
boxes) andbiguanides (7.082.360 EUROS- 2.205.961 boxes).
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During the interval under investigation, the weightthe market
total value increased only for tfieed combinations (from 10,47% to 14,6%)
and for thebiguanides (from 25,08% to 26%). Quantitatively, however,
alpha-glucosidase inhibitors increased togfrom 0,64% to 0,75%)fixed
combinations (from 8,28% to 11,55%) andiguanides (from 36,31% to
41,97%). Among total ADO saletiazolidindiones hold an important part
(>12% of the value). A significant decrease (>5#0yolume and value can
be found insulfonylureas. This tendency is in concordance with the results
obtained by Kusnik-Joinville (2007), a researchriedr out in France,
between 2000-2005, that points out to the trendssofg less sulfonylureas
in the diabetic treatment (from 66,1+2,1% to 54,8%4). The same study
highlights also an increasing trend in oral thgragxed with two ADO
(from 34,9+2,3% la 36,0£2,1%) and respectivedlye¢h ADO (from
10,7£1,5% to 12,4+1,4%). The average modificatiodei for the interval
2004-2007 wa4,15 both in value and quantity for oral anti-diabetitigs.
The structural classes with the highest value amhtity increase for the
interval under study ardixed combinations (104,23% increase in value,
115,65% increase in quantitygdpha-glucosiadase inhibitors (416,98%
increase in value, 70,58% increase in quantity) ligtianides (51,86%
increase in value, 78,83% increase in quanti@iinides increased less
(8,7% increase in value and 9,14% increase intgyp(see Figure 1).

Valoric Cantitativ
17,86% 1441%

18,75% 6.000.000-
30.000.000 >

4,66%

5,000.000-
25.000.000 ] o

4.000.0001

20.000.000 l
15.000.000 3.000.000-
100000001 [N 2,000,000
5.000.000 . e 1.000.000-
0 ‘ ‘ ‘ ‘ 0 ‘ ‘ :
2004 2005 2006 2007 2004 2005 2006 2007
O Com binatii @ Inhibitori de alfa-glucozidaza
o Sulfonilureice 0 Meglinide O Combinatii O Inhibitori de alfa-glucozidaza @ Sulfonilureice
BBiguanide O Tiazolidindione O Meglinide B Biguanide O Tiazolidindione

Figure 1. ADO sales as per structural classes in the int&®@#-2007
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Table 1.

Market shares for oral anti-diabetic drugs in 26(HRomania

Common Valueof | Quantity of |Percentage| Percentage
international Product Company sales2007 | saAles2007 | invalue |involume
name (Euros) (boxes) (%) (%)
Metformin | SIOFOR BERLIN CHEMIE 5,797,990 | 1375647 | 2120% | 26.17%
Glimepirid AMARYL SANOFI-AVENTIS 3,839,716 741,510 14.10% | 14.11%
Gliclazid DIAPREL SERVIER 2,761,249 448,971 10.14% 8.54%
Glibenclamid {GLIBOMET BERLIN CHEMIE 2,305,018 | 536,068
Metformin 8.46% | 10.20%
Pioglitzona  |ACTOS ELILILLY 2,291,692 | 70484 | ga106 | 1.34%
Repaglinida | NOVONORM NOVO NORDISK 1855161 121,707 | 681% | 232%
Rosiglitazona {AVANDAMET GLAXOSMITHKLINE | 1,650,261 66,365
Metformin 6.06% 1.26%
Glipizid GLUCOTROL PFIZER 1,502,359| 192,146 5.52% 3.66%
Rosiglitazona |AVANDIA GLAXOSMITHKLINE | 1,109,338 66,065 4.07% 1.26%
Glibenclamid |MANINIL BERLIN CHEMIE 872,875 318,177 3.20% 6.05%
Acarboza GLUCOBAY BAYER SCHERING 780,091 39,588 2.86% 0.75%
Buformin SILUBIN GRUNENTHAL 612,977 204,146 2.250 3.88%
Gliquidon GLURENORM BOEHRINGER ING 433,069 101,876 1.59% 1.94%
Metformin _ IMEGUAN GEDEONRICHTER | 355336 | 469,721 | 130% | 8.94%
Gliclazid ESQUEL GEDEONRICHTER | 269479 | 90901 | go9% | 1.73%
Gliclazid DIABREZIDE MOLTENI 178771 | 55860 | 066% | 1.06%
Glimepiid  |AMYX ZENTIVAAS 155363 | 38972 | 057% | 074%
Metformin  |METFOGAMMA  |WORWAG PHARMA| 147,787 | 23118 | (s54% | 044%
Metformin  |METFORMINLPH |LABORMED 96,828 91578 | 036% | 1.74%
Glibenclamid |GLIBENCLAMID  |ARENA 42,764 110500 | 016% | 2.10%
Glimepiid  |GLIMEPIRIDLPH [LABORMED 34,698 8,887 013% | 017%
GLIBENCLAMID LABORMED 22,507 18,741
Glibenclamid |LPH 0.08% 0.36%
Metformin  |METFORMIN ARENA 22,050 308% | 008% | 059%
Metformin  IMETFORMINAL  |ALIUD PHARMA 21,759 2,963 0.08% | 0.06%
Metformin | GLUCOPHAGE MERCK AG 21,330 4,548 0.08% | 0.09%
Glimepirid | GLIMEPIRIDE ACTAVIS 20,901 6,137 0.08% | 012%
Glibenclamid {GLUCOVANCE MERCK AG 18,791 4,148
Metformin 0.07% 0.08%
Metformin DIAFORMIN TERAPIA 5,997 2,694 0.02% 0.05%
Glimepirid GLEMPID EGIS 4521 1,564 0.02% 0.03%
Glibenclamid |GLIBENCLAMID  |LAROPHARM 3,491 11,108 | 001% | 021%
Glibenclamid {GLIFORMIN LABORMED 1,151 279
Metformin 0.00% 0.01%
Glimepirid GLIPREX MEDICO UNO 455 170 0.00% 0.00%
Glipizid GLIPIZIDLPH LABORMED 420 149 0.00% 0.00%
Metformin DIGUAN ZENTIVA SA 306 652 0.00% 0.01%
TOTAL 27,236501 | 5,256,334 | 100.00% | 100.00%
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Of the 34 oral anti-diabetic drugs sold in Romaatahe end of 2007,
seven brands (20,59%) hold 75,27% of the overalkketaalue and 77,89% of
the total volume (Table 1). This proves that th280ule or Pareto rule (Wall
Street, 2005) is strictly obeyed in the case dfamt-diabetics.

Table 1 shows the@iofor (Berlin Chemie, Germaniayas most often
prescribedn 2007, in Romania, its value market share befh@%% , while
its quantity share was of 26,17% , the drug bedfigWed by:Amaryl, Diaprel
and Glibomet.

Among sulfonylureas, beginning with 2006, the selling of the only
first generation produdblbutamidwas forbidden. Fogliquidone, a product
in the same class, no generic drugs can be foumdaalseted in Romania,
during 2004 and 2007.

The value of sulfonylureas sold in 2007 reached 42638 Euros,
for a total volume of 2.145.669 boxes (SC AllofaBRL, 2008):

- glimepiride: 39,99% (value) and 37,16% (volume);

- gliclaside 31,64% (value) and 27,76% (volume);

- glibenclamide: 9,28% (value) and 21,37% (volume);

- glipiside: 14,82% (value) and 8,96% (volume);

- gliquidonne:4,27% (value) and 4,75% (volume).

Among sulfonylurea derivativesmost often prescribed preparations
include glimepiride (Figure 2) Though, for the interval 2004-2007, many
generic products received authorisation, the algimoduct, Amaryl (Sanofi-
Aventis), maintained its weight to over 90% of the sales.yQtdntiva with
its preparationAmix, managed to cover a larger market share (3,83ueval
and 4,89% quantity). The preparations of the congsaictavis, Egis,
Medico Uno and Labormed managed to penetrate thikemahough in an
insignificant proportion (SC Allofarm SRL, 2008).

2007 - Cantitate (cutii)

2007 - Valoare (EUR)

93,01%

1,11%

0,02%

0,20% 0,77%

0,11% 0,52%

@ AMARYL SANOR-AVENTIS DOAMYX ZENTIVA AS B GLIMEPIRID LPH LABORMED
@ AMARYL SANOR-AVENTIS DOAMYX ZENTIVAAS B GLIMEPIRID LPH LABORMED

0 GLIMEPIRIDE ACTAVIS OGLEMPIDEGIS 0 GLIPREX MEDICO UNO
@ GLIMEPIRIDE ACTAVIS OGLEMPIDEGIS O GLIPREX MEDICO UNO

Figure 2. Sales of glimepiride in 2007
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From the gliclasidecontaining productgFigure 3), the Servier
Company and its produ@iaprel (Servier, Frata) managed to maintain its
weight in the volume of sales (over 75%Mhe decentralization of the diabetes
mellitus program has led to a 2004-2007 significdedrease of the market
share forDiabrezide, (Lab. Molteni, Italy),7% as value and respectively
12% as volume, in favor &squel (Gedeon Richter Romania). The preparation
Glidiet (Modi Mundipharma, India) was not sold anymore ionfnia, in
2007 (SC Allofarm SRL, 2008).

2007 - Valoare (EUR) 2007 - Cantitate (cutii)
86,03%
75,36%

551% 9,38%

DO DIAPREL SERVIER 0 ESQUEL GEDEON RICHTER ROMANIA M DIABREZIDEELILILLY @ DIAPREL SERVIER 0 ESQUEL GEDEON RICHTER ROMANIA @ DIABREZIDE ELILILLY

Figure 3. Gliclaside sales in 2007

Though the value d¥laninil (Berlin Chemie) represents 92,07% of

total sales, the quantity of sold product decrease2D07 up to 69,39%. A
significant weight in volume (over 24%) belongsGbbenclamid (Arena).
The value shares of the three Romanian produceené) Labormed and
Laropharm), under individual volume shares, denratestthat they used to
sell at lower prices than the market leader. Amitregproducts that contain
glibenclamid,the product of Sicomed-Zentiva is no more in safesr 2006
(see Figure 4) (SC Allofarm SRL, 2008).

2007 - Valoare (EUR) 2007 - Cantitate (cutii)

92,70%

24,10%

2,39 4,54% 4,09 2,42%
0,37%
B MANINIL BERLIN CHEMIE B GLIBENCLAMID ARENA
B MANINIL BERLIN CHEMIE B GLIBENCLAMID ARENA
O GLIBENCLAMID LAROPHARM 0 GLIBENCLAMID LPH LABORMED
0O GLIBENCLAMID LAROPHARM @ GLIBENCLAMID LPH LABORMED

Figure 4. Glibenclamid sales in 2007
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As for glipizide sold from2004 to 2007, Pfizer produc€ucotrol
XL (Pfizer), and sells it well (99%) in 2007. One cstate the sales in
glipizide sold only as simple tabletsith no modified release diminished
their share(Minidiab, Glipizd LPH) and practically are out of therapy
today (SC Allofarm SRL, 2008).

Among biguanides, buforminrepresents ~ 9% of the total sales. For
metforminthere are more registrations (Figure 5). Berlin i@i@e(Germany)
kept an important market share (89,62% as value6&)t4% as volume)
for the Siofor preparations. Introducing new generic product son the
market meant a drastic decrease in sales in 20872607, larger shares
were given to: Gedeon Richter, Zentiva and Worwégria. Sicomed
(taken over by Zentiva later on) changed the nafrtbeoproductMeguan
in Diguan; in 2005, sales for both products are registe@®@ Allofarm
SRL, 2008).
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Figure 5. Metformin sales in 2007

Recently introduced in the therapy for diabetes litas]
thiazolidindiones conquered 12,49% of the market value. In 2007 etirgare
sold 136.549 boxes from botfitazone (2,6% market share), at a sum of 3,4
million Euros. The 70.000 boxes pfoglitazonerepresented 67,38% of the
value of the market for this claésee Figure 6) (SC Allofarm SRL, 2008).
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Figure 6. Thiazolidindione sales in 2007

As for fixed combinations, in Romania, there were sold only
products containingglibenclamid + metforminand rosiglitazone +
metformin.In 2007, they represented 11,57% of the total qiyaot ADO
sold with a turnover of 4 million Euros (14,60%nhdugh the value for the
sales ofAvandamet (Glaxo)was 41,51%, the quantity sold represented only
10,94% of the volume dfxed combinationgSC Allofarm SRL, 2008)

2007 - Valoate 2007 - Cantitate (cutii)

| &
0.77%
0.81% 0.08%

0.05%

IBOVET BERLINCHEME UCOVANCEMERCK. FORMINLABORVED
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Figure 7. Sales of fixed combinations (glibenclamid + metforjnin 2007
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As for the combinationglibenclamid+metformin,Berlin Chemie
(Glibomet) is the leader for the value and quantity, withro®8%. Neither
Labormed nor Merck AG managed conquering more ii8arof the market
with Gliformin and respectivelglucovance (Figure 7) (SC Allofarm SRL,
2008).

B) Salesforecast for the interval 2008-2010

Market dynamics and the large number of molecutekeuadvanced
clinical research belonging to new or older straltielasses do not allow
for a long term forecast (> 5 years). The sta@s$timethods chosen allow
only a short term forecast (3 years). Trend esBsidiave been made
possible with the software called Statgraphics Pliiat enabled the
calculation of the confidence interval, of the etation coefficient (R) and
of the determination coefficient §R function of the statistical model
obtained from the analysis of the value sales arahtfative sales of drugs,
for the period 1999-2007. The sales forecast lier interval 2008-2010
took into account the statistical model with thevést value of p (ANOVA
test) (Chifu, 2008).

Another method used to forecast sales for the 2010 consisted
in calculating the average modification index (IMA) the interval 1999-
2007 and applying it to the period 2008-2010.

In parallel, tendencies were represented grapkigath the help of
Microsoft Excel. The slope of the straight line @)d the determination
coefficient (R) were calculated for each series of drugs preddretow.

Tendencies estimated with STATGRAPHICS PLUS

In the class of oral anti-diabetic drugs, the sedksales in value in
Romania for the interval 1999-2007 indicates anoeential growth trend
for acarboseand for the combinatiorosiglitazone+metforminin the case
of these preparations, the forecast for the inteB@08-2010 presents
abnormal values, according to the statistical mogebvided by
STATGRAPHICS PLUS. Values of p larger than 0,10tdiwal of
confidence < 90%) were obtained fdouformin, the combination
glibenclamid + metformin, glipizidand gliquidone showing there is no
statistical significance between sales value ame.tiThe biggest sales in
2010 are forecast fglimepiridum(6,992 million Euros, p < 0,01), and the
smallest forgliquidonum(621 thousand Euros), but the value of p > 0,10
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shows that there is no statistical significancetfi@r value of sales and time,
too (Table 2).

Table 2.

Estimation of ADO sales values in Statgraphicseaglasses, during 2008-2010

VALORIC For ecast 2008 For ecast 2009 Forecast 2010
DCI p Interval Model R R’ Min Max Min Max Min Max
incredere
ACARBOSUM <0,01 99% Exponential 0,9217 84,96 NF NF NF NF NF NF|
BUFORMIN >0,10 90% Liniar 0,5388 29,03 275420  1.025.850 247.339 1118410 217631 1.212.600f
METFORMINUM <0,01 99% Dublu Reciproc 0,9949 9899 6.159.640 6.159.640  6.569.620 6.569.620 6.955.420  6.955.420)
ROSIGLITAZONUM + <0,01 90% Exponential 0,9936 98,73 NF NF NF NF NF NF
METFORMINUM
GLIMBENCLAMIDUM +  >0,10 90% Dublu Reciproc 0,6875 4727 2662730 2662730  2.769.960 2769.960 2868150  2.868.150)
METFORMIN
REPAGLINIDUM <0,01 9% Curba$S 0,9378 9483 1252600 2853530 1.288.660 2976300 1.319.330  3.083.040)
GLIBENCLAMIDUM <0,05 95% Dublu Reciproc 0,8748 76,52 806.541  1.946.170 798.090 2.120.920 787.170  2.298.150|
GLICLAZIDUM <0,05 95% Liniar 0,758 5746 1233830 4.260.850 1.226.820 4740470 1213260  5.226.650)
GLIPIZIDUM >0,10 90% Dublu Reciproc 0,8446 7133 1921270 1921.270  1.951.680 1951680 1.977.760  1.977.760]
GLIQUIDONUM >010 90% Dublu Reciproc 0,7109 50,54 610.423 610.423 616.017 616.017 620.758 620.758
PIOGLITAZONUM <0,01 99% Liniar 0,95% 9208 1734550 3.041.750 198.970 3446320 2120550 3.853.720)
ROSIGLITAZONUM <0,01 99% Liniar 0,9262 85,78 923387 1933470  1.008.840 2181300 1.092.110 2.431.330)

Legend:NF — Improper estimate, according to the exporaémiodel

The forecasts for ADO sales during 2008-2010 showexponential
increase for théixed combination rosiglitazone + metformiAccording to
the statistical model proposed, values forecasnssenormal and it is for
this reason that we removed them from the presslysis. In the majority
of DCls (acarbose, metformin, repaglinidum, glimepiridunipghtazone
and rosiglitazong p value is smaller than 0,01; fgliclazidump < 0,05.
The largest quantities so9ld will be recorded inl@O0for the fixed
combination glibenclamicnd metformin(approximately 3 million units)
Gliquinonehas a decreasing trend and the volume of salesastréor 2010
is about 100.000 boxes (see Table 3).
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Table 3.

Estimation of ADO sales quantities in Statgraph&ger classes, during 2008-2010

CANTITATIV

For ecast 2008

For ecast 2009

Forecast 2010

p Interval Model R R? Min Max Min Max Min Max
incredere

ACARBOSUM <001 99% Square Root - Y 0,9126 83,29 162.448 69.137 18.736 86.523 21.319 106.047|
BUFORMIN >0,10 90% Reciproc- X 0,2568 6,6 73.680 242484 71.823 243.444 70.249 244.2714
METFORMINUM <001 99% Reciproc- X -0,9954 99,09 500.369 696.468 534.485 756.911 562.541 807.654
ROSIGLITAZONUM + >0,10 90% Exponential 0,9946 98,93 NF NF NF NF NF NF|

METFORMINUM
REPAGLINIDUM <001 99% S-Curve -0,9826 96,56 92.307 183.598 95.180 191.498 97.632 198.362
GLIBENCLAMIDUM >0,10 90% Dublu Reciproc 0,5943 35,32 486.462 486.462 487.578 487.578 488,511 488.511]
GLICLAZIDUM <005 95% Liniar 0,7375 54,4 218.557 785.807 214578 873.019 209.370 961.461]
GLIMEPIRIDUM <001 99% Liniar 0,9498 90,22 533.198 1.037.830 595.580 1.181.340 656.883  1.329.950]
GLIPIZIDUM >0,10 90% Dublu Reciproc 0,6043 36,51 238.908 238.908 240.414 240.414 241.683 241.683]
GLIQUIDONUM >0,10 90% Reciproc-Y 0,3627 1315 106.423 106.423 104.258 104.258 102.810 102.810
PIOGLITAZONUM <001 99% Liniar 0,9502 90,29 47.462 90.474 52.815 102.737 58.075 115.097|
ROSIGLITAZONUM <001 99% Liniar 0,9475 89,78 56.182 104.857 61.958 118.458 67.628 132.165|

Legend:NF — Improper estimate, according to the expormtiodel

Determination of the average modification index for each molecule
The variation of the modification index in the dasf quantitative
series oral anti-diabetic drugs ranges betw@8b (gliquidon) and 45,58

(fixed combination rosiglitazone + metformirffor the value series, the
variation ranges betwedn96 and 59,40, with extremes attributed to the

same DClIs. Subunit modification indices can alsddusd with buformin,
glibenclamidandglipizid within the quantitative series, and Glipizidthin
the value series (Table 4).

Table4.

Madification indices within the series of oral adtabetic drugs

a DCI Quantity Value
A ACARBOSUM 1,29 1,93

B BUFORMIN 0,96 1,01

B METFORMINUM 1,05 1,18

C AVANDAMET 45,58 59,40
C GLIMBOMET 1,25 1,08

M REPAGLINIDUM 1,06 1,06
SU GLIBENCLAMIDUM 0,999 1,01
S GLICLAZIDUM 1,17 1,18
SuU GLIMEPIRIDUM 1,34 1,28
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SU GLIPIZIDUM 0,97 0,98
SU GLIQUIDONUM 0,95 0,96
TZD PIOGLITAZONUM 131 1,25
TZD ROSIGLITAZONUM 1,09 1,05

Within the sulfonylurea derivatives, the strongest rising trend belongs
to glimepiride and gliclazide In accordance with the average modification
index in 2010, the maximum volume of sales couldu&li,9 million boxes
(IMM=1,34) and respectively 955 thousand bo{{édM=1,17) at a value of
8,5 million Euros (IMM=1,28) and respectively 5,3 million Euros
(IMM=1,18).

In 2010, the volumes of sales lmiformincould touch 178 thousand
units, of metformin over 2,3 million units(IMM=1,05). According to
statistical data, the market lbifguanides could reach over 11 million Euros
in three years from now on, of which 95% could gdyocto metformin
(IMM=1,18).

In the case ofrepaglinide the average modification index is
identical for the two serie€l,06). One can notice that for this DCI, the
presence of only one brand brings about a staptametrical growth, in
tandem, in both series.

In the period 1999-2007, foacarbose,the average modification
index (1,93) found for the interval in question daad to the conclusion
that sales should reach over 5,3 million EurosOh®

In thethiazolidindiones class, for both DCls linear rising trends can
be encountered. Howevepjoglitazonecould register in 2010, 3,5 times
more as value and a double volume as comparedsiglitazone.In the
quantitative series, the average modification iediof pioglitazoneand
respectivelyrosiglitazone arel,31 and respectively,09; while in the value,
their indices are 1,28nd respectively,05.

Recently introducedn the market, the fixed combinatiorsiglitazone
+ metformin underwent an exponential growth (average modifcati
indices45,58 and respectively9,40), that if, applied to the interval 2008-
2010 would reach abnormal values.

For the combinatiormetformin + glibenclamidone can see that
beginning with 2006 (introduction of the programdébetes mellitus in
open circuit pharmacies and introduction of momegd on the list of free
for charge medicines related to this program)ndreased in number of
units sold (IMM=1,25), though its value decreas€tMM=1,06). This
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proves thefight for price and, implicitly for the marketivhere generics
occurred. This tendency is visible with most DGis Which generics with
reference prices have been included in the lidtesf of charge medication.
According to statistical methods, this combinatweould be placed in 2010
among the first on the list of prescriptions, watvalue of 2,9 million Euros
and a volume of over 1 million units.

Conclusions

In 2007, ADO market covered 46% of the value of Rmmnanian
market for anti-diabetic drugs (27.236.501 EUROS&Y &80,75% of its
volume (5.256.334 boxes).

Most prescribed ADO classes as value represaifonylureas
(10.142.638 EUROS) artmiguanides (7.082.360 EUROS).

The most significant increases for the interval amihvestigation
related to fixed combinations (104,23% as value and 115,65% as
quantity),alpha-glucosidase inhibitors (416,98% as value and 70,58% as
guantity) andbiguanide (51,86% as value and 78,83 as quantity).

The research reveals that Pareto's rule is stratigerved in respect
with oral anti-diabetics, so that seven brands5@#%, of the total prescribed
brands in 2007) represent 75,27% of the total Afx®s and the seven
most prescribed brands represent 77,89% of thes@atas in this segment.

In 2007,Siofor was the most often prescribed drug, with a value o
5.797.990 EUROS and 1.375.647 boxes.

The forecasts made with the help of the softwaegg&iphics Plus
show that in Romania, in 2010:

o the biggest sales will be recorded fimepirid and metformin
(over 6,9 million Euros, p<0,01) andliclazid (over 5,2 million Euros,
p<0,05);

o the largest volume of ADO will be reached for ttwembination
glibenclamid + metformin(~ 3 million boxes, p>0,1)glimepirid (1,3
million boxes, p<0,01), andliclazid (0,96 million boxes, p<0,05).

The calculation of the average modification indéxhe ADO series
for the interval 1999-2007 led to the following ctusions:

o the highest IMM in the guantitative and value AD&ries was
obtained for the combinationsrosiglitazone + metformin(45,58 and
respectively 59,40);
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o within the quantitative series, subunit valuesloafound (showing
decease in sales) fgftipizid (0,97), buformin (0,96) and gliquidor{0,95),
while within the value series fglipizid (0,98) and gliquidort0,96).
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SOCIAL CLIMATE PERCEPTION BY THE POPULATION IN
THE CZECH REPUBLIC
(ALMOST 20 YEARS AFTER THE VELVET REVOLUTION IN 198 9)

SARKA BRYCHTOVA !

ABSTRACT. The article deals with the social climate percaptiy the
population of the Czech Republic. It is writtentba basis of a survey carried
out in 2008 and it tries to interpret the opinidrttee Czech population on
the current development of the society from theneatc, political and
social perspectives. It tries to encompass thesouatmosphere and certain
intergenerational nuances of the views of the priesktopic.

Keywords: the Velvet revolution, society development, soatahosphere,
social inequalities, political culture, survey,peadents.

1. Introduction

Between 1948 and 1989 Czechoslovakia (a part ahwtontemporary
Czech Republic used to be until 1993) was a comshwauntry. All the
democratisation efforts in 1968 were interruptedh®y Soviet occupation. It
is no wonder that 20 years later, in 1989, the wisaiciety linked together
in the cultivated fight against the common enemnyie-communist regime
that nobody believed in any more and almost nobdefended it. These
events are known in the recent history as the \feRevolution or the
Revolution of children. People were happy andd@ikxpectations.

Today, despite indisputable achievements and wamsttion in the
Czech society, the Communist Party is still thedttstrongest party in this
country. Many people are in a bad mood, as it wasessed by one of the
main leaders of the Velvet Revolution and laterskRient of the Czech
Republic, V. Havel. The meaningful part of espdgitthe older generation
thinks of the former communist regime rather witbstalgia than hatred.
People are not willing to accept increasing (deegugrsocial differences, as
Czech society was never been used to them. Therenare and more

1 RNDr. S. Brychtova, Ph.D. Department of Public Adiistration and Law, Faculty of Economics
and Administration, University of Pardubice, Cz&upublic. E-mail: sarka.brychtova@upce.cz.
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people who do not believe politics and politiciaBeme of them miss the
communist ideals and ideology, some of them araaé#d by the power of
money. The situation here is similar to that of gnather smaller nations
that lived under the communist yoke for a long tinfeeople are
disappointed and this often leads to disillusiagpsicism, lack of faith in
success, even cynicism.

Determinants of the social development undoubtedtyude the
social climate and the general atmosphere witherstitiety. Due to the fact
that the society has been reformed, transformed pecdhaps even
consolidated after November 1989, which is neavienty years, new
problems have emerged and long-term problems heasppeared. This,
undoubtedly, represent a barrier to the furtheretigyment of the society —
and not only from the social perspective. The dastade of the J0century
has brought great social changes in the post-constn@zech Republic
together with deepening social distances, whichiouar groups of the
population accept in a different way or have yajebused to them.

This kind of development will, undoubtedly, contmuDespite all
achievements, democracy and the capitalist sobeig been criticised both
in Europe and worldwide and opinions of some iptelials tend to be very
sharp. For instance, according to the currently tngp®ted intellectual,
Naom Chomsky (1995), .What is called 'capitalism' is basically a system
of corporate mercantilism, with huge and largelyaocountable private
tyranniesexercising vast control over the economy, politisgstems, and
social and cultural life..? However, it must be also said that N. Chomsky
can see a great hope for the whole society in theiot development, i.e. in
becoming aware of humanity and in the appeal fondmu rights and real,
meaningful democracy.

2. Survey?

Through the survey carried out during the spring@d8 | have tried
to understand and also clarify the social climatéhe Czech Republic using
questions that are, in my opinion, crucial. The lghguestionnaire is more
comprehensive — this article includes opinions mifiabitants from the
intergenerational perspective.

2 Note: A quotation from his interview for the RentleBlack Revolution. 1995.
% The surveyed group (survey performed by stude(gs)jection based on age and economic activity;
the article includes only the age structure perspecand the first two questions).
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Respondents
- Inhabitants of the Pardubicky Region (Pardubicesmall and

medium-size towns of the Pardubicky Region) — & piagast Bohemia.
- 600 respondents in the following three age caiegjarere addressed:

- Under 40 years of age (200 respondents)
- 41 — 60 years of age (200 respondents)
- Over 60 years of age (200 respondents)
Answers of the respondents are included in chadgables.

. Question No. 1: Do you feel disappointed by the delopment of our
society after 19897 (%)

Under 40 41-60 years of| Over 61 years
years of age age of age
Yes 25 40 72
Mostly yes 35 10 10
Mostly no 21 38 5
No 17 11 2
| do not know 2 1 11

spiSe ne
21%

ne nevim
17% 2%

Zklamani z vyvoje spole ¢€nosti po
roce 1989 (respondenti do 40 let)

ano
25%

spiSe ano
35%

‘I ano m spiSe ano O spiSe ne @ ne O nevim ‘

Chart T related to question No. 1: Disappointed by theiespc
development (respondents under 40 years of age)

4 Note to chart 1, chart 2, chart 3:

ano Yes

spiSe ano Mostly yes
spiSe ne Mostly no
ne No

nevim | do not know
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Zklamani z vyvoje spole €nosti po
roce 1989 (respondenti mezi 41 - 60 lety)

nevim
1% 1%

ano
q 40%
spise n

0,
38% spiSe ano
10%

‘l ano mspiSe ano O spiSe ne @ne O nevim ‘

Chart 2 related to question No. 1: Disappointedthg society
development (41 — 60 years of age)

Zklamani z vyvoje spole €nostipro
roce 1989 (seniofi)

ne nevim
spiSene 2o 11%
5%

spiSe ano /
10%

2%

‘l ano m spiSe ano O spiSe ne @ne O nevim ‘

Chart 3 related to question No. 1: Disappointedthg society
development (over 60 years of age)

Disappointment of inhabitants basically increaseth wheir age;
senior citizens probably feel disappointment namegcause of being
permanently reminded of their age, losing an opmity to be employed
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and also because of the existing fear of the headtle reform. In my

opinion, they also dislike the ever-present csticiof the former regime
under which most of them lived their whole liveslato a certain degree,
they perceive that as a denial of the life livedam absurd economic and
political system.

The younger generation also feels disappointmerit usually
because of different reasons. They try to achigeestandard of living and
opportunities existing in the West and they seeléfftest opinions and the
existence of post-communist mechanisms as theceisfive of this trend.

The middle generation perceives the general vuigafithe society
and its political, cultural and social sphere asping.

It can be seen the criticism of high crime raterwation and fear of
the increasing social inequality across the whotzesy.

Tablel contains the most frequent answers:

Table 1 — the most frequent answers to the question

If you feel disappointment — what are the majorses®?

Prevailing Under 40 years 41-60 years of age Over 61 years of age
answers (%) of age
50% and more | - Remnants of the - Loss of social - Creation of large
communist securities social distances
thinking - Poor morale - Always hear in the
- Delays in| - Breach of law media what a burden
adopting the Euro - Unemployment the elderly are for the
- High | - Vulgarity society
indebtedness - Servility towards theg - Company frauds
- Growth of crime | West
- Crime
25-49 % - Social injustice | - Corruption - Growing crime
- Corruption - Poor political culture
- Poor human relations
Less than 24% | - Reforms not - Drop of education - Non-objective
achieving  their| standard assessment of the
objectives previous regime as if
there was no life under
the socialist regime
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problem of the current Czech society?
a) Economic
b) Political
c) Social

Table 2 — The most frequent answers regarding

a) ECONOMIC

- Various opinions
(ranging from

low salaries up to
poor business cond

Prevailing Under 40 years of | 41-60 years of age Over 61 years of ag
answers (%) age
40% and | - Corruption - Poor management of- Loss of social
more - Insufficient eco-| state funds security
nomic growth - Financial frauds - Fear of the (result
- Growth of state - Unemployment of ) health care reforn
indebtedness - Growing social
distances
20-39% - Economic standarfl- Constant  price - Company frauds
still considerably| increase - Feeling of injustice -
lower than in West - Corruption the elderly are no
European countries | - Social securities arenecessary from th
-Grey and black not guaranteed economic perspective
economy - Little money for
health care — fear df
the future
Less than| - Unemployment | - Manner of priva-| - Price increase
20% - Reforms not tisation
fulfilling their | - Incorrect relationships
objectives - Lack of business

ethics

tions)

Question No. 2: What do you consider to be the biggt

t

D

The inter-generational comparison from the econgeispective is
striking — whilst the younger generation criticisglew and insufficient
reforms, growth of indebtedness and too slow catchip of the West, the
middle generation still goes back to the issuerofapisation and financial
frauds of the 1990s and is afraid of unemploymamd growing social

inequalities. The generation of senior citizens atensiders the loss of
social security and the current health care refofavhich they are afraid as
the most pressing.
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Table 3 — The most frequent answers regarding

b) POLITICAL

Under 40 years 41-60 years of age
of age

- Political culture

- politicians are

D

Prevailing
answers (%)
50% and more

Over 61 years of ag

- Political culture
- Behaviour of politi-

- Boorishnature of the
political scene

interested only in
their careers
- Behaviour
politicians

of

- Politics is arat race-
utilitarism

- Inability of politicians
to reach agreement

cians, in general
- Vulgar behaviour of
politicians

25-49%

- Corruptive envi-
ronment

- Failure  of
political parties to

- Pointless arguments,- Inability of politi-

general lack of respec
of politicians for the
public and the lack o

tcians to reach
agreement

f

folow their
programmes an
promises

- Increasing prefet
rences of left-wing

mutual  respect  of
d politicians for each
other

- Corruption

parties

Less than 24% | - Remnants of - Acute polarization of - Non-objective
communist political parties assessment of the
thinking - Politicians are more previous regime as if

interested in profiteerin
than in real political
work

y there was no life under
the socialist regime

Table 3 indicates that responses across the wigaespectrum are
really clear (because of that the second line isas80%). The standard of
political culture has been pointed out for sevgers; the situation before
and after the key Parliament elections in 2006 fhether culminated and
due to that the answers of respondents are notrisingp Moreover,
pointless allegations and causes published in #diardiminish the trust in
political ethics. A new term has emerged in thaetgc- aboorish natureof
the political scene. This opinion is basically iteal in all age groups,
everyone can agree on vulgarity and a poor poalitocdture. However,
regarding opinions on those bringing thisus to the Czech political scene
— all respondents are of completely antagonistiaiops (not contained in
the table).
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Table 4 — The most frequent answers regarding

D

c) SOCIAL
Prevailing Under 40 years 41-60 years of age Over 61 years of ag
answers (%) of age
40% and more | - Corruption - Crime and itg - Crime
- Growing social| insufficient - We always hear i
distances sanctioning the media what 3

- Moral decline

- Belittlement of socia
values

- Unemployment

- Vulgarity

- Division
rich and poor

between

D =~ =

burden the elderly ar
for the society

- Lack of respect fo
anything or anyone

- Fear of price increas
of drugs and health
care, which they paid
all their lives

D

20-39%

- Rroma/ ethnig
minorities issue
- Crime
- Communist
thinking

- Only impudence ha
the “green light”

- Values are turne
upside down

- Little development of
social culture

- Everything is
considered only with

respect to its monetary

value

5 - Poor human relations

1 decline

- General mora

Less than 20%

- Social benefits
are too high

- Unemployment
- Money as 4
measure of socid
respectability

- Drop of education
standard
- High social position
= power + corruption

- No one can becomebe employed

rich by earning it by
the sweat of their brow

- Poor national
consciousness

- Limited possibilities
for senior citizens td

There are differences in the perception of eventsinvthe society
corresponding to the age of respondents. Senimeng feel the lack of

morale, human relationships, ethics, solidarity aational consciousness,

patriotism, relationship to home and values in gaine

The middle generation also points out social gication of the
society, values turned upside down, low developnwnsocial culture,
impact of money and social prestige, crime and astg
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The younger generation is aware of the growingadodistances,
corruption (this issue is present in all tabledigh percentage), they also
perceive the Rroma issue as pressing and they thelgprevious regime
responsible for the current negative phenomena.

3. Conclusion
Finally, it must be said that most respondentdscesé the current
situation, which, as | have to point out, is, toestain degree, also caused by
rather known Czech scepticisiHowever, the responses have a rather high
information value regarding the overall climate hait the society. All
answers concerning varioaspectsof the social atmosphere clearly and
notoriously indicate corruption, criticism of theljical culture, standard of
social behaviour and ethics in general; there feaa of growing social
distances to which the older generation is not useéd this is the most
obvious when looking at the current problems of@zech health care.
In the following part of the text, | would like toutline the
conclusions that can be alssad between the lines
* The answers indicate marked inter-generationa¢ifices
- Angry senior citizens
- Omniscient (and therefore rather limited) middjeneration
despising both regimes
- Confused young generation
e« The nation has probably not undergone through &gs of
general self-reflection, reflection of its histompentality and formation of
its mentality
« Certain polarization of political and social lifm4bility to make
a compromise)
* A really objective assessment of the former regisnprobably
necessary
 There is an absence of generally accepted persesahnd
personalities in general
» Certain folklore of disregarding others prevails — they are
perceived as ,them“— adversaries (e.g. politiciabgt this atmosphere
penetrates the thinking of the whole populationhews to blame...)
* Absence of ideals and trust in honest path
And finally, 1 would like to present an interestiggiote written by
Jung (1995) which seems timele$®ople enter the second half of their
lives completely unprepared — or are there any std)aot only universities
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but also colleges, for 40 years old people whichildiprepare them for the
years to come with their demands as basic schoaold aniversities
introduce young people to the knowledge of thedvanld life? No, we enter
our life afternoon unprepared and, what is even sgowe do that
proceeding the false assumption of our former swhd ideals. We cannot
live through our life afternoon using the same pemgme which we used in
our life morning because what we have enough ¢hémorning, we are
short of in the evening and what was true in thening, it will not be true
in the eveniny
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THE COORDINATES OF THE FINANCIAL POLICY

AUREL I0AN GIURGIUY, FLORIN SEBASTIAN DUMA?

ABSTRACT. The importance of the financial policies is morartlevident in
the context of the nowadays financial crisis. Welarstand the financial
policy as a process of conciliation of the différpassible ways to constitute
and use monetary funds taking into account theplications for the
socio-economic life of the community administergdam authority. This
paper analyse the coordinates of the financiatyofocusing on its role and
objectives, but also on its instruments and reisinis.

Keywords: finance, public finance, policy, public revenugsblic spending,
financial policy

1. Some Preliminary Observations

One of the authors (Giurgiu 1995) presented, hstiom in what
concerns the meaning of the word “finance” which negard as being an
ensemble of monetary funds, flows through whicls¢hmonetary funds are
formed and consumed and the formalized in law $oruiteractions
generated by their movement. At that point we st#tat the word ‘finance’
is a generic term which covers several concreteer@mnal) forms of
manifestation having the same common content lstifying their separate
existence by certain particular features, generayetthe specific underlying
socio-economic circumstances. All these forms naypidered according to
several criteria. The most common classificatiotedon would be the
purpose for which the monetary fund is set up. Ftis point of view, we
maintained that the multitude operational formsnainifestation of finance
could be classified into two large groups which @re public finance and
the corporate finance.

Public finance plays an essential part in the adjast of the general
economic mechanism through a complex network oérdgpendences
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between public revenues raising and spending. Givenvay they function,
we are led to regard these interdependences ast@rsand every system
implies a functioning mechanism.

The different meanings with which the concept okahanism’ is
used are clarified in the economic literature. émreection with this aspect,
we would like to turn to an observation from a wqkblished more than
twenty years ago, which nonetheless holds true farge extent even
nowadays. At that point, it was underlined the fhett in order to respect
the accuracy of the analysis and the rigor in esgiom two meanings of the
word ‘mechanism’ should be taken into account.tFile concept is used to
make reference to a correlated ensemble of finkintggiactions thus acquiring
the meaning of ‘system’. Second (but simultaneduite concept also denotes
the body of rules that govern the transformationthed funds’ utilisation
effect into positive financial results. The book have cited (Giurgiu, 1995)
discusses the financial mechanism of the firm asmsequently refers to the
transformation of the firm’s funds utilisation eftanto profit.

Returning to the object of our research we put &dithe idea that
in the public finance area too the concept of ‘naetém’ should be dealt
with by taking into account its two meanings: ctated ensemble of public
funds, monetary flows and financial relations, frommich derives the
system character of public finance, but also a boflyegulations which
govern the levy and spending of public revenueassto stimulate general
economic growth and the improvement of the entioputation’s living
standards. As we aim at identifying the way in viahprocesses in the area
of public finance ultimately influence the economyd the society we will
focus to a larger extent in our study on the secme@ning of the term
‘mechanism’, which rather bears more resemblandd wie biological
concept of ‘organisn’.

The regulation that governs public revenues cablaatin most cases
imposed by means of law coercion so according ¢éopihblic authority’s
standpoint) as well as the purpose and manneresfdspg the public funds,
which are established by those who administer tmensunity at different
moments, represent by nature the result of a spewdly of thinking, a
specific attitude towards the public needs’ assessifio what extent these
needs are real and adequate) and most importdigfaston. It follows
that the construction of the public finance mechiamnis strongly influenced
by the underlying financial policy.
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Due to the fact that the firms’ needs (whether they industrial,
commercial or banking firms) do not always perfeatiatch the interests of
the entire collective in which the multitude ofnfis conduct their business,
corporate finance in its turn reveals its essemck@ays its part through a
mechanism, more or less correlated in what concésrfsinctioning, with
the mechanism of public finance.

2. Financial Palicy

2.1. Asto the Concept of Palitics

The object of our remarks is represented by thenfiral policy, but
we shall not tackle it without shortly calling toind the definition of the
term ‘politics’. The body of literature referring the concept of politics is
considerable in size: beginning with Plato contiguwith Aristotle and St.
Augustine’s writings as well as the work of Machedy Hobbes, Hume,
Locke, Knight, Montesquieu, Rousseau and arrivinggamuelson, Aron
and Buchanan, to mention just a few personalities have looked into the
content of this ancient human occupation. We thaxehat our disposal a
vast and profound analysis of the term’s signifaat There are a great
number of definitions, not necessarily in contréidic with one another.
However, according to the objective of the desiedhonstration, each of
them emphasises certain aspects of the subjeat wailtaking into account
the others. Providing an analysis of these dedmstis beyond our competencies
and the scope set for the present study. Consgléne demonstrations to
follow we shall go over some very short definitionkich in our opinion
best satisfy the requirements of the present p&sforehand we would like
to call to mind a very old adage, credited by ewagythroughout history
and thus having become an axiom, which maintaisd politics exist
because social ensembles need to be governed.

In a relatively recent treatise on political ideafsthe twentieth
century it is put forward that politics represettits exercise of the decision-
making power (Chatele and Pisier, 1994: 511). Sawetimilarly, at least
in what concerns the content, the Nobel Prize &arm economics, Buchanan
(1997: 21), defines politics as a process of diffiees reconciliation. The
exercise of the decision-making power, even withjprocess of differences
reconciliation, starts from certain interests orb® more specific, from
certain standpoints regarding the safeguard ofctilective interest. This
translates into highlighting the existence of vasidypes of interests. From
this point of view, politics cannot be other bubmgctive. As Buchanan

49



AUREL IOAN GIURGIU, FLORIN SEBASTIAN DUMA

notes, there is no such thing as a neutral poltesause collective interest
takes shape as a result of the reconciliation fiér@inces and within this
process there is always a dominant interest theatgis. The entire history
of mankind, and especially present times, provesatell this state of affairs.
So it is always about seeking to satisfy an intemgen if those who draw
up a certain policy present it as holding goodtfa entire collective (the
entire nation). In this case, everyone’s interastsinevitably assessed through
this groups’ particular manner of assessment.

Beyond the non-neutral character of politics, tker@se of decision-
making power or the process of reconciling theed#ihces (between different
interests or different standpoints concerning ctiNe interest aggregation
and satisfaction) must comply with certain rule®ider to attain its revealed
or unrevealed goal. Were we not afraid to genasatdéusion with the idea
of the financial mechanism that we put forth abaad upon which we will
insist in our research we would be tempted to aclvéime idea of the existence
of a policy framing and implementation mechanism.

The set of rules which governs the process of palesigning and
implementing should cover aspects like: defining specific field of human
action taken into account, setting forth the pdicgbjective, defining the
levers used to attain the objective, the policiyizetspan, the means used to
measure the environment’s reactions and so on.Ilysuee refer to policy
in general, but consciously or not, we always hawvenind a particular,
actual form of policy, that is, a specific areatthdll be impacted by the
policy. We situate ourselves in the financial abé&uman activities. From
this point of view, we cannot continue without gallto mind an extremely
suggestive statement made in one the books, redenklated to Romanian,
of the Nobel Prize winner in economics, Stiglitd@8), who observed upon
a certain type of financial policy that ‘While ataystem model represents a
perennial source of controversy — point of viewaawning the equity-efficiency
ratio equilibration, a compromise difficult to réme there is a widespread
consensus on five principles that characterize @dgax system: fairness
with its two aspects, efficiency, simpleness inatbninistration, flexibility
and transparency’ (Stiglitz and Walsh, 2005: 308)30

2.2. Financial Policy and ItsInstruments

After choosing a definition of the concept of pigktin general, it is
a lot easier for us to attempt a definition of fimancial policy. Therefore,
we believe that financial policy may be definedagsrocess of conciliation
of the different possible ways to constitute and o®netary funds taking

50



THE COORDINATES OF THE FINANCIAL POLICY

into account their implications for the socio-ecomo life of the community
administered by an authority.

The same Nobel Prize laureate, Stiglitz (2005)esdhat financial
policy, which he names fiscal policy, targets thesé chief objectives of
macroeconomic policy: stimulating economic growgh,low and stable
inflation and full employment. There is a numhberof alternatives to
constitute and use monetary funds, but they predéierent implications
and especially a contradictory manifestation inetiof these implications.
Designing financial policy is dramatic, as its messpositive effects may
turn, sometimes unexpectedly fast, into negatifeces. The differences’
conciliation process requires extremely painstakasgarch and most of all
risk taking, risk being expressed as the probgboit occurrence of the
unwanted events, or nobody can guarantee thatishepting events could
not occur in the considered time span when franangertain financial
policy. The predictability horizon of financial poy — horizon being
characterized by a sufficient degree of credibiitis relatively narrow and
inevitably exposed to risk factors.

Certainly, financial policy is particularized toeas of the financial
domain which are as narrow as possible: tax polmplic expenditures
policy, budgetary policy, customs policy, and so Dine elaboration of each
type of financial policy is performed, or should pperformed, correlatively,
that is by taking into account their aggregate atffen the socio-economic
environment and the environment’s reaction speedgalvith the inherent
implications for the future financial flows. Consithg the ever increasing
speed of developments within the environment (inneation with this
aspect, one should mind the ever closer connectietwseen the internal
and the external environment) we realize the camalde difficulty of
designing a successful financial policy ‘a la loeiguAlthough the information
technologies and the present technical supportwallee creation of a
considerable number of scenarios, each of them ah&ertain specific
probability of success and failure. Therefore iaisitopia to discuss about
financial policies with a level of certainty of orfmindred percents. This
uncertainty is also amplified by the fact that maficial policy is always
designed by various echelons of the political scene

These various standpoints have during certain itmegvals a higher
degree of validity, and during others a lower degvé general acceptance.
Even for states with a totalitarian political reginthe inherent disputes
within the ruling group (which only seems to betad) make it impossible
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to elaborate a financial policy that reflects tlagional interest on long time
intervals. The recent history of the East Europeauntries fully supports

the previous statement. All the above suggestiatituate ourselves in the
public finance area.

If until the end of the 18century and even during the"8entury,
the effect of the public funds formation and spagdin the socio-economic
life was overlooked, nowadays, no country whatspeveuld adopt this
simplistic point of view in relation to public finge. The constitution and
spending of public funds are performed by careftalking into consideration
their multiple and contradictory implications fovesy aspect of human
activities. For this reason, the main instrumenthef financial policy is the
financial lever.

Public funds are formed through a large varietyirgdut flows
(revenues) and output flows (expenditures). Evethénsituation where all
types of flows would only have as main purposeftrenation and use of
public funds (so as to ensure the functioning & $tate apparatus in its
most simplistic dimension), without having any albjee besides the strictly
financial ones, they would still exert influencengeated by their direct
effects on the taxpayers’ private finance as welbg their indirect effects
on the public funds receivers’ revenues. If a manyefiow and the connected
financial relation are also assigned to some ottigective, generally not
pertaining to the financial field, then we can dpabout a financial lever. It
represents a direct intervention of the State endbonomy, because trough
the mere movement of the monetary flows, certaidgacies and behaviours
within the socio-economic life are encouraged scduraged (usually, each
state claims that by doing this they seek to irsgahe general welfare).

According to Vacarel (2000: 97), the additional emtjve not
pertaining to the financial area must have a weflngd role in the socio-
economic life, which is to organically integratéoithe functioning mechanism
of that specific area of the socio-economic lifalyQunder these circumstances
one can speak about a financial lever.

Nowadays’ reality proves that almost all (we do nee the word
‘all’ so as not to be accused of exclusion) monetiows target, from the
beginning, other objectives than the mere formatioepending of a public
fund. As a consequence, the area of financial sewgatches the area of all
monetary flows.

In our understanding, a monetary flow acquiresgmedity of financial
lever through the financial policy decision-makisg, through a subjective
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act of leadership. This is the reason why we haresidered the financial
lever, above, to be the chief instrument of finahpiolicy. Hence the main
role belongs to the financial decision-making, tlgtto the fundamental
element of the financial policy.

There are a large number of studies concernindinlaacial levers
within the economic literature to the point thatafincial levers are regarded
as synonym of financial relations as such, reaching a higher degree of
objectivity. Nonetheless, we must distinguish odt tlis multitude of
monetary flows the financial levers which are usled most and which
generate the most significant effects in what comcestimulating and
encouraging certain activities or social groupsoorthe contrary, in the
sense of restraining or discouraging them.

Financial levers as instruments of financial polioym a system
which encompasses economical-financial levers \{thge lever, the price
lever and so on) and financial-monetary levels {titerest rate, subsidies,
foreign exchange rate, taxes and so on).

Certainly, within this system it is desirable tkia¢se levers complete
each other, and if one of them does not produceettmected effects
anymore or annihilates another’'s effects it shdaddexcluded or replaced.
Moreover, financial levers must be elastic andilexenough to adapt to
the socio-economic life’s dynamics.

In this respect, the importance of the financiakhs becomes up to
date in an abrupt manner, in the context of tharfanal crisis we are going
through, and the advocate of State’ interventionthea economy, John
Maynard Keynes is nowadays probably the most @mahomist. The free
market (whose virtues we regard as being beyondsaagow of a doubt)
does not hold the blame for the present financradisc but the poorly
regulated market and we refer here especiallyedittancial market. Thus,
as a solution of last resort, the state has begeduto intervene whether
directly or indirectly, brutally or more subtle, tbiengaging all the
instruments at its disposal. The interest rate leeen cut several times to
incredible levels (0.3% in Japan or 1% in USA) awith unprecedented
speed. Moreover, on October ™ 2008 this type of measure has been
undertaken in a coordinated manner and simultahetysthe seven most
important central banks worldwide (Federal Resenkasopean Central
Bank and the National Bank’s of Canada, England,ed&m and
Switzerland). In addition, massive flow of liquids have been injected
into the system, some large banks and renownedainset companies have
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been nationalised (certainly, only a temporary meas- we would like to
believe), exchange rates have been supported foe surrencies and the
list continues.

This crisis has unveiled a whole arsenal of finaht@vers at the
State’s disposal — some long forgotten in the westeuntries — as a solution
of last resort to stabilise a financial system loa verge of collapse. As a
consequence, the intervention tools are theregitheproblem being to use
them in a coordinated way, within a realistic aatianal financial policy, so
that the difficult task of saving the financial 8% can be successful.

2.3. Some Observations Concerning the Financial Policy Design
M echanism

Practice has build (we wouldn't like to say ‘intudly’, but we dare
to say ‘by doing and learning’) a system of rulemeerning a financial
policy’s design. Even if it does not make the objet an extensive
theoretical treatise, this system of rules is beusgd with more or less
consistency according also to the creative poteatithe ruling parties. As
we all know, any financial policy is designed witte purpose of attaining a
certain objective outside the financial area thiowg series of financial
levers, which usually have a financial nature anttfion within a system of
restrictions. These restrictions are extremely wetermined by the degree
of socio-economic development as well as by the pdexity of the
international socio-economic relations for each raotnin time.

When choosing the object of a financial policy tagr logic must be
observed. We have developed this observation frastaement made by
the theorists of the systemic analysis, stateméntiwhas become an axiom
and according to which political activity can belweed in essence to the
scientific administration of a section of the sbdtfa.

We call for rationality when choosing the objectimetwo respects.
On one hand, the objective must integrate itselb ithe general socio-
economic realities specific to one country at daierpoint, and on the other
hand, it must be sensitive to the effects of tinarfcial levers selected for
the intervention. In what concerns the first aspeet not only have in mind
the correlations with the direction and rhythm attbrs determining the
socio-economic reality, but also the feasibility tbk proposed objective,
precisely under the considered circumstances. tleroto exemplify the
aspects we presented above, we call to mind theuartask’, formulated
about two decades ago in a world which has sincerbe obsolete, making
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reference to the Romanian industry’s obligationptovide high quality
products “with at least 5% above the world level”.

The difficulty, to put it this way, of establishinige objectives of the
financial policy is still present in the currenaisition period. Starting to
privatize state owned companies, without previog&gforming a thorough
overhaul of the industry, led to a great numbeifiasfcos in this process and
to a surge in debt to the state budget. All thes® d negative influence on
the efficiency of the domestic economy and throtigh the population’s
standard of living. Certainly, those difficultiesagnalso find an explanation
in the numerous hardships beyond the economic spbat we shall take a
closer look at them when we bring into discusstoa third element of the
financial policy, namely the system of restrictions

In what concerns the sensitivity of the financialigy object to the
action of the financial lever selected for intertren we observe that, in an
important number of cases, the objective which lbeen properly set does
not suffer, at least in theory, any alteration @lthh the lever is in action.
Tax laws allow firms to take advantage of an acetbel depreciation
system for the fixed assets. However, a ratherlsmghber of companies
actually resort to this beneficial law provisiondathe situation is similar
with regard to provision formation. A more detailedamination of the
matters leads us again to the deficiencies inyhtem of restrictions within
which any policy is designed.

The discussions regarding financial policy focusedeneral on the
financial levers. Although some of the formulatefinitions do not come
very naturally (though not explicitly, one of theithors quoted above
admits state intervention through administrativeasuees), and others imply
in an unrealistic manner an ‘harmonization’ of tbBeonomic agents’
interests with the public interest, all those whiblgshed in this field agree
that a category may play the role of a financiaéteonly if besides the main
financial objective (the constitution and spendafgmonetary funds) it is
also assigned another objective which is usuallgide the financial field
and which is vested with a certain public interest.

Basically, as we pointed before, all the monetlow$ may play the
role of financial levers, meaning they may be eslaivith desirable events
from all the other human activity areas. In ournogm, the problem is to
find in each case that monetary flow which is ia thosest relation with the
pursued objective. We could compare the issue albatte the relation
between the variation of the independent varialbléhis case the monetary
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flow) on one hand, and on the other hand, with Waeiation of the
dependant variable (the pursued objective), from torrelation field.
Certainly, this correlation cannot be imagined, ubas to result from
several recurrent experiments as well as from theldpth study of the
circumstances in which the desired effect of regizhe monetary flow will
manifest itself.

Halfway through the previous decade, aiming at bgmeg the
areas under strain, the state granted fiscal pges for the imports of raw
materials in order to stimulate different manufaicty activities and thus
creating new jobs. Unfortunately, the financial devdid not function
because after performing several simple operat{sush as repackaging)
the imported raw materials were directed towartigioareas of the country;
the conditions under which the fiscal privilegesravgranted had not been
properly formulated.

The flat tax implemented in 2005 represented a Ilstdgh forward
which considerably increased the level of fiscampetitiveness of the
country and moreover, it did not result in a desee®af the budgetary
revenues as various Cassandra had predicted. Hasure is actually very
popular among the East European countries (an@mlg} to the point that
some countries have brought the flat tax to lewaaracteristic to tax
havens (for example Bulgaria, which implemented2®08 a flat tax
amounting to 10%). Nevertheless, the positive &fdal not reach their full
potential as the tax system as whole had not be@mughly reformed in
order to become more simple and transparent.

There are several examples of designing in an ipgraanner the
functioning of some financial levers which had beehup so as to benefit
the socio-economic life.

Establishing the objective of the financial poley well selecting the
financial levers aimed at reaching it takes placthé context of an extremely
complex system of restrictions made up not onlytlhy socio-economic
conditions but also by socio-psychological condgioeflected by a particular
standpoint and a certain behaviour of all the iddials in our societies.

The economic conditions represented by the streatithe national
economy, the level of development of each sechar,competitiveness on
the external markets and the degree of penetrafidrese markets, the level
of human resources’ qualification, the level ofeaash and development and
so on, though complex through the multitude of net@tions, may be
quantified accurately enough so as to constitigstem of restrictions within
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which formulating as properly as possible the dijecof a certain financial
policy may be possible with the lowest risk coeéid.

We believe that starting with the final year of fw@vious decade
and continuing with this decade of the new millemmj the economic
coordinates of the adopted financial policy (aleshaps as a result of the
pressure exerted by the IMF and the World Bank)ewergeneral properly
assessed and taken into consideration.

Concerning the social environment, the matter isensensitive: the
desired middle class being still in the procesfoahation and at the same
time, a tendency of polarization into an ever ricbite and a considerable
segment which slides towards the subsistence lesialy noticeable. Such
social conditions exert a significant pressure,aramd more stressful, upon
those in charge with designing and implementingrimal policies.

In this respect, it is relevant the recurrent posgment of the fiscal
obligations of the defaulters. The fear of potdnBacial turbulences,
resulted from the bankruptcies of dubious debtiinges the authorities to
adjust in process the initial financial policy. @me hand, the firmness
needed to implement the adopted policies is not &egpufficient levels, and
on the other hand, viable alternatives are not cojmeith (working abroad
was not imagined by authorities, but it was ‘inestit by individuals
wanting a stimulating work place, and finally withuch happiness it was
also adopted by authorities, especially as a regutigh foreign currency
inflows). The expectations of the population (agé&rpart of which
contributing to the public budget) are often inflaed by what they see
abroad, the living standards of other nations. @hegectations are not yet
in tune with the efforts that would be needed ideorto satisfy them. The
transition from the centralised economy to the raagconomy has cast a
shadow — at least at this stage — on the cormelatbwveen effects and efforts,
the general mindset being much corrupted by angedated focus on the
effects. Under such circumstances, the pressure witich the decision
makers within the financial policy area have to €op at the same time
stressing and inevitably disruptive. At the sameetiit is mandatory to take
into account the expertise — in all its aspect$ th® decision makers within
the financial policy area.

History, both ancient and recent, shows that thecess of a
financial policy depends to an extremely large eixte1 the quality of those
who formulate and implement it; here we refer nalydo the professional
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expertise, which can be tested easily and withigafft accuracy, but also
to their moral profile, their resistance to anydkof pressure and temptation.

The socio-psychological conditions, as an elemérnh® system of
restrictions in which the objective of the finarigmlicy is chosen and the
intervention levers are selected, are not onlyesxély difficult to measure
and gquantify, but also hard to predict (their dyr@ndisplays not just a
more and more rapid rhythm, but also deterringams downs). Therefore,
the need to create a multitude of scenarios arfs&sy to obtain with the aid
of the information technologies, they are diffictdt explain to the layman
taxpayer who is in the end the provider and recedighe national funds
and who is ultimately in a democratic system, frois position as a voter,
the final decision maker of any policy, especiafiythe cases in which the
policy aims at distant objectives in time which ugg tough present
sacrifices. In such conditions, transparency ared skill to explain with
consistency, coherence and in an easy to graspanéothe voting masses
become the fundamental conditions for the succieasyopolicy.
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of which 40 billion are spent for the first pillare. mainly direct payments.
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it represents 43 percent of the overall budgeteavinil 1984 it represented
70 percent of the overall budget. We considerediédwelopment of the CAP
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with special focus, apart the environmental onethensocial and economic
aspects. Agri-environmental measures could bertbeer to some problems
CAP is nowadays confronted with. These measuresderdor payments to
farmers in return for a service — that of carryimgt agri-environmental
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practice. This CAP trend for environmental suppdrich has started in few
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1. Introduction

In the specialty literature, there are two sigaificplans in the evolution
of the Western-Europe agriculture. These plansaameus both by the names
of their initiators and by their effects: the MaaihPlan and the Mansholt
Plan. At the beginning of 1947, George Marshallaoiged a team of
experts, led by George Kennan (the initiative @berating the Marshall
Plan belonged exclusively to the State Departmand, it was supported
both by President Truman, and by de Arthur Vandemqltee leader of the
Senate majority). Its task was to develop an aoustistrategy for the
economically redress of Europe. In this contexgéréhwas elaborated the
European Rehabilitation Plan, known especiallyhasMarshall Plan. By its
connotations of economic rehabilitation, the Amanicfinancial support
helped the Western Europe countries to shorterrgbenstruction period
which ended, in most specialists’ opinion, in 194&hen most of the
Western countries reached the production level®968, thus passing to the
phase of economical increase re-launch. The Mangth which included
about 300 pages stipulated the foundation of a &ahional Authority,
whose proficiencies pertained to agricultural piduAdept of free trade,
Mansholt initially wanted a market-oriented libe@AP, which could have
determine major structural changes in Western Agitice. These would
have caused an increase of productivity and a dseref unemployment.

2. The emergence of the Common Agriculture Policy (CAPIn
the economical and political context. Failures andchievements

The CAP was initiated after World War Il as parttbé Treaty of
Rome that was signed in 1958. Following post-wartstyes, Europe began
to explore ways to become self-sufficient in food agricultural production at
the regional level. The Treaty of Rome set the esttqy the CAP by
establishing guaranteed markets as well as a faoe gdor agricultural
producers. The CAP went into effect in 1963 witlurfdasic principles
(Delayen, 2007):

» A unified market for the free movement of agricudtiuproducts
in the European Union covered by community prefeeen

» Financial solidarity: All costs of the CAP werelie financed out
of a communal treasury, FEOGA (European Fund foier@ation and
Agriculture Guarantee), supported by import tardfed contributions from
European countries.
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» Community preference: preference should be giveBumpean
agricultural products, rather than imports fromhiadt country. This principle
took shape through relatively high trade barriemd a system of import
quotas for products from third countries, whilehivitthe European Community,
agricultural products circulated freely. Each seofgroduction was regulated
through a system of Common Organizations of thekistar(COMSs).

» Parity and productivity: Farmers’ incomes were o dfual to
incomes in the other sectors, with reasonable iicerder to permit food
access to the consumer.

CAP development, since the time of its enforcen(2858) until the
'90s reflect the existence of the differences andedimes of the conflicts
resulted along the European integration processhilVthis context, CAP
appears as a symbol of European unity, gettingstates involved in this
policy to respect the objectives assigned in RomeRalf Dahrendorf's
opinion, former CEE commissary, as R.W Howarth uets, “CAP is a
little more than a tool of the Ministries of Agriture to achieve in Brussels,
in the name of Europe, what one could not achievddrmers, at national
cabinet level” (Howarth, 1990). The same authotestahat “CAP was
created as a kind of business between the FrenttharGermans. CEE had
to promote industrial free exchange in order t@apéeGermany and to adopt
a common agricultural policy to please France” (ldaw, 1990).

The main factors leading to the inclusion of agtime within the
integration process were: diversity of the natioagricultural policies,
structural disparities and low efficiency of the r&pean agriculture,
farmers’ political significance, and the internati context. Consequently,
European integration could not be achieved withamriculture. CAP is a
legislative framework composed of a series of nomnsl mechanisms
which regulate production, agricultural productsle in the EU; as the rural
development becomes more and more important.

When it was first set up, the Common Agriculturali€® had four
primary goals:

v increase the productivity of agriculture;

v ensure food security for European people;

v increase farmers' revenues to increase their stdddiving and
to help them invest in their farm;

v offer good quality food at reasonable prices farstoners.

In time, the CAP objectives changed and extendenh fensuring
food security for the population and the stabildf agro-food markets
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(objectives in the first years) to ensuring a dédmmng standard for the

rural communities in the Member States. The strectof the budgetary

expenses of the EU also reflected the targetetigablobjectives throughout
the time, as well as the importance of the agradfand rural sector (see
Figure 1)
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Figure 1. The dynamic of EU budget expenditure 1958-2008
(Source: http://ec.europa.eu/budget/reform/history)

With the establishment of the European Agricultu@aiidance and
Guarantee Fund (EAGGF) in 1962, the expenditureadaculture began to
rise significantly, so that in 1965, these alredthd 35.7% of the EU
budget. In the year 1985, CAP expenditures hadeasad up to 70.8%,
while this significant share was maintained thraughthe period 1988-
1992 (60.7% of the EU budget on the average). Téwd rfor a radical
change of this policy was increasingly obvious, #mel steps to reach this
objective were gradually made (EIR, 2007). The tdi@f 2009 Agriculture
and Rural Development budget is highlighted obyedtilike:

» Promoting a robust and competitive agriculturalt@eaevhich
respects high environmental and production starsgl@mksuring at the same
time a fair standard of living for the agricultucmmunity.
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» Contributing to sustainable development of ruraéaar in
particular through helping the agricultural se¢toadapt to new challenges,
protecting the environment and the countryside,eesgfly in view of
climate change, and improving the quality of life ural areas, whilst
ensuring growth and jobs in the countryside.

» Promoting the European agricultural sector in wenddle.

The proposal of 2009 budget shows the trend to pelary spending
towards the energy and environment (see Figure 2).

Proposed budget 2009
by headings, in %

Figure 2. Proposed budget 2009
(Source: http://ec.europa.eu/budget/index_en.htm)
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3. Key moments of the CAP reform
The CAP has always been a difficult area of EUqyoto reform.
This is a problem that began in the 1960s and bae dontinues to the
present day. CAP began to take shape with the&S€@esference and with
the Mansholt Plan, becoming thus an authentic camtyneambryo, conducted
by the Council, so that the end of 1970, the mogtorrtant part of the CAP
cooperation was already achieved. On the other,h@adhould not ignore
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the fact that U.S.A. wanted to negotiate the proisleaised by CAP, on
their own territory, that of the GATT negotiatiors. order to correct the
differences from the international commercial systen the 20 of September
1986, in Punta del Este (Uruguay), there was coesak new meeting for
multilateral trade negotiations, entitled “The Unag Round”. The discussions
seemed to be extremely difficult.

After years of protractions and numerous negotigtid he Twelve,
in reality just eleven (ltaly did not wish a Refgrimave come to a global
agreement on the 21of May 1992. In 1991, the Commission, headed by
Ray Mac Sharry, the European commissary for aduioel presented two
debate documents regarding the development antefofuCAP. The Mac
Sharry Reform brought a new approach of the publiolvement in
agriculture, but keeping the principles on which CAas worked for 30
years. It was estimated that the Mac Sharry Refasreached its objectives,
concurring with the requirements of the Europeamcatjure. The echoes of
this reform in the specialty literature did not itete to show. Vincze (1990)
adds “it is indubitable that the Mac Sharry refahthe Common Agricultural
Policy represented a radical change, by the tedeihcutting out the prices
policy from the income policy and by the proximitl/the internal prices of the
international ones”.

Thus, the first important CAP reform was adoptedMay 1992
(Mac Sharry reform). Before 1992, the prices withile European Union
were maintained relatively high, due to importftarand intervention prices.
European products were sold at “competitive pricestside Europe only
due to export subsidies. The Mac Sharry reform edhrthe beginning of
direct payments in order to compensate for theedeser of the price support.

Some of the consequences of the new CAP were atedslin
various negative effects for farmers and for envinent
(http://www.citizen.org/cmep/foodsafety/eu/commantddes): small family
farms were badly hurt by price decreases, whilg tleeeived few direct
payments. Many have given up. The process of dgrrall concentration
has accelerated, leaving many people unemployed andiral area
increasingly uninhabited. The opening of the miskas led to more single
species crops at the expense of biodiversity. Gikdiaon of the food
supply means more transport, more waste, and aimggotreat to climate
change; the industrialization of agriculture meansre pesticides, more
nitrates and worsening conditions for farm animals.
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Ulterior events — international affairs, Europeaagyement towards
Center and East, budget restrictions induced bytbparation of monetary
union, enhanced competitiveness of the productsrgpfrom tertiary states
and new negotiations rounds of the Worldwide Tr@dganization resulted
in changing, once more, the CAP. Thus, “a refornthef reform” became
shortly a necessity. The 2000 Agenda — For a MoredPful and Expanded
Union, was a step in that direction. The 2000 Agenaublished in July
1997 by the European Commission, offers the answehe 2% century
challenges. The document is divided in 3 sectioedichted to: Preparing
the EU enlargement; Solution to future economic andial challenges
induced by this enlargement; a new financial planthe period 2000 —
2006. More radical changes, involving staged sulbistacuts in cereal,
dairy, and beef support prices, were detailed @nAgenda 2000 agreement
of March 1999 for the period 2000-2006. These cbhangere intended to
bring market forces to bear on EU agriculture anakenfarmers more
responsive to consumer wishes. From an environingmaespective, the
Agenda 2000 results are disappointing because pinelgng many production
subsides which continue to encourage intensificatmr have other
damaging consequences; fail to fulfill the promisesstablish rural policy
as a 'second pillar' to the CAP; postpone refornthef EU dairy regime
whose intensive production contributes to nitratgbfems and farm waste
pollution; leave unreformed the regimes for manydktranean products
and for sheep meat. Nevertheless, we could notegsmme positive features
of Agenda 2000 reform, such as: opportunities tplyamnvironmental
conditions where direct commodity payments are mégenew framework
of the Rural Development Regulation and its opputies to promote the
integrated and decentralized planning of agri-emnment, agricultural and
rural development measures, though within seveantiial constraints.

The next summit on the identification of achievedgresses was
the mid-term Review of the 2000 Agenda. In Septen20®3, a new legal
framework was adopted, regarding the CAP reformafldne main objective
of this reform is that of ensuring a better balaincsustaining and reinforcing
the rural environment by transferring some fundsnfthe first CAP pillar —
the market and income policy, and towards the sepdlar — the sustainable
development of rural areas. In 2003, further re®wmere introduced, which
are in the process of being implemented today. @heforms coincided
with the entry of 10 new countries from Eastern &woadithern Europe into
the EU - followed by two other countries which eate the EU at the
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beginning of 2007. 2003 report, commissioned byBEtmpean Commission,
by a group of experts led by Belgian economist &n8apir stated that the
budget structure was a “historical relic’. The rgpguggested a rethink of
EU policy, redirecting expenditure towards measunésnded to increase
wealth creation and cohesion of the EU.

Since 2005, the debates regarding agriculture ydfiave been
focused on issues that were discussed within 20&f8rm package,
especially those regarding the improving of CAP lenpentation, initiative
known as “Health Check” (HC). On the 20th of NovemnB007, European
Commission brought into discussion its own positieferring to the CAP
new trends (European Commission, 2007). In thistecan CAP-HC has
considered as being its major goal the increaskeeoperformance level.

The budget remains a bone of contention among menab¢he EU,
even though the CAP’s budget is guaranteed untiB2(n fact, it could
potentially be reviewed as early as 2008 or 200%ibse some states have
argued that agriculture consumes too much of thegéiu(essentially UK
and the Nordic countries). The CAP budget is culyecomprised of 54.7
billion Euros (71.7 billion dollars) per year, ohieh 40 billion are spent for
the first pillar, i.e. mainly direct payments. Howee, the share of the CAP
in the EU budget is regularly decreasing: todasefiresents 43 percent of
the overall budget while in 1984 it representedpédcent of the overall
budget. This represents a marked shift over the2ldayears. Even as it has
decreased greatly, the agriculture component of Ehke budget is still
notably large. Part of the reason for this is thast agriculture policies and
hence government spending is decided at the EU. Ieterestingly, a new
debate around the need for a common budget to supgpdcuropean
agriculture policy has emerged. Some countries ggepto abolish the
financial solidarity principle and bring the CAP &m earlier iteration that
had been financed by countries individually rattiean collectively. This
would imply that wealthier countries such as Genmafrance, Austria,
Netherlands and Sweden could more easily suppeit #griculture. Yet,
the new member states have less national wealttwantt lose with this
scenario. The new member states need investmemhoernize their
agriculture programs and to ensure that agricultpraduction is envi-
ronmentally and socially sustainable. Eastern stateuld also seek to
receive a larger part of the budget. Resolvingithizalance within the CAP
budget will continue to be a difficult negotiatievithin the ever-changing
EU (Delayen, 2007).
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4. Agri-environmental measures

Agri-environmental measures are designed to engeufamers to
protect and enhance the environment on their farthldt provides for
payments to farmers in return for a service — thfatarrying out agri-
environmental commitments that involve more thandpplication of usual
good farming practices (European Commission, 2005).

Agri-environment measures began in a few MembeteSta the
1980s on their own initiative, and was taken up twe European
Community in 1985 in Article 19 of the Agricultur8tructures Regulation
(Council Regulation, 1985), but remained optior@l Member States. In
1992 it was introduced for all Member States as “accompanying
measure” to the Common Agricultural Policy (CAPJoren. Thus, they
were introduced by McSharry reform. The measures@age the farmers
to perform services for the environment that godmelythe observation of
good agricultural manners and of the legal prowisio The agri-
environmental measures became the subject of acatedi Regulation
(Council Regulation, 1992), and Member States wegglired to introduce
agri-environment measures “throughout their teryitoThose who adopt
voluntary agro-environmental commitments for fiveays will receive
assistance under the means of payments. Membes3tate the obligation
to offer the farmers the mentioned agro-environnsaftemes. Thus, it is
shown the political priority that these types ofaseres are granted.

The most important CAP measures concerning theegtion of the
environment are:

- Cross-compliance links direct payments to farmertheir respect
of environmental and other requirements set at BJ mational levels
(Petrescu-Mag, 2007). The 2003 CAP reform put greanphasis on cross-
compliance which has become compulsory. Farmerst maspect cross-
compliance standards in two ways:

a) Good agricultural and environmental conditioill farmers
claiming direct payments, whether or not they alkiyuproduce from their
land, must abide by standards to be establishedebylember States

b) Statutory management requiremerfiarmers must respect other
cross-compliance standards called statutory managerequirements set-
up in accordance with EU Directives and Regulatisakting to the
protection of environment, animal welfare, animadl glant health. Failure
by farmers to respect these conditions can resutfeductions from, or
complete cancellation of, direct payments.
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- Comprising the demand of environment protecti@ween the
selection criteria of the rural development prggecespecially those
regarding investments.

- Granting support, within CAP second pillar, foetexploitation of
the agricultural surfaces from areas with spe@fiwironmental problems,
and also the protection and conservation of foygsatrimony.

- Supporting, within CAP second pillar, measurespodémoting
methods of agricultural production that are moreotgxtive to the
environment and that are focused on the conservafithe rural patrimony
(ecological agriculture methods).

The development of the CAP should always take adoount the
principle of sustainable development, with specfatus, apart the
environmental one, on the social and economic a&spec

The CAP development is due not only to the charfge® the
agricultural sectostricto sensusbut also to the society demands, such as:
the permanent concern for the hygiene and foodysafeanimal protection
(Leguen de Lacroix, 2004). In these fields, CAP atiger EU policies were
strengthened since 1990. Now-days, citizens shoatdfear for the food
supplies in the demanded quantities. In the predbeir concerns are
focused more on the production methods (Wolf, 20@®) the market
demands, quality of the products, food safety amdchals’ welfare. Many
farmers resorted to schemes that encourage theopfmmof the ecologic
production within EU rural development programs. eTltonsumers
increasing awareness for the food production mettaow the concern for
the environment protection contribute to the depelent of the ecologic
agriculture (CAP reform established financial suppe maximum 600
Euro/ha for annual crops, 900 Euro/ha for perentiaps and 450 Euro/ha
for other types of crops- for those farmers whoirdyrat least 5 years
practiced agri-ecologic methods). The ecologic dramy be used on a
voluntary ground by the farmers and producers #rat using ecologic
methods. The brand means:

- al least 95% of the ingredients are ecologic;

- the product respects the rules of the official extjpn scheme,;

- the product has the producer, the processor ordéléer name
and also the name or the code of the inspectiog.bod

The Community's legislative activity in this area gonsiderable,
although it has been directed at very differentle\depending on the type
and urgency of the problems. Legislation in thedfeafety field started in
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the 1960s, grew more intense in the 1990s withatieent of the single
market, and, since 1994, has focused on combatowndé spongiform
encephalopathy (BSE). The 1992 and 1999 CAP refemmshasized agri-
environmental measures, and the European qualigidavere introduced in
the same period of time. Community legislation cdrand should not take
over entirely from that of the Member States arnenapt to cover all aspects
of quality; rather, it should seek to work in tanden pursuing a policy to
foster quality. For consumers, safety is the magtartant ingredient of
their food. The European Commission has identifemtl safety as one of
its top priorities. The White Paper on Food Safdtyanuary 12, 2000 sets
out the plans for a proactive new food policy: mogeng legislation into a
coherent and transparent set of rules, reinforcmgrols from the farm to
the table and increasing the capability of therddie advice system, so as
to guarantee a high level of human health and coasprotection. The
Strategic Priorities of the White Paper (2000) &vecreate a European Food
Safety Authority, to consistently implement a faiortable approach in food
legislation, to establish the principle that feewd &ood operators have
primary responsibility for food safety; that Memifetates need to ensure
surveillance and control of these operators; that@ommission shall test
the performance of Member States' control capaditiel capabilities through
audits and inspections.

The document sets out over 80 separate actionsathagnvisaged
over the period head and intends to close idedtifmpholes in current
legislation. The new legal framework will cover mail feed, animal health and
welfare, hygiene, contaminants and residues, rfoed, additives, flavorings,
packaging and irradiation. It will include a propbsn General Food Law
which will embody the principles of food safety buas: responsibility of
feed manufacturers, farmers and food operatorsealtzility of feed, food
and its ingredients; proper risk analysis throupghisk assessment (scientific
advice and information analysis), b) risk managam@agulation and
control) and c) risk communication; applicationtloé precautionary principle
if appropriate.

Food law, both at national and EU level, establstiee rights of
consumers to safe food and to accurate and honfesmiation. The EU
food law aims to harmonize existing national reemnents in order to
ensure the free movement of food and feed in the E&bulation no.
178/2002 laying down the general principles andiiregnents of food law,
establishing the European Food Safety Authority lagithg down procedures
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in matters of food safety, establishes the priesiff risk analysis in relation
to food and establishes the structures and mecharfa the scientific and
technical evaluations which are undertaken by tbeofiean Food Safety
Authority (EFSA). It also establishes a framewark the greater involvement
of stakeholders at all stages in the developmefdad law and establishes
the mechanisms necessary to increase consumedeonod in food law.

5. Conclusions

To European Union, the CAP reform is not just apterexercise.
The CAP impact and each change that might comevilipaffect the entire
community agriculture. These reforms refer not dolyproduction, but also
the legitimate political objectives, like, for expl®, environmental protection,
landscape preservation, animal welfare, rural aralility. CAP had to be
redefined in order to generate citizens’ food lang mid-term safety. From
this perspective, there was accepted by all tHeektdders involved that it
is very urgent to establish the guidelines on whilsé future could be
shaped, not only for the farmers, but also forahgre EU rural world.

During the last decade we have experienced if gean revolution
— from the ecological perspective — at least arges®lution in the agricultural
policy (Leguen de Lacroix, 2004). Nowadays, conswsmbave other
expectations that when the CAP was initiated. 91%@ EU citizens believe
that one of the essential activities of the Commgnicultural Policy is to
guarantee food safety. 89% consider environmemtdégption to be another
basic function. The new agricultural policy haseakhe responsibility of
these consumers’ new expectations, setting up id bakis for our rural
patrimony preservation, in order to produce theuiregl agricultural
merchandise, at the same time ensuring the posiidhe world market.

Nowadays agricultural policy no longer resembles dime initially
designed. First because CAP was very much simglifg combining, in a
unique payment, of the different direct paymentgchms, granted to the
farms. On the other hand, it transformed into aerefficient mechanism,
which achieves several objectives at a lower éopblicy which swallowed in
the past two thirds of the total budget of the EWbsorbs now less than a
half of it, and the figure will decrease to a thinden years. While the costs
are decreasing, the inclusion area is constanfpaming as a consequence
of the introduction of a comprehensive rural depeient policy, which
supports the diversity, reorganization and evolutd the areas and sectors
of rural economy in the entire European Union.
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THE ANALYSIS OF THE ROMANIAN
INSURANCE BROKERS

MARIUS GAVRILETEA !

ABSTRACT. Every insurance market develops itself and seBsiriance
products using different strategies and distributtbannels. The main role
in selling insurance policies is granted to insaeabrokers. In this paper
we will analyze the struggling phenomenon of insaeabrokerage industry in
Romania after 2002. This year was chosen becaose tfiat time a new
legislation appeared and the requirements for amste brokers were more
rigorous than in the previous years.

The Romanian insurance brokerage market is veriyeacbn the
Romanian market are active both local brokers amabiis international brokers
that brought with them their intelligent solutidns risk management programs.

The present paper analyses these brokers throwgh ribmber,
activity volume and profitability. An important ped for insurance brokers
activity proved to be between 2004 and 2007, apdper will show.

In the end we conclude that the brokerage actisity presents
premises for growth and the future in the sellmgurance market will belong
to the brokers.

Keywords: insurance, brokers, premium, intermediation

1. INTRODUCTION

The initial stage of insurance broker evolutionRomania 1994-
2002 was determined by the existence of a greabeumf brokers. After
that period, and the appearance of the new insarkawe 32/2000, the level
of capitalization increase significantly, some k@sk merged and others
ceased working. Also in that period and after timsRomania appeared
strong international brokers and with the strongnBoian ones dominate
and rule the local insurance brokerage market.

In order to get a considerable position the insteabrokers offer
evolved insurance buckets, at international stalsdaith multi-risk systems.

! Associated Professor Ph.D., Faculty of Busines&eB-Bolyai University Cluj Napoca, Romania,
mgavriletea@yahoo.com
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Even from the beginning in order to sell these letskhe target
segment was the one with huge revenues or greainablinternational
companies. In the same time brokers offer simptairence policies to the
managers of these companies. After a period, insararokers hired insurance
agents to work for them, theirs main objective asréach and subscribe
insurance for the common people.

2. MATERIAL AND METHODS

A few years ago, the insurance brokers was negaffeeted by the
rigid contracts offered by the Romanian insuranomganies, the results
was a negative impact on selling process. Once thghinsurance market
evolution these problems were solved, the localrarsce companies realized
the importance of the brokers, and soon the maeincselling insurance in
the market was claimed by the brokers.

In present the legislation for insurance brokersaisnodern one,
adapted to the European Directives for Insurance:

- Law nr. 32/2000 for insurance and insurance Supenyi

- Law nr. 136/1995 for insurance and reinsuranceam&nia

- Order nr. 3110/2004 for set up the Normative reigardbrokers
authorization

- Order nr. 3111/2004 for set up the Normative abimeiinformation
that insurance companies and insurance intermeslianust show to the clients

- Order nr.4/2001 for insurance brokers authorization

After an analysis of these laws and orders the drage activity in
Romania assumes the insurance policies intermediatnd the consulting
in risk management field. The main types of insueairokers that are
acting in Romania are represented by multinatibnakers, local important
brokers with international activity and small broke

3. DISCUSSIONS

In Romania, at this time there is an appreciatioat only 5% of
brokers offer qualified consultancy in risk managem These brokers will
be more successful, because in case of similarsoffem other insurance
brokers, if they offer risk management consultattegy may get the new
contracts. The risk management process becamempoytant for companies
because after a professional analysis they wileolesif the insurance is the
most efficient tool to finance their risks. In casfea negative answer they
will be offered by the broker real risk control mpts.
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Using the facts from the Insurance Supervisory C@sion the
number of active insurance brokers grew constdndiyn 2002, up to 2007
with an average of 39.75%.

Number of Insurance Brokers - evolution 2002-2007

350 313
300 281

174

Insurance Broke
L

2002 2003 2004 2005 2006 2007

Fig. 1— The Evolution of Insurance Broker

The Romanian broker insurance market is expectegtdw in the
next years, but the effective number will be peshéelow the existed
average, because at this moment the Romanian egodoes not seem to
increase/develop in the next years of global caggectation.

The continuous increasing of brokers number geedratcontinuous
growth of theirs assets, all result are in RON.

Table 1:

The Volume of Assets and Social Capital for Insurace Brokers

Year Assets (RON) Social Capital (RON)

2002 2,823,225

2003 40,173,195 4,874,336

2004 93,443,193 7,033,357

2005 155,720,417 12,373,716

2006 235,521,586 14,985,334

2007 358,565,850 16,511,972

As we can see from the table the brokers asseis@emasing every
year, these evolution give us the conclusion that importance of the
insurance brokers is getting higher, the averagesséts/insurance broker is
increasing very powerful in the last years — froB0,880 Ron/broker in
2003, up to 554,165 Ron/broker in 2005, and 1,@0Ron/broker in 2007.
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Another criteria that prove us the importance oé timsurance
brokers in the Romanian insurance market, is thayais of insurance
premium intermediation.

Table 2:
Volume of Intermediation for Insurance Brokers

Year Volume of Insurance Intermediation (RON)

2002 172,433,300

2003 288,713,301

2004 665,660,448

2005 855,389,230

2006 1,164,860,000

2007 2,100,000,000

As we can notice the insurance premium intermedidig the
brokers is increasing from one year to other, treaigr evolution was in
2007 when the figures almost doubled. The reasan ttie level of the
intermediation grew such significant is the appeegain Romania of
numerous international companies that usually watk brokers.

Volum of Insurance Premium Intermediation by
Insurance Brokers - evolution 2002-2007
2500
2100
3 2000 -
a 1500 1164 T
o
855 |
§ 1000 =
0
c B
£ 50 = 288
0
2002 2003 2004 2005 2006 2007

Fig. 2— Volume of Insurance Premium Intermediation
Furthermore we emphasize the analysis at the lelv@hdividual

insurance brokers from 2002 — 2006, taking accafnthe volume of
intermediation.
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Evolution of Premium intermediation 2002 - 2006

Table 3:

2002 | Broker Premium intermediation (Ron)
1 MARSH SRL 27,485,800

2 GRAS SAVOYE ROMANIA SRL 18,065,800

3 KaRo SERVICII DE ASIGURARI SRL 15,782,200

4 SAFE INVEST ROMANIA SRL 13,984,300

5 FORUM ASIGURARI AUTO SRL 11,923,600

2003 | Broker Premium intermediation (Ron)
1 MARSH SRL 39,709,654

2 GRAS SAVOYE ROMANIA SRL 24,177,736

3 KaRo SERVICII DE ASIGURARI SRL 24,086,793

4 FORUM ASIGURARI AUTO SRL 20,240,000

5 ASIGEST SA 16,417,488

2004 | Broker Premium intermediation (Ron)
1 MARSH SRL 69,271,995

2 PORSCHE BROKER ASIGURARI SRL 59,190,787

3 ASIGEST SA 53,340,204

4 KaRo SERVICII DE ASIGURARI SRL 32,787,237

5 GRAS SAVOYE ROMANIA SRL 29,037,099

2005 | Broker Premium intermediation (Ron)
1 MARSH SRL 91,124,020

2 PORSCHE BROKER ASIGURARI SRL | 75,576,119

3 ASIGEST SA 61,641,478

4 KaRo SERVICII DE ASIGURARI SRL 49,960,231

5 ACTIV ASIGURARI SRL 38,042,221

2006 | Broker Premium intermediation (Ron)
1 PORSCHE BROKER 128,220,000

2 MARSH 101,530,000

3 AON ROMANIA 74,740,000

4 ASIGEST 62,760,000

5 HVB INSURANCE 61,120,000
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From the previous table we observe that the maiarnational
brokers were active in Romania since 2002, andrgheresence is
significant. The tops are dominated by the samé&drsy the order in some
years are changed.

We must mention that some of the brokers are atiitl to important
banking concerns, and once with credit market agraént the brokerage
were much needed.

Also, some insurance brokers are affiliated totanarks dealers, and
in the moment of the leasing agreement when inser@éneeded, brokers
are intermediate motor’s insurance. If we analyzsuiance market we
notice that a huge percentage — 70% from the inserabrokers’
intermediation is generated by motors’ insurance.

Despite these remarks there are international bscké&larsh, AON,
and Grassavoye — that are doing business intenadiffoand have great
revenues only from the intermediation of insuranpgeemiums for
national/international companies. Theirs’ resulis @ery appreciable if we
think that they are not affiliated to local finaakinstitutions or car dealers.

Because the level of intermediation grew consideratve may
analyze the revenues from insurance brokeragtyd@ame period 2002-2007.

Table 4:
Brokers Revenues 2002 — 2007
Year Brokers’ Revenues (Ron)
2002 34.108.400
2003 62.383.434
2004 118.802.773
2005 165.726.687
2006 239.768.956
2007 350.785.097

Brokerage revenues registered an ascendant tretid thhe most
significant increases in the last years. In 6 yedranalysis the increasing
was of 1028% that mean an average of 171% annaadasing. If we are
speaking about effective sum the absolute evoluiancreasing each year
(47 mills Ron in 2005, 74 mills Ron in 2006 and 12@ Ron in 2007).

In the same analyzed period some brokers recordsy good
financial results, meantime other recorder losses.

In the analyzed years the total profits of the brolkrs increase
constantly; in 2003 from 174 broker&21 were profitable — 53 recorded
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losses; in 2004 from 234 brokers 175 recorded tpawiil 59 losses, in 2005
from 281 brokers 206 recorded profit - 75 losse2006 from 313 brokers
220 were profitable and 93 recorded losses; in 2667 348 brokers 255
recorder profit and 93 losses.

The Bvolution of Brokers

(taking into account the Fnancial resuts)

2007

2004 e

0 50 100 150 200 250 300

\ @ Nonprofitable @ Proﬁtable‘

Fig. 3— The Evolution of Brokers (after financial resjlt

We present further more the evolution of the profif003 — 2007
for the top 5 insurance broker in Romania.

Table 5:

The Profit Evolution for Top 5 Insurance Brokers 2M03 - 2007

2003 Insurance Broker

1
2
3
4
5

MARSH SRL

FORUM ASIGURARI AUTO SRL
KaRo SERVICII DE ASIGURARI SRL
GRAS SAVOYE ROMANIA SRL
AFIN ASIGURARI SRL

2004 Insurance Broker

1
2

PORSCHE BROKER ASIGURARI SRL
MARSH SRL

Profit (Ron)
986,302
980,989
738,332
572,781
479,442
Profit (Ron)
2,435,739
1,417,522

79



MARIUS GAVRILETEA

‘3 ‘ KaRo SERVICII DE ASIGURARI SRL ‘ 1,243,849
4 GRAS SAVOYE ROMANIA SRL 1,166,442

5 HVB LEASING INSURANCE BROKERSRL 1,133,718
2005 Insurance Broker Profit (Ron)
1 PORSCHE BROKER ASIGURARI SRL 6,464,981

2 VBL BROKER DE ASIGURARE SRL 4,558,821
3 MARSH SRL 2,953,922

4 ACTIV ASIGURARI SRL 2,608,748

5 EURIAL BROKER SRL 2,284,030
2006 Insurance Broker Profit (Ron)
1 RCI BROKER DE ASIGURARE SRL 6,067,072
2 PORSCHE BROKER ASIGURARI SRL 5,951,539

3 VBL BROKER DE ASIGURARE SRL 5,318,155
4 HVB LEASING INSURANCE BROKER SRL = 4,996,087
5 MARSH SRL 3,911,004
2007 | Insurance Broker Profit (Ron)
1 UNICREDIT INSURANCE BROKER S.R.L. 16,107,397
2 PORSCHE BROKER DE ASIGURARE S.R.Ll. 11,321,757
3 VBL BROKER DE ASIGURARE S.R.L 10,295,366
4 RCI BROKER DE ASIGURARE S.R.L. 9,849,403
5 AFIN BROKER DE ASIGURARE- 6,064,190

REASIGURARE S.R.L.

If we analyze the first place — taking into accothd profit criteria,
in the period 2003-2007, we notice that there &w@nges. The profit is not
only influenced by the volume of intermediationorgthe Broker is the first
on the top for 2 years as profitability, and Maishthe first broker in 4
consecutive years — criterion is volume of interragdn. Only in 2006
Porsche became leader also after this criterion.

4. CONCLUSIONS:

Insurance brokerage is one of the most dynamiaéia sectors in
Romania. In that moment the specialist estimatetti@subscription of the
brokers will grow higher than the insurance segtomwth, because in many
cases even small companies are becoming awares omgortance of real
solution in risk management programs.
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The next years will offer us probably the same naitors, but the
order may not be the same. Once with the roughitondn the credit and
leasing market, taking account of the world wideisfdecline, and the bad
expectation in the new car sale industry — we aalelthat the future will
belong to the major international brokers that gy active in Romania.
That is why, there are continuously implementingvnisk management
programs, new risk controlling services, practiclution in claims
management — and all these auxiliary brokeragacssrwill become more
and more appreciated by the Romanian companies.

Also, if the brokers will allocate enough financiedsources to
educate the common people and make them awareeotdle of the
insurance broker, the perspectives of increasiegé¢lenues are higher. In
all developed countries the majority of the insgeare selling by brokers,
and this trend will be soon a reality in Romania. to
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THE RELATION BETWEEN UNAIDED BRAND AWARENESS
AND BRAND COMMERCIAL PERFORMANCE: A STUDY
AMONG URBAN ROMANIAN CONSUMERS

OVIDIU IOAN MOISESCU *

ABSTRACT. The role and importance of brands as core paraméber
establishing marketing strategies has been widetgted in developed
countries, both in practice and in theory, but ffisiently acknowledged

within most of the Romanian companies. If some ¢ targe sized
Romanian companies approach brands and their ealwere elements of
their marketing strategies, small and medium siz@uipanies’ marketing
managers usually don’t perceive the importancerahding and, even if
they do, they lack the necessary information anowkedge in order to
reflect branding within correctly underlain markefistrategies. This lack
of knowledge is due to limited financial resouregsl/or poor motivation
towards conducting specific studies regarding liaks relations between
brand dimensions, consumer behavior and commepeidbrmance. The
main objective of this paper is to investigate &hehtify the nature and
strength of the relation between brand unaided emems and brand
commercial performance in the case of durable amddurable products,
within the local market segment represented by murb@omanian

consumers. From this point of view, brand commérperformance is

approached behaviorally, considering two main iattics: brand market
share, on one hand, and brand loyalty from the peet&ve of brand

repurchase intention, on the other hand.

Keywords: Unaided brand awareness, brand loyalty, repurcimasetion,
market share.

1. Introduction

In nowadays extremely dynamic and often turbulerarkating
environments, and in the context of a globalizatioat strongly amplifies
markets’ offer and, implicitly, the competition,amds become essential for
differentiation and positioning, being fundamergaurces of competitive

! Teaching Assist., PhD, Department of Marketing;Ufig of Economics and Business Administration,
Baba-Bolyai University of Cluj-Napoca, Romania, Emakiidiu.moisescu@econ.ubbcluj.ro
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advantages and commercial performance. This viggarding the role and
importance of brands as core parameters for eshafdj marketing
strategies has been widely adopted in developendtges, both in practice,
by organizations that confront the dynamics of ratirlg environments, and
in theory, through several scientific studies witthe specialized literature.

However, in Romania, at least for now, there isaeklof studies
regarding brands and their role and importanceiwitiarketing strategies.
The Romanian specialized literature often regardands as simple
operational components of product policies or, @stbcases, as elements
concerning marketing strategies, seen as routinerdinary instruments
rather than core parameters of marketing strategies

Moreover, many of the Romanian organizations othote who are
active within the Romanian market don’t includetheir marketing strategies
explicit elements regarding brands or, if they dwgy approach brands
rudimentary, only considering their product sournceentification and
differentiating from competition roles, without articulate positioning strategy
and/or without strategic objectives regarding ltergn brand value growth.

A recent study conducted by a specialized constjtasompany
among Romanian companies (BrandTailors, 2008) prolve fact that very
often these companies have a very simplistic imalgeut what brands
mean, mostly limited to logos and a brand names. Stbdy also revealed
the existence of three types of companies, coriagletheir branding
knowledge and the role and importance they givérends within their
marketing strategies. Thus, the first and the ktrgeategory include
companies, mostly local small or medium sized, theate no knowledge
about branding and don’t perceive its importancestablishing marketing
strategies (sometimes not even having a marketiragegy). The second
category comprises mostly local companies thatidenghe existence of
brand names and brand visual identities as beiefulyut having very
limited knowledge about what brands mean and grgntirands with
insufficient importance when establishing marketstigategies. Finally, the
third and the smallest category of companies, gelmmostly multinationals
or large sized Romanian companies which have sigimf knowledge about
branding and consider brands as being core paresnete marketing
strategies and long term brand value growth agybeisirategic objective.

Therefore, if large sized enterprises or multinadis approach
brands and their value as core elements of matkstirategies, small and
medium sized companies’ marketing managers usulaliyt perceive the
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importance of branding and, even if they do, thagkl the necessary
information and knowledge in order to reflect bragdwithin correctly
underlain marketing strategies. This lack of knalgie and information is
due to limited financial resources and/or poor w~aiton towards
conducting specific studies regarding the links egldtions between brand
dimensions, consumer behavior and commercial pegoce. The aim of
this paper is to analyze and identify this kind lofks and relations,
considering one of the most important brand dinmrsi- brand awareness
— and its impact strength on commercial performarefiected through
brand market share and consumers’ brand repurdhi@sgions as indicator
of brand loyalty.

2. Theoretical background

During the last decades, brands have developed impmrtant
assets, effective brand management being a kegrfémt any company’s
commercial success. The development and long talrareement of brand
strength is (or should be) a target function of anynpany that wishes to
maintain a competitive position in the market, aileg brand equity and
hence the company’s enterprise value to be incdease

2.1 The concept of brand equity

Considering the concept of brand equity, seveesdsatal approaches
can be identified within the specialized literatukaker (1991) conceptualizes
brand equity as being a complex system includisgtaof brand fundamental
dimensions as awareness, perceived quality, logaltyassociations. Aaker
(1996) suggests a brand equity measuring systegestigely called “brand
equity ten” which should consider ten analyticahdnsions to be taken into
consideration in order to describe brand equityatisions of which brand
awareness and brand loyalty are fundamental. Kleaire Keller (1998:45)
considers brand equity from a customer based veehemg “the differential
effect of brand knowledge on consumer responsédontarketing of the
brand”. Farquhar (1989) considers that three el¢ésnamne essential in
building a strong brand with the consumer — a pasibrand evaluation, an
accessible brand attitude, and a consistent braradje — these elements
being actually the core of brand equity.

2.2 Brand loyalty
Brand loyalty is the core dimension of brand equstypporting his
statement through several advantages of loyal{\aker, 1996): barrier to
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competition entries, basis for price premiums, gatoe of time to respond
to competitor innovations, and, respectively, meagainst unhealthy price
competition. Brand loyalty can also reduce the <ast doing business
through decreasing acquisition and promotion c{®ennett and Rundle-
Thiele, 2005).

Although Ha (1998) considers that brand loyaltyudtidoe described
and investigated considering cognitive aspectsrand loyalty, researchers
often analyze brand loyalty through behavioral atpelike repeat
purchases. For example, Fader and Schmittlein (1@9&:stigated the
advantage of high share brands in brand loyaltyasmeng brand loyalty
only by the behavioral aspect of repeat purchaseco’ling to their
research, high share brands have significantlydrighhand loyalty than low
share brands. Bayus (1992) also analyzed brandtyog a behavioral
measurement of probability of repurchasing.

Aaker (1996) suggests that brand loyalty can bessssl using a
complex set of elements included into specific aongr surveys intended to
reveal customer satisfaction (the research instntirsleould include in this
case questions like: “Were you — dissatisfied aisBed vs. delighted —
with the product or service during your last useesience?”), buying
intentions (“Would you buy the brand on the nexpapunity?”), buying
habits/usage (“Is the brand the — only vs. ondws.vs. one of three vs. one
of more than three brands — that you buy or usdi)le a more intense level
of loyalty could be identified through brand recoemdation intensions
(“Would you recommend the product or service teat”).

2.3 Brand awareness

Another important dimension of brand equity corssist brand
awareness (sometimes an undervalued component).oilgt that it is
important for a brand to be included in the consitien set (the brands that
receive consideration for purchase), but it aldtuémces perceptions and
attitudes, sometimes being a driver for brand kyydlAaker, 1991).
Reflecting the salience of the brand in the custsnmeind, awareness can
be assessed at several levels such as: recog(iitiane you heard of?”),
recall (“What brands can you recall?”), top of miftde first-named brand
in a recall task), brand dominance (the only braedalled), brand
knowledge (customers know what the brand standsdiod, respectively,
brand opinion.

Keller (1993) considers that brand awareness iditbiedimension
distinguishing brand knowledge, reflecting conswshability to identify the
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brand under different conditions (the likelihoodttla brand name will come
to mind and the ease with which it does so). Bramdreness consists of
brand recognition (consumers’ ability to confirmqgprexposure to the brand
when given the brand as cue) and brand recall (tness’ ability to retrieve
the brand when given the product category, the sidatfiled by the
category, or some other cues). Brand awareness playmportant role in
consumer decision making because it is importaatt cbnsumers recall the
brand in the context of a given specific productegary, as awareness
increases the probability that the brand will bmeamber of the consideration
set. Brand awareness can also affect decisions biamds in the consideration
set, even in the absence of any brand associdhor@sumers’ mind — in
low involvement decision settings, a minimum lewélbrand awareness
may be sufficient for the choice to be final. Awages can also influence
consumer decision making by affecting brand assoos that form the
brand image (Keller, 1998).

Considering Farquhar’'s (1989) approach regardimgeflements of
brand equity, the accessible attitude he refeis telated to how quickly a
consumer can retrieve brand elements stored in memiich actually is
brand awareness. The attitude activation can bensiic, occurring
spontaneously upon the mere observation of thdua@dti object, or
controlled, when the active attention of the indual to retrieve previously
stored evaluation is required. Research has shd@madjuhar, 2000) that
only high accessible attitudes (brands with a leyel of awareness) can be
relevant when purchasing or repurchasing a brand.

Laurent, Kapferer and Roussel (1995) suggest tiexetare three
classical measures of brand awareness in a gieegircategory: spontaneous
(unaided) awareness (consumers are asked, withgytrampting, to name
the brands they know in the product category -his tase the unaided
awareness of a brand is the percentage of inteea@swndicating they know
that brand), top of mind awareness (using the sgumstion, the percentage
of interviewees who name the brand first is congidgand, respectively,
aided awareness (brand names are presented toiemiees — in this case
the aided awareness of a brand is the percentagateviewees who
indicate they know that brand).

3. Research methodology
Themain research objective of this paper consistembmparatively
analyzing and identifying the existence, nature sindngth of the relation
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between brand unaided awareness and brand comhprd@armance in the
case of durable and non-durable products (conswsgbivithin urban
Romanian consumers. From this point of view, brac@mmercial
performance was approached through two main inglisatorand market
share and brand loyalty from the perspective afidbrapurchasing intention.

The necessary data to be collected for the exigtragds within two
product categories (durables and consumables),dmimgy the specified
local market segment, consisted in unaided awasene®st recent
purchased brand (in order to reflect market shame]) repurchase intention,
the research hypothesis being the following:

= Hj: Brand market share is positively correlated witland unaided
awareness.

= H,: Brand repurchase intention is positively correldtwith brand
unaided awareness.

In order for the research objectives and instrunmertbe accurate,
two important factors had to be taken into consitien.

Firstly, the investigated population comprised togieneous individual
consumers not only considering their demograpbitafacteristics (age, income,
education, sex etc.), but also their vocabularelligence level, technical
knowledge and degree of usage regarding existiogyats and brands.

Secondly, the data had to be collected in such aneraso that
investigated consumers could describe their behawid attitude, what they
do and what they think about the analyzed produmtegories and
corresponding brands.

Therefore, the particular product categories setecto be
investigated within the research were chosen stwdee different considering
their usage duration (durable/non-durable), ndiddoo technical (in order
for most of the consumers to be able to evaluag& thwn behavior and
express their attitudes towards those product oateg) and to have a large
rate of penetration into households usage or copsam

Given the established criteria above mentioned, plagticular
product categories chosen for the research codsistimoth-paste, as being
representative for the non-durable product categamy television sets (for
durables).

As secondary data about the research issue andrget population
of the research were missing, the gathered infoomaixclusively consisted
in primary data. The data was collected throughdshoc survey, due to the
fact that statistically representative data habledmbtained, the information
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needed (awareness, last purchase, and repurchaséian) was basically
unavailable otherwise, and the resources and tlloeated to the research
did not permit conducting a panel survey in ordemiestigate medium or
long term evolutions of the analyzed relation.

Considering the same financial and time restrigigreviously
mentioned, the investigated population was limiedhe urban consumers
of Cluj-Napoca, one of the largest cities of Romaamithough the intention
of the research was to analyze the urban Romanisumers as a whole.

Nevertheless, the research could still be considéwath certain
limitations) as being representative for the entifgan Romanian population
as Cluj-Napoca is, excepting the capital of thentgu (Bucharest), the
second largest city of Romania with 310.243 intatig at I of July 2007,
representing almost 3% of the Romanian urban pépolaf 11.913.938
inhabitants (Institutul N@onal de Statistic din Roménia, 2007). Cluj-
Napoca is also the second largest higher educatmnder of Romania.

The questionnaire based interviews were condudieck-to-face”,
at the household’s residence of the respondenta,dygup of 119 interview
operators — students from the Faculty of Economécal Business
Administration from the BalyeBolyai University of Cluj-Napoca, each
student completing a set of five interviews.

The sampling method used for the survey consistel mixture of
classical probabilistic and non-probabilistic metboFirstly, the population
was geographically clustered considering the 47dtgboareas of Cluj-
Napoca. Afterwards, 119 clusters were extracteoutyin systematic random
sampling. The 119 clusters (postal areas) wergmasgito the 119 interview
operators (one cluster to each operator), and eperator had to complete
five questionnaire based interviews on the basisaroftinerary sampling
method (5 consumers from different households téakcento five consecutive
buildings from the assigned cluster — postal area).

The data collected was afterwards verified anddagid by contacting
(via phone and/or email) a random sample of regasdn order to confirm
his/her answers. The interview operators identiisdrying to mislead the
research through providing non-valid questionnaiveee fully verified.

At the end of the data collection process, from tb&l of 595
assumed completed interviews, only 551 were vadlatherefore the

research having a statistical error of +4,2%=(196[]/05[05/551),
considering a statistical confidence level of 95%.
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Table 1.

Demographical structure of the validated sample

18 — 29 years 233 42,29% PhD 16| 2,90%
30— 39 years 88 15,97% Master degree 61 11,07

o
P

40 — 49 years 85 15,43% Bachelor degree| 25045,37%
50— 59 years 76 | 13,79% |||Post high schot .| ;1 400,
studies '
P ———— Less 33 5’99%
P —
TOTAL 551 100% TOTAL 551| 100%

—
Monthly household income

<1.500 RON 131 23,779

— 0
1.501-3.000 216 39,20% Male 264 47,91%

=

RON
3.001-4.500 g
30 129 | 23,41%
é-g%l—G-OOO 48 | 8,71% Female | 287| 52,09%

>6.000 RON| 27 4,90%

TOTAL 551 100% TOTAL 551 100%

The data collection instrument (the questionnairgs designed
using open questions in order to identify most mégeurchases and to
evaluate unaided brand awareness. In order tosabsasd loyalty from the
perspective of repurchase intention, a modifiecettilscale was used, with
six answering options from 1 (*will definitely neepurchase”) to 6 (“will
definitely repurchase”), so that to avoid neutr$ponses and to force a
positive/negative attitude.

4. Results & Discussions

The indicators designed in order to identify unditdeand awareness,
most recent purchased brand and repurchase intentiere computed as it
follows:
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- each respondent had to mention the first threedsr of tooth-paste and
television sets that came to his/her mind, finaihaided awarenesef each
brand being reflected by the percentage of respistieat recalled that brand;

- each respondent had to mention the most recaohased brand,
the market shareof each brand being finally reflected by the patage of
respondents that mentioned that brand as beingdkerecent purchased one;

- each respondent had to evaluate his/her intetdigepurchase the
most recently purchased brand, on a scale fronbltteerepurchase intention
of each brand was finally reflected by the mearregfurchase intention
mentioned by each respondent who most recentlyhidhgt brand.

Table 2.
Unaided awareness, market shares and repurchase arttions
Brand BNJ’S#;;‘?L Marketshare | o nlB | oo
COLGATE 330 59,89% 96,91% 5,33
BLEND A MED 109 19,78% 74,77% 5,12
SENSODYNE 38 6,90% 26,86% 4,84
o | AQUAFRESH 24 4,36% 45,74% 4,58
‘@ | SUPER CRISTAL 13 2,36% 18,69% 5,31
% GLISTER 11 2,00% 1,81% 5,55
S | PARODONTAX 5 0,91% 2,54% 3,40
© "PEARL DROPS 5 0,91% 1,81% 5,60
ASTERA 3 0,54% 2,72% 2,33
VADEMECUM 2 0,36% 0,73% 4,50
Others (7 brands) <2 each <0,36% each | <0,54% each -
SAMSUNG 126 22,87% 63,16% 4,36
SONY 82 14,88% 53,90% 4,72
LG 80 14,52% 41,02% 451
PHILIPS 67 12,16% 45,92% 431
9 PANASONIC 40 7,26% 34,66% 4,00
g DAEWOO 14 2,54% 3,81% 2,71
O | ORION 12 2,18% 3,09% 3,33
TOSHIBA 11 2,00% 5,63% 4,36
BEKO 9 1,63% 2,72% 3,56
NEI 9 1,63% 3,45% 2,22
Others (48 brands) <6 each <1,09% each | <2,72% each -
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In order to investigate the relation between urdhioikand awareness
and the two indicators of brand commercial perfaroea(market share and
brand loyalty from the perspective of repurchasintgention), bivariate
regression models were tested for awareness andemahare and,
respectively, for awareness and repurchase intentioear Y=a+b-X,
logarithmic Y=a+b-In(X), andexponentialY=a-€**. The independent variable
(predictor) was each time considered to be braraided awareness, while
the dependent (predicted) variables consisted rhkehahare and, respectively,
brand repurchase intention.

In order to analyze relations between variablestarsglect the most
appropriate model to explain the relation (if tlse€):

- firstly, the existence of a relatidmetween variables was tested; in
order to test the relation, the null hypothesis'ad relation” was rejected
depending on the value of the statistical indicgtprwith a statistical
confidence level of 95% b<0,05, or with a statistical confidence level of
99% if p<0,01;

- secondlythe intensity of the relatioif the case) was evaluated,
according to the tested model, considering the rlgite correlation
coefficientR and the determination coefficieRt, indicating the proportion
of the dependent variable’s variation explainedHgypredictor’s variation;

- thirdly, the regression coefficients were deteraal (if the case)
according to the tested model, andagpropriate mathematical functico
reflect the relation was established.

Table 3.

Tested models for the relation between unaided brahawareness and market share

Regression

Relation — existence and intensity coefficients

Linear

L ogarithmic 8 0,041 0,262

Exponential 8 0,000Q 0,008

Linear 0,963| 0,927|102,083 1 8 0,000 0,005| 0,297
Logarithmic 0,904’ 0,817 35,744’ 1 8 0,000 0,183 0,050
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M odel Relation — existence and intensity g)%?;lns
R | R | | [ R|F
o |Linear 0,876| 0,767 | 26,364 1 8 | 0,001}f-0,030| 0,470
L9
cz'“;E Logarithmic | 0,653| 0,426| 5,935 1 8 | 0,041 0,262| 0,067
>
© |Exponential || 0,941| 0,885| 61,564 | 1 8 | 0,000 0,008| 4,425
Linear 0,963| 0,927|102,083 1 8 | 0,0004 0,005| 0,297
Logarithmic | 0,904| 0,817| 35,744 1 8 | 0,000 0,183| 0,050
Exponential §| 0,984| 0,968 | 244,524 1 8 | 0,000 0,017| 4,270
Non-durable Durable

A0 25

Y=0,017 -¢"*"*X

Y=0,008 -¢"****
2] (RP=96,8%; p=0,000<0

(R?=88,5%; p=0,000<0,0)

g‘: A0 q;': SONY
- o3 15
ﬁ 30 '5
~— A 104
Q i
g 20 -
= T
= &
2 1045UsTER SENSODYNE 2 951 paeweo

005 T T T T T 00— T T T
00 20 40 60 80 1,00 00 20 40 60

Unaided brand awareness Unaided brand awareness

Figure 1. The relation between unaided brand awareness arketrshare

The first hypothesis to be tested was:

= Hj: Brand market share is positively correlated witinand
unaided awareness

The bivariateregression coefficients (Table 3 and Figure 1) prov
with a confidence level of 99%<0,01), that there is a positive, exponential
like, relation between brand unaided awarenesslmadd market share,
88,5% of the second indicator’s variation beingl&xed by the first indicator’'s
variation, in the case of durables, and 96,8%héndase of consumables.
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Even though market share can not be totally orusketly explained
by the level of unaided awareness, the emphasigazhential model shows
that, both in the case of durables and non-duratéesnaided brand awareness
increases/decreases, the market share also hadeadsg to increase/decrease,
but at a more and more accelerated growth/dedtee r

The exponential model suggests that a brand’s rhaskare
responsiveness and sensitiveness to its unaidedema®ss evolution is
stronger as the brand’s market leadership hastehigvel. Thus, unaided
awareness growth has more visible, positive anctapelar effects on
market share when the brand already has a highdbasvareness (the
marginal effect of awareness growth on market shsrstronger when
awareness is higher).

Theoretically, there is a mathematical limitationbrand awareness
based market share growth, limitation given bydheble/non-durable nature
of the product: according to the identified expdremmodels, the maximum
value of market share, considering the maximumevaftawareness, is

= Y=0,008 -¢**?*'= 0,6681 (66,81%)for consumables, and,
respectively,

= Y=0,017 -€*?"%= 1,2159 (121,59%)for durables (obviously
market share can not exceed 100%).

Therefore, theoretically, a brand awareness basatbpoly could
be generated in the case of durables. Althoughethiesults should be
adjusted considering several other factors whialicconpact market share,
they reveal the fact that in the case of consunsalileere is a stronger
limitation regarding brand awareness based markeires growth, in
comparison to the case of durables.

The second hypothesis to be tested was:

= H, Brand repurchase intention is positively corredt with
brand unaided awareness.

The bivariateregression parameters (Table 4 and Figure 2) prove,
with a confidence level of 95%<€0,05), that there is a positive, logarithmic
like, relation between brand unaided awarenesseputchase intention, in
the case of durables (58,7% of the second indisatariation being explained
by the first indicator’s variation). In the casecohsumables the null hypothesis
is accepted and therefore no such significantioelagn be identified.

The logarithmic model suggests that in the caselwhbles, as
unaided brand awareness increases/decreases, logally reflected
through brand repurchase intention also has a teyde increase/decrease,
but at a more and more decelerated growth/dedtes with a mathematical
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theoretical superior limit between 4 and 5 (considethe modified Likert
scale from 1 = “definitely no” to 6 = “definitelyeg”).
Therefore, the marginal effect of awareness growthrepurchase
intention is as stronger and spectacular as awssasdower (the lower the
brand awareness, the more sensitive repurchasetiorteis to brand
awareness growth).

Tested models for the relation between unaided brahawareness and

Table 4.

repurchase intention

. . . . Regression
M odel Relation —existence and intensity codfficients
R| R | F |dt|d2| p a
o Linear 0,330| 0,109| 0,982 1 8 0,3510 4,383| 0,999
g-% Logarithmicl| 0,295| 0,087 | 0,758 1 8 0,409§ 5,072| 0,171
25
= .
Exponential § 5 339| 0,115 1,038 | 1 8 | 0,338} 4,200| 0,270
) Linear 0,733| 0,537| 9,270 1 8 0,016§ 3,165| 2,503
o)
g Logarithmicl| 0,766| 0,587 | 11,388 1 8 0,010 4,759| 0,466
o Exponential § 0,699| 0,489 | 7,662 1 8 0,024§ 3,094| 0,710
Non-durable Durable
6004 5,00
= GLISTER = SONY
= @PEARL DROPS LT = e
= (O)suPER cRISTAL BLEND A MED () 2 TOSHIBA
E 5,007 SELSODYNE E PANASONIC
s ADEMECUM LB S0
R =
%4‘00— %
= =
-] PARCDONTAX = ORION
E ES-OU' pewoo  Y=4,759+0,466°1N(X)
2 2007 = O (RP=58,7%; p=0,010<0,05
é ASTERA é NEI
200 T T T T T 2,00-— T T T
an 20 40 B0 80 1,00 ols} 20 40 60
Unaided brand awareness Unaided brand awareness

Figure 2. The relation between unaided brand awarenesseputiahase intention
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5. Conclusions, research limitations and future remarch directions

The bivariate regression analysis revealed steaibfi significant
positive relations between unaided brand awareaedsbrand commercial
performance reflected in brand market share anddorepurchase intention
(fundamental dimension of brand loyalty).

Moreover, the relation is existent and significaoth in the case of
durables and non-durables when considering the ehatiare dimension of
commercial performance, but limited to durableshie case of repurchase
intention. The nature of the relation is expondntiadhe case of awareness
based market share evolution, while for repurchasention there is a
logarithmic type of relation between unaided aweassnand the analyzed
brand loyalty dimension (repurchase intention).

Therefore, in order to significantly penetrate nerkegments and to
increase own brands’ market share, Romanian companust understand
the importance of enhancing brands’ unaided awaeenand act
accordingly. Marketing integrated communicationiges must be designed
and implemented, policies among which advertisitayp an essential role
and customer relationship management is fundamental

The impact of brand awareness on commercial pednoa also
depends on the current level of awareness. Thugnwdctual brand
awareness is low, the growth of this dimension &astronger impact on
repurchase intention than on market share, whilenwturrent awareness
has a high level, the marginal effect of awaremgssith is more significant
and intensive in the case of market share developme

Finally, certain research limitations and futurseach directions
can be depicted:

- The results’ significance is limited to a certdatal area of the
urban Romanian market. Even though we could, véttam limitation, extend
the results to the overall Romanian urban markedl)Je more geographical
extensive research should be conducted in ordeeveal certain local
consumer behavior specifics.

- The research method (ad-hoc survey) would haven bmore
relevant if a panel were created and analyzed twe¥, so as consumer
evolutions could be emphasized, as the Romaniaketriara developing one.

- The research could be extended considering ngtdurables and
consumables like those investigated, but also apecific types of tangible
products and, of course, services, as significafferdnces would be
expected to appear in that case.
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THE TAX BURDEN IN EU-27
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ABSTRACT. The present papers presents the problem of taxebwatlthe

level of European Union between 2001 and 2006. firee part presents
various opinions regarding the tax burden. The s@quart focused on the
analysis of overall tax burden evolution over trexigpd 2001-2006. The
third part is focused on the overall picture of taxden during 2006 and
makes an overview regarding the three pillars thggport the European
fiscal system.

Keywords: tax burden, taxation, European Union, fiscalgpltax revenues.

1. Definition and forms of tax burden

Considering that there are reasons for the statblippowers) to
supply public goods and services, as well as téoparincome transfers
within society, one must agree that, in order thiexe this, the state
requires funds/ resources. The financing methodgubfic expenses have
changed in time, but there is no doubt that taxegparennially and that, in
the end, no one can avoid completely paying theoa(id, 2000, p. 150).

The natural consequence of establishing taxes aretyowas the
experiencing of a tax burden by the taxpayers.

The constitutional principle of the need for tagati to which
historical reality is added, prove that for a stcieis very difficult, if not
impossible, to exist without taxes. In its turrg thonest taxpayer, with civic
spirit, sees taxes as a necessary evil and consergay them (Hoaa,
2000, p. 161). However, when the taxes exceed ioettderable limits,
when they inhibit initiative or, worse, when theycite to fiscal rebellion
and other such actions, the terms change. Thenarsén a situation in
which the taxpayers fully feel the tax burden eeparalyzing their normal
behavior in economy and society (Hgar2000, p. 161).

Tax burden is a concept closely related to that of taxatioficy,
being often used to describe the former level. Rdweshening or relaxing of

1 PhD. Lecturer, Faculty of Public Administratiddational School of Political Studies and Public
Administration, Bucharest
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the taxation policy is often spoken about. Obvigust is a matter of
increasing or lowering the level of taxation, thmedifying the tax burden.
The level of taxation cannot be assessed in reldbahe absolute volume
of taxes, even if its evolution in time is followethe tax volume may change
in the conditions when the state does not modsfglaéims with respect to the
taxpayers, the tax burden remaining constant. €kel lof taxation or the
tax burden signify how burdensome are the taxesnoother words, how
heavy is the tax burden the taxpayers should Gedai( 2003, p. 287).

In order to measure tax burden, the tax-to-GDM® iatcalculated.

It represents ,an indicator for measuring the parevenue extracted
from production, which transit the budget by meahsa mandatory and
public assignment process, instead of being leflyr at the disposal of
private initiative” (Manolescu, 1997, p. 69). Os, @nderlines by other authors,
as well, the tax burden or the fiscal effort refdfedrom an economic aspect,
the value of redistributions as part of the revetnaated in the real economy
being taken over by the state (Corduneanu, 19983)p.

As indicated above, tax burden is, generally, gibgrthe level tax-
to-GDP ratio. There are variations of this ratiepending on the structure
of the fiscal incomes considered. Thus, one caakspéoverall tax burden
andtax burden in the strict sense.

Thetax burdenin the gtrict sense is calculates taking into consideration
only the fiscal returns to the state budget (atctr@ral level and at the level
of the local communities). However, it does nolaef the entirety of the
obligations towards the state and the whole taxalenue.

Therefore, the overall tax burden is calculated by taking into
account, together with the taxes and duties owehke@entral budget and to
the local budgets, the social security contribigjaas well. In theory, social
security contributions differ from taxes with resp® the fact that contributions
should be payments in exchange for social insuraeceices rendered to
the individual, such as health or old age insurahceoractice, however,
workers have little or no control over the levelcolverage and have little, if
any, way of switching funds to obtain the same lleMesocial security
insurance at a lower cost; moreover, social sgcggistems often involve
substantial redistribution between fund memberss€helements tend to
assimilate social security payments to taxes.

For a real image of tax burden, the determinatibthe overall tax
burden is more correct.
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There are also opinions according to which, to witde measure of
taxation expressed by the overall tax burden shtwldadded the entire
budgetary deficit, financed by indebting the staiace the state loans are
nothing other than delayed taxes or taxes cash&dtimanticipation. This
would bethe rate of extended taxation (Tulai, 2003, p. 288; Hoak 2000,
p. 166).

In fiscal practice there are used other derivadeators for measuring
the tax burden (at the national level), among wifldbana, 2000, p. 166;
Tulai, 2003, pp. 288-289):

- Rate of consolidated taxation — eliminates certain tax bites with
redundant character, for the purpose of expressinrg correctly the part of
tax revenue destined to finance the activity of plublic administrations.
The first level of consolidation consists of elimimg the social security
contributions (SSC) and the taxes paid by the puddiministrations. The
second level of consolidation is obtained throughelimination of all self-
financed mandatory tax bitdmeaning not only the ones incurred by the
public administrations, but also those fed throutite revenue transferred
by the public administrations);

- Rate of net taxation — is obtained by eliminating from the
mandatory tax bites the part spent by the stat¢htaxpayers’ benefit in
the form of social or other type of services faniies or the individual and
of subsidies granted to companies. Hence, onlyntia@datory tax bites
necessary for the public administrations’ fundignare taken into account,
all elements merely transiting the public treas(transfers, subsidies or
allowances) being excluded. Such a rate of nettitaxaakes into account
the tax reversibility phenomenon and the existerigeegative tax.

Tax burden at the national level is technicallyedetined by the
needs of financing public expenses, and, as suishan objective tax burden.
Apart from this burden, there is alsg@sychological tax burden (felt), which
measures the tax tolerance threshold. It appedh®iform of individual tax
burden, established as the ratio between the taxabites incurred by one
taxpayer and the total income obtained by thatviddal prior to taxation.
The level of tax burden differs from country to oty and also from one
taxpayer to the next, due to the difference ofdiigteatment and to the
personalization of taxes depending on economiociakcriteria.

Individual tax burden measures the sacrifice thepager must
consent to by paying taxes to the state. As a treth# expression of
individual tax burden gives the possibility to také account the subjective
elements of social life.
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Through its mere existence, taxes are able to mdldéd taxpayer’s
economic and social behavior, by means of the enite exerted on
consumption and on its level of savings. From gast of view, the notion
of marginal tax burden must also be considered;rtlated to the existence
of tax progressiveness. This type of burden mudtdsded separately from
overall tax burderbecause there are essential differences betweem the
Thus, while overall tax burden may be high, thegmal rate may be low,
and the other way around. Also, the reference tawarage rate of tax
burden may be insignificant without taking into agnt the marginal
burden, which is, from psychological point of view, aciytdelt by the
taxpayer (Hoar, 2000, p. 167).

Still, tax burden occurs, and it is difficult to ke accurate
differentiations between certain limits, as longitasemains tributary to
certain random elements pertaining to the diversftyax bites, the often
occult character of their incorporation into pricékge volume of services the
taxpayer receives from the community, which is veifficult to evaluate,
the subjective elements, as well as the technasttiog in intentions, which
annihilate the fiscal sensitivity of the taxabldjget (Geffroy, 1993, p. 58).

The individual tax burden must not be analyzed Igoia a
mathematical, rigid manner, as the ratio betweenrévenues taken from
the taxpayers and the primary incomes obtainecheynt Hoari (2000, p.
167) considers that the increase of the individaal burden is relevant
especially if it is analyzed in close correlationthathe purchasing power of
the net monetary incomes (remaining after taxatioajnely the extent to
which the individual incomes after taxation satigfg needs of subsistence,
leisure and saving/ investment.

Tulai (2003) gives a different tone to the obseovamade by Hoa#
(2000), indicating that the purchasing power ofrieeincome remaining after
the direct taxation of the taxpayer’s revenue astdte also depends on the
level of indirect taxes it incurs when purchasiogds and services. Therefore,
the real individual tax burden must be assessedlation to the entirety of
direct and indirect taxes which the taxpayer (r@tperson) incurs, even if not
all of them are set by law as being his/ her burden

Among the taxpayers, apart from the natural persthrese are the
economic agents. The tax burden at the level oétismomic agents occurs as
the percentage ratio between the mandatory payruetiits state which it must
make and the value added by it during a periodra,tgenerally one year.
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In the structure of the mandatory payments, mosheftime, there
are included the tax on profit, the social secufitgds contributions, and
other direct taxes owed on the estate to the lmgdget and included in the
company’s costs. Of course, the company transferthé budget other
taxes, fees and contributions, as well. But nobathem are incurred by it;
VAT, the excises and the custom duties are nomntéhi® account because
the company recovers them from the consumer, whorsnthem, paying
them with the price of the products/ services pasell. These indirect taxes
affect, however, the volume of sales and competii@ss by means of the
prices, with direct repercussions on the varialidsen into account in
calculating the tax burden. The other paymentsh siscthe social security
contributions, the tax on buildings, terrains, neahtransport, included in
the cost of products and recovered through theeprmave an indirect
influence, through the level of costs, over the sizthe profit, and, therefore,
are also considered financial outflows for the camp To these there
should be added the other contributions to theigpfmds, other than those
for social security and protection, in order to da/real image of the tax
burden at the level of the economic agent.

The company’s tax burden depends, first, on thgteif each type
of tax bite in the total tax bites, and, respedyiven the value added; and
second, on the size of the rate of each type dbites.

2. Evolution of the tax burden in EU-27 over the peod 2001 — 2006

EU-27 tax revenue in terms of GDP increased in 20060.6
percentage points compared to 2005, reaching rguthR001 level. The
2006 level was almost 1 percentage point highen 2@04 (the year for
which the lowest value was registered over theope2001 — 2006).

From 2001 to 2006 tax-to-GDP ratio generally foléalva downward
trend, turning upwards during the last two yeae® (Sigure 1).

Examining the changes on a country by country baisisecomes
apparent that the overall stagnation in the avetageratio masks rather
different developments.

Figure 2 displays the changes in the tax-to-GDiegdtetween 2001
and 2006 in percentage points of GDP (on the otéilae), in comparison
to the current levels in the year 2006 (on the igbay. This manner of
presenting the evolution is inspired by the “pditf@nalysis” technique.

2 In the papers published by the European CommissiohEurostat, the data regarding Romania are
supplied starting with year 2001, aspect which &ixysl our choice of period covered.
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Figure 1: Total tax revenue in the EU-27 as a percentagel®, 2001 — 2006

Figure 2 below combines the change of the fiscaéityel — or tax
burden - (%) in every EU member state — on the X&-awith the fiscality
level in GDP (%) for the year 2006, on Oy axe.

To calculate the changes on Ox axe, the followorgnfila was used:

Taxationlevel, — Taxationlevel,,,

Changen taxatia levelfor countryi = ) %100

Taxationlevel,y,

Tax-t0- GDRyggg(j)~ Tax-to- GDPratioyggyj) %100

Changef tax-to- GDPratiofori =
Tax-to- GDFﬁOOl(i)
where:
Taxation Levelysi is given by tax-to-GDP ratio for 2006 for
country “”,
Taxation Levelxooyg) iS given by tax-to-GDP ratio for 2001 for

country “i”,
“I" — every EU member country (i=1,...,27).

Comparing the taxation level for 2006 against thenges in
taxation level between 2001 and 2006, a matrix wWitbntries results. The
interception point indicates on Ox axe the avedagel for taxation inside
EU-27 of 37.1%. It separates the countries witratiax levels above and
under eu-27 average. On the Oy axe are represémtedountries which
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registered (relative values) an increase or a dseref taxation level between
2001 and 2006.
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Source: Author’s calculation on the basis of théadsupplied by the European
Commission (2008).

Figure 2: Tax-to-GDP ratios in 2006 and their change sir@12

A = top-left quadrant (low-average countries thawvé increased
their ratio)

B = bottom-left quadrant (low-average countriest thave reduced
their ratio)

C = top-right quadrant (high-average countries treate increased
their ratio)

D = bottom-right quadrant (high-average countried have reduced
their ratio)
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Several facts are highlighted by this figure:

- Quadrant A — contains the most data points, nanmigycountries
that registered increases of the taxation rate abeitstill positioned below
the EU-27 average. Here we can notice a concemtrafithe new Member
States, respectively 9 countries (Bulgaria, CzeepuRlic, Estonia, Cyprus,
Latvia, Lithuania, Malta, Poland, and Romania). ©ithem,Cyprus and
Malta recorded upward trends (except for Malta @2 and 2006, where
the ratio was marginally lower compared to the fmes year), with the
highest increases in the EU-27, of 5.7 and 3.4 gueage points,
respectively, over the 6-year perioglhich represents, in relative size, an
increase by 18.4% and, respectively, 11.2%. Alsthis quadrant there are
3 ‘old’ Member States (Ireland, Spain, and Portygaut of which Ireland
stands out due to its increase by 2.8 percentaiggspahich represents, in
relative size, an increase by 9.4% in the periotctered,;

- Quadrant B — is the least populated quadrant, containing @nly
recordings, distributed as follows: 1 new Membet&(Slovakia) and 2 old
Member States (Greece and Luxembourg). Out of tt@uBtries, two are of
special interest, namely Slovakia, which has redute tax-to-GDP ratio
from 33% in 2001 to 29.3% in 2006, which represemgelative size, a
reduction by 11.2%overall, over the entire 1995-2006 period, Slogaki
stands out as the Member State that has carriedheutnost profound
restructuring of its tax system, with the tax ratieclining by over one
quarter; the country thus changed its ranking $iamtly, from being
essentially in line with the old Member States’ ragge in 1995 at 40.2% of
GDP, to having the second lowest ratio in EU-27 2006), and
Luxembourg, which, even though an ‘old’ Member &tdtas registered a
reduction of the tax-to-GDP ratio by 4.2 percentpgats(from 39.8% in
2001 to 35.6% in 2006), fact that lead to the pasitg of this country
below the EU-27 average (it must be mentioned dnang years 2001 and
2002, Luxembourg was situated, from the point efwiof the tax burden,
above the EU-27 average);

- Quadrant C — comprises six entries, out of which only one new
Member State, respectively Slovenia, which, althowgs above the EU-27
average, continued to constantly increase itsda@®DP ratioin the period
2001-2006 (it is worth mentioning that in the in&r1995-2000, Slovenia
reduced its overall tax burdeflom 40.2% to 38%). The other five
registrations are represented by ‘old’ Member Stgf@enmark, France,
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Italy, Netherlands and United Kingdom), but heree @an see a relative
stability of the tax-to-GDP ratifas shown by the fact that they are located
relatively close to the horizontal axisPnly Netherlands recorded an
increase higher than the other countries in thedcant, by 1.2 percentage
points, meaning, in relative size, by 3.1%;

- Quadrant D — has an identical distribution to quadrant C,
respectively contains also six above-average cmasntrespectively five
‘old” Member States (Austria, Belgium, Finland, @@ny, and Sweden)
and one new Member State (Hungary), which have geh#o reduce their
overall tax ratio. The countries from this quadran¢ also closer to the
horizontal axis, except for Austria, which registéra reduction by 2.9
percentage points, which represents, in relatize, &8 decrease by 6.5% of
the tax ratio.

12 member states have increased their tax raticoatyd3 reduced
it. The countries with low-taxation level tend tisglay large adjustments in
either direction, upwards or downwards, whereasttier countries with a
taxation level above the average the picture agpeach more static.

Between 2005 and 2006, tax revenue in terms of @3 in 17 out
of 27 EU Member States and decreased in 10. Asudtr¢éhe growths in tax
revenue of a majority of the Member States werdiglyr offset by the
declines of the other countries resulting in anralenodest increase of the
ratio at the EU-27 as a whole (Lupi, 2008). Amohg EU Member States
(between 2005 and 2006) Ireland (+1.8%), Italy 794), Cyprus (+1.1%),
Latvia (+1.4%), and the Netherlands (+1.6%) recdrdereases of their
national tax revenue-to-GDP ratios by more than peecentage point
compared to 2005, while three (Denmark, Luxembownggd Slovakia)
recorded reductions of more than one percentagg.poi

3. Structure of taxation in the European Union

3.1) Levels of tax revenue in 2006

EU-27 tax revenue (including social contributions) general
government increased in 2006 to 39.9% of GDP-wemhaverage.
Compulsory levies in the form of taxes and soca@itdbutions accounted
for over 90% of general government revenue in thé-2EZ in 2006
(Paternoster et al, 2008, p. 5).
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Figure 3: Ranking of total tax revenue by countries in 288¢ercentage of GDP

As Figure 3 shows, there are wide differencesridsels across the
European Union. The tax-to-GDP ratio, showing thare of total tax
revenues, including social security contributiansgross domestic product,
is the main aggregate indicator used to measureovieeall tax burden.
However, this indicator has certain limitations aasomparative measure
across countries and over time. Among the facttiisiwcan affect the level
and trend of the tax-to-GDP ratio are: the extenwhich countries provide
social or economic assistance via tax expenditurather than direct
government spending, and whether or not sociasteas are subject to tax.

The level of tax revenue in terms of GDP was higlmeBenmark and
Sweden (49.1% and 48.9% respectively in 2006) velsere was generally
lower in the new EU Member State, with the lowéstrs of 28.6% in Romania
(over 20 percentage points of GDP lower than Dekmma2006).

This difference in the level of the overall taxioafwhich includes
social security contributions) reflects the sigrafit differences within
Member States in the role played by the state.
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There are substantial differences in the totalbiasden between the
‘old” EU-15 Member States (i.e. the 15 countrieattfpined the Union
before 2004) and the new Member States (i.e. theoltries that joined
the Union in 2004 and 2007). As a general rulettaésDP ratios tend to be
significantly higher in the ‘old’ EU-15 Member Stat the first nine
positions in term of overall tax ratio are indeextupied by ‘old’ Member
States. There are two exceptions; for example, ¢étseand Ireland’s tax
ratios are over seven points below the weighted?E@wverage (39.9%).

Among the new Member States, Slovenia displayedidjieest level
of tax revenue reaching 39.1% of GDP (only 2 pew&ga points lower that
the EU average). Also, Hungary (37.2%) has a léhetl exceeds the EU-27
average, but the remaining new Member States ¢igplarall tax-to-GDP
ratios lower than the average: from the Czech Riap(®6.2%, i.e. almost
one percentage point below the average) to RomBx6%, i.e. 8.5
percentage points below the average).

It is interesting to note that the arithmetical rage of the 27
countries is somewhat lower (37.1%) than the GDiylited EU average
(39.9%), because of the relatively low levels of BSand therefore low
weight) for the countries which tend to have the@dotax revenue.

If one looks at tax levels in the narrow definitiaxcluding social
security contributions, the situation is simildre tarithmetic average shows a
level in 2006 at 26.6%, while the weighted averiag26.2% in the Euro area
(EA-15). It is worth noting, however, that in tharrow definition, there is
practically no difference in tax levels between E@o area and the EU-25
(26.5%), highlighting that the higher taxation kemdn the Euro area is limited
to social security contributions. The very low texels in Romania, however,
result in the EU-27 average for 2006 being 0.4tsdaelow the Euro areas.

3.2) Revenue structure by type of tax

Tax revenue can be grouped itiioee main categories or types.

v indirect taxes defined as taxes linked to production and imports
(such as value added tax — VAT);

v’ direct taxes composed by current taxes on income and wealth
plus capital taxes, and

v' social contributions that include actual social contributions (for
paying into social security funds or other socra@urance schemes) plus
imputed social contributions.
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The respective shares of these three components ibeen quite
close over time, staying within the 30-35% rangei@hted average).
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Source: European Commission (2008). All data dp&®@veighted.

Figure 4a: Direct taxes, indirect taxes and social secutytgbutions in % of
total taxation
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Source: European Commission (2008). All data ar@@ighted.
Figure 4b: Direct taxes, indirect taxes and social secuatytributions in % of GDP
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The ratio of indirect taxes to GDP increased inique2002-2006.
This increase is due to developments in VAT coidectthat represented
about 8% of GDP in 2006.

At 13.9% of GDP and 34.9% of total taxes in 200&ifhted
average), indirect taxes remain the main sourcdéawfrevenues in the
European Union, followed by direct taxes at 13.500®P (or 33.8% of
total taxes).There also seems to be a trend in recent yearsdewaore
reliance on indirect taxes, as exemplified mosendyg by the German
decision to increase VAT by three points and usegfahe proceeds to cut
social contributions(Carone, Schmidt and Nicodeme, 20073. third
important source of taxes is represented by s@®alrity contributions,
which represent 12.6% of GDP and 31.5% of totaksax 2006 (weighted
average). This source undergoes in the period 2006; as well, a
reduction as weight itotal taxation, the same as during the previoumger
when the need to decrease labor costs materializ@ddecline in social
security contributions.

During the interval 2001-2006, 21 countries inceshtheir share of
indirect taxes in the total. In case of direct ®xineir share increased 10
countries and decreased in 17, and in what contleenSSC, their weight in
the total taxes increased in 11 countries and extiuc16.

The phenomenon of augmentation of the share ofdodtaxes in
total tax revenues, established at the Union lewdl especially, among the
new Member States, is not so much the direct resitiical policy measures, as
the effect of certain economic factors which reftee consolidation of certain
market mechanisms, as well as the higher ratesafanic growth at the
regional revel (Negrescu and Comanescu, 2007,4). 10

Figure 5 illustrates the structure of the countriag revenues, seen
from the perspective of the choice made with regarthe use of the fiscal
instruments at their disposal. What comes to abteim this figure is the strong
diversity of situations, fact that indicates tteedil option of the EU-27 countries.

Generally, the new Member States have a differénictsire
compared to the EU-15 countries; in particular, levmnost ‘old” Member
States raise roughly equal shares of revenues ttinett taxes, indirect
taxes, and social contributions, the new MembeteStaften display a
substantially lower share of direct taxes in th&ltdr'he lowest shares of
direct taxes are recorded in Bulgaria (onlyl20of the total), Slovakia (20.4%)
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Share of indirect taxes in total taxation (2006)
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Figure 5: Structure of tax revenues by major types of tare4 of the total tax burden
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and Romania (21.4%), which represents a differefnoen the EU-27

average by more than 10 percentage po@tse of the reasons for this
difference can be found in the generally lower rates applied in the new
Member States for corporate tax and personal incoaxe (European

Commission, 2008)For instance, Bulgaria appliesstatutory tax rate on
corporate income of 10% (together with Cyprus,ltveest rate in Europe),
while Romania and Slovakia apply a flat rate bathdersonal income, and
for corporate income, of 16% and, respectively, 18%ntrary to common

belief, the bulk of the difference in direct tax@&®DP ratios is to be attributed
to a lower collection of personal income taxes éwrMember States, and
not to a lower corporate income tax (Carone, Schamd Nicodéme, 2007).

The low share of direct taxes in the new MemberteStas
counterbalanced by higher shares of indirect taxebksocial contributions
in total tax revenues. The highest shares of intiegxes are indeed found in
Bulgaria, where the share is well over half of rax® and Cyprus, where it
is very close to the 50% mark.

As for social contributions, high shares of 40%rmre are found in
the Czech Republic and Slovakia, although Franck Germany are also
characterized by a similar level.

Also among the ‘old’ Member States (EU-15) there a&ome
noticeable differences. The Nordic countries (Bsveden, Denmark and
Finland) as well as the United Kingdom and IreldraVe relatively high
shares of direct taxes in total tax revenues (d@86). In Denmark and, to a
lesser extent, also in Ireland and the United Kamgydhe shares of social
contributions in total tax revenues are low. In Bank, there is a specific
reason for this low share: most welfare spendinignenced out of general
taxation (European Commission, 2008). This requimigth direct tax levels
and indeed the share of direct taxation to totalréwenues in Denmark is
the highest in the Union (61.5%). Germany'’s systepmesent in a sense the
opposite of Denmark’'s; Germany shows the highesireshof social
contributions in the total tax revenues, whilesitsre of direct tax revenues
on the total is the lowest in the EU-15. France, toas a high share of
social contributions and a correspondingly low shafrdirect tax revenues,
compared to the EU-15 average.

Some statistical facts stand out. While the cotielabetween the
share of indirect taxation is only about -.25, toerelation between social
security contributions and direct taxation reach@s, indicating some form
of trade-off between these two forms of revenueas @obably reflecting a
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choice in the source of financing of social seguexpenditures as well as
the fact that indirect taxes are relatively harraediacross Member States.
This is confirmed by the correlations between treseces in percentage of
GDP (Carone, Schmidt and Nicodéme, 2007).

Despite the fact than indirect taxes are harmonadflJ level, there
is substantial variation in the amount of reventased from consumption
taxes. “The heavy reliance on consumption taxes$witisstanding some
administrative issues they raise, has several dageas:

() consumption taxes are relatively neutral towardgangaand
investment decisions;

(i) they do not discriminate between imports and |lgeptbduced
goods and do not affect external competitivenessaag as they are based
on the destination principle); and

(i) they provide a symmetric treatment of labor, transand
capital income, thus creating fewer disincentivegduity better than income
taxes”(Joumard, 2001, p. 17).

Conclusions

There are many reasons why government tax reveatiesvirom
year to year as a percentage of GDP. A more inhdapalysis than the one
presented here would be needed to explain the safssich variations in
particular countries. However, in general the ma&asons are changes in
economic activity (affecting levels of employmesles of goods and
services, etc.) and in tax legislation (affectingx trates, thresholds,
exemptions, etc.). It should be noted that, evanguaccrual methods of
recording, the effects of changes in legislatiorrconomic activity tend to
have a delayed impact on tax revenue (Lupi, 2008).

Fiscal policy is regarded as a component of nalisoereignty, and
the fiscal systems of the Member States differ wuitglly, due to the
differences with respect to their economic and aostructures and to the
conceptual differences regarding the role of taxatin general, and of a
certain tax, in particular.

On the grounds of the facts presented, it can belude that there is no
clear tendency of the European states to finareie ékpenses preponderantly
from direct taxes or preponderantly from indireaxds. Also, the policy
regarding social contributions is very differengirg also influenced by
factors such as tradition and customs.
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The present paper sets the ground for a furthdysiaan order to

see determine the effects of the current finargrigis on this matter in the
years to come.
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STUDY CONCERNING PROFESSIONAL TRAINING OFFER
IN THE ROMANIAN COMPANIESINVOLVING IN TEXTILE
AND CLOTHING SECTOR

CARMEN GUT!, MARIUSBOTA?

ABSTRACT. At the present time, a very important issue isehmployment

problem in manufacture industry, especially initexand clothing industry.
This sector is very important for our country besmit contributes almost
with 20% from the Romanian total export and absdrisfrom the total

employment in Romanian industry. Technological degwaent and

growing competition on the market ask for contimeiomprovement of
knowledge and skills of the employees, not only decuring their work
places but also for increasing the companies’ caithneness and
economic development of the society. The presepémpaims to analyze
the employers’ attitudes concerning continuous gesibnal training and
the participation to such programs. For this anslg&ata were collected
based on questionnaires and were processed wit8 $P.8 software.

Keywords. professional training, employment, textile and kilog industry,
labor force

INTRODUCTION

The starting point of our investigation was theuaiton of the
Romanian companies involved in the clothing seddier the total liberalization
of the world trade with textiles and clothing.

The textile and clothing industry is one of theedtlin the world.
The oldest known textiles, which date back to alb@@0 B.C., are scraps of
linen cloth found in Egyptian caves. The industrgswprimarily a family
and domestic one until the early part of the 1580gn the first factory
system was established. It wasn’t until the IndakRevolution in England,
in the 18th century, that power machines for spigréand weaving were
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invented. The clothing industry is a very globadlustry, with constantly

increasing trade flows all over the world. The Ramaa clothing industry

has a long tradition and experience from th& déntury, as well as a good
fame around the world as its products are presentany countries of the
world (Bota, Cosma, 2007).

Since 1 January 2005, The WTO (World Trade Orgdioizan
Agreement on Textile and Clothing no longer existere was implemented
a measure stipulated for some time, that is the &tiolishment of the quota
system for the imports of textiles and clothingfdde the Agreement took
effect, a large portion of textiles and clothingperts from developing
countries to the industrial countries was subjectitiotas under a special
regime outside normal GATT rules (Bota, 2005).

The total liberalization of the world trade withxtides and clothing
opened the way to the imports from Asia as wetbahe interest of the big
companies for the cheap workforce in these ared® Asian firms
(Chinese, Indian) and the companies from Turkeyatec powerful
competitors on both domestic and foreign marketsn& is the biggest
player on the UE-25 market with a share of 31.5%he& European market.
China is the most competitive production base lierttime being due to an
immense oversupply of labor in the rural provineesl young educated
workers who make possible the keeping of the wadegery low levels
(Bota, Cosma, Negrusa, 2007).

The Romanian textile and clothing industry hasrgltradition and
experience from the Y&entury, as well as a good fame around the world as
its products are present in many countries of tbedv This was possible
due to an initial supply with modern machines agdigment most of which
were imported. If, at the beginning, the techneglipment was the same as
the one used abroad, during 1981-1990 there wamraatic drop in the
technology imports. On an international level, dgrthe same period, the
mechanical textile machines became completely aatiocnOnly after 1990
was there a progress in the modernization of thedRean clothing factories.
This effort, though considerable, is far from emsgra satisfactory system
of technical equipment in the Romanian factories.

The textile and clothing industry is a major pdrtiee manufacturing
industry and has two components: the textile ingusind the clothing
industry. It can be say that the majority of thetite products are the raw
material for the companies from clothing industry.order to establish the
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role of the textile and clothing industry for therRanian economy it is
sufficient to look at the following statistics.

According to the declarations of the people inftekl, over 80% of
the companies involved in the clothing industry kvaexclusively in
outward processing trade system — OPT (in Romaiid @ called “lohn
system”), and a great part of them produce unddrkmewn international
brands (Kenzo, Givenchy, Valentino, Versace andynwhers). The work
performed in lohn is done according to the follogvipattern: the foreign
company uses only Romanian workforce, the raw nasetechnology and
know-how are imported. The worldwide clothing prodts have preferred
to bring the raw material to their Romanian parrend to take the finished
products after a certain period of time establishdatie agreements.

A main characteristic of the textile and clothimglustry is the fact
that using a huge number of employees, especialljiathing companies,
the cost of labor force represents a big quoth@etatal production cost.

Table 1.

The evolution of average number of employeesin textile and clothing sector
1990 | 1995 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006

Textiles 4141185 95 | 98 | 91 | 84 | 78 | 67 | 65
% textilein total T& C industry 61.6| 49.5| 26.7| 25.3| 23.2| 21.7| 21.7] 20.6| 20.8
Clothing 258 | 189 | 261 | 290 | 302 | 303 | 281 | 259 | 247

% clothingin total T& C industry 38.4|505|73.3|74.7|76.8| 78.3| 78.3| 79.4| 79.2
Textile + clothing (T&C) industry 672 | 374| 356] 3889 398 387/ 359 326 312

Source: NIS, Romanian Statistical Yearbook 2007.

As we can see from the Table 1, in 1990 the averageber of
employees in textile and clothing enterprises wasut 672.000. In 2005,
we can notice that this number has decreased tb diathe number
registered at the beginning of the transition t{{i@90). The principal cause
of this situation is the decrease of the natiomatlpction in textile sector.
According to official data, if in 1989 Romania hagroduction of 282.000
tons of threads for fabrics, in 2001 the productiepresented only 45.000
tons of threads, while the natural silk productibat was of 90.000 tons in
1989, was stopped at the level of 2001.
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In 1990, the textile enterprises had 61.6% fromltemployment in
textile and clothing industry, remaining for thetemprises involving in
clothing sector only 38.4%. In 2005, we can obsehat this situation is
different from the beginning of ‘90s, the total doyment in textile
industry representing only 20.8%.

Technological development and growing competitionttee market
ask for continuous improvement of knowledge andisskif the employees,
not only for securing their work places but alsa facreasing the
companies’ competitiveness and the economic deredap of the society.
Thus, education is not any more a process limietti¢ ages between 3 and
24, but becomes a life-long learning process. Asoasequence more
importance should be attached to the educationstesy of continuous
professional training since well educated peoplth viaetter qualification
adapt more rapidly to technological changes andurenseconomic
adaptiveness and growth of productivity on the lang (Gut, 2008).

Taking into account the importance of professidrahing, both for
the employers and the employees, we have undertakardy oremployees’
professional training in Romanian companies of @nufacturing industry.
The main goal of the present study is the analg$ishe demand for
continuous professional training among employeis employees of these
companies and the efficacy of these training pnogtan this paper we are
going to present the employers’ attitudes concermirofessional training
and the employees’ participation to such programs.

In Romania, studies have been made concerninghaeacteristics
of continuous professional training (National Ihge of Statistics, 2001)
and the demand and offer of continuous professitaaling (INCSMPS,
2004 and Ministry of Labour, 2004). Thilike exploratory study regarding
the demand for lifelong learningnade as part of component 2 of the
PHARE project ofinstitutional Twinning — Assistance for the condation
of policies concerningcontinuous professional traininghas aimed at
analyzing the demand for professional training wemployers and
employees of two economic sectors — tourism andtoactions. Research
on certain aspects regarding professional traimhghe employees was
undertaken as part of a study made by Osokrpractical study on
occupying and using human resources at territoleakl focusing on active
industrial firms in the Cluj County (Osoian, 2005jmilarly, as part of the
research study centered on tingpact of direct foreign investments in the
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processing industry upon the occupation of laborcddcertain aspects
concerning the professional training of the empks) of these firms have
been analyzed.

MATERIAL AND METHOD

We used for our investigations exploratory, deswu@and causal
research. To realize this paper we used informdtmn Romanian Statistical
Yearbook, from WTO for International trade statistiand Eurostat for
European statistics.

In order to a closely identification for some pmals and the
specific ways to solve those it is been used eapboy research. To obtain
information about situation already existing on tharket it is been used
descriptive research.

In order to analyze how lifelong learning is orgasd in companies
from the manufacturing sector, we made a studyndutihe period 2007-
2008. The study has aimed to analyze the demarabfdinuous professional
training among employees and employers of the naatwrfing industry,
following the pattern of the one carried out by BMIPS [6]. For the purpose
of this study two types of questionnaire were draypn one for employers
and one for employees.

The period encompassed by the study was NovemB2r2007-
January 20 2008. Most questionnaires (95%) were administetieectly
and only a small part (5%) through e-mail addresddbe firms. The data
obtained through questionnaire were processedS®BS 11.0 programs. In
carrying out the study we focused on 45 companmeshe textile and
clothing industry, NACE 17-18 (29% textile compani@nd 71% clothing
companies). In order to make sure the firms araeind to check if they
handed in their financial reports for the previgesr (2006), we accessed
the site of the Ministry of Economy and Finance (wmfinante.ro).

RESULTSAND DISCUSSIONS

Employers fully understand the importance of takipgrt in
professional training, which is apparent in thewuswers to the following
question of the questionnaire -Hat do you think is the impact of your
employees participating in professional trainingtbe development and the
increase of performance of your company?

® Project coordinator - prof Maria Birsan, 2006-2007
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training according to NACE sections

Table 2.

What do you think is the impact of you
employees participating in professionall
training on the development and the incrg
of performance of your company?
very important important Total
NACE Sections 17 Count 8 5 13
% within 61.5% 38.5% 100.0%
18 Count 16 16 32
% within 50.0% 50.0% 100.0%
Total Count 24 21 45
% within 53.3% 46.7% 100.0%
Source: own calculation based on questionnaire dat
Table 3.

The importance of the employees participating ofgssional training in

companies according to the number of their empleyee

Crosstabulation

What do you think is the impact of your
employees participating in professional
training on the development and the increase
of performance of your company?
very important important Total
The distribution of 0-9 Count 5 4 9
companies according 55.6% 44.4% 100.0%
to the number of their —7577g Count 12 9 1
employees
57.1% 42.9% 100.0%
50-249 Count 4 6 10
40.0% 60.0% 100.0%
over 250  Count 3 2 5
60.0% 40.0% 100.0%
Total Count 24 21 45
53.3% 46.7% 100.0%

Source: own calculation based on questionnaire data

We can notice from Table 2 that the questioned @omgs involved
bought textile and clothing industry declared tpatfessional training is
very important (53.3%pr important (46.7%¥or the development and the
increase of the company’s performance. Tacking actmunt the size of the
companies (Table 3) it can be notice that the gipgtion of the company’s
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employees in professional training it is very intpot, especially for micro,

medium sized and big enterprises.

The study revealed that a great number of compdaie®st 70% of
the questioned firms) offer professional trainingheir employees. This is
shown by employers’ answer to questioBe-you offer professional training
programs to your employees®hich analyses the companies’ readiness to
offer professional training courses for their ownpdoyees (Table 4).

Table4.

The willingness of employers to invest in the mweienal training of their own employees

Do you offer professional
training courses for your
employees?
no yes Total
NACE Sections 17 Count 5 8 13
% within 38.5% 61.5% 100.0%
18 Count 9 23 32
% within 28.1% 71.9% 100.0%
Total Count 14 31 45
% within 31.1% 68.9% 100.0%
Source: own calculation based on questionnaire data
Tableb.

Professional training courses for employees offéedompanies

accordina to the number of emplov

Do you offer professional
training courses for your
employees?
no yes Total
The distribution of 0-9 Count 4 5 9
companies according 44.4% 55.6% 100.0%
to the number of their 10-49 Count 7 14 o1
employees
33.3% 66.7% 100.0%
50-249 Count 2 8 10
20.0% 80.0% 100.0%
over 250 Count 1 4 5
20.0% 80.0% 100.0%
Total Count 14 31 45
31.1% 68.9% 100.0%

Source: own calculation based on questionnaire data
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We found that employers’ interest in the important@rofessional
training programs is greatly paralleled by theiiats proper. That is how a
great number of companies (almost 70% of the compaguestioned) do
offer to their employees such programs. This iy \mmneficial both for the
employees (improving their skills and knowledgecwseng their work
places) and for the company (enhancing competiéserand the firm’s
performance).

The means of improving the employees’ level of essfonal
qualification vary from one company to the other¢cading to the line of
each (their main field of activity), their sizesidatheir financial and human
resources available.

Analyzing the distribution of companies accordioghe number of
their employees it appears that the share of tloffing professional
training programs is growing in conformity with tiseze of the company.
As a consequence if micro companies (0-9 employe#isj professional
training programs only in 55.6%, this percentagegsito 80% in the case of
big companies (with 250 employees and over). Wel fihis tendency
natural, taking into account that the quantum ofificial resources that
companies are willing to invest in professionalrtirag is higher with big
companies as compared to smaller ones due to scaf@mies available to
big companies [4]. That is to say the bigger a firespectively the higher
the volume of production, the lower the share ofcasts per product unit
(scale economy).

Relative to the percentage of the employees whasie llaken part to
training courses, the results are presented it ade 6:

Table6.

The employees included in training programs dugi6§6-2007

Which is the share of employees that was included in training programmes
during the time span 2006-2007?

Cumulative
Frequency Percent Valid Percent Percent

Valid under 25% 29 64.4 67.4 67.4
26-50 10 22.2 23.3 90.7
over 75% 4 8.9 9.3 100.0
Total 43 95.6 100.0

Missing System 2 4.4

Total 45 100.0

Source: own calculation based on questionnaie da
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As we can see from the table above, more tharofigiie companies
in view declared that between 2006-2007 they hddred professional
training programs to less than 25% of the total beinof the employees and
only 8.9% of the firms had offered training to abh@ll employees (over
75% of the total number of the employees).

One question of the questionnairé\thich are the main forms of
organizing professional training of the employees&imed at analyzing the
most important means of organizing the professiomaining of the
employees in the textile and clothing industry. Tasults are presented in
Table 7.

Table7.
The main forms of organizing professional trainagighe employees
Forms Total (%)
1. Organizing courses at the company 18.5
2. Organizing courses at the company, with prijate 26.2
suppliers
3. Organizing courses outside the company, by ¢ekin  10.8
part in courses organized by the labor force
occupation agencies
4, Direct training at work place 32.3
5. Self-training 12.2

Source: own calculation based on questionnaire data

The main form of employee training is representedibect training
at work place(1/3 of the companies chose this form of trainjrgice this
form serves in the first place the interest (barggfof the company and then
the one of the employees. This training consistsfiering indication by the
immediate superior (foreman, department leadebya co-worker. Second
comes theorganization of courses at the company with privet@pliers
this form being preferred by 26.2% of the totacofmpanies analyzed. The
significant number of companies using these twn®of training is due to
the low costs they imply.

Another question Which are the main types of professional training
programs that your employees took part in@nalyzed the main types of
programs that employees took part in, in order ¢e svhether these
programs were mainly meant for the benefice of ¢neployers or the
employees (Table 8).
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Table8.
The main types of professional training programs

Types Total (%)
1. Qualification 27.9
2. Re-qualification 3.3
3. Initiation 16.4
4. Improvement 34.4
5. Specialization 18.0

Source: own calculation based on questionnaire data

From the analysis of the tables below we find thatmain types of
programs that employees took part in areitingrovement programand the
gualification programs(in most companies more than 27.9% of the
employees took part in this type of training). Weasider that these types of
programs serve mainly the employer’s interest stheg aim at qualifying
the employees and improving their knowledge coriogrithe work they
presently do for the company. The main areas of émeployees’
professional training are shown in the Table 9.

Table.
Main areas of employees’ professional trainingtp&l number of companies
Areas Total (%)
1. Development of personal skills and competence 732
2. Improving work place activity 54.5
3. Acquiring new managing practices 10.9
4, Enhancing loyalty to the company 1.8

Source: own calculation based on questionnaire data

Irrespective of the company’s line professionalinirygs aimed
mainly atimproving work place activitpf the employees (in 54.5% of the
cases). We can conclude again that companies foeudy on areas they
perceive as beneficial for the company in the filsice and only after that
for the employees. In other words companies arg il@&rested in using
training as a means of enhancing employees’ loyalthe company, which
is proved by the small share of courses aimingiataspect (1.8%).
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In what follows, we will present the problems enyas are most
often confronted with when they want to organizetwoffer professional
training programs.

Table 10.

Constraints of the employers concerning investraedtorganization of
professional training

Descriptive Statistics

N Minimum Maximum Mean Std. Deviation
the lack of financial
resources 44 1 5 2.98 1.422
the lack of professional
training offers at local 44 1 5 3.30 1.374
level
the lack of correlation
between the content of the a4 1 5 3.00 1181

course and the need of
the company

the length of the course 44 1 5 2.48 1.171
the timetable of the

course 44 1 5 3.16 1.293
the low quality of the

Coursesq Y 44 1 5 2.86 1.231
the existence of low

incentives in our 44 1 5 3.05 1.311
legislative system

Valid N (listwise) 44

(Minimum 1 = the least often; Maximum 5 = the mo&en)
Source: own calculation based on questionnait@ dat

Analysis of Table 10 shows that the employers’ nwinstraints are
represented bthe lack of professional training offers at localélfollowed
by the timetable of the course which overlaps with working hours.
Consequently we repeatedly stress the importanae ltter coordination
between the timetable of the courses and the eme®yworking hours. In
the same way suppliers of professional trainingyams have to adapt their
training offers to the actual needs of companies tanoffer to employees
the qualifications required by the market in thepextive geographical area.
Another constraint of the employerstlse lack of stimulating legislation
which makes us consider a legislative amendmehetoecessary so that to
motivate both employers and employees regard tfex ahd participation
respectively in professional training.
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CONCLUSION

It may be easily noticed a general lohn migratiegdencyfrom the
western to the eastern part of Europe accordirthesuccessive accession
of the countries to the European Union. SooneratarIthe “lohn system”
will be moving from Romania to other countries amine of the Romanian
companies will disappear and the surviving onesulshonake a good
business strategy.

The solution everyone agrees on is that the clgtbompanies start
producing under their own brand. Under this newntréghe companies
should be present on both domestic and foreign etarBy using their own
strength and benefiting of know-how obtained frambus companies that
act in the clothing sector for a long time, as waddl of the qualified and
educated workforce, the Romanian companies willeh&y build up a
modern business that may compete with the EU corapan

Employers consider participation in professionairing important
and very important because it serves both the dsterof the individual
(improvement of knowledge and skills, securing lhisrjob) and those of
the company (enhancing competitiveness and perfacenaf the company).

We found that employers’ interest in the important@rofessional
training programs is greatly paralleled by theiti@ts proper. The main
form of employee training is represented diyect training at work place
(1/3 of the companies chose this form of trainiagyl theorganization of
courses at the company with private suppliers.

We also found out that the main types of programas €émployees
took part in are themprovement programand thequalification programs,
and the main areas of employees’ professionalitrgiaredevelopment of
personal skills and competenaedimproving work place activity.
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CULTURAL TOURISM IN TRANSYLVANIA
AND IN THE COUNTY OF CLUJ UNDER THE SIGN OF THE
ECONOMIC CRISIS

MONICA MARIA COROS', ALEXANDRA VIORICA DULAU?

ABSTRACT. The present paper dealt with the manner how cliltataism
is perceived and how it can develop under the ¢mmdi of the economic
crisis situation. A primary stage of a research hasn carried out —
respectively, 196 questionnaires have been testeal mndomly selected
population of Romanians. This phase representarting} point of further
researches on this topic. The results can be cemesidvaluable but not
fully representative. The main concerns of our pape: the present-day
development of cultural tourism in Romania and Eydwania (especially
in the County of Cluj); Romanian visitors’ attitudewards: culture and
tourism; their holiday consumption behavior; theudgetary allocations
for tourism and culture; the notoriety of sevesglds of destinations from
Romania, Transylvania and Cluj County. Our conduasitry to signal a
few things that must be done concerning tourismauitiral development
in Romania while confronting the economic crisis.

Keywords: tourism, culture, destination, economic crisispninia,
Transylvania.

1. Introduction

The global economic crisis has managed to stihepspirits all over
the world. It has become a well-known fact andsitecognized as a true
reality. In this context, Romania, too, must benggd attention. The almost
twenty years of ongoing transition have not yet aggd to grant our
country a genuine healthy functional economy. Atidiew years of hopes
for a better living (supported by the encouragingrmmic development of
the past few years — based on the economic reftiratswere carried out
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during the late ‘90s), Romanians are now threatdayethe financial crisis.
We believe that our country must make use of oné&somost valuable
assets: tourism. As we have already mentioned rina@g before, Romanian
tourism is in deep need of a proper promotion agyat

Despite the fact that authorities have kept dewatourism a first-
rank priority, nothing was done in this respect.rélisad examples can be
given. During the time-span of 2000-2004, the des#mocratic party
while reorganizing the government, decided to irdtey the Ministry of
Tourism into that of Transportations and Constandi Later on, after 2004,
the liberals, together with the Democratic Partgcided to reorganize the
Ministry of Tourism several times by transforminignto a national agency,
subordinated to the huge Ministry of Small and MediSized Enterprises
and Liberal Professions. Finally, beginning withcBmber 2008, Romanian
tourism has (once again) its own miniétfRoughly, throughout the past ten
years, there have been made several attempts toumRomania’s image
as a country (both abroad and inland) and to estaité identity as a tourist
destination. Unfortunately, all what really happgneas to initiate many
branding processes, which never cam to an end hait rhanaged to
consume huge financial resources, with very potcarues.

Figure No 1 reveals the current situation of Roraaninternational
tourism. Despite the fact that the arrivals of fgners have increased,
compared to the previous year, we ought to merttierfact that the overall
arrivals in accommodation facilities decreasednasve in Table No 1:

Table1l.
Activity Trends at the L evel of the Accommodation Facilities
thousand Tougggg/rzré\glsm December January
persons 5007 5008 | 2008/2007 2008/2007 2009/2008
TOTAL 6971.9| 7125.3 +22% -8.6 % -10.6 %
Romanians 5421.0] 5659.4 +4.4 % -81% -84 %
Foreigners 1550.9| 1465.9 -55% -11 % -11.2%

Source: NIS [February and March 2009]

It becomes obvious that the first signs of a desirgatrend become
visible in the already rather poor tourist activiay our country. To this
unfortunate situation, one must also notice theeasing demand of the

% Between 2000 and 2003 a Ministry of Tourism absisted.
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Romanian population for destinations from abroadsyite the fact that
Romanians were addressed a first promotional canpéhat presented
tourism in Romania as a lesson of life — aimingnicrease the interest the
people towards inland destinations), the numbeRafmhanians who travel
abroad continues to increase dramatically.

e ™
International Tourism of Romania (tousand persons)
14000 - 13072
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0\11275 10757 10980
10000 \\‘///~10006 ‘\ln1nq Byii‘// 3862
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\_ ‘ —e— Romanians - Departures —=— Foreigners - Arrivals ‘ J

Source: own calculations, based on NI8rfipo OnlingBuletine Lunare Statisti¢e

Figure 1. International Tourism of Romania (Arrivals of FayeiVisitors and
Departures of Romanian Citizens)

The purpose of this paper is to reveal the poteofidRomania’s
tourism to develop on behalf of the country’s crdtiheritage. The above-
mentioned campaigrRomania, a Lesson of Ljfes in our opinion the first
official attempt to “bet” on culture. The messagasvelearly one that raised
the problem of the educational function of touridtms no secret at all but a
universally admitted truth that tourism plays a keye in educating the
people. In this respect, we believe it is necessamitiate a critical analysis
of how Romania’s cultural heritage is appreciated$ own people. For the
time being, we have decided to take a glance ataRais cultural tourism,
by focusing on Transylvania and, within this region the County of Cluj.

Let us take a short glance at the tourist actwiteganized by the
Romanian tourism agencies for the native residdating the 2003-2007
time-spans:
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Table 1a.

Internal Tourist Actions Organized by Tourist Agencies

Tourists (Thousand Persons)

Average Duration of Stay (Days)

2003 2004 2005 2006 2007 | 2003 | 2004 | 2005 | 2006 | 2007
Internal tourist
actions - total 1234 1429 1210 1276 1249 79 7.0 7.6 7.4 7.4
Mountain area : towns| 341 372 293 277 264| 5.2 4.4 5.5 5.9 4.7
Spas area 334 317 288 312 310| 13.7 | 13.4| 14.4] 144 13.
Seaside area 318 389 332 349 378| 7.6 7.3 7.4 7.1 7.0
Mountain  area -
vilages and alpinel 89 121 76 90 69 | 5.8 4.8 6.0 4.6 4.9
tourism routes
Historical areas 50 61 44 46 44 2.5 2.7 3.3 2.6 4.3
Religious pilgrimage|
| 4 4 13 15 13 21 2.3 15 1.6 1.6
River cruises 18 44 54 72 38 1.8 3.0 1.1 1.0 8.8
Diverse circuits 5 12 37 48 65 2.3 2.5 2.9 3.6 3.2
Other areas 75 109 73 67 68 3.6 2.8 3.0 3.1 3.6
Source: NISTempo Onling
4 - o )
Average Number of Visitors per Destination (1990-2007) - persons
\ \ 1018432
Total | | 4911922
. @ 125383
Other Towns and Tourist Circuits
Bucharest and County 1 | 1972943 - 741503
Residences, Excluding Tulcea
] 10753
Danube Delta, Excluding Tulcea
1 88829
Mountain Resorts
Seaside, Excluding Cunstantaﬁ 65167
| 36948
Spas
0 000000 2000000 3000000 4000000 5000000 6000000
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Source: own calculations, based on NI8rhpo Onling

Figure 2. Average Number of Visitors, by Types of Touristsl grer Destination,
for the Time Span1990-2007
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Table 2.
Arrivals of Tourists per Destination and Their Average Duration of Stay
Tourist Destinations
MU Total
S | spes | wouncan | O50E | (SO | O
2006
Arrivals thou. 6216 686 702 883 55 2982 908
foreigners thou. 1380 62 36 97 12 1016 157
Overnight stays thou. | 18992 3746 5454 2062 140 5753 183
foreigners thou. 3242 445 142 234 28 2093 300
Indices of
functioning % 33.6 39.8 51 22.2 25.5 32.4 20.9
capacity net
';\t‘gage durationof ..o | 31 55 | 78 2.3 2.6 19 2
foreigners days 2.3 7.2 3.9 24 23 21 19
2007
Arrivals thou. 6972 796 742 998 74 3310 1052
foreigners thou. 1551 58 36 119 20 1144 174
Overnight stays thou. | 20593 4055 5441 2218 146 6583 214
foreigners thou. 3586 347 157 286 34 2412 350
Indices of
functioning % 36 45.7 51.7 24 26.6 35.4 23
capacity net
’;‘;‘;‘rage durationof y.s | & 51 | 73 22 2 2 2
foreigners days 2.3 6.0 4.4 2.4 1.7 21 2.0

Source: Based on NIS [ASR 2008, Chapter 20]

Unfortunately, as the data in Tables 1a and 2 easgly in Figure
2 reveal, the contribution of those tourist aci@stwhich should account for
cultural tourism is rather poor. We have highlightde types of tourist
activities organized between 2003 and 2007 by teyencies that have at least
connection with the analyzed category of tourisegpectively, the average
numbers of visitors by types of tourists (Romaneamd foreigners), per
destination, for the time-span 1990-2007. A feweolstions need to be made:

- visiting of historical areas is the single activityat is entirely
specific to cultural tourism; it can mainly be agated to tourism in county
residences and other towns;

- tourism actions carried out in religious pilgrimageas primarily
focus on the religious aspects but are also vaseclo the cultural character
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of tourism; it mainly appears in the case of tauria other towns and other
tourist circuits;

- diverse circuits refer to tourism circuits that dot necessarily
refer only to cultural activities (they might, aNy include other types of
activities and attractions); it corresponds todhtegories county residences
and other towns and tourist circuits;

- tourism activities in mountain areas (in towns, anihges),
respectively spas or Danube Delta mainly refeiptarting activities, natural
areas, cures, health and spa, and active tourtdnthey may also imply a
cultural component of lesser impact;

- destinations found under the other areas categay aso, at
some point, include cultural tourism;

- the average duration of stay (especially in theesad county
residences and other towns) was, both in 2006 80d,2a rather short one
(of 1.9 to 2.0 days for all visitors and of 1.9 2dl for foreigners); such
values can only be associated to business touristragsiting. Under the
sign of the economic crisis, local authorities dddobecome aware of the
fact that their towns and cities ought to reposittbemselves as cultural
destinations and must develop coherent promotistrategies; depending
on business and transit tourism cannot truly gdewelopment.

2. Material and Method

Due to the fact that the Romanian National Institidr Statistics
does not collect data concerning the tourists’ pses of travel, we have
decided to conduct our own investigations. Morepttee matter of culture
has been very much ignored. Of course, under thdittons of the financial
crisis this state of being cannot be expected fwanve.

In order to be able to sketch the image of Trarmyils/'s cultural
tourism potential and exploitation we have readeddecision to conduct a
questionnaire-based research. This paper is basdteoresults obtained
from 196 subjects, who offered their complete amsvewer the Internet. A
previous research [Cay,02006] was carried out among foreigners. We have
tried to comply with the quota-based sample of tresearch, and we
managed to pretty much meet the established regents. [Corg, 2006:
26] Moreover, our present research is also complbiethe outcomes of
another investigation. By the means of an onlinestjonnaire, we managed
to obtain the opinions of over 1100 young persanairily aging between
18 and 40 years) concerning Transylvania’s posidind negative aspects.
[Coros, 2009] The results of our researches have leadgléd the conclusion
that Transylvania enjoys a positive image and ithat generally perceived
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as a cultural destinations. This idea is also gttemed by the fact that
Romania / Transylvania was the host of a major pe@o event: Sibiu —
The European Capital of Culture of 2007 is compulsory not let tourists
forget this special destination. The following maEphs are going to
present different aspects concerning tourism anliureu in Romania,

Transylvania and in the County of Cluj.

According to the Law No 5 of 2000 Romania’s culturaritage is
represented by: over 680 exhibits and values abmait cultural interest and
heritage that enjoy a huge diversity: 197 churcdres monastic ensembles;
36 architectural monuments and ensembles; 11 sastt@nsions and
palaces; 70 urban architectural ensembles; 20 rhustoenters and
archaeological sites; 7 tourist objectives / a@as sites are included in the
UNESCO World Heritage. Most of these assets avatgt in Transylvania.

It seems that bureaucracy makes it rather difficolfind out the
manner how local authorities have decided to fieatozirism and culture.
The Law of the National Budget establishes the@walhg amounts of money:

Table 3.

Budgetary Allocationsfor Tourism and Culture (thousand L &)

2008 2009 2009/2008

Ministry of Tourism 40,392 397,302 + 833.60 %
Ministry of Religious Cults, Cultures and Nationah 007518 1132220 +12.38%
Heritage T T )

Source: $ptamana Financiar[2009, No 195].

Unfortunately, it is impossible to find out how #ge sums are
distributed in Transylvania. Moreover, it seemd tioairism is present only
at national level, as for example, it does not apjoe the budget established
by the City Council and Hall of Cluj-Napoca; noriigossible to find out
how the allocated money was spent:

Table4.

Budgetary Allocationsfor Cultural Expenditures (thousand L ei)

2008 2009
Culture, Recreation and Religion (Total) 41,769 889,
Municipal House of Culture 1,200 1,400
Expenditures outside the local budget 13,764 2,338

Source: Prirdria Municipiului Cluj-Napoca [HCL 3/2008, HCL 12ZJ29].
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Local officials [Prindria Municipiului Cluj-Napoca, website information
regarding culture] present Cluj-Napoca as a cultgenter of national
importance. Below, we are going to try to complée list of the City Hall
[promotional materials from the Tourist Info CentérCluj-Napoca] and to
name the most significant elements that contridotehe promotion of
culture in our city; there must be mentioned:

- the two dramatic theaters (the “Lucian Blaga” Na#ibTheatre and
the Hungarian State Theatre);

-the two operas (the National Romanian Opera andHtimggarian
State Opera);

-the Puppet Theatre“Puck”;

-the National State Philharmonic “Transylvania” ahd “Gheorghe
Dima” Conservatory;

-the four houses of culture (the Students’ HouseColture, the
Municipal House of Culture, Casa Tranzit, and Qasaversitarilor);

-the network of museums (the National Museum of $yaranian
History, the National Art Museum, the Pharmacy Musgethe Ethnographic
Museum of Transylvania, the “Romulus Vuia” Ethngaria Park, the “Emil
Racovia” Museum of Speleology, the museums of “BaBelyai” University:
Botanic, Mineralogy, Paleontology, Zoology, Vivaniuthe museum of the
university, and the museums of the University ofiégjtural Sciences and
Veterinary Medicine the “Emil Isac” Memorial House)

-the “Alexandru Borza” Botanical Garden — the sec&ndopean
botanical garden from the point of view of its stilc value and importance,
respectively, due to its beauty;

-the key libraries of the city: the Central Acaderibrary “Lucian
Blaga”; the Cluj Branch of the National Academy faby; the “Octavian
Goga” County/Public Library.

It is compulsory to point out the fact that thefical list” (posted
on the website of the City Hall) seems to be ragwar; unfortunately, this
situation only comes to confirm the authoritiegKaof interest and strategy
concerning the declared development of culture tmdism; we dare
associate it to ignorance. Below we are going ghlight [Casa Municipal
de Cultua; Zile si nopi, Sapte serj digital Mini Map, Cluj-Napoca
Recommended Walking Téuthose cultural elements that were not
mentioned on the webpage in the section dedicatedlture:

- the universities of Cluj-Napoca:
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- six state universities: “BaldBolyai” University, “luliu Haieganu
" University of Medicine and Pharmacy, the Techhitmiversity, the
University of Agricultural Sciences and Veterinaryledicine, the
“Gheorghe Dima” Music Academy and the “lon Andra€stniversity of
Arts and Design;

- several private universities: “Dimitrie Cantemir” hfstian
University, “Bogdan Vod” University, Sapientia University, the Hungarian
Protestant Theological Institute; “Avram lancu” Meisity;

- cultural organizations and assemblies: Romanianiteygtr
Association; Romanian Artists’ Association;

- institutes: the “George Baiu” Institute for History; the “Sextil
Pwcariu” Institute, etc;

- the National Center of Cinematography and an itapdmetwork
of cinemas: Republica, Arta Eurimages, and Victodampleted by the
more recent multiplexes: Cinema City (lulius Madihd Cinema Odeon
(Polus Center);

- cultural centers: British Council, the French @rdl Center, the
German Cultural Center; the Italian Cultural Ceriteg Polish Cultural Center;
the Korean Cultural Center; the Japanese Cultweate; the Chinese Cultural
Center; the Austrian Cultural Center; “Sindan” Qrdl Center; Noua
Acropok; “J. F. Kennedy” American Center; “Heltai GaspBdundation; etc;

Cluj-Napoca can be proud to also hdstuj-Napoca City Guide

- an important number of religious edifices of grealtural value:
“St. Michael” Roman Catholic Church; “St. Stephd®éformed Church; the
Franciscan Monastery and Church; “St. Mary” Metildpa Orthodox
Cathedral; “Transfiguration of God” Greek-Cathdllathedral of the Minorite
Church and Convent; the “Resurrection” or “Bishop Bob” Greek-Catholic
Church (the oldest Romanian church of the city,3}80Calvaria” Church
(earth fortification); “St. Peter” Church; the Rsaror University Church; the
Neologyst Synagogue; the Orthodox Church on thé (Hik first Orthodox
church form Cluj-Napoca); “St. Joseph” Greek CathGlhapel; etc;

- many beautiful and renowned monuments and stakieg:Matei
Corvin monument (the winner of the Great PrizéhatRaris World Exhibition
of 1900); “Saint George Killing the Dragon”; “Canoh” Obelisk; the “Shot
Silhouettes” (monument dedicated to the memoryhaf martyrs of the
events in December 1989); the “Transylvanian Schswituary group; the
statues of Mihai Eminescu and Lucian Blaga; “Babavd&¢” monument;
“Mihai Viteazu” equestrian statue; the monumenthaf “Memorandists”; the
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“Horea, Clgca and Cgan” statuary ensemble; the “Cross on the Hill”
monument; “Lupa Capitolina” with Romulus and Remaisthe controversial
statues of Avram lancu or “Glory to the Romaniahd&o”;

- a great variety of historic heritage buildings (ntaithose situated
in the old city-center, today’s Unirii Square arehrby this perimeter (between
Avram lancu and 21 Decembrie 1989 streets), edlyedia the area of
nowadays Universitii, M. Kogalniceanu, and I. C. Btianu streets):

- mansions and palaces: the Banffy Palace (one ofaR@is most
valuable and important Baroque edifices; nowadblests the National Art
Museum); the Jésika Palace; the Rhédey Palace;gHadiyai” University
(monumental eclectic building); the Academiciangiude or the Academic
College (representative cubist architectural styteg Teleki Palace; the
Toldagi-Korda Palace; the Reformed College; the r@Goof Justice; the
National Theatre; the building of the Protestanedlibgical Institute; the
Palace of the Prefecture; the buildinf of the “BasSamuel” High School;
the Palace of the Central Post Office; Székely d@a{aeo-gothic style); the
building of the former “Collegium Marianum” (todas/'Philology); the
Palace of the City Hall (eclectic style); the OliyCHall Palace; Urania
Palace; etc;

- present-day and former hotels: “Central-Melody” élothe building
of the Ex-“New York” and former “Continental” HoteiBiasini” Hotel; the
former “Astoria” Hotel (today the building housdsetheadquarters of the
Cluj County Branch of the Chamber of Commerce); etc

- the Academic Medical Clinics from the Clinicilor npeeter
(pavilion-type of clinics);

- houses: Mauksch-Hintz House (that houses the PlgiriMiaseum);
the Roman Catholic Parish House; the Bathory Apmi8ary; the Piarist
Convict; the Old Prefecture; the Goldsmith’s Ho(tbe best preserved Old-
Renaissance town house of Cluj-Napoca); The Bolsaise; the building
of the National Museum of Transylvanian Historyg thuilding of the
Central Academic Library “Lucian Blaga”; etc;

- Medieval vestiges: the “Matei Corvin” Memorial Haugtoday it
houses the University of Arts and Design); the @atgimpressive Baroque
strengthened fortress, built in a five-point-stmp; the Tailors’ Tower, the
Firemen’s Tower; the city wall; etc;

- many diverse cultural events of local, nationalimernational
notoriety Studene.Rq:

- TIFF —Transylvania International Film Festival
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- Toamna Muzical Clujeani — classical music festival

- DelLaHoyainternational festival of electronic music;

- Baroque Music Festival

- beer festivals (spring and autumn);

- thePuck Anima-Fest puppet-show festival;

- International “Lucian Blaga” Festival;

- ManlinFestTheater Festival;

- Modern Cluj Festivalcontemporary music);

- thelnternational Johann Strauss Festiyal

- the Ball of the Opera;

- thelnternational Guitar Festival

- the Spring of Coffee Shops and bars — cultural svand urban
entertainment;

- the Festival of Lights; etc.

We have chosen to focus on presenting the culfueatage and
offer of the city of Cluj-Napoca because of thet fdmat we have presumed
that this enjoys a higher notoriety, being a litiktter promoted than that of
the rest of Cluj County. Still, we ought to briefipention the most
important cultural attractions (sites or events)tloé county Wikipedig
Ropedia.Rp

- tourist attractions:

- fortresses: Celtic settlement (Apahida); Roman &as{Turda,
Caseiu, Giliu); Roman ruins (Petsg); Bologa; Cuzdrioara; Ebaca; Liteni;
Cetatea Fetei (Flogg);

- palaces and castles: “Octavian Goga” Memorial Hoasd
museum (Ciucea); Banffy (Bdda, Bosa, Riscruci, Giku); Kemény (Jucu
de Sus); Beéldy (Geaca); Bocksai (Aghug Mikes (Sivadisla); Josika
(Moldovenati); Kemény-Banffy (Luncani); Schirling (Corgt); Teleki
(Luna de Jos); Was§@ga); Wass-Banffy (Gil);

- mansions: lara; &gura lerii, Ocolgel; Surduc;

- churches and monasteries: Reformed-Calvin Churcibg€a,
Izvoru Criului, Luncani); Orthodox church built bgtefan ce | Mare
(Feleacu); Nicula Monastery; Evangelic Church (B)rdArmenia Catholic
Church (Gherla; it hosts a painting of Rembran&gformed fortified
church (Huedin, Flokg);

- monuments and statues: the monument raised fanémeory of
the martyrs of the Bobalna uprising;
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- museums: “Octavian Goga” Memorial House and museum
(Ciucea); History Museum (Turda, Dej, Gherla, I9tothe museum of the
Nicula monastery; Village Museum (Iclod);

- theatres: Romanian State Theater of Turda;

- cultural events:

- Annual Fair from Negreni;

- Turda Fest;

- Interethnic folkloric festival (\4tea);

- other folkloric festivals and cultural events orgaad in the
county are very poorly promoted.

3. Resultsand Discussions

Before any attempt of analyzing the people’s atgt towards
culture, we focused on their tourist behaviors.stFiof all, we were
interested to find out when and where they prefdravel:

Tableb.

Per centages of Destination Choices (Per centages of Choice)

J} Home
Seaside Mountaing Rural Monasteries Spa +

Other

Christmas &| Romania 0 30 13 0 2 56

Winter Break Abroad 3 42 5 1 2 47

Easter Break Romania 2 9 16 6 3 66

Abroad 7 10 15 7 7 54

Summer Break Romania 57 21 5 2 8 7

Abroad 58 8 2 2 4 28

" Romania 8 28 16 1 10 39

The FofMay 4 oad 13 14 5 1 13 55

On behalf of the obtained results, several conchssmay be drawn:

- most Romanians tend to spend their Christmas braakeme,
together with their families; they sometimes travel the countryside
(mainly because of family relations); they chooseuntain resorts for the
New Year break; it is obvious that they prefer tagbce winter sports
abroad (especially ski in Austria and in the SloRapublic);

- when it comes to their Ester breaks, Romanianseptowe even
more conservative; most of them celebrate the Restion at home or in
the countryside, together with their families; Istinland and outbound
pilgrimages tend to become a habit for some peré&meewhat over 3 %);
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youngsters, who do not yet have their own familesyose to spend their
Spring breaks in the mountains;

- by far the most desired summer destination is thaside;
authorities should pay more attention to betterivating Romanians to
travel to the Black Sea coast, rather than abnoadintains attract important
numbers of tourists, too; still, very many persdread off for foreign
destinations (generally European countries);

- the ' of May usually brings a long weekend, thus andasing
number of Romanians tend to take short breaksjstoagents ought to
better exploit the potential of the native offespecially due to the short
time tourists dispose of.

While Romanians so not seem to be very interesteaperience the
feeling of the Christian holidays away from theantes, foreigners tend to
very much appreciate a Christmas in Maramuve Easter celebrations
within the monasteries of Northern Moldova. [CQr@006] The well-
preserved traditions and the great hospitalityhef lbcals can be exploited
on these tourists.

When asked how often they take into consideratioal] respectively
foreign destinations, the distribution on the inigegted persons’ answers
was as follows:

Table®6.

Preference of Homeland vs. Foreign Destinations (Per centages)

Always | Most of the | Often | Sometimes Rarely Very | Never

times rarely
Homeland 13 40 18 17 6 5 2
Abroad 7 21 19 25 8 13 7

One may easily notice that — probably — mainly doidinancial
restrictions, Romanians still tend to take quitesfinto consideration the
local offer; unless something is going to be doomensconcerning quality,
Romanian tourism is going to loose these clientdawvor of its main
competitors (who offer competitive packages abative prices).

In order to broaden the image, we also asked tbpl@d¢o mention
where they spent their last three holidays (in sewh holidays and not
necessarily years); still, most persons gave arsstirat suggested only one
vacation per year (mainly during the summer). Theisponses are
presented in the table below, according to the imeatl destinations:
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Table7.

Last Three Holiday Destinations (Number s of Destinations)

The second last vacation  The time before last vatdti Last vacation
At home 35 20 9
In Romania 79 97 142
Abroad 89 76 104

It is worth to point out that the number of persari® do not travel
registers a decreasing trend. On the other hanchaRia seems to enjoy a
constant moderate growth, while that of the abrdestinations is a more
spectacular one. Generally speaking, one oughtdticen that tourism
demand increases.

Further on, we were interested to identify the mfrsjuented
Romanian destinations. We are going to presentdsigonses according to
the responses mentioning destinations belongingh®:County of Cluj,
Transylvania (except for Cluj but including Ban@tjsana and Maramus
and other Romanian destinations:

Destinations Nominated from the County of Cluj and Transylvania, as Parts of Romania

120 82

100 93

13

1

1 [¢)

Urban Destinations ~ Cultural and Religious ~ Rural Destinations Spa Resorts Ski Resorts Lakes, Gorges and Black Sea Coast Danube Delta
Mountains

19

‘ 0 County of Cluj m Transylhvania without Cluj @ The rest of Romania ‘

Figure 3. Romanian Destinations Most Often Mentioned

One may easily notice that the top of the preferRamanian
destinations is dominated by the Black Sea res@dast that was also
confirmed by the NIS, as previously shown), the ntain resorts (both for
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natural beauty and resources, ant for winter sptwts— especially ski), and
by urban destinations (probably, mainly for bussesntertainment and
shopping). Surprisingly, cultural destinations dot seem to attract too
many people. We tried to obtain a more accurateeggdion of the tourism
offer of the county of Cluj, based on the “Romaniand abroad nominations.
Of the 196 respondents, 8 did not mention any eatastination they would
consider, as opposed to 32 who made no nominatonah outbound
destination. We received 544 nominations of Ronratoarist destinations,
and 446 potential destinations from abroad. Reggrdhe homeland
potential demand, we may mention that: the CouitZlaj is quite well
represented, with 68 nominations, of the 322 Trimasyan spots, 15
answers included general categories, and 207 eefdo other Romanian
destinations (especially Black Sea, Bucovina amh&ra Valley).

e )
Destinations Nominated from the County of Cluj

Valea lerii (Buru, Filea
de Jos, Pdeni, Rasca,

Valea Draganului, 1 Valea lerii), 5

Tarnita and Somesul
Rece, 6

Béile Cojocna, 1 apyseni Mountains, 11
Poiana Horii, 1

iBéigoara, Marisel and

Cluj-Napoca and Cluj
Vladeasa, 19

County, 7

Belis, Racatau and
Cheile Turzii, 3 Rachitele, 12

Figure 4. Destinations Belonging to the County of Cluj

It is encouraging to notice that Cluj enjoys aljagood notoriety
despite its poor promotion as a tourist destinatitwen though this research
study cannot claim to be representative, it hekpglantify at least some of
the aspects appreciated by tourists from the régityurism offer. The
obtained results are going to be used for the fonesfation of our further
investigations. Moreover, most of the mentionedidasons belong to the
category of local interest resorts, with a few gtmms (Apuseni Mountains
and Bels reservations).
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Romania’s mountainous area enjoys a high appreniatnd
notoriety among tourists. Several reasons can éetifted but we tend to
believe that the short distance and relatively priges are the main mobiles
of this situation. Still, authorities must acknodge the fact that the lacking
guality of the provided services and the underbigesl infrastructure do
not contribute at all to the region’s internationampetitiveness.

Despite the fact that tourism investors have wrpmtlosen to focus
on business tourism (in urban areas, and not oflggnsylvania’s offer
tends to also be associated to cultural tourisnfiadhy Sibiu — the European
Capital of Culture for 2007 — played a key rolehis respect.

Given the living reality of Romania’s tourism sitiosm, we decided
to briefly analyze the manner how tourists regantuce as part of a tourism
offer. We would like to mention the fact that, amting to the received
answers, revealed that Transylvania’s cultural roffes appreciated as
satisfactory to fair, while that of the County ofuCenjoyed a better
evaluation, as good.

Below (in the following three figures and one tghle have chosen
to present the situations concerning the: museamsches and castles and
citadels from Cluj County, respectively the nottyief any other type of
tourist attraction considered by the visitors.

«/Iuseums of Cluj Mentioned by the Respondents )
Muzeul Casa Memoriala
Museums of Babeg— Octavian Goga de la
Speologie "Emil Bolyai Univarsity of Qluj- Ciucea, 5
Racovits", 10 Napoca, 8 Muzeul de Istorie a
. Farmaciei din Cluj, 21
Muzeul Zoologic si Other. 5

Vivariul pt.copii, 16 L

Muzeul Satesc Iclod, 1
Muzeul de Istorie a

Transilvaniei, 78

Muzeul National
din Cluj, 8

Muzeul de [storie din

Muzeul Etnografic al widla, 3
Transilvaniei "Romulus LMuzeuI de Istorie Gherla,
Vuia" (inclusiv Muzeul 1
Satului din Hoia), 75
\ S

Figure 5. Museums Belonging to the County of Cluj that Werertloned
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Three museums enjoy the highest notoriety: theVArseum of Cluj,

the Ethnographic Museum of Transylvania (with bidhsections) an

d the

Transylvanian History Museum. As expected and gated, less popular
are the museums situated outside the municipali@lg-Napoca. Almost
40 % of the respondents made no nomination aThif situation raises, of
course, the problem of the peer marketing of caltattractions, especially

museums. On the other hand, the respondents dettaethey have v
a museum during the past year.

isited

-
Churches in the County of Cluj Biserica Iui Stefan cel
Mare din Feleac, 5

Other, 41

Sf. Mihail, 76 Biserica Reformata,

Calvaria, 9
$chimbarea la Faté, 15

Capela Sf. losif, 2
Biserica Piaristilor, 4 o - Catedrala Ortodoxa
Manastirea Nicula, 24 Biserica Franciscand, (Adormirea Maicii
14 Domnului), 45

Biserica Sf. Petru, [

20

J

Figure 6. Churches Belonging to the County of Cluj that Wilentioned

Whenever they are asked, Romanians state that tremtest
confidence is related to the Church — as an ingtitu Despite this attitude
towards the values of religion, 90 persons did mamhinate any religious

edifice of Cluj. By far, the highest notoriety isgistered by “St. Mic

hael”

church, followed by the Orthodox Cathedral andhm®y Monastery of Nicula

(that possesses the icon that cries).
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Castles, Citadelles and Fortresses in Cluj County

Banfy Bontida, 25

Palatul Banfy, 31 Banfy Borsa, Gilau,

Jucu, Rascruci, 14

Other, 22 ijonul Croitorilor,

17

Bobélna, 3

Goga la Ciucea,
Dabaca, 21 Cetatuia, 19

Cetatea Fétei, 9 Cetatea Bologa, 7

Cetatea lui Balica de
la Cheile Turz“’éetatea Lita, 4

. J

%etatea Dejului, 6

Figure 7. Churches Belonging to the County of Cluj that Wilentioned

A total number of 101 persons did not mention aoytréss,
mansion, castle, citadel or palace, situated in Goeinty of Cluj. The
palaces and castles of the Banffy family seem joyea higher notoriety.
The best-known is the Banffy Palace of Cluj-Napquabably due to the
fact that it hosts the National Art Museum, respety, because it is an
emblematic building of the city’s baroque architeat style; it is followed
by the castles of the same family (Bida — undergoes major renovations
and hosts some sort dfledieval shows; Boga — a hospital for mental
ilinesses; Gilu — a former orphanage; JucuigRruci); quite well-known are
the Citadel of Cluj-Napoca — mainly due to its paeged position of the best
panorama over the city, and the Tailors’ Towere-libst preserved tower of
the old city fortifications (it also undergoes nrajenovations and it will
host a museum dedicated to weapons); a fair nogfasalso enjoyed by the
Romanian historic vestiges (the ruins of the fadrdrom DBibaca; the
Roman Caster from Turda; Bologa castle and the umsitom Ciucea.
Unexpectedly, Cetatea Fetei appeared more thancexhea simple
explanation can be offered: its notoriety does mmte the least thing in
common with promotion but it is owed to the relatiw newly developed
residential area for young people, in Fkre
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Table8.

Other Mentioned Tourist Attractions (Numbers of Occurrences)

Monuments 20
Architecture 3
Natural and Handmade Heritage 31
Libraries 3
Belvedere 1
Churches 20
Matei Corvin Memorial House 6
Fortresses 14
Education and Culture 53
Mountains 3
TOTAL 154

Among the other cultural attractions of Cluj-Napothere were
mentioned quite many elements that completed theiqus enumerations
(monuments, churches, fortresses or nature) buwi atsversities and
libraries, under the category of “Education and t@wel’. Cultural and
folkloric events were fully ignored.

One of our concerns was to find out how the ingad&d population
spends its spare time. Several items were brougbt discussion. The
responses have revealed the following trends:

- Romanians tend to spend most of their spare tintkerei
watching TV or walking in parks or outside the esj

- museums, cinemas and theatres seem to rarely tafteaple
(museums are most of the time visited while ondayls);

- concerts, spectacles and folklore very rarely regmea manner
of spending time.

Moreover, when asked how much money they spend uitaral
activities (including buying books), the great nrajoplaced themselves in
the interval of 1 to 200 Lei per month. During theolidays, the same
persons declared that they allocate an averageOO6f L&i to cultural
activities, of an average budget of 2,200 Lei (paiday).

We asked the persons to estimate the state of filteire financial
situation under the sign of the crisis. The answeege as follows: 60 %
estimate it is going to worsen; 26 % believe ig@ng to stay constant;
while only 24 % anticipate an improvement. The peapere also asked to
reevaluate their budget for a holiday, under thmesaonditions of the crisis.
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The results were: a diminishing by almost 30 %heaf total budget, and by
approximately 20 % of that allocated to culturaiaties.

4. Conclusions

Several conclusions may be drawn:

- investors and business persons who carry out toacisvities
have not yet understood the fact that businessstaus not the “only horse
to bet on” — unfortunately, they are going to letlrair lesson sooner than
anyone would have expected last year;

- the country’s cultural potential and heritage is fiom being
properly exploited for the development of tourism;

- good tourism exploitation of the cultural heritageo raises the
problem of proper organization and preparationl(aicg heritage sites’
promotional materials in foreign languages, forregke, or the development
of attractive multilanguage websites of the culturatitutions, etc);

- the economic crisis raises the issue of budgebffutwvhich — as
anyone has understood until now — , in Romaniaallysaffect the already
poor sectors such as education and culture; theigxpect it is just a matter
of time until local and national budgets are goiagoe redistributed, and
reduced amount are going to be allocated to toumsm culture. The
subjects’ anticipations should be regarded as tslighdelicate “attention
signals” in this respect.

Last year, Agerpres pointed out the several aspectserning cultural
heritage tourism in general and, Romanian heritagesm, in particular:

- “Tourism is one of the most developed industried surism to
cultural objectives is the segment with the fastgsbwth. [Figures
concerning the impact of the crisis are not yetlabke.]

- World heritage sites (851) are annually visited rojlions of
visitors, thus becoming an important problem as tloe management
problem of the sites on UNESCO World Cultural aratuMal Heritage list.

- Tourism to Romanian sites included on the Worlditdge list
can be either developmenbpportunity or, in case it is badly conceived and
implemented, aseriousthreat for the authenticity and integration of the
exceptional cultural and natural values it generaf GERPRES]

We would dare appreciate that Romania is stilleg#fe regarding
the above-mentioned threat, mainly due to its lagkinfrastructure. But
authorities must acknowledge all the implicatiofigourism development.
Nevertheless, it must also become clear that touasd culture can best
develop in a symbiotic manner.

150



CULTURAL TOURISM IN TRANSYLVANIA AND IN THE COUNTY OF CLUJ UNDER THE SIGN OF ...

10.

11.

12.

REFERENCES

Corgs (Dulau), M. M., 2006.Foreign Visitors’ Perception of Transylvania
as an International Tourist DestinatiopnMaster Degree Disseration,
coordinators: Prof. PhD Magdalena Vorzsak, LectupdD Smaranda
Cosma, Faculty of Business, “Bakgolyai” University of Cluj-Napoca.
Corgs, M. M., 2009. Starting Points in Transylvania’saBding As A
Tourist Destination (paper accepted for presematat the IABE
Conference of June 2009 in Thessalonica); the pagebeen accepted for
publishing in theeuropean Journal of Managemeetited by IABE.
Mosoianu, Adrian, 2009. «Relaxarea fiscala la Boc gatuie economia.
Siptimana financiad, V(195), February'§ pp. 8-9.

*** Tourism and Other Topics. 200&conomic Highlights (Agerpres
Publication No 42 October 20, p. 50) [internet] Brssti: Agerpress
(Published 2008) Available at:

http://berlin.mae.ro/pdf/2008.10.20 highlights4#f.JAccessed 17 March
2009].

***  Casa Municipat de Cultug. [Online] Available at:
http://casadeculturacluj.ro/ [Accessed: 17 MarcAg0

*** City News [Online] Available at: http://www.citynews.ro/glaultura-
23/traditia-de-la-cluj-prezentata-intr-un-spectaicdéretnic-36523/,
[Accessed: 17 March 2009].

*** Cluj-Napoca Recommended Walking Towithout publishing year.
Informativ Media Ropress, Cluj-Napoca.

***  Mini  Map [Online] http://www.minimap.ro/harta/cluj-napoca/
[Accessed: 17 March 2009].

*** National Institute of Statistics — NIS, 2009.olirism. TempoOnline
[internet] Available at:
https://statistici.insse.ro/shop/index.jsp?pageptE2ilang=ro&context=63
[Accessed 17 March 2009].

*** NIS, 2008-2009. TourismBuletinte Lunare Statistice: Nivel Nanal.
[internet] Available at: www.insse.ro/cms/files/idéivel_national.doc
[Accessed: 17 March 2009].

** NIS, 2009. Comunicat de préq21, February, 4) [internet] Available at:
http://www.insse.ro/cms/files/statistici/comunidaieism/a08/turism12r08.
pdf [Accessed 17 March 2009].

*** NIS, 2009. Comunicat de pr&g39, March, 4) [internet] 39” Available at:
http://www.insse.ro/cms/files/statistici/comunidateism/a09/turism01r09.
pdf [Accessed 17 March 2009].

151



13.

14,

15.

16.

17.

18.

19.

20.

21.

22.

23.

24,

25.

152

MONICA MARIA COROS, ALEXANDRA VIORICA DULAU

*** NIS 2008, 20. Tourism.20.6 Tourist Accommodation Capacity and
activity, By Tourist DestinatiolASR 2008Bucureti.

*** Planul de Amenajare a Teritoriului Nianal, Sedunea a Vl-a —
Turism. Anexele 3, 5i 6. Legea nr. 5/2000 pentru aprobarea Planului de
amenajare a teritoriului national — Ségnea a lll-a — zone protejate
[internet] Available at:

http://www.cultura.ro/Laws ArchiveCategory.aspx2B [Accessed 17
March 2009].

¥+ Primaria  Cluj-Napoca, 2005. [online]  Available  at:
http://www.primariaclujnapoca.ro/ cultura.aspx [&ssed 17 March 2009].
*** Prim dria Municipiului Cluj-Napoca, 2008. HCL 3, din 3a&riuarie.
Hotarare privind aprobarea bugetului general al municifpi Cluj-
Napoca pe anul 2008, pe capitole, subcapitolgyriitlarticole si alineate
http://www.primariacluj—-napoca.ro/HCL%5C2008-3.asgjAccessed 17
March 2009].

*** Prim aria Municipiului Cluj-Napoca, 2009. HCL 122, din Xw#artie.
Hotarare privind aprobarea bugetului general al municiloi Cluj-
Napoca pe anul 2009, pe capitole, subcapitolgyrijtlarticole si alineate
http://www.primariaclujnapoca.ro/HCL/2009-122.aspx[Accessed 17
March 2009].

*** Tourist Info Center, Prirdiria Municipiului Cluj-Napoca, 2008Viuzee
Cluj-Napoca.

*** TIC, Primaria Municipiului Cluj-Napoca, 200&hurches and statues
in Cluj-Napoca Cluj-Napoca.

*** TIC, Primaria Municipiului Cluj-Napoca, 2006Cluj-Napoca City
Guide City Hall edition.

*** Ropedia.Ro[online] Available at:
http://www.ropedia.ro/romania/judetul/Cluj [Access17 March 2009].

***  Sapte seri [online] Available at: www.sapteseri.ro [Accesséd
March 2009].

*** Studerie.Rq [online] Available at:
http://www.studentie.ro/index.html?page=news&idegatl 134&what=Cluj
&id_categ_—cautare=1134&action=cautare_news [Aeck$E March 2009].
*** Wikipedig without date.[online] Available at: http://ro.wedia.org/
wiki/Obiective_turistice_ %C3%AEN_jude%C5%A3ul_Cl[Accessed 17
March 2009].

*** Zile si nopri [online] Available at: www.zilesinopti.ro [Accessel7
March 2009].



	cuprins
	art. 1
	art. 2
	art. 3
	art 4
	art. 5
	art. 6
	art. 7
	art. 8
	art. 9
	art. 10

