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STUDIA UNIVERSITATIS BABES-BOLYAI, NEGOTIA, LIII, 2, 2008

ANALYSIS OF POTENTIAL SME’S ROLE FOR DEVELOPING
TOURISM IN TRANSYLVANIA

ADINA LETITIA NEGRUSA !, OANA ADRIANA GICA *?

ABSTRACT. The tourism sector is probably the only servieet® that provides
concrete and strong trading opportunities for atiams, regardless of their level of
development. However, it is also a sector whenetiseclearly an uneven distribution
of benefits, which is threatening the social, eagiccand environmental sustainability
of tourism in some developing countries. For maeyetbping countries tourism is a
fundamental sector of their economy and for otterdgsm is only a source of foreign
currency and employment. The paper analyzes threntustage of development of
tourism sector from Romania in general, and fromn3$ylvania, in particular. This
research intended also to find out the most spdeditures of this sector, the strengths
and weaknesses identified here. Due to the fattrtinal tourism is one of the fast
developing fields in the Eastern European countifiespaper identifies which are the
most important areas from Transylvania with a hpgtential in this field. Also based
on the SME’s development the paper tried to sélextmost important steps which
should be taken in the tourism sector in ordemtwease its role in the Romanian
economy and for attracting new customers for tfiés

Keywords: SME'’s, tourism, sustainable development, strategie

1. INTRODUCTION

The tourism industry is a sector which affects jotlze entire society in
many ways and has a profound impact on our socidtiural and economic life.
Central and Eastern Europe (CEE) has registeredeetacular increase in the
number of visitors, starting with the 90’s, leaditnga healthy growth of tourism
revenues. Following the fall of communism, courstiiethe CEE region re-opened
their borders and thus re-entered the tourism itjrthey became destinations of
interest for foreign tourists, especially comingnir neighbouring European countries.
Furthermore, the region’s stability, economic gritowdizeable investments in the
tourism sector, accession to the European Uni@owie countries and the upcoming
accession of other countries contributed to thevexy of the sector, over the past
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15 years. All of these factors are expected toigoatto support growth during the
following years According to a study carried out by the World TsariOrganization,
the number of tourists who visited Central and &asEurope countries increased
from 71.2 million in 2000 to 92.3 million in 200Bigher than the Europe-wide and
worldwide increase, an illustration of the growintgrest for the CEE region.

Romania has a harmonious, diverse landscape, asasweth tradition and
culture. The country could be considered as onehef most beautiful and
resourceful places in Europe. Despite this, Ronsmt@rism potential is largely
unexplored as WTTC (2006) highlighted in its repdrhe evolution of tourist
arrivals confirms this statement (see Figure 1).
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Fig. 1. Evolution of tourist arrivals in Romanian accomratdn establishments

Romanian tourism has been traditionally centredtlon resorts of the
Black Sea coast (WTTC, 2006), where the concentraif bed places represents
41,69% of the total bed places at the country |@NEb, average figure 1993-2005,
www.insse.ro). Due to seasonality, the Black Seastattracts only 13.18% of
total tourist arrivals (NIS, average figure 199320www.insse.ro).

Other popular destinations, mainly among domesiticists, are mountain
ski resorts and spa resorts. All these resorts owri®8.10% of country total bed
places with 26.22% of total tourist arrivals (Nl&yerage figures 1993-2005,
www.insse.ro). Important investments are neededidicease the attractiveness of
mountain and spa resorts through modern and vat@sisre facilities, and new
tourist products centred on nature-based tourishtreEnew trend of wellness lifestyle.
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During the same period, 1993-2005, urban tourisgatme an important
part of Romanian travel & tourism sector due to ¢newing trend in business
tourism. The main 40 cities of Romania (county deaces) attracted 46.57% of
total tourist arrivals (NIS, average figure 199320www.insse.ro).

Looking briefly at the cultural tourism potentif®dpmania has over 27 000
locations grouped under different categories, &idrhonuments and archaeological
sites of special value (www.mturism.ro). Besidesriaoic, Gothic, Renaissance,
Baroque, Rococo and Art Nouveau, Romania ownspésiic architecture, the
Brancovenesc style found mainly in Wallachian &sstlpalaces and houses.
Moldova also has specific architectural traits. Rara can offer a great insight into
Europe’s past and present, through the many capidgces and houses of which
some are as old as the”‘léentury, through the varied old Orthodox churches,
monasteries and cathedrals that provide glimpseges of belief, and through the
Catholic, Calvinist, and Lutheran churches and edtthls mainly placed in
Transylvania. All of these contribute to the areaisat potential for religious tourism.

Despite of these the balance of travel and touasgount in Romania’s
balance of payments has been negative science 19B&came positive only in
2002 and 2005. In its country report for Romania MZTforecasts that the country
could achieve an annualized real growth of 6, 7%awel and tourism sector in the
next years. But for achieving these goals, infrattme must be developed, human
working capital needs improvements and qualityen¥ises must increase.

2. A GENERAL OVERVIEW OF TRANSYLVANIA TOURISM

Transylvania is located in the Central part of Roimaand is surrounded
by the Carpathian Mountains. It is one of the lk@stwn areas in Romania. The
historical region covers 16 nowadays counties, Wwiclude nearly 103600 Kn
and 3 of the 8 regions of development, createchbyNational Agency for Regional
Development, in order to promote a better and aenagipropriate development of
each part of the country.

Transylvania is famous for its rich multiethnic itege as a mix of Germans,
Hungarians and Romanians. Numerous ancient sités medieval fortress and
castles can be found in Transylvania region. Sohtheosites that attract the most
tourists are the Bran Castle (known as Draculal€ashe citadel of Sighisoara or
the medieval towns as Brasov and Sibiu. The for&gnists, especially European
ones, prefer Transylvanian cultural product becatse easier to perceive and
understand. They can recover their historic anthicall heritage. From this point of
view, Transylvania is a sample of European cultinaitage. Maramures, in the
North-western region of Transylvania, is like st@gpback in time. The people
dress in colourful traditional costumes and mamtah centuries-old traditions of
festivals and religious celebrations.
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Fig. 2. Transylvania region

Our intention was to make an analytical presemadiothe development of
tourism sector in Transylvania and the potentiathaé region for evaluating the
strengths and weaknesses of this sector.

In order to evaluate the tourism development of tkigion first of all we
analysis the evolution of accommodation capacitynguin the last 15 years and
the number of tourist arrivals. In 2005 from theatonational accommodation
capacity, as number of beds, almost 30% it waddoca Transylvania region and
taking into account the number of tourist estalbfishts here could be identified
almost 43,5% from the total. These results showirtiportance of this region for
developing the tourism sector in Romania. The msirgg number of tourist arrivals
from 2003 until now, with an average of 7% eaclr,yeas produced mainly by the
Centre region increase, and the accommodation itpaarease is a result mainly
due to the North-West region increase of capacity.

We analysed also the structure of lodging capaftityn Transylvania
region in order to compare with the national swuetand for identifying the main
types of establishments developed here. The infiomdrom annual statistical
yearbook analysed in figure 4 generate the follgmasult: the rural boarding
houses represent the most important type of lodgeygacity for Transylvania.
This result could be explained based on the dewatop of rural tourism in the
main parts of Transylvania, like: Bran-Moeciu, Maaes and Apuseni. As a
consequence, even if the region includes importitigs, well developed from
economic and business point of view, these citeady Cluj, Timgoara, Brasov
and Sibiu, the hotel lodging capacity came intogbeond place. This sector it is
supported by the number of urban pensions andsyildich play an important role
for the development of urban tourism.
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Fig. 3. The evolution of tourism establishment capacitynfber of bed places)
and number of tourist arrivals in Transylvania oegi
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Fig. 4. The lodging structure in Transylvania region

Taking into account the main economic indicatong, &ll 3 regions have
equal contributions to the national GDP. But thent@=region has the highest
tourist potential. For this reason we made a corsparamong regions based on
the economic indicators regarding hospitality indusvhich is presented in the
following table. The data are average figures foe period 1998-2005. The
average percentages resulted in the table fordted bnd restaurant sectors of the
3 regions show a relative low economic position.
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Table 1

Comparison of the economic importance of hospitaljtindustry
on regional bases

Region Contribution|  Active Turnover Investment Average
to GDP companies of active | made by active number of
companies companies | employees
(Y%osector) | (% sector)| (% sector)| (% sector) (thou)
Centre 14.93 14.87 12.62 13.88 14
North-West | 10.34 14.04 10.26 8.12 11
West 8.95 11.94 8.98 6.40 10

Source National Institute of Statistics, Annual Statisiearbook 2006

The value of net investments in Hotel and Restdsrsection which grew
for 8.5 times from 2000 until 2005 in Romania prowathout doubt that tourism is
a sector with a great potential of developmenthddigh the weight of investments
in Hotel and Restaurants sector in total investséam 2000 until 2003 in the
North Western Region remained constant around 1,388t value grew for 3.32
times from 174 to 578 billions lei.

Table 2
Net Investments by active companies in Romanian hoisality industry
(million RON)
2000 2001 2002 2003 2004 2005
Total 12498 20419.5| 271734 35851.p 448699 54566.0
Hotel and
Restaurants| 109.8 274.6 331.5 481.5 750.4] 936.6

Source National Institute of Statistics, Annual Statisiearbook 2006

We were interested to determine the potential darism development by
all of 3 regions from Transylvania. For this reasananalyze the existing conditions
and we try to identify the main strength and weakes of each region.

The tourism potential of the Centre region is highge to the fact that it is
the home to a large number of mountain and skirtes®oiana Brasov and
Predeal, and there are some of the most populas d&oe rural tourism, Bran and
Moeciu. Another important reason for the populaafythese areas is the fact that
they are accessible by car, train and bus and liloet glriving distance from
Bucharest. From the cultural tourism point of vie@entre region plays an
important role through the UNESCO heritage siteicivinclude the strengthened
churches of Brasov, Sibiu, Harghita and Alba couaty the historic centre of
Sighisoara, Mures county, which are important siwttractions.
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The North-West region have a considerable touristergial through the
SPA and mountain resorts, archaeological sitesyralatprotected areas and
appropriate conditions for leisure tourism, butistgys a lower level of tourism
infrastructure development and for this reasonetlaee less popular. There are also
many ethno-folklore areas that provide the sout@eallowing the development of
rural tourism in Maramures, Cluj and Bihor counti@&e most important areas
with a great contribution to the tourism sector @hag, Baile Felix and Maramures.

West region has a varied tourist potential, witbcsgd endowments for rural
and agro tourism, Caras-Severin, as well as faulltourism, Sarmisegetusa and
medieval town of Timisoara or Deva. There are irtguarsources for SPA tourism
in Baile Herculane, Moneasa, Lipova, Buzias, bes¢hare not well valued and
developed and for this reason unknown at the naltiominternational level.

Table 3
The analysis of internal regional tourism resources

Strenghts | Weaknesse
Center Region

- A high touristic potential that can bhe- The touristic resources undercapitalized
used during the hole year due to the Touristic thematic networks at the level
mountains, traditions, architectural apndf the region are poorly developed for
historical monuments inexistent
- Touristic and balneary modernized Low quality of touristic services and
resorts (Poiana Bgav, Predeal, &tinis, | information;

Sovata, Bile Tugnhad) - The lack of touristic thematic itinerarigs

- Many protected areas, national parkthat capitalize the natural potential;

nature monuments and reservations | - The regional tourism is not defined as
- A large touristic capacity touristic product despite the homogenegpus

resources and existent patrimony
North West Region

- The increase of tourits’ number in the The poor diversification of the
region accommodation infrastructure for rural apd
- The offer of touristic accommodatignyouth tourism (agro- tourism, hostels and
establishments other low cost establishments)
- The diversification of touristic offer by - The lack of touristic products and brands’
sectors sustaining
- The high value of the indices of net The low weight of tourism in the
using the touristic accommodatiorregional GDP

capacity - The poor development of niche tourisin
- The development of the SPAs in the The lack of funds for investment projects
region - Insufficient or inexistent promotion and

- An important potential for niche tourisminformation structure
- The region is an entrance gate from The low level of specialization of the
European Union human resources in tourism




ADINA LETITIA NEGRUSA, OANA ADRIANA GICA

- Higher education for hospitality- The degradation of the cultural patrimony

industry in the Region - The decreasing employment rate |in
tourism
West Region
» The existence of high complexity of The lack of a unitary system for the
natural resources areas administration of the protected areas that

« The region possesses an importamtould allow touristic activities in this aregs
weight on transit and business tourism Insufficient information centers and

market touristic maps

« Traditional touristic centers - The infrastructure that allows the accéss
« The region represents a tradition 4o the touristic objectives is poorly developged
market for the transfrotier tourism - A small number of specialized human

« There are numerous historical anfesources in this field
cultural patrimony objectives, industriar LOW quality touristic products offer
sites, barrier lakes, vineyards - The weak representation of niche tourism
« The existence of traditional SPAs | - Quality price ration is inadequate
- Vast protected areas - The lack of rural population educatign
regarding the possibility of engaging |in
rural tourism activities and the absence| of
touristic packages in this segment

Transylvania has an important potential for develgpifferent types of
tourism, and each region can contribute with a ifipesrea for this purpose. We
intended also to highlight which are the main défeces among regions based on
their tourism product.

First of all we take it into account the culturalitism and we analyse the
number of historical monuments on regional basisarde concentration of them
resulted to be located in Transylvania in the foltay counties: Mures, Sibiu, Cluj,
Brasov, Covasna and Hunedoara. In Romania theré hegitage sites which are
included in the UNESCO patrimony, as are presemtéde figure 5, with a set of
attraction objectives, and more than half are ltah regions from Transylvania.

Secondly, the natural landscape is rich and offieustiple opportunities.
For example from a total of 14 natural caves 9 direated in 2 counties from
Transylvania: Bihor and Alba. Also the natural adnd biosphere or scientific
reservation, protected natural areas have a gegaegentation in Transylvania
through Maramures mountains, Lunca Muresului, AmeApuseni mountains and
Tara Hategului, generated the potential for ecoautive tourism. From a number
of 9 Riding Holiday centers 8 were developed in teatre of Transylvania, in
Cluj, Mures and Brasov.
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Fig. 5. The UNESCO heritage sites located in the country

An important event that highlights the Transylvaagtourism destination
in the international market was the Sibiu - Eurep&apital of Culture in 2007.
This program beneficiate of 3 years of continuouddeting by different ministries,
for example in 2007 were allocated 5, 7 millionsosloy the Romanian Ministry of
Culture and Religious Affairs. The program throwghimpressive media promoting
campaign targeted a number of 750000 arrivals gtsjrifrom which 500000
foreign tourists. After a period of neglect, thesetvfrom Sibiu turned lights on
Romania became in 2007 on the fabulous 50 desimsatirom the world. This
cultural event transformed Transylvania into auraltdestination by excellence.

3. The strengths and vulnerability of the tourism SMEs

The Romanian tourism is largely dominated by SMiit) more than 99%
of the firms employing fewer than 250 people. Pgttaside the fact that in many
remote and rural areas, as well as urban locationssm is seen to be an important
part of the economic agenda, the arguments advandadour of targeting small
tourism businesses are similar to those for SME®meral, namely:

= Their ability to create new jobs at a time whenanaperators are downsizing
* Improvements of working environments

= Diversified and flexible structure

= Stimulating competition

» Their creativity in introducing new services

11
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Table 4
Index number of SME’s growth by service activitiessub sectors and size class (%)

Yeal | Commerc | Tourisn | Transportatio | Other service
1999 | 100 100 100 100
2000 | 90.9 90.1 101.1 97.6
Micro-enterprises | 2001 | 85.9 85.5 115.4 103.6
2002 | 82.8 97.7 146.5 105.5
2003 | 86.9 101.0 175.5 133.0
1999 | 100 100 100 100
2000 | 114.2 111.5 131.5 119.5
Small enterprises 2001 | 119.4 115.8 152.0 127.9
2002 | 115.0 120.1 180.1 99.4
2003 | 129.9 135.7 223.5 112.6
1999 | 100 100 100 100
_ 2000 | 115.3 109.4 126.3 122.3
gﬂnetglr%r:i]ses 2001 | 116.0 111.6 127.9 129.9
2002 | 111.4 128.3 123.5 116,8
2003 | 115.2 134.1 145.0 136.4

Source National Institute of Statistics, Annual Statisiearbook 2006

Based on the data referring to 1999-2003 periodcarcluded that the
number of SMEs in tourism sector grew with 1% facno-enterprises, 35.7% for
small enterprises and with 34.1 % for medium emisep.

We analyze also the structure of hospitality ingust all 3 regions from
Transylvania in order to make a comparison withstinecture existent at the national
level. Data collected regarding hospitality indystt 2005 shows that the average
number of Hotel and Restaurants in total numb&NMES is 5%. The number of Hotel
and Restaurants in both Western and Central Régminove the average (6%) and in
the North Western Region is very close to this ayerbeing 4.8%. The structure of
hospitality industry in Transylvanian Regions iswh in the next graphic.

If we analyze the SMEs structure of hospitalityusity in Transylvanian
regions in comparison with the Romania’ SMEs se@toR005 we can draw the
conclusion that there are very small differencevben the average number of micro-
enterprises and small enterprises but there idferaice between the number of
medium enterprises from 2.1% in the national SMEescs to the average of 0.84% in
Transylvanian regions. The size class structutespitality industry in Transylvania
indicates a segmentation of the offer on the tbun&rket. Also, the important weight
of micro-enterprises (91.77%) determines a negafifext for the competitiveness of
the Transylvanian tourism sector on the internatiomarket.

12
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Hospitality sector structure
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Fig. 6. The SME’s Transylvania structure

According to Shaw and Williams (1990), into therism sector there are
two different types of entrepreneurs for SMEs:

» The self-employed who use family labour, havedittharket stability,
low levels of capital investment, weak managemdditssand are resistant to
advice or change

» The small employer who uses family and non-famépdur, has a
better business foundation, but can share simidnatour patterns to the self-
employed and are therefore equally vulnerable.

Therefore the position of tourism SMEs is vulneegloue to the negligible
market power to influence purchases and sales.uBedhe owners have a substantial
portion of their wealth in the firm and weak managat expertise it is difficult for
these firms to assure a secure finance level aedtieity in introducing new
service products. But on the other hand they hayeat contribution in offering to
tourists a unique atmosphere by providing narratiea local history, culture,
folklore and landscape, advising about itineraréeswell as playing an active role
in the advancement of the community.

This characteristic of the Romanian tourism sedtas determined the
government to make some changes into the natiadralingstration organization
and starting with April 2007 the coordination andplementation of tourism
strategic activities came into the tasks chargedtiiy Minister for SMEs,
Commerce and Tourism. With this change the govemimésntion was:

> A better development of tourism infrastructure

13
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> An integrative strategy for promoting Romanian ior in
internal and external markets

> Facilitating the accessibility of SMEs from tourisgm Structural
funds offered by European Union

> An efficient protection of the Romanian tourist fr@abny

The new regional strategy of development approeedniplementation in
the next five years at the national level, includasthe third place of the priority
directions the development of local and regionatiton. In this way each agency
for regional development developed a particulargmam with specific actions
focused on the third priority. Reviewing thesetsga& programs we were interested to
show the main objectives regarding the tourism lbgreent in Transylvania.

The strategy for tourism development of the Nortlestérn region for
2007-2013 has as general objective “to enhancedhwetitiveness of the tourism
sector by developing and modernizing the infrastmecand the tourist services
including investments for the creation of new tsurattractions”. The specific
objectives include:

" the preservation of the natural, historical andural patrimony in
the region, the rehabilitation of the zones witlrist potential;

] the modernization and development of tourist irfrature;

" supporting the business environment by improvingisb services
and support facilities and enhancing tourism praoompt

" the promotion of region’s tourist brand,

" the development of niche tourism.

The Western Region has established for the 2003-204et of strategic
axis for the development of the region. The stiatepjective regarding tourism
refers to the enhancement of the tourist potebiyalhe superior capitalization of
all types of tourism existent in the region. Thespties in this axis are:

] tourism infrastructure;
] enhancement of the tourism sector competitiveness;
" the revival of the tourism sector by developing iiehe tourism.

The specific objective of the development stratefyhe Central Region
for 2007-2013 for de tourism sector is:” the enlement of the tourism role in the
region’s economy through direct investments, proomoand the improvement of
tourist services”. The Central Region intends tospa this objective taking action
in these areas:

" the preservation of the national, historical anltiucal patrimony,
" the development, diversification and promotionhef tourist offer
" the improvement of services provided in the tourssator.

In conclusion it results that for all regions thare targeted objectives like
improving tourism infrastructure, which means toncentrate and orientate
investments into this direction, rehabilitation gdservation of the tourist attraction

14
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or cultural patrimony, which could be interpretesl @ increasing interest for
renewal the attractiveness of tourist destinatians, diversification of tourist offer
in the same time with better promotion of a morecs tourism products, even if
they are addressed to niche markets.

Because the tourism market will have a higher I@fehtegration, it will
become more important for SMEs to match differeotlty levels. In this
direction the Romanian authorities intend to impammeasures with positively
impact on quality of the service, which could atpmarantee to the consumers
adequate safety, health and environmental standahgsperspective of increased
competition, and especially from the major play@rssent into the tourism sector,
stress on the SMEs to be more conscious of thediengal in satisfying the
customers. All SMEs should be aware of the changikpectations of consumers.
Just as any company, SMEs will have to adapt thiees¢owards a tourist who is
more demanding than before. Consumers are much afidluent and mature and
expect a more individualised product offering. Theed to feel different must be
translated by all enterprises and will determineethiar or not the company
remains successful. In general SMEs need to differte from the big players.

Therefore, SMEs will need to work closely togethreorder to assure their
market position. The integration between produc@traction, transport and
accommodation operators) and travel organisergtanahtegration between different
modes within a sector will become vital. This is lagical trend because
tourists/travellers are expecting their journeyo#a continuous one that is not being
set by major gaps in the provision of, or by a latktegration between, the different
modes of transport, the accommodation and attractidn integrated and thus
convenient tourism offering will impact on the wafydoing business. For example, a
small hotel might propose its customers to makeofiseeir car-rental service, which
is delivered by a supplier. Those who meet thepg@nements will gain in popularity.

For implementing the actions of development progtahe entrepreneurs and
SMEs need to be supported with financial oppories&nd expertise consultancy. For
example in the period of 2004-2005 the Romaniarhcasities implemented a
subprogram called City development through stineradf SMES activity. Inside of it
25 projects were fundraising, from which 7 weresmtated to tourism activity. The
objectives of these projects, which means an imest of 4618000 RON, were
focused on the improvement and refreshing the $iatapacity of specific units from
Brasov, Harghita and Mures counties and developrokmew capacity, like rural
pensions or villas in the rural areas from the seooties.

In the last 4 years it can be observed a progressiolvement of tourism
in the programs supported by the European CommurFiity European Commission
recognising the important role of tourism in therépean economy, has been
increasingly involved in tourism since the early8@% in co-operation with
Council, the European Parliament, The Economic &oacial Committee and the
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Committee of the regions. While the Romanian tenrisudget was oriented more
for rehabilitation of resorts and promotion actast into the international market,
numerous tourism initiatives have received supfrorh different EU programmes.
The possible sources of funding for tourism prgexnt as follows:

= Structural Funds — the major funds for promotingioral, economic
and social development in the Union

= Programmes and actions based on various fields émgronment,
training, research and development, promotion dfucali heritage). These often
require co-operative efforts between organizatiorteo or more member states

= Loans from the European Investment Bank

Through the European Funds for Regional Developm@nmania will
receive for 2007 -2013 approximately 710 millionreai for rural and local
development. These funds will be focused on programd projects oriented to
fruitful historical and cultural patrimony, espdbrathe tourism potential of
UNESCO sites.

4. Conclusions

The new strategy for developing Romanian tourisresgnted in the master
plan for 2007-2026, highlight the role of varioudractions from Transylvania
region in increasing the total amount of touristl dhe importance of Romanian
offers in the European and international marketise Tourism sector remains
dependent of small entrepreneurs who invest thein capital for creating a
business that it is easier for them to be managetl controlled. Due to this
situation we consider that it is needed to inclieghe strategic actions some
principles and conditions for improving the compe# position in terms of:

- development of touristic product in order to provide a superior
capitalization of exiting factorial conditions amdprovement in terms of quality;

- demand stimulation, in the condition of developing and adapting the
touristic offer within a program for the developrha@md the promotion of touristic
product;

- the development of tourism research and educationecessary for the
assurance of touristic offer quality and diversifion and for early
acknowledgement of market trends for the purposetefnal market adaptation;

- the modernization and development of the infrastruture as a
fundamental existence condition for the internatketand for its penetration on
their competitors markets;

- ensuring market communications and touristic offers and their
conditions dissemination;

- the improvement of general economic climate
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- territorial organization and development through harvesting and

preserving in the same time the natural environalefatictors as fundamental
components of present and future touristic offer;

- the improvement of the general operating frameworkof the sector

in a competitive market economy.

Also, taking into account the entire potential eafisylvania, we conclude

that should be developed 3 main type of tourism tfer international market:
cultural tourism, rural tourism and spa tourismg &specially for internal market
the development of ecotourism and ski tourism lgllan opportunity.

10.

11.
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SPAHEALING SOURCESIN CZECH REPUBLIC

SARKA BRYCHTOVA !

ABSTRACT. The article deals with natural healing sourcehaterritory of the
Czech Republic that are used in balneology and #asnomic impact at regional
level. First of all they include the following s@as: natural healing waters (e.g.
mineral waters, acidulous waters, thermal sprietrs); peloids (humolites — i.e.:
peat, fen, silt, mud); gases (carbon dioxide, hgdno sulphide); climate. The
article aims at analysing their geographical larati according to regions of
cohesion and administrative regions; the individiaddles show natural healing
sources in combination with indications as well #mel article consequently gives
a summary of health resorts in our territory, the@tural healing sources and
medical treatment of certain diseases.

Keywords: Spa industry, natural healing sources, health tegeloids, indications,
regions of cohesion, administrative regions.

1. INTRODUCTION - SPA HEALING SOURCES OF THE CZECH
REPUBLIC

The use of natural healing source, baths, drinkihgpealing waters and
balneological treatment have played an importal@ o medicine as one of the
oldest therapeutic methods used since immemonmaé tuntil present. Health
resorts have gradually been created in the vicioftysources, above all around
springs of mineral and thermal waters for the psesoof baths and drinking.
Deposits of peat, fen and mud also provided a édumaterial for thermal baths
and packs so popular with rheumatic patients. Bwedrable climate resulted in
creation of a number of sought-after healing sgdtdural sources were not always
necessary for creation of health resorts. In samsescit was also a strong personality
of the reforming healer, a layman in many a cdss, énforced new methods using
e.g. only common cold waters in varied applicafamm of treatment and contributed
to creation of renowned health resdrts.

The Czech Republic is very rich in mineral sprilagsl health resorts. The
common work of the nature and people has gaineddwaputation and has

1 RNDr., Ph.D. Institute of Public Administrationcahaw, Faculty of Economics and Administration,
University of Pardubice, Czech Rebuplic, sarkaliigpa@upce.cz

2 BucHarOVIC, S., WIESNER S. Encyclopaedia of spas and healing springs in Baheiviioravia and
Silesia Prague: Libri. 2001 p. 15. ISBN 80-7277-049-7
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become an important medical and economic articlisfcountry. Use of natural
healing sources, baths, drinking of waters andembgical treatment have a few
centuries’ long worldwide tradition and Czech andriVian health resorts belong
to the most advanced in the world.

1.1. The position of Czech balneology in the world

The tradition of Czech balneology is an insepargialg of the European
cultural heritage and has gained an extraordingpytation and respect in European
awareness due to a high quality of natural headimgrces. Health resorts and spa
industry is not distributed evenly throughout therla Although available sources
have occurred in a number of places since immehiama, the balneology in our
sense of the word has mostly remained a Europsae. it has also developed in Asia
in only a smaller extent. The oldest balneolodiditions in Europe are in Italy, and
also in this country, in Germany, France, Spaidamband Russia. In the Anglo-
Saxon countries and in America it was not wideagreven in the past and the
approach to it was always reserved, therefore itoiswidely used even now. The
traditions of our balneology are younger than thoseouthern Europe and in the
countries from the Mediterranean area with ancieatels. In spite of this, Czech
health resorts gained extraordinary reputationrasgpect in the European awareness in
the past and, finally, also its position in thetdig of medicine and balneology. In
particular, health resorts in western Bohemia becamowned as early as last century.
Therefore it was no piece of luck that both baloggland water treatment firstly
became a field lectured at a European universityRrague. Unique mineral springs
that have been used for healing purposes riseeitetiitory of the Czech Republic.
Spa towns are found in picturesque landscape arbag.are also interesting due to
their architecture, and some spa buildings aredpobtheir original equipmerit.

1.2. Natural healing sources according to law

(1) Natural healing sources are naturally occurmmgeral water, gas or
peloid, which have properties suitable for useealimg processes and a certificate
of this source has been issued according to theRaloid means peat, fen, silt or
mud. Mineral water for the use in healing processesns naturally occurring
water of original cleanness with the minimum cohi&rsolved solid substances of
1 g/l or containing at least 1 g/l of solved carlwbaxide or containing another
chemical element important for human health, ornrits natural temperature at
the outlet exceeding 20 °C or the radon radioagtaiove 1.5 kBqg/l.

% Note: Nevertheless in the Encyclopaedia of spdsaaling springs in Bohemia and Moravia, the aatho
emphasise large neglect of health resorts in thedpef “socialist care” and reduction of healtbas —
about 250 health resorts were in our territonhimftrst half of the 20 century; hardly one fifth of them
— less than 50 — is operated now.

* http://www.atlasceska.cz/ceska-republika/lazenstvi/
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(2) A source of natural mineral water is naturallycurring underground
water of the original cleanness, having a constamhposition and properties,
which has, from the nutrition viewpoint, physiologi effects given by the content
of mineral substances, trace elements or other onergs due to which it may be
used as a foodstuff and for production of packedenal waters, and a certificate
of this source has been issued according to the law

(3) A natural spa means a set of medical and othated facilities serving
to provide balneological care and designated adwal spa according to the law.

(4) A health resort means a territory or a pathefterritory in a municipality
or a few municipalities, in which a natural spdasnd and which is designated as
a health resort according to this law.

Essentially, a natural healing source is therefoireeral water, gas or peloid
having a property suitable for therapeutic useoileheans peat, fen, silt or mud.

A natural climatic spa must comply with climaticnehitions suitable for
medical treatment by virtue of laiw.

Balneotherapy is treatment using natural healingces:

* natural healing waters (e.g. mineral waters, amidiivaters, thermal springs, etc.)
* peloids (humolites — i.e.: peat, fen, silt, mud)

* gases (carbon dioxide, hydrogen sulphide)

« climatd

1.3. Natural healing sourcesin our territory

* Natural healing water sources

In view of the fact that mineral waters are impartaatural healing sources,
let us have a brief look at the occurrence of nahesaters in the Czech Republic.

The geological structure of the Czech Republic &lenup by two basic
units — the Bohemian Massif and the Western CaigraghThe map shows a clear
difference in distribution of mineral waters in tiBohemian Massif and the
Western Carpathians. Mineral waters occur in thbeBuan Massif only in its
northern part while in the Western Carpathians they found practically in the
whole territory (see the map).

5 Act No. 164/2001 Caoll. (Collection of Laws)

5 JaNDOVA, D. Czech spa medicine (information for MUDr. T.idak, minister, Ministry of Health of the
CR). Advisory body — Czech Spa Inspectorate oMimestry of Health of the Czech Republic. 2007.

" Note: According to the latest research in Czedhelatogy we should also classify outputs of trace
elements in a non-filtered form of the mass adljopatural healing resources or in the healingem
of clime-therapy (e.g. geoatmochemistry, inhalatiofrespirable aerosol of biogenic trace elements)

(Jandovd, D. Czech spa medicine (information forDMUr. Julinek, minister, Ministry of Health of the
CR). Advisory body — Czech Spa Inspectorate oMiméstry of Health of the Czech Republic. 2007.)

8 Note: E.g. occurrences of mineral waters in regiatructures are exclusively bound to deep tectoni
zones of a regional importance. From the Westedgdst this includes the Marianské Laztarlovy
Vary and Litondtice faults, Roven faulty zone, faults predominaiilfhe NW — SE direction in the
area of Jesenik Devon and Culm and in Hornomorawgidy(Upper Moravian Vale).
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Mapa minerdlnich vod CR

Uzemi bez vyskytu minerdlnich vod
B Uzemi s vyskytem uhlicitych minerdlnich vod
B Uzemi s vyskytem terem krystalinickych masivo
B Uzemi s vyskytem dusikovych, dusikovo-metanovych a metanovych minerélnich vod
8 Uzemi s vyskytem dusikovo-kyslikovych vod s radonem

SourceCzech spas and balneolodyinistry for regional development of the CR. Rra@007.
Fig. 1. Maps of mineral waters in the Czech Republic

* Explanatory text in English:
Territory without presence of mineral waters
Territory with presence of carbonic mineral waters
Territory with presence of tar of crystallic massif
Territory with presence of nitric, nitric-methanadimethane mineral waters
Territory with presence of nitric-oxygen waterstwiadon

Mineral waters in the Czech Republic, similarly iasother European
countries, are used in balneology for treatment alsth as table and healing
drinking waters. At present, thermal waters are aked as a source of geothermal
energy for heating purposes and for holiday-makirtipe tourist business.

Many sources of mineral waters are used for hgghuarposes within a
district and for holiday-making. Waters in approaiely 20 localities within the
tourist business are used for the healing purposkgers of individual hydro-
chemical types are used for the healing purposéslasss:

- Of the types of carbonic waters, the sources inntééknown localities such
as Marianské lazn Karlovy Vary, Teplice nad Beou, Luh&ovice, Podbrady
and FrantiSkovy Lazhare used for medical treatment.
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- Acidulous waters are used as table and healingidgrnwaters in Marianské
lazre, Karlovy Vary, Vratislavice, Luhsovice, Podbrady, Bvany, Biloves,
Bilina, FrantiSkovy L4z& Horni Mostnice, Kyselka and at Korunni.

- Of the types of nitrogen thermal crystalline-coreas, the sources in Janské
Lazre, Bludov and Velké Losiny are used for medical timent.

- Of the types of nitrogen, nitrogen-methane and amethwaters of sedimentary
basins, waters in health resorts of Teplice anck®aare used for medical
treatment. The sources in the localities of Zag and Saratice are used as
healing drinking (bitter) waters.

- Waters in the spa town of JAchymov are used ofyihes of nitrogen-oxygen
waters with radon in massifs of acid crystallineks

- Thermal waters of the carbonic waters types anmggin, nitrogen-methane
and methane water types are mainly use for holidaking in the field of
tourist business.

The current state of using mineral waters in th@nal economy does not
exhaust the given geological possibilities. The Ispse may also be extended with
thermal iodine-bromine and hydrogen sulphide watenmsilarly, other geothermal
waters and other mineral waters may be verified.

* Natural healing peloid sources

Peloids are the second most important healing saarthe territory of our
country. Sufficiently rich deposits of such peat),fmud and other rocks that have
been created as a result of natural geologicaiobodical processes, have constant,
scientifically proven effects so useful for humagalth (based on both their current
chemical and physical properties) — like naturalling water sources — that they
should be used in general interest for therapegutiposes either in their original
condition or after modifications increasing the@aling effects, may be declared
natural healing peloid sources. In balneologicak dhey are used for hot baths,
packs and compresses after they are pulped andl mitle water'

Classification of peloids is not entirely unifigthe following classification
is used as usual, however:

- Humolites — they are largely organogenous sedisneneated mostly from a plant
material, dead bodies of mosses and veined plargadh the processes called
peating or huminiphication.

They are divided into: 1. peats; 2. fens (simplé suphur-ferruginous); 3. silts

- Muds - they are inorganic sediments that aretedem a rural environment,
which is neutral to alkaline, from the rock detsitalso containing plankton,
algae, especially cyanobacteria.

They are divided into: 1. simple muds; 2. thermabs) 3. sulphur muds.

9 Czech spas and balneologinistry for regional development of the CR, Rra@007.
10 Chovanec, Xozechoslovak health resorts and natural healingessuPrague 1966.
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Peat and fen packs and baths are popular espewidhyrheumatic patients —
Trebai in the south of Bohemia is one of the most impdrteealth resorts without
any doubt; peloids are also used in LABohdané, Velichovky, Lazi Bélohrad,
Lazre TouSeé and others. Their list is described in detailna following tables.

* Natural healing gas sources

Leaking natural gases are a relatively rear heamgce in our territory.
They are used for preparation of natural gaseacils loa for an injection application.
E.g. FrantiSkovy Lazhor Karlova Studanka belongs to the best-known.dD#ser
localities of healing gases are described in tables

» Other natural healing sources — climate, microclimée

The climate is another important factor in our lealogical care. There are
a number of favourable climatic spots in our tersit Climatic spots are such
places that have favourable climatic conditionsparticular as for the altitude
above sea level and position, cleanness, temperdtumidity and movement of
air, length and intensity of the sunshine, vegetafforests, parks, meadows) and
excellent hygienic conditions.

In this respect it is the health resort of Jesdiolknded by Vincenz
Priessnitz, a famous doctdras well as other spa spots located in the Jeseniky
Mountains? (Lipova — spa town) or in other places that aneovened in this
country, as shown in the tables. Spa treatmentatéHory (in the same area of
the Jeseniky mountains), which is based on theuenigicroclimate of abandoned
underground mining areas, is an interesting fabildeen and young people
suffering from respiratory system problems are dumrere.

2. Spa natural healing sources according to regioh$

2.1. Region of cohesion of Central Bohemia

The region of cohesion of Central Bohemia is a Isimgdministrative
region of the Czech Republic, which is currently targest one from the viewpoint
of its area — the Central Bohemian Region, whido dlilfils the task of a wider
background for the capital of Prague.

" Note: Vincenz Priessnitz (1799-1851) of Germaionality, living in Gréafenberk at Fryvaldov (now
it is Lazreé Jesenik) in the Silesian part of the Jeseniky Kins was a founder of natural
medicine. He enforced e.g. treatment based on viegh air and clear mountain water. He laid
down the basis of hydrotherapy. He is a foundevarid-renowned health resorts, and he cured e.g.
N. V. Gogol. The UNESCO declared the year 1999 raportant cultural anniversary on the
occasion of the two hundred years after Priessvaizborn.

12 Note: The Jeseniky Mountains were declared a gieldandscape area in 1969. Mountain forests
and peat-bogs are the main item of protection. Naommeadows on the main ridge above the
forest level are one of the richest localitieshie Czech Republic from the botanical viewpoint.
The size of the protected landscape area is 744 Kne clean piedmont climate of the Jeseniky
Mountains is used in a number of health resorthisfregion.

13 Note: The Czech Republic is administratively if#bregions; two of these administrative regions (th
capital of Prague and the Vy&ma region) do not have any health resorts theréfas only 12 regions
that are included in the list of tables.
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[ Lazensks mtizani

Source www.Czech.Republic.cz

Fig. 2. Spa places on the territory of The Czech Republic

The health resorts are only represented by twd®pas — Pogbrady and
Lazre TousSe. Silt is also an important natural source in &wddy — in addition to
a strong spring of alkaline-earthy acidulous watgth a high content of
magnesium and calcium. L&zmouS& has used sulphur-ferruginous fen from
local sources since 1899.

Ly Ustin. Labem e
Teplice Ceska Lipa
Aost

[
Litomérice

SourceCzech spas and balneologpinistry for regional development of the CR, Ria007.
Fig. 3. Spa of the territory of Central Bohemia
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Central Bohemian Region

Central Bohemian Region — natural healing sourcesra other selected characteristics

Name Municipality Natural healing Indications and treatment
(District) sources
Lazrg Podtbrady Natural carbonic minergl Diseases of circulatory system,
Poctbrady | (Nymburk) | water (Podbradka) rich | heart and vessels, diabetes,
in carbon dioxide, other| diseases of the locomotive
springs and silt system, obesity and overweight,
metabolic disorders
Slatinné Lazrg Sulphur-ferruginous fen|  Diseases of the locomotive
lazrg TouSei system, Bechterev's disease,
TouSe (Prague- arthrosis
(TouSe East)
fen spa)

Sourcepwn processing on the basis of information froeréiture

2.2. Region of cohesion of the North-West

The region of cohesion of North-West, which corssadtthe Karlovy Vary
Region and the Usti region, offers an important@maof spa potential.

Health resorts and tourist business sector, wtictiasely related to the
health resorts, have a dominating position in tloetiNWest region. Its territory,
especially in the part of the Karlovy Vary Regiag, unique in the European
standards both due to abundant occurrence of hafuiags of mineral waters and
gases and due to a great variety of their chermnmalpositions and characteristics.
The number of outlets of mineral waters in thisaareaches a few hundreds. The
spa town of Teplice in the Usti Region is one @ thost important localities with
the renowned protected zones — in addition to Kgrigary, Marianské Laz%
FrantiSkovy Lazs and others. Although this region is unique witl@entral
Europe due to its spa character, the numbers bngsstill show great reserves in
use within the tourist business from the statistigavpoint

14 Czech spa towns and health resorts. Ministry émal. Development of the CR. Prague 2007.
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Konstantinovy Lazné

SourceCzech spas and balneolodyinistry for regional development of the CR, Rra@007.

Fig. 4. Spa of the territory of the North-West

» Karlovy Vary Region

Karlovy Vary Region — natural healing sources and ther selected characteristics

Health Municipality Natural healing sources Indications and
resort (District) treatment
FrantiSkovy | FrantiSkovy [Twenty-three quality local Gynaecological
Lazre Lazre (Cheb)isprings, strongly alkalir disease, sterility,
acidulous wate, sulphur- oncological programme,
ferruginou: fen and natural heart and vesse
healing ga: diseases, disses of
locomotive systerr
childrengynaecology
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D

Lazrg Jachymov |Natural thermal radcwater,  [Diseases of loimotive
Jachymov |(Karlovy Vary)(Springs: Bhounek, Curie; Notgysten, nerve system
all springs are caught in a de |disease, metabolic
ore minecalled Svornost disease
(Concord)in the depth of 500 m)
Lazrg Karlovy Vary [Thermal water — hydrogen-  |Diseases of the digest
Karlovy (Karlovy Vary)carboni-sulphur-chlorine- system, metaboli
Vary sodium acidulous wat(The |disorder, diabetes,
bes-known spring is called  |gout, obesity,
\Vtidlo, the newest one is periodontitis, diseases (¢
Stépanka.Other springs are:  |locomotive systel,
Karla IV., DoIni Zamecky, Horidiseases of livel
Zamecky, Trzni, Mlynsky pancreas, gall bdder
Rusatin, pramen knizet andbiliary tract, states
\Vaclava, LibuSin, Skaln of oncological diseases
Svobody, Sadov — spring of
Charles 1V, Lower Castle sprin
Upper Castle spring, Mark
spring, Mill spring. Wate
Nymph'’s spring, spng of the
Prince Wenceclas, LibuSe
spring, Rock spring, spring
Liberty, Orchard spring
Lazrg Lazrg Climatic condition, natural Treatment of childre
Kynzvart Kynzvart [acidulous wate, fen suffering from a nc-
(Cheb) specific disease of tt
respiratory syste, skins
diseases and disease:
kidneys ancurinary tract
Marianské Marianské |Local mineral springs are Diseases of the digesti
Lazrg Lazrg (Cheb)(different compositions, conta |sysem, diseases of

carbon dioxid and also ions of
calcium, iron and magnesium.
Fer and healing gas are also y
during treatmet. (Springs:
Rudolfav, Karolinin, Kizovy,
Ferdinandv, Lesni, Ambro#v,
Mariin, Hamelika, Medgdi and
other:— Rudolf's spring,
Caroline’s, Cross, Ferdinanc
spring, Forest spring. Ambrose
Mary's spring, Hamelika, Be:
spring’

kidneys and urinary tre,
metabolic disorde,
nerve system diseas
metabolic diseas, skin
problem, diseases of
respiratory syste, non-
specific diseases
respiratory syste,
diseases of locomotiv
systen, metabolic
disorder, oncological
disease, gynaecological
problem:.

Sourcepwn processing on the basis of information froeréiture
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« Usti Region
Usti Region — natural healing sources and other ssdted characteristics
Name | Municipality Natural healing Indications and treatment
(District) sources
Lazrg MSené-laza| Silt from the locality | Neurological diseases, diseases of the
MSené (Litometice)| of Vrbko locomotive system, states after an

operation and after an injury, neuritis
spine function diseases, spinal disc
syndromes, occupational diseases,
osteoporosis, recondition

Lazrg Teplice | Natural medium- Diseases of locomotive system,
Teplice (Teplice) | mineralised healing | locomotive system disorders, after-
water injury states, muscle diseases, inbofn

orthopaedic defects, scoliosis, vesse
and nerve diseases

Tereziiny Dubi Appropriate local Digestive problems, nerve and hear
l[azrg Dub| (Teplice) | piedmont climate, diseases, diseases of the locomotive
Therese’s slightly irritating system, mental disorders, certain
health occupational diseases, convalescenice,
resort at inflammations of the respiratory

Dubi) system, anaemia, states after brain

incidents, operations of spine and
brain, disseminated sclerosis, inborr
polio, painful syndromes of spine,
muscle diseases

Sourcepwn processing on the basis of information froeréiture

2.3. Region of cohesion of South-West

Region of cohesion of South-West consists of twmiattrative regions —
the Plzé Region and the South-Bohemian Region. Natural tiesaof southern
Bohemia are one of the most important attractiontghe tourist business in the
Czech Republic. Health resorts considerably affigctihe number of visitors
coming to this part of the region (health resoiftd/cdz, Bechy® and above all
Trebai) are its essential part.

While Konstantinovy Lazhin the Plzé& Region make use above all of deposits of
ferruginous acidulous waters used for preparatibncarbonic baths and for
drinking cure, South-Bohemian spas provide treatmesimng local deposits of
guality fen above all. The largest peat bogs witbreous deposits of fen and silts
of various kinds are found atrdbai. Sulphur-ferruginous fens are of the best
quality. The health resort of Vraz uses simple tgafen, climate and curative
regimen as a healing source.
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Pelhnimov

o
(&

SourceCzech spas and balneologpinistry for regional development of the CR, Rra007.

Fig. 5. Spa of the territory of the South-West

* Plzeai Region

Plzeit Region — natural healing sources and other seledt€haracteristics

Health resort | Municipality Natural healing Indications and treatment
(District) sources
KonstantinovyKonstantinovy| Natural ferruginous | Diseases of circulatory system,
Lazrg Lazrg hydrogen-carbonic | heart and vessels, diseases of the
(Tachov) | sodium-magnesium| locomotive system, diagnostics
acidulous water, and treatment of the
carbon dioxide from| cardiovascular system, risk
a natural spring. factors and complex educationdl
(Springs: Kattyv, programme
Zofiin, Skalni
Giselin, Zihany and
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Rudolfiv —
Charles’s, Zofie's,
Rock, Gisela’s,
Striped and
Rudolph’s). These
are springs of
natural, simple,
ferruginous and
hypotonic hydrogen;
carbonic-sodium-
magnesium
acidulous water with
an increased conten

t

of silica acid.)

Source: own processing on the basis of informétiam literature

South-Bohemian Region

South-Bohemian Region — natural healing sources arather selected characteristics

i

U

Health |[Municipality Natural healing Indications and treatment
resort (District) sources
Bechyrt | Bechyré Local deposits of Diseases of the locomotive
(Tabor) peloids, favourable system, progressive polyarthritis
climate and fen Bechterev disease, metabolic
diseases with affected joints,
kyxathrosis and other kinds of
deforming arthrosis accompaniec
with function disorders,
vertebrogenous painful syndrom
painful syndromes in muscles,
sinews, subcutaneous tissues of
infectious or after-injury origin,
states after orthopaedic operatio
with use of a joint substitution
Health Treba Natural peat containing| Treatment of locomotion system
resort of| (Jindichiv | sodium, potassium, disorders, rheumatic diseases,
Trebar - | Hradec) magnesium and calcium after- injury and after-operation
Aurora as well as other organic states and overall recondition of
substances the body and mind
Health Vraz Simple earthy fen, Neurological diseases, diseases
resort of| (Pisek) piedmont climate the locomotive system, diseases
Vraz the blood circulation system,

diseases of the respiratory syste
stomach ulcer diseases, neurotid

of
of

disorders, mental diseases

Sourcepwn processing on the basis of information froeréiture
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2.4. Region of cohesion of the North-East

Region of cohesion of the North-East consists @kdhadministrative
regions, i.e. the Liberec Region, Hradec KralovgiBe and Pardubice Region.
The region has exceptionally rich sources of undenyd and surface waters
available. Sources of healing waters used in b&dggalso occur in the region.

Thermal waters in Janské L&zmvhose springs are found in the altitude of
615 m above sea level and which is collected froemdepth of 50 m under the
surface, are important. Kunratice uses sulphuufgnous fen and healing
piedmont climate as basic healing sources. Mineedkrs in Laza Libverda are
used primarily for drinking cures. Mineral springshydrogen-carbonic-magnesium
types, natural ferruginous acidulous waters, aganhin natural source.

Lazre Béelohrad uses above all deposits of high-quality Iyildineralised
silts. The local piedmont climate also has a canalale effect on the overall treatment
and recondition of patients. Velichovky providesecusing silt from its own chalk
fen, which is supplied with springs of water contag calcium carbonate and iron.

The health resort of Bohdaheith two natural healing sources available is
the only spa town in the Pardubice Region. Theseces are fen coming from
local sources and mineral water from a deep Antesiall of the pure alkaline
acidulous water. The alkaline thermal water is@Warm and is used for preparation
of fen and carbonic baths.

» Liberec Region

Liberec Region— natural healing sources and otheretected characteristics

Health Municipality Natural healing Indications and treatment
resort (District) sources
Lazrs Osena Sulphur-ferruginous fen| Rheumatic arthritis, Bechterev
Kundratice | (Liberec) from local deposits and| disease, spine function disorders,
favourable piedmont chronic spine disc syndromes and
climate states after operations of discs,

arthrosis, muscle rheumatism,
muscle diseases

Lazrs Lazrs Natural simple Mental disorders, neurosis,
Libverda Libverda ferruginous acidulous | diseases of the circulatory system,
(Liberec) water. (Springs: BoZi | heart and vessels, diseases of the
voda, Mariin, Ocelovy, | locomotive system, after-
Kristian, Josefina, operation and after-injury states,

Eduard, Nova Marie, recondiction
Novy Kristian and
Hubert — God Water,
Mary’s, Steel, Christian,
Josephine, Edward, New
Mary, New Christiav
and Hubert.)
Sourcepwn processing on the basis of information froeréiture
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Lazné Libverday

~x @ Nyvmburk
':Y.‘ Po::iébray -

ana Kolin

Kutna Hol

SourceCzech spas and balneologpinistry for regional development of the CR, Ria007.

Fig. 6. Spa of the territory of the North-East

» Hradec Kralové

Hradec Kralové Region — natural healing sources andther selected characteristics

Health resort| Municip | Natural healing Indications and treatment
ality | sources
(District)
Lazre Béloves | Acidulous water (Ida) Diseases of heart and vditond
Béloves® (Nachod pressure, states after inflamed

veins in lower extremities and
painful disorders of the
locomotive system

Janské Lazn| Janske | Natural minera Nerve diseas,, diseases ¢
Lazrg | hydrogen- carbonate | locomotive system, states after

!5 Note: The health resort was founded in 1818;Gtiisof operation at present, however. (2007)
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(Trutnov)| springs with content of| burns, diseases of the respiratory
sodium and calcium ag system, nerve diseases, childrer

well as radioactive polio

components
Lazrg Lazrg | Sulphur-ferruginous silt  Skin diseases and aftenbu
Bélohrad — | Bélohrad states, neurological diseases,
Ann silt healt| (Ji¢in) diseases of the locomotive
resort system, obesity and overweight,

after-operation and after-injury
states, rheumatic diseases, pains
in the spine, Bechterev disease,
arthrosis, states after injuries angd
orthopaedic operations, root
syndromes in the case of a spin
disease and mild peripheral poli
cure of scars after injuries and
burns

Health resort| Velichov| Chalk silt containing Diseases of the locomotive

of Velichovky  ky calcium carbonate and| system, nerve diseases, treatment
(Nachod) iron of patients after injuries, before
and after operations of bones and
joints including joint substitutions
Sourcepwn processing on the basis of information froeréiture

11%

A

» Pardubice Region

Pardubice Region — natural healing sources and othselected characteristics

Health Municipality | Natural healing Indications and treatment
resort (District) sources
Lazrg Lazrg Reed-sedge silt and Diseases of the locomotive system
Bohdané | Bohdané mineral alkaline above all with focus on inflammatory
(Pardubice) | acidulous water rheumatologic diseases, arthrosis,
with a rare content | vertebrogennous syndromes,
of fluorides Bechterev disease

Sourcepwn processing on the basis of information froeréiture

2.5. Region of cohesion of Moravia and Silesia

The region of cohesion of Moravia and Silesia ddeg with the Moravian —
Silesian Region. Health resorts and a number okralnsprings are found in the
bordering area of the region with the Olomouc Regio the area of the Jeseniky
Mountains. They include e.g. hydrogen-sulphide nainsprings rising out at Velké
Losiny and at Bludov (the Olomouc Region) and hgdrecarbonate and calcareous
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acidulous waters with an increased content of ntietascid at v Karlova Studanka.
Other springs — e.g. carbonic acidulous waterse-also found at Bily potok u Vrbna,
at Ludvikov, Brantice, Michnov, Karlova RI&Slezské Pavlovice and Zator.

It is above all the spa town of Karlova Studanksd thay boast of rich history and
curative results; the local springs of mildly melesed hydrogen-carbonate and
calcareous acidulous water with an increased coofesilicic acid is completed by
natural carbon dioxide, peat, and above all ungie@mont healing climate.

A new health resort of Klimkovice with iodine-brami waters is found in the area
to the south of Nizky Jesenik. Ostrava-Karvinadragdine-bromine health resort
of Darkov, Ostrava-Hranice has a modern Rehalbditaanatorium.

.. R 5% Jesenik
Lipova-lazné

Olomouc

. L
Slatinice : Teplice nad
° )
Prostéjov Prerov

® Vsetir
Kromerz  x Kostelec u Zlina

Source Czech spas and balneolodyinistry for regional development of the CR, Rra@007.

Fig. 7. Spa of the territory of the Moravian-Silesian
* Moravian — Silesian Region
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Moravian — Silesian Region — natural healing sourceand
other selected characteristics

m.

ed

Health |Municipality Natural healing Indications and treatment
resort (District) sources
Darkov Darkov lodine-bromine waten Diseases of circulatory system,
(Karvind) | — salt brine, diseases of the locomotive syste
remainder of the
prehistoric sea below
the surface
Karvini Karvina lodine-bromine salt | Diseases of the locomotive
(Karvind) | brine (Springs: Jan —| system, diseases of circulatory
the strongest in system, skin diseases (eczemas
Europe in a certain | psoriasis, states after burning),
period of time, after-injury and after-operation
Olivie, Helena, Jan | states, neurological diseases,
II., Vilemina, Novy | gynaecological diseases
vrt, Valentina. —
John, Olivia, Helen,
John 11, Vilemine,
New Well, Valentine)
Lazrg Karlova Local natural springs| Dieses of the respiratory system
Karlova Studanka | (see above), natural | (chronic diseases of throat, nose
Studéanka | (Bruntdl) gas — carbon dioxide| lungs, allergic, asthmatic and
peat and especially | bronchial diseases, lungs damag
unique piedmont by mine diseases), oncological
healing climate. diseases and oncological events
(Springs: without any signs of recurrence,
Maxmilianav, vessel diseases (vessel function
Karliv, Norberfiv — | disorders, hypertension)
Maxmilian’s,
Charles’s, Norbert’s)
Lazrg Klimkovice | Unique natural ioding Gynaecologic diseases, function
Sanatoria | (Novy Jiin)| mineral water of the | infertility, neurological diseases,
Klimkovice tertiary origin, diseases of the locomotive syste

containing 40 mg of
iodide/I.

(Note: Wells are
found in the area of
Polanka nad Odrou,
water is pumped from
the depth of 500 m.)

after-operation and after-injury
states, reconditions

m,

Sourcepwn processing on the basis of information froeréiture
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2.6. Region of cohesiveness of Central Moravia

The region consists of two administrative regienthe Olomouc Region
and the Zlin Region. The northern part of the atgaical of mountain ranges, is
also well-known due to health resorts — e.g. Jé&sdripova. Other important
health resorts are Lubavice, Velké Losiny, Zlaté Hory, Bludov, Teplice cha
Betvou, Kostelec u Zlina and Ostrozskd Nova Ves. Bmiess sanatorium at
Jesenik is probably the best-known health resattiénwhole area. It is above all
Velké Losiny, Lipova and Bludov that have rich bistand curative successes.

The main natural sources of the local health resar¢ above all mineral
waters, and also thermal waters (e.g. Teplice reigdl, Kostelec u Zlina, Velké
Losiny), locally also fens (e.g. Ostrozsk&d Nova)Ves

It is above all mountain and piedmont areas oflg¢seniky Mountains that
are used for balneological purposes due to thaiittne climate; climatic health
resorts (e.g. Lipova-lagnJesenik, and Zlaté Hory) are found here. Theauitnate
of closed ore mines (Zlaté Hory) used to cure disgaf the respiratory system
using the so-called speleo-therapy is an intergstaiural source.

L Karlova Studanka i

' Loginy
: arie Bruntal @
f - (a'a’ jperk L i
Jsti n. Orl e Opava Karvina
A ® ‘L Darkov
Ostrava
Klimkovice
- Y
Vitavy Do Frydek - Mistek

SourceCzech spas and balneologpinistry for regional development of the CR, Rra@007.

Fig. 8. Spa of the territory of the Central Moravia
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Olomouc Region

VA

Olomouc region — natural healing sources and otheselected characteristics

S
of

-~

Health Municipality | Natural healing Indications and treatment
resort (District) sources
health Bludov Natural, strongly Children and young people —
resort of| (Sumperk) | alkaline spring of obesity, catarrhs of upper air
Bludov sulphur-chlorine- passages, diseases of kidneys an
sodium type with an | urinary tract, adults — diseases of
increased content of | locomotive system
fluorides
Health Lipovéa — Healthy piedmont Disorders of metabolism and
resort of| lazns climate glands with inner secretion,
Lipovd —| (Jesenik) diseases of the locomotive system,
lazrg skin diseases, psoriasis (also with
joint manifestations), eczemas,
occupational skin diseases, acne,
diabetes, treatment of obesity,
increased thyroid activity and stat
after thyroid operation, disorders (
lipid metabolism
Health Skalka Sulphur containing | Rheumatic diseases, pains in bac
resort of| (Prostjov) | springs arthritis, problems with thyroid ang
Skalka anaemia
Health Slatinice Natural sulphur — Diseases of locomotive system,
resort of| (Olomouc) | containing water and| obesity and overweight, after-
Slatinice favourable dry low- | operation and after-injury states,
land climate recondition
Health Teplice nad | Thermal alkaline Diseases of circulatory system,
resort of| Becvou earthy acidulous heart and vessels, diseases of
Teplice (Prerov) waters with a high locomotive system, skin diseases
nad content of carbon
Becvou dioxide with a
constant temperature
of 22.5 °C; hydrogen-
carbonate-calcareous-
magnesium-
ferruginous aciduloug
water
Health Velké Sulphur containing | Neurological diseases, respiratory
resort of| Losiny thermal mineral water diseases, rheumatism, arthrosis,
Velké (Sumperk) | of the sodium- pains in back or joints,
Losiny carbonate type with | convalescence after fractures and
an increased content| operations of joint substitutes
of fluorites and silicic
acid
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s

Priessnitz | Jesenik Climatic health resort Diseases of the upper and lower air

's health| (Jesenik) in the piedmont zone| passages, diseases of locomotive

resort of and springs of system, diseases resulting from

Jesenik mineral or fresh watef disorders of metabolism and glan
with inner secretion, mental
disorders, skin diseases.

Zlaté Zlaté Hory | Climatic conditions | Allergies of air passages,

Hory (Jesenik) of the Jeseniky respiratory diseases, chronic

mountains,
microclimate of
underground spaces
in a part of closed ore
mines (constant
temperature +100%
humidity — use in
treatment using
speleo-therapy)

diseases of the respiratory systen
the sanatorium focuses on childre|
patients

>

Sourcepwn processing on the basis of information froeréiture

» Zlin Region

Zlin region— natural healing sources and other setged characteristics

Health | Municipality Natural healing Indications and treatment
resort (District) sources
Health Zlin Springs of healing Rheumatism and diseases of the
resort of | (Zlin) sulphur containing locomotive system, sciatica, skin
Kostelec u water with a rich diseases, neuralgia, gynaecological
Zlina content of hydrogen | diseases.
sulphide
Health Luhatovice | Sulphur spring and 1} Diseases and disorders of the
resort of | (Zlin) kinds of natural respiratory and digestive system,
Luhatovic mineral waters diseases and disorders of
e metabolism (diabetes, obesity),
disorders of the locomotive system
circulatory system, and oncological
diseases
Health Ostrozska | Two mineral sulphur | Diseases of the locomotive system
resort of | Nova Ves | containing springs in particular of the spine and big (as
Ostrozska| (Uherské with water rich in well as small) joints, skin diseases
Nové& Ves | Hradisg) sulphates, silicic acid

calcium, sodium,
potassium and iron,
silt deposits

Sourcepwn processing on the basis of information froeréiture
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2.7. Region of cohesion of the South-East

The region of cohesion of the South-East consistee territorial units —
of the Vysd@ina Region and South-Moravian Region. It is onéhefcleanest parts
of the Czech Republic from the viewpoint of ecolplgyt rather poor in occurrence
of health resorts.

lodine-bromine water, which is one of the top-éyalaters of its kind in
Europe due to the content of iodine salts, is difgaource in the spar resort of
Hodonin. Unlike chlorine, it occurs in organic cdeyes and has a significant
relationship to facts and amino-acidsThe natural healing source at Lednice is
comparable with the Hodonin spa.

In the Vys@ina Region, no town has the spa status and therregid the
capital of Prague are the only two regions withaoy health resorts located in
their territories.

e o
KutnaHora ghrygin:

%
Slatinice

®
Prostéjo:

Jindfichiv Hradec
%L Trebon

SourceCzech spas and balneolodyinistry for regional development of the CR, Rra@007.

Fig. 9. Spa of the territory of the South-East

16 Czech spas and balneolodyinistry for regional development of the CR, Rg007.
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» South-Moravian Region

South-Moravian Region — natural healing sources andther selected characteristics

Health Municipality | Natural healing Indications and treatment

resort (District) sources

Health Hodonin Natural iodine- Diseases of the locomotive system,

resort of| (Hodonin) bromine water from | root syndromes, diseases of the

Hodonin the Luznice wells circulatory system

Lednice Lednice Strongly mineralised | Diseases of the circulatory system,

(Breclav) iodine-bromine diseases of arteries in the extremities,
mineral waters diseases of the locomotive system,
containing salts of rheumatism, states after injuries ang
iodine and bromine | orthopaedic operations, Bechterev
disease, arthrosis

Sourcepwn processing on the basis of information froeréiture

3. Conclusions

Czech health resorts have good traditions witielatively good level in
Europe. Numbers of foreign visitors also tend toreéase. The average life
expectancy in advanced countries of Europe and/ankl is getting longer and the
need to maintain the life quality is becoming utg&eniors in advanced countries
are not only interested improving in the qualitytbeir lives but the also have
sufficient financial resources for this purposeisTis the reason why they often
stay in health resorts and use balneotherapeuwtical But, naturally, this does not
include seniors only — civilisation diseases, dgsaof the locomotive system etc.
also affect even much younger generations. Furthiexmthe numbers of spa
visitors are becoming higher because of those ested in relaxation stays,
wellness, etc. At present, both new proceduresdoasemodern knowledge of
medicine and curative procedures imported fromeeastultures become extended
dynamically in European balneology. On the otherdhatandard balneotherapeutical
curative procedures using natural resources drestd.

The Czech Republic can make use of a relativelgtesjic geographical
position as well as the natural potential; thisiteated in different extent in twelve
of the fourteen administrative regional units. TKarlovy Vary Region (Karlovy
Vary, Marianské Laz¥) FrantiSkovy Laz#& etc.), which is one of the most
important spa destinations within central Europe tluis spa character, naturally
occupies a dominating position. But health reswrtsther regions also have rich
traditions and excellent healing effects (e.g. wmth-Bohemian Region — e.g.
Trebai, the Moravian-Silesian Region — e.g. Karlova Stkda the Olomouc
Region — e.g. Jesenik and a number of others (dar&kE, Lazre Bohdane,
Lazre Bélohrad, Podbrady, Luh&ovice, etc.). Certainly, this country still has
reserves and, | hope, also the future in the ugs aatural potential.
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ROMANIAN TOURISM: A REGIONAL APPROACH

TIBERIU CRISTIAN AVRAMESCU *

ABSTRACT. The present paper analyzes the situation of tmedR@an tourism at
regional level, starting with 1991. This is becauke sustainable regional
development must correlate and integrate the tounis Romania, among other
components of the local economy, taking also ictmant the lower impact on the
environment and the investments needed for itsldewesnt. The purpose of this
analysis is that of identifying the problems thia¢ field of tourism faces at the
regional level, the development potential of thigldf and of establishing the
aspects which must be taken into account by thréstawdevelopment policies.

Keywords: regional economy, sustainable tourism, regionale@pment

INTRODUCTION

At the world level, the industry of tourism andvets represents the most
dynamic sector of activity and, at the same tirhe, rmost important generator of
jobs. From the economic point of view, tourism capresent for Romania one of
the main sources of recovering the national econafnye take into account the
fact that we have at our disposal important nat@sdurces.

It is a well-known fact that regional developmesniai compulsory condition
for the admission of Romania in the European Unidre problems implied by the
regional development amplify as the Union expamtist is because the diminishing
of the gaps in the development of the various aoestwhich will accede to the
European Union is considered a priority. The pedicand the regional development
plans in the last years have paid more and moeataih on the tourism field as a
strategic sector for the achievement of a dynamet sustainable economic growth
of some regions that have an important tourismriatie

Tourism can bring both advantages and disadvantagesegion. Through
careful planning, tourism can create new jobs adaontribute to an increase of
income. The expansion of the tourism activity |eohe creation of new professions
and has positive effects on the qualification aathing levels of employees.

The prosperity of a region generated by tourisneldpwment has several stages:

* immediately, as a result of the direct consumptibtourism products;

e on short term, by the continuous absorption of eypkent and by

encouraging the souvenir selling;

! Lecturer, Faculty of Economic Studies, Rtit&Jniversity, Romaniagristiavr@yahoo.com
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» on the long term, by the concentration of capibalihvestments in the
general infrastructure and in that of tourism, stablishments of
tourist reception and in the development of urlbEmwises.

Taking into account the economic, social and palitimportance of tourism,
its contribution to the overall development of gioa, it is necessary to conceive
the promotion of some strategies of tourism develapt, not only at national but
also at regional level. In drawing up these stiagegne must take into account the
observation of the sustainable development priesiplhich refer to the development
of the tourism sector, the requirements of therahgnvironment protection, and the
consideration of the specific goals of each arezgion.

Tourism will continue to be sustainable if its dieyenent will be planned
rationally, if the development policies and critemill respect the sustainability
principle and it will be achieved by the coopematad the public institutions and of
the private sector. At the same time, this develapimmust be supported by the
civil society and the local communities.

The mix of negative factors (the infrastructure didon, the obsolete
mentalities, the insufficient professional trainintpe economic crisis, etc.) to
which a certain inertia and superficiality of tleedl public institutions regarding
the local development of tourism is added, explaendifficulties which this field -
so dependent on the general state of the naticoabeny - is faced with. Thus, the
existence of a national program of regional devslept is of utmost importance,
because it identifies the main goals of less ewbhegjions from the start.

The regional development strategy, especiallyftvathe regions that have
valuable tourism sights, must take into accounfalcethat an increased number of
tourists has positive effects on the regional eognoboth directly, by the total
value of the proceeds obtained from the tourissaamption, and indirectly, by the
contact and local bilateral cultural influences ¥mowledge of the local economic
values and of the possible business opportunttesgreation of jobs in the tourism
field and obtaining a favourable image.

The process of tourism reform in Romania will hawereate the necessary
background for a sustainable development in tleisl fihaving as goals to increase
the standard of living in the case of the local oamities, to preserve the natural
and anthropic touristic resources in view of a nowdus utilization in the future, to
make the local population and the tourists awanghat preservation means.

The Romanian tourism phenomenon has its own stegcand spatial traits.
There are regional differences caused by the uhespraading of the elements
with natural and anthropic tourism potential, by thualitative and quantitative
differences in the territory, by the degree andag in which the existent potential is
made profitable or by the different way the tourissgions are equipped. All these
lead to the fact that some tourism area or regstansd out. These will then be used
for the tourism preparation and the organizatiorthef geographical space and,
therefore, for setting the regional developmentigoathe tourism field.
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The division of the geographical space into touregions aims at delimitating
some geographical spaces with favourable conditionshe development of the
tourism phenomenon, taking into account the qualitthe tourism resources and
the profile of various spaces. This is based ondbmplex knowledge of the
analyzed territory and on the use of such critesathe specific tourism fond, the
degree of making profit of the tourism potentialthg tourism flows, the criterion
of the most important objective for that area othaf functional structure, étc

Generally, the national or international progranfisctv support and finance
the projects in the tourism sector are managed camded out at the level of
development regions and that is why it is very inipat, for a fair allocation of
resources, to evaluate the development regions thenpoint of view of the tourism
resources they posses and that of the generabandm existent infrastructure.

The tourism areas or regions and the developmenbne are territorial
units formed and delimited according to differentetia. That is why they can not
be compared. The space of a tourism region canobeetimes included in a
development region but, in most of the casesed &t the border between two or
even among several development regions. However,can establish functional
connections among the two types of inferior taxomotevels of the tourism
regions regarding, for example, the financing ahedourism projects in a certain
tourism centre or for a tourism goal or area whids a clearly delimitated
territorial-administrative position.

Tourism contributes directly and indirectly to teeonomic development
of some places, areas and regions by introducegadtural conditions, the cultural-
historic patrimony and the economic achievementiténinternal and international
tourism tours. Tourism has the capacity to contalia the internal development of
a region, to diminishing the regional imbalancesthte geographical reallocating
of welfare from the metropolitan areas towardspberest, peripherical regions.

Therefore, tourism is a viable development altéveadf various regions.
In this context, due to its geographical positiod &o its rich natural and anthropic
potential, Romania will be able to become a vetraative region from the tourism
point of view, if a series of tourism developmeirategies will be developed,
implemented and promoted both at the national atedriational level.

MATERIAL AND METHODS

In the present paper, in order to emphasize théutewo of the tourism
phenomenon at the national and regional level, ave mesorted to the data provided
by the National Institute of Statistics and Ecororfitudies in Romania in the
Statistical Yearbook of RomaraamdRegional StatisticsThe analyzed period is 1991-
2006. These publications provided primary data ath@utourism sector. That is why,

2 popescu, Claudia Rodica (coordonator), 2(Diparitisi regionale in dezvoltarea economico-
sociaki a RomanieiEditura Meteor Press, Bucytie p. 214.

45



TIBERIU CRISTIAN AVRAMESCU

in order to interpret the statistic data correathg, have resorted to other sources, too,
such as the specialised economic publicationgyietes with specialists working for
governmental institutions or private sector. At $hene time, we have appealed to the
studies provided by the National Institute of Reseand Development in Tourism
and by the Tourism National Authority. The NatioDevelopment Plan, the Regional
Operative Plan and the Regional Development Plamsrdup for the period 2007-
2013, were very useful as they allowed us to seddhdencies in the evolution of
tourism for each development region and the dewedop possibilities of this field.
Our research is based on the document analyseselasasvon the calculations,
interpretations and correlations noticed by us.

RESULTS

The scientific method of knowledge applied to amgldf of activity,
phenomenon or process implies the selection obuaraspects of reality in order
to establish the most appropriate methods for nga#tie respective analysis. Such
an analysis of the tourism sector enables the stfidpe behaviour traits of the
consumer of tourism services. It also enables tkensppropriate decisions and
helps forecasting.

Thus, in the period 1991-2001, the existing accodation capacity,
expressed in number of accommodation places halilgtedecreased, from
312,407 existing accommodation places in 1991 {6,047 in 2001 (Table 1).
Among other things, this evolution is due to the@e wear of some equipment
and their elimination from the tourism tour (defively or temporarily) and also to
the change of destination of some locations as lia@g become private property,
etc. The fact that, in the last years, many nevatloos have been brought into
operation could not compensate for the eliminattbrsome locations from the
tourism tour because the new locations had onlgva dccommodation places.
However, starting with 2002, the number of accomatioth places has gradually
increased (287,158 places in 2006) which showsfdbe that the tourism field
becomes attractive for investors.

Table 1.
The existing accommodation capacity by developmenggions,
in the period 1991-2006

- Number of accommodation places -
Year | Total North- | South- [South |South- | West | North- | Centre | Buchares
East East West West t
1991 B124(7 | 23321 146527 25955 22230 21086 24732 38600 10[p06
1992 B0253: | 22647 1419171 23398 18766 23713 24270 37p32 10{190
1993 P9303¢ | 21134[ 139281 23506 18046 23335 23357 35p44 9133
1994 p9247¢ | 21779] 132509 23583 17875 23096 26259 38794 85||88
1995 P8953¢ | 20250[ 133739 23082 17462 22919 26044 37584 84|59
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1996 P8820¢ | 18814[ 134489 23641 17010 22028 26493 36513 9423

1997 P8794: | 19096| 133294 23744 17118 22304 26472 36097 8916

1998 P8726¢ | 19131] 133004 23139 16890 22288 27231 36P15 86068

1999 P8280¢ | 18832] 133548 22347 15363 21306 26382 36026 9002

2000° P8000! | 17745( 134081 22433 15295 21740 25547 35p35 7429

200F P7704° | 16971] 132053 21321 15326 22298 25197 34648 9433

2002 p7259¢ | 17269] 130111 21456 14855 20190 24561 33823 10B31

2003 P7361« | 17965] 130991 21729 15112 20713 24320 32759 10025

2004 P7594: | 17183] 130854 22494 13936 21066 24576 34365 11467

NON[OTO]OTfW[O[oO

2005 P8266: | 18718| 132965 22292 14672 21291 26019 35479 11P25

2006 [287158 | 18968 | 134560 20827 1481

Accommodation capacities at the end of the resmegear
2 Accommodation capacities as of July'31

[}

21423 26§16 37025 1223

Source Territorial statistics 2002, INSSE, Bucharest,327-336; Statistical Yearbook of Romania,
INSSE, Bucharest, 2002, p. 784, 2003, p. 839, 2004,3, 2005, p. 740, 2006, p. 740 and 2007, §. 75

Among development regions, the regions that haeeldlgest number of
accommodation places are: the South-East regiai, 184,560 accommodation
places (48%), followed by the Central region, wBth025 accommodation places
(13%) and the North-West region, with 26,816 accoaation places (9%).

We can notice that the South-east region has alkmbstf of the total of the
existing accommodation places at the national |eMeis fact is explained because
the region contains the seaside where the gremi@ssm investments have been
made in the period 1966-1980.

The analysis of the accommodation capacity evatubg regions in the
period 1991-2006 shows the same tendency as tlia¢ aiational level: in all the
development regions the number of accommodatiaregldiminished significantly in
the above mentioned period even if one can noti&ht recovery tendency in the
last years. In the first years of transition, timidishing was rapid. After 1994, the
diminishing was rather slow. In fact, all the ecaonmo indicators in general and the
touristic ones in particular have been subjecteslith evolution.

In the last years one can notice an obvious teydafnocreasing the number
of tourist accommodation units. This evolution sc@unted for the building or
reintegration in the tourism tour of some hotelstets, villas, chalets, touristic and
agritourist boarding houses, camping, holiday g#s camps for pupils and
preschool children, etc. This positive evolutiorsome small-dimensions locations
is due to diminishing the tourists’ interest focdtions with a large number of
accommodation places (hotels, motels) and to isangaourists’ interest for such
units as flats, villas, tourist and agritourist kiag houses, which, besides
comfort, provide an individualization of holidaygndency which can be found on
the international level, too.
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The analysis of the evolution of the establishmaftsourism reception
which provide touristic accommodation shows thd that, on the national level,
the most important share is still hold by hoteld amtels. However, the touristic
villas and bungalows, the urban and rural touridimarding houses hold an
important part. (Table 2).

Table 2.
The establishments of touristic receptiomwhich provide touristic accommodation,
by development regions, on the 31of July 2006.

- Number of units -

T i 2
@ s | 3B 9|2 5
a c 2 © <3 8 o
% > |z Scl £ 2 S e @
9 Q|8 g wll o 8 = o c 2
o |l o (- ,leelz8 £ o | £ o S |®
= = g |92 cz|2E| S| 8| T c | 9| ol|c
= 5 c S |ESEl=28 |20 < = < S ) £ |8 gl
3| s |8|2|8228 -3/ 8|8 |8|38|=2 |82
= © = % |T 2ol ol o © Q > o T oG
o | 3| S |SSB3|0s5l 2|28 |8|T| <]
e || 3|57 =2|23| 5|35 5|5 9 |E
S F | c 3 ELl 8| T 2 | © 5 |E
T 3 [P |88 ¢ =18 218
& 3 gz <
@) =) 14
TOTAL 4710 1220 9 11 121 1040 128 702 P 1259 34 |41 31 7
North- 435 88 - 10 11 35 16 74 - 177 q r |
East
South- 1278 | 407 1 5 54 600 25 5 - 10B r v b "
East
South 433 | 131 2 23 5 53 15 83 - 110 1 p p
South- 250 85 - 4 10 47 7 44 - 43 3 g y.
West
West 409 | 119 4 16 10 69 19 107 A 57 ! p b
North- 543 | 134 2 20| 13 94 21 5 - 198 f B
West
Centre | 1223 | 181 - 371 16| 133 20 244 7 573 B 6 3
Bucharest | 139 75 - 1 2 9 5 33 - 8 1 3 2

Source Statistical Yearbook of Romania 2007, INSSE, Brest, p. 756 — 757.

Thus, at the level of the entire country, there 8029 hotels and motels
(28.83% of the total of the tourist accommodatiois) and 941 tourist villas and
bungalows (26.36%). An important part is playedtbg rural tourist boarding
houses (515, representing 14.42%). These strudtanes developed a lot lately as
they have benefited from the opportunities offdogdhe rural tourism in many of
the regions of the country. Mention must be madéheffact that, if a few years
ago the hotels and motels had the greatest shaiktire regions of the country, in
the present these accommodation units are domordytin four regions (South,
South - West, West and Bucharest).
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Another interesting aspect is the rather high remmbf rural tourist
boarding houses. Almost half of them (259 unitg th&0.29%) are located in the
Center region which is made up of Alba, Brasov, &ma, Harghita, Mures and
Sibiu counties. This region has a high potentiafurfl tourism development. At
the same time, a large number of rural tourist thogr housesare located in the
North-West region (Bihor, Cluj, Bistrita-Nasaud, Menures, Salaj, Satu-Mare
counties), another area that abounds in tradigmaswith a high potential of rural
tourist development. In order to develop, the rtoatism has at its disposal financing
programs which aim at developing these rural toagrding houses. This, together
with the change of the behaviour of the consumeouofist services, explains the
large number of rural tourist pensions that haveeap in the last years.

From the point of view of the distribution of tlestablishments of tourist
reception which provide accommodation on developmegnons, in this classification
the first place is taken by the South-East regiah 80% (it includes the seaside of
the Black Sea) and the Centre region with 24% (aportant area of practising
rural tourism).

Just like the number of accommodation placesjrttiex of net use of the
functioning capacities had a decreasing evolufiable 3.). It has decreased at the
national level from 49.8% in 1991 to 33.6% in 2006e same evolution is to be
found in territory, the regions that have the lowesdue of this index are Bucharest
(from 60.6% in 1991 to 38.0% in 2006), North-Edsbri 46.1% to 28.9%) and
South (from 52.6% to 30,5%), that is, except Buekfaira large part of these
“sensible” regions of the country. Among the region which the value of this
index diminishes slowly mention can be made of: ¥{keem 49.0% to 36.3%) and
South-West (from 46.2% to 38.8%), transit regianthe country’s frontiers.

Table 3.
The indexes of the use of the functioning capacieby development regions,
in the period 1991-2006.

-0 -

Year Total North- | South- | South South- [ West North- | Centre | Bucharest
East East West West
1991 | 49.8 46.1 52.9 52.6 46.2, 49.( 46.1L 460 60.
1992 | 46.7 43.7 52.3 45.5 45.8] 43.4 41.9 415 58.
1993 | 43.1 40.4 49.6 41.1 42.0 36.( 38.1 387 57.9%
1994 | 43.7 37.6 48.4 44.6 47.8 40.] 36.8 4214 52.
1995| 45.0 37.7 51.4 49.5 49.3] 38.7 37.b 4114 52.
1996 | 40.7 35.9 47.2 45.1 43.8] 33.7 32.D0 38)9 43,
1997 | 37.7 31.7 43.0 43.2 39.7 31.9 29.F 34)8 47,
1998 | 36.1 33.2 44.5 32.6 39.7 31.5 28.6 32J0 40.9
1999 | 34.5 30.0 41.5 29.5 41.8 35.4 29.0 29)3 38.
2000 | 35.2 31.7 44.8 28.9 42.6| 36.3 29.9p 28J0 36.
2001 | 34.9 30.2 42.3 29.2 44.9 36.9 31.p 28)2 32.p
2002 | 34.0 28.9 38.2 27.1 45.0 39.1 32.8 2818 31.%
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2003 | 34.6 29.2 37.8 28.7 44.4 38.17 35.p 285 35.9
2004 | 34.3 29.5 39.2 27.7 44.5 35.9 33.p 2914 35.

2005( 33.4 27.2 37.8 28.1 40.6 34.1 32. 295 38.1
2006 | 33.6 28.9 36.8 30.5 38.8] 36.3 32.1 295 38.0

Source Territorial statistics 2002, INSSE, Bucharest3p7-336; Statistical Yearbook of Romania, INSSE,
Bucharest, 2002, p. 784, 2003, p. 839, 2004, p.ZUdb, p. 740, 2006, p. 740 and 2007, p. 758.

If we analyze the data in the above table, takimg account the country
and the development regions, we notice a evolutiotihe index ofnet use of the
functioning capacities which is similar to otheautism indexes: a sudden decrease
of the value of this index in the first years drisition (till 1993), followed by
slow decreases of its value in the following yemmd even by slow increases of its
value in some periods (1995 and 2000). Howevercanesay that the degree of use of
the accommodation capacities is very low becamsBpomania, it is accustomed to
practice tourism only in peak seasons not all tearyound. That is why the
competent officials and the hotel keepers must fialditions for diminishing the
seasonal character of tourism and for obtainingratlevels of number of tourists
in extra-season, too.

A descendent evolution had the “Arrivals” indewot(Table 4.). This
evolution is explained by the modest life condiowhich prevented most
Romanians from leaving in holidays. At the sameetithe increasingly bad quality
of the tourism services made those with high incore spend their holidays
abroad. But, in the last years (2003-2006), asRbemanian economy and the
Romanians’ incomes increased, the tourist circafatncreased, too. Unlike the
previous years, when the Romanians had only orghotliday, in the summer, in
the present, the medium and high-level income Ramarhave developed another
tourism habit: short leaves, especially at the @nithe week, but numerous, all the
year round. As this habit extends, the problemhefdeasonal character of tourism
will be solved but only to a certain extent. Thisldem will not be solved entirely
unless the retired people become an active catégorythe tourism point of view.

Table 4.
Tourists’ arrivals in tourist units, by development regions,
in the period 1991-2006
- thousands-
Year Total North | South- | South | South| West | North | Centre | Bucharest
-East East - West -West
1991 | 9603.3 | 1389.§ 1789.7 1184{9 7933 923.8 1099.6 .4494 928.6
1992 [ 8015.0 | 1120.3 1517.7 10459 64214 783.4 910.3 1287. 708.5
1993 | 7566.2 923.9 1400.1 903.) 576|0 7039 10%3.8 1177.8825.0
1994 | 7004.7 846.4 1283.9 763.B 495|4 695.3 85D.1 1114.8955.1
1995 ( 7070.4 820.0 1395.4 816.b 544|6 648.1 80p.7 1173.0867.1
1996 | 6594.9 780.8 1293.7 729.4 506|3 619.0 78[L.0 1234.7649.9
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1997 | 5727.0| 662.8] 1129.0 667D 433[7 5139 61P.3 98D.3 18.97
1998 | 5552.1 | 6359| 11715 6416 3743 520.3 60p.9 92F.5 75.26
1999 | 5109.4 | 568.8| 1007.§ 569.56 343[1 5394 60[L.1 85p.6 24.46
2000 | 5920.1 | 543.0 980.8 5526 327]1 5689 559.6 868.0 0.052
2001 | 4875.0 | 535.0 994.0 546.0 338J0 541.0 596.0 83f.0 8.048
2002 | 4847.0 | 535.0 984.0 549.0 350J0 493.0 629.0 758.0 4.055
2003 | 5057.0 | 553.0/ 1019.q 572p 3240 520.0 63[.0 84f.0 85.05
2004 | 5639.0 | 619.0/ 1133.q 576p 361(0 536.0 69B.0 98p5.0 30.07
2005 | 5805.0 | 622.0/ 1108. 579.p 3340 5350 73B.0 1068.0831.0
2006 | 6216.0 | 678.0) 1081 627p 371{0 614.0 7801.0  116¢4.0900.0

Source Territorial statistics 2001, INSSE, Bucharest3p7-336; Statistical Yearbook of Romania, INSSE,
Bucharest, 2002, p. 784, 2003, p. 839, 2004, p.ZUdb, p. 740, 2006, p. 740 and 2007, p. 758.

If we take into account the development regions,etolution of the index
is similar. We should mention the fact that the neramatic decrease of the value
of the “Arrivals” index, in relative expression,irsthe South-West and North-East
regions. Thus, if in 2006 the number of arrivalsha entire country was 64.72% of
the number of arrivals recorded in 1991, in thetBMest region this percent is
only 46.76 % and in the North-East region is of78%. Bucharest (96.92%), Centre
(77.89%) and North-West (71.02%) are at the otherd# this classification. Thus,
one can notice the fact that in the poor regionshef country the reduction of
arrivals is dramatic whereas in the developed reggtbe reduction is less dramatic.
The situation would have been even worse if we ¢@dpared 1991 with 2002
(the year in which the “Arrivals” index had the lest value).

In the classification obtained taking into accothw tourists’ preferences
for a certain region, the leader is the Centreare@i8.7%), followed by the South-
East region (17.4%). This classification is notpsising because these regions
include the seaside region, the main mountain amedsmany historic regions of
the country which abound in old traditions. We khihat in the next years the
Centre region will become leader and the most ingmbrtourism region.

The same decreasing tendency is to be noticeceicadbe of the “Staying
overnight” index (Table 5.).

Table 5.
Staying overnight in the tourist units, by developrent regions,
in the period 1990-2006

Year Total North- | South- | South | South- | West North- | Centre [Bucharest
East East West West

1991 | 31927.0| 3064.0 9505.4 35120 2730.0 2936.8 3259.859.3( 2259.6

1992 | 26076.0| 2520.0 7642.0 28640 2369.0 2344.0 25H7.098.8( 1982.0

1993 | 24768.6| 2176.1 7655.p 261411 2070.0 2101.7 2714817.2( 1919.6

1994 | 23295.7| 2052.9 6926.f 23855 1974.9 2220.1 2518489553 1721.8

1995 | 24111.2| 1987.3 7733.f 2386|2 2044.1 2239.5 25422528 1626.2
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1996 | 21837.9( 18949 71141 22073 1791.9 1892.0 21p4.337.3| 1405.7
1997 | 19611.5( 1615.4 6097.p 21353 1682.1 1712.1 19p1.220.3| 1397.2
1998 | 19183.2( 1642.1] 62055 196141 1619.0 1749.9 1920.831.2| 1253.9
1999 | 17669.8( 1440.4 5335.1 17891 1569.8 1827.7 1987.627.8| 1142.2
2000 | 17646.7| 1467.4 5451.p 14705 1591.2 1878.1 1960.860.3 996.1
2001 | 18122.0] 1406.0 5602.p 17590 174%.0 1933.0 21{8.891.2 968.0
2002 | 17277.0] 1332.d 5214.p 16230 169]1.0 1909.0 2182.816.2| 1060.0
2003 | 17845.0| 1451. 5154.p 17040 1643.0 2034.0 2251.431.2| 1177.0
2004 | 18501.0] 1490.0 5397.p 178210 1648.0 1939.0 22p1.655.2| 1359.0
2005 | 18373.0| 1436.0 5139.p 1807{0 1602.0 1836.0 22p0.182.2| 1481.0
2006 | 18992.0| 1599.0 4854.p 194140 1641.0 2006.0 2353.930.2| 1658.0

Source Territorial statistics 2002, INSSE, Bucharest3p7-336; Statistical Directory of Romania, INSSE,
Bucharest, 2002, p. 784, 2003, p. 839, 2004, p.ZUb, p. 740, 2006, p. 740 and 2007, p. 758.

It is difficult to evaluate the value volume of ttmurism activity because
in statistical studies the proceeds of hotels armuated with the ones of
restaurants visited not only by tourists but alganhtive population. At the same
time, from the statistical studies, one can naritifie value volume of the provided
tourism services. That is why, in order to preskatvolume of the tourism activity
| have decided to analyze the turnover index ofhibiels and restaurants, though
this presents only a part of the provided tourienvises.

Analyzing the data in Table 6, one can notice that Bucharest region
occupies the first position as regards the turnadnotels and restaurants (2104
million lei that is a share of 28.70%). Bucharesan important region for tourism
business. This fact accounts for the importantesbéthis region in the total value
of the proceeds obtained by restaurants and hdelsharest is followed by the
North-East regions, with 1049 million lei, thatasshare of 14,30% (transit area), the
South-East region, with 982 million lei, that iethharing of the 13,39% (seaside
tourism) and Centre with 942 million lei, that istaare of 12,84% (rural tourism).

Table 6.
The turnover of the active locative units in hotelsind restaurants, in 2006

- Million lei current prices-

Tota | North | South | South | South| West | North | Centr [Bucharest
I -East | -East -West -West e
Total 7331 581 982 620 416 637 1049 94p 2104
(mil. lei)
Share 100 7.92 13.39 8.45 5.67 8.68 14.30 1284 28.10
(%)

Source Calculated according to the Statistical YearbobRomania 2007, INSSE, Bucharest, p. 623 — 627.
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It is worrying the fact that regions that facei@&s economic problems
obtain low proceeds from tourism. We should mentiothis sense the South-West
North-East and South regions, which include a lgvge of the disadvantaged
zones identified at the national level. Althouglwibuld be desirable that tourism
be the development stimulus for the less developgins, one can notice that this
fact does not happen, tourism generating high imcanthe developed regions of
the country.

To underline the above idea, that there is a ternydéhat tourism develop
especially in the developed regions of the couatrgl only a little in the regions
that are less developed, we present in Table Yahene of the gross investments
in 2006 in hotels and restaurants.

Table 7.
Gross investments, by development regions, in thetase units of
hotels and restaurants, in 2006

Tota | North | South | South [ South | West | North | Centr | Buchares
I -East | -East -West -West e t
Total 1936 188 279 195 73 237 202 234 529
(mil. lei)
Share 100 9.71 14.41 10.07 3.771 12.24 10.43 12{08 27.p7
(%)
Source Calculated according to the Statistical YearbobRomania 2007, INSSE, Bucharest, p. 628 - 632.

We can notice that the Bucharest region is theglesdthe classification of
the gross investments in hotels and restaurant®,/%v of the gross investments
being made here. The South-East region is nexh avishare of 14.41%. On the
third place is ranked the West region with 12.248¢l ¢he Centre region with
12.08%. Among the regions that are not so visitgdnbested there are the same
problematic regions: South (10.07%), North-Eastl®) and South-West (3.77%).

We consider that the low level of investments iestiregions that include
many disadvantaged areas is mainly caused by:

» The underdeveloped infrastructure of transporaruic utilities systems;

= The difficult access to/from the disadvantaged sirea

= The lack of a minimum entrepreneurial educationth® population

living in the disadvantaged areas;

= The lack of qualified work force as well as the ple&s reluctant

attitude towards training courses;

» The lack of trust in the stability of the legaldmawork.

From the point of view of the average number ofaheployees working in
hotels and restaurants, we can notice the sameriendTable 8). It is not a
surprising fact that the number of employees ingdlin this activity has steadily
decreased since 1991 up to the present (from 15105991 to 93,272 in 2006).
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This is an obvious tendency both at national aigibreal levels. However, in the

last period (2001-2006) it can be noticed a sligbtease of the medium number of
employees, both at national and regional levelds T$1a sign that tourism has
gained a greater importance in the national economy

Table 8.
The average number of employees, in the activity dfotels and restaurants, by
development regions, in the period 1991-2006.

- persons -

Year Total North- | South- | South South- | West | North- [ Centre | Bucharest
East East West West

1991 | 171995| 21761| 29364 19955 16481 15875 2091 25801 56722
1992 | 122039 14541| 19808 15426 11790 11429 12p32 17400 41819
1993 | 112020 15146| 17222 1441b 9416 10811 14066 14683 6116
1994 | 124112 24720| 16484 11295 11354 19842 24p30 17281 06 84
1995 | 114943 15642 17918 11154 17082 13402 12090 13243 46212
1996 | 109104 | 14385 17010 11365 10809 14703 12600 16922 30011
1997 | 117693 16469| 23257 124183 12194 14753 10R00 14906 50113

1998 | 93456 11444 19628 7265 7718 9951 11202 14p26 120122
1999 | 91191 11716 13354 8917 106%4 9545 10%99 16706 970

2000 | 83830 8372 13274 7955 813 9712 10289 12p19 13469
2001 | 68064 8203 11683 6355 652 6704 87h7 9d70 10170

2002 | 76143 6642 12584 6208 683 1035 8113 11p46 1432
2003 | 81297 7489 12304 7140 771 9413 10052 13[151 1432
2004 | 88772 8257 15123 7741 612 8413 10933 15437 16947
2005 | 89710 9268 12194 8138 723 9187 10409 13P39 19038
2006 | 93272 10190 13727 8689 766[1 9843 10991 14948 17423
Source Territorial statistics 2002, INSSE, Bucharest,88-107; Statistical Yearbook of Romania,
INSSE, Bucharest, 2002, p. 648, 2003, p. 692, 20804, 2005, p. 188, 2006, p. 188 and 2007, 4. 20

NI TWOTO

DISCUSSIONS

Tourism development by regions is an ample protiesstakes a lot of
time. At the base of the regional development @medes strategies implying a
coherent mix of objectives, priorities and meara #il aim at developing tourism
by regions. It is of paramount importance for Rormagn draw up some strategies
of tourism development which correspond to the ireguents and particularities of
the country and to its development regions.

Therefore, the sustainable planning entails a regiapproach of tourism
activity. This means that the community must beolmed in the planning and
development process as well as in creating andlalegng types of tourism that
generate benefits for the natives. If they haveathges due to tourism development,
then they will certainly be much more interested encouraging a tourism
development of the respective region, having inviige preservation of the tourism
resources, at the same time.
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According the objectives of the macroeconomic pelithe territorial
decision-making factors can set their own econodagelopment planning and
their priorities. From this point of view, the regal and local, private and public
institutions can set the developing steps for tlieism sector.

In order to achieve the planning of tourism develept at local and
regional levels, the following aspects must be ttéikéo accourit

» jdentifying and equipping the tourism resourcescoemnaging the
private households to practice tourism;

= Qrganizing some training courses at regional aillt@vel for performing
some jobs that are characteristic to tourism;

= granting financial-banking assistance for obtaintngdits for starting
tourism activities;

= supporting the private persons in obtaining the ¢logation certificates
of the tourist structures and the professionahkies and patents in the field,;

= training some local specialists in tourism field.

A strategy for developing and promoting tourisminait at the level of
one region is a distinct part of a broader regia®lelopment strategy. Both the
European reality and the Romanian one show thaethenal and local development
depends directly on the achievement of some lagairpms that will be managed
by the local institutions which know better thestixig problems and possibilities.

A regional strategy of sustainable tourism develepithas to:

= contribute to the development of a sustainableigouiin the region
which is to generate incomes and jobs at the lefvitle local collectivities;

= have in view the preservation of the natural aritlcal environment;

= create structures that facilitate investments, @aple in small and
medium-size companies;

= facilitate the cooperation between the private puolic sectors and to
grant facilities to those that want to make busirieghe tourism sector;

= contribute to a better understanding of the payea by tourism in the
regional economy and to involve the national gavemnt and the regional organisations
in tourism development;

= contribute to the unification of the regional effimr tourism development.

In order to draw up a regional tourism strategyg tompulsory to take into
account both the present situation of the Roman@mism and the future
predictable evolutions. The tourism offer must Salgished and developed from the
point of view of the accession to the European hinidnis fact entails the integration
of several objectives, among which we can menti@gional development,
education, culture, international cooperation.

% Hanciuc, Nina, 2003, “Consideiiaprivind necesitatea unor strategii regionale gfemovare a
turismului Tn contextul noii orieati de dezvoltare spald durabik”, in “Dezvoltarea regionalsi
integrarea europedh lucrarile celui de-al doilea simpozion fi@nal al Asocigei Romane de
Stiinte Regionale, 4 — 5 aprilie 2002, Editura OscartPBocurati, p. 406.
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At the same time, we must underline the fact that achievement of a
sustainable tourism market has become a necessigube only on such a market
investments in the most profitable fields can baegated, investments that will
contribute to the development of the entire region.

The positive effects of tourism development on @ooic and social levels
are well known. At the same time, special attentrarst be paid to costs and to the
resources required by tourism development. Thisblpro acquires special
meanings when it is approached in the terms ofastle development, whose
key-elements are the equity in the distribution andess to resources in time and
space, the protection of the environment and tba@wnic development capable to
guaranty the quality and quantity of natural resear

Thus, it is a well-known fact that the use of tmi®nment resources for
tourism development leads frequently to their dighimg and ware, which limits the
development of tourism and has negative effecthemjuality of the tourism product.
That is why the literature about the environmerdtgmtion in connection with the
tourism development approaches this matter asdepnmf resource management.

Taking into account all the above mentioned aspaaobviously need an
integrating perspective of the regional strategied policies. Such an approach
shows at least two essential aspkcts

» the multiplication effects generated by the expsngethe tourism
field in the economy of regions, localities;

* the relation between tourism and the resources bgatl seen from
the perspective of equipping the territory, of diag the territory in tourism areas
and of the compatibility with the environment piaten criteria in the broader
context of sustainable development.

The impact of tourism on the various economic binescf a region can be
divided into multiplication effects, stimulationfetts in the case of production,
income and employment.

When tourism is approached in terms of sustainalgeelopment, the
relation between this field and the resourcesasus very important, being mainly
regarded as a resource management problem. It sh@sdes of specific aspects
on which the economic policy must focus. These etsparé:

» the competition between tourism and other usetbh@fesources used
by tourism;

» the resources used by tourism are not entirely ra gdfathe system
accounted by tourism, a series of costs and berigding external to the tourism
sector;

» the exterior costs are the main reason that hindlees tourism
development.

4 Constantin, Daniela Lumitd, 2000, Turismulsi strategia de dezvoltare regioratiurabilz: efecte
si costuri in “Revista Roméande Statistig’, nr. 8 — 9/2000, p. 36 - 37.
® |dem, p. 39.
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Our opinion is that, in order to achieve a balandevelopment of tourism
at regional level, it is compulsory to obey a deprinciples which arise from the
requirements of sustainable development:

» the protection of national patrimony (natural antheopic) as compared
to the development plans that suggest the usegé ttesources for tourism, making a
clear-cut distinction between the regeneratingtarchon-regenerating resources;

» the equality between generations, sectors, redionsthe point of view
of the resources which are important for the tonréevelopment;

» the key-question in using the resources must tatkesiccount what the
involved actors want to obtain, what are the restifte consequences of their action
rather than how much visitors can bear these reseur

The application of the sustainable developmengraitof tourism generates
specific aspects which must be taken into accoum@mdrawing up the programs
of regional development which must approach explicthe space and the
problems of the local economies and communitiesgdneral terms, taking into
account its complexity, the sustainable developra¢rihe regional level must be
considered a long-term objective which can be &edigradually. In the beginning,
stress will be laid on the major challenges to Wwhenvironment is subjected, so
that some compensations will be accepted, compensdhat refer to the positive and
negative changes of the components of the welfaretibn (fragile, weak
sustainable development). But the final purposethis powerful sustainable
development, which implies the improvement of amponents of the welfare
function, without the failure of any of them.

The setting up of administrative regions is a fadtat would have an
essential contribution to increasing the part pialyg the regional institutions and
to their reformation. Although such a decision iwes certain risks, especially
politic risks, this fact would contribute to thecemragement of partnership among
counties and to the formation of a regional spiitthe same time, the administrative
regions would offer the possibility of supportifgetlocal interests. But what impact
can the regional consolidation have on tourism?

» the existence of some regional structures of touksuld generate an
increased efficiency in the administration of tbartsm field, an important stress
laid on the allocation of funds and on management;

» the marketing operations could be carried out muaine efficiently
than if they are promoted from the national lebelcause of a better knowledge of
the tourism facilities and services in the respectegion;

* a comprehensive national programme can not be dhetian in all
cases. Some aspects must be dealt with at thedévebions which know better
the specific problems of tourism in the areas #natmanaged by them.

My opinion is that the present development regians too large and
inappropriate to be developed and promoted foiswuas independent destinations.
They do not lay stress on marketing and they themsere not brands. They are
not profitable destination areas. The administeatimits they define as tourism
destinations are opposed to the realities of thpawtive sector.
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CONCLUSIONS

From the above analysis, we can conclude thatdwufaces a series of
problems such as:

» the decrease of the number of tourists on the amel lhecause of the
decrease of the standard of living of a part ofdbentry’s population, and, on the
other hand, because a large part of the Romanighsigh income chose to spend
their holidays abroad;

* the existence of a large number of hotels, witlolabs or inappropriate
facilities and assets, with low indexes that refathe use of the tourist accommodation
capacities;

* the decrease of the number of staying over nighmatels, hotels,
camping and a corresponding increase of thosespietd their holydays in tourist
urban and rural boarding houses;

* less numerous employees, most of them instabléy pesed, not well
prepared, not appropriately trained for top quatiyrist services;

* only a few investments in tourism have been maje.(4

Apart from this, tourism has a general supportimfgastructure (a different
one than that of the communications) that is inggmite and obsolescent. At the same
time, the services of information and promotiomoofrism are not developed enough.

Tourism can become an important component of th®nma economy.
This can generate important changes in territagiributing to the social-economic
progress of some regions that are lagging behirkdadrlack other resources.

The above analysis allows us to draw the concluskat there is a
tendency of developing the tourism sector in thss ldeveloped regions of the
country (Bucharest, South-East). At the same tthneauthorities and the investors
are less preoccupied by the less developed areash{Nast, South-West, North-
West and South). Of course, one may object thetfadtthere are no important
tourism sights in these regions. But this thinglddae contradicted: these regions
have at their disposal an important potential fevedoping the mountain tourism
or the cultural and religious one. Because of tifeastructure that is not well
developed, the mountain tourism in these areastisvell developed. At the same
time, these regions comprise counties that lie@litie Danube and in the field
region where fishing and hunting tourism can beetlgped. It is interesting to
follow the evolution of the touristic indexes iretfollowing period, especially in
the problematic regions.

After ten years since the first regional structueesl institutions were
created, the Romanian authorities have made gregrgsses in developing an
institutional framework of regional development,dacentralizing the decision at
the local level. One can say that there is a ne® tyf approaching the regional
development problems, based on the principles afemtealization, of effort
concentration, of partnership and planning, prilesghat are also promoted by the
European Union, which allow the authorities andlteal and regional collectivities
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to take an active part in the promotion of theirnoimterests, by initiating and
promoting regional development projects and prograhime development regions
represent the best framework for the implementatten regional development
policy, allowing the achievement of some specifievelopment programs in
various fields (industry, agriculture, tourism, .gtbaving as final objective to
assure the increase of the entire country’s stanofaeconomic development.

~
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THE ENVIRONMENTAL IMPACT OF BEER PRODUCTION
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ABSTRACT. After a short presentation of the URSUS breweryguiding the
enlargement of the products scale, the paper psabenstudy and the management of
wastes resulted from the technological procesdtagidenvironmental impact.

The studies of the impact on water, air and s@lpointed out. The results of
these studies are presented by charts and diagaachd) a quantifiable way, with
the acquiescence of some bonuses.

The conclusion is that the environment is affedtgdhe URSUS brewery's
activity within acceptable limits, with no irrevéoke negative effects.

Keywords: beer, pollution, air, noise, vibrations, water.

INTRODUCTION

Beer is a drink consumed with pleasure due toassetul and a nutritive
quality, as well as due to the fact that it has miaohol content. The quality of
beer depends to a great extent on the quality efraélv matters (water, hop, air,
malt, yeast, etc), which set the basis of beeridabon. This quality is influenced
by the environment it comes from. The mysteries sawlets referring to some beer
kinds are closely connected to the compositiorhef taw maters, but also to the
technological processes. In a reverse order, tfieeimce of brewery upon the
environment is felt in the different phases of tbehnological process, especially
as regards the resulting waste management (orgagidnorganic matters). This
becomes more important as this brewery is locadeehtbwn.

URSUS Breweries, subsidiary of SAB Miller plc, ietsecond large beer
producer in Romania, with an annual market qudianased at approximately 25%.
The company owns at the moment 4 beer factorigs avtbtal output exceeding 6
million hectolitres and it has more than 1,300 eyeés. URSUS Breweries
operates in Bucharest, Cluj-Napoca, keoara, Buiu, Brgov and Tunari. The URSUS
Breweries portfolio includes at present 6 braridssus, Timisoreana, Ciucay,
Stejar, Peroni Nastro Azzurro andPilsner Urquell.
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DOCUMENTATION AND METHODOLOGY

The data referring to the beer fabrication procease&sC Ursus Breweries
SA Cluj-Napoca were extracted from the existinguioentation of the brewery
and from the practical experience of the authorge ihformation was processed
according to the scientific methodology presentethe bibliographical references
and compared to the environmental protection lagisd provisions.

RESULTS AND DISCUSSIONS
I. The Story of the Ursus Beer

Having 130 years of experience in the field, trstany of URSUS beer brand
harmoniously combines with the history of Cluj. TBrewery in Cluj is documentarily
attested at the end of the™®entury, more exactly in 1878 (according to some
documents, the brewery seemed to have existedsaves 1366).

In the documents of the time one mentioned theaextiinary quality of
the amber-coloured beer, produced by the breweoghérhood in Cluj.

After two world wars and a nationalization peridtg breweries in Romania
are still standing. During the last years they hexen undergone a large modernization
process, but they kept the traditional configuraamd the fabrication style.

During the inter-war period, in the year 1929, Brewery in Cluj was to
bear the name of the newly founded company “URSU®e-Joined Breweries in
Cluj”. During the nationalization period, in theael948, URSUS received the
name “Onwards/Inainte Brewery” - Cluj".

After the investment works in 1958, the modernmmaitontinued in parallel
with the improvement of the production process.ibyithis period, the process of
beer pasteurization, was also implemented.

After 1989 URSUS has known an accelerated progress. Treuneth of
the brand took place together with the privatizatend purchase of the S.C.
URSUS S.A. brewery in the year 1992. During thiaryéJRSUS was accepted in
the first pilot privatization program. Starting wit993, the first beer by the Pils
recipe was produced in Romania, URSUS Pils, foltbwe 1994 by URSUS
Premium Pils, in the Euro bottle, a beer meantHerupper segment of the market,
as it was the first Romanian beer with the “Preniigi®nomination, but also the
first Romanian beer whose advertising image wapatgd by TV commercials.

Starting with the same yed©994, the distribution towards neighbouring
areas of Cluj, as well as towards Bucharest andtaana is initiated.

The year1996 brings a national premiere, as URSUS Premium Pils
became the first Romanian beer in can.

In 1996 South African Breweries from Johanesburg takes 8vC. URSUS
S.A. This purchase meant a new strategy which td&#US one of the best sold beers
on the Romanian market. The distribution was exérat national and international
level. The URSUS brand was developed by the impheatien of new packages
and kinds.
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Fig. 1.URSUS Brewery - past and present

The launching of URSUS Black iDecember 2000nvas another step
towards the expansion of the company portfolio. Hdays, URSUS is represented
by several different types of beer (blond, bladkphol free) under a single slogan:
“King of Beer in Romania”.

Fig. 2.Emblem KING OF BEER IN ROMANIA
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In April 2001, URSUS Premium Pils became URSUS Premium.

In 2002, URSUS introduced the new Gold bottle with its odesign,
metallic labels and 0.5] metallic can.

In 2004 a new multipack of 4 or 6 cans was introducedhwithandle in
the middle, which is very easy to carry.

The implementation of the new twist-off cap (scréweap) for the 0.33l
URSUS Premium bottle, at the end of the year 2@@5, an absolute novelty on the
Romanian beer market. URSUS was the first beeomaRia using this type of cap.
The twist-off bottled was introduced in order toate expectations of young, active,
urban consumers, with incomes and level of edutatimve the average. The twist-off
cap is an unprecedented, modern and very prasyissdm, which enables the opening
of the beer bottle by a simple twist, without negdhe classic opener.

In the year 2006, URSUS continued the series obvations, by the
launching of the new green packing, together with hew label, which better
reflected the market leader statute held on themiBra segment, thus in
correspondence with the most recent consumptioavie@lr changes and with the
market evolution. In the same year, the “Stejarérbis launched, with higher
alcohol content, meant for “strong men”!

In 2007, it is produced for the first time in Cldijie alcohol free beer and
together with it, in the same year, by the re-eegimg achieved, there are created
the premises of producing on the fabrication liaeg type of beer in the Company
list (Ursus, Timisoreana, Ciucas, Peroni, Stejar).

Il. Location and topography

S.C. URSUS Breweries S.A. Cluj-Napoca Company ated on the
lower terrace (of 2-6 m) of the Soguk Mic River, and within the Cluj-Napoca
municipality in the central-western part of theyciwithin a 500 m range, S.C.
Ursus S.A. is surrounded by:

South— The Agronomic Institute with the DentrologicalrRaon a 20m —
500 m distance.

West— Residential area, 20m - 500 m, with a school Enml and the
Calvaria Church at 750 m.

West, North - West Residential area (blocks of flats) from 50m © 50,
the mill and bread factory Miasg, (which is not operational), residential arearfro
50m to 500m, with a school 120 m away.

North - East, EastResidential area with old houses from 30 m to 500m

South — East Residential house with student hostels from 4®600m.

The topography of the area is slightly slanted £3t6 the North, North-West.

S.C. URSUS Breweries S.A. is located, from geogplpoint of view,
on the lower terrace of the Sogné Mic stream, composed of quaternary fluvial
deposits (gravels), sands, clays, under differehitdification degrees, silted with
colluvial deposits of the stream. All these aread#igd on an Eocene-Oligocene-
Sarmatian foundation made of sand stones, sandsomgtbmerates, which actually
compose the region substratum.
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The soil cover which is desired to be a mesobaitdye (young terrace),
is in fact completely different. The precinct ofettbrewery is covered with a
concrete layer, in the immediate vicinity of thel.sbhe soil is changed, sloppy or
with deep humus horizons and the natural vegetatasnot preserved.

The seismic magnitude of the area is of th® thégree type, expressed in
MSK degrees, according to the P+100/92 normative.

lll. The Technological Process

The activity of the unit is mainly the beer prodantand merchantability,
and the sections of the brewery are:

The output section:
boiling
fermentation
bottle-filling

Auxiliary sections:
thermal plant
refrigerating plant
mechanical workshop
electrical workshop

OO0OO0OO0O * 00O0 °

The flowsheet is presentedfig. 4.

The raw matter is unloaded at the unloading ragknbans of screws and
it is stored in storage cells.

From the storage cells, the raw matter reachesstitrage bunkers, and
after that in the grinding machine, where the rokganing takes place, by means of
some brushes, and the husks are disposed of bysnoé@ome sieves. In order to
retain the iron particles, magnets are installefferAcleaning and weighting, the
raw matter is taken to the grinding intermediarphaer.

The grinding has three steps: - dry grinding oftma
-wet, of ,
-dry , of barley.

The kneading/ moulding takes place in the mouldamk provided with an
agitator. In this boiler there are introduced: dad malt, grinded barley and water,
which then result into the yeast cake.

The yeast cake is subjected to saccharificatioprogess in which the
starch is transformed into maltose, resulting mltkeer wort. The beer wort is then
subjected to the primary and secondary fermentgironess. After the completion
of the fermentatiorbeer is obtained.

The maximum output capacity is 1,000,000 hl/year.
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Malt and Barley Cell
Malt Cell
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Wet Grinding Dry Grinding > Section Il - boiling
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WATER Section | - boiling ZKT
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Primary Fermentation

v

Secondary Fermentation
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Filtration

v

Bottling

v

Storage
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Fig. 3. Flowsheet Chart

IV. Environmental Impact

As it is located in a residential aréa,C. URSUS Breweries S.A. Cluj —
Napoca, needs to be paid a maximum attention tonitigation of the air, water
and soil pollution level, as well as to the mitigatof noise and vibrations. Also, a
very important aspect is the waste management.

The waste type and quantities are reproducéalile 1.

Table 1.
No. Name Quantity The
technological The storage
t/h t/an process manner
generating the
waste
1. | Brewery mash 1.6% 10 319 Baoiling Container transp
2. | Filter earth 11.97 104.92 Fermentation "

66



THE ENVIRONMENTAL IMPACT OF BEER PRODUCTION

3. | Filter cardboard 0.59 5.18 " »
4. | Broken glasses 0.4 570.37 Bottle-filling "
5. | Paper wastes 0.0005 2.10 Administration "
6. Iron wastes 0.17 343.89 Mechanic Uncovered pad
workshop
7. | Casting wastes 0.001 2.23 " "
8. | Stainless steql 0.0035 7.08 " »
wastes
9. | PVC wastes . 21.501 Packing "
10. | Domestic 10.42 43 329 N
wastes
The emission sources into the atmosphere are sunedantable 2.
Table 2.
Section | Pollutant Weight rate Concentratio | Limits Order 462/93
n
kg/h kg/an mg/Nmc DebitConcentratio
g/h mg/Nmc
Thermal | Particles | 0.0274 | 165.72 4.05 - 5
plant SO 0.0054 32.66 0.81 - 35
NOXx 1.2822 | 7754.75 188.98 - 350
CO 0.3205 | 1938.38 47.25 - 100
COo, 0.0526 | 318.12 7.76 - -
Grinding | Particles 1.125 7020 - 500 50
Bottle- CO, 0.55 211 - 3000 -
filling
Refrige NH; 0.271 1639.00 - 300 30
rating
plant
One should notice that the provisions of the Ordég/93 are totally
observed.

V. Water supply

The source: the drinking water supply network of the Cluj — pdaa
municipality. The water catchment is made by twangh pipes, one from the
Calea Minastur Street, and the other from the MieriStreet. Two water supply
sources are provided in order to avoid the outpigriuption in case of damage in
one of the sources.
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The water necessary
a) in hygienic — sanitary purposes: 3151.2 mc/an
b) for the washing of the platform: 3892.5 mc/an
C) for the output activity: the water consumption &werage
output: 63507 mc/an
The necessary overall quantity of water is: Maxm@17.47 mc/h
Average: 138.52 mc/h

Waste Waters Discharge

The resulting waste washing and technological sadee discharged after
pre-treatment in the sewage system of the Clujpoa municipality.

The pre-treatment plant of S.C. URSUS Breweries. 8Acomposed of
two plants located in the brewery precinct on tbmestic and technological waste
waters canals which discharge the waters in Cal@agiur Street (plant 1) and in
Plopilor Street (plant II).

The total amount of waste waters represents theafuhe domestic waste
waters, technological waters and used waters tetldcom the industrial platform.

The pollutants concentration in compliance with tegulatory limits is
presented in thig. 4 chart.

3500+

3000+

25004

20004

O Max. Conc.
W Alert threshold
Ontervention threshold

15004

10004

500+

Particulate CBO5 Fix Residue
matters

Fig. 4. The charging of used discharged waters (mg/l)

From the chart values one may notice that the @saxf used waters
exceed the intervention threshold, which represantsnpact upon the city sewage
system. This is the reason why the brewery inteéadesign serious measures for
the mitigation of the above mentioned values.
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VI. Noise and vibrations

The noise and vibrations sources are:
- the thermal plant;
- the refrigerating plant;
- the beer bottle-filling section;
- external and internal traffic;
In order to assess the noise level within S.C. UB®tkweries S.A., noise
measurements were performed in 9 points, achidh@galues inable 3.

Table 3.
No. Measurement location Noise level db(A)
1 Point 1 (Gate no. 1) 65
2 Point 2 (Fermentation) 79
3 Point 3 (Barrel-filling) 67
4 Point 4 (Boiling) 78
5 Point 5 (ZKT) 68
6 Point 6 (Refrigerating plant) 73
7 Point 7 (Bottle warehouse) 71
8 Point 8 (Bottle-filling) 77
9 Point 9 (Warehouse) 65
Admitted level 65

Fig. 5. The refrigerating plant, noise source

As S.C. URSUS Breweries S.A. is located in a regidearea, it is very
important to adjust the noise level according t® tlearest residential area. Thus,
the noise level will be approached on the directibthe cardinal points.

In the South— at 20 m away form the brewery, the Agronomicetitute
with the Dentrological Park. In this area one sbalbo notice the influence of the
intense traffic on the Caleadvkistur Street. The noise level measured in this part
is: 78 db, 68 db, 73 db.
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In the West—20 m away, residential area, noise levels medsofr@bout
65 db (A).

In North — West 50 m away there are blocks of flats (resideftiah), the
measured noise level is 82db, 78 db, 77 db.

In theNorth — residential area 1 m away, measured noise &\&8 db.

No. Area Lech db(A) Admitted L ¢, db (A)
1 South 38 50
2 West 25 50
3 North 63 50

It results from this table that the Northern arée first receiver, the house)
is affected by the noise level.

These values result both from the production aetwiand from the road
traffic, respectively from the hauling equipments.

VII. The environmental factor - air

The emission pollutant concentrations resultingrfrplant operation are
illustrated by the chart ifig. 6, compared to the regulatory limits.

Emisia de poluarti din CT (mg/mc)

350
3001
2501
200 8 Max. Conc.
150 M Alert Threshold
1004 O Intervention threshold

50+

0_4#1
Particles NO2

Fig. 6. The pollutants emission into the air

The production activity emits considerable quéaatitof particles
and NH; into the air, according to the presentatiofign 7.
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Emisia de poluarti - activititi de
productie (microgr/mc)

O Max. Conc.

B Alert Threshold

O Intervention
Threshold

Particles NH3

Fig. 7. Emission of pollutants resulted from the productativity.

VIIl. Soil samples

Soil pollution results especially from the greag&aztor, from the sludge
chamber, by the sediments and infiltrations inti, dmit it also results from the
grinding and handling operations. The dischargatighes are not toxic, as their
origin is natural, vegetal and mineral dust, velgptaticles. The natural powders
do not affect the soil structure which complieshwitie determined type.

The unit platform is made of concrete, and the maxrn concentration is
measured at 20 — 25 m away from the source, paligtadfecting the precinct surface.

The grease extractor and the sludge chamber aergnodnd and made of
concrete. The existence of fissures in the vatgira was not identified.

No quantifiable impact upon the vegetation in treaavas noticed.

CONCLUSIONS

From those presented above, one can notice thaphesuction in the city
on the Someriver has a tradition of more than 130 years,qeem which it has
succeeded in operating and developing without cgusnvironmental infection or
damage.

The raw matters processed within the technologicatess are only of
natural origin, and from this we can deduce thatrésulting wastes (brewery mash,
filter earth) are not toxic or dangerous pollutants

The management of pollutant factors:

1. Air samples: - concentration of the particulate matters excéedaiert
thresholdand the intervention threshaldall the sampling points (P1...P5),
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- concentration of the gaseous pollutants is mucbvwbéhe alert threshold
in all the sampling points, even below the detechimits.

Concentration of the powders presents a significempact upon the
surrounding air.

2. Water samples:- the charges of waste waters (particulate maB€£)Cr)
entering and discharging into the waste watersnieat plant exceed the intervention
threshold

- the temperature of discharged waters exceedsldne thresholdat the
collection point from the final discharge into ®wvage system.

The developed activity presents a significant impaon the sewage system
of the city.

3. Soil samples: - powders of vegetal nature do naffect the soil structure.

- As the field observations did not show any relevasults regarding the
activity impact upon the analyzed plants, it restiiat:

The developed activity presents a low potentiabichpipon soil quality.

4. For the quantitative assessment of the environméal impact induced
by the brewery activity the reliability scale wapphed, awarding some marks
which expressed the closeness to, respectivelsetheteness from the ideal state.

The reliability scalds expressed by marks from 1 to 10. Ten (10) erEs
the natural state not affected by the human agtiwihile 1 represents an irreversible
and extremely severe damage state of the analyrébemental factor.

The reliability marks awarded:
NbA|R =8.5
Nbwarer = 5.5

NDbsoi, vegeration= 7.25

Nbwastes= 8.66
NDresipenTiAL AREAS = 7.85
From this scale it results that:
The environment is affected within the admissible limits without negative
irreversible effects. The environmental impact produced by S.C. URSUS
Breweries S.A. is manifested locally on a limited area.
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CONSTRAINTS CONCERNING INVESTMENT AND
PARTICIPATION IN PROFESSIONAL TRAINING
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MANUFACTURING INDUSTRY
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ABSTRACT. Life long learning represents a determinant factdhe adaptation
process of the business to market changes andhitilmates to the increase of
peoples’ chances to be employed. The introductibnew technologies in
economy imposes the need of improving the levelabbr force qualification.
Education and training courses become more impottem ever when refer to
persons’ chances to realize in life. Learning op#res possibility to make a
productive life and full of satisfactions even adfitemployed person statute. The
present paper aims to analyze the main constramgs by employees and
employers concerning investment and participatioprofessional training in the
companies from the Romanian manufacturing industoy.this analyze data were
collected based on questionnaires and were pratesdeSPSS 11.0 software.

Keywords: professional training, employment, unemployment.
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INTRODUCTION

The matter of labor force employment has becomeemdly severe in
post-communist Romania, the degree of employmeattidally diminished due to
the economic restructurings, followed by the masgiersonnel shakeouts. If the
subsistence agriculture outlet and the migratiod hat partially absorbed the
unemployed persons, unemployment would have reagbeging dimensions.

In order to diminish the negative consequenceshefunemployment (the
diminution of production and incomes, the caussoofie profound sufferings, because
the unemployed fight to survive with the small imes that they have) and to insure a
high level of employment, some active measures stiauld support unemployed and
inactive persons in founding a job, like trainingurses, are imposed. Life long
learning represents also a determinant factor enattcommodation of business to
market changes. The introduction of new technatogre economy imposes the
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necessity of the level of manpower qualificatiopiovement. The education and life
long learning has a positive impact on the indigldoecause it seems to increase his
chances of employment, to reduce the term of ur@mpnt, to reduce the costs of
finding a job, to offer to the individual the pdsliy to have a bigger wage, to
contribute to the productivity growth and to themamic development of the society.

Taking into account the importance of professianaining, both for the
employers and the employees, we have undertakieialya@anemployees’ professional
training in companies of the manufacturing indusifpe main goal of the present
study is the analysis of the demand for continuptafessional training among
employers and employees in these companies ancflicacy of these training
programs. In this paper we are going to presentgia constraints met by employees
and employers concerning investment and partiopati professional training.

In Romania studies have been made concerning hbheacteristics of
continuous professional training (INS 2001) anddemand and offer of continuous
professional training (INCSMPS, 2004; MMSSF, 200%hus The exploratory
study regarding the demand for lifelong learnimgade as part of component 2 of
the PHARE project ofnstitutional Twinning — Assistance for the condation of
policies concerningontinuous professional trainindgyas aimed at analyzing the
demand for professional training with employers antployees of two economic
sectors — tourism and constructions. Research otairteaspects regarding
professional training of the employees was underiads part of a study made by
Osoian (2004),A practical study on occupying and using human weses at
territorial level focusing on active industrial firms in the Clujusay. Similarly, as
part of the research study centered onlthpact of direct foreign investments in
the processing industry upon the occupation ofldtee’ certain aspects concerning
the professional training of the employees’ of &hfsans have been analyzed.

MATERIAL AND METHODS

In order to analyze how life long learning is orgad in companies from
the manufacturing sector and which are the comtgr@ioncerning investment and
participation in professional training, we madetadyg during the period 2007-
2008. The study was carried out as part of thearebeproject orftUnemployment
in Romania — present and perspectivesietween 2007 and 2008.

The study has aimed at analyzing the demand fotintmus professional
training among employees and employers of the raatwring industry, following the
pattern of the one carried out by INCSMRZ004). For the purpose of this study two
types of questionnaire were drawn up: one for epgooand one for employees.

% Project coordinated by Prof. Maria Birsan, Phizuktey of European Studies, Babes-Bolyai University
between 2006 and 2007.

4 Grant CNCSIS, type TD, nr. 63, project coordinat@armen Maria Gy 2007-2008 (underway)

® National Institute of Scientific Research in thed of Work and Social Network
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The period encompassed by the study wasNk®ember 2007- 2bJanuary
2008. Most questionnaires (95%) were administereztity and only a small part
(5%) through e-mail addresses of the firms.

In carrying out the study we focused on compamethé manufacturing
sector, NACE 15-37. In order to make sure the fiamesactive and to check if they
handed in their financial reports for the previgear (2006), we accessed the site
of the Ministry of Economy and Financewfw.mfinante.rg. We applied the
guestionnaires to a total of 210 companies in thaufacturing sector (NACE 15-
37). Also, we randomly picked 1-2 employees of easimpany and applied the
guestionnaires to a total of 502 employees. Thea dabtained through
guestionnaire were processed with SPSS 11.0 saftwar

RESULTS AND DISCUSSIONS
1. Constraints of the employees

The main constraints met by employees when decidhvgiher to participate
or not in professional training are presented lohetd .

The most important obstaclettse timetable of the courssince it overlaps
with working hours. We consider that professioraihing suppliers should pay more
attention to this aspect, since a better coordindietween the timetable of the course
and the employees’ spare time could enhance jpatich in professional training.

Other two important impediments are representethélack of professional
training offers at local levehndthe lack of financial resource€osts implied by
professional training have become one of the factbat led to low employee
participation in professional trainings in the lagd years, although more than 80% of
the employees stress their importance for thenettetperform their work tasks. As a
consequence in order to increase the level of mfogyees participation in trainings
more financing would be needed on the behalf ofcthapanies or the offering of
incentives/subventions for professional traininglenbehalf of the state.

2. Constraints of the employers

Between 2006 and 2007, out of the total numbepofpanies analyzed 25.2%
has not offered any kind of training to their emples. As a consequence, we aimed at
finding out the main reasons why employers did offér training to their own
employees. The answers of the employers are sumoriadhe tables’ no. 2 and no. 3.

The reasons most often set forth were those rkeladethe companies
preference torecruit already qualified staff(especially the companies of the
cellulose and paper industry (NACE 21), those ef tieans of transport industry
(NACE 34-35); companies specialized in waste rengc(NACE 37); companies
of the wood processing industry (NACE 20)) and ¢ine stating thathe present
level of the employees’ knowledge meet the nedtie @bmpanyegspecially firms
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of the composite book publishing (NACE 22) and thgwoducing chemical
substances and rubber and plastic products - NAGES2.

In what follows, we will present the problems eoydrs are most often
confronted with when they want to organize or fergbrofessional training programs.

Table 1.

Constraints of the employees concerning investmeand participation in
professional training

N Minimum Maximum Mean Std. Deviation
the lack of financial
resources 498 1 5 2,94 1,341
the lack of professional
training offers at local 496 1 5 3,03 1,337
level
the incongruity between
the content of the course
and the need of the 496 1 5 2,83 1268
company
the length of the course 496 1 5 2,65 1,184
the timetable of the
course 498 1 5 3,27 1,253
the low quality of the
courses 496 1 5 2,50 1,247
the existence of low
incentives in our 496 1 5 2,90 1,301
legislative system
Valid N (listwise) 496

(Minimum 1 = the least often; Maximum 5 = the moften)
Source own calculations

Table 2.

Analysis of main reasons of employers’ who do noffer professional training
to their employees

Reasons Total (%)
1. | The present level of the employees’ knowledgetheir qualification
meet the needs of the company 29.2
2. | Recruiting already qualified staff 40.7
3. | The employees’ initial professional trainingsistisfactory for thd
activity of the company 18.6
4. | High costs of professional training programs 511

Sourceown calculations
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Table 3.

Analysis of main reasons of employers’ who do noffer professional training
to their employees by NACE sections

The present level of Recruiting| The employees’ | High costs | Total
the employees’ already | initial professional of
knowledge and their qualified training is professional
qualification meet staff satisfactory for thg training
the needs of the activity of the programs
company company
15+16 36,8 36,8 21,1 53 100,0
17+19 29,0 35,5 12,9 22,6 100,0
20 0 66,7 33,3 0 100,0
21 0 100 0 0 100,0
22 50,0 50,0 0 0 100,0
23-25 41,7 16,7 16,7 25,0 100,0
26-28 30,0 50,0 10,0 10,0 100,0
29 33,3 33,3 33,3 0 100,
30-32 0 0 0 0 0,0
33 0 0 0 0 0,0
34-35 0 100 0 0 100,0
36 22,2 33,3 44,4 0 100,
37 0 100 0 0 100,0

Sourceown calculations

Analysis of tables’ no. 1 and 4 shows that the eyge#s’ main constraints
and that of the employers’ are very much alike. STboth actors of the market
point out as main obstacle thmetable of the coursavhich overlaps with working
hours, followed byhe lack of professional training offers at locavél Consequently
we repeatedly stress the importance of a bettedowation between the timetable
of the courses and the employees’ working hourghénsame way suppliers of
professional training programs have to adapt thaining offers to the actual
needs of companies and to offer to employees tladifigations required by the
market in the respective geographical area.

Another constraint of the employerstige lack of stimulating legislation

which makes us consider a legislative amendmelé toecessary so that to motivate
both employers and employees regard the offer amticjpation respectively in
professional training.
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Table 4.

Constraints of the employers concerning investmerand organization
of professional training

N Minimum Maximum Mean Std. Deviation
the lack of financial
resources 209 1 5 2,58 1,367
the lack of professional
training offers at local 209 1 5 3,14 1,292
level
the incongruity between
the content of the course
and the need of the 209 1 5 2,92 1,266
company
the length of the course 208 1 5 2,58 1,193
the timetable of the
course 208 1 5 3,36 1,243
the low quality of the
COUrses 208 1 5 2,66 1,272
the existence of low
incentives in our 209 1 5 3,11 1,348
legislative system
Valid N (listwise) 208

(Minimum 1 = the least often; Maximum 5 = the moften)
Sourceown calculations

Nevertheless, in spite of the employers’ dissatisbn with the lack of
stimulating legislation, at the moment very few egs the financial incentives
offered by the state to reimburse professionahimngi costs. Therefore Law nr.
107/2004 provisions the reimbursement of 50% ofgssional training programs
costs for up to 20% of the employed staff. Howeaerextremely small number of
companies took this opportunity as it is shown @bl€ no. 5.

Table 5.

Companies that access the financial incentives ofésl by the state to reimburse
professional training costs (Law nr. 107/2004)

Cumulative
Freguency Percent Valid Percent Percent
Valid no 176 83,8 88,0 88,0
yes 24 11,4 12,0 100,0
Total 200 95,2 100,0
Missing System 10 4,8
Total 210 100,0
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Sourceown calculations

Only 11.4% of the total number of companies consideasked for
reimbursement of professional training costs, icoagance with Law nr 107/2004.
The main reasons for this are presented below:
not knowing the legislation (22.5%);
excessive bureaucracy met in preparing necessaerpéla.7%)
lack of time (2.7%)
reimbursement of courses realized from the comsaiuyids (5.8%)
professional training was organized at work plaog as such it did not require
extra costs (3.5%)
it was not the case since there were no profedsicaiaing programs offered
due to the fact that employees had the qualificatiecessary to carrying out
their activities, on the one hand (23.6%), andtfenother hand, due to lack of
program offers (5.9%).
» no answer given (21,3%).

The data above show that the number of comparseding to this arrangement
is very low, which is attributed by more than ohed of them to not knowing the
legislation and to excessive bureaucracy. Therei@eonsider that for an action
to be efficient it needs not only to be provisioitgtthe law, but also to be brought
to the notice of potential beneficiaries, while sw@as concern the documentation
required need to be reasonable and the time negessataking steps to access
financing to be reduced. These way employers doeldhotivated to resort to these
measures and, as a consequence, the number ofyesgpto benefit of professional
training programs would grow.

V VVVVY

CONCLUSIONS

1. The main constraints that employers and employees@mto when taking the
decision to invest and to participate, respectiviglyprofessional training are
represented bythe timetable of the coursthe lack of professional training
offersat local levelandthe lack of financial resources

2. The main reasons for certain employers not to gbfefessional training to
their own employees arezcruiting previously qualified stalindthe present
level of the employees’ knowledge meeting the nefatie company
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DECISION SUPPORT SYSTEMS: PRESENT AND
FUTURE TRENDS
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ABSTRACT. As competition gets tougher and tougher, comp#iaies to implement
new management systems to stay efficient. Alongnbss performance monitoring
application, executive information systems, bussnegelligence systems and
decision support systems (DSS) help managersdates&d companies successfully
and survive into the future. They are interactilexible and adjustable systems
that offer support in solving unstructured or sémidured management problems,
meant to improve the decision process. They areldped to assist the tactical and
strategic level of management. The classic ardhuitecof a DSS contains the
database management system, the model base mamagsyseem and the
interface management system. The evolved DSS lswva &nowledge component
that provides the information needed for solvingaia aspects of the problems.
According to D. J. Power, at a conceptual levelD%S can be classified into the
following categories: data-driven systems, modeladr systems, knowledge-
driven systems, document-driven systems, commuarcdtiven systems, intra
and inter organizational systems, specialized systend Web-based systems. At
the end of the paper some opinions concerningutived of DSS are presented.

Keywor ds: Decision support system; Structured, semistructaretunstructured
problems; Database; Model base; Knowledge base;ibteeface.

INTRODUCTION

In order to respond to market constraints, comgahave to implement
new management systems so they can stay effiédsrthe economic environment
is more and more dynamic and as competition geighter and tougher, it is
necessary to implement IT solutions that proviegibility, speed and accuracy to
the decision making process.

The decision making process is a mix of activitieddertaken by an
individual or a group of individuals faced with @&went that generates a set of
alternative actions. Its major purpose is choosin@lternative that suits the value
system of the individual/group of individuals. Thest solution is that alternative

that will produce the greatest number of desirelte, with the least number of
undesired consequences.
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The complexity and difficulty of a decision grows #e number of
alternatives or objectives increases. In suchitng decision-makers need certain
instruments to help them and a decision suppotésys a proper tool for assisting
the decision making process.

Decision support systems form a category of sudiesys suitable for
reaching set targets. They are developed to dssidecision makers in semistructured
and unstructured problems and use knowledge fronous domains, such as
database, operational research, human-computeadtiten, artificial intelligence,
simulation, telecommunications and software enginge

As Bill Inmon stated in an interview for DSSResas.com (Power, 2005a),
“the managers that will lead their corporations successfully and survive into the
future are those using decision support systems, business performance monitoring
applications, executive information systems or business intdligence systems”. Using
such technologies, companies learn what has ha@gerteeir business, why it has
happened and what may happen; all these, combiitbdugers’ experience and
intuition, lead to competitive advantages.

Decision support systems (DSS) are a specific dhsgormation systems
that deal with decision making within the organizat As Bill Inmon defined
them, DSS aresystems used to support managerial decisions’. They are intended
to inform and assist decision makers and their saspvery large, from a single-
user to an enterprise-wide DSS. A single-user DS% imore or less simple
application running on a PC and helps the userabkentetter decisions in solving
the problems he/she is facing. Generally, suchesystare developed to support
operational decision making.

Enterprise-wide DSS are complex applications d@egldo assist many users
in the company. These systems include a large @frfgactionality and use enterprise
data repositories, which contain information contgy the entire company’s activity.
The tools they are using are more sophisticateii dmg data warehouse, OLAP
(On Line Analytical Processing) or data mining technologies, in client/server or
Web architecture. These instruments enable storgigeving and analysing large
volumes of data, in order to support strategicland-run decision making.

Some DSS Definitions

There are many definitions of what a decision stpgstem is. The various
DSS definitions formulated along time emphasizethoefeatures of decision support
systems. Thus, in the early 1970 John Little emp&dghe system’s function, stating
that a DSS is a model based on a set of procedeesed for data processing and
managers support in the decision making procesi#e(ldited in Turban, et al., 2004).

Gorry and Scott-Morton emphasized the type of moisl solved and the
system function. They defined DSS (Gorry & Scottrdda, 1971) asihteractive
computer-based systems which help decision-makers utilize data and models to
solve unstructured problems”.
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Keen and Scott-Morton emphasized the synergy betwedividuals and
computer and the type of the problems solved byelsystems. They stated (Keen
& Scott-Morton, 1978) that decision support systems couple the intelectual
resour ces of individuals with the capabilities of computer to improve the quality of
decisions. It is a computer-based system for management decision-makers who
deal with semistructured problems’.

Alter (1980) emphasized the system’s goals. Heidenss that DSS are
intended to support managers and their main go& isnsure decision making
effectiveness, in contrast to transaction systemas are used by operators and
aimed at data efficiency and consistency.

Bonczek, et al. (1981) emphasized the system’s oaewgs, defining a
DSS as an information system composed of threeactieg components: dialog
management, data management and model management.

In a more precise way, Turban (2004) defined a @BS3an interactive,
flexible and adjustabl e infor mation system, especially devel oped to offer support in
solving unstructured or semistructured management problems, meant to improve
the decision process’.

A common feature pointed out by these definitiosfens to the degree of
the structuring of the problems. From this pointviéw, there are structured,
unstructured and semistructured problems.

Structured problems are repetitive and routine. Vhkies of the key
variables and the relationships between them aoevikrand can be understood by
a problem solver.

Unstructured problems are novel and non-routine. Vetiues of key variables
and the relationships between them are not knowriit is very difficult or even
impossible to automate their solving. This typgyofblems requires considerable
judgement, evaluation and human creativity and #reymanager solutions.

Semistructured problems contain elements of bottucstred and
unstructured problems. Human judgement and conmpu®n work together for
solving this type of problems and DSS focus on tliégare 1).

Whatever their scope and purpose are, DSS areapegeto help decision
makers to better interpret the relevant informatibom data, documents,
knowledge and models, in order to identify and sgvoblems. DSS do not make
decisions. They propose alternatives to decisiokensa presenting both
advantages and disadvantages of each alternatii@S3 spreads a manager’'s
ability to quickly process valuable information aedapproach complex problems,
decreases the necessary time for the decision mapiocess and provides
competitive advantages for the company. AccordmBdwer (1997), a DSS isri
interactive computer-based system intended to help managers make decisions. It
helps a manager retrieve, summarize and analyse decision relevant data”.
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Structurec Semistructure: Unstructurec
problems problems problems

Manege

and
Computer computer Manager
solutions solutions solutions
(DSS)

Fig. 1. DSSs and the problems they solve

In an interview for DSSResources.com (Power, 2006lh)de Holsapple
defined a DSS asa'system that supplements, conplements, or amplifies the knowledge
resources and/or knowledge processing capabilities of a user engaged in making a
decision”. This type of systems focuses on specific deasiand on support, but
does not replaces the human decision making protesey have a positive impact
on increasing the productivity of the decision rmakprocess, on the quality of the
decision making outcomes and even on decision reakatisfaction. All these
things indirectly impact the organization’s repigatand competitivity.

Decision problems that give rise to the need fdeaision support system
are those in which:

» user’s judgement, intuition, preferences and expee are essential;

+ finding the solution requires a combination of @tes for searching and
handling information, and for formalizing problems;

» the sequence of operations cannot be set in adenitedepends on the used
data and may change in order to allow simulations;

» data that have to be used are not always knowertain;

* an adequate solution has to be reached withinsonedle timeframe;

* the problem is the subject of a quick evolution &adsformation.

A DSS is a system meant to assist the decision inakesolving some
problems, through the mix of human judgement aridraated data processing. Its
main purpose is to improve the quality of the denisnaking process. It is a system
that analyses both internal and external dataebtiyanization in order to show the
most relevant information, at a suitable time andan adequate form. It is an
interactive system which facilitates ad-hoc quergapable of presenting alternative
decisions along with their consequences, a systatnmproves knowledge, as well as
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the possibilies for processing the knowledge by ubers involved in the decision
making process. As Turban (2004) statéke System uses internal and external data
and modds, offers a smple and easy to use interface, allows the user to control the
decision process and offers support for all the stages of the decision process’.

Unlike transactional information systems, which adldressed to the operative
level of management, DSS are meant especiallyh®tactical and stategic levels
of management. Transactional systems assist the atsrational requirements of
the organization, helping the day-to-day decisi@kimg process. DSS address the
informational requirements of the organization piay to make medium and long
term decisions. If transactional systems operaté wirrent data, data precision
being essential, DSS operate especially with ligsiadata and focus on their relevance,
because executives need an overall view, with aflabalysis needed behind.

DSS give computers a new role, a fundamental obesimess management.
With their components for data and knowledge mamegé they bring the past
experience to the current framework and have diy@&npact in decision process, by
directly influencing its productivity and qualitfthe use of DSS leads to a sinergy
between the processing and storing capacity afahguter and the user’s experience
and judgement. The system can confirm or infirntai@rsuppositions; it can offer
solutions, suggestions, appreciations, diagnosesgdsts, but the final decision and
responsibility belong to the user.

DSS Requirements

A DSS must answer a series of requirements givethéyeatures of the
decision problems it is used for. Here there amesof these requirements:

» The system must help the decision process by usingan judgement as well
as computer stored information. It must offer mapgions for data processing
and information assessment.

» The system must be developed so it can operateusghs representation and
concepts, in a simple and natural language. Ergonoonsiderations are essential
in such a system and they translate in the existah@ friendly user/computer
interface, easy to use and of high quality. Fovisglthe user’s problems, the
system must offer him/her an easy and fast acocésttmation and knowledge.

» The system must have the possibility to structurpr@blem, to model it
according to its nature and its solving requiremmefit must also have more
analytical and intuitive models for data assessmaedt be able to analyse as
many solutions as possible for the problems of Wwhkimlving it assists.

» The system must be adaptable in time, must havec#pacity to react
correctly to the evolution of user’s requirementswhat the modification of
data is concerned, of the problem structure, artieinformation and results
presentation. At the same time, the system mudiekible, to allow the user
to add, remove, combine or modify system basic efgm
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» The user must have the possibility to use the systea way that gets him
closer to the targeted results. A friendly integfaan have a major influence
on system efficiency. The user must have the cammlentrol of the process
through the interface, because the system’s purjgos$e help, to assist the
decision maker, not to take his place.

By reaching these requirements, a DSS turns, fraook into a decision
makers’ “partner”, helping them to better and mqreckly respond in a more
complex and dynamic economic environment. The sysissures a better quality
of the decision making process, a cost reductiahaproductivity increase. The
system’s ability to transform data into informatianformation into knowledge
and knowledge into action enables companies to staypetitive in the present
ever-changing market.

For developing a DSS, it is necessary to desigeasibn model, which
must include the following elements (Demarest, 2005
* adecision maker: a person or a group which is going to make dexssi
* aset of inputsto the decision making process: data, numeric and/or qualitative

models for data interpretation, human experiendesr restrictions;

» the decision making process itself: the stages to follow for transforming the
inputs into outputs;

* aset of outputs from the decision making process, including the decisions
themselves and their assessment criteria, dependitige needed requirements,
problems and goals.

DSS Architecture

DSS can be developed in many configurations. Theségurations depend
on the nature of management decision and the deaistics of each technology
that is used. A DSS architecture refers to thegnatigon and connection of all the
involved components. It shows how hardware is orgah as well as how software
and data are distributed in the system. The classhutecture of a DSS, defined by
Sprague and Carlson (1982), is composed databasagement system, model
base management system and user interface managsreem.

The database system is composed of the database and its management
system. The database is a data collection orgamigéd answer the organization’s
needs and as to be used by more users for diffeqgplications. For complex
systems, the database is composed of all the eatadoby the organization. For
less complex systems, a special database is dedkltyy making a selection of
data from different transactional systems.

The system can use both internal data, especialty fransactional systems,
and external data (legal settlements, market sarvesnsuses, data regarding the
national economy), delivered by the government,dietral bank, market survey
companies, institutes of statistics and so fortht &lso obtained through the
organization’s own efforts for collecting data. Thatabase management system
provides the database creation, the data updatesg@rotection and security.

86



DECISION SUPPORT SYSTEMS: PRESENT AND FUTURE TRENDS

The model system is composed of the model base and its management
system. It handles models, which are simplified-espntations of facts, events or
situations. The major purpose of modelling is t@lenstand a complex problem
with the help of a more simple and less expensivgad (the model). This
component assists the user in solving decisiomaisins by generating alternatives
and comparing their results, usirhat-if and goal-seeking simulations, and
optimising the leading process.

The model base comprises mathematical, statisficahcial, managerial,
projection and other quantitative models providiramalysis possibilities.
Depending on the management level they are meanth® used models can be
grouped as follows:

» strategic models, used to support high level mamagé decisions;

» tactical models, used at the middle level of theagement;

» operational models, used by the operation manageimesupporting the day-
by-day activities within the organization.

The model base management system allows provi$icgports, creation of
new models, modification of existing ones, manigolaof data models. Through
its control mechanism, the user can intervene éndbmponent functioning and
correct or modify certain operations by enteringy rseibjective information, or by
modifying some restrictions and/or objective fuon8. At the same time, the
system permanently provides information on the emirrstate of the decision
situation solving, thus helping process control aser’s intervention if needed.

The user interface system provides interaction between DSS and user. It
includes not only hardware and software compondmis$,also the mechanism
providing easy use, flexibility and access. Manpests say that the user interface
is the most important component, because the pditeibility and easiness in
using the system derive mainly from it.

The interface is the only component seen by the, wgleo does not see
what is behind it. Different studies have showrt itsadesign influences the quality
of user’'s decision and his/her perception about giistem. That is why an
unproper(improper) interface may be a main reasomfanagers not to use the
computerized analysis at the true scale it is alséelfor solving decision problems.

The interface management system is composed ofi@s s&f programs
providing the following functions:

* ensures the graphical user interface;

» ensures the interaction through different formdialogue: question-answer,
command language, menu and mostly graphical irtesfa

* provides standard formats for entering data andnecands, and also for
delivering the system’s answers;

» offers help facilities;

» provides the interaction between the databasetenohbdel base;

* provides user training through examples.
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The major decisions in an organization imply thenomnication and
collaboration of managers from various departmétsup DSS, which are multiuser
systems, have been developed for answering thepsests. The communication system
is a mandatory component of this type of systentsesmable users’ connection in a
networking environment.

Taking into consideration the aspects presentedealvee can state that the
nowadays basic architecture of most DSS contagn®libwing components (figure 2):

» database management system;

* model base management system;

e communication management system;
e user interface management system.

Databast Model Base -
Management Management Model
C
“ System System h
Base Y Y Base

Communication Management System

User Interface Management System

Fig. 2. DSS basic architecture

Many unstructured or semistructured problems aremoplex that their
solving requires experience. The experience casbbaned from an expert system
or any other intelligent system. In this sense,ideegshe components already
presented, the evolved DSS have also a knowledgeauent that offers the
information needed for solving certain aspectsifficdlt and complex problems.
The knowledge system is composed of the knowledge base and its manademe
system and can support any of the other compowemsy function on its own.
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A DSS Classification

Across time, more classifications of decision supggstems were made,
each of them reflecting the progression of DSS amte The information
technologies developed in the last years of theipus century have given rise to
new criteria for the modern DSS classification. $hBower (2001) proposed the
following classification, at a conceptual level, thie DSS: data-driven systems,
model-driven systems, knowledge-driven systemsuchent-driven systems and
comunication-driven systems. This classificatiomade in terms of the dominant
component of the system.

The major goal oflata-driven DSS is to access and manipulate the company’s
data. They include file systems, management rempgystems, data warehouse,
OLAP systems@®n Line Analytical Processing), EIS Executive Information Systems),
spatial information systems and business inteltgesystems. These systems focus
on accessing and manipulating of very large datsb@especialy historical data).

The early DSS using file systems could not provaemuch functionality.
Data dissipated in various source systems anddétistorical data were serious
impediments to building complex DSS.

As information was integrated in more complex dstactures, the level of
functionality they could provide has become higbata warehouses have integrated
all the company’s data in a unique, complet, coests time-variant repository,
making possible the fulfilment of comprehensivelygses of company performance.
The highest level of functionality is provided bysB using OLAP or data mining
tools. These systems enable complex analysesahadiscover trends, relationships
and hidden patterns in the company’s data.

Model-driven DSS use mathematical, statistical, accounting andnfired
algorithms for the simulation and optimization dffefent organization economic
processes within the organization. In such syst#rasvolume of data needed is
relatively small and the paramaters values arenaftedified, to reflect the changes
in company’s activities.

Knowledge-driven DSS are based on Artificial Intelligence technology.
They suggest or recommend certain actions to uskesing experience in solving
some problems, experience obtained by knowledgenaledion in that domain.
These systems use special models in order to daets, rules and procedures, or
to identify relationships in data. Medical diagnosind fraud detection are some of
the fields in which knowledge-driven DSS have prxbtheir capabilities.

Document-driven DSS help the user to manage both unstructured docisment
and Web pages, in a large variety of electronionfds, including image, audio or
video files, by integrating special technologiesdocument storing, retrieving and
processing. The quantity of information the decisinakers have to search in is
growing exponentialy. That's why a power searchieafas to be integrated in the
system and documents’ processing has to be maideeff The specific activities
for these systems are the document generationfioadidin, searching, vizualization,
grouping and indexing.
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Comunication-driven DSS use comunication, collaboration, coordination
and decision support technologies, and facilithee golving of the problems in a
group decision process.

Besides this classification, Power (2001) classifdSS according to other
criteria too. Thus, in terms of targeted users, identified intra and inter-
organizational DSS. In terms of purpose, we caalspéout specialized DSS, and
in terms of the primary deployment technology, éhare mainframe-based, LAN-
based and Web-based DSS.

Intra and interorganizational DSS use intranet, respectively Internet
facilities. An intranet is supposed to be used imehworked environment by
individuals or groups of users in a company andugt to support information
exchange and knowledge management across the zagani The Internet enable
access to unlimitted resources, all over the wdoldanybody. The portals represent
the contact points which link the company withwwld. They provide external users
to access company'’s intranet and to use specifis Bepabilities. These systems
combine the communication-driven DSS, knowledge agament and business
intelligence in an integrated Web environment (Blaza & Power, 2001).

Specialized DSS can be classified in function-specific and genprapose
systems. Function-specific DSS are generally usesotve routine or reccuring
tasks. They are developed to offer assistancetaicelomains, as route programming
in a transport company, for certain functional arebthe business, as marketing or
finance, or for specific business functions, asgeticplanning, analysis of loan
applications and so forth. Depending on the prisogmmponent, they can be data,
model or knowledge-driven system.

General-purpose DSS are developed to support memergl tasks, like
project management, decision analysis or businéasnipg. The most general
purpose DSS are DSS generators, which are usedldospecific systems.

Web-based DSS use the facilities provided by the client/serveshitecture.
They deliver the needed information and supportstéo managers or business
analysts which use a “thin client” Web browserglikicrosoft Internet Explorer,
Netscape Navigator or Mozilla Firefox. The user@mputer is connected to the
server hosting the DSS by a network with a TCPrftRgeol. These systems enable
the analysis and display of structured data storedlational or multidimensional
databases, the accessing of models, multimediand®tis and unstructured data,
and also the communication and decision makingsimibluted teams.

Generally, all types of the presented DSS can Ipdeimented using Web
technologies. Actually, the present trend in therimation technologies is to use
the Web facilities in all the information systenThe great advantage of Web-
based systems is that of being available 24 howtayaand 7 days a week. They
reduce the technological barriers and make thernmdton available to a large
number of users, both inside and outside the org#on — managers, analysts,
customers, suppliers and other stakeholders — wdertbey are located. These
systems have to be robust, easy to use, flexibte smalable and to maintain
consistent response times as the number of cortausers and requests increases.
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Most Web-based DSS support a three or four-tiehicure. As it is
shown in figure 3, through a Web server the browssmds a request to the
application server hosting the DSS. The applicaierver processes the request
and then sends it to a model or database servés. offe executes the user’'s
request and returns the expected results.

Client Welk Application Model/DB
(browser) <:> Server <:> Server <:> Server

Fig. 3. Web-based DSS in a four-tier architecture

In a more simple architecture, the DSS can be Hdsyethe Web server,
which assumes application server’s functionalitiisTis a three-tier architecture:
client (browser), Web server and model/DB servigu(e 4).

Client Wek
M I/DB
(browser) <v:> Server <:> odel/

Server

Fig. 4. Web-based DSS in a three-tier architecture

EXPECTATIONS

More than ever before, managers need more so@ieticcomputerized
tools for decision support. In the coming years tecision support systems will
continue to remain open to the new information tetbgies. They will facilitate
faster access to larger and better integrated a@sé¢aband will use more and more
models which will enable more complex analysesctE®ic communications and
connectivity will be of central importance and Imet-based services will have a
more important place in software developers’ stnateThe communication
technologies will provide more real-time video sapipand will facilitate
information and knowledge exchange and decisionimgakn distributed teams,
improving and speeding-up the dissemination oflibst practices. The systems
will be able to store and process more multimedeudents and unstructured data
types. The accumulated knowledge will enable thstesys to provide more
comprehensive and better based suggestions, inanorenore domains. Applying
the new technologies, innovative DSS can be deeelogpnd their usage will
contribute to decision making improvement.
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Emerging technologies like GPS, machine learningltimedia, wireless
should be integrated in innovative DSS.

Decision support systems will continue to be ind¢ed in larger software
systems such as ERMEnferprise Resource Planning), systems that cover all
domains of activity in an organization, from opevaal level to strategic one.

Another important trend is to include DSS in Busmelntelligence
systems, which provide a flexible, fast data anslgsvironment built around the
decision-making process. No DSS could solve all gheblems a company is
facing. A universal DSS does not exist and willlgably never exist. Developing
such a global system would need so many humamdiaband time resources that
it would be extremely inefficient. Even its effaghess may be a matter for
debate. As a DSS is developed to solve a certaisidaal problem, the solution is
to build more specific DSS and to integrate theno ia Business Intelligence
system. For the time being, the Business Inteligesystems are the most evolved
systems that offer support to all the functionghed company’s management, at
any organizational level. Such systems enable bssinnsights and a better
understanding of the company’s business from mlaltiperspectives. They
combine the capabilities of all the presented D8Saicomplex solution that
provides advanced facilities for data storing, pesing and analysing. They enable
a more proactive, high-frequency interaction witttadfor a large number of users.
A Business Intelligence system makes more effettiegactical and strategic decision
making and Qains competitive advantage, improves business operations and
profitability, and generally achieves whatever goals management has set” (Power, 1997).

The novel DSS must include into their architectdeshboards, effective
and easy to use analityc tools, which consolidateggnge and display data onto a
single screen, so users can understand trendsoaredations at a glance. Similar
to the instrument panel in a car, a dashboard gesvimanagers a simple and user-
friendly presentation of the information neededdove” the business. It provides
visual presentations of performance measures, rer@dses the ability to make
more informed decisions and to align strategies amgdnizational goals. As a
picture is worth than a thousand words, data iglay®d mainly as gauges or other
visual symbols, as well as graphics such and chaotsexample, a quick glance at
a trend-oriented graphic can provide a compreherigmge of performance history
and status and helps users make effective anafsomparisons of multiple
data sources using the dimension of time. Staftmg them, users can use a drill-
down option and generate detailed reports showiing causes, correlations and
trends. So, dashboards provide users a quick aydivegy to analyse large amounts of
data and allow them to make smarter decisionsrfttst@ ever before. Dashboards
can also have an alerting component that notifiesusser if a certain metric falls
outside of a predetermined range.

As already mentioned, the DSS using OLAP tools jpiethe highest level
of functionality. As a matter of fact, these systeare hybrid ones. They handle
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large volumes of historical data, stored in reladicor multidimensional databases,
and use various algorithms for data modelling amayesing. Through network and
communication technologies they can share docunamisknowledge, facilitate
collaboration and coordination, and can be useddégision makers working
together as a group, in a distributed computingirenment. That's why the
evolved decision support systems should be disdusmse explained in terms of the
dominant architectural component, the targetedsygsbe specific purpose of the
system and the basic deployment technology.

CONCLUSIONS

The implementation of diverse technologies in aeritategrated information
systems, which are able to assist all organizaltienals, represents a condition for
a business’s success or even its survival. Decsipport systems are a category
of information systems which are developed to a#isesdecision making process,
helping the companies to better and more quicképoad in a more complex and
dynamic economic environment. Their purpose isdip lactical and stategic levels
of management in solving unstructured or semistineck problems, to help decision
makers to interpret the relevant information froatad documents, knowledge and
models, in order to improve the quality of the demm making process. These
systems use human judgement, based on experiemoe)ddge and intuition, as
well as computer stored information, and providenynaptions for data processing
and information assessment. Integrated in largdrmore complex systems such
as Business Intelligence systems, they can prov@iepanies with competitive
advantages, contributing to their success.
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CRITERIA FOR PRODUCT QUALITY IN THE FRAME OF
INTERCULTURAL MARKET STRATEGIESOF SMALL
AND MEDIUM SIZED ENTERPRISES
- abrief review of literature -

MIHAELA DRAGAN', ZENOVIA CRISTIANA POP?

ABSTRACT. The paper shows that a successful sale of a prasiastermined
not only by the quality but also by the countryafe differences in the field of
guality management. Although these criteria aredvaide similar, the priorities
are national defined differently. Being an essént@nponent of international
management, the intercultural aspects of qualityagement are acting as a science
that is common-shared by all nations and has & igrfegence on the social behavior
of the costumer.

The quality term is treated in respect with refeeeto the user, to the criteria
of product quality such as: design, functionaliltmage of the manufacturer,
service, many — sided applicability, economic &ficy and reliability on the one
hand as well as to intercultural market strategrethe other hand.

Keywords: product quality, criteria of quality, quality megement, intercultural
market strategies

INTRODUCTION

As to be able to make its way on the market evergllsand medium sized
enterprise must ensure that the customer satisfactireached. That is why the
product has to have a certain quality, a price Wwhsjustified and to fulfill the
delivery date. For the customer, price and delivery two of the three factors
which will be easily forgotten, while quality remai important in the long term.
The same idea is stated by Frederick Henry Royoe selys that “quality exists,
when the price is long forgotten". Ahire/Dreyfuy to answer questions on the
importance of (product -) design management anddheeit is playing over the
perception of product quality by the custofner
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The "collective program” within a culture mentionbyg Hofstede can be
seen as the process called by Ahile/Dreyfus asesterhal quality" which can be
equaled with "fitness of use" - dimension of prddyality of Juran.

In the center of the policy of many enterpriseadgaguality in the center. She
gained a central position because it is an impbgeowing factor for the long-term
market success. Non quality and its consequence®iche afforded by an enterprise.
Quality has the same level of importance with tblelihg extension, the reduction of
costs, productivity growth, the increasing satiséecof the clients and profit increase.

When an enterprise having a foreign culture aimgabducing a new
product on the market, it must take into accounigor factor like the cultural history.
It persuades through real quality, but the clientstural behavior (“patterns”),
known as “the collective programming of the spiptays a crucial role, “first, as
they relate to costumer behavior and, second,eséfiect the implementation of
marketing programs within individual markets andoas markets.® Culture,
acting as a common-shared science, as an orienwtgtem for a social behavior,
as “the right way”, is not of a secondary impor@nbeing thus an essential
component of the international managentent.

In a global society the international associatishsuld become a serious
competitive advantage, but reality proves the dmpo80% of the international
enterprises and strategic alliances fail and redbé expensive fusions’ abolishment. For
the banished ones the situation is a bit differaimrost a third of the personal from
outside the country (between 10% and 45%) is nlet @become familiar with the
new climate and has to put a premature end to thpir The reasons why the
transnational enterprises fail are not mainly rggmted by technical, financial or strategic
problems (30%); they are rather to be found thabglrcultural differences (70%).

The impossible or insufficient adaptation to orfdly culture psychologically
leads to in-group-out-group way of thinking whiatepedes a premature ceasing of
the activities. Taking into account that, accorditeg Worchef, security and
existence are the main features of the culturalggpthe insurances in this area
determine the separation from the other group. Aidbe@d person, meant to play
the role of a medium is permanently between théucerhative enterprise poles
and zeal-culture/affiliate enterprises.

MATERIAL AND METHOD

Nine hypotheses light up the connection of proegssdesign management,
only thesis 1, 2, 5 and 6 are relevant in relatmicustomer satisfaction an these
thesis will be further analyzed. The first thesostolates a correlation of internal
and external quality. The outgoing is the fact thath functionality and reliability
of the product affect the satisfaction of the cosu through complaints and

4 Czinkota M.R., Ronkainen LA, (7. Ed.., 2004)einational Marketing, Thomson Learning, Masors&s.

5 Czinkota M.R., Ronkainen LA, (7. Ed.., 2004)einational Marketing, Thomson Learning, Masor7(8.

® Worchel, Stephen, (2005), Culture’s role in canftind conflict management: Some suggestions,
many questions. International Journal of Interaalt&elations, Vol, 29, Issue 6, p. 739-757
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warranties. In the Thesis 2 is indicated that tteglpct design the external quality
affects. If companies realize that they have teswmore in innovation, as to be
able to come up whit a better product design andttoduce quicker their product,
they will win consumers through a better underditagn of their preferences and
needs. A positive effect on the external qualisyrdached by a process orientated
guality management explained in Thesis 5.

Thesis 5 explains that a process orientated quatiyagement has a
positive effect on the external quality. Thesise8ignates the positive connection
between design management and product design. d@$ign process ensures that
product designs are relevant to customer neéds. “

For the survival of a company, to develop and ohice new products
becomes essential. Every small end medium sizentiges must adopt and adapt
their policy on the development of new productghteir specific operations and
according to the nature of their field of actiitiReed claims that under uncertain
market terms can companies invest in the produsigde In a foreign cultural
surrounding field, a company is noticed first otbe product (design). It is
important to see which value the customer perceiwves an enterprise apart from
the products and their design. Examining the datavden 1995 and 2004 Nir
establishes a clear relationship between qualityagament and the achievement
of the enterprise, extending the ranges of qualignagement, one can call
classical, to other dimensions such as productityu@table quality, reliability,
and design quality) and to the customer alignmsenvice alignment).

The classical ranges are the corporate managereaatership, process
management, product management data analysis ppliesumanagement. Therefore
a high correlation between the corporate managenoeistomer alignment and
product quality can be established. This offersiafunformation for the managers.
There is no correlation between the leadershipthagroduct quality, as well as
between the leadership and customer alignmentlas/o

A high correlation offers here the connection & tlorporate management,
the customer alignment, and product quality. Stheetwo latter criteria with the
corporate management are positively connectedinflugnces crucial the company’s
prosperity. It is adequate for an enterprise terofin the market a quality which
the competitive enterprise may establish (productiaality) and which may be
inquired by one of the customer (product quality).

’ Ahire, Sanjay L; Dreyfus, Paul, (2000), The impaictiesign management and process management
on quality: an empirical investigation. JournalQgerations Management, Vol 18, Issue 5, p. 555

8 Michail Kagioglu John M.Sharp, Zahir Irani, (200B)fformation system flow models for new
product development processes: speed and fleyiksit focus and control International Journal of
International Technology of and Management, VoNA4,2/3 pp. 168-190

° Nair, Anand, (2006), Meta-analysis of the relasitip between quality management practices and
firm performance — implications for quality managerh theory development. Journal of
Operations Management, Vol 24, Issue 6, p. 960
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Classical Ranges Correlation

corporate management customer product quality positive
alignment

leadership customer - negative
alignment

leadership - product quality negative

The product quality will be defined as: “fulfillinthe requirements of a
developed product”. These are liable to critésach as there in the following scheme:

Criteria of quality

Design

Functionality

The image of the producers and label

Service

Multisided applicability

Economic efficiency

N[OOI BR|WIN|F

Reliability

The fact appears in the intercultural context ttiet perceptions of the
seven criteria are country-specific. As to deteentime impact of culture on sales,
one more criteria of the customer must be deterh{hence from Garvin and its
eight criteria of product quality: functionalityharacteristics, reliability, adjustment,
durability, aesthetics and noticed quality by thetomer).

There are two essential factors that lead to pritglgervice’s acceptance
and marketing: first of all education and, seconthy reference groups. While the
pretentious related to a product increase in theeséime, with the level of
education, the reference groups as well as farfnignds determine the values and
arrangements that influence the behavior. The walitbe the key element in
establish the criteria used in choosing and bugipgoduct.

The lack of knowledge about the way of living ahd tultural history has an
immediate effect on a company’s success. More geigtiit requires a close relation
between the product evolution, the marketing depent and the market exploitations,
in order to successfully introduce services cagypat a product on a market with a
different culture. “While products that hit the migcultural buttons can be huge
successes in foreign markets, not all top brantigramslate easily from one culture to
another™. This process of adaptation depending on the clltamdables is often

10 Schoper Y., (2004), Interkulturelle Unterschiede Qualitdtsverstandnis, in: Internationales
Projektmanagement, dtv, Miinchen, S. 296

n Vgl. Czinkota M.R., Ronkainen LA., (7. Ed.., 2Q0hternational Marketing, Thomson Learning,
Mason, S. 69
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joined by “trial and error”. Moreover, the sensitiproducts, such as consumption
goods? and nutriments, need a serious analysis of tf@isumption, based on the
customer’s perspective and his attitude towardgtbduct, and on the selling flow.

“Research studies show that, independent of so@ak and income, culture is a
significant influence on consumption behavior andatile goods ownershiy”

The studies analyzing intercultural management iaterested in the
features/abilities which should characterize aermational manager. The aim of
Cassiday's research is to establish the attitudsiéading people like managers,
should have in order to be successful in theirrmss: “It seems reasonable that
when it comes to argue that understanding the epms of leaders, as they
transition to a new culture and attempt to commaieiceffectively in a new
environment, becomes more and more essential. Uifpoge of this study was to
investigate the relationship between the deeply vales, beliefs and assumptions of
expatriate leaders, and their effective leaderphgmtice™. The study contains 11
partial structured interviews, having as a hypatheke fact that the world is
always subjectively looked. It depends on everysrs/stem of values, because
this system defines the human being individualllie Bame study refers to four
variables according to Perry (phases of plurali#gll (value orientation), Kluckhohn
and Strodtbeck (cultural values), and to Rosenb@ldorming). Through these
criteria the study points out that that leadingspas who admit the cultural
relativity are interested in their own professioaablution (the world as a “creative
project in which | want to participate and to whichave something unique and
different to offer™). The manager acting in an intercultural environtrig using
the best practical models, different cultural vallend ways of behavior. The
measures used in creating a secure atmosphereffédoive communication (the
ability to listen to the others), as well as reatgn of the verbal and nonverbal
key-signals, are of a great importance in solvingbfems within a multicultural
team. The governing body is given the task to ptema situation in which the
central value is embodied in the communication @sscand interaction. “Conflict
resolutions skills on multicultural teams often eeeg on the leaders’ meditation
skills and knowledge of intercultural issu¥s'Those belonging to the successful
governing body were able to express their own mtimes and principles
regarding various cultures and to maintain a “eveaension”.

2y/gl. Keegan W.J, Schlegelmilch B.B., (6. Ed.., 99%lobal Marketing Management, Prentice-
Hall, Essex, S. 99

13 Keegan W.J, Schlegelmilch B.B., (6. Ed.., 1999pb@l Marketing Management, Prentice-Hall,
Essex, S. 96

14 cassiday, Patricia A, (2005), Expatriate leadershn organizational resource for collaboration.
International Journal of Intercultural Relation®lM29, Issue 4, p. 393

% Hall, nach: Cassiday, Patricia A, (2005), Exp#grileadership: An organizational resource for
collaboration. International Journal of Intercu#uRelations, Vol, 29, Issue 4, p. 398

16 cassiday, Patricia A, (2005), Expatriate leadershn organizational resource for collaboration.
International Journal of Intercultural Relation®lM29, Issue 4, p. 406
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Even Jun, Lee and Gentry (1997) agree with Casgsithmyfact that the
banished need to adept themselves to a friendtyreul“Culture and ethic roots
define the group, and the group becomes activaaaspring group members to
participate in protecting and perpetuating thewelt*’

So managers must not play the role of the banisfteel.study examines the
direct and indirect effects of this cultural adjuent for the Commitment to the foreign
subsidiary as to the master enterprise. Two hypethprecede the investigation, on the
one hand the statement that the Commitment tootleggh subsidiary is in direct and
positive way connected with the degree of the ralltaonnection, as well as the
consideration, that the Commitment to the mastermmse is rather indirectly submitted.

RESULTS

As presented in the table above, criteria are waitte similar, but the
priorities of these criteria are national diffelgntefined. One may understand
guality in Germany as reliability, functionality @ngood design. People from
countries like Italy and France see design in comoe with style and aesthetic
shaping. In England criteria such as hand-madeuygtsdare important. Branded
articles with good image and a large number oftione are preferred for example
by the American customéPsA good illustration and understanding for the raph
and its conception, is offered through the termlijyaby the manufacturers of
technical products both in America and Germany. |[@/kthe Germans want to
bring a product on the market only then, when technically perfectly out swept,
the Americans prefer speed and innovative desigenBhought the American
customer is adjusted on this fact, the Germanvgelrer not!

In Japan quality is equaled again with high relighi topicality and a
maximum at functions. The circumstance that GernaaasJapanese share a similar
quality concept, can be explained, that Japanesemay obtain a large market
success in Germany and that German vehicles innJeylaibit a comparatively
high market share.

“While in Japan and Germany high technical yard#stiare being applied
this high demands come across in the USA throughdi understanding. Because
there economy and productivity of an enterpriseetaniority™*.

In Poland, Hungary and Slovenia is stated a "newum affiliation which
defines itself over status symbols and prestigeabdyj “that was also connected to a
remarkable achievement orientation in middle mamege- layers and a clear career-

Y Worchel, Stephen, (2005), Culture’s role in canftind conflict management: Some suggestions,
many questions. International Journal of Intergalt&elations, Vol, 29, Issue 6, p. 744

18 Schoper Y., (2004), Interkulturelle Unterschiede Qualitdtsverstandnis, in: Internationales
Projektmanagement, dtv, Miinchen, S. 296f

19 Schoper Y., (2004), Interkulturelle Unterschiede Qualitdtsverstandnis, in: Internationales
Projektmanagement, dtv, Miinchen, S. 299
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conscious®™. Therefore it appears in the purchase patterngimality deals with the
fact that humans have" to be able to afford sometHiThe price is here considered
again a quality criterion. A survey carried outtle faculties of Burgenland among
students from Middle and South-East Europe prokatiquality is defined in Poland,
Croatia, Hungary and Czech Republic, primarily,rate price. Hungary follows the
mark and the reliability, in Croatia the mark ahne tlesign (nearness to Italy), in Czech
Republic reliability (traditionally close tradeabns with Germany) and service likewise.

The example of Intercultural Market Strategies esovhat dependency on
costumers shows that the quality value is to badan the eyes of the onlooker; as a
result, the products which can be characterizedidiy quality are those satisfying most
of the consumers’ needs. For example, the comihgfotlhe walkman on the market
proves again that quality always starts with thieude towards a product. The walkman
was designed to create the possibility to listemiisic, without disturbing those next to
you (collective culture). Still, one of the maimsens why the walkman was launched on
the European market is represented by someonelsnetilto be disturbed (the
individualist culture§*. From this point of view, based on the culturagusithents
requirements regarding a certain product can benfadexample could be that of VW
Golf, which was sold very good in Europe, butdt dot manage at all to be on the same
level with the US market-unlike the new Beetle. ®lau Mexico, this automobile was
not able to justify its selling price of about IOEUR?. Unlike this case, due to its
unusual shape, the car somehow succeeded in tgubkicustomers’ feelings (design as
a criterion for the quality of the product). Anatlezample is that given by the quality of
Persil detergent which is being sold due to itaesiconnected to future and family, and
also by the idea of creating a clean and wealihyatt, the only thing that matters, in
terms of quality, being the washing power of theglpct.

For instance, Heiz Co. sells sweet ketchup in USewhe Europeans tend
to buy more piquant ketchup; in central Europerehe another assortment called
“Hot Ketchup”

Some examples of stable systems of value are esgess by the auto
distribution industry, Toyota; ore other companiesm different industries like
Dell, IKEA and Nike network distributions.

DISCUSSIONS

This allows the discussions that those countrigshato-operate, traditionally
closely approximate also in the quality understagdr he researcher and management
advisor Fons Trompenaars from the Netherlandstheesynergies for intercultural

2 Meierewert S, Horvath-Topcu K., (2002), Kulturslards im Vergleich: Osterreich und Ungarn,
in: Osterreichische Perspektiven, S. 122

2 Trompenaars F., (1993), Handbuch globales Manadéie. man kulturelle Unterschiede im
Geschéftsleben versteht, verlag Econ, Diisseldo#4 S

%2 Keegan W.J, Schlegelmilch B.B., (6. Ed.., 1999pb@l Marketing Management, Prentice-Hall,
Essex, S. 77f
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quality. Reed et.al. also underlines the fact thdture can serve to create one
lasting competitive advantage, however, less thanrestrictions: if this presents

itself either coherently, or the synergy can beduaéif necessary one should count
on friction losses. Nevertheless, enterprise cedturan ignore national cultures,
because according to Schein the culture is embeddieed group and not vice versa.

“The buying behavior of consumers is heavily influed by tastes and
preferences of their own cultuf® Thus, the quality of products is given by
customers’ preferences and tastes, which meanstiatthose things satisfying
people’s expectances last.

In this context, Molle/Svahn discusses the inflieeatculture on cognitive
management within various ethnic industries. Thaketinto account that culture
represents the ultimate factor for the communicatnside a company. “Our basic
assumption is that the nature of the cultures waalin the network through the
ethnic background of the member firms and the tfpeetwork, both influence the
barriers faced in knowledge sharifty’A central feature of this influence is the
system of values. Each carried out product or serinvolves values that create
and divide a common group. Given the subordinatibthis system to a certain
culture, the system itself creates another compjestem, the product’s launching
and evolution on the market of a different cultbeing able to bring a real success,
but only if the product respects the customersdeesithin their own systems of
values. Most of the authors distinguish betweegp®&g of systems of values that
act depending on this evolution of the productblgtaystems of value, stabled and
future systems. Stable systems of value have garunsrientation. Through value
growth and local modifications (e.g.: the reseaanl evolution networks, as well
as the change management within enterprises’ puoesy It is all about offering
new pieces of information and product’s evolutioside a different culture market;
this type of network determines challenging prosiideing not only adaptable but
also integrated in the basic culture. The basitucellhelps in creating a base on
whose matrix the products can be adapted to ailielre.

As far as the future systems are concerned, they redical changes of
their present system of values and of their agitSome examples could be those
of Internet protocols and mobile telecommunicatioriss system of values opens
many gates to the launching and evolution of the peoducts depending on the
customers from a certain cultural area, but it afmlves an imminent risk:
“Uncertainty and ambiguity related to value actest and to actors and their
capabilities are inherent features of this landedap)”.

The authors consider that there are other culariahtations connected to
the three types (according to Hofstede and Tridntisiandis and his colleagues
suggest that the four cultural patterns derivedcbgnbining these dimensions-

% Keegan W.J, Schlegelmilch B.B., (6. Ed.., 1999pb@l Marketing Management, Prentice-Hall,
Essex, S. 88

2 Msoller, Kristian; Svahn, Senja, (2004), CrossingsEWest boundaries: Knowledge sharing in
intercultural business networks. Industrial mamgtvanagement, Vol. 33, issue 3, p. 220
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vertical-individualistic (VI), vertical-collectivis (VC), horizontal-individualistic
(HI), horizontal-collectivist (HC)-strongly influ@® how information and
knowledge may be selectively transferred and psm#S. VI cultures are those
named after the authors from France, Germany, @gtdin and USA, the VC
cultures after China, India, Korea and Singaporeaftér Australia, Denmark and
Sweden, the only HC culture being represented pprdaHC combined with VI
represent the greatest intercultural challenge: (@grmany-Japan) which is essential
to the development of new specialized productstaradclient-oriented disposition.

Both proposed hypotheses are confirmed, because omm@ment
correlates to the foreign daughter significantlythwcultural touch and social
interaction in the host country. “It was found thath dimensions of acculturation
had direct effects on commitment to the foreignrapen, but had only indirect
effects on commitment to the parent company thrazghmitment to the foreign
operation, as was hypothesiz&d”

Brew/Cairns explain about the conflicts between tAalsin and Asiatic
managers regarding the importance of the cultuaed, also the dimensions for
their study of individualisms/ collectivism as weal highly and low contextual
cultures. Three conflict situations are lightedaytgoing from the acceptance that
culture shows the most important factor in the bonfoehavior, the criteria
pressure of time, cultural identity of the conflgartner. These situations stand in
close relationship with a further criterion belamgjito Hofstede, the power distance,
because countries of Eastern Asia show a higheepavstance and an unequal
hierarchy relations than western countries in whaclower power distance and a
rather equal management style rule. The generabthgpis, that Australian
emigrants chose a stronger direct conflict and Bagtn country members a rather
indirect conflict style, is shown in this study aeding only the (western) superior.
Both parties however prefer a more strongly diraetl/or less indirect conflict
style under time pressure or however avoid thelictsifif it is possible, in order to
be able to keep the dead line: “when the clock esimportant, then there is less
time for socializing and relationship building cugithe working day”.

CONCLUSIONS

This study comes to the conclusion that quality ¢endefined only
through the critical view of the client. Differerscean be seen both directly in the
guality of the products and also in the utilitysnich products.

% Msoller, Kristian; Svahn, Senja, (2004), CrossingsEWest boundaries: Knowledge sharing in
intercultural business networks. Industrial mamgtilanagement, Vol. 33, Issue 3, p. 222

% Jun, Sunkyu et. al., (1997), The effects of acration on commitment to the parent company and
the foreign operation. International Business neyiéol 6, Issue 5, p. 531

27 Brew, Francis P.; Cairns, David R., (2004), Dotund or situational constraints determine the
choice of direct or indirect styles in intercultursorkplace conflicts? International Journal of
Intercultural Relations, Vol, 28, Issue 5, p. 346
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The factor culture has therefore a great influengdanning the marketing
strategies. The attributes and attitudes of eveapager towards the intercultural
context in which the company functions can deteenifrthe company will have
success or not.

Finally, the intercultural management pointed dttthose involved in
individualist cultures appreciate personal motmasi more and more, while
collective cultures’ priority is given by some kinfla team award.

Inside the individualist cultures personal commatian and writings
appear in order to solve the conflicts, and théectVe ones are rather based on
group communication. Generally, the most apprettiatantercultural competition’s
development are tolerance in multidimensional sibma, cultural sensitivity and
empathy.

Concerning the cultural identity of the conflictrpeers, the study comes to
the conclusion that the superiors of the host agusdmmunicate directly without
consideration for the culture of the coworkers,le/foreign superiors should select
rather an indirect conflict style.

The study points out that the members of the hoghtty react generally
more sensitive than foreigners. This happens becanasnbers of the host country
maintain a more strongly indirect, diplomatic amdd controlling style towards
superior and rather direct style towards employedsle this difference plays no
role with foreigners.

In cultures with high power distance however stegtisngly respected.
The power distance is considered the strongesiclisin to handling conflicts.

REFERENCES

1. Ahire, Sanjay L; Dreyfus, Paul, (2000), The impattdesign management and
process management on quality: an empirical ingatn. Journal of Operations
Management, Vol 18, Issue 5, p. 551

2. Czinkota M.R., Ronkainen LA, (7. Aufl., 2004)témational Marketing, Thomson
Learning, Mason, S. 58

3. Worchel, Stephen, (2005), Culture’s role in conflamd conflict management:
Some suggestions, many questions. Internationahdbaf Intercultural Relations,
Vol, 29, Issue 6, p. 739-757

4. Michail Kagioglu John M.Sharp, Zahir Irani, (200B)formation system flow
models for new product development processes: spegdexibility vs. focus and
control International Journal of International Teology of and Management, Vol.
1, No.2/3 pp. 168-190

104



CRITERIA FOR PRODUCT QUALITY IN THE FRAME OF INTERGLTURAL MARKET STRATEGIES

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

Nair, Anand, (2006), Meta-analysis of the relatiopsetween quality management
practices and firm performance — implications faralily management theory
development. Journal of Operations Management2¥plssue 6, p. 960

Schoper Y., (2004), Interkulturelle Unterschiede @ualitatsverstandnis, in:
Internationales Projektmanagement, dtv, Minche296.

Czinkota M.R., Ronkainen LA., (7. Aufl., 2004)témational Marketing, Thomson
Learning, Mason, S. 69

Keegan W.J, Schlegelmilch B.B., (6. Aufl., 1999)pléal Marketing Management,
Prentice-Hall, Essex, S. 99

Cassiday, Patricia A, (2005), Expatriate leadership organizational resource for
collaboration. International Journal of IntercudtiuRelations, Vol, 29, Issue 4, p. 393

Hall, nach: Cassiday, Patricia A, (2005), Expatrietadership: An organizational
resource for collaboration. International Jourrfdhtercultural Relations, Vol, 29,
Issue 4, p. 398

Worchel, Stephen, (2005), Culture’s role in conflimd conflict management:
Some suggestions, many questions. Internationahaloaf Intercultural Relations,
Vol, 29, Issue 6, p. 744

Schoper Y., (2004), Interkulturelle Unterschiede @ualitatsverstandnis, in:
Internationales Projektmanagement, dtv, Minche296t

Meierewert S, Horvath-Topcu K., (2002), Kulturstards im Vergleich: Osterreich
und Ungarn, in: Osterreichische Perspektiven, 8. 12

Traars F., (1993), Handbuch globales Managen. Vidie kulturelle Unterschiede
im Geschaftsleben versteht, verlag Econ, Diissel@oi24

Keegan W.J, Schlegelmilch B.B., (6. Aufl., 1999)pléal Marketing Management,
Prentice-Hall, Essex, S. 77f

Modller, Kristian; Svahn, Senja, (2004), CrossingtBAest boundaries: Knowledge
sharing in intercultural business networks. Indaktvlarketing Management, Vol.
33, issue 3, p. 220

Jun, Sunkyu et. al., (1997), The effects of accattan on commitment to the
parent company and the foreign operation. Inteonati Business review, Vol 6,
Issue 5, p. 531

Brew, Francis P.; Cairns, David R., (2004), Do wndtor situational constraints
determine the choice of direct or indirect styledntercultural workplace conflicts?
International Journal of Intercultural RelationglM28, Issue 5, p. 346

Stashevsky, Shmuel; Elizur, Dov, (2000), The efte#cjuality management and
participation in decision-making on individual perhance. Journal of Quality
Management, Vol 5, Issue 1, p. 62

10¢



STUDIA UNIVERSITATIS BABES-BOLYAI, NEGOTIA, LIII, 2, 2008
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ABSTRACT The present dynamics of the economic environmernglyinthe
existence of permanent exchange between the watiesseconomies. This fact is
benefic for and desired by all the participants the international economic
transactions market, but it may also imply somkstighus, they must have the
capacity, in the current conditions of financialoktions and involutions, to
protect themselves against the risk generated igygio currency fluctuations in
the case of international business. In this paper,attention is focused on the
possibilities of diminishing the foreign currencysk of the import-export
operations, through usage of derivative instrumems singularized the research
for two components of the derivative instrumentsuffes and options. We added
an accounting approach to the theoretical apprsagjularized for Romania. In
order to be relevant, our study was build in patabhy highlighting the effects of
the foreign currency fluctuations in both the casésusing and not using
derivative instruments. The research findings déinonstrate and sustain the fact
that usage of derivative instruments is an admissibay to cover the risk
generated by foreign currency fluctuations in thgecof import-export operations.

Keywords: derivative instruments, foreign currency risk, imggxport, accounting
approach, Romania

1. INTRODUCTION

Globalization started to be defined after the Sdddorld War. It implies
the internationalization of commercial exchangedpiction and, last but not least,
capital markets. The capitalization of the oppaittes offered by globalization
turned out to be a catalyst for international traties in the current environment
all the world states, either rich or poor, devetbpe developing, are preoccupied
with highly efficient participation to the world @somy and economic circle.
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Out of the vast international trade operationsfagased on the commodities
import-export operations, considered to be the rfaim of international trade and,
nevertheless, the base of interdependence bettates is the trade environment.

LITERATURE REVIEW

Options appeared a long time ago as a responsavestors’ needs.
Confirmation of such instruments can be found wagkbto 3500 B.C. when the
Phoenicians and Romans used contracts with tenmgasito the present options
regarding the commodities transported on their cemcial boats. In Romania,
until 2007, the only exchange where such instrumemtre offered was Sibiu
Monetary - Financial and Commodity Exchange (noweS). Options were
launched in November 1998. Sibex also offers ogtion futures contracts on 19
shares listed on the BVB and also for foreign ergearates (RON/EUR,
RON/USD, EUR/USD), rates of interest (EURIBOR, LIBOBUBOR) and stock
market indices (SIBEX9 and SIBEX18) (Vlada, 2008).

The Romanian literature contains papers of varauthors that, for the
past years, were concerned mainly with researcHimancial instruments, in
particular derivatives (Dutescu, 2000; Nistor, 2023806; Filip 2006, 2007; Ilvan
Ungureanu, 2003; Coloian, 2006; Miclaus, 2008). iTHiedings on different
aspects related to the existence of these instiisnae highly valuable both for
other researchers that may come to realize thedigfatheir usage in different
situations and areas, and for the large public ity become an effective user of
derivatives, and thus a trained participant inithernational trade market.

Moreover, according to the latest statistics, thernational market of derivative
instruments has had a high growth rate in the pasbd, of 24% annually (2006).
There are two major segments on this market irezatiwe instruments for the rates of
interest and foreign currency instruments (withaaerage growth rate of 13-15%
annually). Another significant tendency of the nedrik the past period is the slowly
decreasing growth rate for forward contracts oaifpr currency, swap foreign currency
contracts and derivative instruments for primafggi(shares and stock market indices).

The international literature is far more abundantnformation regarding
derivative instruments. Exchange-traded forex eguwontracts were introduced in
1972 at the Chicago Mercantile Exchange and areehctiraded relative to most
other futures contracts. Forex futures volume hasvg rapidly in recent years,
and accounts for about 7% of the total foreign excfe market volume, according
to The Wall Street Journal Europe (2006).

Kolb did a great practical introduction to derivas in the capital markets.
It offers just enough theory for the reader to ustdend the important role that
financial engineering plays in pricing and heddingse instruments. (Kolb, 2007)

Nassim Taleb's (199&)ynamic Hedginds an extraordinarily authoritative
and informative book. Balancing essential theoryhvihe realities of markets,
Taleb explains the strategy, tactics and risks—lwstimodel and off-model—of
managing derivatives portfolios. Cautions, insigiiisl essential techniques jumble
together with anecdotes and practical examples.
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The phenomenal growth of derivative markets actbssglobe indicates
their impact on the global financial scene. As $leeurities markets continue to
evolve, market participants, investors and regutaéwe looking at different ways
in which the risk management and hedging needswafsiors may be effectively
met through the derivative instruments. Howeverisitequally recognized that
derivative markets present market participants @@giilators with different and
complex regulatory (control) issues, which musatequately addressed if derivative
markets are to gain and maintain investors’ comige Thus, more and more
companies are using (or being forced to use) fatwaed derivatives to stay
competitive in a fast-changing world characteriagdoth unprecedented opportunities
and unprecedented risks (Nwaobi, Godwin C, 2008)

Complexities of today's financial markets are iasieg day, and so are the
opportunities and risks associated with them. & @&en a way out to hedge all
levels of risks weather in domestic scenario orlevdiealing in a multi currency
environment. Types of instruments are increasiogfderivatives in the form of
Futures and Options to the upcoming ones like aagreswaps in open markets.
Understanding each of them is difficult but it given extra edge in hedging the
risks of small and big corporations or even atilrktael.

2. MATERIAL AND METHODS

There are two arguments based on which we dectdeesearch this theme.
On the one hand there are the arguments alreadynshbove, related to the
international trade that represent, as an expresgi@ach state’s participation to the
world economic circuit in the present context ajhar interdependence between the
world states, the strategy for sustaining the nati@conomies. On the other hand,
because of the complexity and the importance offaheign trade operations, they
represent, also for accounting, a particular aeaemely important as far as research
and application is concerned. Accounting reseascfiem all over the world issued
similar hypothesis regarding the role of accountinghanagement science in general,
and the role of information offered by accountingparticular, as part of information
sources with economic characteristics. Romaniahoasitike Pantea (1999), Rosca
(1993), Oprean (1999) consider that the econornfacrimational system is the basis of
management systems with a growing impact on ecanfumctionality and efficiency,
while the economic evidence holds 80% of the ecamaniormational systems’
content and accounting holds 90% of the econonmieaee.

In this train of thoughts, the research theme’'sedijes shown in this
paper are oriented especially towards:

> Harness of accounting information with regard tcefgn currency
transactions taking into account the risks genetaydoreign currency fluctuations;
> Developing a possible solution for increasing tieiency of an

import or export operation within an economic entifeconomic agent)
corroborated with the possibilities of reducing tbeeign currency risk.

10¢



CRISTINA SILVIA NISTOR, CRINA IOANA FILIP, ADELA DEACONU

In order to reach our objectives we based our stdycertain deductive
methods of scientific researchhus, we analyzed the import-export operationsgusin
case studies, through the descriptive/narrativehodet but we also analyzed
documents, especially the accounting documenth, cagtent and synthetic. We may
note in this case the fact that we used both thetgative and the qualitative method
during our research. And, for the data collectwea,used the observation method.

In order to set out our research’s directions wal#ished certain research
hypothesis. G. Watson (1987) said that to researelins to answer a question or
to search for an answer. It does not imply justgmaple study of an area. The
study represents a preliminary stage and it isspghsable for the research, but no
more than that. This is the essential researcht pdhve paper tries to solve or
answer a question - if the motive exists, thenllyfrtae whole picture will exist.

The established hypotheses are:

H1: The usage of derivative instruments, in thisecéutures contracts
represent a way to cover foreign currency risk atumty in the case of import-
export operations

H2: The usage of derivative instruments, in thiseca@ptions contracts
represent a way to cover foreign currency risk atumty in the case of import-
export operations.

Our findings will have a significant importance fdt Romanian economic
entities that are involved in the internationabirgrocess. The presence of foreign
currency fluctuation risk in this process can netdenied.

The authors’ personal contribution to the subjéc¢his paper i.e. the usage
of derivative instruments, in this case term cartgdutures and options, relates to
the theoretical approach but most important toptfaetical side of the subject. For
it to be relevant, the case study on Romania iscbas the national and international
framework i.e. the national legislation linked tbet international accounting
standardsWe build our study in parallel, taking into accouhe effects of the
foreign currency fluctuation when derivative ingtrents are used and when they
are not used. The effects are shown both from nifgoiter's and the exporter’s
point of view. In this way the findings can be meeted more easily, thus the
established hypothesis for the research theme eanllwated or invalidated.

RESULTS AND DISCUSSIONS
3.1. General presentation

The main characteristic of an import-export operais the fact that it is
done in a foreign currency. To register the operatine has to transform its value
into the national currency i.e. lei, by applying xchange rate (established for the
day of the transaction) between the national cesreand the foreign currency to
the value of the transaction. Subsequent, the balaheet elements shown in a
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foreign currency will be noted at a different excpe rate than the one from the
day of the transaction (according to O.M.F.P n@52/2005), thus differences of
exchange rate may occur in one of the following reots:

» At the maturity of the debts and receivables regestin a foreign currency:

» At the end of the financial yeawhen theun-cashed receivableand
unpaid debtsire reevaluated at the exchange rate from DeceBiBier

» At the end of the financial year the amount inabeount Cash at bank in
foreign currency is reevaluatet the exchange rate from Decembe¥ Bilorder to
present correct information through the financegarts.

The recognition of the foreign currency fluctuatpnat the above
mentioned moments, will lead to financial incomelass that will influence the
result of the economic agents’ activity engagedniport-export operations. As
these transactions are part of their activity, e £nd, the entity as a whole is
influenced as far as import-export operations’ pabfeness is concerned.

Under these circumstances, we consider that thaoadio entities that
engage in import-export operations should take oressin order to eliminate
these influences. Moreover, importers and expotiense to face another issue as
they have to pay the profit tax applied to theati#ihces generated by the foreign
currency fluctuation.

Visan, Buruda, Burtescu, tai(2006) show such a way in the form of
derivative financial instrumentsegulated by the International Accounting Standard
IAS 32 “Financial Instruments: Presentation” and&I89 “Financial Instruments:
Recognition and Measurement” but also by the Roamaregulations O.M.F.P. no.
1.752/2005. This solution is used by a small partiedertakings, more active,
trained and informed.

Out of the derivative financial instruments’ categave will focus on
presenting term transactionsfutures and term transactions witbptions as a
concrete way of covering foreign currency risRQver time, as trade intensified,
competitiveness and other factors triggered theamce of these instruments, in
an organized environment i.e. commodities and naopdinancial market.

3.2. Term transactions — futures

As any other transaction, the futures transacsdmased on a contract. The
contract contains the parties engagement to deligspectively receive, at a future
date, a commodity or a determined foreign curreatya price established in the
moment the contract is signed, if at maturity, dperator’s position remains open.
The party that takes on the obligation to recehe ¢commodity/foreign currency
opens a “long” position (long hedging), while tlwures’ seller has a “short” position
(short hedging).
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The definition of the futures contract dn et al, 2006) highlights its main
features:

» The futures contract is standardized in respecth®:nature of the
underlying security, the contracted quantity ite transaction’s unit (for example
500 euros/contract), the delivery month. The dejiveonth does not represent an
exact date but a period of time — months. Delivergnths are predefined and
published on the stock market.

» The price of the futures contracts is establisheohgs a specific
negotiation and engagement procedure to this agdnmnarket. Depending on the
market’s conditions the price fluctuates daily ahds the contract’'s value is
variable (not fixed as in the case of the forwardtract);

» The futures contract is carried out by the actedilvdry (the delivery
of the underlying security) made only by the opaistwith open positions in the
last transaction day established in the contracdmRhe moment the contract is
signed until the delivery month the short positiaider (the seller) may cover his
position through a purchase, and the long poditadder (the buyer) through a sale.

As an organized market, on which the price for rfegucontracts is
established, a market that ensures the carryin@fotlte contracts and guarantees
that each party respects its obligations, the stoakket has a specific mechanism
for these transactions (futures) that relates édaiowing (Visan et al, 2006):

A. the transactions’ inceptiois initiated by the operators (buyers-sellers)
through orders given to the broker firms with whitley work in order to set the
contracts. Concurrently the operators open speciebunts at the broker firms in
order to bring into effect the transactions. Pritgarthe operators supply the
accounts with a margin — a percentage establistiedfdhe value of the contracts.
Subsequently, the level of the margin is broughttaimlate as the value of the
futures contracts changes by market quotatibhus, the gains and losses determined
by the market quotation are reflected in the opesdtaccounts: they receive cash
in the deposit account for the gains, and the ®sse redrawn from the cash
available in the account. When the cash in the wadcexceeds the level of the
margin, the operators may redraw it of they mayiuseorder to open new futures
positions. The guarantees available in the accaftet the contracts are terminated
are returned to the operators;

B. market quotation of the futures contra@iad also the set of compensation
operations, offset and delivery/acceptance ofstitermain the responsibility of the
Clearing Houseswhich work directly with the brokers who likewigerk with the
operators (buyers-seller) that don not know eabhbrot

* Market quotation refers to the periodical adaptatf the futures contracts’ value according to the
futures price evolution on the market
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C. futures (for foreign currencies) contracts’ termiizea can be done in
two ways: through delivery i.e. delivery/paymenttbgé foreign currency or by
terminating the opened position i.e. by compengatiith a converse operation.
Out of the two, the latter represents the rulefémures transactions. This is the
argument behind the conclusion that futures trams@cdo not represent an actual
foreign currency delivery (the object of the cootja but an incipient form
designed to profit from the advantageous pricetdlatons on the stock market
(speculative operations).

Summing-up the characteristics of the futures @mtér and the specific
way in which they are brought to effect, we camtdg the following differences
between futures contracts and forward contracshawn in table 1.

Table 1.
Futures contracts versus forward contracts

Futures Contracts Forward contracts

» are traded on the stock market » are not traded on the stock market

» use compensation techniques that offér are private and negotiated between

protection for both parts parts without guarantee on the stgck
market

» need payment of margin » do not need payment of margin

» are used for protection against price= are used for protection against price

fluctuations and for speculations fluctuations and for physical deliveries

» are standardized and published » depend on the negotiated contract
terms

» are transparent — future contracts ave are not transparent as there are|no

reported on the stock market reporting conditions — they are private
business

Futures transactions — also knownlesliging, are different according to
the position held by the operator in the commeropration outside the sock
market for which he wants to cover the risk. Ther¢ arelong hedging(or
purchase hedginggndshort hedgindor sell hedging

CASE STUDY: Long hedging

An economic entity imports, in June N, raw material CIF value of
50.000 euro, at the foreign currency rate of 3glkeliro, with payment after 30
days, in July. In order to protect itself agairtst tisk of euro appreciating against
the national currency, the Romanian importer opaneng hedging for future
contracts in euro at the strike price of 3, 35el@i6, buying 100 contracts x 500
euro/contract. At the maturity of the external debtJuly N, the spot price is 3,45
lei/euro, and the futures rate (August) is 3,%elaib.
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These operations are accounted for as followsdgabl

Table 2.

The accounting circuit specific to import without /with measures for covering foreign
currency risk — long hedging

Without measures for covering foreign

currency risk (without futures

contractg

With measures for covering foreign currency ris
(with purchase hedginp

- June N, accounting the imported
50.000 x 3,25):

raw materials (

- June N, accounting the imported raw
materials (50.000 x 3,25):

foreign supplie

Raw =| Suppliers 162.500 Raw =| Suppliers 162.500
materials materials
- July N, paying the debt towards the-  June N, setting up the deposit of initial

r (50.000 x 3,45):

% =| Cash at 172.500
bank in
foreign
currencies
Suppliers 162.500
Foreign 10.000
exchange
losses

margin, at the broker firm, 10% of the futures

contract’s value (100 x 500 x 3,35 x 10%):
Sundry debtors Cash at bank 16.750
analytic-broker in lei

- July N, paying the debt towards the foreign
supplier (50.000 x 3,45):

% = | Cash at ban 172.500
in foreign
currencies
Suppliers 162.500
Foreign 10.000

exchange lossep

by market quotation of futures contracts:
June futures rate: 3,35 lei/euro x 500 euro
July futures rate: 3,5 lei/euro x 500 euro
Gain from futures contract: 75 lei
Financial income: 75 lei/contract x 100 contrag

- July N, accounting the operations generated

{5

Other shortterm |=| Other 7.500
investments and financial
related receivables incomes
- Alimentation of the deposit:
Sundry debtors /|=| Other short term| 7.500
analytic-broker investments
and related
receivables
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- August, payment to the broker out of the
deposit account of the owed commission for the
futures transactidr(for instance, 0,5%):

100 x 500 x 3,35 x 0,5%:= 1.730 lei
Commissions|=| Sundry debtors / | 838

and fees analytic-broker

- The broker transfers the balance account of
the deposit in the current account of the exporte

=

(supplier):
Cash atbank |[=| Sundry debtors | 23.412
in lei analytic-broker

INTERPRETATION

When the importer takes measures to cover thegforeurrency risk, by
purchasing futures contracts, he registers a nahdial loss of 3.338 lei (financial
incomes of 7.500 lei, financial losses of 10.00Gate commissions of 838 lei). But
when the importer does not cover the foreign cegreisk through futures contracts,
the financial loss is 10.000 lei (foreign exchalggses). We can thus conclude that
through futures contracts the importer gains 6166@20.000 — 3.338).

Given this, we may state that the first hypothégls the use of derivative
instruments - futures contracts, as the resulhefgresent example shows, futures
contracts, represents a way to cover foreign exghaisk at maturity in the case of
import operations, has proven to be valid.

Case study: Short hedging

An economic entity exports commodities in Septeniei heir value of
150.000 euros will be received in October N. IntS8eyer N at the moment of the
transaction the spot price is 3,8235 lei/euro. ideo to cover the risk of euro
depreciation, the exporter sales 150 futures cotgraeach of them covering an
amount of 1.000 euros at the futures rate (NovenbfeB,8450 lei/euro. At the
external receivables’ maturity generated throughoex in October, the spot price
is 3,6738 and futures November 3,65 lei/euro.

The accounting interpretation of these operatisrghown in table 3:

® The commissions levied by the BMFMS Sibiu arelslisthed in a fix amount per contract, between
1,2 and 1,7 lei/contract
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Table 3.

The accounting circuit specific to export without /with measures
to cover the foreign currency risk - short hedging

Without measures for covering foreign
currency risk (without futures contracts)

With measures for covering foreign currency

risk (with selling hedging)

- September N, accounting the commodi
export (150.000 x 3,8235):

export (150.000 x 3,8235):

ies September N, accounting the commaodities

Customers =Sales of 573.525| | Customers | ESales of 573.525
commodities commodities
- October N, cashing in the external September N, setting up the deposit of initial
receivable (150.000 x 3,6738): margin, at the broker firm, 10% of the futures
% g Customers| _ 573.525| contract’s value (150.000 x 3,8450 x 10%):
Cash at 551.070 Sundry =| Cash at bank | 57.675
bank in debtors / in lei
foreign analytic-
currencies broker
Foreign 22.455
exchange
losses

- Octaber N, cashing in the external receivable

(150.000 x 3,6738):

% =| Customers
Cash at
bank in
foreign
currencies
Foreign
exchange
losses

573.525
551.070

22.455

- October N, accounting the operations
generated by market quotation of futures
contracts:

September futures rate: 3,8450 lei/euro x
1.000 euros

October futures rate: 3,6500 lei/euro x
1.000 euros

Gain from futures contract: 195 lei

Financial income: 195 lei/contract x 150 contragts

Other short term |=| Other 29.250
investments and financial
related receivables incomes
- Alimentation of the deposit:
Sundry debtors /|=| Other short | 29.250
analytic-broker term
investments
and related
receivables
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- November, payment to the broker out of the
deposit account of the owed commission for the
futures transaction (for instance, 0,3%):
150.000 x 3,8450 x 0,3% = 1.730 lei
Commissions| =| Sundry debtors/ | 1.730
and fees analytic-broker

- The broker transfers the balance account of
the deposit in the current account of the
exporter (supplier):
Cash at bank| =| Sundry debtors /| 85.195
in lei analytic-broker

INTERPRETATION

What the exporter lost because of the decreaséeoffdreign currency
between the time of the transaction and the morttentreceivable reached its
maturity (loss that is definitive in case the f@sircontracts are not used) i.e. the
sum of 22.455 lei, is covered by the futures cangrarl hus, by selling the futures
contracts the exporter obtains a 29.250 lei gaihpbwhich the commission to the
broker of 1.730 lei is paid, thus resulting an imeoof 27.520 lei that covers the
whole foreign exchange loss related to the expoetation.

Given this, we may state that the first hypothégls the use of derivative
instruments - futures contracts, as the resulhefgresent example shows, futures
contracts, represents a way to cover foreign exghaisk at maturity in the case of
export operations, has proven to be valid.

3.3. Term transactions with options

The option is a contract in a negotiated form sigig two parts, the seller
(writer) and the buyer (holder), in which the setiers the buyer the right to buy
or sell an underlying security (commodities, foreigurrency or a financial
instrument) in certain conditions (strike price,peation date). Thus, by their
nature, there are two types of options: call ogifnight to buy) and put options
(right to sell). These financial contracts haveistinctive feature because they
offer rights, but do not imply obligations. Thisttee difference between them and
the forward or futures contracts i.e. the lossiieir holder is limited. The buyer of
an option gains the right, but not the obligatiorbtly or sell a certain amount of
foreign currency, at a certain strike price, at extain time, agreed upon in
advanced. The buyer pays the seller a premiumdoiiemium) for this rightThe
main difference between derivative instruments @her financial instruments is
that, in the case of derivatives, the buyer payg ampart of the underlying security
value, but he may benefit integrally from the uhdeg security price fluctuation.
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Call options.A call option is a contract that offers to the hesldhe right,
but not the obligation, to buy a certain amountfakign currency, at a certain
strike price, at a certain time. The lack of comspuihess implies limited liability
for the buyer. He may fall out of the contracthétprice evolution at maturity does
not suit him. Keep in mind that, although until thigtion is called the underlying
securityprice (foreign currency) increases, the buyer with, by paying less for
that asset, and the gain increases as the assetgmes more and more over the
strike price. If the foreign currency rate decreaseder the strike price, the buyer
losses, but this loss is limited to the amount @eich premium for backing down
the right to call the option. The situation is viegsa for the seller of the call option.

CASE STUDY: Call options

An economic entity purchases in 1.03.N, importedroodities on commercial
loan (CIF condition for delivery) in the amount5.000 $, at the exchange rate of
2,7 lei/$, payment after 3 months i.e. 31.05.N. ithgorter predicts an increase of
the foreign currency and starts an operation teecdwe risk regarding the debt to
the foreign supplier. In this idea he buys a caftian of 50.000$ (underlying
security), at the strike price of 2,8 lei/$. Thetiop premium paid is 6.000 lei
[50.000% x (2,8 — 2,7)lei/ $ + 1.000 lei additionalue]. At the expiration date of
the option - 31.05.N, the spot price is 3 lei/$.

The operations are accounted in two ways: one lyynguhe call option,
and one by not using any measures to cover thgforeirrency risk, as shown in
table 4.

Table 4.

The accounting circuit specific to import without /with measures to cover the foreign
currency risk — call options

Without measures to cover the foreignWith measures to cover the foreign currency
currency risk(without call optiong risk (purchase of call options)
- 1.03.N, accounting the imported - 1.03.N, accounting the imported commaoditjes
commoadities (50.000 x 2,7): (50.000 x 2,7):
|Commodities| = | Suppliery 135.000| | Commodities | FSuppliers | 135.000|
- 31.05.N, payment of debt to the foreign ~ payment of the premium option (accountipg
supplier (50.000 x 3): the financial instrument):
% = |Cash at ban150.00( Other shortterm| =| Cash at bank 6.000
in foreign investments in lei
currencies and related
Suppliers 135.000 | | receivables
Foreign 15.000
exchange
losses
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- 31.05.N, calling the option by purchasing
50.000 $ at the strike price of 2,8 lei/$, even if
the spot price (for that day) is 3 lei/$:

Cash at ban = |% 150.000
in foreign
currencies
Cash atbank [140.000
in lei
Foreign 10.000

exchange gains

- writing off the financial instrument b
performing the call option in $:

Other = | Other shortterm | 6.000
financial investments and
expenses related receivables

INTERPRETATION

In this case, the call option brought the impoetet.000 lei gain, because
he paid only 146.000 lei (6.000 lei option premittrhi40.000 lei value in lei of the
purchased currency at the strike price) for writaiythe external debt, instead of
150.000 lei (value in lei of 50.000 $ at the exaj@mnate of the day ). In case the
importer had not called the option he would hawe &d5.000 lei loss, representing
the exchange rate difference for the foreign cuyet the time of payment to the
foreign supplier. On the other hand, the call aptoseller registered a loss of
4.000 lei (10.000 lei representing the negativéediince of exchange rate minus
6.000 lei cashed premium). In case the call optidmiyer had not called the right
to buy, he would have lost the premium option &06. lei, and the call option’s
seller would have gained this amount.

Thecall option’s seller(the seller of the underlying security i.e. theefgn
currency), will account the operation as follows:

» accounting the financial instrument (the call optoontract) after the
option premium has been paid by the holder:
|Other short term investments and related receisab|®ther financial incomes|  6.00D

» selling to the call option’s holder the foreign @ncy at the strike

price of 2,8 lei/$, when the spot price (in thay)da 3 lei/$:
% = | Cash at bank in foreign currencies 150.000
Cash at bank in lei 140.000
Foreign exchange losses 10.000

» writing off the financial instrument through cashiin the option
premium (through the hand of the broker):
|[Cash at bankin lei | =] Other short term investmantsrelated receivablés 6.000 |

11¢€



CRISTINA SILVIA NISTOR, CRINA IOANA FILIP, ADELA DEACONU

Given this, we may state that the second hypotHhd2is.e. the usage of
derivative instruments — in this example optioeRresents a way to cover foreign
currency risk at maturity in the case of importrgpens, has proven to be valid.

Put options The selling option (put) gives the holder the rigintsell the
underlying security (the foreign currency) to theter of the option at the strike
price agreed upon in the contract, after the opgioemium is paid so that the
transaction may be realized. If until the expiratiate the exchange rate decreases,
the put holder will win, and if the exchange ratereases over the strike price, the
put holder will lose, but he will lose only the ammb paid as an option premium
(because he will not exercise the right offeredh®sy option). The situation is vice
versa for the writer of the put option.

CASE STUDY: Put options

An economic entity sells commodities to a foreigatomer, in 1.09.N, at the
external value of 30.000 euros, spot price 3,%Ued, cashing in after 3 moths i.e.
31.11.N. The exporter predicts a decrease of tbleagge rate, and starts an operation
to cover the risk for the foreign receivable. lis tldea, he buys a put option for 30.000
euros (underlying security) at the strike price3pt lei/euro. He pays an option
premium of 4.000 lei [30.000 euros x (3,5 — 3,48laio + 1.000 lei additional value].
At the option expiration date i.e. 31.11.N the gpate is 3,15 lei/euro.

Theexporter accountthese operations, depending on the chosen alternat
as follows (table 5):

Table 5.
The accounting circuit specific to export without /with measures to cover
the foreign currency risk — put options

Without measures to cover the foreignWith measures to cover the foreign currency

currency risk(without put option3 risk (purchase of put option¥

- 1.09.N, accounting the commodities  1.09.N, accounting the commodities expprt

export (30.000 x 3,5): (30.000 x 3,5):

Customers | = Sales of 105.000 || |Customers =| Sales of 105.000
commodities commodities

- 31.11.N, cashing in the receivable fram  payment of the option premium (accounting

the foreign customer (30.000 x 3,15): the financial instrument):

% = | Customers 105.00p|Other short = |Cash at bank in4.000

Cash at bank 94.500| (term invest- lei

in foreign ments and

currencies related

Foreign 10.500(| |receivables

exchange

losses
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- 31.11.N, cashing in the receivable frgm
the foreign customer (30.000 x 3,15):

% =|Customers|_105.000
Cash at bank in 94.500
foreign currencies

Foreign exchang 10.500
losses

- 31.11.N, using the put option but selling
30.000 euros at the strike price of 3,4 lei/eurp:
Cash at bank [=|% 102.000
lei

Cash at ban}e4.500
in foreign
currencies
Foreign 7.500
exchange
gains

- writing off the financial instrument by
performing the put option of foreign currency

sale:
Other financial |=|Other short | 4.000
expenses term
investments
and related
receivables

INTERPRETATION

In this case, the put option has brought the haldher exporter) a loss of
7.000 lei because of the difference between theivable of 105.000 lei and the
cashing in of the option of 98.000 lei (102.000 fl@m using the option’s right
minus 4.000 lei paid as option premium). But if #wgorter had not used the put
transaction his loss would have been 10.500 leD{BDeuros x (3,5— 3,15)lei/euro].
Thus we can state that the exporter gained by bugimd using the put option the
amount of 3.500 lei (10.500 lei — 7.000 lei).

As the put option’s writer is concerned, he 10808 lei (7.500 disadvanta-
geous difference of exchange rate minus the caspgoin premium of 4.000 lei).
In case the put option’s holder had not used ttjiet io sell the foreign currency,
he would have lost the option premium that wouldehheen a gain for the put
option’s writer.

Thus, theput option’s writer will accoun{the underlying security’s buyer
i.e. the foreign currency’s buyer) these operatemesas follows:

121



CRISTINA SILVIA NISTOR, CRINA IOANA FILIP, ADELA DEACONU

» accounting the financial instrument (the put optommtract) after the
buyer paid the option premium:

Other short term investments= | Other financial incomes 4.000
and related receivables
» selling 102.000 lei to the put option’s buyer (#opiivalent of 30.000
euros at the strike price of 3,4 lei/euro) in exaf@for 30.000 euro (the underlying
security) at the spot price of 3,15 lei/euro:

% = | Cash at bank in lei 102.000
Cash at bank in foreignh 94.500
currencies

Foreign exchange losses 7.500

» writing off the financial instrument through cashiimn the option
premium (through the hand of the broker):

Other short term investmemd | 4.000
related receivables

Cash at bank in lei

Given this, we may state that the second hypotHhd2is.e. the usage of
derivative instruments — in this example optioeRresents a way to cover foreign
currency risk at maturity in the case of exportrafiens, has proven to be valid.

4. CONCLUSIONS

We must mention the fact that foreign currencyapiare used during the
periods in which there are high and volatile exgfemates. In this case, the
customers may choose the price, the period an@jppeopriateness of using the
option contract. This offers them the possibiltychoose and thus, flexibility.

Consequently, the foreign exchange risk may beirgi®ed or at least
diminished through the usage of derivative finana@struments. In Romania
derivative financial instruments were first use@irgust 1997, within Sibiu Monetary-
Financial and Commodities Exchange (BMFMS), exadflgh the purpose to
minimize the foreign currency risk. For an efficiesk management, futures contracts
and options for futures contracts were used. TBMEMS became the first market for
futures and options in Romania. In June 2000, BMFNt®duced the electronic
system for futures and options contracts transactiokewise, from September 2007
derivative financial instruments are being trarean the Bucharest Stock Exchange
(BVB). In conclusion, we may state that the trualleimge of using the derivative
financial instruments is just beginning to settl® ishape in our country.

We consider that our paper has reached its edtabliebjectives and has
demonstrated the fact that the usage of derivaisteuments is a viable alternative
to eliminate or diminish the risk generated by fixeign currency fluctuation in
the case of import-export operations. Knowing thasguments, the way in which
they work and using them effectively representadvantage for any participant in
the international commercial trade market.
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Table 6.

h results

H1: The usage of derivative instruments,
this case term contracts - futures, repres
a way to cover foreign currency risk

maturity in the case of import-expd
operations

in
ents

at
rtvALID

H2 : The usage of derivative instrumen
in this case term contracts - optiof
represents a way to cover foreign currer
risk at maturity in the case of import-exp

ts,
NS,
NYALID
prt

operations

Nevertheless, these actions launched by the econagents are not
without risk. From an accounting point of view (tken register), we may thus
identify impairments for the depreciation of detiva financial instruments, and
from a practical point of view there is an idemdfineed for some solutions that a
future research aims to detect and analyze.
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THE IMPLEMENTATION OF PROFIT CENTRESINSIDE
AN ECONOMIC ENTITY

ADRIAN GROSANU', PAULA RAMONA RACHISAN?

ABSTRACT. The first part of this paper presents, from a cpti point of

view, the responsibility centres and we used ar#tmal and methodological

approach that allows us to understand the role rglpeplayed by the
responsibility centres, profit centres in particuleoncerning the optimization of
economic efficiency of a business.

According to the existing particularities of ecoriorantities of the cosmetic
industry, we delimited some responsibility centred identified some of the relations
between them. This way we determined two categofiexpenses centres:

v' The centre of general expenses of the entity whichude the expenses of
the administrative function of the entity (includithe financial accounting
departments, human resources, quality control, renwiental protection,
research department and so on);

v" The centre of expenses with the auxiliary actigftthe entity (central heating).

At the same time, we determined two categoriesafftentres:

Level | profit centres — for the productive actyif the entity;

Level Il profit centres — for the sales activitytbe products obtained in the

level | profit centres.

We also underlined the fact that there are sommesfees between these

responsibility centres which take place trough hiees of inner cession of the

transfer prices.

ANARN

Keywords: economic efficiency, economic entity, efficienpyofit centres, budget

I. INTRODUCTION

The aim of every commercial entity with limited oesces that acts in a
competition economy is to conduct business as iefficas possible. In the
economic literature several management methodprasented, among them: the
method of management by objectives, the methodasfagement through budgets,
the method of exceptions management, the methgaorg@ct management and
product management. Each of these methods hasaasljective the transformation
of information concerning reality into decisionsdaalso into rational and efficient
actions. (Borza & al., 2005).
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Recently, organizing responsibility centres hasobee a general practice
of the medium sized and large economic entitied, this situation called for the
modification of the accounting management in respoaf new demands. The
introduction of efficient management by organizihg activity in responsibility
centres represents a method of management thashmain objective the optimum
use of resources inside the organization by motmaand stimulation of the
creativity of all employees who participate to th#illing of the determined tasks
and objectives (Rusu & Voicu, 2001).

As a result, a new branch of managerial accouajimgared, the Accounting
of Responsibility Centres (Responsibility Accougjirthat deals with the way in
which the benefit reports of the responsibility ttes are created and generated,
being specialized in collecting, using and repagrtail the information needed to
ensure the performance of each responsibility eentr

Il.RESEARCH METHODOLOGY

The domain of scientific research acknowledgestipes of research: the
guantitative and the qualitative research. Qualtatesearch represents “any type
of research that generates establishments whichcarebtained using statistical or
other quantitative methods” (Strauss and Corbirf0)9Qualitative approach is
used when the aim is to observe a phenomenon antetpret reality.

A typology of researches (Miller, 1977) disting@shhe following approaches:

- basic research that investigates the level of knowledge and lwriiig
contribution if it discovers a new problem or ifvé®ps a new theoretical approach in
order to solve the problems earlier known. Thigdkif research is very useful for
researchers and not so useful for practitioners;

- applied resear ch, that contributes to the consolidation of knowledge
has practical implications. This type of researstbased on the previous basic
research and tests it;

- usable research, that implies dissemination of some former resaltd,
in essence, is not applied in practice.

With these as a starting point, our research cadefieed as a qualitative
research, of the applied type, with elements ofcbessearch. Because we have
started with the study of specialized literatureider to integrate the problem we
have investigated before in other papers and foremzarches, a starting point to
achieve our proposed objective, which is the amalysthe role and of the means
of implementation of profit centres in an entitgpecially with applicability in the
case of entities in the cosmetic industry.

I11. PROFIT CENTRESIN AN ECONOMIC ENTITY

Several categories of responsibility centres cadisinguished within an
economic entity: the centres of costs, centrexpémrses, centres of profits, centres
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of incomes or centres of investments. Accordinthtotype of entity, the technical
and productive characteristics, the informatioregds of an entity’'s management,
we can identify a certain combination between tlagious categories of the
implemented responsibility centres.
There are three systems of development and impteti@nof responsibility

centres:

v The system of cost centres — if they are delimitedinly cost centres in

the entity;

v' The system of natural profit centres — if the gni#t divided in natural

profit centres;

v The system of artificial profit centres — if thest@entres are transformed

in profit centres by inner transfer prices.

No matter what the chosen system is, in ordertftw function efficiently,
some essential conditions must be fulfilled for thecessful implementation of
such systems (Leca, 2008), additional to the omjyagiof the accounting of
responsibility centres (informational — accountinfyastructure in order to achieve
the control/evaluation of performances) and theagament by exceptions (for the
reporting of deviations from prescriptions and sjile

1) assuring the confidence in the system — manageas$ be convinced of
the fact that their performances are describedrdougly and correctly evaluated;

2) permanent revision of control systems for indkrcontrol — in order to
ensure the actualization and correctness of acicguimtformation. This assertion
is based on two motivations — on one hand, angesys wearing away, and on the
other hand there is a possibility for some persmséde the entity to try to
manipulate the measured performances by forginguatimg registers (undeclared
stocks or by registering the costs in other ac&)unt

3) periodical revising of the organizational sturet and of the decision
making process — giving up some products and ptdohes and adding new ones;
managers from all levels are changed as they beobsw@ete; production activities
are transferred between entities or changed bectaciseological innovations — alll
of these are reasons for the reporting entitiegp@esibility centres) to change their
structure and form in order to remain efficientime.

The deimitation and implementation of responsipitiéntres at the level of
an economic entity are fundamental stages in abt@isome real and exact
information from the accounting financial adminggton. The criteria used for the
delimitation of profit centres can be of two tygBscolescu & Verboncu, 1998):

v' Procedural, according to which the most important componevits
the entity (functions and activities) can be elabed as profit centres;

v Structural-organizational, according to which each functional and
operational department or groups of these depatsmiegcome and function as
profit centres.
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If the organization of the entity in responsibiliggntres is desired, with
emphasis on the profit centres, the entire infaonat system of the entity must be
redesigned in such a way to answer the demandee afew structure and to provide
guality information regarding the costs level, parfances, deviation from budgets, in
order to fundament the economic decisions. Butrbafedesigning the informational
system, under the condition of the organizatiothefeconomic entity in responsibility
centres, an important stage is represented byllbe/ing steps (Leca, 2008):

v' Step 1: The entity is divided into responsibiligntres, according to the
following criteria and rules:

- Geographical area: country, district, county, eitgesults investment or
profit centres, if the business unit has a juridmarsonality, or cost centres if the
business unit does not have a juridical personality

- Organizational or functional criteria — productidepartments, marketing
etc. — it is recommended that only costs centrealdiresult;

In our opinion, exist profit centres can exist even if the business unit does
not have a juridical personality because fake or artificial profit centres are
implemented, and their benefits are not always represented by incomes generated
by the sales of goods or services to third parties, but by benefits generated by the
reimbur sements from other profit centres of the entity.

v' Step 2: Managers who are to be held responsibléhforesults of the
responsibility centres are identified. In most saskey are the heads of the
departments or units of the organizational subutiuis that have become individual
responsibility centres. If the activities of a sfiecdepartment are delegated to
another one, the persons who shall lead that cemist be selected.

v' Step 3: The objectives, standards, targets andepsidyf the entire
entity and for each responsibility centre are dbsd: The objectives of the
business are established at the central level mrdktail for each responsibility
centre, together with the centre managers.

The delimitation and establishment of profit cestrenust be done
according to logical and rational regulations (Ropluresan, 1998):

a) any time when it is possible, a benefit centre nmesthe same with a
technical — productive or/and functional subdivsiof the entity: departments,
workshops, branches, subsidiaries, functional effietc.;

b) any benefit centre defined, delimitated and esthbll, must allow the
financial control by a budget of incomes and expens

c) the frontiers of any benefit centre mustdetermined in such a way to
allow the regrouping of expenses and incomes iiowartypes of costs and prices;

d) there must be technical or working activity homogign This does
not mean that the centre manufactures (or tradeg)ome product but it contains a
well located installation or a well defined actwtbhat it executes. A benefit centre
is identified by an installation or an activity andt by a product. In some cases,
inside the same centre more installations can ¢grewped if they have homogenous
characteristics;
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e) a benefit centre must be placed under the authofionly one person,
who bears the whole responsibility, and who is rmaméhout ambiguity. This
condition requires a precise definition of the mspbilities of each person, which
is not always an easy task;

f) it is necessary for the activity of each centréoéoaccountable, the
expenses it does, the products it generates, riisrp@nces.

The organization of the entity in responsibility ntres implies the
implementation of the management system by exaepaod by the accounting of
the responsibility centres (CCR) or of the system the determination of cost
based activities (ABC).

The organization chart of the entity structureginofit centres most often
are under the form of divisional organization. This is characterized by the fact
that the first levels in the hierarchy are not "thpfter the same activities (as in
the case of a classical organization based onuthetibnal criterion) but byheir
field of activity. These are the profit centres, and the cost cerifitee advantages
of the divisional form of organization is the caato adapt to new products, new
clients or new markets, sharing the burden of &spaonsibility of top leaders of an
entity with the chiefs of the departments, a goexspective over the market by the
existence of profit centres oriented on products, veell as by the good
development and improvement opportunities for paney from experimented
generalists, such as divisional chiefs to the mosibf leaders in the leading
committee of the entire entity. The organizatioritef department in the divisions
as profit centres has powerful motivations for gileesonnel.

IV. THE IMPLEMENTATION OF PROFIT CENTRES WITHIN
ECONOMIC ENTITIES FROM THE COSMETICSINDUSTRY

In an economic entity, having cosmetics as the nfigld of activity,
organized in responsibility centres, the profit tcesm have the main role and the
organizational chart must be modified in such a wWanesult, next to profit centres,
also expense centres for the functional departnadritse entity, including general
expenses of the financial administration or othelirect expenses.

The expense centres also include the financialadow department, the
human resources department, the quality control emdronmental protection
department, the research department or auxiliamcgs activities of the entity.

Concerning profit centres, it is recommended tocttre them into two
categories:

v' Level | profit centres — that include the respaifisibcentres where the
cosmetic products are manufactured, and are traedfen order to be sold to the
clients of the sales department;



ADRIAN GROSANU, PAULA RAMONA RACHISAN

v' Level Il profit centres — that include the respbiigy centres of the
sales department, the products transferred froral Iexentres being sold to the
clients of the entity.

The relation between level | and level Il profintes is realized by the
transfer prices. The expense centres transfer ¢pienses to the level | and level
Il profit centres, according to some repartitioiesra.

In an economic entity, having as field of activitye cosmetic industry,
organized in responsibility centres without juraipersonality, taking into account
the fact that the entire production of the lev@lrdfit centres is transferred to be
sold to level Il profit centres, we consider itwsse to settle some transfer prices
represented by the forecasted market price, mingsr&in percentage, that is
settled by negotiation, under the direct supermigi6 the general management of
the entity. Concerning the services provided bydkpense centre with auxiliary
production to level | profit centres, the completeandard cost represents a
corresponding variable under the given conditions.

V. THE BUDGETS OF THE ECONOMIC ENTITIES ORGANIZED
IN PROFIT CENTRES

There is no unitary model concerning the procedafdsidget elaboration,
but each economic entity starts the budgetary geo@éth the forecasting of the
determined budgets and especially with the saletgdtu Also, if the entity is
organized in profit centres, the budgets must ectsted at the level of each
benefit centre and the coordinates by which thegbtsdat the level of a benefit
centre relate to the budgets of another benefitreenust be determined. In this
case, the transfer prices or the inner cessiorepriave a very important role
because they can stimulate or not the growth im@wic efficiency at the level of
each responsibility centre.

There are numerous difficulties to be overcome evicileating budgets,
generally in relation to the problems of estimatiugure values or because of
human nature related factors (some employees mpgsepwrongly established
budgets, thinking that they have a dishonest charathat the management tends
to overestimate costs as a safety measure, thataimpetition between profit
centres or expense centres may cause a dysfurldtigimavior).

In our contemporary economy, the market decidestwiaen and how
much is produced. As a consequence, the budgetacgegs must start from the
elaboration of the sales budget, and later ontérdgnes the production budget in
order to support the forecasted sales. From th@ugtmon budget there derives the
budget for supplies, human resources, and othegdisdn order to achieve under
normal conditions the planned activity, the genedjectives of the economic
entity. The components of an operational budgduenice the financial budget.
The operational budgets are functional if they gateea financial budget that can
be sustained and an efficient use of the limitstueces.
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An entity in the cosmetics industry organized in profit centres may have
the following structure, between profit centres, ame hand, and the expense
centres, on the other hand, existing numerous diakrmaterial and informational
relationships, as drawn in the figure below:

Expenses centres
Expense centre no. 1 | .. | Expense centre no. k

I

Level | profit centres
Benefit centre no. CPI-1
Benefit centre no. CPI-2

Level Il profit centres
Benefit centre no. CPII-1
Benefit centre no. CPII-2

A

A
R

Benefit centre no. CPI-n Benefit centre no. CPII-m

A ><
\ 4 A

Fig. 1. Responsibility centres of an economic entity dredrelations among them

If the economic entity is organized in profit casty not all the components
of the general budget, as it was presented in blogeafigure appear inside each
responsibility centre. In Level | profit centreletexploitation budget is made only
of a production budget, of a supply/raw materiaf&l anaterials consumption
budget, of a human resources budget, (for producaomd of a general expense
budget for production. In the case of Level Il irobntres that emerge in the area
of sales we can find a sale budget and supply egsehudget. At the level of
expense budgets, a general and administrative sgpésudget is created, as well
as all the components of the financial budget, aasdm of all budgets at the level
of other responsibility centres, these generatingeaeral budget for the entire
economic entity. There are two categories of expeesitres:

v'expense budgets regarding the auxiliary produdfionexample, the
heating system), in whose case the costs are ¢ra@dfmainly to Level | profit
centres; and a separate budget is created.

v'general and administrative expenses centres.

Budgets represent the forecasting instrument unber conditions of
economic efficiency of the way of allocation anck wf resources of an economic
entity for a future period of time. As a consequenoudgets are instruments of
forecast, analysis and control of the activitiesaof economic entity during a
specific period of time. Through budgets, the buagecontrol is done, consisting
of the permanent comparison of the results obtafinech budgetary forecasts
aiming to (lonacu, 2003):
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determine the cause (or causes) of deviations fhenbudgets;
inform the various hierarchy levels;

take coercive measures;

appreciate the activity of the people responsibtelie budgets.

D NANNIN

Because in this paper we have tried to describeossilple financial-
accounting system concerning the cost calculatiomprofit centres for economic
entities in the industry of cosmetics, the problginbbudgets is relevant, as budgets
represent a fundamental instrument for the optiteraof the manner how
resources are used, in order to achieve minimurdystion costs and to fulfill the
organizational objectives. For these reasons, wsider that budgets must answer
the need to elaborate a system that improves ihmoeuc efficiency of entities in
the industry of cosmetic products.

This is why we have considered that a budget isvaélhee and/or expression
of forecasts of an entity in what concerns benefitspenses, costs and other
elements of financial and non-financial nature rjpdhat will be contracted or
reimbursed, number of products manufactured or)salctording to the strategic
objectives of the entity and the forecasted necgssgsources. With budgets, the
future policy that will be adopted during a spexifieriod of time, in order to
achieve the initial targets and objectives is defirin order to be efficient, budgets
must be created in such a manner that forecastmbds the effective achievement
as much as possible.

The affirmation that an entity has achieved incalueng a period of time
is not sufficient to show its’ efficiency. We musit forget that an economic entity
exists and is active because the share ownerssociates have put to its disposal
some resources, materialized in production factod,they want for these resources
to be used in a productive manner, in order todmeunerated accordingly. This is
why, some strategic objectives are establishedp&rd and budgets are elaborated.
Economic performance must be analyzed by refetdrtye objectives established
and transferring them to the elaborated budgets.

In order to achieve a growth in the general ecoaafiiciency of economic
entities, lately, the tendency to organize andtersame subdivisions inside the
entities, under the form of responsibility centriessnore and more obvious. In the
case of the economic entities in the industry afneetics, taking into account the
specifics of their activity, we have consideredttihas for their benefit to create
expense centres (manly for the administrative fongtand level | profit centres
(for the productive function) and level Il cent{ésr the commercial function).

Under these conditions, we appreciate that aetred bf an economic entity a
general budget is established, formed of more tipaed and financial budgets. The
operational budgets are also established at thed tdveach responsibility centre
and the financial budget is only established byn@knto consideration the level of
the entire economic activity. Also, a budget w#l bstablished for each level | or
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level Il benefit centre, which comprises the infatran of the exploitation budgets
elaborated at the level of the benefit centre, hactvother elements of expenses or
transfers are added in such a way to be able evndiete the forecasted profitability
for each benefit centre. In the end, by compatiegdrecasts to the accomplishments,
deviations and their causes can be determined.pfdfé@ability of each product
and the deviations from the budgetary profitabitian also be determined.

V1. CONCLUSIONS

The economic environment in Romania demands adegnsiruments to
support decision-making processes inside econontittes and the present paper,
opens other directions of study such as a simuldhat captures the way how the
system functions and an analysis of the performgmiteach responsibility from
the point of view of the relation between the effex values and the forecasted
ones. The final objective of this system would be improvement of economic
performances, the providing of quality informatiwhen needed, for the decision-
making process at the level of the responsibilégtoes and the entity as a whole.

At the same time, we consider it is beneficiaMizied the qualitative research
to a quantitative one, by creating an informatiotata base, concerning the way
how economic entities, in the Romanian industrgagmetic products in, consider
the organizing in profit centres and if they argamized din such a way. We
believe that, starting from the direct observatiohsome case studies, we may
commence with interviews and questionnaires froeater and analyze a database.
This methodological pluralism of a very complex lpesm would be useful to the
management who can only gain by using methodoldgoes different paradigms
informally in order to achieve maximum efficiency.
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METHODS OF PORTFOLIO MANAGEMENT
- AREVIEW OF LITERATURE -

CRISTINA CURUTIU!

ABSTRACT. In recent years, a growing body of literature imtfjobo management
has devoted a great deal of attention for thisestibThe theoretical foundation to
portfolio management was offered by Harry Markowitzhe beginning of the 1950s.
The limitations of the original Markowitz model egtimulated the occurrence of
extended or modified models — two of the best kndamd criticized) being the
equilibrium models: CAPM (capital asset pricing mipcaind APT (arbitrage pricing
theory). Alternative optimization methods were alsweloped; among them must be
mentioned: the utility function optimization, cotidinal value-at-risk optimization,
multiple benchmark tracking, scenario-based opttiom, robust statistical methods
and the Bayesian methods. The present paper psavigelective overview of existing
models and methods regarding portfolio managemattaptimization since 1952
(Markowits model) and synthesizes the academiareis¢o date.

Keywor ds: portfolio management, risk, portfolio models, aility

INTRODUCTION

In finance, gortfolio is considered to be an appropriate mix or colecti
of investments held by an institution or a privatgividual. Holding a portfolio is
part of an investment and risk-limiting strategylezh diversification. By owning
several assets, certain types of risk (in partrcspeecific risk) can be reduced.

In building up an investment portfolio a financiastitution will typically
conduct its own investment analysis, whilst a geviadividual may make use of
the services of a financial advisor or a finanamstitution which offers portfolio
management services.

Portfolio management process involves deciding what assets to include
in the portfolio, given the goals of the portfoloavner and changing economic
conditions. Selection involves deciding what assetgpurchase, how many to
purchase, when to purchase them, and what asseaitvést. These decisions
always involve some sort of performance measurenreast typically expected
return on the portfolio, and the risk associatethwhis return (for example the
standard deviation of the return). Typically thepested return from portfolios of
different asset bundles is compared.
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The unique goals and circumstances of the investst also be considered.
Some investors are more risk averse than others.

The theoretical foundation of portfolio managemeastone knows it today,
was laid by Harry M. Markowitz by stating a paranebptimization model. The
idea of this model is to split the portfolio seleat process into two steps where
first the set of optimal portfolios is determinatdathen the investor chooses from
this set the portfolio that suits him/ her bestridavitz’'s approach therefore includes
(i) measuring the expected return and risk of tralable assets (independently of
the investor’s believes and preferences), andn@king certain assumptions about
the investor’s utility functions (independently thfe available assets). These two
steps are then brought together in a quadratienggtion problem. This model, by
now the centre oModern Portfolio Theoryprovoked a revised notion of risk and
in due course of what is a fair risk premium.

M oder n portfolio theory (M PT) considers how rational investors will use
diversification to optimize their portfolios, andw a risky asset should be priced.
MPT models an asset's return as a random variahte,models a portfolio as a
weighted combination of assets so that the retdira portfolio is the weighted
combination of the assets' returns. Moreover, Hgbiofs return is a random variable,
and consequently has an expected value and a variRisk, in this model, is the
standard deviation of return.

An investor can reduce portfolio risk simply by dliolg instruments which
are not perfectly correlated. In other words, itees can reduce their exposure to
individual asset risk by holding a diversified golib of assets. Diversification will
allow the same portfolio return but with a reduceé.

If all the assets of a portfolio have a correlatdri, a perfect correlation,
the portfolio volatility (standard deviation) whle equal to the weighted sum of the
individual asset volatilities. Hence the portfoliariance will be equal to the square
of the total weighted sum of the individual assd@ttilities.

If all the assets have a correlation of 0, a perdecorrelation, the portfolio
variance is the sum of the individual asset weigtygared times the individual
asset variance (and volatility is the square rdéshis sum).

If correlation is less than zero, the assets aversely correlated, the
portfolio variance and hence volatility will be $ethan if the correlation is O.

The Capital Asset Pricing Model (CAPM) is used to determine a
theoretically appropriate required rate of retufran asset, if that asset is to be
added to an already well-diversified portfolio, givthat asset's non-diversifiable
risk. The model takes into account the asset'siteaétysto non-diversifiable risk
(also known as systemic risk or market risk), ofteoresented by the quantity beta
(B) in the financial industry, as well as the expdateturn of the market and the
expected return of a theoretical risk-free asset.
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The model was introduced by Jack Treynor, Willianai®e, John Lintner
and Jan Mossin independently, building on the eavliork of Harry Markowitz on
diversification and modern portfolio theory.

Arbitrage pricing theory (APT) is a general theory of asset pricing that
has become influential in the pricing of stocks.

APT holds that the expected return of a financésked can be modeled as a
linear function of various macro-economic factorstloeoretical market indices,
where sensitivity to changes in each factor isegpnted by a factor-specific beta
coefficient. The model-derived rate of return wiiilen be used to price the asset
correctly - the asset price should equal the exgoeend of period price discounted
at the rate implied by model. If the price divergasbitrage should bring it back
into line. The theory was initiated by the econdr8itephen Ross in 1976.

As with the CAPM, the factor-specific Betas are rfduvia a linear
regression of historical security returns on thetda in question. Unlike the
CAPM, the APT, however, does not itself revealithentity of its priced factors -
the number and nature of these factors is likelghtange over time and between
economies. As a result, this issue is essentiaflyirical in nature.

MATERIAL AND METHODS

In recent years, a growing body of literature imtfoio management has
devoted a great deal of attention for this subj&bis paper provides a selective
overview of existing models since 1952 (Markowitedal) and synthesizes the
academic research to date. It is a qualitativearebe

DISCUSSIONS

In 1952, Harry M. Markowitz published the articlatided “Portfolio
Selection”. In this material, he developed the fmathematical model that specified
the volatility reduction that occurs in a portfolis a result of combining investments
with different patterns of return. The amazing thaebout his accomplishment is
that he developed his thesis over a half centuoy g before the advent of the
modern computer. His influence on the world of nmradinance and investment
management has been so profound that he becamenlamthe father of modern
portfolio theory and was awarded the Nobel PrizeEtonomics in 1990.

Before modern portfolio theory, investment managgmeas a two
dimensional process focusing primarily on the vlitatand return characteristics
of individual securities. Markowitz’s work resulted the recognition of the
importance of the interrelationships among assassels and securities within
portfolios. Modern portfolio theory added a thirdhdnsion to portfolio management
that evaluates an investmentiversification effecon a portfolio. Diversification
effect refers to the impact that the inclusion gdaaticular asset class or security
will have on the volatility and return characteastof the overall portfolio.
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Modern portfolio theory thus shifted the focus dfeation away from
individual securities toward a consideration of pleetfolio as a whole. The notion
of diversification had to be simultaneously recdesed. Optimal diversification
goes beyond the idea of simply using a number eké&a in which to carry your
eggs. It also places major emphasis on finding dtasthat are distinctly different
from one another. This is important because easkdba unique pattern of returns
partially off sets the others, with the effect of@thing overall portfolio volatility.

An alternative view of risk has been derived froxteasive work in
portfolio theory and capital market theory by Maskiz, Sharpe, and others. These
prior works by Markowitz and Sharpe indicated tl@atestors should use an
external markemeasure of risk. Under a specified set of assumgtiall rational,
profit maximizing investors want to hold a completdiversified market portfolio
of risky assets, and they borrow or lend to arave risk level that is consistent
with their risk preferences.

Markowitz showed that the variance of the ratestfinn was a meaningful
measure of portfolio risk under a reasonable sessstimptions, and he derived the
formula for computing the variance of a portfolithis portfolio variance formula
indicated the importance of diversifying your intreents to reduce the total risk of
a portfolio but also showed how effectively diversify. The Markowitz model is
based on several assumptions regarding investavimeh

1. Investors consider each investment alternasvieesng represented by a
probability distribution of expected returns overre holding period.

2. Investors maximize one-period expected utiiyd their utility curves
demonstrate diminishing marginal utility of wealth.

3. Investors estimate the risk of the portfoliotba basis of the variability
of expected returns.

4. Investors base decisions solely on expectedrreind risk, so their
utility curves are a function of expected returrd @he expected variance (or
standard deviation) of returns only.

5. For a given risk level, investors prefer higheturns to lower returns.
Similarly, for a given level of expected returnyeéstors prefer less risk to more risk.

Under these assumptions, a single asset or portfdlassets is considered
to be efficient if no other asset or portfolio sBats offers higher expected return with
the same (or lower) risk, or lower risk with therga(or higher) expected return.

On the American market, the empirical relation texisbetween a portfolio’s
risk and the number of titles that it consists a$ been studied for the first time by
Evans and Archer (1968). They studied Wagner and(lL&71) and Solnik (1974)
for the main European markets. The companies iedud this portfolio had been
selected aleatory. The results of those studiesvshat a number of 15 or 20
companies are enough to make in such a way thasgeeific risk decreases
substantially. Concomitantly it is interesting tbserve that the market risk for a
portfolio which is very well diversified (more th&® titles) it's situated between
20% or 40% from the portfolio’s total risk.
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A value market risk consists of, in according t@®e’s theory, two parts
which are the systematic risk afferent tot the tspmnarket in its ensemble and
explained through its dependence from the macroauixal factor and the risk
specific to each title, which can be eliminateatlgh diversification.

Following the development of portfolio theory by Nawitz, two major
theories have been put forth that derive a modetHe valuation of risky assets.
One of these two models is the capital asset gricindel (CAPM). The background
on the CAPM is important at this point in the boo&cause the risk measure
implied by this model is a necessary input for subsequent discussion on the
valuation of risky assets. The presentation corsceapital market theory and the
capital asset pricing model that was developed stineoncurrently by three
individuals. Subsequently, an alternative multibacasset valuation model was
proposed, the arbitrage pricing theory (APT).

Several authors have contributed to the CapitaleiA$¥icing Model
(CAPM). Sharpe (1963, 1964) is considered to befaherunner and received the
Nobel Prize in 1990. Treynor (1961) independentyealoped a model that was
quite similar to Sharpe’s. Finally, Mossin (196B)nter (1965, 1969) and Black
(1972) made contributions a few years later.

This model is the first to introduce the notionrisk into the valuation of
assets. It evaluates the asset return in relatorthé market return and the
sensitivity of the security to the market. It ithource of the first risk-adjusted
performance measures. Unlike the empirical market model, the CAPM is
based on a set of axioms and concepts that redudimdfinancial theory.

The capital asset pricing model (CAPM), which imadel that indicates what,
should be the expected or required rates of retarnisky assets. This transition is
important because it helps you to value an assptdding an appropriate discount
rate to use in any valuation model. Alternativélyou have already estimated the rate
of return that you think you will earn on an investt, you can compare this estimated
rate of return to the requiredte of return implied by the CAPM and determine
whether the asset is undervalued, overvalued,opedy valued.

The latter was developed by Sharpe in order to léynghe calculations
involved in the Markowitz model and thereby renilenore operational. The next
step in financial modeling was to study the infloerf the behavior of investors,
taken as a whole, on asset prices. What resultsdawheory of asset valuation in
an equilibrium situation, drawing together risk aaturn.

It provides a powerful description of the relatibipsbetween volatility and
expected return in an efficient capital market. id\ghe case with most models,
simplifying assumptions are made to abstract tserese of the relationship being
modeled. With the CAPM, several such assumptioasrade:

1. All investors are assumed to have the same timegs information and
to hold identical expectations regarding the future

2. The market is perfectly competitive.

3. There are no transaction costs for buying alithgesecurities.
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4. Investors live in a tax-free world.

5. Investors can either invest or borrow at the esapiatility-free rate of
interest.

6. Investors are volatility averse.

In such a world, all investors would create anddhitle same efficient
portfolio of volatile investments. This is calldaet market portfoliand is composed
of all volatile investments, each weighted in tewhgs outstanding market value.

The logic behind the CAPM's assertion is fairly giea The idea is that
investors are compensated for taking necessary, sk not for taking unnecessary
risks. The risk in the market portfolio is necegsdtarket risk is inescapable. The
market is the "hot potato” of risk that must benkedy investors in aggregate. Residual
risk, on the other hand, is self-imposed. All inees can avoid residual risk.

The CAPM isn't the same as efficient markets thealthough the two are
consistent. Efficient markets theory comes in thsgengths: weak, semi strong,
and strong. The weak form states that investoraaasutperform the market using
only historical price and volume data. The senorggrform states that investors
cannot outperform the market using only publiclnitble information: historical
prices plus fundamental data, analysts' publiseedmmendations, etc. The strong
form of the efficient markets hypothesis states timaestors can never outperform
the market: Market prices contain all relevant infation. The CAPM makes
similar statements, although perhaps from a siiglifferent perspective. For any
investor whose portfolio doesn't match the markieere must (effectively) be
another investor with exactly the opposite deviaiérom the market. So, as long
as there are no "greater fools," one shouldn't @xpither of those investors to
outperform the market. Efficient markets theoryuss that there are no "greater
fools" because market prices reflect all usefubinfation.

Various extended models of the original CAPM hagerbdeveloped since
the mid-1960s, as well as other models concerngagrity pricing. For example,
Arbitrage Pricing Theory asserts that multiple éamst in addition to market
volatility, are involved in security pricing. TheABM has been criticized on the
basis of its unrealistic assumptions and as novigrgg a completely accurate
description of real-world security pricing. It netreeless remains a powerful model
that highlights the importance of diversificationdathe relationship between no
diversifiable volatility and security expected netst

In 1976, Ross proposed a model based on the plenofpvaluing assets
through arbitrage theory (Roll and Ross, 1980)sThodel, called the Arbitrage
Pricing Theory (APT) model, is based on less resyg assumptions than the
CAPM. While the CAPM assumes that asset returnsiammally distributed, the
APT does not hypothesis on the nature of the Higion. The APT model does not
include any assumptions on individuals’ utility fiions either, but simply assumes
that individuals are risk averse. This simplificatiof the assumptions allows the
model to be validated empirically.
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The chief difference between the CAPM and the ABRThat the latter
specifies several risk factors, thereby allowing domore expansive definition of
systematic investment risk than that implied byGA€>M'’s single market portfolio.

The arbitrage pricing theory (APT) is an interegtiand powerful
alternative to the CAPM for forecasting expectetimes. The APT postulates a
multiple-factor model of excess returns. The cosiolos are:

» The APT is a model of expected returns.

* Application of the APT is an art, not a science.

» The APT points the quantitative manager toward ¢fegionship between
factors and expected returns.

* APT factors can be defined in a multitude of waybese may be
fundamental, technical, or macro factors.

* The flexibility of the APT makes it inappropriate a model for consensus
expected returns, but an appropriate model for @ager's expected returns.

* The APT is a source of information to the activenager. It should be
flexible. If all active managers shared the sanerimation, it would be worthless.

The APT requires less stringent assumptions thaiCPM and produces
similar results. This makes it sound as if the ABTa dominant theory. The
difficulty is that the APT says that it gossibleto forecast expected stock returns
but it doesn't tell you howo do so. It has been called the "arbitrary" pgdiheory
for just this reason. The CAPM, in contrast, comvél a user's manual. The APT
states that each stock's expected excess retuietasmined by the stock's factor
exposures. For each factor, there is a weighte@dall factor forecast) such that the
stock's expected excess return is the sum ovehalfactors of the stock's factor
exposures times the factor forecasts.

The theory doesn't say what the factors are, howaloulate a stock's
exposure to the factors, or what the weights shbeldn the linear combination.
This is where science steps out and art steps in.

In discussing the APT, one should be careful tardjisish among:

» Stories thatmotivatethe APT. These usually involve basic economic
forces that alter the relative valuation of stockfie motivating stories may
mislead some people into thinking that it is neapg$or the APT to be based on
exogenous macroeconomic factors. The applicaticescribed in this chapter
indicate that this is not the case.

* Attempts toimplementthe APT. The APT is by nature arbitrary.
Different individuals' attempts to implement it wilake different forms. One
should not confuse a particular implementation whihntheory.

To these models there are juxtaposed also thedhetexdatic models.
Numerous empirical studies on the performance wéstment funds have been
carried out with the help of traditional measurBse results of these studies often
give negative Jensen alphas, and the Treynor ansuyviand Henriksson and
Merton methods tend to attribute a negative peréoce to informed investors.
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These studies also reveal that the results argamgtstable over time. The results
are therefore relatively unsatisfactory. Howevie, ineasurement methods used in
these studies do not take into account the dynaatiare of the returns.

More recent studies have shown that the use ofitonal performance
measurement models leads to more satisfactorytseduévertheless, when one
look at the modeling of returns with the help ofdals that integrate variations
over time since the beginning of the 1980s, theliegmon of these models to
performance measurement has not been developedlygirathe literature.
Notwithstanding this, models that use stochastiatility are potentially useful.

The ARCH (autoregressive conditional heterosked&gti models were
developed by Engle (1982) and generalized by Baile(1986), after the assumption
of homoskedastic stock market returns was calledqoestion. They allow one to
model volatility stochastically, by taking its vaftions over time into account, and
therefore provide more detailed information.

The ARCH model, which is the simplest, enablesdiweditional variance
to be represented as a function of the squareastffprecast errors.

The ARMA-GARCH model, developed by Weiss (1986)owad to be
even more sophisticated by introducing dynamic riogeinto the first-order
moment. This moment is then represented by an egressive moving average
(ARMA) model.

Engleet al. (1987) extended the previous model to relate itenadosely to
financial theory and reveal the existence of a peémium. The model that they
developed involves introducing the volatility infee conditional mean. The name
ARCH-M means that the ARCH effect is situated i@ thean.

The GARCH model is a generalization of the previomaslel. The volatility
now depends on both a linear combination of theedast error squares (an
autoregressive term) and past conditional variafeesoving average term).

Next to this is important also the study of theesivnent variants of an
individual investor. For example, J. Linter (19685)dies the election modalities of
the investments in financial titles, and there isitaations sequence by which an
investor can choose the optimum investment variant.

The assets in the portfolio could include stock®ds, options, warrants,
gold certificates, real estate, futures contragteduction facilities, or any other
item that is expected to retain its value.

The types of portfolios on which the present dagtatissertation will
centre upon will be the stock portfolio. The evéioia methods of the shares arise
from the principle according to which a share vaki¢he actualized value of the
future financial fluxes. There are two types of risdbasis modelgGordon-
Shapiro, 1956; Bates, 1962; Holt, 1957; Rainsy SEI84) andnore stages models
(Molodovsky, 1960).

Regarding the most recent models, some of themdnmelithe following:
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- Limited Information Bayesian Model Averaging (LIBMAThe proposed
approach accounts for model uncertainty by avegagiuer all possible combinations
of predictors when making inferences about the abées of interest, and it
simultaneously addresses the biases associateéndtigenous and omitted variables
by incorporating a panel data systems Generalizettidd of Moments estimator;

- Generalized Method of Moments Estimator (GMM) pregs by Hansen
(1982). GMM estimators hold the potential for batbnsistency and efficiency
gains by exploiting additional moment restrictions;

- model of interdependence of asset markets durimgcnsis periods is
specified as a latent factor model of asset retui@snilar latent factor models of
contagion are used by Dungey and Martin (2001); deyn Fry, Gonzélez-
Hermosillo, and Martin (2002); Forbes and Rigob200R); and Bekaert, Harvey,
and Ng (2003);

- Miniaci and Weber (2002) review the methodologisaues surrounding
estimation of portfolio choice models from surveatad They point out that a panel
structure is necessary to estimate portfolio chiodels, propose the use of binomial
probit models, and state the different mechanisatscan lead to limited participation;

- Ricardian model (Miklos Koren, 2003) — the speemtion and trade
arise as a result of productivity differences asrasuntries. The pattern of
specialization will be pinned down by the portfollecision of the representative
investor in each country. Portfolio choice will iurn be affected by the
development of international financial markets;

- the simulated method of moments (SMM) suggest #flavariants of
models which do not take into account stochastiatiity and unanticipated jumps
cannot generate the non-normalities consistent thétobserved interest rates;

- the Quadratic GARCH (QGARCH) model by Sentana (}99%sed to
model asymmetric effects of positive and negathacks;

- the Threshold GARCH (TGARCH) model by Zakoian (1p&ione on
conditional standard deviation instead of condaiorariance;

- the parametric ARFIMA - FIGARCH (Baillie, 2002) meldis used to
estimate the order of fractional integration.

CONCLUSIONS

Thus, Markowitz’'s optimization model turns out tce kparticularly
appropriate for handling the problem of asset alion, because the number of
asset classes is limited. The number of calculatiorbe carried out thus becomes
reasonable. The input data are the means and tienees, estimated for each
asset class, and the correlations between the @dasses. The model provides the
optimal percentage to assign to each asset cladgdam the best return for a given
level of risk. This optimization can be produceddsfining the constraints linked
to the manager’s investment style: for exampledihgl a minimal percentage of
stocks in the portfolio.
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The capital asset pricing model (CAPM), althoughcmumaligned,
remains as perhaps the most popular tool for diyardi and measuring risk for
equities in academic circles and in the investnmeshistry in the USA, but is less
popular with the UK investment community. The mattraction of the CAPM is
the simplicity of its predictions. However, accarglito detractors of the model, the
simplicity is achieved at the expense of a realiggw of how financial markets work.

The APT describes the mechanism of arbitrage wiyerebestors will
bring an asset which is mispriced, according toAR& model, back into line with
its expectedorice. APT thus assumes "arbitrage in expectdtiottzat arbitrage by
investors will bring asset prices back into linghahe returns expected by the
model portfolio theory. The APT along with the dapiasset pricing model
(CAPM) is one of two influential theories on aspdating. The APT differs from
the CAPM in that it is less restrictive in its asgtions. It allows for an
explanatory (as opposed to statistical) model eétaseturns. It assumes that each
investor will hold a unique portfolio with its owparticular array of betas, as
opposed to the identical "market portfolio”. In sorways, the CAPM can be
considered a "special case" of the APT.

The APT along with the capital asset pricing mgq@APM) is one of two
influential theories on asset pricing. The APT ehff from the CAPM in that it is
less restrictive in its assumptions. It allows #om explanatory (as opposed to
statistical) model of asset returns. It assumesdaah investor will hold a unique
portfolio with its own particular array of betas @pposed to the identical "market
portfolio”. In some ways, the CAPM can be considexréspecial case" of the APT.

The autoregressive conditional heteroskedastigiRQH, Engle 1982) model
considers the variance of the current error tertveta function of the variances of the
previous time period's error terms. ARCH relatesdfror variance to the square of a
previous period's error. It is employed commonlyniodeling financial time series that
exhibit time-varying volatility clustering, i.e. peds of swings followed by periods of
relative calm. If an autoregressive moving averagdel (ARMA model) is assumed
for the error variance, the model is a generalizzdoregressive conditional
heteroskedasticity (GARCH, Bollerslev 1986) model.

All those models give various angles regarding fpbot management
process and transform it into a complex activityoRlmust take into consideration
the growing effects of globalization at financiadrkets level.
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