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STUDIA UNIVERSITATIS BABES-BOLYAI, NEGOTIA, LI, 1, 2006

EVOLUTION OF PRAGUE STOCK EXCHANGE

PAVEL DUPSIVA*, MICHAL PRUCKNER *?

ABSTRACT. Prague Stock Exchange has been founded in 1984ir$tirades took
place on April 6, 1993 when 1 public bond, 3 othends, 2 allotment certificates
and 1 share have been traded. In the 1990s coujpatization has had the biggest
impact on trading. Over 1500 new issues have heteoduced but only a few of
them have been able to attract the investors’esteiThe establishment of Czech
Securities Commission which played an importare molcleaning the capital market
of illiquid issues has been a crucial factor. la ldst few years the biggest impact has
had the introduction of foreign issues on PSE.

The best-known indicator of PSE performance i®#&0 index. More important
for the investors is however the PX-D index agliibfvs the most liquid issues.

This paper is an original study based on PSE stochkamge.

Key words: Prague Stock Exchange, evolution, market cagtiin, volume, P/E ratio

The first steps have been made at the beginnitppf1991 when Preparatory
Committee for foundation of Prague Stock Excharaglieen established.

This new company formed by 8 banks transformed adsociation in
August of 1992 and later that year this associaterame Prague Stock Exchange
trading company after the passage of Stock Exchaesgand has been registered
in November of 1992.

The founders have been 12 Czech and Slovak bank§ securities traders.
The first trades on Prague Stock Exchange tookeptat April 6, 1993 when 1
public bond, 3 other bonds, 2 allotment certifisaéed 1 share have been traded.
The volume of realized trades has been tens of#tmuls CZK. When the first wave of
coupon privatization has been completed 955 newesdiave been introduced
during 1993 which has brought significant growthtrafde volumes. In 1995 674
issues from second wave of coupon privatizationehasen introduced. However
during 1997 more than 1300 issues have been witlmdfeom trading because of
their very lowor zero liquidity.

In August 2001 Czech Securities Commission allowtrdgue Stock
Exchange to start trading with selected derivatiraducts (options on share index,
futures on share index, futures on interest rateyés on public bonds).

! Doc.Ing.Csc., Faculty of Economics and Administrat University of Pardubice, Czech Republic
2 Ing., Faculty of Economics and Administration, ertisity of Pardubice, Czech Republic



PAVEL DUPSIVA, MICHAL PRUCKNER

Conditions of Prague Stock Exchange (PSE) membership

Trading on PSE is possible only through a PSE mentbenditions of
membership are set by PSE rules. A PSE member &andobject who has been
allowed to trade with securities by a special Adho fulfils all conditions set in
PSE rules and has been granted the membershipbyR&mber. Czech National
Bank, Ministry of Finance and Czech ConsolidatiayeAcy are entitled to trade on
PSE by law.

Each PSE member must have paid-up registered capitaast 10 mil.
CZK, set capital adequacy and call money at leasid . 5CZK. PSE member cannot
be a subject who has been declared bankrupt orevbiater for bankruptcy has
been rejected because of insufficient property.kBamder sequestration can't be
PSE member.

Each PSE member is allowed to buy or sell secaritigy if he/she is a
member of PSE Guarantee Fund (GFB). Property of G&Bbeen established to
cover the risks resulting from exchange trades.

Between 1993 and 1996 lots of subjects were iniages becoming PSE
member and the number of members has grown frota 186. On the contrary, in
last years the number of members is dropping mddgause of a very low
profitability and the passage of Czech Securitiem@ission Act which requested
the re-licensing of capital market subjects.

Table 1

Evolution of number of PSE members

Number 62 71 101 106 88 66
source: www.pse.cz

PSE indices

PX-50

The oldest and best-known index is the official BX-established in April
1994. April 5, 1994 has been selected as the lirdtig and 1000 points as the
initial value.

PX-50 is composed of maximally fifty shares tradedPSE. No companies
that have declared bankruptcy upon can be included.

The index structure is updated twice a year onaignii and July 1. These
updates are mostly reactions to the decreasing euwibissued shares or to the
companies’ mergers.

Since October 2, 2002 Erste Bank is the first fimeéssue accepted at PSE
and was included in PX-50 index portfolio.

3 PX = Prague stock eXchange
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EVOLUTION OF PRAGUE STOCK EXCHANGE

Between 2002 and 2004 there has been a rapid decieanumber of
companies included in the index portfolio. At thegimning of 2005 there have been
only 14 companies. In the beginning of 2005 thgdsy share on market capitalisation
of index structure (approx. 20 %) had been cumdilayeCEZ, Cesky Telecom, Erste
Bank and Komeémni banka. The seven most liquid issues that aceiattuded in the
PX-D index represent approx. 90% share of PX-50redtly the number of issues
included in PX-50 portfoligs variablebut theirnumber cannot be higher than 50.

PX-D

PX-D is a price index (doesn’t take into accounidind yield) which can
include only blue chips issues. The number of issadts portfolio is also variable.
The initial index value was 1000 points and theidghiday was January 1, 1999.
PX-D is closely watched by investment companiesiance companies or foreign
investors as it follows the most liquid issues.

PX-50 evolution during 1993-2005

As we mentioned above PSE has started computaftiBiX-®0 on April 5,
1994 with the initial value of 1000 points. The éxdreached its minimal value
(316 points) on October 8, 1998 and its maximalean March 10, 2005 (1262,7
points). PX-50 is currently formed by 16 issues and tfmeethere have been
opinions that its portfolio is not the most reprgséive benchmark of Czech share
market. Among the most liquid issues are KamebankaCEZ, Erste BankCesky
Telecom and Zentiva.

Graph 1 presents PX-50 evolution between Septeh@® and March 2005.

Graph 1 — Evolution of PX-50
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* This value has been overcome again in Septemi@& 20
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Evolution of PX-D in 1999-2005

Graph 2 is focused on PX-D index evolution. Inde&ahed its minimum
value on September 17, 2001 (770,4 points) anchd&simum value on March 10,
2005 (3045,8 points

Graph 2 — Evolution of PX-D
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Market capitalization

Market capitalization by securities
In table 2 and graph 3 are presented the markétataations of bonds,
shares and allotment certificates.
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1994 50 004,2 350 981,3 2121,6 403 107, 353 102,9
1995 87 832,0 471 116,5 7517,5 566 466,0 478 634,Q
1996 136 917,7 530 008,2 9234,0 676 1599 539 242,74
1997 174 005,1 481 431,4 14 249,0 669 6855 495 680,4
1998 198 107,1 401 065,2 15136,9 614 309,2 416 202,1
1999 231 116,4 463 549,7 16 099,8 710 765/9 479 649,45
2000 280 074,9 428 916,3 139775 722 968[7 442 893,49
2001 319 399,5 338 758,4 1492,3 659 650,2 340 250,71
2002 372 487,7 478 038,3 0,0 850 526,0 478 038,3
2003 505 535,7 644 483,0 0,0 1150 018,7 644 483,0
2004 577 036,0 975 774,0 0,0 1552 810,0 975 774,49
source: PSE

5 This value has been overcome in September 2005
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Graph 3 — Market capitalization by securities
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Phases of growth can be seen in years 1996 andti®&9%®ave been followed

by decreases in 1997 and 2001. Those decreasesbbhaxecaused by unsteady
capitalization of traded shares and bonds. Sin62 &tarket capitalization has grown
because of the increased capitalization of bontisnaiinly because of a significant
increase in the capitalization of traded shares.
A big impact had the Zentiva IPO which will hopdyulead to more IPOs
on PSE.
As it can be observed, the PSE market capitalizatmubled from 2002 to
the end of 2004, increasing in the last 3 year829p.

Market capitalization on PSE markets
Table 3 and graph 4 show market capitalizationiferént PSE markets.

Market capitalization on PSE markets (in mil. CZK)

Table 3

1994 182 177 0 170 926 353 103
1995 268 450 7 549 202 635 478 634
1996 373 430 50 140 115 672 539 242
1997 358 632 49 576 87 473 495 681
1998 201 620 147 001 67 581 416 202
1999 266 484 150 300 62 866 479 650
2000 258 041 118 860 65 992 442 893
2001 220 433 76 326 43 492 340 251
2002 338 951 90 740 48 347 478 038
2003 475 027 114 125 55 331 644 483
2004 778 342 137 635 59 797 975774
source: PSE
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Graph 4 — Market capitalization on PSE markets
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Graph 4 shows the evolution of market capitalizatbta PSE markets. It is
evident that the main market plays the most immontale; it is a place where most
of the trades happen and the most liquid issueplamed. In 2004 80 % of total
market capitalization have been represented byesheaded on the main market

Market capitalization and number of issues of share and allotment
certificates
In table 4 and graph 5 are presented numbersudsss relation to market
capitalization.
Table 4
Market capitalization by number of issues

1994 1028 353,1
1995 1716 478,6
1996 1670 539,2
1997 320 495,7
1998 304 416,2
1999 195 479,6
2000 151 4429
2001 102 340,3
2002 79 478,0
2003 65 6445
2004 55 975,8
source: PSE
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Graph 5 - Market capitalization by number of issues
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In graph 5 is presented the number of issues ofeshand allotment
certificates between 1994 and 2004. Since 1996 wbenof issues had been
withdrawn from trading because of liquidity defic@y, the number of new issues
is still decreasing. On the contrary the pricestrafled shares have increased
dramatically leading to an increase of market edigition in last years.

Volume of trades
Volume of trades as per different types of securiéis

Table 5
Volume of trades as per different types of securiéis

[ Bonds | shares [ Alotmentc. [  Total | Shares+AC |
1993 1 890,5 7116,6 13,3 9 020,4 7 129,9
1994 19 432,3 42 575,8 18,1 62 026,2 42 593,9
1995 69 764,1 124 902,9 739,8 195 406,8 125 6427
1996 143 264,3 246 989,6 29457 393 199,6 2498935
1997 433 235,6 241 897,7 4 404,2 679 537,% 2460301
1998 687 597,6 169 213,6 3380,4 860 191,6 1720594
1999 1024 029,0 160 862,1 2594,6 1187 485,7 45637
2000 958 687,6 261 672,5 24728 1222 832|9 264314
2001 1858 379,8 128 754,2 44,9 1987 178|9 1281799
2002 1595 673,5 197 388,8 8,7 1793 071)0 1975397
2003 1110 103,9 257 442 .4 0,0 1367 5463 2574442
2004 692 479,7 479 661,5 0,0 1172141 479 661,56
source: PSE
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Graph 6 - Volume of trades as per different types of sitiesr
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From both graph 6 and table 5 can be seen a hagase of total volume of
trades. This has been caused mainly by bonds. tBdirey has been unsteady and shaky.

The main reason has been especially the lack ofameliquid issues. This
trend has been reversed in 2004 when volume oédratiares increased by 86 %
compared to 2003. In total however PSE registergectine in the total volume of
trades because of lowered investors’ interest imdbo

Graph 7 — Trades as per different securities
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In 2002 the first foreign issues — ERSTE BANK — bagn listed on PSE.
During 2003 this issue has been joined by Zentiva, (owned by Dutch owners)

10
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which has triggered an increase of traded share30b%o to 257 bil. CZK. The
reason for this boom has been an extraordinarytatdpflow related to accession
of Czech Republic to European Union in May 2004reklgm issue ORCO (an
investment company based in Luxembourg) has bsedlin February 2005 and
later in 2005 another foreign issue CETV has bésted. Using a year-on-year
comparison we can see significant increase of dnades at the expense of bond
trades as investors finally started to put mondg more risky securities and not
just into bonds. This trend can be expected toicoatin following years.

Volume of trades on PSE markets

In table 6 and graph 8 are presented the volumaadaés on different PSE
markets.

Table 6
Volume of trades on PSE markets (in bil. CZK)

1993 3532,9 0,0 5487,2 41 0,220

1994 43 352,6 0,0 18 673,5 161 0,385

1995 136 689,6 214,1 58 503,72 234 0,835
1996 262 665,1 38 423,0 92111,% 249 1,579
1997 564 527,4 21 228,8 93 781,4 250 2,718
1998 721 810,8 35476,1 102 9047 251 3,427
1999 921 644,1 24 334,7 241 506,9 254 4,675
2000 945 941,1 65 027,1 211 8644 249 4,911
2001 1751 709,6 105 960,( 129 509(4 250 7,949
2002 1627 714,3 72 242,0 93 114,7 250 7,172
2003 1259116,5 59 309,3 49 120, 251 5,448
2004 1051161,0 53 459,3 67 520,9 252 4,651

source: PSE

Graph 8 shows the evolution of volume of trades RBE markets.

Secondary market and free market have a sluggisletey because of insufficient
liquidity of traded issues.

11
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Graph 8 - Volume of trades on PSE markets (in bil. CZK)
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Structure of volume of trades between 6.4.1993 argl.12.2004
Table 7 and graph 9 show structure of volume afdsaon PSE markets.

Table 7
Total volume of trades on PSE markets (in bil. CZK)

[ shares +Ac[  Bonds |
Main market 1323 345,1 6 193 5429
Secondary market 125 070,0 181 130,/7
Free market 157 037,1 690 186,45
source: PSE

Graph 9 — Structure of volume of trades between 6.4.198831.12.2004
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Graph 9 shows the total volume of trades on differearkets during the
last 12 years. Lack of “blue chips” issues and IFO®flected by only 17% share
of traded shares out of total trades.
Traded bonds represent almost 3% of all realizedegaon main and
secondary market.

Numbers of traded shares and allotment certificates
Table 8 and graph 10 present the numbers of trabdaces and allotment
certificates between 1993 and 2004.

Table 8

Numbers of traded shares and allotment certificategin mil. pieces)

1993 0,414 0,000 4,594 5,008
1994 15,466 0,000 14,647 30,113
1995 82,264 0,632 81,261 164,157
1996 148,510 35,935 141,878 326,323
1997 181,235 55,482 74,936 311,653
1998 328,519 68,838 31,377 428,734
1999 703,818 56,237 12,606 772,661
2000 746,216 71,331 5,364 822,911
2001 516,456 27,771 2,317 546,544
2002 781,245 20,188 2,672 804,105
2003 807,643 21,490 1,637 830,770
2004 1 155,431 21,723 1,953 1179,107
source: PSE

Graph 10— Numbers of trades shares and allotment cetficn mil. pieces)
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Graph 10 shows a significant increase of the nurobehares related with
an increased interest of local investors. Entramte EU, published excellent
results of companies, high increase of GDP andlblestpolitical situation attract
also more and more foreign investors. Return orestment is currently good
which is however connected with higher risk).

P/E ratio, P/BV ratio and dividend yield
Table 9 presents the evolution of PSE indicators.

Table 9
Evolution of PSE indicators
year P/E P/BV div. yield
1.94 25,40 3,62 0,51
VI1.94 13,94 1,93 1,06
X11.94 12,51 1,54 1,62
1.95 11,22 1,35 1,89
VI1.95 10,10 1,27 2,09
X11.95 10,40 1,28 1,88
1.96 11,42 1,31 1,70
VI1.96 12,79 1,49 1,29
X11.96 12,69 1,49 1,43
1.97 13,30 1,57 1,38
VI1.97 13,59 1,30 1,71
X11.97 13,70 1,31 1,51
1.98 12,60 1,20 1,64
V1.98 17,10 1,26 1,14
X11.98 14,28 1,05 1,47
1.99 13,73 1,03 1,06
VI1.99 15,71 1,27 1,33
X11.99 15,94 1,38 0,62
1.00 18,08 1,56 0,54
VI1.00 15,80 1,60 1,13
X11.00 16,65 1,54 0,59
1.01 22,15 1,62 0,53
VI.01 7,86 1,35 5,36
X11.01 7,50 1,30 6,69
1.02 6,65 1,41 5,05
V1.02 6,76 1,43 5,00
X11.02 8,14 1,44 3,62

® P/BV = price / book value
14



EVOLUTION OF PRAGUE STOCK EXCHANGE

1.03 14,69 0,82 2,55
VI.03 12,24 0,91 8,20
XI1.03 13,79 1,04 7,09
1.04 14,30 1,08 6,83
VI1.04 14,07 1,25 5,46
XI11.04 18,53 1,65 4,70
source: PSE

Measure of linear interdependence of P/E and PHlcators is 0,5213.
Based on the figure of correlation coefficient agrtdirect linear interdependence
can be seen. The P/E ratio indicator reached iénmai values in 2001 and 2002.
Since 2003 the value is around 20. There has beeostino dividend yield on
Czech capital market until 2001. Dividend payous baen started by entrance of
foreign investors and hyrivatization of big companies.

Graph 11 - Evolution of PSE indicators
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Conclusion

Capital market in the Czech Republic has gone tittomnany changes
during 1990s and has been influenced mainly by eoywrivatization. A crucial
factor has been the establishment of Czech Sessuf@tommission which played an
important role in cleaning the capital market 6§uid issues.

Czech capital market has become more attractiviofergn investors after
Czech Republic’s entrance into European Union dmy thave awakened PSE
from its lethargy. PSE has broken many recordssaghiort history in last years.

To become a really important stock exchange inrakBurope PSE needs
to attract more IPOs. Government help would beabyrpositive sign if PSE would be

15
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used in privatization but unfortunately this didhdppen during latest privatization
of Cesky Telecom.

The primary aim of PSE should be the communicatith Czech companies
— candidates for IPOs. Another problem is the tizat PSE members complain about
high costs of trade realization. For example keyketanakers have to pay a fee of 660
thousand CZK each year without getting any serfaicéhis fee.

Acceptance of issues of foreign companies has hdrmge contribution to
flurry and enrichment of otherwise quite a shat ¢if interesting tradable issues in
last few years.

16
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THE ROLE OF EURO BALKAN ECONOMIC COLLABORATION
IN THE LOCAL DEVELOPMENT OF FRONTIER REGIONS:
DOUBTS AND DELAYS IN THE PREFECTURE OF FLORINA

ELEKTRA PITOSKA *

ABSTRACT. The EU assumed the major role in providing the $urible technical
support and the orientation of the foreign econoemd political relations for the
countries in transitional process. Therefore, a network of intergovernmental
cooperation relations was elaborated, given thetlfet the Balkan countries concur
almost exclusively with the EU (Euro-Balkan coofierg, and furthermore various
agreements and cooperation initiatives were laid ou

Since the implementation of the Euro-Balkan codjmraand regional policy
agreements assumed already a time period of 15, wearobserve that the optimism
raised originally for the development of marginetizEU borderline regions has
nowadays attenuated. Furthermore this situati@edaa serious issue/ question: in
which extend are these regions - in crisis andrmedition - actually converging.

In 2005 a research regarding the inter-border prefe of Florina was
carried out in order to evaluate the contributiérihe European programs in the
actual development of inter-border cooperation.

The evaluation of the implementation process for Ititerreg Il Project,
which was considered to progress slowly, in caiimiao the findings of the empiric
research, demonstrated that, despite the Europiiativies and funding, the danger of
missing out the opportunity to egress from theaigmh and to fail in a feasible inter-
border role, is always present.

Key-words: Euro- Balkan cooperation, development, Europeariafivies,
borderland regions.

INTRODUCTION

The important changes and developments that h&ea falace during the
last fifteen years within the EU (economic and mangeunion, enlargement) have
the tendency to evoke important issues in thosenmeghat are unequally endued in
terms of resources, infrastructure, technologyteawe varied economic structures.

Generally speaking, peripheral regions are those vépresent weaker
economic structures, insufficient infrastructuressl human resources and thereupon
they are not able to assert the equivalent oppitiearas well as the best possible
progress in the framework of the integration praced Therefore, integration

! Lecturer inFinancial Applications Department, School of Mamagat & Economics, Technological
Education Institute of Western Macedonia, KOZANREECE
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policies are combined with intervention policieattlare aiming in the direction of

counterbalancing the negative consequences dueeteeteased forces within the
market as well as in the direction of reinforcihg less developed and structurally
weaker regions.

During the same time period, the transitional pdoce of the former
socialist countries, originated (or even revealaedjjualities that are considered as
unfamiliar for European standards. Furthermore\veam more negative particularity of
the new economic area was detected in respecetortgoing aberration tendency
of the countries in the Balkans.

The afore mentioned situation showed the questgarding the forms as
well as the intension of the cooperation achievetdvben the countries of western
and the countries of Eastern Europe. The EU assuhgethajor role in providing
the funds, the technical support and the oriematibthe foreign economic and
political relations for the countries in transitmprocess. Therefore, a new network of
intergovernmental cooperation relations was eldbdraiven the fact that the Balkan
countries concur almost exclusively with the EU r@i=Balkan cooperation), and
furthermore various agreements and cooperatiolativiés were laid out.

Today, the EU is laying the ground for the foundiatof a new project of
inter-border cooperation on an international andriperipheral level.

Since the implementation of the euro-Balkan codiseraand regional policy
agreements assumed already a time period of 15, ywearobserve that the optimism
raised originally for the development of marginedizEU borderline regions has
nowadays attenuated. Furthermore this situatisedaa serious issue/ question: in which
extend are these regions - in crisis and reformataztually converging.

In 2005 a research regarding the inter-border ptefe of Florina was
carried out in order to evaluate the contributidrth® European programs in the
actual development of inter-border cooperation.

The evaluation of the implementation process fer ltiterreg 11l Project,
which was considered to progress slowly, in coti@ato the findings of the
empiric research, demonstrated that, despite tlepgan initiatives and funding,
the danger of missing out the opportunity to egfem® the isolation and to fail in
a feasible inter-border role, is always present.

1. EUROPEAN AND BALKAN ECONOMIC CO-OPERATION

Europe is changing rapidly, as the old dividingein whether real or
perceptual, are undergoing changes and being explag new ones. Although
both the processes of European integration andr#msition of South Eastern
European countries are linked to high expectatiomscerning development and
prosperity, they face significant — though of diffiet intensity — difficulties that
seem to be characterized by a strong spatial dioefS. Petrakos, 2000]. At the
same time, issues concerning the form and levebaiperation between the West
and the new European East have been raised wigncyg Both the transition
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process and the quest for new co-operation institatpose a challenge not only to
countries in transition, but also to countries feé West, which have been called
upon to support the arduous and time-consumingsyaic adjustment, while also
responding to the new outward orientation and thenog up of Central and
Eastern European (CEE) countries. The EuropeannUnés been summoned to
deal with the largest part of the challenge in goas Geographical, political,
economic, historical and cultural grounds have reiteed the EU’s new role as
provider of financial and technical support, bsbahs a new focal point, a centripetal
force, in the reorientation of the foreign econoamd political relations of countries in
transition. Hence, following the initial changesGRE countries, a new organizational
architecture has begun to govern European relaffonsotios, 2000].

The transition process towards a western-styleigmaéntary democracy
and market economy and the process of integratitmthe western co-operation
forums, which was set into action after the coltap$the old socialist systems in
almost all of the CEE countries, entail significasttuctural and institutional
adjustments. These adjustments, in turn, givetoissconomic, social and political
costs. In order to lessen the adjustments coseqpedite the smooth harmonization
of the sociopolitical and economic systems of CHEiuntries with western
standards, which will gradually enable their futitegration into the Western European
co-operation structure, support measures have deerloped and implemented by
the EU since 1989. The EU implements the PharerBmuge, by funding co-
operation initiatives through the European InvestimBank and the European
Bank for Reconstruction and Development and by jtorg cross-border co-
operation through the Interreg initiative.

2. A PRELIMINARY ASSESSMENT OF EUROPEAN — BALKAN
CO-OPERATION

A preliminary assessment leads to the conclusi@t the European —
Balkan co-operation initiative has not achieveds§attorily its objectives and
aspirations. Despite the efforts and the meansatbige employed, Balkan countries in
the process of transition continue to face sigaificproblems both with respect to
their economic transformation and the establishroéstable domestic democratic
institutions. Worse still, the region as a wholens state of flux, insecurity and
limited development prospects, a situation that fuather aggravated following
the conflict in the Federal Republic of Yugoslavia.

All this is taking place at a time when other fornsecialist countries of
CEE are changing and recovering. The gap betweesiéWeand Eastern Europe is
rapidly developing into a gap between Western-Gértnd Southeastern Europe
[A. Kotios, 2000].

A pyramid of relations has developed, whose basedsipied by the less
developed countries (e.g. Albania, FYROM), followag Bulgaria and Romania,
and then Turkey, with Greece at the very top of pyeamid. Finally, Balkan
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countries have failed to promote Balkan co-openaimitiatives on a political and
economic level. Most countries aimed at their irdgign into the Western
European Architecture and not the creation of a Bakan architecture, thereby
ignoring that ensuring regional stability and caergiion is of primary importance
[A. Kotios, 2000].

Balkan countries do not have an alternative torthlieiegration into
European institutions. Irrespective of the impoctrof various types of inter-
Balkan co-operation, they have been underminedutth an extent by Balkan
history that they need to “escape” from the Balkdrsese countries will only be
able to escape from the impasse of their Balkamstony”, if they enter into
European institutions and integration initiativ€s Yalden, 2004].

3. THE EUROPEAN COMMUNITY INITIATIVE INTERREG 1II

The overall aim of INTERREG Il is that nationalrders should not be a
barrier to the balanced development and integratibiEuropean territory. The
isolation of border areas has, on the one handpffutorder communities from
each other economically, socially and culturallydaon the other, border areas
have often been neglected under national developpwdity, with the result that
their economies have tended to become periphethinnmational boundaries. The
enlargement of the EU has increased the numbes aiternal borders and shifted
its external borders eastwards, making this paoitinhe more suitable than ever for
designing a development policy for the Program’sdbo regions, which will
contribute towards the aim of creating an integt&aropean territory.

4. THE OPERATIONAL PROGRAMME INTERREG Ill A GREECE -
FORMER YUGOSLAV REPUBLIC OF MACEDONIA

4.1. General

The Operational Programme INTERREG 11l A Greeceosier Yugoslav
Republic of Macedonia 2000 — 2006 was granted byElropean Commission by
Resolution No. E (2002) 118 /19-03-2002.

Total funding for the Programme amounts 103,333,333 €pf which
73,000,000 € constitute the financial contributanthe ERDF and 30,333,333 €
derive from national funding.

4.2. An overall view of the cross-border region oGreece — the Former
Yugoslav Republic of Macedonia

The cross-border region eligible under Interredudes the Prefecture of
Florina on the Greek side and the neighboring Mpalities of Bac, Bistrica,
Bitola, Vitoliste, Kavadarci, Konopista, Murtino,oMo Selo, Prilep, Resen, Staravina,
Ohrid, etc. on the side of FYROM.
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Up to 1912 these municipalities formed a unifiednadstrative and
economic area, a kaza that came under the San)dbmdstir (Bitolaj.

Irrespective of the socio-political changes in théernational political
scene, diverse cross-border co-operation initiatikave always been developed
and cross-border ties have been maintained inréee dhe region and people of
Florina have paid a heavy price for the “the boslesuccessive forms between
1912 and 2005. They have shouldered huge econardisaxial costs compared to
other regions of the Greek state [E. Kofos, 2004].

In the space of 93 years (1912 — 2005) there wattaio exceptions in the
form of interstate treaties, which suggested thabgportunity was opening up for
lifting the Prefecture of Florina out of isolatiohhe agreements of 1959 represent
such an exception [S. Valden, 1991].

Today Florina seems to be shedding its “bordertattaristics and all the
related distorting views and perceptions on the aed its inhabitants. Florina is
acquiring its interior, it has ceased to be thalfstation and is steadily on course
to attaining its European identity [E. Kofos, 2004The most important
developmental tool in this course is the Interresgpam.

4.3. Objectives, Strategy and Priority Axes

The development strategy concerning the cross-baetgion took into
account both advantages and disadvantages ofigielelregions and determined
the followinggeneral objectivdor the Programme:

“The development of the region as a nucleus andusiefor peace,
sustainable development and expansion of the Earofgonomic Area in the
interior of the Balkans.”

On the basis of the above fundamental objective oferational objective
of the Programme is to:

“Strengthen cooperation of the region in the soe@mnomic sectors of
common interest, in order to make the region abledmpete effectively in the new
Environment which is taking shape in the Balkanipsria”.

2 The administrative division of the Ottoman Emmimsists of pashaliks, which are wider provindes, t
sanjaks, which are smaller zones and come undpadhaliks. Sanjaks are subdivided into kazas.

In the mid 18 century the Pashalik of Monastir (Bitola) includbe largest section of Macedonia, central
Albania and a small part of Epirus or Lower Albaria the north it bordered with the pashaliks of
Skoutari, Skopje and Nic, to the west it was wagdhetihe Adriatic Sea, to the south it bordered with
pashaliks of loannina and Larissa and to the eiikt the pashaliks of Thessaloniki and Nic. The
Pashalik of Bitola included the sanjaks of Mong#itola), Ohrid and Koritsa.

The Sanjak of Monastir was divided into 11 kazaenbstir, Prespa, Florina, Perlepe, Kritsovo, Velgss
Tifkes, Ostrovo, Egri Boutzak (presently the sowthsection between Ptolemaida and Drepano),
Tsartsampa (presently the areas of Kozani and wliglas bridge) and Servia. Taken from K.A.
Vakalopoulos: “Politics, social and economic stietof the Monastir Pashalik in the mid"i@ntury”

(in Greek) (reprint), published by the Public Lityraf Florina “Vassiliki Pitoska”, Florina, 1990.
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The following specific goals are derived from aralgsis of the basic and
operational objective of the programme:

1. Ending the geographical and communication isolatibtine region

2. Improving border safety

3. Economic development and promotion of employment

4. Operational upgrading of the region in order toldeith the social,
cultural, environmental effects/ impacts

The aforementioned Programme objectives will belémgnted by means
of interventions incorporated in the following 4d®ity Axes and 11 measures.

Table 1.
Priority axes and measures of Interreg Ill — Greece FYROM.
Priority Axis Measures
1. Cross-border Infrastructure|1.1. Transport infrastructures and cross-borderowdis
(budget: 55.900.000 €) 1.2. Improvement of external borders security

2.1. Aid to business activities
2.2. Development of alternative forms wwfurism/ Highlighting
and promotion of cultural and tourist resources

2.3. Human resources and promotion of employment

3.1. Improvement of quality of life

3.2. Protection of health

3. Quality of Life / Environment [3.3. Protection, promotion and management of Haura
(budget: 23.213.333 €) environment

3.4. Co-operation amongeducational institutions for
promotion of cross-border co-operation

4. Technical Assistance (budgdtl. Management of program

2.940.000 €) 4.2. Technical support

2. Economic Development&
Employment
(budget:21.280.000 €)

4.4. Progress and implementation of Interreg Ill .

It has been found that, from the beginning, thel@mentation of the
program by the Greek authorities responsible (Mangpéuthority, etc.) has been
constantly delayed. These delays and the reasotisefaelays are mentioned in all
(annual and mid-term) Evaluation Reports concernirgy European Community
Initiative Programme Interreg lIl.

So far the Programme Managing Authority of the Mini of Economy
and Finance has announced the following calls fopgsals.

Table 2.
Calls for Interreg Ill proposals
CALLS FOR PROPOSALS
Measure Call Description Start End

11 1 Transport infrastructures 01-03-2004 01-11-2004
& Cross-border networks

11 2 Transport infrastructures 25-11-2004 25-02-2005
& Cross-border networks
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2.2

Development of alternative)
forms of tourism -
Projection and promotion
of cultural and tourist
resources

12-01-2004

26-02-2004

2.2.

Development of alternative|
forms of tourism -
Projection and promotion
of cultural and tourist
resources

01-03-2004

30-04-2004

3.2.

Protection of
public health

15-04-2003

15-06-2003

3.2.

Protection of
public health

07-05-2004

21-06-2004

3.3.

Protection, promotion
and management of the
natural environment

05-02-2004

22-03-2004

3.3.

Protection, promotion
and management of the
natural environment

01-03-2004

30-04-2004

3.3.

Protection, promotion
and management of the
natural environment

25-11-2004

15-02-2005

3.4.

Co-operation of
Educational &
Research Institutions

07-09-2004

22-10-2004

1.2.

Improvement of external

border security

22-08-2005

10-10-2005

From the above table, in addition to the slow pesgrin implementing the
program, it is evident that the flow of calls faoposals is intensely fragmented.

Of a total of eleven calls for proposals, eight evessued by 7 September
2004, only two were issued in November 2004 anddbie call in 2005 was
announced on 22 August 2005.

The calls for proposals that have been announcestibate a small section
of the measures and actions funded by the Europeammunity Initiative Interreg
Ill. A number of approved program actions have yete announced and the
timeframe until the end of the program, namely 32006, is extremely limited.

Table 3.

Financial data on the implementation of Interreg |l

Total budget
Axis 2 and 4

Approved projects
Axis 2 and 4

Approved projects for the Prefecture of Florina
Axis 2 and 4

44,493,333 €

7,364,085 €

2,705,292 €
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This great delay in announcing the measures cahserefect of Florina to
address a written protestation to the Vice MinigteFinance and the Office of the
Ministry of Foreign Affairs. The cross-border pragmme Interreg Il includes projects
(road networks, environmental projects, etc.) #natof great importance for raising the
Prefecture out of its isolation and which cannofumeled from other sources.

Diagram 1. Implementation of Interreg lll
IMPLEMENTATION OF INTERREG I

45,000,000
40,000,000
35,000,000
30,000,000
25,000,000+
20,000,000
15,000,000+
10,000,000+
5,000,00!
0-

O Seriesl

J—

BUDGET FOF APPROVED PROJECTS
MEASURES

5. EMPIRICAL STUDY

In 2005 (January) a study (with the use of questnes) was conducted
solely in the Prefecture of Florina. The objectifethe study was to record the
opinions of the elected authorities and the busisestor concerning the role and
impact of Greek regional and Balkan policy, in aitti to EU regional policy, on
the economic relations and transactions betweeringland Bitola. In order to
examine the central question, a questionnaire elivithto units of questions was
designed. The units — groups of questions conceestipns on: the economic and
commercial relations of the two sides in the pghstassessment of present economic
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Diagram 2. Approved Interreg Il Projects

APPROVED INTERREG Il PROJECTS
PREFECTURE OF FLORINA

APPROVEL
PROJECTS
IN PR. FLORINA

APPROVEL
PROJECT.

BUDGET FOF
MEASURES

0 10,000,000 20,000,0(D,000,00040,000,000 50,000,000

and commercial relations, the impact of politicadlaaconomic changes — decisions
on the relations between the two regions, the asw# of regional policy on the
region’s economy, prospects — assessment of loass-dorder development.

The questionnaires were completed through persotealiews. The list of
recipients was determined according to the existisgjtutional bodies of Florina
and amounted to a total of 20

3 The guestionnaires were sent to the Prefectunedsmiembers of parliament, the Prefect of Florina,
the Mayor of Florina, the President of the localidsnof Municipalities and Communities of the
Prefecture of Florina, the President of the ChaurtbherPresident of the Labor Centre, the President
of the Florina Traders Association, the former Ri@st of the Chamber of Florina (who served a
twenty year term), the President of the Associatibioteliers of Florina, the travel agencies of
Florina, a representative of the customhouse of, Mikepresentative of the Bank of Greece and
representatives of greengrocers, coffeehouse keeged grocers, and shop keepers of shoes,
clothes and dowry and white goods.

The only questionnaire not answered was that o€thief of Police, who was transferred.
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6. CONCLUSIONS — A SUMMARY

A review of the bibliography, which was conductéeérecollecting and studying
data on the implementation of the European Communitiative Interreg lll, in
combination with the findings of the empirical stulbads to the following conclusions:

= Friendly, cultural and economic relations with geople of the Balkans
predate the recent changes to the political regim#sese countries.

= Cross-border co-operation is not a new practiceha cross-border
zones of the Balkans. In the past, apart from theisent vicinity, they constituted
a unified administrative and economic area. Crgatmcouraging and preserving
cultural, social and economic relations betweenpibeple of the Balkan countries
are imperative to the establishment of a peacdifubte in the region.

= The development of co-operation initiatives withlk&a countries has
a positive effect on the economic life of the bardegions in Northern Greece.
Opening up the borders, pre-existing friendly rietzd, developing collaborations,
the transportation of a significant number of peaghd goods and the involvement
of Greek border towns in co-operation initiativeiswsimilar towns in neighboring
countries are all particularly beneficial to th@eomic activities and the prosperity
of border towns in Macedonia and Northern Greeageimeral.

= Strengthening the economies of the cross-bordeorregjigible under
Interreg 11l will avert their potential marginalizan and desolation, both within their
national borders and the frame of the unified Eeanparea that is taking shape.

= Geographical, political, economic, historical andlteral grounds
determined the EU’s new role as provider of finaheind technical support, but
also as a new focal point, a centripetal forcethim reorientation of the external
economic and political relations of countries inigition.

= The EU has developed and been implementing suppeasures for
the countries of Central and Eastern Europe sif®@&9.11t implements the Phare
Program, it funds co-operation initiatives throufle European Investment Bank
and the European Bank for Reconstruction and Dewedmt and it promotes
cross-border co-operation through the Interreggitive.

= The objective of Interreg Il for Greece — FYROMt@ promote the
region as a nucleus and nexus for peace, sustainddelopment and the
expansion of the European Economic Area in theiortef the Balkans.

= Progress in the implementation of Interreg Il reece — FYROM is
extremely slow, with delays, and the calls for egls are intensely fragmented.

= Of a total of eleven calls for proposals, eight evéssued by 7
September 2004 and only two were issued in Nover2db@4 and one in 2005.

= The calls for proposals that have been announcadtiaste a small
section of the measures and actions funded by ginepEan Community Initiative
Interreg lll. A number of approved program actidrae yet to be announced and
the timeframe until the end of the program, nan3dly12.2006, is extremely tight.
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= This great delay in announcing the measures catisedrefect of
Florina to address a written protestation to theeMMinister of Finance and the
Office of the Ministry of Foreign Affairs. The credorder programme Interreg lli
includes projects (road networks, environmentaljguts, etc.) that are of great
importance for raising the Prefecture out of itsladion and which cannot be
funded from other sources.

The findings of the empirical study conducted ia Prefecture of Florina
lead to the following conclusions on the role ofr@&pean policy in local
development and cross-border relations:

= According to the majority of persons questioned%Jy4 Greece’s
accession to the EU had a positive effect on dewedmts in the cross-border
region of Florina — FYROM.

= European regional policy has had a limited to matieeffect (70%)
on the development of economic transactions betwleertwo regions from 1990
to the present.

= Compared to economic transactions between the wgioms, the
contribution of European Community funding is miainto moderate (84.2%).

= The extent to which the European Community imit@&tinterreg has
contributed to the development of economic relatioetween the two regions is limited
(37%), moderate (24.5%), great (24.5%), while 10dedieve it has had no effect.

FINAL CONCLUSION

The evaluation of the implementation process fer ltiterreg 11l Project,
which was considered to progress slowly, in cofi@hato the findings of the
empiric research, demonstrated that, despite tliepgan initiatives and funding,
the danger of missing out the opportunity to egfems the isolation and to fail in
a feasible inter-border role, is always present.
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APPLICATION OF ECOLOGICAL MANAGEMENT
ORGANISATION FOR UKRAINIAN ENTERPRISES

OLEKSANDR V. RODIONOV !

ABSTRACT. Existing approaches and methods of managemeratafenprotection
activity in Ukraine are described, necessity fowrsgpproach of management by
an environment at the enterprise is proved. With liklp of the developed and
offered tools of ecological management developn@nthe mechanism of the
ecological management organization on industrit@rprises of Ukraine is offered.

Keywords: industrial enterprise, ecological management tootganization of
ecological management

Introduction

Natural resources demand careful management. Managitural resources
wisely is essential to the future of people heailtidustries development and
tourism business. Main goal of natural resourcesgwation is climate stability,
sustainable nature balance and people health.

Natural resources in Europe are increasingly beiagaged as ecosystems,
taking into account both economic benefits and remvinental values. In the past
years the number of standards in the field of gicdd management and environmental
techniques has increased. European enterprisesuctynperfect their environmental
activity and today’s industries represent a knogdeititensive sector that continuously
incorporates the latest developments in environatg¢athnology, process control
and environmental technology to cater to incredgiagvanced demands of people
and business in terms of properties, function, applications and new solutions.

Ukrainian industries represent rather different aatlgood situation in this
sphere. The results of modern environmental salatepproaches are clearly seen
now: cutting down of wood fund in Ukraine exceeds riestoration, minning
worsens a geological situation, causes erosiowils 8esides Ukrainian enterprises
have very high level of emissions and waste pradadidleksandrov, 1998, p.24).

» Dr.(ph) economy, docent of Chair of managementfanéign economical activity, Faculty of
Management, East Ukrainian National University ndmefter Volodymir Dal. Kvartal
Molodezhniy 20-A, Lugansk, 91034, Ukraine, Tel./f&x38 0642) 478417; (+38 050) 1593316,
E-mail: rodionov@ec.snu.edu.ua
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That is why there is need in new approach in timergpof environmental protection.
The purpose of the new approach is to perfect tistieg ecological management
system on Ukrainian enterprises of the branch, phiacipally was not changed
from the eighteenth of the last century. With #iis, the following tasks in the article
are formulated:

O Substantiation of the necessity to implement edodgnanagement at
the industrial enterprises.

O The description of the tools of ecological manageinueveloped by
the author for the implementation at the industiaterprises of Ukraine.

The principally new to Ukrainian enterprises appftoand instruments are
directed to prevent contamination and not on rerma¥athe consequences of
enterprises activity.

Material and method

Modern technology, information and communicatiarhtelogies strengthen
the competitive position of industrial enterprisagd help improve productivity
and product quality. RTD efforts aim to optimiséi@éncy throughout the whole
production and processing chain, while changindocusr requirements also have
to be taken into account (Sakwa environment, BenhrrGaisford, 2002). Constant
environment perfection’s solutions and investigatiof European industrial
enterprises differs them from Ukrainian one. In 398e number of ISO 14001
certificates enterprises was 257 in 19 countrigserwlSO 14001 was a project,
now there are more then 5000 world-wide (Zarca MazLa Espina, Benavides
Velasco, 2000, p. 169). In Ukraine there are omlyesal ISO 14001 certificates
enterprises, their sphere of work is pharmacewtieadd chemical industry. In
Ukraine industrial enterprises well know ISO 90@anslard, which is concerned
with quality assurance. But certification processery slow.

European enterprises control and estimate their@mwental activities by
number of spheres (Graff, 1999, Benarroch, Gaisfa@®2, Jenkins, Hine, 2003).
They include personnel, technical, financial arftepspheres. Monitoring is constant
and gives full information for analytical work. Tlaém is get as much information
as possible for analysis and creation new managgegsions and strategies.

However, results of a technical condition of a nfanture and parameters
of environment specifications are consequenceaufralition and efficiency of the
managing systems and level of their organizatiotherenterprise.

In Ukraine, there is enough attention is paid tteehnical estimation of
enterprises environmental activity (Aleksandrov989Dzhigirey, 2002, Kuznetsov,
2003). But the question of an estimation of a ctioliof other spheres and their
influence on environmental activity and the orgation of ecological management
at industrial enterprises is insufficiently congiei
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Industrial enterprises in the EU are based on &mwahaged, renewable
resource. By continuing to support the sustainamd@agement of resources and
promoting the use of more products from them wengake an important contribution
to the global climate. Constantly carry out eduwmatind training in the sphere of
environmental management: companies training, semilR&D works are in action:
CCA and other investigations. Suggested changemanagement organisation:
EMS strategy matrix, waste management solutionsotret directions and perfection
(Zarca Diaz De La Espina, Benavides Velasco, 200273, Benarroch, Gaisford,
2002, p. 4, McDonach, Yaneske, 2002, p. 218).

Ukrainian enterprises at the moment have no enwiesmt protection
programs and activity.

Harmful emissions of Ukrainian industrial enterpgsin to environment
have reached the volumes, which by different indisa exceed allowable by
sanitary norms. Some decrease of emissions fallndimwnineteen’s of the last
century was in EU and US due to new technologigsrmanagement approaches,
in NIS countries it was caused by political andrexuical fall down.

From the middle of the ninetieth years of thedasitury, in Ukraine, legislative
measures on protection of an environment became awiive, however, economic
levers of influence on the enterprises-pollutershefbranch were insignificant, that
has caused economic policy of the industrial eriga® to ecological management
organization and environmental protection activépvironment is still polluting,
constantly grow industrial wastes amount.

Organization and implementation of ecological mamagnt in models of
market transformations in Ukraine till now is nobked through, and insufficient
attention is paid.

Analysing the situation in the industries and ctinds in the country, the
author is grouping the factors that cause the sé@gesf ecological management
organization in industrial enterprises, fig. 1.

Practice of European enterprises has proved opjiigrto decrease negative
influence on an environment on 20-40 % on the lmdgise without waste technologies
and ecological management’s instruments.

Ukraine has a number of consulting enterprisesrioffethe services in
environmental sphere, however the sphere of sexvgckmited enough, fig. 2.
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The necessity of ecological management perfectioh a
organization in industrial enterprises
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Figure 1. Factors necessitating ecological management unsinidl enterprises

Control and calculation of peak concentration ljpfans,
calculation of enterprises waste limitation norms

Recommendations about installing of cleaning eqeipm
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environmental
services of consultin
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Recommendations about allocation of some typesdafstrial
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vy v o

Compiling and development of enterprises ecologiealsports

Figure2. Directions of Ukrainian consulting firms’ servidasenvironmental sphere

Consultation firms are concentrated in sphere a tbchnical help.
Organizational support and consultation for theusidal enterprises practically is
not given. Addressing to the consulting enterprisesjuestions of environmental
protection activity has a number of lacks for th@ustrial client enterprise:

0 Limitation of services.

O The single help, absence of regular monitoring.

O Threat of infringement of a trade secret of theemrise.

O High cost of services.
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The consulting enterprises do not carry out enwirtemtal monitoring
activity of a client, due to financial insufficiepsituation of consultation firm and
sometimes due to problems of permission to it frdiants’ side, as there is no
trust to consultants because of the risk of infeimgnt of confidentiality of the
information. These factors do not give opporturtdythe full, qualitative help of
the consultant.

By results of the interrogation carried out by thehor it was established,
that only 5 % of the interrogated enterprises leméronmental protection departments
(Rodionov, 2002, p.25). The basically, to the dyitgxisting environmental protection
departments concern the account of environmentaiactination, calculation of
scheduled emissions, and calculation of the sipayrhent of the tax for environmental
contamination on the basis of the made calculatiess often repair and replacement
of the environmental protection equipment. Theltatamber of the interrogated
enterprises was 38 (Rodionov, 2002, p.18).

Program and process of developing these directierds unique, national
approach, that will account cultural, economicalyitorial countries factors and
worlds experience in this sphere.

Results

The analysis of national literature testifies, thatquestion of the organization
of ecological management and an estimation obitglicion in industrial enterprises is
not advanced enough. In this connection there ggesied to plan life cycle of
products in industrial enterprises, in particufaview of environmental factors. To
one of obligatory stages of life cycle of produetfer secondary use and recycling
of raw material, products and their elements. Blage is absent now on Ukrainian
enterprises; besides environmental managementidoacire separate from product
life cycle that is why functions of ecological maement should be co-ordinated
with the industrial enterprises products life cysfages, fig. 3.

One of responsible stages is the stage of develoipofea product that
takes into account such factors as: designing eir@mment safety of a product,
recycling and secondary use of a product etc.

Definition of market and legal requirements to aduct of industrial
enterprises assumes that before developing of @uptoshould be conducted and
accounted some obligatory factors: consumers imglia situation in the market,
legal restrictions of branch, use of non-polluteguipment and technologies and
other. Economic, technical, functional, environmantl other qualities of a product
are compared, and only after this the final denisidout its development and
manufacture then is made.

As Ukrainian industrial enterprises are materiédmsive, and are the basic
polluters and waste manufactures there must betecteprogram for waste
reduction and waste use in other economical angsiniél branches.
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Figure 3. The basic circuit of realization of functions obtgical management in life
cycle of products of the industrial enterprises

Ecological management and product life cycling $thdae permanent on
industrial enterprises. The author offers plannargl realization of ecological
management functions at each stage of productyitée. Each stage and its steps
can be shared for different other sub tasks andfisudtions, becoming big and
direct scheme to planning and action where eachrttepnt will find its functions.

The purpose of such planning is decreasing of resousing, prevention
appearing waste of all kinds, planning of wastdizatiion of industry branch as
initial raw materials for other branches, creatirenvironment friendly products
and manufacturing, economical effect, enterprisgapetitiveness and sustainable
environment development.

Industrial enterprises work in the conditions of@gsive external business
market environment that is why a periodic estinmatib activity is necessary for their
successful work and development.

The estimation of management condition should beethout constantly.
For successful business and environmental actimfigrmation must be analysed
from various spheres: personnel management, falameinagement and etc. However
it is necessary to estimate results of enterprsigity, its final indexes, but also a
level of the organization of managing processesldzal to these results and final
indexes, to estimate a condition of financial, parel, ecological management
and other managing directions. An estimation of anagement condition of an
enterprise is a process of research efficiencyaraging systems functioning. It is
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necessary for revealing a level of organizatiomatpsses at the enterprise, a level
of adequacy to the purposes, tasks and industiizits of the enterprise.

Enterprise management is a set and interaction asfaging subsystems
that are directed on achievement of an overall@ithe enterprise. That is why it
is necessary to check and estimate a condition aandverall performance of
managing subsystems of the enterprise, the orgamzaf work of divisions.

One of the important managing subsystems in Uleriimidustrial enterprises,
alongside with, industrial, innovation, investmesitategic should become ecological
management and provide productive management afsiridl enterprises. It
should be directed on realization of enterpriseslogical and economic targets,
projects and the programs developed on the basipriotiples of economic
efficiency and ecological validity, with mainten@&nof the balanced and realized
functioning the enterprise in environmental system.

The basic purposes and tasks of an author's taghigan estimation of a
condition of the organization of ecological managatn on the industrial
enterprises are submitted on fig. 4.

Subject of the estimation is the condition of timgamization of ecological
management on industrial enterprises. The sequénmerformance of an estimation
of a condition of ecological management organizati industrial enterprises is
submitted on fig. 5.

One of the basic moments of realization of anyneeiion is definition of
spheres of estimation. For completeness of reilizaf an estimation of a condition
of ecological management of the industrial entegs;i the author offers to concentrate
the basic attention to the following spheres:

Industrial sphere

Personnel and communications sphere
Innovation sphere

Environmental protection activity sphere
Information supply sphere

Financing of environmental activity sphere

The estimation of influence of the industrial epitese on natural environment,
as well as an estimation of a condition of ecolagimanagement organization
should cover various fields of activity of induatrenterprises.

Numbers of parameters, which characterize a camdiof ecological
management on an enterprise, are grouped accdfdirgpheres of estimation.

Methodological basis of an estimation of a conditiof the ecological
management organization is position and principfehe modern theory of constant
development, rational wildlife management and pxagion of the environment.

I
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An estimation of a condition of the organizatioregblogical management
on the enterprises industrial enterprises

Purposes: : Tasks:
- An estimation of the condition of the - Revealing of a condition of
organization of ecological management. elements of ecological
- Perfection of system of management of management at the enterprise.
the enterprise. - Check of results of estimation to
- Management of efficiency of financial the state norms and requirements.
expenses of the enterprise on - Revealing of a technical and
environmental protection activity. administrative/management
- Check of conformity of activity of the condition of the enterprise.
enterprise to the state ecological norms - Analyzing the factors that have
and requirements. affected the final indexes results
- Effective and rational wildlife - Development and choice of
management. actions, for improvement of the
- Improvement of product quality organization of ecological
- Establishments of a level of influence of management.
the enterprise on a nature and prevention
of anthropogenesis influence.

Figure4. Purposes and tasks of an estimation of a condifidhe organization of
ecological management on industrial enterprises

At an estimation of a condition of the organizatidrecological management
methods are used: system-structural and comparatiadyses, a method of the
structural - logic analysis, statistical methodsnethod of the financial analysis -
for an estimation of a condition and prospects efeopment of a modern
ecological policy; a method of interrogation; a hust of expert estimations and
other methods of scientific knowledge of econormid administrative processes.

Information base of estimation are legislative, mative and methodical
materials of legislative and executive authoritye statistical data of enterprises
and their periodic reports, materials of the irdgations of the personnel at the
enterprise, and other sources of the information.

The estimation of a condition of the ecological m@@&ment organization
of industrial enterprises is offered to carry outhmthe help of quantitative and
gualitative parameters. For the most full and auifbeestimation it is necessary to
use the system approach to the estimation thapwallide the maximal account of
spheres of activity of the enterprise, and rewsgldtential opportunities. Quantitative
characteristics determine completeness of use ef rdsources involved in
environmental protection activity of the enterpyife all spheres: industrial sphere,
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spheres of information and financial maintenante, @ualitative characteristics are
estimated by environmental protection activityloé enterprise.

Revealing of the spheres describing a conditioacological management

\ 4
| Definition of the parameters describing conditidrecological management
\ 4
[ ]
Quiality indicators Quantity indicators

\A/

Definition of design procedures of parameters oéstimation
of a condition of ecological management

h 4
[ | |
On the basis of the available data j| On the basis of original On the basis of the state
literary and other sources development specifications and techniques
[ [ I
A 4

Definition of a significance value of parameterbees

>
hl

\ 4
Realization of an estimation of a condition of egital management

- v

By expertg of the enterpris¢ By joint efforts By the consulting orga'nizations

Processing of the received results

1

|
Transformation of the received data tp | Formation of final values The analysis of the received |
uniform system of measurement P < results '

1

1

Construction of a rectangular of an estimation obadition of the ecological management
organization

A 4
Analytical processing of the received results aditwy to an ecological management
organization condition at the enterprise

h 4
Formation of new tasks, updating of plans and a@ecee of strategic decisions in the spherg
on estimation methodic directions

Figure5. The sequence of performance of an estimationcohdition of
ecological management organization at industritdrpmnises

The estimation of a condition of ecological managemat industrial
enterprises is offered to be carried out with thlptof the parameters established
in research that pay off both formalized, and eixpeyy. The author offers the part
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of quantity indicators, for the characteristic aandition of ecological management,
for the first time. Each of the designed quantitgicators transformed in points by
the appropriate methods.

After that, all parameters are resulted in unifofire-point system of
measurement and average values on groups pay extilt® of the estimation can
be presented as a rectangular constructed witthehe of six groups-spheres of
parameters. Each group is broken on five sectorastifmation from 1 up to 5
points. In practice, in the submitted rectangutae, width of sectors on groups will
not be equal, in connection with inadequate infagenf groups of parameters on
the enterprise activity.

The width of the area of group depends on weighthefimportance of
each group. Evidently at the industrial enterpiisés possible to illustrate a
condition of ecological management in the followgwpmetrical space, fig. 6.
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Figure 6. Example of rectangular of an estimation of a caowliof the organization of
ecological management at industrial enterprises

The author with the help of method of expert estioms carried out
definition of the weight of importance of groups mdrameters. The structure of
expert group was determined by features of thergriges, presence and a degree
of participation of divisions and experts in enwvineental protection sphere.
Results of interrogation are submitted in tab. 1.
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Table 1.
Results of expert interrogation on revealing factfithe importance of groups of parameters.
Groups of parameters of an estimation Weight ofartgmce of groups
Environmental protection activity 0,13
Financing of environmental activity 0,20
Parameters of personnel and communications sphere 20 0
Parameters of industrial sphere 0,15
Information supply sphere 0,17
Innovation activity sphere 0,16

Depending on the given factor of the importancewdith of a field in a
rectangular of estimation is determined. The camiof organization of ecological
management is determined by calculation of thea'afethe break”. The "area of
the break", is the size that calculated, as amiffee between the area of an ideal
condition and actual results of estimation. Thald®mndition is the mathematical
area of a rectangular of estimation. Results amedion are calculated as the sum
of the areas of rectangular of groups of paramefehne area of each group of
parameters is calculated as multiplication of aarage group estimation results
and factor of the importance of group. Calculatiohparameters enable to compare
the total areas of rectangular on groups and thergkarea of an ideal rectangular.
The less is value of the "area of the break", th#eb it is a condition of the
organization of ecological management at indusemdérprise. After realization of
estimation on groups, reception of the followingulés of an estimation of a
condition of ecological management organizationp@ssible: excellent, good,
satisfactory, and unsatisfactory. Results of edtomacome to light on a scale of
the "area of the break", tab. 2.

Table 2.
The scale of the "area of the break".
Area of the break, % Level of a condition of thgammization of ecological management
0-25 excellent
25,1-50 good
50,1-75 satisfactory
75,1-100 unsatisfactory

The rectangular of an estimation evidently shovsval of a condition of
ecological management at industrial enterprisedoreptance of administrative
decisions at a choice of development of the furtbeections, allowing to
determine priorities of effective functioning ofatagical management as a sub
management function.
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Discussion

The technique of the estimation method was appravéide enterprises of
forest-based industry in Lugansk. For the test @pgion of estimation method the
data on activity of the forest-based industry egrises for last year were used. In
the estimation process took part 10 enterprisediftérent size and ownership.
Results of an estimation of a condition of the egiglal management on enterprises
have shown, that the level of the ecological mamesyg organization is estimated
as "satisfactory" and far from "excellent" one.

After the results analysis it was estimated, thatliasic spheres demanding
attention are: the environmental protection agtilie personnel, and the information.
The current state of the ecological managemengrdifin the large firms and SME.
There are a great number of SMEs which do notlfriéfjulations, and that is why
the results of an estimation are not high. Theaead such SMEs position is lack
of money and qualified human resources.

On the basis of the carried out estimations at ehéerprises some
organizational work was made. It concerned orgéinisal changes, personnel
education and training, forming enterprises envitental databases, perfection
information and communication systems, produatsdifcle planning, waste utilisation
programs development and other. Results of chaag#ise present time are not
revealed, as has passed not enough time, andsre$atianagement not always can
be revealed at once. However, the further researdiethe enterprises and
parameters of their activity are conducted.

The enterprises managers that participated in &gtion process reflected
the estimation method as new method of ecologi@agement estimation. This
method gives the opportunity to find out the lackd only in technical sphere.
Enterprises top management get information foryaisshnd further strategic directions.
Estimation procedure is simple in use due to speciaputer program. This program
was specially developed for the estimation procasd makes the calculation
faster, easier and cheaper that is important imtbéern condition of enterprises.

Conclusion

The proposed instruments of ecological managemeganization and
perfection are clear, simple in use, do not needhnfinancial assistance and can
bring fast results where it is possible. Of caumsytneed some organizational and
financial changes in the enterprise but they ausea by necessity of environment
preservation and further economical enterprisesctiffeness. These instruments
contribute to investigating, developing and peitecbf organization of ecological
management on industrial enterprises.

This approach intends for exception of anthropagjeriefluence of industrial
enterprises on the natural environment and heéltieaple, prevention of ecologically
dangerous failures and situations, reduction ofwaption of all kinds of resources and
other purposes in frameworks of environment susééndevelopment.
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To the benefits of ecological management implentemtaefer: creation
of more favourable conditions and additional oppoities for investments, export
of goods and services, increase of shares cobedrnterprises at stock exchanges,
environment cleanliness of the enterprises and fneduction.
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ABSTRACT. The main purpose for this project was to identifg perceptions
and attitudes of the economic higher education uatatls toward the tendencies
of professional development offered by educatiémstitutions and labour market
from Romania.

In order to have a real image of the actual laloarket the project involved
an empirical study among the employers in orddintb out what are their expects
about the economic profession level of development.

Based on this research we should be able to regpahé following questions:
who quickly a graduated is enrolled in an orgarme& which are the most requested
special fields in economic profile? what kind ofages will occur in this perspective
of EU enlargement .

The main objective is to identify the specific elensewhich should be
develop by economic higher education in order tprowe the quality of froming
process for this carrier.

Key words: perception, attitude, graduate, professional devetnt, labor market

STUDY ABOUT THE WORK PERSPECTIVE OF ECONOMIC
HIGHER EDUCATION'S GRADUATES ON THE LABOR MARKET
FROM CLUJ

1. The evolution of the number of graduates and th&'poffer in Cluj

The higher education offered in Cluj by ten ingiins, public as well as
private, has registered a meaningful developmetténlast 10 years, the number o
scholars almost double. This tendency took pladiee increase of teaching stuff is
only 64%. The result was the increasing numbertudents per professor from 11
students in 1991 to 16, 9 students in 2003. Thig &Ourse an average obtained from
all active universities and faculties, as wellfesdistance education system.

1 Lecturer PhD, Faculty of Business, Babes-Bolyai Vrsity, Cluj-Napoca, Romania,
anegrusa@tbs.ubbcluj.ro
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Table 1.
Comparative analysis of the number of scholars angdrofessors
YEAR PROFESSORS STUDENTS ENROLLED
1990/1991 2098 20726
1995/1996 2583 34749
2000/2001 3223 50484
2001/2002 3247 54710
2002/2003 3314 54429
2003/2004 3442 58443

Source: Romanian’s statistic yearbook — 2002, 22084

If we talk about hiring stuff, the most importamcsor which absorbs the
labor force in Cluj is the processing industry. aitiinately the trend is a decreasing
one and far away from 1995.

The economic specialization has been and it haained a specialization
where high-school students are applying for, anhparing with other specialization it
is noticeable that the years 2003/2004 have agatiajority of the students.

Table 2.
The evolution of the scholars on the main domaing ¢he higher education system
PERIOD ECONOMICS TECHNIQUE MEDICINE JURIDIC
1990/1991 12,8 62,5 10,43 2,06
1995/1996 24,9 28,05 9,59 12,83
2000/2001 24,8 25,94 6,19 12,91
2001/2002 25 25,68 5,63 11,87
2002/2003 26,5 25,58 544 10,64
2003/2004 27,7 25,45 5,32 9,76

Source: Romanian’s statistic yearbook — 2002, 280684

Reviewing the tendency of Cluj economy in the [E3tyears reveals that
the most important and with a huge impact in thekviorces market is the industry.
First of all we analyze the evolution of active eaptises number in the regional
economy and resulted that the Cluj economy is sfized on manufacturing with
the following fields of interest: food manufactuginlight industry, putlog and
machine/building industry.

A special meaningful is the increasing of the cardion activity with
58%, becoming an important factor for the developinad the entire area. This
tendency reflects also an important flow of investts concerning the industry
infrastructure and the increasing demand for rstte.

Regarding the structure of Cluj economy by sizeglalmost 87% of the
active units are micro enterprises, with less th@remployees and the number of
macro enterprises with more then 250 employeassid);,57% from the total.
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Table 3.
The evolution of active enterprises from differeneconomic fields of the regional economy
- number -
CLUJ AREA 2000* 2002 2003
ECONOMIC SECTION
Total 13604 14374 16304
Mining and quarrying 28 32 41
[Manufacturing 2236 2415 2442
Electric and thermal energy, gas and water 19 14 2b
Construction 675 847 1066
Wholesale and retail 7557 7004 7461
Hotels and restaurants 411 563 674
[Transport, storage and communications 744 1049 1178
Real estate transactions, renting and service itiesivmainly 1198 1931 2736
rendered to enterprises.
(Education 34 40 42
[Health and social assistance 101 136 191
[Other activities of collective, social and persasmivices 355 338 448

Source: Romanian’s statistic yearbook — 2002, 22084

We took in the analysis, on the other hand, théuéwa of turnover for the
active enterprises, in order to identify which dhe promising sectors, already
developed and with an important impact on the wimces market. The most
important sector is the manufacturing with an tuamanean per enterprise about 13,88
billion lei, in the second position is transportprage and communications (with
turnover mean about 9,49) and the third positionecevholesale and retail ( 7,23).

Table 4.
The evolution of the economic sectors based on y&aturnover
- Thou RON -
ECONOMIC SECTION 2000 2002 2003
Total Cluj area 4647,3 9210,6 12279,6
Mining and quarrying 56,2 67,7 86,6
[Manufacturing 1242,7 2588,1 3391,1
Electric and thermal energy, gas and water 322,14 5,461 746,1
Construction 351,3 685,9 802,3
Wholesale and retail 2257,8 4009,5 5398,1
Hotels and restaurants 49,3 98,5 134,9
||Transport, storage and communications 2955 724,3 118,8
Real estate transactions, renting and serviceitesivnainly 69,3 340,5 482,8
rendered to enterprises
(Education 2,3 3,7
[Health and social assistance 12,0 16,7
||Other activities of collective, social and perscseivices 87,8 65,4 98,5

Source: Romanian’s statistic yearbook — 2002, 22084
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For the regional economy in the last 5 years it banremarked an
increasing tendency, but it could not reached the level from 1995. The
increasing average number of employees from onetgeanother is about 1, 2%,
this fact happens in period with a yearly decreasiomber of employees in the
industry and construction. In conclusion the seyvieector tend to be more
productive, in a stage of development, determinedegelopment of the work
forces for this sector.

Table 5.

The evolution of the economic sector based on thember of employees
ECONOMIC SECTION 1995 2000 2002 2003
Total Cluj area 210913 158518 162454 164867
Mining and quarrying 4097 2135 1828 1820
[Manufacturing 95101 59999 62651 60507
Electric and therm 6475 5940 5392 4983
energy, gas and water
Construction 14683 14507 13034 13822
Wholesale and retail 25801 18416 23923 25388
Hotels and restaurants 3633 3287 2121 3952
Transport, storage a 18611 14114 13457 13981
communications
Real estate transactio 7363 5790 6404 6672
renting and  servig
activities mainly
rendered to enterprises
[Education 19242 19415 18356 17776
Health and soci 13098 12128 12413 12748
assistance
Other activities g 2809 2787 2875 3218
collective, social an
Lersonal services

Source: Romanian’s statistic yearbook — 2002, 22084

In this economic environment we intended analyeecttnnection between
the work forces market and the economic higher afilue for evaluating the
perspective of hiring young graduates.

In the work forces market from Romania the unemgtbyate is more
sever for the young people. This fact can be erpthbased on the behavior of the
young people toward job. If the people with someeagience in working places
and aged became in general in the unemployed ség#oto firing, for the young
people the major motive for which they became ureysul is failing in reaching
the first job. Because they try to get a job adegto their level of knowledge and
education the period looking for the job increasilgthis situation they increase
the unemployed rate. Only when they consider thathfeir specialization there are
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few opportunities they accept job reorientatione Hifficulties rises in the Romanian
economy determined a hard and slowly employmerth@&young graduate.

Based on a direct research, accomplish by SWOT ltimg, over a
representative pattern of employers from the entiatry, which took place between
14-20 December 2004, resulted that almost 67% ftememployers find out that
the young graduates’ theoretical knowledge do awespond with their expectations.
The conclusion of this study was that the numbegraiduates is not correlated
with the need of work forces.

Follow up we intend to analyze more the correlapooblem in Cluj area,
because due to the fact that Cluj is a universiyter town, the companies from
this area are privileged. For the cluj employmeatheat, the top level was reached
in 2002 when the number of job offers raised to.981May 2004 the top level
rises to 956. From the fluctuation diagram redudit in this last 4 years there is a
trend of very slow increasing (2001 — 625, 200245,82003 — 819, 2004 — 924),
but without an important development of the regioeeonomy the job number
offers to young graduates could not be meaningful.

The employment market for the higher education gmbées had the
following features:

= January and February are characterized by a masgegration of the
last graduates without a job

= The period between March and August is characirizg a small
interest from the future graduates for a job

= September —November period is characterized by smau#t of the
market by the graduates

Oferta de locuri de munca pentru absolventii
de facultate (2001 - 2004)
1000 ian.-03
o953
800 -
600 -
dec.-02,
400 596
200
O% % g % % % 2 g % % 3 %

Figurel. The evolution of job offers for higher educatiomdwates in Cluj
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The reason for what we consider that is a hugebgdyween the demand
and the offer in the employment market of Cluj istedmined also by the
unemployment rate for people with university degréeom 2001 when the
unemployment rate for higher education graduates amut 4% from the total,
this rate increasing annually reached a pick in32&010% which follow up in the
2004. The biggest problem occurs for the graduages! higher then 25 years, for
which appeared an unemployment period for shos.tim
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Figure 2. The evolution of unemployment rate for higher ediocagraduates in Cluj

The main motives for which the employers prefergbeavith some work
experience instead of young higher education gtaduae:

=  The minimum average wage is to high
The lack of time for training
The cost for training
The adaptation process to the job task is easipefiple with experience
The training process at the job could burden theraactivities

2. Study about the employer's behavior in the prsseof recruiting,
selecting and hiring of economic higher educatiomagluates

Presenting the methodology and the indicators.

The purpose of the research was to identify sonsacheristics of the
employers in Cluj as far as the demand of the emingraduates for jobs with
similar tasks is concerned. The analyses have ti@esm based on the data collected
directly as well as the report of the local puldidministration. Within the direct
research, we have chosen 62 companies from Ciujdlva a potential of development,
from the private as well as the public sector.
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The conceptual frame

We have started from the hypothesis that the petiseof finding a job
for the young graduates with economies profile tyailepends on the perception
on the employers as far as the individual potensiatoncerned, as well as the
ability of the higher education institution to afthem a rigorous training.

Premises

We have studied the following hypothesis concerttiegdabor market in Cluj:

= There is a constant trend of the demand for empégyeith
economic specialization

= Employers use a standardized set of selectionrierithat they
generally apply

= There is no interest from organization on trainiagd professional
improvement of the employees within the structuodsthe higher economic
education system.

Instruments used for the research

We have used the investigation because it inshesddscription, comparison
or explanation of the opinions, attitudes and bairay motivations, characteristics
of the social or organizational environment. Byngsihe investigation we can obtain
answers to questions such as: When? What? WherePridoh? Etc.

The results obtained can also be representative liagger population than
the one investigated through the interview. Asrairument of collecting data we
have chosen the questionnaire.

Data on the sample
The sample of this research is characterized bjolleving:

Table 6.
The structure of the sample by the property type
TYPE OF PROPERTY FREQUENCY PERCENTAGES
private 48 84,2
mixt 2 3,5
state 7 12,3
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Figure 3. Structure of the sample by the main domain of agtiv

Results obtained

First of all we have been interested by the nurabeconomists that are hired in
the organizations that he has investigated. Evihreifveight of SME is only half from
our sample, the bigger percentage of economisteeBawithin the interval 0-5
employees. Based on responses got we divided thbemns of employees in 5 intervals,
in order to identify also an average of this nunifierthe companies from Clui.

Table 7.
The number of employees with economic specializatidn the firms that were investigated
Intervals Frequency Percentage

0-5 26 45,6

5-10 9 15,78
10-15 13 22,8
15-20 2 3,5

> 20 7 12,2

Related to the dates collected results an averagaber of economist
employees about 8 and we consider this promisimgtiie young graduates.
Knowing this our intention was to verify the coatbn with the number of job
with economic specifications or tasks. Based opaeses the correlations between
the number of employee and the number of job withnemic specification was
verifying, so exists a relation between the vasgablThis means a balanced
employment process.
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Table 8.

The correlation between the number of employees artie number of jobs
-0 -

NUMBER OF JOBS 0-5 5-10 10-15 15-20 > 20 TOTAL
NUMBER OF
EMPLOYEES
0-5 31,5 12,28 17 0 0 45,6
5-10 35 7,01 0 0 5,26 15,7
10-15 7,01 7,01 5,26 0 35 22,8
15-20 0 0 0 3,5 0 3,5
> 20 3,5 0 0 17 7,01 12,2
Total 45,51 26,3 6,96 5,2 15,77 100 (5

Results also an relative higher percent (22.72¢ahpanies where the
number of economist employees is higher then thmehbeu of jobs with economic
tasks, and this means that inside of this compapiesple with economic
background and education were employed on jobshwid@quired others tasks or
activities then their qualifications.

Another important point that has been proposedimwitie research was to
find out how many young graduates have been emgloypeeconomic jobs. This,
we have discovered that in 38.5% of the cases thergoung graduates. This
indicates a first argument that within the Cluj kerthere is a tendency of
saturation of the demand for young economists.

Table 9.
The number of young higher education graduates empyed by companies questioned
Number of young higher Absolute Relative
education graduates employed frequency frequency

0 22 38,5

1-5 24 42,10

6—10 9 15,7

>10 2 3,5

Follow up with a comparative analysis between thiatdishment year of
the companies and the rate of young higher educatiaduates employed results
that the most active in this process were the nempanies which start their
activities in 2000. This means a strong correlatietween the economic development
and rate of unemployment. The new companies tiréate a work team in short
time and with less outlay.

Our intention was also to evaluate the perceptiothe® employers related
to the degree of qualification accomplished in #dcational program by the
graduates, based on their abilities in fulfillitng fob tasks. Using the Likert evaluation
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values for this variable results a median valueiado2.6 and we consider this as a
good value which characterized the higher educatiograms solid and performance.

This result is indurate by the 88% of the employehngch consider that is a
strong relationship between the level of qualifmatin the education program and
the level of performance in the work place. Dudhis result we are right in the
affirmation that the employers began to be morentate of level qualification and
performance graduates in the education degrea)dmtts is the first sign regarding to
the work performance. We have also tried to chéik tesult by analyzing the
correlation between the appreciations of the trgindf the connection with the
performance at the working place, the hypothesisgoeerified.

Table 10.

Correlation between the valuation of educational pdormance and work performance
-0 -

VERY GOOD | AVERAGE | POOR VERY | TOTAL
GOOD POOR

Yes 8,7 57,89 19,29 3,5 0 89,3

No 0 35 3,5 0 3,5 10,5

(Total 8,7 61,4 22,8 3,5 3,5

In the following stage we concentrate on the mdjficiencies observed
by the employers to the young graduates in the wwdcess. Related to this
finding we identify some unexpected results whiffieroa primary vision about the
sector or activities from Romanian universities evhshould be improved.

First of all it was pointed out the lack of praaliknowledge and practical
skills. Next to this are the integration probleriyaung graduates into the companies
and their adaptation process to the tasks’' jobs.iMérpreted this unexpected
result as a proof of the fact that the educaticstesy forms young people with a
low flexibility, which usually lose themselves iroht of the simple activities and
tasks that they have to accomplish and even mioeg, dan not communicate very
easily with the team. If the lack of practical ki deficient of the higher education
systems the communication and adaptation problemsleficient of the forming
process. We can thus conclude that the trainindpodstused do not determine the
flexibility and development of a creative thinkifgyt on the contrary diminish the
freedom of thinking to certain stereotypes whickdi¢o rigidity.

Table 11.
The major deficiencies observed to the young higherducation graduates

Deficient Absolute frequency Relative frequency
Lack of practical skills 55 96,49

Weak theoretical knowledge 2 3,5

Adaptation problems 13 22,8
Communication problems 7 12,28

Integration into the team 13 22,8
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To the question: do you consider that the Romaadutation system can
offer you the perfect employee, 77% answered noa Asnclusion there are some
weaknesses in the graduates preparation that maisijt from the low cooperation
between universities and business representatines have deepened the difference
between the way of training and what is used dgtiabiand knowledge.

Even so, the perspective of economist in the coiepariew is favorable
and gives hope to young graduates that in a shoe they will be hired in the
domains that they have prepared for. This thingniderlined by a percentage of 61
of employers who need economists for periods of&y. Being asked what are the
main domains in which companies need economistisave obtained:

Table 12.
The main specializations required by the companiesvestigated for young graduates
Specialization Absolute frequency Relative frequency

Management 20 35
Marketing 29 50

Finance 21 36,8

Accounting 37 64,9

Economic 15 26,3

The two most needed specializations wanted by empoprove that
companies are interested right now only by two majooblems: the correct
bookkeeping and administration of resources anddlaionships with the market,
or building up a certain image.

We also proposed, about hiring on jobs with ecowoatiributions, to
identify and classify the criteria that the emplsyapply. So, based on the relative
frequencies obtained for each criterion we haveutaled a balanced average with
a score from 1 to 7 for each hierarchical leveusTlthe hierarchical grating that has been
used was fro 1 —very important to 7 — irrelevabtaming the following scores: 1- 10
points, 1 — 8 points, 3- 6 points, 4- 4 points2 Boints, 6- 1 points, 7- 0 points.

As a conclusion, employers are firstly interestethe domain of preparation,
specialization, but this does not insure a defiaitidvantage at hiring, practically,
graduates need to consider as competitors on bioe taarket all the people who
have a university diploma. Even if subsequentlyiridicated as a criteria,
experience comes in front of personal qualitieahlities that the graduates has.
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Figure 4. The hierarchy of the main characteristics requingérployers
for young graduates

Within the study of research, based on the resméiscan say that the
proposed hypothesis have been confirmed and thengléed a constant tendency
of the demand for the profession of economist wtochthe background of an
exponential increase of the offer becomes insuffici There is also a strong
connection between the economic increase and dawvelst of an area and the
increase of the absorption of graduates on the ladaoket. Thus, as a result of the
tendencies that are on the labor market and jolaket, a reseat of the principles
of preparing the young economic graduates is redquin order to insure a level of
development adjusted to the requirements of thd@rags.

3. Study about the Romanian higher education grade’a perception
over the quality of this process.

Presenting the methodol ogy and the indicators.

The research purpose is to identify the perceptibhigher education’s
perception about the economist profession in theahtabor force market and the
role of education process in preparing them forjobetasks.

The conceptual study frame

The study was conducted on 70 graduate’s studeot®m feconomic
faculties from Cluj-Napoca. We focused on 3 Faeslfrom Babes-Bolyai University
with economic profile: Economic Sciences Facultyclty of Business and
European Studies Faculty.

We start from the idea that the economic profiligher education continue to
attract students because of the favorable worlpeetige in the market. The graduates
are willing to get based on education processipgh&nowledge and capabilities.
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Premises

The basic assumption regarding the following ideas:

»  The economic profile still it is preferred by thadents because of the labor
force market

e The demand for economists in the labor force matkets to decreasing

*  The competition among the graduates with econoagesg: became harsh

e The main characteristics of the effectiveness ghdti education percept
by students are:

Instruments used for the research

This study utilized data from one data collectiangess focusing on the
graduates from 2004-2005. Data were collected usingestablished survey
instrument that requests detailed information oixghin a 14 questions. Through
this structured questionnaire the 70 graduatessataddeveloped answers around
guestions like: perception of the demand for thenemic degree, which are the
most important criteria’s applied by employers he tjob selection process, if
higher education help them to find an appropriate pr if the knowledge share in
the education process help them to faced to jdstasd abilities.

The instrument was constructed so that subjectsdcatose one
alternative or maximum two, depending on our wighto evaluate the degree on a
percentage bases. The answers were analysis with statistical tools provided
by the SPSS statistical method.

Data on the sample

The following data characterized the sample of gaes:

Types of faculty:

v’ 44% - from Faculty of Business

v 32% - from European Studies Faculty

v’ 24% - from Economic Sciences Faculty

More than 73% from the sample are represented halée and the
average age of graduation is around 23.8.

62% from the graduates lived in an urban area &% 8lready had in the
moment of graduation another diploma from othewersity.

Results obtained

In first part of the research we focused on thespestive of economist
profession. We find out that almost 54% from thmgle subjects if they had to
choose now a faculty to enroll straightens to tb@nemic degree. This means that
in nowadays environment the economic specializagtt offer the powerful
opportunities in the Romanian labor market. Thaltds in a total correlation with
the statistical data showed above. Also the ideandsirate by the general
perception of subjects that the Romanian economgd nef specialist with
economic degree for development (83%).
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In the moment of graduation almost 60% of the subjexamine in the
research say that they are employed in a businegmiaation. This signs the
general tendency that students try to get a jobrbeb get the diploma even if this
job is not appropriate for their qualificationsu8énts and graduates believe that
finding a job before graduation consist of advaesig the labor market.

The competition in getting a job it is evaluated sdionger by a high
ponders of the subjects, almost 67%. So the graduwae prepared to confront with
others and they expect to have some problem inghprocess. These problems get
worsen in the last period of time and it was nopgging that almost 70% from the
sample graduates, asked if they intend to immigmate foreign country, the
answer was favorable.

In order to find out the graduates opinion abouidaal higher education
system we addresses the following question: Séftent the following the most
important, 2 characteristics regarding the higldarcation process. Based on this
resulted that the most important features for higitication should be the practical
knowledge transfer to the students, the novelthef and the endowment.

These characteristics reflect the expectationhefstudents from higher
education system what are and reflect their pei@epn correlation with the
requirements get from the employers. Because tietfio characteristics are related
with the quality of professors result that the gyabf the education process is a
dependent value of the capacities, abilities araifizations of the teaching staff.

In general the main competences correlated withaml gorofessor refer to:
good relationship with students, dedication todtacation tasks, morale qualities,
practical and education experience, exigency.

The importance of higher education's
characteristics
47.16
50 —
40
o 30 |19:8%1
20 - 377 - 10.37 12-09
10 - : . 0.9
0 ' — — I_l
1 2 3 4 5 6 7 8
1- the novelty of knowledge 5- the examination model
2-  the volume of information 6- the student-professor
3- the practical knowledge relationship
4- the teaching process model 7 - the endowment

Figure 5. Higher education’s characteristics
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Starting from these results we intended to evaltiase characteristics for
the economic higher education from Cluj-Napocaitimsons. In order to do that
we required to graduates to evaluate on a percerszgle their perception and we
identify the following results.

The evaluation of higher education's
characteristics for the faculty of graduation

100

HURR AR

O Series1 |53.92/44.19|42.97|43.51|36.62|58.65| 60

%

Figure 6. The evaluation characteristics results for the tgcofl graduation

We conclude that the novelty of knowledge, theestiighrofessor relationship
and the endowment occupy a good position in theugta's perception of economic
faculties from Cluj. The 60% average for the end@ntireveals that the economic
faculties identify the importance role of books,mputers, and presentations
techniques in the quality increasing of educatiomcpss and tried to make some
improvement in this sector. The high percent ofdstu-professor relationship
evaluation bring us the idea that the professarsrderested in maintaining a close
and deep forming process of the students in theatiunal process, they are
dedicated to accomplish their tasks with good tesahd they try to collaborate
with the students in the knowledge transfer pracess

In correlation with the importance of higher edimat characteristic we
consider that only the novelty of knowledge besdidit a good perception from the
graduates point of view. This result suggest that économic faculties adapted
their curricula to the new challenges came onarbtisiness and economic environment
and developed the specializations and domains nestjidy the employers in the
work force market. Also we consider that the preéedoring in their courses and
books the most important, actual and new problerogacepts and information
identified in the Romanian market.

Based on these perceptions the graduates evahgigrade in which they
consider that the knowledge obtaining in the edowcaprocess will help them in
accomplish the job tasks. The result, on a pergergaale, was 48, which reflect a
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good average taking in account the courses ponitlertireoretical background, like
macro economy, micro economy, applied mathematiegihods, economic history etc.

Teachers should share their knowledge and unddistaim discussion only
to help students to gain a personal and criticedgaetive on what is learned, not to
show off in front of them. Based on the graduatgmsence in the higher education
system we were interested in identifying the weag&es percept by them.

The weaknesses of education
process

30 219 s 6.8 24-4
- 20
>

10 1.2

0 —
1 2 3 4 5

1- curricula 4- international cooperation and with the
2- textbooks and study materials employers
3- tools of teaching courses 5- student-professor relationship

Figure 7. The weaknesses percept

The graduates indicate in the first two positione tools and techniques
applied in the teaching process and the contenthef textbooks and study
materials. We consider that result as a weaknesseps of forming effective
teaching performance to the professors. The maibl@m with this deficient is the
dependency of applying improvement methods on patgeerception. In general
the Romanian universities adopted a system whitikieded individual evaluation
done by the students of their educational actsitied now based on this system
every professor has a feedback from his/her stgddite system is not complete
because its lacks in a general evaluation of tidysand the recommended ways of
skills improvement. Also we consider that theselistsidone on the students should
lead to specific goals organizing on 4 categoriescching ability, professional
competence, interpersonal relationship and perggnal
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Conclusions

Based on the results from this study our conclgsiefer to the following ideas:

= the economic degree still is the first choice fawroiment in the
higher education

= students believe that a diploma achieved in a esanéaculty could
help them in finding a good job

= the competition in labor force market increasing give advantages
to employers in attracting good capacities and kadge

= students believe that a work experience along #mog@ of higher
education process could be a good start for bemgayed

= the most important weaknesses identified by graduate: tools and
methods of teaching process and the content dideks or study materials

= the students appreciate as important for highecadaun system the
novelty of the knowledge share in the process lamgtactical characteristics of the its

= the graduates are satisfied by the novelty levehefknowledge and
information share but the examination model andtpral characteristics seems to
be inappropriate

In conclusion the Romanian higher education hasgply the reform
started in this sector not only with regulation andricula changes but also with
the opportunities offer to the staff in order tacbme professionals in teaching and
forming activities. This could improve the qualdfthe education process because
the general attitude of people is to place in theter of the educational systems,
responsible for the good performance of the stigjé¢né professor.

59



STUDIA UNIVERSITATIS BABES-BOLYAI, NEGOTIA, LI, 1, 2006

RISK MANAGEMENT SOLUTIONSFOR FLOOD AND
EARTHQUAKE CATASTROPHESIN ROMANIA

MARIUS GAVRILETEA®

ABSTRACT. Most countries in the world are suffering from matudisasters
caused by floods, earthquake, tornado and evemarnsuifhe developed countries
have efficient techniques of covering such tragients, but also the damages and
losses are huge. A delicate problem appears wheenatastrophes occur in a less
developed country — where the risk transfer meamasiaren’t known or applied
by local governments. One reason of missing sugtogection plan is the lack of
financial resources from the people. In this paperwill both a theoretical and
practical analysis of the situation that exist ionRnia, and the steps that Romanian
Govern intend to take, in order to decrease thepixmal expenses from the national
budget — cause by natural disasters.

Keywords: earthquake, floods, Insurance, risk managementipatsory

1. INTRODUCTION

Nowadays globalization is certainly one of the éstttissues in relation to
world economy, politics, culture, and society. Asexolution of this phenomena’s,
the insurance legislation is trying to be the sawitle the European union legislation,
so there are serious concerns about the computdwmsacter of home property
insurance against the catastrophic risks. The fimsemations from the last 5 years
from the labour market show that insurance indusdiy a big numbers of companies,
which knew a high rhythm of development in the lgestirs and will have the same
previsions of growth for the future

2. NATURAL CATASTROPHESIN THE WORLD

To demonstrate the necessity of such insuranceha that on international
level there is a big concern about the catastrophbic. Is very well known that
some risks cannot be prevented (Tsunami in Dece@®®&t). So, there are lots of
experts, specialized companies, non-profit orgéinizs, governmental organizations
witch allocate funds to prevent if is possible #gparition of this events and to
decrease the negative effects in case that cgtagtrosks appear.

In the most areas (regions) of earth the mosttafigoopulation are the people
from village, which also have low (small) finanaiekources and are in generally poor.
If we want to make a study of the situation fromn country, we can notice from the
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below information that this kind of people are attke most affected by natural
catastrophe in Romania.

World wide there are numerous statistics aboutdfoand we can notice
that even the most developed countries — USA famgple, are dealing with the
same problem. When hurricanes and tornadoes apwithr,all the protection
measures taken, the losses are huge. The worsslimsEISA are:

1- Hurricane Andrew 21,542 mil. USD, in 2003
2 - Hurricane Ilvan 10,000 mil. USD, in 2004
3 - Hurricane Charley 8,000 mil. USD, in 2003

In the same statistic are the effects of Northrilgethquake in USA with
17.843 million USD. Also in Japan — Tornado Mireiltaused losses of 7.831
million USD in 1991, in France and Swiss Lothar ®n8torm caused losses of
6.500 million USD in 1999.

Because of the high temperature from the last ymarsountry is exposing in
the future to a catastrophic floods. A researcBufopean Agency of Environment
shows that Germany, Hungary, Romania and Switzeéneere the worst affected
of flood area in the last years. For the next fitthe agency is estimating a
growing of the number of flood, especially in ttmuntries mentioned above. The
conclusions of the study, presented by the Europgegency in this spring don't
show very good news for Romania (are ominous). &iically changes and
growing in intensity of the floods will determine averflow of the rivers and high
floods, especially in the centre, north and nogtkt @f Europe. European specialists
mentioned in the study the climate fluctuation dhd floods from Europe- are
foreseeing an increase of the number of local 8pdévastating floods, short time
floods, which will determined a high number of wics.

Changes in precipitations conditions - the tendeoicthe frequency and
intensity of floods will be very close by the mackitions in precipitations conditions,
by overflow and by the climatically changes onltimg term. The annual precipitations
grow in the centre and the north of Europe with400 in 1999-2000 and in the
meantime in the south of Europe they decrease 20f. The model of seasonal
modifications show that in the winter time, the thoand east of Europe become
more dry, and in the meantime in many regions afmwest of Europe become
more abundantly in precipitations. Prognosis irtdie@ncreases of annual precipitations
in north of Europe and summers more abundantlyégipitations in the most part
of Europe.

The study shows that Europe had significant in@edgemperature in the
last 100 years, especially in the last decade. Waiemest year in Europe in this
period was 2003.

The waves of heat, which pass, throw Europe in €tugD03 cause 35000
victims. The consequence of this heat was felt nmatee north west of Russia an Iberia.
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We can estimate that until 2070 the overflow wiliccease with 50% in
south and south east of Europe and will increase aier 50 % ore more in many
oft the regions from north or north east of Europe.

One thousand serious floods in 6 years. From thlysia of the international
data base, referring to disasters shows that floedsesent 43% from totality of
disasters between 1998 -2002. In Europe recortisnperiod, 100 serious floods
which caused 700 victims. Also, floods, determitieel migration of approx. half
million of people and economic damage about ap@b»billion euro.

Floods covered an estimated area of 1 million kétmes. About 1.5% of
Europe population was affected. Through Januari Detcember 2002, were 15
important floods in Austria, Czech Republic, GermaHungary and Russia with
approx. 250 victims and more then 1 million peagdfected.

The extreme phenomenon will become more frequenRdXxana Bojariu,
from Environmental Changes Department of INMideclared that extreme
phenomenon like storms, high precipitations; drawgh become more frequent.

The global climatic system is trying to find a bate after the batch of
ozone was affected and after the extreme phenomemasnmore frequent. This
will have different results all aver the world. dair country, for example alternate
periods of high precipitations and low temperatwigh hot days, and in the
meantime in Portugal or Spain there are terribbaidht.

3. SOLUTIONS FOR COVERING NATURAL CATASTROPHESIN
ROMANIA

Extrapolating these things in Romania, we noti@d th this country there
are also violent and catastrophic natural events.

In Romania, in 2005 Teleorman district with ovearitb000 houses awash,
is the most affected district from the floods (4t&81ses were affected, 291 were
totally destroyed, and other 1502 has serious tesubThe gashing waters killed
more than 10000 of animal and birds, inundate 6i@8&es, 31 schools, hospitals,
or administrative buildings, damaged 66 bridgesdestroyed over 6 kilometres of
national roads and 107 kilometres of district roads

In 12.04.2006 after a year from the devastatingdtoin Banat, the people
are confronting again with the fury of the watesn® houses from Gataia and Sculea
were affected by water, at the foundation (basejrienel. In total more than 140
houses were flooded in Timis district, 340 house€aras Severin (especially in
Ghertenis). The national road 58B was bumped aacd¢hneals were destroyed in
hundreds of hectares.

Also 40.000 land hectares were covered by Danubdtanlosses are over
2.5 millions EUR. The worst problems appeared irj District where 700 houses
from Rast village were flooded and 115 completagtbyed.

2 Romanian National Institute for Meteorology
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The national Govern set up a Risk Management Comenthat oversees
the execution of the five-step risk managementgssc

- First stage: identify the risks. The nature etiofuinvolves some degree of
risk or uncertainty about future events. The f8&p in managing those risks is to
identify them. No matter how probable or improbablésk may seem, the employees
of this Committee list it during the first stagetioé risk management process.

- The Second stage: Evaluate and prioritize riskddd step two the committee
assesses the probability of each risk becomingtyemhd estimates the possible
effect and cost for the national budget / or fatividuals. The specialists must
look at the past natural catastrophes in developnogability and cost estimates.
Also consider the possible public reaction to amease event. Priority areas of
concern will include those risks that are mostlyike occur and are expensive when
they do happen. Lower priority risks are those ffstdom occur and are not likely to
cost as much when they do happen.

- Managing the risks: The Govern must decide homamage catastrophic
risks, using risk management strategies. The riskagement committee’s next
task is to develop a written plan. The plan oudlim®ew Romania will manage its
major risks. The plan describes the suggestedgirabr combination of strategies.
The basic strategies for controlling risk are:

a) Risk Avoidance

b) Modification of some conditions

¢) Risk Retention. Accept all or a part of the makwatastrophic risk in a
special budget

d) Risk Sharing. Consider sharing the risk withtaeo organization — pool
of insurance, reinsurance

- Implement risk management plan. Once the apmtgpdoverning body
reviewed the plan, the Romanian Govern should fiyyraglopt and implement it.

- The last step: Review and revise the plan as etedhe nature of
Commission requires that risk management stratdgiagvisited at least annually.
The committee should continuously evaluate the miskhagement plan in order to
maintain it relevant, comprehensive and effective.

All these steps are related to a Flood risk managémmat includes the use
of flood defenses, where appropriate, but alsogréizes that more ‘managed flooding’
is essential to meeting goals for biodiversity amaustain good ecological status
in river and coastal systems. In future, societl}f @@me to appreciate and value
the positive benefits of the river and coastaldtlopulses’, while simultaneously
developing improved coping strategies that will e@ommunities resilient to the
negative impacts of flooding. However, the sucaafsthis approach depends on
integrating: enhanced defenses and warning systethsmproved understanding
of the river system and better governance, emeygghanning and disaster
management actions. In order to reach these agbediscal government must:
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- Establishing a program of “cutting edge” reseaielenhance flood risk
management practice worldwide;

- Short-term delivery of tools and techniques tgpsrt short-term
improvements in flood risk management in the Rorani

- Development and training of the next generatioh flood risk
management professionals through their involvemaneand exposure to the
consortium’s research.

In Romania — using National Statistic Institute agpfrom the building
built before 1940, just 3% are insured, and thesdmglt after 1989 just 7% are
insured. From June 2004 to May 2005 3% from thesbssuffered losses, most of
the losses were caused by floods (52.8%), robbedy theft (17%). The main
reason (that generates the refuse to buy a homedmswance) mentioned by the
people is the lack of sufficient money. The parthafse people is 67%.

The survey was done on 10,920 homeowners, 91.7%eand to the
guestionnaire, and the error is +/- 3%. There nibgsimentioned that, after this
survey came a natural disaster in Romania caufiednys.

The year 2005 may be considered the year of floocasstrophes;
catastrophes increased by the lack of insuranceewer theirs effects. At the end
of May 2005 Insurance Supervising Commission (Cp#)posed to the Govern a
new project of law to decide about the compulsomaracter of homeowner
insurance, taking into account every area riskDsure.

Insurance enables householders and business tanizenithe cost of
damage arising from unforeseeable events that rfiegt dheir property. Insurers
are able to provide financial support in circumst&swhere the peril is occasional,
affects a limited proportion of the population atyaone time, and where the cost
can both be predicted and adequately covered bgrémiums paid over a period.
The higher the risk of an event happening and/ercibst of recovery, the higher
the premium needed to cover it. Where events be¢com&equent, or result in too
high a repair bill, insurance can no longer bereffieat affordable rates.

Experience over the last decade or so suggestfldbdtrisk is becoming
uninsurable in some areas due to a combination of:

« More frequent, heavy rain;

* Poor maintenance of flood defenses; and

» Inadequate investment in protecting properties ti@ate been built in
flood risk areas.

Flood is a difficult risk for private insurers tonderwrite for several
reasons. For example, flood risks are not well dified and serious floods tend to
affect all properties within a widespread areagmfieading to catastrophic losses.
This means that if flood insurance were to be cdsgy the problem of adverse
selection would arise. Adverse selection is thedeémcy for people with the
greatest probability to show the greatest inteiregiurchasing insurance. In this
situation only people concentrated in flood-prom@es would tend to purchase
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flood insurance. These high-risk insured wouldikelyt to purchase more insurance
and have frequent claims, thereby exposing insucep®tentially crippling losses.

Insurers would be forced to react either by chaydiigher premiums or by not

providing insurance at all in these areas.

The project of law regarding compulsory homeowriessirance against
natural catastrophes is desired to be active sifiag January 2007. This project
will be proposed to the Govern for approval at ¢éimel of June 2006, and during
this summer the Specialized Commission of the &aent will debate it. The
applicable normative will be realized in Octobed awill be approved by a Government
Act. The Govern decided the maximum guaranteed issared would be 20.000
EUR, and the annual premium of 20 EUR.

If the value of a house is less than 20.000 EUR,itisurance premium
will be smaller. If the value is more than 20.000RE the homeowner has the
choice of insuring the exceeding value to a spieidlInsurance company. There
will be also penalties for the people who won't plaig insurance. The members of
this insurance program will be the insurance corgsaficensed by Insurance
Supervising Commission (C.S.A.). The main critavill be financial performance
and territorial existence. All these insurance camies will set up a reinsurance
company to cede these risks outside of our coufitnis project is elaborated with
the experts of World Bank. The specialists of theal insurance companies expect
that won't be the possibility to insure all hous&he negativist specialists don’t
agree the idea of paying insurance for the pedyat luilt their houses in flooded
area, or from poor materials, or houses alreadsctdtl by floods or earthquakes.
The reason is — lack of incertitude. More normakito be a different tariff for
different situations. On the other side the indtiat of this project mention the
solidarity principle. The law will mention some d& facilities for poor people.
The one who cannot pay the insurance premium wilhélped; these amounts will
be covered from the national budget.

The members of CSA don't believe that in the nertdhths this law will
be active. The Govern expect the law to be operfabia the f' of January 2007.
But the people aren't prepared for it. For the monjast a memorandum passed
through Govern. There will follow a project of latw cover all the aspects of
homeowner insurance. More over, in Romania adopdirigw seem to be very
complicated and long lasting. Even if the desiretedis similar to the EU
integration date, it is just a coincidence, becandeU there is no regulation about
the compulsory character of homeowners insuranaed-the percent of insurance
is 80%. The initiative of such an insurance appedre our country after the
devastating floods in 2005, and from the Turkispezience after their earthquake.

There will also be a lot of debating about the thet in our country aren’t
a risks map. Even if there is a project with Wdlank that mentions the object to
establish these maps, the end of it seems to beway. The Transport, Tourism,
Construction Ministers also has no map risks. dushonth ago a specialized
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commission has been set up to analyze some rediore, this action plan would
include in particular:

« Improving cooperation and coordination between edédht States
through the development and implementation of floigld management plans for
each adversely affected river basin and coasta;zon

+ Development and implementation of flood risk magsRmmania for
its regions;

« Improving information exchange, sharing of exper&s) and the
coordinated development and promotion of best jmestthese measures would in
particular fall within the area of responsibilityf ¢the Insurance Supervising
Commission;

« Developing stronger linkages between the researginmnity and the
authorities responsible for flood management;

« Improving coordination between the relevant Romar@mmunity
policies;

e Increasing awareness of flood risks through widéakesholder
participation and more effective communication.

Almost 800.000 people already have homeowners anear. That means
almost 10% from the insurable houses. And they raulkscribe for a compulsory
policy. After ending the policy year period, thegncinsure again their houses just
after paying the compulsory one. So the whole 8iong houses must be insured
for 20 euro premium/year/house.

When you are a flood insurance policyholder:

» Flood insurance compensates you for all covereskbks

« Coverage is relatively inexpensive.

« You can depend on being reimbursed for flood damageen if the
President does not declare a Federal disaster.

 You do not have to repay a loan, as you might hHavevith many
Federal disaster relief packages. Your covereatoase paid in full.

« You can count on your claim being paid in the eveina flood loss
because the government backs Insurance Super@simgnmission flood insurance.

« We can help you handle your claim quickly, so §ai will not have
to put your life on hold if a flood damages youoperty. You can even request a
partial payment immediately after the flood, whican help you recover even
faster.

This business seems to be very profitable for ersce companies — in
case there will be no substantial losses. Jushényear, the gross written premium
for the entire market is 160 millions EUR. But thés no guarantee, because 2006
started with significant floods, the second consieewyear.
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4. CONCLUSION

Taking into account these mentions the local insteacompanies are
preparing for competition. Some important insuranoepanies already divided
the risks in theirs format policies. Now the risk® shared in general risks and
catastrophic risks. The insurers offer by now proomal offers for buying
homeowner insurance. In the moment this insuranik b& compulsory, the
insured people will present to the state supersitioe existing policy, and the one
that don't have insurance must pay for a new policy

Beside this method, CSA study in this moment thgoofunity to set up a
new reinsurance company whose shareholders to st mmportant insurance
companies in the local market. In this way all asce companies will sell the
same policy at the same price. It is very posdiblthis case that local insurer to
offer discounts to other insurance products toahes that choose their company.
And this will be benefic both for society and fasurance companies.
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MANAGERIAL TRAINING IN TRADE AND TOURISM SMES:
EVIDENCE FROM BRASOV

NICOLAE MARINESCU?!, CRISTINA ANTONOAIE?

ABSTRACT. Small and medium-sized enterprises (SMES) in tau tourism
confront themselves with a rather precarious l@femanagerial training. Data
collected by means of a field research on SMEs &d®rcity tends to support this
view. The paper highlights some of the findingstef tesearch in this respect and
formulates some proposals on the issue.

Key words: SMEs, trade, tourism, management

1. THE RESEARCH

This paper is based on a field research undertakethe author during
April-May 2005 on a number of 133 SMEs active ir fleld of trade and tourism
in Bragov city. Managers of the SMEs included in the redeavere required to fill
in a semi-structured questionnaire with most qoestibeing of closed type and
some of the questions left open to enable manageexpress their views on
certain aspects concerning their activity. The tjoesaire comprised a specific
part for trade and another one for tourism to cfatedifferences.

According to statistics, out of 6,201 active SME®BIrsov city, a number
of 3,528, i.e. over half of them, are active indaand 343 in tourism. Besides
eliminating from the research SMEs that had notieggurnover for the last year,
those without at least one employee were also éwhmm the research, as most
of the managerial aspects would have been notaetesr would have missed
completely in those cases. The majority of SMEsehaw employees, so that for
the purposes of the research remained a numbetdoéiyible SMEs in trade and
147 eligible SMEs in tourism.

Research has been limited to 114 trade SMEs andut&m SMEs, which
account for approximately 13% of the total avadabumber of SMEs in the two
fields mentioned above.

Of all the firms approached, a number of 55 SMEsdde and 14 SMEs in
tourism have answered the questionnaire. As a qoesee, valid answers rose up
to just 48.2% in case of trade SMEs and 73.7%83e c&tourism SMEs. Nonetheless,
the size of the resulted sample can be consideqgesentative from a statistical
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point of view. It makes out 6.3% of the total dlilgi number of SMEs in trade and
9.5% in tourism.

The 69 SMEs constituting the sample are extremelgrbgeneous with
regard to the products and services offered, teflscting a general feature of the
SME sector. By size, SMEs in the micro category ithate the sample.

The focus of the research was put on the managemh&SNES, including
managerial behavior, management activities, sudeessrs and barriers regarding
the firm’s operations, as well as the competitiesifion of the firm.

2. FINDINGS

One of the questions comprised in the questionnauestigates the mode
in which managers of SMEs obtained their manag#gaaling. Surprisingly enough,
only 24% of managers in trade and 36% in tourismehgraduated an economic
faculty, of which only 8% and 50% respectively, aotten a postgraduate degree
as well. Generally speaking, only 25 of the 69 ngans (36%) have economic
studies of some kind, which is very low for sectiiks trade and tourism.

Most of the managers indicated that manageriatitrgihas been obtained
by daily experience (76% in trade SMEs, 71% iniwuarSMES), supplemented by
specializations undertaken in various instituti@adive in that particular field,
professional schools, or distance learning. Suekiafized training appeared in the
case of 38% of managers in trade (fairly low petage taking into account the
lack of graduate studies) and 71% of managersunsim.

Thus, comparing the two sectors, managers in tou8MESs seem to have
a better economic training than their counterpartsade SMEs.

On the overall, more than one third of manager hmaveconomic studies,
postgraduate courses or specializations whatso€her situation puts its mark not
only on the accuracy of their answers but alscherefficiency of their firms.

Table 1.
Therelationship between managerial training and profit margin
. - Gross profit margin (%
Managerial training = /c 0-5 | 5-10] >10 Non | Total
Economic  faculy ' g0 | 13196 | 580 7.2% 43%|  36.29

postgraduate courses

Specialization / 13.1% | 15.9% 11.7% 7.2% 15.9% 63.8%
daily experience

Total 18.9% 29.0% 17.5% 14.4% 20.29 100%

Data in table 1 shows that more than half of SMEs weported losses in
the fiscal year 2004 are run by managers with mmemic background. The high
rate of non-published data recorded with managetsi® kind may be a clue that
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in general terms, positive financial results of Svte more biased towards those
run by managers who underwent some sort of orgdmznagerial training.

Actually, upon contrasting data collected by meahdhe questionnaire
with financial results published by the administiat about one third of managers
gave a wrong answer concerning the gross profigmaecorded by their firms.

Deficiencies in the interpretation of basic finacindicators became
obvious during carrying out the research, as inesparticular cases managers didn’t
even make a clear distinction between turnover puudit. A small part of the
managers (16%) pinpoint efficiency by means ofmretn assets or productivity.
Most of them think of efficiency in terms of profdbsolute value) or turnover.

The scarce use of financial indicators by manametise activity of SMEs
is accompanied by the misunderstanding of markethar@sms, little knowledge
of concepts like economies of scale or bargainimggr and lack of true competitive
behavior. This leads in turn to an improper esfionadf the own competitive position
in comparison to other firms in the same market.

A large part of the managers of SMEs consider thducts and services
to be qualitatively superior (64% in trade, 71%aarism), as well as priced lower
(79% in trade, 58% in tourism) compared to thoderefl by competitors. Such a
situation cannot be considered realistic at aneggied level and shows a lack of
sincerity and / or knowledge on part of the mansger

None of the managers stated to be “far behind ctitigpé in terms of prices,
quality, image, costs, management or training éndase of tourism SMEs and only
7% of trade SMESs recognized this for a single fadtdith the exception of costs and
training, in all the other elements the majorityntdinagers considered to be superior
compared to competition.

Obviously, the adoption and pursuit of one singdmegic strategy based
either on low cost or on differentiation is an uokm feature to SMEs and is not
applied in practice. Most managers of SMEs try atabce their way between the
two characteristics and get “caught in the middle/ithout defining a clear
strategic position, meant to generate a compeititixantage.

Nonetheless, it is true that in the case of SMBm)petitive advantage can
stem from a particular feature of their activitpnsidered highly important by the
manager and developed to differentiate from cortgrstiand to deliver a certain
benefit to customers. The customer’s perceptionadifie is very subjective in the
measurement of the quality of services in trade tandism, situation which can
shift the balance in favor of a firm or another.

However, the research shows that neglecting thepettion and little
knowledge of one’s own strong and weak points @tlear negative characteristic
in the managerial training of the persons in chafggade and tourism SMEs. For
most of the managers, competition is an importargeatt, but it is viewed as distant
or not taken seriously and little is done to stuslygluate, anticipate and circumvent
moves of the competitors.
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Interestingly enough, 25% of managers are geare@rts growth and
another 38% opted for consolidation (as opposesdaioility and survival) which is
an encouraging perspective for Bra's SMEs. Though, most of the managers
stressed as variable for growth the physical dimeenhumber of outlets, selling
space, capacity) instead of the financial one ¢wen, profit). Again, efficiency
indicators were awarded a secondary role comparatidolute financial values.

Also, few of the managers (18%) expressed theihwis increase the
number of employees. Conversely, growth of SMBsdde and tourism is difficult
or even impossible to maintain after a certainghodd of productivity without an
increase in employee numbers.

3. SUGGESTIONS FOR IMPROVEMENT

As research shows, SMEs in trade and tourism cohflemselves with a
lot of external obstacles such as lack of scale@ties, fierce competition from
big retail and tourism companies, excessive fisgegllations, and unfair treatment
in case of public procurement. But there are irdkeractors as well which
contribute to the precarious financial situatiortred SMEs and an important one of
them is the lack of proper managerial training.

Bad management is an important reason for many S&4fBs trying to
survive from one day to another or being marginptiyfitable or unprofitable. The
lack of vision and of a clear, written strategydter with the reluctance of owner-
managers to delegate leads to putting the emplusishort-term, operational
management. The chronic lack of time available destrated by managers implies
that they rarely stop to reflect on things like fhrure direction of the firm.

The existence of a strategic behavior is esseitiabday’s competitive
environment and is particularly important in treaed tourism, where seasonality
has a large influence. Only by means of consigtartining, a SME can overcome
frequent external changes and move along in thn digection.

Information must be treated as a resource of ottfingsortance and its
role in value creation has to be recognized by mearsaof SMEs. The careful
observation of competitors and of the own firmduled by anticipating tendencies
in the environment and in consumer tastes is fatah proper usage of opportunities
and for a good match between competencies of thrednd success factors of the
market. Though, few of the SMEs create and devaldptabase with such essential
information for their activity.

Additionally, the interest of managers in improvitgir abilities by means
of training programs is rather low. This is a capsnce either of the non-availability
of such programs, of their poor quality or of theak level of competition for the
time being. This paper suggests some ways to tdbklgroblem of managerial
training in SMEs.
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From a macroeconomic point of view, one basic nettliould be to insert
modules of entrepreneurship or business skillqéndurricula of all high-schools
and faculties and to make a shift towards the palctide of education.

Another proposal concerns the creation of a stnoational network of
consulting centers, on a combined public and peiNatsis. They should be made
up of professionals, working on a commission lint@duccess, supplying SMEs with
services of various kinds, e.g. financial analybisman resources, market access
etc., specialized on sectors. Of particular apfie8MEs in trade and tourism would
be training programs on the norms, regulationscantification procedures used by
the European Union, which have to be implementeRBdyanian SMEs as well.

The costs of programs could be covered by monigotaxxes paid by the
respective SMEs to the local budgets. The measuretd be facilitated by giving
SMEs the possibility to deduct costs with managdraed staff training programs
from corporate tax.

From a microeconomic point of view, improving maeagl training is a
result of both willingness of managers to engageoimtinuous learning and supply
of programs available offered by private firms.

Often consulting firms concentrate on the big ptayéorgetting that the
vast majority of firms are actually SMEs. This isaone of the reasons for the
shortage of well-designed training programs for SMEhe suggestion would be to
offer training based on concise courses, with @angtrapplied and attractive nature,
as close as possible to the objectives of the fltaking into account the lack of time
usually displayed by managers of SMEs, coursesbeadeveloped in electronic
format or even be delivered online. This way than include a self-assessment
component, which would be particularly useful tonagers.

Once the owner-manager is convinced of the qualitythe training
program, it can be then easily extended to staffrade and tourism SMEs, as
employees have an unparalleled importance in tloeatwas, because of their close
relationship to customers.

Increasing the level of professionalism of manageiSMEs by means of
training includes their ability to calculate theshmafinancial indicators and to
determine the relationship between these, e.giezftly ratios like return on investment,
as well as cost calculation, staff turnover, orkeatrends.

Managers in trade SMEs have to determine speaifficators like inventory
turnover, profit margin for every product line onstomer and productivity per
employee or per square meter. For tourism managgssential indicators are average
earnings per visitor and average costs per visitooccupancy rates.

For managers of retail trade SMEs it is essentiaittike the right balance
between supplying large volumes at lower costghmr cope with higher inventory
costs or the other way round. Also, the assortrhaatto be balanced between own
plus local brands and brands promoted on a nat&madé.
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The determination of the optimal price must be Hage the forecasted
sales volume, which in turn shall take into accqumisical boundaries of the market
or area where products will be sold, demographtheftarget market, purchasing
power, maximum potential sales volume of the arehexisting competitors.

The role of wholesale trade SMEs will grow in riglatto their counterparts
in retail, as opposed to large retail chains, bseesMESs in retail are not able to
negotiate directly with producers. Managers areedawith the central trade-off
between rapid, prompt delivery and costs.

Monitoring of inventories, improving transport fhidés usage, increasing
inventory turnover and on-time deliveries are kiements that wholesale managers
have to get hold of. Focusing on costs on multiglels of operation enables their
reduction while supplying goods in function of demdaize and structure.

For products with fast movement, inventory has o dontinuous by
developing a procedure based on turnover, deliviengs and quantities to be
supplied with every order.

For tourism SMEs, the correct forecast of demarabimes essential, as its
growth may not be sustained and fixed costs aré lige to investments in
capacity or inventory. Some of the entertainmentises offered complementary
to the basic ones, are often a result of seasosads. This is why a large part of
the costs of equipment are covered only on a langp@ of time.

Managers of SMEs have to cope with the fact thaigm is labor-intensive
and services cannot be held in stock. This impieontinuous quest to increase
productivity. Therefore, an important success faédio the hospitality industry
represents the experience, attitude, and persaiagitian of the manager for his
employees and the activities they are performingnd@jers must often transform
themselves into project leaders working with ted@um# up of multi-qualified staff.

One particular suggestion for the improvement ohagement of tourism
SMEs stresses the importance of understanding émgtiag yield management as
a tool by managers, as well as shifting some ofojperations towards customers
(as it happens in rural tourism for example).

Unfortunately, a large part of managers of SMEK exipect solutions to
come from the government or administration. Acaogdio them, the development
of SMEs depends on the institutional and legal &ark, availability of financial
means and ability to adapt to frequent changesdaretvironment.

Though, even if the factors above are to be takienconsideration, solutions
for solving the problems have to be discovered mtromconomic level. A new
orientation is needed for management of SMEs, wittifferent mentality, much
more modern and flexible, much more professiondh wncreased emphasis put
on strategic planning. The intuitive manner of nging SMEs has to be completed
by a systematic approach and this particular featan be improved by increasing
the level of managerial training.

74



MANAGERIAL TRAINING IN TRADE AND TOURISM SMES: EVICENCE FROM BRASOV

REFERENCES

1. Balasescu, M. Distribugia bunurilor de consum finalnfomarket, Brgov, 2005.
2. Cox, R., Brittain, PRetail ManagemenPitman Publishing, 1993.

3. Cciun, L., Managementul strategic al intreprinderilor migi mijlocii,
Colegia Naionak SA, Bucureti, 2001.

4. Nicolescu, O.Managementul intreprinderilor migi mijlocii: concepte, metode,
aplicavii, studii de cazEconomid, Bucureti, 2001.

5. Popescu, D.Competitivitatea Tntreprinderilor micki mijlocii, Economid,
Bucureti, 2001.

6. *** - European Business: Facts and Figurégjropean Commissio2004.

7. *** - Raport anual al sectorului IMM din RoméaniaNIMMC, 2005.

75



STUDIA UNIVERSITATIS BABES-BOLYAI, NEGOTIA, LI, 1, 2006

THE IMPACT OF ROMANIAN-HUNGARIAN COMMERCE ON
ROMANIAN WESTERN BOUNDARY COUNTIES

VALENTIN TOADER *

ABSTRACT. The purpose of this paper is to study the commardeations between
Romania and Hungary and the impact of these oroited economies from the
Romanian western boundary counties (Satu-Mare,rBArad, Timis).

The paper is structured on three parts.

In the first part we present several opinions om $ame subject and will
define the objective of our paper.

In the second part, presenting some economic itat&awill demonstrate the
existence of economic disparities between Europdaion, Hungary and Romania.
Starting from here, we present the actions implésakin the region studied to diminish
these differences.

In the third part we shall study the impact of doenmercial relations on some
macroeconomic indicators as Local Gross Domestiduet, Unemployment, Direct
Foreign Investments. Also, we will study the caatiin degree between these
macroeconomic indicators.

Key words: economic disparities, commercial relations, grdesestic products,
unemployment, foreign direct investment

1. Introduction

The different level of economic development exigthetween the border
regions of Romania and Hungary creates, at the dame opportunities and
problems for firms and consumers. The import of enmympetitive goods from the
other region will harm the local producers. Alsonsumers will pass the border
and will buy the goods they need from the othemégu

The subject of economic relations between the msgf the two sides of
Romanian — Hungarian border was studied also Bgdigl(2001) and Torzsok (2000).

Erika Torzsok, in his papéiCross border Economic Activity in Hungarian
- Romanian Border Region - Company Survey” madaestipnnaire on 400 firms
(200 Romanian and 200 Hungarian) and she emphastimeimportance of the
cross border economic activity for the investigagederprises, their motivations
and difficulties for selecting the appropriate parton the other side of the border
and the influence of Hungary’s EU- adherence beRwenania upon the behavior
and business strategy of companies.
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Almos Telegdy, in his paper “On the two sides & #ame border: Eastern-
Hungarian and Western-Romanian firms”, analyzegeeeral part of the survey
detailed by Torzsok, and he found that the numbfefirms per inhabitants is
higher in the Western region than in all regionghaf country (except the capital
city). Foreign ownership firms are more prevalenthis region, compared with the
country averages. Hungarian firms invest in thedboregion of Romania, and
foreign trade is also intense between the two reggio

The purpose of our paper is to study the econoonietations between the
Hungarian and Romanian border regions. We will toy identify how the
Hungarian direct investment, the emigration prodems Romania to Hungary and
the unemployment rate influence the evolution ofrdaoian border counties GDP.
Also, we will try to identify how the Hungarian dut investment and the
emigration process from Romania to Hungary inflgetiee unemployment rate in
Romanian border counties.

2. The studied region and the economic disparities

Inside the European Union there are major econalisigarities between
EU 15 countries and the new integrated countri¢sn,Ahe economies of Romania
and Bulgaria, the last two candidates for joiningdpean Union have a few steps
behind the economies of EU 25 countries. Tabléu&tiates very clear this idea:

Table 1
General economic background
EU (25 EU (15 .
2004 count(ries) count(ries) Hungary Romania
GDP per capita in PPS - GDP pe
capita in Purchasing Power Stand 100 108.6 60.1 32.2
(PPS), (EU-25=100)
Real GDP growth rate - Growth rate g
GDP volume - Percentage change 2.4 2.3 4.6 8.4
previous year
Labor  productivity per person
employed - GDP in PPS per pers 100 106.2 68.1 36.3
employed relative to EU-25 (EU-25=100)
Total employment growth - Annua
percentage change in total emplo 0.6 0.7 -0.7 0.4
population
Inflation rate - Annual average rate
change in Harmonized Indices 2.1 2 6.8 9.3
Consumer Prices (HICPs)

Source: EUROSTAT

2 The value of a currency expressed in terms arimauint of goods or services that one unit of moaeybuy.
Purchasing power is important because, all elsg lagjual, inflation decreases the amount of gaostrdces

you'd be able to purchase.
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As we can see there are significant differencesdsst Romania and European
Union and Hungary. Apart from real gross domesticipct growth rate (were Romania
obtained in 2004 a better value), Romania hasp@wy economic results.

In order to “catch-up” the developed economieséle developed countries
applies programs for regional development. As alteRomania, East — Hungary
and Serbia joined in 1998 the European Union’s @kapss-Border Co-operation
program. This document is a trilaterally elaborat@ass-border Co-operation
program of the Hungarian-Romanian and Hungariahi&emhorder areas.

As it states, the overall aim of the program i$o“bring the people,
communities and economic actors of the border arelaser to each other in
order to establish a sound basis for balanced eamimand social development,
assuring optimal development opportunities for #iree countried.”

The program has four specific objectives:

1. To establish and develop the physical and infratiral systems
supporting co-operation.

2. To establish and develop a joint system to prosact capitalize on
common natural resources promoting sustainablelaj@vent.

3. To reinforce economic connections between the bsrdegions in
order to boost sustainable economic developmeidibgion joint assets.

4. To develop social and cultural coherence amongl@engo communities.

The counties that made the object of our paperelgible areas in this
program and are NUTS Ill leviehreas adjacent to the border. Thus, the eligible
area in Hungary, which are our subject too, areb8lkcs-Szatmar-Bereg county,
Hajdu-Bihar county, Békés county, Csongrad county.

In Romania, the eligible border area is locatedh@ north-western and
western part of the country and consists of fournties that are administrative
units of NUTS Il level as follows (from north t@sth): Satu Mare county, Bihor
county, Arad county, and Tigicounty.

Hungary is already a member of European Union amedtonomic level is
better then in Romania. According with Romaniani@fof Commerce Registeat
31 December 2005, Hungary represents the fifthidareavestor after the number
of Romanian firms with foreign capital or the tbigh after the value of foreign
investments.

3 Cross-Border Cooperation Programme Hungary-Roraadi#iungary-Serbia&Montenegro, pg.23, June 2004

“ In order to facilitate the collection, compilingchdissemination of comparable regional statistiesEuropean
Union has introduced a common classification afdeal units for statistical purposes (NUTS) lage of the
one established by Eurostat. The NUTS classifitagidierarchical in that it subdivides each Mengiate
into three levels: NUTS levels 1, 2 and 3. Therzg@md third levels are subdivisions of the firet aecond
levels respectively. Member States may decide fartizer still in terms of hierarchical levels hybglividing
NUTS level 3. The NUTS level to which an admintstea unit belongs is determined on the basis of
population thresholds as follows: NUTS 1: betweam@ 7 million, NUTS 2: between 0.8 and 3 milliond a
NUTS 3: between 0.15 and 0.8 million persons.

® National Office of Commerce Register — “Sdgieiomerciale cu participare i la capital — sinteézstatistici
la 31 decembrie 2005 — date provizorii”, nr. 92
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Figure 1.— The Hungarian — Romanian border counties

According to Romanian Statistical and Economic iBgudnstitute, in
Romania are living 1.4 million Hungarian inhabiwsnivhile 46.1% are located
in West and North-West region. On the other hanahdéry is the most transited
country to the European Union.

3. Macroeconomic correlations

According to Hunya (2003) and Telegdy (2003} the Hungarian-Romanian
border, the less developed Hungarian regions rheemibre developed Romanian
regions (after Bucharest). Analyzing the dates fibable 2 we can observe that
Hungarian economy creates a greater value of GAR e Romanian economy.
Implementing strategies for regional developmemtmBnia tries to “catch-up” the
most developed economies. A proof in this senieeigirowth index of GDP. For the
analyzed period, we obtained a value of 1.367&R@mnanian counties and 1.1426 for

5 Hunya, Gabor; Telegdy, Almos — “Hungarian - Romarniross — border economic co-operation”, Revue
Region et Development, no. 18 — 2003, pg. 2
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Hungarian counties. If we analyze for the wholerddas, we obtained a greater
value for Romania - 1.3634 than for Hungary — 1915@n the other hand, we
observe that the four Romanian counties recordggeater growth than the value
of the country, while the Hungarian counties reedrd lower value than the value
of the country.

Table 2.
GDP at current market prices (Millions euro)

1999 2000 2001 2002 2003
Romania 14531.5 21402.6 31092.7 40334.2 526068
Satu Mare 219.7 302.0 461.0 572.3 765.0
Bihor 420.7 571.6 877.8 1239.1 1609.6]
Arad 395.6 489.6 710.7 879.0 1198.7
Timis 618.2 776.0 1201.6 1603.1 2237.8
Hungary 45074.6 50654.9 57873.7 68902.( NA
Szabolcs-Szatmar-Bereg 1396.2 1564.2 1888.5 2152.7 NA
Hajdu-Bihar 1739.9 1954.7 2311.0 2739.9 NA
Békés 1201.5 1310.5 1470.4 1670.2 NA
Csongrad 1619.9 1762.6 1937.7 2232.7 NA

Source: EUROSTAT, Romanian National Institute otiStias

After Bucharest, the West and North-West regiomsthe most developed
from Romania. As resulted from a study made byGheup of Applied Economy
(from Romania), Timjoara (from Timg county) obtained the highest level at the
European Convergence IndeXhis index measures the level of convergence of
local authorities and administrations with Europedmion demands. It is
composed from three sub indexes: administrativen@mic and socio-cultural. In
Hungary, the eastern border region is less devdltdmn the country average.

Pusterla (2005) and Resmini (2008xplain why the western regions of
Eastern European Countries are more developedtieezastern. Multinationals, in
fact, choose their final location among two largeups of alternatives: regions
which are very likely to become internal to the Edhd regions that belong to
countries that will keep on being considered asdickte countries. National
borders do not seem to play any role in locatiovicgn

" Grupul de Economia Aplicat(GEA) — “Monitorizarea performaelor autoriftilor locale: Indicele de
europenitate”, februarie 2005

8 Pusterla, Fazia; Resmini, Laura — “Where do fordigns locate in transition countries? An empirica
investigation”, 2005
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Figure 2. - Foreign Direct Investment (no. firms per miiliopersons)

In Hungary case, the situation is different. Huggaas lately accepted in
EU and, in this period, the costs with goods prdéidacwas raising considerably.
So, the Hungarian firms are searching a near ptapeoduce cheaper. This can be
a reaction to consumers’ behavior (coming in Romamibuy cheaper products) or
the need to lower production and transport cosssT#érzsok (2008)identified, in
Hungary, 59% of firms prefer Romanian firms as mpartor Romania like
destination country.

Table 3.
Hungarian Direct Investment in Romania
2001 2002 2003 2004 2005
Number of firms 3595 3978 4392 5010 5631
% from total no. of firms 4.36 4.42 4.52 4.66 5.05
Value of FDI (thousand USD) 189769.0| 223667.3 2645268 347074.6 441857.0
% from total value of FDI 2.42 25 2.55 2.56 2.78

Source: Romanian Statistical Yearbook — 2004

The firms and persons who are acting in the boregion are confronted
with cost problems. As Hungary is already a memifeEuropean Union, the
prices rose up. Price differences exposed the compato an increased
competition, given the small transportation costrfahe neighbor country. On the
other hand, the Hungarian consumers decided tdpsecproducts form Romanian
border counties, creating a phenomena of consumpbiorism. According to the

% Erika Torzsok - “Cross border Economic Activity in Hungarian - RoiaarBorder Region - Company
Survey”, Institute of European Comparative MinoBtydies, 2000, pg. 9
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journal “Piga™, “daily, hundred of Hungarians shops in Romaniardbr towns”.
Looking on the following list of prices for somedeaproducts will realize that the
Hungarian consumer behavior is perfectly justifabl

Table 4
Price differences between Romania and Hungary

Product Price in Hungary Price in Romania
Sugar 8.60 RON/kg Between 2 — 2.13 RON/kg
Table oll 4.80 RON/I 3.11 RON/I
Rice 4.50 RON/kg Between 1.70 — 1.87 RON/kg
Breadstuff 4.34 RON/kg Between 1.43 — 1.61 RON/kg
Wine 13 RON/bottle 9 RON/bottle
Beer 12.30 RON/6 bottles x 0.5l 8.40 RON/6 botdéxs5I
Detergent 6.50 RON/kg 5 RON/kg

Source: Piga no. 16/2006, pg. 67

Studying the unemployment rate, we observe thdbtitreanalyzed Romanian
counties have a better situation than the couats: On the other hand, in Hungary,
the counties from North Plain have a greater uneympént rate than the country
rate, while, the counties from South Plain havenast cases, a lower rate. In Hungary,
the most developed region has a lower unemploymagst but, in Romania, we
have an unusual situation, having grater unemploymegte in a most developed
region than in a less developed one. Using thesdiatn Table 7, we can formulate a
possible explanation. In Satu Mare and Bihor, titaltarrivals are less than the
total departures of population, so we are confrbntéh a lower supply on labor
market. In Arad and Timicounties, we have the opposite situation. Dudedact
that total arrivals are grater than total depadum@n the labor market we are
confronted with a greater concurrence. In spitéisf the level of unemployment rate
in all four counties is lower than the average @aftiunemployment rate in Romania.

Table 5
Unemployment rate

1999 2000 2001 2002 2003 2004
Romania 11.8 10.5 8.8 8.4 7.4 6.3
Satu Mare 6.3 4.5 3.1 4.0 2.8 2.0
Bihor 6.0 4.6 3.1 3.2 2.5 2.1
Arad 9.4 8.4 6.1 5.0 4.7 3.6
Timis 8.4 7.6 6.5 3.9 3.5 2.6
Hungary 7.0 6.4 5.7 5.8 5.9 6.1
Szabolcs-Szatmar-Bereg 11.1 11.2 9.6 9.1 8.4 9.5

10 pigta — “Maghiarii intréin afacerile comerciaifor din Ardeal”, no. 16/2006, pg. 67 - 68
83



VALENTIN TOADER

Hajdu-Bihar 8.8 7.2 6.4 6.6 6.0 5.7
Békés 6.2 5.7 6.0 6.9 7.1 6.5
Csongrad 4.6 4.0 3.7 5.5 5.0 4.9

Source: EUROSTAT, Romanian National Institute otiStias

Table 6
International and Intern migration in Romanian counties in 2004
International Intern Total
Immigrants| Emigrants Arrivals Departures Arrivals Departures
Satu Mare 25 463 5061 5225 5086 5688
Bihor 65 521 9358 9017 9423 9538
Arad 65 345 8042 6373 8107 6718
Timis 159 882 12474 9801 12633 10683

Source: Romanian Statistical Yearbook 2005

Calculating the mean value of the unemployment faitehe two border
regions (each formed by four border counties), b@ioed that this value is lower
Romanian region than Hungarian region. That cordithe fact that this Romanian
region is one of the most developed, after Buchares

We analyzed the relation between GDP of Romaniaddsaountries, the
Hungarian direct investment in Romania and the yh@yment rate from Romanian
counties. Between these three macroeconomic imdcahere exists a strong
relation. In fact, the influence of direct investmeand the rate of unemployment
on the value of GDP of the region is about 92.58B& Hungarian direct investments
have a positive influence on GDP of Romanian bordgion, while the rate of
unemployment has negative influence.

Also, we were interested to find if the level obumployment is connected to the
level of Hungarian investments in the four Romagiaumties and the level of Romanian
emigrants to Hungary. The results were surprigilug, to the value of determination
coefficient, which showed us that the level of Han@n investments and the level of
Romanian emigrants to Hungary have a 98.15% irflien the level of unemployment
rate in Romanian region. Each of the variablesahaaverse relation, which means that
if each variable growths then the rate of unemplayrwill fall.

Conclusions

Analyzing the macroeconomic variables we concliid there is a strong
relation between the economies of the two regidgusted across the Hungarian-
Romanian border.

As other authors demonstrated, there are multipts@mic relations in
this area. Also, the problem of “economic delay¢aih be found in both regions. So, in
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our view, the collaboration between Romania and dduoy on the elaboration of
regional development programs is a normal and @oitant thing. This is the only
way for us in this marathon, in which we have tnddhat we are far away from
the finish line.
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DACIA LOGAN — A SUCCESSFULL CAR IDEA

MARIUS BOTA %, IONUT TRAIAN LUCA ?

ABSTRACT. In the present paper we present how a car brapayeamptly without
great perspectives has become a global brandofiiduccess. After the integral
takeover of Dacia by Renault-Group in 2004, thenEhecar maker developed a
modern, sturdy, reliable and economical car.

Designed to be priced at Euro 5000 for the basisetndagan is one of the
first models from Renault-Group developed usingilat pprogram with digital
technology. At the beginning the carmaker wantece&eh in the markets in Central
and Eastern Europe and similar markets in South isaeAfrica and Asia.

We will analyze the strategies used by Dacia Rerfatdup that makes the
car to become a model appreciated all over thedyarlproof of this affirmation
being the sales on 4 continents.

Key words: car brand, design to cost, Euro 5000 price, brénadegyy, plants

Introduction

In 1899, Louis Renault founded Renault Freres, ohehe first car
manufacturers from the world. In time the Frenchtesttook the control of the
company and at the beginning of ‘90 it was in ay\mad situation.

After losing the takeover of Swedish carmaker VolRenault had a very
bad financial situation. The president of Rendwdyis Schweitzer, engaged Carlos
Ghosn, ex CEO of Michelin North America as ExeomtiVice President and
together they conceive the new strategy. As a treduthis, on 27 March 1999, it
was signed the agreement where through Renault &wolequity interests in
Nissan. In 1999 Carlos Ghosn moved to Nissan Maso€hief Operating Officer
and in the same year Renault took a majority 510ttyeghare in Dacia the Romanian
automaker where which Renault worked closely sirg&S8. In 2000, Renault acquired
the Samsung group’s automotive branch of activity.

In 2004 Renault increased its participation to Baaitil 99.3%. This way,
Dacia has become Renault's home base in Centratasigrn Europe.

The Renault — Nissan Alliance, the fourth carmakerld wide, is divided
into Renault group and Nissan Group. The Renauds&i Alliance is the first of

! Teaching assistant, PhD Student, Faculty of Besjigabes-Bolyai University, Cluj-Napoca, Romania
2 Teaching assistant, PhD Student, Faculty of Bssjigabes-Bolyai University, Cluj-Napoca, Romania
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its kind involving a Japanese and a French compeagh with its own distinct
corporate culture and brand identity. Both compasieare a single joint strategy
of profitable growth and a community of interests.

Material and Methods

To realize this paper we used the oficials sitesRehault, the Franch
carmaker and Dacia, the romanian brand from thea®eroup. We analized the
findings from a market research made for the didi@mm Renault Group.

The 2005 Annual Report from Renault helped us witht of information,
about the markets, the sales on every marketWdocan say the same thing about
the press release from the officials of Renault.

Results and Discussion

Project Logan

In 1998 Renault started looking into possibility afeating a modern,
robust and reliable car at an entry-level pric@d0 Euro. This was the beginning
of the X90 project.

Logan Project is part of the international develepinstrategy of the
Renault Group, which plans to produce annually ntbes 700,000 units of this
model by 2010.

Logan was a pilot program for the use of the newmenical technologies
in the conception of the product, the tools andrttenufacturing process. It was
developed as a part of the project X90 in whiclitdigsimulation technology was
used to design and engineer the vehicle and matwifag tools in order to decide
the production process.

The Logan car, completely of Renault origin (tedbgy, development,
rolling chassis, engine, gearbox, etc.), was camckin the Renault Technocenter
near Paris and meets the Renault manufacturinglastds. Its modern conception
corresponds to international standards, notablthéostandards of the European
Union, concerning safety, gas and noise emissindsecycling of materials.

Calculating vibrations and testing acoustics onitaligmodels helped
designers to predict noise levels in the vehiclheut using a physical model. The
advantage of the digital method, especially inrmafi and developing the body
structure, is that costly prototypes of vehicled toling do not have to be built so
many physical stages in the design process arénalied. The total cost saving is
estimated at about EURO 20 millidn.

Renault had put all its know-how to the servicetluf Logan project to
conceive a modern, robust, reliable and very coitivgetfproduct. Its price/service
ratio is of a high advantage to the customers.

8 Official site, www.renault.com
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In order to obtain a good product at a very goodeprthe French car
maker, used five essential axes:

1. Logan was the result of X90 project, a program iitclv financial
consideration were a key.

2. Another peculiarity of the conception process wet t.ogan was a
decisive step of the "design to cost" programopitiiced by Renault in 1992.

3. The use of the same elements for several vehidlebeosame car
manufacturer is a guarantee of reliability and sgsifor the customers. This logic
was present all the way in the development of Lo&an Logan resume takes over
the engines, the front axle, the steering, and beaglikes from the Clio model. The
central unit of the interior space, which groupgetther the electronic functions, is
derived from the one, which equips the Clio model.

4. The Suppliers’ Industrial Area has been createthiwithe plant. This
presence has ensured an important technical conmgeeteontribution and a
significant productivity gain. This was made in erdo cut the production and
logistic costs.

5. The Dacia Plants are going to use manufacturindnoast resembling
to the Renault Manufacturing System. Initiated 998 this program allows
industrial units of the Group to reach the besfquerance level in the world. It
gathers all actors of the industrial system — bsApeoviders, logisticians, engineers
and manufacturers — around common objectives atimhatiles.

International Suppliers’ Network

The Project Logan provides 42 first rank supplfeos different countries:
Romania, Turkey, Eastern and Western Europe angbplisr assistance program
with the objective of improving the developmente thrganization, the technical
capabilities and the cost management. The Suppliedsistrial Area has been
created within the plant. This presence has ensamedimportant technical
competence contribution and a significant produtgtigain.

At the beginning the officials from Renault decideduse for Logan, its
three engines, 1.4 liter petrol engine, 1.5 lite¥sdl engine and 1.6 liter petrol
engine from the exiting models like Clio, Renaulbdlis and Nissan Micra. With
some specifics incorporated, Logan is adaptingotall conditions in different
countries such as dust, low and very high temperasirong rains, bad roads, etc.
Its modern conception corresponds to internaticstandards, notably to the
standards of the European Union, concerning safgty,and noise emissions and
recycling of materials.

Another key factor in reaching the cost targets feetLogan was the
choice of a front suspension similar to that usgdho, with no anti-roll bar, and
rear suspension taken from the Renault-Nissanrdéas B platform.

Production
Excepting Romania, Logan is already been assenibl&tlissia, Morocco
and Columbia. Renault is investing 230 million take Logan in Russia and sell
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the car there from April 2005. The production uistthe Moscow plant of
Avtoframos, a subsidiary jointly owned by Renauitiavloscow City Authorities,
with the objective of 60,000 vehicles produced ywar.

Renault plans to invest 22 million to make Logathat SOMACA plant in
Morocco from the second half of 2005 to the en@@®6. Production of 30,000
vehicles a year is estimated, with some going xpoe.

Logan is assembled at the Sofasa plant in Colofntima the end of 2005.
It is marketed under the Renault brand in Colomhbiad from 2006 in some
neighboring countries. The Sofasa plant with anmaglacity of 44.000 vehicles
aims to begin exports to Venezuela and Ecuadong@006.

For the year 2006 the plans are to produce 30.@8€ annually in Iran.
Renault plans to produce Logan in Brazil and Irdi2007.

Table 1.
The worldwide sales of cars
Markets Sales of cars Change
2002 2003

EURORE 19.116.000 19.271.000 +0,8%
Western Europe 16.226.000 15.986.000 -1,5%
Central and Eastern Eurd 2.890.000 3.285.000 + 13, 7%
(including Russia and Turkey
AMERICAS 21.731.000 21.265.000 -2,1%
NAFTA 19.526.000 19.132.000 -2,0%
United States 16.845.000 16.579.000 -1,6%
South  America (excludin 2.205.000 2.133.000 -3,3%
Mexico)
ASIA-OCEANIA 13.526.000 14.738.000 +9.0%
South Korea 1.618.000 1.318.000 -18,6%
Japan 5.705.000 5.696.000 -0,2%
AFRICA / MIDDLE EAST 1.937.000 2.049.000 +5,8%
Total 56.309.000 57.323.000 +1,9%

Source: www.renault.com

The world car markets — the Logan’s marKedble No.1)

The specialists from Renault made a market researcR003 with
interesting results. They discover that about Sfianicars were sold worldwide in
2003. The most developed markets, the United Stefestern Europe, Japan and
South Korea, absorbed roughly 80% of the totahoaigh they are home to only
20% of the world's population. The three biggestrkmis, the United States,
Western Europe and Japan, had become replacemsdtmaffering only limited
growth potential.

According to the conclusion it is a reserve of matsko be conquered in other
regions, where sustained economic growth is caul@ggutomobile sector to expand.
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You can see from the results that Central and Eagiarope (including
Russia and Turkey) offer grate perspectives wignaavth of + 13,7% in only one
year. Renault found out from the research thataite of ownership was about 70
vehicles per thousand inhabitants in Turkey, 160tipeusand in Ukraine and 350
per thousand in the Czech Republic.

Correlating these results with the per capita ineomitch is about US
$1,000 in Ukraine, $2,300 in Russia and Turkey, $htl,000 in Slovenia it seems
these markets offer high growth potential for theomobile sector. The opportunities
are significant because cars sold in Logan’s paoge make up the biggest market
segment. For example, in Russia 90% of new care weld under Euro 10.000.
According to officials from Renault, the Russiam’sanarket had a 6% growth in
2005 meaning more than 1.4 millions cars sold eyesy.

By way of comparison, given an average base pric)0 for a new car
purchased in France in 2002, the equivalent cost3gain Spain, 69 in Hungary,
and 68 in the Czech Republic and 54 in Polarthese results helped the
specialists from Renault to understand the impodaof price as a criterion for
buyers in the countries where Logan will be sold.

Since the late 1990s the automobile markets inetla@sintries have seen
surges of strong growth interspersed with lesslestperiods. In Hungary new car
sales rose from 80,000 units in 1997 to over 2(D,@02003, with the rate of
growth remaining fairly steady.

Logan's potential customers have been clearly ifiesht In the passenger
car market, families are expected to account forentioan three out of four buyers
in the Czech Republic, Romania and Morocco. They ratatively young, aged
between 35 and 49, according to surveys carrieéhaalt the countries where Logan
will be sold. Another feature is that one customgrof four in Romania, Algeria and
Turkey will be buying a new vehicle for the firéine. About the same proportion
will own a second car. Logan is also aimed at trsirtess market, especially taXis.

The results from the surveys left no doubt as tatvguided customers in
choosing a car. Price was the main criterion in Badm Central Europe and Turkey,
followed by low maintenance costs.

Distribution

Logan went on sale for the first time in Septen@®4 in Romania. Then in the
same year, the car was launched in Croatia, Skyvékingary, the Czech Republic,
Turkey, Serbia and Macedonia. At the beginningd@f? Logan was lunched to market
in others countries like Poland, Slovenia, Bulgavialdova and Algeria.

In the summer of 2005 the car entered on the We&earope market. The
car was received with great enthusiasm in Framqan&nd Germany. The demand in
France is so high, that customers wait for aba@ettmonths delivery of car.

4 Official site of Renault, www.renault.com
5 Official site of Renault, www.renault.com
® Official market research, press release, www.ritam
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The various versions in the Logan range can begrézed at first glance,
sending a clear signal to customers. Ambianceversion stands out from the
entry-level version with the lower part of the busrg body-colored, chrome-look
trim on the grille, protective side moldings andtidictive hubcaps. The top version,
Lauréat has fully body-colored bumpers, 15" wheels,@tsétrip of chrome beading
around the grille and integral fog lamps. In adulitto these three versions, specific
versions may be introduced for some countries. ifteriors of the different
versions are differentiated by lighter or darkeadds of material and by specific
treatment of the central console. Two color scheanesavailable: medium charcoal
and nutmeg. Different upholstery fabrics are uaed,in some versions the fabric also
features on the door panels. The design of thedpgoand aluminum wheels reinforces
the concept of steps up through the versions. Ldagagpainted with bright, new,
contemporary colors such as Aegean Blue and FexerGwith a metallic finish.

Table 2.
Versions of Dacia Logan, together whit its prices:
MODEL VERSION PRICE (Euro)

. 1.4 MPI 6280
Ambiance 1.5 DCI 7440
1.4 MPI 6980

Preference 1.6 MPI 7380
1.5 DCI 8140

1.4 MPI 7680

Laureate 1.6 MPI 8080
1.5 DCI 8900

Laureate Plus 1.4 MPI 8250
.. 1.6 MPI 8800
Ambition 1.5 DCI 9620

Note: All the prices from this table are given imr& includes all the taxes and were valic
09.05.2006. Dacia reserves its rights to modifyklethe prices.
Source: Official web site, www.dacia.com

Thought Logan was announced to be a Euro 5.000tsastarting price in
Romania including all taxes is Euro 6.280 for thalance model, and the biggest
price is Euro 9.620 for the Ambition diesel variaim Central and East Europe is
available for similar price as in Romania. In WEstope, Logan prices starts from
Euro 7.500 because the car has higher standargrequt.

For selling the Logan, the Renault specialists haw@ brand strategies.
The choice of Dacia or Renault brand on the charestics of each market and on
how long and in what circumstances Renault has bstblished there.

The entire commercial network is formed from 11D.@@alers located in
118 countries.

7 Press release, www.media.renault.com
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According to the Renault officials The Dacia bramill help to conquer
new customer target groups. Dacia, with its newntbr&dentity as a modern,
ambitious company and new badge, is selling a rafigaodern, robust, reliable
and affordable vehicles. In the countries of CdriE@ope, as well as in Turkey,
northern Africa, the Middle East and sub-SaharaticAf Logan is marketed under
the Dacia brand to round out Renault's range.

In West Europe, 45% from Renault dealers are sellimgan models under
Dacia brand.

It is positioned in the entry-level segment, whicha country like Poland
accounts for 30% of the total market and is haodlyered by the current Renault
range. Logan carried the Renault brand in Russdialand Iran.

After a period of Logan's sales in France, a managearch showed
interesting results

¢ 76% of buyers were men

¢ Average age was 51 years

¢ 53% are workers and 28% are retired

¢ For 47% of responders Logan was the second or ¢hird

¢ Logan was the first new car in their life for thigagarters of customers

The results from the surveys left no doubt as tatvguided customers in
choosing a car. Like in the others countries, ian€e the buyers followed by price
and low maintenance costs.

The Renault group which has over 350 industrial emehmercial sites in
over 40 countries and 131.879 employers worldwislalivided into: Automobile
division and Sales Financial divisionAutomobile division consists of Renault,
Dacia (Romania), Renault Samsung Motors (South &or&he group sold
2.533.000 vehicles worldwide in 2005.

Table 3.
Total sales of Logan worldwide

Romania 88.275

Turkey 8.317

Central Europe 16.631
Logan under DaciEast Europe 1.450
brand West Europe 13.714

Africa, sub-Saharan Africa, Middle East 6.532

Asia and Pacific 309

Guadalupe, Guyana and Martinique 162
Total sales 135.390
Logan under RenalRussia 7.057
brand Columbia, Venezuela and Ecuador 2.876
Total sales 9.933
TOTAL SALES WORLDWIDE 145.323

Source: “The 2005 Annual Report” — www.renault.com

8 “Dacia Logan a sedus o clientelariati in Frana”, www.evenimentul.ro
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To this numbers it can be added the activity of f®dt Industrie
Roumanie”, the CKD Logan export center, which sptdducts valued at 131
millions Euro.

A sales manager was appointed specifically forhtaand in each country.
The Renault network’s partners are handle distidbutDepending on the market,
Logan is sold by a Renault dealer with a Dacia &aturing special signage or in
a Dacia showroom. A two-year warranty is applyingriost countries. Distribution
by the Renault network is reassuring for custonafeying them the best possible
level of services.

Repairs and maintenance

In most countries of the world, repair and maintereaworks will be
carried out in the Renault — Dacia outlets. In \WasEurope, the after sale service
will be assured by the Renault concessionaries.LBigan buyers can be sure that
they will benefit of an optimum level services incardance with the Renault
quality rules.

A central parts warehouse in Riie- Romania and connected warehouses
located in the Paris region, as well as in HungRoland and later on in Slovenia
will be the connecting points of the distributiongistics. This organization
guarantees the customers best services, regaafléke country where they are.
From 2005 the future Renault-Nissan spare partecan Gyor, Hungary, became
a regional hub for supplying Dacia spare parthigocountries of Central Europe.

Perspectives for the next period

Logan Project is part of the international develepinstrategy of the
Renault Group, which plans to produce annually ntbes 700,000 units of this
model by 2010.

For the year 2006 the plans are to produce 30.@89 annually in Iran.
Renault plans to produce Logan in Brazil and Indi2007.

Until end of 2006, Logan will be exported in aroud@d countries and
four continents.

For satisfying the increasing demand, the produoctrate from the
Romanian plants will increase from 680 units per @a800 units per day until the
end of 2006.

Renault intend to develop Logan models by introdgci

¢ Anew engine (1,6 16V/107 Hp) in spring 2006;

New body versions like;

Break with 5 or 7 sites in autumn 2006;
Pick-up and Van (F90) in 2007;
Hatchback (X44) in 2008/2009.

Through X44 project, witch is already tested, splisis from Renault
Group are trying to respect Louis Schweitzer’s vitskireate a Euro 5000 car.

[T T TS
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Conclusions

Logan was a pilot program for the use of the newenical technologies
in the conception of the product, the tools andntlamufacturing process.

The Logan car, completely of Renault origin wascsived in the Renault
Technocenter near Paris and meets the Renault a@uarnhg standards.

Some of the Logan’s strengths are:

e Its modernity;

e Its moderate price of acquisition;

« lIts load capacities (the best of its category);

e The interior space, with five generous seats;

* Its moderate cost of maintenance.

The officials from Dacia-Renault Group sustain thiabgan is a
successfully car idea worldwide. After the modelswaunched, the customer’s
reactions were immediate and very favorable:

* In Serbia and Montenegro Logan was elected “céh@f/ear 2005”

* In Romania is the best sold car;

* In French the demand is so high that the customvaisabout three
months for delivery of the car.

e A Scottish newspaper considered that “basic modtlsars are the
future in this business”

There are some auto experts witch consider tHatpbssible a migration
of customer from Western Europe to less sophigtitatodels of cars. This change
is visible in flight industry where low cost compas gain an increasing number of
customers.
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THE ROMANIAN BOND MARKET

CRISTINA CURUTIU *

ABSTRACT. The Romanian bonds market is still underdevelopsdhe municipal
and corporate bonds are relatively new producRamanian capital market. Even so
their number and value seemed to grow rapidly siheg were first issued. On the
Romanian market, one can find two types of bondsidpal bonds and corporate
bonds. The present paper is organized in the fatigway: the first part presents
the evolution of the Romanian municipal bonds, frih® moment they were first
issued (in October 2001) until the present situatithen, the paper analyzes the
second type of bonds — corporate bonds —preseBttarest Stock Exchange
market since May 2003. Along with the bonds evolutithe paper also presents
the main factors which can affect their developnanfinancing instruments and
as investment opportunities.

Key words: municipal bonds, corporate bonds, yield coupon

1. Introduction

The bond market is by far the largest securitiesketain the world,
providing investors with virtually limitless invesent options. Many investors are
familiar with aspects of the market, but as the benof new products grows, even
a bond expert is challenged to keep pace. All dvemworld, a bond is a loan that
the bond purchaser, or bondholder, makes to thed hssuer. Governments,
corporations and municipalities issue bonds whew tteed capital. (www.pimco.com,
Bonds Basics, June 2005)

Bonds can be traded in the open market after theysaued. When listed
on the open market, a bongisce andyield determine its value. A bond’s yield is
the actual annual return an investor can expebeifoond is held to maturity. This
is one of the factors influencing the price of athoThe evolution of the yield on
European bond market is presented in figure noaww(.pimco.com, Bonds
Basics, June 2005)

In the 1970s, the bond market began to evolve asstors learned there
was money to be made by trading bonds in the omekeh As investor interest in
bonds grew (and faster computers made bond matbregdmance professionals
created innovative ways for borrowers to tap thedomarket for funds and new
ways for investors to tailor their exposure to riskad return potential.
(www.pimco.com, Bonds Basics, June 2005)

! Teaching Assistant, Faculty of Business, Babeg:dlniversity, Cluj-Napoca, Romania
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Yield Curves on European bond market, 2002-2005
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Figure 1.

The bond market plays a very important role in financial systems of
today’s economies. Bond markets bring lenders amdotvers together. They
allow lenders to invest in relatively low risk atssand borrowers to obtain funds in
relatively liquid markets. Bond markets are impottan determining the prices of
other assets, and bank interest rates usuallyotarket-determined interest rates
on bonds. The prices determined in the bond mad{&tst household decisions to
save and the corporate sector’s investment desislarthe United States, the bond
market is about the same size as the stock mdrké&urope, bonds amount to
approximately two-thirds of the total amount of wdiies outstanding. But the
distribution of the total debt differs significaptbetween Europe and the United
States. In Europe, the bond market is dominateddwernment bonds and bonds
issued by financial intermediaries. In the Unitedt&s, the proportion of bonds
issued by the non-financial corporate sector ishmacger. In addition, the major
components of this market are the municipal bomikthe agency bonds. For the
bond market, this means both efficiency and ligyidEfficient bond prices,
incorporating all available information, will bettes signals to investors and savers than
if the markets did not incorporate relevant infotio@ fully into prices. Liquid
bond markets bring transactions costs down forstors, who therefore achieve
greater gains from trade, and they minimize the ob$unds to firms. Despite the
key role of the bond markets, there has been nesshdcademic attention devoted to
bond markets than to equity markets. The big gaip ismpirical work, and the
main reason for this is data availability. Since #990s, several stock exchanges
(including the London Stock Exchange, the New Y8itkhck Exchange, and the
Paris Bourse) have disseminated rich, high-frequeata. (Bias B.&al., 2006)
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The U.S. has long dominated the world's bond matkat globalization
and other factors have brought significant changethe global bond mix and
opened new opportunities for those with the knowlamd resources to find them.
(www.pimco.com, Bonds Basics, May 2004)

Bonds issued in the U.S. accounted at the lev@068, for less than half
of the global bond market (figure no.2), due laygel rising issuance of euro-
denominated corporate debt and the decline in gb8ernment debt that resulted
from budget surpluses. For investors, the growtkhefinternational bond market
brings a wealth of new opportunities for diversfion that cannot be ignored,
particularly in light of the dollar decline. In @hwords, avoiding non-U.S. bonds
is no longer an option because it limits investmrsonly half of the available
universe of bonds. (www.pimco.com, Bonds Basicsy [21@06)

Size of the World's Bond Market as of 12/31/03
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Figure 2.

In the U.S., mortgage-related instruments repreteniargest sector of the
domestic bond market, accounting for nearly 24%uistanding debt versus about
20% for corporate bonds and 16% for Treasuriesprdorg to the U.S. Bond
Market Association. That's a significant shift frdive years ago, when Treasuries
accounted for about 31% of outstanding bond mat&bt and corporate represented
18% of the market. Current issuance remains coretext in the corporate and
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mortgage-backed sectors, with federal agencies asdFannie Mdeand Freddie
Mac® also contributing heavy issuance well above thathe U.S. Treasury.
(www.pimco.com, Bonds Basics, May 2006)

The European bond market remains dominated by gowant debt, which
represents about 60% of the market versus 29%digocate bonds and 11% for
mortgages. However, corporate debt issuance hagedun Europe, as noted
above. The Japanese and U.K. bond markets remaitady dominated by
government debt, though corporate issuance isgriginthose markets as well.
(www.pimco.com, Bonds Basics, May 2006)

In other countries the high-yield bond market ododégan to develop in the
late 1990s. It remains well below the U.S. markeg(figure 3). The second largest
region of the global high-yield bond market is Fago In this study, we divide
Europe into the UK and the euro area. Other regiitts some high-yield bond
issuance activity are Canada, Latin America and ABhese regions typically issue
in foreign currencies. This study will be focusedimly on issues denominated in the
national currency. (de Bondt G., Ibanez D.M., 2005)

Bond markets > Aggregate size of EU bond markets in volume terms
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Figure 3.

2 FNMA or Fannie Mae is a government-sponsored jiger a publicly owned corporation that operates
under a Congressional charter with U.S. governm@sight. Fannie Mae issues and guarantees mertgag
securities. Although its securities are not badked U.S. government guarantee, they carry aneuahpli
AAA credit rating. (www.pimco.com, Bonds Basics,yémber 2005)

3 FHLMC or Freddie Mac is also a government-sporssemgerprise. In fact, Freddie is a competitor
to Fannie and operates in much the same way.dtgities likewise possess an implied AAA-level
credit quality. (www.pimco.com, Bonds Basics, NovrEmn2005)
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Municipal bonds (munis), which are issued by U&esand local governments,
are uniqgue among fixed-income asset classes. Rs$t muni bonds offer tax-
exempt income, and second, individuals, rather thstitutions, make up the largest
investor base. In part because of these chardatsrisnunis also tend to have
certain performance attributes, including highaerafax returns than other fixed
income securities of comparable maturity and crediality and low volatility
relative to other fixed-income sectors. In partéaese of their unique tax status,
municipals can generally provide investors withagee after-tax returns than many
taxable bonds, including some Treasuries and catpdyonds with similar credit
guality and maturities. (www.pimco.com, Municipabils, March 2006)

Among the municipal bond market, the existence @haure corporate
bond market that includes a developed high-yieltdoonarket appears to be
positive for economic development. It allows cogimns to raise funds faster and
on more flexible terms than would otherwise be labde solely from the banking
sector. This avenue of corporate finance, whichglements the finance provided
by bank loans and the equity market, is particylbgneficial for Europe because
there are many small and medium-sized firms in gerdnlike in the U.S., where
the high-yield bond market developed in the eafl§Qs, in Europe the high-yield
segment of the corporate bond market is a phenomehdhe late 1990s. The
quick diffusion of high-yield bonds that we seeBorope suggests that, provided
there is an adequate legal and accounting systgmaae, the financial landscape
might change within a short time span because gfiiek adoption of financial
innovations by later-adopting countries. Industeéabnomies appear, in contrast to
emerging market economies, to benefit from thetemte of multiple avenues of
corporate finance. However, corporations from ermgrgnarkets, which often
have a credit quality of below investment gradejldalso benefit from tapping
the bond market, either when corporate profitsuaréer pressure or when banks
cut back lending. Thus corporate bond markets cetitdulate economic growth.
(de Bondt G., Ibanez D.M., 2005)

In the past year or so, in what can only be deedritharitably as difficult
market conditions for equities - until recentlyhetinternational bond market has
provided very attractive investment opportunitisirope currently provides the
home to a flourishing market in which issuers ekl income securities from all
parts of the credit spectrum can access shortngy ferm funding, in a variety of
currencies and maturities to match the denominati@hduration of their assets. A
great variety of borrowers, comprising sovereigatest, agencies, corporations and
financial institutions, have come to this marketrétent years to raise funds at
unprecedented low coupon rates from internatiomadstors. The euro denominated
corporate bond market has been particularly notedsléés enormous growth over
the last 5 years, and a Euro denominated high Yi@dunk bond) sector has
developed, albeit not without teething problemsangton J.L., 2003)
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These examples illustrate that Europe’'s bond mahlkestalways been
characterized by innovation and flexibility withcseities structured to meet the
demands of both issuers and investors alike. Theenfear has seen the growth of
a thirty-year maturity in the Euro denominated debarket, thus allowing
borrowers to lock-in to favorable interest rated aorrowers to look for enhanced
yields further out along the curve. This has becamey important for pension
funds, given the dramatic cutback in governmentdoiseuance, particularly at the
long end of the curve where pension funds try tachmaheir long term liabilities
with long term assets. The result of all this dttivs that the Euro has, during
2003, become the leading currency of new issudnta|y overtaking the might
US dollar which has historically dominated the fixacome market. However, its
recent slide vis-a-vis the US dollar may well impasmewhat negatively on this
trend. (Langton J.L., 2003)

Comparatively with other countries from Central &aster Europe, Romania
started to issue bonds much later. The reasonhferdelay could be the main
regulation — Act no.189/ 1998 which allow the lo@alministrations to use the
capital market for borrowing funds and which wasgtdd only in October 1998,
after which the local authorities needed anoth8&ry&ars until the idea of bonds
issued in national currencies will be understo®dp(C., Dumbrava P., 2004)

In the next table it is presented the number ofdsolistings in the EU
(table no.1).

Table 1.
Number of bonds listings in the EU

2003 2004 2005
Athens Exchange 134 126 115
Borsa Italiana 509 457 0
Bratislava Stock Exchange 70 65 75
Budapest Stock Exchange 65 97 99
Cyprus Stock Exchange 66 74 74
Deutsche Borse 7.215 8.240 10.002
Euronext n/d 3.434 3.537
Iceland Stock Exchange 325 341 336
Irish Stock Exchange 3.716 6.206 8.776
Ljubljana Stock Exchange 92 101 99
London Stock Exchange 9.763 10.243 10.808
Luxembourg Stock Exchange 21.285 24.292 26.206
Malta Stock Exchange 66 72 69
OMX Exchanges 4.035 4.032 4.072
Oslo Bors 826 861 826
Prague Stock Exchange a7 79 91
Spanish Exchange (BME) 2.653 2.939 28.144
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SWX Swiss Exchange 1.259 1.327 1.210
Warsaw Stock Exchange 70 81 78
Wiener Borse 2.571 2.846 2.630

Source: www.eurocapitalmarket.org/ statistics

Comparatively with the figures regarding the EU presented in the table above (the
number of bonds listings and the value of bondtetan EU exchanges), Romania registered

during the period 2001-2006, the following evolnso

Table 2.
Year No. of No. of |No. of bond§  Turnover No. of No. of new
trading trades traded (EUR) bonds listings of
sessions issuers bonds
issuers
2001 17 5 45 172,83 2 2
2002 247 10 59.050 238.704,88 4 2
2003 241 39 187.870 4,556.257,24 10 8
2004 253 1.116 530.466 71.266.812,p3 22 16
2005 247 362 199.304 29.776.176,53 19 6
2006 242 461 2.963.867 119.461.646|15 19 5

Source: www.bvb.ro/ statistics

2. Romanian municipal bonds

2.1. General information
The first municipal bonds were issued in Octobed12@nd from that date
on, these financing instruments started to be umsetk often. As a result, the

municipalities which were the first on the listissuers continue to issue new titles
of this kind. Among these, one should also notieedimension and the characteristics

of the Romanian market. Comparatively to the marklebm the Central and

Eastern Europe, Romania has the advantage of tnbera of trades registered.
In the table below, are presented some generahmatidn concerning the Romanian

municipal bonds.

Table 3.
General information concerning Romanian municipal londs
Year | No. of | No. of Value No. of No. of investors
issues| issues outstanding
listed at| Mil. Mil. bonds Total |Individual |nstitutional
BVB* | RON® | Euro
2001 2 2 1,50 0,6 150.000 187 157 30
2002 8 7 12,65 4,05 *438.500 332 264 68
2003 13 11 46,50 12,40 **545.046 478 331 147
2004 12 12 81,37 20,1 760.160 94 58 36

4 BVB is the abbreviation for Bursa de Valori Bucstieor Bucharest Stock Exchange. We will use

this abbreviation for the present paper to avoi@mfusion with Budapest Stock Exchange.
5 RON represents Romanian New, the Romania natmmeéncy.

103



CRISTINA CURUTIU

2005 5 5 30,75] 8,49 304.000 n/d n/a n/a
2006 3 11 66,92| 18,99  615.660 n/a n/a n/a
Total | 43 48 239,69 32,96 X 1001 810 281

Source: www.kmarket.ro and Piata Financiara Review

Notes: *-the number does not include the bossigsed by Breaza

** - the number does not include the bonds issueloj-Napoca in 2003 and by
Arad County in 2003

As one can see in the table no. 3, the figure ribgistered an important
growth is the value of municipal bonds, which gneith 174,99 % from 2003 and
643,24 % from 2002. Regarding another figure —rthmber of investors — this
was a little bit over 1000. Even if the data is ooinplete, the individual investors
represent 74,24 % in the total amount and thetinisthal ones 25,76%.

These figures registered modifications also becalisemunicipal bonds
offer superior rates of return to those offeredibyills or bank deposits.

Another main factor that regards the Romanian nipaicbonds is the
coupon paid. The coupon is calculated using Buchdnter-bank Interest Rates —
BUBID and BUBOR. These rates are available on Romanian Nationak Ba
website and are reported daily.

The bonds can be framed between the placements tihemmonetary
market (T-bills or bank deposits) and those frome ttapital market (shares).
However, the municipal bond issues reflect, in ,pim¢ capital markets’ demand
for financial instruments for investment, resultingower borrowing costs for the
municipalities than could have been achieved withkdending.

All these differences are presented in the tableino

Table 4.
Year Annual average Annual average | Coupon — annual | Interest rate for
(BUBID+BUBOR)/2 premium average bank credits —
3M 6M 3M 6M 3M 6M annual average
2001 40,9 % 41,3 % 2,50% - 43,40% - 45,7 %
2002 27 % 28 % 2,009 2,00% 28,47% 30,00% 36,6 %
2003 18 % 17 % 1,75% 1,75% 19,75% 18,76% 26,2 %
2004 19 % 18 % 2,009 - 22,00% - 25,8 %
2005 8,34% 8,30% 2,00% - 10,22%  9,25% 19,19%
2006 8,10% 7,99% - - 9,49% 9,08% 14,10%*

® The formula used by the major part of the locaharities is:

(BUBID for 3M or 6M + BUBOR for 3M or 6M)/ 2 + praium.

Where M represents the number of months and tleeistt rate is chosen in correlation with the
coupon frequency — quarterly or semiannually.

The only exceptions are the municipal bonds isduedity of Breaza which used the Romanian
National Bank interest rate as reference point, tardmunicipal bonds issued by the city of Arad
(or Arad 1) which have a fixed coupon of 14%/ year.
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Source: www.bnro.ro, www.kmarket.ro, Piata Finarecideview
* the Interest rate for bank credits — annual ageria calculated until October for
the year 2006

As the table shows, the municipal bonds are cheifyaer bank credits and
the bonds are also a better investment altern#tiaieT-bills, offer an even higher
return compared to bank deposits and a positivgnretompared to annual inflation
(table no. 5).

Table 5.
Municipal bond compared with other returns

Year Annual average Interest rate for | T-bills interest | Inflation — annual

(BUBID+BUBOR)/2 | bank deposits — | rate — annual average

3M 6M annual average average

2001 40,9 % 41,3 % 26,2% 42,2% 34,5%
2002 27 % 28 % 18,4% 27,2% 22,5%
2003 18 % 17 % 10,8% 16,2% 15,3%
2004 19 % 18 % 11,3% 17,85% 11,9%
2005 8,34% 8,30% 6,22% 6,43% 9%
2006 8,10% 7,99% 4,69%* n/a 6,75%**

Source: www.bnro.ro, www.kmarket.ro, Piata FinarciBeview

* the Interest rate for bank deposits — annual ayeris calculated until October
for the year 2006

** the Inflation — annual average is calculatediludovember for the year 2006

2.2. The secondary market for the Romanian municipal bods
Following up, this paper will present the Romanianunicipal bond
evolution on the secondary market (BVB), from 20692006 (table no.6).

Table 6.
Summary of municipal bonds traded at Bucharest StdcExchange
Year No. of days whernNo. of trades| Volume Value
trades occurred
Million RON Euro
2001 4 5 45 0,005 184,4
2002 6 10 59050 0,78 250.414,3
2003 11 12 29310 1,28 340.114,5
2004 36 85 51945 5,33 1.316.231,6
2005 40 60 25632 2,56 705.359,6
2006 22 61 81069 7,24 2.052.947,9

Source: BVB, www.bvb.ro
» 2001 - the first municipal bonds issued by Predeal (PRDand
Mangalia (MNGO03) with a total value of 1,5 millid®ON (0.6 million EURO);
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» 2002 — new municipal bonds issues by Alba-lulia (ALBOZgalau
(ZALO4) among with those from Predeal and Mangatlzir total value was
registered at 12,65 million RON (4.05 million EURQyhich represents a 843,
33% rise from 2001;

» 2003 - on BVB there were registered 8 new bonds isg@$ —Napoca
CLJO03, Predeal with a new bond issued PRD06, S&BB94, Bacau BACO05, Targu-
Mures TGMO5, Timisoara TIM05, Oradea ORD06 andrB&sBIS05); the total value
of the bonds issued was 46,5 million RON (12.4ianlEURO);

» 2004 — was one of the best years for BVB; the munichmaid market
registered an important growth ( 12 new bonds ws=eed and the total value was
81,37 million RON which represents 20.10 million BEOQ);

Municipal Bonds Evolution
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» 2005 - the local authorities issued new municipal boride Deva
(DEVO08), Bacau (BACO08), Timisoara ( a second issti#11), Aiud (also a
second issue AIU0O8) and Sacele (SACO7 - the lastissued in 2005);

» 2006 — there where three new municipal bonds issued tamdalues
registered this year where on behalf on the folh@vimunicipalities: Oradea
(ORD10 and ORDO06), Timisoara (TIM11), Bacau (BACO8)strita (BIS08),
Navodari (NAV09), Medgidia (MEDQ9), Sebes (SEB0%xacele (SACO7), Aiud
(AIU08) and Deva (DEVO08 and DEVO8A).
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After observing this evolution, the following quiest could be asked:
“Why is Bucharest absent from the Romanian munidimed market?” It seems
that Bucharest will launch its issue only on exé¢rmarkets because it is
considered that on those markets it will have bé¢tieding conditions. But even if
the rating agency Standards&Poor’s gave BucharB& eating, the bonds issue is
being delayed because of some legal problems.

3. Romanian corporate bonds

3.1. General information

The other categories of bonds issued on the Romarpital market are
the corporate bonds. These types of bonds ofterhjggner rates than government
or municipal bonds, because they tend to be riskietheory, bonds are traded on
major exchange and offer the opportunity to inviesta variety of economic
sectors. Within the broad spectrum of corporatedsdhere is a wide divergence of
risk and potential yield. Corporate bonds can inapréhe diversification to an
equity portfolio as well as diversify a fixed incerportfolio of government bonds
or other fixed income securities, have the potétdigrovide a steady income and
are often more liquid than other securities.

The first corporate bonds were issued in May 208 general information
concerning them is presented in table no. 7.

Table 7.
General information concerning Romanian corporate londs
Year No. of No. of issues Value No. of outstanding
issues | listed at BVB’ bonds
Million RON & Mil.
Euro

2003 2 1 4,98 1.32 49.800
2004 5 1 190,25 46.95 20.000
2005 2 0 103,08 28.45 15.000
2006 6 2 561,79 159.40 892.922
Total 15 4 860,10 236,12 975.735

Source: www.kmarket.ro and Piata Financiara Review

The evolution shows that in 2006 were registeredhiighest value, but the
lowest one was registered in 2003. Compared with rtfunicipal bonds, the
corporate bonds in registered a higher value, éshei the last years. All these
happen because the fact that nowadays much morpaties tend to appeal to
corporate bonds. One of the reasons for whichwiaig of lending is preferred is

" BVB is the abbreviation for Bursa de Valori Bucstieor Bucharest Stock Exchange. We will use
this abbreviation for the present paper to avoi@mfusion with Budapest Stock Exchange.
8 RON represents Romanian New, the Romania natmmeéncy.

107



CRISTINA CURUTIU

because the corporate bond issues reflect, in fhartzapital markets’ demand for
financial instruments for investment, resulting lawer borrowing costs for the
municipalities than could have been achieved widnkb lending. All these
differences between the corporate bonds and tleeestt rate for bank credits or
deposits on one hand, and T-bills interest rate¢henother are presented in table
no.4 and table no.5 (as they are the same for ripahi@nd corporate bonds).

3.2. The secondary market for the Romanian corporate bods

Since May 2003 a secondary market was establish&tleharest Stock
Exchange for the corporate bonds. The evolutioprésented in the table below
(table no. 8)

Table 8.
Summary of corporate bonds traded at Bucharest StdcExchange

Year No. of days |No. of trades| Volume Value
when trades
occurred __
Million RON Euro

2003 14 25 560 0,58 15.433,36
2004 82 189 66.191 48,03 11.849.331,
2005 125 274 171.475 104,86 28.940.953,
2006 122 245 426.539 828,05 234.941.140,

Source: BVB, www.bvb.ro

» 2003 - the first corporate bonds issued by Impact SAcBesti
(IMPO05) with a total value of 4,98 million RON (2 3nillion EURO);

» 2004 — 5 new corporate bonds were issued (Raiffeiseark BRZBO7A,
BRD-GSC BRDO7A, BCR Leasing BCLO7, TBI leasing TBJOFinansbank
FBRO7A) with a total value of 190,2,5 million ROKIE.95 million EURO);

» 2005 — this year did not bring major changes on thea@te bonds
market, on which only one issue was registered ¢Héxbricants: HXLO7);the
total value was 103,08 million RON (28.45 milliolJRO) with 87,17 million
RON less than in 2004;

» 2006 — 6 new corporate bonds were issued (Romanian Cocrahe
Bank, Carpatica Commercial Bank BCCO09, Avicola Barelst, International Bank
for Reconstruction and Development IBRD09, Prodr&#ink and International
Leasing C2005); from these 6 new bond only twoliated and were traded during
the year 2006: Carpatica Commercial Bank BCCO09 lateirnational Bank for
Reconstruction and Development IBRDO9with a totalue of 561,79 million
RON (159.40 million EURO).
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The Romanian corporate bonds value evolution wéllgiesented in the
figure below.

Corporate Bonds Evolution
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4. Conclusions

After the research made in this paper, it can se=ked that the Romanian
bond market looks more alike to the United Statesket, than to the European
one. This is because the fact that the municipatlbmn the Romanian market are
not so well traded compared to the corporate sector

The Romanian bonds market is underdeveloped andhHaw liquidity,
even if in 2006 IBRD has issued international benwdgh a total value of 526,57
million RON.

The principal factors that retain the bonds mariehis level are:

- the lack of rating on the Romanian market;

- the lack of a yield curve, which on the Romaniarrketis relatively
substituted by BUBID and BUBOR; the only problenthiat these two are not used
everyone.

- after the bonds market development in 2004, stastiith the year 2005
the banks began to target the municipalities ais tiven customers and also began
to offer better credit conditions; as a resulthis fact the number of bonds started
to decline.

The experts estimate that the number and the vadrtionds will climb in
the few years ahead and also the fact that thesbhatitihave a yield higher than
that of bank deposits and corporative bonds, anthstitutional investors have
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shown much interest in them. City halls, whoserfiial strength comes from local
taxes, guarantee that the money invested plusitbeests will be paid back to the
investors. For example, the President of conswtatmmpany VMB Partners,
Viorel Udma, expects the yield of municipal bondsstand at 8 percent, while
banks generally pay 5-6 percent worth of interestieposits, on average.

If the question “Which are the facts that coulddiathe development of
the primary and the secondary bond market in Roaffdnivould pop up, the
answer would be the following one: on every madked can find two main actors:
the buyers and the sellers, and when the localoati#s will be able to develop
their own financial and economic system, the bond#tie and maturity will grow.
But the most important fact for the market to getveloped is the number of
important investors with a long-term thinking. Alseithout these important
investors, the Romanian market would reach itstéimi
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DECISION SUPPORT SYSTEMS: CONCEPTS,
DEFINITIONSAND TYPOLOGIES

ROZALIA VERONICA RUS*

ABSTRACT. There is no definition unanimously accepted for iBlea Support
System. First definitions were given around 19768 wamere pretty broad. In this
article we will analyse some of the most importdetision support systems’
definitions and we will overview the main charaidcs of this type of
information systems. The appearance of the new tdohies supported the
evolution and development of Decision Support Systend researchers in this
filed tried to adapt these definitions to the neentls in technology. In the final
part of the paper we will present the fundamentaicture of a DSS application
and main DSS typologies.

Key words: Decision Support Systems, unstructured problesesji-structured
problems, data, models.

In this paper we want to make a detailed analyisome of the main
Decision Support Systems’ definitions and typolsgi€his material will use the
analytical descriptive method based on a reachiapedibliography, especially
from North — American space. We will also use cohtanalysis method and
observation method in our scientific research.

According to D.J. Power Decision Support Systenseaech began in the
late 1966. Decision Support Systems (DSS) appeared as aaiigtnecessity of
the American corporations’ management becausestolsgious that the information
products produced by Management Information Syst@S) were not meeting
many of the decision-making needs of managemerd. mjor role for this new
type of information systems was to provide ad teggorts and interactive support
for managerial end users. Nowadays, these systeenasad on a large scale in
United States of America and on a small scale iridental Europe being,
unfortunately, almost absent in Romanian privaté pablic organisations. For a
better understanding of Decision Support Systencegpnnext we will present
several definitions.

! Teaching assistantFaculty of Business, Babdolyai University, Cluj-Napoca, Romania,
vrus@tbs.ubbcluj.ro

2 Power, D.J.A Brief History of Decision Support Systems. DSSResources.COM, World Wide Web,
http://DSSResources.COM/history/dsshistory.htnérsion 2.8, May 31, 2003.
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One of the earliest attempts to describe the cdanokepecision Support
Systems (DSS) was that of Gorry G. A. and ScottibtorM. S. (1971). They
described these new systems as "interactive compated systems which help
decision makers utilize data and models to soh&ruatured problems.'in this
definition appear the concepts dfta, model and unstructured problem. To
understand this definition we have to explain timstructured problem concept.
We will start by presenting Gorry and Scott-Mor®rdefinition of structured
problem: “a fully structured problem is one in whiall three phases of any
decision process — intelligence, design or choiege-structured. That is, we can
specify algorithms, or decision rules, that wiloat us to find the problem, design
alternative solution, and select the best solutforStructured problems are
repetitive and routine and require little judgmentaluation, or insight. This kind
of problems can be solved applying known formutae/hich the values of the key
variables are also known. In structured problenesdicision making process can
be easily automated with IT. Unstructured problemre novel and nonroutine and
require considerable judgment, evaluation, and mummeativity. Unstructured
problems cannot be solved with formulas and vatfiesome key variables are not
known, so these problems are very difficult to awdte with IT. Semi-structured
problems contain the elements of both structuretl wamstructured problems and
can be solved using both human judgment and comgpu@®rry and Scott-Morton
classified the information systems by the degreestoficture involved in the
processes. Most definitions from the beginning #s paid attention to the task
structuredness and to the problem of distinguiskliecjsion support systems from
the other management support systems.

Another definition is the one given by T.P. Gerritje defined Decision
Support Systems as: ,an effective blend of humtalligence, information technology,
and software, which interact closely to solve camroblems®. This is a general
definition, and the term “complex” can be interggtin too many ways. Keen P.
G. and Scott-Morton gave a similar definition in789 “Decision support systems
couple the intellectual resources of individualhwthe capabilities of the computer
to improve the quality of decisions. It is a congutllased support system for
management decision-makers who deal with semiistrext problems® The key
words in this definition areintellectual resources, quality of decisions and semi-
structured problems. Keen and Scott-Morton presented also in their baok
definition which synthesised the definitions anckdad of Information System
researchers in the 1970s: “Decision support impies use of computers to:(1)

3 apud, Mora Manuel, Forgionne A. Guisseppi, Gupt®NJatinderDecision Making Support Systems:
Achievements, Trends and Challenges for the New Decade, Idea Group Publishing, 2003, p. 102.

4 apud, Gray, Paul (editorDecision Support And Executive Information Systems, Prentice Hall
International, Inc., New Jersey, 1994, p.10.

5 apud, Kroenke, David, Hatch, Richatdanagement Information Systems, third edition, Mitchell
McGraw-Hill, United States of America, 1994, p. 688

6 Zaharie, Dorin, Albescu, Felicia, Bojan, Irinaahcenco, Veronica, Vasilescu, Corirfisteme
informatice pentru asistarea deciziei, DualTech, 2001, p. 18.
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assist managers in their decision process for sémmétured tasks, (2) support
rather than replace managerial judgement and (pyawe the effectiveness of

decision making rather than its efficiencylh these later definitions, the area of
suitable problem types is broadened to include stmctured problems, and

greater importance is given to the role of theliettual resources of individuals.

We also see a shift from solving problems to asgjsind supporting managers in
decision making process and improving the qualitdexrisions. Some researchers
sustained that DSS is useful only for the structyrarts of decision problems, but
humans must solve the unstructured parts.

As a synthesis of these definitions we considet Decision Support
Systems are a major category of information systeirish represent an integrated
act between human intellectual resources and cargpuaapability having as main
objectives to support and improve decision-makimgcess. The quality of the
decision depends, in a large measure, of the masageperience, knowledge,
intuition and judgment. The system gives certailuttns but the final decision
and the implementation of the decision belonghéranager. Besides coherence
and exactness, Decision Support Systems offer ana@ktraordinary parameter
represented by the reduction of the necessary tiimmake a decision. The main
characteristics of DSS are:

— DSS support decisions;
are interactive computer-based information systems;
are easy to use;
are designed to support semistructured and unsteacproblem analysis;

— provide support for all stages of decision makingcpss: intelligence,
design, choice and implementation;

— are used by managers at different levels: senionagers, middle
managers, managers at operational level;

— contain broad databases;

— contain modeling and analytic capabilities;

— provide support for group decisions.

The benefits of DSS vary because of the complaxasdnal nature of
tasks they support and because of their persodaligers. We will overview some
of the Decision Support Systems’ advantages:

— increased productivity;

— increased problems understanding;

— increased speed;

— increased flexibility;

— reduced problem complexity;

— reduced cost.

" apud, Mora Manuel, Forgionne A. Guisseppi, Gupt®NJatinderDecision Making Support Systems:

Achievements, Trends and Challenges for the New Decade, Idea Group Publishing, 2003, p. 51.
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DSSs are not only theoretical concepts but alsee havarge practical
application. DSSs vary in application and compiexiut they all share specific
features. In general, decision support systemsicgiijpins are made up of three
components: model management, data managementlidlad management (user
interface management). The fundamental structurea oBDSS application is
represented in the next figut¢Ariav Gad, M. J. Ginzberg):

C )
Model

Model

/ M anagement
Dialog
<—>» Management \

Data
User M anagement

DSS Enterprise External
Database Data Data

Source

The Model Management component: consist of both the DSS models and
the DSS model management system. A model is aifgdplepresentation of some
event, fact or situation. DSS use statistical msdeialytical models, accounting and
financial models, representational models, optititzamodels, etc. The model
management system stores and maintains the DS#slsntis function of managing
models is similar to that of a database managesystém.

The Data Management component: performs the function of storing and
maintaining the information that are used by DS& <t of both the DSS information
(data) and DSS database management system. Theatifm used by DSS can come
from: organizational database, external sourcegataiprise data.

The Dialog Management component: consist of the user interface and the
user interface management system. The user ingerf$aan important component
because is the part of the system users see, tribuitey enter information,
commands, and models.

8 Apud, Kroenke, David, Hatch, Richariflanagement Information Systems, third edition, Mitchell
McGraw-Hill, United States of America, 1994, P. 689
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More and more DSS include alsoKaowledge Management component
which provides the necessary expertise and knowlédgresolving difficult and
complex problems.

Some DSS focus on data, some on models, some avidage and some
on facilitating communications and collaboratiore 8an classify DSS applications in
many ways. One of the classifications is basedhendominant components of
DSS application. Power (2003) identified five spdized types of DSS:

1. Data-driven DSS. use databases from different applications and
support decision-making process by providing suriredrinformation to managers.
Usually, data are stored in a data warehouse andralysed with OLAP (Online
analytical processing) tools and data mining toBlssiness intelligence systems
linked to a data warehouse are examples of datanlDSS.

2. Mode-driven DSS include systems that use accounting and financial
models, representational models and optimizatiordaiso Model-driven DSS
emphasize access to and manipulation of a moded. firkt DSS were model-
driven and were separated from other informaticstesys.

3. Knowledge-driven DSS are based on Atrtificial Intelligence technology
and contain specialized problem-solving expertiggctv consists of knowledge
about a particular domain, understanding of probleamd skill at solving those
problems. Comparing with the other DSS, these systean suggest or recommend
actions to managers.

4. Document-driven DSS integrate a variety of storage and processing
technologies to provide complete document retrieval analysis. The components
of these systems are the document base and thehsemis that create text
summaries and rate document relevance. Some tdéchrologies used itocument-
driven DSS systems are hypertext, intelligent agents and web.

5. Communications-driven DSS systems built using communication,
collaboration and decision support technologies.

Decision support systems are gaining an increasgalarity in various
domains, including business, engineering, the amjlitand medicine. Modern DSS
provide managers a wide range of capabilitiesantaid human cognitive deficiencies
by integrating various sources of information, pdavg intelligent access to
relevant knowledge and aiding the process of siringt decisions. Proper application
of decision-making tools increases productivityficedncy, and effectiveness, and
gives many businesses a comparative advantagetiosiercompetitors, allowing
them to make optimal choices for technological peses and their parameters,
planning business operations, logistics, or investis

At the early 70’s there were a lot of articles o8®which tried to define
this new term. In the following years the accenspat on defining structured and
unstructured problems and on distinguishing Denisupport Systems from
Management Information Systems and TransactioneBseing Systems. Finally,
the conclusion was that the degree of problem ttredness is not so relevant in
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the definition of DSS because a problem become stonetured as we know more
about it and about the way of solving it. In timeyaunstructured problem may
become structured. DSS are perceived in differenytswoy managers, IT specialist
and users. For a manager the definitions and fitztsins of DSS are not so
important, they have some expectations from thgstems such us: timeless
information, easiness of usage, accuracy and foahegsults, etc. In the last ten
years there were not major contributions in DS#l fialthough the implementation
of the new technologies and tools like client-serwaeb, OLAP (Online analytical
processing), artificial intelligence, data warer®asd data mining have supported
the evolution of DSS.

More and more frequent, DSS are integrated in taspftware systems
such as ERP (Enterprise Resource Planning), systesmscover all domains of
activities in an organization, from operational devto strategic level. ERP are
produced by specialized companies and are custdnfirebusiness users. An
example is the product of SAP-AG Germany, Sap-Rigs€& systems have multiple
components for decision support from productionti@drio strategic management.
Another important trend is to include the DSS irsBess Intelligence Systems.
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ROMANIA’S TOURISM SECTOR: ACTIVITY AND
EMPLOYMENT

MONICA MARIA CORO §', CARMEN MARIA GU T?

ABSTRACT. The present paper aimsdoalyze the situation of Romania’s tourism
activity, beginning with 1990, when our country edgts transition from a centralized
economy towards a market economy. The main purpgioes analysis is generated
by the fact that our country enjoys a great devalaqmt potential for this sector.

Another aspect that raised our interest is thatted| to the development of the
tourism accommodation facilities and to that of #maployment of this sector.

Finally, we intend to correlate the three analytadors for identifying the possible

solutions for reestablishing tourism’s situatiom dnat of the employment.

Key words: tourism, employment, services, activity, quality

Introduction

Ever since 1990, the Romanian authorities haveadstltourism a national
priority. Still, the sad reality is that this veipportant and valuable asset of our
country continues to be underdeveloped. Moreover,services’ sector has been
identified as one of the most important sourcesRomania’s economic growth
and social development. We believe it is necesgagpproach tourism from two
perspectives. On one hand, it contributes to thi@ma incomes’ increase, mainly
based on the expenditures of both the Romanianttendoreign tourists. On the
other hand, tourism may generate a major impaat @paployment.

Tourism, as part of the tertiary sector of the eroy, also known as the
industry of services, represents, according tospiexialized literature “the activity
of carrying out services, which handles the orgation of enjoyment trips or for
any other purpose, carried out through the meanspetialized organizations,
traveling offices etc, or on its own, for a timeaspgreater than 24 hours. Tourism
includes all the activities that serve and satiby consumption and services needs
of the tourists.” [Constantinescu, 1974, p. 782uthars translation]. There are
different purposes for tourist activities: recreati healing, treatment, participating
at different events (congresses, symposiums, comées, seminars, trainings etc),
business trips etc. There are also connected seiwiplied by tourism: transportation,

1 PhD student, Faculty of Economics and Business iAidimation, Babes-Bolyai University, Cluj-
Napoca, Romania.

2 Teaching Assistant, PhD student, Faculty of BusineBabes-Bolyai University, Cluj-Napoca,
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health, and medical insurances, medical and heatingices, feeding services etc;
all of these eventually generate the developmetti@tpecialized employees.

Our paper focuses on three matters. First of adl, skall discuss the
development of Romania’s tourism throughout thentigts economic transition
(from a centralized economy towards a market ecgfnoidext, we will analyze
the employment in the tertiary sector, concentgatin the one of tourism. Finally,
we intend to determine the impact of this sectewslution upon the development
of its employment.

Materials and Methods

As the present paper aims to cover problems relaiewurism, to the
sector’'s employment and to the connection of tledsments, we have mainly used
data and facts offered by the Romanian Nationalisitzs Institute (INS) in its
Statistical Yearbooks of Romapiasued between 2002 and 2005. Due to the fact
that the Institute only offers poor information abehis sector we have also made
use of pieces of information gathered from altémeatsources, basically the
specialized economic publications which presentréselts of different researches
and studies carried out by other institutions, sashthe National Institute for
Tourism Research and Development (INCDT) or theiddat Authority for
Tourism. We have also used other types of documenth as the governmental
national development plan for 2007-2013, that wexently issued. Our research
methodology is based on document analyses, asasedin our own calculations
and facts’ interpretations and correlations.

Results and Discussions

Because of the fact that Romania’s tourism canmotbalyzed without
taking into consideration its potential as a tdudsstination, we believe it is
necessary to briefly sketch it. In this respectwi refer to the main competitive
advantages that were identified by the nationahaities [MMSSF, 2006, p. 72]
for our country’s tourism development:

A the variety of its forms of relief and its harmomo and even
distribution (approximately 1/3 plains, 1/3 plateaund 1/3 mountains);

A the presence of the inferior course of the Danubeé the unique
Danube Delta;

A the generous seaside coast;

A the abundance of the mineral water resources -ethee 1/3 of
Europe’s mineral waters in Romania;

A the temperate-continental climate, with Meditereaménfluences in
the southern part offers an environment with uniffpie and fauna;

A the advantage of possessing one the largest sufatcke European
continent, with virgin woods and ecological grasdis

A the rural areas with well-preserved local cultuaesl habits in the
daily rural-life.
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Basically everyone admits that Romania may be perdeas a unique
destination. It enjoys a geographic position thangs it several advantages. On
one hand, there are the above-mentioned natu@liness, and on the other hand,
there also is a huge cultural heritage. These elmiaterweave each other and
generate a great tourism potential that has torbpeply exploited. Still, we also
need to point out the fact that Romania has ink@ritom the communist times a
series of problems. The main ones are those retatdéide quality of the tourism
services:

A the state owned accommodation facilities were tiotusated by any
form of competition, as there were no other forhproperty and at the same time,
tourists only had limited possibilities of choice;

A the mass tourism, that was encouraged by the coistauwas based
on lower class accommodation facilities (mainlyntl 2 star hotels);

A the services that were offered in tourism actigitieere of poor quality
and basically focused on accommodating and fedadingsts;

A the employees were poorly trained and were menelgrésted in
offering quality services.

Based on the statistic data and facts offered byNBI, in theStatistic
Year Books of Romaniaf 2003 and 2005, as well as on the figures founnthe
media, we are going to try to realize a short preg®n and analysis of the
development of our country’s tourism activity beemel990 and January-March
2006; below data illustrate Romania’s tourism attivmeasured at the level of
accommodation facilities:

Table 1.
Romania’s Tourism Activity (Thousand Persons in Accommodation Facilities)
Jan.-

1990{1991199219931994199519961997/1998 19992000 20012002200320042005 Mar.
2006
1229

Total 7 960380157566700570706595572755525109492048754847505758605860 1104

Romani| 1086
ans 5
Foreign
ers

8309683(06718614963045833489447424314405339603848395243704370

1432|12941185 848 | 856| 766 | 762| 833| 810| 795| 867| 915| 999|11051490149(0

Sources: *** “16.3.4 Sosiri ale tugilor in structurile de primire turistic cu
functiuni de cazare turisti¢, Capitolul 16 Comer Turism; Servicij in Anuarul Statistic al
Romaéniei 2003 - Serii de timp 1990-2002 INS,
http://www.insse.ro/anuar_2003/asr2004.htm; *** “2@Bosiri ale tustilor in structurile de
primire turisti@ cu funaiuni de cazare turisti¢, Capitolul 20 Turismjn Anuarul Statistic
al Romaniei 2005INS; *** http://www.wall-street.ro/articol/Turisnd/5237/In-doar-trei-
luni-peste-1-milion-de-turisti-au-venit-in-Romania.
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Table 2.

Romania’s International Tourism Between 1990-2004Thousand Persons)

INS ANT
1990 | 1991 1992| 1993 1994 | 1995|1996/ 1997| 1998| 1999| 2000| 2001| 2002| 2003| 2004

Foreigne
rs’ 6532 | 5359 6401 | 5786 | 5898 | 5445|5205(5149|4831| 5224{5264|4938| 4794| 5595| 6600,
Arrivals
Romania
ns’
Departur
es

11275|9078|109051057510105 5737|5748| 6243|6893| 6274| 6388| 6408|5757| 6497|6972

Sources: *** INS, 2003, “16.3.10 Turismul intetienal al Romaniei” Capitolul
16: Comer; Turism; Servicij in Anuarul Statistic al Romaniei 2003** Autoritatea
Nationak a Turismului din Romania, http://www.mturism.rafstici_turism.php.

Analyzing the above mentioned figures, keeping kirad the ones
mentioned before, and taking into consideration fiw that during 1990-2002,
several trials to promote Romania as an internatieourism destination were
made (the picture albunEterna si fascinanta Romante of 1996-1997; the
campaign “Come as a Tourist, Leave as a Friendindhed in 1998-1999; the
participation to the Washington DC tourism fairlif99; the projects initiated in
2001-2002 for the promotion of Romania’s image; firegram “Fabricat in
Romania* run during 2001-2004; the campaign “Romania mexgprinztoare™
of 2004) we may conclude as follows:

A during the time span 1990-1998 Romania’s internafiaeceiving
tourism had a decreasing trend (with two exceptid®92 and 1994, when small
increases were registered in comparison to thaquswears); in 1998 the number
of foreign visitors who entered our country reprasd only 73.95% of the figures
of 1990; the main reasons for this situation camex@ained through the negative
image Romania has abroad, and due to the lackyo$enious initiative to promote
the country as an international tourism destinatiortil 1996 or 1997);

A the 1998-2000 time span had an ascending treng69 the number
of international tourists had grew by 8.96% comgdai® 1998 and had reached
80.58% of the figures of 1990; among the probahblgses of this increase we may
mention: the political change of November 1996, chhhas lead to the real
democratization of Romania and to the improvemdnthe country’s external
image; as well as promotion activities based onaheim Eternasi fascinanta
Romanieand on the campaign “Come as a Tourist, LeaveFagnd”;

3 Eternal and Fascinating Romanifour translation]
4 “Made in Romania”. [our translation]
5 “Romania Always Surprising”. [our translation]
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A the 2000-2002 period did not confirm the same adiogrtrend; it was
characterized by the decline of the number of fpreiisitors; by 2002 it registered
a decrease by 9.8% compared to 2000, representiggr8.39% of 1990's value;
several causes can be identified for this phenomeribe change of the
government in December 2000, the inconsequenceechuthorities regarding the
implementation of a promotion campaign for Romarseandals linked to the
allocation and management of the funds for suchragmhes, the continuous
worsening of the country’s image abroad etc;

A the years of 2002-2004 registered a new ascending; toy 2003, figures
had increased by 16.68% compared to the previaars ged in 2004 arrivals of foreign
tourists had increased again by 17.96%; by 2003ntlmber of foreign visitors
represented 85.63% of that of 1990. In 2004 thebeunrof Romania’s international
tourists had, for the first time since 1990, redchagreater value than the one of that
year; by 2004 there had come to Romania more touigh 1.01% than in 1990.
Among the reasons of this favorable situation we mantion: strengthening of the
nation’s economy, as our economy tends to fulfi@ tonditions to become and be
declared a true market economy; increasing Ronsaattractiveness from the point of
view of foreign investments; greater stability lné governmental policies, in the context
of the nearing EU integration,; fulfillment of thev@tization of accommodation facilities
and that one of other sectors linked to the hdipitadustry; several trials to promote
Romania’s image, even though incoherent, also glayemportant role in the increase
of the international visitors number;

A unfortunately the year of 2005 does not continuerdgister an
ascending trend; it is characterized by a decrefslee foreign visitors’ number,
by 11.51% as opposed to the previous year; amongadssible reasons we may
first of all mention the chicken fever that appebliast fall in Romania.

Because of the fact that, for our approach, itas/vimportant to identify
tourism attractions and types of destinations theg interesting form the
foreigners’ perspective, we believe that we neegrasent a situation regarding
tourist activity and the number of visitors for baof the chosen types of
destinations. Analyzing the above facts, we matedtzat in 2004 foreign visitors,
who have made use of various types of tourist accodation facilities, had the
following preferences regarding these chosen todestinations:
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Table 3.
Tourists Accommodated in Specific Facilities per D&tination (%)
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Source: *** INS, 2005, “20.9 Turismul organizat dgeniile de turism, pe aitini
turisticesi zone turistice”Capitolul 20: Turismin Anuarul Statistic al Romaniei 2005

We are now going to analyze the evolution of Romanireceiving
tourism, beginning with the year 1989 and until ndke magazindnatMedia
edited by the National Tourism Agencies’ Associatiof Romania (ANAT),
shortly presents the features of the developmeRwoohania’s tourism in the 1989-
2003 time span [8hciulescu, 2005]:

A the decrease by 23% of the number of tourism acamation’s
place$: 353,000 (1990), respectively 273,000 (2003);
A the regressive evolution of the net usage of thewramodation
capacity coefficient: 58.7% (1989), respectivelycd4 (2003);
A the decline by 26% of the number of foreign vistoirom 6.5
million in 1989 to 4.8 million in 2003.
Table 4.
Romania’s Tourist Capacity and Accommodation Activty
. . Accommodation Activity . Overnight Net Usage
Regions/Counties } Functioning Arrivals Indexes of the
Years Existent (thousand places (thousand) hStaysd Functioning
(places) days) (thousand) Capacity
1990 353236 77022 12297 44552 57.8%

® Only hotels are taken into consideration, theasillmotels and agrotourism facilities are excluded.
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Accommodation Activity Overnight Net Usage
Regions/Countieg ) Functioning Arrivals Sta gs Indexes of the
Years Existent (thousand places (thousand) (thous)f;nd) Functioning
(places) days) Capacity
1995 289539 53540 7070 24111 45.0%
2000 280005 50197 4920 17647 35.2%
2001 277047 51882 4875 18122 34.9%
2002 272596 50752 4847 17277 34.0%
2003 273614 51632 5057 17845 34.6%
2004 275941 53989 5639 18501 34.3%
2005 57777 5805 18373 31.8%
Jan.-March 2006 10908 1104 2836 26.0%

Sources: *** INS, 2005, “20.16 Capacitatgiaactivitatea de cazare turisticpe
regiuni de dezvoltargi judete, Tn anul 2004"Capitolul 20 Turismin Anuarul Statistic al
Romaéaniei 2005"Buletine lunare judgne”, http://www.insse.ro. [our calculations]

Based on the figures presented in the table formreghwe may state the fact
that between the years 1990 and 2004 the numbplacés in the accommodation
facilities has registered a continuous descendidt by 2004 the total number of
accommaodation places represented only 78.12% afriberegistered in 1990. The
same tendency may also be observed in the cadee ofet usage indexes of the
functioning capacity (from 57.8% in 1990, to 31.892005).

In the next part we are going to analyze the deveént of the employment
in the tertiary sector, and in hotels and restagraas well as the evolution of the
employees of hotels and restaurants.

Table 5.
The Structure of the Employed Population per Sectorsf Activity (%)

Sector | & | & | | 31218151831 3|8|]8|38|38]|3
TotallYear| S S S S =] =] S =] Q I Q Q Q
Zggt‘g:y 29.7|32.9|35.9| 36.4| 34.4| 35.4| 37.6| 38.1| 41.2| 41.4| 40.9| 36.2| 34.8| 31.6
gggfonrdary 39.9|37.1| 35.8| 34.4| 33.6| 34.3| 32 | 30.7| 28.4| 27.3| 27.5| 29.9| 29.6| 31.2
g‘égip’ 30.4| 30 | 28.3[29.2| 32 | 30.3 30.4| 31.2| 30.4| 31.3| 31.6| 33.9| 35.7| 37.2

Sources: INS, 2004, “Labor Force Balance — End ofr'Yi@aAnuarul Statistic al
Romaniei “Chapter 3 Labor Market”3.8 Civil Employment, by Activity of National
Economy at Level of CANE Secti@ucureti; INS, 2005,Anuarul Statistic al Romanigi
Bucursati. [our calculations]
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We may show the fact that Romania’s employmentctire reflected in
the above table is different from the one existingthe developed countries,
including the situation in the EU-25. The populate@mployed in the tertiary sector
has registered both descending and ascending ttermsghout the whole 1990-
2004 time span. Compared to the situation of thar y& 2000, in 2004 the
employed peoples’ figures registered, in the cdsseovices, an increase from
31.3% to 37.2% but it still is lower that the EU-8%erage services’ employment
rate (which was in 2004 of 69.8% [INS, 2005], alinw times larger that the one
registered in our country). Consequently, we magregiate that in the case of
Romania’s tertiary sector there is a great poteafiamployment.

Tourism represents one of the most important compnof the tertiary
sector. Unfortunately, according to the figuresttiae have presented above
regarding Romania’s tourism activity and accordimghe Romanian Government’s
National Development Plan [MMSSF, 2006, pp. 73Wd]are entitled to stress the
following aspects:

A the country’s tourism has been facing the lackimdrfcial resources,
legislative facilities, and of governmental subvems;

A the scarce development, valorization and promotbrthe national
tourism resources;

A the low contribution to the country’s GDP;

A the poor quality of the services offered in tourism

A the migration over borders of the tourist serviapslified personnel;

A the national and regional authorities’ incapacitylazk of interest to
correlate the demand (both in the case of the R@marand in that of the foreign
visitors) with the supply when it comes to tourism;

A the lack of attractiveness of our country as aisputestination, for
both Romanian and foreign visitors;

A the insufficient promotion of the country as a teudestination.

Further on, we consider we have to analyze thectstre of the
employment in hotels and restaurants:

Table 6.
The Structure of the Employment in Hotels and Restarants from 1990 to 2004

1990[ 1991] 1992| 1993| 1994| 1995| 1996 1997| 1998] 1999 2000| 2001| 2002| 2003 2004
Thousand persons
186] 213] 175 13] 136 128 116 1Bo 98 Joo [93 [79 95 |[1083
1990=100 (%)
100.0114.5 94.1] 70.4] 73.1] 66.1] 62.4] 69.9] 52.7] 53.8] 50.0] 42.5] 51.1] 56.5] 71.5

Source: *** INS, 2004 and 200%nuarul Statistic al RomanieBucurati. [own
calculations for the variations of the percentages]
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During the period 1992-2001 the employment in fsoéld restaurants has
registered a continuous decrease; beginning wigthyiar 2002 it has began to
increase. We may identify a few causes of thistpastrend (most of them being
generated beginning with the year of 2002):

A the increase of the number of Romania’s touristorenodated in
accommodation facilities (both Romanians and fareigitors);

A the growth of the number of accommodation places;

A the finalization of the privatization process of ethtourist
accommaodation facilities (almost 92% [MMSSF, 2006.74, 77]);

A the increase of the brown- and green-field investsiezolumes made
for the modernization of the tourist resorts arailitées;

A the improvement of the labor force’s quality, doethie specialized
training programs.

In order to be able to maintain this ascendingdrefithe employment in
tourism services, we consider that the Romaniahaaities have to acknowledge
the fact that adequate policies are necessary reating a healthy, secure and
attractive environment for the further developmehthe investments (especially
the green-field ones) in this economic sector, thatild eventually lead to the
creation of new work places. A better financingties area would increase the
attractiveness of the sector from the employeeaspeetive, fact that would generate a
growth of the competition among the sector’'s lafmce. Therefore, we believe
that such a competition generates positive efigots the quality of the employees,
who would offer better services; thus, transformiRmmania into a more attractive
destination, able to face the competition on therivational tourism market.

Conclusions

Romania’s main problem related to tourism actigitie generated by the
fact that the offered services are still of pooalgy. Improved services can only be
offered in competitive accommodation facilities abg using highly qualified
personnel. Romania needs to modernize its faailiied to build new ones of
higher quality, and to offer more complex tourisackages and services. At the
same time, the development of services raisesebkd nf more employees in this
sector. We may say that in order to be able toesme the employment in this
sector, the following aspects need to be fulfilled:

A a more conscious involvement of the national, aspkeially regional
or local, authorities in the process of modernizargl promoting the country’s
tourist spots and attractions;

A a better understanding of the Romanian and foriigrists’ needs and
desires;

A a stimulation of the increase of both brown- anceegrfield
investments in this economic sector;
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A a better correlation between the demand and sugfplgbor force in
the tourism related services;

A an improved formation and training of the employeeshat can be
achieved through high-quality training programs antge customer oriented programs.

Taking into consideration Romania’s profile as arist destination, we
agree with the main development directions idegdifby the national authorities
[MMSSF, 2006, pp.75-79] for the tourism sector af gountry. In the next lines,
we are going to present the main areas that casfzould be exploited and we are
going to show the positive influence they would grate upon the employment in
the services’ sector:

A tourism for business and congresses — generat&(4 the most
arrivals in our country (46.6% of the accommodaimatists); it is characterized
through a short stay but at the same time it ralseseed of modernized facilities,
with conference rooms and specialized services p@gonnel, therefore, we
believe it may positively influence the employmeénthe case of the development
of such accommodation facilities;

A seaside tourism — this destination seems not teebe attractive for
the foreign visitors and unfortunately it also lessnarket share in favor of other
destinations when it comes to the Romanian touyristdso raises the problem of
seasonality, which generates unemployment for #msgmnel that works on the
seaside; to counterfight this problem, the authlesihave tried to encourage and
sustain this type of tourism through social proggand by also exploiting the low
season periods; by this they have managed to yalgitinfluence a part of the
employed labor force;

A mountain tourism — does not have to face the prolié seasonality
but it still has an old and underdeveloped inflastre; from the point of view of
the workforce, this kind of tourism generates pesittrends, as its continuous
development raises the need for new and specigtizesbnnel; the performers of
tourism services linked to the mountain areas cad should develop more
complex services and should also focus on offedtiter packages of services
connected to this type of tourism, through thigythwuld positively influence the
employment of more people (basically this couldabeopportunity for involving
unemployed people from other sectors in tourisrmected services);

A spa tourism — registered by 2004 12.1% of all ef decommodated
tourists; it is characterized by the longest pewbdtay and by the most complex
offered services; some of Romania’s spa resorfdl file international standards,
this is why the authorities insist on supportirggdevelopment; we believe that the
further development of this kind of tourism canyogénerate positive effects upon
the employees, because of the fact that it involkexy many specialized people
who have to perform specific services (beginninghwaccommodation and
feeding, and going all the way to highly specialimeedical services);
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A ecotourism — is a type of tourism that has enjdpedmost spectacular
development in the area of the Danube Delta batsib is very appropriate for
other areas; we would like to present the typesoafism that can be practiced
“under the umbrella” of ecotourism:

0 geotourism — Romania enjoys a very large heritalgeuch tourist
attractions: national parks (12), natural park9,(hatural reservations (3, including
the Danube Delta), scientific reservations (52fured monuments (228), natural
reservations (527); their true development as sbuspots and their adequate
promotion would on one hand attract more tourist an the other hand would
generate the need of employing more specializegdlpgo

o cultural-religious tourism — under this aspect Roiaanjoys a huge
potential (the UNESCO heritage, the architectune, éthnography, the folklore,
the well-preserved customs, cultures and habitsptiocessing of wood and clay,
the traditional rituals, the daily rural life thatan all be experienced in the
Romanian villages of Transylvania, Banat, Bucovialdavia, Dobrogea, Muntenia,
or Oltenia) but at the same time it faces a vergdrtant problem related to the
underdeveloped infrastructure; this type of tourgan contribute to the improvement
of the life in these areas and may also involveeimployment people in services
and in areas connected to infrastructure developmen

o rural and agrotourism — it may be practiced allryleag and implies
little investments and financial support; this typktourism can only generate
excellent opportunities for the countryside comrtiansi it leads to a stabilization
and localization of the population in rural and mkain areas and to its involvement in
performing tourism services; it represents an egpknt alternative both for the
unemployed people of other economic sectors anthitopeasants. Moreover, this
type of tourism also encourages the developmefaroily-type businesses.
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