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THE IMPORTANCE OF SMALL BUSINESSES IN THE REPUBLIC
OF CROATIA AND THEIR ROLE IN DISTRIBUTIVE TRADE

NIKOLA KNEGO, PH.D. *— TONCI LAZIBAT, PH.D. ?
BOZO MATIC, PH. D.®

ABSTRACT. Small businesses, made up of companies and, @adtan extremely
important segment of the Croatian economy. Itsrifmrtion to overall employment,
revenues and share in the overall number of eetmeprs is exceptional.

On the basis of size, about 95% of all Croatian mames were categorized
as small companies between the years 1993-2003utAl® hundred thousand
crafts are registered in Croatia, which employ atiob people on average. Small
businesses realized 45.4% of revenues in 2003. Sihey a marked concentration
in four segments of economic activities. They aradé, real estate turnover,
processing industry and construction.

Small businesses are concentrated according tdotgrr Accordingly,
about 73% of all businesses are located in fiveattan counties. Small businesses
are plagued by a number of problems. The key pmblare found in entrepreneurs
lacking in know-how and the lack of warranty funds.

Most small businesses are found in the segmenistibdtive trade, which is
particularly fragmented. Fragmented trade becomezmsy prey to foreign competition,
which has reached the Croatian market throughmteenationalization process.

Key words: small businesses, small companies, crafts, Repul Croatia,
distributive trade.

1. INTRODUCTION

Small businesses are a particularly important segnoé the overall
economy. This claim is as equally valid for the remmies of European Union
countries as it is for the economy of the RepubficCroatia. The importance of
small businesses comes from its presence in thelbveimber of companies, its
contribution towards employment, and to the gemamabf new ideas. We shall
take a detailed look at the importance of smallinmsses in the economy of
Croatia, with an emphasis on its role in Croatiestrithutive trade.
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2. CRITERIA FOR THE CATEGORIZATION OF ENTREPRENEURS
ACCORDING TO SIZE

2.1. In the economy of Croatia

There are three criteria for categorizing entrepoes according to size in
the Croatian economy. They are: 1) number of engupy) total annual turnover
and 3) consolidated balance. Table 1 contains ifjedntriteria for the categorization
of entrepreneurs according to size in the Croa@momy’

Table 1.
Criteria for the classification of entrepreneurs acording to size
in the Croatian economy

Criteria Amount Note
Criteria A Note:
a) Consolidated balance 1000000€ |Small entrepreneurs do not surpass two out g
b) Total annual turnover 2000000 € |three criteria noted
¢) Number of employed

(annual average) 50
Criteria B Note:
a) Consolidated balance 4000000 € |a) Medium entrepreneurs surpass criteria
b) Total annual turnover 8 000 000 € A, but not criteria B.
¢) Number of employed b) Large entrepreneurs surpass criteria B.
(annual average) 250

The small business category is made up of small medium-large
entrepreneurs. They can appear as craftsmen oraciesp In the small entrepreneur
category, there is also a micro-entrepreneur cayefiy all those entrepreneurs
who employ up to ten workers.

The official definition of the small business intlysin Croatia is provided
by the Small Business Development Promotion Adt ihh@ompliant with european
standards.

The small business actors are legal entities ahdahgrersons (companies,
craftspeople and others) which independetly andmpeently pursue lawful
activities in order to gain profit, i.e. incometle markef.

Legislation has entered the category «independémdeusiness» in its
definition of small businesses. It is defined ie flollowing manner: "if others are
not the owners of more than 25% of part-ownershipave decision-making rights
within the small-scale industry subject, individyabr jointly, and are not the
subjects of small-scale industry themsel¥es"

4 See: Small Business Development Promotion Act,ic@ff Gazette/Narodne novine, Zagreb,
22/2002.

®|dem as in (1), p.1.

®ldem asin (1), p. 1.
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2.2. In the economy of the European Union

A comparable overview of criteria for the classfion of entrepreneurs
according to size is given for both Croatia and Eheopean Union. Employee
numbers are an equal criteria for classificationbimth economies. The value
indicators for realized annual turnover and thesobdated balance vary significantly.
The differences arise from the strenght of the EOnemies as compared to the
Croatian economy.

The value ranges, according to the actual ratexohange between the
Croatian kuna and the Euro, the realized annualotter and the consolidated
balance give ranges favoring the EU — from 1:3,2:8&7. The first reflects on
criteria for the realized annual turnover of snialsinesses, and the other on the
value of the indicator, such as is the consolidatddnce.

Table 2.
Small business in the Republic of Croatia (HR) and&uropean Union (EU)
according to definition

-in millions
Republic of Croatia European Union
Micro Small Medium [Micro Small Medium
Criteria scale scale scale scale scale scale

industry |industry |industry [(industry |industtry |industry
subjects |subjects |subjects |subjects [subjects |[subjects

Number of employed <10 <50 < 250 <10 <50 < 250

Total annual turnover (- <16 KN |<60KN |- <7€ < 40€
consolidated balance <8 KN |<30KN <5€ <27€
Source: Croatian Chamber of Economy-Small Business DepartmEmall Business, p.2,

www.hgh.hr

The value of criteria for realized annual turnoaad consolidated balance
are subject to change. This is confirmed by theopean Commission, which
adopted a new definition of small and micro busiesscontained in the document
Recommendation 96/280/EC have been changed. Sé= 3 ab

Table 3.
New definition of small and micro businesses in théocument
Recommendation 96/280/EC
Enterprise category Headcount Turnover | dr Balaheetsotal
Medium-sized < 250 < € 50 million < € 43 million
Small <50 <€ 10 million < € 10 million
Micro <10 < € 2 million < € 2 million

The new definition takes into consideration theultss of economic
development, which occurred from 1996 to 2003. Tdrege of value criteria for
defining small businesses are even more in favtin@European Union.
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3. BUSINESS STRUCTURE ACCORDING TO SIZE

3.1. Significance of small businesses in the EurapeJnion

Small businesses are a particularly important segymiethe economy for
both the European Union and for Croatian. This ug do the adoption of the
European Charter on small companies, which clegrghasizes: a) the importance of
small businesses (the fundamental base of the Earopconomy, main source of
employment, generator of new business ideas) amutibgiples of activity. The
following ten principles of activity are noted: Bducation and training of
entrepreneurs; 2) Cheaper and faster establishmentompanies; 3) Better
legislation and regulations; 4) Accessible skil§; Improvement of electronic
access; 6) Better use of single market advantafefax collection and financial
issues; 8) Strengthening the technological cagacivf small businesses; 9)
Successful model of electronic business and topatior small companies, and
the 10) Development of stronger, more efficientspregation of small business
interests in the European Union and at the natilewal’

Of the total 25.3 million non-primary private emggses in Europe (28
countries of the European Economic Area plus candidountries to the European
Union), 99.8% were craftsmen, small and mediumddrgsinesses. Of this, 90%
were micro businesses with less than 10 employ&es. micro enterprises
represent the typical European company that empbopsople on average. The
average European company employs 5 people. Thefisignte of tradesmen
versus small enterprises is in their contributiowdrds employment. More than
every second European (53%) is employed in trade arsmall enterprise. This is
close to 95 million people. This segment of theneeoy makes up for 50% of the
overall European turnovér.

3.2. Significance of small business — the case ob&lia

a) Number of entrepreneurs

Small businesses are made up of companies (snthinadium large) and
crafts. According to the criteria of the numberaotrepreneurs, craftsmen form the
dominant part of small businesses in Croatia. Tihsbiare in the number of
entrepreneurs was over 63% in the first six mooft#003. See the data contained
in graph 1 for a more detailed structure of smadlibesses according to the number of
entrepreneurs.

" European Charter on small companies, www.hgk.hr
8 dem as in (4), p.1.
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Graph 1. The Structure of small businesses in
Croatia according to the number of entrepreneurs
(1-V1/2003)

Medium
1%

Small

In the structure of companies in the Croatian eopndarge companies
participated by only 1.2%. See the table 4 andythph 2 for a detailed structure of
companies according to size.

Table 4.
Structure of companies in the Croatian economy
according to size (I-V1/2003)

Companies Number Structure in %
Large 685 1,16

Medium 2006 3,41

Small 56152 95,43

Medium + small 58158 98,84

Total: 58843 100,00

The data contained in the table 5 supports theri@poe of small companies
in the overall number of active companies in Crnaliheir average share in the
overall number of active companies was about 9%¥h f1993-2003.

The oscillations in the overall number of activempanies and small
companies in certain years are significant. Ther@st in entrepreneural activities
and in the establishment of companies increaséddaowénges in the economic system.

The founders of companies, as with crafts, comm fittree categories of the
population: a) those who have always wanted to arkthemselves and who cannot
support others being bosses, wanting to be bdsseselves; b) those who simply had
no other option considering the economic situatthry found themselves in
(unemployed, working without receiving a salary)d &) those who would not have
undertaken anything on their own if they had haghty better working conditions.
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Graph 2: Structure of companies in the Croatian
economy according to size (I-VI/2003)

12% 3,4%

95,4%

W Large [ Medium Small

Table 5.
The number of active companies in Croatia, 1993 -uhe 2003
Active companies Small companies in %

Year Total Small companies |the overall number
1993 38 448 33977 88,37

1994 51 043 48 021 94,08

1995 61 597 58 072 94,28

1996 63 915 60 088 94,01

1997 64 789 62 501 96,47

1998 62 050 59 718 96,24

1999 59 773 57 323 95,90

2000 58 773 56 173 95,58

2001 56 987 54 213 95,13

2002 63 565 60 562 95 28

1-V1/2003 58 843 56 152 95,42

Average: 58 162 55164 94,85

1993-2003

Note: LJRH and our computation of the same source.

Starting up one's own business is accompanied suitih myths as: a) |
shall make lots of money; b) | will have more ftéme, and c¢) | shall have less
problems. The reality is something different, eslgan work that is entirely new.

9 With regards to myths tied to starting up one's business, see the following sources for morelstes
Hingston, P., Starting Your Business, A Dorling #émsley Book, London, 2001 and b) Rewid, J.,
Start Up & Your Own Business, Third Edition, Kogaage, London, 2004.
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b) Contribution of Croatian small businesses to ovall revenue

Croatian small businesses patrticipated in the ioreatf overall revenues
by 45.4% in 2003. The graph 3 shows the overalemees in the Croatian
economy according to entrepreneur size for 2003.

Graph 3. The contribution of Croatian small
businesses in overall revenues in 2003

N 45,4%

54,6%

[ Small entrepreneurs W Large entrepreneurs

Significance of private ownership in some segmaeuritsthe Croatian
economy: 96,6% entrepreneurs; 62,6% employed; 63@% revenue; 69,0%
expenditure, and 56,1% salaries.

c¢) Contribution of small businesses to employment

The Croatian case shows the significant contrilbbutibsmall businesses to
employment. Small business companies (small andumgdemployed 55% of all
employed in 2003. Small business enterprises, hegeatith craftsmen, employed
about 70% of the total number employed in the Gaoatconomy in 2003.

Table 6.
Number employed in small businesses in Croatia (I-M2003)
Small businesses Number of employed Percentage
Medium large 151 635 22,75
companies
Small companies 269 013 40,35
Craftspeople:
. owners 99 989 15,00
. emp|0yees 145981 21,90
Total: 245 970 36,90
Total: 666 618 100,00
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The average craft employed 2.45 persons (owneis+dnbloyees).

d) Key problems in small businesses

The key problems of small businesses are variouthby nature. They
involve: a) education; b) liabilities; ¢) procedsyed) consultants, €) program-
development, and f) structure.

Graph 4. Employee structure in small busines
in Croatia, I-VI 2003

Midium
Craftspeopl companies
e (owners+ 22.8%
employees
36,8%
Small
companies
40,4%

Graph 5. Employee structure in companies
Croatia in 2003

Small

350 Large
. 45,25%

Medium
19,75%

The key problem above all is the insufficient tiagnof entrepreneurs. There
is poor readiness to learn throughout one's liferd is also the poor liability rating
that stands out particularly with beginner entreptes. There is a chronic absence of
good development programs and a lack of usablenégsiideas. The network of

10
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institutions and organizations offering various suting services is poorly developed.
The structural problems stem from inadequate invest in production, new
technologies, and improving the quality of prodwactd services.

e) Territorial distribution of small businesses

The territorial concentration of small businesses Groatia is very
pronounced. Seven leading counties participataterstructure of small businesses
with 73%. The remaining counties (15 of them) pgrdted in the territorial
distribution of small businesses with 27%, or aarage per county of 1.7%.

See the territorial distribution of small businesge2003 for details.

Graph 6: Territorial distribution of small businesses in Croatia

£ """ ' 40.6%

26,9%

4
4,9% 94
8,1% Lo
9,3% 10,2%
m City of Zagreb and Zagreb county I Splitsko-dalmatinska county
Primorsko-goranska O Istarska
O Osjecko-baranjska B Other

f) Institutions in Croatian society whose role is & encourage the
development of small businesses

There are numerous institutions in Croatian sociehp encourage the
development of small businesses. They are:

* Ministry of the Economy, Labor and Entrepreneursiipoatian Bank
for Restoration and Development; Croatian AgencySimall Businesses; Ministry
of Sea, Tourism, Transport and Development; RedjiDeaelopment Foundation;
Development and Employment Foundation; Ministry Fa@mily, Defenders and
Inter-generation Solidarity, Ministry of Sciencedl€ation and Sports; Croatian
Chamber of Economics; Croatian Chamber of Crafts

The number of the above-noted institutions couddilene to conclude that
there is too much organization, which can sometibgesounter-productive.

11
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4. FRAGMENTATION OF THE RETAIL STRUCTURE

Case of Croatia

The more fragmented the retail structure is, tieatgr the need for business
ties and the expansion of trading enterprises. Cheatian retail structure is an
example of pronounced fragmentation. The same tialdsor the overall distributive
trade on the Croatian market. The average dataspoim pronounced micro structure
(on average up to ten employees per enterprisad®)tin overall Croatian distributive
trade for enterprises as well as for trades. Sbke Tafor detailed data.

Table 7.
Some indicators of distributive trade developmentn Croatia

Indicator Year

2001 2002 2003
Number of stores per entrepreneur
a) total 1,177 1,135 1,179
b) enterprise 1,244 1,198 1,249
c) craft 1,094 1,073 1,110
Number of employees per entrepreneur
a) total 5,19 5,07 5,45
b) enterprise 7,66 8,05 8,71
c) craft 2,12 2,12 2,25
Population number per store 110,0 95,6 95,3
Number of stores per 000 inhabitant 9,13 10,46 10,49

Note: Personal computation according to data fioenGroatian DZS

The data contained in Table 7 suggest the needdtral business ties and the
expansion of trading entities. Expansion aims dhieaing possible business
advantages (ie: increasing negotiation powers damehgihening of negotiation
positions with respect to suppliers, achieving dretprocurement conditions,
strengthening the market position in terms of lacal foreign competition). Achieving
business advantages serves to improve businefiy viBaisiness vitality creates the
conditions needed for successful business andvapngé the enterprise.

5. SOME CASES OF TIES IN CROATIAN TRADE

The market position of small, independent and nomected traders is
becoming highly questionable. They will always éxisut their share in retalil
structures will lessen — smaller in humber, butefiag their contribution towards
the overall trading result (share in retail turnosad number of employees). They
must create mutual interest networks, as well ascteation of independent small
trader unions.

The above is valid for medium large traders onGraatian retail market. We
believe that there are no exceptions here, anddtyg traders can become even larger
by entering unions, thereby using the resultinginmss advantages. This is the
experience shown by developed European retail risasikel leading European traders.

12
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The process of networking and creating businesscag®ns in trade has
been significantly delayed on the Croatian retadrket. More than a decade has
passed since the creation of an independent Cnosti#zde, and the appearance of
the first associations of small and medium largditrg enterprises.

We site four cases according to their order of apece.

Case 1

CBA Croatia

The model joins together small and medium largelitiga enterprises,
which was introduced at the end of 2001. Eleveditigh enterprises throughout
Croatia joined together. By joining, they becanmespectable factor on the Croatian
trading scene.

The model was first realized in Hungary as CBA Hanyg It is owned by
small traders, and was the leading Hungarian tcadirain for a wide selection of
trading goods.

Most activity is directed towards achieving advaeta resulting from the
advantages gained from the concentrated procuremhéimeir members.

They show interest for the internationalizationbofsiness activities. The
transfer of the model to the Bosnia and Herzegowizeiket and the offering of
know-how, as well as efforts made at further expamthe joint base of procuring
trading goods.

Case 2

Ultra grupa It was originally made up of eight trading comigsn The
main reason for mutual business networking wagdermto achieve more rational
procurement functions. The group should contribodeards strengthening the market
position of its members. The creation of conditifoxggrowth and the development of
the group is not to be neglected.

The strengthening of a business consciousnessdiegathe need of
networking in order to expand business and gaiimbess advantages, resulted in the
significant expansion of the group and the creatfamew associations of traders.

Integration processes joined the Ultra grupa, UWos@nd the trading chain
from Bjelovar known as PPK. The name of the newgnsUltra gros, and it was
established at the end of 2004. Today, this groag 18 members. The market
share of this group is estimated to be 7-9% ofQfwatian market.

Case 3

Velpro. It is presented as a partner for profesggrbased on the rich trading
experience of Konzum, and is directed towards fgaigs the needs of small and
medium entrepreneurs, as well as large comparngegqrésent business structure is
based on 11 wholesale centers. In the middle oyézs, an excellent step forward was

13
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taken through the internationalization of busin@$ss was achieved with the opening
of a Velpro Cash & Carry sales center on the BasmisHerzegovina market in Sarajevo.

Case 4

Narodni trgovaki lanac (NTL —National Trading Chain). The chain started
with the union of four trading companies in 200hey are: Kerum, Plodine,
Tommy and Presoflex. The union is a method of sah&nd strengthening of the
market position. The market share of this tradihgir is estimated to be about
12%. Revenues are expected to rise by 30% eachupbh2007.

6. CONCLUSION

Small businesses are an extremely important segmierthe Croatian
economy. Its significance is measured by the numiereconomic entities
(companies and crafts) in their overall number,tigbouation towards financial
results, and its role in the overall number of thesnployed. In this sense, the
Croatian economy is no exception. The significamttdbution of small businesses
to the economy of the European Union was the redu#tdopting the European
Charter for small enterprises, and determiningpttieciples upon which European
countries should base small businesses.

We directed our attention towards a segment of Gheatian economy
known as distributive trade. A fragmented retailisture is no guarantee for the
market survival of trading companies that form saatetail structure. Concentration
and internationalization processes are the keygss®s in modern European retail
business. These processes result in lowering theauof stores and the number
of trading companies, followed by an increase & size of sales outlet, and an
increase in the average surface area of businéietspsuch as retail stores.

The increase in the average size of stores crédaesonditions needed for
introducing the most modern sales technology. hatéonalization contributes
towards harsher competitiveness on the retail marke

The Croatian retail structure is an excellent @ideagmentation. Expansion
is achieved by various strategies. One of the nusthgracticed by European
trading companies is the creation of retail unioftsere are numerous advantages
that can be achieved by membership in such all@ntleere are various forms of
retail alliances, and accordingly advantages thathe had through membership in
some retail alliance.

The networking processes and the creation of akismon the Croatian
retail scene have been significantly delayed aedsbow. Today, we can withess
that the business advantages brought by such @aare being recognized, and
that the threat of more powerful foreign competitaan be felt. The results of the
above are alliances that allow for the expansiotm@fCroatian retail structure.

14
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PRIVATIZING ELECTRICAL UTILITIESIN POLAND

THOMASM. FITZPATRICK!

ABSTRACT. This study consists of an extensive review ofliteeature related to
the topic of privatizing the electrical utility indtries in the Visegard country of
Poland. The intent of the study is to examine th&us of the Polish privatization
campaign, review of privatization strategies used an assessment of successful
or unsuccessful campaigns.

The review of the literature to date reflects thiatiee youth of these
privatization initiatives. Unlike the UK privatizan effort, which is over 25 years
old, this 10-year-old campaign has far less writtarthe subject and a paucity of
empirical analysis available on the Polish campaidre majority of the literature
available consists of press releases and featareestthat would appear in the
business and financial sections of newspapers aghznnes. This study of the
literature provides the historical, political, ardonomic foundation and context
for empirical study.

Discussion of Privatization M odels and the Polish Experience

The privatization campaign of Poland had the beérafichoosing from
four basic privatization models that have been eggal by nations over the past
twenty-five years of collective privatization exjgerce. The issue today for a nation
considering strategies for promoting economic ghoistnot whether they should
privatize but rather how they should approach thecgss of privatization. It is
essentially axiomatic that “governments have fotlvad privatization when properly
implemented, useful in reducing public expendituraxreasing efficiencies,
raising capital and sparking innovation.” (Changd dones 1992) What follows is a
general description of the four fundamental przation models that nations can
select from in the design of their privatizatiomqgzign.

British Model

“The outright sale of government assets is probdab#& most common
form of privatization in the United Kingdom. Twoigrary pricing conventions
have been used. Fixed-price stock offerings makglesipriced shares available to
the public and tender stock offers that do notstiack prices in advance; thus the
price is determined by market forces. This trad#iosale of assets follows the
traditional private-sector procedures of assestliegvalue of the firm and then

! Assistant Professor, Business and Economics, S8aselm College, New Hampshire, USA, e-mail:
tfitzpatric@anselm.edu
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“developing a prospectus, identifying underwriteasd issuing houses and
selecting stockbrokers.” (Chang and Jones, 19%#) British model has served
widely as an efficient and effective model for ptizing industries in an expeditious
and revenue enhancing scheme for governments withognies that have the
financial, legal and political infrastructures mglement such a program.

New Zealand Experience

“Corporatization” is a term coined in New Zealamdhere privatization of
most governmental services is an all-out efforingshe corporatization approach,
the government creates a for-profit corporationitnga governing board typically
composed of member from the government as well fitbm local business
community. The government owns all the stock in rileev corporation. The net
assets of the spin off entity are transferred &rtbw corporation at book value in
exchange for the stock. This process allows thelynenreated corporation to
operate free of most of the constraints of govemtmehile allowing the
government to maintain control and ownership.

Old Standby

Contracting out, and old standby approach in mosstern societies, is
perhaps the simplest method available to accomplisfatization. Contracting for
services has historical roots in governmental esrelnd has been used in the U.S. by
federal, state, and local agencies. The governnestablish contractual relationships
with outside businesses to provide necessary sstvidhe private businesses supply
the personnel and perform the needed service foagared upon fee. Assets
required to perform the contracted task may beidealby the government or by
the private business.

United States | nnovation

“A somewhat different approach to privatization hbsen observed
recently in the U.S.” (Chang and Jones, 1992). Miilah corporatization in the
initial stages, this technique has a key differedcaon-profit organization, instead
of a for-profit entity, is formed and the governrmheoes not retain full control of
the new institution. Through this mechanism a presiy governmental function is
transferred to a new entity. The government isvattiinvolved in all phases of the
transfer, however, the new non-profit is oversegritd targeted citizen/customer
group rather than by government. The oversight grptovides initial start-up
capital and shares representation with the govemhime the governing board of
the new entity. Once established, the governmeahtiamnewly formed entity enter
into a contract to provide the required services.

Below is a matrix created by Chang & Jones thaivall the reader to
compare the advantages and disadvantages of thenfgar privatization models.
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Advantages and Disadvantages of the Four Major Privatization M odels

Approach Advantages Disadvantages
British M odéel *Available specialists *Expense
*Raise capital *No market

*Provide ownership assets
*Reduce public expenditures
*Correct inefficiencies
*Enhance services

*Revenues gain an account
illusion
*Wide ownership short-term only

NewZealand Experience

*Same as above
*Allows adjustment time
*Allows profit generation time

*Same as above
*Requires more legislative effort
*Time consuming

Old Standby

*Procedures in place
*Enhance services
*Legislative  involvement
necessary

*Short time frame

*Ease of change

*Correct inefficiencies

nq

*Suppliers not available/acceptal
*Some not cost effective
*No capital generation

The United States
Innovation

*Less costly than asset sale
*Nonprofit

*Allows service continuity
*Reduce public expenditures
*Correct inefficiencies
*Interstate  involvement
possible

*Enhance services

eas

*Lacks arm’s-length independen
*Special legislative effort required
*No capital generation

e

The review of these privatization strategies inatieh to the Polish
privatization experience must take into accountstrategic goals of the privatization
program. Additionally, one must take into accour firm, industry and country
specific variables that would influence the setattdf one privatization strategy

over another.

Depth of Privatization

M acr o/economic crisis

M acr o/economic crisis

Campaign Yes No
Shallow China Brazil
India Ghana
Deep Malaysia Argentina
Poland Peru

(Table from Ravi Ramamurti: Why Haven't Developibguntries Privatized Deeper and Faster)
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The Polish economy was devastated by the yearenifat planning and
communist rule and would require more than an memtalist approach to
converting their firms and industries to a marl@npetitive environment. The Polish
privatization campaign set forth these objectives:

Polish Privatization Goals
1. Creation of an open market fostering efficiency and competition
2. Improvement of enterprise performance through the installation of private initiative,
motivated management and labor
3. Generation of revenue through the sale of public assets

The Polish privatization campaign (1996) adoptethse-by case method
with an accelerated time table for privatizatioattthe Polish strategists referred to
as the “Big Bang” strategy. The intention of thisagegy was to advance the
privatization as rapidly as possible to avoid oiged resistance from stakeholders
who believed their interests might be adverselydotpd by a change to free
market economy. Polish privatization strategistiected the British Model of
privatization through the sale of public assetsigighe traditional private sector
process of establishing a valuation, identifyinglemvriters/financial consultants
and opening the sale with tender offers from batimeistic and foreign firms.

What follows in this paper is a chronology and gsial of the events leading
up to and throughout the process of privatizingRblsh electrical utility sectors.

Overview of the Polish Privatization Campaigns

The movement toward privatization began in 1987enrile communists
with legislation that allowed state owned firmskegin issuing their own stock.
But the real privatization initiatives take hold 990, when Prime Minister
Tadeusz Mazowiecki signed to bills into law; That8tEnterprise Privatization
Act and the Office of Minister for Ownership Traoghation Act. The Ministry of
Ownership was charged with the responsibility ofigleing and implementing a
privatization program that had the following poli@pjectives at its core: 1)
creation of an open market fostering efficiency aathpetition and 2) improvement
of enterprise performance through the installabdrprivate initiative, motivated
management and labor. It should be noted that Memdwis government only
lasted five months after enacting these laws. (@a8ibrdon, Privatization in
Eastern Europe, The Polish Experience, 1995)

The philosophic discussion in Eastern Europe reggrgrivatization
initiatives focused on the issues of corporatizatommercialization-privatization.
It is important to distinguish between these threacepts of transformation of a
state-owned enterprise:
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1. Corporatization creates a new separate legal dotitihe firm by converting
an SOE into a joint-stock company, all the share$ald by the State Treasury

2. Commercialization implies that the new JSC firml wih a profit-seeking firm.
3. Privatization implies that the JSC will be soldpidvate investors through a

variety of sales mechanisms.

In Poland, the debate about the need for full blgwinatization versus
corporatization and commercialization was a paldity active debate. The belief
of some was that changing the structure, managestygas and goal setting would
be sufficient to accomplish the objectives of erdeahorganizational performance,
lower costs and innovation. However, empirical isidvere cited by the proponents
of privatization to demonstrate that the perforneanaf corporatized and
commercialized firms didn’t differ much from thaf their SOE predecessors.
“They believed that only through privatization wdulirms get the infusion of
financial, human and physical capital necessarydsiructuring”. Poland has been
slower to corporatize SOEs over the opposition ahagers and workers and more
willing to consider commercialization of the corptized entities without the final
step of privatization.” (Bornstein 1999)

The following shows the share of various approadhksn in the overall
privatization process (Economic Reform Today, Riaation in the Digital Age,
Number 2, 1999):

Commercialization (the preliminary stage before vatization) was
introduced in 1,343 large companies. Of this gr@48) large companies have been
entirely privatized via capitalization (through IBCpublic tenders or negotiations
following public invitations).

Some 512 commercialized companies were designabedtie NIF
program, which is still underway. Their shares hiagen transferred to 15 National
Investment Funds, and these share certificates distabuted to the public in
199596. About 25.7 million Poles, or 96% of the lagopulation, acquired them.

Privatization through the direct route, sale oketgsvas used for medium or
small enterprises. The number of operations foligwithis privatization track from
1990 to December 1998 came to 1,551. Among thésh5lcompleted the process, of
which 1,021 enterprises were leased to MBOs (managebuyouts), 312 were sold
for cash, 127 were contributed in kind to new comgs and the remaining were
privatized using mixed methods. Direct sale of @séas been the most popular
privatization procedure utilized in Poland and &ythe quickest to implement.

Around 1,581 state enterprises in weak financiahddmn have been
involved in the so-called "liquidation privatizatib program under the state
enterprise law. As of December 1988, 699 of themehzeen liquidated via sale of
their assets to outside private owners for cads, fieequently, the assets have been
transferred to the employees.
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The scale of the privatization effort in Easternrdfie and in Poland in
particular was a Herculean undertaking as notatii;iexcerpt: “The best-known
privatization efforts, in England and Chile are nsoule compared with the scale
of the task in Eastern Europe. Privatization agencand ministries initially
confronted some 7,500 state-owned firms in Pola&D0 “large” SOE's in the
former Czechoslovakia, and 2300 in Hungary.” (Da@drdon, Privatization in
Eastern Europe, 1994)

“Each country in Eastern Europe has chosen to apgprrivatization
differently. In Hungary, for example, negotiatedrsactions (particularly direct
foreign investment) have resulted in as many daslpublic offerings. Hungary
also utilized loan coupons, public auctions anditg and management buyouts.
Poland’s privatizations have been accomplishedutjingpublic share offerings or
via asset sales to managers, employees, or botjptiaeed transactions are
possible in Poland, but so far other factors hagmhined to make them less
desirable.” (David Gordon, Privatization in East&urope, 1994)

The Polish privatization initiative was a combioati of top down
privatization and grass roots entrepreneurial -stfpst The grass roots program
produced the “most visible results in transformiig ownership of the Polish
economy. During 1989-1994 the number of individpaivate proprietorships
(unincorporated firms) more than quintupled. Fro60,800 to 1.9 million, by
December they employed 2.7 million people or 24%tld non-agricultural
workforce. The number of domestic corporations girethe same period from 11
thousand to over 69.3 thousand, employing 5.5 anillpeople or 47.5 % of the
non-agricultural workforce.” (Rapacki, Privatization Poland-(Framework issues
in Privatization Strategies of the Czech Repulbligngary and Poland 1995)

The privatization campaign from the top down wasigieed to “efficiently
transfer ownership, improve resource allocatiowmjlifate institutional and market
structural changes, redistribute property righsate a new middle class and provide a
strong political for systematic reforms. In thesfiprivatization campaign, 1990, the
goal was established to privatize 50% of the statred enterprises (SOEs), a goal
later postponed until 1995.” (Rapacki, Privatizaiio Poland, 1995)

“During the past five years, the role of the prevaector in the Polish
economy, as measured by general macro-economicsticksl has dramatically
increased. By December 1994, private firms contedu53% of the GDP
(compared to 3%of GDP in the late 1980's) and eygalc61% of the workforce.”
(Rapacki, Privatization in Poland, 1995) State awhip of enterprises dropped
significantly during this time period falling fro@,872 in 1990 to 4630 in 1995, a
drop of 48%. In agricultural enterprises the dexlirached 90% and in industry
26% (Rapacki, Privatization in Poland, 1995)
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“The prospects of the privatization process in Rélwill be influenced by
several factors of a different nature determinirtte tpace, direction and
effectiveness of the remaining stock state assédsprivate property. In the most
general terms, it is very likely that further priization efforts, based on standard
methods, are bound to face growing difficulties atrdnger economic, social and
political hurdles. They will stem to a certain extérom the fact that the cream of
the crop of Poland’s productive assets; that isstned the viable SOE's (or their
parts) in politically non-sensitive sectors haveeadly been transferred to the
private sector. What remains to be privatized aostim smaller-sized state owned
firms in poorer financial position that need restwing to reveal growth potential,
and large, under performing SOE’s in politicallynsigive sectors, such as mining,
metallurgy and power generation.” (Rapacki, Przegion in Poland, 1995)

Additionally, privatization legislation passed i895 was destined to slow
the process of privatization as it created a mdshafor creating treasury owned
enterprises that were corporatized and commereilizut were not intended to be
privatized. This left bureaucrats in charge of gmises that prior to this legislation
would have been up for bid to foreign and domastiestors. This legislation also
decentralized the privatization process by empawemany central government
agencies and local government agencies with thdwodtt to approve or
disapprove privatization efforts. By the end of thexade the Polish government
recognized that this initial strategy of decensedi privatization was not
generating the desired results and philosophictilgir privatization strategy
moved toward mass privatization and the “big baamggdroach.

“With the experience of ten years of transitionibdtus, it is now abundantly
clear that the speedy privatization of state oweatkrprises is one of the most
fundamental elements of transition to a market @egnin former socialist countries.
Most countries in Central and Eastern Europe adoptenass privatization campaign
strategy. Poland was one of the last countriesnbaek on her mass privatization
campaign in 1996. The Polish mass privatizationpzagm (MPP) was designed to
create dominant owners for enterprises in the sekmmmers who would have the
appropriate incentives to force through restruatuof enterprises and speed up their
ultimate and genuine transfer to the private se€liftieen National Investment Funds
(NIFs) were created by the programme, and haventeetrol of 512 enterprises in
the scheme and in 3-4 short years have establibbatselves as major intermediary
financial institutions with significant knowledgd different sectors of the economy
and the massive capability to influence the devatag of these industrial sectors.”
(Iraj Hashi, The Polish National Investment Prograen2000)

Polish Electrical Privatization Efforts
The new Energy Law of 1997 created the legal fraonkvior liberalization
of the power sector and creation of a competitivergy market. The key provisions
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of the 1997 law included a solid legal framewor&fiding the rights and duties of
producers, distributors and users of energy, anel déistablishment of an
independent regulatory entity (URE) responsible ganting licenses, approving
tariffs and ensuring competition within the energpgetor. The law also introduced
Third Party Access (TPA) of enterprises to enerigyritbution grids, provided the

third parties produce energy domestically and neeetractual and governmental
obligations. According to the Energy Law and iteaedary legislation, the full

liberalization of Polish electrical power marketlvie accomplished in 2005.

The electrical power sector consists of three nsgistems: 1) the power
generators - system power plants, combined heapawer plants and local energy
producers with a total installed capacity of 34,26&gawatts; 2) the high-voltage
transmission system operated by Polish Power Goichgany, PPGC; and 3) the
distribution system consisting of 33 electric dimition utilities (some already
grouped into larger companies) and new companieated according to the
Energy Law. (Economic Committee of Ministers ColiHdecember 1999)

The Polish government outlined five key objectif@sthe privatization of
its power generation sector and highlighted the sizthe privatization program in
the power sector—with 17 power plants, 19 combihedt and power plants, 33
distribution companies and the country’s power galll scheduled for sale.
(Economic Committee of Ministers Council, Decemb99):

. To protect consumers by means of liberalized enpraggket

. To ensure energy security

. To create capital resources necessary for ratiomagstments
especially with a reference to the integration wilith European Union

. To optimize social security of the sector workers

. To optimize privatization income

When the process of commercialization began, stateed energy
companies were transformed into joint stock comgmnivith State Treasury
holding 100% shares. In the distribution sub-seatbB3 distribution companies
became State Treasury joint stock companies asdhee time. In the generation
sub-sector commercialization took longer. The [astver plant was transformed
into a State Treasury joint stock company in 198B8out 150 business entities
were granted the energy supply concession for teka af the whole country.
Among them there are daughter companies of leaglieggy companies from the
world and companies established by big Polish itoresTo facilitate analysis for
potential investors, power plants to be privatizegte organized into groupings
each capable of generating 5000-7000MW of eletfti@ne of the most important
issues was the establishment of an energy exchE§EE Market 2001)

The year 1999 was “the year of Polish enerdyiirteen power companies
were expected to be privatized, including the PatAalakpw-Konin (PAK) power
generation plants, the Polaniec and Rynik plan8E Gnd Warsaw electricity
distribution companies and privatization revenuesenestimated to exceed $3.8b
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in 1999. In the first phase of privatization thdifto Treasury planned to divide the
country’s power plants into nine groups, each daoirtg between one and six
power stations and each with no more than 15%ehttional market. Among the
first stations scheduled for sale were the Polaaiet Rynik power plants and the
Belchatow and Skawina plants. Altogether, stakek2ippower stations were to be
sold in 2000 as well as shares in five heat andepg@lants with investors offered
35-40% stakes in most plants, although in somescasenajority stake was to be
made available on condition that the investor afjrée capitalize the plant.

(Modern Power Systems, Privatisations Proposals,1@@9) Demand for electricity

in Poland is expected to increase by 60% in the 2@years. Electricity’s share in
the overall energy consumption is expected to dirom 12% in 1999 to 15% in

2010 and 17% in 2020. Poland estimated that thetation of the power sector
would raise between $25 -$30 billion for the st#ttethree-year strategy called for
the sale of stakes in power generators and distriuwith the full liberalization of

the market timed for 2005. (Ministry of State Tnagsin August 1999)

To accelerate the Polish energy sector privatinatidl 17 system power
plants were scheduled to be sold by 2002, eith@iviolually or in groups with
potential investors to be offered 20% to 35% staked allowed to gain majority
shareholdings by investing in plant modernizatiowl &y increasing their share
capital and subscribers for new shares. Seventesined heat and power co-
generation plants (CHP’s) were to be privatizedaoftase by case” basis in a
similar way to the system power plants. Initialstrategic investors were to be
offered 20% to 45% stakes, but trade sales of rtttar 50% stakes in the first
phase excluded. The privatization of the CHP’s s&seduled for completion by
2001. (Ministry of State Treasury in August 1999)

Some 33 regional electricity distribution compan{&DCs) were to be
sold in regional groups having 12% to 15% shardténPolish electricity market,
with the exception of the largest EDCs, would béd sadividually. Potential
investors would be initially offered 20%-25% stalkesl investors buying shares in
all EDC’s forming individual groups would be prated. The largest Polish EDC,
Gliwice-based GZE was purchased in February 208tuetien’s power company
Vattendall paid 167.5 million Euros to acquire 2¥qent of this Polish electricity
distribution company, and now controls 8% of therke The Swedish firm has
pledged to invest 2.8 billion zlotys in GZE withindecade, especially in low and
medium voltage network modernization and to makatahimprovements in the
energy distribution networks. Vattenfall also bou@®% of Warsaw’s thermo-
electric power plant in 2000 and wants to take parhe privatization of other
Polish energy distributing companies.” (PAP-Pohws Agency, 2001, September)

Polish Power Grid (PSE) was not to be privatizetbige2002. The first
company to be privatised was the Krakow thermadtateplant, subsequently, the
Warsaw thermal-electric complex, the @dla based thermal-electric complex, the
PStnéw-Konin-Adamow power station and the Potamiewer station have also
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succeeded in finding strategic investors. Privitisavia the Warsaw Stock
Exchange is an alternative route that has beeneohby the Wroctaw based
Kogeneracja and thee¢Bzin thermal-electric plant. The Upper Silesianceleity
distribution company is set to be the first disttibn company for privatisation.
Other regional distribution companies have deciepbin forces creating the G8
group, for example, and will seek strategic investogether. A similar strategy
has been chosen by a number of Poland's profesgiomeer stations that have
formed the Potudniowy Koncern Energetyczny (South@wwer Concern).

Poland established an ambitious program of sedl-off power plants. In
2000, Polaniec Power Plant, the fourth largest pogenerator in Poland, was
purchased by Tractebel of Belgium, which acquir&2b% stake in the facility for
some E87.5m. Tractebel will invest around E340nthie plant over an 11-year
period. The increase in the stake will be achigudwo stages. First Tractebel will
increase the plant’'s capital by E61.6m over tworgebllowing which it will be
offered a 37.5% stake. The second stage would\evplrchasing a 15% stake
currently held by employees. Polaniec occupiesma fiosition in the Polish power
market, with some 5.5% of domestic market share andinstalled base of
1,800MW. Net profits in 1999 were Z24m (US$7m). [{ftoEnergy Privatisation,
Polish News Bulletin, May 2000).

Investors were also invited to bid on other largsver plants including
Rybnik Power Plant; Zespol Elektrocieplowni Wybrzethe fifth largest CHP;
and Elektrocieplowni Wroclaw, the fourth largest Ekh Poland with a 30 to 35%
stake. The largest Polish power plant, Belchatasvwiél the Zabre and Tychy
CHP’s were also scheduled to be privatized in 2@B@vatisation International,
2000) A Franco-American consortium acquired a 358kesin the Rybnik power
plant. This plant supplies around 6.5% of the cousitpower and increase it
power output from 1600MW to 1700MW within the néftee years as a result of
a modernization program Early in 2001 eight elecgower plants in northern
Poland were also scheduled to be sold and thememnfatur from southern Poland.
These plants are smaller than those already sdidtbe process of being sold, and
the government will be looking to attract existimgvestors in the sector to
participate in the sales. The treasury will sefl sdme 30% of its current overall
stake but retain 25% for many years to come. Rigfgithis stake is to enable it to
block any potentially unfavorable decisions by fgreinvestors. (Polish Energy
Privatisation, Polish News Bulletin, May 2000).

The Polish electricity sector continues to go tlgtoeonsolidation, in line
with the government’s plan to restructure the ingusin the power generation
segment, consolidation has focused on creatingldvge companies, Potudniowy
Koncern Energetyczny (PKE) and BOT, with instaliegacities of 5,000 megawatts
(MW) and 8,000 MW, respectively. BOT is a holdingngpany for Belchatow,
Opole and Turow power plants. In the distributioegment, two group
consolidations have already taken place, creating@roup G-8 (eight distributors
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in central and northern Poland) and the ENEA En&gyup which comprises five
merged companies. There are plans to create tligidomal consolidated power
distributors: L-6 Group (six distribution companiem eastern and southeastern
Poland); the K-7 Group (seven companies in ceaimdl southern Poland); and W-
5 Group (five companies in southwestern Poland).tHhe coming years, the
government plans to begin floating stakes in thelyeconsolidated distributors
and power companies, with a 35% stake in ENEA al88%-40% stake in PKE
likely to be offered by the end of 2004. Stake8®T and three distributors —W5,
L6 and K7 — are likely to be offered in 2005 or 800'he government has
privatized only two of distributors: STOEN to RWand Gornélaskiego Zaktadu
Elektroenergetycznego (GZE) to Sweden’s Vattenf@dlA Country Analysis
Briefs, June 2004)

The Polish government currently is working on afingllong-term supply
contracts between power plants and the national gperator Polskie Sieci
Elektroenergetyczne (PSE). The contracts have lsmem as a hindrance to
liberalization of the country’s electricity markétnder the contracts, PSE committed
to purchasing energy at fixed prices and fixed naa. The new law would cancel
these contracts and the power plants would recedmpensation. Government
officials have pointed out that these contractsehdeen a disincentive for
restructuring and modernization of country’s powector as producers have fixed
revenues. (EIA Country Analysis Briefs, June 2004)

When full decentralization is reached, all mark&tyers will be free to
perform trade transactions. Buyers may purchasettjirfrom generators or through
the competitive energy trading intermediates. Ganes may sell directly to end-users
or to intermediates. The key element of this marketlel is the total separation of
trade activities from transmission activities paried by transmission and distribution
networks. The market players will have free andakguacess into the services of the
transmission. (EIA Country Analysis Briefs, Jun®©20

Conclusion

The privatization campaign of Poland was promptgdtie need for
radical institutional and economic policy changesaddress the residual effects of
45 years of communism. The “Big Bang” theory ofvatization implemented was
intended to create a momentum for socio/economengd that could not be
reversed by revisionist forces in Poland. The setdhich some of the industries
were privatized is an unparalleled experience énhistory of privatization and this
strategy had both positive and negative implicatidtrom a positive standpoint the
anti-privatization constituents could not move tock the privatization and thus
privatization could be likened to a “rolling wavetveeping across the economic
landscape of Poland, changing it forever. From gatiee standpoint the speed at
which at the individual industries and firms wermévatized frequently meant that
the interval for effectively marketing the assetshe firm were shortened and in
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some instances may have led to lower revenues afedeand some investors
withdrawing from the bidding process. But given thweadth and depth of the
Polish privatization campaign one would have toocbete that considering the
country-industry-firm specific circumstances theivatization of the Polish

economy was and continues to be a remarkable aohigt.
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THE MANAGEMENT OF INTEREST RATE RISK
IN SMALL AND MEDIUM BANKS

HALID KONJHODZI C, PH.D!- TONCI SVILOKOS, B.SC.?

ABSTRACT. The business banks make its decisions in the timmaif certainty, risk
and uncertainty. The risk is a condition when thssjbility of every event is known.
The risk can be measured with distribution of phbilies. The risk of interest rate is
one of the main risks that bank have. They caresuffifavourable changes of active
and passive interest rates. The changes of intextest have various influences on
bank balance statement and on bank market valukeissnecessary to anticipate and
to develop the methods to measure the risk andateage the risk of interest rate. In
theory and in practice there are various methaatsube small and medium banks to
manage the interest rates risk and this paper tigats the methods such are the
management of assets and liabilities gap, the sirabf average time deposits, the
futures contracts, options on interest rates aeddst swap.

Keywords: Interest rate risk, risk management, assets &@idlities gap, the
analysis of average time deposits, futures, optionerest swap

1. INTRODUCTION

In business surroundings corporations make theisida in the condition of
certainty, risk and uncertainty. The business bafgshave to make their decisions in
mentioned conditions. The risk is a condition witle® possibility of every event is
known. Uncertainty is a condition when the posisjbif events is unknowhThe risk
in economic theory is defined as the chance ofynplamage, or loss.

The risk can be measured with distribution of philiees and standard
deviation and that is one scientific approach ofiaging the risk. Standard deviation is
a measure of spread of outcomes around expectael Gihndard deviation is not very
convenient measure for comparison of two diffedistributions. The better measure
is coefficient of variation. Coefficient of variati is the standard deviation divided by
the mean, sometimes multiplied by 100; a unitlagmtity indicating the variability
around the mean in relation to the size of the mean

Banks are financial institutions with the main wityi of collecting the
deposits and placing the credits. Those businetigités are connected with
known risks that are measured, controlled and msdch by bank management.
Known bank risks are: credit risk, exchange ras&,rinterest rate risk, liquidity
risk, and branch risk. The risk of interest ratenie of the main risks that bank have.

! University of Dubrovnik, Department for EconomydaBusiness Economy, e-mail: khalid@unidu.hr
2 University of Dubrovnik, Department for EconomyldBusiness Economy, e-mail: tonci.svilokos@ftvt.hr
3 Salvatore, D. Ekonomija za menadZere u svjetskojgri, MATE, Zagreb, 1994., pg. 543
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Banks can suffer unfavourable changes of activepasgive interest rates.
The changes of interest rates have various infleemmn bank balance statement
and on bank market value, so it is necessary twipate and to develop the
methods to measure the risk and to manage thefrisierest rate. In theory and in
practice there are various methods that use smalh@edium banks to manage the
interest rates risk and this paper investigatentbéhods such are the management
of properties and obligation gap, the analysisvarage time deposits, the futures
contracts, options on interest rates and intereaps

2. INTEREST RATE RISK

Collecting the deposits and placing a credit exjmsggness banks to a risk
of interest rate. The risk of interest rate candeéned as an exposure of bank
business state to unfavourable changes of actidepassive interest rates. The
changes of interest rates have various influenndsank balance statement and on
bank market value. The risk management is the fasa high level of bank
security. Risk management means the managemeuntie¢ and passive sides and
structure of balance sheet in order to controlitifieence of possible changes of
interest rates on financial bank results. The mamagt of interest rate risk depends
on size of the bank, the type of main businesshef hank, the management
attitudes toward the risk etc.

Interest is defined as an amount of many that threotver is paying to a
creditor. That amount depends principal, interest rate and duration of a credit.
Interest rate can be fixed or variable. Interestisaa price of money that has to be paid
in order to collect deposits. It is also definedaasopportunity cost or trade off of
banking business or a time value of consumptianierdst rate influences on saving
and investment. Monetary-credit policy throughoradi central bank influences on the
level of interest rate. The international balant@ayments, exchange rates, inflation
and business circles are also influence on thé déveterest rate.

The most common types of interest rate risk arerigk of price changes,
basic risk, yield curve risk and option rik.

Price risk appears because of fixed interest ratel@posits and credits.
Bank have to do temporal transformation of depasiteder to keep liquidity level
that can not be jeopardized because the changetedst rate.

Basic risk appears because the imperfect interadlpmy between the
changes of active and passive interest rates.

Yield curve risk is a risk that appears in busingih securities. It is a risk
of changes of security prices and that changegdnfle the bank income and bank
economic value.

* Principles for the management and Supervisiomterést Rate Risk, Basel Committee of Banking
Supervision, October 2003.
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Option risk is a risk that is resulted from optioh bank customers to
retreat a financial source from a bank. That riskaunded with liquidity.

Each decrease of passive interest rates (becasisedhetary credit policy
of the central bank or because the market charigesgases the liquidity risk
because it could be expected the pullout of dep@sitn the bank.

Also the changes of active interest rates influgheebank income source
and its credit activities. The increase of activieiiest rates will reduce the amount
of given credits but it will increase the incomerfr present credits.

The changes in interest rates change the bank tmeakes because bank
market value is a discounted value that is caledlapon discount interest rate:

. i . i
od) oo
100 100

BMV - Bank market value

A; - Inflow amount - depends on active interest rate

n - Number of expected inflow amount

B; - Outflow amount - depends on passive interest rat
m - Number of expected outflow amount

p- Discount rate

It could be said that the market discount rateugtice the bank market
value. If we use higher market discount rate theklbmaarket value will decrease
and if we use lower market discount rate the baakket value will increase.

It is impossible to completely avoid the intereserrisk, but management
has to keep it within accepted bounds that arehéted with general bank policy.
To do so, first of all bank have to measure anaskess the interest rate risk and to
develop the adequate method to manage that risk.

3. MEASURING AND MANAGING METHODS OF INTEREST
RATE RISK

It is necessary to anticipate and to develop ththoaks to measure and to
manage the risk of interest rate. In theory angrattice there are various methods
that use small and medium banks to manage theestteates risk. The most known
methods aréhe management of assets and liabilities gap, the analysis of average
time deposits, the futures contracts, options on interest rates and interest swap.

Net interest margin is a basic indicator of intenede risk. Net interest
margin is the money difference between interesbnme and interest expenses,
usually expressed as a percentage of average gaassets. The formula to
calculate that indicator is:
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Interesincome- InterestExpenses

NetInterestMargin= -
AverageEarningAssets

The increasing of net interest margin can be tmseguence of increasing
the interest income or decreasing the interestresgse or decreasing the average
earning assets. The decreasing of net interestimeag be result of decreasing of
interest income (because the changes of activeestiteate) or increasing of
interest expenses (because of unfavourable chavfgpassive interest rate) or
increasing of average earning assets. The polignafll and medium banks is to
keep high net interest margin and to control thk of its unfavourable changes.

To show how to calculate and manage the interesgt in small and
medium bank we use the balance sheet and incoregnstat of Istarska kreditna
banka Umag d.t.

Table 1.

Balance sheet for 4th quarter in 2003
Description AOP Amount (000kn)
Total assets (AOP002+003+004+005+006+007+008+00¢ 001 1449733.0
Cash 002 32539.0
Deposits in Croatian national bank 003 236235.0
Deposits in financial institutions 004 335624.0
Treasury bills of Croatian national bank 005 113049.0
Other assets 006 11325.0
Credits granted to financial institutions 007 17000.0
Credits granted to other clients 008 565419.0
Investments in branch offices 009 20.0
Investments in other securities 010 107973.0
Tangible and intangible assets 011 30549.0
B) Total liabilities (AOP 013 do 018) 012 1315297.0
A vista deposits 013 515060.0
Other deposits 014 759408.0
Credits from banks and other financial institutions 015 8474.0
Interests, provisions and other liabilities 016 21333.0

® According the number of employment (196), numbesranch offices (4) and its assets the Istarska
kreditna banka can be considered as a local meblank

34



THE MANAGEMENT OF INTEREST RATE RISK IN SMALL AND NEDIUM BANKS

Description
Issued bonds

Reserves for general banks' risks

C) Total capital and reserves (AOP 020+021+022)

Capital

Reserves

profit / loss

D) Total liabilities (AOP 0112+019)

E) NON BALANCE ITEM (AOP 025+026)
Guarantee and letter of credits

Other non balance items
Source: www.bankamagazine.hr

AOP
017

018
019
020
021
022
023
024
025
026

Amount (000kn)
0.0

11022.0
134436.0
64900.0
48657.0
20879.0
1449733.0
33908.0
15059.0
18849.0

Table 2.

Income statement for 4th quarter in 2003

Description
Interest income (AOP 028+029+030+031)

From citizens

From corporations

From financial institutions

Other interest income

B) Interest expenses (AOP 033+034+035+036)
Toward citizens

Toward corporations

Toward financial institutions

Other interest expenditures

C) Net interest income (AOP 027-032)

D) Net provisions (AOP 039-040)

Provisions income

Provisions expenditures

E) Total other incomes (AOP 042+043+044)
Income from dividends and other securities

Other incomes

AOP
027

028
029
030
031
032
033
034
035
036
037
038
039
040
041
042
043

Amount (000kn)
19060.0

7759.0
5447.0
2676.0
3178.0
8348.0
7152.0
0.0
81.0
1115.0
10712.0
2677.0
4639.0
1962.0
1347.0
0.0
452.0
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Description AOP  Amount (000kn)
Net profit / loss from securities investments 044 895.0
F) Net exchange rate changes 045 4382.0
G) Total other expenses (AOP 047+048) 046 13235.0
Stuff expenses 047 7347.0
Other expenses 048 5888.0
giﬁl;’rofit / loss before reserves (AOP 037+038+0416+C 049 5883.0
I) Net reserves and value adjustments 050 3404.0
J)Profit / loss before tax (AOP 049+050) 051 9287.0
Tax 052 1949.0
K) Profit / loss after a tax (AOP 051-052) 053 7338.0

Source: www.bankamagazine.hr

Interesincome- InterestExpenses

NetInterestMargin= _
AverageEarningAssets

Interest income = 19060,
Interest expenses = 8348,
Average earning assets = 582419

Net Interest Margin = (19060 - 8348) +~ 582419 =4..8
Unexpected changes of active or passive interdst wéll change the

interest income and interest expenses. In smallnaedium banks these methods
are used for measuring and managing the interesthanges:

. The management of assets and liabilities gap,

. The analysis of average time deposits (duration),
. The futures contracts,

. Options on interest rates and

. Interest rate swap

The management of properties and obligation gdpeissimplest and thus
the most used method.

GAP = BEARING INTEREST ASSETS - BEARING INTERESTABILITIES
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The average active interest rate of Istarska kmadlbanka is 8% and
average passive interest rate is 4% and if thatageeinterest rates increased for

1% that will influenced on GAP:

present intere

rates

Increasing for 1%

Decreasing for 19

Bearing interest assets

582419 x 8%
46594

582419 x 9%
52418

582419 x 7%
40769

Bearing interest liabilities 759408 x 49759408 x 5%759408 x 39
=30376 =37970 =22782
Net interest income 16218 14448 17986,76

GAP =582419 - 759408 = -176989

In this case there is negative GAP and increaséntefest rates will
decrease the net interest income and decreastecéshrates will conduct increase
of net interest income. If the gap is positive thenges of interest rates will have
inverse effects.

Duration is an average time of maturity of someaficial instrument. If
bank place a credit, it expects to receive ther@steincome. Because the long
maturity time, the expected interest income is uwritle influence of changes of
market interest rate. If market interest rate iaseg that will decrease the present
value of interest income. Duration is calculatedidihg the present value of
expected interest income and market value of sigcuollowing formula can be
used for duration calculatidh:

C.(t)
K

(1

+
C,
(1

=

1M1

+k

=

t

I
=

t - Period
Ci(t) - present value of cash flow in period t

The futures contract is a contract between twoigmrio buy or sell a
commodity or security, at a fixed price and at@di date in the future. Futures are
used by business as a hedge against unfavouratdeghanges and by speculators
who hope to profit from such changes. Banks aneérdiinancial institutions use

® Madura, J., Financial Markets and Institutionspifison - South - Western, Ohio, 2002, pg. 537
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them to hedge their portfolios against adversetdlations in the price of an
underlying exposure. Such hedging is possible kmxawu can short futures
contracts - i.e. sell the futures contract.

If bank wants to protect its bond portfolio frontieasing of interest rate,
it should take a short position and sell futurestiact on that bond portfolio. That
trade will compensate unfavourable changes ofestaates.

For example if bank management expect the increfigaterest rates in
next couple months and because of higher passteeest rate on deposits it is
expected that it will suffer some damage, bank salhthe futures contracts on
treasury bills today and later (within next coupleeks) it can buy the futures
contracts on treasury bills. Potential loss becaofiseinfavourable changes of
interest rates will be compensate with earningfutures contracts

Options are similar the futures contracts. Opt®m icontract that give an
investor a right to buy (call) or sell (put) a fitkemount of shares (usually 100
shares) of a given stock (or indexes and commailiiea specified price within a
limited time period (usually three, six, or nine mtfus). The purchaser hopes that
the stock's price will go up or down by an amounffisient to provide a profit
when he sells the option. If the stock price hatsady or moves in the opposite
direction, the price paid for the option is lost.

Put option gives the holder the right, but not ¢ieéigation, to sell a fixed
amount of a certain stock at a specified price iwith specified time. Puts are
purchased by those who think a stock may go dowprige. Call option gives the
holder the right, but not the obligation, to bufp@d amount of a certain stock at a
specified price within a specified time. Calls grerchased by investors who
expect a price increase.

Bank can use put or call option to protect the dapavith variable interest
rate. If market interest rate goes up and if bamlgiht put option it would have a
right to sell certain stock at higher price tharwituld be the market price. The
market price would go down because of increasirigtefest rate.

That example shows that bank will use put optioorier to protect from
increase of interest rate, and it will use calliaptin order to protect from decrease
of interest rate.

Bank can also use the options to protect its balasiwet. If bank has
positive gap in balance sheet it will buy call opti(to protect from increase of
interest rate), and if bank has negative gap iartwa sheet it will use put option (in
order to protect from decrease of interest rate).

Interest rate swap is an exchange of interest patgmen a specific
principal amount. This is a counterparty agreemamd, so can be standardized to
the requirements of the parties involved. An inderate swap usually involves just
two parties, but occasionally involves more. Oftan,interest rate swap involves
exchanging a fixed amount per payment period foayment that is not fixed (the
38
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floating side of the swap would usually be linkedahother interest rate, often the
LIBOR’). In an interest rate swap, the principal amosntéver exchanged:; it is
just a notional principal amount. Also, on a paytngaite, it is normally the case
that only the difference between the two paymenbumts is turned over to the
party that is entitled to it, as opposed to exclragnthe full interest amounts. Thus,
an interest rate swap usually involves very litdsh outlay.

The three main types are coupon swaps (fixed mfioating rate in the
same currency), basis swaps (one floating ratexitm@nother floating rate index
in the same currency) and cross-currency inteiast swaps (fixed rate in one
currency to floating rate in another).

For examplé corporation A with credit status AAA can borrowtivfixed
interest rate 10% annually, or it can borrow withicfuated interest rate LIBOR +
0.2%. It prefers to pay fluctuated interest ratBQR.

Another corporation B has lower credit status arehn borrow with fixed
interest rate 11% or it can borrow with fluctuatetérest rate LIBOR + 0.25%. It
prefers to pay fixed interest rate 10.20%.

In this case corporation A will borrow the souredth fixed interest rate
of 10% and it will agree a swap with corporatiortdBget the fluctuated interest
rate. Another counterparty (corporation B) will eotthat swap to get fixed interest
rate. The principal in this deal is not exchanged.

Effect of swap:

Corporation A: Annual fixed interest rate: 10%;dluated interest rate:
LIBOR +0.2%:; receives from bank: 10.1%; all finaadctosts: LIBOR — 0.1%
fluctuated; total savings: 0.3% fluctuated.

Corporation B: Annual fixed interest rate: 11%;ctiuated interest rate:
LIBOR +0.25%; receives from bank: LIBOR; all finaalccosts: 10.45% fluctuated:;
total savings: 0.55% fixed.

Bank: income from corporation A: LIBOR; payment ¢orporation A
10.1%; income from corporation B: 10.2%; paymentctoporation B: LIBOR,;
earning: 0.1%

4. CONCLUSION

Banks must take into the consideration the inteagstrisk when they make
the decision about credits with fixed interest raiel their securities portfolio. The
price of typical security with fixed interest ratél decrease when market interest rate

" LIBOR (London Inter-Bank Offer Rate) is intereste that the banks charge each other for loans
(usually in Eurodollars). This rate is applicabtethe short-term international interbank market,
and applies to very large loans borrowed for anye/lidm one day to five years.

8 This example was taken from: KandZija V., Zivkg,Roslovna politika banaka, Ekonomski fakultet
Mostar, Mostar, 2004, pg 255
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increase, and because of that changes, interestinfilence on bank financial
statements (balance sheet and income statemerttpakdnarket value.

The level of interest rate is very important inccédtion of feasibility of
investments project as well. The level of intenege is determined with money
supply and demand and national monetary policy hiaat very important roll on
monetary regulation. It is necessary to anticipaid to develop the methods to
measure and to manage the interest rate risk. Buontheory offers various
methods that can use small and medium banks to geathe interest rate risk.
Each method is based on different approach of magathat risk and banks
should, depends on level of exposure of interet risk, use combination of
mentioned methods. On that way small and mediunkdanill protect itself
against the interest risk, they will reduce finamgciexpenses, and realise a
prerequisite for stable profit. Banks may use edeswaps in order to protect their
business against interest risk or as intermedianieznge this kind of business for
their clients gaining an extra profit.
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WOMAN IN BUSINESS:
DETERMINANTS FOR VENTURING IN MALAYSIANS SMEs

NORUDIN MANSOR*

ABSTRACT. Motivational conflict toward the involvement of owen
entrepreneur in SMEs is getting the capital butitimer psychological drive that
mobilized their energy to venture becoming morenpnent. Thus this paper
attempts to empirically discuss the effect of ewmwmental, financial and
psychological factors in encouraging women to bleusiness.

With the understanding that traditionally, womergia are not encouraged to
work but the trend of their involvement becomingrenserious and relevant. Is it due
to rising cost of living? Is it due to the natufdraustries requiring them to be in the
business? Is it just to pass the leisure time? ilede decision to start one’s own
business has long been regarded as a high-risiaetd make but facts and figures
indicates that, women nowadays are involving inrtass twice as fast as men.

Previous studies demonstrate various implicatiamsniotivation to be in
business. The finding of the study technically destiate that psychological and
environmental factors are very relevant, whereas fbssibilities of financial
factors may be very limited across the region.

While it is possible that the entrepreneurship weng always relate to
male but the impact of the women entrepreneur om dlevelopment and
subsequent success in new venturing has been deatedsin certain business
sectors which reflects their strength, limitaticammitment and best practices

Keywords: women entrepreneur, motivation, financial, situadl, psychological

Introduction

The term entrepreneur has several prominent exjiteasa depending on
the context of its role. The earliest definitiorwied entrepreneurship as someone
who specializes in bearing residual risk (Knigtg21). While Alchian and Demsetz
(1972) viewed entrepreneur as a monitor with thecgpal task of ensuring that all
assembled factors of the firm provide the promised| of services. Another view
as articulated by Kirzner (1984) describe it aspacglist in exploiting profit
opportunities, including arbitraging price diffetetls and developing new
products and organizations forms.

! Associate Professor, Faculty of Business Managgnémiversiti Teknologi Mara Terengganu,
Malaysia, e-mail;_norudinm@tganu.uitm.edu.my
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The estimation number of women in Malaysian labarkat (employers
and workers), as alluded by Intan Osman (1994Heryear 1990 was 1.9 million.
Following the steady economic growth of the natitire expected figure by the
year 2020 may be reaching up to 4.0 million. Annestion based on the work of
Zarina Salleh et.al (2004) believed that at ledsrd were 36,000 women
employers for the year 2001 and with the 12% irsmdayearly it can be projected
there were roughly 50,000 registered women involiredusiness by the year
2004. As for the state of Terengganu alone, thienastd population by Norudin
Mansor and Jamaludin Akbar (2004) reported thai ipproximately 73,454
women are in the labor market. Out of the totalkimnce, about 25% of them are
involved in their own business (registered and gistered). The work of Wirtz
and Lovelock (2001) clearly demonstrated that nwoenen are entering into the
labor market. However, the current technologicalettgoment, somehow threatened
the job market opportunities. As a result, mosthese women choose to start their
own business and become and entrepreneur.

Studies concerning women entrepreneurship begace si®70s and
continued into the 1980s (Christmen et.al. 1990an¥of the studies until today
focused on personality characteristics or factffiecting the start-up of businesses
(Sexton and Bowman-Upton, 1990) and some othersising the need for
assistance, problems in marketing, business plgnsecuring financing (Aldrich,
1989). It could therefore be very interesting tous this paper based on different
variables such as psychology, environment, andnéi@g resources as the
determinants for motivating women to venture intigibess.

Materials and Method

What motivate women to venture?

Motivation may be expressed in various ways suckthasaspirations or
behavioral intentions Davidson (1991). If the indual believes that growth led to
the fulfillment of personal goals than motivatimenhanced and it stimulate the
growth for the business activities and the decistobecome an entrepreneur based
on product of a number of circumstantial factors astablished. Others reported
that among factors that contribute directly to ueatinclude choice of business,
education and experience, collaboration, locatgtarting capital, external forces,
greater career advancement, freedom and flexipiitd increased in economic
reward (Morrison et.al, 1992).

Despite of threats and opportunities that the klassies are offering, still
most women that ventured into business are beliewd® handicapped in term of
appropriate exposure especially with prior busimetsted experiences in the areas
that they involved (Watkins and Watkins, 1986). Alse result, women
entrepreneur are forced to only focus on limitedpscof “traditionally” women
sectors such as in the service industry.
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Earlier evidence from some studies hypothesized tte most critical
factor behind the involvement of women into entemmurship was due to
dissatisfaction with the previous job (Stoner amgl, R982) since the need for
corporate “rightsizing” tend to reduce opportursti®r hierarchical advancement
in a corporate sectors (Harvey and Evans, 1995)ieRing on the finding by
Carland et.al (1984), the principal goals of arrepreneurial venture are growth,
profit and innovative strategies. While Cooper @)28uggested that among important
elements that motivate someone to venture intonlkssi include the need to
improve the quality of living, migrating from urbaa rural, to continue day to day
life activities within moderate economic climatedasthers which are non economic
factors. Other reasons for involving in entrepresieip is rather a strong motivational
factor which seems to be quite complex and thus astobstacles before and turn
around to serve as internal pushing factors (Watlkind Watkins, 1986) while
others are triggered by positive opportunities reffiein business ventures.

Financial resources:Assigning the relative importance of financial agpe
often act as one of the key indicators that colitldee encourage or discourage
someone to venture into the business. What enueseaaong the problems of the
small firm including the lack of adequate finanaw the initial start-up and
subsequent expansion, disincentives of tax systehibiting effects of red tape
and regulations (Bannock, 1981) and the failuréniplementation of the policy
that discriminate in favor of small firms. Othev@stigation concluded that obtaining
a high profit and ability to create a successfudibess organization would further
inspire someone to be an entrepreneur (Woo e8ll)1 While Harvey and Evans
(1995) believed that the financially independenieea juncture that provides the
individual with the economic freedom hampered therbhe an entrepreneur.

When addressing the issue of securing financialuress, Blanchflower and
Oswald (1994) assume that one of those factors ghattibit individuals from
involving in entrepreneurship is because of finah@ason. Humphreys and McClung,
(1981) explained the reason for lacking of previexgerience in the financial arena,
and also lack of self-confidence in presentingrthesiness plans causes for the failure.
Acknowledging the transparency of credit faciliti#fering to the women entrepreneur,
evidence of the recent research suggested thasbéminst women in lending no
longer exist like in the United States (Olm et@88; Hisrich and Brush, 1987).

As a whole it can be conclude that entrepreneutpiime financial
assistance for the purpose of diversifying or spis& start-up risk, to accumulate
start-up capital, and to finance growth and expang@isnyawali and Fogel, 1994).

Environmental Factors: The work of Keeble and Walker (1994) viewed
environmental factors based on the developmentocéllsetting that actually
stimulate local market. In fact some other earliesearch demonstrated the
relationship between local and the local environmevith the economic
development within the area. Among the environmemdicators that usually
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contribute towards the decision for business vémgumay include factors such as
venture capital availability, presence of exper@erentrepreneurs, technically
skilled labor force, accessibility of suppliers,cassibility of customers or new
markets, government influences, availability ofdaor facilities, accessibility of
transportation, new technological developmentsilahitity of supporting services
and living condition (Ronstadt, 1984).

Morky (1988) proposed that local communities arey velevant towards
developing an entrepreneurial environment. In f&tmentioned by Swanson and
Webster (1992) with the development of social jlie against business entities may
result to small business become a victim of unhgaocial justice. Hence, among the
societies and cultures that support the value épreneurship will develop a societal
system that will encourage business entities tgrpes (Vesper, 1983).

Considering several research papers on environingriables, broadly, it
can be viewed into two environmental perspectig@se is an environment as an
outside set of conditions to which the organizatimrst adapt (Aldrich and Pfeffer,
1976; Hannan and Freeman, 1977). While the othesppetive analytically
considers the environment as a strategic choitheobpportunities availability via
the selectivity of their own perceptions (Gartri385).

Psychological factors One of the crucial requirements for venturingoint
business is much related to propensity to enterpmisd the ability to enterprise
(Gnyawali and Fogel, 1994, Vesper, 1983). Focudingir discussion on the
characteristics of entrepreneurs in determining twttaaracteristics that really
distinguished whether someone could be entrepren@ur non-entrepreneurs,
dimensions such as risk-taking propensity, locusaftrol, need for achievement
(Dunkelberg & Cooper, 1982; Brockhaus, 1980; Tims:ol978), and capacity to
innovate (Schumpeter, 1934), seemed to be regalddiessed in research discussion.

However, indicators considering psychological measent are not supposed
to be isolated with other economic factors (Horgad@90) and also the importance of
social factors (Carsrud and Johnson, 1989). Iiways been expressed by writers not
only Hornaday (1990), but other researcher thatnwieiewing the development of
SME in general and women entrepreneurs specifieathatrix of factors that correlate
with each other and thus provide the strengthsofantribution toward the success or
failure of the business. Birley et al. (1987) sumiidieat even they are willingly to be in
the business, but they need other enabling desiggs as attending training programs
that may assist them to put their ideas into effect

Methodology

The empirical evidence presented in this paperecefithe increased
recognition of the important of several dimensi@ush as source of business
financing, social psychological determinants, amyinmental context which
provides avenue for the willingness of women totusmin entrepreneurship field
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Source of Financing

Psychology factors

A 4

Willingness to Venture

Environmentalcontext

Fig. 1.A Framework For Describing Willingness To VentureBasiness

Upon reviewing the literature of the past studiesdoubt that it is an out
growth of hundreds of Small and Medium Enterprisglies conducted throughout
the world but interestingly to be noted that notcimunvestigation had been
seriously carried out in Malaysia, specificallydgsing at the state level. Thus through
this descriptive study dimensions such as findncégital, psychological and
environmental criteria which are believed to purshe likelihood of women to
actively involved in motivating entrepreneurshipré@mong women in the state
of Terengganu.

Specific Hypotheses

In undertaking the investigation and understandhmy knowledge about
the strength as well as the significance of refeiop, five hypotheses were
formulated. As numerous literature failed to prevign agreeable finding of the
related studies, we therefore believed that thezesaveral possibilities expected
from the finding. Thus the specification of the bttpeses formulated for this study
is non-directional in nature.

H1: There is a significant relationship betweengbh®jogy variables and
entrepreneurship venturing

H2: There is a significant relationship betweenaficial capitals and
entrepreneurship venturing.

H3: There is a significant relationship betweeniemmental variables
and entrepreneurship venturing.

H4: There is a significant difference in types ofisimess towards
entrepreneurship venturing

H5: There is a significant difference between resiemt education level
towards entrepreneurship venturing

Sampling and Data Collection

Data for the study were collected through a fieloivey based on the
sample frame derived from a list of business omgtion registered members in
four (4) out of seven (7) districts in the stateTefengganu which is approximately
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5300 women business establishments. The studyweticthe sample size within
the range of 200-500 suggested by Sudman (197&)podbulation and sample is
developed based on district by means of clusteplag) so as to gain efficiency
and representativeness. Using a convenience appédydcbusiness establishment
successfully completed the questionnaire indicathig number that is adequate
enough to be sampled. As the investigation is g in nature, cross-sectional data
are collected to address the research questionsnéthe strategies adopted to reduce
the percentage of non-response, data collectiohniggee such as personally
administering the questionnaires and having a skasit were undertaken.

Given the criteria for inclusion in the survey, tmeajority of the
respondents are from the service sectors. In gettiare meaningful information
the rule of selecting those that are in 5 yeargmore in business operation,
discovered to be a problem in getting the numbEns. research therefore end-up
with selection of any women entrepreneur as lonigiasa registered business.

Measurement

Survey instrument was operationalized based onmbrik of Van Praag
and Van Ophem (1995) and with some changes to anodlate local environment
as suggested by Siti Haryati et.al (2004). A sedeguestion consisting of 10
nominal and 47 scale items had been used in trestiigation. The result obtained
from the pilot test was analyzed so that the isg§umntent and construct validity is
efficiently addressed.

As the focus of the research is the owner/manageheo small firm, in
ensuring that the individual directing the firm wasgveyed, respondents were asked
through the pre-qualifying question to indicate plosition held in the organization.

SURVEY FINDINGS

Data collected was subjected to reliability anay$d establish the
reliability of the measures and ensuring consisteeasurement among the various
items in the instruments. Analysis to the reliapilof coefficient showed that
Cronbach Alpha for all variables under the investimn met Nunnally’s (1967)
0.50 or above criterion. Table 1 shows the restthe reliability test where the
Cronbach’s Alpha reliability coefficient is obtaohéor the variables. Therefore the
questionnaire is assumed to be reliable.

Table 1.
Reliability Analysis
No Section Item Alpha
1 Entrepreneurships Venturing 14 .7483
2 Financial Factors 6 .7220
3 Psychological Factors 10 .8269
4 Environmental Factors 10 .7093
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Respondents’ profile

Among the demographic profile of respondents disedsare, types of
business, experience in business, age distributimome distribution, business
financing, and education levels among women ergregurs.

The total number of respondents was 470 and tHdepod the respondents
is shown in Table 2. 57.9% of the respondents gesl detween 40-49 years old
and above. Only 12.7 % among the women businesstopg are within the age of
30 years old and below, indicating that those wh® feesh school and college
graduate are not in favor of starting their cangath in business. This constitutes
the majority of women business operators in théeestd Terengganu are among
those who are matured and having a stable livingspide of effort done to
encourage younger generation to venture into bss@sebut the survey reflected
that most of them are not keen to involve in busses.

Majority of women entrepreneurs do not have adgrteducation. Among
those without a high level education as they hadcimoice to work with they
therefore end up with involving with small busines®ither to fill up unproductive
hours or may be just to add up extra income forfémeily. Approximately 85%
among the women SMEs received their education piiorthe business at
secondary school level. Whereas among those witegeoeducation only 14 %
are willingly to embark in businesses. In addregsite issue of does a business
provide generous incomes to the owners are deleat@hlr findings reveal that
about 90% of them earn below RM3, 000 per monthanigl0% managed to earn
more than RM3, 000.00 per month. Quite substapt8l.7% among the business
operators in the state are among the newly estaldifirms (5 years and below).
49.4% among them seems to be stable and maintathindusiness activities.
Roughly around 15% can be considered able to mainkeeir competitiveness
after been in the business for more than 15 years.

Referring to the racial involvement in the businessenthough the survey
indicated that more than 95% of the operators areng Malay women, but this
does not reflect the true picture of the SMEs comities. This due to the fact that
some of the respondent especially the non-malagsgar busy and reluctant to
participate in the study. But as a whole most eflibisiness operators in the service
industry are believed to be among the Malay women.

What are the likely service businesses that women imterested to
venture? Is it those that actually fit the natufebeen a women? Our findings
indicated that among the popular service businésd &re attracting more
involvement are retailing agriculture, restaurangs)teen and cafeteria, handicrafts
and others (tailoring, small-scale food manufaamirbeauty saloon, direct selling,
jewellery, nursery, pharmacy, ticketing counterpgier of cooking gas) which
indicated 25.3%. 22.3%, 18.5%, 7.7%, 2.6% 23.6%aetbvely.
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Table 2.
Demographic Profile of Women Entrepreneurs
Profile No % Profile No. %
Age Types of Business
16-19 11 2.3 Canteen & Cafeteria 36 7.7
20-29 49 10.4 Restaurants 87 18.5
30-39 138 | 29.4 Agricultural Product 106 22.3
40-49 181 | 38.5 Retailing 119 25.3
50> 91 194 Handicrafts 12 2.6
Others 111 23.6
Race Marital Status
Malay 448 | 95.3 Single 35 7.4
Chinese 15 3.2 Married 386 82.1
Indian 5 1.1 Widow 49 10.4
Others 2 0.4
Education Level Business Financing
SRP/LCE below 170 | 43.9 Self Funding 306 65.1
SPM/MCE/STPM 168 | 41.2 Family Members 87 18.5
Certificate 38 2.4 Banks 20 4.3
Diploma 50 10.1 Governments Agencies 20 4.3
Degree 9 15 Self Funding + Family 8 1.7
Others 35 7.4 Family + Banks + Governments 4 0.9
Agencies
Others 25 5.3
Monthly Income Business Venturing (Years)
(RM) Less than 1 27 5.7
500 Below 112 23.8 1-5 141 30.0
500-999 76 16.2 6-10 155 33.0
1000-1499 45 9.6 11-15 77 16.4
1500-1999 78 16.6 16-20 52 11.1
2000-2499 66 14.0 21 Above 18 3.8
2500-2999 46 9.8
3000 > 48 10.0

Operating a business seems to be highly correlaiéid the source of
financing. Our investigation indicated that mostttué entrepreneurs conducted their
day-to-day operation by largely relying on Selfding (65.1%), followed by support
of the family members (18.5%), some may get thestasge from the bank (4.3%),
and few others from government agencies (4.3%).tlase who are adventurous
enough may strategically finance their business faomix of various sources such as
from their own family, government bodies, bank&om their own savings.

Correlation and Regression Analysis
Correlation analysis is used for describing whethere is an existence of
association and the strength of relationship betwthe independents variables
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(financial, psychological and environmental facjotewards the dependent
variable (entrepreneurship venturing). As showfable 2 below, the result shows
that only psychological and environmental factore aignificantly correlated
towards entrepreneurship while financial factorsn@ significantly correlated
based on .01 and .05 significant levels. Interglstito be noted that the psychological
factors have the highest score with r= .572 inthcathe existence of strong
association, meanwhile environmental factors haveoderately low strength of
association with the value of r=. 266 and quitepgaingly the financial factor
indicating a low strength of association with r¥70
Table 3.
Correlations Between Independent Variable And Entr@reneurship Venturing

Financial Factors Psychological Environmental

Factors Factors
Entrepreneurship  Pearson Correlatior077 572(*%) .266(*%)
Venturing
Sig. (1-tailed) .096 .000 .000

Note: ** Correlation is significant at the 0.01 &\(1-tailed).

Table 4.
Coefficient Of Determination Between Independent Ad Dependent Variables

Variables Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
Entrepreneurships 1.948 155 12531  .000
Venturing ’ ' ’ '
Financial Factors 7.330E-03.014 .020 509 611
Psychological Factors 467 034 541 13.802  .000
Environmental Factors  7.786E-02.028 112 2.767 006

Note: R=. 584, R2 = 0.341. F (3,466) =80.359, pGO.

Further analysis using multiple regression analya@imed to determine the
highest influence factor towards entrepreneurskiptwing and also as to test the
study models. Result from the table 3 above shdwas dnly psychological and
environmental factors indicating the existence igfhificant influence towards
entrepreneurships venturing (p<. 05) and finan#tors are not significant
(p>.05). The analysis result also shows that pdpgical dimensions are the major
influence factors in woman business venturing asgut by the highest t and beta
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score (t=13.80, beta=. 541). The regression redsdt supported by the correlation
analysis before with Pearson correlation r=. 57@8co8d highest influence is
environmental factor with t=2.767 and beta=. 11i2hier supported this result with
the correlation analysis shows a significant retathip with r=. 266. Financial
factor does not influence and reflects it importanthis can be shown with the
score value of t = 0.509 and beta 0.020. Furtherentiwe result from correlation
analysis before has indicated that these factoes nat strong in relationship
towards the entrepreneurship venturing with Peacsorelation r=. 077.The model
for this study shows only 34.1% of the independeatiables explained the
dependent variable (R2=0.341)

Tables 5 below display the result of to what ex@mes different type of
business, different level of education backgroumd aignificantly different
towards venturing into entrepreneurship. The amalyslicated that for both issues
there is no significant difference, thus reflectediardless of the status of the
education and type of business, as long as the roymity arises then
entrepreneurship prevalils.

Table 5.
Chi-Square Test For Type Of Business, Education L&y And Entrepreneurship Venturing

Value Df Asymp. Sig.
(2-sided)
Types of Business Pearson Chi-Square 265.630 14400 .0
Educational Level Pearson Chi-Square 243.903 120 00 .0

DISCUSSION AND CONCLUSION

It is the purpose of this paper to present a gérmadel toward an
understanding the dynamics of women entreprenecaii@ers and to suggest some
research issues, framework and part of methodabgioncerns that will likely
shape the investigation. From the general viewpiiné very much logical to
develop the framework that may include factors $ikeiological, political, economic,
psychological, cultural values, perceptual valuasd leadership values that
influence entrepreneurial behaviour.

Financial reasons such as profit maximization amital funding will become
priority for those who are willingly to be in thaiginess. Without enough financial
support, it is hardly to believe that any business sustain its growth and
competitiveness either in local or what more toirbe¢he national or international
market. It is expected that one of the main reagamgenturing into businesses is the
inclusion of the dimension pertaining to the finahcriteria. In fact the work of Zarina
Salleh et.al (2004), and Blanchflower and Oswal@{) clearly demonstrated the
evidence of the importance of financial aspectsatda assisting SMEs to maintain its
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competitiveness. However this study generated gipsite findings indicating very
low strength of relationship and not significantiethis not only dissimilar but against
established theory of motivation based on extringward. For some women
entrepreneur, the fact that having a stable fimdweaipacity because of husband role in
supporting the family and having a large familyessswill not motivate them to
become an entrepreneur. Observing the assets dimnefscollateral should provide
more avenues for not only starting a business kg axpanding the business
operation. What is happening among the women SMBhat most families are
reluctant to utilize their asset for supporting Itlisiness operation.

One of the fundamental arguments underlying thadwaork of this study is
the environmental infrastructure and the psychobligiimensions that evolved around
the women entrepreneurship studies. This studylglsapports hypothesis | and I1. It
is been widely acknowledged that most small busiemers, regardless the gender
categories theoretically support the role of psiagioal and environmental factors,
which make entrepreneurs exerting themselves infginbss, venture. Numerous
literature demonstrated that the motives of thipivement as most frequently cited
was self satisfaction, the search for independemok various factors linked with
family needs and wants. Among the popular busisestors to be ventured are those
businesses that fall under services and retailihigtware to be operated at a small
scale, requiring low capital investment, minimurbdautilization, a flexible working
hours and the priority to the family, fulfilling ¢ir leisure time. The results from this
study clearly indicate that the psychological megivand supportive environmental
factors may well be linked with the reasons fortugng into businesses especially in a
small-scale basis. In fact earlier studies on lassinventuring demonstrated similar
relationship (Van Praag and Van Ophem 1995, Wab¥91; Ronstadt, 1984).

For small scale business needs, no doubt, educationt an important
pre-requisite but with the training support of dafld to meet the needs of the
SMEs will provide knowledge and skills to be usdadew operating the businesses
(Norudin Mansor, 2004). In order for the businessebe expanded and further
penetrating the global market, the contributioredtication and training are very
much essential. Other than acquiring skills, tHe of education, especially at the
tertiary level aids the entrepreneurs’ in promotdigciplines, identifying options
and making decisions (Robinson and Sexton, 1984dtlition, education acts as a
catalyst for acquiring and disseminating informatihat are needed for running
day-to-days business operation. In fact tertiarycation many times provides
distinct advantages to the business operatorsnmstef developing the networking
with the financial institutions, government agesciand also the multinational
companies. Despite of historical evidence and éstedul theories concerning
education and training role that demonstratednitgortance (Birley et.al, 1987),
yet for the case of this study it does not sigaifity conclude the differences, as
what actually initiate them most is the opport@sittreated within the environment.
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Is there a difference in terms of types of busintkss women prefer to
venture? Again our finding concludes that theradssignificant difference. What
does this reflect? As long as the opportunitiestexind they believed not much
threat to be challenge then women entrepreneumaite forward to venture into
those businesses that could yield them satisfactiore of the reasons for their
interest in service industry, could be due to thghssticated elements such as new
technology, technical expertise, and leadershigitesathat are found to be very
important in manufacturing activities may not betap concern in service
industries. What more if the business is relatiwghall in nature.

Future research directions

It is acknowledged that mostly the business esthirlents of the women
entrepreneurs are relatively among those under ciitegory of small size.
Considering the impact of other more important alaleés such as management
expertise, technology, venture capital, global raeting, culture which is
prominent in today business which has been leftiouhis study are therefore
necessary for enhancing the entire developmenttoégreneurship venturing..

As been many times demonstrated, it is easy foatlagemician to conduct
research that falls on topics of their interest,dffort should be taken so that whatever
knowledge and finding generated should be of maleeg to the practitioners.

Also missing from this research is considerationhef detail investigation
concerning the financial strategy. Obviously, thecessibility to source of
financing will either expand or limit the choicesat can be strategically layout.
But it should be formulate in such away that finahaspects of venturing into
women entrepreneurship should be integral withratbecepts such as innovativeness,
technology adoption, market competitiveness, aifiltitekining for the managers as
well as the workforce in the industry.
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LE ROLE DES OBJETS-FRONTIERE
DANS LA COLLABORATION INTERNE

JEAN-MICHEL VIOLA, PHD *

RESUME. Dans ce papier nous présentons, a travers une dguces, une approche
en quatre étape pour béatir la collaboration intekweis insistons, plus spécifiquement,
sur I'importance des objets-frontiere dans ce e Nous montrons comment de
tels artefacts, qui représentent le produit detdignalisation des connaissances, sont
utilisés par les acteurs comme un espace partageers de Schrage (1995), base
commune indispensable au partage et a la véritaliédoration.

1. Introduction

Comment des connaissances nouvelles peuvent-¢liegréées dans une
organisation? Comment faciliter ce processus? Mdlggs nombreuses recherches
sur le sujet, la réponse a ces questions demeurefiirmidable défi de gestion
pour les gestionnaires (Cavaleri, 2000), confroatées problémes de collaboration
interne, aux besoins de synergies, aux pressiamsuo@ntielles pour innover plus
vite, mieux, continuellement.

Dans ce papier nous présentons, a travers une éaudas, une approche
en quatre étape pour batir la collaboration inte@eite démarche prend naissance
dans un projet de diagnostic des connaissanciggiesitde I'organisation qui débouche
sur la production d’'artefacts matérialisant un espg@artagé et créant le contexte de
la collaboration, source de création de connaigsaada fois tacites et explicites.

2. Cadre conceptuel et méthodologie

Nonaka et Takeuchi (1995) ont développé une théaeida création des
connaissances qui décrit les interactions entceraaissance tacite et la connaissance
explicite. lls identifient ainsi quatre modes dengersion des savoirs: la socialisation
(du tacite au tacite, entre individus), lintersalion (de I'explicite au tacite, de
I'organisation a l'individu), la combinaison (de=Xplicite a I'explicite, du groupe a
I'organisation) et I'externalisation (du taciteéexplicite, de I'individu au groupe).

De nombreuses limites ont été identifiées dansdeegsus d’externalisation,
vu comme artificiel, peu respectueux des individides processus sociaux. Amin et
Cohendet (2004, p. 24) ont méme avance l'idée défiaturait la connaissance codifiée
aussi bien que la connaissance tacite. Nous ntaéressons ici au rle de ce mode de
conversion sur la nature de la collaboration. Tiathellement, le transfert direct
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(socialisation) et le partage (combinaison) sostH@des de la collaboration. Le
premier basé sur un réseau social, une commur@Eugou moins structurée, qui
S’appuie ou non sur une infrastructure informatideesecond basé sur la diffusion a
grande échelle de savoirs codifiés, le plus souseat I'appui des technologies de
I'information et des télécommunications. Nous psmpts ici I'idée que I'externalisation,
c’est-a-dire le processus de transformation detena@issance tacite en connaissance
explicite peut étre un puissant mécanisme de alidibn en produisant a la fois de la
connaissance explicite et de la connaissance.tacite

PARTAGE

CONNRISSANCES a / CONNRISSANCES
EXPLICITES v EXPLICITES
Technelogies de
A I'Information
BXPLICITATION E-Learning APPROPRIRTION
* Livre de + Explique le
connaissances E
Retour besain,
d'expérience y I'emergence de
. Récit la connaissance
ecits tacite
+ Documentation v .

TRANSFERT DIRECT

ONNRISS BNCES
TACITES

+- Compagnonnage
+ Communautés de pratique
+ Co-modelisation

Fig. 1. Quatre modes de conversion de la connaissance
(Adapté de Nonaka & Takeuchi, 1995)

Ce processus se cristallise dans des objectsérenfOF), des artefacts de
connaissance qui servent a la fois de contenu ebrtenant a la connaissance (Grey,
2004), «being both plastic enough to adapt to Ioeatls and constraints of the several
parties employing them, yet robust enough to miaigt@ommon identity across sites»
(Star, 1989). Ces OF permettent la combinaisonst-&'@ire, selon Nonaka et
Takeuchi (1995), le processus de systématisatisncdacepts dans un systéme de
connaissance, combinant différents éléments de atssamces explicites. Cette
combinaison crée de la redondance, une conditiémiglle a I'apprentissage collectif,
la base de la collaboration et de la synergie.rbegssus de construction des OF et les
OF eux-mémes, créent de la superposition, une «@gsage par intrusion» (Nonaka
et Takeuchi, 1995) dans la sphere d'expertisealdré€. Nous voyons la une rupture
avec la métaphore de I'organisation comme une madlorgan, 1990) pour qui la
redondance est avant tout un signe de perte déeftie.

Fischer (2001) met I'accent sur I'importance des @#ns la créativité
sociale. Il les considére comme de la connaissanternalisée qui améne une
nouvelle compréhension dans le contexte de I'eitagtion et de la résolution de
problemes. Les OF servent & des multiples acteams des situations ou chacun
n'a qu'une connaissance partielle et un controlgigdasur I'interprétation de
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I'objet. Ainsi, les OF ont un rble d’intermédiairde médiateur impliquant une
traduction, une coordination et un alignement eleseperspectives spécifiques de
différentes communautés. Une telle externalisgtienmet une démarche réflexive.

Schrage (1995) a établit une lien entre la collation et I'existence
d’objets-frontiére. Il utilise le concept plus géaléd’espace partagé (shared space)
pour développer I'idée que l'innovation ne repoas peulement sur des individus
créatifs ainsi aussi sur des relations créativesfdace partagé permet un acces de
tous les collaborateurs, en temps réel. |l seatfait de modéle, de carte routiére et
de technigue pour gérer une «conversation ambige&espace partagé supporte
'ensemble du processus de création collective denaissance. Comme le
précisent Van Krogh et al. (2002), «such an orgsitinal context can be physical,
virtual, mental or - more likely - all three». Centexte est similaire au concept de
«contenant» (container) du dialogue proposé paactsgour qui il crée les
conditions d’'un champ fertile d’interactions, fasant le partage de sens et
d’énergies qui peut émaner d’'un groupe de persoiass le méme sens, Nonaka
et Konno (1998) ont mobilisé le concept japonaisBdepour représenter un
contexte dynamique d'interactions dans des espaceda connaissance est
concentrée et ou des relations émergent entre ribgidus. Cette plateforme
fournit un point focal ou différents acteurs pdp@it a la création collective de
connaissance, produit ultime de la collaboration.

Dans la présente recherche, nous cherchons a exglomment dans la
pratique, le processus d’externalisation de la amsance, par l'intermédiaire des
objets-frontiere qu’elle produit, peut favoriserdallaboration. L'étude de cas est
alors la méthode la plus appropriée pour investigigs dimensions dynamiques
(Yin, 1990), qualitatives au sens premier du terive, relatives a la nature des
objets ou des phénoménes et non a leur quanties &g rattachent a la famille des
théories de processus (Langley, 1996) car lintenracdynamique entre deux
organisations est d'une importance capitale. Ngoasaretenu un cas unigue pour
pouvoir étudier le processus dans sa dimensiomdiague et pour I'originalité et
'envergure de la démarche entreprise dans cetgan@ation en termes
d’externalisation des connaissances.

Nous avons utilisé, de maniére classique, deuxdgsarcatégories de
sources de données. D'abord, des données secsngaie tracer un portrait
général préparer ainsi les entrevues. Nous nousnssnessentiellement appuyés
sur des documents corporatifs confidentiels. Suelin, nous avons également
complété nos données secondaires par une sérigeyees avec des consultants
internes pilotes de I'expérience.

Ensuite, une série de rencontres avec des actdéss du projet
d’externalisation a constitué le cceur de notre tEmpirique. Nous avons ainsi
mené 17 entrevues individuelles d'une durée de3lhaures et une entrevue de
groupe de 2 heures. Seules les personnes diredtemmgiquées ont été
rencontrées, ce qui assure une certaine satudgmdonnées.
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L'entreprise Power Corp (PC) illustre ce processisxternalisation.
L'objectif de I'entreprise était, & l'origine, deégr le risque de perte de
connaissances. Le cas permet de suivre les eféetsetie démarche sur la co-
création de connaissance, en mettant I'accentestilé des artefacts, des objets-
frontiére. PC est une grande entreprise de serdaas le domaine de I'énergie
dont les revenus ont dépassé le milliard d’euros2@03. PC a formalisé sa
stratégie de gestion des connaissances dans umeotintitulé, Plan de gestion
stratégique des connaissances (2004-2006). litslagi projet en cours, piloté par
les ressources humaines dans le contexte d'unecmeapecifique: le départ a la
retraite de milliers de baby boomers dans les an@égenir. Le plan est plus
particulierement axé sur la prévention du risquepéele d’'expertise d'ou le role
critiqgue de I'externalisation des savoirs.

Nonaka et Takeuchi (1995) insistent sur le fait ¢j@gternalisation est
dynamisée par le dialogue et la réflexivité et da’'eeprésente I'interaction la plus
intensive entre les individus et des groupes. Dedaipt de vue, I'externalisation
est I'élément clé du processus de création de dssares en prenant
successivement la forme de métaphores, d’analadgesoncepts, d’hypothéses et,
finalement, de modéles. PC a développé une séqubexiernalisation en quatre
étapes: cartographie des savoirs, évaluation deticité des savoirs, modélisation
des savoirs et plan de gestion des savoirs.

Dans le cas de PC, la stratégie de gestion desaigmamces s'ancre dans
deux perspectives complémentaires. Dans un pret@eps, mieux comprendre
guels sont et quels seront les besoins clés ereseda connaissances; dans un
deuxiéme temps, favoriser I'acquisition, le dévelment et le transfert de ces
connaissances pour se prémunir de la menace deqiate manque de savoirs qui
pourraient miner la performance future de I'orgatie. Ainsi le schéma 2 montre
un processus organisé autour de quatre activitdéisggoer ce risque.

Cartographie

Criticité

Modelisation

{V v v
Plan de gestion .
. Actions
Des ressources humaines

Fig. 2.L'organisation de la stratégie de gestion des casaaces chez I'entreprise PC
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Nous décrivons maintenant ces étapes plus englétail

2.1. La cartographie comme outils de diagnostic et commeutils de
planification par la méthode des scénarios

Un premier exercice de cartographie des savoirsutdéldans le
département de R-D. Les six directeurs organiseatag¢ance de réflexion autour
d’'une simple question: quelles sont nos expertistg?cours d'un processus
itératif, ils sont parvenus a un accord sur unéecgiraphique reliant les expertises
depuis les connaissances générales jusqu’aux afiplis concretes au sein de
'organisation. Cette démarche était considéréen etté effectuée comme un
véritable audit des savoirs. Toutefois, en dépifaiiqu’une information critique
était assemblée, elle demeurait que de la simfdenration, incapable de servir de
ase a une prise de décision plus efficace en tedmgsanification des savoirs. Il
manquait une évaluation de la valeur réelle de wdsgsavaient, maintenant et
dans le futur, dans un horizon temporel de 5 ank0 a

2.2. L’évaluation de la criticité des savoirs comme rég de décision
Dans ce contexte, I'entreprise a décidé d'applitueréthodologie développée
par Ermine et le Club de Gestion des ConnaissaeceBrance (Ermine, 2003;
Boughzala et Ermine, 2004). PC s’est alors engdgés un long exercice de plus
de deux mois et plus de soixante entrevues aveex|@srts pour mieux évaluer la
criticité des connaissances, en utilisant uneegdi 21 critéres autour de quatre
dimensions: l'utilité des savoirs, la rareté, lzilite d'utilisation et la facilité
d’accés. Cette démarche conduit & deux sortessdéats:
— Une description fine du portefeuille de connaissaret des tendances
— Une description qualitative de la nature des cawaaices et des
besoins de transfert
— Ces deux résultats servent de point de déparséclande étape:
— Des décisions sur la composition du portefeuille cdanaissances:
maintenir, se départir, développer seul ou en pariats...
— Des décisions sur le besoin et la nature des #eesie connaissances:
gue prioriser en termes de transfert? Commenttetede transfert?

2.3. La modélisation comme outils d’apprentissage et come co-
création des connaissances

La modélisation des connaissances est utilisée @eR{eux maniéres:

— Une approche classique de la modélisation poureécm livre des
connaissances, des procédures, des méthodologieguiter le travail futur.

- Une approche plus novatrice qui utilise la co-misdébn dans des
situations de taches tres complexes. Avec le stphor simple logiciel
de modélisation, I'expert et le novice s’engagesdan processus de
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modélisation d’'une tache spécifique: I'expert msdéka tache puis le
novice modélise ce qu’il a compris de la tachealgeért. lls s’engagenet
ensuite tous les deux dans une co-constructioratitté d'un modéle
jusgu’a ce que les deux soient satisfaits du et la représentation. Ce
processus aboutis a une description validée dpditize. Cette facon de
procéder a prouvé son efficacité pour les tachegplexes de I'entreprise.

2.4. Les plans de gestion des connaissances comme cartegieres

Finalement, des plans de gestion des connaissdnoest rédigés au
niveau des directeurs puis intégrés au niveau gart&ment. Le plan incorporent
différents types de données: cartes, échelles itleitér ressources humaines et
démographie de la maind’'ceuvre, tendances, platram&fert des savoirs...

Le cas de PC améne un éclairage particulier suguastion d'importance
pour la collaboration interne: le réle clé des tsbfeontiére, d'une part, et la gestion de
ce processus par la création d'un contexte faverabi produise de tels objets tout
en facilitant leur réle dans la collaboration. Naliscutons ces deux questions dans
la section suivante.

3. Discussion

Les objets-frontiere, comme le souligne star (198®kc a-propos, sont
suffisamment flexibles pour s’adapter aux besootalix et aux contraintes des
différents acteurs qui les utilisent tout en étanffisamment robustes pour
maintenir une identité commune entre ces acteues.c® point de vue, nous
pouvons considérer les cartes, les échelles deitéitles modéles et les plans
produits par PC comme des objets-frontiére dontdale existence favorise
I’émergence d’'une collaboration et, de ce fait,n@'«co-création de connaissances,
de nature largement tacites.

Ces objets-frontiere permettent la combinaison,sans de Nonaka et
Takeuchi (1995), c’est-a-dire, un processus deémyatisation des concepts dans
un systéme de connaissances, qui combine différentaposantes de connaissances.
Cette combinaison crée de la redondance, une camgitéalable a I'apprentissage
collectif et a la synergie. Toutefois, cette redmmzk est traditionnellement vue
comme une perte d'efficience dans une organisatiortue comme une machine
bureaucratique. Pouratnt cette redondance s’ave&ément clé de la productivité
collective chez PC car elle permet de créer desspamtre les groupes isolés pour
batir des projets communs.

De ce point de vue, les cartes, échelles, modélpkes sont de puissants
outils de gestion des connaissances collectivesi® diveaux:

— lls favorisent la socialisation. En tant que réfiésails contribuent a

créer un espace partagé qui est la base du dia{8gheage, 1995).

- lls favorisent I'internalisation en créant du sexisen favorisant un

sentiment d’appartenance par identification & woelyction spécifique.
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La crate, par exemple, permet aux acteurs de nseurprésenter leur
position et leur r6le Bien que cet aspect ait gtéiié au départ, il s’est
avéré un élément de motivation et d’engagementithdl extrémement
efficace.

Comme l'a souligné Grey (2002), les objets-fromti#eprésentent une
importante classe d'artefacts de connaissanceaks &t associés au processus, au
sens, a l'alignement et a la réification des cassaices. lls matérialisent une étape
centrale dans la dynamique des échanges et dedagtion de savoirs. Toutefois
pour remplir ce role, ils doivent étre créés dansantexte particulier comme le
résume la figure 3, ci-dessous.

Décentralisation

= Antnoona
Pluralisme
Varicte o .
Vi @6 Inertinn Cible
=7

Partage
Itération

Fig. 3.Contexte favorable a la création des objets-froatié

Nous pouvons identifier cing conditions critique ndale processus
d’élaboration et d’utilisation des objets-frontiggeur développer la collaboration
et la création collective de connaissances:

- La décentralisation du processus. Cette caradtiristbasée sur
I'autonomie des acteurs permet d’obtenir un engageret une appropriation de la
méthodologie. L'approche n'est pas implantée «elésnain» mais, au contraire,
ce sont aux acteurs eux-mémes de fixer les moslal#géson déploiement. Dans le
cas de PC, les directeurs du département ont gu &xx-mémes de nombreux
parametres de I'approche, incluant le calendrienplantation, les variables clés a
retenir, les participants a la démarche...

- Le ciblage du processus. Cette caractéristiquegebasur la
précision des intentions permet d’éviter les intétations quant aux objectifs plus
ou moins cachés. Dans le cas de PC, il était clas,le départ, que le projet devait
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déboucher sur des décisions quant a la compositiguortefeuille de technologies
et les priorités a accorder a ses différentes cearges.

- Le partage des connaissances. Cette caractéristisgié créer un
certain niveau de redondance, une zone d’intemsedis savoirs, un lieu commun
qui serve de point de départ a la collaboration.I'Bbhsence d'un tel lieu, la
synergie se perd dans une approche par silo cidregémérer de I'efficience mais
stérile du point de vue de la collaboration. Haiscbmpétitivité actuelle des
organisations passent de plus en plus par leurcitapd’innovation et cette
innovation est avant tout un phénomeéne collectif.

- Un processus itératif. Cette caractéristique visg@rendre sur le
tas, en expérimentant, en tatonnant, en échangeasé, trompant, en recommencant.
Cette approche est stressante pour I'organisatiges gestionnaires car elle est
source de risque, d’imprévu et de perte de contiddeplus, elle peut étre percue
comme trop lente et coliteuse. Mais c’est souveprilea payer pour ne pas se
tromper et engager I'ensemble des acteurs dansiémarche commune vraiment
productive d’'innovations.

- Un processus pluraliste. Cette caractéristiqueavigéer de la diversité
dans la démarche. Cette variété est requise damedare ou la diversité des points
de vue est nécessaire pour innover.

Ces éléments permettent de créer un contexte faleoga I'émergence
d’objets-frontiére productifs.

4. Conclusion

Il est possible de stimuler la collaboration interde maniére significatif
comme I'a montré le cas étudié. Les gestionnaiasent créer un contexte favorable.
Ce contexte permettra aux objets-frontiere, crétsup processus d’externalisation
de jouer leur role dans la stimulation de la callation interne et le déploiement
de synergies.

Malgré ses avantages, cette démarche n’est pas esahéches. Tout
d’abord le processus d’externalisation peut sestoamer en exercice exessivement
bureaucratique par des méthodologies trop fornedisBeuxiémement, I'approche
doit franchir la barriére du temps car c’est unreixe long et coliteux qui nécessite
un mécanisme d’actualisation constant et rigourgéwmisi€emement, cette approche
peut étre percue comme un exercice politique conume facon de béatir de
Iégitimité autour de questions sensible de rédnafiactivités ou de licenciements.
Finalement, il peut étre considéré, a tort, commesubstitut a un apprentissage
continu sur la fagcon de stimuler I'innovation ettanstruction de synergies.
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SMALL AND MEDIUM ENTERPRISES -
CHANGING SCENARIO IN A CHANGING WORLD ORDER:
A CASE FOR SMALL AND MEDIUM ENTERPRISES OF INDIA

DR. HALIMA SADIARIZVI *

ABSTRACT. Like every economy in its growth process, Indianngeoy too over
the decades has undergone several structural dramegtions both in the main
sectoral components as well as in the intersectaakformation. What is more
noticeable and significant is not the change fromalsscale to medium scale and
to large scale production sector but a broad bakadge within the composition
of products, production techniques and the resut&nical efficiency.

The importance of small and medium scale entegpitisthe process of economic
development of the Indian economy becomes mor@gland significant when we
examine its contribution to Gross Domestic Produstpss Domestic Capital
formation, employment generation capacities as wasll promotion of exports.
Nonetheless, since globalization of the Indian Boona move towards liberalized
economic policy, the small and medium sector hasreftected any positive co-
relations between opening up and attainment ofgrgeowth targets.

The present study aims to examine the reasons i®dabuna and suggest
measures to policy planners which can be implendend# only by India but also
by many developing countries in their similar sitoas of growth process.

1. Introduction

In most of the developed countries and many ofdéneloping countries
world over, Small and Medium Enterprises (SME’'s¢ #&eated as a composite
sector with appropriate policy interventions angldframeworks.

In India, however, for various socio-economic aigiidnical reasons, the small
scale industries, Khadi, village industries, haradts, etc. have been dealt with
separately. Medium industries and Medium enterpiage yet to be formally defined.

India attained independence in 1947, adopted pthrmo®nomic growth
path with Socialistic Pattern of economic developtm&s a major framework. It
started with its planning process since 1950 addhlat present is in its third year
of the tenth Five Year Plan. Different degrees laweéls of achievement have been
attained in the sector of agriculture, industry garious services sectors. Shortcomings

! Associate Professor, Department Of Economics, Jhfifia Islamia Central University,
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and less than targeted growths have also beenuarefgature of these sectors.
However, due to its Geo-political, social and ingion framework, the degree of
progress is to be appreciated to a great extene @ihthe major policy
programme/framework/ decision of the Governmenndfa with the regard to the
industrial development of the economy since 1950keen:

1. To create a major large scale industrial base énpiliblic sector
with special emphasis on employment generationagpand price stabilization.
2. Since a greater part of India lives in the rurattse with

agricultural base it was the economic necessitygaiitical compulsion that India
had to give substantial priority to the small sdal@ustries including agro based,
handcrafts, handlooms (Khadi) Industries, with saigal degree of protection in
terms of their progress, promotion and growth.

Global business is clearly not a ‘level playingldiewhose actors
constitute firms of different sizes, huge TransHaggrates, SME’s, encompassing
different objects, goals, claims, and stakes.

Until recently, the high protectionist walls surmaling India’'s SME’s
helped them to cope with competition, big busingsggobalization etc., such
protection under the different policy frameworks/ddbecome vulnerable due to
the shift in economic planning reforms adopted esif®90-91 with emphasis on
globalization, liberalization and privatization. this context and for facilitating
growth with wider employment generation, there gr@wing realization that India
should adopt SME concept, for its own survival sexiice and growth.

2. Materials and Methods

In India the SME is generally referred to as ‘Smstlale industry’
including the tiny sector and the ‘Small Scale 8m% and Business Enterprises’
(SSSBE). SME's have always represented the modada@b-economic policies of
the Government of India which emphasized judiciogs of foreign exchange for
import of capital goods and inputs; labor intensimeode of production,
employment generation; non concentration and ddfusf economic power in the
hands of few ( as in the case of the big businesséds);discouraging monopolies
practices of production and marketing; and finaitiective contribution to foreign
exchange earnings of the nation with low imporeirgive operations. .

The SME’s of India are broadly characterized onliasis of:

2.1. Category 1 The amount of investment in fixed capital asset.

2.2. Category 2 The extent of employment generation.

2.3. Category 3 Their contribution to Gross Domestic productiexports etc.

2.1.Category 1The small scale industry is currently defined as an
industrial undertaking in which investment in fixedsets[plants and machinery
(excluding land and building) whether the plant/hiaery are held on ownership
terms or on lease, or by the hire purchase] dod¢serceed Rs. Ten million.
However, to enhance their competitiveness bothérmdomestic and global markets
for technological up gradation and adoption of inégional quality standards, the
investment ceilings have been raised from Rs. Téliomto Rs. Fifty million.
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The total number of Small scale industries haseased from 1.948
million in 1990-91 to 3.572 million in 2002-(3able 2.1]. This significant rise in
the number of the small and medium enterprisescti

1. That it has been comparatively easier to estaldistmall and
medium enterprise as it requires a relatively laswount of investment both in
fixed and flexible capital assets.

2. That the small and medium enterprises are growing auch
faster rate and thereby creating potentials fopatiiemployment and exports.
3. That since the adoption of more liberalized poliogasures the
scope for their growth has been enhanced greatly.
Table 2.1
Time Series data for SSls in India
Fixed Production Employment Export
.. _| investment
Year No. of units (at current (at current Nos. in million  |(Rs. billion)
(millions) ’ ’ : .
prices) prices)
(Rs. billion) (Rs. Bn.)

1973-74 0.416 22.96 72.0 3.97 3.93
1974-75 0.498 26.97 92.0 4.04 5.41
1975-76 0.546 32.04 110.0 4.59 5.32
1976-77 0.592 35.53 124.0 4.98 7.66
1977-78 0.67 39.59 143.0 5.40 8.45
1978-79 0.734 44.31 157.0 6.38 10.69
1979-80 0.805 55.40 216.35 6.70 12.26
1980-81 0.874 58.50 280.6 7.10 16.43
1981-82 0.962 62.80 326.0 7.50 20.71
1982-83 1.059 68.00 350.0 7.90 20.45
1983-84 1.155 73.60 416.2 8.42 21.64
1984-85 1.24 83.80 505.2 9.00 25.41
1985-86 1.353 95.85 612.28 9.60 27.69
1986-87 1.462 108.81 722.5 10.14 36.43
1987-88 1.583 126.10 873.0 10.70 43.72
1988-89 1.712 152.79 1064.0 11.0 54.89
1989-90 1.823 N.A. 1323.2 11.96 76.25
1990-91 1.948 N.A. 1553.4 12.53 96.64
1991-92 2.082 N.A. 1786.99 12.98 138.83
1992-93 2.246 N.A 2093.0 13.406 177.84
1993-94 2.388 35.376 2416.48 13.938 253.07
1994-95 2.571 40.799 2988.86 14.656 290.68
1995-96 2.658 49.620 3626.56 15.261 364.7
1996-97 2.803 54.698 4118.58 16.0 392.48
1997-98 2.944 60.549 4626.41 16.72 444.42
1998-99 3.08 86.106 5206.5 17.158 489.79
1999-00 3.212 72.633 5728.87 17.85 542.00

69



HALIMA SADIA RIZVI

2000-01 3.312 79.703 6390.24 18.564 697.97
2001-02 3.442 84.329 6903.16 19.223 712.44
2002-03 3.572 90.450 7420.21 19.965 860.12

Source Development Commissioner (SSI), Ministry of Sm8ttale Industrie
Government of India

2.2. Category 2:The small enterprises sector is a vibrant segrorihe
Indian Economy which has contributed over 39 pdroéthe industrial sector output
and 34 percent of the nation’s exports and provatagdioyment to over 19.965 million
persons through 3.572 million units (2002-03) spreath in the urban and the rural
areas of India. It has been estimated that 1001Q8$es of investment in fixed assets in
the small-scale sector generates employment foipkensons.

Along with agriculture, the small enterprise sedtauding both SSI and
SSSBE provides the largest employment generatidengals in the country.
During 2003-04 the small sector registered a graath of 8.6 percent as against
7.0 percent for overall industrial growth.

The significance of SSI and SSSBE in employmenteg@ion can be
noted that while in 1990-91 the sector provided leympent opportunities to
around 12.53 millions of people which over the diecdas gone up to 18.56
million in 2000-01 and to 19.96 million by 2003-04.a steady growing populated
country like India this huge contribution to then¢uof almost 80 percent in fifteen
years is definitely a significant benchmark in ¢gewth process.

The small and medium enterprises no doubt haverbeanore important
in the structural transformation of the economy #raindustrial sector.

2.3. Category 3: The SME’s contribution to the GDFable 2.2] can
be analyzed for the same period (1990-91 to 200304 it has been noted that in
the year 1990-91 the gross domestic product framsctor was Rs.68295 crores
(at Constant 1993-94 prices) which has increasdgista84428 crores in 2000-01
and further to Rs.228730 crores (constant pricek088-94) reflecting an overall
growth rate of 3 times a decade and to 4 timesoiurtéen years. Though in
percentage terms with respect to GDP their shagdean reduced from 14 percent
approx to 8 percent for the same period. It isithisrsectoral transformation which
is a significant reason for the present study.

The intersectoral SME’s have witnessed drastic gbhanin their
compositions and their production techniques; ihis which reflects change in the
industrial base due to the change in the econoeficms policy.

Another important component within the broad maceconomic
aggregates is the investment capacities and cdpitalation by this sector. Data
[Table 2.2] on this aspect suggests that for the period aysfixed investment has
increase in absolute terms from Rs. 93555crord9e®-91 to Rs 147348 crores in
2000-01 and for 2003-04 the increase is to the tdifiks 170726 crores.
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Table 2.2
Performance of Small Scale Sector based on Third @sus of SSI's
Fixed GDP (Rs. crores)
Investment (Rs.[Current Prices |  Constant Prices(1993-94
crores) prices)
S.No. Year
1 2 3 4 5
1 1990-91 93555 63518 68295
2 1991-92 100351 73072 79180
(7.26) (15.04) (15.94)
3 1992-93 109623 85581 93523
(9.24) (17.12) (18.11)
4 1993-94 115795 98804 98804
(5.63) (15.45) (5.65)
5 1994-95 123790 122210 109116
(6.9) (23.69) (10.44)
6 1995-96 125750 148290 121649
(1.58) (21.34) (11.49)
7 1996-97 130580 168413 135380
(3.82) (13.57) (11.29)
8 1997-98 133242 189178 147824
(2.05) (12.33) (9.19)
9 1998-99 135482 212901 159407
(1.68) (12.54) (7.84)
10 1999-00 139982 234255 170709
(3.32) (10.03) (7.09)
11 2000-01 147348 261289 184428
(5.28) (11.54) (8.04)
12 2001-02 154349 282270 195613
(4.75) (8.03) (8.08)
13 2002-03 162533 311993 210636
(5.30) (10.53) (7.68)
14 2003-04 170726 357733 228730
(5.04) (14.66) (8.59)
15 2004-05 projected 176795 400505 246662
(3.55) (11.96) (7.84)

Source Development Commissioner (SSI), Ministry of Sm&itale Industries,
Government of India.
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With respect to exporfable 2.3] their (SME’s) contribution has gone up
from Rs.13883 crores in 1991-92 to Rs. 69796 criore®00-01 and to Rs. 86013
crores in 2002-03.

SSI Sector plays a major role in India's presepoexperformance. 45%-
50% of the Indian Exports is contributed by SSIt8edDirect exports from the
SSI Sector account for nearly 45% of total expdBssides direct exports, it is
estimated that small-scale industrial units contebaround 45% to exports overall.
This takes place through merchant exporters, tgatimuses and export houses.
They may also be in the form of export orders flange units or the production of
parts and components for use for finished expagtgbbds.

It would surprise many to know that non-traditiopabducts account for
more than 95% of the SSI exports.

The exports from SSI sector have been clocking lExdegrowth rates in
this decade. It has been mostly fuelled by thegperdnce of garments, leather and
gems and jewelry units from this sector.

The product groups where the SSI sector dominatexports are sports
goods, readymade garments, woolen garments anevdarit plastic products,
processed food and leather products.

Table 2.3
GROWTH OF SSI EXPORTS
Year Total exports Exports from SSI Percentage share
(Rs. Crores) sector
(Rs. Crores)
1951-52 716 Negligible -
1961-62 660 Negligible -
1971-72 1608 155 9.6
1976-77 5142 766 14.9
1981-82 7809 2071 26.5
1986-87 12567 3644 29.0
1991-92 44040 13883 315
1992-93 53688 17785 33.1
1993-94 69547 25307 36.4
1994-95 82674 29068 35.1
1995-96 106353 36470 34.2
1996-97 118817 39249 334
1997-98 126286.00 44442.18 35.19
1998-99 141603.53 48979.23 34.59
1999-00 159561.00 54200.47 33.97
2000-01 202509.7 69796.5 34.47
2001-02 207745.56 71243.99 34.29
2002-03 252789.97 86012.52 34.03

SourcesTotal Exports - Economic Surveys — Various Issues
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3. Discussions:

3.1 Composition of the Small and Medium Enterprises:

The small scale industrial sector of the Indianneeoy encompasses in
itself almost all of the products (including a langumber of services) produced by
the Indian industries within the economy. Mostlad times the products produced
by the small and medium enterprises comprise of itttermediary products
produced by the large scale industries. They alslide semi processing units and
processing units which are an important link betwerports and reexports. Thus
it would not be out of context to mention that SMIEct both as a backward and
forward linkage to the overall industrial sectortioé Indian Economy.

As a result of economic reforms and a deliberateemtowards globalization
and liberalization of the Indian Economy the shiftthe unit's contribution to
production and exports reflect that the small sdatustries have undergone
substantial technical change in their productioocpss. At the same time it would
not be wrong to state that with globalization aibeédalization coupled with WTO
regime India’s Small and medium enterprises haea Ipassing through a transitional
period. With the slowing down of the economy initn@énd abroad particularly
USA and European Union, and enhanced competitiom f€hina and a few low
cost centers of production from abroad many urdigetbeen facing a tough time.

However with the technological up gradation, inggional business
outlook, competitive spirit, willingness to resttue and government’s aid and
assistance and cooperation the small and mediusrpeises of India will see
through the light and come out of this passing phas

3.2 Contributions, Assistance And Developmental Measures Provided By
The Government Of India, Banks, And Non-Governmental Organizations And
Self Help Groups:

Keeping in view the economic and social factorshwan emphasis on
encouraging entrepreneurship, the Government éé linas been providing support
to the small scale industrial sector on a protectiasis by offering subsidies, fiscal
concessions, priority lending, reservation of itewhsnanufacture and has directed
financial support through banks and other finantitdrmediaries. With these the
sector has been growing comparatively more tharatteeage growth rate for the
industrial sector as a whole. Gradual shift in fhalicy programmes of the
government since liberalization can also be witeéssom those of protection to
competition, promotion and growth to face the @majkes of a free and open economy.

3.2.1 Government’s Promotion Policy and supportek:

In order to help the sector integrate with the stdu at large within
liberalized economy framework, the Government adianhas announced new
policy measures, such as:

a. The investment ceiling of a small unit rose to K&million.
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b. Other investors (Including large scale enterprisesl foreign
investor) are now allowed 24 percent equity pastition in a small scale unit.

C. The Act on delayed Payments to Small and Ancilengerprises
has been promulgated.

d. The reserve bank of India has announced a packageasures such
as expansion of ‘single window’ loan scheme. Baarksencouraged to open specialized
SSI branches and to give greater priority to tlogosén their annual credit budgets.

e. Access to inputs has been improved by giving S$dripr to
allocation of iron and steel from public sector eridkings and by removing
obstacles to imports of a range of raw materiatsiatermediate products.

f. The number of products which are reserved for $8ids at 800
in 2003-04.

The Government of India during pre liberalizaticgripd i.e. before 1991
had several incentives and subsidies for promatio8SI sector. These included
providing term finance at concessional rates ofriggt, higher debt-equity ratio,
capital investment subsidies to encourage invedtrireress developed areas,
incentives for starting electronic industries etc.

3.2.2 The Non Government Promotion Structure:

Besides, World Assembly of Small and Medium Entegs (WASME),
there are three national associations represeatingpes of industries small and
large. These are ‘Federations of Indian Chamber€afhmerce and Industries
(FICCI),” Confederation of Indian Industries (Chd ‘Association of chambers of
commerce and industries (ASSOCHAM)'. These assiotiatrepresent mainly the
interests of large scale industries. However tlasseciations have membership of
small sector as well and represent mainly the pobtated interest of SSI sector.

The process of liberalization and globalization tbé Indian economy
initiated more particularly since 1991 has not ahisown up myriad opportunities
for the SSI sector, but has also exposed it tartherent risks of the free economy.
While there is a general perception that in a feeenomy, the viability and
sustainability of smaller manufacturing units areler threat, it has to be realized
that there will always be industrial activities whiare carried out by the tiny,
small and medium units rather than in large uniteannot make business sense
for a large company to do anything that can be doaee competitively by a small
unit. In a liberalized and efficient industrial g, linkages between the small,
medium and large sectors are mutually supportimgrext competitively erosive. In
fact, in the first decade since liberalization Btsted, the SSI has been sustaining
growth rates higher than industrial average thawipg its resilience. However, it
has to admit that opening up of the economy doss ponumber of challenges in
immediate future to SSI sector, which has so fanlesulated in a number of areas.

These issues to some extent have been solved lyavernment of India.
In this direction, SIDBI, as the apex institutioar fpromotion, financing and

74



SMALL AND MEDIUM ENTERPRISES - CHANGING SCENARIO IM CHANGING WORLD ORDER

development of this sector, has over the yearsntaeveral initiatives. These
include enlarging and liberalizing the scope ofsBry schemes of assistance,
development of tailor made products in tune witl ¢hanging requirements of the
SSI sector and undertaking various promotional oress Besides encouraging
and supporting various agencies involved in asgjsthe SSI, SIDBI is also
pursuing the aim of becoming 'one stop shop’ cagetd all the needs of the small
industries, be it finance, technology, marketingrdrastructure. Now, while 45%
of India’s assistance is through refinance rou&2o5of assistance is extended
directly. SIDBI now has a humber of products, whédiim to solving to some extent
the problems listed out above. These are billsnfiireg, Single Window Scheme,
Working Capital Term Loan, Factoring Services, Kofgervices, Technology
Development and Modernization Fund (TDMF), Ventidireancing, Marketing
finance and assistance for development of infrasire for healthy growth of SSI,
and extensive support services programmes suclma$f Bidustries Management
Assistants Programmes, Skill-cum- Technology Upagtiad Programme,
Entrepreneurship Development Programme, specigjranomes for Quality and
Environment Management.

In order to protect, support and promote small rpniges as also to help
them become self-supporting, a number of protectind promotional measures
have been undertaken by the Government. The promatmeasures cover

- industrial extension services

- institutional support in respect of credit féals,

- provision of developed sites for constructiorsbéds,

- provision of training facilities,

- supply of machinery on hire-purchase terms,

- assistance for domestic marketing as well agpgp

- special incentive for setting up enterprisebackward areas etc.

- technical consultancy & financial assistancetdéahnological upgradation.

While most of the institutional support servicesl aome incentives are
provided by the Central Government, others areraitfdy the state governments in
varying degrees to attract investments and promotall industries with a view to
enhance industrial production and to generate gmaat in their respective states.

Besides it must be noted that the small and medinterprises of India
have diverse, vast and different product and tephes base which makes
applicability of any scheme and adaptability of at@chnique less effective.
Elements of bureaucracy, corruption and red-taplaok of lobbying capacity on
the part of these entrepreneurs slow down the pbfatbeir potential growth.
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3.3. Prospects and Opportunities

By the very nature of their operations, industualts in the small-scale
sector enjoy certain inherent advantages over lgjer counterparts.

The free economy will usher in accessibility to deg markets, greater
linkages for SSI with larger companies and margetiatfits, improved manufacturing
techniques and processes. Various measures adbptésovernment of India,
Reserve Bank of India and SIDBI have attemptedlaviate the problems of SSI
sector. These initiatives coupled with other depsients in the economic
environment will enhance the prospects of SSis.

With increasing globalization and entry of multioatls, immense
opportunities have been created for outsourcirg, ntracting and ancillarisation of
the products manufactured by corporates partigularl non-core sectors like
automobiles, engineering and consumer electror8&. the vibrant sector can
derive maximum benefit of these developments.

The modern information network available today wiien the gates for
applied research and keeping abreast with advamtemwmie technology with
changing trends. SIDBI has set up a Technology &ufer the SSI in association
with the Asia Pacific Centre for Transfer of Teclogy (APCTT), a body under
the UN umbrella. The centre facilitates technoltigyups between Indian’s small
enterprises and overseas companies.

By its less capital intensive and high labour apson nature, SSI sector
will make significant contributions to employmenérgration and also to rural
industrialisation. This sector is ideally suited haild on the strengths of the
traditional skills and knowledge, by infusion otheologies, capital and innovative
marketing practices. This is the opportune timedgbup projects in the small-scale
sector. This expectation is based on an esseptdlife of the Indian industry and
the demand structures. The diversity in producigstems and demand structures
will ensure long term co-existence of many layefsdemand for consumer
products / technologies / processes. There wilfltngrishing and well grounded
markets for the same product/process, differertide quality, value added and
sophistication. This characteristic of the Indi@omomy will allow complementary
existence for various diverse types of units.

4. Conclusion

The SMEs in India reflect the following featureacs the liberalization of
the economic reforms of India since 1990-91. Brpdlaky are

1. The Government of India along with the State Gonmmts and
specialized institutions have taken care to chdahgeutlook of business from one
of protection and restriction to that of substitatiand liberalization.

2. These in turn have created a sense of competittnwith respect
to capacity production and employment generation.
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3. The SMEs have to a certain extent taken advantdg¢he
flexibility on import fronts and thereby have wéid modern international techniques
to remain in business.

However, in terms of cost competition, technologigaimum utilization and
vibrant international marketing strategy is stilsging among the SMEs of India.

These have resulted in not creating any conducase lfor the SMEs as
also existed prior to the liberalization procesd Aence it clearly does not reflect
positive correlation between the opening up of ¢eenomy and attainment of
higher growth targets. To overcome these shortcgsninthreefold manifestation is
required both domestically and at the internationatket field.

The domestic market must capture the latest oatailable resources both
in terms of techniques and financial assistance lamtd for themselves and
infrastructure which should promote their interasté only in the short run but
also in the long run as this heritage of compediiess and efficiencies must be
passed on to the next generations of future erstneporrs.

Bottlenecks apart, the Indian bureaucracy and agtration must now be
allowed to be dominated by professionals rathem fi@liticians.

At the international level, there must be an oped welcoming attitude
with fewer restrictions in the WTO regimes. The Agagglomerates should also
provide the Indian small and medium enterprise$ wit‘level playing field’ to
display their talents, potentials and cost comipetitess.

These are not only requirements from internati@maha for Indian small
and medium enterprises but for many such smallraedium enterprises of other
developing nations, who may also be sailing indémme boat. Time is not far away
when these changes come over the world dominatiorsrball and medium
enterprises will be unstoppable. Probably these SMill have to provide healthy
environment for others to survive and flourish.
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ABSTRACT. The aim of the present study is to provide a petfrsome aspects
concerning the FDI contribution to the privatizatiprocess in the manufacturing
sector in Romania. First part of the study analysatistics on FDI presence in
different sectors in Romania. Successful or failtases illustrate different stories
in the privatisation process. Investigations weesle) based on questionnaires, on
the situations in 7 large FDI companies in the nfacturing sector. The second
part of the study presents findings concerningithgact of FDI on the human
capital issues in the respective foreign compargen the limited investigated
sample, the findings are to be taken as exampielsnat to be generalised.
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Introduction

In most of CEECs, FDI have played an important inléhe privatisation
of the state sector and, consequently, in promatireg market economy. These
countries are generally characterised by manycitteness reasons for FDI such
as comparative lower labour costs, along with ethatand skilled labour force, an
encouraging fiscal regime as well as other sigaiftqgoromotion measures that are
aiming to attract foreign investments. Usually, thays in which the foreign
investors enter these economiesfatienew investmen(green field investment), as
participant at the privatisation procegbrown investment), and byergers and
acquisitionsof already existing private or state owned comganRegardless the
ways of penetration, FDI have certainly had a s$igamt impact on the host
economies. Issues such as the impact of FDI on mizxd¢ion of economic
structure and exports, on technology and managesh@élst transfer, the impact on
balance of payments, the trade off between FDIlexuthange rate etc. were widely
examined and debated in the literature in the field
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In Romania the evolution of FDI has fluctuated loseaof the slow economic
reform: the privatisation of the state sector sthtater than in the other CEECs; the
specificity of privatisation process (mass privatitn) was not favourable to FDI ‘s
participation in the first stage, and the businelssate was not encouraging and
friendly for many years. (see, Chiritoiu; Dumitand Hunya, 2002, Voinea, 2003).

From 1996, the situation has changed, and impoffiamgign investors
participated in the privatisation process (ARISP20p. 5). Even if there is an
increasing trend of FDI in Romania, the size of FBhd the FDl/capita are
comparatively placed on a lower position that thegisting in other countries in
this area, and certainly less than Romania’s needs.

Based on statistics and on various documentary riakste our study
presents, in the first part, short comments coriegrithe FDI orientation on
sectors. Two cases — one on metallurgy and the athe in the food sector -
illustrate the success and failure in the privéitisaprocess with FDI participation.
The second part of the study deals with the resiutin field investigation
concerning the main reasons of investing in Romaam on human resource
issues in a number of 7 foreign companies. Thepadtpresents our conclusions.

1. FDI on economic sectors Success and failure stories

Statistic investigations made by the National tns#i of Statistics and the
National Bank of Romania provide us with informaticoncerning the FDI*
orientation by sectors in 2003.

Table 1.
FDI on sectors in 2003
Economic sectors % of FDI orientation
Total 100.0
Manufacture, out of which 51.8
- metallurgy 11.8
- food, drinks and tobacco 9.7
- chemical industry 8.6
- transportation equipment 5.3
- machinery and equipment 4.6
- textiles and leather goods 4.3
- wooden goods, including furniture 2.6
- computers, electrical apparatus, radio-TV, comigations 2.2
-other manufacture sectors 2.4
Mail services and telecommunications 14.9
Trade 11.4
Financial and insurance mediations 9.2
Services provided to companies (real estate trangamns, renting|6.6
etc.)
Other activity 6.3

Source National Bank of Romania and National Institute&Statistics

*FDI as total investments included: social capitalnvested net profit, net credit
80



CONTRIBUTION OF FDI TO THE PRIVATISATION IN THE MANJFACTURING SECTOR IN ROMANIA

Ometallurgy

HEfood, drinks and tobacco
Ochemical industry
Otransportation equipment
Emachinery and equipment
Otextiles and leather goods
BEwooden goods, including

furniture

Ocomputers, elect.app., radio-TV
,comunicatons

BMother manufacture sectors

Metallurgy was one of the largest industrial sectors in RomaAs one
may see, the metallurgy is one of the top sectdtts BDI participation. It was one
of the largest industries in terms of productiotunee and number of employees.
Moreover, in many cases, the respective industoviged jobs for almost the
entire community where big companies were placeehting an extremely high
economic dependence on one single company. Consguany downsizing
measure led to social movement on large scale. Agywnportant restructuring
was needed, including downsizing. The sector btatkfrom state aid (write-offs
and debt rescheduling) in order to implement restiming (Atanasiu and Oprescu,
2004). Because of the sector’'s size, the overstadfeuctures, the inappropriate
management and losses accumulated in several yawaisbecause of the large
budget drains (black holes), the state-owned coiepain the sector were also
difficult to privatise, as potential investors wedéescouraged. Only very strong
investors could undertake such huge problems.

During the accession negotiations between Romardatlze EU, the state
aid awarded to the steel industry was one of thst mensitive issues. Romania has
to remove any kind of state aid, including thoseeady stipulated in the
privatisation contracts.

The sector also faced huge environment problemschwheeded big
investment for a real step change. The above mesdi@xisted in all state steel
companies. It also happened in companies like SiléXalati, and Tepro in lasi,
which are presented in the following case boxes.itSs obvious the need for
strategic investors and when such investors wessing, the privatisation actually
failed (see, CS Resita, which was sold to a verglissized American company,
which was unable to fulfil its contractual obligais, because of cash flow
problems (SAR, Early warning report Romania 3/2(G03,2).
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Box 1

The SIDEX case has been the most important privatisatidtoimania. The company is th
biggest steel manufacturer in South-Eastern Europeitarproduction represented abd
4% of the national GDP in the year 2001 when the camppeas privatised; yet, because
inefficient management and wrong market orientattbe company had become one of

biggest "black holes" of the Romanian economy. Agthre state owned companies, it h

the highest losses and debts; it was also a vepgriaint employer at national level - over
36,000 employees by the end of 1996v(v.amadeus.bvdep.cgrhis situation made the
SIDEX case one of the top issues of privatisation in &um Even if many questions haye

been rising around the privatisation process oégid remained a successful story in {
steel industry, as the production has increased tfam downsizing was realised due to

restructuring process and without negative socigbact. In 2003, two years after the

privatisation, the company has reported a 3,687,980 ROL profit before tax
(www.amadeus.bvdep.com

The buyer of th&sIDEX wasLNM ISPAT (MITTAL STEEL after a merging process
October 2004), one of the major steel manufacturetee world. The company is know
as having important expertise on restructuringestatvned big companies, and w
involved in privatisation cases all around the woirh the steel industry. ThSPAT
experts started by cutting costs and changing theketing strategy. The main chang
operated by the new owners of the company weréthéwithdrawal of the barter systern
the renegotiations of all major contracts, develepnof a network of authorised deale
and investments in technology.

ISPAT avoided social problems associated with the restring of the company. Th
government prevented negative social impact ofdbwnsizing by remittances schem
(including the RICOP, a scheme under the PHARE peession programme). Thus, on
7400 employees left the company, in change of gaisesocial remittancgSAR, 2003,
p.29). LNM ISPAT highly invested in technology and restructuring twenpany - the
investments in 2004 reached $ 100 million, fronotaltof $ 240 million investments sing
2001 Adevirul economig nr. 48 (658), 1-7 Dec 2004however, the generous facilitig
and incentives from the state made the privatisadigood business f68PAT (facilities
regarding VAT exemptions for acquisitions, the tfansation of state debts into shareg
three-year postponing for paying the employeesakcoontributions to the state). The E
Romania negotiation results regarding competiidhprobably lead to the re-negotiatio

of the initial privatisation contract regarding timelirect subsidies — which will cover the

entire steel industry. The national strategy for thetallurgy sector also stipulates t
downsizing of the major companies, the most affebeEingSIDEX ISPAT (wWww.Iri.ro).

Despite of the above-mentioned shortcomings, whakesISPAT a ‘happy story’ of
privatisation? First of all, because the investocceeded to “save” a company whi

otherwise would be damned to death. The technology been improved, and the

environmental standards strengthened. The prodiyctincreased, and there were
significant employment problems. The company sucegetb reverse the trend
increasing annual losses, and to become profitéblesa www.amadeus.bvdep.com
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Therefore, the company is going to contribute tostia¢e budget.
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Box 2

SC TEPRO SA IASI is a Romanian company operating in the metallimgystry, one
of the industries facing huge problems after thiklapse of the communist regime. T
company’s main products are longitudinally weldéelektubes, cold-formed profile
steel guardrails for highways and other types atiso

In 2001, the Authority for Privatisation and Managmt of State Ownership (APMS(

later called APAPS and now AVAS) informed on theortunity to invest in TEPRQ.

At that moment, the company’s situation was quitarthtic because the financial de
and the stock of goods kept on growing, the nunatbemployees decreased constar
(fortunately that led to the increase of labour dodivity) and the demand ¢

metallurgical products was reducing, both on themmal and internal market. After four

unsuccessful auctions, the chosen privatisatiornogetvas the direct negotiation wi
the Czech companyELEZARNY VESELY , instead of privatisation through th
capital market. The most criticised aspects of thathod were: the total assets ws
under-evaluated, the negotiation process lacketsparency (the trade unions and

shareholders claimed that they hadn’t seen thelCatéer), the Evaluation Commissio
assessment methods were questionable and the mpadtsation conditions didn’
include the necessary provisions regarding thethgolicies. Even if another compan
respectivelyPAS-Privat TEPRO IASI (an association of no less than 3053 employ
from TEPRO who chose to buy an important part ofctirapany’s stock) was offering
similar price/share, they were turned down anddhech company was preferred.

According to Gabor Hunya (2000, p.31) ,the inveslidrnot fulfil its contractual obligations:

no investment has been made, the equipment wagtex@s scrap metal, more than agr
number of employees has been laid off’. Finallg donflict was solved by the Romani
Supreme Court of Justice, which considered theaacmull and void. The Supreme Cour
decision meant that the partners of the contrace we step back to the situation beft
contract: APMSO gets back the 51% of the shareZBhdZARNY VESELY gets back
the money invested (Ovidiu Nemteanu, Ziua de Msicch 11/2005). The media got al
involved by running many investigations that reedasome controversial aspects - APM
was accused of postponing the enforcement of th&ramb nullification until the genera
elections and the failure of this privatisation wasortunately connected to the death
Virgil SAHLEANU (the former union leader). The attempts of the ABAP elude the
payments to the Czech company finally cost the Rigmagovernment over 1,2 millio
dollars (Ovidiu Nemteanu, idem )

Later on, the company was taken over by LNM HoldiNgsfrom India, nhow rename
Mittal Steel (the company has 74% of the company’s stock), lwilailso invested in
Sidex Galati.

The case o5C TEPRO SA |IASI revealed the difficulties of the privatisation pess,
especially the impact of delays. The labour for@es strongly affected by the lack of
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coherent strategy regarding the lay offs and théttances offered to the employees.
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Another sector that attracted the interest of FB$ whe food sector. Initially,
food and drinks sector lagged behind, as the compduosually state-owned) were
overstaffed, had low productivity, and lacked teeessary equipment to respond to
the market and to EU quality standards. The aged-fodustry attracted many FDI,
both greenfield and brownfield investments (aceuydio the National Bank of
Romania, the FDI in food industry represents 9.7¢cthe total FDI in the
manufacturing industry, on the second place dftentetallurgy industry with 11.8%).
Many important foreign investors in Romania operatethe food industry (beer
manufacturers, soft drinks manufacturers, diangpcers and sweets manufacturers).
Among the top 100 foreign investors in Romania éhare: Interbrew Central
European Holding (Netherlands), Sucre-Est Devel@gmmSA (France), Efes
Breweries International BW (the Netherlands), SABMUSA) - Ursus SA — now,
Compania de Bere Roméania, Coca Cola HBC Romaniaft Kioods International
(USA). Many companies in the food-industry are att00% oriented towards the
domestic market. Contrary to the general perceptim opinions of some important
investors (Compania de Bere Romania SA (beer ptiodicprivatisation), Kraft
Europe (sweets and similar products, privatisatiandl Dorna Lactate SA (diary
products - part of Natural Dorna Investment HoldB#y, greenfield) revealed that the
labour costs and the quality of the labour forcendbrepresent the main reasons for
investing, and reasons such as the Romanian n@kettunities and raw materials
availability (for the diary products) prevailed. éhhighly invested in technology
improvement. The competition in this sector becauite strong, due to the entrance
of the multinationals. Since the sector was ovifestathe number of employees was
reduced, mainly because of structural changes.faie@gn company Kraft Romania
represents one interesting successful experiernbésinsector.

2. Findings from field investigations

2.1. Methodology

The empirical investigation was made using a qaestiire (see the
Annex) that had close and open questions. The iquestvere grouped as to
provide exact information about the company, butetgeal also the perception on
several business climate aspects they operate len.s@dmple of companies was
selected according to the companies’ size — 7 camparom top 100 foreign
investments — and to the availability to respondhi® questions as well. We are
grateful to these companies for cooperation. Stheeselected companies belong
to few sectors, they do not illustrate the opiniomshe whole economic spectrum
and has to be taken only as examples. Extendedtigadons are certainly needed
in order to have statistically relevant findingsncerning the FDI impact on
economic sectors. The investigation has been madagdFebruary-April 2005.
Since the legislation is changing (e.g. Amendmeatthe Labour Code), certain
aspects in the companies’ answers might be diffexftar several months. We kept
the answers as made in the while of investigation.
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Box 3
KRAFT ROMANIA
Kraft Foods is the second largest branded food and beveragpamy in the world),
comprising Kraft Foods North America (the largesariied food and beverag
company in North America) and Kraft Foods Interoadil. Companies sell thei
products in more than 145 countries worldwide, afgermore than 200 productio
facilities and have a global workforce of approxieta 114,000 employee
(www.kraft.com)
Kraft Foods Romania is a subsidiary oKraft Foods International, a part ofKraft
Foods the global food business of Philip Morris Compenilnc. Kraft Foods
Romania produces and markets successful confectionerycaffde brands such as:
Poiana (a very successful brand), Smash, Suchaimana, Sugus, Yam-Yam and
imports Jacobs coffee. In 1992 KFI enters the Géatrd Eastern Europe market and|in
1994 the Romanian compamoiana - Produse Zaharoasevas acquired byraft
Foods International and becameKraft Jacobs Suchard Romania In 1995 Kraft
Foods Romania became the sales leader on the Rammaarket, and in 1999 it held
62% of the market (Savu, www.aiesec.con
In February 2001Kraft Foods International purchased the coffee brands of Supreme
Imex Romania, more commonly known as Nova Brasdlimajor coffee producer an
distributor. This acquisition proves their interéstthe Romania market. According {
Stephan Warley, Managing Directraft Food Romania, these brands represent
perfect complement to our current business, anditiposus well for future
growth”(www.kraft/newsroom.coi
Regarding the impact on employment, the traininggmms, based on a Japanegse
model, provided byKraft are very illustrative, along with all the workingrditions’
improvements such as: canteens, toilettes, fitfiasiities, etc. The first programs
targeted the top management (an important numbeRashanian executives werg
)
n

="

[e =}

trained abroad and some of them were sent as @&tpatin other Kraft divisions), an
the next ones were more tailored (each employes fperative staff was involved i
these creative programs). The Human Resources Mamagdtted that “the quality
management and all the quality standards are fifitisat if the decisions taken do nat
reach the ones involved in production” (Capital riR[1999). For Kraft Romania long
term human resources strategy is the best waydaceessful business in Romania.

The seven companies that have been interviewedlldstrating foreign
investments in Romania are: Dorna Lactate SA (8od¢Benerale Romania Fund),
Compania de Bere Roméania (Ursus SA — SAB MilleBleGtica SA (Celestica), Kraft
Foods Romania (Kraft Foods International), RerofRandocarton (Ganahl), Dunapak
(Dunapak). Three of them are green field investsmeahd four are brown field
investments. All the companies involved in thisdgtinave very high foreign capital
share (over 90%); this situation offers the investimcreased control over the
company, leading to higher motivation for compaayedlopment. With one exception,
all investments (green-field and privatisation) Haskn made before 2000. The 7
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companies come from four different industries -i-fmpd, electronics, footwear

manufacturing and package manufacturing- and tmeswers illustrate not only the
company’s situation, but the sector specificityvadi. The investors show a very clear
orientation towards domestic or external markete(d®0% of their production is

oriented either towards domestic or external markéhe companies generally
perceive the market in their industry as more aogencompetitive, compared to the
moment of the investment. With one exception (fritve footwear industry), all the

investors declared their intention to expand theginess in Romania.

2.2 Main reasons for investment

According to companies’ answers, the most impomtaasons for investing
in Romania are the quality of the labour force #rallow labour costsThe market
situation and perspectives represent the secondrieng reason for investing in
Romania, for the interviewed investors.

For most of the interviewees, the FDI legislatiow dhe legal framework
generally encourage investments, but it represmm{sa necessary background for
an attractive business environment, as the comiparativantage cannot be based
on state incentives.

The low labour costs are considered as a main #ayan but only
corroborated with the quality of the labour for@s, the expected employment
needs of the investors regard medium and highBeskiabour force, especially in
the context of business expansion in Romania. Tdp@ions support the
assumption that the expected EU accession of Ramianthe next years will
probably not lead to massive new relocation ofithvestments in countries with
lower labour costs (maybe, excepting the very labatensive sectors such as
textile). One investor mentioned that he employed overeskitaff for certain
lower positions (he hired university graduates rfioedium level positions. The
employees were motivated by higher wages). Thididim supports our assumption
of foreign companies paying higher salaries thamekiic ones.

2.3. Human resour ce devel opment within the companies

2.3.1 Job creation/Job reduction

Following the general rule (Zaman, 2004 p.d®wnsizing would have
emerged due to structural changes in privatisati@ses. All Governments were
very concerned about the social impact. Thereforeny privatisation contracts
stipulated the investors’ commitment to maintaineatain number of employees
The investigated companies avoided to refer toiBpestipulations concerning the
employment commitment in the privatisation contsact

2.3.2 Employment requirements

Most investors require mainly medium qualified eoyges; with one
exception, no investor has an important sharewfdaalified labour force. In the
privatisation cases, regardless the present stdresialifications, the investors
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appreciate a future need of medium and highly edillabour force. In the
greenfield cases, the medium skilled labour forepresents the main future
employment need. We may conclude that the genewd ffior labour force will

target more skilled groups than in present.

2.3.3 Employees’ age and sex

The most important age group is represented by42%ears old segment.
The people over 45 often face difficulties in gatia job, in spite of some
incentives provided by the law in order to factitdahe employment of long term
unemployed people.

Concerning the gender structure of employment, ithigery much linked
to the type of sector. Traditionally, certain sestemploy mainly male or female.
However, we have noticed that sectors like agraifowmustry have very diverse
employment structures, despite the traditional egmplent policies with high share
of female employees. Explanations might be the gbarin terms of technology
endowment, and re-allocation of labour force onltiwal market, in the context of
very low mobility between regions.

2.3.4 Local labour force

All the companies have a strong majority of Romane&mployees in
executive positions. This is a very important figli as it highlights, firstly that
they came for the quality and the comparative labower cost; secondly it also
shows the long-term perspective of the investorhp vdid not come for a
temporary de-localisation, motivated by cheap labdotce, but mainly because of
their high confidence in the employees’ skills lemed capabilities.

2.3.5 Working conditions

Three companies made clear reference to the imprents of the
employees’ working conditions such as:

» safety equipment (2 companies)

e production equipment and machinery (1 company)

e canteen (2 companies)

e sanitary facilities (3 companies)

» wardrobes (3 companies)

» fitness facilities (1 company)

* health insurance (1 company), as indirect incoraeritive

2.3.6 Human Resource Development

With one exception, all investors offer trainingggrammes for employees,
both in executive and operational positions. Ta@éing programmes take place in
Romania as well as abroad (or only abroad). ThHeskinfjs reveal a strong and real
interest of the investors in human resource deveéop (at all levels), as well as
know how transfer, given the fact that all of thafier training programmes
abroad for the Romanian employees.
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2.3.7 Contracts

Full time contracts are the main employment option all companies.
Part-time contracts remain only the exception, assalt of the stipulation in the
present Labour Code. According to EU Commissionluatin (European
Commission, 2004), the share of part-time contriactstal contracts is only 5% in
Romania. From this point of view, the investordyfldopted the general trend in
Romania, regarding the types of contracts.

2.4. Productivity

All companies statedhat the productivity increased, compared to the
moment of the investment. The main factors thatttethe productivity increase
are the new technology and working condition imgments. All the answers
mentioned both factors; the two-privatisation casemntioned the restructuring
process as one cause of the productivity raise.

A very interesting differentiation has emerged lew the privatisation
and green field cases regarding human resourceslagenent and motivation
programmes. The first category obviously transtitiee employees’ involvement
strategies and practices from the parent compahg.tWo cases studied showed
comprehensive and coherent programmes including:

» ldentification of personal objectives in the objees of the company.

* An open performance analysis system (including rmédion, self-
assessment and constant feed-back)

e Support for innovation

» Training programmes

In the green field cases, only one company answérethe question,
mentioning non-financial incentives based on pentorce.

2.5. Law

Regarding the social contributions legislation, @trall investors perceive
them as an obstacle to job creation. These ansblierdd be considered taking into
account the high level of social contributions ionfania, compared to European
average. It is noticeable that only in the privaien cases, the interviewed foreign
investors made comments on this issue. They alsdemacommendations
regarding the necessary amendments to the Labode @oorder to provide the
labour market with more flexibility. We mention &gps such as: the obligation of
wage guarantee fund should be removed, duratiowesfkly average working
hours should be 48, instead of 40; the hiring aridgf conditions should be more
clearly stipulated for both parts; trade unionsutionot interfere with production
organisation; bureaucracy should be reduced; trgirshould be encouraged;
change of unclear regulations regarding the fulihtnof the contract provisions.
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2.6. Policy recommendations

In a few privatisation cases, the investors madansents regarding the
FDI law and policy. Their recommendations concéenfollowing issues:

» Corruption

» Fiscal facilities

» Encouragement of labour force flexibility

* The upgrade of the methodologies on the law impigat®n

» Differentiated facilities for FDI based on natios#lategic priorities

* Incentives for capital reinvestment, regardlesstofrigin (domestic
or foreign)

The European integration is generally perceivedhaging a positive
impact on FDI. The remarks on this issue regarded:

» The improvement of employment rate and skills eflébour force

» The increase of export opportunities, especiallg tlu customs tax
reduction

* The improvement of FDI opportunities on medium term

Conclusions

There were various experiences with FDI particgraiin the privatization
process. However, FDI certainly represents an itapbcontributor to the economic
development in Romania, and to the human resowegelapbment as it resulted
from our field investigation. We may mention thepontance of foreign best
practices transfer in the field of working conditi training and development, or
organisational culture

Along with technological change, it is expected imcrease of the
productivity level and, accordingly, of the wagedkE therefore, the differential
wage gap is a temporary factor of attractivenes§ .

In order to keep the FDI interest, other factorssimoe emphasised in
promotion measures such as attractive businessoanvent, law stability, better
infrastructure, corruption reduction.

The education system has to enforce its links witle business
environment to respond better to the market nessls the findings concerning the
companies’ intention to hire more medium and higtitifled workers), and to the
future EU labour market.
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Annex
Questionnaire for foreign investors:

1 General information about companies:
1.1 Your company:
a) Has taken over a Romanian company
b) Developed a business in Romania
1.2 What is your company?
Subsidiary of a parent company
De-localization of a foreign company
1.3 Which is the capital share in your company? (%)
a)Romanian capital.....%
b) Foreign capital ....... %
1.4 When did you take over/start your business?

15 Which industry do you operate in?

1.6 Which is the destination of your production? (%):
a)External market .......... %
b) Domestic market ....... %

1.7 Please, mention the technological level of your cgrany?
a) low
b) medium
c) high

2. Reasonsfor investment
2.1 Please, rank, in order of importance, the main reams for investing in
Romania (1- the most important, 5 — the least impdant).
a) Quality of labour force(Qualification level,
foreign language
PC skills, etc)
b) Wage level
c) Market dimension
d) Market perspectives
e) Fiscal regime
f) FDI legislation
g) Future EU accession
h) Natural resources availability
i) Others. Please, specify
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3. Competition and market
3.1 Do you perceive the competition on the marketds increased since the
moment of your investment?
yes
no
3.2 How do you appreciate the competition in yourexctor?
strong
weak
absent
3.3 Which are your main competitors?
multination
large Romanian companies
SMEs
3.4 Please, describe your company’s strategy foretfuture in Romania?
expansion
maintanance
downsizing
3.5 Please mention the number of your Romanian sutentractors

4. Human resources
4.1 If your investment was the result of a privatisation contract, did it state
any requirements regarding the number of employees
a)yes
b) no
4.2 How has the number of employees changed?
a) increased
b) decreased
4.3. How would you explain the increased number @mployees (if the case)?
a) Activity expansion
b) Structural changes
c) Others: please, mention
4.4 How would you explain the increased number ofnegployees (if the case)?
a) Activity reduction
b) Structural changes
c) Leavings upon employees’ request

d) Lay-offs
4.5 Please, mention the structure of personnel byuglification (%)
LOW ..oenieeee. %
Medium .......... %
High .............. %
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4.6 In the future, which qualification(s) will be mainly required by your

company?
a) low
b) medium
c) high
4.7 Please, mention the structure of personnel byga (%)
a) Under 24 year ......... %
b) 25-34 year ............. %
C) 35-44 year.............. %
d) 45-54 year ............ %
e) 55 and over ........... %
4.8 Please, mention the structure of personnel bg% (%)
a) male ........... %
b) female ......... %
4.9 Please, mention the structure of personnel byategory (%)
a) Operational ......... %
b) Executive ...........%
4.10 Which is the share of Romanian employees inaoutive positions (%)
......... %

4.11 Which is the share of Romanian employees in opetiahal positions
(%?)?

4.12 Please, mention some measures taken by your comparfor the
improvement of working conditions

4.13 Do you provide training programmes for your employees?

a) yes
b) no
4.14 Which category of employees is included in theseggrammes?
executive
operational
4.15 Location of training programmes:
in Romania
abroad
4.16 Please, mention the share of the market contracts?
a) Part-time ......... %
b) Full-time ......... %

4.17 How would you appreciate your company’s relationstp with the trade
unions?

a) Very good

b) Good

c) Satisfactory

d) Unsatisfactory
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5. Productivity
5.1 Did productivity increase since the moment ofe investment?

a) yes

b) no
5.2 If yes, please mention the causes:

a) restructuring

b) new technology

c¢) improvement of working conditions

d) others

Please, specify a few methods of increasing the cmitment of your

employees:

6. Legal framework and FDI promotion
6.1 Do you consider the present level of social doibutions as a barrier
against job creation?
yes
no
6.2 The new Labour Code was adopted in 2003. How gou appreciate it?
a) Very good
b) Good
c) Satisfactory
d) Unsatisfactory

Please, comment

6.3 How would you appreciate the FDI legislation?
encouraging e
discouraging d

Please, comment

6.4 How would you appreciate the impact on FDI of Bmania integration into
the EU?

Please, comment.

Thank you

Name and position of the interviewee Date
Signature and stamp
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SMALL CONSTRUCTION FIRMS - MATERIAL MANAGEMENT
MODEL IN COMPUTER MEDIA

OLCAY CET iNER?

ABSTRACT. In this study, The design an information system Wwhigll enable
to reach needed information to manage materiatdastruction realizations of the
small construction firms and the subject of prodgca software where it can be
used to apply this designed system are considdiee.quick improvement of
equipment and techniques of gathering and analyinfiogmation by the usage of
computers and information technologies engenderspaters and information
technologies to become the indispensable comporentsalization of material
management, one of the functions within constructi@anagement in the sector of
AEC (Architectural Engineering Construction).

Introduction

In the construction sector, material, together \dthor force and equipment,
constitute the three main resources of the consruprocess and covers 60% of
the total construction cost {B). Rational management of material is one of the
factors to reduce the construction cost and carigtruduration. Material Management
is directly related to all the other functions b&tprocess. To provide the quality
and efficiency improvement by achieving correct amdtime information flow
using the Information Technologies is the main sabjof this research. Small
sized enterprises play an important role in theneodcal and social development
of a lot of country, as it is the case for Turké&ypuigan, 1998). Both economically
and socially it is very important, since the numbgpeople setting their lives by
working at this small firms, can not be depreciafike terms, principles, rules and
methods that are valid for the big firms are alstidvfor the small firms. They
have different attributes. Having different attiesi and different problems, it is
required to analyze solutions with different appioss. For this reason, the
scientists and researchers prefer to examine thiggmms during the management
process of the small firms separately from the aridse big firms.

Within the developing technology, the AEC sectomagement functions
applied during the construction process are redlipeoviding the association
between functions within the context of computededi systems. There is a
consistent use of ‘Computer Aided Information Systein all sectors (production,

1 PhD. Yildiz Technical University Faculty of Architure Dep.of Arch. Barbaros Blv. BEKTAS/
ISTANBUL/ TURKIYE, e-mail:_cetinero@yahoo.co.uk
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commerce, service, information). Compared to treesgors, AEC sector does not
use the systems consistently and efficiently algoi is a part of the production
sector. The reason for this is indicated as thatcibnstitutional features of AEC
sector do not have suitable conditions for the ofsénformation Technologies
which are project type production, multi-attendeastruction process, production
at site area. It is observed that the improvemeut eéhange in AEC sector are
peculiar to big firms, but the Small Constructidfisns are either at the preparatory
phase or just beginning phase to use them.

Utilising Information Technologies. a ‘material neement information
system’ model designed and a software to use #sggded model is generated, to
enable the accurate choice and efficient use ofemadtwithin the Material
Management during the realization projects of theals Constructions Firms of
the sector AEC. As the study generated, identibioabf the Small Constructions
Firms, the basic principles of Material Managermeami relations with construction
projects, the usage of Information Technologies @hd systems researches are
utilized. The design and realization of this modedieveloped within the computer
aided design package program using the programtaimguage and in a modular
structure. A Small Constructions Firms project besen and application outputs
are given at the test phase of the model.

Small Construction Firms

In many countries, researchers use different defmiand criteria for the
term Small Scaled Firms (SSF) @eanav, 2001). Measure of value of the
definition researches consists of employee numbwachinery park size and
independency criteria not to cause a conflict kaitla national or an international
level. Definitions at the researches may differoading to time, economy, sector,
market, people and subject related firms.

In this study, to attain the definition of Small &truction Firms (S.C.F.),
guestions formed for the survey benefiting fromimigbn researches. From the
results of the “Establishing Small Constructionnfist Features Survey”, it is
achieved to define the Small Construction Firmembithat take place in construction
sector determined by the results of the survey%d @6th their qualitative criteria,
80% to 100% with their quantitative criteria andoeiedence wise totally, with
determined features of these firms relying on theearches above mentioned a
general definition can be made for “Small ConstfarcEirms”.

In the study, it is observed that the SCF that titats the scope of
application of the generated model, have the béikied features;

- Firms Realizing Material Management together wifth big firm or by
own means, according to the content of the operatio

- Realizing operation using a subcontractor,

- Realizing only a small part of the operation vihtiee big firm is demanding,
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- Machinery park consisting of tools that enablesuse information
technologies,

- Realizing the operation by renting the acquiregchinery park during
the application,

- Firms that has the basis to be a big firm anyetthey get a big project,
using the experience and knowledge gained in tingeflaom applications,

- Realizing Material Management using informatienhnology,

- Obtaining detail solutions and changes that mayabquired during
application using information technologies.

Detecting SCF which can use the model generatdtkistudy, questioning
“construction process and computer’'s role during firocess”, a survey held to
ascertain if these firms are using information texdbgies. Furthermore, at the
second part of the survey, considering inspectiod application phases which
field of information technologies they are benefiti at these phases are
determined. Firms realize their applications byngsiComputer Aided Design
software for design and drawing and by using MSid@ffExcel software for
preparing quantity lists. The software used forariat management (Excel, Word,
Pro.Man.) are partial or temporary solutions. Theljeve that alternative solutions
will be accepted 100% for the use of informatiochtelogies in AEC studies of
the SCF. It is observed that they are ready to auseew model which would
contribute to their realizations (Cetiner, 2004).

A Material Management Model for Small Construction Firms in Turkey

Method of Generating the Model:

In the study, using the properties of the CAD safevwhich are used
consistently in SCF, an integrated system reatimait suggested within the CAD
software, considering project management principldsing the programming
language, the opportunity to apply material managenn the same media they
always work and not in another media is given te AD user SCF. The
generated model has a modular structure. As theehuath operate integrated in
the CAD media, it also has the specialty to opematiependent. Independently
operating property is generated to adapt the miodéifferent CAD media. There
appear a lot of problems having the material mamage information flow
improper and incomplete. For this reason, a stwdyealized to formulate the
information flow within CAD, MM and users. A dataa$e is built to store the
required information. The model consists of funesioand possibilities which
enables easy adaptation to the firm’s structuré trie help of the software which
produces an interface using the firm’'s actual caepwsystem and operating
system. The realization steps of the model are rgéng material information,
purchasing, involving process that will be heldsite (figure 1).
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Developing Material Information

Purchasing Material

Material Process on site
e Delivery
¢ Quality control
* Entry process
¢ Output process
e Transfer to the requested area
e Purchasing if there is a lack of stock

WORKING WITH A COMPUTER AIDED DESIGN PROGRAMME
(Office + production place)

Fig. 1. Material Management + Application proposal in Conep Media

The purpose of Material Management Information &ystan be defined
as take under control the purchase and usage ofmtterial in construction
activities. Supplying the material information abathich quality of material, with
which purpose, how much used by whom, it will eeablem (managers — decision
makers on site) to have information about (for thtendecide) when, how much,
where from, under which circumstances to maintagsé¢ materials.

It consists of

* preparing quantity file (with the CAD property-omposed each new
piece, component, etc. added to quantity file aatozally),

* material code (the material that get in the syste e.g.: 0001 which is
used at the model),

* data base integration, preparing purchase o@sidering the date that
the material will be used, it gives a warning mgssir purchase orders),

* integration with the design (with the CAD properthe type, quantity
and etc. of the material that will be purchased aatomatically updated to the
guantity file if there is a change),

* integration with application (change in activgieluring construction it
can update schedule),

* tracking (reporting can be made at the end dfifitipg the data) properties.
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It is considered that material management functamesrealized on site +
office and in relation with other sites. Materighimagement input, process and output
phases are examined stages in the model and adst#ps are included (chart 1).

Chart 1. Material Management Input, Function and Output Phases

Input Function Output
Construction Schedule
Constituting Material information material infortien
Quantity list
having market research
(brochure, catalogue, web resources) demand form
supplier information receiving approval and reskg
purchasing information
material information determining delivery date (@dhle) purchasing informatiory
supplier choosing and ordering warehouse entm fo
purchase demand purchase information preparation
Purchasing informatign tracking material supply material tracking, delwér

and situation controls

demand from the material tracking in the warehouse
warehouse, and situation control
warehouse entry forr Material form preparation warehouse exit form
material demand form preparation
Material related form Material entry form preparation Material relatednis

Material entry (delivery) form preparation]

For the Constituting Material information functioto be realized
construction schedule and quantity list are in@rnd material information is the
output. For the functions of having market reseandteiving approval and
researching purchasing information, determiningvdgl date; material information
and supplier information are inputs and demand fanad purchasing information
are the outputs. For the functions of supplier slvwgp and ordering, purchase
information preparation and tracking material syppburchase demand and
information are inputs and warehouse entry form araderial tracking, delivery
and situation controls are outputs. For the fumgtiof material tracking in the
warehouse and situation control, material demanigy @nd exit forms’ preparation,
demand from the warehouse, warehouse entry formrmaatdrial forms are inputs
and material forms and warehouse exit form arethputs.

Tools Used In the Model:
Using the dynamic tabling and developing constauctelement listing
properties of the CAD systems, obtaining quanigyihformation is an important
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contribution to the data input of the model. VBtediwith the structure that can
design and can find special solutions integratetl application allows design and
construction teams to have the coherency duringegr@rocess. This specialty is
accepted as the important input (tool) at the b@gmpoint of the study.

The properties of the Model;

Osubmitting an easy and an apparent interface tasgke with the help of
the dialog windows and transfer and stock data attgect based data base,

[0To provide all users to share and use the dataeasame time (to reach
rapidly the approved update information and to slthe organization)

[Being able to work integrated with data base,

[Being able to transfer (import, export) data fronegsoft Office (e.g. Excel),

[Having an interactive structure,

[Being designed with Windows architecture, workimgcoherence with
printers, readers, and other environmental unittomit the need of an additional
function,

[INeed of a short adaptation time with an easy legrnuser directing
structure and helping tools,

[Being designed for subject works of the subcordramt small construction
firms business.

Algorithm of the Model:

During the realization of the model proposed in ttedy, solution
considered for material management is obtained ailbw chart, step by step and
visually expressed., Model design oriented maipsstnd steps that are indicated
in the “Material Management Input, Function and g@uatPhases list” (chart 1)
which includes the material management functiopsstge being composed for the
Material management flow chart to be constitutefteiAthat, a flow chart that
consist material management functions detailedgpgred step by step.

In the study, algorithms of the main module and suddules that will
compose the model are prepared one by one congjdie material management
function flow chart (figure 2).

In the main module, Construction schedule, MIS @at Information
System) and Reports modules take place. Constru@ahedule Module, avoids
delay in material delivery consequently avoids gafa construction by warning
the demand date which was set during purchase &déne material that will be
used during construction phase to be deliveredime.tin the MIS Module,
Material information entry, demand process, delivprocess, ordering process,
control and reception process, warehouse returceps) stock taking process, junk
material process can be held. Reports Module, Wiedata for all the applications of
material inputted, material information report aitgpcan be obtained one by one.
After finishing the process, it is possible totekie main module and return back
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to the CAD media to make any revisions or applaeti This way the user has the
opportunity to transfer all the necessary procefksematerial management, in the
CAD media which he/she is familiar with.

Computer Aided Design Media

v

<Entry to main mod%

v

schedule Main Module

v

Material Information system

v

Matrial Information entry

Quantity list Information
(from CAD or menu)

y

Delivery/deadline Material order Supplier research
alert < (Information entry from WEB)

Report output

v

Gxit from the main me@

Returning back to the CAD media

Fig. 2. Steps that CAD-MMIS Main Module contributes to ffiedel
to be realized (Flow Chart of the Model)

The Process and Application of the Model:

In the process of the model, it is avoided to uskre texture and etc.
features, but instead plain and pure design ohtarface is used to enable users’
perception to be easy. MMIS consists of eight mesluivhich are prepared to
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enable different process. Construction schedulereparting modules are examined
separately (Figure 3% Information entry process in the model is resdiby the
prepared forms and all modules have same properties

Computer Aided Design Media

( Entering the main mod@

Construction Material Information System moduhi»_, Reports Module
Schedule Module

\ 4
Actual Schedule

1 r=f 4 MALZEME KONTRO
A MALZEME BILGILERI KABUL iSLEMLER
New schedule
preperation

MALZEME TALEP iSLEMLERI AMBAR IADE iSLEM|
MALZEME TESLIM MALZEME STOK S8

ISLEMLERI ISLEMLERI

MALZEME SiPARIS i
ISLEMLERI HURDA MALZEME ISLH

Geri Cikig

Fig. 3. Processing schema of the Model

Crefer to html page to see the entire processeofrtbdule[2]
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Fig. 4. Screen display of the entry module.

Material Management Information System Module It consists of all
the functions examined in MM (Material Managemergkes input from the
schedule module and with reports module it enatilesoutput of the obtained
information from MIS. Functions constitute the MMkes place under MMIS
module as sub modules (Figure 5).

Sub_Modules Material Information entry Process modul®laterial
Demand and Delivery Process Module, Material OrdgerProcess module,
Warehouse return Process Module Material ContrdIR@ception Process Module
Material stock taking process Module, Material junRrocess Module.
Construction _Schedule Module This is the module where the necessary
information is for tracking of MM according to tilsehedule. The information that
was prior prepared under MS Office Excel can bel fey marking the ‘Actual
Schedule’ option and the necessary informatiorivitt can be reached (Figure 6).
New additions can be made using duration, beginrang completion date
headings by marking ‘New Schedule Preparation’awpti
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Fig. 5. Screen display Material Man. Information Systendmie with sub modules.

Reporting Module: It is a very important module which transmits the
Construction material reports to the printer otthe screen. Without sharing the
information achieved by the process and examinirgprocessed functions MM
wise, it will be unessential. The report optionsghia model are Material Information,
Demand Information, Delivery Information, Orderiimjormation, Controlling and
Reception Information reports.

For the application of the Model; to test the desijand generated model,
a project of a firm which attended the survey dmat tises CAD and MS Office in
their realizations of the sector is used. A lalgelirea is realized in a big warehouse in
this project. Labeling area construction is realiazesing wooden panels, metal
profiles, windows with aluminum jalousie curtainslso there are painting and
flooring processes. Using these processes as ittmutaodel is tested.
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Fig. 6. Screen display of the Actual Schedule option ef@wnstruction Schedule module
(Application steps of the model are transferredlie scenes obtained by operating the program).

Conclusion

In the study, considering the structure, financebfems and operating
systems of small construction firms a model oridrite the material management
phase of construction is generated and is testddapplication software.

Since the model has an open structure, it is plessibshare documents
and to attach a module to the main module whicHritnries the interface of the
system and to add internet based collaboratiors tmothe system. It is possible to
achieve a general material management informatistesn which can be realized
for more than one firm and it is also possible awénchanges on the model because
of the discrepancies of the firms. Each firm shaidgelop a compatible information
plan to achieve their own objective in the minimtime and cost, should determine
the resources and develop the information systettmeiin own structure.

The contribution of the firm staff plays an impartaole at each phase of
the information system developing efforts for tHanmed system to be operated
healthy. After the management decides to develoipfanmation system, the staff
should be informed clearly at each phase. It isoitgmt to inform the staff for
them to contribute to the process and gather gig mformation.
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As a conclusion, the model is generated in compaitbed design media

for material management of the Small Constructioim& construction project
applications. The model will develop theory andcgicee relation in between
design and construction and design-constructiotngeship will be realized.
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ABSTRACT. Closed-end funds are less known compared to opérftends to

most of investors. Due to their classical discoutitgir behavior on the stock

markets is less understood by the individual insmest

These two statements are true on the mature capdiddets, but on the Romanian

emerging capital market, the closed-end funds vese still are the individual

investors’ darlings.
The closed-end funds’ position on the Romanian abpitarket can be —

mildly — viewed as peculiar.

The present paper would try to answer several questike:

- Why are the Romanian closed-end funds more pophkm the open-end
funds?

— Which was the closed-end funds’ contribution to ttevelopment of the
Bucharest Stock Exchange?

— How did the structure of the Romanian closed-emdi$u portfolios evolved/
changed over time?

— How did the prices and premiums of the Romaniasezdeend funds behave
since their listing date at Bucharest Stock Excka&ng

Closed-end funds or closed-end investment compae@®sent the first
investor-owned type of organization that pooled amnsted funds primarily, but
not exclusively, in financial assets. Closed-enggiment companies were born in
Europe in the early f9century and developed in England and Scotlandnduri
1863-87, where investment funds are still poputalay. By the late ®century,
closed-end funds appeared in US as well and peakgubpularity during late
1920s. The open-end funds were formed later, iMd1&2d found the way into
investors hearts in about 20 years so widely tiney bver passed by far the closed-
end investment companies/ closed-end funds thghatad for a long period of
time - after the market crash of 1929. Startinghwit985, after decades of
indifference and obscurity, new life was breatheso ithe industry and closed-end
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2 Financial Analyst, New York, e-matcalugaru@hotmail.com
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funds gained once again popularity. It was nottf@at long, but until 1989 when
the crash provoked another round of losses. Howéverdate 1980s meant also the
formation of a number of closed-end funds that ste@ almost exclusively in
securities of forms located din a single, foreigumry.

What makes the closed-end funds different fromratbeporate businesses is
that they invest largely in the securities of otb@mporations and their core business is
to manage these investment holdings for income nfit. Moreover, closed-end
funds provide “contemporaneous and observable mbdsed rates of return for both
stocks and underlying asset portfolios” [Dimson &bd-Kozerski, 1999].

In US, at the end of 2004, as the data from tabEhédws, the number of
closed-end funds was 620, 75% of which are bond<uRor the same period, the
total number of open-end funds was 8044.

Table A
Fund Type Fund category Number of Funds

Equity Domestic 95
Global/International 62
Total Equity Closed Funds 157

Bond Domestic taxable 138

Domestic international 295
Global/International 30
Total Bond Closed Funds 463
Total US Closed-end Funds| 620

Source; www.ici.org/factbook, Mutual Fund Fact Book, 2005

In Romania, the situation is completely differefst.the end of 2004, the
number of Romanian closed-end funds was 6 all emthwith mixed portfolios,
dominated by equities. The number of active Romanien-end funds was only
16. The small number of open-end funds is the teduiwo crises — in 1996 and
2000 - first generated by the lack of appropriegutation for mutual fund sector
and the second generated by the relaxed attitud®oofanian National Security
Commission toward enforcing the regulations ongyjest open-end funds.

The birth date for the first 5 Romanian closed-dndds could be
considered November 1, 1996 when the Law 133/ 1@86issued. It disposed the
transformation of former 5 Private Property FdridsSIFS. Since their transformation
it was clear that SIFs situation was peculiar [App$998]:

* Those 5 Private Property Funds (PPFs) functionased on Law no.58/ 1991 regarding the
privatization process of Romanian companies. Thnahés law, to each of the 5 PPF a number of
companies was allocated and — in theory — every &®fed maximum 30% of capital in each
company. The 5 PPFs were formed based on regionakatration of allocated companies. Until
October 1996, there existed: PPF1 Banat-Crisan&2 PRoldova, PPF3 Transilvania, PPF4
Muntenia and PPF5 Oltenia. In November 1996, tiRi2Es were transformed as follow:

PPF1 — became SIF1 Banat-Crisana;
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1. they inherit the portfolios owned by the former BPFPFs had no
possibility to choose among the companies they dvamel their portfolio structure
was heavily influenced by the ups and downs of Roama complicated
privatization process, influenced by too many padit interests; in November
1996, the SIFs’ portfolio structure was still undiéscussion and negotiation with
the State Ownership Fund;

2. they had a very big number of shareholders (overlkon each)
and two ‘sources’ for these shareholders: there weyse who subscribed since the
beginning at PPFs and those added (some of theimgdl®97 and others in 1998)
as a result of countless alterations to the lawd @gulations concerning the
Romanian privatization process. Many of these itoresdidn’t even know they
were SIF’'s shareholders. There were also many @saimgthe investors’ data (e.g.
changes of names and addresses, deaths) whicmatezgen tracked.

During 1997 and 1998, the SIFs administrators tmeddifficult tasks to
identify all their shareholders and to solve thaation of their portfolios

Table B — SIFs’ number of shareb

1996 1999 2000 2001 Sept.2004

SIF1 Banat-Crisana 481,989,395 548,849,268 548889 ,548,849,26%48,849,268

SIF2 Moldova 522,083,890 519,089,588 519,089,5889,(8D,588519,089,588

SIF3 Transilvania 546,071,666 546,071,666 546,08l,6546,071,66(%46,071,666

SIF4 Muntenia 564,573,277 628,485,262 696,149,9867,086,515807,036,515

SIF5 Oltenia 563,246,040 580,165,174 580,165,1{740,1%%,174580,165,174
Sources:

For 1996 — Piata Financiara no.7-8/ 1999.

For 1999 — Ogica, 1999.

For 2000 & 2001 — SIFs’ Annual Reports, where aldéd and Piata Financiara no.7-
8/2002.

For September 2004 — Intercapital, 2004

PPF2 — became SIF2 Moldova;

PPF3 — became SIF3 Transilvania;

PPF4 — became SIF4 Muntenia and

PPF5 — became SIF5 Oltenia.

5 The abbreviation comes from the Romanian namehe$e companiesSocietati deinvestitii
financiare. The direct translation in English isdfinial Investment Companies, but we considered
that using the abbreviation: SIF -generated byRbenanian name- would make everyone’s life
easier. Searching these companies on the Interiretspecialized publications under the SIF name
has better chance of finding results.

® The process of compensating the SIFs’ portfoliosktplace in 1997 and 1998. Only at the
beginning of 1999, through a Government Emergenainance no.54/ 1998, the situation of SIFs
portfolios was clarified.

" The face value of SIFs shares is 1000 ROL (0.1 R®) multiplying the number of shares with
their face value, the capital amount can be seen.
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Table C — Number of companies in SIFs’ portfolios (ed of the year)

1996 1997 | 1998 1999 2000 2001 2002 2003 2004
SIF1 Banat-Crisana 2147 919| 907 n/a 72P 663 619 5827
SIF2 Moldova 1052 725 1682 601 n/a 545 | 397 | 371 | 353
SIF3 Transilvania 1352 594 | 573 536 491 n/g n/a 39377
SIF4 Muntenia 1183 446 (468 n/a n/a n/a 340 | 310| 290
SIF5 Oltenia 1172 389 (375 n/a 302 | 271 | 262 | 256| 251

Note: the cells highlighted with blue contain detaJune that year.
Sources:

For 1996, 1997 and 1998 — Piata Financiara noIB883 & no.9/ 1998.
For 1999 to 2004 — SIFs’ Annual Reports, wherelalta.

In table C, for 1996 appears the number of compatrensferred from
PPFs to SIFs. By the end of 1997 the companies’beurdecreased dramatically
due to compensation process with the State Owned.Fsince 1997, the number
of companies in SIFs portfolios decreased contlpuas their managers decided to
sell those companies, close them, to restructute liguidate others.

By the time when SIFs emerged on the Romaniandiabmarket (November
1996), there were several regulations under wHidse peculiar closed-end funds
could function: Law no.31/ 1990, the general law Bomanian companies,
Government Ordinance no.24/ 1993 and the Romarggioiédl Security Commission
(CNVM)® Regulation no.9/ 1996 on Romanian investment fuBdsit was clear from
the beginning that even if the SIFs structure waslas to closed-end funds, their
situation was peculiar and a special law on theaestment funds was necessary. The
laws and regulations concerning Romanian capitakebachanged in 1994 (Law
no.52/ 1994), in July 2002 (Law no.525/ 2002 and/ lre.513/ 2002) and, again, in
June 2004 (Law no.297/ 2004). To all these lawswumber of Regulations and
Instructions issued by CNVM were to be added. Atghesent time, SIFs existence is
based on Law no.297/ 2004. Unfortunately, neitherlaws nor the other regulations
manage to clarify the special statute of SIFs amtd duly 2005, no special law was
approved and issued, which created a lot of comfusinong those who tried to
understand the intimacy of SIFs mechanisms.

Despite all these problems, due to the big numbshareholder, there was a
constant pressure for SIFs to be listed at Buch&®esk Exchange (BVB) Some
sources [BERG, 1999] stated that the first deadtineSIFs to be introduced at BVB

8 Further we will use the abbreviation generatedtsy Romanian name of this commission for the
same reason mentioned in footnote 2.

9 Again, we will use the abbreviation generatedh®s/Romanian name — Bursa de Valori Bucuresti or
BVB. We decided not to use the BSE abbreviationtdu@e fact that this is the same for Budapest
Stock Exchange and we want to avoid any confusion.
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was the Fall of 1997. Then, the deadline was maowdekbruary 1998, to June 1998
and September 1998. All deadlines passed and Sifesstill not listed. During 1999
another problem appeared that of stolen shares.sdh#ion found by SIFs — to
introduce a special code which every shareholder wants to trade his/ her shares
must ask for it. This situation delayed again thes$resence at BVB quote.

Before the start of their listing at BVB, the adistrators of the 5 SIFs
discussed over a controversial decision: to limihat the limit of the ownership of
their shares/ shareholder to 0.1%. The main argtumich the administrators
provided: SIFs are investment funds with a largenlper of small shareholders and
in order to protect them, the limit of 0.1% was es=sary’. The hidden argument
was that those administrators feared they woulddabe power and control over
the SIFs they managed for so long [BERG, 1999; @inr2004]. We must add that in
1999 chairmen for the 5 SIFs were the same pemsbosmanaged the 5 PPFs since
1992 and the decision of their nomination was rgarnpolitical one [Tornea, 1999].

SIFs listing at BVB first tiet" started November 1, 1999 - 3 years to the
date they were created.

The condition imposed by BVB when accepted thénlisof SIFs was that
in 6 months after the listing started, the owngrshinit of 0.1% should be
increased to 5% [Tornea, 1999; BERG, 1999].

Despite the imposed limit and their blurry imageated by the lack of
clear regulations and transparency, SIFs managdiuhdoa way in the hearts of
many investors.

We will let the figures speak for themselves:

Table D — Evolution of BVB total capitalization andSIF capitalization (end of period)

1999 | 2000 2001 | 2002 | 2003 2004 July 2005

BVB total capitalization 6931.3|10956.438573.291580.2121865.5341473. {446968.0
(billion ROL)

SIFs’ capitalization 1206.5/1553.2 | 3555.8| 8199.3 109242 23726.2 407014
(billion ROL)

% of SIFs capitalization {17.41 | 14.18 | 9.22 8.95 8.97 6.95 9.10
BVB total capitalization

Source: www.bvb.ro/summary of trades

10 After the limit of ownership of 0.1% was introdueluring the fall of 1999 the 5 SIFs demanded
an inquiry among their shareholders and the regsowsre amazing: 62% declared they wanted to
hold their shares; only 8.4% declared they wantesktl their shares right away after SIFs listing
starts [Tornea, 1999].

11 First tier is the official name BVB used to desigmits first category, were the best Romanian
companies are listed.
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Table E — Comparative evolution for BVB and SIF trales, volume and value

1999 | 2000 | 2001| 2002 2003 2004  July 20p5
Average trades/ day — total BVB 1611 1968 1416 268776 2494 | 4273
Average trades/ day — SIFs - 1390 (637 |1396 (897 1089 |1916
Average volume/ day — total BVB (4.1 7.1 8.9 16.1 154 51.2| 66.9
(million shares)
Average volume/ day — SIFs - 32 |25 |[338 3.3 4.2 7.3
(million shares)
Average value/ day — total BVB  [5.5 7.3 15.3 | 285 39.5 94.9| 254.8
(billion ROL)

Average value/ day — SIFs
(billion ROL)

15 (19 |83 9.6 239 |87.5

Source: www.bvb.rofor the primary data

Table F - % of SIFs in total BVB trades, volume andralue

% of SIFsin | Nov.1999- July 2005| 1999 2000 2001 220@003 | 2004 | July

2005
BVB trades 51.46 79.63 | 68.36| 44.43 50.87 49,69 51344.98
BVB volume |36.09 67.82 | 63.98| 45.15] 30.p8 30J08 17.¥6.03
BVB value 34.02 43.07 | 36.78| 28.10] 34.19 34/99 313259

Source: www.bvb.rofor the primary data

As the tables D, E and F show, the SIFs capitédimds an important part
of BVB total capitalization (in average for the p#iriod 10.7%), represent 51.46%
of BVB trades, 36.09% of BVB volume and 34.02% &fBBtrades’ value.

Graphics no.1 and 2 show BET and BET-FI evoluti@spectively SIFs
price evolution

BET is the first official index calculated at BVinhse the Fall of 1997; its
portfolio includes the best 10 companies at BVRB;ept SIFs. Due to the fact that
BET has 10 companies in its portfolio, in some biegpit would be named BET-10.

BET-FI is the official index calculated at BVB onlfor SIFs since
November 2000.

The correlation between the relative values of Bl BET-FI for the
period November 2000 — July 2005 is 0.433232.
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Graphic no.1 — BET and BET-FI evolution
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Data presented in tables D, E, F and graphics aad 2 suggests a
possible causality relationship between these @r@ables.

In order to check the type of this relation, a @@mcausality test is
performed on the two indices over the period Noveni 2000 — July 29, 2005
(both on the brut indices and on their logarithrd zates of returll). The entire
test is presented in the Appendix 1.

12 The logarithm zed rates of return for the indexesre used because In(1+r) is a good

approximation for r (when r is the return rate ofiadex | such thag :ﬂ >0). The variables

1

used argnq+ DAL =DMy OV ) g Ty,
bvh_, bvi_, fi

t-1

113



CORNELIA POP, ADINA CALUGARU, MIHAELA MARCU

Graphic no.2 — SIFs’ prices evolution
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To assert a causal relationship between a valfaklend a variable y we
must find that in the system of equations:

{yﬂ } = {'ul} {al GZ} Oy, v ]{gn} we havea, # O(previous movements in x
Yo M, B B . “ Ex

do not help explain movements in y even in the gmes of a lagged value of y).
This fact, in itself, is not sufficient to assertcausal relationship. Complications
with this causality test: the model may be missdither intervening variables or
additional lagged effects that should be presentabel not. For the first of these,
the problem is that the finding of a causal effeaight equally well result from the
omission of a variable correlated with both of &tlj the left-hand-side variables.
Granger test is a no causality test.

13 Here the variables al®b (the index BVB BET) andi ( the index BET FI). The lagged variables have
the order of the lag in the beginning of the nafrtb@variable (for example, l.bvb is bvb with lafgl,
and 12 fi is fi with a lag of 2). Since the fi abub are set as daily data, the lag of order 5 ap@esaa lag
7 (because thé"gand the ¥ day of the week are non-working days). When tgstim the log-return of
the indexes, the variables used are: In_bvb=In{ln{bpvb) and In_fi=In(fi)-In(l.fi)
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When applied on the brut indices, the hypothtsis BVB BET does not
Granger cause BET Fl is rejectedsee Tables 2-6), for lags of up to 5 days. So
the information included in the BVB BET could béheir independent of or a cause
for the levels of the BET FI index from the nextekgor 5 working days). Another
interpretation of this result could be that the twdices are influenced by a third
variable, which could be their common cause.

This result (that BVB BET does not Granger causd BEis rejected) is
only confirmed for the lag of one day (see Tableby)the acceptance of the
hypothesis that BET FI does not Granger cause BVB BT). For the lags of 2
and up to 5 days, the hypothesis that BET FI do¢sGnanger cause BVB BEi§
rejected (see Tables 8-131

So it might be that BVB BET is a Granger cause B&T FI for the
horizon of one day (from one day to the next ddyuf,for a longer horizon (2 up
to 5 days, maybe even on the long run) these tdizcés have a common cause (a
third variable).

When applied on the logarithmized rates of retufnthe indices, the
Granger test generates results contradictory tooties previously obtained by
applying it for the brut data. The hypothesis ttnat logarithmized rates of return
of BVB BET do not Granger cause the logarithmizatés of return of BET Fl is
only rejected in the long run, for lags of 3 andtaf days (see Tables 14-16). For
shorter horizons lags, of up to 2 days (see Tdlek3) this hypothesis is accepted.

Moreover, the logarithmized rates of return of BET do not Granger
cause the logarithmized rates of return of BVB B&iTall horizons except for the
one day lag one (see Tables 17-21).

Consequently, the Granger test is not conclusive.

Even if the Granger test is not conclusive, theadat tables D, E, F
suggests that the 5 SIFs played — and still plag #mportant role at BVB.

Some of the reasons for their popularity are nomnected with the quality
of their portfolio or/ and their management:

» they were launched on the Romanian financial maakter the first
big crises of Romanian mutual funds in the Spring Summer of 1996;

« their listing at BVB started during a period whée tstock exchange
was struggling to stay alive;

e there were not too many investment opportunitieshenRomanian
financial market for any type of investors.

Other reasons for SIFs popularity were connectdtl thieir management
process and performances:

« the SIFs managers struggle to change their inlderfiertfolio
structures and to transform them quality portfqlittee process was and still is
difficult due to a big number of special situatiogenerated by the companies
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statute and the Romanian accounting regulationshwlbes not allow SIFs to
show their true portfolio market valtfethe evolution of SIFs portfolios can not be
presented due to the fact that all the 5 SIFs tiser aypes of reports; but we can
say that between 1997 and 1999 SIFs portfolio wamecentrated mainly on
industrial companies; a change occurred in the a8t years when several
Romanian banks become important assets in SIF¢fofios; SIF3 Transilvania,
also, declared its interest in tourism industry andund 20% of its portfolio is
represented by hotels and travel agencies;

» SIFs performances speak for themselves — see@able

e SIFs are among very few companies at BVB which worly paid
dividends since 1997 and they paid those dividends relative short time after
announcement -see table H;

e  SlFs were considered cheap investments as theirée&Rtion shows
- see table I;

e Applying Benford Law test we can conclude that Stses were not
manipulated, even is some problems exist in the cdsSIF3 Transilvania — see
Appendix 2 for test results;

* Even if their transparency have to be improved sSiffer reasonable
information on their websites, compared to otheBBMted companies;

e Their liquidity is good and allows rapid entriesdaaxists, as the
average volume shows — see table E.

Table G — Comparative rate of returns

1999 | 2000 2001 2002 2003| 2004
Inflation rate (%) — end of the period 54.80 40.7030.30 |17.80 | 14.10| 9.30
Risk free rat® (%) 66.60 | 52.35 | 42.18 | 27.18| 16.2{17.85
Average annual rate for bank deposits (%) 45,404482./26.16 | 18.39 | 10.78| 11.34
BET return (%) 15.21] 18.25| 35.71] 117.52 27.13 93|15
BET-FI return (%) - - 109.92| 113.14 24.72 10694
SIF1 Banat-Crisana (%) - 111.16 132.95 146.71 47./B1.67
SIF2 Moldova (%) - 117.91] 182.59 137.23 30.51 149.2
SIF3 Transilvania (%) - 62.55| 128.50 123.58 53.5147.84
SIF4 Muntenia (%) - 39.63 | 170.60 128.54 41.76 69{27
SIF5 Oltenia (%) - 85.18 | 147.41 121.34 23.64 187.54

Notes:

14 Some problems arise from CNVM Instruction no.4993vhich does not allow SIFs to present
their portfolio at the market value when the repaite made, but at an average value over last 12
months. Another problem is represented by thosepeaias in SIFs’ portfolio which are not listed
on any market.

15 We should assimilate the T-bills offered by RoraariNational Bank with risk free rate instruments
due to the fact that the Romanian Ministry of Fiteadoes not have a strategy in issuing bonds and
no yield curve is available.
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1. the risk free rate for 2004 (highlighted in greg)cialculated based only on the
data available for January to August; since Sepéermtil December 2004 no T-

bills were issued.

2. SIFs rates are calculated using capital gains asidiethds.
Sources: Romanian National Bank Annual Repamisvi.bnro.rg andwww.bvb.ro
for the primary data on BET, BET-FI and SIFs

Table H — SIFs’ dividend value and payout ratio

1999 | 2000 2001 2002 2003| 2004
SIF1 Banat-Crisana - dividends (ROL) 130 240 330| 040 |480 500
Payout ratio for SIF1 (%) 69.61 67.34| 73.89 73.2[6.4@ |68.15
SIF2 Moldova - dividends (ROL) 111| 218 330 430 494|600
Payout ratio for SIF2 (%) 88.06 87.35| 59.42 95.565.46 |68.08
SIF3 Transilvania - dividends (ROL) 144 240 265 340 1420 650
Payout ratio for SIF3 (%) 64.30 83.68| 75.99 76.5P5.16 |43.61
SIF4 Muntenia - dividends (ROL) 177| 220 283 379 421500
Payout ratio for SIF4 (%) 75.37 63.86] 91.57 88.912.30 |79.67
SIF5 Oltenia (%) 100 | 210 300 300 370 650
Payout ratio for SIF5 (%) 56.94 71.95| 73.65 69.584.47 |54.26

Sources. www.bvb.rofor the primary data

Table | — SIFs’ PER (average/ year)

1999 | 2000 2001 2002 2003 2004
SIF1 Banat-Crisana n/a n/a 3.9 5.6 6.4 115
SIF2 Moldova n/a n/a 4.8 4.6 5.2 8.1
SIF3 Transilvania n/a n/a 4.0 7.0 8.0 12.9
SIF4 Muntenia n/a n/a 3.9 6.6 7.9 10.4
SIF5 Oltenia n/a n/a 4.0 5.3 6.0 12.0

Sources: www.bvb.rofor the primary data

As their names suggest, closed-end funds' capt#diz is closed,
meaning that they issue a fixed amount of stockkthair price is a result of the
demand and supply like for any other securitiededaon the market. Interestingly,
their prices do not necessarily equal their ne¢tagalue (NAVY® per share, of the
underlying portfolio. This apparent ‘anomaly’ haseh for decades and still
represent the focus of extensive amount of acadesaaarch.

16 NAV= market value of the securities held lessligtlities, all divided by the number of sharesssue.
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The closed-end fund discount represents “the diffee by which the price
of a fund is lower than its net asset value peresHélerzfeld, 1993].

Discounts can be substantial, long-lasting andakéei and are, perhaps,
the most interesting aspect of closed-end investemmpanies.

In general, shares of closed-end funds are issuagpeemium to net asset
value. In US, premiums go as high as to 10%; inaGRritain the premiums
amount to at least 5%. These premiums represerieéisepaid to the underwriters
and start-up costs associated with the floatatifter a few months (around 6
months) following their IPO, the shares prices uecl The shares trade at a
discount which persist and fluctuates according teean-reverting pattern.

In case of liquidation or open-ending, the fundasltprices rise and discounts
disappear.

In Romania, due to the SIF particular formationndiionality and
emerging on the stock market (3 years after thegtence), the prices did not (and
could not) follow this trend. The NAV was reportsirting with November 1999
but the information is not properly available urdtiine 2000 (more than 6 months
after their launching on the market).

By that time, all of the 5 SIFs traded at discouattheir NAV, as it can be
seen from Graphic no.3, 4, 5, 6 and 7. In thesphaNAV is represented with
dark blue (seriesl), the discount is representemtange (series 2) and the closing
price is represented in yellow (series 3).

Moreover, in SIFs situation there is was no caséqoifidation or open-
ending for these companies As a result, no evideaoebe brought in this regard
in terms of discount evolution.

We choose not to go — for the moment - into a deapalysis of SIFs
discounts due to the fact that their NAV is caltethusing a peculiar CNVM
Instruction no.4/ 1999 and it is still not clearvattat extent the IAS are applied in
calculating SIFs’ NAV. To these problems anotherswadded: the lack of
frequency in NAV reporting and the delay — sometmger one week — between
the market value and reported NAV.
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Graphic no.3
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Graphic no.5
SIF3 Transilvania
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Conclusions

Why are the Romanian closed-end funds more pophtar the
open-end funds?

- as we highlight above: external reasons and integzsons; they
were (and still are) considered ‘BVB pearls’ [Intisi institutionali, July 2004)

- we must add that among the small investors, vewuiederstand the
way of an investment fund is working; they buy tieturns and the dividends; we
consider it is important that at BVB the numberacfive investors is small (around
25.000) and the Romanian brokers constantly recardi8é-s as good investments;

- SIFs popularity would, probably, increase furthee tb Government
Ordinance no.41/ 2005 — starting with August 2,26€t ownership limit at SIFs
was raised to 1% of outstanding shakeduring the month of August 2005 some
brokers stated that foreign investment funds boGdiR$ share&

. Which was the closed-end funds’ contribution to dexelopment
of the Bucharest Stock Exchange?

As the tables D, E and F show the SIFs contribuiiBYVB development
as important; their listing at BVB triggered a béggnterest for the Romanian main

stock exchange. This conclusion could be maintagwesh if the Granger test is not
conclusive.

¥ The discussions about raising the ownership lihid. 1% were long and difficult to follow for any
outsider. CNVM and BVB tried to find ways to perdeaSIFs administrators to raise that limit
since 2000. The solution was found only when a @aowent Ordinance was issued in July 2005.

18 The limited ownership made difficult for any fogei investment fund to invest a reasonable
amount of money in SIFs shares.
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. How did the structure of the Romanian closed-emdiguportfolios
evolved/ changed over time?

Unfortunately, we were not able to find sufficiemtd accurate information
to compare either the portfolios’ structure usirapreomic sectors or portfolios’
asset structure. What we could extract from tha @&Fs display in their annual
reports are the following trends:

- a constantly decrease in the number of companiestaselling,
closing, mergers, acquisitions or spin-offs;

- after the industry sector, the financial sectow@l represented in
SIFs portfolios (over 15% for every SIF) due tartirerestments in Romanian banks;

- SIF3 Transilvania declared its interest for therigoa industry and
reshape its portfolio to reflect this trend;

We have to add the fact that there are a couplienghtions regarding the
investment policy guidelines. Among them, there tare which could represent a
problem in the future: SIFs are not allowed to stvan foreign capital markets and
in the shares of open-end mutual funds. Due tdabethat SIFs have impressive
dimensions (their capitalization as we can see fiieentables are important stakes
of the BVB capitalizations) the Romanian capitalrked offerings are still poor,
the market has a reduce capacity of absorptiorfattighat SIFs are not allowed to
invest on mature foreign capital markets could bez@ problem. At this point,
probably, the managers of the 5 SIFs are not maokearned about this aspect but
of the fact that they are not allowed to investopen-end funds shares. These
limitations could influence SIFs position and thieiture after Romanian accession
to European Union.

. How did the prices and premiums of the Romaniarsedeend
funds behave since their listing date at Bucha&@tstk Exchange?

Graphs no.3 to 7 present this evolution. SIFs distsoseems to behave in
a classical manner, with the exception of sevei@spwhen the closing prices —
due to a sharp increase - were above NAVSs.

The future of SIFs — from juridical point of views still unclear. A special
law for them is still expected and its necessitynsler discussion. We should not
forget that their portfolios still includes majgripositions and companies inherited
from PPFs, most of them of low quality and difficab be eliminated. SIFs
concentrate in their portfolios ownerships to impot Romanian companies and
their decision regarding these ownerships couldeham important impact on
Romanian economy.

If the special law would decide that SIFs would agmlisted closed-end
funds, the restructuring process of their port®heould be painful and — in some
analysts opinion (Simion, 2004 but not only) — S¥suld lose their competitive
advantage.
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One analyst (Simion, 2004) consider that SIFs iasntial:

> holdings from structural point of view

> private equity funds combined with venture capitaid from their
portfolios structure point of view;

and Simion consider that they should be allowedadatinue to exist like
that, but for the right shareholders — those whdeustand the investment risks
involved; but this oriented the discussion on tmership limit. The fact that this
limit was raised it is a step in the right direaticA second step — it remain to be
seen in which direction — would be made when thasiten to buy-back the shares
owned by the residual sharehold&msould be taken.

Until a decision on the future of SIFs would beetak- and this is a
difficult process where a lot of political interesand some group of investors
interests would play their part — we believe th#sSwould remain among the
BVB blue-chips and very popular among those whaeatwon Romanian capital
market in the absence of other opportunities.

Appendix 1

(Table 1). Descriptive statistics for the variables bvb and f

Vari abl e | Obs Mean Std. Dev. Mn Max

__________ Y
bvb | 1171 2122.865 1518.72 501.18 6525.08
fi | 1171 8536.863 7624.664 944.72 33155.81

19 The residual shareholders: those shareholdersegeived between 5-40 shares as a result of d¢apital
dividends between 1992 and 1996. Their situatiom (aad probably still is) the following:

SIFs total number of No.of shares owned Shares cumulated by the
shares by every one smal]  small shareholders
shareholder % Number of
(considered shares
residual
shareholder)
SIF1 Banat-Crisana 548,849,268 6 9.20 50,494,183
SIF2 Moldova 519,089,588 5 11.00 57,099,85p
SIF3 Transilvania 546,071,666 8 16.40 89,555,753
SIF4 Muntenia 807,036,515 38 46.87 378,258,015
SIF5 Oltenia 580,165,714 10 15.00 87,024,857

Source: Capital no.24/ June 10, 2004
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1. TESTING ON THE BRUT DATA:
1.a. Does bvb influence fi?

(Table 2). Regressing fi on |.fi |.bvb

Adj R-squared = 0.9987 Prob > F = 0.0000
fi | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ I
fi |

L1 | .9872417 .0070085 140.86 0.000 .9734873 1.000996
bvb |

L1 | .0756275 .0351362 2.15 0.032 . 0066717 .1445832
_cons | -30.92872 20.83178 -1.48 0.138 -71.81164 9.954201

(Table 3). Regressing fi on |.fi |.bvb I2.bvb

Adj R-squared = 0.9986 Prob > F = 0.0000
fi | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ I
fi

L1 | .9887128 .0083843 117.92 0.000 .9722508 1.005175
bvb |

L1 | .9304065 .2447635 3.80 0.000 . 449831 1.410982

L2 | -.8566359 .2417953 -3.54 0.000 -1.331383 -.3818882
_cons | -36.67046 24.94519 -1.47 0.142 -85.64856 12.30763

test |.bvb |12.bvb
(1) L.bvb = 0.0
( 2) L2.bvb = 0.0 F( 2, 686) = 7.91 Prob > F = 0.0004

(Table 4). Regressing fi on |.fi |.bvb |2 bvb |3.bvb

Adj R-squared = 0.9986 Prob > F = 0. 0000v
fi | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e e mm e mm e mmmmmme e e mmmm e e mm e mmm——— -
fi |
L1 | .9796773 .0101402 96.61 0.000 .9597493 .9996053
bvb |
L1 | .3548208 .3076459 1.15 0.249 -.2497766 .9594182
L2 | -.9964699 .5147176 -1.94 0.053 -2.008012 .0150726
L3 | .7620177 .3203447 2.38 0.018 .1324641 1.391571
_cons | -50.80312 30.43528 -1.67 0.096 -110.6157 9.009457

test |.bvb 12.bvb | 3. bvb
(1) L.bvb = 0.0
( 2) L2.bvb = 0.0
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( 3) L3.bvb = 0.0 F( 3, 451) = 3.72 Prob > F = 0.0115

(Table 5). Regressing fi on |.fi I.bvb I12.bvb I3.bvb |4.bvb

Adj R-squared = 0.9990 Prob > F = 0.0000
fi | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e e e e e e e e e e e e e mmm e e e mm o m e mmm o — -
fi |
L1 | .9817257 .0123983 79.18 0.000 .9572897 1.006162
bvb |
L1 | 1.012195 .345674 2.93 0.004 . 3309046 1.693486
L2 | -2.343834 .6063724 -3.87 0.000 -3.538937 -1.148731
L3 | 3.285636 .8968959 3.66 0.000 1.517939 5.053333
L4 | -1.842897 .5127544 -3.59 0.000 -2.853487 -.8323061
_cons | -58.48869 37.24557 -1.57 0.118 -131.8962 14.91882

test |.bvb I2.bvb I3.bvb 4. bvb
(1) L.bvb = 0.0
( 2) L2.bvb
( 3) L3.bvb
( 4) L4.bvb

Innnu
coo
[oNeNe]

F( 4, 218) = 5.53  Prob > F = 0.0003

(Table 6). Regressing fi on |.fi |.bvb |2 .bvb |3.bvb |4.bvb |7.bvb

Adj R-squared = 0.9990 Prob > F = 0.0000
fi | Coef. Std. Err. t P> t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e mmmmmmm =
fi |
L1 | .9839154 .0126606 77.71 0.000 .9589579 1.008873
bvb |
L1 | .8903219 .3604583 2.47 0.014 .179761 1.600883
L2 | -2.149084 .6169667 -3.48 0.001 -3.365292 -.9328752
L3 | 3.104854 .9017458 3.44 0.001 1.327269 4.882439
L4 | -1.996488 .5445925 -3.67 0.000 -3.070027 -.922949
L7 | .2545325 .2836475 0.90 0.371 -.3046134 .8136784
_cons | -59.95484 37.82981 -1.58 0.114 -134.5276 14.61794

test |.bvb I2.bvb |3.bvb 14.bvb | 7. bvb
(1) L.bvb = 0.0

( 2) L2.bvb = 0.0
( 3) L3.bvb = 0.0
( 4) L4.bvb = 0.0
( 5) L7.bvb = 0.0  F( 5, 211) = 4.34 Prob > F = 0.0009

1. b. Does fi influence bvb?

(Table 7). Regressing bvb on |.bvb |.fi
Adj R-squared = 0.9992 Prob > F = 0. 0000
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bvb | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ S
bvb |
L1 | 1.003581 .0055015 182.42 0.000 .9927837 1.014377
fi |
L1 | -.0003539 .0010974 -0.32 0.747 -.0025075 .0017997
_cons | .4005242 3.261752 0.12 0.902 -6.00075 6.801798

(Table 8). Regressing bvb on |.bvb |.fi |2 fi

Adj R-squared = 0.9992 Prob > F = 0.0000
bvb | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e e mm e mm e mmmmmme e e mmmm e e mm e mmm——— -
bvb |
L1 | 1.015052 .0064131 158.28 0.000 1.00246 1.027643
fi |
L1 | .0206228 .0058073 3.55 0.000 .0092205 .032025
L2 | -.0233446 .0057503 -4.06 0.000 -.0346349 -.0120543
_cons | -4.152578 3.799448 -1.09 0.275 -11.61252 3.307366

( 2) L2.fi = 0.0 F( 2, 686) = 9.97 Prob > F = 0.0001

(Table 9). Regressing bvb on |.bvb |.fi 12.fi 13.fi

Adj R-squared = 0.9992 Prob > F = 0.0000
bvb | Coef. Std. Err. t P> t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e mmmmmm e —— =
bvb |
L1 | 1.022112 .0076747 133.18 0.000 1.00703 1.037195
fi |
L1 | .0135734 .0065813 2.06 0.040 .0006396 .0265071
L2 | .0016712 .009864 0.17 0.866 -.0177138 .0210562
L3 | -.0195523 .007261 -2.69 0.007 -.0338219 -.0052826
_cons | -5.870782 4.56979 -1.28 0.200 -14.85151 3.109943

test |.fi 12.fi 13.fi
(1) L.fi =0.0
( 2) L2.fi =

( 3) L3.fi F( 3, 451) = 6.90 Prob > F = 0.0001

(Tabl e 10). Regressing bvb on |.bvb |.fi 12.fi 13.fi 14.fi
Adj R-squared = 0.9994 Prob > F = 0.0000

bvb | Coef. Std. Err. t P>t] [95% Conf. Interval]
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_____________ o
bvb |
L1 | 1.036094 .0096208 107.69 0.000 1.017133 1.055056
fi |
L1 | .0247741 .0083207 2.98 0.003 .0083747 .0411734
L2 | -.0211337 .0108983 -1.94 0.054 -.0426132 .0003458
L3 | -.0077965 .0153897 -0.51 0.613 -.0381282 .0225353
L4 | -.0031248 .0105412 -0.30 0.767 -.0239006 .0176509
_cons | -12.76338 5.737158 -2.22 0.027 -24.07078 -1.455984

test |.fi 12.fi 13.fi l4.f
(1) Lfi =0.0

(2) L2.fi =0.0
( 3) L3.fi =0.0
( 4) L4.fi =0.0 F( 4, 218 = 7.5  Prob > F = 0.0000

(Table 11). Regressing bvb on |.bvb |.fi 12.fi 13.fi 14.fi 17.fi

Adj R-squared = 0.9994 Prob > F = 0.0000
bvb | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e me e mm e mmmmmme e e mmme e e m e mm e mmm———— -
bvb |
L1 | 1.033331 .009958 103.77 0.000 1.013701 1.052961
fi |
L1 | .0278714 .0085274 3.27 0.001 .0110615 .0446813
L2 | -.0246589 .0110258 -2.24 0.026 -.0463938 -.0029241
L3 | -.0063018 .0158958 -0.40 0.692 -.0376368 .0250332
L4 | -.0131592 .0120606 -1.09 0.276 -.036934 .0106155
L7 | .0094244 .0070052 1.35 0.180 -.0043847 .0232335
_cons | -11.08946 5.864997 -1.89 0.060 -22.65095 .4720397
test |.fi 12.fi 13.fi 14.fi 17.fi
(1) Lfi =0.0
(2) L2.fi = 0.0
( 3) L3.fi =0.0
( 4) L4.fi =0.0
(5) L7.fi =0.0 F( 5, 211) = 6.18 Prob > F = 0.0000

2. Testing on the log-return of the indexes

2. a. Does In_bvb influence In_fi ?

(Table 12). Regressing In_fi on |I.In_fi |.ln_bvb
Adj R-squared = 0.0131 Prob > F = 0.0000
In_fi | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e me e mm e mmmmmme e e mmme e e m e mm e mmm———— -
In_fi

L1 | .1085207 .0400736 2.71 0.007 . 0298393 . 1872021
I n_bvb |
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L1 | .0454606 .0603732 0.75 0.452 -.0730775 .1639986
_cons | .0025942 .0008352 3.11 0.002 . 0009542 .0042341
(Table 13). Regressing In_fi on I.In_fi |.Iln_bvb |2 1n_bvb

Adj R-squared = 0.0134 Prob > F = 0. 0000

In_fi | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ S
In_fi

L1 | .1459433 .0497962 2.93 0.004 .0480826 . 243804
I n_bvb

L1 | -.0530822 .0742846 -0.71 0.475 -.1990682 .0929038

L2 | -.0482946 .0752811 -0.64 0.522 -.196239 .0996498
_cons | .0035192 .0010404 3.38 0.001 . 0014745 . 0055639

test |.ln_bvb I2.1n_bvb

(1) L.In_bvb = 0.0

( 2) L2.In_bvb = 0.0 F( 2, 452) = 0.54 Prob > F = 0.5825

(Table 14). Regressing In_fi |.In_fi |I.In_bvb I2.1n_bvb I3.1n_bvb

Prob > F = 0.0053 R-squared = 0.0648

In_fi | Coef. Std. Err. t P> t] [95% Conf. Interval]
_____________ I
In_fi |

L1 | .1534153 .0639825 2.40 0.017 . 0273151 .2795156
I n_bvb |

L1 | .0485203 .0891116 0.54 0.587 -.1271058 .2241464

L2 | -.0714579 .1061111 -0.67 0.501 -.2805875 .1376717

L3 | .2822563 .1028564 2.74 0.007 . 0795411 .4849714
_cons | .001501 .0014082 1.07 0.288 -.0012743 .0042763

( 2) L2. In bvb = 0.0
( 3) L3. In_bvb = 0.0 F( 3, 219) = 2.57 Prob > F = 0.0552

(Table 15). Regressing In_fi |.In_fi I.In_bvb I2.In_bvb I3.1n_bvb |I7.1n_bvb
Prob > F = 0.0042 R-squared = 0.0773

I n_fi | Coef. Std. Err. t P> t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e mm e —— =
In_fi |

L1 | .1344453 .0649978 2.07 0.040 .0063204 .2625702
I n_bvb |

L1 | .0780974 .0909031 0.86 0.391 -.1010924 .2572872

L2 | -.0909552 .1105328 -0.82 0.412 -.3088393 .1269289
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L3 | .328378 .1061137 3.09 0.002 . 1192048 . 5375512
L7 | .186016 .1087634 1.71 0.089 -.0283804 .4004123
_cons | .0010992 .0014479 0.76 0.449 -.0017549 .0039533

test |.1n_bvb 12.1n_bvb I3.1n_bvb I 7.1n_bvb

(1) L.In_bvb =0.0
( 2) L2.In_bvb = 0.0
( 3) L3.In_bvb = 0.0
( 4) L7.1n_bvb = 0.0 F( 4, 212) = 2.76 Prob > F = 0.0288
(Table 16). Regressing In_fi on I.In_fi |I|.In_bvb 12 1n_bvb [3.In_bvb
I 7.1n_bvb 18.1n_bvb
Prob > F = 0.0104 Adj R-squared = 0. 0496
In_fi | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ Y
In_fi |
L1 | .1360958 .0663813 2.05 0.042 . 0052331 . 2669585
I n_bvb |
L1 | .0768339 .0913336 0.84 0.401 -.1032193 .2568871
L2 | -.0878431 .1110344 -0.79 0.430 -.306734 .1310478
L3 | .3182889 .1069515 2.98 0.003 . 1074469 .5291308
L7 | .2075124 .1144118 1.81 0.071 -.0180367 .4330616
L8 | -.028202 .0860882 -0.33 0.744 -.1979144 1415104
_cons | .001288 .0014698 0.88 0.382 -.0016096 .0041855

test I.In_bvb I2.1n_bvb I13.In_bvb | 7.1n_bvb |8.1n_bvb
(1) L.In_bvb = 0.0

oo
cocoo

F( 5, 209) = 2.14 Prob > F = 0.0620
2. b. Does In_fi influence |n_bvb?

(Table 17). Regressing In_bvb on I.In_bvb I.In_f

Adj R-squared = 0.0398 Prob > F = 0. 0000
I n_bvb | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e e e me e mmmmmmmmme e e m e e e e e m e ———— -
I n_bvb |
L1 | .1674001 .0392712 4.26 0.000 .0902942 . 244506
In_fi |
L1 | .0419236 .0260668 1.61 0.108 -.0092566 .0931038
_cons | .0017072 .0005433 3.14 0.002 . 0006405 . 002774
(Table 18). Regressing In_bvb I.In_bvb I.In_fi 12.In_f
Adj R-squared = 0.0122Prob > F = 0.0356
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I n_bvb | Coef. Std. Err. t P>t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e e mm e mm e mmmmmme e e mmmm e e mm e mmm——— -
I n_bvb

L1 | .0967102 .0498467 1.94 0.053 -.0012499 .1946702
I'n_fi |

L1 | .0407944 .0336278 1.21 0.226 -.0252918 .1068806

L2 | .0079427 .0320266 0.25 0.804 -.0549969 .0708823
_cons | .0020867 .0006986 2.99 0.003 . 0007138 .0034596

test I.In_fi l2.1n_fi
(1) LIn_fi =0.0
(2 L2.In_fi =0.0 F( 2, 452) = 0.78 Prob > F = 0.4613

(Table 19). Regressing In_bvb on I.In_bvb I.In_fi 2. In_fi 13.In_fi

Adj R-squared = 0.0549 Prob > F = 0.0025
I n_bvb | Coef. Std. Err. t P> t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e mmm e ——— =
I n_bvb |
L1 | .1893521 .0546972 3.46 0.001 . 0815519 . 2971523
In_fi
L1 | .0216471 .0393305 0.55 0.583 -.0558676 .0991618
L2 | -.0064976 .039063 -0.17 0.868 -.0834851 .0704899
L3 | .0202424 .0375784 0.54 0.591 -.0538193 . 094304
_cons | .0008362 .0008547 0.98 0.329 -.0008482 .0025207
test I.In_fi I2.In_fi 13.1n_fi
(1) LIn_fi =0.0
(2) L2.In_fi =0.0
(3) L3.In_fi =0.0 F( 3, 219) = 0.20 Prob > F = 0.8943

(Table 20). Regressing In_bvb on |.In_bvb I.In_fi 2. In_fi 13.In_fi 17.1n_fi

Adj R-squared = 0.0497 Prob > F = 0.0072
I n_bvb | Coef. Std. Err. t P>t [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e e me e mmmmmemmme e e mmmm e e mm o mmm——— -
I n_bvb |
L1 | .1853532 .0556054 3.33 0.001 .0757429 .2949635
In_fi |
L1 | .0210719 .0399048 0.53 0.598 -.057589 .0997329
L2 | -.0107123 .0395752 -0.27 0.787 -.0887235 . 067299
L3 | .0270737 .0386243 0.70 0.484 -.0490631 .1032105
L7 | -.0033751 .0423876 -0.08 0.937 -.0869303 .0801801
_cons | .0007628 .0008838 0.86 0.389 -.0009794 .0025049

test I.In_fi |2.
(1) LiInfi =
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(2 L2.1n_fi =0.0
( 3) L3.In_fi =0.0
( 4) L7.1n_fi =0.0 F( 4, 212) = 0.21  Prob > F = 0.9319

(Table 21). Regressing In_bvb |.In_bvb I.In_fi 12, In_fi I3.In_fi [7.In_fi
18.1n_fi

Adj R-squared = 0.0607 Prob > F = 0.0039
I n_bvb | Coef. Std. Err. t P> t] [95% Conf. Interval]
_____________ e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e mmm e ——— =
I n_bvb |

L1 | .1748123 .055603 3.14 0.002 . 0651977 . 2844269
In_fi

L1 . 0073906 .0402958 0.18 0.855 -.0720476 .0868289

I

| -.0222509 .0397673 -0.56 0.576 -.1006473 .0561455
L3 | .0320779 .038525 0.83 0.406 -.0438696 .1080254

I

I

L7 | -.028114 .0443703 -0.63 0.527 -.1155847 .0593568
L8 | .0772627 .0403327 1.92 0.057 -.0022483 .1567737

_cons | .000624 .0008875 0.70 0.483 -.0011257 .0023737

test |.In_fi I2.0n_fi 13.1n_fi 17.1n_fi 18 1n_fi

(1) LiInfi =0.0

(2) L2.1n_fi =0.0

( 3) L3.In_fi =0.0

( 4) L7.1n_fi =0.0

( 5) L8.In_fi =0.0 F( 5 209 = 0.91 Prob >F = 0.4745

Appendix 2

Benford’s Law Test

Benford’s law is also called the first digit laweBford’'s law states that in any
series of data, the digit 1 tends to occur withr@bpbility of approximately 30%
and the probability decrease for the other diditto(9)
[http://matworld.wolfram.com/BenfordsLaw.html]

We use the Benford’s law in our attempt to spot amgnipulative actions over
SIFs prices. We applied the test to SIFs dailyrrestuwe applied the test to the
‘original’ series of returns, without taking inte@unt the BVB closing days and
to the ‘extended’ series where we included theiotpslays at BVB. For those
closing days the return was calculated by dividimg first return which occurred
after a closing period and this return was dividgdhe number of closing days.
The results show some differences, but not venoimant, as it can be observed in
tables no.22 and no.23 .
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Table no.22 — Benford’s Law for ‘original’ series

30.10
17.61
12.49
9.69

6.69
5.80
5.12

% frequency of first digit apparition

Benford Law

7.92 .

4.58 .

BET-FI _|SIF1 SIF2 SIF3 SIF4 SIF5
37.37 32.83 42.80 39.05 33.36
16.86 21.59 14.40 17.52 20.96
11.21 11.78 14.40 12.19 12.32
8.57 7.14 5.70 6.57 7.63
5.74 6.60 8.60 7.33 7.08
7.57 4.73 3.80 4.38 7.35
5.01 5.53 5.50 3.05 4.50
3.46 6.33 3.30 4.76 4.41
4.19 3.48 1.50 5.14 2.39

Table no.23 — Benford’s Law for ‘extended’ series

Benford Law

We completed this test results with the correlatoefficient between the returns
at the moment t and at the moment t+1 (next dakig fiesults are presented in
table no.24. These are very weak and cumulatedBettford’s law test results, we

% frequency of first digit apparition

. 18.94 16.46

BET-FI |SIF1 SIF2 SIF3 SIF4 SIF5
29.45 32.80 28.17 35.61 31.19 29.48
20.27 13.65 17.31 21.50

13.68 13.04 13.08 13.86 13.11 9.18
10.27 10.99 7.60 6.22 8.47 10.43
6.27 8.19 13.32 8.72 7.17

7.45 7.07 4.35 8.15 9.37

6.77 6.31 6.63 3.88 4.27

3.11 4.36 2.88 4.26 5.34

3.11 4.95 3.48 4.90 3.27

considered that SIFs prices were not manipulated.

Table 24 — correlation coefficient

BET-FI SIF1 SIF2 SIF3 SIF4 SIF5
correlation of
return at t and
return at t+1 0.110834 |0.0102285 (0.1172921 |0.107239 |-0.009579 |-0.031775
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PROMOTION STRATEGIES AND THEIR EFFICIENCY IN THE
CASE OF BRANDING TRANSYLVANIA
AS A TOURIST DESTINATION

SMARANDA COSMA *, MONICA MARIA CORO §?

ABSTRACT. The current paper is dedicated to present the promatrategy
(the international marketing and communication gjasnd the evaluation of the
branding implementation process [both referringtansylvania]. The steps that
we considered to undertake were the implementatibrthe brand and the
communication strategies, the evaluation of theultgs and the periodical
adjustment of the strategy.

In order to be able to fulfill our objective of pnoting the brandransylvania,
the Heart of Europe — International Multicultural cBtourism Destination we
consider that three strategies are needed. Forimgsun efficient implementation of
the strategies, we need also to consider testimh@weaduating them.

Introduction

Our intent is to analyze the current situation rdgay Transylvania's
promotion as a tourist destination. Until now, nasfethe national, regional, or
local authorities have considered to brand andrtampte Transylvania as an
international tourist destination. In fact, onlyfew months ago there have been
initiated, at governmental level, a national bragdstrategy; but things are still at
the beginning (in the phase of discussions) andimphas been seriously undertaken.
When it comes to the case of Transylvania, we neeatate the fact that branding
the region has not been considered.

Materials and Methods

Our research has focused on gathering informatiefierning to the
promotion of Transylvania as an international tstudestination. First of all we
have analyzed specialized literature in order émiifly the elements that need to be
used in branding and promoting regions and plasdsewxist destinations. We have
then focused on analyzing the statistical datarniefp to the numbers of
international visitors who have come to Transylaabietween 1990 and 2005.
Another fact that has concerned us was to detertheeumeric evolution of the
region’s international visitors. Then we have trteddetermine the peoples’ and
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region’s identity, as well as the region’s touripmtential, in order to be able to
best positions the destination on the internatidoatism market. Determining the
foreigners’ perception towards the region has l@e®ther fact of high importance
for our approach. Thus, we have made use of toelsnbing to marketing,
communication, branding, statistics, sociology 8t have also considered varied
evaluation methods, with the purpose of best impfging our branding, promotion,
and communication strategies, and also to adjastihlemented strategies.

Results and discussions

Unfortunately, the main results that our researdiege offered us show
the fact that tourism promotion in Transylvanianiat a priority of any of the
authorities. The Romanian National Statistics’ itug¢ has not made any studies
referring to the international visitors of our regj the only data collected by the
institution present the whole tourism activity afafisylvania. The great variety of
natural beautiful places and the cultural heritdoggt Transylvania hosts, as well as
the multicultural character of the region, grant the possibility to consider
promoting it as an ecotourist destination and alsa cultural destination. Until
now, the authorities have made small efforts torie the region, and only within
the national strategies of tourism promotion.

Under these conditions, we may note that Transydsnnternational
tourism has not been a priority for the authoritsl no one has ever considered
elaborating any coherent strategy in this respé&berefore, we believe it is
necessary to take initiative. We would suggestbéisténg three different promotion
and communication strategies and their evaluatassipilities.

The first one is going to be a short-term strategwill aim changing the
foreigners’ perceptions and attitudes towards Tylzasia. The second is going to
be a medium-term strategy; it is going to run imafial with the first one (only
during the second part of the first strategy); iit assess to launch Transylvania’'s
region brand. First of all we need to change thalipsi perceptions, and only after
the first favorable results are to be seen, we imi#igte the second strategy, that of
promoting the region’s identity which will sustdine previous approach. Finally,
after having launched the region’s brand, we mayceed to implementing the
third strategy, a long-term strategy that aims tonmpte Transylvania as an
international multicultural ecotourism destinatiém strengthen and consolidate the
brand, and to identify new co-branding opportusifie, 6].

Phase 1 — the short-term strategy (6 months; it nealpnger if necessary)
will aim to improve the way Transylvania is percsiy its steps are:

A the separation of Transylvania’'s image from thaRofmania, which sometimes
negatively affects it;

A to discourage those who are multiplying sometimegative image, created
and promoted by dissatisfied international touyidtsough the use of the power of
positive examples; in this respect we suggest looiking with the tourism
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operators, in order to identify the satisfied teugnd the loyal ones (who constantly
come to the region), and, with their agreementpriumote them as positive and
successful examples;

A the cancellation of the myth of foreigners’ insemass, by presenting the
official statistics regarding felony and crimingli(which in our country register
lower rates than in the EU, USA or in other cowe)j

A the promotion of the region’s positive aspects:neaaic (stability of economic
policies, monetary stability, high attractivenedstite region due to the optimal
quality/price ratio), and political (governmentadlitical and social stability, respect of
human/minority rights, foreigners’ possibility tcake investments in Transylvania and
Romania — that, in our case, is the chance to bupuitd holiday houses etc); these
factors determine the decisions and choices oigior®urists (according to some
Romanian NTO'’s, these persons like to own theimrnodation facilities, thus
Transylvania might interest them due to its mackeiditions);

A to exploit and to promote Transylvania’s attractijmlity/price ratio;

A to point out the multicultural character of theiogg promoting the values of
multiculturality.

The messages of the campaign will focus on thetfadt Transylvania has
changed (the public ought to understand and |elaah the stereotypes are not
valid) and that it is European (geographically, isquolitically and from the
tourism point of view).

Phase 2 — the medium-term strategy (a year antf)a-haill run alongside
with the first one, during its second half; it wilicus on Transylvania’s regional
brand. The region’s identity will be the main elethgoromoted through the
previously launched brand.

The main theme of the campaign will be the brahdinsylvania — The
Multicultural Heart of Europe, International, Ecaidsm Destination the great
variety of offers, objectives and beauty spotsl§alonging to ecotourism) that the
region possesses will also be promoted.

As possible taglines, we would suggest:

Transylvania, the Multicultural Heart of Europe;

From Portugal to the Ural Mountains, through Trdwvesyia;
Natural and Multicultural Transylvania;

Archaic and Modern: Transylvania;

Transylvania, where Hospitality Was Born [5, 6].

Phase 3 — the long-term strategy (5 years) — wviilh &0 consolidate
Transylvania’s assumed positionT+ansylvania, the Multicultural Heart of Europe,
International, Multicultural Ecotourism Destination, and to promote its tourism
offers; it is going to start after the second oas finished.

The phase implies the elaboration of a long-tertarirational marketing
strategy for the ecotourism international destoratit will cover the next steps:

(1) The competitive analysis of the international tenrimarket: On this market,
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there is a harsh competition; therefore, it is mdakto position correctly and

advantageously Transylvania, comparing with itsmmaempetitors. We wish to
emphasize the opportunities offered by positiortimg region as a multicultural
ecotourism destination.

(2) Identification and selection of the existent andeptal local attractions: The
region’s ecotourism potential must be exploited ist maximum capacity,

emphasizing its multiculturality and the elementshe mix, which offer essential
differentiation means; the studies undertaken ey Romanian NTO’s are very
useful in this respect.

(3) Identification of the target segments: This maydbae according by using the
following matrix: Segmentation Variables for theufists Market [8]

Desired attractions | Market localizations Tourists'features Advantages
Mountain, Sport Abroad Age Price
Natural beauty/ - global range: USA/ Asia Income Convenience
Wild landscapes (Japan, China)
- continental range: Euro . _
Recovery (EU and non EU) Families Accessibility
Hunting - regional range: Single Comfort

neighboring countries
Seasonality: during the |Practitioners of a

Culture/History/People whole year profession Quality
Events Lifestyle Food
Theme parks Ethnic/Religious Services
group
Exclusivity Seasonality Diversity
Arranged facilities Arranged facilities
Unique products Region’s character

Regarding present tourists, the following piecesirdbérmation will be
gathered, by the tourism services providers, bordethorities and tourism
operators:Where do they come from¥hy do they come@AVhich are their
demographic featuresHow satisfied are they with the provided servi¢ddGw
many of them are loyal clients®/hich is their expenditures’ volume®hich are
the attractions they are interested jiThe length of the stayThe visits’ frequencies?
etc. [2]. These facts are also going to be usétkisegmentation process.

(4) Coordination of the local authorities’ efforts withose of the tourism operators:
Coordination is an essential element of the pramatirategy of Transylvania’s image
as an international ecotourism destination; ittheese components:

A Development of tourism packagesourism operators include in their offers
the objectives promoted by the local and regiongharities, thus the public
administration has to consider investing in locakimonies and infrastructure;

A Promotion of tourism destinationgpresents the effort of the collaboration of
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the authorities with tourism operators for advantiscertain areas or objectives; it
depends of the authorities’ willingness to invesingy in promotion activities;

A Providing for sustainable tourisnis the result of the first two actions, and
assumes the definitive entrance of beauty spdtseimourism circuit [2].

(5) International marketing — promotion strategy: “Tisor destination international
marketing ishe effort of a teaim?2] and is carried out by different communication
means and with the support of stakeholders. Thereseveral actors of the urban
marketing [8]. Adapting this list to region brandjrwe may present the actors of
the region’s promotion:

A Local actors: the mayor and the city hall's empks/gservices of: tourism,
culture, education, transportation and cleaning; hureaus for tourism, conference
organizing, and public information.

A Private sector actors: the region’s promoters; isouragencies and tour-
operators; professional associations of servicevipeos (accommodation and
alimentation); travel agencies; economic institasi@nd agencies; other economic
agents (from the small investors, to utility praatisl and multinational companies
that have businesses in the area); taximeter/caipaoies, water transportation
(normal and motor boats, ships, hydrobicycles eili), fashioned transportation
(slow miniature trains, carriage) or traditionartsportation (wagon, cart, sledge).
A Regional actors: prefects and county councils’ igesgs and employees of
their institutions; regional agencies for tourismevelopment and promotion;
regional tourism bureaus and offices.

A National actors: central public administration esgmtatives (especially the
Tourism Ministry and the Romanian National Agency Tourism); the National
Development Agency; the country’s NTO’s (Nationaufism Office) and National
Tourism Associations (Romanian National Associat@nthe Tourism Agencies;
National Association of Rural, Ecological and Craturourism; Romanian Federation
of the Hostelling Industry; Romanian Federatiothef Tourism Patronages) etc.

A International actors: the country’s embassies aondsuates; the public
administrations of settlements fraternized with iydvanian towns/villages; the
Romanian Diaspora; the international tourism agendhe tour-operators, and the
travel agencies; the international tourism assiriat the foreign partners; the
lobby andadvocacygroups.

Offices for tourism, conference and workshops oijag can usually be
found in big cities [8] but we consider that, inr@ase, they can also appear at a
regional level, because they are separate institsitthat handle ordinary tourists,
respectively business tourists; most of the timey tbtompete each other for public
financing.

Another aspect extremely important for any brand ararketing strategy
is the promotion budget. Due to reasons linkedhé&impossibility of obtaining all
the information regarding the real costs of implatitey such strategies, and
because of the area’s complexity, we consider weashould not dare suggest a
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promotion budget. It is a known fact that the impot media packs bought by
governments are negotiated at top levels [for exantpe huge scandal, that tied
lon lliescu’s name to the albuBternasi fascinanta Romanjdinancial situation
not yet clarified], and only people responsiblesoth tasks know the exact costs.

We shall only show that, in the case of each stHuygre are personnel
costs; organizational and logistic costs; evalumtiosts (past, present, and future
events); advertising and communication costs; pagmeosts — for the
collaborators; traveling costs, relevant for thgioa’s branding process etc.

In order to cover these costs, there can be itkghtieveral financing sources:
budgetary (national/state budget) and non-budgdteogrefundable funds from the
EU, EBRD and from other institutions; PHARE fund@spart of the costs may be
covered by tour-operators, tourism agencies arttialiirect and indirect beneficiaries
of the branding campaign). Alternative financingrees are also to be identified.

In the strategies’ designing, one should know thatse have to be very
flexible, in order to easily and fast adapt thematty changes, and to be able to
make necessary corrections, in case there appeas.er

The next aspect we need to focus on is choosingdhamunication and
message promotion channels; we have consideretfidieg them for each of the
phases [5, 6].

For the first phase we have chosen the followingnmtion and
communication means:

A All formal and informal communication channels bétnational, regional, and
local authorities shall be used;

A The Saxons are a very important asset for Transidigpromotion;

A Diaspora and international lobby and advocacy gs@ip to be used;

A Advertising in written international mediaFifancial Times Fankfurter
Zeitung Le Figarg The Timesetc — the main papers that are distributed in
airplanes and trains, and that are usually readnbgt of the foreigners); thus,
twice a week, for 6 months, there will be publishpsitive articles (advertising
interviews and reportages) referring to Transylaanevolution; at the same time,
advertising space will also be bought, in orderptdlish ads created on the
region’'s brand essence (multicultural ecotourisnterimational destination);
advertising in théNational Geographigmonthly magazine) will also be considered
for the same time span of 6 months;

A TV advertising: a 30 second TV spot will be createdvertising time will be
bought on the following channels: Discovery netw(kassic, Civilization, Travel
and History), National Geographic, TV5, BBC, CNNyr&Bnhews and Eurosport, for
a 6 month long time span, twice a day, on Sundaybk $aturdays; advertising
interviews and reportages will also be used;

A Radio advertising: 30 seconds spots, thrice a daythe main radio stations
from the EU, USA and Asia; BBC will for sure be ookthem, due to its high
credibility and quasi-global coverage;
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A On-line advertising: a web site is going to be w@aand launched; it will be
linked to the ones of the local and internatior@mirism operators, government,
ministries and public agencies and institutions;gltomoted idea will focus on the fact
that Transylvania changes regarding offered sesipgality, and also on the region’'s
brand — the promotion of an international, multietal, ecotourism destination.

For the second phase, we have considered a sipiamotion and
communication strategy, as follows. A 30-secondyldV spot will be advertised
under the conditions above. The spots are goinfpdas on the promotion and
illustration of the multicultural character of thegion and on the promotion of
Transylvania’s ecotourism patrimony. The sound/icaisibackground may be
based on traditional and folkloric creations, ipteted by the artists of “Transylvania”
State Philharmonic or of the Transylvanian Stringaet.

Other promotion instrumentss would be the creatiba web site for the
region, this time focusing on ecotourism; the stas regarding this site will be
similar to the ones previously presented. Theisitdso going to offer a discussion
forum on a given topictransylvania, the Multicultural Heart of Europe témnational
Ecotourism Destinatianin this case too, we consider using the membttbe
Diaspora and all the other formal and informal camioation channels.
Moreover, local authorities will also play an imgaont role in the promotion of the
region’s brand — due to their fraternization prigee etc.

A very useful way to realize the promotion of temi destinations is to
include them in the manuals published by prestigiediting houses. Cultural and
artistic events are also important for the promotdan ecotourism destination.

Finally, for the third phase — the most importane - we have identified
the following international communication channels:

A Formal channelsre specific to the state and administration timstins;

A Informal channelsre based on settlements’ relationships of fraation;

A Media channelginternational TV stations, national and regiom& stations
that also broadcast internationally; radio statierespecially, BBC; written media
— we have already detailed these aspects in theegimragraphs);

A Ethnic communitiegHungarians and, especially, Germans who leftréggon
and established abroad; and the Romanian Diasptray, constitute another
important resource for the promotion strategy;

A Romanian NTO'’s (National Tourism Organizations) rogx on the main target
markets (EU, USA and Asia);

A Bureaus for tourism and tourism information offidgs Transylvania and in
Romania);

A Associations of national and international tour rapars, and their specific
means of communication;

A Internet — the most advantageous means of comntioricat offers global
coverage at minimum costs;

A Tourism fairs and exhibits — one of the most imgairimeans of communication
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and promotion for tourism destinations (we shatiuf® both on global fairs, as well
as on regional and local ones);

A Tourism workshops and seminars — very efficient momication and promotion
instruments for tourism destinations;

A Trips for journalists offer the possibility to prote the region through the
representatives of the media — who due to such,ttieey get the chance to visit
and discover the region, and then write about it;

A Trips for opinion leaders generate similar effextghe ones above;

A Advertising tourism through philately may represanbther solution for the
region’s promotion; postal cards and stamps arécaypmaterials that can be
produced — with the themeEcotourism in Transylvanjaevidently, such an
approach has a limited impact at the level of peeygho collect stamps and cards;
also a more important effect is generated at thel lef the persons who still use
classical correspondence.

The following advertising materials are going toused: leaflets, brochures,
maps, tourism guides etc. We are proposing 30-geturspots that will periodically
be adjusted in order to promote the region’s véverde tourism offers. These are
going to be presented during the first 11 monthsheffirst year (out of the 5),
three times per week (of which at least once dutimgweekend), twice a day, on
the above mentioned TV channels. During the lastitmaf the first year, there
will be created a reminding 30-second TV spot, Wwhidll contain information and
images from the previous ones; advertising frequemd be the same as before.
Audio spots are going also to be created, similtylyhe previous cases. Ads are
going to be inserted in written media: advertisimgterials, interviews and reportages,
twice a week, in the above-mentioned publicatioAathorities are going to
permanently actualize the web sit€ransylvania — International Multicultural
Ecotourism Destinatiothat will offer varied information about the regiand about
ecotourism, and also about the mentioned discudsiaum; the site is going to
give the possibility to evaluate several aspebis:region’s and campaign’s degree
of notoriety; the level of tourists’ satisfactiotine rating of facilities, services and
objectives. This strategy will also focus on id8yitig co-branding opportunities.

Further on we are going to focus on presentingrtbasurement possibilities
for the efficiency of a region’s branding promoticampaign. This is actually the
last step of the region’s branding process: evalnaif results and the continuous
adjustment of the strategy.

Evaluating the whole impact when creating and ptimgothe region’s
brand:Transylvania — the Multicultural Heart of Europetérnational Ecotourism
Destination can only be done after 8 to 10 years form the disataunching
moment. Still, beginning with the first steps oistikomplex process we are going
to be able to measure the effects generated bgiffieeent implemented strategies
(of international marketing, of international conmzation etc). We may measure
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their impacts generated upon the targeted segnigniise periodical quantification of
the international visitors’ number who travel taisylvania.

The evaluation of Transylvania’s region brand’scéghcy will focus on
the brand and on the positive image that it managegpromote through its
implementation. The feedback of the internationarkating and communication
campaigns, realized with the purpose of promotirgn$ylvania as an international
multicultural ecotourism destination will cover theed promotion strategies.

For evaluating the effects of the promotion of ariem destination, we
need to take into consideration at least the fahgvaspects:

A Quantitative and qualitative evaluation, throughnitaring the way in which
the international media have managed to perceesence of the communicated
messages and the way in which they have furthesinéted these messages;

A Quantitative and qualitative evaluation, with thelphof the opinion polls,
surveys, inquiries, interviews and focus groupgséhwill aim to determine the
way in which the target have perceived the messafjtse promotion campaigns,
conducted through the written instruments of comiecation and through the TV
and radio advertisements; another aspect that nedmsevaluated regards the way
in which the branding campaign’s messages haveowepr the perception of the
foreigners concerning Transylvania,;

A Opinion surveys and inquiries among the foreigitatis of Transylvania,

A Using the Internet as the main instruments forextithg information referring
to the effects of the initiated attempt to promdieansylvania as a tourist
destination; for our specific case, the Internpt@sents a very efficient media, due
to the low costs of using it but, still, it alsopilies a disadvantage that needs to be
taken into consideration: not all the tourists vistial networks;

A The e-Mail may also be used both for promoting rbgion and for carrying
out inquiries but its main inconvenience is giventbe fact that the users may
consider that these messages belong to the catefjgpam

A Tourism services’ providers, tourism agencies,amai and international tour
operators, and the custom and border authoritinsbeaused. We would need to
focus on gathering information and data concerttiegfollowing facts: the reasons
that have determined the tourists to choose Traasid as a destination; the
degree in which Transylvania’s promotion campaigs imfluenced their decision;
their level of satisfaction; their intent or wisl teturn here; their negative
experiences (in case there were any); their de$iteving certain facts changed;
the measure of their agreement with the way th@reig promoted abroad; their
agreement to be involved in the region’s promofes positive examples);

A Evaluating the situation at the place of the tadepublics — by realizing
inquiries, surveys, and interviews at the touriairsfand exhibits where Transylvania
is promoted as an international tourist destination

A Collecting information through the Romanian embessand consulates,
through the NTO’s opened abroad;
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A Quantitative measurement of the persons who havesaed the promotion
sites of Transylvania as an international multioat ecotourism destination; as
well as the qualitative evaluation of the messagested on the discussion forums;
A The best indicator of the success of the strateggdementation is given by
the increase of the foreign tourists who choos@dylvania as their destination;

A The increase of the length of the stays of theigor®isitors in Transylvania,
may also be considered an indicator for the measeme of the success of the
promaotion campaigns;

A The increase of the number of international visitaluring the times of
different cultural, folkloric etc. events offers asother instrments to evaluate the
impact of the promotion of the destination throeglatourism.

The evaluation or feedback of the internationalketing and communication
campaigns, carried out for the region’s promotiwitl, focus on the strategies that
have been implemented. Evaluation methods usedwiltdge: continuous, during
the implementation, and final tests. The evaluatituming the implementation
process is extremely important because it helpdeotify problems and errors of
the implementation process, and to make the negeseaections, thus granting
the maximum flexibility of their implementation. W&ould like to present the
usual measurement methods of promotion campaigesuse we believe that they
are appropriate for each of the three strategiesave suggested.

Burnett and Moriarty consider that in order to detiee the impact of
promotional activities, it is necessary to identtfye answers to the following
guestions:What should be tested? Is it worth testing? If yelsen should it be
tested?andHow should it be tested3]. We believe that in our case the following
aspects should be tested: the relationship betwernincrease of the region’s
notoriety and the decisions of the tourists to tvisi the measure in which
advertising has managed to change the target gulpi@ceptions; the evaluation
of the chosen communication instruments’ efficiertty relationship between the
competitors’ evolution on the market and the regiarket share development; the
communication efficiency, through the analysisle# tommunication factors [the
variables of advertising messages (title, wordssimuvisual elements, color,
shape), the variables of information sources (tbpuparity of the persons who
present the information and messages etc), theabhlas of communication
channels (mass-media, Internet, outdoor advertidiiifpoards etc; in these cases,
there will be both a quantitative and also a gatlie analysis) and through the
analysis of behavioral factors (intention to bugspectively, intention to visit
Transylvania, and brand loyalty, as well as loyattywards the region — as a tourist
destination — by determining the number of stay@snded to be made here)] [3].

Referring to the second question, we considerdhadhe above actors are
worth to be tested, even though such an activiglias certain costs; it is obvious
that these costs are lower than the ones of theaigm implementation. In the
case of testing procedures absence, errors may.d€arrors are not identified
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and corrected, they may lead to important imagefaaghcial costs. The moments
of the testing, as already shown, are supposed tbefore, during and after the
region’s promotion campaign. Referring to the kqséstion, we are now going to
present a few testing methods.

Evaluation of advertising activities’ efficiency igery important for the
correct implementation of the strategy; it assaresooth carrying out of branding
and advertising processes. A first aspect thatsaete taken into consideration is
the measurement of the advertising campaigns'ieffay. For this we can consider
determining the following indicators: the cost bktadvertisement per thousand
(CPT or the cost of the advertisement for everyOltdigeted tourists, per each
instruments of communication), the percentage tfipdouched by each means of
communication, the publics’ opinion referring tetbontents and the efficiency of
the advertisement, and the cost of one requesfafnation; residual effects of the
advertising campaign also need to be tested etd ] elements that are usually used
in the research of the efficiency of advertising: anedia factors (coverage, GRP —
gross rating point, CPT as against the target uiiie average frequency and the
frequency’s distribution), sources of the audiesa@etermination, evaluation of the
effects of communication (degree of rememberingreke of exposure to advertising,
advertisement cognition and the attention gramtetdivertising) [4].

Communication instruments that have been used toeleel evaluated from
the following perspectives: their capacity to re#toh target public, their capability
to send out the messages and their capacity toizalihne message [4].

Measuring of the efficiency of Transylvania’s prdma campaign will
develop at the following stages: pre-testing, tgstluring the campaign and post-
testing. The pre-test measures communication ahaviieral factors; it can be
carried out through different methods.

A first method is offered by the measurement of ¢penion or of the
cognition [4]. This is based on the use of sociglklgtools, especially the
guestionnaires. It aims to determine the degrethefpublic’s familiarization with
Transylvania. There can be used three differergstygf questions: “Have you ever
heard about Transylvania?”, with the “Yes/No” ansmg options; “Are you familiar
to the tourist destinations of Central and Easkrope?”, with complex answering
options; or “How well do you know Transylvania'sutsm offer?”, with scaled
answering options: “Very well/Well/A little/Not atll”. We suggest using this method
because it offers two advantages: low costs andhfigéementation [4].

Another approach is given by the use of laboratosthods; these ones
measure emotional experiences generated by adwgr{galvanometer, pupilmeter,
audiometer, tacheometer, diaphanometer, and eyehbara [4]; these methods are
very difficult to be used and a lot more expenstiierefore we do not suggest their
use in our case.

Psychological measurements evaluate the sublimieakl of the
advertisements’ perception. The most commonly used is the unstructured
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interview, with durations between one and threersiofocus groups can also be
used; other techniques may also be used: visu#d, tearration tests, words’
association tests, and tests of sentences’ compléf]. We believe that these
methods can be periodically used to measure theiegfty of Transylvania's

promotion, because they imply moderate costs afied cbnsistent information.

The second method, testing during the carryingoduhe campaign is of
high importance, because the information gathevgdther during this time span
permit the readjustment of the messages and teatdire strategies. A first way to
carry out this method is the use of aleatory irigair These are specific to the
research of cable TV users; a number of personsesephonically asked if they
watch a TV commercial that is running at that motnen a certain TV station. We
believe that the use of this method would be beriefiour case. Another way to
realize this kind of testing is offered by the swon of the attitude; it is carried
out by: semi-structured interviews, options’ lissemantic differential or straight
guestions with simple answers. These methods dmeildiso used in our case but
they are not the most appropriate, because they thevfollowing disadvantages:
long durations for gathering of information; relatly inconsistent information etc.
We believe that recording researches, as methotstifig (during the process and
after it) are very useful to our case. These owoesist of the supervision of buying
activities of target publics; these information dhen put against the costs of
promotion activities [4]. From this perspectiveuiem offers a great advantage
when it comes to measuring the efficiency of Tréwesyia's promotion, through
the possibility to quantify directly the region’stérnational visitors, to ask them
questions in order to verify the measure in whiairt decision to visit the region
was influenced by the promotion activities.

The last phase is the post-testing; this method &iranalyze communication
factors and behavioral factors. Referring to thasneement of the communication
factors, there are three ways to carry out thisess. First of all, there is the
measurement of the remembrance degree. This malsecommonly used method
when it comes to measuring efficiency of advergsipecause it evaluates both, the
remembrance of the advertising theme and also $kec@tion to the promoted
product, as well as the comprehension and creglibilithe advertising message [4].

The post-testing method can be carried out eitbgisted or not assisted. It
permits to verify the way in which the impact ofvadising has raised or
decreased. There are several problems relatedstantithod: the confusion of and
mistaking the promoted products; the recognitiontled message during the
interview is different from the one registered dgrthe moment of the buying; the
danger of misinterpreting the results. There are tther tests: th®ay After
Recalltests (carried out the day after the advertiserhastbeen run; interviewed
persons are asked to mention whether the previaystdey had been in front of
their TV’s, and whether, they had watched the congiak they are then asked to:
remember it without any help or with few hints, ahdn to detail it); and theort
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and counttests (these ones consist of the sorting and auyritie advertising
correspondence received from the targeted pubdic)Tlhe last method offers the
possibility of gathering low cost information; & &till a known fact that only very
few persons respond to such promotion activitiasywtay, we believe that these
methods can also be useful for the measurementratmategies’ impact.

Regarding post-testing behavioral factors’, theam ®e identified two
methods. The first one is the post-exposure irdertest that verifies the efficiency of
the advertisements through the questions addressetthe people who have
watched them [4]. We consider that the second ndeihdhe most appropriate to
our case; it is the measurement of the resultgriefeto sales (in our case, the
number of international visitors who come to Trdmagia) before and after the
advertising campaign. In our case, the measuremant be carried out by
guantifying the foreign visitors who come to ougim.

Conclusions

To conclude, we may state that Transylvania defipitneeds to be
promoted as an international tourist destinatiarthis respect, we have suggested
three different promotion strategies that are néeédehe case of Transylvania and
we have identified the communication channels wesitter useful for carrying out
our messages. The results that we have obtainedighrour researches have
helped us identify the present day situation. Walddhus offer solutions for
promoting, communicating and evaluating our appneac As we have already
mentioned, different evaluations will be carried ati the beginning, during and
after the implementation of the strategy. The psdgt are meant to establish the
starting point of the strategy (it is the most imtpat landmark, in comparison to
which we may establish and measure the successl @f the strategy). The tests
during the processes’ implementation aim to cosredjust and modify the
strategy. The post-tests focus on quantifying thelevimpact that the strategy has
generated over the target public.
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THE FRAMEWORK OF GLOBALIZATION
STEFAN VUZA!

ABSTRACT. Globalization is a stage in the general procesmlitical, economical
and cultural development of mankind.

A few decades ago, Marshall McLuhan spoke abowt Vitbrld wide village”,
synthesizing with this expression the essenceeplienomenon; he also mentioned
the nowadays technology that makes communicati®iereaaccessible, reduces
distances, enhance integration of the financial aednmercial markets, the
globalization of manufacture processes, the dewsop of transnational identities.

Globalization and consequently, the growing contipetj are becoming
obvious on all the markets of the world, and thereeit stimulates all the organizations
to be flexible and adopt adequate structures folh ead every market. Under these
terms, the success of an organization is the resaltthorough understanding of the
environment to which it belongs and of a successfydlementation of these
strategies and organizational structures thattsigitsituation.

When it comes to the multinational companies, threcoete establishing of
the organizational structure can be done only iftake into account specific details
and if we analyze the parameters that influencenthgich as: the environment
dynamics, the diversification range of the busirmsd the business expansion in
foreign countries through the number of branchesah The size of a company
is no longer considered an advantage; thereforsttbag point of a firm will be
‘the adequate size in order to handle successfinlycompetitors’ and the latest
progresses/successes achieved by the small firstaisthis statement.

1. Introduction

P.Worsley stated that “the human society did nastexntil nowadays”,
which means that it is only nowadays that we caakpmbout different forms of
associations that are spread all over the worlthénsense that not all the possible
actors were on the stage until now. The globalesgss not only an environment in
which other societies develop and advance. Setiahomical and political boundaries
that cross the borders between states have a miij@nce upon each nation.

Fifteen years passed since the collapse of commuimsEastern Europe,
and this is a period long enough for us to stantager evaluation upon the causes
of the failure of a system of the Soviet type, apn the impact of the changes
brought by the system on the global evolution. Refin Eastern Europe have
surfaced the importance of two major processesvibat obstructed and disrupted
after the 2" World War: integration and globalization.

! PhD Student Faculty of Economic Sciences, Babes-Bolyai UniwgrsCluj-Napoca, E-mail:
vuza@aisa.ro
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Everything seems to concern this “new ideology'bbglization that has
created new and different lines of developmentiifierent environments, all over the
world. In connection with this theoretical contrasies and adversities arise. Some
people are extremely enthusiastic about it, otlaees not. Due to the collapse of
communism, we witness a major change in the funiciigdeveloping of the process. |
am talking here about the transition from globdiarain which national states are the
actors, to the globalization in which major poéitiand economical blocks, such as the
European Union or NAFTA, have the leading roleseréfore, a new area is about to
be opened for the industrial and commercial stiasedhe re-opening of the world
wide market (after the collapse of communist reginthe re-engaging of a constant
economical competition, the failure of the exclesikegemony of the American
capitalism, the decline of the socialist alterratind other factors have determined the
states/ governments to seriously re-evaluate tleetliey used to play in the 30s and
which consisted in protecting, guiding and evemmitag the investments.

The rising of the degree of dependence and ofritegiation of economies
suggests the idea that new devices and mechanigmiagato correlate all
processes at a global scale have to be createddier ¢o efficiently balance
economical crises, to stimulate economical growith t share as fairly as possible
the benefits of development at a world wide scale.

2. Material and method

Globalization represents/ is a stage in the gengratess of political,
economical and cultural development of humanityisT#henomenon is defined by
several aspects.

As we mentioned, few decades ago, Marshall McLutaoke about “the
world wide village”, synthesizing with this exprassthe essence of the phenomenon;
nowadays technology makes communication easiegssitte, and reduces distances,
enhance the integration of the financial and comiaemarkets, the globalization of
manufacture processes, the development of traneahiientities.

However, we cannot be sure about the long terncisfiaf globalization on
the international community, but it is obvious tltatimpact is both positive and
negative. The positive aspect is that globalizatigh increase communication
between countries, which will consequently offerwnepportunities for the
development of civilization, especially concerniegpnomics. The intensification
of commercial exchanges, the increasing exchangenfofmation regarding
investments and technology, facilitating contactl &eing acquainted with the
cultures of different nations have a benefic infice upon our civilization.

The discussion regarding globalization does notehawe separated from
two processes of the former decades. We are nefeto the collapse of the
communist system, which meant a geographical expard the market economy.
Secondary, we are referring to the neo liberalrrefofrom Western Europe, Latin
America. This state of mind and action concerninflic politics was encouraged
by specialized international organizations whiakagled for the opening of internal
financial markets, privatization and liberalizatiohcommerce.
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Something similar with what we call “globalizatiors' to be encountered
before the First World War, when the world was déd among the main economic
powers, becoming more homogenous and easy to toftm First and the Second
World Wars, the revolutions that followed as wedlthe process of decolonization
generated a slow down of the process globalization.

The emphasis on the social and economical diffe®mas turned into a
main source of global instability, due to its diremd indirect effects. This also
happened in a period when the world’s economy teigid unparalleled growth.
The global manufacture of goods has increased hare 7 times in the last 50
years. During the same period, the gap betweermrithecountries and the poor
ones also increased. Moreover, the difference lartvilee income of the rich and
the poor is obvious even in the rich countriesedbening social tranquility.
Something else is to be added to these differeiitdeshe discrepancy between the
ones who have access to knowledge and informatidriteose who don’t, which is
a penalizing aspect. In a world where wealth depemgon knowledge,
innovations, new technologies concerning commuiginaand information, the
education and the quality of professional trainarg becoming decisive in the
process of economical development and the gapsattieah.

The free market has always generated social diftee and has
determined the need for the existence of sociaitiggl developed both at a
national and at a worldwide level, favorable to dmes in need and reducing of the
gaps. It is up to the international organizatiomdind new ways for diminishing
the great gaps between the rich and the poor deantr

There are several types of discourses regardirmatipation, which can be
connected to intellectual propensity, to group ommunity interests, to the
tendency/mood of the age, and last but not leasthé developing/progress of
events. There are also different ways of approachire subject. There are the
fundamentalists, not necessarily very influentigho either support globalization
without any doubt or completely reject it. Somehaus sustain this process, but
emphasize the need for institutional and mentalsidjent, which implies major
costs. Others do not reject globalization, but $jnppove that the process is full of
contradictions and that it requires a proper maragi

There are several lines of development in the dedmaicerning globalization:
the functioning of the financial and internatiomalmmerce system, as well as the
problem of the poor and inequality in the world.

First of all, globalization is a geo-economical ggss. Second, it is a geo-
political and geo-cultural one. This process daeply not only proximity, an
integration of the economies of several countilé® qualitative characteristics of
those economies change, because they are no ldogersystems, but have turned
into pieces of a worldwide system. The notion oatfanal economy” itself is
changing. A transnational corporation becomes tbstrimportant institution that
sells goods/ services wherever are convenient, étleis means crossing borders.
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Globalization brings amazing opportunities, whietvéd given some countries
the possibility to capitalize on their markets dpgnand to assimilate new
technologies. This is the case of some South asdASsan countries, especially when
they are not prematurely open from the financiahtpof view. India also, in the last
decade, through reforms, succeeded to become tv@oskample. Some analysts
hurried in noticing the development of the most atous democracy of the world.

Globalization stimulated and stimulates the intéonal commerce and the
production activities distribution, based on logfithe comparative advantage, applied to
the global scale; it generated a significant irsmes the companies with global activity.

We must not forget the fail of the totalitarian tgyas in Europe and partly
in Asian countries. In China and Vietnam, the jxait systems, under the pressure
of economic reforms, are becoming similar to théreen other Asian countries
which evolved in a positive manner in the last desa Without losing their
totalitarian reflexes, the governments from Beijamgl Hanoi must be pragmatic in
order to manage the coordinates of their economidgsh now are using more and
more market mechanisms in order to allocate theureses and remunerate the
production parameters.

Only a few themes are so much disputed as glolializa

Another theme under debate would be that of a tmiftechnological
progress, that means equalizing the world’s tedgioal and economic conditions
— after the logic of the neoclassic thinking. Thare solid theoretical arguments
and also empirical evidence which put this ideaennguestion. This thesis of
equalizing the economic conditions is not validdeghe financial markets.

Another thesis states that the globalization wasstburce of the economic
progress in the last 50 years. This phenomend® isesult of technological evolutions,
of commerce policies liberalization and of finahei@rkets opening. Robert Wright,
in his work: “Non — zero” establishes a correspowdebetween the progress of the
mankind, as a dynamic of a game with a positiveltiegnd globalization.

In this context, advantages of economic integnatioust be taken into
consideration. In a world of imperfections and asygtries, integration must be
managed for the advantages to show up. This cdpalissands also for Romania
which finds itself under the pressure of Europeaniold and which also wants to
join this economic and politic club. But the intation can not be automatically
done and can not take place without a strategynthest consider the asymmetries
and the weak aspects in the same time.

In the last 20 years, we witnessed to a substaimtaéase in the living
standards of many countries. But, those benefiistwivere won, can be also lost.
Many say that the problem of globalization is asK of “human face”. Probably,
they are trying to say that the benefits of thebglzation ignore the direct effects
on people. It is obvious that commercial exchargggeerate economic development.
If during the 30’s, the economies from Europe anorthl America exploded,
during the 50’s and 60’s, the commerce obstacle® lt@nsiderably decreased.

152



THE FRAMEWORK OF GLOBALIZATION

The American scientists Jeffrey Sachs and Andrewnéfafrom the Harvard
University made a study in which they revealed thia countries with a
developing open economy had in 1970 and 1980 arase of 4.5% per year, and
the countries with a centralized economy had arease of 0.7% per year.

The fact that the globalization is considered toabphenomenon which
pushes the human aspect into the dark, it is m&iebause the simple person has
not a direct benefit from it. The globalization ngs benefits not only to Wall
Street businessmen or to managers and clerksafiat, some British scientists,
also to everybody with a comfortable pension, bseahe savings can be spent
rationally across the land and even the world. e the ones who speak on
Norwegian mobile phones, who are using Japaneseraamdriving American or
German cars, drink Columbian coffee and wear Aslathes. Among us, there are
poor people who buy cheap food and clothes. Thestha Indian program developers
who can sell their work to big American enterpriaed who can earn enough to assure
their children decent education and medical treatsn@hese are also the people from
poor countries who could enjoy certain opportusitibrough commerce and
technology, for a better life. French farmers $ellts in England, workers from
Bangladesh make clothes for Europeans, and theilBrazoffee farmers have
spread the aroma all over the world. All these peebpild the real globalization.

It is true that poor countries standards can notdmapared to those of
reach ones. It is a tragedy that 1.2 billion peopla quarter from the world’s
population - survive with less than 1 USD per dayd around. 1.6 billion people
live with an income of 1-2 USD per day.

Reducing such an extreme poverty is a priorityafbcountries. Of course, it is
easy to say. But we can learn from other counteeample which once had a
developing economy and now, they are considereth reauntries. South Korea is an
example. Thirty years ago, it was a poor countoyy it is as reach as Portugal. We
also can mention China, where 100 million peopleaoupoverty in the last 10 years.
What have these countries in common? The answenjde: the open commerce.

The countries with a developing economy which eealan economic
growth similar to reach ones, are countries whih @ened their market to the
commerce; the more they are opened, the fasterdaeh their purpose.

The World Bank statistic shows, analyzing the eaoigoactivity of 80
countries in the last 40 years, that this markenam has reinforced the economic
growth and the poor people incomes are symmetniithlthe total increase.

3. Discussions

As soon as the market obstacles will fall, the cetitipn with foreign
enterprises will force local firms to specializerivore familiar fields, in order to
gain more efficiency. Those who will not succeed adapting to these new
conditions, will have to reorganize or to disappear
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For Romanian firms and for East European marlset, dhe globalization,
from economic point of view, represents a chanageteelop their products, to gain
new markets, and to qualify their work force. Oglabal market, dominated by
multinational companies, which posses impressivantiial resources, technological
and human forces, the chance for the Romaniangeiges to resist and to remain
profitable, is to speculate the market niches.

If in a centralized economy, like those from tloenier East European
communist block, the main role of the firms wagtoduce, regardless the costs.
Now, due to globalization and the economic reforthisigs will change.

The commerce liberalization, and new technologiesgerates changes.

How globalization would help the Romanian compahékevelopment, or,
why the globalization is a positive thing for thierfs across Europe and Romania?
Multinational companies, from all over the worldolh USA to Asia, are
concentrating on big market segments. Becauseptwuce on a large scale, it is
not profitable for them to concentrate on the srsalies production. Otherwise,
market segments will remain uncovered - they arallsiinms which need special
products. And here is the opportunity for Romardampanies. We must speculate
these niches. If they would do their homework, ohdg the costs, respecting a
technological discipline, changing the employeesntality, there exists the
capacity to design and create unique productsnadlseries.

These market niches exists in all fields, they drdye to be discovered. The
small and medium size companies, which are flexdold produce items with small
costs. So, competition is born and economic grostibuld follow. If a Romanian
company wants to remain on these market nichemyst develop continuously, it must
change its mentality and keep up with technologicaklties. And competition brings
welfare and development. There is room for everylwdthe market.

If globalization means a civilization stage thall permit a “dialogue between
civilizations”, we must have the intellectual haiye® accept there are no methods in
place to prove that this stage does not exist.€Tlsenot a general ‘recipe’ to conquer
these niches. Romanian companies will do it inrtiey, the German ones will
speculate it in another way. Diversity exists, thé attempts to homogenize the
national environments do not automatically asdugeetonomic convergence.

4. Conclusions

Globalization creates amazing opportunities aridglsr huge progress in
certain fields. Economic discrepancies and asyniesetesulting from international
economic partnerships that do not always bring legaias, require a management
of globalization as well as corrections in insiitn@al structures, which settle
financial and commercial tides.

Reach countries which have the leading role ongtbbal market, have a
huge responsibility in coordinating the economitiqies, as long as their economy
evolutions are synchronized.
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The important growth of small companies in mosthaf countries all over
the world, represents the result of the advantagesh these companies posses in
their competition with big companies: dynamismyesscommodation, crisis resistance
capacity, potential of economic increase and nels joreation. The successful
combination of new technologies with the existinge® and generating new ones,
allowed new preferences and needs satisfactionatsuj superposition of same
opportunities for different firms. For a company e big is no longer an advantage,
so that in the future, the strength will be “ thdequate dimension to successfully
handle the competition”.

Globalization has an enormous potential to geredsvelopment. The
UNO General Secretary, Kofi Annan said: “ | beligiaat poverty comes not from
excessive globalization, btrom its insufficiency”.

REFERENCES

1. Aghion, Phillip; Wiliamson, Jeffrey - “Growth, lmgiality and Globalization”,
Cambridge, Cambridge University Press, 1998

2. Guillen, Mauro F. - The Limits of Convergence. Gltitation and Organizational Change
in Argentina, South Korea and Spain”, Princetomdeton University Press, 2001

3. Kaplan, Robert - “The Coming Anarchy”, New York, ilpm House, 2000
Sen, Amartya - “Development as Freedom”, New Y&andom House, 1999
5. Soros, George - “Global Capitalization”, New Yotl§99

»

155



	00Cuprins2005II
	01Knego
	02Fitzpatrick
	03Halid
	04Norudin
	05Viola
	06Halima
	07Birsan
	08Olcay
	09Pop
	10Cosma
	11Vuza

