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STUDIA UNIVERSITATIS BABES-BOLYAI, NEGOTIA, L, 1, 2005

UNVEILING CROATIAN INTERNATIONAL COMPETITIVENESS
THROUGH EXPORT PERFORMANCE

DJULA BOROZAN !, SANJA PFEIFER?

ABSTRACT. Exports attract special attention in the econoitécalture and practice
due to its contribution to the stability and lomgnh development of any economy,
particularly small one as Croatian economy. Alsordle is additionally augmented in
the contemporary context of increasing global cditipa.

The multifold contributions of exports are partaly evident in accelerating of
economic growth not only directly through produgfidut also indirectly, through
facilitating the imports of goods and servicespdfarring and spreading out of new
ideas, knowledge and technologies, i.e. throughirigrall stakeholders to more
innovative behavior and increased productivity. tReimmore, it contributes to
resolving of macroeconomic problems like unemplaynaed external debt which is of
significant importance when their current dimensionCroatia is considered. Export
volume and structure portray export performancermfeconomy and indicate the
level of its international competitiveness.

Export performance of Croatian economy is extremalgk, implying at the same
time its poor international competitiveness. Thénrparpose of this paper is to explore
the reasons for such weak export performance dsasdd discuss issues facing the
export enterprises in Croatia. The special attengigiven to the exploration of small and
medium sized-enterprises’ contribution to the tGtalatian exports.

Key words: trade performance, competitiveness, Croatia, exqragrprises

1.Introduction

Exports attract special attention in the econontardiure and practice due to its
contribution to the stability and long term devetegmt of any economy, particularly small
one such as Croatian economy. Also, its role istadally augmented in the contemporary
context of increasingly powerful global competition

The multifold contributions of exports are partialifaevident in accelerating of
economic growth not only directly through productibut also indirectly, through facilitating the
imports of goods and services, transferring andaging out of new ideas, knowledge and
technologies, i.e. through forcing all stakeholderamore innovative behavior and increased
productivity. Furthermore, it contributes to resoty of macroeconomic problems like
unemployment and external debt which is of sigaificimportance when their current
dimensions in the most of the Central and Easternfggan (CEE) countries are considered.
Export volume and structure portray export perforoganf an economy and indicate the
level of its international competitiveness.

The competitiveness of nations is a vague concegtreTare plenty of definitions
trying to explain its meaning (see for review Gag803, Annex Il). The following one is usually
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used in literature: Competitiveness of nations looks how nations craate maintain an
environment which sustains the competitiveneds ehterprises(Garell, 2003). This definition
puts emphasis on the role of economic policy inpsit the business environment.
International competitiveness refers to the abdity nation to compare its competitiveness
with competitiveness of other nations, i.e. to cetmsuccessfully for export markets. If country's
performs well internationally, this could be a sifrits sound international competitiveness.
Michael E. Porter criticizes the traditional degstion of the competitiveness, where nation’s
competitiveness is measured by exchange rateseshteates, government deficits and the
like. The competitiveness of the nations is noegetitly explained by existing theories. According
to Porter, the only meaningful concept of competitiveneshenational level is productivity.
Seeking to explain competitiveness at the natilewal is to answer the wrong question. What
must be understood are the determinants of pradiyctind the rate of the productivity growth”
(Porter, 1990, 160-161)-or Porter the competitiveness of the nations angpex outcome of
the forces described as factor conditions, coraestrivalry conditions, demand conditions,
and supporting industries — cluster conditionstétte diamond theory provides a holistic
concept which helps all stakeholders in a coumtrgonsider competitiveness in its complexity
and to communicate constructively about improvirgenvironment for raising competitiveness.
This theory stresses the importance of macroecan@siies. But, the sound macroeconomic
environment is only precondition; the improvement asustainability of the country’s
competitiveness is rooted in its microeconomic @@, and abilities of the local firms to
gain superior productivity in some industries.

There is no consensus among economists on théoguéSb nations really compete?”
Although some economists (e.g. Krugman, 1994; @edigcussion also Reiljan at al., 2000) put
the usefulness of the concept into question, ang the ability of nation to compete among
themselves, because this can be done only by gaéspseveral international studies such as
the World Competitiveness Yearbgdke Global Competitiveness Report (GCR), Global
Entrepreneurship Monitor (GEM) confirm that the gmment can shape the favorable
environment in which enterprises operate, and cpesgly contribute to nation-competitiveness.

The level of openness for international trade amdsticcess in foreign trade lead
to an increase in country's economic performannd, raflect country's competitiveness.
The world experience indicates the less the cousitye more open for international trade
it is. This fact holds also for Croatia. Croatiaaismall country with slightly less than 4,5
million of inhabitants and 6,220 EUR of gross dorieeptoduct (GDP) per capita (PPP).
Although the Croatian macroeconomic authorities ehagcognized the importance of
exports for its economic performance and growthy thailed in shaping favorable business
environment for Croatian export enterprises. Counsetly, this contributes to poor export
performance of Croatian economy, implying at theneatime its poor international
competitiveness. The main purpose of this papév ixplore the reasons for such feeble
export performance, i.e. manufactured trade perdioas, as well as to discuss problems
facing the export enterprises in Croatia. Becahisamost of Croatian enterprises, approximately
99% when defined by numbers of employees, can beribed as small or medium-sized,
the special attention in this paper is also giverthe exploration of small and medium
sized-enterprises’ contribution to the total Craatéxports.

2.The short review of relationship between export pdormance and
international competitiveness

Export performance and trade openness can be inmpdotaenhancing economic
growth. A number of studies have explored the i@tahip of the trade and economic
performance (Sachs and Warner, 1995; Dollar an@yra000) and showed that the trade
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openness in general, can raise economic growtls.ralewever, inconsistent results for
developing countries indicate that variation inior@él experiences stems from differences
in the internal conditions of the country. Differaet of the macroeconomic and microeconomic
conditions result in different types of the comfpedi strategies and advantages for the
particular enterprise and particular country. Altgb export performance is only one facet
of the international competitiveness, it seems afaliel to investigate the Croatia export
performance and its relationship with competitivene

There is a self feeding relation between exportgerdnce and international
competitiveness. Exports are first level of int¢ior@al competitiveness affirmation. The
improvement in the export performance leads tonanease in country's competitiveness.
This effect is a result of the enterprise's skitispwledge, propensity to innovate and use
new technology, ability to exploit technologicalpmptunities in a successfully commercial
way, etc. On the other hand, in striving to achiswecessful exports in highly competitive
global markets, a country is forced to improvedmpetitiveness. The more competitive a country
is, the more economically powerful it is. Consedlyerit is more capable to compete on
global market, to attract people with the highestel of knowledge, skills, to buy new
technologies, etc., and to improve its export pandnce as well as to achieve better export
results. This can be propitious for additional imations and in general to improvement in
its competitiveness. Consequently, export perfoo@aand competitiveness should not be
considered in isolation, totally independently frone another; they are mutually interdependent.

A review of available theoretical literatures andhpérical evidences support
notion that competitiveness can be explained toesemtent by the country’s ability to
export (see for example Fagerberg, 1986, Dollar\&otff, 1993). However, competitiveness
should not be equated only with the country’s gbitb export; it should reflect all its
dimensions such as technology and price. Accorttirigorter (1990) the ability to produce
goods and services which can be sold internatiosa#ms to be the first sign of the enterprise’s
international competitiveness in particular naticeeonomy. However, this ability is usually
driven by different economic rationality. Dynamio$ the international competitiveness is
characterized as the transition from the factovedrieconomy, through investment driven
economy, to innovation driven economy. The ultinsiége of the competitive development is
the ability of the enterprises to provide innovpteducts and services, to compete with
distinctive strategies that provide unique values.

3.International Competitiveness of Croatia — result eports

There are several international projects explorimg dompetitiveness of nations.
Croatia has been participated in the research efGlobal Competitiveness Survey and
consequently in the GCR since 2002. Accordingdd3R, Croatia worsened its competitiveness
in 2004 compared with the previous years. In 20@dok the position on the competitiveness
scale behind not only the leading CEE countriesuhetl in this project (such as Estonia,
Slovenia, the Czech Republic, and Hungary), bub &lshind, in some competitiveness
dimensions, South East European countries like R@ramd Bulgaria. The worsening of
Croatian competitiveness position is not only thesequence of weakness in competitiveness
of its economy, but the improvement of competitegsof these other countries (see table 1).

The worsening of Croatian competitiveness can berobd in all of three indexes
designed by GCR in order to measure competitiverteesGrowth Competitiveness Index,
the Business Competitiveness Index and the Globalpetitiveness Index (for description
see GCR, 2004-2005). The worsening of the macrasnmnenvironment, the state of the
Croatian’ public institutions and its technologicaadiness contribute to the worsening of the
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Table 1.
The position of selected countries according toGRHR in 2004
Country Growth Business Global
Competitiveness| Competitiveness | Competitiveness
Index (104) Index (93) Index (104)
Croatia 61 67 79 Worsening
Rumania 63 54 57 Enhancing
Bulgaria 59 70 70 Enhancing
Estonia 20 27 24 Enhancing
Slovakia 43 38 41 Enhancing
Slovenia 33 30 35 Stagnating
Hungary 39 40 46 Stagnating

Note: Total number of countries included in projieagiven in parenthesis.
Source: Global Competitiveness Report 2004 — 2005

growth competitiveness. The worsening of the mioooemic business environment quality
contributes significantly to the worsening of bes& competitiveness. Administrative burdening
of local authorities, administrative burdening ehtral government, feeble organized efforts in
rising competitiveness, regional differences inegs environment quality, poor transparence of
governmental policies in decision making, goverrrfahures in reducing poverty and inequality,
unethical behavior of enterprises are stressed®ynterviewed enterprises in the frame of GCR
research in Croatia in 2004 as the most imporiaatidantages of national business environment.
The results of the other international projects lisas GEM, Transparency
International) indicate the similar unfavorablentile in Croatian economy, especially when
they are compared with the outcomes of countrissuauring faster. The same unfavorable
tendency regarding the competitiveness of Croa@momy is noticed also in the work of
Fagerberg et al. (2004). Fagerberg et al. (2004)endistinction among four dimensions of
competitiveness: technological (which refers toahiity of a country to compete successfully
in markets for new goods and services), capacitypetitiveness (which refers to the ability of
a country for exploiting technological opportundtien a successfully commercial way),
price or cost competitiveness (measured as uniewagts in manufacturing), and demand
competitiveness (which refers to the ability obamiry to exploit the changing composition of
demand, by offering attractive products that arkigh demand at home and abroad).
Based on the analysis of data for 49 countries 1888 to 2001, characterized by
very different development level and trends, theyntl out that both technological and
capacity competitiveness play the most importafg no explaining why some countries
perform better than others. Compared GDP per capil®97 and average annual growth
rate (1993 — 2001) they found out that Croatia ig$o(among all the new EU members
plus China, Korea, Malaysia and Chile) to the grofigountries called "catching up", i.e.
to the group which have low GDP per capita and l@gérage annual growth rate. But,
besides the poor price and demand competitivettessnain source of feeble international
competitiveness and export performance is basegowr technological and capacity
competitiveness of Croatian economy. Regardingetite® dimensions it belongs to the
group of countries called "failing further behind®agerberg at al. (2004) found out that
deteriorating capacity competitiveness is one ef ittain factors hampering low-income
countries in Europe and Asia in exploiting the pti& for catch-up in technology and income.
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4. Export performance of Croatian economy

Foreign trade of the Croatia is growing dynamicaltynpared to the pre-war
period (from 7,3 USD billion in 1991 to 24,6 USDOIibin in 2003). However, this increase
is mainly due to the increasing imports in the iignetrade (see picture 1). During 1991-
2004 exports comprised 37.8% of the total tradeeiga trade deficit grew from 254 USD
million in 1991 to 8,6 USD billion in 2004.

For a small country like Croatia, exports are bawiecondition for sustaining
expected growth rates and standards of living. Samaously, it is the precondition for
achieving positive benefits of the economies ofescas well as learning and experiences
curve. After the fall of the Former Yugoslavia aidmeland war (1991-1995) Croatia was
faced with the diminishing export prospect in fornveigoslavia member republics: Bosnia
and Herzegovina, Serbia and Montenegro, and Maé@dBacause of the narrow domestic
markets, these countries were main export destimatof the Croatian products. These
markets, as well as other Eastern European markets due to political and security
situation, closed or hostile toward Croatian exgortierprises. To sustain economic growth
Croatia was challenged to find new export markets.

However, exports were stagnating during 1991-2003he average level of 4,5
USD billion. More dynamic growth in exports weret xperienced until 2003 and 2004
when the export value grew from 6,2 USD billion8t&JSD billion respectively. Unfavorable
trends in the foreign trade are also indicated imyirdshing rate of imports covered by
exports. During the 1992 imports were 100% covevigd the value of the exports. During
the 2000-2003 imports were covered by exportstatab46.7%.
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Figure 1. Foreign trade statistics for Croatia during the1:2004.

There are two negative trends in the exports. Fiesd is that level of the exports
as part of the GDP structure is unfavorable conaptreéhe level of imports. Exports comprise
smaller part in the structure of the Croatian GBille imports have got the dominant share. The
most favorable share of the exports as the pahteoGDP Croatia achieved in 1992 (50.1%),
while the bottom level of the export share in tHeRGwas achieved in 2003 (30.3%). The
second trend is that exports grow at the slowee pfa@n imports, so the gap is widening.
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Furthermore, there are some unfavorable shiftsarexport destinations, too. The share
of the exports with the members of the EU is dighimg. While 1991 share of the EU members
were 0.34%; at the 2000 the share was halved &84).The major influence in that was
diminishing rate of the exports with Italy and Gany, two the most important export partners of
Croatia. For instance, Croatian exports in 199B@percentage of the Italian and German imports
were 1.10% and 0.49% respectively, while in 20@0vhlues have been diminished to 0.70%
(taly) and 0.27% (Germany) (Galinec et al., 20@)ring that time the other CEE countries
almost doubled their exports to Italy and Germdiys was possible due to the Croatia lagging
globalization and integration processes. It way ahiring late 1990s that liberalization was
enhanced by creating free trade agreement, fomgiegiber status with the World Trade
Organization, and signing The Stabilization ando8isdion Agreement with the EU.

However, weak export propulsiveness of the Croateonomy is to the great
extent outcome of the slow industry restructurimgl anodernization, combined with the
uncompetitiveness and unfavorable structure ofXteatian export products. The prevalent
rate in the structure of the export products iddlaeadded value products (Galinec et al., 2002,
NCC, 2003). Croatia exports are inelastic and aurated on the few groups of products.
Concentration trend is evident since 1991. Whild®93 the five most important export
products comprised 43% of the total Croatian exgpant 2000 they comprised almost 47%
(Djukec et al., 2003). However, the reason why daiscentration is not favorable is that the
five most important export goods are low technolpggyducts, with low intellectual or design
or innovation potential (Djukec et al., 2003). Arsid of the export product structures shows
that the volume of the technology, knowledge irtengroduct has been reduced, while the
labor intensive products have been extended istiiueture of the Croatian exports (NCC,
2003; Galinec et al., 2002).

There are many ways to categorize goods by techyolsecording to the most
commonly used method due to its simplicity, it bardistinguish as "high" and "low" technology
based on their R&D intensity. OECD (1987) suggesstinguishing between resource-
based, labor-intensive, scale intensive, diffeadati and science-based goods. Combining these
two methods Lall (2000) made distinction among uesg-based, low technology, medium and
high technology products.

Resource-based and labor-intensive products coengines dominant part of the
Croatian exports (Galinec et al., 2002, NCC, 200Bg technology level of the export goods is
mostly low or medium. The countries or goods amapeting using several key advantages:
operative efficiency; unique values, customer iafig;n The products or countries that
compete on the basis of the operative efficieneymaost often in the zero sums game. The
main competitive advantage is the low price thdt attract some of the customers of the
other producers. However, such moves usually triggee wars and require large volumes
of the goods and services to capitalize on thestesrning or experience curves. Operational
efficiency is also imitative and hard to protect.eT@roatian export strategy is by large
concentrated on supplying non differentiated, colitpdype of goods with inherited natural
resource base; or easy transferable competitivantatyes (cheap input factors). Since labor
cost in Croatia is higher than in the other CEE amsthAountries (except Slovenia) the
prospect of Croatian exports is not optimistic. Emopl findings suggest the technological
intensive products have better growth prospects doaothers (see for discussion Lall, 2000).
Consequently, a shift from low to high technologias be noticed for manufactured trade
in world context. GEM measures export orientatibthe Croatian entrepreneurs, and it was
found out that there is only a small proportioritef total entrepreneurialy active population in
Croatia oriented to export or to high tech — higbmgh endeavors. For instance the Croatian
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high tech exports comprise only 12% of the totadaek while high tech exports of Ireland
in the 2002 comprised 41% of the total Irish export

The export structure by prevailing economic usertseen changed since 1991.
In average, production goods comprise 48.6%, invest goods 18.6%, and consumption
goods 32.7%. These data are consistent with thartesgsults by main industrial groupings; in
2003 export of energy comprised 9.32%; intermediatads (except energy) 32.65%; capital
goods 24.35%; consumable goods 29.92% and mangmctilassified by material not
classified in other activities except industry 3#The structure of exports by SIT€ategories
is distributed between machinery and transport pegemnt (29.47%), miscellaneous
manufactured articles (19.58%) and manufacturessifiad by material (14.05%). Other
commodities comprise less than 10%. Such a stmicsuprevalent in the exports from the
late 1990s when the shipbuilding industry recovédngthe government support.

Croatia is faced with the challenge of moderniratiad redefinition of the exports in
order to keep and expand export markets. The eggpansions seems like the only solution to
the number of problems Croatia have at a momenmtintance, foreign debt has reached the
level of 30,2 USD billion in December 2004; whicleans 82.1% of the GDP. Furthermore,
export expansion is needed to offset slow GDP drokate (3.8% in 2004) and huge
unemployment (19.3% in February 2005).

5. SME's in Croatia

The role of SME’s in modern economies based on ledye and new technologies
is very important because of their flexibility amdbility to innovate. But, their role in
exports is usually not significant. In the EU-19 SHIEXxport only 13% of their turnover,
while large enterprises export 21% of total turma\&nijders and van der Horst, 2002). The
GEM results suggest that over 50% of start-ups doerpect to export any products, and
that there is a correlation between exports andssig entrepreneurship. The more important
necessity as the motive for entrepreneurship éshipher the proportion of start-ups that do
not expect to export (GEM, 2004).

In Croatia, SME sector participate in the total @xp by 25%" Solutions of the
SME’s most urgent needs such as: lack of adequateledge, inappropriate infrastructure,
inappropriate entrepreneurial infrastructure, vadystem and social norms inadequate to
entrepreneurship (see Borozan and Barkovic, 2008) paeconditions for the foreign
markets export expansion. Although these needpemeeived as important for the large
enterprises too, SMEs are faced more intensely thigse issues. Therefore in the next
section we present more detailed analysis of tip@reyperformance from the enterprise’s
point of view.

6. Reasons for poor export performance of Croatiareconomy — enterprise's
point of view

There are several reasons for the Croatian poorregpdormance such as those
discussed in the previous section: lagging ingititl reforms in the opening to the free
trade, predominance of the labor or resources bgseds, low or medium technology and
low added value; disinvestments, high concentratioexport sector, etc. Government role
is to establish business conditions and frameworidactive to the free trade, to reduce the
possibilities for unfair competition, and to enhariee adequate macroeconomic conditions
that will support exports. Hereafter, we have aredythe perception of the convenient

3 SITC = Standard International Trade Classification
4 Source: Small business, Croatian Chamber of Ecprigagreb, March 2004
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sample of managers from the export oriented eriggrThe perception is solicited by the
eminent business weekly magazine “Privredni vjésoik the annual basis. In the 2003,
101 export managers and experts from the main exponpanies were administrated with
the questionnaire. Since the managers came froindhstries that generate more than 40% of
the tangible Croatian exports the sample percepti@am be regarded as representative. In
the 2004 questionnaire was administered to themi@& important Croatian companies.

Managers perceived several determinants as sofmcesmpetitive advantage in
2003. These are perceived to be: technology (26#eosample chooses this answer), low
labor cost (24.0%), exchange rate (16.6%), othstsc(l2.0%), promotion (11.4%), and
access to the sources of financing (9.4%). The bagisistency of the manager’s perception,
theoretical findings and empirical results are emitd Technology is perceived as the first
and utmost important driver of competitiveness. Trenagers report that new technology
adoption is one of the prime motives for investraehtowever, the underinvestment is still
huge problem for Croatian economy together withotdsce of technological equipment
and technologies build in the goods produced byattan enterprises.

The most important issues managers expect to fa@®0b are related with the
cost of production, increased competitive presstae,burdens, cost of the capital, and
excess number of employees. The perception of theagesis interviewed by “Privredni
vjesnik” is similar to the perception of managereiviewed by the National Competitiveness
Council (NCC§. NCC identified the following problems as urgengfficient bureaucracy,
corruption, tax regulations, inappropriate educatis the labor force, and high taxes.
Scarcity of the knowledge and creative ideas forldvdass competitive goods and services
has been perceived as one of the five top probfem€roatian managers in 2004. NCC
reported diminishing quality of the macroeconomianiework as important issue since
Croatia is positioned behind the main CEE countries.

Nevertheless, Croatian managers did not percesltdogy obsolesce as one of
the main issues in the 2005. The other problemsjonts have been perceived as more
urgent: overvalued national currency, uncompetittgs due to the high public consumption,
absence of government export support, absenceeoéxbort strategy, obsolesce of the
technology and equipment and shortages in knowladdennovation base needed to produce
the world class competitive products (see FigureChmparison of the most important
issues is consistent with the perception of thennazivers of the competitive advantage
gained by the foreign competitors. Majority of tharticipants (74.7%) in 2003 perceived
foreign competitors have advantages in comparisith the domestic competitors. The
main sources of competitive advantage were labst, dmancial conditions, technology,
and government support (see Figure 3).

Although the technology is important part of thenpetitive advantage, in the
2005 the importance of technology is diminishingardgers are perceiving technology
input as less important than previously. On thero#lide, labor costs (such as compensation,
taxes, benefits) are second most important fedtutee competitive advantage, and the
utmost important source of the competitive advamtafj the foreign competitors. The
exchange rate and overvalued national currenclogely connected to the problem of the

5 National Competitiveness Council has been esteblispon the initiative of the business sectoiGmodtian
employers’ organization, in order to promote idmad principles that enhance economic developmeht an
sustainable economic growth. www.konkurentnostr/

® Lecture of the Mr. M. Vedris: "Actual economic film® and competitiveness in Croatia“, Faculty of
Economics in Osijek, January, 29, 2005, as citethbyWorld economic forum (2003, 2004.). See also
Gavranou, 2003., p. 10.
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labor costs. Appreciation of the national currehag not been supported by the increased
productivity, therefore it undermine competitivenes$ the domestic goods on the international
market. Consequently, the exchange rate has beeniyEd as an important factor of the
competitiveness in 2003 and 2005. In addition, %504 participants perceived it as important
source of the competitive advantage of the foremmpetitors on the globalized markets.

Reasons for the poor Croatian export performarctharfunction of the macroeconomic
framework, and on the other side, there are reatbansare function of the microeconomic
framework. Macroeconomic framework comprises exgeapolicy, labor cost, financial
and monetary policy (e.g. taxes, interest rate,maemial credit lines), government support
and strategy. Microeconomic conditions are reseanchdevelopment, technology, knowledge
and innovations, marketing and promotional skéts,

Marketing | 10
Financial conditons | 10
Knowledge and creativity _r| 15
Technology | | 35
Export strategy | | | | ] 37
Government support | | | | | | 56
fabor cost | | | | | | |5‘7
0 10 20 3 4 50 60 70
@ Problems in 2005 |

Note: # shows % of the sample that choose thecpéatiissue

Figure 2. The most important problems expected

On both occasions (in 2003, and in 2004) the masagmve emphasized
macroeconomic conditions as more important sourtteeqroblems and constraining factor for
enhancing exports. In 2003 managers suggestedbkeukitions for improvement: reduction of
the taxes (suggested as solution from 27.8% ofcmpemts), depreciation of the national
currency (22.8% of participants), more subventi(@&8% of participants), better financial
conditions (17.7%), and technology enhancemenstment (8.9%).
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Financial
conditions; . Exchance
Marketing; rate-
Knowledge 154
and 23.1
creativity;

Labor cost;

Technology; 245

18.5
Government
support;
18.5
Export
strategy;

Figure 3. Perception of competitors' by export enterprise®d05 advantages in 2005

In the 2004 88% of the participants were dissa&iisfvith the government support
programs. Only 1% perceived that government didy¢ling that was necessary. Majority
of the participants (66%) did not perceive governiriastitutions as helpful in providing
support, and 83% of the participants perceivederiirconditions as the same or even worse
than before. Enhancement in the export performangependent on the quality of the national
macroeconomic framework. However, this qualityather the outcome of the consistency,
transparency and synergy of the closely tied nétvadrall parts of the Porters diamond:
factor input conditions, debt and scope of theteted supportive industries, demand conditions,
strategy and rivalry of the industry. All these gmnents are influenced by the government
programs and policies. However, the companiesnalsb adopt to the fact that the key ingredient
of the competitive advantage is the company waldistinctive strategy, business model,
export ambitions and performances. Only by contisutvestment in the competence,
capability and skills, only through continuous imation and enhancement of the operation
efficiency can the company create and sustain cttiygeadvantage. The prime sources of
the competitive advantage is under the controlhef company and it is either operative
excellency, or product leadership, or customematy. Only by creating new, excellent,
differentiated, value added, innovative producisganies can build up their competitiveness
and export performances. Without company competiivategy no macro or microeconomic
conditions will sustain its long term performancéasis fact is also recognized by the
participant of the questionnaire. Although admissio the World Trade Organization and
free trade agreements are enhancements in the madronicro economic conditions, more
than a half of the participants (52.3%) recognibede improvements as no enhancement for
Croatian competitiveness.

7. Conclusive remarks

There is a high and growing concern with the experformance of many economies
due to increasingly fierce global competition amgact exports have on the economic growth
and welfare. Furthermore, export performance ioitapt part of the overall competitiveness of
the country.
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UNVEILING CROATIAN INTERNATIONAL COMPETITIVENESS THROUGH EXPORT PERFORMANCE

Croatia is small country, with moderate GDP peitaapnd presently in the transition
from the factor to investment driven sources of cbepetitive advantages. Croatia export
performance is lagging the majority of the CEE caests performances as indicated by
the GCR. The analysis of the trade performance rofia showed several unfavorable
trends. The trade is growing due to the fast grovftthe imports. The export level is also
growing but at much slower pace. The level of tkpoets as part of the GDP structure is
lower compared to the level of imports. Exports casgpsmaller part in the structure of the
Croatian GDP; while import has got the dominantresh@here are significant shifts in the
export destinations. The exports to the EU membentcies are diminishing. Croatia exports
are inelastic and concentrated on the few groupsraducts, such as transport equipment,
chemicals, clothing, basic manufactures, and miseResource-based and labor-intensive
products comprise the dominant part of the Croagigports. The technology level of the
export goods is mostly low or medium. Croatia iefh with the challenge of
modernization and redefinition of the exports ifntgato keep and expand export markets.

The role of the SMEs in the competitiveness enhapoéns critical. Export
performance of the SMEs is especially importantesitdas some distinguishing features
that enable them to act more flexible and fastein® faster and more flexible in reaction
to productivity shifts, or consumer preferenceisnigortant part of the competitive advantages.
In Croatia, SME sector participates in the totalaigpby 25%, which compared with their
predominant share of the economic structure (99#teoll enterprises are SMES) indicates the
huge potential for enhancement. However, the swigtito the problems such as lack of
adequate knowledge, inappropriate infrastructurappropriate entrepreneurial infrastructure,
value system and social norms inadequate to eetreprship are preconditions for the foreign
markets export expansions.

Reasons for the poor export performance of Croat@ the function of the
macroeconomic framework, and on the other sideethee reasons that are function of the
microeconomic framework. Macroeconomic frameworknpdses exchange policy, labor
cost, financial and monetary policy of the countggvernment support and strategy.
Microeconomic conditions are research and developmichnology, knowledge and
innovations, marketing and promotional skills, dttowever, the key ingredient of the
competitive advantage is the company with its déive strategy, business model, export
ambitions and performances. Only by continuousstment in the company’s competence,
capability and skills, only through continuous imation and enhancement of the operation
efficiency can the company create and sustain cttiyeeadvantage. The prime sources of
the competitive advantage are under the contréh@fcompany and it is either operative
excellency, or product leadership, or customematy. Only by creating new, excellent,
differentiated, value added, innovative productmmanies can build up their competitiveness
and export performances. Without company competitivategy no macro or microeconomic
conditions will sustain its long term performancAgalysis of the perception of the major
Croatian exporters during the 2003 and 2004, akagethe results of the GCR and GEM
projects suggest two main implications. First, @eos still lagging in the legal, institutional
and macroeconomic framework conditions comparedther CEE countries. Therefore,
the more legal and institutional encouragementmdependent risk-taking and dynamic
competition are needed, as well as enhancementacramconomic conditions. Second,
business entrepreneurs are not willing or riskerser to take advantage of the opportunities for
development offered by modern technologies, or exparkets. Therefore, the more allocation
of the funds to research and development transisrajell as major increase in investment
in the education or innovations sectors are needed.
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ENVIRONMENTAL ACCOUNTING AT THE CORPORATE-LEVEL

ILONA OBRSALOVA *, SIMONA BOHMOVA % MARCELA KOZENA °,
ROBERT BATA*

ABSTRACT. The paper focuses on selected problems of envinst@aneaccounting at the
corporate-level. As a key term, environmental é¢estlentified. There are many problems
connected with determination of environmental casid evaluation of environmental benefits.
Contemporary results of the research in this arélzei Czech Republic and abroad are discussed.
The role of companies, especially small-mediuntsirgerprises (SME), in sustainable development
and their informational support is mentioned.

Key words: environmental accounting, environmental managersgstem, company, costs,
external costs, environmental information

Introduction

Historically first studies of environmental/ecologli accounting began with corporate
level approaches in 70’s years of the last cerfidiiller-Wenk, Ullmann, later Schaltegger and
many others). The development of research actwitis encouraged by requirements of newly
implemented systems EMS/EMAS (Environmental ManagenSystems) and in connection
with regulation of IPPC (Integrated Prevention &uadlution Control) in the last years.

1. Current Approaches to Environmental Accounting

The concept of sustainable development creates aspaee and possibilities for
entrepreneurship. New legal measurements fromabergment regulate activities of companies
not to get environment worse and determinate eceftamework for long-term prosperity.
On the other side, strategy of sustainable devetoproreates important opportunity to
increase competitiveness by respecting the envieoreah protection as one of the strategy
aims and enforcing principles of sustainable dgwalent to all activities of the company.

The green entrepreneurship develops many toolsnéoragement decisions making.
[10, p. 120] differentiate these tools accordindghe types of focus (analytical tools, tools
for action, tools for communication) and areasaouf (green entrepreneurship/environment;
efficient entrepreneurship/economic and environmemd responsible entrepreneurship/social,
environmental and economic).

The termenvironmental accountinghas been relatively newly taken in environmental
management and there has been broadly used inediffeontexts. This paper deals with its
utilization as an important tool for managementisie-making, it deals with environmental
management accounting (EMA). EMA can be defined hes itlentification, collection,
estimation, analysis, internal reporting, and uksenaterials and energy flow information,
environmental cost information, and other cost rimfation for both conventional and
environmental decision-making within an organizal8]. The costs related to environment can be
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described as costs within internal management atcou external financial accounts or
other public reports.

EMA serves business managers in capital investmexisions, cost calculations,
process or product design decisions, performanaigiaion and lots of other forward-looking
business decisions. [7, p. 39]. EMA was developggitd limitation of conventional management
accounting approaches that did not provide manageméh useful information for
management activities and decisions involving g$icgumt environmental costs and (or)
significant environmental impacts.

The most important tasks of EMA are:

- EMA focuses on accounting of environmental castsnternal costs of a company;

- information from the system of EMA is importantcafer other types of management
decisions but the most important aim is to sugpodctive and preventive environmental activities.

It is necessary to note that EMA is a broad setrofciples and approaches that
provides materials, energy flows and cost dat&akiio succeed in environmental management
activities. A systematic use of EMA principles faailes finding hidden environmental
costs in the general accounting system. If thednidabsts are not identified, the product prising
does not reflect all costs of the product and it ba sold undervalued. Implementing of
EMA can also multiply the benefits gained from otleavironmental tools. EMA requires
better understanding of physical environmental ictpaf a company and therefore EMA
implementation is not the task only for accounthntst requires close cooperation of technicians,
environmental engineers and managers in orderdpeprevaluate economic impacts on
environment due to business activity. Burritt 2801 describes a multi-dimensional framework
of EMA in the distinctions between dimensions: rimexternal, physical-monetary classification,
past and future timeframes, short and long-temasad hoc - routine information (Table 1).

Table 1.
Framework of EMA
Monetary EMA Physical EMA
] Short- term focus Long-term focus | Short- term focus Long-term focus
Past oriented ['Environmental  cost Environmentally | Material and energy Environmental (ol
Routinely acc_ounting (g.g.induceq capital flow apcounting (short natural)'capital impaqt
generated varlablg (_:ostlng expenditure aniterm impacts on theaccounting
information | @bsorption costing, arjdevenues environment-product
activity based costing) site, division andg
company levels)
Ad hoc Ex-post assessment pEnvironmental Ex-post assessment pLifecycle inventories
information | relevant environmentallifecycle (and| short-term Post-investment
costing decisions target) costing environmental assessment f
impacts (e.g. of sitephysical environ
or product) investment appraisal
Future oriented | Monetary Environmental Physical Long-term  physica
environmental long-term financial environmental environmental
Routinely | operational budgetingplanning budgeting (flows and planning
generated | (flows) stocks) (e.g. materigl
information | Monetary  environ and energy flow
capital budgeting activity based
(stocks) budgeting)
Ad hoc
information
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Relevant Monetary environ| Relevant Physical

environmental costingproject investmentenvironmental environmental

(e.g. special ordersappraisal impacts (e.g. giveninvestment appraisal

product mix with| Environ. lifecycle[ short run constraintsLifecycle analysis o

capacity constraint) | budgeting and on activities) specific project
target pricing

(Source Burritt et al 2001)

The key terms Environmental Cost. The description of this concept is broadly
discussed with various approaches [6, 5, 3, 1,™hgre are many difficulties associated
with identification and allocation of the environntal costs. Systemization of the
environmental cost categories in the companiesritbescTable 2.

Table 2.
Environmental Costs
Environmental Cost/Expenditure Categories
Waste and Emission Prevention and Material Purchase | Processing Costs| Environmental
Treatment Environmental Value of Non- of Non-Product Revenues
Management Product Output Output

Depreciation fon External services forRaw materials Labour costs Subsides, Awards
related equipment environmental

management
Maintenance angPersonnel for Packaging Energy costs Other earnings
operating materials andenvironmental
services management activities
Related Personnel Research ardixiliary materials

Development
Fees, Taxes, Charges Extra expenditure| @perating materialg
cleaner technologies

Fines and penalties Other environmentahergy
management costs

Insurance fo Water

environmental

liabilities

Provisions for clean-up
costs, remediation

Source: [Schaltegger et.al., p.19]

According to US EPA [6,11], the definition of errimental cost depends on utilization
of information in a company and the environmentadts can include conventional costs
(raw materials and energy costs with the envirortederlevance), potentially hidden costs
(costs which are captured by accounting systenthamit lose their identity in overheads),
contingent costs (costs in a future time - contiridebilities), and image and relationship
costs. For exact accounting, it is necessary tdagxpghese terms in detail. For the
environment cost tracking key drivers, have todentified: toxicity of emission and waste
treatment, volume of emissions and waste, enviromahampact added to volume of
treated emissions, the relative costs of treatiffgrdnt kind of emissions [5, p.136].

Many other systems or techniques describing enmigorial costs are published [3,
7, 8, 9 and othersJ.otal Cost Assessment (TCA)s a tool for the valuation of cases like:
project selection among numerous alternatives, egrrojfinal analysis, supplemental
environmental projects, budgeting for alternatiléfe. Cycle Assessmentvas also adopted for
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the logistic chains in companies. Another systenfoisexamplefFull Cost Accounting. A
technique based on theput/output analysis (mass balance)was described for the
companies’ environmental costs. Process flow clantshelp to trace inputs and outputs of
the process, in particular, waste, and can brigetier technical and cost accounting information.
Flow cost accounting can make material flows trarest using different information. For the
environmental accounting process, it is necessansée different kinds of information (for
example, physical unit information from primary reeeements, conversion factors etc.).
EnvironmentalActivity Based Costing (ABC) allocates all internal costs to the cost centres
and cost drivers based on the activities causiagtists [8]. Overview of current methods
of environmental costs is shown in Table 3.

Table 3.
Current methods of addressing of environmental cost
Costs of environmental protection Costs of material and energy flow
Past and present | Future (potential) Past and present costs | Future (potential)
costs costs costs
Separate Emission reduction Environmental
calculations | costs budgeting
Full-cost Full-cost of| Consideration of theCosts of remaining
accounting environmental costs of environ. material
reduction risks
Direct costing | Environ.  oriented Costing of future
direct costing{ environmental costs
multistage  direc
costing
Process Activity based Activity based| Costing oriented towardsActivity based
costing costing costing material and energy flow;budgeting oriented
Activity based costing towards material
oriented towards materialand energy flow
flow

2. Current Situation in EMS and EMA Acceptation in the Czech Republic

In the recent years, the Czech Republic has seeeaged attempts of companies to
reduce the negative impact of their activities e énvironment by introducing environmentally
friendly technologies. Preventive approaches arglmeferred (wastes formation prevention) to
end—of—pipe technologies (wastes disposal). Th& pbthe environment protection has become
an integral part of decision-making. A wide ranfi@auntary initiatives and activities has been
operating in the domain of environment protectitiig environmental management systems
implementation, in particular. The number of orgatibns operating with ISO 14001 and EMAS
certification/validation (990) in the Czech Repabiidicates an important need of information
data for decisions about environmental costs anefiite

For the purpose of environmental management andther search for an
environmentally friendly solution, which would cotppwith the economic objectives of
the company as well as with sustainability prinegplit is necessary, as we said before, to
stress the importance to the identification of s@stated to protection of and damage to the
environment. According to survey of environmentarmagement in the Czech companies
[9,14,15], the enquired companies largely iderdifiee environmental costs as follows:

— costs of wastes disposal,

— costs of wastes transportation,

18



ENVIRONMENTAL ACCOUNTING AT THE CORPORATE-LEVEL

- fees for the environmental protection,

- fines and penalties related to the environment demga

— payment to external organizations for servicestaglao EMS implementation,
certification and re-certification,

— operating costs of end-of-pipe technologies i.estevavater treatment plants,
incinerators, etc.

It is obvious what type of cost is usually tracethmely costs related to the treatment
of wastes, of wastewaters and to emissions intaihdees for environmental protection,
sanctions for the environment destruction and dostsxternal services related to environmental
management systems. 76% of the examined enteransegred that they do track environmental
costs. Environmental costs are tracked out of thewting system more frequently.

The result of the research reflected unambiguolsly the larger the enterprise is
the higher number of companies track environmeedats. This is closely related to the
fact that the size of enterprises requires cormdipgly complex accounting system (the
number of accounting transactions grows, the tamesigy deteriorates). To support decision-
making processes in large companies, it is useftrbck and evaluate important cost items.
Undoubtedly, environmental costs belong to impdreast items.

Over 85% of respondents declared that informatlmsutienvironmental costs was
useful for the company management. The survey shdlat the importance of information
was increasing with the size of enterprises. Mbkirge enterprises with regarded information
about environmental costs as useful for the compaayagement. Therefore, it is obvious
that environmental costs in large companies shbaldonsidered as important cost items,
which need to be tracked and controlled.

According to our experiences, we can say that systa environment accounting
if they exist in companies have usually been degetoby enterprises themselves without
any significant support from external parties dmat the concept of environmental cost has
not been explicitly defined. Special, analyticat@ants can be encounter within companies
monitoring environmental costs. The problem liegiproper posting of original accounting
documents which are conducted the employees diidbeunting department but accountant
usually are not the experts in the field of envinemtal management. Another problem is
connected, for example, with environmental investsighat are not always declared as
environmental, which results in situation thatrtlgeipreciation is not included in the operational
environmental costs.

3. Selected Further Research Problems

There are many approaches how to create EMA systeifa.reed special help for
creating this tool - it has been tailored for seddccompanies and industry branches but not
as a general system. A formal framework for theirenmental management system is
represented by ISO family 14 00X and EMAS, but tbmganies, especially SME do not
accept broadly this concept. Some studies pointasuthe causes of low number of
certifications/valuations in these companies. IfABhould support environmental management,
it is necessary to analyse why the number of cormpavith such system is still so low. (Fig.:1).
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Human Resources Financial Resources
L \ A
High start time High burden High costs
requirements with of EMA -
formalized req. maintenan Higher than
expected staff
. costs
Lack of employee Implementation
involvement is interrupted or \
long-lasting High
rocess ficati
P certification/ Disbenefitsin
Problem with verification fees SMEs
complex language implementing
certified EMS
Customer's Problem meeting different
ambivalence towards| stakeholders demands
environmental . .
performance Dlsrgptlon of
Dependency on quality system
, external consultancy
Lack of rewards
from aovernmer x
More management Demotivation by
Lack of than improvement identification of non-
/ market rev. 7 compliances
Lack of Rewards Unexpected effects

Source: [UNDSD, p.124]

Figure 1. Drawbacks of EMS Implementation in SME

In the case of small and middle-sized enterpribesnissing data compensationare
very important. There are some approaches availablebtain data and to make easier
decisions in practice. Kennedy [3, p.39] referthefollowing methods:

- Estimation based on similar processes within theilitia (for example similar
use of material in the chemical processes);

- Estimation based on end-product composition (paikemt derive data using
basic chemistry principles);

- Conduct a survey or benchmarking;

- Take an educated guess;

- Leave it blank (either to minimize the amount ofdispent on the accounting or
to limit inaccuracies in the calculation).

There are available the methods developed to ewaarat prioritize liabilities, for
example, Pareto analysis, risk matrix, analyticardrchy process and other qualitative
methods. As an integral part of management systimgr criteria must be identified and
used for costs valuations.

Contemporary management techniques use pointwfthi is more pragmatic in the
continual improving. As a special case for decisiweiking, a calculation of efficiency of
investment project can be used. There are mangasth indicators for the calculation as net
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present value, payback period, internal rates wirmeand others. Conventional accounting
system cannot offer the sufficient information floe valuation of risks. Such costs should be
taken into account - hidden, contingent and imagésgnon-product material costs, reporting or
training costs, compensations and penalties, galbemefits and costs, external costs etc.).

Broadly discussed is the circumstance that EMA duasinclude external costs to
individuals, society, or the environment for whampany is not legally held responsible. In the
case okxternalities, the company will internalize the costs by regotatcharges or taxes, but it
cannot include monetary non-valuable items. Thet whitficult problem is also to calculate the
environmental benefit. In such cases, it is recond®g to use multicriteria analysis for the
valuation of non-market benefits and preferrinthefenvironmental friendly investments [4]. For
the further extension of the EMA, it is necessargdnsider the environmental revenues/benefits —
not the internal only but the benefits from theragedamage.

Conclusion:

The evaluation of impacts related to company a@#wiis expensive and therefore
the efficiency criteria (the added value of a n&hhve to be higher than its costs) should
be considered in creation of an environmental mftion system for the management
decisions. The critical valuation of meta-anahfticiudies will help for additional
information about contemporary conditions to sup@eMA and to create typology of
possible transfer of results.

The environmental accounting can be a very imporapport for the companies
with connection to environmental management systenascan realize win-win solutions
based on eco-efficiency procedures.
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NETWORKING AND COOPERATION OF SMALL AND MEDIUM
SIZED FIRMSIN CROSS- BORDER REGIONS

ELEKTRA PITOSKA®

ABSTRACT. During the last twenty years, and in the frameapfd globalisation, technology is
causing significant changes to the organisatidirrog. In the European Union these significant
changes have reinforced the European economy, ihibieg have also led to reclassifications
and a rise in competition within the Union, andytihave created significant problems in less
competitive regions.

The transitional process in former socialist caesthas created (or uncovered) inequality
levels that are a completely new phenomenon foofeurThe course of events has resulted in
winners and losers. Presently and following theketamification and the enlargement of the E. U.,
many border regions have found themselves at tiireaaf development, while others have become
even more marginalized and are undergoing profobiadges.

The fordist system has gradually lost its significa and alternative models have been
developed. Among these, it is believed that “flexigpecialisation” offers the shortest route to
development, especially for regions undergoing asplof crisis and restructuring. Market
mechanisms seem to reward flexible and innovativpatate organisation strategies. A corporate
model involving intensive networking and cooperatie being promoted, whereby relatively
smaller firms are being invited to play a more intgoat role with respect to the past.

An empirical study was carried out with the useqoéstionnaires in order to examine the
model of flexible specialisation and networkingdoyall and medium sized border firms. The study
covers tourism firms that are active within theggaphic triangle of Greece — Albania — Former
Yugoslav Republic of Macedonia.

Through the processing and cross-referencing oétiheéy data it has been possible to
develop a “model for the cooperating small and mmedsized tourism firm” and to identify
its characteristics.

Keywords: small and medium sized firms, cross—border regioetworking, cooperation,
flexible specialisation, competitive advantages.

INTRODUCTION

In the past, many border, marginal and cross-borfgons represented a country’s
“dead ends”. Today their strategic position as camication and transaction poles inside
an internationalized economy is recognized. Inlighta the promotion of economic integration,
“regional identities” are also being reinforcedagdBorder regions are in a position to move
from isolation to integration and small and medisized enterprises operating in these zones
can exploit the range of available production ahdlr choices that technology currently offers.

Undoubtedly, the introduction of new technologiestle framework of rapid
globalisation causes significant changes to tharasgtion of firms. Market mechanisms
seem to reward flexible and innovative strateg@gerning corporate organisation. Despite the

! Lecturer Dr., Financial Applications Departmenth&ol of Management & Economics, Technological
Education Institute of Western Macedonia, KOZANREECE, ipitoska@yahoo.gr
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absence of iron rules and strict determinism, thleraling trend seems to favour a decrease in
firm sizes, an increase in workers’ technical skifin increase in the importance and role of
external suppliers and firm collaborators, andnarease in the significance of services rendered
towards firms. Essentially, an intensive networlémgl cooperation business model is gaining
recognition, whereby relatively smaller firms ardrig asked to assume a more important role
with respect to the past.

Small firms that operate in border zones and agarosed in accordance with the
innovative model of “flexible specialisation” arfatetpreconditions and suitability of the model
with respect to regional economies, in additionngtworking strategies, increase the
competitiveness of SMEs.

Following an empirical approach to the phenomeriditegible specialisation and
networking by small and medium sized border firm&outh Eastern Europe, it is concluded
that multiple attempts at cooperation are beingi@giout, there is intensive mobility and a
tendency for cooperation — networking. In additisastainability and growth prospects are
being created for these firms, which are active@etate in a fluid and difficult environment
in a region that is undergoing a phase of cristsrastructuring.

External networking, which is hardly a new phenonmefar academics, is equally
old practice for the wider cross-border area ofts&astern Europe. Informal, formal or mixed
forms of networking are based on joint efforts abgbctives, trust, cooperation and the desire,
which is shared jointly by both parties, to systtoadly increase their competitiveness.

1. FLEXIBLE SPECIALISATION AND SMALL FIRMS

Flexibility constitutes a tool for ensuring the lghito adjust effectively to demand
shifts at all times.

Adjustability is achieved through three means: ysbpplying a wider range of
different products that correspond to separatelameadket segments and individual clients
(whether they are firms or consumers), b) by engugreater efficiency and productivity in
the operation of the production unit in order tonimise dead time between shifts from one
product to another, particularly since the life leyof each good is becoming increasingly
shorter, c) by adopting an administrative and oiggional principle founded on the belief
that competition should be based on technologynahdn perpetual cost cuts that are devastating
to workers and are forms of labour intensificateor overexploitation [Antigoni Lymperaki:
“Flexible specialisation: Crisis and restructuring Greek industry; Publ. Gutenberg, Athens
1991, in Greek].

The regulatory system is complemented both by itdgeiénd historically shaped
principles of production culture and by organiseitutions and rules. The sum of these ideological
and institutional rules, practices and regulatibears the stamp of the local or regional
characteristics associated with the area wherel $imas are concentrated and interweave
their production operations [Storper & Christopbrrd987. Storper, 1987. Storper & Scott, 1988].

Therefore, flexible specialisation provides a usefalytical framework for examining
the dynamics and prospects of small industry (astdonly). Although flexible specialisation
belongs to the field of theoretical research omiscrand restructuring, it is innovative in two
respects. Firstly, it focuses on small firms aedpadly, it attributes analytical significancehe t
tradition of small industries, in the form thatwiés created in the past and survives to the present
day. Hence, from an analytical point of view, ategais is achieved between historical, economic,
social and institutional levels of analysis, whishaimed at the close examination of the
characteristics of a “misunderstood and unvaluedihemic category: small industry

2 Antigoni Lymperaki: “Flexible specialisation: dssand restructuring in Greek industry”, Gutenberg,
Athens 1991, in Greek
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In certain cases, branches and historic-socia@blitonjunctures Flexible Specialisation,
which is based on small firms, constitutes an a#ive solution to mass production. It does
not seek to forecast the next stage of industriatteire along teleological lines of thought by
supporting the view that fordism will necessarily followed by Flexible Specialisation. It
simply identifies an eventuality, a possibility amgaothers. In other words, supporters of Flexible
Specialisation do not propose that this modelagiply generally, leading to the substitution of
mass production everywhérén the same way that there is no linear evolufiom small
scale to mass production techniques, a general@anglete transition from mass production to
flexible specialisation should not be expectedfgl@b87].

2. FLEXIBLE SPECIALISATION FOR REGIONAL ECONOMIES.

From the viewpoint of developing economies, at fiight flexible specialisation seems
appealing for a number of reasons relating todbes that is placed on small scale production, the
belief that small scale production methods can teadway to prosperity, the significance of
flexible and adjustable technology, etc. In additib reflects part of the idealisation of the so-
called unofficial or informal sector that came elés dominating in the 1970s.

Moreover, it promises creative continuity withotfts; it offers a developmental
blueprint that goes beyond the model of “westerdi$m”, it distances itself from the obsession
with “modernism” and it attributes greater sigrifice to historical and geographical characteristics
In other words, it may be considered that flexgecialisation offers the shortest route towards
development. In particular, this flexible path igeaing up at a time when it is becoming
increasingly apparent that mass production is ‘treting off the ground” in developing
economies and that its capacity to create workplaes been lower than anticipated. Does
the undertaking of flexible specialisation thenstitate a present-day passport to developnient?

The attempt, however, to ascertain the sustaingliliFlexible Specialisation in a
developing economy comes up against many obstasttsnethodological problems. Firstly,
developing economies do not compose a uniform amglesgroup and therefore, the act of
grouping runs the risk of obscuring significantfeliences between them (market size,
industrial tradition, endogenous technological cityainherited industrial structure, the
means of integration into the international divisaf labour, etc.).

Secondly, the strategy of Flexible Specialisatiself is not clearly defined. And
since a sole formula does not exist, the main isswo chooses (subject-vehicle) which version
of flexible specilisation. Consequently, it beconsé=ar that all economies (irrespective of
the way in which they are integrated into the métional market and the type of developmental
experience they have acquired) and all people mergé (irrespective of class, gender and
ethnic differences) are not faced by a single pgelad restructuring choicés

And thirdly, the spectrum of possibilities for “wwoitary social action” is often
closed to a regional economy by the hierarchicaicttre of the international economy.
Without undermining the significance of the randdeasible strategies, and particularly in

Antigoni Lymperaki: “Flexible specialisation: Cids and restructuring in Greek industry”,
Gutenberg, Athens 1991, in Greek
Antigoni Lymperaki: “Flexible specialisation: Cidgs and restructuring in Greek industry”,
Gutenberg, Athens 1991, in Greek
Antigoni Lymperaki: “Flexible specialisation: Cigs and restructuring in Greek industry”,
Gutenberg, Athens 1991, in Greek
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order to maximise the range of feasible strategies,should have a clear understanding of
the restrictive mechanisms he is faced fvith

3. NETWORKING STRATEGY

Organising production on the basis of networkingstitutes a widespread practice
aimed at managing the uncertainties entailed bseptetransitional times. From an analytical
perspective, networking is gaining increasing aibenboth as a corporate strategy for
transcending uncertainties and crises and as &lgednd tool for regional development.
The debate concerning the so-called “networking gigm” constitutes less of an attempt
to construct a complete “theory”. It is more comest with depicting the search for an
analytical framework aimed at understanding the tiends in corporate spatial development.
[Cooke & Morgan 1993: 543].

Networking is not a completely new trend. The ndéement is the frequency with
which it appears and the dynamics it seems to pps&® a means for managing economic
fluidity and uncertainty. The practice of netwoxkimefers both to mechanisms that are
developed inside firms and to relations that aveldged between different firms. The objective
of networking is to assist firms in effectively neming the dual risk of accelerating
technological progress on the one hand and thesiiyeof uncertainty on the other hand.

The advantage afforded by networking, as an interfac economic coordination
between the market and the firm, is summarized k€ & Morgan (1993):

When economic transactions relate to complex, taineor/ and repetitive activities
(technological transactions are probably the bestmple), markets constitute a poor medium
for the diffusion of technological knowledge, esply undocumented knowledge. Moreover,
in times of significant technological changes andrket insecurity, the hierarchical
structure of the classic fordist period also falort of finding the ideal solutions. The
supporters of networking as a form of coordinatimaintain that for certain activities,
networking are in a position to surpass both maikgterfections and the rigidities of
vertically and hierarchically structured configuoats. In short, market and hierarchy
restrictions have brought agreements between fiortise forefront of corporate stratégy

4. BORDER REGIONS: FROM ISOLATION TO INTEGRATION.

For some time now, border regions have constittiedabratories” for European
integration, which they also promoted, since thst facknowledged forms of cross-border
cooperation date back many centuries. The divemsitypoundary conditions was and
remains significant to the interior of the E.U.,c@matural and political geography, history,
languages, cultures and traditions intervene dsrfaof integration in complex combinations.
Border regions, which are particularly vulneralieekternal decisions and developments,
are presently being called to face the integratibrthe single market, the creation of a
European Economic Area and the E.U. enlargement jipidrg the favourable conditions

® Antigoni Lymperaki: “Flexible specialisation: Cigs and restructuring in Greek industry”,
Gutenberg, Athens 1991, in Greek

" Antigoni Lymperaki: “Flexible specialisation: Cigs and restructuring in Greek industry”,
Gutenberg, Athens 1991, in Greek
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that prevail for the development of cross-bordapenation [GeorgiodN. Magoulios,“The
role of Thessaloniki in Balkan economic cooperdtiarhessaloniki, University Studio Press].

Formerly areas of conflict, Community frontier regs that share borders with
CECs are undoubtedly subject to the most profoumthgbs. These border zones are faced
with a number of problems such as:

Income variations on either side of the bordersstitirie an instability risk (illegal
immigration, relocation of firms).

Institutional differences and different politicatiaudes render the development of
cooperation difficult.

Different infrastructure levels mean that bordegioas occupy a special position
in trans-European network plans.

Despite these problems, or perhaps because of therder cooperation is in
active development, though manifested in varying

The notion of cross-border cooperation must be wgtded in its entire diversity:
cultural, linguistic, legal, economic, technicadnainistrative and geopolitical.

5. EMPIRICAL FINDINGS FROM A STUDY ON CROSS- BORDER
ZONESIN SOYTH- EASTERN EUROPE.

5.1. Field study

In order to understand the “Flexible Specialisdtiand “networking” phenomena
in a border SME in South Eastern Europe, and in rids@dwork of a doctorate thesis, an
empirical study with the use of questionnaires waxsied out in 2000.

The study’s main objective was to identify casedl@fibility, networking and
cooperation among SMEs in frontier cross-borderaregiof South Eastern Europe and the
expected competitive advantages.

The study area encompasses the geographic triahglee® countries: Greece,
Albania and the Former Yugoslav Republic of Macedoifhe area was defined more
precisely based on morphological characteristicsdssibility, the road network, etc.), the
uniformity of the economic area in the past andsiected entrepreneurial activities. From
Greece, a section of the Prefectures of Kastoriakorani is included, in addition to the
entire Prefecture of Florina. From the Yugoslav @#ig, the Municipalities of Bitola,
Ohrid, Resen and Kavadarci, which belong to theewiggion of Bitola, were included.
From Albania, the Municipalities of Bilisht, Kordasand Pogradec, which belong to the
region of Koritsa, were included.

5.2. A brief picture of cross-border region.

Three countries are found In the cross-border regioRlorina, "in the humid
borders",. Greece, Albania and the former YugoalaRepublic of Macedonia. Each of the
three countries, until 1989, followed a differenbromic and social system. Since 1989 the
changes have been rapid. Greece,a member of E.bkerges steadily to the European
completion. The former Yugoslavian Republic of Mdaeia obtains its independence from
Yugoslavia. Albania "opens" its borders and pagskesugh big socio-economic states.
Each one of the three countries is found in a diffefevel of economic growth and faces
different structural problems.

The differences of speeds and economic growth efetleountries are impressed
indicatively in the tables that follow.
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Tablel.
Demogr aphic composition and GNP of Greece - Albania - FYROM
Country GNP 1997 | Population 1997
In millions | Percentage o| Percentage ofln mill. % on his % on the
dollars  [the GNP the GNP Theresidents Population th¢populatior
Balkans EU Balkans the EU
Albania 2276,0 1.01 0,03 3,20 4,66 0,85
FYROM 2061,0 0,92 0,03 2,10 3,06 0,56
Greece 119111,0 52,92 1,47 10,50 15,31 2,15

Source: Giorgos Petrakos, "The growth of Balkawslps, Greece, 2000

Table2.
level of growth of countries: Greece - Albania- FYROM
Country GNP at head 1997
In His percentage on GNP at head Tl His percentage on GNP at head
dollars Balkans The EU
Albania 711,25 21,67 3,29
FYROM | 1090,00 33,20 5,04
Greece 10828,27 329,89 50,04
EU 21640,00 100,00

Source: Giorgos Petra'kos, "the growth of Balkakglps- Greece 2000.

Table 3.
level of growth and Indicators of prosperity of Greece- Albania- FYROM
Country GNP at head 1997 in MAD Natural indicators of prosperity
In |His percentagHis percentag At head Children's | Telephones
dollars on GNP at | on GNP at | Consumption mortality Per 1.000
head in MAD)| head in MADElectric Enegy]  (1996) Residents
Balkans E.E (1995) (1996)
Albania 1452,0 26,0 7,2 623,0 40 19
FYROM 2871,0 51,3 14,2 2443,0 18 170
Greece 12353,0 220,9 61,2 3259,6 19 509
EU 20188,0 100,0 6092 6 505

Source: Giorgos Petra'kos, “The growth of Balkan®lps- Greece, 2000

It should be noted that each cross-border zone Itfifferent form of administrative
division and it was therefore selected by carngnga synthesis of the above criteria.

5.3. Design of Questionnairesfor Firms

The questionnaire was structured in such a wayithatludes five (5) units of
guestions, divided into further question groups.
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The question units are:

A. ldentity of Firm

B. Availability of Factors of Production

C. Domestic and International Markets

D. Cooperation and Forms of Cooperation

E. Firm Perspectives and Strategies

The data that arises from the question groups, viitip their processing and
cross-referencing, provide answers to the followiimgdamental questions:

* What are the general and specific characteristicBros?

»  What are the prospects for cooperation, includimgrtlevel, trends and the chosen
network types?

e What competitive advantages do SMEs gain througpetation and networking?

A total of seventy questionnaires were completeauth on site visits and
personal interviews.

The questionnaire design was based on Porter'syttieocompetitive advantage,
which is further defined by the factors of “PorteRhombus”, in combination with the
“Multilateral Model for Entrepreneurial Adjustmentsds formulated and tested by lossif
Chassid in 1994 [“Adjustments and competitivendgb® Greek Industry”, Foundation for
Economic and Industrial Researd®BE), Athens]. 60 questionnaires were distributed and
46 were answered.

5.4. Conclusive remarks

Present status of cross-border cooperation among firms of the Greek zone

In the tourism sector 53.85% of Greek firms coofpeereth firms of the Albanian
zone and 84.62% with firms of the F.Y.R.O.M. zone.

69.23% of firms in the Greek zone report to havatdished cooperation in the
services sector with the cross-border zone of FE®.R. and 23.08% with the Albanian
zone. Moreover, 7.6% report that they have estatli€ooperation with both of the bordering
zones in the distribution/ promotion sectors.

Cooperation is informal for 61.54% and 23.08% omB cooperating with the
F.Y.R.O.M. and Albanian zones respectively.

Long-term cooperation is established with firmsh# £.Y.R.O.M. zone (46.15%)
and the Albanian zone (7.69%). The duration of comfe initiatives with the Albanian
zone are indefinite. 7.9% of firms have establishdatontracting relations with the F.Y.R.O.M.
zone, which started off as a fixed term cooperaiitiative and was extended to a long-
term form of cooperation. No subcontracting hasreported with the Albanian zone.

Present status of cross-border cooperation among firmsof theF.Y.R.O.M. zone

Cooperation initiatives have been developed by ®.®f tourism firms in the
F.Y.R.O.M. cross-border zone with the Greek zong layy 50% with the Albanian zone.
57.69% of the initiatives relate to cooperatiorhia service sector with the Greek zone and
38.46% with the Albanian zone.

Cooperation in distribution amounts to 23.08% wlibe Greek zone and 11.54%
with the Albanian zone.

With the Greek zone, 38.46% of cooperation inieti are formal and 30.77%
informal. An equal percentage of indefinite andkfixerm cooperation initiatives have been
reported (23.08%). With the Albanian zone, 46.15%amperation initiatives are informal
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and 15.8% are formal. Fixed term cooperation itivtes (26.92%) are preferred to long
term initiatives (15.38%).

No subcontracting relations have been establishibdthe Greek zone for 61.54% of
firms. The corresponding percentage with respettt@d\lbanian zone amounts to 92.31%.

Error!

Tablel.
Present status of cross-border cooperation among tourism firms of the Greek zone

Present status of cross-border cooperation among tourism firms of the Greek zone
69.23
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Cooperation sector

The subcontracting relations that have been develdpean extremely small
percentage of firms relate to out-sourcing actgiti

Present status of cross-border cooperation among firms of the Albanian zone

92.31% of tourism firms that operate in the speciross-border zone have
established cooperation initiatives with Greece &h@#2% with F.Y.R.O.M. In both zones
the cooperation initiatives are related to the ion of services. In addition, cooperation
initiatives/ close relations have been reportechviite bordering zones in the supplies
sector. Equipment is supplied by the Greek zone amdumables are supplied by the
F.Y.R.O.M. zone.
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Table 2.
Present status of cross-border cooperation among tourism firmsof the F.Y.R.O.M. zone
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Cooperation is informal for 76.2% of cases with & and 61.54% of cases with
F.Y.R.O.M.
The duration of cooperation initiatives is fixed and subcontracting activities
have been reported.
Table3
Present status of cross-border cooperation among tourism firms of the Albanian zone

Present status of cross-border cooperation among tourism firms of
the Albanian zone
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Prospectsfor cross-border relationsin thetourism sector

Following the processing of the questionnaire answearises that the willingness
for cooperation in the tourism sector of Greece @am® to 61.54% for the services and
distribution/ promotion sectors, while only 7.69fuses to establish any form of cooperation.

The willingness for cooperation among firms of #&.R.O.M. zone amounts to
96.15% for the services sector and 73.08% for tioengtion sector. It is obvious that the
willingness for cooperation with Greece and theasponding perspectives are greater for firms in
F.Y.R.O.M. To a certain extent, this wilingness ¢ accounted for by the region’s need to
become more outward-looking and its positive altittowards the neighboring European country.

The Greek zone reports a preference for formal tygesooperation (69.23%),
while informal types of cooperation gather a mangted degree of preferences (53.85%).
Moreover, long term cooperation initiatives arefgmed (69.23%). Long term initiatives are
also preferred by F.Y.R.O.M., though no preferasdedicated between formal and informal
types of cooperation.

Greek tourism firms display a trend towards thal@ghment of subcontracting
activities, which amount to 7.69% for out-sourcamgl undertaking activities respectively and
15.38% for both types of activities on a long-téxasis. The corresponding trends for F.Y.R.O.M.
are 3.85% for out-sourcing activities, 0% for umaldng activities and 69.23% for both types
of activities.

The willingness for cooperation by tourism firmstire Greek cross-border zone
with corresponding firms in the Albanian zone amsuo 15.38% for the services sector
and 23.08% for promotion, while 46.15% is negativdisposed.

On the contrary, 92.31% of firms in the Albaniamecexpress a willingness to
cooperate with corresponding firms in the Greekezand no firm is negatively disposed.

The services sector and the distribution/ promaogieectors amount to 92.31%.

This great difference in intentions between the mwoes (Albanian — Greek) is
caused by the insecure conditions that are prevaileflbania and the divergent economic
levels of the two regions.

Greek firms, with a percentage of 38.46%, prefemfd types of cooperation with
Albanian firms and, to a lesser extent, informpkty: Correspondingly, the Albanian zone also
indicates a strong preference for formal typesooperation (84.62%). The Greek zone is only
interested in long-term cooperation initiatives,ileshort-term initiatives are of no interest.
The Albanian zone indicates more or less the saws of preference for fixed-term and long-
term/ indefinite cooperation initiatives.

No intention has been reported for the establistioésubcontracting relations,
covering either out-sourcing or undertaking adtgit between Greece and Albania.

23.08% of tourism firms in F.Y.R.O.M. are not willj to enter into any type of
cooperation with corresponding firms in the Albamigne. 61.54% of firms are willing to
cooperate in the provision of services and 42.31%eé promotional sector.

84.62% of firms in the Albanian zone desire to aryape with firms in the
F.Y.R.O.M. zone in the services sector, while 538%esire to cooperate in promotion.

Albania’s willingness to cooperate with the bordgrizone of F.Y.R.O.M. is
higher than the desire expressed by F.Y.R.O.M. Ttierence in willingness, however, is
clearly smaller than the one formulated betweerGteek and Albanian zones.
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It should be noted that the geographic distaneedeet the areas of Ohrid (F.Y.R.O.M.),
which has developed its tourism, and Pogradec (dbas small. In addition, they are located
on the shores of the same lake and customs fasilitie in operation.

Moreover, the areas of Ohrid and Strouga form aiowdural mosaic and many
citizens of F.Y.R.O.M. are Albanian.

Firms in F.Y.R.O.M. report the same level of prefere for formal and informal
types of cooperation. They are not interested imtsleom cooperation initiatives and state
a preference for long-term initiatives.

The Albanian zone clearly prefers formal typesaufjeration (76.92%) as opposed to
informal ones (23.08%) and illustrates the samelle¥ preference for fixed and long-term
cooperation initiatives.

F.Y.R.O.M. illustrates very limited levels of preémce (3.85%) for subcontracting
relations covering out-sourcing and undertakingvagts. F.Y.R.O.M. also illustrates a
preference, amounting to 46.15%, for subcontradiittiyities that involve the simultaneous
out-sourcing and undertaking of projects. The Albanzone has reported no preference
between subcontracting types.

Table4
Willingness to cooper ate by tourism firms of the Greek zone
Willingness to cooperate by tourism firms of the Greek zone
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Table5
Cooperation prospectsfor tourism firms of the F.Y.R.O.M. zone
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Appraisal of advantagesto firms of the Greek zone

Greek tourism firms that are active in the spedifizss-border zone believe that a
possible cooperation initiative with F.Y.R.O.M. rfis will prove to be advantageous
regarding new clients (76.9%), support issues (53éfresentations (30.7%) and the joint
provision of services (19%).

In a corresponding appraisal of the advantagesgrisom cooperation initiatives
between Greek firms and the Albanian zone, 38%ebelthat they will lead to benefits
regarding new clients, 23% regarding support iSsk&% regarding the joint provision of
services and 7% regarding representations.

Different expectations are depicted with respeaaoh region. More specifically,
large deviations in expectations have been asnedairegarding new clients and
representations.

The percentage of Greek firms that do not expect adwantages from cross-
border business cooperation initiatives with th¥.R.O.M. zone is just 7.6%, while it
amounts to 23% with the Albanian zone.

It should be noted that the development of theisouisector in the two regions
(Albania — F.Y.R.O.M.) is characterized by differgmowth rates and infrastructure levels.
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Table6
Cooperation prospectsfor tourism firms of the Albanian zone
Cooperation prospects for tourism firms of the Albanian zone
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Table7
Appraisal of Advantagesto Greek Firmsfrom possible cross-horder cooperation initiatives
TOURISM
FYROM ALBANIA
New Client 76.9 % 38 %
New Supplier 23,0 % 15 %
Joint Provision of Services 19,0 % 23 %
Support 53,0% 23 %
Representations 30.7 % 7%
None 7.6 % 23 %
No Answer 7.6 % 30 %

Appraisal of advantagesto firmsof the F.Y.R.O.M. zone

Tourism firms in the F.Y.R.O.M. zone believe thatitrcooperation with firms of
the Greek zone will prove to be advantageous veiipect to the joint provision of services
(84.6%), support issues (80.7%), new clients (6%.a%a representations (61.5%). They
also expect benefits from their cooperation with Albanian zone, though of a lower level
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when compared to the Greek zone. They amount tof6r%he joint provision of services,
38% for new clients, 46% for support issues and Bd%epresentations.

23% of entrepreneurs believe that cooperationatiitts with Albania will lead to
no benefits.

Appraisal of advantagesto firms of the Albanian zone

An absolute majority of tourism firms in the Albani zone believe that their
cooperation with bordering regions will be advaetags. The assessment of advantages
from cooperation initiatives with Greece amount84% for new clients, 92% for the joint
provision of services and 84% for support issudge Torresponding percentages for the
F.Y.R.O.M. zone are: 84% for new clients and thetjprovision of services and 76% for
support issues.

6. THE MODEL OF «COOPERATING CROSS-BORDER ENTERPRISE
IN CROSS-BORDER REGIONS»

After a second processing of the survey resultsaaddssification with correlations,
the classification of tourist enterprises of crbesder region in "enterprises of three speeds"
resulted. The criteria of classification:

» the existing cross-border cooperation

» the intention of growth of cross-border cooperatio

» the size of enterprise according to the numberarkers

» the age of enterprise (years of activation insbetor)

From the enterprises of "first speed"” results ttodile of the

" Cooperating cross-border enterprisein cross- border region"
and its characteristics.

The characteristics that were co-examined are:

e Expected competitive advantages from the cooperation

« Dealt Objects of the enterprise

» Level of specialisation of workers and needs ohtraj

« Type/form of existing and proposed cooperations

*  Level of cross-border relations

« Degree of accessibility in credits/telecommuniaagio

e Strategies of enterprises.

THE PROFILE OF THE «COOPERATING CROSS-BORDER ENTERPRISE
“OR “THE FIRST SPEED ENTERPRISES”

The enterprises that are or appear to be more dgrmamcerning the cross-border
cooperation have:

= size from 1-10 workers,

= 1-15 years of activation,

= exclusive preoccupation with the provision of ssi(at its highest percentage)

= already developed informal and formal cross-bordeltaboration, ( they
continue to estimate the informal type but theyirdily prefer the formal type)

= They are not interested in subcontracting relations

= They avail a high level of specialisation of workarsl consider essential the
continual training of workers and their further siagdisation.

= They have realised a lot of visits in the adjaaesdis as well as in enterprises of sector
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= They schedule adaptations that concern the calltdwes, the manpower, the
provided services and the markets.

= They estimate that with the cross-border collabonathey strengthen their
competitive advantages in the discovery of newoousts, in the joint provision of services, in the
discovery of new suppliers, in the support andltdegation.

= The majority (67%) has an average extroversion fteiti%.

= They have a mediocre access in banking services

= They estimate that their telecommunications seisiogediocre.

From the total of 45 enterprises that have or tistgrowth of cross-border cooperation,
the 21 (percentage 46,6%) belong to this category.
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APPLICABILITY OF PROJECT MANAGEMENT TECHNIQUESIN
SMEs: EVIDENCE FROM GREECE
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ABSTRACT. Greek Small and Medium size Enterprises (SMEspargnportant factor for
the socio-economic development of the country. Tdui$ is mirroring in the participation of
SMEs in the Greek GDP, but also in terms of empleymThe extended relevant literature
provides also the significant importance for thet@e The accession of Greece in European
Union and the so called phenomenon of globalizatioeate both opportunities and
treatments for the local entrepreneurships. Manitifiavel transformations were needed,
so they are able to adapt in the new era. In mas¢these transformations had several
difficulties to be accepted by SMEs.

This paper focuses on organizational and managesiaés that SMEs faced by the
evaluation of the factors, which affect Greek gmises in applying PM methodologies and
tools in their operational procedures. Specificillgxamines the level of applicability of project
management techniques and tools by the enterprises.

Empirical data were selected through a questioaftzased research involving over
100 enterprises, most of them located in the Thessgion of Greece.

The paper presents an assessment of the gatheseltsrevhich, in turn, provides a
portrayal of the current situation in applying g management methods in Greece.

The paper addresses questions like: in which ofetiterprises the application of
project management is more appropriate? In casesewproject management seems to be
appropriate is it actually applied? What are thedes that affect enterprises in using or not
project management techniques? Are these factalatjue or quantitative? The main body of
questions is answered by the use of descriptiviist&ts, while principal components are
determined by applying multivariate statisticalheigjues.

Keywords — Small and Medium Enterprises, Project Managenivit Methods, Tools and
Techniques, PM maturity

INTRODUCTION

Greek Small and Medium size Enterprises (SMEs) ptayngortant role in the
socio-economic development of the country. This faahirroring in the participation of
SMEs in the Greek GDP, but also in terms of emplayriEhe extended relevant literature
confirms also the significant importance for thetese The participation of Greece in the
European Union and the so called phenomenon of lfatian create both opportunities
and treatments for the local entrepreneurships.yMauiti-level transformations were needed,
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so they are able to adapt in the new era. In mastscthese transformations had several
difficulties to be adopted by SMEs.

The first problem is the definition of an SME. Foistpaper purposes, we define
the SMEs firms as: an independent owner/managéaessorganization of limited significance
within the industry, employing less than 250 empésy where the owner/manager's omnipresence
creates a highly personalized management styler @titeria used to classify a firm as an SME
are sales volume, asset size, type of customerapithl requirements and sheer organizational
size or industry market share (Kadri et al, 2004).

According to Wyer (1990), small firms face potehtiaique problem types derived
from owner-manager and size related charactericBosallbone and Wyner, 1994) which
may well contradict the commonly perceived higkifidity, fast responsiveness traits frequently
propounded as key sources of competitive advaritaghe small firm (Chisnall, 1987). As
an example, owner-manager related characteristidanstraints can be demonstrated by
focusing on the mativations, values, attitudes alpitities of owner-manager (Smallbone and
Wyner, 1994). This is the main reason for selectimdey informant in our research the owner
of it's SME.

The SMEs’ management is a function of the owneraganand his/her managerial
skills principles and expertise, and the structfréne firm (McCartan-Quinn and Carson,
2003). The ownership and the control of capital @seally in the hands of the decision
maker who is able to exert a powerful influencelomway the firm pursues his or her own
objectives. This contrasts fundamentally with thegé corporate firms in which there is a
distinction between ownership and control. Manyfblems faced by SMEs are inevitably
centred on the owner-manager.

As organisations and firms define more of theirivéteés as projects project
management (PM) has emerged as a field of pratiimeis being used increasingly by
organisations to achieve their business goals.pHfisr focuses on organizational and managerial
issues that SMEs faced by the evaluation of thefactvhich affect Greek enterprises in
applying PM methodologies and tools in their ogenat procedures. Specifically, it examines
the degree of implementation of project manageteehhiques and tools by the enterprises.

There are several approaches about the way theaffélets organizations function.
Recently Crawford (2005) reports on the resulta oésearch which suggest that there are
differences in views of project managers and semianagers concerning those aspects of
project management competence that distinguish'rigat” project manager. Under the
assumption of a positive relationship between parémce and standards, as a measure of
project management competence, and perceptiorfitectivee workplace performance, research
was undertaken, using empirical methods, to explaliglity of these assumptions. Results
of this research suggest that there is no statlbticsignificant relationship between
performance againist the standards selected fatystm their entirety, and perceived
effectiveness of workplace performance. Patternisotli positive and negative relationships
between performance against parts of the standardk perceptions of workplace
performance are evident. A different aspect ingmtians and expectations of project management
competence between project managers and theivEqpgrsenior management, is suggested.

From the scope of risk management Small and Medimad Enterprises are
usually reluctant to take up the effort to devedogoftware tool that will fit exactly to their
needs, so the selection of an off-the-self prodsicisually the preferred and probably the
best solution. Due to the authors, it is suggesiaincluding such software tools in the project
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management quiver is a strategic positioning foreaterprise. Especially for SMEs the
benefits are even more important since, becausheif size, they cannot afford project
cost overruns (Leopoulos et al, 2003).

Loo (2002) used a random sample of 150 organizatbmts from private and
public sector in order to focus on the best prastia project management in Canada. Overall
the paper shows as effective technical competetiee®llowing: centering on project planning,
scope management, project control especially @msts/budgets, and having a project management
system and documentation; and effective people etengies centering on communications
and client/ stakeholder participation. The resoftthe paper focus on several PM areas that
need improvement like the integration and the dmisation of PM practices throughout
the organization or the implementation of moreaf® budget management.

As it appears from the literature (White and FoetuB002) there is a mismatch
between what PM techniques promised and the camelipg outcomes delivered. This is
certain reason that explains why companies treatPsl risk in itself. In the survey, which
is presented by White and Fortune, the PM softwaported as tool with the most
limitations and that, a serious proportion of pebjpanagers did not apply the proposed
PM tools in the real projects.

Finally Abbasi and Al-Mharmah (2000) detected bysfionnaire survey that in
Jordan, there is a lack of knowledge of the PMniggples. Among them, Gantt chart is the
most widely used. According to their research gngicant amount of time and money is
wasted in project planning, but not enough efferspent in reporting and controlling”. It
must be noted here that the survey involved mah@yJordanian public sector.

This paper attempts to explore the main factors dffact the PM application in
SMEs in Greece. In the following section the methogp and the findings of statistical
analysis are presented. Finally the paper sumnsattieemain conclusions.

Material and method

1. Sample

A random cross-sectional sample of 160 Greek im@isirms was selected from
the population of 430 SMEs. The average size oféhpandents’ firms was 10 employees.

2. Questionnaire development

The questionnaire design was based on the criteabw of the literature on
project management and in particular tools andriecies, as well as on key organizational
context factors related to project implementatioccgss.

The questionnaire was first pretested using a pafrfsle academic instructors, then a
pilot field research was conducted to 20 resposd@rily minor revisions required in order to
remove ambiguities and slight changes were madelar to improve questionnaire readability.

3. Procedure and analysis
The field research was conducted through persoteviews with the owner of each SME
during the winter-spring 2005.

Discussion

The response rate which considered high, was 37ith6 160 of 430 SMEs
returning usable questionnaires for analyses. Mamypany owners were interested in
participating in this research, reflecting the greaportance that was assigned in project
management issues. A wide variety of SMEs are septed in the responding organizations:
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non metallic ores and products (20), food & bevesa@1), metallic products (11), services
(35), education (10), manufacturing (27), and othdustries.

The respondents consider as one of the most chastictattribute of project
management definition the project uniqueness (41,2%

The analysis revealed that the 52,7 % of the relguas (87) apply project management
techniques, and the 64.2% of the respondents (@@83ider the contribution of project
management techniques’ on firms’ performance dicaliimportance.

As it is shown (table 1), most of the projects ME$ are focused on sales, new
product development, investment and equipment attoui decisions.

Tablel
The most often occurring areas of performing prajgahagement

Most of the projects are focused on: Number of cases %
Sales 84 50,9
New products 80 48,5
Investment 77 46,7
Equipment acquisition 75 45,5
Marketing 70 42,4
Production 68 41,2
Constructions 57 34,5
Human resources 32 19,4
Inventory 21 12,7

Also, it is worth noticing, that most of SMEs arenm familiar with performance
analysis and risk assessment tools, than PERT/CRNS(table 2).

Table 3 shows the percentage of SMEs that are usingfahe listed techniques.
The SMEs owners in our sample, indicated investnreaw, product development and ISO
certification as the most frequent implementatiativities for project management tools
and techniques.

Table2
The familiarity of SMEs with project management toatel techniques

Number of cases %
Performance analysis 72 43,6
Risk assessment 68 41,2
Work breakdown structure 63 38,2
Total Quality Management 55 33,3
Gantt chart 53 32,1
PERT - CPM 32 19,4
MIS 24 14,5
Other 13 7,9
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A critical point is that the least mentioned adtivior project management tools
application was technology diffusion.

Table3
Activities that involve project management toolsl &echniques

Most often we impltienment project managemept Number of cases %
Investments 61 37,0
ISO certification 60 36,4
New products 57 34,5
Study 52 315
Information systems 52 31,5
Founded projects 51 30,9
Technology transfer 43 26,1
Other 19 115

In the section of the questionnaire exploring tipdrtance of project management
techniques, respondents were presented with aflfsur critical outcomes culled from the
study of the literature identifying those that &edid to be critical to the outcome of a project.
As it is shown in table 4, project management tegles and tools have great impact on cost
reduction and quality improvement.

Table4
Impact of project management tools and technique#m aspects
PM tools & techniques impact on... Number of cases Mean Std. Deviatipn
Cost reduction 153 1,7190 1,0160
Quality improvement 153 1,9346 1,1161
Human Resources Management 150 2,3267 1,1262
Time scheduling alignment 150 2,3600 1,1602

Likert type scale, ranging from 1 (great impactptno impact)

In the section of the questionnaire exploring thiicdlty of PM tools and
techniques application, respondents were preseittda list of 7 tools and techniques
culled from the study of the literature believedb® critical to the outcome of a project.
The evaluated the degree of easiness in their apipli in 7 point Likert type scale-items.

As shown in table 5, the respondents find easieimplement TQM, Work
breakdown structure and MIS, in contrast with PERAMC

Table5
The degree of easiness in PM tools & techniquescatin
PM tools & techniques N Mean S.td'.
Deviation
TOM 93 4,4086 2,1174
\Work breakdown structure 98 4,2857 2,1871
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PM tools & techniques N Mean S.td'.
Deviation
MIS 76 4,2237 2,2006
Risk Assessment 97 3,9588 1,8536
Gantt 89 3,7640 2,0727
Performance analysis 99 3,3939 1,9837
PERT — CPM 80 3,2375 2,0760

Likert type scale, ranging from 1 (most difficuit) 5 (most easy)

The obstacles facing the extensive implementatigmaject management techniques
and tools are shown in table 6. The most crucistagite in the implementation process is high
cost and the least one is firm size.

Table6
Implementation obstacles
Std.
Obstacles N Mean Deviation
SMEs Size 136 2,9118 1,3079
Technical Immaturity 135 2,5556 1,1504
Personnel shortage 135 2,4963 1,1517
High cost 138 1,8913 1,1184

Likert type scale, ranging from 1 (most frequentpt(least frequent)

As it is shown in table 7, the SMEs executives’ pption (probably those of the
owner that manages the firm) mainly shape the tibreche scope and the resource allocation
of the projects that will be implemented.

Table7
Project scope and direction in SMEs are formed by
Number of cases %
Executives perceptions 92 55,8
Competitors actions 72 43,6
Head project leader 48 29,1
Stakeholders perceptions 35 21,2

During the initiation phase of a project, the kegcidion makers in SMEs are
taking into consideration mainly the financial arséd results, the project goals and
objectives and the time horizon, in order to mavehte next stage of project approval to
implementation, as listed in table 8.

Table8
The variables that SMEs take into consideration duttie initiation of a project.

Number of cases %

105
98

63,6
59,4

Financial analysis
Project goals & objectives
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Number of cases %
Time horizon 95 57,6
Risk assessment 80 48,5
Participants - Partners 62 37,6
Alternatives 50 30,3
Concise project description 43 26,1
Project leader 38 23,0
Political processes 20 12,1
Others 9 55

As listed in table 9, SMEs owners in our sample,kased on planning, information
collection and pursuing project goals and objestiaong with quality and control in order to

implement effectively a project.

Table9

During the implementation of a project, SMEs ownak® into closest consideration the

following attributes

Number of cases %
Planning 105 63,6
Information collection 105 63,6
Project goals & objectives 104 63,0
Quality 102 61,8
Control Systems 102 61,8
Duration 98 59,4
Project modules 97 58,8
Analysis 95 57,6
Resources 95 57,6
Project mapping 95 57,6
Reports 94 57,0
Test 93 56,4

Correlation coefficients among the different PMI$o& techniques, their impact on
the firm, the obstacles faced, are presented ifotlosving tables (10 & 11). It is noted that cost
reduction and quality improvement are not relaigdificantly with the degree of easiness in
pm techniques and tools implementation. The degfreasiness in MIS application is positively
and significantly related to HRM impacts. The nagatcorrelation between performance
analysis and high cost obstacles, confirms thatdlail limit high cost factors as obstacles.
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Tablel0
Pearson Correlation Matrix among easim#s8M techniques & tools application, their

obstacles and their impact on different firm aspect

Obstacles I mpact on firm aspects
Easinessof PM | High |Personnel| Technological | Firm Cost HRM Time Quality
application cost |Shortage| Immaturity | Size |Reduction scheduling || mproveme
alignment nt

PERT ,218**| 066 ,041 -,019 -,045 ,285** ,119 -,024
CPM ,245** | 170 ,068 ,074 ,060 ,223* ,243** ,024
Performance  |-,205*| ,197* ,311xx* ,095 ,046 -,094 -,003 ,027
analysis
Risk Assessment ,027 -,047 ,088 ,225* ,141 -,021 -,097 -,121
Gantt ,146 ,125 ,128 ,131 ,000 -,124 -,038 ,011
\Work breakdow| -,029 -,011 ,035 173 -,001 -,130 -,149 -,033
structure
TQM ,007 174 ,108 ,205*1  -,020 ,059 -,092 -,038
MIS ,152 ,201* -,036 ,004 -,084 ,403***] ,036 -82

Significance at level * p< (0,1),** p< (0,05),**4(0,01), *** p<(0,001),

It is worth noticing that most of the areas of Ri¢hniques & tools implementation are
related significantly to firm size and high costodistacles, and cost reduction as an impact.

Tablell
Pearson Correlation Matrix among the areas of Ritirtigues & tools application, their

obstacles and their impact on different firm aspect

Obstacles Impact on firm aspects
High cost| PersonnelTechnolog Firm size| Cost | HRM | Time Quiality
shortage y reduction schedulinImprovemg
immaturity g nt
Funded projects ,040 -,040 ,1607 ,232*1* ,032 ,035 -,090 ,001
Study ,002 -,079 ,170* -,002 -,038]  -,190**-,135 -,070
Investments ,193** ,067 ,054 -, 2377 -,049 -,060 032 -,123
ISO certification ,202%* -,058 ,107 ,258*%  ,193**| ,088 ,045 -,138
[Technology transfer ,160* ,051 ,107 -,034 ,239%* 041 ,052 -,129
Information systems ,210** ,055 ,140 ,114] ,157F 391] ,064 -,042
New product ,040 ,061 114 -,204** ,143* ,089 ,090 -,266**f

Significance at level * p< (0,1),** p< (0,05),***4(0,01), **** p<(0,001),

Conclusion

According to management literature small firms fgoe#ential unique problem
types derived from owner-manager and size reldtadacteristics which may well contradict
the commonly perceived high flexibility, fast reggoveness traits frequently propounded
as key sources of competitive advantage for thel sinma

The owner/manager and his/her managerial skills cjplies and expertise
formulate the SMEs’ management. The decision makioggss is centralized to SMES’
owners, so as the initiation and the implementatibRM. The statistical analysis revealed
that the majority of the SMEs in the sample applyjgrt management techniques and they
appreciate their contribution’ on firms’ performanc

It is indicative that most of the projects in SMEs #ocused on sales, new product
development, investment and equipment acquisiteisibns.
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The SMEs owners in our sample, indicated investnm@aw, product development
and ISO certification as the most frequent impletat@n activities for project management
tools and techniques. A critical point is that lseest mentioned activity for project management
tools application was technology diffusion.

The results confirm that project management teclesigand tools have great
impact on different firm’'s aspects, especially astcreduction and quality improvement.
Also, the respondents find easier to implement T@hbrk breakdown structure and MIS,
in contrast with PERT-CPM.

The most crucial obstacle facing the extensiveemeintation of project management
techniques and tools is high cost. As it was exukethe SMEsS executives’ perception
(probably those of the owner that manages the fimainly shape the direction, the scope
and the resource allocation of the projects thiitbeiimplemented.

During the initiation phase of a project, the ovg\@ecisions are based mainly on
the financial analysis results, the project goals abjectives and the time horizon, in order
to move to the next stage of project approval tplémentation.

In the case of implementing projects, the owneemsdo consider heavily on planning,
information collection and pursuing project goafgl abjectives, along with quality and
control. It is worth noticing that most of the ased PM techniques & tools implementation are
related significantly to firm size and high costodstacles, and cost reduction as an impact.
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BUSINESS CLIMATE SURVEY IN ROMANIA
RESULTS AND ANALYSIS

JAN STEJSKAL !, TOMAS VLASAK 2

ABSTRACT. This text focuses in the analysis of the busindgsate in Romania and
some comparison with other states. Before the aisalyas took place the survey conducted
among employers of residents in 7 judets and Zieddi cities in the second half of 2003 and
in two additional judets in the first half of 200Bhe survey was realized by Bermangroup -
international economic development consulting fand the analysis also with University
of Pardubice, Faculty of economics and Adminisbrati

The objective of the survey was to provide usefdlaedible information concerning the
attitudes of those who invest and create jobs $peetive judets and cities. Survey items
included the history and status of the businegsn#iture of its business, labor and employee
matters, business facility information, governmeszices and relations and overall impressions
of a town and judet as a place to do business.

Romania is becoming an attractive country for itwmes because of its available
work force working for very low salaries. This istrsustainable model for further economic
development, however the benefit of this compagatisvantage has to maximized now. At
the same time companies in Romania rank work fquedity lower than in competing CEE
countries (especially in Slovakia) where salariesam a slightly higher but comparable level.
The growing lack of skills (especially in technigabfessions, financial services and marketing)
belongs also among important weaknesses of the Rlamaconomy.

Companies complain about the situation in nati@@nomy in a similar way as
Czech and Slovak firms did several years ago. @rother hand investment plans are very
optimistic and predicted expansion (in relativeufigs) at current location is higher not only
than in the Czech Republic and Slovakia but algbéri than in the U.S.A.

I. INTRODUCTION

Under the GRASP program a business climate suvasyconducted among employers
of residents in 7 judets and 2 additional citiegléfs Arad, Bihor, Braila, Giurgiu, Harghita, lasi
and Salaj, cities Caracal and Mioveni) in the sdduaif of 2003 and in two additional judets
(Craiova, Sibiu) in the first half of 2004. The etfjive of the survey was to provide useful and
credible information concerning the attitudes afst who invest and create jobs in respective
judets and cities. Survey items included the hyséod status of the business, the nature of its
business, labor and employee matters, businedsyfatiormation, government services and
relations and overall impressions of a town anéfjag a place to do business. Several answers
were town-specific, however majority of informatigiathered within the surveying can be
generalized and useful information about businisgate in Romania can be derived. Although
surveying of 680 companies cannot definitively aeflthe attitudes of the entire business

Y Ing., Faculty of Economics and Administration,tinge of Economy and Management, University
of Pardubice, Czech Republic, jan.stejskal@upce.cz

Ing., Bermangroup - international economic deveh@mt consulting firm,
http://www.bermangroup.cz, tvlasak@bermangroup.cz
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community, these firms, large and small, traditicavad new, employ significant part of the
economically active work force in each judet, emligdn industrial medium-sized companies.

. METHODOLOGY

680 surveys were completed in cooperation withllobambers of commerce and
local government mostly in November and Decemb8B82hd then in March and April 2004.
Each judet (town) was represented by at least #@panies. The list of companies to be
interviewed included the largest employers in thuzf, as well as many smaller firms with less
than 25 employees each. The aggregated respordie886f companies are included in this report.

To encourage complete and frank responses fromogmgl those interviewed were
assured that this report would not include refezerio specific businesses, and the survey
forms would remain confidential.

The 680 firms employ a total of 121,613 employ&8scompanies employ more than
1,000 employees, twenty-seven other firms empldwden 500 and 999 each. Significant
differences were found among responses of compandferent sectors of economy (heavy
industry and machinery, light industry, textile ambes production, agriculture and food industry,
transportation, construction and service sectag,rauch of the data was analyzed making this
distinction. The group of 78 companies owned bgifpr entities was also studied separately.

[ll. RESULTS OF THE SURVEY

1. Status of Businesses

Of the 680, 576 companies were founded since 1986.highest share of newly
established companies is in service sector andralgght industry, while in food industry and
construction there are mainly traditional firmsisTimdicates both vitality of entrepreneurship
in the area and influence of restructuring andgpiing of national economy. 78 companies
employing 27% of surveyed sample are now owneai®igh capital, only twenty companies
(employing less than 11% of surveyed sample) restaie owned. The majority of companies
surveyed is owned by physical persons and domnlegtt entities.

2. Businesses in General

In most of the judets we can find the followingusture of local economy: (1) textile
and shoe production industry, often owned by foréiyestors; (2) strong heavy industrial
clusters, especially in machinery, (3) importardividual light industrial companies, e.g. in
packaging, furniture and/or electrotechnics, (4jcatfure and food industry, (5) transportation
and construction companies and (6) smaller andunedized trade and service companies
started by local entrepreneurs. Foreign owners @nipi% of employees within this sample,
however this number is strongly influenced by Damenpany, without it this would be only
18% which is also an average for “normal” judetreign capital entered mainly textile and
shoes production (31 out of 78 FDI owned companitfsn this sample), transportation, wood
processing and machinery (car parts).

Companies were asked to name the factors havinggatime impact orcurrent
and future development (see chart 1) of their pctsland services. In order of priority (1)
general economic situation was the most importaciof since mentioned by 73% of firms,
especially from machinery and food industry (boghta 80%); (2) national legislation is a
problem for49% of companies (most often mentiometdxtile and service sector), (3) energy
costs for31% of firms (over 40% of machinery agtitiindustry companies). Construction and
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Chart 1 — Barriers to further development
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machinery companies have also problems with cdstsaterials (40%, while average of all
firms is 29%). Domestic competition is the mosti@es in service sector. Interest rates and
availability of financing represent a problem mugifdr construction and textile companies.
Companies in service sector also complain on aikiijeof skilled labor (20%, while average
of all firms is 15%). On the other hand environmaéabnstraints, transportation problems and
distance to markets are a problem for less tharobfitms. Foreign owned companies have
generally less problems with financing (intereggsaand availability of financing is mentioned
significantly less often) and more with foreign quetition. Local administration attitude is
mentioned three times more often by small compahasby large firms (18% : 6%).

Entry into EU is expected rather positively, howegempanies are also aware of
negatives (see charts 2 and 3). Stable businessel{65% of respondents, 80% in machinery)
and access to a big market (50%, mostly for exporfeom textile industry) were
mentioned most often among the positives. More 8% of machinery (and 50% of food
processing) companies expect opportunities condewtil participation on EU programs.
Easier law enforcement will be appreciated by 45%igtit industry companies. Foreign
owned companies are not so eager to participaiEUipprograms (only 28%) but 53% of
them would like to see easier law enforcement atste

53



JAN STEJSKAL, TOMAS VLASAK

Chart 2 — Positives of EU entry
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On the other hand 53% companies are afraid of gtcompetition (most often in
food and agricultural sector, least often in te}tib2% expect higher labor costs (mainly in
textile — up to 80%) and 45% of investments to adamew conditions (and over 60% in
food industry). End of low price advantage will dee@aroblems to almost 30% of service
sector and construction companies. Strict environieldegislation may threaten mostly
machinery and construction firms. Higher labor sostpresent the main problem for
foreign owned companies (mentioned by almost 60% ).

Chart 3 — Negatives of EU entry
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3. Customers
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Chart 4 — Export orientation

Almost all firms provided information
about geographic distribution of their
customers (chart 4). Only 112 companies
reported that they export more than one
half of their goods and services out of
Romania and less than one hundred
export at least 10%. That is why less than
30% of total sales go outside of Romania
even if the foreign owned companies are
strong exporters with 56% of sales
abroad. Both textile and light industry
companies are significantly export
oriented with 70%, resp. 50% of sales out
of country. On the other hand
construction, agricultural, food processing
and service companies serve almost
exclusively to Romanian market.

Vast majority of companies expect (often more tB@#o) increase of sales in 2004
related to 2003, however, several of the constmaid service companies report decrease in
sales. The overall expectation is very optimisti® aggregated sales in the entire sample
should be increased by more then 22%. An averdg@eaemployee is about 925 million lei,
the highest (over 1600) in service sector anddivest (about 400) in textile. Foreign owned
companies report almost twice as high numbers (18istomers are also the main reason for
57% companies to be located in their place — vétgndor service sector, 41% firms reported
that they have suppliers of raw materials (majaftjood industry and agriculture companies)
and only 24% report suppliers of components. Rekeand development within the judet is
mentioned only by 10% (usually machinery) of conigsn
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4. Labor and Employment Matters
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Chart 5 — Relative change of employment in sectors

The total number of full time employees in the88 @rms is 121,613, compared to
124,779 last year. Chart 5 shows relative changesniployment in individual sectors. New
jobs were created mainly in service sector, tesild food industries when at the same time
several other large manufacturers (machinery) \asiag jobs. The trend in last 2 years is
relatively stable and when asked on new investmeaimipanies answer that they plan to
create over 8,600 (1) of new jobs. This increasplémned mostly (relatively to number of
employees) in food industry and services (and iallscompanies rather than in large ones).
Foreign owned companies went through some dowgsibint the situation seems to be
changing right now and investors also predict éat new jobs.

The good diversity of economic structure is alsaved by the fact that about 48% of
employees are women (over 80% in textile). Sharanofersity graduates rose up to 9.5%
partly also because of the downsizing which keetrttore qualified positions in companies.
Commuting to work is also an important pattern anf&nia with at least 25% of commuters in
every town and judet. The average number of empboyer surveyed firm in 2003 is 163
compared to 205 in 1998. This is mainly becauserakwf the small and medium-sized did
not exist 5 years ago and it also proves the gwiportance of the SME sector.

Employers are quite satisfied with the quality léit work force. Overall, 14% of

workers are excellent, 61% are rated good, 21%

Poor EXCT"e fair and 4% poor (chart 6). The highest number

4% 12% of excellent workers is reported from service secto
(28%). Construction companies also tend to be very

satisfied (80% either excellent or good) while

food industry and machinery report over 30% of

fair and poor workers. Foreign investors report

Good the relatively lowest level of satisfaction (13-57-
61% 25-5), however they several times mentioned

importance of work force quality as a factor for

their decision to locate in Romania.
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Chart 6 — Work force quality

Chart 7 — Average salaries (in thousands of ROL) ahsales per employee (in
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The average monthly wages paid by all surveyed,8i&3,000 lei, the lowest in services,
food and light industry and the highest in maclyirfehart 7), when less than 20% of companies
pay in average more than 5,000,000. Foreign oworgbanies report the highest wages even if
they are not that much represented in machinesybiist paying sector). However, comparison of
sales and salaries shows that there is also teglugiivity in these firms.

37% of companies (in all sectors but mostly in mry and light industry) are missing
specific professions and skills, which are impdrtantheir future development and 22% expect to
have this problem in future. The best situatiomss® be in construction and transportation where
57% report no problem. Also 53% of foreign ownethpanies is satisfied. The highly qualified
technically oriented professions — engineers, desiy IT specialists, financial and marketing
experts are mentioned most often as missing.

5. Business Facility Information

Situation in this area has both positives and thexga(see chart 8). While current
situation may be sufficient, insufficient room fxpansion may become a problem for number
of companies. Many (especially in service sectorjhe other hand plan to invest substantially
in facility improvement. 459 of the 680 compani@saheir facilities and 44 both own and rent,
the highest share of owners is in food processidgstry, the lowest in services. 511 companies
report that they own sufficient property to alloav £xpansion as needed, however situation of
several others is so bad that they are even coimgjdelocation because of inadequate facilities
(besides of service sector there is also unsatgsfgituation in machinery). Only 16% of
companies plan to sell or rent part of their propdtoreign owned firms are generally in better
position, own their property more often and alsaemajten have space for expansion.
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M Yes We consider this 8 No |

Do you own your place?

Do you have space for expansion?

Will you rent or sell part of your property?
Will oyu invest at current location?

Will you expand elsewhere?

Will you leave the location?
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Chart 8 — Business property information

It is very positive that 342 companies plan to moide or improve existing buildings,
mostly during this and the next year. Expectedstments range from 80 million lei to hundreds
of billions. In aggregate, these new investmeneedc4,500 billion lei and will create about
8,650 permanent jobs, especially in food processaile and service sector. 140 companies
(21%) intend to expand elsewhere in the countryl&i®d(24%) are considering this (mainly in
machinery and service sector). 48 firms (7%) intémdnove their operations because of
changing market conditions and inadequate faaliied infrastructure at site. The worst
situation is logically among small firms (10% inteto move and 19% consider this). Since
105 other companies (15%) at least think aboutogphent of their operations, both local and
state government should adopt an active approadndeer to keep jobs and investments at
home. Companies when asked answered that charijedeadf local government, lower fees
and taxes and improved infrastructure would makmtbhange their minds.

6. Government Services and Relations

The companies were asked to rate nine municipargowent services on a scale of 1 to
4 (1 = excellent, 4 = poor). There were no substadifferences among individual judets so
the results can be used for Romania as a wholeverage, these services were rated rather
"fair* at 3.20 (see chart 9). Some satisfaction alagys expressed with Police performance
(2.78), licensing and permitting for business (2.88d for construction work (2.96). The
companies were very unsatisfied with Roads maintand3.65), SME support (3.59) and
infrastructure development (3.46). The most satisfiere the construction companies (average
3.07) and the less satisfied are the textile andceesector companies (both 3.26). Foreign
owned companies are even more unsatisfied with megdtenance (3.82) and somehow more
satisfied with offer of business property (3.09wever the differences are too small.
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Chart 9 — Evaluation of local government services
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Overall, the responses to this question indidaé lusinesses recommend initiatives
that might be taken especially in the area of SMipert through better cooperation with local
government and bureaucracy reduction. Among thavants were most often the following:

XAKXXRXXRAX

better access to financing for SMEs, giving barklits with lower interest rates;
help with access to EU funds and programs;

infrastructure improvements;
direct investments into business property andstrinature;
better road maintenance;
lower bureaucracy, more transparent policy;
transparent public tenders;
better information providing to businesses;

closer cooperation between local government aral lngsinesses.

The companies were also asked which services tmdmses should the local
government provide. Chart 10 shows that firms dosupport that much direct or indirect
financial assistance and strongly welcome actiwitidich can be provided for almost no
costs — cooperation, information and joint promoti€onstruction of industrial sites and
Business incubator are recommended by more than(B&h. 80%) of companies as a very
visible activity to improve the local business @i and attract new job creating investments.
It is interesting that 100% of foreign owned comiparsupport industrial sites construction!
They also support more than domestic companiesdeéee of training of work force. The

companies also opened the sensitive issue of pidnlders.
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Chart 10 — Recommended business assistance servicggerventions
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Companies evaluated contacts with government mals and organizations. Results
may vary among individual cities but generally @her positive as seen at chart 11. Chamber
of Commerce, Tax collection and Labor offices reegieverywhere very positive grades and
are being visited very often. Foreign owned comgmalso report positively about contacts to
city secretary. Planning office, assets office baginess association on the other hand belong
among those not contacted very often. Companiesteghsome problems while dealing with
urbanism directorate, local councils and mayorsjathet authorities.

Chart 11 — Contacts to local authorities
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7. Overall Impressions

The firms were finally asked to give their ovemadpressions of their local government.
Municipal government was usually rated better theafecture and than county council. The
companies were also asked about their overall apiof the town as a place in which to do
business. These responses were not very positive.

Examples of positive elements of local businessate mentioned by the companies
are usually the following three:

v Qualified and inexpensive labor force;

v' Geographical position (no matter which judet), ifigmeowned companies often
mention the border proximity;

v Industrial tradition and existing ties and contéftis domestic companies).

There are usually more negative factors identifiedeach judet that are mostly
concerned with business climate and technicaldtmtreture. Companies expect local government
to adopt a more proactive approach in creatingbkttsiness climate in the town:

Not transparent public tenders

Corruption and bureaucracy

Lack of the business facilities, poor infrastruct(n@ads in county)
Low purchasing power, small market

Not enough of external investors

Lack of some specialized skills

Lack of communication and cooperation between LG SivdE.

VVVVVYVY

IV. CONCLUSIONS

(The following comments are based on business surveys completed in Czech Republic,
Sovakia and Poland since 1997, USA Corporate survey 2002 and 2003 and OECD numbers
about FDI).

FDI inflow to Romania has been low in comparisorthe size of the country and
other CEE countries. Romanian FDI figures are mdinked to the start of privatization-
related selling of state owned companies to foriginMajority of FDI stock is located in
the manufacturing industries, the rest mainly Bdé& and financial services. Textile and
machinery followed by light industry belong amondustries where investors own a significant
share of the entire sector. On the other hand foddstry, agriculture, construction and
transportation are still mainly domestic companies.

Low numbers of follow-up (expansion) and green-fieldestments indicates slow
restructuring of Romanian economy. However, there isubstantial difference among
individual parts of the country. We can see andasing green-field investment activity
mainly of medium-sized companies located along \testern border and engaged in
processing while Eastern and Southern parts aldasfiling behind. Exports are increasing
over the last three years, although the exporntat®n of local and regional economies
remains lower than in more progressive CEE econorf@zech Republic, Slovakia,
Hungary, Slovenia). The structure of exports hasyabshifted towards higher value-added
products and services much but remained confindabtar intensive sectors such as textiles,
clothing and leather goods.

Future development of Romanian economy is depérateachieving continuous
high growth of productivity levels. This can be ddoy focusing on research and development
and introduction of new technologies in the producand service provision processes. So
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far the situation — compared e.g. to the Czech Blapar Slovakia - reflects considerable
stagnation. The number of companies using Intdonedctive contact with customers or e-
business direct sales / procurement solutionsweddhan in other countries of Central and
Eastern Europe as well as the number of firms whalretiheir research and development
activities within the region.

Romania is becoming an attractive country for inmessbecause of its available
work force working for very low salaries. This istrsustainable model for further economic
development, however the benefit of this compaeatistvantage has to maximized now. At
the same time companies in Romania rank work fquadity lower than in competing CEE
countries (especially in Slovakia) where salaries @an a slightly higher but comparable
level. The growing lack of skills (especially in edcal professions, financial services and
marketing) belongs also among important weakneasfstht® Romanian economy.

Companies complain about the situation in nati@anomy in a similar way as
Czech and Slovak firms did several years ago. @rother hand investment plans are very
optimistic and predicted expansion (in relativaufigg) at current location is higher not only
than in the Czech republic and Slovakia but alghéyi than in the U.S.A. So far Romanian
domestic companies have not yet started noticeadplansion abroad.

One of the biggest problems mentioned by many efrésponding companies is
cooperation with local government and transparehdgcisions made on local level. Substantial
share of contacts to local government is repottée influenced by bureaucracy and corruption.

This Business Climate Survey reflects the accuedilapinions of the major employers
in 11 Romanian judets. Their collective attitudesards government and its practices can be seen
as a proxy of current business climate in Rom#pglity of this climate that allows businesses to
trade and grow in a free market economy will deigerwhether Romanian economy will grow,
stagnate or decline. This is why the trends artlidés observed within the survey shall be
carefully studied and addressed by politiciante gtatitutions and business associations.
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ABOUT THE MARKETING - DESIGN RELATIONSHIP

GH.GH. IONESCU*, CLAUDIU EMIL IONESCU?

ABSTRACT. In our paper, design is considered briefly in d#fg contexts — product and
manufacture, service and retail — and for diffenaumtposes: product design and corporate
communications. Links with marketing are made, egakly by examining how design
affects elements of the marketing mix. Finally,device is presented to support the argument
that design makes a positive contribution to bussingerformance. In other words, design
investment affects the bottom line, but only ifidesis integrated into the business process
and managed well. Our paper concludes with a genedel of design management. This
model is not intended to be prescriptive but tovigle a checklist of the range of activities
and information that is required to manage desfitgcttvely.

1. Introduction.

Each year, 7,000 design graduates leave UK urtiestsand UK — trained designers
are to be found working throughout the world fordang companies across all industrial
sectors. It has been well documented that UK corepdiave been slow to adopt design, despite
successive government campaigns targeted at coegpémicreate awareness of design’s
commercial role (Farr 1955; Heskett 1980; Spark&g619Given the competing demands for
resources, design is often treated as an activitiydan be bought as and when required in
an “on-off” way and may be regarded as a dispeadakliry. Firms may view their projects as
a one-off investment into their long-term strateggmes Dyson’s (designer/manufacturer)
view is that, “Manufacturers should not think ofidgm as a bolt on thing. It's the total product —
how it's used, how it is made, how reliable ithat all shine out” (Design 1995:38-39).

None the less, ample evidence exists to suggeastiesan investment has a positive
commercial benefit (Pilditch 1987; Service et &89, Potter et al. 1991). Over the past few
years, major studies have been conducted to mesureturns on investment of investment in
design expertise. A survey of 221 small and mediized UK manufacturers which received a
government subsidy to employ a professional desigsultant to help develop new or improved
products or graphics showed that 60 per cent girajécts and 90 per cent of the implemented
ones were commercially successful. Other benefiduded the firms gaining design
management skills and some impact on the UK tradenibe. However, there is still a long
way to go before industry makes full use of Britsidesign expertise. Also the survey
shows that the costs of design investment weresssdeat a project level. The results
supported the case that investment in design hameuocial value. Key results were;

& 90 per cent of projects that were implemented énritarket were profitable;

X there was a 40 per cent increase in sales of gruEs$iprojects, compared with
the projected sales figures if no design work leken place;

X there was a 13 per cent increase in exports;

X there were other benefits, including reduced matuiag costs, stock savings,
enhanced company image.
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The results of this study provide a very good casénfvesting in design projects.
The degree of risk varied across different typedesfign projects. Graphic design projects
appear to involve little technical uncertainty wraicial risk. Yet in product or engineering
design a relatively high risk of failure existstla¢ start of a project; once a project has been
implemented, the prospect of a rapid return orirthestment becomes very good. The risk
of financial loss is law for all types of design.

The more successful projects in the Roy and Pov83)lstudy gave insights into
effective design management practices, some oftwiéwe been echoed by other studies,
notably Service et al. (1989). The key factors were:
clear project objectives;
comprehensive designs briefs that included infdomatbout the target market;
regular communication with design;
top-level commitment;
sourcing of appropriate design skills;
integration of design with other corporate actti

HAXNKX

2. Themarketing - design relationship

Marketing and design are interrelated activitieedBct planning, market research,
competitor analysis and control of budgets arer#@@m of marketing professionals and
these marketing issues affect design. Typicallyketang is a “trigger” for a design change, for
example, a decline in market share may stimulateveew of the product portofolio and
lead to a design modification or a promotionahattito stimulate sales.

Table 1 shows how market changes can “triggefédint types of design.

Table 1.
Market triggers of design
Market objective Design outcome

» Company seeking to launch the productjon > Industrial design of casing for innovative cheque
the market for the first time. —writing machine.
» Company seeking to increase market share. » Graphic/styling design work for a range [of
» Company seeking to regain last market  garden tools.
share. » Engineering design for a new design of bus
» Company seeking to diversity into a new shelter.
product market for the company. » Packing design for new product- chilled cooked
» Company seeking to diversity into a new meats.
product market for the company. » Engineering design of a wire-joining device.
» Company responding to customer request. > Design of a computerized control mechanism
for a pottery-kilo booster.

Design can be viewed as a marketing resourceddbals with the choices and
decisions that determine the value and qualithefgroduct. Whether technical performance,
style, reliability, safety, ease of use or some lnimation of attributes is emphasized, the
design of the product can offer quality and valoerfioney in the eyes of the consumer.
Consumers’ perceptions and their willingness todmayinfluenced by the design configuration
of the product and its ability to convey “value fooney” in comparison with competing
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offerings. In addition, a unique design can creatdesire in the consumer to purchase
(Alessi's Kitchen utensils) an so contribute to twenpetitiveness and business success of
the company.

Design can be used as a market positioning toblkexample, Braun offers classical
design in the consumer goods market as a play iataimaa position as a premium supplier.
Failure to keep pace with market trends and togaesitractive products may well threaten
survival, as was the case with the UK toy compairfixd which supplied model — making
kits targeted at bays and which could not suniieednslaught of cheaper and more appealing
products from the Far East.

3. Theimpact of marketing decisionson design.

The study conducted by Roy and Potter (1993) shuees that marketing decisions
can have grave implications for the project outcdamejects could be suddenly aborted because
of changing market — circumstances (e.g. a coropdditinched a better design), and in other
cases the projects may not be implemented bedaeggrdmotional costs may not have been
built into the estimates for the project. The sasagf a project does not rely solely on design,
but on broader market considerations, such asifidatibn of a target market, effective
budgeting, market research that is conveyed inanimgful way to design and so on.

The main areas of design management skills fdtetiag professionals, revolve around:
awareness of the need for design;
sourcing of appropriate design skills;
preparation of a clear and detailed brief;
monitoring design and design budgets and schedules;
evaluation of the design outcome.

ANANENENEN

a) Marketing mix and the design. Design has a connection with each of the
elements of the marketing mix, as follows:

1. Product: Design influences quality, function usability esqupearance. It contributes
to product features, which add value to the profloicthe consumer. Design affects all of
the differentiating features of products, such e$opmances, reliability, style, etc. Compare,
for instance, a pair of shoes and a telephone: gagdt be functional, ergonomically and
aesthetically appropriate. The designer contribtiesach of these elements to varying
degrees, depending on the nature of the product.

For service companies, insurance companies, féanos, use design to provide
the information and evidence of the service, frastiqy document and chequebooks to the
sales literature. Design is used for image difféation by the provision of memorable
corporate identities that are implemented on pdok®, stationery uniforms, environments
and that create a visual harmony for the orgamimati

2. Price: products can be devised that are economical instef materials, energy
and manufacture. Product enhancement, by addiegtaré such as embroidery on towels
and linen, or a call memory facility on a telephowan affect the perceived value of
product, allowing it to be sold at a higher price.

3. Place: distribution considerations may affect the desgmthat a product's pack
may have a shape that facilitates storage andagis@helf appeal is critical for FMCG
goods — hence the importance of design elemenksasgicolor, illustrations and shape.
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4. Promotion: most promotional activities rely on their visualadjties to convey
the company’s message. Pack aging, promotionalsales literature, all forms of media
advertising, point-of-sale displays and retail eomment all involve the skills of designers.

Design for service and retail areas is consideraly here, before moving on to
consider product design and corporate communicaiifomore detail.

b) Innovationsand design. “Good design can significantly add value to prosiuct
lead to growth in sales and enable both the eafitwit of new markets and the consolidation of
existing ones” (HMSO 1995:143).

At the heart of technological innovation is desi@aldecote refers to design as
“the process of converting ideas into informatiooni which a new product can be made”
(Caldecote, 1979). Product development is necestaryeplace and update existing
products, to diversity into new markets and to egw opportunities by innovation.

Figure 1 shows the design interfaces in the proder¢elopment process.

It is well established that marketing has a criticde in the product development
process, particularly during the early stages, Wwiooper and Kleinschmidt (1986) refer
to as the “front-end” of product development. Mdihk@ has a role in concept evaluation
and the testing of detailed designs, and must@tso the market launch from the onset to
ensure that the distribution channels are estaddligind that the launch strategy has been
considered (Biemans and Setz, 1995). Design trasstaarket requirements into concepts
and develops these into detailed design of produiceso provides the graphic design
skills for print and promotional material to suppttre new product.

R&D is the domain of technologists, engineers atidrgists who are concerned
with developing new knowledge that can be incorfemtanto new products and processes.
Designers, in this context, may use such knowladgeonjunction with existing design
skills and expertise to generate new product cdscép terms of innovation, then, design
expertise often contributes to the delivery tornteerket of new technology in a form which
can be used, for example the development of shameeny alloy into bra under-wires.
Both R&D and marketing can drive innovation anddarct development.

It has been widely recognized that the interfacerdxen R&D and marketing is critical
for effective product design (Gupta and Wileman89&e same goes for that between design
and marketing (Cooper and Jones 1995). Poor consatiori between marketing and design
may result in unfocused design and failure to eig&sign’s potential for product development
and launch.

¢) Design and the corporateidentity.

“It is virtually impossible to detect quality diffences between the products of
major financial service companies, or petrol retailor the various chemical companies,
for instance. This means that companies and thairds have increasingly to compete with
each other on emotional rather than rational greufiie company with the strongest, most
consistent, most attractive, best implemented aadifested identity will emerge on top in
this race” (Olins 1990:70).

With the growth or mergers and acquisitions, thenéh of new companies and
privatization of public organizations, corporatentity and corporate communications have
experienced an upsurge of interest. In the UK,ifigtance, corporate identity is a major
component of professional design services. The mefgleuilding societies, the launch of
trust hospitals and the creation of new universitiave provided investment in corporate
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Manufacturing Research, design New product
engineering and development marketing

Basic research
and invention

Concept design

Market research
and testing

Prototype
development
and testing

Tooling and
industrial
engineering

Final product
or design
engineering
The design/

development activity|

Test
marketing

Marketing
Manufacturing start-up

start-up
Production, ‘

marketing
and sales

After-sales
service and
troubleshooting

Source: Roy and Bruce (1984)

Figure 1. The process of technological or industrial inn@wat
showing the place of the design and developmeittityct

identity design. When two companies merge and eraatew organization, decisions have
to be made as to whether to subsume the identityefof the organizations into that of the
other or to create a completely new identity. Thguisition of Philips by Whirlpool is an
interesting case. In Europe Whirlpool was not kndwand yet Philips was regarded as a
having a high reputation, and the converse wasitriube USA. Managers of Whirlpool
decided to run the two names in tandem in Euragkglihg the Whirlpool brand image through
promotion and graphic design, until consumers heglib to recognize Whirlpool and to
associate this name with the good reputation thdipB had always enjoyed. Eventually,
the name Philips was withdrawn in Europe and Whalfi®came an acknowledged brand.

Corporate identity is the sum of the ways in whéchorganization presents itself
to its various publics (see Figure 2) and includassport, publicity, advertising, environment,
architecture and products.
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The media

Source: Bernstein (1984)

Figure 2. The nine publics of a company image

Corporate identity is concerned with the entire camications plan and is integrated
into the organization’s philosophies, policies activities. Michael Beirut, one of the Partners
of the UK Office of Pentagram, a UK group, refevscorporate identity in this way: “...in
its fullest sense, corporate identity is the chimaof an institution or corporation as
projected in its communications, its products aexbise, its property and facilities and in
the attitudes and behavior of its personnel. théssum of the ways in which the institution
represents itself formally, as well as symbolica{lp Bruce 1994: 11).

4. Themode of design management.

Design management for a marketing professionabigerned with utilizing design
expertise so as to achieve marketing’s goals efédgt One definition of design management
is that: “it is about managing those corporate eggive activities that generate products,
services and corporate communications which airopiimize customer satisfaction and
business success”. Cooper and Press suggestihandnagement of design includes planning,
organization, implementation, monitoring and evaard (Cooper and Press 1994).

In terms of using design effectively, marketingfpesionals need to consider how
design fits into their business, which design sglesshs to use, the contribution design can
make to their business, as well as developingsskill sourcing, briefing, liaising and
evaluating design. The detail of managing desighaofitourse vary from design discipline
to design discipline and is also dependent uporthvenalesign is insourced or outsourced
Figure 3 illustrates the design process and thessahich need to be managed by marketing
professionals when working with designers. Essénttak design process can be broken
down into four broad categories: Formulation; Eviolut Transfer and Reaction (Bennet et
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al. 1988). Formulation is concerned with identifyiie design need and planning the problem
definition, Evolution deals with the idea, concaptl detailed design generation, Transfer covers

implementation of the design and Reaction addrdbsesutcome of the design, for example

customer acceptance.

Reaction - design
‘outcome’

Evaluation of outcome
against objectives
Customer appraisal
Product success

monitoring

planning

implementation

Transfer-design
‘production’
Production, installation
Launch

Delivery

evaluation

Source: adapted from Bennet et al. (1988)

Formulation—design |
‘origins’

¢ Problem investigation
market and
technological

« Problem definition—
idea-generation

* Project brief

Evolution -design
‘refinement’
* |dea refinement
* Concept generation
* Solution refinement
 Prototype development
* Design freeze design
specification

Figure 3. Four stages in the design process

Conclusions

Our intention has been to encourage marketing psafaals to:

» understand the value of design to marketing anthbss;

» provide marketing information in a way that suppadesign and facilitates
communication between marketing and design;

» be empathic to design and so encourage on effectihationship between

marketing and design.
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STRATEGIC MANAGEMENT PROBLEMSFOR ROMANIAN
TOURISM COMPANIES- A SHORT INVENTORY

MAGDALENA VORZSAK®, CRISTIAN CHIFU-OROS?

ABSTRACT. Romania is known for its tourist resources. WhgnttRomanian tourism did not
become yet the engine of the national economy?iF i starting question of this research. We
started with the idea that we have to look forrthes of all problems at the microeconomic level
not at the macro one. We have studied a samplengpanies involved in tourism field and we
applied a questioner to their management boardnidet important thing to highlight was if the
management decisions are strategically orientatedob The conclusions reveal a sum of
problems that Romanian tourism companies are fa€img most important problem is a lack of
strategic approach in management process. Futbemade a short sketch of the scenario that
might be followed and we revealed the advantagesisadvantages of the possible alternatives
for the Romanian tourism companies.

Key words: tourist companies, strategic management orientasimategic problems.

1. General problems that the tourist companies fré&tobmania are deal with

Romania has a big tourist potential but in spitéhdd, if we analyze the Romanian
tourist industry, we realize that it is dealinghwhany problems. This study wants to reveal
some possible causes of this situation.

Analyzing statistical data and the existing literat we could find some essential
aspects that characterize the Romanian tourissingin the present period.

A positive aspect is an increase in number of sraal medium size private
companies in tourist field due to the privatizatigmocess, creation of new companies and
to reconverted enterprises from other sectors. ttuniately, phenomenons like mergers
and acquisitions, which are characteristics of madyic sector, are very rare. This is one of
the first problems that we have identified.

A second problem regards the human resources.olhsttfield seems to be not
very attractive for those who have knowledge angtation in tourism. A reason for this is
the relationship betweenork volume andsalaries which is unbalanced. Due to this, we
assist at some “invert selection” of human res@jrtteose who apply for a job in the tourist
field are either without any qualification or witther qualifications but unemployed for the
moment. Therefore, the quality of human resounsd*dmanian tourist companies is bellow
the average of other sectors and this has negatgequences for the quality of tourist services.

Low quality of tourist services and the prices that tourist companies charge, along
with Romanians’ low purchasing power has lead tiveanatically decrease of the internal
tourist services demand. Despite to the low pulidggzower we assist to an increase of the
demand for external tourist services and, alsoexternal offers increase.

In the same time, we could observe a decreaseeohight staying and an increase
of offers for weekend tourism. Now days the numtieRomanians who are spending the
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holiday at the Black Sea is continuously decreasiegause most of them choose other
destinations like Slovakia, Slovenia, Turkey, Geeecothers, where the balance price/quality
is better that offered by the Romanian tourist camigs. The same situation could be observed
for the mountain resorts due to the lack of eniremiant facilities.

Romanian natural tourist potential remains, in thisy, unused and the most
important reason for this is the bad managemeravaflable financial resources (which
multiplied since 2002).

On the other hand, Romanian tourist products atepromoted in spite of the
existence of the Fund for Tourism Promotion admiated by Romanian Ministry of
Finances from 01.01.2001.

2. The objective of the research

Our purpose was to reveal why we cannot see lotafits of tourism development
in Romanian economy. We have chosen a sort of wecdional way and we did not start
the research from analyzing the situation at therogconomic level. On the contrary, we
have studied the problem at the microeconomic Ibg#lg interested by the tourist firms.

The management of these companies, especiallyttitegic management, was
interesting for us because we believe that thelpnad of Romanian tourist industry lye at
organization’s management level.

We started with the idea that the purpose of asgarch is to find those informations
that companies need to solve a problem, but tiwiem must come from the management teams.
In this way, we want to bring to the attention log decision factors the problems that they
had to solve immediately. If we would be able tdhds, then our study has reached its purpose.

A problem in our study was the size of the samim¢ Wwe must use for an accurate
scientific research. Due to our limited resouraes, did not intend to achieve a study at a
macroeconomic level. This was the reason whichiaieetl our research to tourist companies
registered in the city of Cluj and our believe tihat problems of Romanian tourist companies are
the same all over the country, so our conclusianse easily generalized using statistic tools.

We have intended to include in our study all conigmthat offers tourist services
but from all targeted companies orl8 (72%) accepted to collaborate to our research.

The research method used was the direct intenvésadon a questioner; this allowed
us to collect both formal and informal informatibnorder to observe elements like attitudes,
hesitations, embarrassed or optimistic smiles, alides. We consider all these elements very
useful in the diagnose of the management typeaapjplithe researched companies.

First, we collected data regarding the managersageaagers’ level of education, type
of company, ownership, turnover, number of emplsya®d location. From the responses we
have received, the following data regarding thepames emerged.

Conclusions:

» 80% of the managers are belld®® years old an®0% of them have studied
in tourist or economic filed;

* 89% of the companies are privately ownet)% of them are of Limited
liability type (Ltds) andb1% of them have a turnover betwektand10 billions ROL.

* 47% of analyzed companies have betwé&eand 6 employees, and most of
these 70%) have the activity limited only to city of Clujea.
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3. Conclusions revealed by the questioners

Trough the basic questions from the questionniiré@m 22) we wanted to extract some
information regarding the situations of the stiataganagement in Romanian tourist companies.

We have reached to the following conclusions basdtle answers to the questionnaire:

Conclusions regarding the opinion of the managerbaut the necessity, the
purpose and the content of strategic management

A gladding ascertained fact is t1€&% of managers are fully aware of the importance
of a strategic orientated management, while§¥%stare not convinced of this situation. However,
in their opinion, strategic orientation has diff@racceptations.

v' 63% consider that strategic orientation means a betpacity to adapt to
their clients demands;

v' 37%think that strategic orientation means just aitifit development of the
company’s activity.

From the63% of the managers presented above:

X 33%of managers consider that strategic orientatioanséo elaborate, to choose
and to implement a corporative strategy, or coptisuinterest for adopting modern ways for
conducting the activity in their companies;

X 33%of managers consider that strategic orientatioans@ unitary vision of the
management about the entire activity of the company

Half of the interviewed managers think that strat@gientation of the management
must characterize exclusively the activity of tleenpany management, while the other half
consider that the strategic orientation must badaon the activity of all employees.

25% of managers think that the starting point of ttenagement must be the mission
of the firm, while6% consider that the strategic orientation of the ag@ment is not quite
necessary for the moment.

More than a half of managers7%o have declared that they know exactly which
are the persons from the company involved in e&lmor and implementation of corporative
strategy, whilet3% of them barely know or they do not know at all vithose persons are.

44% from the investigated companies have at least#t df a strategic plan; but
19% of the managers did not know if they have some kihplan and the others did not
answered at this questidd2% of the managers have declared that the compantjiistyg,
to a certain degree, is developed following a manamnt strategy formally elaborated;
58% of them declare that the most of the company'witie follow a strategic plan, while
10%declare that the activity follows entirely a sti@it plan.

Concerning the strategic management implementatiodalities, 63% of the
managers consider that it is necessary to have smpleyees prepared for this implementation
process; the opinion @8% of the managers is that they need to employ exjrethis field
while the others consider that they must appesabine consulting companies.

Conclusions regarding the managers’ level of infoation regarding the strategic
aspects of their activities

Only 63% of the managers have declared that they know wiheie company is
situated on the tourist market, while this aspétt@activity was not important for the others.

91% of the managers admitted the importance of cartgiguia good client portfolio;
but the role of this portfolio is seen in differenainners. Fo51% of the managers the client
portfolio plays an important role in the increasaales; for the othet9% the client portfolio
is just a management tool.
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In opinion of94% of the managers, the links between partners hapesdive
influence on the quality of their own tourist off@ihe othe6% denied this.

All of the interviewed managers have declared ttety know which their
competitors are, but none of them gave to much itapoe to the study of those. The vast
majority of them think that the competition on ttoairist market is not so fierce (for the
moment) and it not causes insurmountable problems.

All managers admit that a differentiation betw#ezir company and their competitors
is necessary, but regarding the criteria of diffiéiegion, the opinions are divided. Thus,
54% think that the most important thing is the levékctent satisfaction, followed by the
quality of offered service89%), type of the tourist product they offer, the dgyalf employees
(21%), prices 5%), the company’s image on the mark&¥d, the firm endowment$H4).

The main priorities for the tourist companies, hieit manager’s opinion, are the
followings: tourist product offer64%) which has to be original, divert, extensible and
flexible; growth of the service quality and affobdia prices 18%); the actions connected
with the company’s activities such as acquisitiand maintenancd 2%.

The main competitive advantages revealed by manage: their own product offer (a
good, original, diverted and flexible one), qualdl services, employees professionalism
(seriousness, promptitude, empathies), affordatules) a good quality/price ratio and advertising.

Generally, the managers recognize the importantte onarketing activity, but they put
the accent mostly on advertising, fairs particgpatind promotion of their own tourist packages.
Unfortunately, the main elements of the modern etar§g such as intern marketing, relational
marketing, sincro-marketing, strategic marketingpgactional marketing did not find any place,
yet, inside the Romanian tourist companies.

The main strengths of a tourist company are, imisiager opinion: the product
offer (33%), prices R7%), commercial position40%), the existing endowment25%),
relationship with clients26%), image (3%, advertising and publicityld%), employees
professionalism18%) and last but not least a very clear objectivesnge(14%). On the
other hand, the main weaknesses of a tourist coynpay be:
insufficient advertising and publicitp1%9);
the lack of ticketing activityd5%);

a very small number of employe&s¢9);

the lack of own tourist packages and of a destinagpecialization1%9);
the managers overloading9%9);

a bad commercial position (outside the commer@ak27%);
inappropriate spacegY%o);

high prices 8%);

a lack of medium term forecasting1@4).

These are the results obtained from the sample.

If we try to generalize all these results, atgmsicance level 06%, we obtain the
following:

» Between73,5%and99,91%of the tourist company managers are fully aware
about the importance of strategic management;

» Less ther68,8%o0f the tourist companies developed a strategic;pla

» Less therB4% of the managers know their company position omtheket;

» Betweer8%and99%of the managers admit the importance of the gliertfolio;

» Between72,1%and99,8%of the managers admit that the links between @artn
has a positive influence for the company’s activity

AN N N N N NN
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As we can see from the statistics many tourist @gpnanagerknowandadmit
theimportance of..so, were are the problems?

4. Final conclusions

Analyzing the conclusions generated by the stwdywere able to formulate the
following problems with which Romanian tourist coampes are confronted:

» Persons without a proper training in the tourisidfiare in charge with the
management of many of these companies. Even ifdwet dhat the business feeling and the
intuition are indispensable, the lack of knowletfgthe field is a serious problem.

» Romanian tourist companies “live from a day to hadtbecause the managers
are not aware, yet, of the necessity of strategicagement. For most of them the sense of the
concept and/ or its purposes are not very clear.

» Most of the tourist companies did not elaborateraél strategy, being orientated
mostly to solving the operative and tactical proise This situation led (past of lead) to a
neglect of the strategically problems.

» The companies did not pay sufficient importancehi internal and external
strategically diagnosis, under evaluate the styaté¢gheir competitors, being unable to identify
their own strengths. Therefore, they become impatsnd cannot keep their clients.

» The number of persons involved in elaborating, @nm@nting a corporative
strategy is very small, and it is not involved Ire tcoordination of the actions required by
strategically plans.

» Managers are not used to be interviewed. Someeof tire afraid of it and try to
avoid, with diplomacy, but categorically such diioas. Questions seem to be inconvenient and
they do not want to reveal some “secrets”. Theynateconvinced that this kind of study has
positive effects on their activity.

» Most of the managers do not have a proper trainitourist field. They often mix
management with marketing or with publicity andytit® not know how to evaluate their
position on the market. They do not give the nesgsmportance to the study of competitors or
of their clients and they do not have an accuratabédse for learning from their or others
mistakes. They are not preoccupied with the intemna relational marketing.

These conclusions confirm the idea we started withmely that the inadequate
situation of Romanian tourism has its routs at thieroeconomic level. These are the
factors to blame for the actual situation: that Raran tourism is far away from being the
engine of the national economy.

We can conclude that the problem number one ofRbmanian tourism is the
necessity of a radical change in the managemenepsoof the tourist companies.

The questions are: how to realize this change? krbere to start?

In our opinion, this change must begin with hursamay of thinking, but this is a
difficult process to initiate because it implieslanging process at a personal level for
those who are involved. On the other hand, thixgse represents a challenge for the
managerial teams, which must assure the neededbgdewent on different stages required
by the implementation of a strategic plan.

We discuss here about the creation of an org#mzhtculture favorable to change
due to the fact that any change generate, in rmgescemployees’ resistance or opposition. The
identification of the resistance factors and tramsfng them in change triggering factors assure
that this process will be successful.
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A permanent and intense communications betweeméhsons involved will be
required and the starting moment must be choode gvigat care. The transition must be
supervised and coordinated otherwise, it will bé @ith a big failure.

The change must be made according to a plan esdtalllin advance based on a
complex analysis of the business environment and oorrect evaluation of the internal
capacity of the organization to face these charnfjes.change must start with the managers,
and go from top to bottom.

The answers to the questioners revealed thatdhetbree different ways to implement
the strategic management, each one with its adyesmitnd disadvantages but all of them very
expensive from the costs point of view.

One of these modalities can be the training of esaamployees in field of
management. This can be made through postgraduatseso This way has the advantage
that the people involved know the activity of tlmmpany and are involved in it but there is
a risk that after the graduation they can quitctvapany.

A second modality consists in hiring of some sglests, already formed. New salary
expenses will follow this for the company. The tiskt we presented above can be avoided but
it highlights another problem; the period of accardation is necessary.

Finally, the use of specialized consulting compamheans that the tourist firm has
supplementary costs. On the other hand, if the eyepls do not trust the consultants it is
possible to refuse to give any information to thdeethis case, without information, the
solution will not by efficient.

As a final conclusion, the implementation of stgat management in Romanian
tourist companies is a necessity and should be@manber one priority but at the same
time is a complex and difficult process that habdéaonducted with responsibility.
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CLUJ HOTELS’ DISTINCTIVE FEATURES

CORNELIA POP*', SMARANDA COSMA?

ABSTRACT. The City of Cluj was and still is considered tothe ‘capital of Transylvania’ due
to the fact that it is an important cultural andibass center. Though, Cluj's historical buildings
and sites could not compete with those of SibiuBragov they are interesting; its cultural life is
reach and its business opportunities are compliéthdse factors make from Cluj an important
tourist destination for various type of tourist.tBhat is the situation of Cluj lodging capacities?
Between 1990 and 1999, the number of hotels in @iv slowly from 10 to 17 during this
period. By the end of April 2005 we were able teniify 45 operational lodging capacities in
Cluj and over 50% were open between 2002 and 2005.

The present paper would investigate the causéssoéxplosion’ of Cluj lodging capacities
and if this quick development generated hotelsgitagl capacities with distinctive features,
capable to compete on a crowded market.

Introduction

The development of Cluj lodging capacities wagjénigd by the need for various types of
accommodation services and by an easier accasanoidl resources (bank loans mostly) between
2000 and 2005. Graphic no.1 present Cluj lodgipgates’ structure using the year of construction:

Cluj Hotels® Structure - The Year of Construction

befare 1989
26 67%

fbietireen
1980-1995
B.6T%

after 2000
57.78%

between
1556-2000
8.69%

Graphic no.1
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Our study revealed that 71.11% of the operatioodgihg capacities are small,
offering between 5 and 49 rooms, as the graphiz sivows.

between Cluj Hotels' Structure
infarrmation nis Sand 4 .
11.11% 4.44% Humber of Rooms
hetweaen
100 and 144
B.BT %
between
a0l and 99
11.11%
hetween
10 and 44
BE.6T%

Graphic no.2

We consider that it is appropriate to present dudys here because only 5 of 45
hotels are owned by big, incorporated companied {fais are hotels present on Cluj market
before 1989 and one — Hotel Victoria — is owned by the |amathorities. The other 39 hotels
are owned by small companies — at least from thebeu of employee point of view.

Our study, also, revealed that around 67% of @dging capacities are hotels and
almost 50% of these lodging capacities are includ&istars category — using the National
Stars’ Classification System. Graphics no.3 and present these situations.

other lodging Cluj Hotels' Structure
capacities -
A 11.11% Types of Lodging
i
vilag  f
20.00%
Y
il:;?“"'d
youth hostels / '
F hotels
Q,

2.22% GG 67 %

3 Cluj Continental Hotel is owned by the Continettal; Unita Turism Inc. is the owner of other dding
capacities in Cluj: Vila Casa Alba, Hotel Transilisa(Belvedere), Hotel Sport and Hotel Vladeasa.
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Graphic no.3

Cluj Hotels' Structure - National Stars’ Classification System

A stars 1 star
4 stars 222% 8.89%

46.67%

Graphic no.4

Material and methods

For our investigations we used:

- personal (face to face) interview based on a goedtionnaire (5 clear, unambiguous
guestions; they were structured and unstructuttesl)pnformation we got was neither sensitive, nor
threatening; we got responses from 34 lodging d#&saout of 45 (75.55%);

- visits at the lodging capacities;

- web-sites analysis (accessibility, originality pimhation);

- other materials used to promote the hotel/ lodgamacity.

Discussions

The information gathered through the interviews aadhe analysis of web-sites,
was used for the construction of a positioning nfdps positioning map uses 2 dimensions:
the price (axis Oy) and the number of servicess(é&xi) offered by Cluj hotels. The prices
are between 22 EUR and 116 EUR (average 46.5Zhambumber of services varies between
5 and 22 (average 15.52).

The positioning map shows the position desired byhittel on the market; it does
not represent the customer point of view on thelsgrvices’ quality and prices. The map
has 4 quadrants:

- in the high-high quadrant there are 14 hotels/ileglgapacities;

- in the high-low quadrant there are 2 hotels/ lodgiapacities;

- in the low-high quadrant there are 5 hotels/ lodgiapacities;

- in the low-low quadrant there are 13 hotels/ lodgtapacities.

The map shows that the correlation exist betwelergymumber of services and hotel/
lodging capacity category (number of stars). Thstrorowded quadrants are high-high and low-
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low, but there is enough space for new hotellglf thoose a right balance between services and
prices. The quadrant low-high, also, shows thaetigting and/ or new hotels could offer more
satisfaction to their guests. Unfortunately, twdging capacities (Vila Residence — 4 stars; Vila
Siesta — 3 stars) are in the high-low quadrantreviney should not be.

This negative situation — from the consumer pdinti@v — could be explained by the
fact that in the positioning map we considerethalllodging capacities which existed on the Cluj
market by the end of April 2005 and those lodgimggcities are considered ‘vilas’ and not hotels.

We like to highlight that the average prices atatikely high (46.52 EUR — around
18% from the average wage/ Romanian economy in)20@bthe average number of services
is relatively low — in fact very few lodging capiées in Cluj level the international standards
for their category This situation is generated both by a level ohaied above the market offer
and by a low level of clients’ expectations regagdhe number of services and brand name.

Price @City Plaza
High
Rimini
0
Contiaental Agape
0 Transgvania
Residence o DejaVu
nix
. O Premier  Paradis  Fulton
Sle.sta Victoria L 0
' B
port .
Low 16 x| Confort (] Melody High
(15524652 @ S
Eunicia Meridan| @AV Napoca Number of services
Beta Euroga Uni\‘ers 70
Liliacul 0
Cristian @
osa Vladeasa @
0 gRal
Retro Youth o
Hostel Colibi A.b' Dorobanti
Junior
0
Low

Graphic no.5 — The Positioning Map

4 This situation must be appreciated with a lotlefibility, due to the fact that the classificatisystems
vary widely all over the world and — sometimesesthsystems are not compulsory.
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In our attempt to identify distinctive features f0luj's hotels, we analyzed their
presentation materials (printed) and their welssithere it was possible. These sources of
information are the most common nowadays — thistvasnain reason for our choice.
Analyzing the web-sites availability, we found flo#owing structure:

Fite unde
canstruction
222%

- /Special situation

s ‘;";/7//7.—-///// 227%

withouth weh-sites
15.56%

not weorking wweb-

. . sites

working web-sites 13.33%
G6.67%

Graphic no.6

The hotels/ lodging capacities without web-sites Hi@tel Liliacul, Hotel Olimp,
Hotel Pax, Hotel Abi, Pensiunea Colibri, Pensiubeaobanti and Vila Residence.

We considered Hotel Continental in a special sibmatiue to the fact that at the
end of April 2005 it was an operating hotel andhm time when we analyzed the web-sites
— June 2005 - the hotel was closed and rumors abtake-over of Hotel Napoca by the
Continental Inc. started to surface. When we tigefind out some information on Continental
Inc. site (www.continentalhotels.ro) we had thepsse to see that Cluj was no more among the
cities where this company own hotels.

None of the 30 available sites could be considerighal or very attractive; several
sites just replicate the presentation materialserst are more elaborated. Considering the
information contained by the web-sites and the esage decided to highlight only the very
few negative situations:

- Pensiunea Junior had the worst web-site;

- Vila Rosa’s web-site contain just one image withltdging capacity building;

- the web-site for Hotel Confort has a very long dmling introduction you
can not skip;

- the web-site of Vila Eunicia must be reloaded ferg information;

Some other findings regarding are:
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- the web-sites ofThotels/ lodging capacities do not include anyrimation about
their location neither maps indicating the location

- the web-sites of®hotels/ lodging capacities do not offer a virtielr and for one
hotel (Hotel Opal) the virtual tour is includedlie general presentation through a constant change
of images, but this situation can confuse the fiatesiient; the web-sites for’Sotels allow a
complete virtual tour; the other 20 web-sites allimly very limited or restrictive virtual tours;

- the web-sites for®lodging capacities do not include any informaiimnrooms’
type nor rates/ room/ night;

- all hotels with working web-sites allow reservattbrough e-mail;

- only 9 hotels/ lodging capacities with working wstes do not allow on-line
reservations;

- the web-sites for 5 lodging capacities are writiely in Romanian language; this is
the case of Vila Rosa and for the four hotels owmedlnita Tourism Inc. (Hotel Transilvania,
Vila Casa Alba, Hotel Sport and Hotel Vladeasa).

Analyzing the Cluj lodging capacities location, t@nclusions are mixed:

- 12 hotels/ lodging capacities are situated in theagnter, but the location for 6
of these hotels/ lodging capacities can be coreidbidden (those hotels are not situated on
main streets or on open places); a strange situadin be observed for Hotel Cristian (2 stars)
which is located in the very hart of Cluj market wonsider that this location limits the type of
potential clients for this hotel;

- 6 hotels/ lodging capacities are situated nearcgtyter, 3 of them having also a
hidden location;

- 3 lodging capacities (Hotel Pax, Hotel Beta andsReea Junior) are situated
very near Cluj's railway station and other two d@ considered near this station, but with
hidden location (Pensiunea Casa Raul and PendRic@a Italia);

- the location for other 16 hotels could be consiididden; a peculiar situation for
Hotel Olimp — its location is behind a constructioraterial warehouse and many potential
clients ignore the hotel.

If the hotels opened between 1990 and 1999 cowdseha hidden location due to
the lack of lodging capacities during that period an increasing demand — allowing them
to keep their clients, the hotels opened after 288dd not afford to copy that behavior
without a good strategy and without a good co-apmrawith travel agencies. Their only
strength — when a hidden location situation is uised — is the small lodging capacity,
often under 50 rooms.

Further, we analyzed the architectural profile ofeli lodging capacities buildings,
the interior design and if any of the hotels/ ladgcapacities tried to develop a design or
chromatic themes to differentiate them from theimpetitors.

® Those lodging capacities are: Hotel Rimini, Haetwestern Topaz, Pensiunea Deja-Vu, Pensiunea
Junior, Hotel Meteor, Vila Meteor, and Hotel Premie

® Those lodging capacities are: Hotel Napoca, Haeeor, Vila Meteor and Vila Rosa.

" Those lodging capacities are: Hotel Central Melddgtel Fullton, Hotel Premier, Hotel Transilvania
(Belvedere) and Pensiunea Deja-Vu.

8 Those lodging capacities are: Pensiunea CasafRengiunea Junior and Hotel Premier.

9 Hotel Agape (hidden location), Hotel Meteor, Viiiesta (hidden location), Hotel City Plaza (hidden
location), Hotel Continental, Hotel Victoria, Hotdelody Central, Vila Eunicia (hidden location), teb
Fullton (hidden location), Hotel Cristian, Hoteladieasa, Retro Youth Hostel (hidden location).
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Graphic no.7 Localization Map

As we mentioned above, we used mainly the inforonatiresented by the hotels/
lodging capacities in their prints and on web-sites

We could not analyze at all 4 lodging capacitiesn@unea Colibri, Hotel Abi,
Hotel Pax and Pensiunea Picola Italia; they repte®®% of total of 45) due to the lack of
both presentation material and absent or not wgrkireb-sites. We were not able to
analyze the rooms at Vila Rosa and Hotel Napocaaltige fact that their web-sites do not
allow virtual tours and due to the lack of preséatamaterials.

We concentrated our findings in the following table

DIFFERENTIATING ELEMENTS THROUGH DESIGN
Hotel Napoce — the silhouette of its building remembjer
Positive distinctive features the classic houses in Apuseni Mountains near*€luj
Hotel Transilvania (Belvedere) — its location dominates

19 The Hotel Napoca building architecture is expldioe its web-site: http://pages.astral.ro/hoteloapo
But no other hotel gives any peculiar informatibowt the building.
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DIFFERENTIATING ELEMENTS THROUGH DESIGN

the city center and the building is unique for Cluj
Hotel Melody Central — its location and historical building.
Vila Casa Alba— its name and the color of its building; wh
also seemed to be a chromatic theme in interidgrdes
Hotel Vladeasa- its old building resembling to old inn
Pensiunea Deja-Vu- through its entire concept: a ve
coquette house; a decorative element repeatedvalil
the public spaces; a chromatic theme.

Hotel Olimp — its unique interior design for every roor
Hotel Agape— due to its 3 rustic (Hungarian style) restasrar
Hotel City Plaza — its lavatories of glass are unique
Cluj, for the moment.

Vila Siesta— its consistent chromatic theme.

Hotel Fullton — its coffee terrace which highlight a porti
of the old citadel wall.

with the building and continuing with the shapecbhirs
and armchairs)

Hotel Bestwestern Topaz— due to its affiliation to
Bestwestern and through its rustic restaurant &ndlea.

International and being recommended by Lonely Pladso
through including the old citadel wall as a dedeeatlement|
in the rooms.

Retro Youth Hostel — through its affiliation to Hostelling

T+

DN

Vila Residence— thematic design using the cube (starting

Negative distinctive features

Complex Hotelier Rimini — due to the kitsch present in

interior decorations.

Pensiunea Junior— a horrible combination between red
the roof, pink of the building and turquoise of t
window frames.

Al

of
he

Same chromatic palette in interior desi

The following hotels/ lodging capacities use a coation of
gearth colors (maroon, yellow, orange, beige and white) wh
can generate a confusion for a client who use aéwdr
these capacities:

Hotel Victoria

Hotel City Plaza

Hotel Agape

Vila Europa

Hotel Zimbrul

Hotel Sport

Pensiunea Deja-Vu

Hotel Melody Central

Vila Residence

Hotel Opal

Vila Meridian

Hotel Olimp (lobby)

Hotel Capitolina (only in the restaurant)

Hotel Cristian (lobby and restaurant)

Hotel Premier (lobby, restaurant, some rooms)

The following hotels useded and dark-red for decorating
their public spaces and their rooms:

ich
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DIFFERENTIATING ELEMENTS THROUGH DESIGN

Complex Hotelier Rimini

Hotel Pami

Pensiunea Casa Raul (public spaces)
Hotel Capitolina (mainly rooms)

Same colors for building exterior

Orange and yellowwere used for the building exteri
of the following hotels/ lodging capacities:
Vila Meridian

Vila Meteor

Vila Europa

Pensiunea Casa Raul

Hotel Confort

Hotel Zimbrul

Hotel Liliacul

Hotel Opal

Complex Hotelier Rimini

Hotel Premier

Hotel Cristian

Hotel Paradis

Hotel Capitolina

Pink is the color for the building of:
Pensiunea Junior

Vila Rosa

Pensiunea Dorobanti

D

Negative impression due to interi
decorations

The room decorations create a sensation of discbmifg
bireflect the bad taste of those who decided on thesters:
Pensiunea Dorobanti

Pensiunea Junior

Vila Monis

Vila Europa

Hotel Beta

Hotel Confort

Hotel Liliacul

Vila Eunicia

Hotel Vladeasa

We must add that 3 hotels (Hotel Sport, Hotel UrsvE, and Hotel Transilvania)
either have old fashion decorations (trendy duti@g0s and 1980s) or combine in a bad manner

old fashion decorations with new ones.

In one hotel (Hotel Pami) we were able to detettramatic theme which, unfortunately,

was lost when the rooms were decorated.

Hotel Fullton can be considered a special casentkations of its owners were to

=

decorate each room in a unique manner; the preésentaaterial and the virtual tour on the
web-site do not give enough information to conftima initial intentions.
The situation is not so bad as we expected: 14shaitdging capacities (representing

31.1%) have some distinctive features. But manyagament teams are not aware of these

distinctive features and do not develop them anthéu.

The number of hotels which use same colors forimtelesign (19 — representing
42.2%) and exterior design (16 — representing 3bi8%00 big. This situation reflect not
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only the lack of imagination, but a trend obseri@dRomanian behavior in the last 5-6
years: to copy what other competitors have, nbetoreative. The reasons can be various: from
the current trend in interior design, personaktésthich mix the education background with a
lot of other elements) and last, but not leastntioaey available for interior decorations.

But in the hospitality industry being different fnoyour competitors is a must, if
you want to keep your clients and to attract newvers.

Conclusions

At international level since 1990s the trend inehadlevelopment and design was to
differentiate any new hotel from the existing othéfven big integrated hotel chains capitalize
this differentiation strategy playing with locathitecture and design elements when they open
hotels abroad. The strategy to be different is niogrtant for small hotels, if they want to
compete in a crowded market. If we add to thigrived which suggest that any hotel must be —
in its own way — the ambassador of its town oraeghrough architectural and/ or design
elements, interior decorations, the use of lobby ather public spaces as art galleries and
through its atmosphere, we have an almost compitge of what a modern hotel must be.

In our study we included localisation, number afvgees, architecture and design
elements in our trial to identify distinctive fesgs for Cluj hotels, as part of a differentiating
strategy. As we already revealed at the end ofdaussions, we were able to identify 14
hotels in Cluj with some distinctive features, whican make them different from their
competitors. It became gradually clear for us thatmanagement teams of Cluj hotels do
not have in mind a differentiating strategies, othge those hotels with some distinctive
features would have capitalized those featuresgindhematic design and would have
include those elements in their presentations. Isl@iith names of precious or semiprecious
stones (Topaz, Onix, and Opal) did not use the sdggested by their names for their interior
design. Hotels functioning in historical buildin@i$otel Continental, Hotel Vladeasa, Hotel
Melody Central) did not use the idea of historigast in their interior decorations and were
not able to create an atmosphere were clients wiikddo come back. Hotel Napoca and
Hotel Transilvania did not use the special shapé¢heir building to continue a special
theme in interior design. All these hotels lost, fltee moment, the opportunity to become
independent tourist destinations.

Of course, a thematic design — in correlation aitthitecture and the client target
- require not only a clear idea for what the hateuld become, but also the involvement of
a team of professional designers and architects, éfrcourse, financial resources allocated for
this purpose. For many hotels in Cluj (mostly fonge opened after 2000) the use of
professional designers and architects was not &omofclaiming limited resources). This
situation generated plain buildings, wrong coloiz, the use of personal taste of owners in
interior decorations with the tendency to copy whaty have seen elsewhere, not daring to
be different. As a matter of fact few Cluj hotelrmws even think to a differentiating strategy
through architecture and design elements. Thermdhés business to make money quick —
and if this work even when their hotel is almosritical with a competitor, that does not
matter. Many of these hotel owners/ managers dbava a long term strategy and they do not
know where they would be in 10 years from now. Sarclattitude comes from the fact that the
Cluj hotel business is not dominated by professstat by business people which developed
hotels as secondary (or even lower rank) altereatio their group of small firms.
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Cluj is an important tourist destination, but itquetes with other tourist destination
all over Europe. Of course, the quality and unifpetures of Cluj lodging capacities are
important. If the lodging capacities available @luj would not develop distinctive features,
Cluj as tourist destination would loose momenturd és lodging capacities would have to
face a gloomy future. Even with 45 hotels the Ghtel market seemed crowded, but during the
months of May and June 2005 we were able to igeatifer 8 working lodging capacities and
other 5 under construction and we not sure (du&ctoof official accurate information) that
the figures are not even bigger (we found someithgdgapacities absolutely by chance,
walking some streets).

With almost 60 hotels/ lodging capacities on thekahg to be different is a must.
But for the moment this idea is far away from ovai@nanagers mind.

We must wait and see if some Cluj hotels wouldlyeddre to be different or they
would play the same ‘copy the competitor’ attitualed what this would bring for Cluj
hospitality market.
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EMPIRICAL RESEARCH ON THE ECONOMIC EFFICIENCY OF
TRADE AND TOURISM SMEsSIN THE CITY OF BRASOV

NICOLAE MARINESCU?

ABSTRACT. This paper examines the economic efficiency of SM&wve in the field of
trade and tourism. The paper draws on survey esédfeam SMES in Brgov city. The research
has been conducted between April-May 2005 on a eurob133 SMEs. According to a
statistical database, research has been limiteldl4otrade SMEs and 19 tourism SMEs,
which account for approximately 13% of the totatntwer of SMES in the two fields mentioned
above, and which, additionally, have at least anpleyee. Managers from the chosen SMEs
were required to fill in a semi-structured questiaine, most of the questions being of
closed type. Respondents have also been allowetit® their views on a number of open
questions. The focus of the research has beenmptiteomanagement of SMEs, including
managerial behavior, success factors and barggezrding the firm’s activity, as well as the
competitive position of the firm. Some of the giseest were particularly concerned about the
efficiency and growth of the firm, as one of thganaims of the research is to enquire about the
relationship between efficiency and growth in SMEs.

1. Introduction

To get a relevant overview of the activity, managenaad efficiency of SMEs in
trade and tourism, an extended empirical reseaashbleen conducted for a period of two
months between April — May 2005 in Bow city.

Statistical data suggests that out of 6,201 a@MEs in Brgov city, a number of
3,528 firms, i.e. over half of them, are activérade and 343 firms in tourism.

Besides eliminating from the research SMEs that’tiitave an existing turnover
for the last year, those without at least one egg#overe also dropped from the research,
as the managerial aspects would have been notarglev would have missed completely
in those cases. The majority of SMEs don't have ampleyee, so that to fulfill the
purposes of the research left over a number oféigible SMEs in trade and 147 eligible
SMEs in tourism. These figures constituted the ttailable number of firms.

2. Methodology

Out of the total population, 13% of SMEs have btageted for research. The
resulting figures for the SMEs to be included ia thsearch are: 114 in the case of trade SMEs
and 19 in the case of tourism SMEs.

The selection of the targeted SMEs has been madg agiata base from the last
edition of the Yellow Pages. To generate a randatmidution of the firms, the mechanical
pace has been chosen as sampling method.

Of all the firms approached, a number of 55 SMEs&ade and 14 SMESs in tourism
have answered positively. As a consequence, vadidiers rose up to just 48,2% in the case of
trade SMEs and 73.7% in the case of tourism SMEsetlletess, the size of the resulted
sample can be considered representative fromiat&tal point of view. It makes out 6.3%
of the total available number of firms for tradel&n5% for tourism.
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To collect data from the 133 SMEs included in theeaesh, a questionnaire has
been designed with a specific part for trade arudrear one for tourism.

The guestionnaire was targeted at owners or manager comprised 25 questions,
most of them of closed type. Some questions haee left open-ended to give the possibility
to respondents to express their views on a nunitisswes.

The completion of the questionnaire has been madkeospot, with the necessary
assistance from the interview operator or has pestponed for a later time in case the manager
has not been found at that particular moment. Timghod was preferred to mailing or
interviews by phone because of its accuracy arfugtser rate of response.

The questionnaire investigated the organizationraadagement of the firm, success
factors as well as barriers to the activity andithportance awarded to different indicators.
Some questions tried to pinpoint the competitivsifimn of the firm. Other questions were
concerned with the concept of efficiency and groeutld the present paper will detail some
of the findings. The last part of the questionndealt with general financial indicators as well
as specific indicators for trade and tourism arair tevolution.

The 55 trade SMEs and the 14 tourism SMEs cotisgitthe sample are extremely
heterogeneous by the products and services offtred reflecting a general feature of the
SME sector. By size, SMEs from the micro categomnith@te the sample. The most often
number of employees found was two. The distribubbrSMEs from the sample reflects
statistical data, the number of SMEs being in ineeetation to the number of employees.

Table 1.
Distribution of SMEs by Size
Micro (1 - 9) Small (10 — 49) Medium (50 — 249) tdlo
Trade 37 16 2 55
Tourism 7 7 - 14
Total 44 23 2 69

3. Findings

An important part of the questionnaire dealt wite concept of economic efficiency
in SMEs, comprising different scales to measurenfiie indicators of the firm as well as
open questions to investigate the view of the marsagoncerning this aspect.

Managers were asked to give a short descriptideffafiency of the firm”. Most of the
respondents regarded efficiency as being theyabilta SME to make a profit (34.8% of answers).
Second place came customer satisfaction (14.5%sfexs), given the high customer-contact
profile of trade and tourism activities. Some of tmanagers even suggested the relationship
between making a profit and obtaining customesfaation as defining for efficiency, thus
combining the economic side with the social sitte &nmodern design of an efficient firm.

Traditional indicators for economic efficiency ag tfate of return or profit margin
summed up only 8.7% of answers, whereas productidt also been neglected (7.2% of
answers). Managers in tourism cumulated more assfoethese traditional indicators than
managers in trade due to their superior economakdraund. Efficiency has also been
assimilated, typically for SMEs, with gaining fir@a independence by the owner-manager,
survival, or providing safe jobs.

As for the measurement of efficiency, most managetieated profit as the main
indicator (45%), in accordance with their answerghe previous point. Other indicators
were turnover (17.4%), return on investment (15.8%) customer satisfaction (8.7%).

A particular feature to be noticed is the relatjvkigh rate of non-answers to the
description of the term “efficiency” and to the idification of a measurement criterion in
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the case of trade SMEs. The reluctance to answer-epged questions has been due to the
acute lack of time for those managers and to ttiedé satisfactory economic training.

As for the importance awarded to the growth ofed#ht indicators characterizing
the activity of the firm, most managers in tradé qustomer satisfaction as the first priority,
which is an extremely positive attitude, orientediards the consumer. All managers in the
sample considered this element important, 87.3%erh ranked it as very important. Next
in importance came the growth of profit, with 72.7% managers considering it very
important. Although all managers in the samplekhihturnover growth as important, they
don't apply the same intensity to it as in the cdg@ofit. Only 67.3% consider it very important.

Productivity growth, a traditional indicator forfiefency measurement, is cited only
by 60% of managers as very important. The explamatiay reside in the specific nature of
trade, where the number of employees is genergly dnd productivity is lower compared to
other sectors.

] \ \
customer satisfactio ‘ d
profit
. \ O Very important
turnoveri ‘ | Important
productivity
number of employees_
0 20 40 60 80 100

Fig. 1. The Importance Awarded to Growth of Different leatiors in Trade SMEs (%)

Table 2.
Distribution of SMEs in Trade by Different Indicasor
Turnover (euro)
< 50,000 50,001 — 100,000 100,001 — 500,000 > B00,0 non-answer
19 12 14 9 1
Productivity (Turnover in euro / sales personnel)
< 10,000 10,001 - 50,000 50,001 — 150,000 > 150,000| non-answer
18 18 12 4 3
Net profit rate (%)
loss 0 1-2 3-5 >5 non-answe
8 2 14 12 14 5

As expected, most of the SMEs don't have impressvenues, considering that
the majority fall into the micro category. Actualithe largest part of them has a turnover
under 50,000 euro. Only 16% of the firms have laower higher than 500,000 euro. The average
turnover is higher for wholesale trade than foaitdtade (approximately three times), due to
bigger volumes of goods sold.
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Similarly, productivity is also low. 65.4% of SMiBsve a productivity under 50,000
euro measured for their sales personnel. Only 15ftnts indicated losses, which is less than
the statistical average. Net profit rate is higiregttail trade, compared to the other two adésit
comprised in trade.

In the case of tourism SMEs, managers considergcethss those in trade SMEs
that the growth in customer satisfaction is thetnmportant factor. All the managers agreed
with this, 78.6% regarded it as very important. $ame goes for growth of profit, but only half
of the managers felt it was very important. Supeigothe growth of profit was ranked the
growth of productivity (64.3% of answers). Thisisign of a better economic training than for
managers in trade. Surprisingly, only 28.6% of rgarssaid growth of turnover is very important.

e ] \
customer satisfaction

productivity

\ 0 Very important
B Important

profit

number of employees

turnover

0 20 40 60 80 100

Fig. 2. The Importance Awarded to Growth of Different lcatiors in Tourism SMEs (%)

Table 3.
Distribution of SMEs in Tourism by Different Indicats
Turnover (euro)

< 50,000 50,001 — 100,000 100,001 — 500,000 > B00,0 non-answer

4 2 4 3 1
Productivity (Turnover in euro / employee)

< 10,000 10,001 — 50,000 50,001 - 150,000 > 150,000| non-answer

7 3 2 1 1
Net profit rate (%)

loss 0 1-2 3-5 >5 non-answe

- - 4 1 4 5

In tourism, turnover is distributed almost equaliyong the intervals suggested, so
that it is difficult to give a clear-cut answer ihre average. As concerns productivity, there is no
doubt that for half of the SMEs it doesn’'t exce®®@0 euro. As no firm reported losses, it may
be that managers weren’t completely honest abaiptiint. The high rate of non-answers
regarding net profit ratio (36%) may be an indicatbthis fact.

Having made some considerations about the econgfficgency of SMEs in trade
and tourism, the next points investigate growththa evolution of a small firm, growth
occupies an important place. Growth can bring alotinfirmation of a good functioning
and then expansion of activity comes as a logmadequence, but it can also put the firm under
considerable strain in the phases of passing fremadl size to a bigger one.
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Usually, the final step to a large firm is alse thecisive one for testing the financial
and managerial solidity of the firm which develofsnpirical observation shows that the
probability of survival is positively correlated tioe size of the firm.

For the SMEs in the sample, their evolution in & three years shows a general
trend of growth. In trade, although only 34.5% ®fEs have increased their number of
employees (45.5% kept the same level), for 61.8%her turnover has grown as well as
profit (49% of cases).

100%-
80%
60% -1 O has decreaseq

| stayed the same
40% - .
O has increased
20%
0%
number of turnover profit
employees

Fig. 3. The Evolution of Different Indicators for Trade &M

In tourism SMEs, all three indicators have incredsedhe majority of the firms.
Number of employees has risen in 50% of firms, @mdover as well as profit increased in
78.6% of cases. These figures are proof of the tyrafvfirms in the last period, trend that
is backed by the economic growth which characterizemania and Bsav city.

100%
80%
60% - O has decreased
40% B stayed the same
-
O has increased
20% -
0%
number of turnover profit
employees

Fig. 4. The Evolution of Different Indicators for TourisBMEs

An encouraging feature appears as well in the mrndef SMEs to invest in the
period to come. 72.7 % of SMEs in trade and 78.6%MESs in tourism expressed this.

The proposed investments by trade SMEs are orieoveatds:

acquisition of commercial technology, equipmentpaotives;

- modernization and arrangement of the outlet;

- opening of a new outlet;

- expansion of the sale place or of the warehousiniijtfy;

- specialization of the personnel.
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In the case of tourism SMEs, investments are gaaeedly towards:

- opening of a new facility or expansion of the drigtone;

- modernization by acquisition of equipment, autones;j

- training of employees.

According to the general option of firms to inves can practically conclude that
they want to grow. A specific point in the questiaire emphasized precisely the trend of
the firm. The majority of SMEs opted for consolidatior growth — 61.8% in the case of
trade SMEs and 64.3% in the case of tourism SME¢$y @rsmall part of the managers
(36.4% in trade and 28.6% in tourism) preferred @enmoderate behavior, orienting
themselves towards survival or stability.

25+
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N

survival stability consolidation growth

Fig. 5. The Objective that Fits the Current Situation (@iotrade SMES)

o B, N W b~ 00 O

survival stability consolidation growth
Fig. 6. The Objective that Fits the Current Situation (@fotourism SMES)

Taking into account the difficulties associatedhwgtowth, the tendency of managers
to develop their firm is to be praised. This isogifive point, as in practice, there are oftenta lo
of small firms that never wish to grow during thekistence and don’t set themselves such
an objective. Normally, the growth of the firm issaciated with performance, but it brings
about the expansion of the workforce, the necesbityganized training, a higher organizational
rigidity, the transition from entrepreneur to magraghe extensive use of delegation, the appearance
of specialized managers and generally a rise tr,a@lsich supposes a higher financing.

As for the most suitable criterion for firm growtheasurement, there is not a single
definition in the appropriate literature. Most estpeonsider that firm growth implies a turnover
growth, others stress employee growth, otherstpgadiwth, or all together at the same time.
Specifically for trade, growth can be measuredigyriumber of sold products, the number
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of markets served, the number of outlets or tre tmmmercial surface. In the case of tourism,
firm growth can be measured by the number of tsusisrved, the number of services offered,
the value of assets, or the total functioning capac

Most of the managers in trade SMEs have assimilgtedth to growth in sales /
turnover (32.7%). The second option was growth efdbmmercial surface and number of
outlets (21.8%), followed by employee growth (18)2%d growth of profit (14.5%).

In the case of managers in tourism SMES, two n@gjtions have been put forward:
first the growth of physical capacity and numberootlets (28.6%) and only second the
financial dimension through the growth of profit1(2%). Surprisingly, managers in
tourism haven’'t made much of a correlation betwi@emgrowth and turnover growth.

As well as managers in trade SMEs, neither the nearadg tourism SMEs didn’t
feel that the number of employees is an importhatacteristic to growth. 43% considered
it o little importance. This is also a consequericte restrictive rules of the labor law and
of the high taxation, which discouraged the creatibnew jobs.

4. Conclusions

The empirical research conducted on trade andstmu8MES in Brgov city has
provided the opportunity to get into close contaith the realities of the business environment
confronting SMEs, with its positive and negativeexdp.

SMESs have to cope with enough external barrieis as excessive taxation, discrimina-
tory practices concerning public procurement, lawchasing power of the population etc.
Still, there are also internal factors, which sfeom the management, that contribute to the
poor financial situation of SMEs.

First, there is a lack of vision and of a defigitmtegy in the management of the firm.
The “always in a hurry” attitude demonstrated byhaggers leads to the idea that they rarely take
their time to reflect on the direction in which tivn is going. Even if for SMEs, intuition is an
important part of the managerial behavior andegisais made up in the mind of the entrepreneur,
SMEs surveyed were far from a complete stratediewer in the real sense of the term. Strategy
is more an activity, a collection of actions thadedinitive plan, based on the idea to gain a
competitive advantage. To most SMEs surveyed,viollp one of Porter's generic strategies is
completely unknown. They switch from one side &dther, being caught in the “middle trap”.

This comes in conjunction with the lack of a contpet behavior. Most SMEs
don't really know their position against their direivals. A large part of the questioned managers
indicated that their firm delivers products or =g superior in quality to their competitors.
Almost the same percentage indicated as well tidspare lower than those of competitors. A
situation like this can clearly not be realisti@ataggregate level.

In many of the SMEs surveyed one could feel the édatisclosing confidential
data about the firm'’s activity. This is totally ustified, considering firstly the academic scope
of the research and secondly that a large paheotiata “to be kept secret” is actually public
information available to anyone on the websitehef Ministry of Finance.

The biggest internal obstacle which has beenifahts the lack of managerial and
economic background and / or training. This iscthee especially for managers in trade. Only 25%
of managers in trade and 36% in tourism graduatest@anomic faculty and only 18% and 21%
respectively, underwent postgraduate courses oédama. On the whole, just 19 out of the
69 managers surveyed have a background of ecostuies, situation which puts its mark on
the not-so-efficient functioning of the SMEs. Masanagers indicated that their training comes
from the daily experience.

During the research some cases were found of raenafjSMEs with a turnover of
several hillions of lei who didn't make a cleattidistion between the concepts of turnover andtprofi
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In their vision, a growth of turnover is automdhc@ined by a growth of profit. Additionally, a
small part of the managers surveyed measureaeafficby productivity or by profit ratios.

To these shortcomings we can add the misundeistaofisome market mechanisms
and lack of knowledge about concepts such as edesaiscale or disproportionate bargaining
power of customers. In support to this comes tldadsion of the owner of a small grocery,
who was upset about the fact that things don’t vearkvell as they should with suppliers. She
accused the high acquisition price of goods andasssnished, how it can be that big cash-
and-carry retail outlets such as Metro or Selgnat) high numbers of employees and high
costs with utilities are able to display prices mlmwer than her own small store.

Among the most important elements for the activfythe firm didn’t appear
productivity or financial ratios, but the sheerdeaf profit. This reflects a pragmatic behavior,
more of an American than European type.

As far as the measurement criteria for firm groisthoncerned, at least in tourism, the
physical dimension (number of outlets, capacitgyails over the financial one (turnover, profit).
To be noticed though that most of the SMESs survégeg a general wish to grow, especially in
turnover, profit or assets. Only a small part & thanagers indicated a desire to increase the
number of employees, but expansion of the firmttvides on the financial side is difficult to
achieve beyond a certain productivity benchmarkaut extending the personnel as well.

Beyond doubt, growth will be very difficult, if hampossible for many of the SMEs
who intended it, once we have in mind competitromfthe big companies which is developing
very fast now.

The opening in autumn 2004 of a Carrefour hypétetasery close to the city, oriented
towards individual consumers, represented, by mefasow-price policy, a severe blow for
SMEs, especially for those selling foodstuffs. Thistfwas acknowledged also by some of
the managers of SMEs in the sample.

The same goes for tourism, where the opening ofréachpf outlets in a relatively
short time has boosted competition in the sectbe @verage occupancy rate for these
outlets is currently very low, around 30%, and dmagers continue to neglect competition
and won't take rapid measures to attract new dientto firmly keep existing ones, some
of the firms will have to close down operationssell the business.

Another factor of concern is the incomplete andoimect information about
opportunities and costs brought about by the fuawaession of Romania to the European
Union in 2007, which will generate a lot of troulbddeSMEs.
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DESIGN IMPLICATIONS IN CREATING A COMPETITIVE
ADVANTAGE FOR HOSPITALITY SMALL BUSINESS

ADINA NEGRUSA*, CLAUDIU IONESCU 2

ABSTRACT. The goal of this paper is to analyze the role @figiein creating a new and
strong competitive advantage for small busines3é® paper points out the specific
features for the hospitality Romanian market arel gpecific trends in the interior design
for this domain of activity. During the last periodl time, the growing competition in the
hospitality market, determined Romanian small besses to identify new ways of
differentiation in the market. The most dynamic gaiverful element is design, unused
appropriates until now in Romanian market, which baing for small business a private
identity, increasing comfort and services qualigpects for clients and assurance the
efficiency of the production activities. Furtherraothe paper presents each steps which
should take place in the process of planning amleémentation of remodeling the design
elements for two hospitality small businesses &wedetconomic and marketing results from
these. In conclusion, the design elements andrimeps of rethinking the role of design in
hospitality domain should be consider as keys dsifer development strong and well
defined business in a competitive market.

1.Design, a strategic tool in the hospitality industy

“Design today is a marketing move. A beautiful rooteans people tell their friends
about it”. As the primary source of current andufatprofits, customer relationships are the
most important assets of any firm. The continudidfaation of these assets determines firm
success. Studies show that about 5% improvementstomer retention rates result in a 25
to 100% increase in profits. Knowing this, compasigend a lot of money each year on customer
research and marketing, only to see that theiomess are satisfied. The key to keeping hotel
best clients is to develop a compelling customgeernce that keeps them coming back.

Is it possible that hotel design can have an impadhe property’s performance? We
consider that it can, based on two important aspect

DA well-designed hotel is pleasing the guests, tiyeteeating positive first impressions,
a strong direct promotion which have an impact occupancy through grater lengths of stay
and more repeat visits. Higher guests satisfact@onalso translate to the ability to charge
higher room rates.

DA hotel whose back-of-house is well laid out casdpce greater operating efficiencies,
thereby reducing staff costs, which in general aaicfor over 50% of hotel's operating expenses.
Also a well-designed environments that are pleasanwork can increase morale and
productivity, decrease turnover and recruiting erges.

Branding may have been a positive force in progidiiable standards and levels of
service, but it has done little to encourage intiovain interior design. The brand promise
of consistency has often become so rigid that hiotehs become indistinguishable from one
continent to another. But times are changing astbower demand is evolving. While the brand

! Lecturer, Faculty of Business, Babes-Bolyai Ursiifgy Cluj-Napoca, Romania, anegrusa@tbs.ubbcluj.ro
2 Lecturer, Faculty of Arts, West University of Tisoiara, Romania



ADINA NEGRUSA, CLAUDIU IONESCU

promise of standardized quality and service retémsdvantage, evidence suggests that
customers are tiring of this uniformity. A reseacdmducted by the Summit Hotels consortium
and Ouffendell West show that the traveler, paldidy the business traveler, is looking for
experiences, not similarity. This might not meaméhd of branding-lead in design hotel, but it
does show that a distinct style should be consdiguke hotel management and apply creating
the image of the hotel.

More and more hotels use design and style as aoivdifferentiating themselves
from other proprieties or brands, and as a wayttodicting clients. Hotels realized that in a
crowded and very competitive marketplace, in otdegenerate world of mouth advertising,
should apply the elements of design in the enéreises.

Despite all the recent attention on design-drivesppeties, the fundamentals of
hotel design have not altered much. Guest roonstitigrouped together in configurations that
allow for easy access and efficiency, while pualieas and facilities functions are consolidated
below. For most proprieties, guest rooms and aagatisupport spaces such as corridors
and elevators make up anywhere from 65 to 90%eotdtal building area and back-of-the -
house functions take between 10 to 15%.

Guest room design still focuses on a few core fanst

@ asleeping zone that also permits television vigviiom bed

& aworking area that supports laptop use

@ a full bathroom

@ adressing area with storage space for folded andihg clothes.

The guest room must be able to function on a nuofbevels in addition to providing a
comfortable place to sleep. For the business teavtle room should be able to function as
office and meeting space. At then end of the daghduld also feel more like an entertainment
area than strictly a bedroom.

Because of their importance in influencing the gsieperception of the hotel,
developers bring innovation in the guest room amesgbath. We could identify some trends in
the guest room design, determined by texture bnt#dogy used for improving satisfaction:

@ communications systems will continue to evolveratreredible rate and hotels
must develop a flexible infrastructure based on calgle distribution system. High-speed
internet access will become a standard amenity

@ guest bathroom will increase in size as guests démaore spa-like features
including whirlpool bath and multihead shower.

@ designers will continue to explore alternatives dmrating a styling in the hotel
based on the growing role played art objectsgattfand antiques.

@ using artwork designers will create the “feelinghofme” for the business travelers
or the “element of fantasy” for the leisure travele

@ as the public continues to show an increased siter@ersonal health, hotels will
offer more facilities for fithess, massage and oftfealth-related activities

@ the renovations of hotels will favor environmentditiendly natural materials and
building systems.

Q@ the popularity of postmodern architecture has edeahd the modern look using
more and more elements that recall the past.

@ the growing segment of eco-tourism will becomerapdrtant competition even
in the urban areas; these green hotels which eitdizvironmentally friendly and nontoxic
materials and systems aimed at providing guestshalthier environment became in the last
years, due to advances technologies, more ecorlynféesible in urban areas.
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2.Trends in romanian hospitality and hotel designdr small businesses

The tourism industry in Romania is about 400 milleuros in 2004, expected to
grow by 4,3% over the next 5 years. Romania offiengde range of tourism products from
cultural visits to key historical sites to beacltations. Tourism is an attractive sector for
development since it can positively affect ruraaaand related industries and it can improve
the country's image as a whole outside of the cpunt

The current romanian tourism market can be dividéa six major products> beach
resort tourism, cultural tourism, health/spa toariedventure/eco tourism, urban tourism and
rural tourism. The total number of rooms offeredamanian lodging industry raised to 170000
in 2004 and is continuing to grow.

Approximately 80% of the more 10147 companies, Wiaie active in the tourism
sector are SMEs. These are often found operatirrgstolagencies, small hotels, restaurant
and B&B facilities. SMEs dominate the rural tourigmdustry which caters to tourists who
are interested in spending modest amounts of mémaglax in places that are usually
uncrowded.

SMEs in the tourism sector come from several ssuiMany tend to be companies that
were formed by private entrepreneurs with small lt® of capital. Others, especially micro
enterprises, are often family owned and operatsithésses, such as Bed and Breakfasts. Often the
families running these small bed and breakfaste baurces of income in addition to the renting
out of rooms. In rural and eco-tourism, almost 1@f%ne companies are SMES, mostly start-up
companies begun with small amounts of capitalmilfeowned and operated businesses.

Each of the types of SMEs found in this sector skarflar weaknesses, but for
different reasons. SMEs that were formed througtpthetization process may have more
disposable capital, but they were often purchasetl managed by people who had no
experience in the tourism industry. Many of thesaly minted tourism managers have
experience in other industries and they investetbimism with the profits gained from
other fields. They often lack industry specific kriedge and know-how. Compounding the
problem of their own lack of experience in tourigsnthe fact that upon acquisition of
tourist properties, they often replaced the exgsstaff of those facilities. Often times the
reason for the firing was that the new owners beliethat the current staff was dishonest
and lacked market orientation. The replaced thd aii#ti people who were generally less
experienced and who had little or no backgrountbimism. Quality and customer service
are the area where the lack of experiences mosbadyv

SMEs formed as start-up companies may be run bylpe&dth some experience
in tourism but they also tend to lack experiencgpeeially in providing the level of
customer service that is demanded by foreign tsur@ften, managers of these SMEs have
experience in providing and managing lower quaitgommodations, rather than the high
end accommodations most attractive to the foredgnigt market.

While quality and customer service are key for SNiEshe sector, other more
systematic problems are also visible. For exampES in the tourism sector generally
lack long-term marketing strategies and have nauseessful in coordinating their efforts
to attract tourism. Marketing strategies for th884Es amount to short term efforts which
tend to be sporadic. They lack sophistication neéalentice foreign visitors in an increasingly
competitive market. Tourism SMEs have failed to dédfdiate their products and thus, the
consumer is likely to view some B&B as just likeo#irer, or as a commodity.
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They have tended to segment the market for touristis based on target clients’
income levels rather than by appealing to othetedsiof tourism purchasing such as location,
customer service, nearby attractions etc. TourisnESEIso have failed to coordinate their
efforts to attract foreign tourists. A coordinagftbrt will be needed to raise awareness about
towns and regions which are unknown to tourists ieoutside of Romania.

Because the agritourism and rural tourism it isictaned the most dynamic and plenty of
opportunities, these weaknesses of the romaniansSiEich activate in this sector, could be
overtake through a rational and fundamental defindf their image. This image brings for them a
distinguished element, helpful in creating a margestrategy. Related to this the main part of this
image is the building itself and the entire grofydesign elements used for creating the atmosphere.

Related to this idea following we present an exangblimplication of design and
architecture elements for creating a touristic trahich can attract guests only by itself.

Situated in the Moeciu de sus village, Cheile GatdliTouristic Complex is a very
interesting example of how architecture and intefigsign could create an identity for a SME
activating in a rural touristic area where the gaiement possibilities are less comparing with
a ski resort.

The touristic complex is situated at the feet ofathmountains, at 7 km from the
Bran Castle and is composed from a small hotelZavitlas all at a comfort of 3 stars. The
entire lodging capacity is organized on 50 roonts Asuites. The complex Cheile Gradistei is
a very interesting place where the location angéneices offered here made from it a point of
attraction by itself

The touristic complex is a place as a referendet jpar the romanian rural tourism,
even if from the architecture, exterior and intedesign points of view does not have special
elements in order to transform it in a unique place

The buildings' architecture for lodging were cregteabably only to be functional
because these do not reflect some constructiorecordtive elements in order to placed
them, as an exterior image, in the geometry ofrawkng architectonic style.
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The restaurant and the bar where placed in a disshduilding, which is near by
to the hotel. This place intended to be a poirdttofiction by itself and uphold the back off
activities of the restaurant in order to be moffcieit. The location it is very good in the
entire resort, but as visual image it suffered bseaof a lack of materials and surfaces
alternation, which play an important role in cregtan ordered and quieting view.

An element that become redundant and tirednes@wThis element lost the
role of ennobling the space or making a warm amdfedable atmosphere, because it was
used exceeding almost everywhere and the view tecasrwhelmed.

The floor's element create an aggressiveness viesvialan unhappiness joint of
marble flinders mosaic, characterized by their glzard biting angles which set themselves
against with the roundness of rolling stones usedniake different levels and for walls.

But what made special for this restaurant is aistartmix of 3 elements placed
near the main entrance, inside of the restauraithel east side of the restaurant, on a wall, there
flows a brook which springs from the heart of theumtains. The brook starts from a corner
where is placed a small mill world wide unique. Wpreciate that the placement of it is very
good, because it is in the opposite side of thenreatrance in the restaurant and, so it is
obvious that will be the fist element that a gwestld see.
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Beside this amaizing element, there is an oldttcerdil oven in order to form a special
archaic corner where two seasons’ symbols are joint

Another artifact with a huge impact placed in thddie of the restaurant is a fountain
balance which have also an operational role as tabslwhere it is deposited glasses and cans.

Regarding the interior view of the building we cioles that it is necessary to be
used some elements for balancing the image, fanpbaplane concrete surfaces with the
role of differenced the decorative elements.

Even if there are some discrepant aspects ofantand exterior design, the touristic
complex Cheile Gradistei remain an important refeeepoint for the rural touristic lodging
because here we can identify the focus on vispakésfor create an unique identity.

3.Fundamental steps in projecting an interior desig identity for a small property’s

|.Start from sources

Architect Marcel Breuer pointed out that the maisual features people focus on
are the landscaping and the building finishes. Betwthis two elements the landscape is
more determined.

Related to the place where will be located thegatppesulted another issue. If the owner
wants to create a modern and commercial capaeitsrtthitecture and exterior design should bring
this elements to the building and the space crewtad by. If the purpose is to create something
traditional, more closed to the life-style of tiegion should analyze first the architecture stijth®
place and integrate this elements in the congiruatid exterior design of the property.

Apuseni Mountain
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Two types of exterior design:

In order to exemplify the importance of visual elementsin lodging system, we present a
case study for a future board and lodging placed in a rural area. The building activities for this
capacity started near Arad town, in a hill area on the valley of Muresriver.

The future board and lodging will be build on the east dope of the hillock closed to the
brook Cladova, which crossthe valley. The chosen location gave the advantage of natural lighting
from the rise until sunset. In rise side the pick of the opposite hill offered a unique view,
regarding the geographical location because iswooded by coniferoustrees. So the landscape in
generous and offer the opportunity for attracting tourists.

[l.Interior design

For small hotels the architecture and interior gtesiave to fit in the landscape and
maintain an connection with the features of tharemment. For example for tourist the main
attraction for choosing a hotel for their holidésy/the landscape. Based on this interior desigimeof
hotels should bring the specific elements insideder to maintain the atmosphere of the place.
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1. Defining the design concept

The interior design style that a company couldcsetedirectly related to its clients
and location. Before the company selects a stylaldhake the time to explore the answers to a
few important design questions:

@ Who is our clients?

@ What type of experience are looking for?

@ Are there any interior styles that our customersiddake away from?

@ What image does our existing business have afwtismhage one that we want
or should rebranding it?

@ Where are we located?

@ How does our locations relate to our interior desityle?

Regarding to our case study we proposed for the new lodging an interesting experience
offered its guests. We think this space like a reminding atmosphere of the grand-parents house.

The owner think about this place like a shelter in a mountains specific area for habitants
from the zone. In the architecture project of the future capacity was already included some
traditional features of the geographical zone. Also it was assigned the materials which will be
used ininterior and exterior designed. Beside the white masonry it was chosen wood, stone and
metal fittings for accessories.

The future board and lodging was developed through the following plan configuration:

@ basement designed for the front desk and restaurant

@ ground floor will be organized for 2 suites

@ 2floor projected for offering 8 rooms

2.Guest room and suite design

Guest room design entails a series of steps foaurses
major target market segments

typical guest room dimensions

room mix including number and type of suites
typical guest room layout

suite and special room layout

proposed furniture, fixture and equipment.

The guest room design decision which most influgriice room layouts and much of
the guest reaction to a hotel is the choice oéthritical room dimensions: The inside or net width
the length of the room from the exterior wall te bathroom wall and the size of the bathroom.

For the lodging analyzed in the case study we projected for the guest suites two different
spaces: a living room connected to the bedroom.

The guest rooms are defining through the following functions: sleeping, relaxing,
entertaining and dressing.

In furnishing suites we choose old wood furniture with small metal fittings. These
are projected for offering comfort, being enriched only with some archaic scratched symbols,
from wood civilization. With the continuing increase in construction and furnishing costs, it
becomes more important to develop innovative layouts for guest rooms, respectively designs
that combine function and comfort within realistic budgets. For this reason we think about
using fewer individual pieces of furniture and re projecting the furniture based on the
features of romanian rural houses from the beginning of XX century, carefully used to not
overload or overwhelm the space. The main idea is to create the visual effect of high size of
guest room and suite, due to a rational used of the space.

CoCCGCoo
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%

The entireinterior spaceswill be decorated with some traditional objects and motifs.

3.Public space design

While the hotel guest rooms make up the majorithefloor area in virtually all hotels,
it is the public space that defines the differeram@®ng the various types. Because the lobby,
restaurant, meeting and banguet space and renréatitities vary so greatly, understanding the
distinctions among the different hotel types isc@lito programming and designing a
successful project. Whatever the type of hotelpaerall objective for the planning and
design of the public areas is that they be clustareund the lobby. This arrangements assures
that the hotel guests can find the various feeditivith a minimum of difficulty and provides
the opportunity for functions to overlap.

A second major objective in highrise projects iotganize the public areas with
an understanding of their location in relationtte guest room structure.
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The planning start points for restaurant and bagsaahigh visibility and efficient
operations development. Design objectives follokeatly from a clear and well-researched
operational and marketing concept.Based on the madusuch operational aspects as the
type of service, method of beverage service, chaoklling and use of entertainment, designers
create the desired mood, function, layout, finiskighting and furnishings.

Conclusions

The architectural aspects of the building, of ceuere the best observed and the
details of the site and exterior design like: |aaghéng, the entry drive, the garden and other
facilities, contribute to the guests' anticipatafrtheir stay. Unlike most types of buildings,
hotels and resorts are designed from the insidevatit a greater emphasis on the interior
spaces and how the guests will iteract within them.

Today's tourists and travelers are better educaterk selective and more socially
responsible. They demand more attention to andtigiygor, local cultural and environmental
circumstances and concerns. Successful hospitigigjgn must have a sense of style and
offer a special feeling of the place. Architectd designers often have challenges in creating a
meaningful image for the property. We focus onithpact that have this image for a small
business, because comparing with the main comgetitchas less possibility for improving
their customers oriented activities without a spleidientification. In order to create and think
about the marketing strategies first of all the agsament team have to know how is different
from the others, which atmosphere selling thereveimat types of actions are related with these
types of elements.

In conclusion we consider the design activity aoicept as a determined elements for
all the other marketing policies.
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THE IMPACT OF THE ACCESSION TO THEUE ON THE
ROMANIAN TEXTILE INDUSTRY

MARIUSBOTA?

ABSTRACT. This paper deals with the impact of Romania’s s&ioa to the UE on the
companies in the textile sector. At the momenhefEEU accession and in the following period,
the Romanian economic environment will be subjeet bumber of modifications that will most
definitely affect the textile industry as well &g tompanies involved in this field.

I. Introduction

This study deals with the impact of Romania’s agioesto the UE on the companies
in the textile sector. At the end of 2004, thereewg,211 textile companies of which 273
large ones, 1070 medium ones, 1.478 small oned.880 small enterprisés

At the moment of the EU accession and in the fallgwperiod, the Romanian
economic environment shall be subject to a numberadlifications that will most definitely
affect the textile industry as well as the compaim&olved in this field.

The central part of present paper it is based owexnirsg four questions:

1. Why was the lohn system introduced in Romania dfé&07?

2. Why did the great international companies chooseldhn system and why
did they choose the Romanian factories?

3. What changes will there occur in the Romanian eggnapon the accession
to the EU? Will these changes make the Romaniandgsiem disappear?

4. What will happen to the Romanian companies afterdisappearance of the
lohn system?

II. Material and methods

In order to a closely identification for some perhk and the specific ways to solve
those it is been used exploratory research. Taobfarmation about situation already existing
on the market it is been used descriptive research.

[11. Discussions

According to the declarations of the people infiel (Maria Grapini, president
of FEPAIUS), over 84% of the companies involvedha textile industry work exclusively
in lohn and a great part of them produce under-kvelivn international brands (Kenzo,
Givenchy, Valentino, Versace and many others).Wk performed in lohn is done according
to the following pattern: the foreign company usely Romanian workforce, the raw materials,
technology and know-how are imported. The worldwidile producers have preferred to
bring the raw material to their Romanian lohn parsnand to take the finished products
after a certain period of time established in tpeeaments.

The Romanian textile industry has a long traditoidl experience, as well as a good
fame around the world as its products are presenany countries of the world. This was possible

! Teaching assistantFaculty of Business, Baldolyai University, Cluj-Napoca, Romania,
botimar@yahoo.com
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due to an initial supply with modern machines amqamment most of which were imported. If, at
the beginning, the technical equipment was the sertbe one used abroad, during 1981-1990
there was a dramatic drop in the technology imp@tsan international level, during the same
period, the mechanical textile machines became letehpautomatic.

Only after 1990 was there a progress in the modation of the Romanian textile
factories. This effort, though considerable, is fimm ensuring a satisfactory system of
technical equipment in the Romanian textile faet®ri

The answer to the questiokVhy was the lohn system introduced in Romania
after 19907", is quite simple: it was the only solution of giwal for the Romanian textile
industry. As mentioned before, the Romanian faetovere retarded from a technological
point of view in comparison to the western stanslafthe lack of financial resources necessary
for the optimal performance, of human resourcesloi@pto manage the entire business,
have determined the Romanian factories to adoplwithe lohn system.

There follows naturally the questiokvhy did the great international companies
choose the lohn system and why did they choose the Romanian factories?”. Obviously,
these companies look for advantages by contratiimgroduction of other companies with
lower costs. Below are the main advantages ofrttegriational companies that work in the
lohn system in Romania:

1. The low cost of the workforce

2. The low costs of the utilities

3. Romania’s location near Western Europe

These advantages lead to a low production costhwheside the Romanian companies’
gain, add up to a final production cost that is mlowver than the one that could have been
obtained in Western Europe.

Romanii
Advantages
UE
lohn
Obstacles Obstacles
China, Ex - URSS
India Farmer Yinonslavi

Fig. 1. Lohn migration
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The advantages that Romania offers as well as thiaabs that hinder the lohn’s
migration to such destinations as China, India,etkisoviet countries, Albania, Macedonia
and others have made Romania the greatest tektilgofoducer in Europe. This top position was
occupied in the past by Yugoslavia who lost it lsesof the war.

Countries such as those mentioned above havencattzantages that the multinational
companies search for the lohn application:

» The low cost of the utilities

» The low cost of the workforce.

The obstacles that were impeding the migration efdheat companies to these
countries are various. In the case of the Asiamua@s, the export quotas have kept for a
long time the domestic production far from Europeank this reason as well as because of
the long distances to Western Europe, the big cormpdrave avoided this area for a long
time. We will see that this situation is about taege.

The other countries, members of the ex-URSS (Ulralabekistan), as well as Albany,
Macedonia, etc. Having lots of advantages for dima Isystem, have been avoided due to the
unknown character of these markets to the big coiepand to the instability in these areas.

What changes will there occur in the Romanian economy upon the accession to
the EU? Will these changes make the Romanian lohn system disappear ?

The answer to this question is rather complex. Standencies can be clearly
highlighted even this year. One may notice thedrog towards rising prices for the utilities,
rising salaries due to the appreciation of theonati currency in comparison to the European
one. These tendencies will be more obvious aro@®d 2nd after.

If these tendencies will be maintained and this ssire thing, it can be easily noticed
that Romania’s advantages tend to disappearptissible that in a very short time, Romania
will be forced to waive the lohn production leadjpggition in favor of other countries where
the working hours cost less. According to stafsstihe Romanian employees are paid
EURO 1,1 per hour, while the European average is EUR@er hour. Countries such as
Poland with EURO 3 per hour and Turkey with EURO 2hamur have already lost the lohn
system. The most attractive countries at the momesin to be China with EURO 0,47 per
hour, India with EURO 0,43 per hour, Macedonia Alihny with EURO 0,3 — 0,4 per hotr.

It may be easily noticed general lohn migrating tendency from the western to
the eastern part of Europe according to the suseesecession of the countries to the
European Union.

The disappearance of the advantages offered by auntry is not as sufficient
reason for the lohn migration as it must be coteelavith the total or partial disappearance
of the obstacles from the destination countries.

As far as the Asian area is concerned, one ofltktacles represented by the export
quotas disappeared on 1 January 2005 when, atbaldivel, there was implemented a
measure stipulated for some time, that is the tmtalishment of the quota system for the
imports of textiles. This measure opened the walhdédmports from Asia as well as to the
interest of the big companies for the cheap woddadn these areas.

The other obstacle, namely the big distance fronptbduction place to the sales
point cannot be totally eliminated in the followineriod. All that can be done is the
improvement of the transport systems.

% Doicin Anca, Aderarea la UE fagpentru firmele de lohn, Capital Nr. 45, 4 noierst2004
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All the above present the Asian area as a poweduipetitor as concerns the
implementation of the lohn systems in those areas.

For the ex-soviet countries as well as for thoghérarea of the ex-Yugoslav Republic
one may notice a stabilization of the politicaliation; things are beginning to settle, the
democracy is being instituted so that the bareegisting in these areas disappear gradually.
The transport from these countries to Western Euimmot a problem caused by the distance
due to the situation on the continental platform.

To sum up, it is considered that the lohn systerh migrate toward these areas
when thecosts of migration become lower than the gains obtained from this move.

What will happen to the Romanian companies after the disappearance of the
lohn system?

According to the analyses performed until nows itértain that at the moment when
the price of the Romanian market rises over treephat the western companies are willing to
pay, the latter will look for other markets for itheperations. What we do not know is when
this migration starts and how long it will takeitihas not started already.

In order to be able to provide an answer concerttigg future of the Romanian
companies that used to work in the lohn systenr @ftelisappearance, one should analyze
the pros and cons of the adoption of lohn.

Advantages Disadvantages
Offering certain contracts Lack of own brand
Offering a constant gain Dependence on a sole client in many cases
Certain sales Lack of research departments
The benefit of modern technologies Lack of contracts with the suppliers of raw
The provision of raw materials materials

The provision of the capital necessary for the
production as well as for the modernization of
the production process

Obtaining know-how from worldwide famous
companies

Educating and specializing the Romanian
workforce

A short time ago the Romanian textile factoriescfioned untroubled counting on
certain contracts and depending on raw materiatpofl quality; the finished products were
collected at the gate of the factory so that thessaere not a current issue, and the capital
necessary for the production process as well athéolast minute technologies was provided,
all these leading to a constant gain.

When the European partners leave, the Romanianadepwill find themselves
in the situation in which they will have no contissand nothing to produce for. Having no
collections of their own, no image, and the Romamampanies would have no customers
even if they tried to produce something.

The Romanian companies will find it had to recovecduse they will have to take
it all from the beginning. They will have to credlteir own purchasing system, create their
own collections and find markets where they maystmct a favorable image.

Certainly, many of these companies, especiallysthms enterprises and the small
companies will not be able to recover and will batglown. For the surviving ones, there are
still chances. Benefiting of modernized factor@dnow-how obtained from famous companies
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that act in the textile market for a long timeyeasdl as of the qualified and educated workforce,
they will have to build up a modern business thay mompete with the EU companies.

The solution everyone agrees on is that the testitapanies start producing under
their own brand. It is easy to say, but hard tdadat takes time in order to impose a brand on
the market and this is a resource that our compatoenot really dispose of. Besides, the
Romanian companies do not have the infrastrucpgeiaized in acquisitions, market research,
do not have the necessary capital for developiaiy thwn collections and brands and lack the
possibility to procure quality fabrics on the dotitemarket because the factories were closed.
According to official data, if in 1989 Romania hagroduction of 282.000 tons of threads for
fabrics, in 2001 the production represented onlp@® tons of threads, while the natural silk
production that was of 90.000 tons in 1989, waspsd at the level of 2001.

The companies should create their own purchasistgrsyof raw materials, should
establish contacts with foreign suppliers, fordbenestic ones are growing fewer, should create
organized research and development and marketayiteents.

There are some positives examples of Romanian coagpahich have a brand and
seals on the commune market in UE. At the end oR20ficotaje Somgl, together with
Italian stylists, launched a new line of produats foreign markets and the domestic
market. The new brand is called “Modo” — for a Ixalass. About 70% of current production is
being exported in Western Europe and Russia, antbkim production was reduced to a small
percentage of total exports. Another Romanian lsrandeuropean market are “Jolidon” in France
and ltaly, “Marion” and “Mary’s Style”, “Seroussénd “IDSarrieri”. After 1990 the companies
that holds this brands, were producing in lohrirbtiine they created their own collections.

Since the great majority of the production at thisment is for export purposes,
the domestic market is lost for these producerin§en the EU and USA markets implies
the procurement of a number of quality and envirenntertificates.

The domestic market seems lost for these compemntas face of the Asian imports
especially after the total liberalization of thenldotrade with textiles-clothing. There is no
market in Romanian at this moment for the domestaducts. Too many products are
manufactured that the domestic market cannot ab3d specialists maintain that, unless
one has his own network of shops, one cannot abeptrice of the products according to
the market conditions, cannot withdraw a produat ttoes not sell; all in all, one does not
have many chances.

The articles imported from Asia have a much lowécgthan those produced in
Romania, however they are not of a very good quditfew years ago the Japanese industry
had a bad image making low quality goods. These dagsybody will say that a product
made in Japan, certainly is a good quality. If @hand India will fallow the Japanese
example, they will become a strong competitor. Tary addressed especially to the persons
with low revenues. Another competitor on the domeastarket is the second-hand market.

The EU accession will also bring about a serieddeofatages for the textile sector
in Romania:

X The access from a market of 23 million to one & #illion, which is on the first
place in the world as concerns the import of &ext#nd clothing products.

X The access to other countries’ markets with whih EU will sign preferential
agreements.

X The access to the pre-access EU funds and, atectless, to the community funds.

X The foreign investments as a result of the EU mestbgis.
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V. Conclusions

X Sooner or later the lohn system will be moving filRomania to another countries;

X Some of the Romanian companies will disappear aedstirviving ones should
make a good business strategy;

X  The Asian firms will become powerful competitors bath domestic and
foreign markets.

And suggestions

X The solution everyone agrees on is that the tegtil®panies start producing
under their own brand,

X Under this new brand the companies should be gresemoth domestic and
foreign markets;

X The companies should create their own purchasitgrsyof raw materials

X The companies should create organized researctiematbpment and marketing
departments.
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THE AGRICULTURAL FIELD - FROM SUSTENANCE
TO DEVELOPMENT

ELENA-BIANCA NEGOMIREANU*

ABSTRACT. The present paper highlight one of the most impbgteoblems which Romania
have to face in the context of accession procetfget&uropean Union, this difficult problem is
the Romanian agriculture. Simultaneously, thereeviéghlighted the principal directions that
must be followed so that we derive maximum advantamgm accession.

1. Introduction

Due to the present conditions which highlight thieridependences among countries
and the development of economical regionalism, Romgoining the European Union
represents a normal and natural thing. This proisesgseful for the Romanian society and
economy, considering that we should join the Eurnpmarket, an economic environment
without fiscal, technical or physical borders. Jointhis specific competitive medium
involves special efforts having important consegasron the economical and social level,
thus being necessary to elaborate and implemegtagms on every level, starting especially
with the company and ending with the whole of tlatianal economy, while lining up to
the economical, political and institutional struetsi of the European Union countries will
be done according to the great differences betweereconomy and the economy of the
EU partners, as well as the gap in terms of mictbraacroeconomic performance.

Despite the progresses made during the last y#a@sRomanian society and
economy are far behind the basic reference poinElg its most prominent indicator of
being the earnings per inhabitant which repres2&t80%(in terms of purchasing power
parity) of the European average, as well as thd pagulation which represents 47%-48%
compared to the Union average below 10%.

Among the negotiation chaptéthat Romania must close before 2007, the survey,
especially chapter 7 "Agriculture”, highlights tkoblems of the agricultural field. Its aim is to
realize an outlook on the current situation in R@manian agriculture, showing, at the same
time the measures that must be taken to creatampatitive agriculture on the great EU market.

The survey's starting point is represented by theld®Jand the Romanian law
concerning agriculture, besides the survey realigethe European Institute from Romania
and the statistics issued by the Ministry of Aglticte.

The agricultural field is the focus of all decisibipowers in every country, therefore
reference to the Common Agricultural Policy (CARsHeen made ever since the setting
up pf the European Economic Community in 1957,ubho10 articles of the Agreement from
Romé, a policy which is governed by three basic pritesp
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%2 They are the result of dividing the communitariamus (out of methodological reason) and they
represent all the common rights and duties whielp kegether all the Member Countries within the EU.

3 Articles no. 38-46 became at present articles@2der the modification of the Treaty of Amsterda
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e aunique market andunique prices;

e communitarian preference: preference for the communitarian products is tghn
to the agricultural trade; the importers of outgdeducts having to pay a tax;

» financial solidarity: all the members contribute to producing CAP fai@resources
and benefit from setting up CAP expenses, througichwaim fulfillment is intended: to
increase productivity and to ensure a fair livitandard for farmers, to stabilize the agricultural
market, to guarantee security and population pimvigith food products, to ensure reasonable
prices for the Community consumers.

The reason for which CAP has been set up id dubgméed of smoothing the
European agricultural trade to the wish of exportogintries to be assured of having a
market for their products, and to a certain doutricerning the situation in which the
manpower fired as the result of agriculture mechkation, could not be constantly absorbed
by the other economical fields (a situation in vbhiearnings would decrease more
compared to those from industry).

2. The Current Problems of the Agriculture

Among the Economic European Community countriespn&wva plays an important
part from the perspective of both natural poteratial human potential of rural development.
Our country is, after Poland, the second biggestalgural producer in Central and Eastern
Europe, being also favored by its important agricalt surface of 14.8 million ha.

Chapter "Agriculture" was opened for negotiationtbe ' of October 2002 and
closed for the moment in July 2004, in a certaimhfrom the government part, although it
was well-known the fact that the problems in adtime were far from being solved and the
Romanian farmer had to deal almost always witredéfifit problems and natural calamities.

Except for the legislation concerning the veterinand pest control fields, the
chapter largely consists of regulations, whicheidlation directly applicable on the joining
date, which does not need transposition from the&oan side.

Joining the EU means for Romania replacing theonatiagricultural policy with
CAP which requires pressure towards modernizingalgure in all its fields. The moment
of CAP introduction does not mean finding the $otuto the problems of Romanian agriculture.
On the contrary, some problems may even get bifjgdashes between the necessities of
Romanian agriculture and Communitarian policy immpatation can be identified.

At present we are still dealing with the phaseedéltlasscal" of the underdevelop-
ment agriculture economy model, which will trouble the process from many perspest
It risks producing broken sequences and misbalawbésh will always be economically
and socially resented.

Being one of the most complex negotiation chahtéfsapter 7 requires considerable
harmonizing efforts and considerable costs. Thus &Jdmcouraged Romania to accelerate
the process of aligning to the acquis, and puftimigto practice, besides developing policies
and devices close to CAP, even before the joinioghemt. In order to apply CAP without
any problems, Romania will have to prove that is llhe administrative capability of
implementing the acquis efficiently. In this regpéue last years have been characterized by an
accelerated transposition of the communitarian iaciqu the qualitative, sanitary and pest
control field. However, this rhythm raises a ser@sproblems both for farmers and

* The corresponding acquis represents approxima@8tyof EU legislation.
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processors, and for the government, the Europeam@aity expressing therefore its doubt
about the ability to implement the new law becaok@sufficient human resources. All
these, as well as the problems of informing geeeadtlitional cost, which may prove to be
an important impediment on the farmers' way to@®&P advantages. Although as a Union
member Romania should benefit complete financimgnfthe communitarian budget to
sustain CAP, some UE surveys show that EU will noable to fulfill these obligations
before 2013, which will suppose the use of Romswian resources to apply CAP stipulations.
After integration, Romania will receive from thencmunitarian budget 4 billiard € for the
period between 2007 and 2009, besides approxim&@ymillion lei, a financing sum
from structural funds (The European Fund for Odéinh and Guarantee in Agricultute)

The following types of exploitation are particularRomania:

- agricultural firms (10% of the total amount of agiltural surface);

- family associations (6%);

- individual exploitations (68%);

- companies (1%).

The average surface of an agricultural exploitatidth market functions being of
21 ha. It can be easily assumed from the previates that thenost favorite way of owning
land and working it is the individual one, and it is well-known the fact that the majority
of Romanian farmers are practicingubsistence agriculture. The agricultural landscape
is dominated by a great number of small family fermuhich exploit narrow strips of land,
without the possibility of obtaining significantqatuction, and the greatest part of the crops
is meant for auto-consuming. The budgetary fundhém represent a total amount of 2,5 million
lei(for a surface smaller than 5 ha) and they camded to acquire materials for seeding,
chemical fertilizers, fuel, and so on, which meémst the Romanian government should
make a reshapirgtheme of the subsistence farmsaccording to some efficiency principles.

Romanian agriculture is still in a precarious cdiodi characterized by: very low
productivity, poorly competitive products, very dhacome due to the primitive technical
equipment of the farms, the inexistence of agniraltloan, insufficient support offered by
the government, excessive land crumbling, the cditigpe caused by foreign producers
who benefit from massive subventions, the pooretitreness of the agricultural field, etc.
To solve, at least partially, these problems, itdsessary to undertake the following measures:
to legalize the investment loan as a financing @eomplementary to the SAPARD fund;
to set up rural credit banks for micro finance tlglo public subscription and budgetary
funds in equal percentages; to involve the bankiaadrance system into agriculture; to
raise the percent of insurance bonus support file¥h ® 70%.

Free competition on the free market offers no chatall to the small farms. Even the
EU regulations include financial support only feothmercial" farms (owning more than 15
ha), and they don't take into account subsisteacas{less than 3 ha), practically most of
the present farms in Romania.

Apparently, at least, the solution would be assiocialf they constituted themselves
as associations, the new co-operative farms cagdcesent larger farms, which would be
likely to use agricultural machines and agro-tetdgies, obtaining thus proper performances
and being eligible for financial support as firmepable of surviving from a commercial

® Of this sum, approximately 2.3 billiard € will beed for Romanian rural development.
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perspectiv@ Still, constituting associations doesn't solve férmers' problems, as they will
have to look for different jobs within a few yea#sssociations would help to maintain
workers in agriculture, not to fire them. Asso@aticould be a solution if a relatively small
number of people already worked in agriculturerefere solving the problem is to be done
strictly by the capitalist method of bankruptcy asgociation between small producers.

In addition to this characteristic of Romanian agture, another one is represented
by significant manpower surplus and chronic capital absence which have determined a
deeper and higher inefficiency in resources aligtiith consequences on raising competitively
Romanian farmers. At present, the rural populateaches 47%-48%, about 36% of them
working in agriculture, and almost 70% working apénding somehow on agriculture,
under the circumstances in which agriculture erswm@y 12%-13% for PIB. All these
determine a strong poverty profile and a slow amdradictory evolution of the rural manpower.
This is the reason for which agriculture has plaged is still playing ammportant social
part, providing a certain certainty for those who carfirad a job or cannot get satisfactory
wages in other economical fields. In order to recahis situation (the great weight that
agriculture has upon the total amount of workingudation), EU has suggested to apply an
early retiring scheme which could guarantee a total income of 150.0G081ér (in equal
parts for 10 years). The Romanian authorities heille to apply this scheme which means that
older farmers (at least 55 years old) stop altttramercial agricultural activities, and let younger
farmers use the land; the later ones will havedeepthat they can improve farm viability.

Another effect of joining the EU is represented hg tevolution that will take
place in thepricefield for the agricultural products, a revolution generated by suddenly
introducing in the costs new industrial equipmestassary to comply with environment norms,
product quality norms, consumer sanitary proteatiomms, as well as a lot of administrative
and bureaucratic expenses. These price raiseapmitlar when economy is not able to support
them without misbalances.

For a part of the non-agricultural population thesees will be prohibitive, which will
deepen the contradictions of the agricultural systeithin the economic gearing and will
highlight the difficulties of solving the problerreigerated by firing approximately 3 million
agricultural workers to meet the minimum of Europsgandards. This involves raising work
productivity in the field and providing a differgofaice for agriculture in the economic structure.
Running and developing a market for agriculturaddpcts will have to be preceded by
establishing a unitary agricultural policy accogdio what is specific for each product and its
destination, harmonizing their appliance and esfigcpreventing crises, whether they are
generated by over or under production and/or Hatatamities which test us regularly.

An important short term constraint for Romanianrfars who are competing with
the communitarian farmers is representedtlg significant technological gap which
cannot be overcome but through finance rushes.

Despite all these negative aspects, a favorabéetefff the constant inexistence of
real capital and finance is representedig potential to develop ecological agriculture
which meets the tendencies registered within the Bbt even from this perspective
Romania has fully turned to account its advantédough there are ecological products
made in the country, they have not been certifiedagional level for a long time, being
exported under foreign certification.

® The Check Republic and Hungary have reconsidasd@AP's under similar pressures.
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3. Conclusions

In 2007, when Romania will join the EU, agricultdile would be far from being
closed, and the structural problems of Romaniaicalgure will still be difficult to solve.
To solve them it should taken into account the flaat compared to EU-15, and to the new
members, agriculture is important from the perdpeodf its contribution to PIB and of
employed population. At that time Romania will haeecompletely adopt CAP and to
abandon the national subvention programs, as theriexce of the previous EU extension
shows that support programs for rural developmeatraore likely to be recognized as
government support existing before joining becaheg don't disturb the commerce among
the members. CAP support aims especially at racame, and rather at rural development
than at granting agricultural products.

Negotiations with EU should consider the particutanditions of Romanian
agriculture.

By the joining moment Romania will have to finidietpreparations concerning
the founding of:

* The Payment Agency through which the greatest part of implementingPCA
activities is to be done(payment for farmers, isg@ixport and import licenses, etc,);

e Thelntegrated System of Administration and Control, which represents the
communitarian system used to control correct dpagtent in agriculture;

* The Network for Accountancy Information in Agriculture through which
technical data will be centralized as well as datacerning economic performance necessary to
establish agricultural policies by means of a maiccommittee which will select the data
providing farms.

Throughout this approach Romanian agriculture withbably acknowledge a
paradoxical situation: no matter if it will stageatr progress, the "rural overpopulation”
phenomenon will increase. From this point of viéa public policy has to solve a difficult
situation, which the Anglo-Saxons would call cagh- apparently without a way out. If
agriculture stagnates/regresses in the contexetting free market, an increasing number
of farmers will be out of the economical circuftabriculture progresses, land consolidation
and productivity increasing will also demand firintanpower. Therefore, without adequate
measures, Romania will be faced to a high intemmigtation (towards the rural areas) and
to a growing of the migration towards the extedbthe country.

All these problems demand creatifigancial entities specialized in rural credit
anda mor e rigorous commercial policy, promoting ecological agriculture, encouraging
farmer s association including production/trading co-operatives.

The government must use SAPARD (and other) fundsifim and rural developmént
which involves the necessity to develop rural ardgeastructure. This requires from the
government and SAPARD Agency to promote a strofigrimation campaign in the rural
area to let people know the main categories oftgtaprojectand the granting prioritiés
It is obvious that these things are very littladft at all known by farmers.

" Rural development does not necessarily supposeutagre; small and medium enterprises, services,
tourism can extend to rural areas.
8 These projects are private (generating incomepablic (not generating income) as those relatedra
infrastructure development and improvement.
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The public policy will have to ensure a lasting remmy growth which will help
creating new jobs absorbing thus the manpower fied agriculture. We will need protection
against unfair competition, and also important supjncluding financial, as well as obtaining
some joining conditions which should not ignore agricultural potential.

All these aspects require that the period of tina¢ tve have until the joining moment
should be exploited to the maximum to correct tlserépancies existing now within the
agricultural policy.
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LEASING, CAPITAL STRUCTURE AND DEBT DISPLACEMENT

MARIA — ANDRADA GEORGESCU !

ABSTRACT. Brealy and Young (1980, p. 1249) remind us: “...tee of any lease valuation
model involves a general theory of capital str&tulf a user purchase an asset with a given
combination of cash and borrowing, there is a dfapact on corporate capital. The impact is not
so clear if the user leases the asset. A briefwewf the evolution of theories on corporate chpita
structure — presented by Myers (1984) will assisburr discussion of how leasing analysis
“‘involves a general theory of capital structure”.

The work of Modigliani and Miller (1958) concluddidhat the debt-equity mix made
no difference. In 1963, Modigliani and Miller cocted their earlier work by including the
effect of taxes and the era of “borrow all you chefjan. By the mid 1970’s, “borrow all you
can” was being slowly modified by the consideratidragency costs by Jensen and Meckling
(1976) and bankruptcy costs. Myers (1977, p. 1oficluded his paper “Determinants of
Corporate Borrowing” with “The firm should not attptrto borrow as much as possible”.
Turnbull (1979, p. 939) proved “...that for a firm xiraizing market value, the optimal capital
stucture always occurs before the firm’'s debt ciysc In other words, if you “borrow all
you can” the resulting debt level will be greatwrt the debt level that maximizes stockholders’
market value. Thease results lead to the “tradesastiel. Finally, the “pecking order” model of
capital structure has gained favor in recent yaarsthere is ample empirical evidence to
warrant this favor. The “pecking order” is: firBhance what you can with internally generated
funds (retained earnings); second, debt; and ¥insdill stock to raise equity capital [See Myers
(1984, p. 581)].

Shyam — Sunder and Myers (1999, p. 242) providexaallent review and critique of
the literature of empirical studies of capital stcwre. They then proceed to test the pecking
order against the trade-off model using a sampl&5af firms and conclude: “Overall, the
results suggest greater confidence in the peckigy than in the target adjustment model”. In
a 10 year study (1984 — 1993) of leasing in ovér fiins, Kang and Long (2001, p. 54)
concluded their results were “...consistent with leeking order”.

Myers, Dill and Bautista (1976, p. 804) use a itructure based on “borow all
you can” and assume “...that the debt capacity isay@vbinding”. Thus, the debt displacement
rate A is equal 1 and, in the lease alternative, the displaced is B(0) for the first period,
B(1) for the second period ... B(M-1) for period MpidaB(M) = O [where B(t) is the
amount of the equivalent loan at the end of petjiodi is obvious from the literature that no
one know, operationally, how to valud. Myers, Dill and Bautista (1976, p. 816) state:
“The narrower lease vs borrow problem considerettig paper will not be finally solved
until we have a better understanding of what deteesthe amount of debt displaced or
supported by a lease contract. In other words, wghat? Our intuition suggesd = 1 — i.e.,
that a dollar of lease liability supports or dispkaa dollar of debt — but this is not obvious”.

1 PhD student, Faculty of Economic Sciences, BalmgaBUniversity, Cluj-Napoca, Romania
21t should be noted that Myers (1977) essentialved the same outcome (a year after the Myers,
Dill and bautista (1976) formula was published) thet result was not as strong as Turnbull’s.
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These arguments were influenced by the “borrowall can” theory, prevalent at
the time.

Since 1976, there have been a series of empstodles that indicatel < 0; i.e.,
lease liabilities and non — lease debt are compitsneot substitutes. The first empirical study
to show that debt and leasing are complemefts Q) was by Ang and Peterson (1984). Their

results were so divergent from the orthodoxyof 1 that they titled the article “The Leasing
Puzzle”. Using Standard & Poor’'s Compustat datal %6 through 1981 on approximately
600 U.S. firms and several different econometricdel®, Ang and Peterson (1984, p. 1063)
conclude: “...leases and debt are complements: grelie is associated with greater leasing”.
This study was updated by Branson (1995, p. 1AguSompustat data from 1983 through 1988
and reached the same conclusioh<( 0). Additional studies reach the same conclusion
[Finucane (1988), Kang and Long (2001) and Mehfaggart and Yermack (1999)], while
others have estimated to be positive, but less than f@dedeji and Stapleton (1996, p. 80),
Marston and Harris (1988, p. 161)]. In a study ¢drge number of British firms, stratified by
size, Lasfer and Lewis (1998) concluded thatis near one for small firms and negative
(leasing and debt are complements) for large fitdrortunately, the available databases
and the various models are not comparable so b®titsti/ complement controversy continues.

Lewis and Schallheim (1992, p. 508) give a thecaétirgument that demonstrates
“Within a model of optimal capital structure ... deitd leases can be complements”.

The above empirical and theoretical evidence léadse conclusion that debt and
leases can be complemenid € 0). There is overwhelming evidence thhtis much less

than one for larger, profitable firms. But whatwalshould be used fot ?

Given the assumption of 100% borrowing and thelibigy debt capacity, we agree
that A can equal 1. However, the theoretical works by Mdy@977) and Turnbull (1979)
and an empirical study by Graham (2000) indicatgt tne would not expect the debt
capacity constraint to be binding. This would fottee debt displacement factor to zerb# 0).
This interpretation will not give a true represeiatabf the lost tax shild from interest and a
careful examination of the actual interest paidha “own” alternative is required. The
concept of the equivalent loan is still applicablgt the debt displacement factor now
becomes that portion of the funds actually borrowegurchase the asset. In general, the
portion of debt displaced depends on the capitaicktre of the user. If the user firm
follows the “trade-off” model, then the portiontble equivalent loan to own the asset displaces
debt is simply the current capital structurd (= debt/capital). This interpretation of is
consistent with Henderson (1976), Gutman and Y&8®4), as well as part of the Myers, Dill
and Bautista (1976, p. 816) discussionof

If the “pecking order” model is used, the debiptisement rate is one minus the
ratio of retained earnings to total new investrrequired for the year.

The above logic leads to a hierarchal decisiordétermining debt displacement:

» If the firm’s debt capacity is binding:

A=1

% Bayless and Diltz (1986) estimateds high as 1.25, but there are problems with kesponse rate
and the survey methodology used leaving the resuipect.
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» If the firm follows the “pecking order” theory:

A =1 - (Reinvested Retained Earnings / Total Nevestment)
» For all others:

A = debt/ (debt + equity)

Conclusions

This interpretation ol as the specific links to the user's capital stmecand the lessor’s
capital structure, respectively, has sevatblantages

v' The historic definition of Myers, Dill and Bautistg976) aboutd as the amount
of debt actually displaced by one dollar of leaakillty is respected and made operational for

the user firm @, ) and the lessor firmA; )*.

v' The resulting analysis of leasing includes unigheracteristics of the capital
structures and current conditions of the partidkddease contract.

v' The method provides an affirmation of Lewis andalbkim’s (1992, p. 497-
498) conclusion, “... a lessee firm optimally usegeater proportion of debt with leasing than
it would if it restricted itself to debt” and theslsee can benefit from leasing when the lessee and
lessor have the same marginal tax rate.

v' The result is a self limiting systénif a firm continues to lease a larger and larger
portion of its assets, data will feed forward ancréase the future debt / asset ratio (because
leases are considered debt from the accountam$pgugives, on or off the books) The higher

will cause fewer leases to be approved. The rewelisgccur for the lessor with respect Ap.

v' The “leasing puzzle” may be solved. Whgp= 1, there is a one to one substitution
of the equivalent loan (hence, the interest taeldhibetween owning and leasing. When
0< A, <1 the debt used for purchase is less than the debted by leasing, because the
accountants book the entire present value of tiedguivalent to the lease as debt. The result is
that leasing increase debt by (1A) times the equivalent loan. Unless the model ueed

empirically estimated specifically controls for this fact, the estimatédcan be negative. In fact,
when0 < A, <1, the lease actually increases fielithout having to increase borrowing.
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