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The net result (NR) expresses the effective exercise of the entire activities of
the company and is one of the most outstanding used to calculate rates. It may be noted
that the evolution of TN is fluctuating, that a decrease in 2007 of 7.33% over 2006,
followed by an increase of 214.39% in 2008 compared to 2007.

The company achieve positive results both from operating activities and of
financial activity. Company is solvent-which shows the ability of enterprise to pay
immediate cash obligations and removed.
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THE DYNAMIC CHARACTER OF THE PERFORMANCE IN THE
TOURISM ACTIVITY

DORU-BOGDAN RAVAS *

ABSTRACT: Our country benefits of great opportunities in developing tourism, and
the practice of this kind of activity is necessary in the actual stage of national development. The
Romanian tourism has been in a continuous resemblance with the entire touristic movement,
but through its advantages it tries to cover its needs and minuses. The development of the
tourism would lead to special effects regarding the connections established between owners
and visitors and the appearance of new personal and professional relations.

KEY WORDS: fourism, performance, development, revenues, strategy

The tourism in our country has been an old practice even within the early years
of the 20™ century when the accommodation of the incidental visitors in local
settlements was very common.

A real analysis of The Romanian offer, would lead to the conclusion that in our
country the touristic patrimony is not enough rented profitable although the touristic
product is in a state of a continuous improvement. On the other way, in this moment
the local product has taken the shape of households or settlements that offer general
touristic services, turning in the same time to value the enormous possibilities of our
patrimony.

The milestones of The Romanian tourism may be considered the following:

e the real value of the recreation moments offered by the natural and

traditional environment;

o the aesthetical elements of the panoramic view;

the possibility of development for many hobbies and cultural activities;

e the possibility of enriching the knowledge of nature elements and local

traditional activities that surround a household;

e the enormous investment potential.

The tourism in Romania benefits as we speak in the matter of infrastructure by
the national road network system that is continuously modernized, hoping that as soon
as possible it would also derive advantage by the development and expansion of the
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national highway system that would allow a connection between the areas that provide
tourists and areas that receive tourists creating a favourable balance.

Our country benefits of great opportunities in developing tourism, and the
practice of this kind of activity is necessary in the actual stage of national development.

The revenues achieved by practicing this activity, resulting from a mutual
interest showed by the offerers and demanders, materialized in the commerce with
local, natural products, involving the tourists in agricultural activities, can substantially
contribute to an increased living standard and the steadiness of the young human
resources in this area of activity.

The geographic structure of our country offers ideal conditions also for the
touristic activities and practicing winter sports, having a very important role as a
natural reserve with great potential still not enough put to value, representing a
possible income resource for limited and expanded periods of time.

The base of the quick launch of the Romanian tourism is the complex analysis
of the multiple advantages of our tourism in comparison with other countries we
compete with, some of them much more developed from the economic point of view.

The Romanian tourism has been in a continuous resemblance with the entire
touristic movement, but through its advantages it tries to cover its needs and minuses.

If we have in mind the quality of the product, very important for any traveller,
it is well known that the insertion of structures in the circuit, that would offer through
its human resources low quality services could discredit for a long time any product or
destination.

A special attention in the matter of marketing strategies must be granted to the
promotion of the product by publishing informative bulletins, brochures, inclusion in
the international touristic circuit by editing catalogues at European standards and
developing informative offices with qualified personnel.

The immediate measures that should be taken in order to increase the
efficiency of the service commerce in the area of the tourism, should aim the
following: the development of a team of experts capable of lending technical assistance
by organising trainings for the people directly involved in the activity, the achievement
of a competitive information system and the development of high social skills in the
relation with the tourists.

Also very important is the existence of strategies an policies able to emphasize:
the enunciation of precise objectives, very realistic and time coordinated, the
improvement of the infrastructure, the planification of settlements such as farms,
pensions at international standards, the identification of all available resources that can
be proper put into value and the accomplishment of the national reservation system.

As a perspective it is highly recommended a different strategy regarding the
identification of the modern and traditional accommodation structures for the tourism.

The achievement of the modernized traditional accommodation structures
would impose the idea of finding local or foreign investors that can be able to take care
of this objectives in order to increase the number of travellers willing to spend their
vacations and their money heir.
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The development of tourism in a series of west European countries reveals as
very important the stimulation of the local enterprising to direct their capital in order to
realize:

¢ small and medium accommodation facilities, in the areas with great unused
potential;

e arrangements and modernizations of the equipments and units spaces with
commercial profile, of those in charge with entertainment and all the
endowments available.

It must be also noticed that until the present time, the resources of proper

capital have been the support for most of the investments for the tourism units.

In connection with the European example it is highly recommended for our
country authorities the grant of some financial banking facilities which may appear as
long term loans with low interests useful for: the endowments of the settlements, the
development of the areas with great potential for tourism, the improve of infrastructure
in order to make the access easier, advertising campaigns and others.

Together with the real necessity for modern endowments the general
infrastructure needs also general refreshment. For this purpose the involvement of the
authorities it is highly recommended. The local and central authorities could grant
financial and logistical aid to those units involved in tourism in order to stimulate a
quick and qualitative development with mutual gains.

It is necessary that the local authorities, first of all, to be the main promoters
of the profitable management for tourism by initiating local programs as a support for
tourism by keeping the traditional and archaic spirit of the regions.

The strengths of The Romanian tourism are determined by the internal
elements which are not hard to be identified because the tourism in Romania can offer
a great variety of products and services.

Strengths are considered to be also the opportunities given by the existence of
an environment that combines the traditional with the modern style. Very important for
this area of activity are also the international routes, the access to occidental products
and services, the accessible prices and the excellent quality of the traditional products
offer.

The weaknesses arise from the organizatorical difficulties determined by: lack
of information for tourists, the lack of airline connections, the underdeveloped
infrastructure in some areas, lack of promotion and advertising, the low report between
quality and prices, lack of trained human resources.

The opportunities are given by the romantic view, the traditional aspect, the
continuous growth of foreign business travellers that interact with this regions, the
growth of access possibilities for the occidental products and services, the intense
cultural exchange, the connection to The Eurogites network, the presence of on-line
advertising materials and others.

The threats are determined by the low report between quality and prices,
degradation of the environment due to the lack of ecological measures, limited
accommodation possibilities, weak infrastructure level, and lack of possibilities for
renting vehicles.
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The launch of The Romanian tourism on the world market can be associated
with the measures of large opening towards the outside world, being focused on the
efforts of insurance of a product offer very competitive, new and with a high
personality.

The proposed measures to be achieved would effectively contribute to the
increased number of foreign tourists that would visit the regions specialized in tourism.
By the same time it will be noticeable an important change in the structure of the
foreign tourists preoccupied by tourism by the growth of organized groups that are
willing to spend their time heir.

The achievement of constant incomes from tourism is possible if there are
realized: a favourable image of the regions and settlements, good quality management,
quality services and products, advertising at national and international level.

The development of the tourism would have a great contribution to Romania’s
balance of payment, the incomes from tourism being able to reach the ones in the
developed countries from this point of view.

Also the development of tourism would lead to the economical growth of the
regions due to the multiplying effect of this activity with positive influences over
agriculture, transportation, construction, services.

The economical efficiency of the tourism it is associated with the social
evidence that results from the insurance of the conditions for developing the work
facilities, the pleasant spending of the spare time, the increased level of general
education and professional preparation and a great variety of services.

The development of the tourism would lead to special effects regarding the
connections established between owners and visitors and the appearance of new
personal and professional relations.

The promotion of the cultural values, the achievement of proper presentation
areas and the entrepreneur’s hospitality are the key for The Romanian tourism in the
stage of a continuously development in order to line up with The European standards.
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ABOUT SECURING ECONOMICAL APPLICATION
ON OUR SYSTEM BY PROTECTING OUR COMPUTER
FROM INTRUDERS

SORIN MIHAIL SAV *

ABSTRACT: Computer security is one of the most important issues in the computer
world. With the number of viruses and other malicious software that prey on exploits in the
Windows operating system increasing, we need to take preventative measures to make sure that
our computer does not become infected. The days of only having to worry about e-mail
attachments and documents on a floppy disk are over. Nowadays, viruses or worms actively
seek out computers to infect without the computer user even doing anything. Once a virus or
worm has gained entry to a system, the invaded computer can turn into a virus distribution
centre. Often, the computer sends copies of the virus to all of the people in its address book.
Even worse, the infected computer may begin to scan a block of IP addresses (that is, computer
addresses) to try to find more machines that it can infect.

KEY WORDS: Port, Exploit, Firewall, DCOM, Wireless Network

1. INTRODUCTION

If our computer is not protecting its connection to the Web, it is at increased
risk of becoming infected. So how do you protect our Internet connection? That topic
is what this whole paper is about. We’ll learn how to test our computer and see how
vulnerable it actually is. Then, we’ll find out how we can use firewalls to build a “brick
wall” around our computer. You’ll also learn how to turn off some unnecessary
services to lower the risk of infection even further. We’ll discover how we can secure
wireless network connections, as they are growing so much in popularity.

Once we have our computer locked down from the outside, some connections
to our computer may still be open, which we do not want to close down. Remote
connections need to have certain ports open on our computer so that we can connect
remotely to our computer. If we want to share files with other computers on our local
network, then we’ll want to leave the Client for Microsoft Networks unblocked.
However, when we have openings in our computer’s security, we leave us vulnerable,
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allowing users to get in. To help combat that vulnerability, we’ll learn about ways to
use the various user accounts settings to assign complex passwords and permissions to
users.

2. HOW VULNERABLE IS OUR SYSTEM?

Our computers are a vault of important information. We could have sensitive
data on our computer that you do not want the whole world to see. Data such as family
photos, personal documents, and financial information can be found on almost
everyone’s computer. If a virus or an attacker connected to our computer remotely and
gained access, that intruder could wipe out years of work and memories as well as steal
sensitive personal information. This paper will show us how to test our computer and
find out how vulnerable it really is. To do this, we’ll be using a nifty online utility to
test our Internet security. Then, proper security update procedures will be examined, so
we can see if we are really doing what we should to ensure a secure PC.

Testing our internet security. Ports are the gateways inside your computer.
When a computer program wants to communicate with a remote computer, it makes a
connection to the remote computer with a port, with which it can then talk to the
computer. Each computer has thousands of ports - 65,535 to be exact. The different
ports of a computer can be thought of as a bunch of different mailboxes. When a
program wants to send data to a remote computer, it sends it to a specific port
(mailbox) number. Then, provided that a program is on the remote computer that is set
up to receive data at a particular port (mailbox), the remote computer can then work
with the data that it was sent. Theoretically, nothing is wrong with this scenario. In the
real world, however, programs don’t always work this way. Programs are not perfect,
nor are they always efficient. Sometimes, they are sent data that they are not
programmed to receive, which causes all kinds of program errors, including errors that
can allow a remote attacker to connect and run commands on our computer.

The technical name for data sent to a program that results in problems is
exploit. Because of errors in programs and the exploitation of the errors, we need to
protect your computer. Even though we may have all the latest security patches
installed, our computer will not be protected forever. It is just a matter of time before
someone figures out a new exploit and it starts to spread. Only after the fact is the
patch usually developed and distributed. So how do we protect us from future attacks?
It is actually a very simple concept. There are a lot of open ports (mailboxes) on our
computer that just don’t really need to be open to the outside world. Why not close all
ports except for one or two you absolutely need so that exploits can no longer get
through because they never have a chance to connect to your computer?

How do we close ports and protect our computer? We use a firewall. To give
you an idea of how open our computer really is to the outside world, I recommend that
we use one of the various online security screening tests that attempt to probe our
computer to find weaknesses. The following is a list of sites that I feel does a good job
of letting us know how open our computer really is:

o Symantec Security Check: http://security.symantec.com
e Sygate Online Services: http://scan.sygate.com/
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3. UPDATING OUR COMPUTER

Because programs are not perfect, they require updating. Windows XP is a
great operating system; however, no operating system is perfect. In order to keep our
machine secure and free of the latest exploits, we must update our computer regularly.
Visiting the Windows Update Web site (www.WindowsUpdate.com ) once every few
months is not going to result in a secure, up-to-date computer. Microsoft releases
security updates monthly and emergency security updates whenever they are needed.
The only way to stay on top of these updates is to check Windows Update daily,
subscribe to the Microsoft Security Newsletter, or enable automatic updates.

3.1. Windows update

Microsoft’s Windows Update Web site offers an easy way to view all of the
updates that are available for our computer. Microsoft releases both critical and
features updates that update various software apps and add interesting new features to
Windows XP. For example, critical updates fix major security concerns, such as the
widespread exploit for Windows XP known as the W32.Blaster. Worm worm. This
worm spread to other computers by using a vulnerability in a component of Windows
known as RPC (remote procedure call). To fix the security hole, Microsoft released a
critical patch that fixed the security hole. Feature updates update bugs and add new
features to common Windows applications such as Windows Movie Maker. Using the
Windows Update Web site is very easy too. Just key in www.WindowsUpdate.com in
your Web browser Address window, click Go, and we’ll be there in no time.

3.2. Security newsletter

The Microsoft Security Newsletter is a great way to keep informed about all of
the latest security patches that Microsoft releases. Receive an e-mail in our inbox every
time Microsoft releases a critical security patch. If you are a home user, visit
www.microsoft.com/security/security bulletins/alerts2.asp for more information on the
newsletter. On that page, Microsoft also offers a more technical version of the
Microsoft Security Newsletter that will not only notify us of a critical security patch,
but will also explain the full vulnerability. If you are an IT professional and want to
know exactly what the patch is for, the technical version is for you.

Microsoft TechNet also offers a monthly newsletter that offers security news
and advice. This is another great newsletter to subscribe to. It was primarily intended
for IT professionals, but home users may also find it useful if they are interested in a
more technical approach.

Visit www.microsoft.com/technet/security/secnews/newsletter.htm for a copy
of the latest newsletter, as well as information on how to subscribe.



http://www.microsoft.com/security/security_bulletins/alerts2.asp
http://www.microsoft.com/technet/security/secnews/newsletter.htm

208 Sav, S.M.

3.3. Automatic updates

Windows XP has a great Automatic Updates service. With the release of
Service Pack 3, that service is now even better. With the ability to set a specific time
every day to check and install new updates, we now can schedule a time for our
computer to automatically check for and apply updates so that we will not have to visit
the Windows Update Web site manually. By turning on Automatic Updates is a great
way to make sure our computer is up-to-date. However, it is a good idea to visit the
Windows Update Web site every few months to make sure that Automatic Updates is
still working. If it is, then we should not see any critical updates available when you
visit the Web site.

Working with the Automatic Update settings is not a difficult task. Just right-
click the My Computer icon located in the Start panel or on our desktop and select
Properties. Then, click the Automatic Updates tab and specify the setting that we want,
and click OK to save your changes. Users also have the ability to turn off Automatic
Updates by selecting the last option on the Automatic Update tab. We should have to
be crazy to do this unless we plan on checking the Windows update Web sites daily or
subscribing to the Microsoft Security Newsletter. The Automatic Updates service does
not consume a lot of system resources. The resources that it does consume are well
worth it because of the invaluable service that Automatic Updates provides.

4. FIREWALLS

We now know that our computer is vulnerable to viruses and attackers from
the Internet. We also know that one way to help fight those attackers is to block access
to our computer on all of the different ports, which can be gateways into our computer.
How exactly to block all the ports? Use a firewall. A firewall is a special application
that acts like a brick wall that is protecting all of the ports on our computer. When a
remote computer attempts to access a computer on which a firewall has been installed,
which is blocking the port on which the remote machine is trying to connect, it will not
be able to connect and the data that was sent will be ignored and discarded.

Depending on the way the firewall is configured, when data is sent to a
blocked port on our computer, the firewall will either respond to where the data was
sent from with a message that the port is closed or it will do nothing, giving our
computer a stealth presence. Most firewall applications are set up by default to run in a
stealth mode, which will provide the maximum amount of protection. Any remote
computer trying to connect or send data to our computer with a firewall installed
running in stealth mode will think that our computer has gone offline because it is not
getting any response. Firewalls can be a very powerful security device. Windows XP
benefits greatly from a firewall because it can lower, if not completely eliminate, the
chance that your computer will be compromised.

Using the windows firewall. Windows XP has included a firewall -
specifically, Internet Connection Firewall (IFC) software - since the product was first
shipped. Although the firewall has not been turned on by default, it has always been
there. The original firewall was a basic one-way firewall that would block incoming
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traffic from the Web. One feature allowed users to open up ports so that they could still
use remote applications.

This way, a user could protect all of the ports on the computer except one or
two that they had set to remain open so that they could use a program such as remote
desktop to connect to their computer from a different location. The new version of the
firewall included as part of Service Pack 3 has a bunch of new features that makes use
of a firewall even easier while the protection it provides to our computer remains the
same.

5. DISABLING UNNEEDED SERVICES

Windows XP includes a lot of extra services and features that most users just
do not use and have no reason to have running. Now, I am going to show you some
services that we should disable that will make our computer more secure.

5.1. Disabling remote desktop connection

The Remote Desktop feature of Windows XP is a great way to be able to
access our computer when we are away from the office or home. However, if we have
poor computer security, the Remote Desktop also is a great way for anyone to be able
to access and control our whole computer. Remote Desktop is a very risky application
to leave exposed to the world. Its security relies solely on our account password, which
for most users is easy to guess. If we do not use Remote Desktop, then it would be a
good idea to disable the feature.

5.2. Disabling messenger service

Microsoft has included a service in the last few versions of Windows that
allows system administrators to send pop-up messages to all computers on a local
network. This service can be an invaluable resource for administrators who want to get
the word out about some upcoming server maintenance. For example, end users would
see a message pop up on their screen that notifies them that the workgroup file server
will be inaccessible for the next hour while routine maintenance is performed.

This is a great service - when it is used correctly. Unfortunately, the Messenger
Service has been abused. Just because any user can send messages to the entire
workgroup doesn’t mean that she or he should. This capability is sometimes not a good
thing. Users that are part of large local area network, such as just about every Internet
user, can send out a mass message to all users in the same subnet. As you can imagine,
some users that know how to use the service have started to abuse it by sending spam
to all the users in their same subnet. Nowadays, we may get spam not only in our inbox
but also in a pop-up window that could appear at any time.

The Messenger Service, just like any other service or program that is
accessible to the outside world, increases our security risk. Although there is currently
not an exploit for the Messenger Service that allows remote users to execute
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commands on our computer, who knows what the future will hold? To be safe, it is
best to just disable this service. We’ll also be cutting down on a new type of spam.

5.3. Disabling universal Plug and Play

Universal Plug and Play (UPnP) is kind of like an expanded version of the old
Plug and Play hardware support. Many years ago, when we should buy a new
soundcard, we should have to going to run at. Then Plug and Play technology came
around and automated that whole process so that the user did not have to worry about
managing interrupt and address numbers any more. Now there is Universal Plug and
Play, which expands the easy install concepts of the original Plug and Play to a whole
new class of devices. Universal Plug and Play can not only detect local devices such as
hardware (the original version), but it can also detect external hardware such as printers
across the network or other PCs’ shared drives.

Universal Plug and Play, theoretically, is a great idea. It gives you the ability to
easily add and control devices such as a printer across your local network, an MP3
player, a television, lighting devices, and so on. Universal Plug and Play can be
thought of as a way to make all of the different electronic devices in our home, or local
network, work together. However, there are very few devices, other than remote
printers and file shares that take advantage of the new protocol. Universal Plug and
Play will play a big role in our computing lives in the future, but not yet.

Universal Plug and Play also presents a security risk for our computer. It
continuously scans our local network, which could be a network that is open to the
world, for new devices and negotiates new connections. Just as with the Messenger
Service, with Universal Plug and Play the surface exposure of our computer is
increased, which increases the risk that our computer could become attacked and
infected. Unlike with the Messenger Service, with Universal Plug and Play a flaw has
been found in the service and has already been exploited. Microsoft was forced to
release a critical security patch to fix Universal Plug and Play so that users’ computers
would no longer be vulnerable.

5.4. Disabling remote registry access

The System Registry is one of the most important parts of the operating
system. It’s where all of the system settings and configuration data is stored. If we do
not know what we are doing and we just start editing entries found in the System
Registry, we can render our computer useless. So, protecting our computer’s registry is
very important.

Included with Windows XP Professional (not Windows XP Home) is a service
that allows users with administrative privileges to connect our computer’s registry and
edit it. Having this service enabled and running is just way too big a security risk. The
vast majority of computer users have little or no use for this service. Why would we
even want to give anyone a chance at trying to break into one of the most critical parts
of the operating system? Disabling this service is a snap. Now we have knocked off yet
another unneeded service from your computer.
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5.5. Disable DCOM support

The Distributed Component Object Model, or DCOM, is yet another feature
that was built into Windows that has caused a great deal of problems. Sure, it provides
an acceptable programming interface for programmers who are trying to write network
apps, but there are better ways to do that than to use a DCOM.

DCOM has presented quite a few problems in terms of security. Exploits have
been discovered for it that has allowed an Internet worm to spread to hundreds of
thousands of Windows machines worldwide. Additionally, a very small number of
applications actually use DCOM. Home and professional PC users probably will never
even use an application that uses DCOM. So why is it on your computer?

DCOM was one of Microsoft’s attempts to please software developers.
However, this attempt has clearly failed, and yet they still include it. The only thing
that it has given to operating systems such as Windows XP is headlines in the
newspapers about how some worm exploited it and has now infected thousands of PCs.
Disabling the Distributed Component Object Model is a good idea for most computing
users.

6. WIRELESS NETWORKS

Wireless networks are growing in popularity because of the ease of installation
and the terrific benefits that they offer. Nothing beats the ability to take our laptop and
not have to worry about plugging into the network to do our work. The added freedom
of a wireless network is very pleasing. Nevertheless, many people do not realize how
insecure most wireless networks actually are. To fully understand this, we must realize
how exactly a wireless network works. Basically, wireless connections are made up of
a base station and a client adapter. The wireless base station broadcasts all of the data
to the clients in a circle around the base station, as do the client’s adapters.

This creates a large area over which information is broadcast. If we care about
the security of our computer and personal information such as credit card numbers, we
must configure our wireless base station to encrypt the data that it sends. Otherwise,
just about anyone can connect to our wireless network and gain access behind our
firewall to all of our unprotected computers. Additionally, users can sniff the wireless
traffic and see exactly what we are sending back and forth. It really is amazing how
many people leave encryption turned off on their wireless base stations. Securing our
wireless base station/access point is very important.

6.1. Using WEP for secure communication

Wired Equivalent Privacy, or WEP, is the first security standard for wireless
networks. The basic concept for WEP security is to encrypt the data that is sent back
and forth between the access point and the client adapter. This is done using various
degrees of encryption strength. A special key, known as the encryption key, is used by
computers to connect to a WEP-protected wireless network. This allows the client
computer’s adapter to be able to decrypt and also send encrypted messages in the same
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language as the base station. This standard sounds like a great way to secure a wireless
network. However, it presents some flaws. The largest one is that the whole system
relies on just one key. If someone’s laptop is stolen that is part of a corporate network,
the encryption key must be changed for the base station and for all of the other
computers using the wireless connection. This change is necessary because the current
encryption key could be easily extracted from the system settings. Additionally,
someone can potentially derive the encryption key by carefully analyzing the data they
intercepted. If you have a wireless base station, I highly recommend that you enable
WEP to protect your home. Setting up WEP is different on every set of hardware.
Setting up WEP will greatly increase the security of our wireless network. Even though
there are some flaws, it is much better than using no protection at all. It has the same
effect as a car alarm.

6.2. Using WPA for a more secure wireless connection

Wi-Fi Protected Access, or WPA, is a new, improved security standard for
wireless connections. WPA has addressed the weaknesses of WEP; it was developed to
create a viable alternative to WEP that is more secure than that standard. The
fundamentals are the same between the standards, but WPA has improved some of the
various mechanisms that plagued WEP. For example, encryption keys are now
dynamic and change often automatically. Additionally, the complexity of the
encryption key has also been increased to help fight off users who try to derive a key
from data that they capture. One of the largest improvements in WPA is the addition of
authentication to the wireless connection. Now, users have to have the right encryption
settings, as well as a valid username and password, to gain access to the network. This
new standard is just starting to gain momentum. Microsoft has released a special patch
for Windows XP that adds this new standard to Windows.

However, installing the patch will not allow us to use this new standard. Just as
with WEP, WPA is programmed into the firmware of the hardware components. In
order to use WPA, we must have hardware that specifically supports it. Currently, only
a few companies offer base stations and wireless adapters that support this new method
of security. However, that will change in time. The next time you are considering
purchasing a wireless base station and adapter, do some research and pick one that
supports WPA to ensure that your wireless communications will not be decrypted and
your privacy is secure.

7. CONTROLLING ACCESS TO YOUR COMPUTER

So far, we have spent a lot of time locking down our computer. We have
closed down ports and have removed unused services from our computer. The next
step to secure our computer is to reinforce the main entry point, the logon. No matter
what we do to secure your computer, it all comes down to our security at the user level.
If we have no password on our account and have a computer that is not protected by a
firewall and other devices, then we are at huge risk of being attacked. Managing user
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accounts is very important with Windows XP because the accounts are the keys into
the system.

7.1. Managing user accounts

Windows XP includes the same old account manager found in Windows 2000.
This easy-to-use and straight forward interface can be found in the Local User and
Group Management interface. There are various “good” security practices that you can
follow to make your computer practically invincible to many attackers.

Assign a password and rename the guest account. Windows XP includes a
guest account that is disabled by default. However, at some time, this account may be
enabled by an application. If you have Windows XP Professional, I recommend that
you disable this account using. Just in case it becomes enabled again, I recommend that
you rename the guest account and also assign it a password.

Clearing the last user logged on. If you are using the classic logon screen,
every time a user logs into your computer, its username is stored, and that name is
displayed the next time the classic logon screen is displayed. This can be a nice feature,
but it also can be a feature that causes a security problem. Knowing a user’s username
is half the battle of breaking into a computer. If you have sensitive information on your
computer, I suggest that you hide the last user logged on.

Disable and rename the administrator account. The Administrator account is
the most important account on the computer. Users should not be using the computer
under the Administrator account. That just is not a good security practice for anyone
that is running Windows XP Professional and has sensitive data on their computer. I
like to disable my Administrator account and rename it, so that anyone trying to get in
with that account and at that privilege level will not be able to.

7.2. Make sure that every account on our computer has a complex password

All of the accounts on our computer should have a complex password
associated with them if our computer is ever exposed to the Internet. Passwords such as
easy-to-remember words and key combinations like “asdf” just do not cut it. A
complex password is a password that is at least seven characters long and consists of
uppercase and lowercase letters as well as numbers or other symbols. SRm3D8&S is an
example of a complex password. Something like that is impossible to guess and will
take quite some time for a brute-force technique to crack. Using complex passwords on
all of our accounts might not be easy at first, but after a while they will grow on us and
we’ll have no problem remembering them.

8. SUMMARY

This paper has shown us how to test a how to see, how vulnerable our
computer is to attacks and how to protect it by using firewalls and lowering our
computer’s exposure to the world by disabling unneeded services. We have learned
how to secure our wireless networks and how to strengthen our account security.
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THE PERCEPTION OF JIU VALLEY POPULATION
REGARDING THE SOCIO-ECONOMIC
REBOUND OF THE AREA

MIHAELA CAMELIA SCHMIDT "

ABSTRACT: The article is the result of the effort of ordering the empirical
researches which I have made in the past few years in Jiu Valley. Here are presented some of
the resident’s opinions regarding the economic evolution of the area and the chances of socio-
economic rebound of it.

KEY WORDS: economic situation, economic evolution, quality of life, socio-
economic rebound, social conditions, economic alternatives

1. ECONOMIC EVOLUTION OF JIU VALLEY

The future of carboniferous industry in Jiu Valley through the view of National
Coal Company is defined by the coal production’s stagnation after 2007, by the
constant reducing of the average number of personnel (which will drop to 10,400
employees in 2010) and by a productivity of work in value of 620 tones/person/year.

According to the General Directorate of Mineral Resources, Ministry of
Economy and Commerce, after 1991 pitcoal’s production in Jiu Valley raised up
almost constantly until 1997. Decreasing of pitcoal’s demand from 7.1 mil. tones in
1997 to 2.5mil.Tones at the present time conducted to mining diminishing in Jiu
Valley. Continuing the effort of investing in carboniferous industry from Jiu Valley is
mostly justified because here there are important industrial coal deposits, under the
circumstances that National Coal Company’s coal demand on commodity market is
over the present production capacity. Willing to find out how the people are scenting
the economic situation of Jiu Valley in comparison with the rest of Romania, the
results appear as follows in figure 1. It is to emphasize the fact that economic situation
of Jiu Valley is considered to be worse than generally in Romania. It is to be observed
the pessimistic note regarding the economic situation of the area comparing with the
rest of the country. If on nationwide it is seeing a slight improvement of economic

* Lecturer, Ph.D., University of Petrosani, Romania, schmidtcamelia@yahoo.com



mailto:schmidtcamelia@yahoo.com

216 Schmidt, M.C.

situation (19.7% of the area’s residents perceive the economic evolution of the country
as bad and very bad, comparing with 31.6% - good and very good), regarding to Jiu
Valley’s chances people are more reserved (31.9% don’t believe in any improvement,
33.3% state to be the same and only a quarter hope for better). The image of Jiu Valley,
as we see, it’s unconvincing for a specific group of subjects whom would wish or at
least would finally try an economic and social invigorating method by giving up the
traditional unity basis. Such try, it is without doubt, a success of many years of
persuasion to the idea of Jiu Valley, of unity’s and solidarity’s dissolution which
characterized until not long ago this urban mixture.

100%
80%
60%
0,
40% 31.90% 36.50% 33.30% 3L60% ___
19.70% 23.90% -

20% . _. 12.20% 10.90%

0

- . | _Cmm

Very bad + bad The same Good + very good don’t know

|I:I Romania @ Jiu Valley |

Figure 1. Perception regarding the economic situation of Jiu Valley over 10 years

But with all these rather centrifugal manners, Jiu Valley cannot be
dispossessed of what characterizes it has, in collective mentality of the resident people.
That is why we asked for the residents’ opinion regarding the aspects which impose the
most Jiu Valley, in counterpart to the negative terms which manifested until now:
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environment people past

Figure 2. Qualities of Jiu Valley
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Beauty of the environment is constituted itself in a promise for tourism
development, in an economic alternative which allow employment of many people
whom either work for the first time, either were made redundant, unemployed, or wish
for professional reorientation. Yet, there are aspects which concern us and we are
thinking about low appreciation of the people, appreciation made from the very
residents of the area. Also negative is the shade upon the historical past of the area,
either talking about the far past, or newer past. So there are problems from this point
of view, Jiu Valley being appreciated in collective mentality only through its natural
beauty. In the category “Something else” we integrated the answers with low values
such as: taste of water, area protected of unfavourable meteorological events, etc.

In order to end this segment dedicated to the economic perspective in residents
mentality, we surveyed their opinion regarding to what chances they give to tourism
development, as main business of the resident people.
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Figure 3. Chances given to the development of tourism branch in Jiu Valley

Resident people whom indicated to be pessimistic regarding the development
of tourism branch are 33.7% of the population and those whom indicated to be
optimistic are 32.6%. The rest give moderate chances to the tourism development in
this area.

2. OUTLOOK FOR SOCIO-ECONOMIC REBOUND OF JIU VALLEY

In connection with the E.U. join, starting with 2011 Romanian State won’t be
allowed to subsidize the mining industry in Jiu Valley. Maximum amount of subsidy
for mining during 2007-2010 can be in between 1.1-1.2 milliards Lei (approximate 350
mil. Euro). Working conditions in Jiu Valley’s mining are becoming worse more and
more, because there was not any new investment in mining equipment, the existing one
being many years old. Also the young from area are completely disinterested for this
trade.
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Annual coal production of National Coal Company (C.N.H.) is approximate
3mil.Tones of pitcoal, at this moment the pitcoal deposits are over 300mil.Tones,
which would assure continuity of pitcoal extraction for another 80-100years. C.N.H.’s
coal production is delivered to thermoelectric power plants Mintia and Paroseni, which
use pitcoal. An eventual closure of mines belonging to C.N.H. would cause either
cessation of activity of both plants, or massive import of pitcoal.

In “Sustainable Development Strategy of Jiu Valley microregion” is showing
that in this region in 1990 there were 50.000 employees belonging to C.N.H., but not
all of them were miners, because C.N.H. was dealing with administration of blocks of
flats, schools, hospitals, water supply, electric power supply, etc. In last few years,
seven mining operations belonging to C.N.H. were put to conservation or ceased the
activity. In correspondence with these facts, the manufacturers of mining technology
and spare parts for mining industry restrained their activity. At present, in Jiu Valley,
belonging to C.N.H., work approximately 11,000 miners. They and theirs families are
depending on mining activity of the area.

Massive personnel restructuring from 1997 marked heavily this region.
Unemployment at first and chronic poverty after, there were two constants which
accompanied people for many years after. That is why, taking notice at all ideas that
the authorities exposed during the time, we asked the resident people what chances of
survival they will give to Jiu Valley if, after that big shake up in 1997, others will
follow, not with the same magnitude as 1997, but with similar consequences on
individual level.
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Figure 4. Chances of Jiu Valley’s survival in case of new restructure

The economic survival of Jiu Valley is conceived indissoluble connected to the
mining’s existence. In fact, Jiu Valley is not summarized only to mining, it is also a
strong urban and educational centre, but in the last decade things didn’t move from an
economic point of view, the regress of 1997 being felt even nowadays.

Aiming for the survival chances of Jiu Valley, in conditions that mining would
pass again through a restructuring process, we wished to mention which are, in the
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perception of the area’s residents, the advantages and disadvantages of keeping
functional the mining operations. So we will get a mirror image, gradually presenting,

to each advantage the disadvantage which corresponds.
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Figure 5. Advantages of maintaining the mining operations in Jiu Valley
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Figure 6. Disadvantages of maintaining the mining operations in Jiu Valley
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It is a pretty clear and suggestive image regarding the thinking mechanism
characteristic to Jiu Valley population. Same population admits there are advantages
but also disadvantages, both generated by the same element: mining operations. It is to
be observed higher concentration of answers on advantages (54%), comparing with the
disadvantages linked to the pollution (20%). Yet, it is a step forward modelling in good
people’s mentality, by accepting that a thing can bring not only benefices but also
expenses, which at the first view would appear to be less important or
indistinguishable.

At present, in Jiu Valley, beside mining activities there are operating also other
firms in different fields of activities such as:
manufacture of extraction and construction equipment;
metallic confections;
works and installations;
plastics processing;
constructions;
ready-made clothes;
trading, producing and merchandising of food products;
services, etc.

Yet, all of these are not enough to use all available manpower from the area.
Without mining sector, at least kept at actual level, it will be necessary the economic
development of other sectors of productive activities. What possibilities people are
scenting from this point of view for reducing the unemployment and to rebound the
economy of Jiu Valley?
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Figure 7. Economic alternatives for Jiu Valley’s rebound

It is not us to evaluate the chances of materialization of each solution or theirs
veracity, seen through the view of their efficiency, but selecting tourism as main
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activity would be a really easy decision to take and this in spite of other sectors of
activities which could, for real, absorb thousands of working people. It shouldn’t be
neglected the fact that there are estimations about the capacity of absorption of
manpower in tourism industry and the figures are alarming: only a few hundred of
people.

But over the economic alternatives it is to feel a reserve of the investors to start
a business in Jiu Valley. We have already seen that at the level of collective mentality
of every one of those questioned, the quality of resident people it is not perceived as a
strong element which could convince any investor Romanian or foreigner. We
developed this idea and we established the following hierarchy of motives which made
possible the foundation and maintaining such kind of reserve:
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Figure 8. Motives of reserve in investing in Jiu Valley region

We have above a multitude of motives, whence we are sure would be able to
extract the real ones, but we don’t want to deviate from our axiological neutrality,
that’s why we limit only to present them in the order they are perceived by the
population.

Life in a certain area means not only to live on that territory, but also involve a
multitude of other dimensions, which we examine through the view of satisfaction
expressed by the people regarding the quality of education, of infrastructure, services,
etc. That is why we tested the satisfaction’s degree of the resident people regarding of
many aspects such as: education, number of commercial operations, social services,
number of services operations, means of transport, quality of pavements and streets,
working conditions, possibilities of leisure time’s spending, state of the environment,
mass-media’s quality, habitation’s quality, family relationship, neighbours relations.

For lack of space we won’t present graphical results, but we present textual the
most deficient aspects, but also the most valuable ones:



222 Schmidt, M.C.

a). the most deficient aspects:
working conditions - 68.80%;
quality of infrastructure - 53%;
possibilities of leisure time’s spending - 47.70%;
quality of pavements and streets - 43.50%;
social services - 39.30%.
b). the most valuable aspects:
family relationship - 87.80%;
e neighbours relations - 73%.
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STATISTIC POLL - INSTRUMENT OF STUDY
OF BALNEARY TOURISM ON ROMANIAN SEASIDE

MIRELA SECARA, DANIELA SIMONA NENCIU

ABSTRACT: [nvestigation based on poll is the most used method of selective
research of a collectivity. In the field of tourism, it can provide relevant data concerning
particularities of touring demand during a certain period and area, as well as concerns a
certain form of tourism. The investigation used to achieve the poll within balneary touring area
of Romanian seaside, is conducted on representative fraction of statistic population, according
to the number of tourists, and it is focused on the characteristics of the demand for balneary
tourism present in the area of the Romanian seaside, the attitude, thoughts and needs of the
tourists.

KEY WORDS: statistic poll, sample, statistic population, balneary tourism, touristic
research

1. INTRODUCTION

Conducting an investigation based on poll requires a sum of specific activities,
with a strongly connected, that can be evinced under the shape of the following stages
as: definition of research object and setting of the research objectives, hypotheses and
type of research, creation of questionnaire, setting of the methodology of research of
the population taking part in the research, the sample and sampling method, gathering,
procession and analysis of obtained data, drawing of conclusions. Starting from these
elements we may say that this research target is the Attitude, consideration and
motivation of the demand for balneary tourism on the Romanian shore of the Black
Sea.” Under these circumstances, we may say that the conducted study identified with
descriptive research. Poll investigation is conditioned by clear setting of objectives that
are relevant to the target as: identification of the frequency of seaside visitation by
tourists for balneary treatments, duration of tourists’ vacation for balneary treatment,
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identification of tourists’ source of information to help them opt for balneary resorts
on Romanian concerning balneary natural factors of the Romanian seaside, tourists’
choice of transportation, tourist level of satisfaction of the existing conditions of
accommodation, of restaurant services, evaluation of the amount of spent money
during seaside vacation for balneary treatment, identification of tourists’ income
category, tourists’ intention to come back repeatedly on Romanian seaside for balneary
treatments, apprehension of their suggestions and recommendations to determine an
increase in the quality of services of Romanian seaside balneary tourism.

The population that is the research object of this study is formed of all of the
Romanian tourists that came on Romanian seaside to Saturn resort during the third
trimester of 2008 (July — September 2008), for balneary treatments. Considering the
precision level of the results of 0.8611 (z=1.48) for an error level of 5%, the volume of
the sample has been determined according to formula:

22 pll-p) _1,48°-054-(1-0,54)

n=
A% 0,05°

=218 tourists (1)

where:

n - the size of the sample

z - the coefficient that corresponds to the precision level of the results

p - ratio of sample components that present the characteristic under research (ratio of
tourists’ gender)

Aw - maximum admitted error (£5%).

Thus, I had distributed 218 questionnaires, of which I received 209 back that
can be considered valid according to questions, and 9 questionnaires were incomplete
and I eliminated them.

2. ANALYSIS AND INTERPRETATION OF POLL DATA

A lot of tourists that arrived on Romanian seaside for balneary tourism are
constant clients of this form of tourism, that is, out of the 209 questioned tourists, 138,
that is 66% of them stated that they returned to Romanian seaside for the forth time and
more and 48 tourists, that is 23% stated their third return on this seaside and 21 tourists
- 10% stated that they are here for the second time. The age of the persons that took
part in the poll are those between 36-45 years old of a 22.01% ratio, followed on the
second place by those of 46-55 years old with a 19.62% ration and on the third place
are situated the persons of 26-35 years old with a 16.75% ratio.

Close to the above-mentioned, there are tourists of 56-65 years old with a
15.31% ratio and above 65 years old with a 14.83% ratio. Seaside balneary tourism
does not address necessarily to the older people, but to individuals in their mid-life an
even to young people, this result can be explained owing to the particularity of the
seaside balneary tourism, that is during summer season more and more young tourists
and tourists in their mid-life opt for the Romanian seaside, that by its natural and
balneal-climatic factors provide excellent conditions for tourism in general and are
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closely connected to balneary tourism. Duration of seaside vacation for balneary
tourism was of 18 days for 47% of the questioned tourists; More likely to spend more
time on this seaside, around 18 days, for balneary treatments are tourists of age
between 46 and over 65 years, that is 40% of all tourists, and they are usually retired
individuals or about to retire from work, so that their time allocated to balneary tourism
is much higher, in comparison to younger persons, among 25 and 45 years old, that
register a duration of vacation of maximum 7 or 6 days, according to their holiday
leave from work.

The main source of information for tourists is “recommendation from their
specialist doctor”, followed by “suggestion from their relatives” and on the third place,
they considered the touring agencies. The main method of acquiring treatment tickets
by tourists is by means of subvention from the National Fund for Pension and Social
Security (CNPAS), that is a ratio of 51.19%, meaning 107 tourists, then 78 tourists
bought treatment tickets by means of tourism agencies, that is a ratio of 37.32%. Only
19 tourists bought treatment tickets by means of union house, that is 9%, and 5 tourists
- 2.39%, acquired their tickets by means of Health Insurance County Fund (CJAS).

As concerns the natural and balneary factors of the Romanian seaside, the
mostly considered is “the marine bio-climate rich in aerosols and solar radiations”,
followed on the second place by “the salty water of the Black Sea”, on the third place
“the mineral mesothermal sulphurous waters” and on the fourth place “sapropelic mud
of Techirghiol Lake”.

Personal car is the most used means of transportation in the seaside balneary
tourism, used by 43% of tourists. It is closely followed by railway means of
transportation, so that train is used by 40% of the tourists that come on Romanian
seaside and transportation by means of bus is situated on the third position with only
17%. Concerning services provided by hotels, the level of tourist satisfaction is very
good considering the sample that is 45% of the tourists appreciate accommodation
services as very good and good, while only 10% of them consider them as poor and
slightly satisfactory.

As for the tourists accommodated in three star hotels, they are more satisfied
that is 55% of them regarded the services as very good and 36% of them considered
services as good. As concerns tourists accommodated in two star hotels, their level of
content is not that high comparing with those in three star hotels, so that only 34% of
them consider the accommodation as very good, while 57% of them consider it a good
place and 8% of them see it as an average accommodation. Generally, tourists’
discontent regarding accommodation is generated by some lack of comfort and
ambiance of the room, malfunction of installations or cleaning and room-service.

The quality of restaurant services is influenced by the variety of served menu,
its quantity and quality, followed by the prompt serving, all of these being emphasized
by the ratings obtained that are good towards average as: 40% of tourists appreciated
that services in restaurants are good, 28% considered them as average, 16% as poor
and 8.62% of them viewed them as very poor; only 7% of the tourists appreciated that
restaurant services are very good. Tourists’ appreciation as concerns balneary
treatments show a very high level of satisfaction. Thus, 89% of the tourists consider
that seaside balneary treatments are very good and 11% of them think they are good.
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The high level of satisfaction among tourists as regards balneary treatments is
generated mainly by treatments of curing type and wellness, that have been appreciated
as very good by 194 of tourists, meaning 93%; on the second place they appreciated
the competence and professionalism of medical personnel, considered very good by
189 of tourists, that is 90%, on the third place, they consider the quality o balneary
treatments, that is viewed as very good by 183 of tourists, meaning 88%, and on the
fourth place, they appreciated the variety of balneary treatments, 178 tourists, that is
85%, thought they are very good.

Tourists’ appreciation concerning the range of seaside leisure activities shows
a high level of satisfaction. Thus 38% of them consider that seaside entertainment
activities are very good, 43% of them consider them as good, 5% see them as average,
9% think of them as poor and 5% of the tourists consider seaside entertainment as very
poor. 59% of the total of questioned tourists had spent relatively low amounts of
money ranging from 100 RON to 500 RON. This aspect demonstrates us once again
the government subvention feature of this type of tourism, supported by state budget,
under the circumstances that 107 tourists, that is 52% answered that they acquired their
tickets by the National Fund for Pension and Social Security (CNPAS), so that the
price of the treatment tickets was of 50% state subvention; thus tourists had relatively
small expenses left, since 39% of tourists arrived on the seaside for balneary treatments
achieve incomes over 1000 RON, 26% achieve incomes ranging between 601-1000
RON, 21% have small incomes of only 300 RON, and 13% have an income between
301-600 RON.

3. CONCLUSIONS

The conducted poll has been an experimental one that shall represents a
starting point to conduct polls inside the other balneary resorts of Romanian seaside
that is inside balneary sanatorium in Mangalia and Techirghiol. We consider that on
the entire Romanian seaside, balneary resorts present with particularities as concerns
balneary treatments and that is why the questionnaire has to be adapted to them and
eventually the poll has to be accordingly divided to present the variation of balneary
phenomenon in the resort. At the same time, we wish that the periodicity of conducting
the future polls to be trimester-like, so that we can analyze extra-season periods as
well. Moreover, we want the future poll to capture international balneary tourism on
Romanian seaside, so part of the questionnaire shall need adjustment.
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KNOWLEDGE BASED ECONOMY - THE BASIS FOR
INSURING A SUSTAINABLE DEVELOPMENT

MIRELA SIRBU, OVIDIA DOINEA,
MADALINA GIORGIANA MANGRA *

ABSTRACT: At present, at global level, is more and more visible the fact that the
information and knowledge exercise a decisive impact over the functionality and performance
of organizations, assuring the sustainability of the economy on long term. Switching to economy
based on knowledge is an inevitable process, particularly complex and difficult, that generates
for organizations many opportunities and creates, in the same time, an ideal framework for
sustainable development. Building the economy based on knowledge, ensuring premises for an
accelerated and sustainable growth of the economy, simultaneously with strengthening social
cohesion and increasing concerns for environmental protection, is an important strategic
objective of European Union. Following, the sustainable development must be addressed as a
"responsibility of present to secure the future", the knowledge-based economy forms the basis
to achieve this desideratum.

KEY WORDS: sustainable development, performance, knowledge, knowledge-based
economy, based on specialist knowledge, intellectual capital

1. INTRODUCTION

The major concern of organizations, under the current conditions in which
information means power, is to obtain the necessary knowledge at a high quality level
and using it with maxim effectiveness, by making proper managerial decisions and
realizing actions and behaviours, with the purpose of insuring an accelerated and
sustainable economic growth.

Information became more and more of a resource, a major active, a main
product and at the same time a strategic advantage for organizations. Other than
insuring human, material, informational and financial resources, high performance
organizations are more and more preoccupied with the production, transmission, use,
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storage and protection of knowledge, especially that strategic knowledge so essential to
firms® development.

The rapid and profound mutations that take place in the global economy under
the impact of the influences exercised by the revolution of knowledge have brought to
surface the need of establishing a knowledge based economy and its approach from a
more pragmatic and prospective point of view. The EU’s strategy [4], adopted at the
Lisbon Summit in 2000, whose strategic objective is that by the year 2010 it should
become the most competitive knowledge based economy in the world, capable of a
sustainable development and creator of new workforce, is consensual with the
concerns had by the world’s developed countries.

2. SUSTAINABLE DEVELOPMENT - A PRESENT RESPONSIBILITY FOR
THE FUTURE'S INSURANCE

Sustainable development is a concept introduced and made popular in 1987 by
the World Committee for Environment and Development (WCED) in the report “Our
common future” also known as the Brundtland [5] report and is defined as being “that
development that satisfies the needs of the present without compromising the future
generations” possibility of satisfying their own needs”. The report acknowledged that
the economic development cannot be stopped but that strategies must be modified so
that they match the ecological limits provided by the environment and by the planet’s
resources.

Only after the Conference regarding the environment and development
organized by the UN at Rio De Janeiro in the summer of 1992, also known as “The
Earth’s Summit®, did the term “sustainable development” become highly popular;
among other things the summit elaborated a plan to maintain sustainable development.
Starting with the year 1997, sustainable development became an objective of the EU,
when it was included in the Maastricht Treaty.

The concept was initially connected to problems regarding the environment
and the natural resources crisis, especially those concerning energy 30 or so years ago.
Sustainability starts from the idea that human activities are dependent on the
environment and its resources, and health, social security and the society’s economical
stability are essential in defining the quality of life.

Contextually, Lester Brown stated that “a sustainable society is that which
molds its economical and social system in such a way that its natural resources and life
support systems are maintained”.

Sustainable development approaches the concept that is the quality of life, in
complexity, under economic, social and environmental aspects, promoting the idea of
balance between economic development, social equity, efficient use and the
preservation of the environment. The key element of sustainable development is the
“reconciliation” between the development process and the environment quality,
promoting the integrated process of elaborating and making decisions, on a global,
regional, national or local level.
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Moreover, this development depends on the fair distribution of development
costs and benefits among generations and nations, being based on the following major
principals:

e a concern for equity and fairness between countries and between
generations;

e along lasting vision on development;

e gsystematical thinking - the interconnection between environment,
economy and society.

Thus sustainable development strategies emphasizes the interdependency
between the local and the global, between developed countries and those that are in the
course of development, accentuating the need for cooperation within and between the
economic, social and environment sectors. Sustainable development offers a means by
which communities can efficiently use resources, create efficient infrastructures,
protect and improve the quality of life and deploy new commercial activities that will
consolidate their economy.

In an environment that evolves rapidly companies need to proactively employ
themselves and answer to the economical, social and environmental opportunities and
threats. They must understand and assume the responsibility of satisfying the needs of
present and future stock holders. Regardless of their size, companies must consciously
acknowledge the fact that investing in human wealth fare basically means, building and
maintaining their future market and insuring the continuity of the natural capital, those
companies depend on, which on the long run conditions the success in business.

The purpose of the EU’s sustainable development strategy is the continuous
improvement of the quality of life for present as well as future generations. However
this can only attained within communities capable of rationally and efficiently using
their resources and of discovering the economy’s ecological potential, by insuring
prosperity, environmental protection and social cohesion. The EU as well as its
member states must cooperate in order to achieve a sustainable development. In other
words the communitarian policy for sustainable development must be complementary
to the policies deployed by member states.

3. SUSTAINABLE DEVELOPMENT IN KNOWLEDGE BASED ECONOMY

The role knowledge plays in modern economy, which is the growth of the
economical importance of information, technologies and human capital, has
determined the switch from a resource-based economy to one that is predominantly
knowledge based. The knowledge revolution generates profound and essential changes
of all the economical activities' components, radically influencing the productiveness
and competitiveness of firms and of national or global economies.

Knowledge —based economy is mainly characterized by the transformation of
knowledge into raw commodities, capital, products, essential production factors of the
economy and by economic processes through which the generation, sale, purchase,
study, deposit, development, distribution and protection of knowledge became
predominant and decisively influence profit attainment and the insurance of the
economy’s sustainability, on the long run [3].
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Knowledge-based economy presents certain characteristics that differentiate it
from all previously known types of economies [2]:

The primordial nature of knowledge in all areas of the economic activity
due to the decisive impact it has on the organizations' functionality and
performances;

Economic activities based on intangible resources, mainly represented by
the firm’s employees, the knowledge and information they posses, which
are basically a firm’s main actives;

The high share of national patrimonies owned by the intellectual property;
Focusing economic activities on the handling of information, the
accumulation of knowledge and the production of knowledge-goods,
which will ultimately be the most sought after and appreciated
merchandise;

The enhancement of equipments and symbolic products (cards, electronic
trade, internet banking, computer program packages, projects, etc) along
with the relative diminishment of physical products;

The demassification of production, in the context of eliminating the need
to concentrate large quantities of physical and human resources in an
organization, in order to generate viable performances;

Accentuating the creation and improvement of technologies which impose
conditions on organizations® survival and performances;

The continuous growth of the services share within the economy, to the
detriment of the production sector, because services generally include a
larger volume of knowledge as opposed to products;

The development and amplification of exports, as an effect of minimizing
the differences between national markets and the gradual elimination of
time and space institutional barriers between countries;

Multiplying the number of small enterprises, characterized by flexibility
and a high adaptability to environmental changes;

The proliferation and diversification of the forms of economical
association between organizations (strategic alliances, firm networks,
industrial parks, etc) with the purpose of capitalizing knowledge and other
resources at hand.

All these characteristics determine the structure of the knowledge based
economy, nature, as well as the ways of realizing economic processes. Thus, we
observe a growth in the degree of complexity and diversity of knowledge-based
economy, including new branches that consist of the creation and use of knowledge,
such as: computer science, telecommunications, research-development. Moreover, the
content of classic economical branches change, by including complex processes of
handling and capitalizing knowledge (electronic commerce, top industries etc). The
most significant mutations that occur in economical process deployed in the branches
of economy are:

The intellectualization and dematerialization of economical processes,
articularly in sectors such as: education, computer science,
communication, consultancy etc;
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e Working from home is gaining terrain in all economical branches as a
consequence of work intellectualization, the expansion of
telecommunications and the large — scale propagation of computer science;

e The development of telework, which consists of deploying certain
correlated work processes, to which people from different emplacements
participate, in real time, and who together realize products, services of
projects, through the use of various means of communication (oral,
electronic, auditory etc.);

o The expansion of electronic economical sectors: e-commerce, e-banking,
e-learning;

e The degree of the integration growth of activities within various economic
branches.

Structural changes in economy involve a new occupational structure, but they

also involve the surface a new social class, of knowledge-based professionals:

e human resources that actively participate in economic activities;

o intellectual capital owners, whom knowledge based economy is
predominantly based on.

P. Drucker emphasizes their role and estimates that “the most important active
of the 21st century will be represented by knowledge-based professionals and their
productivity [1].

The rapid and profound mutations exerted by the knowledge revolution on the
world economy, and the considerable growth of the intellectual capital in the fight over
the consolidation of market vantages, have determined political factors, ever since the
Lisbon Summit in 2000, to elaborate the EU’s strategy of building a knowledge-based
economy that has four main strategic objectives:

e building inclusive and dynamic knowledge-based economies;
e producing an accelerated and sustainable economic growth;

e returning to the plenary use of human resources;

e modernizing social security systems.

In order to achieve these objectives, the main directions of actions are to
continue the economical reform for the creation of a knowledge-based economy and to
strengthen the European social model, which is based on investing in people.

4. CONCLUSIONS

The particular nature and high quality level of the knowledge-based economy
offers new opportunities for firms, countries and local communities to create a proper
environment for a sustainable development. The transformation of knowledge into the
essence and main driver of development and economic performances is mirrored in the
escalation of the processes that take place for their attainment, taking a more definite
shape, as an essential component for creating an optimum environment for the display
of the knowledge-based economy.

In the background of the knowledge revolution, firms must maintain and
continuously develop their knowledge portfolio in order to deploy competitive
activities, meaning they need to become organizations that are permanently involved
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in the process of learning. The success of this action is conditioned: all employees
must understand the need to transform knowledge into the firm’s main resource and
managers must also be fully involved in this process.

The accumulation of knowledge and their proper use can be realized by each
employee’s individual learning as well as by organizational learning realized through
various methods:

e offering professional assistance and advice;
e special professional improvement programs outside the organization;
e training programs within the organization etc.
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CONSOLIDATION IN WORLD STEEL INDUSTRY -
IMPLICATIONS FOR POLAND

BEATA SLUSARCZYK ~

ABSTRACT: Consolidation of enterprises has intensified with the growth of global
competition. In the nineties of the past century, these processes became a conventional way for
market expansion, leading to establishment of huge international companies with biggest
influence on world economy. In steel industry, processes of consolidation have also been the
leading processes in management, particularly during a time of prosperity for steel products
that have taken place in recent years. The global consolidation has influenced the steel industry
in Poland as well.

KEY WORDS: steel industry, consolidation, globalisation

1. INTRODUCTION

Operation of steel companies under conditions of globalization requires regular
changes which allow for increased competitiveness in the market.

This rise is aimed at improvement in steel companies’ financial standing and
comprises a response to changeable environment. Environment resulting from the
processes of globalization is characterized by a variety of features, which include [1,
9]:
structure of production and services
technological innovation
nature of relations in terms of suppliers and consumers
customers’ requirements and competitors’ behaviour
principles of economic policies in the countries and supranational
organizations.

Each of the listed elements requires regular analysis, as a result of which some
complex decisions in relation to the operational strategies are made. Taking these
elements into consideration, with reference to steel companies, causes that processes of
consolidation can be observed.
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Main factors which caused huge number of mergers throughout Europe and
worldwide in recent years include general privatization and restructuring of companies,
liberalization of regulations conducive to market competitions, steelworks’ investment
needs and tendencies to develop free markets in biggest world economies. As a result
of restructuring and privatization processes in steel industry in EU countries which
occurred in the seventies and eighties of the past century, several steelworks group
appeared and dominated European steel industry with its control over the steel
manufacturers’ markets.

These groups were created as a result of numerous mergers and horizontal
acquisitions. The goal of the processes was to take advantage of the highest share in the
market and the influence on its formation, appearance of the opportunities of
complementary sourcing, to adapt production capabilities to demand for steelworks
products and to obtain synergy effect, mainly in terms of cost reduction. These mergers
were accepted by the European Union and the European Coal and Steel Community
since, in consequence, they led to rationalization of production [8].

Phenomenon of mergers and acquisitions intensified with the development of
global competition. These processes became, in the nineties of the 20th century, a
fundamental method of market expansion in companies, leading to appearance of huge
international businesses with the strongest impact on world economy and playing
significant role in politics and social life. There are several motives to undertake
consolidation efforts in iron and steel industry. Undoubtedly, most significant ones
include: universal nature of steel products with their demand anywhere in the world,
fast development of metallurgical technologies through global learning and fast
transfer of the processes and know-how implemented in steelwork companies or the
need for huge capital expenses to cover new and modernization-related investment
projects.

Through consolidation of the producers, consumers can have an access not
only to local market but also to global ones. Moreover, integration processes are forced
by the necessity to meet financial expectations of the owners of privatized steelwork
companies and also the need for demonstration of financially efficient strategies to
international financial organizations in the case of acquisition of capital from these
entities. Weakening of commercial barriers resulting from the end of the era of local
companies also comprises a stimulus to create supranational companies.

Undoubtedly strongest arguments for mergers or strategic alliances include
enhanced competition caused by excessive production capabilities. Competition is
bigger in the case of division of the industry. Monopolistic and oligopolistic structures
limit competitiveness and allow for reaching higher profits [5].

A very important factor in consolidation processes in recent years is growth in
global economy and consistent urbanization and development of the Chinese
infrastructure, which contributes to growing demand for steel.

The listed factors force creation of strong economic entities which are able to
compete in difficult domestic and world markets. Operation of steelwork companies is
currently becoming possible for economic entities with considerably high level of
capital [7]. These features are typical of the global companies that appeared in the
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nineties of the past century, which had strategic position based not only on
geographical premises but also on other reasons which determine competitiveness.

However, a key reason for consolidation of the sector indicated by many
experts was fast progressing globalization of the customers for steel products,
including, in particular, automotive industry and the industry of packages and
household goods. In the case of slower, as compared to non-steel branches, rate of
consolidation in steel metallurgy sector this area will be in a very difficult position. If
the steel industry is to be divided, a situation is very probable where this sector will be
forced to compete for procurement to e.g. strongly consolidated automotive industry.

Therefore, structural changes in steel industry are highly desirable or even
necessary. They can lead to tightening partnership with other steel manufacturers as
well as to limitation of susceptibility to unexpected market cycles.

Main condition which determines profitability of iron and steel production is to
participate in adequately big market segment. In relation to a number of steel products,
it is necessary to encompass market segments bigger than local markets, which makes
the manufacturers compete in regional and world markets. This leads to market
globalization while competition in global market calls for consolidation of producers.
Individual manufacturers do not stand the chances with regional or global
organizations of manufacturers in a longer time horizon.

Individual producers can find conditions conducive to functioning only in
market segments characterized by special features, used in relatively small amounts.
Another opportunity is to operate as partners supplying semi-finished goods to bigger
steel consortiums. In world market of iron ore, 75% is controlled by three companies,
75% of aluminium market by five companies, however, 75% of steel market demand is
satisfied by 102 businesses. Such a division leads to constant excess of poorly used
production capacities, low steel prices and constant destruction of capital [11].

Big concentration of production within regional and global organizations with
high-end technologies which function according to the most rational economic
principles means that, under conditions of open market, their offer is becoming more
and more available and competitive.

Consolidation, which adopted international tendencies in the nineties of the
past centuries, known as globalization, defined by OECD as ‘a process where markets
and production in different countries are becoming more dependent, which results
from dynamics of commerce, services and transfer of capital and technologies’.
Melting barriers in commerce in all markets, availability of capital and mobility of
know-how at higher uniformity of products impact on growth in competitiveness and
appearance of supranational companies which seek their opportunities in investments
in different industry branches in different countries in order to create new markets [7].

2. CONSOLIDATION IN STEEL INDUSTRY

Driven by globalization, future of iron and steel industry depends on:
production cost reduction, strengthening of research and development, intensification
of dialogue between companies that process steel and their end consumers, opening of
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new areas of application for steel and self-awareness of the employees’ steelwork
companies.

Among biggest mergers and acquisitions in the European iron and steel
industry since mid nineties of the 20th century, the following companies should be
listed [

(1997) Thyssen (Germany) - Krupp (Germany);
(1997) Arbed (Luxemburg) - Accelaria (Spain);
(1998) Usinor (France) - Cockerill Sambre (Belgium);
(1999) British - Steel (UK) - Hoogvens (the Netherlands); Corus was
established;
e (2001) Arbed SA (Luxemburg) - Usinor SA (France) - Aceralia
Corporacion Siderurgica SA (Spain). Arcelor group was established in
effect. At the initial moment the company employed over 110,000
employees worldwide. Steel production amounted to ca. 46 million tonnes
while a consolidated turnover reached ca. 30 billion Euro [6, 16];

e (2006) merger of Mittal Steel Company with Arcelor Group;

e (2007) Indian Tata Steel took over Corus Group, which placed it seventh in
the list of biggest steel producers, with annual production capacity of 23
million tonnes [3].

A shining example of consolidation in steel industry on a global scale is
development of LNM Group (later Mittal Steel Company) through right investments
and acquisitions [18]. Mittal Steel Company is the most dynamically developing steel
consortium worldwide. It encompasses all the aspects of modern steel industry while
offering a wide assortment of flat and long products in order to meet the demand
among their customers. However, the most essential actions, according to the
company’s owner, is to find synergy between a variety of the Group’s divisions and to
determine the leading product [15].

As a global company, the Group has advantage over its competitors. It can
make use of the experience of its steelworks located all over the world. This concerns
e.g. production technologies, sales of marketing. Undoubtedly, additional asset is the
staff employed for Mittal Steel - it comprises the representatives of forty five
nationalities [14]. In 2006, a spectacular merger of Mittal Steel Company with another
steel tycoon, Arcelor, took place. The resultant entity, Arcelor Mittal, employs 320,000
of workers in over 60 countries in the world. Its production capacity reaches over 10%
of world steel production [17].

Undoubted benefits for new companies that were established after mergers and
acquisition included: strengthening of position in the market of steel products,
enhanced geographical range through complementary market positions of the merged
companies, strengthening and improvement in the system of distribution, cost
effectiveness, elimination of the conflicting programs and functions concerning
administration, sales, marketing and IT systems, optimization of production and
logistics, widening of the range of products.

Despite obvious benefits resulting from the processes of consolidation, the
theses are formulated that mergers rarely succeed since merger of two companies

5]
o (1995) Cockerill Sambre (Belgium) - Eko Stahl (former GDR);
[ ]
[ ]
[ ]
[ ]
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destroys share value. Despite shareholders being convinced to synergy effect and cost
effectiveness, it would be good to have shares located in two separate companies. The
scale and scope of risk of consolidation depends on a variety of factors: the type of the
adopted strategy, position of the local currency, country of origin of the partners etc.
These problems typically result from [10]:

e improperly formulated expectations, resulting from ill-considered strategy

and overestimation of the synergy effect,

e overpaying due to incompetent negotiations and overestimation of the

effects of transactions,

e difficulties in integration of the two organizations due to cultural and

language barriers as well as styles of management.

However, despite strong arguments against the phenomenon of consolidation,
the practice of European and world iron and steel industry indicates the necessity of
intensification of integration processes.

The process of globalization in iron and steel industry is constantly developing.
In 2005-2007 annual global production of steel production was rising (Table 1).
However, as a result of the global recession, the value of the steel manufactured in
2008 decreased by nearly 2%. According to many experts, the process of globalization
will be ended or nearly ended when a few biggest producers manufacture 40-50% of
world steel production. During the analysed period, only six steel giants were able to
produce 20% of these products. On the other hand, production capacity in twenty
biggest steel producers accounted for ca. 40% (2005 - 38.5%; 2006 - 38.4%; 2007 -
40.1%; 2008 - 41.2%).

ArcelorMittal was the world biggest steel manufacturer in 2006-2008.
However, its share in production of steel decreased gradually from 9.36% in 2006 to
7.65% in 2008. According to the newest ranking by Word Steel Dynamics in 2009,
ArcelorMittal is losing its leading position in world steel production. First place was
taken by Russian Siewierstal, second one by the Korean Posco while third — by
Chinese Baosteel. ArcelorMittal is located as fourth and the first five places are ended
with Russian Novolipetsk Steel. This ranking, however, is not developed on the basis
of current results in the companies, but also on the basis of the prognoses based on the
contracts of supply and production capacities.

In early nineties of the 20th century in Polish iron and steel industry, during
making decisions on restructuring of Polish steel sector, a necessity of consolidation of
domestic steelwork companies was emphasised. Positive experience of world iron and steel
industry in this area was a great argument for integration in steel sector. Merger of Huta
Katowice and Huta Sendzimira steelworks was an integration project suggested a few
times in Polish steel industry. However, no action was undertaken towards realization of
these projects, neither in the beginning of steel sector restructuring nor later.

In 1999, when rapid privatization of Polish steelworks was expected, integration of
two biggest Polish steelwork companies was found to be seriously delayed [13]. However,
despite direct indications to the need of integration of Polish steel sector, no substantial
consolidation activities were undertaken during ten years of the process of steel industry
restructuring. Consolidation would also allow for concentration of the selected production
capacities and the capital under uniform management in order to enhance efficiency of
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restructuring process in the sector, leading to reaching competitive position in the open
market (viability).

Table 1. Production level and share in world production for twenty biggest steel
manufacturers in 2005-2008

2006 2007 2008
No. Position Produc- Share in Position Produc- Share in Position Produc- Share in
. tion level world . tion level world . tion level world
in the PR . in the PR in the PR
ranking in million pl'OfiuCth ranking in million Prm.luc- ranking in million Prm.luc-
tonnes nin % tonnes tion in % tonnes tion in %
1 Arcelor 117.2 9.36% | Arcelor 116.4 8.61% | Arcelor 101.6 7.65%
Mittal Mittal Mittal
2 Nippon 32.7 2.61% | Nippon 35.7 2.64% | Nippon 375 2.82%
Steel Steel' Steel'
3 JFE 32.0 2.55% | JFE 34.0 2.51% | Baoseel 354 2.66%
Group
4 POSCO 30.1 2.40% | Hebei 31.1 2.3% | Hebei 333 2.51%
Steel Steel
Group Group
5 Baosteel 22.5 1.79% | POSCO 31.1 2.3% | JFE 324 2.44%
6 U.S.Steel 21.2 1.69% | Baosteel 28.6 2.11% | POSCO 31.7 2.38%
Group
7 Nucor 20.3 1.62% | Tata 26.5 1.96% | Wuhan 27.7 2.08%
Steel” Steel
Group
8 Tangshan 19.1 1.52% | Shangdon 23.8 1.76% | Tata 24.4 1.83%
g Steel Steel®
Group
9 Corus 18.3 1.46% | Jiangsu 229 1.69% | Jiangsu 233 1.75%
Group Shagang Shagang
Group Group
10 | Riva 18.2 1.45% | U.S.Steel 21.5 1.59% | U.S.Steel 232 1.74%
Group
11 Severstal 17.5 1.39% | Wuhan 20.2 1.49% | Shangdon 21.8 1.64%
Steel g Steel
Group Group
12 | Thyssen 16.8 1.34% | Nucor 20.0 1.48% | Nucor 20.4 1.53%
Krupp®
13 Evraz 16.1 1.28% | Gerdau 18.6 1.37% | Gerdau 204 1.53%
Group
14 | Gerdau 15.6 1.24% | Riva 17.9 1.32% | Severstal 19.2 1.44%
15 | Anshan 15.3 1.22% | Severstal 17.3 1.28% | Evraz 17.7 1.33%
16 | Jiangsu 14.6 1.16% | ThyssenK 17.0 1.25% | Riva 16.9 1.27%
Shagang rupp’
Group
17 Wuhan 13.8 1.10% | Evraz 16.2 1.19% | Anshan 16.0 1.20%
Steel
18 Sumitomo 13.6 1.08% | Anshan 16.2 1.19% | ThyssenK 15.9 1.19%
Steel rupp’
19 | SAIL 13.5 1.07% | Maanshan 14.2 1.05% | Maanshan 15.0 1.13%
Steel Steel
20 | Techint 12.8 1.02% | SAIL 13.9 1.02% | Surnitomo 14.1 1.06%
Metal Ind
World 1251.0 100.00% | World 1351.3 100.00% | World 1326.5 100.00%

T includes part of Usiminas;  includes Corus; > 50% of HKM included in ThyssenKrupp
Source: self study on the basis of- Steel in Figures IISI (2006, 2007, 2008, 2009)

Finally, first process of consolidation encompassed: Katowice, Sendzimir, Florian
and Cedler steelworks. Strong cooperation dependencies between Sendzimir and Florian
steelworks in terms of cold-rolled plates and Katowice and Cedler steelworks in terms of
supply of furnace charge were taken into consideration.
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Moreover, the expected cooperation-related bonds were considered; they consisted
in supplies of furnace charge from Huta Katowice to Huta Sendzimira for manufacturing of
hot-rolled sheet metals. Polskie Huty Stali S.A. (PHS S.A.) were established in 2002. This
holding included the four abovementioned entities. Production capacity of the consolidated
steelworks was formed at the level of 60% of domestic production [2].

The PHS S.A. was intended to adopt a form of a consortium (departure from legal
independence of each steelworks). After its establishment, the consortium was privatized.
Inclusion of LNM Group (later Mittal Steel Company, then Arcelor Mittal) to Polskie Huty
Stali caused that the consortium became a part of global structure. This allows for
reduction of costs through common purchase of raw materials. Undoubtedly, a beneficial
aspect is to make use of the international network of distribution owned by the new
investor. The consortium also included the former Huta LW, which in 2005 was taken over
by Arcelor.

World tendencies in organization and management in iron and steel industry
confirm the need for consolidation of this sector in Poland. Thus the processes of mergers
were intensified in recent years. Ztomrex, which combines purchase of scrap metal,
production and distribution of steel, took over, in 2006, Voestalpine Stahlhandel from
Austria. This transaction allowed for reaching revenues of 400 million Euro and the
access to distribution in over ten East and Central European countries. This year,
Ztomrex overtook a controlling block of shares from another steel operator - Centrostal
Gdansk [13]. Moreover, Ztomrex also includes e.g.: Ferrostal Labedy sp. z 0.0., HSW
Huta Stali Jakosciowych sp. z 0.0. and HSW Walcowni¢ Blach sp. z 0.0. Another
company which intensively operates in steel market is Alchemia S.A., who is the
owner of Huta Batory and Huta Bankowa.

3. SUMMARY

According to the experts, the process of consolidation will encompass not only
the steelworks themselves, but the vertical consolidation will also take place. Mergers
will be carried out by the producers with ore suppliers or operators. Some structures,
very profitable for the market, ensuring energy and raw material safety, will be created
in this way.

Globalization of the industry observed in world iron and steel industry is a
process which, through synergy effects, brings great benefits while it strengthens and
extends the processes of consolidations.
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THE IMPACT OF THE NEW BASEL ACCORD
ON THE SUPPLY OF CAPITAL TO EMERGING
MARKET ECONOMIES
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ABSTRACT: The New Basel Accord aims to ensure that international banks’
regulatory capital reflects more closely the credit quality of their loan portfolios. This means
that capital charges will be higher for lending to low credit quality borrowers. Some have
argued that this increased risk sensitivity will lead to a curtailment in the supply of capital to
emerging market economies (EMEs) .There are several reasons to think that the impact of the
new Accord is unlikely to be as dramatic as some commentators have suggested.
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Since 1999 the Basel Committee on Banking Supervision has been working on
a revised Capital Accord, which should align regulatory capital requirements with the
actual risk associated with banks’ assets, calculated with modern risk management
techniques. The new Accord will increase regulatory capital for lower rating classes
and, as a consequence, many observers feared that bank lending to emerging markets
would decline. The series of revisions of the new Accord have already contributed to
dampening fears of a large impact on lending to high risk lenders. After the first
consultative proposals for Basel II were released in June 1999 and January 2001 the
Committee received a large number of responses (BIS, 1999; BIS, 2001).

The New Basel Accord aims to ensure that international banks’ regulatory
capital reflects more closely the credit quality of their loan portfolios. This means that
capital charges will be higher for lending to low credit quality borrowers. Some have
argued that this increased risk sensitivity will lead to a curtailment in the supply of
capital to emerging market economies (EMEs) .There are several reasons to think that
the impact of the new Accord is unlikely to be as dramatic as some commentators have
suggested.
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Foremost among them is that previous analyses have assumed that banks price
their loans on the basis of the regulatory capital charge. But in reality the link between
regulatory capital and loan pricing is far from direct. Banks themselves have an interest
in maintaining a prudent stock of capital to guard against unexpected losses, and this
‘economic’ capital is consequently linked to the credit quality of the bank’s assets.
Loan pricing reflects the level and the cost of economic capital, and these are not
automatically affected by a change in regulatory capital — indeed the new Accord is
intended precisely to align regulatory capital more closely with economic capital.

The new Accord links the capital charge for credit risk to explicit indicators of
credit quality, either measured externally (the standardized approach) or internally (the
internal ratings based approach, or IRB). This stands in contrast to the current Accord,
under which capital charges against sovereign and inter-bank loans are based on
whether the borrower is domiciled in the Organisation for Economic Co-operation and
Development (OECD).

Under the current Accord, lending to a non-OECD country bank carries a
charge of 8% if the maturity of the loan is greater than one year, compared with a
charge of 1.6% for shorter-term claims. This sharp step-up in capital requirements for
longer-term lending is viewed by some as having encouraged an increase in short-term
lending to Asian banks in the mid-1990s. The new Accord could potentially affect
lending to and within emerging markets through two channels. First, it could affect
cross-border flows to EMEs. For this type of lending the key issue is how the new
Accord will affect international banks. Second, the new rules could affect flows of
credit within EMEs. The impact of the Accord here will depend on the treatment of
domestic banks, and subsidiaries and branches of internationally active banks located
in EMEs. These two channels are considered in turn.

Most international banks are likely to adopt the IRB approach, which sets
minimum capital as a function of their assessment of the probability of default of the
borrower, and, for banks using the advanced approach, an estimate of loss given
default. The OECD effect is clear — capital requirements on lending to OECD member
borrowers with relatively low credit standing, for example Turkey, could increase
markedly. The average regulatory charge for lending to EMEs that have a relatively
high credit standing (ie around or above the investment grade boundary, eg countries
such as Chile, South Africa and Malaysia) will generally be reduced. There can
therefore be few concerns regarding the impact of the new Accord on loan supply to
these countries. On the other hand, the average regulatory minima for lending to lower
credit quality countries will generally increase.

For countries where the regulatory requirements may increase, the key
question is whether the new regulatory minima will substantially exceed the economic
capital that banks would otherwise hold — in which case a rise in loan prices might
ensue.

Foreign banks have in recent years increased their activity in EME banking
markets through the purchase of subsidiaries and establishment of branches. In Mexico
and Poland, for instance, more than 70% of national banking system assets are owned
by foreign banks. In addition, foreign bank participation in certain EMEs appears to be
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concentrated in a few internationally active banking groups, which are sufficiently
sophisticated to qualify for adoption of the IRB approach.

It is not yet clear which standard will be applied to the branches and
subsidiaries of such groups. If local operations of foreign banks are treated under the
IRB approach, the question again arises whether the new minimum capital charges
would bite, which depends again on how far these banks price loans on the basis of
economic - rather than regulatory - capital. Most domestically owned banks in EMEs
are likely to adopt the standardised approach, under which minimum capital charges
for EME lending seem unlikely to change much.

The majority of corporate exposures in emerging markets are likely to fall into
the “unrated’ category which retains the 8% charge. And while the new Accord has
introduced an additional charge for operational risk and a higher charge for non-
performing loans, the lower risk charge for retail business may offset these.

Moreover, national supervisors can opt to allow banks under their jurisdiction
to assign a low risk weight to holdings of government debt denominated in local
currency, and to assign a risk weight to interbank exposures that is one category lower
(ie a higher risk weight) than the risk weight on sovereign claims.

Concerns about a negative impact on lending to lower rating categories, a
characteristic shared by most small and medium sized firms and emerging markets, led
to a reduction of these risk weights in the subsequent revisions (BIS, 2003).
Nevertheless, the third Quantitative Impact Study 3 (QIS 3)1 revealed that capital
requirements for sovereign exposures will still rise by 28% under the Advanced IRB2
and 47% under the Foundation IRB for Group 1 banks. Given the prominent role of
Group 1 banks in lending to emerging markets, this rise in requirements might
potentially lead to large adjustments in international bank lending to emerging markets.

Furthermore, even in the absence of large changes in capital costs, Basel II
might have a significant impact on bank lending flows since small spread changes may
induce large portfolio reallocations. And, following Griffith-Jones or Calvo, in a
market characterised by credit rationing, spread increases may lead to the exclusion of
borrowers. The simple categorisation under Basel 1 gave banks leeway for capital
arbitrage by choosing higher-risk assets within a given risk category. In particular, the
OECD/non-OECD distinction in principle allowed banks to hold risky assets (e.g.,
Mexico) without commensurate capital.

The critical questions in assessing the impact of Basel II are the relationship
between regulatory and economic capital and which of them is the binding constraint.
We test these two interlinked hypotheses: is economic or regulatory capital the binding
constraint? And: have banks already based credit decisions on economic capital in the
past? To the extent that the new Accord succeeds in aligning regulatory capital
requirements with economic capital, which are based on modern risk management
techniques, Hayes and Saporta (2002) suggest that it should have no impact on credit
decisions of banks already using these techniques.

Basel II regulatory capital estimates are lower than the economic capital
estimates for these sovereign portfolios, which is a prerequisite for the hypothesis of
the neutrality of Basel II. Banks already base their lending decisions on credit risk
models. Given that these banks provide the lion’s share of bank lending to emerging
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markets, and more banks are in the process of adopting modern risk management
techniques, we conclude that by the time Basel II will be adopted (year end 2006) it
will have only a negligible effect on German banks’ loans to emerging markets.

Studying the effects of capital regulation at the individual bank level is that it
permits differentiation between size and ownership structure. This differentiation is of
particular importance in the context of the German financial system which is composed
of a few large private banks and a substantial share of public sector banks. Given the
mandate of public sector banks and the guarantees extended to these banks the business
policy and objectives pursued may differ substantially from private sector banks.

The increase of capital costs predicted in the context of Basel II will not be
relevant for bank lending to emerging markets, provided that they remain below the
unexpected loss. Unexpected loss of banks depends on models used to calculate
unexpected loss and confidence intervals chosen and will thus vary across banks. It is
the explicit intention of the Basel Committee to bring regulatory capital into line with
economic capital from below, and not to top it.

Basel II will not affect banks’ lending if banks’ estimates of economic capital
is the same as or exceeds regulatory capital (under Basel I and Basel II) and,
additionally, if the banks consider the unexpected loss in their lending decisions.

Basel II will have a limited effect on loans to emerging markets, as least if
German Banks are representative of other banking systems. The Basel Committee
seems to have achieved the goal of bringing regulatory capital in line with economic
capital from below. It seems to be that the capital costs will not rise on average and,
additionally, that most internationally active banks have already adopted modern risk
assessment tools for their decisions.

The new Basel Accord seems unlikely to have a significant impact on banks’
willingness to supply credit to emerging markets. Moreover, it is important to bear in
mind that the new Accord applies only to a subset of banks’ claims on EMEs. Trading
book assets - eg marketable exposures such as certain bonds and equities — will not be
affected. More generally, finance is available to emerging markets through non-bank
channels such as foreign direct investment and purchases of bonds and equities by non-
bank foreign and domestic investors, which will again be unaffected by the new
Accord. Moreover, even if the new Accord did have the effect of raising the cost or
constraining the availability of finance for certain EMEs, through a more accurate
reflection of risk, it is not obvious that the appropriate response would be to amend the
Accord. Other policy instruments may well be more appropriate, if the intention were
to provide finance on more favourable terms.
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ASPECTS ON OPPORTUNITIES TO REDUCE PUBLIC
EXPENDITURE
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ABSTRACT: Taking into account the pressures and risks caused by internal and
external economic developments, the need to support economic growth and to reduce inflation,
as well as prevalently ensuring the amounts intended to finance infrastructural projects and co-
finance projects financed from European funds and Romania’s contribution to the Community
Budget, and having regard to the views and recommendations of the European Commission, but
as well of the rating agencies expressed during periodic evaluations, it appears that for
avoiding the risks noted is necessary to adopt a restricting policy of budgetary expenditures.
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The recent years development of the volume and structure of national public
expenditures, beyond the funds allocated through annual budget laws, shows certain
trends as regards the priorities determined by the government act but also some
changes arising as a result of measures of harmonizing the national legislation with the
applicable legislation in the European Union, of financial obligations to the
Community Budget, honouring the commitments related to Romania's status of being a
member country of the North Atlantic Organization and other measures adopted in
some key public sectors: education, research, health, social protection etc.

Starting from a relatively constant level of budget revenues, in conjunction
with a normal degree of their collection, in the field of public funds allocation, in the
lack of an efficient management, certain risks and vulnerabilities might arise in
elaborating and implementing the budget by considering the following hypothetical
situations: exceeding the benchmark of the budgetary deficit level could trigger the
deficit procedure according to the Protocol enclosed to the Treaty of Accession to the
European Union; risk of failing to ensure co-financing projects with external non
reimbursable funding which may lead to a pronounced decrease in the capacity to
absorb community funds received by Romania; inability of fulfilling financial
commitments resulted from external contracts granted in the last years.
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Also, from one year to another, under the argument of institutional
development, of creating and functioning of institutions directly involved with the
European Union, a multitude of government agencies and institutions have emerged,
whose funding must be secured from the budget, the growing number of these ones
fuelling an administrative apparatus rather large and branchy. Even recent decisions
and measures for restructuring some institutions and ministries within the Government
did not had the effect of reducing public expenditure, personnel number and
managerial positions remaining almost unchanged.

These measures led inevitably to an obvious pressure in the State Budget,
especially in recent years, and hence to the impossibility of ensuring certain priorities
and commitments derived from the Government Program for some departments whose
solution can not be postponed: education - research, pensions and social allowances.
The approval of own normative according to law, by Government Decision, aiming at
automobile purchase, associated fuel consumption, as well as exemptions granted for
this purpose to some institutions with activities considered operative or inspectional,
contributed to the substantial increase of expenditure contained in the annual budgets
of the institutions, whose funding is provided from public resources. Significant funds
are currently directed for protocol and representation actions, a practice used by all
public administration authorities and public institutions, irrespective of their funding.

Regarding public investment, although in many stages of elaborating annual
budgets, it has been tried a prioritization of funds allocated to complete the investment
objectives initiated long ago and not concluded, most often by modifying technical-
economic documentations and the terms of calling into operation, these have not
received sufficient funds, many main credit release authorities proceeded at initiating
other new objectives, considered as foreground. Taking into account the pressures and
risks caused by internal and external economic developments, the need to support
economic growth and to reduce inflation, as well as prevalently ensuring the amounts
intended to finance infrastructural projects and co-finance projects financed from
European funds and Romania’s contribution to the Community Budget, and having
regard to the views and recommendations of the European Commission, but as well of
the rating agencies expressed during periodic evaluations, it appears that for avoiding
the risks noted is necessary to adopt a restricting policy of budgetary expenditures.
Since all these concern the general public interest and represent emergency and
extraordinary situations, whose regulation can not be postponed, the Romanian
Government adopted an emergency ordinance in which is clearly stated the legal
framework and measures to be taken to reduce these expenditures.

Some of the measures elaborated by the government are:

- reorganizing the structure of public authorities and institutions belonging to the
central and local administration regarding the composition of services, offices and
directions within an institution;

- subsidies granted from the budget for projects funded by external non-reimbursable
funding and unused at the end of the budgetary exercise shall be used thenceforth to
support these projects to completion, or refunded to the budget, but shall not be used
for other purposes;
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- reducing road and air transport costs for dignitaries travelling abroad, stipulating that
air services type business class may be used in European countries only by the
Government members and the economy class by the rest of the staff, and that
Romanian personnel sent abroad for accomplishing temporary assignments that do not
fall under the 2™ category of daily allowance, must use the public means of
transportation, round trip, for the distance between the airport or train station and place
of accommodation;

- abating the legal provisions which governed the granting of an increment of up to
75% for staff who manages community funds;

- abating the 75% increment for specialized personnel within the structures that have
as activity object the management of financial assistance from external loans
contracted or granted by the State, reimbursable or not, as well as other credits or
similar loans;

- abating the legal provisions which governed the right of specialists trained in project
management with international funding to benefit from the 75% increase of basic
salaries than those provided by law;

- eliminating the 10% percent which could increase the basic salary of observers
designated in the verification process of the procedural aspects relating to the process
of awarding public procurement contracts, of public works concession contracts and
service concession contracts;

- eliminating the increments granted to European affairs advisers except seniority grant
and the increases provided by legal provisions for the personnel under contract within
public authorities and institutions and, where appropriate, expressly provided by
special legal provisions applicable to the public authority or institution in which they
perform their activity;

- establishing maximum limits to which the administrators of public authorities or
institutions may offer leadership grants for the budgetary personnel, provided in
normative deeds, the main credit release authority having the responsibility to
determine the individual levels;

- eliminating the legal provisions which institutionalized the grant of 10% increment
calculated to the basic salary according to the employment position, granted to
members of the Diplomatic and Consular Body of Romania working in the Ministry of
Foreign Affairs who knew two or more foreign languages;

- eliminating the increment for work complexity of up to 25% applied to gross base
salary granted to internal auditors;

- eliminating the 15% allowance applied to basic salary, granted to members, secretary
and persons designated to conduct the administrative investigation within the
Disciplinary Commissions, as well as the 10% allowance from the basic salary paid to
members and persons providing the technical secretariat of the Disciplinary
Commissions for public servants;

- eliminating the 20% allowance of basic salary, paid to members of the Competition
and Litigation Solving Commission, as well as the 10% allowance of basic salary
granted to personnel providing the secretariat of the Competition and Litigation
Solving Commission;

- implementing a uniform remuneration system for civil servants and elaborating some
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similar regulations for the contractual personnel, civil servants with special status,
teachers and medical personnel;

- rationalizing expenditures with social works and assistance by granting them only to
persons and families with precarious social situation, transforming the procedures for
obtaining the disability degree into ones more transparent, as well as eliminating any
measures that encourage passive behaviour in the labour market;

- performing a rigorous monitoring of expenditures made for infrastructural investment
projects funded by the State and applying sanctions for breaching contractual
provisions on the quality of works performed, goods and services purchased;

- reducing the numbers of fees and charges, starting with those whose administrative
costs are higher than actual earnings.

Considering even the effects of recent economical crisis, applying these
measures may give rise to powerful social movements among employees. To avoid as
much as possible such events, social dialogue partners, particularly trade unions have
elaborated themselves proposals for measures, concerning the reduction of budgetary
expenditures and bureaucracy, such as: reducing the personnel within budgetary
institutions with 50%; reducing by half the “self-financed” institutions - agencies -
which are related to the State Budget. Revenues shall be under the incidence of the
Court of Accounts, and the income and expenditure budget shall be approved by a
superior institution; reducing budgetary expenditures by limiting public sector wages,
which are practically supported by the private sector of the economy; limiting the
employment of persons who retired on grounds of age limit, and prohibiting, while still
being active on the labour market, the commutation of pension and salary - with some
exceptions such as: persons working in cultural institutions and rural education
institutions; simplification of administrative procedures and reducing bureaucracy.

In conclusion, reduction of public expenditure is impetuously necessary,
especially now when the world economy is affected by the crisis and must find the
resources and measures to ensure a swift economic recovery, taking into account as
well the negative effects that may create these measures among budget sector
employees. By means of dialogue a middle way must be found, concrete measures
should be implemented to reduce these expenditures without affecting the quality of
public servant work, providing him with an income that reflects the work performed in
a manner as realistic as possible. Although most of us prefer not to remember a certain
period of Romania's recent history, one adage dating back then, is today, perhaps, more
applicable than ever: “Neither work without bread, nor bread without work!”.
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ABSTRACT: The financial theory admits that levered firms record a value surplus
compared to unlevered firms, at least because of the tax savings, related to interest. A series of
fundamental studies indicate this phenomenon. However, incurred debt, especially the long
term debt, has a more consistent influence on performance, as stated by the Modigliani-Miller
model. To this respect, the paper proposes the empirical testing of this model, using financial-
accounting data of firms listed on the Romanian capital market. In particular, the statistical
significance of the leverage effect will be analyzed, on a sample of companies listed on the
Bucharest Stock Exchange.

KEY WORDS: leverage effect, financial lever, financial return, regression, capital
market

1. INTRODUCTION

The goal of this paper is to determine the existence of a causal connection
between the capital structure of a firm, materialized in its debt, and the corporate
performance. The starting point consists of the financial data which describes the
financing sources. These data is collected from the most representative Romanian
firms, particularly those whose shares are traded on the Romanian capital market.

Studying the dependency between the financial structure of an enterprise and
its performance can be reduced to analyzing the degree of leverage impact, quantified
by the financial lever, on shareholders’ financial return on equity, according to the
Modigliani- Miller model.

* Assist.Prof., Ph.D. Student, Academy of Economic Studies, Bucharest, Romania,
stanculescuandrei@yahoo.com
Prof., Ph.D., Academy of Economic Studies, Bucharest, Romania, brezeanupetre@yahoo.com
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2. LITERATURE REVIEW

The Modigliani & Miller model offers one of the most used formulas in
financial theory. The relationship shows that the estimated financial return for a
levered firm, from the class of risk k, is a linear function of the leverage ratio (Dragota,
M., 2006, p.69):

DAT
R, =E(R), +[E(R), - R
fin (R) +[E(R), dob 1% CPR @9)]

The notation system is as follows: Rg, = the financial return rate of the levered
company, included in the class of risk k; E(R)x = the expected return of the company
from the class of risk k; Ry., = the interest rate, also called cost of debt; DAT = the
company’s long term debt; CPR = shareholders’ equity.

The formula shows that a levered company can obtain a return on equity ratio
superior to that of an unlevered company, at the same cost of capital. The term that is
added to E(R)y is called leverage effect and may take three forms:

a) lever effect & E(R)x > Ryob;

b) boomerang effect <& E(R)x < Ryop;

¢) null effect & E(R)x = Ryop.

Thus, if the intrinsic return rate of the company surpasses the debt cost, then
the shareholders’ earning increases directly proportional to the degree of leverage. In
the opposite case, when the interest rate is higher than the company’s return on assets,
supplemental leverage will enhance the negative performance and will lead to a
reduction in the return of shareholders.

The Modigliani & Miller conclusions are radically amended under taxation
conditions. Taking into consideration the tax on profit will favour levered companies to
those unlevered, due to the deductible interest expenses of loans contracted
(Modigliani and Miller, 1963, pp.433-443).

The deduction of interest from the operating profit will lead to the reduction of
the tax amount and to the simultaneous completion of tax savings. Regarding the
shareholders’ wealth, the value of the levered company will be greater than the value
of the unlevered company (Stancu, ., 2007, p. 688). The value difference is owed to
tax savings. Their value, perpetually discounted, equal to t*DAT, will add value to the
unlevered company; t represents the tax on profit rate. The following relationship is
obtained:

VE=VY + DAT xrt ()

Identifying an optimal capital structure for the companies from the Romanian
financial market represents a poorly addressed research topic. The majority of studies
had been concerned with the influence factors of financing policy, proving to be useful
both to investors and firms. The latter’s management is interested in anticipating
financing decisions’ implications on the company’s market value.
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On the Romanian capital market, Dragotd (2006, p.194) used a sample of
companies listed during 1997-2003 on the Bucharest Stock Exchange (BSE). The two
main findings of this study are the following (Dragota, M., 2006, pp.209-224):

= Romanian firms have a high degree of leverage, explained to a significant
extent by the weight of interest free accounts payable;

= profitable enterprises contract less debt because they have got sufficient own
resources to finance investment projects.

Using information drawn from the balance sheets and the results accounts of
the companies listed on BSE and RASDAQ), during 2001-2004, Robu (2005) examined
the correlation between the stock price and financial accounting data. According to the
results obtained, the links between financial rates and stock-market performances for
the companies from the sample are generally weak in intensity and can be quantified
only by means of non-linear models (Robu, 2005).

3. METHODOLOGY FOR ANALYSIS

As a general rule, for the analyses contained in this paper we will apply the
most commonly used relationship for determining shareholders’ return, both between
theoreticians and practitioners, namely ROE. Regarding the moment in time used as
reference, the results from the year-end will be compared to the capital invested at the
beginning of the year:

B Net profit |
Shareholde  rs'equity

ROE (3)

Nevertheless, the financial practice had become familiar with return rates of
capital amounts invested at the end of the financial year, which will produce results in
the next year. In support of this claim we present, for example, the method of
calculation that stems from the financial data of the companies listed on the Bucharest
Stock Exchange, posted on the www.ktd.ro site. In the financial results section of this
web site we find the so-called “equity return”, in which the net profit is divided by the
equity invested at the end of the financial year (KTD Invest, 2009, www.ktd.ro).

As an exception to the rule, we will use this method of calculation only in
situations when we do not have enough data to apply the appropriate formula.

The financial structure of the firm can be described by the amount of debt, but
also by means of financial leverage. The objective of the analysis is to detect the
influence which leverage exerts on performance. In order to quantify leverage, a
multitude of leverage ratios can be used (Brezeanu, P., 2007, p.331), which divide
contracted debts (or a part of them) by total liabilities (or by shareholders’ equity). Of
these we selected the financial lever, which is determined by dividing the long-term
debt by the shareholders’ equity:

_ Long —term debt
Shareholde rs'equity

4)
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The analysis of the relationship between the considered quantitative variables
is based on the regression analysis; this is one of the most important econometric
methods used in studying economic phenomena. The connection between a dependent
(explained) variable Y and one or several other independent (explanatory) variables
can be mathematically modelled by the following function: Y = f(X).

Yet, any type of function cannot fully describe the link between economic
phenomena. Therefore, a residual variable (error) must be added in the model, in order
to take into consideration the observed values’ deviations from the values estimated
using the model. In addition, the direction and the intensity of the relationships
between variables imply a particular importance.

The analysis consists of carrying out two simple regressions:

o for percentage values, where: x= financial lever and y= financial return;
e for absolute values, where: x= long-term debt and y=profit.

4. DATABASE CONSTRUCTION

In general, constructing databases for empirical studies is a difficult
undertaking, for analyzing the Romanian capital market, because there is no public
database that provides information. This status quo represents a genuine shortcoming
that the researcher has to overcome in order to procure his “prime matter”, the input of
his analysis.

In the absence of complete data sources we directed our attention over data and
information posted on websites of institutions such as the Bucharest Stock Exchange
and the National Securities Commission. Although the NSC digital resource offers
numerous data from a quantitative point of view, its lack of systematization drove us
to, eventually, assume the data from the BSE site, because the latter is ordered and
systematized in a superior fashion that makes collecting it much easier (BSE, 2009,
www.bvb.ro).

Consistent with the purpose of the proposed analysis, respectively the testing
of leverage effect on performance, the database contains the following financial-
accounting data:

e long-term debt, equity and financial lever;
e net profit and financial return.

The delimitation used on these two coordinates serves the purpose of
highlighting separately the regression variables: the independent variable and the
dependent variable.

Long-term debt is synonymous with financial debt, long-term and medium-
term debt, or with debt contracted on a greater than one year term. Dividing long-term
debt and net profit by shareholders’ equity we obtain the financial lever and the
financial return. Thus, it can be observed that the role of equity is only to contribute to
the definition of variables; it is not a factor in the regression.

The generic structure of the database is the following:


http://www.bvb.ro/
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Table 1. Database structure
Company Year F;I;?::Illal Net profit Equity Lor:ige-l::rm Fl;l;:glal

Collected data is annual and has been taken from the balance sheets and the
profit and loss accounts of companies whose shares are quoted at the first 3 tiers of the
Bucharest Stock Exchange. The time period under analysis is of 3 years, with the
reference interval [2005-2007]. Argument: most of the financial data posted by issuers
on the BSE site contains recordings from this interval. For the year 2008, data is
available only for 28% of issuers, namely 19 firms.

The data sample does not include financial intermediation companies because
their degree of leverage is influenced by a number of specific financial regulations,
depending on which they operate. Also excluded from the sample are those companies
for which there is not sufficient information available from the selected time period, in
order to accomplish a rigorous analysis. We consider that the researcher cannot be held
accountable for this shortage of data. We once again emphasize the difficulty of
constructing a database which is proper for high-level research, considering that in our
country, a universal and complete database, including financial information of public
interest, in a coherent and transparent manner, covering a time period suitable to
relevant statistical analysis, does not exist.

From a total of 69 companies listed at the first three tiers of the stock
exchange, three were excluded, for which we bring the following arguments:

e S.S.ILF. BROKER S.A. (BRK) is a financial intermediation company;

e CASA DE BUCOVINA-CLUB DE MUNTE (BCM) has data available only
for 1 year, thus not allowing the computation of financial return;

e CONTOR GROUP S.A. Arad (CGC) does not have any data available.

It should also be noted that for companies ROCE, UZT and VESY there is no
data available for 2006, and that the issuer CMCM did not post any financial-data
recordings for the year 2007. For TRP, data is available only for 2007 and 2008, but as
performance in percentage values can be computed, we decided to hold this firm in the
sample. These “lacks” need to be covered, in order to ensure cohesion to the database.

The 19 issuers for which records are available at the level of the year 2008, are
the following: BIO, SOCP, ALU, APC, ARS, BRM, CMF, COTR, ECT, EFO, ENP,
SNO, STZ, TUFE, VNC, UAM, CMCM, UZT and VESY.

For banks (TLV, BCC and BRD) and for the insurance company ASA, in the
absence of accounting records consistent with the structure of the database, we have
assumed the liabilities item “debt regarding credit institutions” as representing long-
term debt, and the liabilities item “equity subscribed” — as representing equity. In
particular, for ASA we collected the total debt data, because of the absence of a
detailed debt recording.

In order not to distort the calculations by accepting null values, owing to the
absence of data, we agreed on the following compromise solution:
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e null values from the long-term debt column were replaced with the value
from the previous year, when such a value exists;
e null values from the long-term debt column were replaced with recordings
from the liabilities item “total debt”, when there is no value available for

long-term debt from any of the previous years, to replace the null value;
o the value from the financial return column, corresponding with the first
year of analysis (for which data is available from the firms’ records; ex:
2005) is determined by dividing the net profit from year t; by the
shareholders’ equity from the same year, because there is no data available
from the previous t, year (ex: data for shareholders’ equity from 2004
would be required).
To summarize, the database contains the cumulated recordings of values for
the previously described variables, for companies listed at the first 3 tiers of the BSE,
over a period of at least 3 years. The regression is performed on global data series, with
values recorded for all the companies selected for the sample. It comprises of 66
companies and 213 observations on: financial return, net profit, shareholders’ equity,
long-term debt and financial lever.

5. REGRESSION ANALYSIS RESULTS

The results of the regression analysis with variables expressed in percentage
values - financial lever and financial return, are the following:

Table 2. Regression results for percentage values

Regression Statistics

Multiple R 0.00459888
R Square 2.11497E-05
Adjusted R Square -0.004740654
Standard Error 0.757093733
Observations 212
ANOVA
daf SS MS F Slgmil";cance
Regression 1 0.002545845 0.002546 0.004442 0.946927877
Residual 210 120.3700934 0.573191
Total 211 120.3726393
. Standard
Coefficients Error t Stat P-value
Intercept 0.059350769 0.052273759 1.135384 0.257509
0.142301275 | -0.000962215 0.014437964 -0.06664 0.946928

On these results we have to specify the following essential observations:
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Multiple R shows a very weak link between the two variables;

R Square indicates a very small proportion in which the financial return is
explained by the financial lever;

P-value is greater than 5%; this implies that we cannot reject the null
hypothesis which states that the regression parameter is equal to O;
consequently, there is no real connection between financial return and
financial leverage;

Significance F is greater than 5%, which implies that the regression model
is not valid; the influence of the explanatory variable on the explained
variable is insignificant.

The results of the regression analysis with variables expressed in absolute
values - long-term debt and net profit, are as follows:

Table 3. Regression results for absolute values

Regression Statistics
Multiple R 0.33696181
R Square 0.113543261
Adjusted R Square 0.109322039
Standard Error 227877859
Observations 212
ANOVA
Significance
df SS MS F F
Regression 1 1.39678E+18 1.4E+18 26.89819 5.03534E-07
Residual 210 1.09049E+19 5.19E+16
Total 211 1.23017E+19
Standard
Coefficients Error t Stat P-value
Intercept 34332945.14 | 16143287.24 2.126763 0.034607
150101676 | 0.147976391 | 0.028531912 5.186347 5.04E-07

On these results we have to state the following essential comments:

Multiple R indicates a weak link between the two variables;

according to the R Square result, approximately 11,35% from the net profit
is explained by the long-term debt factor;

P-value <5%; we reject the null hypothesis which states that the regression
coefficient is equal to 0; thus, a real connection exists between net profit
and long-term debt;

Significance F < 5%, which implies that the regression model is valid; the
influence of the independent variable on the dependent variable is
significant.
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6. CONCLUSIONS

The results of this study are contradictory. The regression model tested for
percentage values is not valid, yet the regression performed for absolute values has
been validated. Both regressions analyzed the relationship between leverage and
performance.

Therefore, the Modigliani-Miller model is not verified on data selected from
companies listed on the Romanian capital market, and the defined leverage effect has
no statistical significance. The financial lever does not influence shareholders’
financial return on equity; this finding is opposite to the paradigm of finance.

By analyzing the relationship between the amount of financial debt (term debt)
and net profit, we detected a significant influence of leverage on performance,
sufficient in order to validate the regression. Nevertheless, there is a weak link between
the variables.

In conclusion, the manner in which companies listed on the Bucharest Stock
Exchange - tiers I, II and III decide to finance their assets has little significant impact
on performance (11.35%). This finding partially supports the conclusions of the study
conducted by Robu (2005). The analysis needs to be completed by adding more
observations to the sample, in subsequent studies in this direction.
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ASYMMETRIC RESPONSES OF CAPM - BETA TO THE
BULL AND BEAR MARKETS ON THE
BUCHAREST STOCK EXCHANGE

RAZVAN STEFANESCU, COSTEL NISTOR,
RAMONA DUMITRIU *

ABSTRACT: The CAPM - beta is one of the most used tools to estimate the
systematic risks associated to stock. In the last decades different behaviours of beta were
revealed for the circumstances of the bull and the bear markets. This paper analyses the CAPM
— beta responses for bad and good news for ten representative stocks from the Bucharest Stock
Exchange. We identify the bull, the bear and the tranquil markets using a univariate kernal
density function and we calculate for each stage the single and the multifactor CAPM betas.
We conclude that for most of the stocks CAPM betas are the largest in the bear conditions and
they are the least in the bull markets conditions.

KEY WORDS: CAPM - betas, Bucharest Stock Exchange, Bull and Bear Markets,
Systematic Risk, Kernal Estimation

1. INTRODUCTION

Since the discovery, five decades ago, by the Markowitz (1959) of the
portfolio optimization model, several attempts were made to evaluate the financial
assets price taking into consideration their risks and returns. The works of Sharpe
(1964), Lintner (1965) and Black (1972) lead to the development of the Capital Asset
Price Model (CAPM), which arrived as one of the most important tools for the
investment decision making.

The classical Capital Asset Price Model is based on the equation:

E (R) = R¢+ [E (Rym) — R¢] Bim (1)
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where:

E (R)) - the expected return of an asset i;

Ry - the risk free rate;

E (Rw) - the expected return of the market;

Biv - a coefficient, commonly known as beta, which reflects the sensitivity of the
expected return of the asset to the difference between the expected return of the market
and the risk free rate.

The beta coefficient associated to a financial asset is considered as an
expression of its systematic risk. In practice beta of an asset is usually calculated by
regressing the historical values of the asset returns and the market returns.

Several studies revealed the instability of CAPM beta conditions. Some of
them indicate different behaviors of the financial assets returns in the presence of the
good news, associated to a bull market and bad news, associated to a bear market.

The estimation of the asymmetric responses of CAPM beta to good and bad
news is useful, especially when the bull market alternates frequently with the bear
market. In Romania, where the financial markets could be still considered as emerging,
the evaluation of assets in a CAPM framework with beta instability is not very used. In
this paper we try to find if CAPM - beta for ten of the most liquid stocks from the
Bucharest Stock Exchange (BSE) responded asymmetrically to good and bad news
during the first semester of 2009.

The rest of this paper is organized as follows. In the second part we approach a
literature review in the domain. The third part describes briefly the data and the
methodology used in our investigation. The fourth part reports and analyzes the
empirical results and the fifth part concludes.

2. LITERATURE REVIEW

The asymmetrical responses of CAPM - beta to the market conditions were
approached in several studies. Levy (1974) proposed the calculation of distinct betas
for bull and bear markets. Roll (1977) found the market conditions could significantly
affect the values of the beta assets. The stability of betas over bull and bear markets
was tested for the first time by Fabozzi and Frances (1977). They found no evidence to
prove the betas sensitivity to the market conditions, but later studies doubt that
conclusion. Braun et al (1995) proved the different behavior of betas in the good news
and bad news circumstances. Cho and Engle (1999) found that news affected
asymmetrically the betas. Ang and Chen (2003) analyzed CAPM for the US equity
market from 1926 to 2001, concluding that betas are sensitive to the markets
circumstances. One of the main tasks in analyzing the asymmetric responses to the
good and the bad news consists in describing the bull and the bear markets. Fabozzi
and Francis (1977) defined these market conditions in terms of positive or negative
returns. Lunde and Timmermann (2000) studied the bull and the bear markets using
functions of termination probabilities. Pagan and Sossounov (2000) analyzed the bull
and the bear markets using data generating process in combination with various time
series models. Granger and Silvapulle (2002) applied a bivariate kernal density
function of a stock and market returns to separate, by quantile estimation, the markets
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conditions. Recently, Mahieu et al (2009) used a Bayesian approach to delimitate the
bull from the bear markets.

3. DATA AND METHODOLOGY

In our investigation we use data from a reference index of BSE called BET.
This index is calculated based on the ten most liquid companies listed on BSE and it
would be considered as an expression of an efficient market portfolio. We use also, as
data, the prices of the ten stocks aggregated in the BET index. Our sample includes
daily values from 20" of January to 20™ of July provided by BSE. From the stock
prices we obtain daily returns computed as:

R¢=100 x [In (P) — In (Pe.1)] (2)
where:
R, - the return at time t;
P, - the price at time t;
Py, - the price at time t-1.

As a term of comparison we calculated first the betas of all ten stocks, ignoring
the asymmetric responses to the bull and bear markets. We use the following equation:

R;=a+ B Rm,+ u, 3)
where:
Rm; - the market return at time t;
U,- an error term, u, ~ N (0, (52).

We identify tranquil, bull and bear markets using, as Granger and Silvapulle
(2002) suggested, a univariate kernal density function.

We apply the normal reference rule proposed by Silverman (1986) to obtain
kernal density estimation. Then we employ a technique developed by Hyndman (1996)
to compute an adequate Higher Density Regions (HDR). We split the BET index
returns into three intervals: the central part, associated to tranquil market conditions
which represent middle 100 (1 — p) % HDR; the left tail, representing the bear market
conditions; the right tail, associated to the bull market conditions.

We make the distinction between the three intervals using two quantiles: Q, -
the p per cent quantile and Q,, - the (1 — p) per cent quantile.

Based on the two quantiles we define three dummy variables:

- a dummy variable corresponding to the bear market, defined by:

D, =1 if Rm;< Q, or 0 otherwise 4)
- adummy variable corresponding to the tranquil market, defined by:
D, =1if Q, £ Rm;< Qy., or 0 otherwise &)
- adummy variable corresponding to the bull market, defined by:

D; =1 if Rm;> Q. or 0 otherwise (6)
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The three dummy variables are included in a model assigned to capture
asymmetric responds of betas to the bull and bear markets:

Rt=a+[31DlRmt~l—BzD2Rmt+B3D3Rmt+ut (7)

where:

By are betas corresponding to the bear market conditions;

B, are betas corresponding to the tranquil market conditions;
B3; are betas corresponding to the bull market conditions.

The parameters of the equation (7) are estimated using the OLS method.
4. EMPIRICAL RESULTS

We compute the daily returns of BET and the ten stocks. The BET returns are
in the range of -8.98 to 6.58, while the ten stocks returns are in the range of -16.3 to
14.0. BET and the most of the ten stocks daily returns exhibit significant standard
deviation, skewness and excess kurtosis (the descriptive statistics are presented in table

).

Table 1. Descriptive Statistics of BET and the Ten Stocks Returns

Stock Min. Max. Mean Std. Dev. | Skewness Ex. .
Kurtosis
Bet 8.9825 | 65783 | 023228 | 2.8660 | -0.37760 | 0.28211
Azomures (15942 | 13976 | 036688 | 52028 | 0.44088 | 13935
S.S.LF. Broker 16251 | 13959 | 0.50241 | 6.9422 | -0.070411 | 0.63501
Impact Developer | -16.164 | 13.858 | 0.61096 | 56346 | -0.26858 | 1.4184
Biofarm S.A. T13353 | 13.641 | 0.68542 | 4.6036 | 022743 | 14325
Transelectrica 710.536 | 10.798 | 0.082726 | 2.9381 | -0.064962 | 2.2466
SNT.GN. 80421 | 10037 | 025422 | 25910 | 035337 | 3.5068
Transgaz

Rompetrol Rafinare | -10.763 | 13.976 | 0.42529 4.0481 0.13053 0.74702
Banca Transilvania -11.152 | 13.235 | 0.037821 4.4750 0.24509 | 0.88883
BRD - GSG -14.183 | 13.976 | 0.066181 4.2853 -0.50437 1.5725
Petrom -8.7647 | 10.622 | 0.23161 3.5629 0.22579 | 0.26261

We calculate, using the OLS method, the single factor CAPM - betas (p) for
the ten stocks. They are in the range of 0.60 to 1.02 (the values of single factor CAPM
- betas for the ten stocks are reported in the Table 2).

In order to identify the bear, the tranquil and the bull market conditions we
computed 90% HDR of the univariate kernel density function and we established the
three dummy variables: D;, D, and D;. Then we calculated, using the multiple factor
CAPM equation, the betas for bear (B;), tranquil (B,) and bull market (B ;) conditions
(their values are presented in table 2).
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For six of the ten stocks the bear market betas exceeded the values of the
tranquil market betas or the bull market betas. For three stocks the maxim beta
occurred for tranquil market conditions while for the one stock the maxim beta
occurred for bull market.

Table 2. CAPM -betas for the ten stocks

Single factor | Bear market Tranquil Bull market
Stock CAPM-betas | CAPM-betas | market CAPM- | CAPM-betas
® (120 betas (f,) (Bs)
Azomures 0.86927 1.2176 1.0355 0.4258
S.S.LLF. Broker 1.259 1.5167 1.7343 0.80261
Impact Developer 1.438 1.5221 1.0176 1.4218
Biofarm S.A. 1.1058 1.3573 0.51258 0.92507
Transelectrica 0.73640 0.87470 0.75159 0.57698
S.N.T.G.N. Transgaz 0.59987 0.57443 0.81508 0.5864
Rompetrol Rafinare 1.0273 1.1585 0.56194 0.96326
Banca Transilvania 0.92461 0.81433 0.88669 1.0595
BRD - GSG 1.2880 1.5523 0.87016 1.064
Petrom 0.97269 0.76063 1.1823 1.1783

The mean of single factor CAPM-betas () is less than the mean of the bear
market CAPM-betas (f3;) but larger than the mean of tranquil market CAPM-betas (j3,)
and the mean of the bull market CAPM-betas (B;). For all four types of betas the
standard deviations are significant (the descriptive statistics are presented in table 3).

Table 3. Descriptive Statistics of CAPM - betas

Betas Min. Max. Mean Std. Dev.
Single factor CAPM-betas () 0.599875 1.43840 1.02217 0.258731
Bear market CAPM-betas (B;) 0.574438 1.55234 1.13489 0.357704
Tranquil market CAPM-betas (j3,) 0.512588 1.73432 0.936794 0.347875
Bull market CAPM-betas (B ;) 0.425860 1.42189 0.900479 0.306237

5. CONCLUSIONS

In this paper we studied the CAPM - betas of ten stocks considered as
representative for the Bucharest Stock Exchange. We used daily returns stocks from
the first semester of 2009 to calculate single and multifactor CAPM - betas. We
identified by a univariate kernal function three stages of the markets: bearish, tranquil
and bullish. It resulted that for most of the ten stocks CAPM - betas are largest in bear
market conditions and the least in the bull market conditions. The mean of the bear
market CAPM - betas is 1.135 in comparison with 0.937 for the tranquil CAPM -
betas, 0.900 for the bull CAPM - betas and 1.022 for single factor CAPM - betas. This
situation reflects asymmetrical responses of CAPM - beta to the bad and good news on
the markets. It could be explained by the optimistic perceptions of the investors on the
bull market and rather pessimistic perceptions of the investors on the bear market.
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From this point of view the BSE situation is similar to the one from the developed
stock markets. However, in the interpretation of the results we have to take into
account the impact of the present global financial crisis which affected the systematic
risks of stocks. In the future the research of the CAPM - beta in the bear and bull
market conditions should be extended to a larger sample of stocks traded to BSE and to
a bigger period of time.
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ABSTRACT: Local public administration is one of the important sectors of state
administration. Through public administration, state achieves its goals, respecting legal
regulations. Local authorities - city councils and mayors — must manage in the name and
interest of local collectivities the public business and resources. Many responsibilities were
transferred to local administration, getting the first base with financial decentralization, trying
to get administration next to citizens, as much as possible. Local authorities have a lot of
responsibilities managing local finances. Local finances represent the process of constitution,
distribution and utilisation of local incoming funds. Administrative-territorial areas’ needs
regarding public services and other financial local needs determined the apparition of local
budgets. Local budget is a budget of incomes and expenses belonging to administrative-
territorial areas. In budgetary process local authorities have the right to establish, observe,
control, follow and charge municipal taxes. In this process they also have to report local
budgets implementation and rectification.

KEY WORDS: local administrative authorities, central and local authorities, local
autonomy, local finances, local budgets, financial autonomy

1. GENERAL CONSIDERATIONS REGARDING LOCAL ADMINISTRATIVE
AUTHORITIES

Public administration represents that special state activity that is neither law
nor justice. Through public administration, state achieve its goals, respecting legal
regulations.

Local public administration is one of the important sectors of state
administration. Our fundamental law, the Constitution adopted in 1991 and revised in
2003 established the fundamental principles underpinned to the reforms present in all
society’s fields, inclusive public administration - representing the incidence domain of
state-citizen relation.
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So, local autonomy and public services’ decentralization and deconcentration
are the constitutional principles of public administration. In 2001, the public
administration’s law established, beside local autonomy and public services’
decentralization, other essential principles for public administration’s organization and
activity: public administration authorities’ eligibility, legality and consulting citizens in
local problem of special interest and subsidiary.

According to law’s settlements, local authorities - city councils and mayors —
must solve in the name and interest of local collectivities the public business and
resources. Many responsibilities were transferred to local administration, getting the
first base with financial decentralization, trying to get administration next to citizens,
as much as possible.

Public services’ decentralization, as component of public administration’s
reform program, must include not only the transfer of activities, but, also, the financial
resources’ transfer, a clear demarcation of local authorities’ competences and the
elimination of any parallelism between their responsibilities and those of central public
administration’s.

2. SOME FINANCIAL RESPONSABILITIES OF LOCAL ADMINISTRATIVE
AUTHORITIES IN BUDGETARY PROCESS

Public administration local authorities have as base of their activities local
autonomy principle. Due to this principle, local authorities have a lot of responsibilities
managing local finances. For that they elaborate and approve local budgets.

Local finances represent the process of constitution, distribution and utilisation
of local incoming funds. Administrative-territorial areas’ needs regarding public
services and other financial local needs determined the apparition of local budgets.
Local budget is a budget of incomes and expenses belonging to administrative-
territorial areas.

In this process local authorities have the right to establish, observe, control,
follow and charge municipal taxes. Municipal taxes are a source of budgetary incomes
and they are paid by taxpayers.

Also, in budgetary process, local authorities have to report local budgets
implementation and rectification. It is very important so the local authorities to respect
the principle of a balanced local budget. Authorities can contract intern and extern
loans.

Local authorities must efficiently manage local funds and the assets from
private and public property of administrative-territorial areas.

In budgetary process an important part is played by the credit officers.
According to law credit officers can be principal officer, secondary officer and tertiary
officer.

Principal credit officers are the mayors of administrative-territorial areas,
including the mayor of Bucharest, the capital of Romania. Principal credit officers can
delegate this quality to other representative persons. This procedure will contain the
limits and the conditions of delegation.
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Secondary and tertiary credit officers are the chiefs of public institutions with
legal entity and budgetary fund allocated.

Principal credit officers analyse how budgetary credits are utilized in their own
budgets and in the public institutions budgets’ managed by secondary and tertiary
credit officers and they approve expenses accomplishment from their own budget
respecting legal provision.

Secondary credit officers distribute budgetary credits from their own budget
and from the public institutions budgets’ managed by tertiary credit officers and they
approve expenses accomplishment from their own budget respecting legal provision.

Tertiary credit officers utilise the assigned budgetary credits only to
accomplish their administrative-territorial area businesses.

Credit officers must use budgetary credits only for approved destinations.
Credit officers must respond for: budget elaboration and substantiation, the pursuit,
booking, liquidation and ordering of incomes, book-keeping organisation, the
presentation of financial situations, budget implementation, monitoring public
acquisition and investments programs, keeping evidence for public heritage.

Local administrative authorities must establish how public services of local
interest will be provided. The public services can be provided by local authorities or
authorised traders. The main objective is to increase efficiency in the benefit of local
communities.

3. CONCLUSIONS

One of the groundwork of a democratic and efficient public administration is
administrative and financial decentralisation. According to local autonomy, local
administration authorities elaborate and approve local budgets, because a real
autonomy doesn’t exist without financial autonomy. That’s why local administration
must have its own sufficient resources and independently dispose them for a real
financial autonomy.

Public local finances are important in a democratic state, because without them
decentralisation and local autonomy are impossible to put into practice. Local finances
are managed by local authorities - city councils and mayors — according to subsidiarity
principle.

Financial resources of local authorities must be proportional to its
constitutional and legal competences. Financial autonomy is an instrument of local
power’s reinforcement and defence.
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Political factors are specific to every country and mainly represent the
structures of society, social classes, political forces, state’s involvement in the
economy, the stability degree of the political climate.

The political environment specific to a country is the assembly consisting of
the political components of the society and the reports between them. The most visible
components of the political factor commonly are:

e political status;
government type;
political parties system (uni-party, bi-party, multiparty, coalitions);
the stability degree of the political measures of the current government;
the historical stability degree of political measures (the analysis is made
through a revelation of the national political life past);
taxes system;
attitude towards investors and foreign investments;
economic regulations;
legislation regarding the protection of the surrounding environment.
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As a form of state, Romania is a republic, and as far as the state structure is
concerned, our country is a unitary state and political status is indirect democracy with
proportional vote.

Political environment influences trade companies’ activity through legislation
and decisions. The internal and international climate always affects the activity of the
trade company, because it has both direct and indirect implications through: state
organization and government, economical policy it promotes, especially through the
degree of involvement in economy (under the form of protectionist measures, antitrust
policies etc.), appurtenance to economic and political groups and communities, through
the integration conception it the economic life and world politics being promoted. All
these elements can stimulate or prevent the activity developed by the trade company on
the market.

Political power can act externally as well for favouring or only protecting some
companies from the inside, through means like establishing some protectionist customs
barriers. The influences of the political environment upon companies can be of
restrictive or stimulating form (to encourage business world). The political factor is
directly involved in managing problems and opportunities that could arise on different
markets, through direct regulation interventions, stimulation and direction, legislation
and economic policies.

Economic development and economic environment cannot be interpreted
without considering the political factor acting in the geographical space. The evolution
of the political environment exercises influence upon the economic factor. The
provision of a peace and security climate supports the creation of favourable conditions
for economic development. Between the economic and political environment, there is,
as mentioned before, a tight connection and influence (table 1). The relation between
the two components can be of various forms.

Table 1. The relation between the political factor and economic factor

Influence can be from ...

economic —political

or

political —economic

or

political «>economic

The relationship between economic and political can be ...

positive

or

positive under some conditions

or

negative
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Political changes from December 2004 caused the creation of a new govern,
with a new orientation. A major change, influencing the companies’ activity is the
introduction of the sole taxation quota of 16%.

The first reaction was seen at the stock exchange market where more stocks
were purchased. The introduction of the sole taxation quota facilitated the increase of
companies’ capitals. Up to 4™ of January 2005 stocks of 800 billion lei were transacted
at the stock exchange. The consequences of some political programs are, at present,
one of Romania’s competitive advantages.

The evaluation of the political climate is of interest in establishing and
developing the strategy. The features of the political environment are altered only
during its structure evolution and events it is facing. Romania’s integration in the
European Union, involvement in other organizations and international steps have
influenced the political climate of our country. Regarding the political climate there is
a constant attention paid to corruption, appreciating that most of negative
characteristics derive from it.

Together with Romania’s adhesion to the European Union, great efforts have
made for our country to comply with the requirements regarding the juridical
cooperation in civil and penal problems. Under the pressure of integration to the E.U.,
Romania has initiated corruption and fraud decrease actions. According to
Transparency International population perceives political parties as the most seriously
affected institution by corruption, followed by the parliament and other legislative
bodies.

At present, Romania has an obligation regarding corruption reduction, which
puts a negative image upon the political environment. Transparency International
organization periodically makes a Corruption Global Barometer. Together with this
thorough investigation, Transparency International annually determines Corruption
Perceptions Index, CPI. According to CPI (table 2), corruption is perceived as more
severe in Romania than in other east-European states.

Analyzing Romania’s status, in 2008, due to its position at the half of the
classification (position 69 of 179 studied countries) it is appreciated that it is similar to
region it is a part of (figure 1).

The corruption perception index value, Romania is far from the mean recorded
by the European Union. Due to these values the image is a favourable one for an
efficient development of trade companies’ activities, and not only them, because it
endangers the business environment.

The relationship between population and state (represented by administration
and public utilities) is negatively influenced, due to the lack of trust and suspicion
regarding the correctitude of tariffs, duties, taxes calculation etc. The relationship
between the enterprisers and the political environment is also influenced by the
features and the climate of the latter. Value Corruption Perceptions Index, Romania is
far from average in the European Union. Because these values are a picture under
unfavourable efficient conduct of business firms trade, and not only them, as
jeopardizing the business.
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Table 2. Corruption Perceptions Index, CPI

No. Country IPC 2006 IPC 2007 IPC 2008
1 Denmark 9,5 9,4 9,3
2 Finland 9,6 9,4 9,0
3 Sweden 9,2 9,3 9,3
4 Great Britain 8,6 8,4 7,7
5 Austria 8,6 8,1 8,1
6 Germany 8,0 7,8 7,9
7 Ireland 7,4 7,5 7,7
8 France 7,4 7,3 6,9
9 Belgium 7,3 7,1 7,3
10 Spain 6,8 6,7 6,5
11 Slovenia 6,4 6,6 6,7
12 Estonia 6,7 6,5 6,6
13 Hungary 5,2 5,3 5,1
14 Czech Republic 4.8 52 52
15 Italy 4,9 5,2 4.8
16 Slovakia 4,7 4,9 5,0
17 Latvia 4,7 4.8 5,0
18 Lithuania 4.8 4.8 4,6
19 Greece 4.4 4.6 4,7

20 Poland 3,7 4,2 4,6
21 Bulgaria 4,0 4.1 3,6
22 Romania 3.1 3,7 3,8

Source: Transparency International Romania, Corruption Perceptions Index 2008
http.://www.transparency.org.ro/politici si studii/indici/ipc/2008
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Figure 1. Romania versus the mean of the old countries of the European Union and the
mean of the newly adhered states - Corruption Perception Index 2008
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The system of the relationships with the environment considers the following
reports of the trade company (figure 2):
supply and sale markets;
financial markets: capital market and monetary market;
employment market;
central and local public administration.

External
environment

—l——

Capital market Lahor market MMonetary market

_h_

Supply market

Company Sale market

—

The state

Figure 2. Company relationships with the state and integrated system of the market

According to the report called “Paying Taxes 2009”, launched by
PriceWaterhouseCoopres Romania in on the 146™ place in the world as far as duties
and taxes payments by a company are concerned and on the last place of 181 studied
countries for paying fiscal obligations. In Romania 113 taxes are paid per year and it is
among the countries with the fewest number of taxes (table 3).

It is necessary that the political environment, through its “actors” to support
profitability of an activity field in correlation to natural resources exploitation way,
with the effects it could have in the development of some categories of industries with
a higher degree of pollution upon the environment.

In Romania, the political factors is considerably felt in the company’s
environment, generating many difficulties to many people, as well as opportunities to
others by adopting incomplete, interpretable laws abrogated shortly after publication.

These legislative hesitations even if they can be explained through the need to
fast regulate new situations and put the Romanian legislation on new bases, can
unfortunately discourage Romanian economic agents’ initiatives and especially those
of foreign investors. In the context where potential investors are fewer and fewer,
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repeated sudden actions have to be cancelled (for example, pollution tax, that has had
negative signals not necessarily due to its contents, but especially through its
application term), generating incertitude and negatively influencing the business
environment.

Table 3. Payments - number per year

Fewest Most
Payments Payments
Country (numbgr per year) Country (numbgr per year)
Maldives 1 Cote d’Ivoire 66
Qatar 1 Serbia 66
Sweden 2 Venezuela 70
Hong Kong, China, Norway 4 Jamaica 72
Singapore 5 5 Montenegro 89
Kiribati 7 7 Ukraine 99
Latvia 7 Uzbekistan 106
Mauritius 7 Belarus 112
Afghanistan 8 Romania 113

Source: Doing Business Database

All these elements are characteristic, at last, for the political climate of a
country, its evaluation being important in establishing national development strategies
in the trade field.
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ABSTRACT: The emerging economies Brazil, Russia, India and China have been
popularly named BRIC nations. For almost a decade the name survived although the strength of
the BRIC weakened as the members displayed differential rates of growth in most macro
indicators. An alternative cluster has emerged recently which stands out to be more integrated
in key variables than the original. The paper seeks to examine the correlation strengths between
the BRIC nations at first and subsequently investigate for the newer cluster with the same
macroeconomic parameters.
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In 2001, Goldman Sachs clubbed Brazil, Russia, India and China into a group
and gave the famous acronym BRIC for it. These new emerging economies showed the
world a united strength never seen before and the acronym survived for almost a
decade. The global slowdown in 2008 put all economies to test and the BRIC Nations
were no exception. In June 2009, the BRIC nations came together on many financial
issues in the first ever BRIC summit. Yet, a united stand not withstanding the strength
of the group became a matter of debate. This paper seeks to examine critically how
strong the BRIC wall is and examines the unity of a new group N11 also formed by the
Goldman Sachs. The creation of BRICs was a direct aftermath of the September 2001
terrorist attacks in the United States. Jim o Neill the head of economic research at
Goldman Sachs who coined the term stated that the danger of globalisation became
apparent following the heinous act of terrorism. The emerging economies came up
strongly on the global scenario and the concept of Americanization as the other name
of globalization was valid no more. It was apparent that the fast growing economies
with their impressive population numbers would become the drivers of the future
global growth. The BRIC economies hold 26% of the world’s land resources and 42%
of the world’s population. It was felt that a large population combined with increasing
productivity can make these economies surpass the advanced economies in the near
future. While the natural resources are the strength of Brazil and Russia, the fast
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consuming populations are the assets of India and China. In 2003, Goldman Sachs
published “Dreaming with the BRICS: the path to 2050”. This report stated that the
largest economies by GDP may not be the richest (by income per capita). In fact the
BRIC research findings argued that the these economies would be larger than the
G6(G7 excluding Canada ) in less than forty years. At present the BRIC economies
account for 15% of the global economy and 42% of the global currency reserves.

The BRIC Economies have certain common features but that should not
distract us from the discrepancies. We have considered the main macroeconomic
variables of GDP, Inflation Rate and Current Account Balance for the years 2001 to
2010. The results show that there is a clear subdivision into two groups, one
comprising Brazil and Russia and the other comprising of India and China. This paper
aims to test the following hypothesis: H1: Russia is the weak link in the BRIC
countries, H2: Chinese and Indian economies are highly correlated, H3: N11 countries
are the new economic power pole. For BRIC countries the data on the three economic
parameters viz. G.D.P Growth Rate, Current Account Balance and Inflation Index has
been correlated .The data has been collected from 2000 to 2010.The data has been
smoothened over a period of four years and then standardized to remove sharp changes
and to give a better picture of correlations. This data has been used to find Pearson’s
correlations. For N11 countries data has been taken on four economic parameters viz.
G.D.P Growth Rate, Current Account Balance and Inflation Index and population .The
data has again smoothened for a period of four years and then standardized for better
correlations .The source of all the data is IMF site. All the results are represented in
tables form .Only positive high correlations (greater than 0.5 have been considered).
The first part of the analysis shows Pearson’s correlations on the three parameters. It
takes care of the first two hypotheses, viz. H1; Russia is the weak link in the BRIC
countries. H2: Chinese and Indian economies are highly correlated.

GDP growth rate of BRIC economies. The GDP of a country is defined as
the “market value of all final goods and services made within the borders of a nation in
a year” (source: wikipedia). It can also be defined as the sum of the income generated
by production in the country in the period - that is, sum of all factor earnings. The 10
year data provided by the IMF after smoothening shows a positive correlation between
three economies, India, China and Brazil. However the correlation between Russia and
these three economies is weak. China and India’s growth drivers have been strong
domestic consumption as well as investment spending. On the other hand Russia’s
growth has largely been export led. Russia depends heavily on the exports of oil gas
metals and fertilisers. According to a Standard and Poor report released in February,
the BRIC should not be called a group any longer. Since 2001, the growth rates in all
four economies were increasing but the pace was not in tandem. Russia had a peak
GDP growth rate of 8.1% in 2007 as compared to 5% six years ago. During the same
period, China’s growth rate was higher at 10%.

Current account balance. The net flow of transactions, including export and
import of goods and services, remittances and interest earnings within a period is
defined as the current account. After smoothening out the data for the relevant period, a
significant observation can be made that none of the countries have any correlation.
The current account balance for an economy is an indicator of its economic health.
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Russia has been the worst hit amongst the BRIC nations due to the recession. The fall
in the oil prices from $150 a barrel to $40 has impacted the Russian economy severely.
The rouble has depreciated strongly against the dollar and the euro as a result. Russia’s
economy is completely pro- cyclic to the commodity prices. Hence any volatility in
commodity prices is likely to impact its current account.

Inflation index of BRIC economy. The inflation index for the four economies
has the base year as 2000. As is clearly visible in the data below, Russia and Brazil are
better correlated. China has a high correlation with India. Both economies went
through a period of overheating which needed to be controlled with suitable monetary
policy. Brazil’s economy is also oil dependent but it is much more diversified than
Russia. Brazil’s currency depreciated by 50% in the last three months mainly due to a
fall in prices of oil. The exports to GDP ratio have shown divergence between the
economies. It has been significantly high for countries such as India and China.

Our conclusion from analysing the correlation between the macro economic
variables is that the BRIC nations which were started as a common entity with similar
trends in most macro- variables is no longer showing much unison. Although in June
2009, the BRIC Economies held a common summit to discuss measures to counter the
global slowdown, it is debatable as to how strong their voice is in the global scenario.
Russia has clearly diverged from the group and China and India are entirely on a
different growth trajectory. In the face of such divergence, it is worthwhile to examine
the common elements in another group of nations also created by the gold man Sachs
research team. In 2005, Goldman Sachs introduced a new group of emerging
economies called the N11 (NEXT 11).

These comprise 11 eleven emerging economies which are Bangladesh, Egypt,
Indonesia , Iran, South Korea, Mexico , Nigeria, Pakistan, the Philippines, Turkey and
Vietnam. These economies consist of both emerging and oil producing economies
which have future potential as growth drivers for the global economy. However there is
a long way to go before this group can overtake the BRIC group as political instability
and volatile prices of commodities and oil have weakened these economies. The next
part of the paper examines the correlation between the macro-economic parameters of
these eleven economies.

H3: N11 countries are the new economic power pole. A similar exercise has
been made for the entire group. However the data is limited by the fact that Korea
includes both North and South Korea. It is shown that a much better correlation exists
for these emerging economies as far as these variables are concerned. The GDP growth
rates and inflation rates are exhibiting similar trends in most of the economies. The
current account has Indonesia as an exception. These countries have a large and
increasing population. Highest growth being in Pakistan at 110.8% between 1980-2008
and lowest in South Korea at 28.4%. This indicates that these economies can expect a
large domestic demand. While these economies exhibit common characteristics, there
are many differences as well.

There are two groups within these economies, the developing economies and
the recently industrialized economies. The first group of economies still depends on
primary exports whereas the second group exports manufactured products. Bangladesh,
Iran, Nigeria, Pakistan and Vietnam are belonging to the first group whereas all others



276 Tandon, S.; Shome, S.

except South Korea can be called recently industrialized economies. South Korea can
be called the only developed country in the group due to stable macro-economic
parameters and significant levels of industrialization. Korea therefore has a higher
GDP per capita than the other economies. Korea is also not a major oil producer.

Although currently these economies are significantly correlated, volatility in
commodity prices will affect the future of these economies. Demand from the US and
China will affect the growth prospects in a varied manner. Differing political tensions
especially in Bangladesh and Pakistan may also threaten the future of these economies.
For Iran the greatest risk are the sanctions imposed by the US.

There appears a better correlation between these economies as compared to the
BRIC economies. Indonesia is the only exception. The major exports of Indonesia are:
plywood, textiles, rubber, tin, bauxite, silver, copper, nickel, gold, and coal. Indonesia
imports machinery and equipment; chemicals, fuels and food. The main trading
partners are: Japan, European Union, United States and Singapore.

Conclusion. With the current data available the strength of the BRIC
economies as a sustainable entity in the future is perhaps weaker than when the
acronym was first given. Russia appears to be a weak link in the chain with a better
correlation with Brazil rather than India or China. However a newer cluster named as
the Next 11, (also coined by Goldman Sachs) is perhaps appearing as a stronger wall in
the current scenario and might even overtake the BRICs as a unified body of strong
emerging markets driven by a sustained and strong domestic market.

Table 1. GDP
Correlations
Zscore(C Zscaore(R
Zscore(Brazil) hina} Zscore(india) ussia)
Zscore(Brazil) Pearsan Correlation 1 964™ 8567 510
Sig. (2-tailed) 002 .003 301
N ] 6 6 6
Zscore(China) Pearson Correlation 964™ 1 .853M 696
Sig. (2-tailed) .002 .003 125
N 53 6 6 B
Zscore(India) Pearsaon Correlation .956™ 9531 1 481
Sig. (2-tailed) 003 003 334
N 5] 6 6 6
Zscore(Russia) Pearson Correlation 510 596 481 1
Sig. (2-tailed) 30 125 334
N B 6 B 6
**_ Correlation is significant at the 0.01 level (2-tailed).

Table 2. Significant correlations

Countries Significant correlations
Brazil China ,India
China Brazil, India
India Brazil, china
Russia None
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Table 3. Current account balance (U.S dollars) of BRIC economies

Correlations
Zscore(C Zscore(R
Zscore(Brazil) hina) Zscore(lndia) ussia)
Zscore{Brazil) _ Pearson Comelation 1 ~404 428 364
Sig. 2-tailed) .369 338 385
N 7 7 7 7
Zscore{China) Pearson Cormrelation -.404 1 -.999™ 634
Sig. (2-tailed) 369 .000 .126
N 7 7 7 7
Zscore(india) Pearson Correlation .428 .999™ 1 -.620
Sig. (2-tailed) .338 .000 .138
N 7 7 7 7
ZIscore{Russia) Pearson Cormelation 384 634 -.620 1
Sig. (2-tailed) .385 126 .138
N 7 7 7 7
**. Correlation is significant at the 0.01 level (2-tailed).

Table 4. Significant correlations

Countries Significant correlation
Brazil None
China None
India None
Russia none

Source: Euromonitor International from national statistics/trade sources

Figure 1. Exports by destination in BRIC economies: 2007

Table 5. Exports by destination in BRIC economies: 2007

Correlations
Zscore(C Zscore(R
Zscore(Brazil) hina) Zscore(india) ussia
Zscore(Brazil) FPearson Correlation 1 -.948™ -.975™ .80z~
Sig. (2-tailed) 001 .000 .030
N rd 7 7 7
Zscare(China) Pearson Carrelation -.948™ 1 .S06™1 -.909™
Sig. (2-tailed) 001 005 005
N 7 7 7 7
Zscore(lndia) Pearson Correlation -.975™ .906™ 1 722
Sig. (2-tailed) .000 00s 067
N 7 7 7 7
Zzscore(Russia) Fearson Correlation Boz2* -.905"1 -722 1
Sig. (2-tailed) 030 057
N 7 7 7
*=. Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).
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Table 6. High Positive Correlations

Countries High Positive Correlations
Brazil Russia
China India
India China
Russia Brazil

Table 7. DP growth rates (smoothened and standardized) of N11 countries

Correlations
Zstore(Ba Zscore(n Zscore(W |Zscore(Ni | Zscore(P |Zscore(P | Zscore(T |Zscorelvi | Zscore(K
ngladesh) Zscore(Eqypd | donesia) [Zscore(ran) | exico) | geria) | akistan) |nillipines) | urkey) | elnam) | ores)
Istore(Bangladesh Pearson Correlatia 1 gegr|  .9g9m 80" Bs2| 260 Mmoo gty 42| mm T
8ig. {2-tailed) Me | oo 0ot AB1|  B32| 05| Me| 07| D0B| 0%
N ] § § b b ] 6 § § § §
Istore(Egyed  PearsonComelatio]  808° 1 A9 JU6 | 04| 208 A0 67E| -082| T3 | MG
8ig. (2-tailed) e 012 058 438 B%E| 86| a4 8220 A0 8
N ] § § § ] ] ] 6 § § b
Zscore(ndonesia) Pearson Corelafio] 984+ S0g* 1 and eer| 0| ess soer| 82| s a0
Big, (2ailed) 000 02 o 128 B4l 003 012 483 005 074
N b [ [} b b b b [ [ [} [}
Zscore(ran) Pearson Comelafio| 8807 786 i 1 142 &7 ™ ewm s 9m 616
Slg. {2tailed) o 058 o 082 308 nt 008 am o 193
N B [} B B B B [ [ [ B [}
Iseore(Mexics)  Pearson Comelsio| 52 384 6892 J42 1 584 8BS 916M  AMt|  geEt| 4%
Sig. (2-tailed) 181 38 18 083 M4l 0B o0s| oM 0| 38
N ] [ [ B B ] ] g ] [ (]
Zstore(Nigerls)  Pearson Comelafio] 250 -206 | 210 A 5 T 43| 500 87| AW -359
Sig. (2-tailed) 1)) 896 | 690 8 2 - 0 B 1 T 1 B B 485
N b 6 [} b b b 6 6 6 [} ]
Zscore(Pakistan)  Pearson Comelatio] 3427 Ja0 | 853 R A1 B k) L ' 1 L 7
Sig. (2-talled) 005 086 | 003 0] 028 384 00| 85| Q00| a4
N ] [ [} b b ] ] ] ] [ [}
Zscore(Phillipines) Pearson Comelatio] 887 678 iy 5 O - A1 1 1 J02 289 603
Biy. (2tailed) s A4 012 06 008 M 000 120 000 205
N ] ] [} b b B B ] ] [} ]
ZscorefTurkey)  Pearson Corelafio 342 « (52 352 A0 B BT Btd J02 1 B0 | <044
Sig. (Mailed) L1 m 493 Kb 024 nm 185 120 AN 834
N ] [} f B B [ [ [ [} [ f
TscorefVietnam)  Pearson Comelsfio] 937" I3 944 T meEt| Am Bt T B 1 1 il
8lg. (24aileq) 008 A04 ] 008 01 028 31| oo p00| M 198
N ] g 4 i g & & g g 4 4
IstorefKores)  PearsonComelatio| 735 Bt o B16| 438 -368| @62 603 -044 (| 610 1
Sig. (2-tailed) 086 0e | o 93| 33| 48§ 82| 208 83| 198
N § £ ] i i ] b b ] ] ]
*,Correlation is significant atthe 0,05 level (24ailed).
*.Carrelation is significant atthe 0.01 level (24ailed).
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Table 8. High positive correlations (greater than .5)

Country High positive correlations (greater than .5)
Bangladesh Egypt, Indonesia, Iran, Mexico, Pakistan, Philippines, , Vietnam, Korea
Egypt Indonesia, Iran, Pakistan, Philippines, , Vietnam, Bangladesh, Korea
Indonesia Egypt, Bangladesh, Iran, Mexico, , Pakistan, Philippines, Vietnam, Korea
Iran Egypt, Bangladesh, Indonesia, Mexico, Pakistan, Philippines, Turkey, Vietnam, Korea
Mexico Bangladesh, Indonesia, Pakistan, Philippines, Turkey, Vietnam, Nigeria, Iran
Nigeria Turkey, Mexico, Philippines
Pakistan Egypt, Bangladesh, Indonesia, Iran, Mexico, Philippines, Turkey, Vietnam, Korea
Philippines Egypt, Bangladesh, Indonesia, Iran, Mexico, Nigeria, Pakistan, Turkey, Vietnam, Korea
Turkey Iran, Mexico, Nigeria, Pakistan, Philippines, Vietnam
Vietnam Egypt, Bangladesh, Indonesia, Iran, Mexico, Pakistan, Philippines, Turkey, Korea
Korea Egypt, Bangladesh, Indonesia, Iran, , Pakistan, , Vietnam, Korea
Table 9.
Correlations
Bangjadech | Egypt | Indonesia | ren Meco | Nigera | Pakistan | Philpnes | Turkey | Vistnam | Horea
Bar@aaesh Peam mmm 1 9958 lml ‘mﬁlx ,999” minx .ggqxl lml mlx .gg'lm .Q?IR
Sin, (2ailed) {000 00 000 00 000 100 100 000 i} 1]
N & ] [ E ] ] ] ] ] ] &
Eqypt Pearson Correlation 9%" | a3 1000 a3 Sggmf 1.000 s vl i ™
9. (2ailed) Lt 00 oo 0o oo 00 0 Lyl o 00
N 6 ] 1 B 1 [ 1 1 B 1 B
Indonesia  Pearson Corelation g eam 1 gat 1000 G99 gaEe| 1000 T B 39"
Sig. (2ailed) ] 000 oo (00 000 1] 1] 000 1] 00
N § B B § B § § § B §
ran Pearson Correlation St 1000 by 1 29 gsge 1.000 e Ly 9y A
Siy, (Halled) wo| o 00 oo | 00 0 g g
N g ] & g 6 B ] 6 E 6 &
Mexico Pearson Correlation S = 1 poge Lry 1 g e 1,000 Lo Ja4m S
5. (2ailed) L] oo 0 oo oo og 00 00 o
[ 3 fi § [ 6 B 6 6 B 1 B
Nigeria Pearson Correlation e g iy Ly aam 1 i gaam e 90 1.000%
Sig. (2ailed) ] 0o 00 oo 000 i} 100 i i} i}
N ] b 6 § b § 6 6 § b §
Pakistan Pearson Correlation g 1000 e 1 000 g apge 1 a7 a7ge g g
Sy, (2ailed) Jiii] oo 00 ] 100 00 (00 i} 100 1]
N § f 6 g 6 B 6 6 E § &
Philipines  Pearzon Correlation 855 Qa0 1.000" a0 1000 g e 1 L A 4000
Sig. (2ailed) 000 oo 000 000 000 o0 il 00 il 1]
N [ ] 6 E 6 i 6 6 E 6 B
Turkey Pearson Correlation Sam Spam aamm S 6™ Sagm angm agm 1 g4 ey
5. (2ailed) 000 oo 100 000 00 oo o 100 00 00
N B ] 6 g 6 [ 1 1 B 6 B
Yielnam Pearson Correlation a7 a5+ 993 g 434 Ly o s 54 1 Ly
Sig. (2ailed) 000 000 00 000 00 000 000 000 000 fuiil
N 3 § 6 & 6 § 6 6 & 6 §
Korea Pearson Correfation e kit ey Lty SaF 1,000 Aa4m 1,000 g it
5. (2ailed) 0w Lt 000 oo ] oo oo o 0o o
N g fi § [ § & ] ] & § &

™. Correlation is significant af the 0.01 level (2-4ailed),
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Table 10. Significant correlations
Countries Significant correlations
Bangladesh All
Egypt All
Indonesia All
Iran All
Mexico All
Nigeria All
Pakistan All
Philippines All
Turkey All
Vietnam All
Korea All
Table 11. Current account balance (Dollars) of N11 countries
Correlstions
Zseore(Ba Zecorefln Zscore(M | Zscore(Ni | Zscore(P | Zscore(P | Zscore(T | Zscore(Vi
ngladesh) | Zscore(Eqypf) | donesia) | Zscore(lran) | Zscorefhored) | exico) geria) akistan) | hillipines) | udkey) efnam)
Zscore(Bangladesh)  Peawon Conelation 1 Nt - 403 a3 73 205 By - 8331 arem LA -aTE
§ig. (2ailed) 85 A% a7 089 558 oz filii] 001 001 001
H B i i 4 B 4 8 f f B 8
Zeeore(Eqyph) Fearson Comelation st 1 <457 -[054 T8 Loy A4 A 048 el AN
$ig. (24ailed) B85 62 820 o 35 784 a7 e g4z 430
] i} i} (] ] i} ] ] i i i i}
Zscore(lndonesid)  Peamon Conelation - 403 - 457 1 237 - 178 - 56 - 344 242 -431 A peij]
Sig. (Ztailed) A 362 52 73 A58 A4 Fidd 334 A0 563
N i} i} (] (] i} ] i i i i i}
Zsoore(lnan) Fearson Conelation [l 054 237 1 545 an o .o oaE LTI BT
Slg. (2Aalled) a7 20 52 188 309 01 003 001 001 i
H ] B ] ] ] ] f f B B f
Zenorafkorea) Peatson Conelation vt 778 78 B 1 207 - 458 ar B3 B14 24"
Sig. (Z-4ailed) e it J36 66 435 261 03 85 185 033
N il G (] (] il ] ] ] i i G
Zscore(Mexica) Pearson Conelation 305 B4y -£56 4 7 1 Bi5 - 152 L] - 476 - 105
Sig, (2tailed) 556 1035 A58 peri] 435 184 174 3% 340 B4
H i i i i i i 8 G B B §
Zevate(Nigeria) Pearsn Comelation @y A4 -394 AT - 458 313 1 - B4l BT S - i IR 1
Sig. (2-ailed) 020 784 S04 o e gl 104 i) 0oz oz a7
il i i i i i f 6 fi fi fi fi
Zacore(P akistan) Pearson Conelation - 383 an 242 =23 g =152 -4 1 -843m 240 ey
5ig. (Z4tailed) il 47 4 nog 038 J14 o U] 05 00
N i} i} ] (] i} ] i i i i i}
ZscoreiPhillipines)  Peamon Comelation 7o - 048 43 68 -f13 AT 5T adEm 1 08T 1T
Sig. (2tailed) 0ot 928 04 o1 185 3% 003 005 000 010
N ] ] i i ] i f f B B ]
Zsvore T uteay) Fearson Conelation - gra 030 400 Q7™ B1d 418 - QBs Q40 .06 1 g11°
$ig. (24ailed) fuill a2 420 full Rl 340 oz 005 000 mz2
] i} i} ] ] i} ] ] i g i i}
Zscore(Vietnam) Pearson Conelation - 75 A el -7 B4 =105 -780 B B I A 1
Sig. (2-tailed) oo 430 563 o 033 43 g7 0o 00 02
N i} i} (] (] i} ] i i i i i}

™, Conelation is significant 2t the 0.01 level (2-4ailed),
*. Comelation is significant at the 0,05 level (2 tailed)
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Table 12. High Positive Correlation (greater than 5)
Country High Positive Correlation (greater than 5)
Bangladesh Iran, Nigeria, Philippines
Egypt Korea, Mexico
Indonesia none
Iran Bangladesh, Nigeria, Philippines
Mexico Egypt, Nigeria
Nigeria Bangladesh, Iran, Mexico, Philippines
Pakistan Korea , Turkey, Vietnam
Philippines Bangladesh , Iran , Nigeria
Turkey Korea, Pakistan, Vietnam
Vietnam Korea , Pakistan , Turkey
Korea Egypt , Pakistan , Turkey , Vietnam
Table 13. Population of N11 countries
Correlations
Iscore(Ba Lscore(in Zscore( | Zscore(M | Zscore(M | Iscore(P | Zscore(Phi | Zscore(T |Zscore(Vi
nojadesh) | Zecore(Epyet) | donesis) | Tocorelken) | orea) | mdco) | geria) | akistan) | lpginss) | uey) | elnan)
Iscore(Bangladesh)  Pearson Corelafion 1 20 -4l L | 305 a3 | -G LT I T S T
Sig (2eled) g5 | 4% w0 o I B o [i1] a0
N § § 3 3 § 6 6 § 6 § 6
Iscore(Egymt) Pearson Comedtion 2 1 457 -[54 776 3 145 KTk -[48 e A
5. (24nled) ES 362 vy L] i Te4 467 9% M2 A1
il B £ 6 6 f § 6 f 6 f B
Tscore(hdonesia)  Pearson Correlfion -4 457 1 2| | e 3w FI] -4 409 an
Sig (Meled) L] k7] Ll B - B4 M| 53
N § § § 6 § 6 6 § 6 § 6
Iscore(kan) Pearson Comedation Lok -[54 it 1 B AN T I S b TR 11
Sig. (2aled) o7 820 p32 186 e 00t 03 00t o o
il B B B 6 f B ] f 6 f B
Tscorelfores) Pearson Correltion e m| o .am 545 1 | 4| s B3| M He
Sig (Meled) it w7 165 i i RN i
N § B § § B § § § § § §
Iscore(Mexico) Pearson Comelation 305 By -556 a7 ko 1 Gk -182 AT - 476 108
iy, (24nied) 5% i3 158 ki) 4% 19 kil 6 0 M3
N [ 6 6 6 f [ 6 f 6 6 6
TscorelMgeria)  Pearson Comelfion 53 T T 515 R s m
S (2eled) iz b - o k] 19 o m| m 7
N § f § § § 3 § § § § §
Iscore(Pakistan)  Pearson Correlation i 3 w2 923" e 152 -4 i 43 ol Sag
S0, (24nied) 000 467 4 ] 3 m 07 005 w5 000
N § § & 6 § 6 8 § 6 § 6
Tscore(Priippines)  Pearson Correlfion Fis T =2 IECE m| me L
Sy, (Haled) i ] 3 il 1% e Jiic] L] o no
N § § § § § 3 § § § § §
Tscore(Turkey) Pearson Comelation 474 fics] A0 4T B4 «AT6 - 965" s -39 1 A
Sig. (2Haled) oo 2 2 00t 185 M0 02 005 000 m2
N 6 § 6 8 § 6 8 § 8 § 6
Tscore(Vieam)  Pearson Comelfion g7 40 KT g e s | e | s e s 1
Sig (Meled) 0 o s 7] m T i o0 oo o2
N § § § § f B § f § f §
. Correlation is significant s the 0.01 level (24aled)
*. Correlation s significent e the 0.03 level (2aled).
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Table 14. High Positive Correlation (greater than 5)

Country

High Positive Correlation (greater than 5)

Bangladesh

all

Egypt

all

Indonesia

all

Iran

all

Mexico

all

Nigeria

all

Pakistan

all

Philippines

all

Turkey

all

Vietnam

all

Korea

all
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THE CONSEQUENCES OF ACCOUNTING
STANDARDIZATION AND HARMONIZATION OVER
THE CONCEPT OF FINANCIAL POSITION

SILVIA TAULEA (SAMARA)

ABSTRACT: The concept of financial position and its multiple meanings are often
related to the balance sheet, being defined as the financial statement reflecting a company'’s
financial position at any time, without giving details on what is meant by financial position. The
concept of financial position was refined in the conceptual accounting frameworks of FASB,
IASB and ASB. Differences in the content of this concept are linguistic, and therefore
insignificant. Therefore we propose the following to make an analysis of dimensions and
nuances of the concept.

KEY WORDS: financial position, standardization, financial statements, balance
sheet, FASB, IASB, IFRS, ASB, conceptual accounting framework

1. STANDARDIZATION AND REGULATIONS REGARDING FINANCIAL
STATEMENTS

Standardization efforts are reflected in the definition of postulates, principles
and accounting rules. Normalization aims to achieve accounting standards at a national
or international level or at the level of the capital market, with the intention of
establishing uniform accounting practices. Normalization is defined in accounting
literature as: the process of harmonizing the presentation of financial statements,
accounting policies and terminology, which is done by defining principles and
accounting rules. Although financial situations may seem similar from one country to
another, there are differences generated by the diversity of legal and social
environments, as well as by the different needs of the users, determined by specific
national specific national requirements. The set of statements on financial reporting
was imposed for the first time officially in the United States. Currently, the
standardization body in U.S., the Financial Accounting Standards board (FASB)
demands the preparation and presentation of the following statements:

* Ph.D. Student, “Valahia” University of Targoviste, Romania, samara_vet@yahoo.com
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Balance sheet or statement of financial position;

Statement of income or gains;

Statement of net earnings;

Statement on change in financial position, called the Statement of sources
and uses of funds, known as Statement of cash flows;

e A summary of accounting methods/practices and other explanatory notes.

Financial reporting in Europe is going through a process, originally called of
harmonization, with the formation of the legislative and economic framework of the
EU. In 1978 was issued the Directive 78/660/EEC of the EU Council (4™ Directive),
who’s objective is to coordinate the provisions related to the presentation and content
of annual accounts (name used in continental European countries for financial
statements) and of annual reports of companies in the Member States, with the
assessment models used for the preparation of annual accounts and their publication for
commercial companies. According to article 2 of the 4™ Directive, the annual accounts
must contain: the balance sheet; Profit and Loss Account; Notes on the annual
accounts.

The amendment brought by the Directive 2003/51/EC in June 2003 added the
possibility of allowing or demanding the inclusion in the annual accounts of other
statements than the three mandatory ones, so that entities can prepare financial
statements comparable to the financial statements prepared in accordance with the
international standards. The need to implement International Financial Reporting
Standards in the EU has led to the Regulation nr.1.606/2002 developed by the
European Parliament and the EU Council, referring to the application of international
accounting standards, known as IAS Regulation, to private companies that meet certain
criteria (balance sheet total, turnover, average number of employees). In time,
Directive 1V suffered a series of changes in order to eliminate disparities between the
provisions of European directives and the provisions of international standards.
European directives, while stricter in imposing demands to all Member States, allows
the possibility of adaptation to specific national demands. For this reason, the financial
statements of companies in different countries have specific characteristics.

EU’s strategy to turn to international accounting standards was determined,
first, by the obligation imposed on European companies listed on international capital
markets to publish financial statements in accordance with the requirements of these
markets, and secondly, by the IAS/IFRS being accepted also by the Americans (as a
result of the collaboration between IASB - IOSCO towards improving IAS/IFRS), the
European Union considered that a solution to the problem would be the orientation
towards these standards. But that solution does not solve all problems, in the sense that
as long as the EU demanded that the European directives and demands are met also,
together with IAS/IFRS, there was and certainly will require amendments to reduce the
arisen conflicts. Because of the role and importance of the statements and of the
credibility of financial information, differences in interpretation can be difficult to
resolve without an accepted conceptual accounting Framework across Europe.

The International Accounting Standards Board (IASB) with the U.S. and
European standardization body campaign to reduce the differences in the presentation
of financial statements, trying to harmonize regulations, standards and accounting
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procedures regarding the elaboration and presentation of financial statements. It is
known that companies that compile annual financial statements in compliance with
IAS/IFRS have in mind the provisions contained in the Framework for the preparation
and presentation of financial statements. Accounting conceptual framework is “a
coherent system of objectives and fundamental principles, linked together, which may
lead to the formulation of robust rules and state the nature, role and limits of financial
accounting and financial statements” [3].

In fact, this conceptual accounting framework is a normative accounting
theory, which underlies the development of accounting rules. According to professors
Niculae Feleaga and Ion Ionascu, the Accounting conceptual framework “is a guide for
developing accounting rules and for their interpretation. It is a support for processing
operations related to transactions and the events involved in the companies activity,
which are not solved by the rules” [2].

2. DIMENSIONS IN DEFINING THE CONCEPT OF FINANCIAL POSITION.
COMPARATIVE STUDY

FASB in SFAC5 Recognition and Measurement in Financial Statements of
Business Enterprises, defines the presentation of financial position as a situation that
provides information on assets, liabilities and equity of an entity and the relationship
between them at any time, as reflections of the economic resources on one hand and
the financing structure on the other hand, emerging from the needs of users. IASB
defines financial position by four coordinates which also give clues on its information
capacities:

2.1. Economic resources controlled by the company

Information about resources are useful to the extent that they help to forecast
future cash flows. Resources are accepted by the IASB’s conceptual framework as
assets only if they meet a set of restrictions:

e they are controlled by the company. The notion of control is not defined in an
explicit manner. A resource is presumed to be controlled if the company has
the opportunity or ability to extract incorporated economic benefits but also the
ability to restrict access to other entities to the potential it offers. Therefore,
control must be exercised effectively.

o they are the result of past events. The definition of economic assets requires
resources to be controlled, as a result of past transactions or events. Therefore,
the company with access to future economic benefits, but which had, up to the
date of the balance sheet, the ability to limit access of others to these
advantages, will not record an asset on the balance sheet date.

o they generate future economic benefits for the company. The ability to generate
future economic benefits is the essential dimension of an asset. The economic
benefits related to an asset correspond to the potential with which the asset
contributes, directly or indirectly, to a flow of cash or cash equivalents.
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FASB’s definition given to an asset is more restrictive. It does not refer to
resources but the probable future economic benefits. Temporal and control restrictions
are concerned. Professor Nicolas Feleaga noted that the definition of the American
conceptual framework generated intense debate related to capitalization of intangible
elements such as brands, market share, research expenses, etc.. British conceptual
framework does not equate assets and future economic benefits. The definition implies
that not the economic benefits are controlled by the company, but rights and other
ways to access these benefits. In our opinion, this definition is even more restrictive
than the one provided by FASB, but has the advantage of reducing ambiguity. The
existence of the latter is defined in the restriction of items recognition in financial
statements.

2.2. The financial structure of the company

Information about the financial structure is useful in order to anticipate the
needs of credit and how the results and future cash flows will be distributed to those
who have an interest in the company. They are also useful for anticipating the
company’s chances to receive funding in the future. Financial structure of the company
is assessed through qualitative elements of debt and equity. IASB’s definition of debt
overlaps with that given by the FASB. The presence of the expression “... it is expected
for an exit possibility to result...” in the first case and of “probably” in the second case
(as with the definition of assets), means that the entity activates in an unsafe
environment. ASB eliminates ambiguity in the definition of debt leaving it to the
recognition criteria.

It can be concluded that such definitions encompass not only legal or judicial
obligations, but also social or moral ones. A difference can be grasped however. In
order to present the cause of an asset (or debt) IASB uses the notion of past events
while FASB makes a distinction between operations (or transactions) and events. The
operations usually result from an agreement of the entity, which is no longer required
in the case of the events. ASB insists on the idea of control over operations and events
in order to recognize the existence of debt and state that there are certain debt and
obligations that are not likely to generate a transfer of economic benefits even if they
can not be recognized in financial statements.

In the definition of equity, regardless of the conceptual framework to which we
relate, the concept of residual interest is essential. It is based on the hypothesis of the
company’s liquidation. At the base of equity there is only a residual ownership right
over all assets of the entity and not on specific activities. From the above definition
and, in particular, from the expression “residual interest” it results that debts are
prioritized on the entity’s assets and, as such, they must be placed before equity when
it is their right or interest on same assets.

The two elements of adjustment of equity have a particular conceptual
treatment. We target owner’s investments and distributions in their favour. The
American conceptual framework retains these adjustments in the set of elements of
financial statements. IASB does not explicitly retain these elements in defining the
company’s financial position. They are found, however, in the form of restrictions in
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the definition of expenses and income. Practice shows that one can not always draw a
clear dividing line between debt and equity elements.

2.3. Liquidity and solvency of the company

IASB’s conceptual framework emphasizes the importance of this information
in making predictions about the ability of the company to honor outstanding financial
commitments. Liquidity is the expression of short-term management, while solvency
concerns a longer perspective. Liquidity is seen as a way to control access to other
resources.

2.4. Company ability to adapt to changes in the environment in which it operates

The international conceptual framework is poor in details concerning the size
of financial position. More generous is the British conceptual framework that
emphasizes the financial side of the company’s adaptability to environmental changes.
Financial adaptability of a business is its ability to act effectively in order to change the
size and pace of cash flow, in order to respond to unexpected needs or opportunities
arose. An entity wishes to have a financial adaptability as one such quality helps the
company to mitigate the risks facing its business and to survive during periods of low
(or even negative) cash flows generated by various operations.

3. USERS OF INFORMATION ON FINANCIAL POSITION

J.N. Frank remarks: the multitude of users of financial statements leads to a
multitude of images of financial position.

Creditors look at information provided by financial statements from another
perspective than managers or investors. Their interest is directed towards ensuring the
recovery of loans and extending them. Also, creditors are looking for information on
ensuring their credits. But the financial position is not reflected for all creditors by the
same information. Commercial creditors look at the financial position differently than
the financial creditors. The creditors who have an interest in the company’s activity
have completely different approach on the financial position of an entity (financial
creditors that make a long-term investment in the entity).

This type of creditors’ interest becomes similar, up to a point, to the interest of
investors. In this regard, the reflection of financial position is made by information on
solvency, future projections regarding the company’s ability to generate cash flows,
which brings into question the concept of continuity and reconsiders the importance of
elements present in the financial statements both in structure and value. Although
similar, the interests of creditors and investors in reflecting the financial position are
not identical. In the case of creditors, the focus is on presenting information related to
total assets (items that ensure recovery of investment), from the perspective of
investors the importance is on size and structure of equity (value which generates
future earnings brought by the investment or value that can be recovered from the
withdrawal of the investment).
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The perspective of the management entity is multiple; each department of the
entity has specific needs for information. The balance sheet, as a component of the
financial statements, can not fully meet the need for information of the management,
but can be a bridge between internal and external environment of the entity.

4. CONCLUSIONS

If world economy is under the “banner” of a large “earthquake” of business
globalization, of internationalization of economic relationships, accounting can not
remain immune to these mutations, being virtually on the verge of a big process of
“conciliation” which takes place within a broader process of harmonization of
accounting, in which the different accounting systems attempt to redefine their position
in order to find a accounting language universally understood. The need for
convergence and uniformity in accounting requires its normalization. This will
materialize the objectives, principles, methods and rules regarding accounting
reporting, both in the production of accounting information and its use.

The current objective related to producing the financial statements, as it is
mentioned by the IASB, remains the one about presenting the financial position,
financial performance and changes in the financial position. Current design on balance
sheet accepted by users of financial accounting information is that it reflects the
entity’s financial position at a certain moment in time and allows the issuing of
opinions on past activities that may constitute a basis for shaping future work.
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THE RELATION AMONG SIX SIGMA AND OTHER
MANAGERIAL TECHNIQUES OF
IMPROVING THE PERFORMANCES OF THE
ORGANIZATIONS
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ABSTRACT: In this work we proposed myself to approach aspects bound to the
importance of Six Sigma method in what concerns the growth of the organization’s
performances within a dynamic and hostile environment marked by the nowadays slump and by
the more and more sophisticated requests of the customers. Within my work I have gone over
and presented the necessity of improving the processes through the Six Sigma method and 1
have analysed the external and internal factors “relatively fluid” and “relatively rigid” which
influence the attainment of some superior levels of processes’ performance. I have studied the
Six Sigma model of improving the processes and I have emphasized the operational and
managerial influences of this model. I have also analyzed the relation of complementarity
among the management system ISO 9000:2000, the Kaizen techniques, Total Quality
Management and Total Productive Maintenance and the strategy Six Sigma which has as result
the growth of the economic performances.

KEY WORDS: quality, Six Sigma, performance, strategy, total quality management

1. INTRODUCTION

In a dynamic socio-economic environment, the organizations must be
permanently oriented to the long-term improvement of the processes. The
improvement of a process does not represent only a goal, this is directed to the growth
of the organization’s competitiveness or, in other words, to the growth of the
organization’s ability of realizing, in its domain of activity, superior results in
comparison to similar structures (Thawani, 2002).
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Competitiveness is relevant through the level of performance the respective
organization attains at a certain moment, where performance is defined as being the
combination between efficacy and productivity (Brad, 2006).

Because both efficacy and efficiency are dynamic parameters, performance is
nothing else than “the area of dynamic equilibrium” between the two parameters at a
certain moment.

Therefore, from this perspective, performance represents the organization’s
ability to contribute to “the balanced satisfaction” of all interested parts.

Starting with these elements, the effort of improving the performance of the
organizational processes must generate both the growth of global performance of the
organization (meaning to lead to the growth of organizational excellence) and the
attainment of this objective in a balanced way, through keeping a superior balance
between efficiency and efficacy. Thus, the improvement of a process must lead to:

o The growth of the process’ efficacy;

o The growth of the process’ efficiency;

e The growth of the process’ level of excellence(through the growth of the
satisfaction level of all interested parts associated to the respective process);

e The assurance of an internal dynamic equilibrium (through the assurance of an
evolution with the same dynamics for both efficiency and efficacy);

e The assurance of an external dynamic equilibrium (through the avoidance of
perturbing the internal dynamic equilibrium of the processes inter-correlated
with the considered process).

If the environment of a process is seen from the perspective of the previously
underlined vectors, a lot of provocations can be easily identified, as well as constraints,
to the attainment of some superior levels of the processes’ performances.

In the case of an organization, the provocations and constraints depend both on
content and on intensity, on a series of external and internal factors “relatively rigid”,
as well as on a series of external and internal factors “relatively fluid”.

Within the internal factors “relatively rigid” we can include: the type of the
economic activity developed by the organization, the organization’s character (public,
private, mixed), the organization’s age, etc. within the group of the external factors
“relatively rigid” we can consider: the geographic location of the organization from the
perspective of climate and relief conditions, the geographic location of the organization
from the perspective of political, historical, cultural and social conditions, the
geographic location of the organization from the perspective of economic conditions.

Within the internal factors ‘“relatively fluid” we can include: the human
resource, the managerial potential, partnerships, financial resource etc. in the last
category, that of external factors “relatively fluid”, we can bring in: the access to
financial resources, the market evolution, the competitors, the political factor, the
customers’ behaviour, etc.

Therefore, one can appreciate that to generate mature solutions in the effort of
improving the processes within the internal and external factors presented above, the
use of some modern managerial techniques is imposed, through which the Six Sigma
model is a solution.
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2. THE SIX SIGMA MODEL OF IMPROVING THE PROCESSES

Six Sigma is a model of long-term improvement of processes, resulted from
practice, because the approaches of type Kaizen could not surpass sigma level 3 or 4 of
the processes’ performance (J. Ming C., Jia-Chi T., 2004). To reach some higher levels
of processes’ performance - sigma 5 and 6 - the use of some more elaborated
methodologies and instruments is requested. Model Six Sigma measures this
performance through the organization’s ability to lower the damage (the number of
non-concordances considering the number of opportunities) (Cronemyr, 2007).

The model Six Sigma measures this performance and can be applied to all the
structures of an organization. Thus, the high management can use the Six Sigma model
to improve the rate of market occupancy, to increase the profitability and viability of
the organization on long term. The management at an operational level can take into
consideration the Six Sigma model to improve efficiency and to lower the operational
costs. At the production level, the Six Sigma model can be applied to lower the non-
concordances, as well as to improve the processes’ ability (Cronemyr, 2007).

The Six Sigma approach is actually a complex of strategic and operational
methods through which, the attainment of an excellence degree in the quality of
products or services offered by a certain organization, industrial or services, is
followed.

This “degree of excellence” (Isaic -Maniu, Voda, 2008) is not just a figure of
speech - it can be quantified and thus, there is the possibility of relating to this level
through different indicators which measure the degree of rapprochement or remoteness
from the followed best.

Thus, it is outlined the fact that the main aspect of the Six Sigma approach is
the managerial one, of organizing and leading the activity of quality structure, in this
activity being incorporated the operational aspect (methodological, procedural) which
is based on the practical and theoretical arsenal offered by the mathematic statistic.

Six Sigma, this “new philosophy of quality” refers to the identification of some
vital elements which can lead to the improvement of the activity at all the levels of the
organization, as well as to the quantification of these elements through different
“metrics” of performance.

In Motorola vision, which introduced for the first time this concept, the vital
elements refer to the following:

e The production cycle, the time allocated to a certain activity, which must be
lowered to the possible maximum;

e The capability of each and every process developed with the respective
organization.

The processes must be able in such a way that the probability of the supplied
products not to respect their specifications to be smaller than the probability of a
normal variable to take higher values than six standard deviations from its average.

A Six Sigma objective or a quality at a Six Sigma level means that a quality of
99, 99966% to be produced, meaning to have only 3, 4 non-concordances at a million
of “opportunities”.
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Another interpretation derives from here and also, another objective, that of
satisfying, close to perfection the client’s requests. Actually, the term of Six Sigma
refers to a target of performance, derived from statistic, to operate only with 3, 4
deficiencies to each and every million of activities or “occasions” (Pande P., Neuman
R., Cavanagh R., 2009).

Another way to define Six Sigma is as a general effort of changing the
organizational culture, to direct the company to a better satisfaction of the clients, to
profitableness and competitiveness. We can say that Six Sigma represents a
comprehensive and flexible system to realize, sustain and maximize the success in
business. Six Sigma is guided only by the close understanding of clients’ necessities,
by the disciplined use of information facts and statistic analyses, as well as by the
special attention given to the administration, improvement and remodelling of the
business process (Pande P, Neuman R., Cavanagh R., 2009). The obvious benefits of
Six Sigma model refer to: the lowering of costs; the improvement of productivity; the
growth of market quote; the lowering of time of the activities cycles; the lowering of
the deficiencies number; the changing of the organizational culture; the development of
product or service and many others.

3. SIX SIGMA, ISO 9001-2000 AND OTHER MANAGERIAL TECHNIQUES

Among the Six Sigma strategy and other managerial techniques focused on
quality there is a relation of complementarity which has as a result the increasing of an
organization benefits which implements these strategies of quality, materialized in a
profit growth, costs lowering, the lowering of the deficiencies number, the growth of
clients’ satisfaction and their devotion.

The ISO certification of the firms represents an indicator of performance, but
with all these, the certification given, based on a standard of quality, does not offer any
guarantee over the fact that the products realized by the respective firm respect certain
standards of quality or that, from that moment they will be better in what concerns the
quality. Also, ISO does not establish procedures to be followed, but it only gives to the
existing ones a standard. These two observations constitute, in a way, the essential
conceptual differences among Six Sigma and the standards of quality management. In
fact, the implementation of a Six Sigma program means the delivery of products and
services of exceptional quality through the elimination of all the internal deficiencies.

Thus, a Six Sigma organization will have excellent products from the quality
point of view and it will maintain at the same time some extremely efficient systems of
the production and administrative. There are common points, too, between the two
managerial techniques as it can be seen in table 1.

Thus, the Six Sigma offers a managerial environment, including processes,
techniques, training to implement the requests of the standard ISO 9001: 2000 referring
to:

e The demonstration of high leadership engagement to the long-term improvement
of the efficacy of the quality management system;

o The assurance of competences, abilities and the necessary training in what
concerns the statistic techniques and of the management;
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Data analysis.

The long-term improvement of the quality management system;
The supervision and measurement of the consumer’s satisfaction;
The supervision, measurement and improvement of the processes and of product;

Table 1. Correspondence between Six Sigma and ISO 9001:2000

The Principle of
the Quality
Management

Correspondence

The attention
focus over the
consumer

Six Sigma indicates the way of alignment of the organization’s
objectives to the consumer’s requests, through measuring the obtained
performances as a succession of the attention focus over the user.

Leadership

The superior management involves actively in the realization of the Six
Sigma projects, in what concerns the assurance of the financial support
and the necessary training.

The involvement
of the interested
factors

The Six Sigma projects are thus conceived to assure the involvement of
all the interested factors; the program includes the training assurance for
the use of work techniques and the development of team work.

The processual

The Six Sigma project identifies, analyses and assesses the

approach organization’s processes concerning the improvement of the activity.
The systemic The Six Sigma projects are based on the interaction among people and
approach processes that are connected in an inter-dependent system; this system

assures the getting of performances, improved by following some
measurable objectives.

The long-term
improvement

The organizations which adopt the Six Sigma strategy are aware of the
fact that the quality of their products must be improved continually, this
being the main factor for success in the conditions of a high
competitiveness.

The management
based on facts in
taking decisions

The Six Sigma teams focus their attention on collecting and analysing
data, on their base formulating opinions and arguments which assure a
unitary understanding and allow the substantiation of decisions.

Source: (Isaic- Maniu, A., Voda V., 2008)

The goal of Six Sigma strategy deals with the growth of an organization profit
through the elimination of variability, the lowering of deficiencies number and the

elimination of damage, which removes the consumer and affect the organization.

The strategy Six Sigma can be understood and perceived in three different

ways (Isaic- Maniu A., Voda V., 2008):

1. Metric: the Six Sigma level is assured when there are obtained 3, 4

deficiencies per one million of opportunities.

2. Methodological: Six Sigma is based on the use of two methods DMAIC and
DMADV, which appeal to different instruments and techniques of the quality

management for their leadership.
The basic methodology of DMAIC method has as principle the following steps:

e the defining of the improvement targets which are in accordance with the clients’

requests and the enterprise strategy;

e the measurement of the current process and the data collecting relevant for future

comparisons;

293




294 Todorut, A.V.; Circus, D.; Niculescu, G.

e the analysis of the relations verifying and of the factors causality. To determine
what sort of relationship is and to try to guarantee that all the factors have been
taken into account;

e the improvement or optimisation of the process based on the use of analysis
techniques such as the Experiments Projection;

e to control the guarantee that any variance is corrected before it transforms in
deficiency. The arrangement of pilot tests to establish the process ability, the
transfer of production and after that, the long-term measurement of the process and
of the control mechanisms of the institute.

The DMADYV methodology consists of the following five steps:

o the defining of cycle improvement targets which are in accordance with the clients’
requests and the enterprise strategy;

e the measurement and the CTQ identification (critical to qualities), the product and
production process ability and the risk factors;

e the analysis, the projection and the development of alternatives (what projects must
be realized at a high level);

e the details projection, the projection optimisation, the planning for the projection
verifying. This phase needs simulations;

e the projection verifying the organization of pilot tests, the implementation of the
production process and the delivery of the project to the beneficiary.

3. Philosophical: Six Sigma supposes the lowering of the organization
processes’ variation, the focus of attention over the consumer and taking decisions on
data and facts. The comparisons among the managerial techniques of improving the
performances (Kaizen, Six Sigma, Total Quality Management, and Total Productive
Maintenance) are very suggestive, as it can be seen in table 2.

The techniques Kaizen, Six Sigma, Total Quality Management and Total
Productive Maintenance have the same essence and use the same stages for the
processes optimisation. They do not exclude themselves reciprocally, but it is very
important that the chosen method to be implemented with flexibility, following the
realization of the final objectives. Otherwise, a lot of companies use, at present, a
combination of Lean Sigma or Kaizen Sigma.

4. CONCLUSIONS

The Six Sigma method integrates elements of managerial culture, as well as
elements specific to quality, which are essential for the lowering of the quality
performances of an organization at a level of excellence. Six Sigma is not a substitute
of the quality management system and is something more than a system of quality as
TQM or ISO, having this way a trans-disciplinary character.

The Six Sigma specialists consider that the success in business consists in
producing what is asked first and faster, better than competitors and that the secret of
such a success is even Six Sigma through its methodologies.
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Table 2. Comparisons among the main managerial approaches in the quality domain

Total Quality | Total Productive
Kaizen Six Sigma Management Maintenance
(TQM) (TPM)
Objective The permanent The reach of The activity Zero deficiencies
optimisation of the | processes and development and | Zero failures and
work processes product the lowering of zero accidents
perfection: “zero | damage caused Zero fallings
deficiencies” by useless
processes
Principles Optimisation is By measuring the | The realization The rise of
realized through “deficiencies” of | of quality in all efficaciousness is
the elimination of | a process a the company realized by
elements with no method to operations is eliminating the
value eliminate them obtained by deficiencies from
can be found. The | eliminating the the process. The
deviation from the | deficiencies and | optimisation of
process perfection | the superficial the process leads
must be lowered elements to “ zero failures”
or eliminated
Defining All the employees are involved in the process.
Element
The Method of Implementation
Problem There are groups There are work There are work | There are work
Identification | (circles of quality) | groups that assess | groups that groups that

that identify the
superficial
elements. The
processes’
performance is
assessed
concerning the

statistically the
deviation of
processes from
perfection.
There are special
processes to
assess each

identify the
deficiencies
from a process

identify the
causes of failures
and fallings from
a process

cost and the results | process
quality
The solution Within the work The teams discuss | The teams The teams discuss
of problems groups possible and create special | change the ways to
solutions are process sheet information reduce the
debated. The cards Six Sigma to | obtained from deficiencies.
debate is guided follow their work Employees from
by the responsible | improvements. experience and all the levels are
people of different | The debate is observations involved in the
domains and guided by over the process of finding
compartments realizing some efficiency of a solution for the
involved in the project reports and | different ways problems
analysis it is framed in a of process
hierarchic system | functioning
of Six Sigma applied in the
leaders past

Source: (Isaic- Maniu A., Voda V., 2008)
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WAYS OF SETTLEMENT IN INTERNATIONAL TOURISM

DUMITRU TROANCA *

ABSTRACT: The ways of settlement used within international commercial relations
have evolved continuously, as an effect of the evolution of the world economy, as a whole, but
also as an effect of the evolution of information technology and message transmitting
techniques. In the same manner, the ways of settlement which are used in tourism, have also
evolved due to the necessity to meet the high volume of international payments for tourism
services. Cash payments, traveller’s cheques, bank card payments, payment order and internet
payments are shortly take into consideration in this paper, discussing about how often are they
used, in which cases and why one of them is preferred to another.

KEY WORDS: settlement, tourism, cash, cheque, card, payment

All transactions made in international tourism, have as a basis firm contracts,
which differ in accordance with the means of distribution, between contractors and
intermediaries, between contractors and tourists which are beneficiaries or between
intermediaries and tourists. Within the ensemble of clauses which are enclosed in such
contracts, a major role is played by the currency-financial component, which refers to
the used ways of settlement, the means of avoidance or diminishing currency risks or
the means of payment, the payment scheme, etc. [1].

The ways of settlement used within international commercial relations have
evolved continuously, as an effect of the evolution of the world economy, as a whole,
but also as an effect of the evolution of information technology and message
transmitting techniques. In the same manner, the means of payment which are used in
tourism, have also evolved due to the necessity to meet the high volume of
international settlements for tourism services: only in the last 20 years, the sums
allocated for payment regarding international tourism increased over 5 times, from
242.7 billion USD in 1988 to 1,168.6 billion USD in 2008 [2].

A. Cash payment is usually used only when one of the parties is the tourist.
They occupy, at the current time, a modest position concerning international payments
in tourism, due to several disadvantages:
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e the need of effective cash transfer which involves risk of loss or theft;

e direct contact between the two partners is difficult to create if service
payment needs to be done on reservation or if the supplying agency of the
respective service finds itself in another area than that of where the tourist
actually receives the services he pays for;

e the difficulty to synchronize the obligations of both partners whereas terms
of tourist services involve a reservation in most cases, which supposes a
partial settlement before the service is carried out and which creates, for
the tourist, the risk of lack of satisfaction by comparison with the service
he paid for, when he does not receive the expected quality.

Having taken all these aspects into account there are also reasons which make

cash settlements used today:

e in countries which have currency restrictions regarding ownership of
foreign currency or which have severe tax-based tourism services, cash
settlement may allow for the means of fiscal evasion or avoidance of
currency restrictions;

e discretion concerning cash settlements when prohibitive goods are being
traded;

e certain tourism and transport services, especially in countries not yet
connected to electronic payment and settlement systems (debit or credit
cards), are still paid for in cash. This thing involves the fact that tourists
must have a certain amount of cash in local currency in order to cover
costs for such services.

Certain tourist services, when they are carried out professionally, lead to the
,rewarding” of the person which carried out such services, by the tourist itself, a tip
which may be even 10 % of the whole service cost. Restaurant owners for example,
have a tendency to pay their employees with small wages, to stimulate them to carry
out such services to tourists, which will grant them tips and thus to aid them in
completing their income. This is why, in restaurants, the possibility of carrying out
payment with a credit card for example, is not really enjoyed (although it is made
possible).

B. Cheque payment is the nearest way to cash payment, the character of the
written cheque giving partners a higher degree of security. The cheque is an instrument
of payment which encloses the unconditional order of payment by a respective person
or enterprise, called owner, to a legal entity (which may be a bank or credit institution),
to pay a beneficiary, a determined amount of cash, on sight.

Payment trough different forms of cheque took off after the 60s, when the
traveller's cheque was first used in tourism. This is an instrument of payment with a
fixed value, printed of the cheque, which is emitted by a bank and is usually destined
for people travelling abroad, to cover travelling and maintenance costs. Traveller's
cheques can be sold both by the emitting bank as well as by its correspondent banks.
They can be cashed in at any desk office of the respective banks, shops, hotels and
restaurants. The possessor of such cheques has the advantage of wearing money on
him without the risk of loss or theft, a situation in which he is granted the quick
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replacement of the cheques in short time from the announcement of their
disappearance.

On the face of the cheque we see two spaces, designated for signatures: the
first of which is given when buying the cheque, and the second when the cheque is
used as an instrument of payment or when it is presented for cashing in. In this manner,
one can probe the fact that he who uses the cheque is it's rightful owner.

Traveller's cheques are available as leaflets or in individual files in various
currencies and values. They can be sold in any amount and any combination. The most
cheques are under the American Express logo, but those familiar with these also use
Thomas Cook, Visa, Swiss Bankers or Travellers Cheque.

They are cashed in dollars, euros, or pound sterling, they can be changed
anywhere in the world, in local currency, in banks or exchange houses, and the
amounts in which we find them are 50, 100, 500 or 1,000 monetary units. They do not
have an expiration date, being universally valuable and in cases of loss or theft they
can be replaced in 24 hours maximum.

Another advantage is the facts that at exchange houses the customers can take
advantage of a better exchange rate than if he was to swap local cash for its own.

C. Bank card payment is used more and more in the last few years, due tot the
fact that it eliminates the transport of cash and the risks that it involves. Starting with
the 1960s when Bank of America launched its BankAmericard (currently known as
VISA), cards have revolutionized the way we purchase goods and services. This is the
same for millions of consumers.

They have evolved from the point of view of the technology they involve
(magnetic band cards or electronic chip cards), with the sole purpose of increasing
transaction safety. They evolved as functions held as well - banks issue debit cards
today (which allow for the existence of an amount within an account, which is
decreasing with each payment) or credit cards - these are for bank customers which
apply for certain bank terms, and of which the bank considers that they can cover, with
their current income levels, the amount borrowed.

One of the major advantages of card payments is that, due to the evolution if
information technology, the existence of card readers is obsolete, as this is now made
safely with the help of the internet, the sole condition being that the one who uses the
card possesses the respective amount on the card or is entitled to overdraft.

D. Payment order is seldom used by tourists who pay for services, due to the
fees which are slightly higher by comparison with transferred money. However, these
are used in settlements concerning tourism agencies, tour-operators, intermediates and
service providers. This form of payment is similar to cash payment, but is realized by
banking means and consists of the order which a client issues to his bank to pay from
his account, an amount of money, to a partner, in an account which the partner has
opened to the respective bank, or any other bank for that matter.

Fees and commissions are payable in three ways: only by the one who makes
the payment (the mark is “OUR” on the external payment issue), by both the one who
pays as well as by the beneficiary (the mark is “SHA” on the paper issued) or only by
the beneficiary (in which case, the option “BEN” appears on the order). On a normal
circuit, external payments are finalized between 2 and 5 working days, regardless of
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the area. There is also the possibility of making the payment in a state of emergency
(one day to another), but this implies a higher fee, which is calculated concerning the
transferred amount.

The usage as ways of settlement is not denied (perhaps concerning settlings
between enterprises) of credit titles - promissory notes, although they are not
particularly used in tourism settlements.

E. Internet payments began to gain more and more ground in the last few
years due to a major advantage which they offer: they can be made in front of any
computer (although, for safety issues, it would be advised not to be a publicly used
computer), with the help of safe internet connections. A condition which must be
fulfilled is that of an open account or providers of such services: PayPal,
Moneybookers, Mondopay, Alterpay, etc. By means of such providers, one can make
transfers of money from or to various partners, but also payments for services or
products bought from one's own country, or abroad. Once the procedures of
subscription verification checked, the rest of the operations do not require some special
effort or skill. If he who makes the operation has an internet banking service available,
then, banking trips are completely eliminated, because people can use the computer for
loading their account for one of the providers fore mentioned.

For example, the Moneybookers has a friendly-user interface, which is also in
Romanian and offers several advantages [3]: transfers are real-time (the cost of a
transfer is 1 % of the transfer value, but no more than 0.5 EUR), other data is not
required, except for the e-mail address. The difference with on-line payments made by
credit card is that, if we issue our card data (card number and safety code), every time
we make a payment and, to each beneficiary, concerning internet payments we reveal
these information only to the provider (if the payment is trough credit card) or it is
sufficient to load the account which we already opened at the provider with the amount
which is to be transferred, without revealing data concerning our accounts.

More and more tour-operators accept internet payments as viable alternatives
to traditional ways of settlement (banking transfers, cheque payments), thus meeting
the tourists' desire to simplify the payment procedure and to reduce operational costs.
We can also consider vouchers, in this category, but we must state that these are not
instruments of payment in tourism, as they are wrongly considered in some papers, but
documents which contain details concerning the services for which the tourist paid for
and which will be carried out by hotels, public restaurants or other providers.
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INVESTMENTS, AN ECONOMIC GROWTH FACTOR

CECILIA ELENA VADUVA ™

ABSTRACT: In the national economy system, investments are an accelerator for
multiplying receipts of material and labour resources thus causing a growth of disbursements
from the system® Therefore, in the system of factors influencing the economic development of a
country, investments have a strategic role. This is why, investments are the main method for
achieving economic growth.

KEY WORDS: investment, factor, national economy, labour, products

Economy is facing more and more technical and scientific implications, whose
“products” require significant investments funds for their application in production.
Mechanization, automation, robotization and cybernetization of production cannot
become realities without the society spending significant investments funds.

For the developing countries, investments have to be seen as the sole factor
allowing to decrease unbalances compared to economically advanced world countries.
Only through adequate use of investment resources, new jobs can be created, gross
domestic product per inhabitant can be increased, labour efficiency can be increased
and hence people’s quality of life. The internal unbalances of a country between
branches, areas cannot be removed or decreased without the capitalization of local,
natural and working resources, without creating new economic objectives possible
through the allocation of investments funds. On the other hand, investments are the
main factor of national economic structure modernization, because all the changes
developing in the technological and technical and economic structure, the possibility of
economy to keep up with the technical and scientific requirements are conditioned by
investments. Investments are a significant qualitative, intensive factor of national
economic structure modernization.

Investments are mostly an extensive factor of economic growth which makes
us see it in tight interdependence with intensive factors, with the ones causing
economic growth of resources in the system of national economy. It is necessary to
increase national income both extensively (new investments) and especially intensively
(labour efficiency increase, reducing material costs etc).

* Assoc.Prof., Ph.D., “Constantin Brdancusi” University of Tg.-Jiu, Romania
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Investments influence on economic development is conditioned by the
structure of tangible asset it is materialized into. It is the weight the active elements of
fixed assets hold — machines, plants and equipments — through which technological
process is developed; the higher this weight is, the greater their economic efficiency.
The achievement of a dynamic and balanced economic growth depends, to a large
extent, on the development of its own basis of raw materials, drawing new natural
resources in the economic growth, superior processing and efficiency of all national
resources. The development and diversification of services, scientific researches, health
protection, living conditions improvement, extension of trade network, as well as social
and cultural endowments in accordance with the growing requirements of the
population require investments. This is because the material basis has to be first of all
developed and modernized for all these activities which cannot be achieved without
investments. Economic growth in all countries has caused and causes numerous
opinions, as well as patterns regarding the same economic growth. Among the factors
influencing the level of this growth we can mention: human potential, volume and
quality of fixed and circulating capital, existing natural resources and drawn in the
economic circuit, technical and scientific progress, organization level of production
and work, exterior trade efficiency and allocated and achieved investments.

Economic growth and welfare of a country essentially depend on the
expansion of invested capital, as proven by the impetuous development of USA. USA
economic growth rate has based on the fact that investments have been 21% of the
gross domestic product (GDP), with peaks of 28% during prosperity period, while in
times of war or crisis, the weight of investment has considerably decreased. The role of
investments in market economy starts from the goal of investments, in the meaning that
these investments mean the growth of a portfolio of assets with the two components:
Fixed assets, that can be incorporated (buildings, plants), not incorporated (patents,
technologies, software) and financial (shares, bonds, other valuable assets), thus with
long time of use; Circulating assets, necessary for current operation and hence
undergoing a fast rotation, referring to material stocks and liabilities on clients, as well
as production debts. The problem occurs for the technical renewal of all branches and
fields in the national economy, but this renewal means internal and external financial
efforts that have to be supported based on the current internal production and through
the contribution of foreign investors. Renewal means orienting investments towards
fixed assets that would draw a certain structure of circulating assets.

In Romanian economy, the first problem consists of property restructuring in
order to institutionalize the three types of properties found in all countries: private,
public and mixed property, along with the restructuration of Romanian economy, based
on a real, national, democratic and humanistic conception, complying with national
interests and with the international economic life. A special importance is given to the
role of investments in the strategy of production capacities restructuration. This is
because production capacities restructuration at microeconomic level cannot develop
within the investment process. Two trends can be found in the investment activity:
investing in order to produce better and investing in order to survive. Passing to market
economy is for many companies, first of all a matter of survival. Survival is just a way
of delaying and preventing economic bankruptcy. Practice reveals the significant way
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investments have in supporting active strategies of companies, like: making new
products, conguering new markets, thorough specialization, and fast adaption to
client’s requirements. Promoting these strategies allows better chances of success to
these companies aiming only reduce costs, always making the same product. Economic
agents’ interest is to establish and strengthen their position on the market, to analyze
the offensive component of investment strategy in order to restructure production
capacities and permanent adaption in the mechanism of demand and offer. In
conclusion, in all countries, they want to promote an investment policy, and in
Romania, efficient investments achievement is an essential matter in the economic
growth process.

Investment policy. Investment: strategic financial decision. Any capital
placement, either long-term or short-term, in order to achieve profit is an investment.
Whether funds are placed in intangible assets or circulating assets, investment is a
fixed capital significant as volume and lasting in time, aiming to achieve a future
adequate profitability. Therefore, the investment decision leads to a present fixed
capital hoping for a further profitability to be achieved in several accounting periods.
Investment decision is a part of the general policy of the company. It is not just a fixed
capital but also a useful activity placed in a certain segment of the market, involving a
certain amount of natural, human and money resources, initiating and maintaining
relations with companies in related fields of activity, whose turnover is positively
influenced. Considering the high cost of investments, the first problem is finding and
choosing the necessary sources for financing, as well as assessing their profitability,
comparing financing costs with predictable financial results. Investment choosing
procedure supposes along with assessment, the comparison of considered projects
profitability in the context of general strategy of the company and difficulties in
achieving financing sources. If the selection of investments projects is made depending
on financial criteria, one has to also consider the priorities dictated by the company’s
policy within its development strategy. It is obvious that every project shall be adopted
based on a commercial, technical and financial study that would justify investment’s
opportunity. Financially, the investment causes high initial costs that have to be
followed in the view of funds receipts, recovery financial flows respectively predicted
to have a distributed place for the entire period of the economic life of the task
(usually, duration of economic life or normal operation duration).

If initial costs for achieving fixed assets and negative flows or immobilization
flows are know from the general estimation, future financial flows, also called positive
or entry flows consisting in annual depreciations and benefits to be achieved from the
use of the objective, have to be quantified. After establishing positive and negative
financial flows they shall be compared in order to establish the opportunity of the
investment. Establishing positive financial flows is relatively difficult to achieve from
at least two reasons: first of all because there is always certain incertitude of
predictions and second of all, for the weight of separating the contribution of a certain
fixed asset to positive general flows (benefit, especially) of the company. All these are
completed by the difficulties to quantify fiscal incidence, the contribution of the project
to the gross profit that has to be corrected with the profit tax, respectively.
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An investment policy is defined depending in the objectives engaged by a
company having the necessary resources. But the actual fulfilment of objectives,
formation of resources and incomes generated by the exploitation of the objective shall
be distributed on several consecutive periods, reason why it is necessary to determine
their value at a given moment, meaning that value which can be assigned to fixed
liabilities in the investment process. Accounting approach considers patrimonial
(market) value, the equivalent monetary value of purchase/sell of an asset respectively
at a given time and that can be the purchase value, liquidation value or replacement
value. Unlike it, the financial approach considers the economic value of an investment,
given by the size of receipts flows updated based on the opportunity cost economically
determined proper to the investment project and the profitability degree of other
offered opportunities. Any investment decision or the decision to keep a built objective
occurs in the conditions when the economic value is higher or at least equal to its
market value, just as any disinvestment decision shall be taken when the economic
value < market value. The profitability of an investment project shall be established not
depending on the normal operation time of the objective, but depending on its
economic life duration, meaning the period in which the objective generates adequate
profitability. When the normal operation duration is long, from reasons of prudence,
there is the practice to determine entry financial flows (positive), on a shorter period -
for ex., 10 years - following that the rest be considered remainder value, corrected with
fiscal incidence (sale related value added tax to third parties of the remainder value)
shall increase the entry flow in the last year of the objective economic life duration.

State’s investment policy in economy. Investments play a central role,
multiplying economic growth, influencing both demand and market offer. Practically,
things develop as follows: the company benefiting from the investment addresses to
providers of plants, entrepreneurs, in order to achieve the project. If they are from the
country, the investment decision causes certain movements for the investor’s country
and economy: it increases internal providers’ turnover, increases the remuneration
fund, benefits, state taxes, increases related branches like light industry, food industry
etc. It results that investing in a certain field has a multiplying role upon the generated
economic activity. If providers or entrepreneurs are external, the growth of turnover
and benefits shall positively influence the economy of goods and services exporting
country. The commercial balance of the investor’s country shall be demanded, and
positive effects shall influence exporting country’s economy. Consequently, the state is
interested to interfere in order to stimulate internal investors and create favourable
conditions in order to resist in the international competition fight. Practically, all
countries with developed market economies are involved in economy in different
forms. Intervention policy of states in economy follows certain objectives and shall be
achieved through various techniques.
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THE BENEFITS OF UTILISATION COMPUTER
SYSTEM FOR MONITORING THE MOVEMENTS OF
EXCISE (EMCS)

TEODORA VATUIU, NAIANA TARCA, )
VASILE POPEANGA, VASILE NICOLAE POPEANGA *

ABSTRACT: Since 2009 - a new system will work fully computerized tracking of
shipments to Romania for intra under suspension of excise goods: EMCS, the new system will
record all economic validate who are entitled to send and receive excise goods within the EU. If
the EU wants a company to deliver products to one of any other Member State, it may check the
database if the recipient is a valid one and can work with him. The database will be updated
daily and through the new system will simplify existing rules for commercial movements. EMCS
is useful in reducing fraud by creating a system of rapid information exchange between customs
authorities in the administration of excise duties.

KEY WORDS: computer system, movements of excise, the Council European
Directive

1. THE LEGISLATIVE CONTEXT OF THE IMPLEMENTATION OF EMCS

The Council Directive 92/12/EEC from February 25, 1992 on provisions for
products subject to excise duty and holding movement and monitoring of such
products, it needs considerable revision.

The purpose of incorporating into the legal basis necessary changes resulting
from computerization project EMCS provides the basis for a simple and paperless
environment for trade and at the same time allows a better integrity, speed and an
approach to risk control for authorities responsible for management and control duty.
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Starting from these new provisions, other amendments and simplification of the
Directive may be deemed necessary, such as introducing new legal concepts.

According to the Commission Decision nr.1152/2003, the European
Parliament and the Council of June 16, 2003, the European Commission and EU
Member States decided to implement a computerized system for monitoring
movements excise goods, to allow Member States to obtain information on real time
about the movements and conduct checks required, including during the movement of
products.

Legally speaking, the entire process starts with the decision of EMCS in 2003.
But for the force, the EMCS will also require changes in EC legislation existence,
noting Directive 92/12 and implementation of this legislation. Legal basis for the
development of EMCS is the nr.1152/2003/EC Decision of the European Parliament
and Council, dated June 16, 2003 for the computerization system whereby excise duty
is transferred between authorized merchants in the Community under the provisions of
the suspension. Commission held a public consultation in 2006 on the topic. Starting
from this detailed review will be defined provisions to implement the content of
messages and other procedural requirements. The decision requires the development of
EMCS within 6 years after publication, July 1, 2009 respectively.

2. OVERVIEW EMCS

EMCS is a computerized system for monitoring the movement of goods
between Member States.

Expeditor| . Informaticomerciale | Destinatar

SEED

Receptare electromnica
Statjul Membru DAL electronic Statul Membru
de EXpedIere Consultanta incrucisata [ d€ desiiiatle

Figure 1. Simple scheme of operation of the EMCS

Excise goods can move in two forms: the duty paid or under suspension.
EMCS refers exclusively to the movement of excise goods under suspension.
Currently, the circulation of excise goods must be accompanied by a document called
the accompanying administrative document (AAD) which contains information on
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transport, origin, destination, or the content and information on administrations and

economic operators involved in the movement of goods.

DAIl-is issued by sending a copy of it must be sent back to sender by the
receiver to close the circuit and to recover the securities. This warranty mandatory for
the displaced, which is usually filed by the sender, cover potential tax loss if the goods
or part of the goods do not arrive at the destination.

The main objective of EMCS is computerization DAI sites on paper:

Compared with the current system based on paper, the EMCS will:

e Allow the transmission and electronic validation of the accompanying
administrative document (e-AAD)

Enable electronic download of the movement of products;

o Improve the functioning of the internal market by simplifying the movement of
excise goods within the EU, by improving real-time monitoring of flows and doing
surveys.

EMCS advantages are:

e The operators: a quick download of relevant security motion products, and reduce
administrative burdens;

e For Member State administrations: a better monitoring of movement of excise
goods, a decrease in the risk of fraud and better coordination of controls.

3. THE STAGES OF EMCS IMPLEMENTATION

Regarding the implementation of the computerized system in accordance with
Fess; EMCS project is divided into several stages and will not work in its entirety from
the first day. EMCS functionality has been divided into "packages" that will be made
available progressively Member State administrations and economic operators and
provision of operational versions of the EMCS will be in about 2 years. The document
that is described EMCS implementation and implementation stages of this specification
are called the stretching and project phases (PSS). EMCS will be introduced in phases
from 2003 until 1 2 in 2009 (phase 0 and phase 1, 2), following from that time another
phase (phase 3) that covers all the features developed. Each phase has its own
management plan.

Phase 0 (2003 - Ongoing) provide operational support, maintenance and
improvement of current systems used in field duty, anticipating the operational phase
of the EMCS and ensures that these systems are aligned in accordance with the
objectives of EMCS.

Phase 1 (2003 - Ongoing) prepare and welcomed the launch of the project for
computerization and production EMCS system specifications of EMCS (ESS). Among
various specifications produced in Phase 1, the most important are: The functionality
covered by EMCS; Steps of implementation of EMCS.

Phases 2 (2006-2009) and 3 (2007-2011) are the phases of development and
implementation, including detailed design of national duty applications, application
development and national power, and their implementation in stages. Phase 2 will
focus on essential functions necessary to ensure successful entry into operation of
EMCS.
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Phase 3 will add about customs procedures (such as movements of excise
goods under suspension in place of importation and a tax warehouse) and expand the
possibilities conferred administrations.
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Figure 2. The scheme is as EMCS stages
4. THE UTILISATION OF EMCS PROTOTYPE

EMCS operation can be illustrated by using the prototype that enables the
completion of scenarios including specific cases, thus showing users how the system
will behave in these cases. The EMCS Business Prototype gives the vision of the
various actors on the future system. It shows how they can act and when (states).

Therefore, the prototype highlights: the manipulated entities, their content and
their life cycle; the involved actors, their roles and their capabilities regarding a
particular scenario; the automated applications, their behaviour through the various
processes they must implement and the exchanged messages.

The scenario screen provides the list of available scenarios and allows
selecting one of them. Each scenario is briefly introduced and the list of participants is
provided. By clicking on the blue arrow, the storyboard screen is displayed and the
selected scenario starts. The EMCS Business Prototype provides various scenarios that
illustrate major use cases of the FESS specifications.

A storyboard consists of animations for particular steps of a selected scenario.
It provides an overview of flows, exchanged messages, state transitions and functional
interfaces. In some cases, you are able to alter the scenario according to the defined
alternative flows.
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Figure 3. Activate a scenario

The selected scenario takes place somewhere in Europe where traders in
various countries exchange products under excise duty suspension arrangements.

MEMBER STATE
OF
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Figure 4. Storyboard (map)

When a step of the scenario concerns a specific actor, the screen indicates the
actor’s identification and the state of the currently manipulated entity regarding the
actor’s role. Each item of the list provides the role (i.e. ‘CONSIGNOR’), the identity
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(i.e. ‘EO1/MSAY’), the entity state (i.e."ACCEPTED) and the state of the concerned
actor (i.e. ‘Waiting for discharge’).
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Figure 5. Actor’s action

The displayed state depends on the entity that is currently operated. During a

scenario, several entities can appear. A list describes the type and the reference of
existing entities. The highlighted item represents the current operated entity. The
entities appearing in blue are the ones taken into account during processes.
EMCS will introduce electronic processing for declaring, monitoring and closing
circuit intra movements of excise goods that are in suspension. This system will
replace current procedures based on such papers, current accompanying administrative
document (AAD) are supposed to be replaced with electronically processed
documents.

In short, through this system, DAI on paper will be replaced by an electronic
recording called eDAI. This record will be created and sent electronically by the sender
to recipient. Registration will be received in real time and will be validated by the
administrations of Member States of departure and destination. At the time of arrival of
products recipient will complete a report of the electronic receipt, which will be sent to
the sender for closing the circuit, similarly being informed and Member State
administrations.
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Figure 6. Control the storyboard
5. CONCLUSIONS

The implementation of this computerized system, called EMCS - Excise
Movement Control System will simplify the intra-Community movement of goods
under suspension. EMCS will allow such electronic monitoring in real time both by
Member States and the merchants, deliveries under suspension and will ensure better
security of these transactions. It is an ambitious project, which will connect about
100,000 manufacturers, retailers and importers of excise goods (eg alcohol, tobacco
and mineral oil) which makes about 4 million annually for the transport and excise
duty, by the billions euros, is suspended.

The project is developed stages, the necessary regulations on a number of
procedural and technical specifications, legislative changes, software development, to
establish a common secure communications networks, and information campaigns for
economic operators who will use this system. The European Commission coordinates
the activities of Member States to ensure smooth operation of the internal market.
Commission and Member States will have the resources to develop and implement the
system, funding is realized EMCS both from Community funds and national funds,
depending on the nature of the components developed.
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THE NEW ARCHITECTURE FOR AUDITING STANDARDS
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ABSTRACT: The purpose of this paper is to challenge the conceptual basis upon
which the current auditing standards are based. The paper critically appraises the Auditors’
Code published by the Auditing Practices Board and containing the nine fundamental and
enduring principles upon which current auditing standards are based. It is argued that the nine
enduring principles should be replaced by seven enduring tensions — the fault lines of auditing -
so as to rethink the conceptual basis of auditing standards. Further research should be carried
out to test the robustness of the seven enduring tensions as the basis for standard setting. A first
step might be to map the existing standards onto the new conceptual basis. Standard setters can
deploy a new architecture for auditing standards and one that addresses the tensions inherent
in auditing. Standard setting should be recognised as an activity dominated by ethical choices
and concerns.

KEY WORDS: auditing; professional ethics, standards

1. INTRODUCTION

Shortly after its formation in 1991 the then Auditing Practices Board (APB)
established a working party under the chairmanship of John McFarlane to prepare a
discussion paper on the future of audit. The working group felt that its deliberations
should be founded upon an understanding of the enduring principles of auditing. A
statement of these principles was consequently published in The Future Development of
Auditing (APB, 1992), refined in The Audit Agenda (APB, 1994) and published in final
form as The Auditors’ Code (APB, 1996). In 2002 the APB was re-formed and brought
under the Financial Reporting Council. The Code has been revised by the re-formed
APB, most recently in 2008 (APB, 2008), but it remains virtually the same as the
original. According to the APB (2008, p. 5) the Code provides a framework of
fundamental principles which encapsulate the concepts that govern the conduct of
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audits and underlie the APB’s ethical and auditing standards. Currently in issue from
APB are:

(1) a series of five ethical standards relating to the independence, objectivity
and integrity of external auditors; and

(2) 30 ISAs which are the operational and reporting standards.

The latter are published in six series (the 200 series through to the 700 series)
and deal with the audit as a process in roughly chronological order starting with the
establishment of the auditor’s responsibilities and ending with the auditor’s report to
shareholders. The APB has from 2004 adopted, with some adaptation to local
requirements, the Standards (ISAs) of the International Auditing and Assurance
Standards Board (IAASB). In addition to the ISAs it has adopted the 1AASB’s
International Standard on Quality Control (ISQC) 1 which deals with quality control for
audit firms. The epicentre of standard setting for the UK standards has therefore shifted
to the IAASB, and the recommendations for standard setting made in this paper,
though developed in the context of the APB and its Auditors’ Code, may now need to
be applied at the level of the international standard setting body (the IAASB), as well
as the level of the APB.

The Auditors’ Code gives nine fundamental principles of auditing. It is
deontological in nature, the principles being presented as universal and enduring. This
paper revisits the Code and focuses on the inherent tensions between, and sometimes
within, the principles espoused. This paper posits that there are no enduring principles
of auditing, only enduring tensions. Instead of nine enduring principles the paper
identifies seven lines of tension. Thus, the challenge for the standard setters is to
develop auditing standards that position audit on each of these fault lines.

2. THE ENDURING TENSIONS

The seven enduring fault lines of auditing identified by the authors are:

Primary stakeholders vs the public interest.
Clear communication vs association.
Independence and objectivity vs accountablity.
Judgement vs rigour.

Objectivity vs providing value.
Insurance vs assurance.
Personal vs corporate accountability.

The first five are drawn from the Auditor’s Code and the final two are drawn
from the authors experience and in the authors judgement should be included. The first
additional tension that the author has included is audit as assurance versus audit as
insurance. Frequently, and often on the advice of the professional indemnity insurers,
legal action against auditors is settled out of court highlighting a tension between audit
as assurance and audit as insurance. The author observed that a major factor in APB’s
discussion of the wording of proposed auditing standards was its potential impact in
litigation against auditors, leading the author to conclude that the tension between
assurance and insurance is a major issue for standard setters and should be included in
any list of enduring tensions.
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The second additional tension the author has included is that between
individual and corporate responsibility for the audit. This emerged as an important
issue in the discussions surrounding The Audit Agenda (APB, 1994) and it lies behind
the Agenda’s recommendation (p.39) that the audit reports be signed by the responsible
audit partner for and on behalf of the firm in his or her own name in addition to the
name of the firm.

The seven enduring tensions or fault lines are now discussed in turn.

Primary stakeholders vs the public interest. This tension is acknowledged in the
first principle of the Code when it states: Auditors act in the interests of primary
stakeholders, whilst having regard to the wider public interest. It is possible to go beyond the
tension between primary stakeholders and the public interest, to consider the tensions
between all stakeholders in the audit, including directors, lenders, employees, creditors,
and of course auditors. Even within the audit firm there are tensions between the
practitioner and the administrative managerial components (Carpenter et al., 1994).

Clear communication vs association. The Code asserts a clear professional duty
for auditors only to allow their reports to be associated with documents which contain
other (unaudited) information if they have no cause to believe that the other information
is misleading. It follows that in respect of the annual report outside the financial
statements, the auditor is giving a silent negative opinion. No opinion is stated but if it
were, it would give the “negative” assurance that the auditor had no cause to believe
that the information is misleading. Silent opinions and negative assurance opinions do
not provide a clear expression of opinion or set out the scope of the work necessary for a
proper understanding of negative assurance. What the Code says on association is
contrary to its other principle of clear, complete and effective communication. And yet
there are occasions when auditors, given the complexities of the auditor’s position in a
litigious environment, may only be comfortable with a negative assurance and/or a
silent opinion. Standard setters have to judge when and in what circumstances such an
approach is permissible.

Potentially the tension between clear communication and association increases
as the information content of the annual report outside the financial statements
increases. For example, if investors consider the Operating and Financial Review to be
an important document would they benefit from a clear statement of the auditor’s
opinion of it?

Independence/objectivity vs accountability. It has long been recognised that
accountability has an impact upon the exercise of professional judgement. The Code
sees independence in terms of the appearance of independence. Independence/
objectivity as a state of mind might be interpreted in terms of a facility (a personal
trait) to reach the same judgement via the same articulation and reasoning irrespective
of the environment of accountability. Yet we know that the pattern of accountability
does affect judgement, so the only true independence/objectivity is when there is no
accountability for the auditor. This would place independence/objectivity as the
antithesis of accountability in the sense that any accountability is capable of reducing
objectivity.

The tension therefore is between the need for auditors to be independent/
objective, a condition that implies the auditor should be free to judge impartially without
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reference to the interests of stakeholders in the audit, and accountable, a condition that
implies the auditor should be conscious of and influenced by, the interests of the
stakeholders. The nature of this tension depends upon which accountabilities are
dominant. For example, if audit committees play a major role in the appointment of
auditors then this has the significant benefit that auditors’ independence from executive
directors is increased. However, their independence from the non-executives of the audit
committee is reduced. Auditors may be inclined to give consideration to the issues that
the audit committee regards as important rather than making or following their own
judgement.

Judgement vs rigour. Auditing of financial statements is inherently a
professional judgement using the auditor’s competence and experience to apply
principles to the particular circumstances of the audit. Francis (1994) pointed out that
auditing is not so much a set of generic principles but rather it is the process of giving
understanding or meaning to those principles through their application in the given
circumstances of the auditee. This view is supported by those sociologists who argue
that there can be no unswerving application of principles or of rules (MacKenzie, 2008
who builds on Barnes, 1982; Bloor, 1997). Proper usage of a principle, which is
conceptually a high level rule, is developed step by step, in processes involving
successions of on the spot judgements. Suchman (1987, 1993) makes similar arguments
in respect of procedures. She argues that procedures are designed to be contextually
independent, yet, like utterances in a conversation, have to be interpreted with respect
to the particulars of the situation in which they are used. Thus, procedures are
invariably incomplete specifications of action.

The Code equates rigour with thoroughness and scepticism. Scepticism is an
inclination to disbelieve and seems to say that auditors should require a high quality of
evidence and be willing to seek further evidence if in doubt. Used in his way rigour
seems to moderate the exercise of judgement by saying that judgement is made after a
thorough investigation and not before. There is no real tension between judgement and
the APB’s interpretation of rigour. However, there is a well-recognised tension between
judgement and an interpretation (see, for example, Chambers Twentieth Century
Dictionary) of rigour as the unswerving enforcement of law, rule or principle. Rigour
in this sense of rigidity is at odds with judgement. The tension therefore is whether the
principles, rules and procedures of auditing, should be applied judgementally according
to context or rigourously (rigidly) without reference to context. The fear is that too
many rules and procedures designed to cover as many situations as possible changes
the mindset of the auditor from one of independent judgement to one of unthinking
compliance. This is a tension that has received much recent attention from the auditing
profession (Audit Quality Forum, 2006).

Independence/objectivity vs providing value. According to the Code the
auditor provides value not only by adding to the reliability of financial reporting but
through constructive observations arising from the audit process. In order to evaluate
whether a set of financial statements reflect a business’ financial performance the
auditor needs to get close to the business and its directors. This is implied by the
Code’s principle of competence which demands an understanding of financial
reporting and business issues. In getting close to the business the auditor may be
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encouraged to see the business as the directors see it, with potential consequences for
the auditor’s objectivity. In addition it is this close understanding of the business that
helps to make the auditor’s observations and recommendations valuable. The paradox is
that this role of “Mr Inside” may be at odds with the value that capital markets and
shareholders attribute to the audit which is a function of the auditor’s position as an
objective outsider. Thus, the auditor has to be both “Mr Inside” and “Mr Outside” and
to maintain a balance between understanding and advice on the one hand and
objectivity on the other. The implication is that audit failure can come from the auditor
being either too close to, or being too distant from, the business. Constructive
observations to directors and officers arising from the audit process can include a
recommendation for improved systems or the identification of other needs that can be
met by consultants working for the audit firm. Where the observations constitute or
lead to non-audit services, there is an additional tension arising from the perception that
the auditor’s independence and judgement on the audit will be impacted by the rewards
available from the non-audit services.

In the public sector where the pattern of auditor accountabilities is quite
different to the private sector, the tension between adding value and independence/
objectivity takes on a different character. Here, the tension is between the audit as
confirmation and the audit as challenge. Whilst the basic audit function is one of
confirming the reliability of the financial statements, adding value in terms of the
functioning of the organisation requires the auditor to challenge how the organisation
goes about meeting its policy objectives (the value for money audit). Thus, the auditor
and the audit stakeholders have to be comfortable with both the audit as confirmation
and the audit as challenge - two rather different mindsets.

Insurance vs assurance. Litigation has always been a major concern of the
stakeholders in the audit and one where the interests of stakeholders diverge. (See for
example, the differing views of Pasricha, 2002 of audit firm Ernst and Young and
Richards, 2004 of Morley Fund Management.) Following the Companies Act 2006
(Sections 534-536) a company may, with the agreement of shareholders as a body,
enter into a contract with its auditors to limit the auditor’s liability. However, it
remains to be seen how often shareholders as a body will agree to this and, if they do,
how it will affect the auditor’s liability to third parties to the contract, including
individual shareholders.

In a highly litigious environment there develops a tendency for the audit to
become implicitly a joint product of (audit) assurance and insurance. The audit report
provides assurance but the auditor’s signature also provides a target for legal action by
investors if the financials turn out to be unreliable. The audit firms take out
professional indemnity insurance to cover the risk that they are negligent in the
conduct of the audit. The auditors are only liable if they are negligent, owe a duty of
care to the plaintiff, and the plaintiff can establish that any loss is the result of a
reasonable reliance on the defective financials. In some cases that have come to court
the difficulties in establishing these three criteria, has led to damages not being
awarded, even though the auditor had not conducted a competent audit. However,
many other cases, on the advice of the auditors’ insurers, are settled out of court even
when the auditors are not necessarily at fault. It is this latter situation that is equivalent
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to insurance. Audit evidence is not a guarantee and so financials can be unreliable even
after an unqualified audit report and a well conducted audit. If this risk is carried by the
auditor or their insurer then we have an insurance product. Any insurance of financial
statement reliability is based upon a risk assessment which is a professional judgement
the auditor is often in the best position to make. Indeed the insurance concept sits
comfortably within an audit profession where risk is a primary discourse. The audit
work may become viewed as an examination not only to provide assurance but to
determine the financial statement risk and hence the insurance premium element within
the audit fee.

Personal vs corporate responsibility. The Companies Act 2006 (s503) requires
the auditor’s report to state the name of and be signed by the senior statutory auditor who
is in effect the audit engagement partner thus acknowledging that partner’s personal
responsibility. However, that partner signs for and on behalf of the audit firm whose
name also appears on the audit report.

The extent to which the audit opinion is the responsibility of an individual
audit engagement partner as opposed to the responsibility of the corporate audit firm
discharged through a corporate process, is a significant issue since it highlights the
nature of quality control within the audit firm. There are review requirements set out in
ISQC 1. Formal review of audits within the audit firm sets up a mode of accountability
for the audit partner as opposed to the self-accountability associated with independent
judgement. In a sense therefore the personal vs corporate responsibility debate is an
extension of the independence/accountability and judgement/rigour dilemmas already
posed.

Maintaining self-accountability is important to the issue of whether the market
concentration on four big audit firms allows sufficient choice. If there is sufficient self-
accountability we can regard the client’s choice of auditor as being any one of a large
number of audit engagement partners each one of which happens to be committed to
one of four global resource and accreditation networks (Hatherly, 2003, p.32).

3. THE IMPLICATIONS FOR AUDITING STANDARDS

The first implication relates to how standard setters perceive or conceive of the
audit. Instead of the audit being seen as a set of enduring fundamental principles it
should be seen as a set of enduring tensions — audit’s fault lines. The first duty of
standard setters should be to identify these fault lines and to position the audit upon
them. Each auditing standard should then explain how it relates and gives meaning to,
the positions taken on audit’s fault lines.

The position taken on one dimension constrains the position that can be taken
on another. By way of example, a position which emphasises judgement implies high
personal responsibility, while a position that emphasises high levels of accountability
implies clear communication of how judgements have been made. It follows that the
fault lines are in fact interdependent dimensions of the audit, and these
interdependencies in turn suggest the audit as a network of tensions with only the main
fault lines being discussed in this paper. In the jargon of factor analysis, variables can
load on more than one dimension. One consequence of interdependency is the holism of
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audit standards. There should not be, as we have at present, a set of largely technical,
operational and reporting standards and a separate set of ethical standards. The current
ethical standards in particular, with their routine observations upon independence, are
inadequate for dealing with the pervasiveness of the ethical dimension of auditing.

Whereas the extant development of principles based standards can be seen as
the application of judgement in a professional process, the positioning of audit upon its
fault lines is much more of a political/social/ethical process balancing the interests of
audit’s stakeholders. The latter process suggests three strands that influence standards
development being:

o the identification of the consequences of standards, a process where
experience and technical understanding can play a big part;

e notions of fairness to audit’s various stakeholders impacted by these
consequences; and

o the self-interests of individual standard setters in terms of the consequences
for the stakeholder group to whom each standard setter belongs.

Notions of fairness are dependent upon the culture of the individual standard
setters concerned including the culture of the organisation from which the individual
comes. The three strands embrace modes of ethical reasoning other than deontology,
being utilitarianism (consequences - the most good for the most people), justice
(fairness), egoism (self-interest — the ethic being that one should not expect others to look
after you) and relativism (there is no universality since ethics are a product of cultural
background). Standard setting is a process that combines experience of auditing with
much ethical reasoning and the output of the Board will be highly dependent upon the
mix of ethical reasoning favoured by the members of the Board. The ethical standards of
the Board are every bit as important as the ethical standards for individual audits.

Insofar as self-interest is unavoidable then the composition and cultural
background of the membership is a crucial influence on the Board’s output. It is
noteworthy that the constitution of the APB limits Board members eligible to carry out
audits to 40 per cent of the Board membership. There is no similar condition applying
to the membership of the IAASB. At the international level there are additional
considerations of achieving balance, notably in terms of geographical representation
and representation from economies at different levels of development. (IAASB, March
2006, Terms of Reference, Section 4.0).

It is particularly important that the standard setters identify and take account of
the unintended consequences of auditing standards. Michael Power (1994, p. 34) was
one of the first to articulate this problem. He pointed out that auditing is not neutral
with respect to the activities it inspects. He argues, for instance, that in a value for
money (VFM) setting that audit does as much to construct definitions of quality and
performance as to monitor them, leading to managing by numbers which enables a drift
towards centralised forms of control and displacement of concerns about good policy
by concerns about good management. Clearly an audit that shapes the conduct of the
auditee in this way is not a fully independent audit, highlighting the tension between
independence/objectivity and providing value.

In these ways the primary concerns of auditors and managers becomes
auditability itself-leading to a bureaucracy of process and documentation that distracts
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from the real objectives of both the organisation and the audit. Thus, there is a tension
between the organisation’s auditability on the one hand and on the other, the efficiency
and effectiveness of both auditor and auditee. Whilst auditability might be an
advantage for the stakeholders in the audit and notably for the auditors, a loss of
efficiency and effectiveness is a clear disadvantage.

4. CONCLUSIONS

The Auditing Code which provides the fundamental principles behind current
auditing and ethical standards, presents auditing as a set of enduring principles. This
paper argues that auditing is more appropriately conceived as a set of enduring
tensions, resolved through standard setting as a substantially ethical, rather than
technical, process. Accordingly the role of standards is less about the implementation
of principles and more about the positioning of audit as the intersection of competing
forces. Thus, auditing standards require a new conceptual basis.

The seven enduring tensions (eight if you include auditability vs
efficiency/effectiveness) put forward in this paper are a preliminary attempt to identify
these competing forces and are described as the fault lines of auditing. Further research
needs to be conducted into their reliability and appropriateness. As a first step it would
be helpful to map the existing auditing and ethical standards onto the seven
dimensions. This would almost certainly reveal some dimensions that were given too
little consideration in terms of standards whilst others may be over specified, pointing
the way forward for a substantive revision of the standards. Indeed auditing standards
might be restructured as seven series of standards, each series corresponding to one of
the enduring tensions. The ethical and technical reasoning associated with the
positioning on each fault line should be dealt with together and not in separate
standards.
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