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STATE AND EFFICIENCY OF MANAGEMENT OF AGRO-
ECOSYSTEM SERVICES - THE CASE OF BULGARIA

HRABRIN BACHEYV *

ABSTRACT: This paper incorporates New Institutional Economics and analyzes the
state and efficiency of management of agro-ecosystem services in Bulgaria. Firstly, it presents
framework of analyses of management of agro-ecosystem services including: definition of agro-
ecosystem services and its management; specification of management needs and spectrum of
governing modes (institutions, market, private, public, hybrid); assessment of efficiency of
different form of management in terms of potential to protect eco-rights and investments, assure
socially desirable level of agro-ecosystem services, minimize costs, coordinate and stimulate
eco-activities, meet preferences and reconcile conflicts of related agents. Secondly, it identifies
and assesses the management of agro-ecosystem services in Bulgaria. Transition and EU
integration have brought about significant changes in the state and management of agro-
ecosystems services in the country. Newly evolved market, private and public governance have
led to a significant improvement of a part of agro-ecosystems services introducing modern eco-
standards and public support, enhancing environmental stewardship, disintensifying
production, recovering landscape and traditional productions, diversifying quality, products,
and services. At the same time, the novel eco-management is associated with new challenges
such as unsustainable exploitation, lost biodiversity, land degradation, water and air
contamination. Moreover, implementation of EU common policies would have no desired
impact on agro-ecosystem services unless special measures are taken to improve management
of public programs, and extend public support to dominating small-scale and subsistence
farms.

KEY WORDS: agro-ecosystem services, environmental management, market,
private, public and hybrid modes; eco-impact of EU policies,; Bulgaria
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1. INTRODUCTION

The problem of assessment and management of ecosystem services takes
increasing attention in recent years (Boyd & Banzhaf, 2007; Daily, 2000; Duraiappah,
2007; Farber, et al., 2002; Hanson, C.; et al., 2008; MEA, 2005). It is recognized that
maintaining and improving ecosystem services requires an effective management at
various levels - individual, organizational, community, regional, national,
transnational. It is also known that effective forms of management are rarely universal
and there is a big variation among different ecosystems, regions, countries. Efficiency
of environmental management depends on specific management structure which
affects in dissimilar ways individuals behaviour, gives unlike benefits, commands
different costs, and leads to diverse actual performances (Daily, 2000; Duraiappah,
2007; Bachev, 2007).

Agro-ecosystems comprise a considerable portion of ecosystems and are
associated with diverse services (Bachev, 2009). Nevertheless, research on
management of this specific ecosystem services is still at the beginning stage (AEHP,
1996; Antle, 2007; Jolejole, et al., 2009; WISP, 2008). Most studies focus on certain
hotspots or type agro-ecosystems (e.g. pastoral, crop) and individual modes of
management (formal, contract, business, public). What is more, significant costs
associated with eco-system services management (known as transaction costs) are not
entirely taken into account. Furthermore, uni-disciplinary approach dominates, and
efforts of ecologists, economists, lawyers, behavioural and political scientists are rarely
united. Besides, there are little studies on specific natural, economic, institutional,
international etc. factors responsible for the variation among different ecosystems,
regions and countries. With few exceptions (Bachev, 2009; Gatzweiler, et al., 2002)
there are no publications on specific modes and efficiency of management of agro-
ecosystem services in transitional and new EU states.

This paper incorporates interdisciplinary New Institutional and Transaction
Costs Economics framework (Furuboth & Richter, 1998; North, 1990; Williamson,
1996) and analyzes forms, efficiency and perspectives of management of agro-
ecosystem services in Bulgaria. First, it presents a holistic framework for analysis and
improvement of management agro-ecosystem services. Second, it identifies and
evaluates market, private and public modes of environmental management in Bulgarian
agriculture. Next, it analyses structures for management of agro-ecosystems services in
Zapadna Stara Planina, a mountainous region in the North-West part of the country.
Finally, it assesses the prospects for evolution of environmental management in the
conditions of EU common policies implementation.

2. FRAMEWORK FOR ANALYSIS OF THE GOVERNANCE OF AGRO-
ECOSYSTEM SERVICES

Humans benefit from multiple resources, products and processes supplied by
. 1 . .
natural ecosystems known as ecosystem services . Agro-ecosystem services comprise

They include: provisioning services (food; water; pharmaceuticals, biochemicals, and industrial products;
energy; genetic resources), regulating services (carbon sequestration and climate regulation; waste
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ecosystem services provided by agro-ecosystems. The later implicitly includes
agricultural activity (crop production, raising animals, and natural resource
management) as a key component. Type and amount of agro-ecosystem services
depends on natural evolution of ecosystems, progression of farming practices,
development of social demand and preferences. Therefore, in the beginning the
analysis is to specify different ecosystem services associated with various agro-
ecosystems. Modern science offers precise methods to classify diverse ecosystem
services (including agro-ecosystems ones), and their spatial and temporal scales (MEA,
2005). For instance, Figure 1 illustrates the spectrum of services of Agro-ecosystems in
Zapadna Stara Planina in Bulgaria.

Maintaining a sustainable supply of agro-ecosystem services requires an
effective social order (governance). Environmental management means management
of environment preservation and environment improvement activities of various
agents. It requires a system of coordination and stimulation of eco-activity
which will induce appropriate behaviowr* of individuals and coordinated
actions at local, national, and transnational levels.

Feed for private Wild fruits,
animals mushrooms, herbs,
birds, animals, fish

Herbs for honey
bees and medical Ecosystem Clean mountain and
products mineral water
Farm products Purification of water
and services and air
Favorite life style ecosystems Biodiversity
Traditions Natural wonders
Soil quantity and Recreation and
quality treatment
Landscape Education and
discovery
Carbon
sequestration

Figure 1. Services of Agro-ecosystems in Zapadna Stara Planina, Bulgaria

According to (awareness, symmetry, strength, harmonization costs of) interests
of agents associated with agro-ecosystem services there are different needs for

decomposition and detoxification; purification of water and air; crop pollination; pest and disease
control; mitigation of floods and droughts), supporting services (soil formation; nutrient dispersal and
cycling; seed dispersal; primary production), generation and maintenance of biodiversity, and cultural
services (cultural, intellectual and spiritual inspiration, recreational experiences, scientific discovery)
(MEA, 2005)

“pro-environmental” actions, “anti-environmental” inactions.
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management of actions. For instance, Farm 1 has to manage its efforts and relations
with the Farm 2 since both receive services from the Ecosystem 1 and affect (positively
or negatively) service supply of that ecosystem. Besides, both farms are to manage
their relations with consumers of services from Ecosystem 1 (agents in Social system
1) to meet total demand and compensate costs for maintaining ecosystem services to
that direction. In addition, Farms 1 and 2 have to coordinate efforts with agents in
Social system 1 to mitigate conflicts with agents in Social system 2 (affecting
negatively services of Ecosystem 1). Furthermore, Farm 1 is to manage its relations
with Farm 3 for effective service supply from Ecosystem 3, and manage its interaction
with Ecosystem 2. Moreover, Farms 1 and 3 have to manage their relations with Farms
4 and agents from Social system 1 (consumers of services of the Ecosystem 3) and
Social system 2 (consumers and destructors of Ecosystem 3 services). Finally, Farm 1
affecting adversely the Ecosystem 4 services is to manage relations with agents in
Social system 2 (consumers of Ecosystem 4 services) to reconcile conflicts and secure
effective flow of ecosystem services. Therefore, the Farm 1 is to be involved in seven
systems of governance in order to assure an effective supply of the services from
ecosystems of which it belongs or affects.

Social system
; 2
S0c1ai system Ecosystem 1
farms
farms
businesses
businesses Ecosvsd
) Y consumers >
consumers ?
residents
residents
visitors
visitors
interest
wnadasanncy 4 awsansssac

Figure 2. Governance needs for effective supply of agro-ecosystem services

Therefore, the second step of the analysis is to identify specific management
needs for each agro-ecosystem service. They depend on particular characteristics of
ecosystem (services, scale, interactions with other eco-systems), and the number and
interests of related agents. Simultaneously trends, factors, problems and risks
associated with services of agro-ecosystems are to be clarified. Modern science offers
precise methods to evaluate trends and risks in the evolution of various ecosystems,
and to identify driving ecological and social factors for their progression (MEA, 2005).
In any case persistence of serious eco-problems and risks is an indicator that an
effective system of management is not put in place.
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The third step is to identify available and other fusible modes for management
of agro-ecosystem services, and assess their efficiency and complementarities.
Individuals’ behaviour (actions) are affected and managed by a number of distinct
modes and mechanisms including:

- institutional environment (‘“rules of the game”) — that is the distribution and
evolution of formal and informal rights and obligations between individuals,
groups, generations, and system(s) of enforcement of these rights and rules
(Furuboth & Richter, 1998; North, 1990). The spectrum of rights could embrace
material assets, natural resources, intangibles, certain activities, labour safety, clean
environment, food security, intra- and inter-generational justice etc. A part of the
rights and rules are constituted by the formal laws, regulations, standards, court
decisions etc. In addition, there are important informal rules and rights determined
by tradition, culture, religion, ideology, ethical and moral norms. Enforcement of
rights and rules is done by the state, community pressure, trust, reputation, private
modes, and self-enforcement.

- market modes (“invisible hand of market”) - those are various decentralized
initiatives governed by free market price movements and market competition — e.g.
spotlight exchanges, classical contracts, production/trade of organic products,
origins etc.

- private modes (“private or collective order”) — those are diverse private initiatives
and special contractual and organizational arrangements — e.g. voluntary actions,
codes of behaviour, eco-contracts, eco-cooperatives etc.

- public modes (‘“public order”) — these are various forms of public (community,
government, international) intervention in market and private sectors - e.g. public
guidance, public regulation, public taxation, public assistance, public funding,
public provision, property right modernization.

- hybrid forms — a combination of other modes.

Efficiency of different forms of management will depends on personal
characteristics of agents (preferences, believes, capability, risk aversion, bounded
rationality, tendency for opportunism, trust), and specific features of each eco-system
(type, scale, services, interactions, risks etc.). Divers management modes are to be
assessed in terms of absolute and comparative potential (limits) of protect eco-rights
and investments of agents, assure socially desirable level of agro-ecosystem services,
minimize related costs, coordinate and stimulate eco-activities, reconcile conflicts etc.
in the specific economic, institutional and natural environment.

Analysis is to include the overall (private and public) transaction costs®
associated with individual management forms. However, assessment of precise levels
of transaction costs in eco-activity is often not possible or very expensive (Bachev,
2009). That is why the analysis is to focus on combination of critical dimensions of
eco-activity and transaction® - the factors responsible to the variation of transacting
costs between alternative modes of management (Figure 3).

3 Transaction costs have two behaviour origin — agents bounded rationality and tendency for opportunism
(Williamson, 1996).

* “Frequency”, “uncertainty”, and “asset specificity” are identified as critical factors of transaction costs
by Williamson, 1996 while “appropriability” added by Bachev and Labonne, 2000.
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Critical dimensions of transactions
Appropriability
High Low
. Assets Specificity
Generic modes Tow | High
Uncertainty
Low | High | Low | High
Frequency
High | Low | High | Low | High | Low | High | Low
Free market Y Y
Special contract form Y Y
Internal organization Y Y
Third-party involvement £ 4
Public intervention i+

Y - the most effective mode; & - necessity for a third party involvement

Figure 3. Principle modes for governing of ecosystem service transactions

For instance, eco-activity (transactions) with good appropriability, high
certainty, and universal character of investments could be effectively managed by free
market through spotlight or classical contracts. There are widespread market modes
for selling pure “ecosystem services” (eco-visits, hunting, fishing, harvesting wild
plants and animals) or “ecosystem services” interlinked with other products and
services (e.g. organic, fair-trade, special origins, on-farm sale, self-pick, eco-education,
eco-tourism, horse-riding, eco-restaurants etc.).

Transactions with low specificity and high appropriability could be effectively
managed through a special contract. For example, eco-contracts and cooperative
agreements between farmers and interested businesses’ or communities are widely
used including a payment for ecosystem services, and leading to production methods
(enhanced pasture management, reduce use of agrochemicals, wetland preservation)
protecting water from pollution, mitigating floods and wild fires etc.

Transactions with high frequency, big uncertainty, great assets specificity, and
high appropriability, have to be governed within internal organization. Very often the
effective scale of specific investment in agro-ecosystem services (minimum required
for eco-impact, exploring economies of scale and scope) exceeds borders of traditional
agrarian organizations (family farm, small partnership). If specific capital (knowledge,
technology, equipment, funding) cannot be effectively organized within a singe
organization®, then effective external form(s) is to be used - joint ownership, interlinks,
cooperative, lobbying for public intervention. For instance, environmental
cooperatives are very successful in some EU countries (Hagedorn, 2002).
Nevertheless, costs for initiation and maintaining collective organization for

3 ¢.g. drinking water companies in Germany (Hagedorn, 2002), mineral water company Vittel in France
(Hanson, et al., 2008)
¢ coalition made, minimum scale of operations reached, economy of scale/scope explored.



State and Efficiency of Management of Agro-Ecosystem Services ... 11

overcoming unilateral dependency are usually great (big number of coalition, different
interests of members, opportunism of “free-riding” type) and it is unsustainable or
does not evolve at all.

Furthermore, transaction costs analysis let us identify situations of market and
private sector failures. For instance serious problems arise when condition of assets
specificity is combined with high uncertainty and low frequency, and when
appropriability is low. In all these cases, a third part (private agent, NGO, public
authority) involvement in transactions is necessary (through assistance, arbitration,
regulation) in order to make them more efficient or possible at all. Emergence and
unprecedented development of special origins, organic farming and system of fair-
trade, are good examples in that respect. There is increasing consumer’s demand (price
premium) for these products but their supply could not be met unless effective
trilateral governance (including independent certification and control) is put in place.

Respecting others rights or granting out additional rights could be managed by
“good will” or charity actions. For instance, a great number of voluntary
environmental initiatives (“codes of behaviour”) have emerged driven by farmers’
preferences for eco-production, competition in industries, and responds to public
pressure for a sound environmental management. However, environmental standards
are usually “process-based”, and “environmental audit” is not conducted by
independent party, which does not guarantee a “performance outcome”. In any case,
voluntary (charity) initiatives could hardly satisfy the entire social demand especially
if they require considerable costs.

Management of most ecosystem services requires large organizations with
diversified interests of agents (providers, consumers, destructors, interest groups).
Emergence of special large-members organizations for dealing with low
appropriability is slow and expensive, and they are not sustainable in long run (“free
riding” problem). Therefore, there is a strong need for a third-party public
(Government, local authority, international assistance) intervention to make such eco-
activity possible or more effective (Bachev, 2009).

Various modes for public intervention in eco-activity (transactions) is to be
assessed in terms of correspondence to the needs of third-party involvement (Figure 3)
and comparative (coordinating, stimulating, costs-minimization) efficiency to other
feasible modes of public intervention (assistance, public-private partnership, property
rights modernization etc.) (Bachev, 2009). The overall implementation and transaction
costs are to be taken into account. The later would depend on uncertainty, frequency,
and necessity for specific investment of public involvement (Figure 4).

Level of Uncertainty, Frequency, and Assets specificity
Low High
New property Public Public Public Public Public
rights regulations taxation assistance funding provision

Figure 4. Principle modes for effective public intervention
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The analysis will let define efficiency and potential of divers mechanisms and
modes of management (institutions, market, private, public) to deal with problems and
risks for sustainable flow of agro-ecosystem services. It also unable us to predict likely
cases of new public (local, national, international) failures due to impossibility to
mobilize sufficient political support and resources or ineffective capability for
implementation of otherwise “good” policies in the specific economic and institutional
environment of particular ecosystem and region. Since public failure is a feasible
option its timely detection permits foreseeing persistence or rising of certain eco-
problems and conflicts, and informing (local, international) community about
associated risks.

3. BULGARIAN EXPERIENCE IN ENVIRONMENTAL GOVERNANCE

Post-communist transformation and EU integration has been associated with
significant challenges and opportunities for agro-ecosystems and their services. During
most transition diverse eco-rights (on clean and athetie nature; preservation of natural
resources, biodiversity) were not defined or badly defined and enforced (Bachev,
2009). Inefficient public enforcement of laws and contracts has been common. Out-
dated system of public regulations and control dominated until recently which
corresponded little to the contemporary needs of eco-management. There was no
modern system for monitoring state of soil, water, and air quality, and credible
information on the extent of eco-degradation. There existed no social awareness of
“concept” of eco-sustainability and ecosystem services or “needs” them to be included
in public policy and private and community agenda. Lack of eco-culture and
knowledge has impeded evolution of voluntary measures, and private and collective
actions for effective management of ecosystem services.

Before EU accession (January 1, 2007), country’s laws and standards were
harmonized with immense EU legislation. The later introduces modern framework for
eco-management including new rights/ and restrictions on protection of environment,
preservation of traditional varieties and breeds, biodiversity, animal welfare. EU
accession established and enforces “new order” - strict regulations and control; tough
quality, food safety, eco-standards; financial support. External monitoring, pressure,
likely sanctions by EU improve enforcement of laws and standards.

Good part of new “rules of the game” is not well-known or understood by
various authorities, private organizations, individuals. There is not enough readiness
for effective implementation of new public order because of lack of experience in
agents, administrative capacity, and possibility for enforcement of novel norms
(comprehension, deficient court system, corruption).

Often enforcement of eco-standards is difficult/impossible since detection and
penalizing costs are high, or there is no direct links between performance and eco-
impact. For example, although burning fields is banned this harmful for environment
practice is widespread. Permanent deterioration of soil quality, wasting accumulated
(photosynthesis) soil energy, extermination of soil micro-flora and habitats, significant
contribution to green-house emissions, multiplying forests fires, diminishing visibility,
increasing traffic accidents, come out as result (EEA, 2007).
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Harmonization with EU legislation and emergence of eco-organizations
generate new conflicts between private, collective, public interests. Results of public
choices are not always for effective eco-management — e.g. strong lobbying efforts of
particular individuals/groups led to 20% reduction in numbers and 50% reduction in
area of initially identified sites NATURA 2000.

Newly evolving market and private structures were inefficient in dealing with
various eco-issues. Privatization of farmland and assets of ancient public farms took 10
years to complete. During much of that period, management of farmland and eco-
resources was in ineffective “temporary” structures (Privatization Boards, Liquidation
Councils, Land Commissions). Sales and long-term lease markets for farmland did not
emerge until 2000, and annual leasing was form for extension of farm size until
recently. That was combined with high economic and institutional uncertainty and big
inter-dependency of agrarian assets.

Most farming activities were carried-out in less efficient and unsustainable
structures - reorganizing public farms, part-time and subsistence farms, production
cooperatives, huge business farms based on provisional lease-in contracts (Table 1).
Market adjustment and intensifying competition has been associated with a significant
decrease in number of unregistered farms and cooperatives since 1995.

Table 1. Number, size and importance of different farms

Public Unregis- Coopera- Agro-
farms tered tiwlf)es ﬁgms Total

Number of farms

1989 2101 1600000 na na 1602101

1995 1002 1772000 2623 2200 1777000

2000 232 755300 3125 2275 760700

2007 458617 1281 5186 465084
Share in number (%)

1989 0.13 99.9 100

1995 99.7 0.1 0.1 100

2000 99.3 0.4 0.3 100

2007 98.6 0.3 1.1 100
Share in farmland (%)

1989 89.9 10.1 100

1995 7.2 43.1 37.8 11.9 100

2000 1.7 19.4 60.6 18.4 100

2007 32.2 24.7 43.1 100
Average size (ha)

1989 2423.1 0.4 3.6

1995 338.3 1.3 800 300 2.8

2000 357.7 0.9 709.9 296.7 4.7

2007 2.2 613.3 364.4 6.8

Source: National Statistical Institute

Larger business farms operate mainly on a leased land and concentrate on high
pay-off investment with a short pay-back period (cereals, sunflower). That has been
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coupled with ineffective outside (authority, community) pressure for respecting
standards for ecology, crop rotation, nutrition compensation, and biodiversity. Survivor
tactics (“concentration on products with secure marketing”) rather than a long-term
strategy toward sustainability (preserving soil fertility, observing crop rotation and
agro-techniques requirements) are common among commercial farms (Figure 5).

Table 2. Number and size of livestock holdings, 2008

Type of Share Share Share Average

holdings farms  heads farms heads farms heads heads
1-2 3-9 20 and >

Dairy cows 79.8 36.1 16 25.2 1.6 26.8 2.7
1-9 10-49 100 and >

Ewes 85 37.1 12 24.5 1 23.4 8.6

She-goats 97.1 75.3 2.7 17.4 0.1 3.2 2.8
1-2 3-9 200 and >

Breeding pigs 78.8 12.8 14.9 8.8 0.5 57.4 7.8

Source: Ministry of Agriculture and Food

Try to keep soil fertility
Interested only in current yield W Cooperatives
Put fertilizers and keep rotation

Use specialized experts assistance .
O Private farms

Follow agro-techniques

Produce products with secure marketing
| T T T T

0 10 20 30 40 50 60 70 80 percent

Source: Survey data
Figure 5. Share of farms implementing different strategies (%)

During transition agrarian long-term credit market was practically blocked
while newly evolving farming left unassisted by government. Despite progress in
public support in recent years (SAPARD, CAP) the overall support to agriculture rests
very little (Table 3). A small proportion of farms benefits from public aid most of them
large enterprises from regions with less socio-economic and eco-problems.

EU accession brings new opportunities for a public support for private and
collective activities related to agro-ecosystem services. The National Plan for Agrarian
and Rural Development 2007-2013 (NPARD) provides significant funding for area-
based and agro-environmental payments (organic farming, management of agricultural
lands with high natural value, traditional livestock, protection of soils and water,
preservation of land shaft); modernization of farms, processing, marketing;
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diversification of activity; infrastructural development; keeping traditions; training.
Cross-compliance (with safety, animal-welfare, eco-standards) for receiving public
support is introduced. Funding for projects related to eco-system services is also
available from Fund LIFE+, Operational Programs “Environment”, “Fishery and
Aquaculture”, “Regional Development”.

Table 3. Share of EU and national support in Net Income of farms, 2008 (%)

Share of subsidies in Net Income

Type of farm

Current Investment
Field crops 63.2 2.1
Horticulture 1.3 1.8
Permanent crops 0.4 2.2
Livestock 0.3 0

Source: Ministry of Agriculture and Food

Mostly bigger farms participate in public programs because they have a
superior entrepreneurial experience, available resources, capability for adaptation to
requirements, and wining projects. It has been impossible to reform inefficient system
of management of public programs and significant EU funding was blocked by EC
(2008) while Special Assistance Pre-accession Program for Agrarian and Rural
Development (SAPARD) support lost. A minor amount supported farms (agro-
ecosystems), deficiency of clear criteria for eco-performance, and lack of effective
control led to little contribution of public measures to improvement of eco-situation.

Market management has led to sharp decline in all crop (but sunflower) and
livestock (but goat) productions comparing to 1989. Smaller size and owner operating
nature of most farms avoided certain problems of public enterprises such as lost natural
landscape, biodiversity, nitrate and pesticide contamination, huge manure
concentration, and uncontrolled erosion. Subsistent and small-scale farming has also
revived some traditional and more sustainable technologies, varieties, and products.

Private mode has introduced incentives and possibilities for integral eco-
management (including revival of eco/cultural heritage; anti-pollution, esthetic,
comfort measures) profiting from inter-dependent activities such as farming, fishing,
agro-tourism, recreation, processing, and trade. There are also good examples for
foreign investment in cereals, oil crops, integrated with farming vine and food
processing, which introduce modern governance, technologies, quality, and eco-
standards.

A by-product from dominating “market and private management” has been
considerable disintensification of agriculture, ease of general eco-pressure and
pollution comparing to pre-reform level. The total amount of used chemical fertilizers
and pesticides has declined considerably, and now their per hectare application
represent 22% and 31% of 1989 level (MAF, Annual reports). A sharp reduction in
chemical use has diminished drastically the risk of chemical contamination of soils,
waters, and farm produce. A good part of farm production has got “organic” character
obtaining reputation for high quality and safety.
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A negative rate of fertilizer compensation of N, P, K intakes dominate and
average of 23595,4 t N, 61033,3 t P,0s and 184392 t K,0 have been irreversibly
removed annually from soils since 1990 (MAF, Annual reports). Monoculture or
simple rotation is constantly practiced by large operators concentrating on few
profitable crops (sunflower, wheat). These practices further contributed to deterioration
of soil quality and organic matter.

There has been considerable increase in farmland affected by acidification
(Figure 6). That is a result of long-term application of specific nitrate fertilizers and
unbalanced fertilizer application without adequate input of phosphorus and potassium.
Besides, since 1990 no effective measures are taken to normalize soil acidity and
salinity.

2005 O Heavy metals
1999 O Saltified
1994 O Acidificated
1985 M Eroded
%
0 10 20 30 40 50 60 70
Source: EEA

Figure 6. Share of degradated agricultural lands

Erosion is a major factor for land degradation. Due to ineffective management
one-third of arable lands are subjected to wind erosion, 70% to water erosion as total
losses varies from 0,2-40t/ha in different years. Progressing level of erosion is affected
by agro-techniques, anti-erosion measures deficiency, uncontrolled deforestation (EEA,
2007).

There is a reduction of irrigated farmland since 1990 as 2-5% of irrigation
network has been used. Consequently, irrigation impact on erosion and salinization has
been diminished considerably. Decline in irrigation has a negative effect on crop yields
and rotation. Irrigation is not effectively used to counterbalance adverse effect of
global worming on farming (extension of season, increased water requirements,
rainfalls fall) and degradation of farmland.

There has been a significant reduction of overall GHG emissions from
agriculture. N,O emissions comprise 59% of total agriculture emissions, as sector is the
major ammonia source accounting for two-third of the national (EEA, 2007). Most
NO, emissions come from agricultural soils (87%), manure management and burning
fields (13%). Methane emission from agriculture represents about quarter of national.
Biggest portion of CH4 comes from fermentation from domestic livestock (72%) and
manure management (24%).
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Private management has been associated with less concern to manure and
garbage management, over-exploitation of leased and common resources,
contamination of air and groundwater. Illegal garbage yards in rural areas have
noticeably increased. Farms contribute extensively to waste “production” with organic
and industrial materials, leading to negative changes in beauty of scenery, and air, soil,
and water pollution. Pollution of soil and water from industrial activities, waste
management, and improper farming activities is a serious environment and health risk -
in 7% of soils concentration of pollutants is higher than the critical limits (EEA, 2007).

Around a quarter of river length does not meet standards for water quality
(MAF, Annual reports). Monitoring of water for irrigation shows that in 45% of
samples, the nitrates concentration exceeds contamination limit 2-20 folds. Nitrates are
most common polluter of underground water with slight excess over ecological limit
(EEA, 2007). Lack of effective manure storage capacities and sewer systems in most
farms contribute significantly to the persistence of problem. Livestock activity is
carried out by a great number of small and primitive holdings often located within
residential borders - 0,1% of livestock farms possess safe manure-pile sites, around
81% use primitive dunghills, 116 thousands holdings have no facilities (MAF, Annual
reports). That contributes significantly to pollution of air, water, soils, and disturbing
population comfort (noise, odour, dirty roads).

There is significant degrading impacts of agriculture on biodiversity - all 37
typical animal breeds have been endangered during the last decades, among them 6 are
irreversibly extinct, 12 are almost extinct, 16 are endangered, and 3 are potentially
endangered (MEW, 2007).

Since 1990 a considerable portion of farmlands have been left uncultivated for
long time or abandoned, and significant part of agro-ecosystem lost “agro” character
turning into natural ecosystems. That has caused uncontrolled “development” of
species allowing development of some and suppressing others. Some of most valuable
ecosystems (natural grassland) have been severely damaged. Part of meadows has been
left under-grazed or under mowed, and intrusion of shrubs and trees took places. Some
fertile semi-natural grassland has been converted to cultivation (crops, vineyards,
orchards). This has resulted in irreversible disappearance of plant species diversity.
Certain public (municipal, state) pastures have been degraded by unsustainable use
(over-grazing) by private and domestic animals. Besides, a reckless collection of
valuable wild plants (berries, herbs, flowers) and animals (snail, snakes, fish) have led
to destruction of all natural habitats.

Market driven organic farming has emerged recently. It is a fast growing
approach but it is restricted to 432 farms, processors, and traders, and covers less than
3% of Utilized Agricultural Area (UAA) (MAF, Annual reports). There are few
livestock farms and apiaries certified for bio-production. In addition, 242677 ha are
approved for gathering wild organic fruits and herbs. Organic form has been
introduced by business entrepreneurs who managed to organize and fund this new
venture arranging independent certification and finding buyers for highly specific
output. Produced bio-fruits, vegetables, oil plants, herbs, spices, and honey are for
export since a tiny internal market for organic products exists. Slow development of
organic market is caused by the high prices of products, and limited consumer
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confidence in authentic character of products and certification. Eco-labelling of
processed farm products (self-regulation) has also appeared but it is perceived more as
a part of marketing strategy of companies rather than genuine eco-action.

Evolution of farmers and eco-associations has been hampered by the big
number and diversified interests of agents — a different ownership size, operation, type
of farming, preferences, age, and horizon. There are few examples for effective
organizations mostly with small-membership and strong common interests of
participants. Government and local authority involvement in eco-governance has not
been significant, comprehensive, sustainable, or even related. Budget of the Ministry of
Water and Environment accounts for 1,5% of National, and agriculture is getting a tiny
portion of total public eco-spending (MEW, 2007). Recultivation of degradated
farmlands by MAF is under way recently accounting for 200-250 ha per year (MAF,
Annual reports). Serious eco-challenge is caused by state deficiency in storing and
disposal of out-of-dated pesticides of ancient public farms — currently 82% of all
polluted localities in the country are associated with these dangerous chemicals.

In passed years a number of national programs have been developed to deal
with specific eco-challenges - preservation of biodiversity and environment; limitation
of emissions of Sulphur Dioxide, VOC, Ammonia; waste management; development
of water sector; combating climate change; developing organic agriculture;
management of lands and fights against desertification; agrarian and rural
development. National monitoring systems of environment and biodiversity are set up
and mandatory eco-assessment of public programs introduced. Nevertheless, actual
eco-policies rest fragmented and largely reactive to urgent eco-problems (natural
disasters, floods, storms, and drought) rather that based on a long-term strategy for
sustainable development. There have been a numerous international (UN, EU, NGO)
assistance projects to “fill the gap” in local failures but they are limited in scale,
unsustainable in time; often overtaken by local groups, funding improperly used; and
with no significant impact. Moreover, the National Agricultural Advisory Service
(NAAS) does not serve majority of farms, and include rural development and eco-
issues. As a result of inefficient priority setting and management (bad coordination,
incompetence, corruption), and insufficient administrative capacity a minor impact of
public programs prevails.

4. THE CASE OF ZAPADNA STARA PLANINA (ZST)

ZSP’ is a mountainous region in North-West Bulgaria (Map 1). Agro-
ecosystems in ZSP are a part of the unique ecosystem of ZSP providing a wide range
of services (Figure 1). A great number of agents from and outside region benefit from
and affect services of ago-ecosystems — natural resources owners®, farmers, residents,
businesses, visitors, consumers, scientists, interest groups.

Approximately 70% of the farmland comprises meadows and pastures (MAF,
Annual reports). They provide abandon feed for farm and household animals creating

7 ZSP region covers 4043 km? (2099 km? in Bulgaria and rest in Serbia) of which 60% is forests and rest is
farmland (Grigorova & Kazakova, 2008).
8 50% of the population own farmlands.



State and Efficiency of Management of Agro-Ecosystem Services ... 19

good conditions for grazing livestock (sheep, goats, cattle, buffalos, horses) and
domestic animals (poultry, rabbits, pigs). There are plenty of wild flowers and herbs
which favour a herbal honey production, and collection of natural medical plants.

Map 1. ZSP ecosystem Map 2. Natura 2000 Habitat directive
(light), Bird directive (dark)

A wide range of farm products is produced used for provisioning of population
and marketing. Local farm-based produces are well-known for quality, unique taste,
original character (strawberry, raspberry, blackberry, berry jams, herb honey, sheep
yogurt and cheese, lamb meat, wool, fur, prune, plum brandy) and marketed at
regional, national, and international markets. They favour development of related
productions and services being important income source for population — (jam, dairy,
brandy, leather) processing, dying wool, weaving and crafts making, on-farm and
direct marketing, agro and rural tourism.

For many local and not-permanent residents interactions with agro-ecosystems
are favourite mode of recreation (part-time and hobby farming, short and longer-term
visits) or life-style (weekend and summer houses). Traditions and ethnic culture of
Torlaks and Karakachans are closely related to agro-ecosystems and farming system —
specific agricultural and related products (Chiprovtsi hand-made carpets), crop verities
and animal breeds, production methods and technologies, festivals, cuisine, and crafts.
Unique shape and quality of landscape is a critical feature of agro-ecosystems
dominating by natural and semi-natural mountain pastures, riparian meadows, stony
and rocky terrains. All these attract many visitors from region, country, and abroad.

Agro-ecosystems contribute significantly for maintaining soil quality -
vegetation cover reducing soil loss, degradation, promoting water infiltration. Carbon
sequestration is important service of grasslands, berry bushes, orchards, and vineyards
storing considerable amount of CO,. Agro-ecosystems provide combined services with
the larger ecosystem of ZSP. A great variety of wild fruits, herbs, chestnuts,
mushrooms, birds, animals, and fish are picked up or hunted by population and
visitors. Some are commercially gathered for processing and sells bringing additional
incomes for 20% of population (Grigorova & Kazakova, 2008).
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Ecosystem ZSP is a source of clean mountain and mineral water used by
farmers (animals, irrigation), residents (drinking, household needs), businesses (inputs,
bottling), and health centres (balneotherapy) in the region and neighbouring areas. It
purifies water and air, and regulate climate making region one of the destination for
tourism, recreation, and treatment. Well-known mountainous resorts like Berkovitza,
Varshetz, and Izketz are located there. Some of country’s most popular natural
wonders (Belogradchik Rocks, Iskar Gorge), and a number of picks, waterfalls, and
caves is situated there enhancing cultural services of the ecosystem.

Territory of ZSP is with a high ornithological and botanical importance
designated as NATURA 2000 site (Map 2). Maintaining this rich biodiversity is a great
service of the ecosystem. These increase educational and scientific services of this
ecosystem as well. Various market, private and public modes are used for managing
agro-ecosystem services (Figure 7). Reforms transferred agrarian and agro-ecosystem

services related activity from large public farms into market and private governance.

Market

Private

Public

Informal branding
Organic (berry)
farming

Organic apiaries
Organic livestock
Organic wild fruits,
herbs gathering
Specific origins
(lamb, cheese,
berries, carpets,
crafts)

Organic processing
(berries, milk,
herbs)
Eco-labeling

On farm and direct
marketing
Clientatlisation
(cheese, meat,
berries)

Agro and eco-
tourism

Voluntary initiatives
Long-term supply
contracts (milk,
berries)

Vertical integration
of farming into
processing, services,
marketing (shops,
hotels, restaurants,
export)

Interlink
organization (dairy)
Diversification of
production/services
Cooperatives
NGO’s

Organic alliances

Environmental regulations

Eco-information, monitoring, assessment
Promotion or joining eco-initiatives (festivals, networks,
ads)

Designated zones of eco-importance (natural parks,
NATURA)

Area-based direct payments

Leasing out public land for private management
Cross-compliance requirement

Agro-ecological payments (voluntary contracts)
Support to traditional, original productions

Support to farms, processing modernization
Support for semi-market farms

Support to young farmers

Support for adaptation of quality, safety, eco-standards
Support to collective actions (producers groups,
cooperation)

Support for diversification of activity (eco-tourism,
heritage)

(Mandatory) eco-training

Program for development of agriculture North-West
Bulgaria

Fox vaccination

Recultivation of degradated farmlands

Garbage taxation

State company Vratza Natural Park

Support to trans-border initiatives

Figure 7. Modes of management of agro-ecosystem services in ZSP

Private management and market adjustments have been associated with
domination of small-scale and subsistence holdings (Table 4), a sharp decline in crop
and livestock productions, and general disintensification of activity. Private ownership
introduced better incentives for environmental stewardship while small size led
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overcoming eco-problems of public enterprises. It also revived some traditional and
sustainable technologies, varieties, and products.

Table 4. Major characteristics of farms in ZSP

Indicator Value Indicator Value

Number farms 12151 Share farms with cattle (%) 17,2
Average UAA (ha) 0,997 Average cattle per farm 2,9
Share arable land (%) 33,6 Share farms with sheep (%) 51,1
Share cereals (%) 18,4 Average sheep per farm 5,5
Share horticulture (%) 4,3 Share farms with goats (%) 62,7
Share grassland (%) 58,7 Average goats per farm 2,6
Share permanent crops (%) 4,9 Share farms with pigs (%) 47,2
Share farms with bees (%) 6,3 Average pigs per farm 1,5
Bees colonies per farm 7,1 Share farms with poultry (%) 69,0
Average poultry per farm 14,2

Source: MAF, 2005

A positive result of market and private management has been the overall
improvement of agro-ecosystems services. Farm and related productions have got
“organic” character obtaining a reputation for products with high quality and safety.
Region has become attractive destination for many tourists willing to experience
genuine nature, traditional cuisine and lifestyle, or buy authentic farm products.

Market-driven certified organic production has also emerged but it is restricted
to few farms, processors, and traders. Country’s biggest producers of organic
raspberries and bee honey are located in ZSP. Informal branding of fresh and processed
farm (eco, origin, quality, low costs) produces has been increasing and marketed
though farmers and street markets or clientalisation between individual sellers and
buyers (on-farm sells, home delivery).

A number of effective private modes have evolved and manage relations
between farmers, processors, food stores, and consumers. High specificity and capacity
dependency are widely safeguarded by cooperation (services, processing), long-term
contracts (marketing of milk, organic berries), interlinked organization (milk marketing
against free-provision of cooling vanes, credit), or a compete integration
(diversification of farming into processing, agro-tourism). Often non-agrarian agent
(processor, food store, restaurant chain and exporter) driven by market or institutional
demand initiates, funds, and integrates eco-farming. That is the case with Danon
baying milk from big dairy farms (enforcing safety, quality, animal-welfare, eco-
standards), a Japanese investor financing organic apiaries and exporting bio-honey, a
leading restaurant-chain (from Sofia) integrating dairy farming and processing.

There are cases of informal small-scale (milk, meat) processing and marketing
enterprise developed for petit-producers aiming to overcome missing-market and
monopoly situation, and (more recently) significant institutional (milk and meat safety
standards, quotas) restrictions. Output is mostly for households consumption or
marketed though informal channels.

The cooperatives have been typical mode having a great potential to organize
highly specific to members transactions (critical inputs and services, processing,
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marketing), explore economies of scale and scope, manage common resources,
diversify in new businesses (eco-tourism), mediate relations landowners-users, adapt to
requirements of banks and public institutions.

Market, private, voluntary, non-for-profit, and for-profit forms contribute
significantly to improvement of eco-governance but their scope is restricted to a
portion of agro-ecosystems (services). A fifth of agricultural lands is abandoned which
caused expansion of some species, and suppressing others. A part of permanent natural
and semi-natural meadows have been left under-grazed or under-mowed, and intrusion
of shrubs and trees took places putting pressure on priority species (like Souslik) and
related chain (Marbled Polecat). Some of fertile semi-natural grasslands are converted
to cultivation (crops, berries, vineyards, orchards) which caused irreversible
disappearance of plant species diversity. Communal and private pastures close to
settlements have been degraded by unsustainable use (over-grazing). Uncontrolled
collection of wild plants (berries, herbs, flowers) and animals (snail, snakes) have
jeopardized natural habitats.

Erosion has been a major factor for land degradation as a result of land
abandonment, inappropriate agro-techniques, deficiency of anti-erosion measures, and
uncontrolled deforestation. Lack of effective manure storage capacities in most farms
and modern sewer and garbage collection systems in the rural areas bring about air,
soil, water pollution, and affect the beauty of scenery.

Furthermore, a great number of smaller commercial farms and agricultural
cooperatives have ceased to exist due to inefficient management, low adaptability to
market competition, aging population, and labour exodus. Most dairy farms and
processors have failed to adapt to tough EU (safety, environment etc.) standard and had
to stop commercial activity. What is more, private interests have harmed legitimate
public rights to ecosystem services due to restricting access, conversion of proper use
(farmland and forest into construction), or escaping public order on natural resource
management.

Due to restricting criteria’, complicated procedures, bad design, and high
transacting costs, most farms (small-scale, subsistent holdings) can not participate in
public support schemes. Less than 5% of farms comprising 18% of grasslands and 8%
of arable land are registered in Land Parcels Identification System (land eligible for
CAP support). From SAPARD agro-ecological measures benefited less than 100 farms
(MAF, Annual reports). Due to limiting requirements and insufficient funding few
farmers got support under measure “Young farmers”. Insufficient “demand” is
responsible for few applications and low utilization of funds for “Semi-market farms”,
and “Organizations of producers”.

Introduction and enforcement of most biodiversity and eco-standards is
difficult in remote mountainous region with insufficient administrative, financial, and
training capacities. Often costs for detection of offenders are extremely high and
formal enforcement unproductive — e.g. prohibited marketing of fresh milk, uncertified
cheese and meat is common; fake labelling, certification is widespread; forbidden

? For direct and agro-ecological payments minimum farm size is 1ha (permanent crops 0.5 ha) and 0.5 ha
(landless livestock holdings are not-eligible). NPARD does not provide support for restoration of
abandoned farmland, and organic livestock (but forage) production.



State and Efficiency of Management of Agro-Ecosystem Services ... 23

fields burning is practiced; minimum-maximum numbers of animals on pastures, milk
quotas are not respected; and illegal lodging common.

5. PROSPECTS OF ECO-MANAGEMENT IN CONDITIONS OF EU
POLICIES IMPLEMENTATION

EU integration and CAP implementation provides new opportunities for
Bulgarian farms. EU funding which agriculture receives from 2007 on is 5.1 times
higher than the overall support to farming before acceding. Huge EU markets are
opened which will enhance competition and let local farms explore comparative
advantages (low costs; high quality, produce specificity and purity). Novel conditions
of market competition and institutional restrictions give strong incentives and pressure
for new investments for increasing productivity and conforming to higher product,
technology, and eco-standards.

Larger and business farms are most sensitive to new market demand and
institutional regulations since they largely benefit or lose from timely adaptation to
new eco-regulations. They have a higher capacity to generate resources and find
outside (credit, equity, public) funding to increase competitiveness and meet
institutional requirements. Process of adaptation is associated with appropriate land
management and intensification of production. The later could revive or deepen some
eco-problems (erosion, acidification, pollution) unless a pro-environmental
management (public order, enforcement) is put in place.

Small-scale producers and most livestock farms are having hard time adapting
to new competition, investment needs, new food safety, animal-welfare, and eco-
standards. Significant EU funds for rural development would let more and smaller
farms to get access to public support and invest in modernization. New essential
activities are also effectively funded allowing a diversification and pro-environmental
activity. These would bring additional employment and income increasing economic
and eco-sustainability of farms.

Mostly bigger farms participate in public programs and get bulk of public
support because of superior entrepreneurial capability, resources, possibilities for
adaptation, and potential for wining projects. Thus, agrarian and rural development
funds will less contribute to decreasing economic and eco-discrepancy between
different farms, sub-sectors, and regions.

CAP implementation will improve eco-performance of commercial farms.
There is “eco-conditionality” for participating in public programs. Besides, direct
payments are inducing farming on previously abandoned lands, and improve eco-
situation. There is huge budget allocated for special eco-measures and the number of
farms joining agri-environmental programs gradually increases. CAP measures would
affect positively eco-performance of large business farms and cooperatives. These
enterprises (potential big polluters) are under constant administrative control and
punishment (fines, losing licenses, ceasing activities) for obeying new biodiversity,
eco-standards. They are strongly interested in transforming activities according to new
eco-norms making necessary eco-investments, and changing production structures.
Larger producers are motivated to participate in special agro-environmental programs,
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since they have lower costs (economies of scale and scope) and higher benefits from
long-term public contracts.

Experience of old EU states demonstrates that some terms of eco-contracts are
very difficult to enforce (Dupraz, et al., 2004). The rate of compliance with these
standards would be even lower in Bulgaria because of the unawareness, insufficient
control, “personal” relations, and bribes. Therefore, more farms than otherwise would
enroll will participate (including biggest polluters) and outcome of implementation
would be less than desirable (“European”) level.

Costs for conforming to requirements of eco-programs in different farms vary
considerably, and they have unequal incentives to participate. Voluntary character of
most support instruments would leave biggest producers of negative impacts (large
polluters, non-compliant) outside of schemes (highest eco-enhancement costs).
Moreover, Government is less likely to set up high performance standards because of
perceived “insignificant” eco-challenges, strong political pressure from farmers, and
possible problems (punishment) with EU control on cross-compliance. Therefore, CAP
implementation will probably have a modest positive impact on eco-performance of
farms.

Public support and demand will push further development of market modes
such as organic farming, industry driven eco-initiatives (eco-labelling, standards, codes
of behaviour), protected high-quality products, system of fair-trade, alternative (wind,
manure) energy at farm etc. Significant EU market and lower local costs create strong
incentives for investment in organic and specific productions by large enterprises -
farms, partnerships and joint ventures (including with non-agrarian and foreign
participants). New incentives for production of bio-fuel and clean energy would induce
development of a new area of farm activity to meet that new market and public
demand.

Small farms have less capacity to put together necessary capital and expertise
for initiating, developing, certifying and marketing in these ventures. Coalition
(development, management, exit) costs between small-scale producers are high to
reach effective operations (economies of scale and scope, required minimum inputs).
The later either stay out of these new businesses or have to integrate into larger
ventures. Assuring (origin, quality) traceability for small farms is costly and they are
not preferable partner for integrators (processor, retailers, exporters). Internal market
for organic and specialized farm products would unlikely develops fast having in mind
low income of population and confidence in public and private system of control.

Some economic and ecological needs (economizing on scale and scope, high
interdependency of assets) would continue to bring about change in size and
management of individual farms, evolution of group organization, cooperation, and
joint ventures — e.g. a big interdependency of activities require concerted actions for
achieving a certain eco-effect; a high asset dependency between livestock manure
supplier and nearby organic crop farms necessitate a coordination etc.

A special management size or mode is imposed by some institutional
requirements — a mandatory minimum scale of activities for joining certain public
programs (marketing, agri-ecology, biodiversity, organic farming, tradition, cultural
heritage); signing a 5 year public eco-contract dictates a long-term lease or purchase of
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land. Our survey proves that 41% of non-cooperative farms and 32% of cooperatives
are investigating possible membership in professional organization. Besides, producers
grouping are stimulated by available public support (training, advising, funding) for
farmers association.

Some production cooperatives profit from comparative advantages
(interdependency and complementarily to individual farms, potential for exploring
economy of scale and scope on institutionally determined investment, adapting to
formal requirements for support, using expertise, financing and executing projects,
non-for-profit character), and extend activities into eco-projects, eco-services, and eco-
mediation. Immediate result of new market and public opportunities for getting
additional benefits from eco-products and services will be amelioration of economic
and eco-performance of number of farms and households and augmentation of agro-
ecosystem services.

CAP implementation pushes modernization of farms structures through
widening contractual and organizational innovations - specific sort contracts, new
types producers associations, spreading vertical integration etc. Special forms emerge
allowing agents to take advantage of public programs - specialization in project
preparation, management, and execution; investing in “relations capital” and
“negative” entrepreneurship; forming lobbying modes and representation; making
coalitions for complying with formal criteria (minimum size of UAA for direct and
agro-ecology payments, membership requirements for producers’ organizations etc.).

CAP and competition foster restructuring of commercial farms according to
modern market, technological, and eco-standards. A large part of agrarian inputs,
technologies, and outputs increasingly has mass and standardized character, and market
transacting dominate at farm gates. There is a parallel tendency toward specialization
into productions for niche markets and products with special quality - specific
technologies, special time of delivery, special origins etc. That requires investments
with higher specificity to particular buyer(s), and “integrated” management in farming,
eco-conservation, processing, retailing, exporting. Moreover, diversification of
enterprises into related activities (trade with origins, agro-tourism) for dealing with
market risk is growing. All these bring more special modes for private management -
long-term contracts, collective agreements (codes of behaviour), trilateral modes
(independent certification and control), “quasi” or complete integration.

Many livestock farms are unsustainable because of the low productivity,
competitiveness, compliance with safety, animal welfare, and eco-standards. That is
particularly truth for small-scale producers dominating the sector. Few livestock farms
will be able to adapt through specialized investment for enlargement and conforming to
institutional restrictions and will be closed or restrict to subsistency. Reduction of
farms and animals, and improved manure management, will be associated with a drop
of eco-burden by the formal sector (less over-grazing, fewer manure production and
mismanagement).

Few semi-market farms would undertake market orientation and extend
present scale because of the high costs for farm enlargement and adjustment - no
entrepreneurial capital and resources available, a low investment and training
capability of aged farmers, insufficient demand for farm products etc. The specific
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support to “semi-market” farms would have no considerable impact on subsistency
because of the inappropriate criteria'® and insufficient level of support. Besides, this
measure focus on less prospective structures with low potential for adaptation to
volume, quality, safety, animal welfare, eco-requirements, and needs of processors and
distributors. For two years of implementation of that measure only few thousands
applications are made (merely 5% of the projected potential beneficiaries). For
authority is practically (technically, politically) impossible to enforce the official
standards in that huge informal sector of economy. Therefore, massive
(semi)subsistence farming with primitive technologies, food safety, animal welfare,
and eco-standards will exist in years to come.

Enforcement of most labour, animal welfare, and eco-standards is very
difficult (or impossible) especially for the informal sector (high political and economic
costs). Here “punishments” do not work well while the overall damages from
incompliance are immense. Thus policies should be oriented to market orientation of
subsistence farms, support for collective modes, and eco-programs for informal farms
and groups. Principally public support to voluntary eco-initiatives of farmers and rural
organizations (informing, training, assisting, funding) and hybrid modes (public-
private; public-collective) would be more effective than mandatory or pure public
modes (given incentive, coordination, enforcement, disputing advantages). Besides,
involvement of farmers, farmers organizations, interests groups in priority setting and
management of public programs at all level is to be institutionalized in order to
decrease information asymmetry and possibility for opportunism, diminish costs for
coordination, implementation and control, and increase overall efficiency and impact.

Many of EU regulations are not known by the implementing authorities and
majority of farmers — 47% of non-cooperative farms and 43% of cooperatives are still
“not aware or only partially aware” with support measures of CAP different from
direct payments (Bachev, 2009). Furthermore, 62% of farms will not apply for public
support due to the “lack of financial resources” (26%), ‘“not compliance with formal
requirements” (18%), and “clumsy bureaucratic procedure” (17%). Most farm
managers have no adequate training and managerial capability, or are old in age with
small learning and adaptation potential''. Improving education and training of agents
(farmers, residence, consumers, administrators) and relaxing of (some) eligibility
criteria for public support is essential. Furthermore, improving organization (access,
efficiency) and programs (environmental, project management) of NAAS is crucial.

Some “blank points” in national legislation must be filled — e.g. terms “agro-
ecosystem services” have to find adequate place; the “whole farm” is a subject of
support in agri-environmental measures but its borders are not defined. The later
creates serious difficulties since land and resources of most farms are considerably
fragmented and geographical dispersed. Lack of readiness, experiences, and potential
for adaptation in public and private sectors alike would require some time-lag until
“full” implementation of CAP in “Bulgarian” conditions. The later will depend on pace
of building effective public and private capacity, training (learning by doing
experience) bureaucrats, farmers, and other agents. Consequently, farms modernization

1 EU criteria for defining “semi-market farms” (1-4 ESU) is quite big for Bulgaria.
' Average age of farm managers is 61, 70% are older than 55 (MAF, Annual reports).
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and adaptation will be delayed, and their competitiveness and contribution to agro-
ecosystem services diminished. Besides, there will be inequalities in application
(enforcement) of laws and standards in diverse regions, agrarian sectors, and farms of
different type and size.

Finally there is a growing competition for eco-resources between different
industries and interests. That push further overtaking natural resources away from farm
governance and change into non-agricultural (urban, tourism, transport, industry) use.
What is more, needs to compete for and share resources would deepen conflicts
between various interests and social groups, regions, and states. That would require
special management (cooperation, public order, hybrid form) at local, national and
transnational scales to reconcile conflicts related to ecosystem services.

6. CONCLUSION

Post-communist transition and EU integration has brought about significant
changes in state and governance of agro-ecosystems services. Newly evolved market,
private and public governance has led to significant improvement of part of agro-
ecosystems services introducing modern eco-standards and public support, enhancing
environmental stewardship, disintensifying production, recovering landscape and
traditional productions, diversifying quality, products, services. It is also associated
with some new challenges such as unsustainable exploitation, lost biodiversity, land
degradation, water and air contamination.

Implementation of common EU policies is having unlike results in “Bulgarian”
conditions. In short and medium term it will enlarge income, technological, and eco-
discrepancy between different farms, sub-sectors, regions. In a longer-term eco-
hazard(s) caused by agriculture will enlarge unless effective public and private
measures are taken to mitigate existing eco-problems. Specific structures for
management of farming activity (small commercial, semi-market, subsistence farms,
production cooperatives, large business firms) will continue to dominate in years o
come. Significant improvement of public (Government, EU) interventions is needed to
enhance sustainability of prospective farms and sustainable agrarian development.
Implementation of EU common (agricultural, environmental, regional) policies would
have no desired impacts (on socio-economic development, regional and sectoral
discrepancies, flows of agro-ecosystem services) unless special measures are taken to
improve management of public programs, and extend public support to dominating
small-scale and subsistence farms.
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INVESTMENTS AND ECONOMIC RECOVERY

ADELA BREUER, NATALITA-MIHAELA LESCONI-FRUMUSANU,
JEANINA BILIANACIUREA

ABSTRACT: The present paper approaches the notion of investment in order to
demonstrate the necessity and importance of investments in an economy of transition, as it is
the case in Romania and in a period of crisis, as it is the case of the current global economy.
Through the evolution of investments in Romania and at the level of EU in the last years, we
demonstrate that a high level of investments leads to economic prosperity, generally, in
Romania the foreign investments having the effect of economic recovery. The performed
research brought us definite arguments for the stimulation of foreign investments which would
lead to the reduction of unemployment, inflation, to the increase of the products and services
quality, i.e. of economy.

KEY WORDS: investment; direct foreign investment; economic recovery
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1. INTRODUCTION

Investment means placing the capital in the capitals of other economic entities
with the expectation of profit. According to the same source, the investment can also
be seen as the allotment of an amount of money and of other material means for the
creation of new fix funds, in order to enlarge and modernize the existing ones. Making
a parallel between the theoretical and the practical plan; theoretically the investment is
defined as a complex and controversial financial category, practically it is a reality
which marks the past and places landmarks in the future (Stoiana, 2008).

From another point of view, the investment represents the placing of money in
securities ensuring income under the form of interests, dividends or capital gains, respectively
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the acquisition of inputs. Simply put, the investment is defined as the totality of expenses
performed for the purchase of capital goods.

As a conclusion, we can affirm that the investment represents funds allotted by
the economic entity either in the capital of another economic entity with the
expectation of profit as income or interests, or the sums allotted for the development of
one’s own business by placing the funds in the acquisition of new means necessary for
the development of the activity or for the development of the existing means.

2. ROLE OF INVESTMENTS IN ECONOMY

The necessity and importance of investments in the economic life, and not
only, through extrapolation even talking about their importance for the development of
human community, firstly derives from the fact that the main engine for the
development and the economic recovery is represented by investments. The
performing of investments, viewed in terms of volume, leads to the economic increase,
by increasing the goods and services, and through the quality of the performed
investments we obtain the increase of the consumers’ life quality, the investments
being considered “as spreading new, sharing their own novelty” bringing lots of
improvements (Vasilescu et al., 2000).

The role of investments in the economic recovery derives also from the fact
that they are a factor for the stimulation and increase of demand and tender on the
market. Firstly we talk about the development of the production of goods and services
that appear on the market, bring diversity of assortments, hence the increase of the
demand brings with it the development of the economic entity, as well as the creation
of new work places. Thus, the investments are very important in the development of
the human community as well.

Strictly viewed in economic terms, the investments lead to the economic
recovery and increase through the cyclic character of incomes obtained from the
investment performance. Thus, the implementation of a new investment, attracts
incomes for the implementing entity but also for other economic entities, because the
performance of an investment means the launching of the demand and tender in that
field, the demand from the entity that performs the investment, and the tender from the
connected entities that can offer the goods and services necessary for the investment
performance. As a conclusion, the investment performance attracts incomes for the
entity that implements it, but also incomes for the entities that participate to the
investment by offering goods and services. The incomes obtained in both cases go
back to economy, attracting other investments and the creation of new incomes.

As for Romania, the necessity and importance of investments are even higher
as Romania had to face a transit economy (from communism and centralized economy
to democracy and free economy), and starting with 2008, it had to face an economic
crisis which distorted the economic reality in many countries considered strong and
stable (USA, Germany, Greece, etc).

Once with the negotiations for the EU accession, Romania benefited from an
investing push, from two points of view. Firstly, due to the funds received from the
EU, and secondly, because it represented an attractive market for foreign investors, due
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to cheap labour force and taxes, especially the profit tax, smaller than the ones in the
European community. This situation remained the same after 2007, the year of
Romania’s accession, but compared to the years before the accession, the volume of
investments diminished, and once with the economic crisis, they decreased drastically.

3. EVOLUTION OF INVESTMENTS IN EU AND ROMANIA

The evolution of net investments in the national economy during the period
2001-2009 (figure 1) encountered fluctuations in all fields, but especially in the main
ones as industry, services and agriculture, and also constructions. Analysing the data
supplied by the National Institute of Statistics for the period 2001-2009, we can notice
that the industry has encountered in the period 2001-2003 a descendent trend losing
2.4%, but the lowest drop registered in the year 2005, when it lost from one year to
another (2004 compared to 2005) 7.7% and later it followed the same trend, namely
that of recover in 2007 (38.00%) and again a drop in 2008 (31.90%). What attracts the
attention in net investments in the Romanian economy is not the fact that in 2008 the
investments registered a drop of 6.10% in industry, which is very normal taking into
consideration the global economy and the economic crisis, but the fact that in 2009, in
full economic crisis, the investments in industry registered a higher increase of 8.7%,
which is a good thing because the industry takes second place at the incomes collected
for PIB, after services and commerce.

60,000% ——F—————— dindustrie M servicii M constructii
50,000%
40,000% -
30,000%
20,000%
10,000% -
0,000% A
-10,000%
2001 2002 2003 2004 2005 2006 2007 2008 2009
industrie 40,00% 38,50% 37,60% 40,100% | 32,400% | 32,500% | 38,000% | 31,900% | 40,600%
servicii 53,50% 55,00% 52,80% 50,600% | 53,100% | 52,500% | 47,050% | 48,400% | 47,500%
constructii 6,50% 6,50% 9,600% 9,300% 14,500% 15,000% 13,950% 19,700% 11,900%

Source: elaborated by the authors processing the data supplied by INS

Figure 1. Net Investments on the main sectors of the national economy for
the period 2001-2009
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Referring to commerce, services and agriculture, the trend followed by
investments is approximately the same with the one in industry, but in the period 2001-
2006 no major fluctuations were registered, the percent afferent to investments in this
field being round the percentage of 50% (between 0.6% and 55%). The year 2007 is
the first year when the investments afferent to this segment of the national economy
was under 50%, knowing a drop of 5.45% from 52.50% to 47.05%. The years 2008-
2009 did not bring any substantial changes in commerce, services, agriculture, the
registered fluctuation being a normal one, that of a slight decrease in the conditions of
the current economy.

The constructions sector was strongly marked by the global economic crisis
because, after knowing a strong development in the period 2001-2006, registering rises
of over 100%, from 6.50% in 2001 to 15% in 2006, they encountered a slight decrease
in 2007, with 1.05% and in 2008 with 5.75% (19.70%). The largest decrease in
investment in all areas, i.e. 7.8% in 2009, was registered by the construction sector,
reaching values close to the ones from 2004, i.e. 11, 90%.

At the level of the European Union the situation of investments does not look
any better. In the period 2001-2008, at the level EU27 we registered a continuously
rising trend from 1935103.5 million Euros, in 2001, to 2638393.2 million Euros in
2008, thus the global economic situation shaken by the economic crisis broken out in
2008 led to the reduction of investments with around 400.000 million euro, registering
in 2009 a value close to the one in 2005, i.e. 2274234.7 million euro. If in Romania, at
the EU27 level, the investments registered a rising trend from 2001 to 2008, registering
a rise 5 times higher (from 9295.3 million euro in 2001 to 44605.6 million euro in
2008) the year 2009 meant the reduction with almost half of the investments, their
volume registering a value of 29676.5 million euro.

In 2008 (figure 2), when Romania registered the highest level of investments
from the analysed period, 2001-2009, their volume represented 1.69% from the total of
investments at the EU27 level, outgoing countries like Finland (1.51%), Ireland
(1.49%), Portugal (1.36%), the Czech Republic (1.37%), Hungary (0.83%). On the
other hand, in 2009, Romania kept its progress just in the case of Hungary and Ireland,
in the other countries the decrease of the level of investments not being that high.

Because the economic crisis, the global economy confronted with, did affect
all the segments of economy, the European Union launched in 2008 ,,the European
Plan of economic recovery”, approved by the European Council in December 2008. It
implies a financial support of at least 200 billion EUR (1.5% from PIB) from the EU
and national budgets in order to recover the demand and the economic activity and to
keep the labour force and create new ones. Measures taken by the European Union for
economic recovery also stipulate the protection of the population, the workers and the
entrepreneurs affected by the economic crisis. It proposes more support for these
vulnerable groups, including investments meant to strengthen the professional
competences and help people keep their workplaces or find other ones. Also, EU will
fasten the distribution of social and regional funds — 6.3 billion Euro- and intends to
allot financial incentives to enterprises strongly affected by the crisis, from the
construction sector and the car sector that produce ecological cars and build efficient
buildings from an energetic point of view.
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Source: elaborated by the authors processing the data supplied by Eurostat

Figure 2. Comparison between Romania and other member states for the years 2008-2009
regarding the investments at the EU 27 level

,»The European plan of economic recovery: investments in value of 5 billion
EUR”, according to the press conference given by the European Parliament on 6th
May 2009, is another measure taken by EU for economic recovery. According to this
package of anti-crisis measures, 3.98 billion Euros will be invested in the infrastructure
for electricity, natural gases, wind-power energy, and carbon storage. The European
Parliament supports the allotment of 1.02 billion Euros for projects in the rural
development. To retain is the fact that Romania benefits of financing for the projects of
gas interconnection Romania-Hungary (30 million Euros) and Romania-Bulgaria (10
million Euros) and of the development of equipment infrastructure that should permit
the inversion of gas flow in the case of a short interruption in supplying (80 million
Euro).

Romania’s economic recovery was sustained, and still is, first of all, by the
direct foreign investments, including here the grants as well as the investments from
foreign investors. The direct foreign investment represents the long investment
relation, between a resident entity and a non-resident one; usually, it implies the
exertion by the investor of a significant managerial influence in the enterprise in which
it invested. Direct foreign investments are the following: paid capital and the reserves
of a non-resident investor that holds at least 10% from the subscribed social capital of a
resident enterprise, the credits between this investor and the enterprise in which it
invested, as well as the profit reinvested by it.

Because FDI is an important part of our investments in the country, which is
reinforced by the fact that, according to press release of 12/02/2010 NBR in 2009 the
current account deficit of balance of payments amounting to 5 054 million was funded
at a rate of 96.9% by non-residents' direct investment in Romania, which recorded 4
899 million, down 48.4% compared to 2008 (NBR, 2008).
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We continue to analyze the situation on the structure of foreign direct
investment and sources of origin, referring to their balance for the period 2006-2008
(figure 3). From data provided by B.N.R. in conjunction with INS, we see that the
gross amount, ie FDI result of adding balance to the opening balance of net FDI flows
and the difference value positive / negative revaluations resulting from exchange rate
and price changes of assets and the value accounting restatement of opening balances
for the period under review, investments increased progressively from Euro 34.512
million in 2006 to 48.798 million in 2008, but viewed in terms of net FDI flows, they
decreased by 0 8% in 2007 from 9.059 billion Euros in 7250 million in 2007, because
then in 2008 to increase to 9.496 billion Euros and in 2009 to record the highest drop
so far, i.e. the reduction with 48.4 %.

2006 ‘ 2007 2008

ISD in flux net ISD flux net ISD flux net
9059 mil. euro 7250 mil.euro 9496 mil.euro
ISD brut ISD brut ISD biut
34.512 mil.euro 42.770 mil euro 48.798 mil.euro

Source: elaborated by the authors through the process of data supplied by B.N.R.
Figure 3. FDI in Romania in net flow and gross value

From a structural point of view, FDI also contain investments in industry, in
the banking activity and insurances, retail and wholesale, telecommunications,
constructions and real estate transactions and foreign investments in other fields (figure
4).The largest share in FDI is held by the investments in industry, ranged around 40%,
on the second place being the banking activity and insurance with a percentage
between 20.5% and 23.3%. The other segments of the national economy in which
foreign capital investments too place, registered fluctuations, the greatest decrease
registering in telecommunication where from 8.2% in 2006 it got to 6.5% in 2007,
respectively 6.7% in 2008. As opposed, the constructions and real estate transactions
increased with 6.2%, i.e. almost double in terms of percentage, and as in terms of
value, the rise is even more spectacular, the sum derived from the direct foreign
investments tripling from 2208,77 million Euro in 2006 to 6148,55 million Euro in
2008.

The first place was occupied by Austria, its investments representing 23% in
2006 and dropped to 18.8% in 2008. The next country investing in Romania is Holland
which in 2006 had a quota of 17.1%, dropping to 16.3% in 2007 and then in 2008 it got
back to 17,2%. DFI performed by Germany in Romania followed a trend opposed to
the rest of the countries, i.e. from a share of 10.1% in 2006, it increased to 11.7% in
2007 reaching a share of 15.4% from the total of DFI in our country in 2008; in terms
of value, Germany doubled its investments in our country in the period 2006-2008
starting from an investment of 3473 million Euro, reaching a total investment of 7509
million lei. As opposed we have Spain, in 2006, with 263 million Euro, Canada with
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210 million Euros and Israel with 107 million Euros. Starting with 2007, after
Romania’s accession to EU, the list of DFI contained the European Bank for
reconstruction and Development (EBRD) which in 2007 invested in Romania 103
million Euros, and in 2008, 152 million Euro. Also in 2007 at the end of the top list
was Gibraltar with 112 million Euros, and in 2008 was Lebanon with 159 million
Euros, but in 2007, Lebanon invested 179 million Euros in our country.

2006 8,20%-%

M industrie M activ. bancara si asig. B comert

telecomunicatii W constructii si tranzactii imob. m alte seg.

Source: elaborated by the authors processing the data supplied by B.N.R.

Figure 4. The DFI in Romania in the period 2006-2008
4. CONCLUSIONS

As a conclusion, from the above presented issues, we can depict the
importance of investments for the economic recovery and development of each
country. If we consider the ex-communist countries, for which progress was forbidden
for years, then we have to specify that investments are of great importance for
development and recovery, but the direct foreign investments are vital due to the lack
of native capital and efficient investment strategies, but also due to the lack of
experience in management.

The main issue in Eastern Europe, as it is the case in Romania, is that, by
shutting out from the rest of the world due to the countries politics, the technical and
technological progress is not at the same level with the rest of the countries. The
economic recovery through investments results in new technology, equipment with last
generation assets leading to substantial progress of the economy. The technological
progress brings with it the increase of labour production in all fields, through the
increase of the labour force output, the increase of the economic entities incomes,
further leading to other investments.

The fact that external investors showed up on the intern market, either by
opening new branches or subsidiaries, by creating new economic entities or by placing
funds in native companies for their development, leads to the increase of workplaces
thus reducing unemployment. It also leads to the increase of the population’s
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consumption, through salary incomes, further leading to the increase of life standards
generating incomes for the economic entities, creating other incomes and investments.

Financially, the foreign investments attract strong currency inflows
(Euro/USD), thus maintaining a low exchange rate, leading to the increased power of
the national currency. Another aspect that should not be neglected is the strong
currency inflow that helps the government not to apply for external credits, leading to
the reduction of external debts, or at least maintaining them at a constant level.

We should also mention the qualitative aspect of products and services on the
intern market which must increase their quality if they want to survive on the market,
because the appearance of foreign investors leads to competition between economic
entities, to the implementation of another qualitative level to which the native entities
see themselves forced to adjust.
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THE IMPROVEMENT OF PROCESSES’ QUALITY
IN ORGANISATIONS USING THE SIX SIGMA CONCEPT

MADALINA BRUTU *

ABSTRACT: Six Sigma is a problem-solving methodology. In fact, it’s the most
effective problem-solving methodology available for improving business and organizational
performance. Bill Smith from Motorola first developed in 1986 the specific elements of Six
Sigma. At the beginning, it was a set of practices which have been used in the manufacturing
processes in order to eliminate the defects but, as time passed, the concept has been extended so
as to be used in other types of businesses, too. The 6th Sigma level corresponds to a 99,9997%
performance, respectively 3,4 defects per a million of occasions. A Six Sigma process is a re-
designed business process and has three basic elements: Process Improvement; Designing/re-
designing the process; The Process Management.

KEY WORDS: Six Sigma, 3,4 defects per a million of occasions, DMAIC, DMADY,
DPMO

JEL CLASSIFICATION: M1, M2

1. INTRODUCTION

Six Sigma is not a theory, it’s an action!!! Six Sigma is not a business caprice
connected with a single method or strategy, it is rather a flexible system for improving
the company management and performance. Six Sigma starts from the most important
ideas and practices in management and succeeds in creating a new philosophy for the
companies’ success in the 21st century (Pande et al., 2009, p.25).

Six Sigma is a strategic management process which has been developed by
Motorola; a sort of more detailed quality control. It is used in the entire world, the
name being derived from the Greek letter sigma (a symbol used in the statistics in
order to express the ,,standard deviation”- an indicator of the variation or unsteadiness
in a group of articles or in a process).

" Lecturer, Ph.D., University of Pitesti, Romania, madalinabrutu@yahoo.com
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Six Sigma has as the main target reaching a high performance while
maintaining a low number of defects and a low cost (http://www.askdeb.com/six-
sigma/). Bill Smith from Motorola first developed in 1986 the specific elements of Six
Sigma. At the beginning, it was a set of practices which have been used in the
manufacturing processes in order to eliminate the defects but, as time passed, the
concept has been extended so as to be used in other types of businesses, too.

2. DEFINING SIX SIGMA

In the book Six Sigma for Dummies the authors define in a simple manner the
Six Sigma concept: “Six Sigma is a problem-solving methodology. In fact, it’s the
most effective problem-solving methodology available for improving business and
organizational performance” (Gygi et al. 2005, pp.9). Another interesting definition is:
“A comprehensive and flexible system for reaching, maintaining and maximizing the
success in business. Six Sigma is only guided by the close understanding of all the
clients’ needs, by the proper use of facts, information and statistic analyzes as well as
by the special attention paid to administration, to the business process reshaping and
improvement” (Pande et al., 2009, p.11). The Sigma performance levels can be
expressed through DPMO- “defects per a million of occasions” as shown in table 1.

Table 1. The Sigma conversion table

If performance is... DPMO is... The Sigma level is...
30,9% 690.000 1,0
69,2% 308.000 2,0
93,3% 66.800 3,0
99,4% 6.210 4,0
99,98% 320 5,0
99,9997% 34 6,0

So, the 6th Sigma level corresponds to a 99,9997% performance, respectively
3,4 defects per a million of occasions. Things can also go further to the 7th Sigma level
which would correspond to a 99,9999981% performance, respectively 0,019 defects
per a million of occasions, but this is however too much .... The main benefits of Six
Sigma are shown in Figure 1.

Besides all these, we can also add (http://www.siliconbeachtraining.co.uk/free-
resources/six-sigma-benefits/): defects are reduced; communication is Improved as the
whole organisation works towards common goals; employee satisfaction improved;
productivity is increased; capacity and output are improved; quality is improved,
reliability of products and processes are improved; unit costs decreased; designs
improved; better delivery time.

2. THE SIX SIGMA PROCESS

A Six Sigma process is a re-designed business process. Any business process
which does not fulfils the established goals has flaws either in design, either in
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application or, in the worst case, in both stages. Through the used methodologies, Six
Sigma is able to re-shape the flawed process with the purpose of reducing the resulting
variations to a minimum level. The type of methodology is different according to the
business process that the company intends to re-shape.

Generate lasting success

Sets a
performance Adds value to
goal for the clients
everybody

The benefits
of Six Sigma

Implements the
strategic change

Accelerates the
improvement rate

Promotes learning

Figure 1. Benefits of Six Sigma

There are three main elements focused on the organization progresses shown
in figure 2 and detailed in table 2.

Process Designing/
Improvement | re-designing
the process

m Management

Figure 2. Six Sigma main elements

Six Sigma uses two main improvement methodologies: DMAIC™ and
DMADV" (figure 3).

" The acronym of Define, Measure, Analyze, Improve, and Control.
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Table 2. Description of the Six Sigma main elements

Main elements

Their description

Process Consists in finding directed solutions meant to induce the removal of the main
Improvement | causes of the problems that affect the company performance. The majority of the
Six Sigma projects are efforts to improve the personnel structure
Designing/re- | The Six Sigma objective is not to fix the process but rather to replace the process
designing the | with a new one (or to replace a part of the process). The business world is

process continuously changing nowadays and this thing makes impossible maintaining a

company in a top position without re-designing the process.

The Process
Management

In this case the Six Sigma themes and methods become an integrant part of the

business management:

-The processes are analyzed and managed and the responsibilities are assigned in
order to ensure the crossed management of the main processes;

-The client’s requirements are clearly defined,

-Profound evaluations of process results, activities and resources are carried out;

-The leaders can evaluate performance in real time;

-The process improvement, design and re-design in order to to increase the
company levels of performance, competitiveness and profitability.

Source: adaptation based on Pande et al., 2009, pp.50-55

DMAIC DMAfV
DEFINE DEFINE
MEASURE MEASURE
ANALYZE ANALYZE
IMP]:%VE DES];GN
CONTROL VERIFY

Figure 3. DMAIC versus DMADV

DMAIC is used for an existing process and uses the following steps: 1st step:
Defining the process improvement objectives; 2nd step: Measuring the current
performance level; 3rd step: The data analysis so as to notice the cause-effect relation
within the process (the importance of this relation derives from the need for keeping
the company strategy according to the client’s needs); 4th steps: The process
improvement based on data. It is important that the process be constantly improved or
that the process be modified so as to correspond to the current situations; The 5th step:
Control is vital since we need to check and correct any variation in order to prevent

losing quality.

DMADYV is used for creating a new product or process and involves 5 steps,

too: 1st step:

Defining the objectives; 2nd step: Measuring and identifying the

” The acronym of Define, Measure, Analyze, Design, and Verify.
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characteristics for CTQ (Critical-To-Quality); 3rd step: Analysis and evaluation with
the purpose of developing alternative models, choosing the best design for the general
process; 4th step: Optimizing the design characteristics; Sth step: Checking the process

3. THE MANAGEMENT ROLES IN SIX SIGMA

Six Sigma uses a management hierarchy based on the classification levels of
the martial arts. This classification excludes a series of unnecessary functions and
develops a direct communication mean to the higher levels. Here it is (adapted after
Stamatis, 2003):

o Executive Leadership includes the CEO of a company as well as other members of
top management. This level is responsible for setting up the Six Sigma process
within the company and for giving power and freedom to the other hierarchy roles
to oversee Six Sigma implementation and to explore new ideas and designs;

e Champions are beneath the Executive Leadership and are responsible for
implementing Six Sigma across the entire business or organization. Champion
positions are filled from upper management levels and act as mentors to Black
Belts;

Executive Leadership

Champions

Master Belts

Black Belts

Green Belts

Yellow Belts

Project Team Members

Source: Gygi et al. 2005, p.52
Figure 4. Six Sigma hierarchic levels
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e Master Black Belts are the coaches and motivators on Six Sigma. They are chosen
by and assist Champions as well as guide Black Belts and Green Belts. Their duties
involve making sure that Six Sigma is consistent throughout various functions and
departments;

e Black Belts are directly under Master Black Belts. Their task is to apply Six Sigma
methodology to specific projects within the business or organization. While
Champions and Master Black Belts focus on identifying Six Sigma projects and
general overseeing them, Black Belts focus on the actual execution of the projects;

e Green Belts are guided by Black Belts. These are employees of the company that
are given specific tasks to do along with their regular job responsibilities;

e The team members are individuals who support certain projects in their fields;
Other authors (Gygi et al. 2005, p.52) suggest a hierarchy made up of 7 hierarchic
levels for Six Sigma, as we can notice in the figure 4.

The element of novelty consists in the “Yellow Belts” represented by “all the
others” in the organization who apply elements in the Six Sigma methodology and
through this they improve their work. They can be leaders, managers, project members
or anyone else.

4. CONCLUSIONS

In a certain way, Six Sigma represents the evolution of the TQM projects
(Total Quality Management) and it is influenced by important authors in the quality
field as W. Edwards Deming and Joseph Juran. But Six Sigma is much more than this
... areal, practical mechanism for increasing the company competitiveness.

The great majority of organizations have reached the Sigma 6™ level only in
certain processes, but this thing is not supposed to scare them as it means a lot,
however. This level provides a wide range of benefits, such as: generating a long-
lasting success, setting a performance objective for everybody, an added value for the
clients ... and the most important thing ... increases their competitiveness! ...
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ANALYSIS MODEL FOR INVENTORY MANAGEMENT

CAMELIA BURJA, VASILE BURJA *

ABSTRACT: The inventory represents an essential component for the assets of the
enterprise and the economic analysis gives them special importance because their accurate
management determines the achievement of the activity object and the financial results. The
efficient management of inventory requires ensuring an optimum level for them, which will
guarantee the normal functioning of the activity with minimum inventory expenses and funds
which are immobilised. The paper presents an analysis model for inventory management based
on their rotation speed and the correlation with the sales volume illustrated in an adequate
study. The highlighting of the influence factors on the efficient inventory management ensures
the useful information needed to justify managerial decisions, which will lead to a balanced
financial position and to increased company performance.

KEY WORDS: inventory; inventory turnover ratio; costs of inventory; economic
efficiency

JEL CLASSIFICATION: D20, M11

1. INTRODUCTION

Taking the form of tangible current assets, the inventory is found in all the
production stages and is successively transformed from raw materials in elements of
unfinished production (work-in-process), then in finished goods destined for sale.
Inventory represents money expenditure until the moment when it leaves the enterprise
as sold products, at which time their value is recuperated and it generates profit
(Stancu, 2002).

The normal development of the manufacturing processes requires in an
objective manner the building of inventory of raw materials. They must cover the
production needs during the period between two supplies (cycle inventory) or can be
constituted to prevent unexpected incidents (safety inventory) and to allow the running
of conditioning operations for materials before they entry the actual production. For an

* Assoc.Prof., Ph.D., “1 Decembrie 1918 University of Alba lulia, Romania
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accurate dimensioning of inventory it is necessary to have an adequate inventory
policy, based on the particularities of the technological process and the achieved
turnover (Yugang, 2009; Ballou, 2005).

Regardless of the destination of the inventory of the raw materials, they require
a capital expenditure that increases the financing-need of the current activity. Inventory
expenses include not only the necessary amounts to procure it, but also the amounts
related to quality check depositing, selection, deterioration, damage and obsolescence
(Miiller, 2003). Their management on principles of rationality requires a continuous
analysis process of their dimension and of the development of an optimum inventory.
Moreover, the existence of work-in-process and of finished goods leads to additional
expenditure of financial resources.

If inventory management is inaccurate then negative effects occur in the
activity of companies because the existence of too large inventory leads to increased
costs and reduced cash flow, and their sub dimensioning contributes to reduced sales.
The mentioned aspects show the importance of accurate inventory management in
ensuring the company’s competitiveness (Felea, 2008).

In general, a good inventory management implies their formation at a level that
will ensure both the requirements of the production process and the demand on the
market, but will also allow the achievement of the company’s performance indicators.
The optic of a rational inventory management believes that its size is motivated by
social need, and the decision to invest in these elements must be an option justified by
the result of the analysis of other investment options of the companies’ capital (Petcu,
2003).

2. THE ANALYSIS OF INVENTORY MANAGEMENT

The financial management of firms pursues broad coverage regarding
inventory, but in terms of financial analysis, we consider relevant the inventory
structure and its rotation.

The inventory structure allows the financial analyst to highlight the following
aspects:

- the oversize or sub dimensioning of inventory elements;

- highlighting inactive inventory or slow-moving inventory, which generates
expenditures;

- the evolution over time of inventory structure.

The relevant inventory for an enterprise is: raw materials, work-in-process and
finished goods.

The increase of the share of raw materials within total inventory reflects the
following aspects:

- the oversize of stock supply;

- the existence of inactive or slowly moving raw materials;

- reducing other categories of inventory due to the shortening of the production
cycle and the speeding of distribution.
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A significant deviation from the planned inventory of raw materials or from
their share in enterprises with similar activity indicates deficiencies on the line of
management for these inventory categories.

The increase of the share of the work-in-process takes place when the
production cycle increases, which can have objective causes if the assortment structure
of the production has changed, or subjective causes if there are difficulties in
supplying, accidental interruptions or other causes.

Increasing the share of stocks of finished goods is recorded when the enterprise
faces difficulties with the distribution of the production. In this case, the production on
stock causes a financial blockage, the enterprise turns to additional credits and faces
financial difficulties.

Conducting an analysis of inventory rotation provides information about the
duration during which inventory moves successively through the economic cycle of
supplying, production and distribution. Increasing the rotation speed of inventory
means increasing the efficiency of its use and, implicitly, additional profit
simultaneously with the release of financial resources. The specific analysis indicator is
Inventory Turnover Ratio expressed by a Number of rotations (NoAl) or the Days’
sales in inventory (DdAI) (Hada, 2009):

NoAIzQ DdAIzﬂ-T
Al 70

where:

TO is the turnover;

Al - average inventory, calculated as arithmetic mean between the value at the
beginning and the value at the end of the management period;

T - analyzed period in days.

The number of rotation for inventory shows how many times the inventory of a
company goes successively through the stages of supply, production and distribution
during a management period and is recovered through sales. Another signification of
this indicator suggests the ability of the company to transform current assets in money
or trade receivables. A slow rotation speed may be a negative signal for managers, as
well as for investors and shareholders regarding the real capacity of the company to
sell its production.

The particularities of the production are an important factor is assessing the
inventory size (Boute, et al., 2007). In the production stage, the inventory level must be
adapted to the variations of quantity, quality, price and time so that it’s necessary to
have a control and adjusting system for inventory according to mathematic patterns in
order to reduce as much as possible the risks induced by the unexpected changes of the
market factors (Tomofumi, 2009). Companies coordinate the requirements of the
processing, distribution, financing and management functions with the exigencies of
the demand with the help of inventory management and control. Sale success depends
on the ability to provide the products and services requested by the consumers in
conditions of profitability. In the activity of organizations, the development of control
practices for inventory is largely due to the direction of management systems towards
implementing the concept of Total Quality Management (TQM) (Wild, 2002).
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Conducting in dynamic an analysis of the inventory rotation highlights the
influences of the determining elements that impact the change in the efficiency of
inventory management according to the following relations:

- The influence exercised by the change of the turnover:

10,
ANoAI(TO) =—2- — Nodl,,
Al

Al
ADAAI(TO) = —2.T — DdAl,
70,

- The influence of the inventory size:

T
ANoAI(Al) = NoAI; — A—?’

0

Al
ADAAI(AI) = DdAI; ——%.T
70,

The increase of the number of rotations during a time period is equivalent with
their participation on several times to creating the turnover, which is the main source of
recovery of the costs and for obtaining a profit. At the same time, by reducing the
period when the inventory is stationed in the economic cycle, the expenses with
depositing the raw materials, work-in-process and finished goods are reduced so that
the costs are lower, another favourable effect being the shortening of the capital
expenditure period for inventory.

The evolution of sales clearly influences the inventory size and efficiency.

To study the correlation between inventory size and sales as expression of the
demand on the market we can use an analysis model in which inventory is expressed
depending on two influence factors, namely average daily sales (Ds) and rotation
speed, expressed as stationing period in the economic cycle, according to the next
relation:

AI=T—O-£-T=DS-DdAI
T T0

The action of the influence factors on the change of inventory size is
determined as follows:
- The influence of the inventory’s stationing period within the economic cycle:

AA[(DdAI) = DSO . DdAI] - DSO . DdAIO = DSO . DdAI] - A[O
- The influence of the average daily sales (Ds):

AA[(DS) = DS] DdAI] _DSO DdAI] = A[] —DSODdAI]
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Material resources are immobilized or released by changing the inventory
rotation speed. The relation that expresses the size of the released or immobilized
inventory, needed to achieve daily sales in the current period, is the following:

T
Alreleased = (DdAI; — DdAI )- 9,

The expression actually signifies additional or less number of days for which
the inventory size is changed depending on the average daily sales. If the calculated
value of the expression is negative, the situation must be interpreted as being
favourable to the company because material resources are released and the financing-
need of the current activity is smaller. In case of a positive result, an increase of the
expenditure capital for inventory is recorded and the increase of the financing-need
requires finding additional financing resources for the activity. The situation must be
analyzed in correlation with the changes of the production and of the sales, which, if
exceed the inventory dynamic, justify their increasing and the increase of the necessary
financial resources.

3. CASE STUDY
To operate the presented analysis model we extracted from the financial
statements of one enterprise information regarding the evolution of the main inventory

categories, which are presented in table 1.

Table 1. Inventory level and structure lei

Inventory elements Year 2008 Year 2009 Deviations
Level % Level % +, - %
Raw materials 4070 65,3 4333 75,6 263 6,5
Work-in-process 356 5,7 109 1,9 -247 | -69,4
Finished goods 1809 29,0 1291 22,5 -518 | -28,6
Total 6235 | 100,0 5733 | 100,0 -502 -8,0

Source: Financial statements

For the analyzed enterprise, the level and the structure of the inventory
categories is presented in table 1. We can see from the data in the table that the share of
raw materials increased in 2009 compared to 2008, simultaneously with the reduction
of the share of finished goods and of work-in-process, the decrease being due to the
change of the production structure in favour of a short production cycle and
distribution improvement. The increase of the share of the raw materials inventory is
justified by the increase of the physical production of the company.

The analysis of the inventory structure shows that the company will have to
keep focusing its attention on reducing the stocks of finished products, by finding new
distribution markets, but also by improving the supply, which will lead to reduced
inventory of raw materials that block a significant part of the financial resources of the
enterprise.
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The inventory rotation speed is analyzed by starting from the data collected
from the financial statements on which the efficiency indicators of the inventory
management were calculated, according to table 2.

Table 2. Inventory management indicators, thousand lei

Period Deviations
Indicators Symbol 2008 2009 Absolute Reloaﬁve

+, - %
Turnover T0 27461 | 31198 3737 13,6
Average Inventory for the Period Al 6235 5733 -502 8,0
Number of rotations for inventory, no. | NoAl 4,4 5,4 1,0 22,7
Days’ sales in inventory, days DdAI 83 67 -16 19,3
Average daily sales Ds 75,2 85,5 10,3 13,7
Released/inactive inventory Alr/i - -1367,6 - -

Source: Financial statements of Company and calculated data

If we take into account that the minimum value that ensures acceptable
efficiency of inventory management for a company with industrial profile is 8
rotations, which corresponds to 45 days for one rotation, we can notice from table 2
that the analyzed company has a relatively slow inventory rotation speed. In 2009, the
rotation speed grew to 5.4 rotations and the Days’ sales in inventory was reduced to 67
days, which shows a significant improvement of the inventory rotation and, implicitly,
of their efficiency in use, approaching the normal value.

The effects of the main factors’ influence on changing inventory rotation and
speed are presented in table 3.

Table 3. The factors’ influence on inventory rotation and size

Indicators Symbol Value
The turnover influence on the number of rotations, no. ANoAI(TO) | 0,6
The turnover influence on the duration of a rotation, days ADdAI(TO) | -10
r'll"(f)le influence of the average inventory on the number of rotations, ANoAI(AD 0.4
The influence of the average inventory on the rotation duration, days | ADdAI(AI) -6
The influence of the rotation duration on inventory, thousand lei AAI(DdAI) | -1187
The influence of average daily sales on inventory, thousand lei AAI(Ds) 685

Source: Calculated data

For the studied company, the obtained results highlight an acceleration of the
inventory rotation speed in 2009 compared to 2008 as a result of the influence of the
two factors: turnover and average inventory. The increase of the rotation number from
4.4 to 5.4 meant a shortening of the stationing period of inventory in various stages of
the manufacturing process by approximately 16 days. This acceleration was due to the
favourable effect of increasing the turnover (the rotation number grew by 0.6 and the
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duration of a rotation was reduced by 10 days) and reducing the inventory (the rotation
number increased by 0.4 and the duration of a rotation was reduced by 6 day).

Reducing the stationing period of inventory within the economic cycle has lead
to reduced inventory by 1187 thousand lei, while the rise of average daily sales needed
additional inventory in amount of 685 thousand lei. The size of released or
immobilised inventory needed to achieve daily sales in the current period, as a result of
speeding their rotation speed, is 1367.6 thousand lei.

4. CONCLUSIONS

The presented analysis model for inventory management provides a basis for
decisions regarding the supply, production and distributions activities of companies
with respect to the situation and dynamic of inventory. Its existence conditions the
running of the production program and, implicitly, the compliance with the contracts
signed with beneficiaries, but, at the same time, it constitutes capital expenditure,
regardless of the stage at which the economic cycle is. The model provides information
about the factors that influence the efficient inventory management, offering managers
the possibility to make realistic decisions concerning the mobilization of internal funds
and the exploitation of the opportunities to reduce inventory, with favourable
consequences on improving financial stability and on increasing economic
performance. The results of the analysis show that the efforts to increase efficiency of
inventory used must be directed towards several directions: speeding inventory rotation
because by shortening its stationing period within the economic cycle it transforms
rapidly into money; increasing turnover to the level demanded by the market;
improving the whole trading system for products; reducing specific consumptions, etc.

Using analysis equations for the correlation inventory—sales, we can assess the
speed with which the companies capitalize on their production, thus achieving the
closing of the economic cycle and the satisfaction of the interests of the participants to
the economic activity. At the same time, investors may have more information about
the risk level of the companies where they want to make investments to exploit the
available capital. A drop over time in the sales rate in comparison to inventory means a
weaker capacity of the company to run its activity efficiently, in conditions of financial
stability, meaning to transform assets into money, which make it less attractive.

To emphasize the impact over the financial situation, the analysis must be
developed on the direction of the specific profitability indicators. At the same time, for
an accurate assessment of the efficiency of inventory management and of the fairness
of allotted funds for production, it’s necessary to compare the financial situation with
the main competitors.

In this context, it may be that the analysis of inventory management is a way to
get to know the behaviour of organizations, facilitating the better functioning of the
“interpretation-thinking-transmission” cycle [Tomofumi, 2009], which means the
information obtained from inventory analysis and from other sources are subjected to
an interpretation process and become the basis for making decisions whose final
purpose is to increase the economic performance of companies.
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THE IMPORTANCE OF HUMAN RESOURCES ON
ROMANIA'S LABOR MARKET

IRINA-ELENA CHIRTOC °

ABSTRACT: An increasingly important role in economic activity has the human
resources. These are represented of population, also planning and management of such
resources are extremely important, almost as important as raw materials and energy resources.
Without people, any activity of exploitation of deposits is not possible, as otherwise there can be
not possible any economic action or otherwise. The labor market in Romania has undergone
significant changes in the process of economic transition, manifested by reducing the active and
occupied people, by maintaining relatively steady unemployment rate and increasing youth
unemployment and the long term unemployment, being affected mainly by the limited capacity
of creation new jobs. In parallel with the reduction in employment people, it occurred
significant changes in employment structure by sectors, industries, regions, types of ownership,
age and occupational status.

KEY WORDS: labor market, employment, unemployment rate, work resources,
employment rate

JEL CLASIFICATION: J21, J24

1. CHARACTERISTICS OF LABOR MARKET

The working done by people means, in essence, a continuous process of
combining three elementary production inputs: work, labor, and capital nature. Mixing
process takes place at the enterprise level, under the coordination of economic key
actor - the entrepreneur - whose role has been emphasized more then two centuries ago
by French economist Jean Baptiste Say. To be combined, inputs must first be acquired.

Purchase of inputs is done by buying them from specialized markets: the labor
market, capital market and market of natural factors. It is a relationship of dependency,
both with other input markets and to the goods and services market. Transactions
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object being covered by the work factor, the labor market, by structuring and
functioning, emerges from the other markets by specific features: -labor market is
segmented to the whole national economy scale. Structuring on two or more parts,
makes labor mobility is very high within each sector, but less between them, due to the
lack of uniformity of conditions of employment and remuneration; labor market is
regulated; today's game between labor supply and demand takes place in a well-
defined legal and institutional framework, relationships between buyers and sellers are
regulated by legislation and agreements between the exponents of the interests of
employees, employers and sometimes the public power.

Like any other market, here are meeting a lot of buyers and sellers. Buyers are
the employers, and vendors are employed. They always made transactions in work
services decisions being influenced by other participants’ decisions. Even if some
participants are not active in every moment, that are not in seeking of new employment
or new job, on the market are always thousands of businesses and workers which trade.

If the traded objects are the services of highly skilled labor that may be offered
only to people with higher education, such as, for example, engineers, doctors,
computer scientists, the search area and meeting the demand and supply can be
extended to wide national economy scale. If the search is limited locally, we are
dealing with a local labor market. Segmentation of labor market gives a certain duality.
Thus, some labor markets, especially those in which the sellers work, that workers are
represented by unions, operating under a formal set of rules governing partially
transactions between buyers - sellers. But often work service transactions can be
carried outside the written rules, in a labor market sector in which jobs can be stable
and well paid and, conversely, unstable and poorly paid. Is considered the unstable jobs
and low pay are the attributes of the secondary labor market. In contrast, labor markets
characterized by relatively high levels of pay and job stability are the primary labor
market. All labor market segments - electronics market, market builders, bricklayers
market, fitters market, taxi drivers market, the truckers market, etc. - are interrelated:
the participants, both workers and employers can always change their intention to
make any other market transactions. Like any other market, on labor market the
demand and supply of labor are meeting. Carriers of labor demand - employers - with
carriers of employment offer- workers. Employment demand, being an application
derived from demand for goods and services, is under the influence of many economic,
social and cultural policies, which determine demand for goods and services, changing
same time with the business level.

Evolution of economic activity level doesn’t know usually great jumps in time.
A massive restructuring of branches of national economy, a loss of an internal or
external market segment but may cause significant decreases in labor demand in a
given region, the more significant as the region has a more concentrated structure of
the output map. Or, conversely, start a large investment in the area, the surge in activity
levels due, for example, the discovery of a major deposit, can generate a significant
increase in labor demand. Increased labor demand is not only an issue of concern for
potential investors in the region can, contemplating competitiveness can be affected by
an upward trend in wages. Decrease in labor demand generates many problems,
primarily for the region's population (whose standard of living is affected as
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employment rate falls, are increasing unemployment) and then for economic policy
makers, both at regional and national scale, which must seek ways and means to
compensate for this process.

When inside a region a certain range of unique-industry character is affected
by a massive collapse of an activity type (for example, mining in the process of
restructuring the energy balance and increase the efficiency of the sector), which
results in a drastic reduction in demand employment in certain occupations or skills,
labor availability and rising unemployment, we are dealing with an unfavorable area
for which regional policy has the tools to intervene. A low demand for labor may result
in labor's travel outside the region or on a narrower range, if there are any employment
opportunities in neighboring regions in the form of temporary migration or commuting,
or to more distant regions of the country or beyond the form of permanent migration,
internal or external. The region work demand varies with business cycle phases in
succession. Upward phases of the cycle, expansion or boom is accompanied usually by
increases in jobs, ie job demand, while downward phases, depression or recession,
register job loss, a decrease of labor demand level.

Not always a demand for labor reflects a reduction in unemployment. It is
quite possible that a phase of increasing jobs, improving labor market situation, the
number of people entering or re-enter the workforce (increasing rate of participation in
the workforce) to be greater than the number of new jobs. Also, rising wages as a result
of economic expansion in the region, may increase the attractiveness of the region for
employment beyond so that immigration to absorb some of the regional labor demand,
especially when no new jobs and would have a counterpart in the structure of
employment available in the region from the viewpoint of required qualifications.

Offer of employment is provided by regional labor market for legal
employment age population in the region participating in the workforce. Only a part of
it meets the demand for labor but the rest remained unoccupied and increasing the
unemployed number. The labor market is not perfectly competitive in all its defining
characteristics. Labor is not homogeneous, but varies on a wider or narrower range of
occupations, the level of training, etc.

There is no perfect transparency because labor force is not perfectly informed,
the information about available jobs and about working conditions is not readily
available nor free. Therefore, between participation rate and employment rate there is a
not perfect similarity. To increase the participation rate could be achieved reducing the
rate of employment gains due the expense of unemployment. It is possible that the
expansion phase of business cycle or boom, the rising general prosperity, increase the
attractiveness of exercise a paid activity, so that part of the legal working age but
withdrawn for one reason or another labor market may want to revert to the category of
active population, increasing the supply of labor at a rate higher than the increase in
jobs. Equally possible is that new entrants or people returning to no longer find work
appropriate to their preparation. Introduction of technical progress, new technologies
record a very dynamic evolution. Here's how the quality of the human factor, the skill
level and conditions in the formative educational system for multiple qualifications
may be important factors to increase the adaptability of the workforce, the occupational
mobility, restoration of regional labor market equilibrium.
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2. EMPLOYMENT AND UNEMPLOYMENT IN ROMANIA

Evolution of human resources was the last decade under the influence of
demographic and social phenomena, such as accelerated reduction in the birthrate and
maintaining a high rate of mortality, increased emigration process, reducing the quality
of healthcare and social services. These factors have contributed to an increasing share
of the population segment 60 years and over, and to maintain a high level of
demographic dependency ratio especially in rural areas. In determining the total
resources available on the labor market are the following categories of human
resources: the population of working age, the active population outside the work age
and the population of working but unable to work. The main components of total labor
resources are active working population and working reserves.

In 2008, employment reached a level down from 9.37 million people by 2000
when the actual number was 10.51 million people. If we look at employment rates of
working age population is also observed a decrease of 4.6% from 63.6% in 2000 to
59%. This reduction is explained by lower total population of the country, due to low
birth rate compared mortality with the higher number of emigrants to other countries
compared to immigrants. Regarding the employment rate based on zones/areas
recorded a higher proportion of employment in rural areas to urban areas. This
difference is present throughout the period under review, as in 2000 the urban rate was
55.8% from 73.8% in rural areas. Although the gap declined by 3.7% at the end of
period, from 18.0 points in 2000 and 2008 to store recorded a rate of 57.5% to 61.2%
for city and country areas.

Unemployment rate is inverse to employment rate, as the highest
unemployment rate recorded in urban areas to rural areas, but the gap between the two
areas in 2008 decreased by 1.8 points from 2000 which was 8 points. This difference
between the two environments analyzed in terms of two indicators is due to leave the
rural youth population that showed a reduction of increasingly large and rural
environments occupation by the population outside the working age engaged in
subsistence agriculture. Employment and unemployment are important factors of labor
mobility both to nationally and internationally scale. The employment is higher on all
immigration is lower the emigration intention and vice versa. Whole country level can
see that in most of regions recorded employment rate of 60% and an unemployment
rate of 6%. The Bucharest - IIfov region has the highest occupancy rate in the country
reached in 2008: 63.3%. Lowest levels of employment rate in 2008 are recorded in the
South East region (55.3%) and Northwest (56.4%). However you can see a small gap
between regions in terms of both employment and unemployment rate. Slow growth
registered by employment rate (during 2002-2008) for the population of 15-64 years
was due to increase in equal ratio of male and female employment. Thus, during 2002-
2007, the employment rate among the males increased by 0.7% (from 64.1% to 64.8%)
and female employment rate of the population has grown 0.8% (from 52% to 52.8%).

Employment rate of working age population in 2008 to 59%, situated Romania
at a distance of 11% from the Lisbon target for 2010 - overall employment rate of 70%
and the employment rate for women 52,5% to a range of 7.5% from the Lisbon target
set at 60% for 2010. In 2008 the employment rate gap between men and women



The Importance of Human Resources on Romania's Labor Market 55

registered is 13.2%. Year 2009 is characterized by a decrease in occupancy rate by 1.7
% for men and women amid the global economic crisis.
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Figure 2. Evolution on regions of employment rate and unemployment rate in 2008
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Figure 3. Evolution of occupancy rate and unemployment rate on sex

The evolution of unemployment rate during the analysis reached a maximum
of 9% for men and women 6.9%. The period 2005-2008 is characterized by a reduction
in unemployment, but this trend will not be maintained because of the economic crisis
that has affected also Romania. It can be seen in figure no. that the unemployment rate
is higher to men then to women. In 2009 the unemployment rate increased by 1.4
points for men and women with two points due to the economic phenomena of recent



56 Chirtoc, LE.

times. The data presented in can be seen that the population aged 25-54 years
represents the largest share of employment. In 2009 the share of employment is
represented whereas a higher percentage of men compared with 6.4 points for women.
The 55-64 years age group recorded an occupancy rate of 41.3%. The occupancy rate
places Romania at a distance of 8.7% from the Lisbon target for 2010 - 50% occupancy
rate for this category.
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Figure 4. Evolution of age occupancy for 2009
Table 1. Occupied population share on economy sector
%
2000| 2001 | 2002| 2003 | 2004 | 2005| 2006| 2007 | 2008
Total economy 100 100 100 100 100 100 100 100 | 100,0
Agriculture, hunting and forestry 459| 454 40,6 40,0| 357| 358| 33.6| 32,2| 28,7
Fishing and fish farming 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,0 0,0
Industry of which : 222 22,6| 247| 239| 251| 24,0| 239| 233| 23,5
Mining industry 7] 7] o7 8] 16| 14 12| 1.1 1,1
Manufacturing industry 18,7 19,1 21,4 20,5 21,8 21,3| 21,2 20,7 20,6
Electricity, gas and water 1,8 1,7 1,7 1,6 1,6 1,6 1,6 1,5 1,7
Constructions 3,7 3,6 3,8 4,3 5,7 4,7 52 6,0 8,0
Trade 8,3 8,5 9,6 10,0 10,7| 11,5 124| 128| 12,6
Hotels and restaurants 0,9 0,8 1,0 1,1 1,5 1,5 1,5 1,7 1,6
Transport, storage and communications 4.4 4.2 4.4 43 4.4 4.5 4.8 5,0 5,4
Financial intermediation 0,7 0,6 0,6 0,6 0,7 0,8 0,8 0,9 1,2
Real estate transactions and other
services 2,4 2,5 2,9 3,2 3,6 3,5 3,9 4,1 3,2
Public administration and defense 1,5 1,5 1,6 1,7 1,8 1,9 2,0 2,2 5,1
Education 4,7 4,7 4,8 4,8 5,1 5,0 5,0 4,9 4,2
Health and social care 3,9 4,0 4.2 4.2 4.4 43 4.5 4.5 4.2
Other activities of national economy 1,5 1,6 1,7 1,9 2,4 2,4 2,3 2,4 2,3

Source: INSSE

Share of employment in industrial sector has remained relatively constant over
the period analyzed approximately 23%, while in construction it rose by 4.3% (from
3.7% in 2000 to 8% in 2009). Regarding the services sector share of employment
increases by 6.4% (from 18.5% in 2000 to 24.9% in 2007). But the highest
employment rate of the population aged 15-64 years is recorded in country areas.
During 2000-2009 there was a decline of 16.4% respectively from 73.8% in 2000 to
57.4% in 2009. Decrease in employment in rural decline is exclusively due to the part
of the population employed in agricultural industries which decreased from 45.9% in
2000 to 28.7% in 2008. Continued economic growth in recent years will lead to a
significant reduction in rural employment in its current structure (in quasi- entirely
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agriculture) by the emergence of a rural occupation, industry or service type, and its
reduction in absolute terms by increasing urban employment.
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Figure 5. Structure of employed population by employment status in 2008

Share of employees in total employed population increased from 57.8% in
1999 to 65% in 2007 and reached to 68% in 2008. In 2008, the share of male
employees in total employed population was 54.9% and female employees was
45.1%.The current structure of employed population by level of education is both a
reflection of the current structure of the economy and the scarcity of highly educated
people, even after the start of transition to market economy. Share of employed persons
with higher education was almost constant.
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Figure 6. Structure of employed population by educational level 2008

Although humble, the period under review shows an increase in the number of
students for average and higher graduation levels throughout the economy. In
particular, higher education system began to develop, resulting in easier labor for those
graduates. People who have only an average level of education is in 2008 more than
half of employed persons (60.7%). However, few sectors with high added value in the
Romanian economy are facing problems in meeting demand for skilled labor. People
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who have a low educational level showed a slight reduction in total employment (from
34,7% in 2001 to 24,5% in 2008), older people who are, in general, this group of total
employment, retreating gradually from the labor market.
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Figure 7. Structure of employed population by level of education by region

In terms of educational level of employed population in territorial, Bucharest
region approximately 33.1% of employed persons have higher educational level and
only 8.1% had a poor education. In other regions the differences are not significant,
extreme values recorded in the North East region (only 11.3% of employed persons
have a higher education and 34.8% had low education). Region with the lowest
education level are the South by 9.6% of total employment in the region, followed by
North-East and South East region with 11.3%. Employment of available working
population has an important role in the action which carries a human actor in the
process of economic growth. While the increase in labor demand associated with
growth among specialists there are plenty of opinions regarding the nature and
meaning of this dependency. Although theoretically increase the employment rate by
creating new jobs, boost economic growth, there are opinions that employment
expansion is a consequence and not a premise, the growth process is due to training
effect that increasing Gross National Product would have on investments.
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MINERS’ OPINIONS REGARDING THE INFLUENCE OF
THE UNIONS OVER THE SOCIO-ECONOMICAL
CONDITIONS IN THE JIU VALLEY

VASILE CIOCODEICA, ROBERT PRODANCIUC °

ABSTRACT: In this paper we tried to capture several realities that are present in the
Jiu Valley and also tried to have a deeper comprehension of them by analyzing the present
reality through the premises set by the past actions. The first step was to present the general
situation of the Romanian union world. After that, we used a historical perspective over the
present situation of the mining unions in the Jiu Valley and their becoming. We ended the paper
with some conclusions drew from a research on a representative sample of miners from the Jiu
Valley mines. We statistically analyzed their perceptions regarding the way they feel about the
unions and came up with some pretty interesting conclusions.
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1. UNIONS IN ROMANIA

There are several trade union federations and county unions affiliated with one
of the great union confederations in Romania. The most famous union confederations,
which are recognized at the tripartite negotiations between the government, the unions
and the employers, by the C. E. S. body (Consiliul economic si social - The Economic
and Social Council), are (www.util21.ro): C.N.S.L.R. - Confederatia Nationald a
Sindicatelor Libere din Romania - Fritia (The Romanian Free Union National
Confederation - The Brotherhood); B.N.S. Blocul National Sindical (The Union
National Group); C.N.S.C.A. - Confederatia Nationald Sindicala Cartel Alfa (The
Union National Confederation Alfa Cartel); C.S.D.R. - Confederatia Sindicatelor
Democratice din Roménia (The Romanian Democratic Union Confederation); C.S.N.
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Meridian - Confederatia Sindicald Nationalda Meridian (The National Union
Confederation Meridian). The Romanian Union world is changing (Sindicatele
,,globalizeaza” piata muncii, Saptdmana financiard, nr.137, luni 19 noiembrie 2007,
p-1). After the merger of the biggest union confederations from Europe, the most
important Romanian unions are observing the same pattern. Four of the most powerful
union confederations in our country - CNSLR - Fratia, BNS, CSDR and Meridian are
to make up The General Work Confederation.

The interests of over a million and a half people will be represented by only
one body that will be named The General Work Confederation. There has been talk of
these changes in the Romanian union world for some time. A couple of years ago BNS
and CNSLR - Fritia had some high level talks about a possible merger. At that time,
though, nothing happened, the two union members gave up the idea because of the
pride of some of their leaders. Mean while, there have been some important
international changes, that have climaxed with the merger of two of the largest union
confederations from Europe. The International Free Unions Confederation (CISL) and
the International Work Confederation (CMT) made up a huge union, with over 200
million members. In this context, the representatives of the employees organizations
from our country realized that faced with globalization, they cannot remain divided.
The talks restarted and the general agreement was that the merger had to be done as
soon as possible.

2. THE UNION STRUCTURE OF THE JIU VALLEY MINING

The trade union phenomenon from the Jiu Valley developed under the
conditions of informational deficiencies, as well as incorrect social perceptions
regarding the social problems of the genuine democratic countries, with a policy
dominated by several parties, with a free market economy and a civil society based on
humans’ fundamental rights and on the background of political, social and economical
events that marked the union actions and the relations of the union with the
management of R.A.H. (Regia Autonoma a Huilei - The Autonomous Mineral Coal
Company). The institutional and power void in 1990 made the mining unions get
organized and form claim platforms that were met by the Government too easy.
Starting with January 1990 the union organizations of the Jiu Valley, without a
previous consultation and negotiation with the management of the Romanian National
Mineral Coal Company, form a delegation of 50 leaders and other representatives and
g0 to Bucharest to plead “The Note of the Jiu Valley Miners Claims” to President Ion
Iliescu, Prime-minister Petre Roman and Mines Minister Nicolae Dicu. The note was
made up of economical, social and legislative claims. It is the first funds request from
the budget for the mines and preparations rebuilding and conservation and the first
interference in the management of the Coal Company (Ciocodeica, 1998).

The delays of the decisional factors from Bucharest in handling these claims
led to the first miners strike at Vulcan in March 1990. Under the pressure of the miners
delegation led by Miron Cozma (employee of Lonea Mining Company back than) and
also with elections purposes, the Government gave up too easy and institutionalized
new rights for the miners through Decision No. 267 from the 14™ of March 1990,
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signed by the Prime-minister Petre Roman. As a result, the miners feeling that they
were favored by the political power and not wanting to lose a government that
supported them, in June 1990 went to Bucharest to stop the “University Square”
phenomenon. The aggressiveness and the violent character of the events of the 13™ -
15™ of June 1990 were determined by the macro-social reshaping, by the political
interests but also by the failure of the Government to find a different approach that of
manipulation and generating wrong perceptions and deformed visions regarding the
conflict situations that marked that period (Vlasceanu, 1993, pag.183).

The period that followed up to September 1991 was marked by aspects that
influenced and maintained a climate of social tension in the Jiu Valley. The “success”
obtained in June 1990 generated an unnatural balance of force in the relations between
the Jiu Valley Mining Union League (LSMVJ) and the management of the Mining
Company. Looking back objectively, we must underline that the management of the
Coal Company proved to be weak and incompetent giving up on countless occasions to
the pressure of the union leaders, accepting the change of some top managers (the
general manager of Lupeni Mine, the head engineer of Lonea Mine), although they
were considered to be good professionals and strict in observing the financial discipline
(,,Raport privind Cercetarea Evenimentelor violente desfasurate in zilele de 23-28
septembrie 19917, Parlamentul Romaniei, Comisia parlamentard de anchetd a
evenimentelor din septembrie 1991, Bucuresti 1992) and even declining their
competence totally or partially in favor of the unions in order to solve some problems
of the Company like: technology updating, investments, supplying. There were also
tacit agreements in between the Union and the Company to obtain funds from the
budget in the interest of increasing the wages.

In regard to all these, the movement to Bucharest that took place in September
1991 cannot be blamed on the Company management which, in order to do away with
the tense situation in the Jiu Valley, agreed to all the claims of the miners. The political
factors marked a group of people that was easy to manipulate. After the strike of
September 1991 the management of the company agreed to all the demands of the
union at the negotiations of the first collective work contract for 1991-1992 having,
verbal or writing approvals from the decision factors from Bucharest, with the granting
of funds from the budget, thus up to 1993 the Company had no financial loss.

The first major disagreements in between the Union and the Company appear
with the negotiations of the collective work contract for 1993-1994, when the talks are
adventitiously and the Union knowingly ignoring the law is requesting financial
compensations for the union members. At the negotiations, the management of the
Company reasoning that the approved budget is not allowing any wage increases is
pointing towards the Government for a solution. On the 2™ of August 1993 the miners
had another strike. Once again, the Government proved political indecisiveness and
found resources and solutions to most of the strikers’ demands. It must be pointed out
that this time the legal procedure of a general strike was observed in an attempt to
prove that the union leaders matured and are willing to accept a face to face dialogue.
This time also there were destructions, especially at the Company headquarters, where
the personnel were deterred from doing their job. Giving up to the demands of the
Union is continued on behalf of the Company as well as the Government with obvious
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repercussions on the financial situation of the Company. The first negative financial
results are registered at the end of 1993, although they are small about 5 milliard lei,
they continue to build up over the first six months of 1994 - about 9 milliard lei. In
regard to all these, the balance sheet of the Company was almost balanced and there
were financial resources to recover. The collective work contract negotiated for 1994-
1995, effective of the 1™ of July 1994, which introduces the fidelity wage increase
calculated by applying a percentage of 40% to the base pay, as a way to increase the
wages and the agreement of the Company Administration Board, is leading towards the
beginning of the end of a normal financial situation, thus at the end of 1994, the
Company registered a loss of 179 milliard lei, loss that grew over the next years.

As observers to the events that took place back than we must point out the fact
that the Administrative Council of the Company had verbal agreements from the
Government to sign that ill-fated collective work contract, based on promises that a
supplementary subvention from the budget will be received up to the end of 1994,
subvention that would cover the financial demands of the unionists, but the
supplementation was not approved accepting though that the Company would not pay
off the debt to the state budget. Regardless of the constitution of the Company’s
Administrative Council, as long as it didn’t have the support of the Government, the
union pressure was unstoppable. Further more, by address no 180923/21.03.1995 sent
to the Company by the Ministry of Industry points towards some dysfunctional
relations between the unions and the administration and underlines that ,,the union
problems must be understood and treated with all the required attention in order to
prevent conflict situations from appearing”.

At the same time realizing that any financial request of the Company will not
be met until the unions intervene on imperative tones, the leadership of the Union starts
to pose as the leadership of the Company, intervenes to the decision factors from
Bucharest and on most occasions gets what it wishes and also organizes work meetings
with members of the Government in order to solve the financial problems of the
Company. So on the 9™ and 10™ of March 1995, there was a work Meeting with
representatives of the Government, the mining unions, county prefects, presidents of
county councils, mayors of the Jiu Valley towns and general managers of the mining
companies. The general character of the talks is given by the tone of the opening
phrase belonging to Miron Cozma - the Union leader: “We promise a new beginning.
We direct your attention towards the fact that if there will be any talk about closing
down any Romanian mine, than this will really be a new beginning. The miners are
making common cause and that is well known”.

None of the problems raised at the meeting in March 1995, in Petrosani was
solved, so the Jiu Valley mining unions requested and organized a new meeting on the
9™ of November 1995. This time the meeting is taking place at the Government
headquarters. The tone of the discussions is set once again by Miron Cozma, but also
the Finance Minister who is making declarations that are to create future conflicts. As a
result of the promises made by the Government, any Union demand that isn’t met by
the Company is resulting in blame over the Company that is considered to be incapable
of obtaining what the Government promised. In 1996, analyzing the financial situation
of the Company, the Administrative Council is trying without any success to stop the
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wage increases and while the general manager of the Company was on the waiting list
at the Ministers, Miron Cozma was “solving” the economic problems of the Company
closing deals that had no finality and being deceived by the leaders of the Government.
All these things generated the miners strike on the 30™ of July 1996 that ended by
approving all the demands by the Finance Minister Florin Georgescu. Once again the
Administrative Council of the Company was considered incompetent by the miners. At
the end of 1996 the financial loss of the Company was 747 milliard lei reflected into
debts at the state budget and without any chance of ever being paid off. In 1997, the
Minister of Industry, continuing to consider that the blame for the disastrous situation
of the Company is on the Administrative Council, is appointing a general manager
from Bucharest, Gheorghe Rancea, which proves to be an even worst manager than his
predecessors. After the miners strike of June 1997, he leaves for Bucharest. As always,
at the negotiations between the unions and the Government the Administrative Council
is ignored. The requests of the unions are quickly approved by the new Government.
The results are losses of over 1000 milliard lei only for 1997. Also it is important to
mention that the miners’ leader, Miron Cozma, has been in prison since January 1997.
For the union requests there are always new leaders ready to take his place but they
aren’t able to maintain there power.

After the personnel lay offs of September - October 1997, that lead to a
decrease of the number of miners to almost half, it looked like the relations between
the unions and the Company management would finally normalize. The ones that
remained to work in this sector realized that the Government is not protecting them any
more. The new Government elected in November 1996 didn’t consider mining to be a
priority and subventions from the budget are cut down wanting to eliminate them
completely. Surprisingly the collective work contract for 1998-1999 is also extremely
disadvantageous for the Company. Although the amount of the subventions was
unknown, new wage standards were approved, starting with 1996 the rest and
treatment tickets were discounted by the Company and also premiums for holidays are
approved under the pressure of the Union and without any financial support. Under
these conditions we can only assert that the managers of the Company wanted to
maintain their jobs, social status and wages giving up too easy and without any
grounding to the union demands. After the miners’ strikes of January and February
1999, followed by the arrest of Miron Cozma and of other union leaders, the strength
of the Union League collapsed. It all culminated with the rip of 2005 when three
powerful unions detached from the Union League and set up The Mines and Energy
Union Association which is affiliated to the confederation ran by Marin Condescu.
From 2005 up to 2010 the activity of the mining unions in the Jiu Valley manifested
itself without any noticeable convulsions.

3. THE RESEARCH METHODOLOGY

The analysis of any given situation is first of all based on the objective data of
the reality hereof. For the social protection we took into account the real number of
individuals that benefit from it, the available funds and the used funds, the type of
expenditures that are made, their real structure, their legal basis etc. The sources of
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such an analysis are the statistical data, balance sheets, legal rights, the collective work
contract etc. But the objective reality is doubled by its subjective reflection into the
peoples’ consciousness. In other words, it is important to know not just that there are
certain funds that are used in certain ways. It is more important to know what the
people think about these actions, what there motivations are, what is their satisfaction -
so we are interested in knowing what their attitude is toward the social protection that
they are offered. The only way in which we can grasp the attitude is by surveying
people opinions. There is a difference in between attitude and opinion: the attitude is
more profound and fully engages the individual’s personality while the opinion is more
superficial and often fluctuates. The research methodology used had a complex
character, combining the use of several techniques of data gathering: the document
analysis of some statistical situations and of the data regarding the work force;
observations regarding some realities from the mining companies and the union
activity; sociological interview on a sample of employees.

The volume of the sample was made up of 2% of the total population (of over
10,000 employees of the National Mineral Coal Company). As sampling technique, we
used non-random multistage sampling. The build up of the sample was done in two
stages: a) Establishing the statistical weight that the employees of different mining
companies are going to represent in the final sample. First of all the percentage of
employees of each of the seven mining companies was calculated out of the total
number of seven mining companies. The total number of employees from each mining
company that make up the final sample is: E. M. Lonea 29, E. M. Petrila 32, E. M.
Livezeni 32, E. M. Vulcan 19, E. M. Paroseni 26, E. M. Lupeni 44, E. M. Uricani 20.

b) Establishing the other criteria for the sampling.

We considered two main criteria - age and qualification - so we ended up with
four quotas. For the criterion age there were “up to 35” and “over 35” categories and
for qualification criterion the categories used were “worker + foreman” and “engineer”.
The age criterion was used out of operability reasons, but also because it usually
implies a certain length of service. The qualification had only two categories also out
of operability reasons. In respect of any sociological research demands, the anonymity
and confidentiality principles were observed. We will now present the investigated
population having as criteria the factual variables just as it was identified after the
sampling. We also specify that the percentages haven’t been rounded in order to try to
be as objective as possible. As it is easy noticeable, the lowest percentages are found
for the young workers (under 35 years old) and also in the opposite category of over 45
years old. The middle section is represented by three quarters of the total investigated
subjects. The age structure of the investigated population is representative for the age
structure of the entire personnel of the National Mineral Coal Company. The same
situation is to be found at all the mining units taken separately except at Livezeni,
where the age group of up to 35 years old is less represented; there is a balance in the
other situations. This situation is mostly due to the fact that at this mine has workers
that that came from other units that were closed down.

The qualification structure is representative to the qualification structure of all
the units of the National Mineral Coal Company. Most of the people working at these
units have graduated a middle level school (vocational or secondary school) and they
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are employed as skilled workers as well as a smaller part of the people that have higher
education. The most important need of all the mining units is for people that would do
heavy physical labor. There are also situations in which a certain subject has graduated
some university and is not employed on a job that requires such a high level of
education, but these isolated cases are exceptions.

Table 1. The Age Structure of the Population

Age
Under 35 36-45 Over 45 Total

Mine abs % abs % abs % abs | %

Uricani 3 15 15 75 2 10 20 | 100
Lonea 8 27.78 15 | 51.72 6 20.68 | 29 | 100
Petrila 5 15.63 | 24 75 3 9.37 32 | 100
Livezeni 2 6.25 18 | 56.25 | 12 37.5 32 | 100
Vulcan 3 15.78 14 | 73.68 2 10.52 | 19 | 100
Paroseni 6 23.07 17 | 65.38 3 11.53 | 26 | 100
Lupeni 7 1590 | 33 75 4 9.09 44 | 100
Total 34 | 16.83 | 136 | 67.32 | 32 | 15.84 | 202 | 100

Table 2. The qualification structure of the population

Qualification
Unskilled Skilled Worker Foreman Engeneer Total
‘Worker
Mine abs % abs % abs % abs % abs %
Uricani - - 12 60 5 25 3 15 20 100
Lonea - - 19 65.51 9 31.03 1 3.44 29 100
Petrila - - 22 68.75 8 25 2 6.25 32 100
Livezeni - - 9 28.12 21 65.62 2 6.25 32 100
Vulcan - - 5 26.31 13 68.42 1 5.26 19 100
Paroseni 2 7.69 16 61.53 4 15.38 4 15.38 26 100
Lupeni - - 21 47.72 14 31.81 9 20.45 44 100
Total 2 1 104 51.48 74 36.63 22 10.89 202 100

Closely connected to the subjects’ age is their length of service. Due to the
socio-economical situation of the Jiu Valley, especially after the lay offs and of the
unemployment rate in the area, in most of the cases the length of service that the
subjects declare is totally in the mining sector and even in the same unit. The smallest
percentages are registered at the 10 to 15 years. These people are young; their age is up
to 35 years old. The last part of the interval is represented by people that have worked
for over 15 years and is the best represented sector. The explanation for this situation
can be found in the fact that the National Mineral Coal Company hasn’t employed any
personnel for a long time, the lay offs are constant and as a result the average age as
well as the average length of service are higher. It can also be observed a certain
“professional ageing” of the employees.

The good news is that there are a high percentage of personnel that has a
longer length of service and that also means that there are more experienced
professionals. Besides the positive aspect, we can also notice a certain amount of
conservatism and reticence towards everything that is new and means change. The
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marital status structure of the personnel is important especially when talking about the
socio-human component of technology updating. Aspects like work security, the
decrease of the number of work accidents or their severity have a greater impact on the
family life compared to the people that are not married. And as it can be seen from
Table 4 the proportion of married employees and even of the ones that have children
too is the largest, exceeding the other percentages by far. The situation of some
families in the Jiu Valley is more complex and complicated because in most of the
cases when only one adult of the family is working, if that person were to lose his/her
job, were to suffer a work accident or were to have his/her work ability impaired, than
the situation of all the family becomes extremely precarious.

Table 3. The length of service structure of the population

Length of service
1-3 4-10 11-15 Over 15 Total
Mine abs % abs % abs % abs % abs %
Uricani - - - - 2 10 18 90 20 100
Lonea - - 1 3.44 4 13.79 24 82.75 29 100
Petrila - - 1 3.12 4 12.5 27 84.37 32 100
Livezeni - - - - 6 18.75 26 81.25 32 100
Vulcan 1 5.26 1 5.26 2 10.52 15 78.94 19 100
Parogeni - - 5 14.38 4 15.38 17 65.38 26 100
Lupeni - - 1 2.27 5 11.36 38 86.36 44 100
Total 1 0.5 9 4.45 27 13.36 165 | 81.68 | 202 | 100
Table 4. The marital status structure of the population
Marital Status
Not Married Married M.arrled' and Other Total
having children

Mine abs % abs % abs % abs % abs %
Uricani 2 10 7 35 9 45 2 10 20 100
Lonea 3 10.34 14 48.27 12 41.37 - - 29 100
Petrila 1 3.12 10 31.25 21 65.62 - - 32 100
Livezeni 4 12.5 12 37.5 16 50 - - 32 100
Vulcan 2 10.52 5 26.31 12 63.15 - - 19 100
Parogeni 3 11.53 8 30.76 15 57.69 - - 26 100
Lupeni 1 2.27 16 36.36 27 61.36 - - 44 100
Total 16 7.92 72 35.64 112 55.44 2 1 202 | 100

4. THE UNION ACTIVITY ANF ITS EFFECTS

From the analysis of the answers received at the questionnaire comes out the
fact that the most important problems for the Union are: technology updating, work
conditions, wage, life conditions, and job safety. Almost half of the subjects agree that
the social problems are the ones that the Union should mainly focus on solving. On the
second place in the subjects’ choices with a small difference (38.61%) from the first is
another subject that should be of focus for the Union - professional problems. Third
and last choice is the problems of the technology updating. Most of the subjects,
regardless of the mining unit that they work at, assert that their interests are not being
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promoted enough by the Union (64.35%). More than half of the subjects agree that the
effects of the fact that there are five unions are negative.

100
80
60 202 26573 2625
40 391 391
20 —I_ I i
0 T T T T
A B C D E
A= Technology Updating B= Work Conditions E=Job Safety
C= Wage D= Life Conditions

Figure 1. The Most Important Problems for the Union (%)

Taking into account that a unitary approach of any problem by five
independent union bodies is impossible, the results of negotiations could differ more or
less and under these conditions the consequences could be altercations and professional
conflicts that are not beneficial for any professional activity in general. The next
represented opinion with 33.66% is of the people that say that the effects of the
existence of five unions could be beneficial. The smallest percentage of 13.86%
represents the subjects that declare to be indifferent towards this problem.

18,31 O Social

B Professional

O Technology
Updating

Figure 2. The Most Important Problems that the Union Should Take Care of (%)

The percentages that define the social services that they would give up in case
the Company couldn’t afford to provide any more are close but define different
realities. Most of them are related to the wages. The first percentages are related to the
cooked meal that they are not to happy about but still, they wouldn’t give it up. They
tend too agree that the holydays premiums are a little welcomed financial help that
rounds their incomes and as a consequence they wish to keep them. Due to the fact that
part of the subjects have their jobs in other locality than where they live, it is only
normal that they do not wish to give up the free of charge transportation. Most of the
subjects cannot imagine giving up the safety equipment that assures their work security
and is a vital component of the technology updating process.
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BOOK-KEEPING AND DIVIDENDS TAX FISCALITY
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ABSTRACT: Dividends represent a distribution in cash or in kind, made by a legal
person to a participating in legal person as a result of ownership equity in that person. The
incidence of taxation on dividend policy involves targeting the optimal dividend policy, subject
to ongoing changes and effect of customer ownership. Generally, into the current tax system,
dividends are taxed more heavily than capital gains from the rising value of the shares.
Dividends are distributed to shareholders in proportion to participation in paid up share
capital, if the constitutive act don't provides otherwise. Distribution of dividends will not be
able to made then from profits arising under the law.

KEY WORDS: taxation laws, dividends; shareholders; principles; interest; penalties

JEL CLASSIFICATION: H30

Taxation laws, also called the fiscal law system by doctrine is designed and
supported by the European public finances to be useful to distinguish and emphasize,
in all regulations legal, financial, the legal rules on government revenue category that
is made primarily with specific tax. According to the requirements for implementing
the budget revenues, the legal regulation of taxes claimed two categories of legal rules
(Ciumag & Ciumag, 2009):

1. Rules on the subject and issues of receivable taxes debt, taxes and other

revenues;

2. Rules on tax procedure and collection of taxes and the settlement of

disputes between taxpayers and state governments;

The first of these categories of legal rules generally tax has a substantive
content, as appropriate to legally establish each of the taxes, etc stating the object and

subject of the taxable or chargeable, the charge calculation, time and any other terms of
payment thereof.
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The second of these categories include procedural tax rules, according to need

fixing and collection of taxes and their abolition in cases challenging the way in which
they were established.

Joined them, the tax law is filled with laws governing penalties taxpayers do

not declare the correct taxes, or committing other violations of tax and other legislation
on the enforcement of unpaid taxes in full and legal deadlines.

1994):

Establishing the tax on dividends is based on the following principles (Capron,

neutral fiscal measures against different categories of investors and capital, the
ownership, ensuring a level playing field to investors, Romanian and foreign
capital;

certainty imposed by the development of clear legal rules, which do not lead to
arbitrary interpretations and terms, payment methods and amounts to be
precisely determined for each payer, that they can follow and understand the
burden that lies and to determine the sphere of influence their management
decisions on their tax burden;

tax equity in the individuals with different income taxation, depending on their
size;

efficiency of taxation by imposing long-term stability of the Fiscal Code, so
that these provisions do not cause adverse retroactive effect to legal and natural
persons in relation to taxation in force on their adoption of major investment
decisions.

Dividends represent a distribution in cash or in kind made by a person

participating in a legal person as a result of ownership of equity in that person
(Mandoiu, 2007), excluding:

a distribution of additional equity ownership does not change the percentage of
holdings of any participant in the legal person;

a distribution made in connection with the purchase / redemption of
participation units own legal entity that does not change for participants in the
legal person holding the percentage of units;

a distribution in cash or in kind, made in connection with the liquidation of a
legal person;

a distribution in cash or in kind, made on reducing capital actually built by the
participants;

a distribution of share premium in proportion to its share of each participant.
Dividend is considered in terms of tax and is subject to the same tax regime as

dividend income:

the amount paid by a legal person for goods or services purchased from a
participating to legal entity higher than the market price of such goods and / or
services, if that amount has not been receiving tax imposed on income or
profits;

the amount paid by a legal person for goods or services for a participant in the
legal person, if payment is made by the legal person for personal benefit.

The distribution of dividends collection appears as a (paying) entity denying

some of its internal funding sources. Distribution of dividends are more or less
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important, the policy of self financing, namely the investment policy and capital
accumulation.

Dividend distribution also provides an income to members (shareholders) who
have completed their financial investment (Mandoiu, 2007). It can be seen in this way
the opposition is manifested first as a business entity and autonomous decision centre
and the other associations whose interest can't be measured only in terms of financial
investment. Sometimes, such opposition appears to be reduced to the extent that capital
accumulation is the source of earnings-term capital gains. There may be temptation to
question the choice between a range of income and capital gain. It should not be
forgotten that, if the company is engaged in process of development, it will use widely
in debt.

There is a not a form of financing available for such use, but must be
recognized that the distribution of dividends lead to an increase in borrowing if we are
eager to maintain the same level of development. It can be argued that the company
borrows to pay dividends, but this attitude is not rational, whereas debt burden is
increasing in terms of tax deductible- the interest.

The incidence of taxation on dividend policy involves targeting the optimal
dividend policy, subject to ongoing changes and effect of customer ownership.
Generally, into the current tax system, dividends are taxed more heavily than capital
gains from the rising value of the shares.

In these circumstances, entities are tempted to practice zero dividends.
Available cash surplus should be used rather that the redemption by his own actions, if
necessary. The announcement of the entity to drive an increase in dividends conducts,
if the dividend tax is raised, to lower rate securities corresponding present value over
tax cost. Sharcholders will prefer capital gains rather than dividend capital.

These correlations should be considered by business/plants managers when
deciding on the distribution policy in order to identify the optimal policy. Each entity,
through its distribution policy, will build the own shareholders. By establishing long
term the use and distribution of net profits and therefore dividends the companies
should avoid even the changes of ownership, which would be generating unnecessary
costs of trading.

The current rules on dividends set the obligation of calculation, withholding
and payment of dividend tax by legal entities with their payment to shareholders or
partners. If such dividend is to evaluate the product selling price of products from own
production unit or the purchase price for others, if services are using these services
charges.

Dividends are distributed to shareholders in proportion to participation in paid
up share capital if the constitutive act provides otherwise. They are paid within the
deadline set by the General Assembly or, where appropriate, established by special
laws, but not later than six months from date of approval of annual accounts for the
financial year ended, otherwise company would pay damages for the period of delay,
the legal interest, whether by association or by decision of general meeting of
shareholders approved the accounts for the financial year ended not more interest has
been established.
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Distribution of dividends will not be able to made then from profits arising
under the law. Dividends paid contrary to law shall be refunded if the company proves
that the associations knew the irregular distribution or in the existing circumstances,
they should know.

Tax payable on dividends owe by legal persons for dividend received is
determined by applying a tax rate of 10% on gross dividends. According to the law on
domestic companies, domestic companies and companies owned or majority by the
state, are allocated at least 50% of net income intended as dividends.

Income as dividends, including amounts received as a result of equity
ownership to trusts funds is required at a rate of 16% of their amount. The obligation of
calculating and withholding income tax in the form of dividends is legal persons, with
the payment of dividends to shareholders or partners. Deadline for payment of the tax
is until 25th day of the month following the payment is made. If distributed, but have
not been paid shareholders or by the end of the financial statements were approved
annual tax on dividends paid until January 25 the following year.

On dividends due to shareholders or individuals apply from 1 January 2007, a
rate of 16%, regardless of share held by each shareholder capital.

Amounts received each year, net profit as dividends, by the shareholders or
associates, in accounting are designed with 457 account "Dividends payable" with
liability accounting function.

This account recorded in credit the gross dividends payable to partners or
shareholders of profits in previous years, through account debt 117 "Retained
earnings". The rate reflects, on the one hand, dividend tax of 16%, in the credit of
account 446 "Other taxes and similar" and on the other hand the dividends are paid net
of the law in correspondence with the cash credit account, those who temporarily leave
the entity, in the credit account 455 "Amounts owed to shareholders, and dividends due
but prescribed by law, in the credit account 758" Other operating income.

Account balance is credit and are considered dividends owed to shareholders
or members.

Examples (Ciumag & Ciumag, 2009):

= It records shareholders dividends payable in the amount of 5.000 lei, 800 lei for
withholding tax (5%) and paying in cash the net amount of 4200 lei granted

117 = 457 5.000 lei
“Retained earnings” “Dividends payable”
457 = % 5.000 lei
“Dividends payable” 446 800 lei
“Other taxes and similar
liabilities”
5311 4.200 lei

“Petty cash in lei”

= It records dividends temporarily left by members to the unit, the amount of 4000
lei



Book-Keeping and Dividends Tax Fiscality 73

457 = 4511 4.000 lei
“Dividends payable” “Shareholders / associates current accounts”

= It record dividends received on equity by the entity, and their subsequent
collection, amounting to 7.000 lei.

4511 = 761 7.000 lei
“Shareholders / associates current accounts” “Financial incomes”
and after
5121 = 4511 7.000 lei
“Cash banks in lei” “Shareholders / associates current accounts”

Compulsory of calculate, and payment of withholding tax on dividends is to
legal persons, with the payment of dividends to shareholders or partners.

In the case of distributed dividends, but were not paid to shareholders or
members, as appropriate, by the end of the balance sheet was approved, the deadline
for payment of tax on dividends is 31 December of that year.

Payment tax on dividends is made in lei. Entities that pay dividends is made in
foreign currency, tax, interest and fines covered, it turns lei currency coming from
foreign exchange rate on the date of payment

For late payment of tax on dividends is due to the interest, amounting to
0,05%, calculated for each day of delay from the day immediately following the period
of maturity and fighting until the amount due. Such interest is established and aims
reparatory damage character caused by delaying the execution state duty payment.

Also, due to late payment, calculated as a percentage of principal amount of
the tax liability extinguished, according to the period of delay, as follows:

= if the extinguish is done in the first 30 days of maturity, and not due to late

payment penalties are calculated for major tax liabilities extinguished;

= if the extinguish is done in the next 60 days, the penalty for late payment is

5% of the principal tax liabilities extinguished;

= after the deadline set out above, the delay penalty is 15% of principal

outstanding tax liabilities remained extinguished;

These late payment penalties have a character on penalties and are designed to
discourage voluntary noncompliance by default, overpass the limits prescribed by law,
of fees, taxes, contributions and other amounts owed to the general consolidated
budget.

In conclusion, the main effect of the existence of tax on dividends, income tax
separately, is a cumulative tax profits distributed to affect the principles of fairness,
neutrality and effectiveness in tax matters. Thus, the enterprise income tax can be
considered an advance paid by the shareholder in respect of personal tax on the income
imputation deposit which will be made when calculating the tax payable on dividends
distributed.
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PARTICULARITIES OF THE HUMAN RESOURCE
MOTIVATION IN PUBLIC ADMINISTRATION
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ABSTRACT: The notion of public administration bears several acceptations, an
activity one, of functional meaning and an organisational one. In both ways, public
administration is indissolubly connected to the state. In default of the state, there is no public
administration, as this is a state activity, performed by government bodies. This affirmation is
confirmed by the stipulations of the Romanian Constitution, called public Authorities, chapter
V, titled Public Administration. The first section intended for the specialised central public
administration (ministry, other central bodies), and a second section is dedicated to the local
public administration (county councils, local councils, mayors). There is no doubt that both
sections refer to government bodies performing a state activity, so that the central specialised
bodies of the public administration as well as the local bodies of the public administration are
government bodies, and the activity they perform is a state one.

KEY WORDS: motivation; human resource; public administration

JEL CLASSIFICATION: M54, J53, J45

1. INTRODUCTION

Analysed as an activity, public administration is a practical activity for
executing the law. Due to this particularity, the public administration authorities are
also known under the name of executive government bodies, by means of which the
executive power is accomplished. Thusly, the government is featured as being the
public authority of the executive power, a feature referring to all public administration
bodies, according to which the government and the other public administration bodies
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are bound to show the Parliament the data and information it requests. From this
statement, it results the government and the other public administration bodies are part
of the same system of government bodies, of the system of public administration
authorities. The executive power is achieved not only by the public administration
authorities, but also by other government bodies, which are not part of the system of
public administration bodies. The scope of the executive power authorities is larger
than that of the public administration bodies, which form not only a component of the
system of executive powers authorities.

Concurrently, public administration must not be mistaken for the executive
activity either, although the bodies of public administration are named government
executive bodies. Besides the public administration authorities, all other government
bodies, as well as the nongovernmental bodies or natural persons perform activities of
executing the law. Public administration is placed on the first place regarding the
frequency of actions in the social life and contribution in the actual activity of
satisfying the requirements occurring within a society. The public administration
bodies are those actually solving daily issues of the social life, adopts operative
measures for satisfying the needs of the society members, by contributing in a decisive
manner to accomplishing the social progress.

By Constitution, a distinct category of government bodies has been created for
each form of the governmental power, according to the principle of separating power in
the state. It is obvious that one and same person cannot concomitantly exercise two
public powers, forming one of the basic requirements of the principle of separating
powers in the state. Public administration, as fundamental form of accomplishing the
government power, is only performed by the authorities of the public administration,
the other government bodies only performing activities of administrative feature and
not at all public administration, in realising the specific activity which they have been
specially created for. If by law, as act of the Parliament, prerogatives similar to the
public administration authorities are conferred to certain social structures, then these
can also realise public administration as form of accomplishing the government power,
as it is the case of public notaries.

2. MOTIVATION- EXPRESSION OF THE RELATION INDIVIDUAL-AIM

Public administration has formed the object of multiple researches in the
specialised literature where opinions are similar on some aspects, but are also
differentiated from other points of view. In order to define the public administration,
the following aspects can be retained: public administration is an activity for executing
certain legal acts; public administration is the activity realised by the public
administration bodies. In the acceptation of activity, public administration may be
defined as being the state’s basic form of activity, realised by the public administration
bodies, which consist in executing the law, by setting forth certain mandatory conduits,
as well as by providing some services.

By starting from this definition, the public administration bodies may grouped
into two big categories: bodies executing the law by setting forth certain mandatory
conduits, such as: The government, ministries, county councils, local councils; bodies
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satisfying the social requirements, within the activity of executing the law, by
performing some services in administrative or civil law regime, such as the educational
institutions, sanitary institutions, autonomous directions with state-owned capital etc.

Public administration contains two categories of activities: activities for
accomplishing the state power; activities which do not imply the accomplishment of
the state power. It is worth noting the fact that the same body of the public
administration may appear in the legal reports with a double quality, that of subject of
administrative law, when accomplishing the state power and as subject of civil law
when acting as any nongovernmental legal entity. Specific to the public administration
bodies is the fact that they act mainly for realising the state power, as public
authorities, which confers them a special situation in the legal reports. The authorities
of the public administration can, by all individuals’ opposition, execute their own
decisions, having the privilege of ex officio execution, as it acts based on the
government power.

A quasiunanimous definition for motivation is evasive enough, as long as the
use of its term and meaning raise many ambiguities. However, a large acceptance
returns to the opinion according to which the human motivation in the organisation
refers to the process by means of which people are given the possibility and are
influenced to choose to behave in a certain manner. Thusly, the motivation is often
associated with searching the means by means of which the employees’ activity and
productivity can be improved or just maintained. Such a process offers the possibility
of increasing the employees' desire of increasing their efforts in certain directions, for
achieving the desired aims.

In order to understand the human motivation, the analysis of the factors
determining employees to have a certain conduit is essential. Therefore, the researches
in this domain aim some connected problems about human needs, reasons and goals
and their influence, direction and maintaining an individuals’ specifically intended
conduit.

Human needs are stated by and individual’s feelings and physiological,
psychological experiences and social privations, deficiencies and unbalances. These
feelings create energies and forces stimulating the individual for channelling the
energies in conduit manners that can reduce the tensions these needs create to the
individual. The behavioural manifestations specific to such energies are usually
deemed to be guided by factors called reasons. By channelling the energies by action
ways socially approved, the individuals aim the goals, the fulfilment of which may
provide the possibility of satisfying and reducing these needs, and thusly the
motivation is described as a force acting onto and inside the individual and which
determines the individual behaviour in a certain manner for achieving the aim (figure
1).

The analysis of the interdependence necessities, reasons and goals forms the
main theme for researching the motivation of the human resource in organisations.
Thusly, it has been sustained that the issue of motivation is a central preoccupation of
the scientific management, as long as, if it had been possible to explain and understand
(and thusly foreseen) the ways in which people could be motivated, then it would have
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been possible, as Handy asserts, to influence people’s behaviour by manipulating the
components of this motivational process.

Aim

T Individual’s behaviour

T Motivation

The individual

Figure 1. Motivation, expression of the relation individual-aim

There are two opinions in the domain: one that has as aim the study of the
human motivation in the organisation, in order to be able to improve the management
control function over the subordinates’ behaviour; the other tries to essentially
transform the work, in order to satisfy the human needs by humanising the work and
evaluating the excesses of some managerial practices (the orientation to humanisation
can only be “dressed in liberal clothes”, meaning this implies making people feel
happier and fulfilled, while others become rich).

If we take as starting point Platon’s theory about qualified craftsmen, as it has
been described in the Republic, as typical for the society’s noblemen at the time, the
Ancient Greeks had the tendency of setting forth a humble social statute to those who
needed to work, having a continuous occupation. Thusly, work was seen as a necessity
that could be best fulfilled by slaves, until it was possible to abolish the work itself.

Before the protestant reform, Christianity had more or less the same selfish
vision of work, as long as labour was seen as a penitence, a direct result of the original
sin. As Grint shows, the path to soul salvation was in contemplation and spirituality,
not in labour.

Kumar brings proofs suggesting that in pre-industrial Europe, those who
needed to work for satisfying the economical needs, had different attitudes on labour
compared to those who often presumed to characterise the modern society. He asserted
that: the industrial population hides prejudices and illusions about the non-industrial
population, one being capable, the other being obedient, due to an entire life of having
to pay taxes (contributions). Romans have set festival days, which were estimated to be
175, half way through the 4™ Century. For the medieval Europe, recent proofs show
that agriculturists had a third of the year free, while Parisian craftsmen, for example,
only worked 194 days a year, so, almost half of the year being free.
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However, the propagation of the reformed protestants in the 11" century
Europe and ulterior spread of industrialisation have developed a new conception about
the ethical importance of labour, offering it the status of moral duty, disapproval being
therefore associated to sin. This increase of the labour statute is associated to the
Calvinist theological notion of the predestined chosen one. This doctrine claimed that
individual’s salvation or his/her curse were predetermined by God. This choice was
proven by believers by obtaining a notable success (Weber, Anthony). Thusly, labour,
more than spirituality, could either save the soul or at least confirm that soul is
already saved (Grant). This ideology forms the starting point for propagating the
scientific approach for motivating the human resource, which was based onto the
active intervention in the world (experiences), as it was sustained afterwards by Francis
Bacon. This new science has determined the moral imperative that man must
recuperate his domination over nature, which was lost in failures. This implies the
rejection of the previous point of view, based on Aristotle’s theological perspectives,
according to which science has a passive contemplation, lacking interest of an
unchanging natural order.

Later, during the Victorian Era, the protestant ethics was stated by an ideology
invoking the moral imperatives by connecting the duty of working to the religious
incantations. As Mathias said, the result was that the virtue of assiduous labour... the
economy, husbandry, society have all become inoculate imperatives in the mind of the
new working class, by all known means of communication. These have been
implemented into the nonconformist doctrine and into the evangelic one.

The degree of penetration of this ideology into the British working class’s
mind or in that of the aristocracy is certainly a subject to be debated (Hobsbaum,
1964). Furthermore, various rival ideologies developed at the same time, with
alternative philosophical presumptions. Again, during the illuminist period, work
started to be seen as a means of satisfying the economical needs and as a potential
source of special satisfaction, if it is freely and creatively chosen - as long as this is
seen as unresolved part of humanity and intelligence, compared to non-creative forced
labour, the creative one was seen as and end by itself, natural for the human instincts,
as long as its was the man’s creative interaction with the natural environment, the one
differentiating men from animals.

The extension of this perspective, often referred to as homo faber, was stated
by K. Marx and, more recently, in Freud’s and Jung’s work. Indeed, Jung claimed that
this type of labour creates a form of liberalisation, but only when it is a free act and
does not have any constraints in connection to it. This vision over work may contrast
the utilitarian one, which admits that the industrialised work becomes more and more
monotonous, lacking skill and less compensatory.

3. MOTIVATING THE HUMAN RESOURCE IN ORGANISATIONS
Utilitarianism was clarified by authors like Adam Smith in The Wealth of

Nations.. Smith saw labour as a necessity in which mean people are engaged into when
they work, from the point of view of the advantage seen as a personal economical
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interest, as a material stimulus or compensation. Thusly, work is not something that
shall only be done for satisfying the economical or material needs.

If we take into account Schein’s and Grint’s opinions, it is possible to identify
various ways of opposite approach of the human resource motivation in the
organisation, along with the corollary suppositions about their subjects of interest, the
employees. These are shown in figure 2.

Motivating the human resource in

organisations
\ 4
\ 4 v \ 4
Scientific Human relations — New human
management — Homo Gregorious relations — Homo
Homo Economicus Actualis

Figure 2. Ways of approaching motivation in the organisations

Based on Hoskin’s and Macve’s opinions, under the conditions of a new
managerial frame, during their education, a new system of disciplinary and human
accountancy was internalised. They have exported this frame to the business world, by
their ulterior careers in the domain of railways. This approach of the management has
created a new form of disciplinary accountancy over people and objectives in the
factory. It is the moment of sporadic occurrence of some accounting procedures and an
amalgam of disciplinary techniques, known as being scientific management.

Taylor starts his analysis by criticising the management practiced and its
incompetence. He considers management as far from being scientific, as it is based on
the schemas and practices of the rule of reason, which did not give results for the base
employee’s (workers) control and discipline. This, along with its resulted inefficiency,
has occurred firstly because management did not possess the essential understanding of
what employees’ have done when undertaking their tasks. Based on Taylor’s opinion,
this lack of knowledge and information on what was actually going on at the base of
the organisation has left management inapt to effectively control the employees’
conduit.

As Braveman shows (1974), the scientific management may be initially seen as
an attempt to secure the information on the labour process, for controlling it further.
However, it is the effect of assumptions which people like Taylor follow the subject
with, which leads to the different approach for solving the problems of motivation in
the organisations. According to the conception of the utilitarianism, people are
rationally-economically motivated beings, first of all by economical gratifications,
meaning that people shall work more if they are convinced that their additional effort
shall be remunerated in money.
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The hobbesbian conception implies that humans, their natural status, are lazy,
aggressive, egoist, hedonic and greedy. Being led by these impulses, Hobber considers
their life was solitary, miserable, difficult, primitive and short, due to people’s desire
of dominating the others. Due to these inherent tendencies, if the society’s control had
not existed, upon Hobbes’s opinion, life would have been a war of all against all.
Therefore, when what is perceived as a behavioural problem appears in the society and
its institutions, and these are observed by people like Taylor through the lens of the
hobbesbian presumptions, the analysis resulted shall have the tendency of emphasising
that these issues are caused by the lack of control or inadequate control, which allow
the manifestation of humans’ natural instincts. This combination of the utilitarian and
hobbesbian approaches is obvious in Taylor’s analyses and recommendations, in
understanding workers.

Taylor believed that the inefficiencies caused by what he had seen as
employees’ tendencies towards systematic and natural militarization can be eradicated
by the control of management over employees’ economical reason. If these were
convinced that only by working they obtained increased economical rewards, many of
the problems observed by him at the level of the workshops could have been solved.

This leads to two basic recommendations for the management practice, and
namely: management must be able to measure the effort made at the working place by
each employee, so that he/she would be given such stimulus (money), scientifically
established for encouragement, proportionally to the additional effort made;
management must shape and separately specify each employee’s tasks. By doing so,
these shall be able to identify the most efficient ways of fulfilling their tasts. The
inefficient practices can be thusly avoided, giving the management the possibility of
better understanding the operations necessary to fulfil each task.

In order to measure the consumed effort, Taylor believed it was important to
simplify the attributions (tasks). The complex operations realised by skilled workers,
operations which at the time were rather a mystery for management (thusly making it
impossible to measure the effort), needed to be divided into much simpler constitutive
elements. This would have allowed the management to establish the necessary effort,
from an average number of workers, for completing the attribution. A scientific
stimulus - money - could be given directly for the consumed effort. Simplifying the
attributions has given the possibility to analyse them, so that those procedures that
could maximise a worker’s productivity, with a minimum consumption of effort and
resources, could be thusly identified. Taylor considered that, if workers were
specialised only in performing some simplified operations, they could become more
efficient and productive, due to the experience they gained by repetition. Taylor’s
recommendations for fragmentation and specialisation of the work division, are in
response to the account of manufacturing needles (?) from Adam Smith’s Wealth of
Nations, published in 1776. Smith claimed that, if a worker is given to do all that is
necessary for manufacturing a needle, even if one is very hard-working, one would
barely make a needle a day. If a worker manufactured the wire, another straightened it,
the third cut it, fourth made the tip, others made its pin-head, assembled and finished
the resulted products, then 10 workers could manufacture at least 48,000 needles a day,
meaning that a worker manufactured an average of 4,800 needles a day. Taylor
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believed that such a micro-division of the labour had the advantage that the work was
in fact unskilled, facilitating the hire of easily replaceable, cheap and unskilled
personnel, for all stages of an operation.

An important element in Taylor’s preoccupations was the elimination of
workers’ previous knowledge - the conception was taken out of execution. The control
must be taken from workers and must become the prerogative and monopoly of
management. By identifying the best way, management needed to translate this
knowledge into rules, laws and formula and ensure that members complied with these
protocols and procedures, as an addition to their tasks, which were deemed as being
relatively fixed. It was the duty of the management to choose workers with physical
and mental features demanded by the tasks which this has shaped. Thusly, planning,
coordinating and reintegrating the production processes, based on the micro-division of
labour, has become the responsibility of management. The scientific management has
thusly attacked the workers’ individual control over their work. The result was the
bureaucratisation of the labour process, which has allowed the management to gain an
increased degree of control over what was performed in the workshops. The division of
labour in organisation was extended until fragmenting the obligations into smaller
units. This division was afterwards reinforced by developing the piece payment
system, which is the same thing as the financial compensations received for additional
efforts. Thusly, the management as well as workers could be free to enjoy the results of
the maximum efficiency of works.

Taylor hoped that the principles of the scientific management shall lead to the
industrial harmony, as long as the entire cake could be bigger, each enjoying a bigger
slice. He believed that the scientific way ended the disputes referring to how much
people should work and what represented an equitable financial reward. Even if many
of Taylor’s successors considered that the unions had a role in the organisations, for
Taylor there was no room for unions in his great world. The unions regularised the
financial relations between employees and employers when there were no scientific
means for regularising these market relations. This role was obviously needless under a
regime of scientific rules, which he claimed to match his approaches.
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ABSTRACT: Starting from the concept of cultural frames and their role in signifying
human experience, the paper aims at pointing out that business communication, like any social
interaction, is underrun by a process of framing, according to which individuals perceive,
comprehend and appropriate otherness. Expanded to cross - cultural business communication,
framing provides a clearer perspective on cultural divergence and ensures the acquiring of
cultural sensitivity, which, in a global business environment, is of crucial importance for
effective interactions.
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1. INTRODUCTION. FRAMES AND THEIR ROLE IN SIGNIFYING
EXPERIENCE

The concept of ‘frame’ was introduced by sociologist Erving Goffman in his
1974 book Frame Analysis. An Essay on the Organization of Experience. The author’s
attempt to explain how conceptual frames structure the individual’s perception of the
society exploits the literal sense of the term, namely ‘border [...] in which a picture
[...] is enclosed’ and gradually expands it towards the more abstract meaning of
‘general order or system that forms the background to something’ (Oxford Advanced
Learner’s Dictionary, 1989, p.489).

In other words, just like the picture frame defines an artistic representation of
reality as a distinct, unique world, individuals rely on frames, which are culturally
inherited forms of organization of experience, to structure the events and interactions
they are involved in and invest them with significance.
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Under the circumstances, our perception of everyday reality is a matter of
intersecting frames that enclose otherwise meaningless experiences and turn them into
meaningful interactions. As experience - based, structuring perception, framing is a
process that sets the individuals on a position of maximum awareness of their own
behaviour and the others’ reactions, confronting them with such concept as standards,
rules, and etiquette, all of crucial importance for social integration and assertion.
Therefore, communication relies on continuous negotiation between individuals who
interact in different social contexts, constantly shaped by their cultural background.

2. FRAMING IN CROSS - CULTURAL COMMUNICATION

The field of business communication is a specific section of social intercourse,
where the constant pressure of framing is further enhanced by such stakes as
professional prestige, position in company hierarchy, and, last but not least, financial
incentive. Here, the role acting is even stricter than in regular social interaction, since
the rules are proportionately more rigid and the people involved more aware and
hunting for weak spots to exploit to their (and their company’s) benefit. Transferred to
the level of multinational communication, this issue gains new dimensions not only in
terms of extension, but also as a result of the wide range of systems of values involved.

In the age of globalization, where geographic borders have gradually lost their
traditional separating rigidity, gaining an integrative rather than a separating meaning,
cross - cultural communication abilities have become crucial for the survival and
development of any company.

Therefore, communicating across cultures involves good command of a
complex network of cultural frames that yields a heterogeneous business environment,
where people bring along their individual culturally and ethnically determined values,
beliefs, and perceptions. Under these circumstances, awareness of different framing
systems endows the business person with flexibility of thinking and behaviour, as well
as with the ability to adjust and react efficiently when in contact with other cultural
backgrounds.

The concept of framing is implicit in Carol Kinsey Goman’s studies of cultural
differences and their impact on business communication, as the author constructs her
research in the field around the idea that the awareness, comprehension, and
appropriation of differences are essential for efficient human intercourse, whether in
everyday life or in business. As a specialist in business communication, Kinsey Goman
notices that cultural differences go as deep as to the medium of communication, whose
variations delineate three basic oppositions:

a. high - context/ low - context;

b. sequential/synchronic;

c. affective/neutral cultures. (Kinsey Goman, 1995, p.60)
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2.1. High - context vs. Low - context Cultures

In high-context cultures (Mediterranean, Slavic, Central European, Latin
American, African, Arab, Asian, American - Indian) communication relies more on the
context, extracting meaning from such non - verbal cues as body language, silence, and
pauses, rather than from the spoken or written message. In such cultures, personal
relations and informal agreements are more binding than any formal contract.

By contrast, low - context cultures (most of the Germanic and English -
speaking countries) value explicit and specific messages the precision of the spoken or
written words underlying interpersonal relations being considered of utmost
importance.

Starting from this premise, “the major business challenge for people in a low -
context culture is to realize the importance of building and maintaining personal
relationships when dealing with high - context cultures” (Kinsey Goman, 1995, p.63).

2.2. Sequential vs. Synchronic Cultures

These culture types display different ways of perceiving time and the associate
concepts of timing, dealing with deadlines and scheduling. As their name shows,
sequential cultures (North American, English, German, Swedish, and Dutch)
appropriate temporality as a sequence, according to which time becomes a linear
commodity to “spend” “save”, or ‘“waste”, whereas synchronic cultures (South
America, southern Europe and Asia) perceive temporality as a constant, circular flow
that can be experienced only fragmentarily.

This divergent perception has a determining impact on building business
relations, as it establishes the meaning of being “on time” and, implicitly, the approach
to such concepts as deadlines, strategic thinking, investments, and long - term
planning. These elements can cause misunderstandings between people from a
sequential culture, who view being late as a sign of bad planning or disrespect, and
people from a synchronic culture, who consider the insistence on timeliness as a sign
of immature impatience. In sequential cultures, business people give full attention to
one agenda item after another, whereas professionals in other parts of the world do
several things at the same time on a regular basis.

The American so - called “commoditization” of time, which is the basis for the
“time is money” mentality, cultivates an obsession of timelines that translates into a
major disadvantage when doing business in other cultures. In order to make a point in
this sense, Dr. Carol Kinsey Goman quotes a Japanese executive, who confessed his
amazement and amusement at the Americans’ rush to return home after a business deal
abroad. He explains that arriving in a foreign country with a return ticket booked and a
very strictly delimited stay enables the hosts to put pressure on a deal by making a very
late offer, totally to their advantage. This is a relevant example of how the obsession to
stay on schedule blunts the negotiation instincts and works to the detriment of the
business as a whole.
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Another culturally determined aspect related to time perception is orientation
to the past, present, and future. Thus, American culture promotes the belief that the
individual can influence the future by personal effort, and favours the idea of short -
term planning. By excluding time variables and hazard, this purely pragmatic view
leads to a perceptible “dehumanization” of human relations, not only in business, but
also in everyday interactions.

By contrast, from the perspective of synchronic cultures, the past becomes a
context that ensures the understanding of the present and the future. The emphasizing
of the past and of related concepts such as the individual’s roots, memories and bonds
undermines the pragmatic perspective in favour of a more sentimental attitude,
according to which favouring friends and relatives, whether in daily life or in business
dealings, is a natural sign of loyalty.

2.3. Affective vs. Neutral Cultures

This distinction is established according to the proportion of reason and
emotion involved in business interactions and delineates two categories of cultural
framing: the affective type, in which people show their feelings plainly, and the neutral
type, characterized by carefully controlled and subdued emotions.

Research conducted in different national business environments found that
emotional reactions are least acceptable in Japan, Indonesia, the U.K., Norway and the
Netherlands, and most accepted in Italy, France, the U.S. and Singapore (Kinsey
Goman, 1995, pp.110-111).

Cultural framing is a matter of actively using our individual cultural
background, determining our way of thinking and acting and, more importantly,
providing us with the set of criteria by which we perceive and appreciate others. That is
why experts in intercultural communication recommend that productive business
relations should be built on the awareness that cultures are not right or wrong, better or
worse; they are just different. Therefore, in the contemporary global business
community, what is proper in one culture may be ineffective, or even offensive in
another, and therefore, the key to cross - cultural success is the understanding of and
respect for diversity, known as cultural sensitivity.

3. CULTURAL SENSITIVITY IN BUSINESS

Culture is a comprehensive concept that includes the history, politics, faith,
mentality, behaviour and lifestyle of a community. Consequently, lack of cultural
sensitivity, i.e. ignorance of cultural differences and poor understanding of foreign
languages, leads to failure in international business. David A. Ricks, in his book
Blunders in International Business, writes: “Cultural differences are the most
significant and troublesome variables [...].The failure of managers to fully comprehend
these disparities has led to most international business blunders.” (Ricks, 2006, p. 8)

In the global context, in which the recent development in transports and
communications has brought together people from different nations, cultures,
languages and backgrounds, communication is conditioned by the understanding of the
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other. Paradoxically, this has not led to a levelling of cultural differences, but to an
enhanced sense of nationality and diversity, as, in order to survive and develop,
companies need to transcend national borders and connect with foreign partners, clients
or customers.

Under the circumstances, doing business across national borders requires
cultural sensitivity, which involves a sense of empathy, flexibility and creativity
supported by the awareness of and reverence for cultural differences.

In a global environment, organizations have come to understand that cultural
sensitivity has a decisive impact upon business performance, which justifies
investments in providing their staff with training in this sense. Thus, even the major
economies of the world, which still foster a sense of cultural superiority, have been
forced to admit that survival on the international market entails good knowledge of
foreign customs, etiquette, protocol, communication styles and negotiation approaches.
In other words, recognizing cultural divergence can make the difference between
success and failure in marketing and negotiation.

Therefore, in order to recognize differences and adapt to the acceptable
behaviour framework specific to every cultural environment, we need to display
flexibility in thinking and cautiousness in gestures and verbal manifestations. Since
apparently harmless remarks can turn into heavy blunders by offending others, it is
safer to listen to the interlocutors and pay attention to their behaviour than to launch
such remarks as “those people” or “they are all alike except for you”, or to make any
statements regarding “us and them” (Ricks, 2006, pp.40-41).

Experts in cross - cultural communication point out that, in order to bridge
cultural differences, people need to know their own culture and keep an open mind,
which entails sensitivity to both verbal communication, and such non - verbal as
behaviour, manners and thinking in a particular culture.

Thus, experts in cross - cultural communication have detected the following
basic distinctions in the use of verbal language in different cultures:

o the English use understatement and modesty; they are extremely
polite and deliberately vague to avoid any confrontation;

e Spaniards and Italians like prefer flowery language, eloquence and
expressiveness over exactness;

Germans are very logical in manner and words;

e Asians consider harmony an important virtue and will avoid
confrontation at all costs. For that reason, they will often say "yes"
to many things with the understanding of “Yes, I hear you” or
“Yes, I understand”, and not necessarily “Yes, I agree.” (Ricks,
2006, p. 102)

On the other hand, we should remember that, except a smile, there are no
universal gestures and so, what might be considered a gentle gesture in one culture
could be a gross offense in another. For example, in the West, to beckon someone to
come over, we hold out our hand with the palm up and then move our fingers,
gesturing the person to come. In Asian cultures this is considered vulgar and, therefore,
replaced with a gesture made with the palm facing down and the fingers rolling.
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This is just one of the numerous examples that reinforce the idea that
communicating across cultures requires awareness of and sensitivity towards other
cultures, which ensure an insightful approach to otherness and enhanced adaptability to
communication environments.

As intercultural communication expert Neil Craig Storti shows, cultural and
linguistic sensitivity plays a particularly significant role when negotiating across
national borders, as ignorance of culturally and/or ethnically established standards,
etiquette and taboos will become the source of blunders very likely to undermine
business success.

4. CROSS CULTURAL NEGOTIATION

Cross cultural negotiation is “a specialized area within the field of cross -
cultural communication that provides a theoretical framework for the training of
negotiators and sales personnel, so that they should have solid knowledge of the
culture, values, beliefs, etiquette and approaches to business, meetings and negotiations
in the target countries in order to maximize the potential of a positive outcome” (Storti,
1998, p.94).

Training in cross - cultural negotiation involves a series of factors that can
influence the proceedings of a business interaction, by covering the following verbal
and non - verbal cues:

o Eye contact. In the US, UK, Europe and South America, strong,
direct eye contact conveys confidence and sincerity and
trustworthiness, whereas in Eastern cultures, prolonged eye contact
is considered rude and is generally avoided;

o Personal space and touch. In Europe, North America, Japan and
China, business people usually leave a certain amount of distance
between themselves when interacting, as touching is permitted
only between friends and family members. On the contrary, in
South America or the Middle East, business people are tactile and,
therefore, personal space shrinks significantly. These non - verbal
cues require special attention, since “they are known to have a
much greater impact and higher reliability than the spoken word,
due to people’s capacity to interpret symbols and cues
recognizable on the level of collective memory” (Dumbrava, 2009,
p.254);

o Time. While Western societies are very clock conscious and
punctuality is crucial, in countries such as Japan or China being
late is taken as an insult, whereas in South America, southern
Europe and the Middle East, being on time for a meeting does not
carry the same sense of urgency;

o Meeting and greeting. Although most international business
people meet with a handshake, in some countries, this is not
appropriate between genders. At the same time, some cultures
view a weak handshake as sign of weakness, whereas others
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perceive a firm handshake as aggressive. Other useful details are
related with addressing people by first name, surname or title, and
the suitability of small talk;

e  Gift giving. While in Japan and China gift - giving is an integral
part of business protocol, in the US or UK it has negative
connotations. The major details to be considered are related with
where gifts should be exchanged, colours that should be avoided,
and whether they should be lavish, wrapped or reciprocated (Storti,
1998, pp.101-102).

Cross - cultural negotiation training starts from the premise that cultural
blunders can have disastrous consequences in business and relies on the understanding
of etiquettes and approaches to business abroad before focusing on cross - cultural
negotiation styles and techniques. Therefore, specialists in this field have detected
three interconnected aspects that need to be considered before entering into cross
cultural negotiation:

The basis of the relationship has to do with the affective - neutral divergence
in terms of cultural framing. For instance, in Europe and North America, where
personal relationships are seen as unhealthy and dangerous to objectivity, business is
mostly contractual in nature. On the contrary, in South America and Asia, business is
personal, and partnerships will be made only between people who know, trust and feel
comfortable with one another. Therefore, in this type of cultures, it is necessary to
invest in relationship building before conducting business.

Information. Western business cultures emphasize clearly presented and
rationally argued business proposals using statistics and facts, while others, such as the
South Americans, are more visual and oral, preferring information presented through
speech or using maps, graphs and charts.

Negotiation styles also differ significantly across cultures. For example, in the
Middle East, topics are approached simultaneously rather than sequentially, the
Japanese will negotiate and make decisions as a team, whereas in Asia decisions are
usually made by the senior figure; in Germany, decisions can take a long time due to
the need for detailed analysis; in the UK, deals are closed under the pressure of
deadlines, which is inconceivable in Greece, for instance. (Storti, 2006, p. 79)

These are the main factors that need to be considered when approaching cross
cultural negotiation, in order to be able to prepare effective presentations and adjust our
behaviour in accordance with a particular foreign business environment.

To sum up, successful cross - cultural communication is based on the
following:

e The awareness that patterns of perception and behaviour are culturally
based, and they cannot be judged in terms of correctness;

e Sensitivity to verbal and nonverbal behaviour;

e An open mind to other views and customs;

e Avoidance of judgmental attitude and labelling according to our own
cultural standards;

e Acceptance of the fact that there are no universally valid gestures.
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KNOWLEDGE AND INFORMATION - FACTORS OF
ECONOMICAL AND SOCIAL DEVELOPMENT

ANDRA GANCIOV (MICULESCU), LOREDANA IOANA PRIBAC

ABSTRACT: This work develops a view over the more and more important role that
knowledge and information begin to play in all the aspects of life. Also, the work analyses the
concepts of economy based on knowledge and informational society, with the implications and
links between them, regarded from several economic perspectives. The conclusion reached is
that nowadays' society is in a continuous transformation and that without information and
knowledge one cannot cope with the progress of humankind, and the society of knowledge and
the informational society are factors of globalization, which will give a new configuration to
economy.

KEY WORDS: knowledge society, informational society; the new economy;,
information; knowledge

JEL CLASSIFICATION: 410, FO1, O30

1. INTRODUCTION

The new society which we are in represents a stage of human civilization, a
lifestyle, which uses information in all aspects of human activity and existence. People
invest more and more in equipment for spreading and processing information, in
software, and society creates new tools which apply to information, accompanying the
technological, economical, cultural, scientific, social process. 15-20 years ago, between
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users and computers there was the analyst, the computer programmer, the data
operator, the data controller, the administrator of the information archive.

The characteristic organisational entity was the computing centre, with tens or
hundreds of people, most of them operators. At present, the contact between users and
the TIC system is direct, the users manipulating friendly static devices (for example
PC) or mobile devices (for example PDA), probably being identified by the use of
microprocessor cards.

Of course, the economical and social process from the past was also based on
progress in knowledge, but, in contemporary economy the speed, by which knowledge
is renewed, changes. When this becomes higher, the volume of knowledge that we
have at our disposal increases, and knowledge becomes an elementary organisational
principle of our existence.

Knowledge may have different forms, as it results from an OECD report which
introduces the following four knowledge forms:

o Know-What - refers to factual knowledge, the closest to information,
which is necessary in many domains, as baggage of elementary knowledge
for solving certain problems

o Know-Why - represents the scientific knowledge of the natural, social,
political etc. principles and laws. The production and distribution of these
pieces of knowledge usually take place in academic environment and
within the public or private scientific centres.

o Know-How - refers to the skills and pieces of knowledge necessary for
solving certain problems. The documentation which refers to the way in
which a mechanism works and the selection and training of the personnel
are just a few examples.

o Know-Who - is a set of knowledge having a greater and greater
significance. It involves having information about who knows how to do
certain things. It also involves special social relations, developed over
time, by activation within a certain domain.

The same study considers that the first two types of knowledge may be
codified and can almost become market goods, being accessed in preset legal
conditions, whereas the last two types of knowledge, unspoken, are intangible and thus
hard to convey and to have their value enhanced.

Knowledge is no longer limited to objective knowledge which characterizes
scientific rationalism, but becomes socially disseminated knowledge, interdisciplinary
knowledge. Knowledge itself becomes the most efficient economical resource in the
production of goods and services, but also a type of merchandise which can be
marketed as the results of research-development, of market information, assistance,
and professional formation (Sabau, 2001, pp.52-53).

Thus, the evolution of mankind to informational society, through computing,
represents the major trend of contemporary world. Informational society is the type of
society whose material and spiritual civilization dedicates the decisive role of
information and knowledge as sources of economical performance, of rationality,
coherence and synergy of the social action.
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2. INFORMATIONAL SOCIETY - SOCIETY OF KNOWLEDGE
2.1. Informational society

The concept of informational society was first used in 1980 by the Japanese
researcher Yomeji Masuda in order to express the essence of the post-industrial
society, as opposed to the previous industrial society. After becoming in the 90s a
tangible reality of the economically advanced countries of the world, informational
society represents a strategic stake for all the civilized countries, as informational
society has as defining features: the dominant weight and critical importance of
informational resources and knowledge in the system of available resources; the main
role in scientific research activities and in technological innovation; the emphasis of
the informational dimension and of labour concept, the high evolution of the economic
sector of informational goods production and distribution.

It is not the information that represents the defining element of informational
society. It is the knowledge. Even though every day mankind produces huge amounts
of information, as data collections from all activity domains, not all of them are
knowledge. "4 piece of information from a book or available on the internet becomes
knowledge only after is has been read and understood.” Consequently, what
distinguishes knowledge from information is the human factor and its ability to
assimilate and manipulate abstract concepts, for practical or merely theoretical
purposes (Ailioaie, 2002).

Information is a restructuring factor both for the social development and for
the economical thinking. According to the academy member Mihai Draganescu,
science and technology, as information, are incorporated in the labour force, as
knowledge. But in production information is a resource similar to raw materials, being
thus a means of production. Moreover, information is the expression of knowledge
which has become a production factor, and on the other hand, "intelligent" information
is becoming the most important resource for the increase of the labour productivity.
Intelligent information may lead the production activities, without the direct
involvement of man, having a mediation role between labour force and the other means
of production. Intelligent information begins to be an active agent of the present social
reproduction.

The defining elements of the strategies, policies and actions for the
informational society have as a result the development of the communication
infrastructures, the creation of adequate software tools, the development of hardware,
the development of digital content and more notably, the creation of individual skills in
using information and enhancing its value. These elements are in fact elements of
transition from the informational society to the knowledge society, the society in which
man knows how to enhance the value of information and to turn it into knowledge. In
this way, knowledge is founded on the enhancement of the value of information. In the
knowledge society, the value of information is variable, according to the context,
according to the circulation speed and the way in which it is received and used by the
individual informational culture.
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In Robert Reich's conception, as opposed to what the prophets of the
"information era" have predicted, many well paid services continue to exist even for
the ones having an elementary education, and many routine-like activities, activities of
processing data still hold a great importance. "The ones who really support the
informational economy - says R. Reich - are the armies of informaticians staying in the
back offices at the computer terminals connected to the information banks of the whole
world".

Thus, informational revolution enabled an increase in productivity, but it "has
also produced huge piles of raw information which need to be processed in about the
same monotonous way in which the workers from textile industry processed other piles
of raw materials" (Reich, 1996, p.152). Other writers say because computers were
brought in the working places, the demand for labour force, especially for the qualified
one, has increased during 1970-1995, in comparison to the period between 1940-1970,
but it is also to note the impact of informational technologies over the health of the
workers, for instance burnout and stress (Katz & Krueger, 1997).

One of the most interesting attempts to aggregate information ("computing
industry", respectively "information industry") in the whole contemporary economy
belongs to the American economist Marc Porat. From the very beginning of the 70s, he
considered that American economy was made out of four sectors: agriculture, industry,
services and information. Information took over a part of services as well as a part of
industry. Based on certain ingenious calculations and approximations, Porat reaches
the conclusion that in the USA, between 1850-1980, the number of the population in
the services sector has risen, reaching 45% as opposed to 6% in the middle of the 19™
century.

In what concerns the decrease of the number of population in agriculture as
opposed to the increase of the number of population in industry, this change has been
the subject of some wide analyses, accompanied by corresponding conclusions. In the
specialty literature it has been reflected the considerable - absolute and relative -
increase of the population from the services sector, this surpassing the one in industry.
Less highlighted has been the evolution of the informational sector (the branch of
information), which according to Marc Porat, contributed in 1980 by 50% to the
creation (production) of the national revenue (Gross National Income). Beyond these
figures' approximations, of a very high importance is the concept of the American
author regarding what the information sector is.

Marc Porat reckons that information sector is divided in two subsectors:
primary and secondary.

The primary subsector of information comprises: the industries producing and
selling informational machines (not only electronic equipment, but also typewriters,
pens, paper etc.): industries selling informational (informatics and non-informatics)
services.

The secondary subsector of information comprises all those activities which sell
informational services, these being divided into: public or state bureaucracy; internal
"bureaucracy" of private companies.

During the last decades of the former century, the two sectors (primary and
secondary ones) were in parity. That means that the market information and the
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internal information contributed almost to the same degree to achieving the part of the
national revenue due to informational industry.

The conception of Marc Porat is an important starting point in going deeply into
the analysis of the informational sector and in the information society.

It may be considered that information production has entered a new stage,
because of the electronic processors and informatics software, industrialisation stage of
information which "compels to a redefinition of industry and to the acknowledgement
of information as an important economic sector". This acknowledgement is founded on
the idea that human society does not directly derive just from the nature laws, but also
depends on the information created, got and produced in people's lives. In his view, the
involvement of man in the production of information has three stages: creating,
acquiring and producing information.

Creating information is an ability that only humans have, by their new ideas,
in any sector of activity.

Acquiring information may take place through scientific research on nature, by
discovering regularities and features of nature, of economical and social life. This
ability belongs both to humans, and to artificial intelligence more and more. By using,
for instance, expert-systems for different domains of science, one can get new
information, one can infer new regularities or one can even interpret new facts in
correlation to the old ones.

Finally, producing information takes place in the current production activity in
any domain. This involves collecting information regarding the current activities, as
well as processing information, without inferring new principles and regularities.
Information, like any other goods, is produced through work. But, unlike other goods,
it has certain features which make it revolutionize economy and society.

Information is not consumed and it doesn't get used in the same way as other
goods do. It doesn't get lost unless its physical support is destroyed. But because
usually information can be stored in several copies, it does not involve an irreversible
loss. On the other hand, although it can be affected by moral wearing, information does
not get worn completely, in the way that operational information becomes statistical-
historical information which can still be useful.

Information is collected and enriches over time, becoming more and more
efficient, having an increasing value of use. Unlike other goods, this one can be used in
every production cycle, without it being necessary to be produced again. Due to the use
of computing technologies and based on the flexible automation of production, man
will get a greater quantity of free time for creative activities. In this way, man will have
more time to create and to get new informational goods. And so, a new development of
the informational possession will take place.

Information becomes an endless resource, after it is absorbed economically
speaking. The increase of informational possession will be done practically without
limits, information being stored in smaller and smaller quantities of substance, with
less and less energy consumption.

The informational goods have a semantic content, a feature that the other
goods don't have. Information on paper does not have a semantic content, until it is
read and it enters the human mind, but when information on microelectronic support
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acts upon reality and "understands" a domain of reality (artificial intelligence), then it
has an incorporated semantics, a structural semantics. But this semantics cannot be
assessed from a quantitative point of view. In other words, the meaning of information
cannot be assessed in quantity (perhaps just through the number of key-notions and
links between these notions). The semantic content of information cannot be measured,
but we can measure the volume of information and informational possession may be,
from this point of view, partially assessed in quantity by this information volume,
measured in units such as: bytes, kilooctets etc.

On the other hand, one cannot give economical value to the semantic content of
information, exactly because it cannot be measured. For example, the value of a printed
book does not depend on its specific semantic content, but more on the expenses for
printing and for the copyrights. Any information involves costs for its creation and
production through work. It absorbs these costs in a certain amount of time. We can
reach the conclusion that any information tends to the economic value equivalent to
zero, as a reflection that information semantics doesn't have economic value. Only the
support, the copy and the distribution of information will keep their economic value,
but to a smaller extent. That is the reason why informational possession will consist of
a piece of information assimilated, which no longer has economic value and a piece of
information produced more recently, which still keeps its economical value for a
certain amount of time.

Informational possession becomes an important economic resource, while the
whole mankind can benefit from it. The relations between the developed and less
developed countries in information domain should take into account the economic
features specific to information. Once economically absorbed, a piece of information
should become available anywhere in the world, especially for the productive process,
not just for the scientific one; otherwise, there emerges the danger of a form of
economic exploitation marked by the rules of an economy unadjusted to the new
informational reality. The ability to generate information, as an expression of the
creative potential of the nations, is more and more important, and developing a own
scientific apparatus, adequate to the requirements and possibilities of national
economy, becomes the key-factor for supporting economic growth on long term and
for transition to the new economy.

2.2. Society of knowledge

In the specialty literature, Laurence Prusak emphasizes the role of knowledge as
production factor. To him, knowledge represents an intellectual capital: "the only thing
that gives an organisation a competitive edge - the only thing that is sustainable - is
what it knows, how it can use what it knows and how fast it can know something new".

Roger Bohn shows that it is important to understand the technological
knowledge that is the knowledge about the way to produce goods and services. Bohn
makes a distinction between data and information, between information and
knowledge. Data come directly from measuring one or several variables; information is
data which have been organised or structured in a certain way, placed in a context and
having a meaning. Information shows the condition of the production system and of a
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part of it. Knowledge is more, it tries to understand the process, to produce causal
associations, to make predictions and to make prescriptive decisions (Driganescu,
2001, pp.36-39).

Mihai Draganescu affirms that the society of knowledge is superior to
informational society, by the fact that knowledge is based on the enhancement of
information value. The society of knowledge comprises the informational and the
computing society. The moment we speak about internet, with the great advantages it
brings in what concerns the access to information, electronic transactions in short time,
e-commerce, e-mail etc. by attracting in the electronic information field as many
citizens as possible, we speak about informational society. Knowledge is information
with meaning and information which acts.

That's why knowledge society is only possible grafted on the informational
society and cannot be separated from it. At the same time, it is more than the
informational society by the major role which information has - that of knowledge
within society. In his view, knowledge society involves: extension and deep study of
scientific knowledge and of truth about existence; use and management of existing
knowledge as technological and organisational knowledge; producing new
technological knowledge through innovation and encouraging the creation and
development of innovative companies, having their own knowledge structure.

Such enterprises can be born by the cooperation between companies,
universities and governmental or public institutions. The knowledge society represents
a new economy in which the innovation process (the ability to assimilate and convert
new knowledge in order to create new services and products) becomes decisive.
Innovation, within the knowledge society, seeks to improve productivity, not just
classical productivity in connection with work and capital, but also new productivities
in connection with energetic resources, with environment protection:

e disseminating knowledge to all citizens by new means, using mainly
internet, electronic card, e-learning;

e scientific and technological knowledge, knowledge society being
fundamentally necessary to ensure a sustainable society ecologically
speaking. Sustainability has become a key-criterion for the ones
preoccupied by the quality of the environment. In Brundtland report
"Our common future" this involves: "Sustainable development is
development that meets the needs of the present without
compromising the ability of future generations to meet their own
needs" (Aceleanu, 2006, pp.72);

e a global character of knowledge and information; thus, knowledge
society has a global character and is a factor in globalisation. By both
components, the informational component and sustainability, the
knowledge society gets a global character;

e anew stage in culture, because on the very first place there will be the
knowledge culture, which involves all forms of knowledge, including
artistic, literary, etc. knowledge.

One will prepare the environment for what the author called the society of
conscience, of truth, of ethics and of spirit, as a next stage of society progress. If to
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informational society one applies the vectors of knowledge society, right in the middle
of the development of informational society, it is possible to gain time and that's why
the actions for the transition to knowledge society must be made simultaneously with
the ones regarding the transition from a state of informational underdevelopment to
informational development. The pursuit of both objectives must be mixed from the
very beginning in order to get to a developed informational and knowledge society.

In his work, "The Third Way", Anthony Giddens analyzes the more and more
important role of knowledge as production factor, emphasizing that the most
remarkable feature of globalized economy can be synthesized like this: "Science and
technology, as well as emblematic talents of humans play a more and more significant
role in productivity, and, consequently, in economic growth." The ones who highlight
the triumphant side of the global process are given this answer: "Global accessibility of
information rather amplifies than reduces uncertainties. But at the same time with
uncertainties, the chances of innovation and profit also grow." By this statement, A.
Giddens ideologically classifies himself among the supporters of the market economy
and the direct purpose of this market is profit achieved through innovations and
investments, acquired by those enterprising people who successfully take responsibility
for business risk and uncertainties.

Combined with the more general aspects of globalisation, information economy
sets a major transition in the nature of economic activity. "Information technology and
communication technology are the means which render the new economy possible...
But its agents (the ones of the new economy) are the workers with a high level of
knowledge - the connected workers and other workers who do not directly work in
material goods production. The know-how of such workers is the most precious form of
property that companies have" (Giddens, 2001, p.68).

The relation between the means of economic activity and their users, who A.
Giddens mentions in order to characterize the information and communication
economy, has been widely debated by all economic currents, older or more recent.
This, in what concerns the link between the labour factor and capital (physical) factor
in the organisation and development of capitalist production, but also in what concerns
the human capital and the financial one in contemporary world.

With the entire pleading, offensive adherence, in favour of the new processes in
contemporary society, economists still debate the problem of existence or non-
existence of a real new economy. They wonder if this is indeed an exceptional process
in the history of human civilisation. Some authors state that, after all, many previous
changes also had major effects upon world-wide economy. In this way, they use as
reference the railway of 19™ century, the cars with everything that involved car
civilisation in 20™ century. "Maybe the revolution in the domain of information
technology will be more penetrating than the previous technological revolutions - this
is what economists Stiglitz and Walsh are hoping for. Only time will give us an answer
to this issue" (Stiglitz & Walsh, 2005, pp.74-75).
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2.3. Internet and digital users

The major changes of the last years - exponential growth of mobile
communications and internet users, the development of information technology and
communication technology, the development of e-commerce - they all support the
transition from industrial economy to the post-industrial one, to informational society.
Digital information can be transformed in new economic and social values, creating
opportunities to develop new products and services, this becoming the key-resource in
digital economy. In the figure below you can see the number of internet users in the
world by geographic region in 2010.
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Figure 1. Internet Users in the World by Geographic Regions - 2010

If at the number of internet users first are Asia and Europe, at world internet
penetration rate first are North America and Oceania-Australia.

The study, prepared by the EU commission with a consortium made of three
consultancies specialized in media (Screen Digest, Goldmedia and Rightscom) was an
important input for the Commission's proposals on 'Content Online in Europe's Single
Market'. Figure 3 is part of this study.
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3. CONCLUSIONS

Mankind represents today the result of evolution, but this evolution is
unconceivable without the fast and profound progress of knowledge and of its
promotion in society, but especially in economy. The fact that contemporary
organisations are founded on knowledge is inevitable. The fact that they are founded
on knowledge means to organisations reaching the stage of full maturity, in accordance
with the essence of the informational society that they belong to.

But the development of informational society as knowledge society is
conditioned by the presence of some intelligent organisations, with advanced abilities
of managing their collective abilities as sources of performance.

Taking into account the fact that a decisive factor of economic growth and life
standard is represented by knowledge, turned into innovative products and services, it
is necessary that each country assigns the proper degree of importance to research,
development and innovation and make the required investments so as not to stagnate.

Informational society is seen as a "society of learning", in which the emphasis
is not only on ensuring physical access to communication networks and new
communication services, but more notably on the ability to transform information into
pieces of knowledge and on education and instruction process in schools, at the work
place and at home along the whole life. Informational society offers individuals the
information that is so necessary on the environment they live in.

The knowledge society is the purpose and the context of contemporary
development, because knowledge is the only resource which grows at the same time
with usage. Competitiveness depends on the quantity and quality of knowledge used,
and the profitability of any company may grow especially if it makes investments in
knowledge production (intellectual capital), rather than if it acquires as many physical
assets as possible. The world can't make it anymore without professionalism.
Knowledge society imposes professionalism in economy and it imposes technocracy as
leaven of the new economy and learning becomes the general process characterizing
the new economy.

The new economy of Informational Society - the Knowledge Society must be
based on its own means - younger or older, but to another stage of knowledge. The
means - new techniques and technologies - are directly related to computing and
knowledge and will give, without any doubt, a new configuration to economy as well.
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THE ROLE OF THE CODE OF ETHICS IN THE
CONTEMPORARY FIRMS ACTIVITY
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ABSTRACT: Nothing is eternal, except changes. This statement characterizes the
contemporary world, as succinctly and correctly as possible. The field of economic affairs,
strongly marked by the effects of the economic globalization process development, by the
manifestation of the knowledge-based economy and by the moral, ecological and social
consciousness of contemporary economic organizations, within the framework of the
aggravation of some social and ecological problems, faces today the need for various
fundamental changes, starting from the reconsideration of the validity of those principles that
have governed it for the last decades. Respecting the ethical norms or principles in developing
economic affairs does not represent a recent approach, but, as a result of the changes that
marked the contemporary economy, tends to become an organic component of the process of
adopting organizational decisions and an indissolubly respected principle in the process of
planning the future of the organization. Moreover, the international organizations’ experience
proclaimed the importance of respecting a unitary set of business ethics principles,
disregarding the market or the geographical area where they develop their activity, leading
thus to the enrichment of science and management functions with an ethical part.

KEY WORDS: business ethics, economic globalization; global ethical management;
ethical code

JEL CLASSIFICATION: F0I, M16

1. GENERAL CONSIDERATIONS REGARDING BUSINESS ETHICS

In contemporary society, we can observe a close interdependence among its
facets 0 political, economic, social and moral. Within this framework, it is absolutely
necessary to promote healthy moral values in all human life fields, including the
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economic field, by any available means. Generally speaking, ethics represents the

mental process systematically developed in order to identify and evaluate the

differences between how it is and how it could be the result of various human activities
or actions in order to improve human behaviour in society.

Ethics has been studied since ancient times and it represented the foundation of
different religions and life styles. In what its evolution is regarded, there are two basic
approaches to ethics, presented below:

e The religious orientation, according to which moral norms must be respected in
all aspects of an individual’s life, including his professional life, in conformity
with the requirements of religious ethics;

o The pragmatic orientation, according to which every individual must ethically
behave in all his actions and must not cause a series of risks and tensions (Puiu,
2004, p.140).

In essence, both approaches are finalized with the evaluation of human
actions. But the theological system achieves this by analyzing the relation between
actions and their consequences, while the deontological system implies the analysis of
the relations between actions and the motivations on which they are based (Baron,
1996, p. 549). Ethics played an important part in the economic and cultural
environment of the XX™ century; within this period, there were serious preoccupations
of the different social groups regarding, on one hand, the security against various
manipulations from the political environment, and, on the other hand, the consumer
consciousness to the organizations’ need of responsibility assumption regarding the
correct solution given to ethical problems.

At the same time, the 90’s were characterized by a continuous accentuation of
management preoccupations to identify, prepare and rapidly operate all the information
coming from the internal and the external company environment.

Organizations responded to the public’s new expectations by integrating some
ethical responsibilities in their organizational culture, trying this way to harmonize
their own values with those of the community where they act.

In this sense, in the last years, one can observe an increase of the importance
given to the ethical norms by top managers demonstrated by the fact that: more than
three quarters of American companies have an ethical code; most important
international corporations set up an organ regarding social and ethical responsibility or
public politics; annual reports of multinational or global companies refer today to the
importance of ethics much more than they used to do in the past (Ionescu, 1997, p.
195). In other words, contemporary managers must be conscious that it is absolutely
necessary for their organization to have a moral business attitude, to look beyond what
is legal and apply standards based on personal identity, on the moral conscience of the
organization and the consumers’ long term welfare.

From this point of view, the essence of managerial ethics consists of the
permanent conflict that aims, on one hand, at the organization’s economic performance
(quantified by costs, incomes, profit etc.) and, on the other hand, the organization’s
social performance, more difficult to quantify and often expressed through the way of
respecting the obligations to the employees, customers, suppliers, creditors etc.
(Gavrila & Lefter, 2002, p.274).
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In this order of ideas, the answer to the ethical dilemmas that contemporary
managers must face represents finding the balance between economic and social
performance. Such an accomplishment implies a multidimensional analysis of all
economic, legal and moral implications of each managerial decision apart. All these
relations can be modified only with the help of ethics and economic, social and
ecological responsibility of organizations, especially, of commercial companies.

2. OUTLINE OF GLOBAL ETHICS MANAGEMENT

The globalization of economic life, seen as a transformation in the spatial
organization of relations and social transactions - analyzed under the terms of
extension, intensity, velocity and their impact - generating fluctuations and
transcontinental or interregional activity networks, interaction and power exercitation
(Held, et al., 2004, p.40), complicates even more the contemporary organizations’
activity as it imposes the transformation of the production and social fields, as well as
of those institutions involved in this process. Furthermore, the conception according to
which no economic organization cannot exist, on a long term, without consent upon
what is wrong and what is good, was adopted by a larger and larger number of
specialists and practicians in international economic affairs.

In contrast with the multiple differences among countries, but in full agreement
with the almost universal character of unethical behaviours, ethical systems are desired
and must be universal.

Based on the process of economic globalization development, this change of
perspective determined the concept of global ethics, understood as the assembly of
fundamental values and universal ethical principles (Sikula, 1996, p.126) and
completed global management with an ethical part.

Global ethical management completes the concept of global ethics meaning
that, while global ethics is a system of ideas, concepts and suppositions, global
management comprises concrete methods, practices and techniques used to implement
global ethics in the organizations’ activity (Sikula, 1996, p.126). Global ethical
management led to the development of the international or global organizations’
preoccupation to identify and implement some generally applicable ethical principles
that govern their activity on the market. Thus, at international level, a series of
initiatives were taking shape in order to elaborate a unitary set of fundamental ethical
values that could reflect the universal expectations about ethics. Some of the most
relevant initiatives are presented in the table 1.

Although there are differences between the visions presented above, it is
obvious that global ethical values are common, which sustains the existence and the
utility of a global ethical system and of a global ethical management. According to the
new orientation, the adoption of some ethical standards that could govern business
decisions leads to obtaining some positive results at the business level, results that are
mainly materialized in: protecting the public against non-corresponding or dangerous
products; protecting and stimulating the employees by providing corresponding
working conditions and ethical management of human resources; protecting the
business and making it efficient in the conditions of respecting superior cultural values.
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Table 1. Global ethical management

1993 Parliament of world
religions - ,,Declaration of

Michael Josephson - ,,The

Manual of... Education Civics and R
» f character matters, Ethics:

Morals...” of the State of California

Global Ethics” easy to say, hard to do”

- Nonviolence - Morality - Trust
- Respect for life - Truth - Honesty
- Dedication - Justice - Integrity
- Solidarity - Patriotism - Respecting the given
- Sincerity - Self-respect word
- Tolerance - Integrity - Loyalty
- Equality of rights - Empathy - Respect for the others
- Sexual morality - Exemplary behaviour - Responsibility

- Seriousness - Correctitude

- Respect for family, property, - Preoccupation

law - Civic spirit

Rushworth W. Kidder -

William J. Bennett - ,, Book Thomas Donaldson - ,,International X
,»Common values in a

of virtues” Fundamental Rights”

disorganized world”
- Self-discipline - Liberty of movement - Love
- Compassion - Right to property - Sincerity
- Responsibility - Interdiction of torture - Correctitude
- Friendship - Right to a fair trial - Liberty
- Work - Indiscrimination - Unity
- Courage - Right to security - Tolerance
- Perseverance - Right to expression and - Responsibility
- Honesty association - Respect for life
- Loyalty - Right to minimum education
- Faith - Right to political participation

- Right to survival
Source: Sikula A. Sr. - ,, Applied management ethics”, Richard D. Irwin, A Times Mirror Highes
Education Group Inc. Company, United States of America, 1996, p. 127

3. BENEFITS AND LIMITS IN USING THE CODE OF ETHICS IN THE
ACTIVITY OF CONTEMPORARY ORGANIZATIONS

Organizations consider that ethics is an integrating part of their conduct and it
clarifies and communicates its position by elaborating and perfecting some ethical
codes and norms and regulations that regulate their members’ behaviour, from the
perspective of their ethical principles. From this reason, elaborating some conduct
standards under the shape of some codes became a frequently used method needed to
clarify the minimal expectations of an acceptable behaviour (Lewis & Gilman, 2005,
p-185). Such regulations are meant to increase the organization’s success on a long
term and provide some decisions that must protect the economic and social
environment of the company. Thus, these organizations dispose of a standard that
allows them to monitor, measure and continuously improve their ethical conduct.

An ethical code is essentially a written document that underlines the conduct
principles that must be respected in the decision-making process of the organization
(Byars, 1991, p.19). Other specialists consider that an ethical code is a declaration of
an organization’s norms and faiths. These norms and faiths are generally proposed,
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discussed and defined by executive managers that are old in the organization, and
then, they are published and distributed to all its members (Hosmer, 1987, p.153).

In our conception, the ethical code represents a standard of conduct
constructed on the basis of the organizational experiences, of the prevailing values
of the society, of the personal moral norms governing managers’ behaviour and of
explicit or implicit expectations of the investors that started the respective business.

The ethical code sustains the organization’s mission, vocation and objectives
by the functions it fulfils: it defines fundamental values; it filters the notions taken
from the accumulated experience; it spreads values at the employees’ level,
encouraging the respect of high conduct standards; it favours the effective usage of
conduct norms taken by the organization members (Puiu, 2004. p.149); it supports the
decision-making process; it sustains the organization’s professional identity; it limits
the superiors’ pressures upon the employees so that they acknowledge what they can
do and what they cannot do (Lewis & Gilman, 2005, p.191).

In our opinion, one of the most important functions of an ethical code is that
of increasing the trust of the public and of the society within the organization, by the
fact that it represents and explicit commitment that leads to the respect of some
moral standards in developing its activity.

From another perspective, the British specialist Arthur Clarke considers that
any organization should have two ethical codes: one for the top management and one
for the entire organization.

This opinion derives from the fact that managers have higher responsibilities
than the other members of the organization regarding the trust and the honesty due to
those who appointed them. A code for the top management should comprise provisions
such as:

» managers should exercise their function with honesty and dedication, trying to
reach the organizational objectives;

* managers must be loyal to the organization under any circumstance and consider
the organization as a priority;

= managers should act in a manner that does not affect the organization or get into
conflict with its interests;

= managers should not make use of confidential information in order to obtain
personal gains;

» managers should respect high standards of personal behaviour (Clarke, 2004,
p-96).

The codes of ethics meant for all the employees inside the organization should
comprise clearly stipulated directions regarding the ethical procedures and principles
accepted by the organization, the non-acceptance of gifts, no matter what they are,
from real or potential clients, and to the promotion of a fair and cautious behaviour
towards the society, in general.

It is important to understand that, regardless of the promoted values, an ethical
code does not carry with itself the capacity to persuade all members of the
organization to respect the standards and the ethical principles selected by
management (Hosmer, 1987, p.154), because:
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o It is not possible to comprise, in a differentiated way, in an ethical code all
norms and faiths specific to the groups interested in the organization’s activity
without hurting the interests of any part. This formulation of ethical codes in general
terms leads to an incomplete and incorrect understanding of the provisions by the
employees and generates, in the perception of the large public, the opinion that they are
simple beautiful declarations meant to improve the image of the respective companies.

o Ethical training is not enough to if the employee does no have solid ethical
behaviour obtained as a combination between familial, religious influences and
personal need and standards. A person that acts according to a set of solid ethical
standards (personal rules of behaviour and rules regarding the adoption of some ethical
decisions in professional life) will be more continuous and trusting in the decisions
made. In other words, managers must accomplish their tasks not necessarily as a result
of the external constraint generated by the existence of an ethical code, but as a
consequence of self-persuasion resulting from personal moral standards. From this
reason, top management must respect moral norms in all situations, so that, by the
power of personal example, it could induce the security that, acting the same way,
there will be no negative consequences regarding them. But this desire implies a
management capable to courageously assume the responsibility for the adopted ethical
decisions, mainly when they have negative consequences from the point of view of the
narrow economic interest. Thus, the managers’ personal ethics can and must be one of
the essential sustaining pillars of the ethical organizational behaviour.

O The ethical code does not establish priorities, respectively, the order in
which norms and faiths must be respected. Practically, the priorities are the real
organizational values and the ethical code simply does not include them. Moreover,
ethical codes are often perceived as being documents that establish only minimal rules
regarding an acceptable role of the social group when, actually, they must establish real
behaviour standards that could encourage the formation of an ethical life style.

o Ethical standards are hard to set up, the communication of these standards
is not always clearly made and the activity monitorization of a complex organization
is, apparently, an impossible task. Ethical codes too rigidly implemented reduce
management flexibility and restrain practical options. On the other hand,
unimplemented ethical codes, only used as beautiful declarations within the policy of
public relations within the organization, represent a weak organizational message and
they are simple papers covered by platitudes (Lewis & Gilman, 2005, p. 185).

o The ethical code cannot cover all situations and does not guarantee the
respect of all ethical norms. From this reason, the creation, the popularization and
the continuous improvement of the company’s ethical code should constitute some of
the regular actions that managers take in order to provide an ethical job. In our
opinion, the role of an ethical code is to form thinking models and attitudes which,
once they have been understood, assumed and respected, will lead to the formation of a
general behaviour expected by the managers that formed it. In other words, as
plastically as an author put it, ethical codes do less than everything and more than
nothing. From this reason, the simple elaboration of an ethical code does not
automatically lead to the solution of ethical dilemmas. If the organizational ethical
codes and regulations do not remain at a formal level and are connected to the current
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operating and rewarding system, they lead, most of the times, to the consolidation of an

ethical climate for the respective business (Johns, 1998, p. 140).

o Ethical codes are precious only if all organization members respect them.
If the manager does not give importance to the ethical code or infringes its
stipulations thinking that, as a manager, he must not respect it, the employees will do
the same. Besides, one must take into account that the effective transfer of the ethical
codes principles of the organizational life requires their assimilation within the cultural
environment, within cultural behaviours, through a series of actions initiated, most of
the times, by managers (Burdus & Caprarescu, 1999, p.207):

o A clearer formulation of the business behaviour and its usage in concrete situations
in order to encourage the employees’ moral behaviour;

o [nitiating some training programs in the spirit of the ethical norms promoted in
businesses by the company;

o The clear definition of individual objectives so that they do not lead to ambiguities
or ask the employees to accomplish impossible tasks, situations that could make
them have unethical behaviours;

o Keeping high ethics in the managers’ behaviour that must be taken as examples by
the company’s employees;

e Promoting ethics in the personnel’s performance evaluation processes;

o Developing some motivational and communicational mechanisms that could
encourage the employees to promote a fair business attitude.

Paradoxically, sometimes, the existence of an ethical code may generate more
bad things than good ones as it can create a false feeling of security behind which,
actually, one could encourage the disrespect of his promises.

From this reason, it is necessary to implement the ethical codes in such a
manner that could solve these problems and respect the following steps (Dessler, 2004,
p.35): Distributing the ethical code to the employees, the member units and the
organization partners; Assisting the employees in their effort to interpret and
understand the stipulations of the ethical code and its role; Underlining the role of
management in the process of implementing the ethical code; Informing the employees
about their responsibility to understand the ethical code; Establishing the correcting
procedures; Making a final declaration that could offer a conclusion regarding the
importance and the utility of the ethical code. Thus, ethics will be one of the
organizational culture components, to the extent the latter is assimilated and accepted
by the employees, will enforce and in order to have influence in making decisions and
in any behaviour, formal or informal. Besides, an organizational culture that promotes
business ethics and agrees to the employees’ expectations will confer the meaning of a
veritable mission of the respective affair.

4. CONCLUSIONS

The globalization of the economic life leads to the transformation of those
reports belonging to production, the social reports and the institutions involved in this
sense. In spite of all this, this global transformation will neither have a durable
effectiveness nor a possible one unless it changes, at the same time, the relations with
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people, nature, things. Therefore, in the context of an economic globalization, the
ethical issues have become main preoccupations for the organizations engaged in
international economic affairs as they have to obey the rules of ethics as compared to
the host country, the country of origin as well as the other interested parties:
governmental organizations, non-governmental organizations, public administration,
natural environment, society etc.

Nowadays, profit and ethics are two essential sides in the evaluation of
organization’s results since the profit reflects the organizational results from a
quantitative point of view and ethics shows the quality of these results. From this
perspective, the code of ethics can be considered both a premise and a result of the
organizational efforts of assuming some ethical responsibilities and, to the extent in
which its principles are known, understood, accepted and assimilated, it can turn into
the most effective instrument of ethical responsibility in the business.

In the end, disregarding the investors’ and managers’ opinion about it, it is
obvious that the preoccupation for the assimilation of some ethical responsibilities in
the field of business cannot be ignored anymore and that only ethical and responsible
organizations can successfully plan their future on a long term. We expect that this
opening towards values, beyond the economic and financial field, will be maintained
and developed under the impact of people’s and society’s pressure and will be
materialized into new decisional factors at organizational level.
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encourages giving a second chance to honest entrepreneurs who have failed.
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